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FEATURES OF VENTURE CAPITAL FUNDS IN UKRAINE

Innovative development of economy is the only chance for Ukraine to
ensure a breakthrough in creating competitive products and a high income. Most
innovations are financed by the government, corporations, and venture capital
funds. In conditions of poor government funding and the reluctance of corporations
to invest in innovations, a special role in the development of innovations are
beginning to play venture capital funds that are interested in financing high risk
projects. But the venture business has a number of problems in Ukraine. This
article shows the features of the concept and operation of the venture business, was
the most important experience of the Western practice of venture funds, the
analysis of the concept of a venture fund in the Ukrainian legislation, the negative
factors affecting venture funds in Ukraine, revealed the possibilities and prospects
of activities of these funds in the country.

Keywords: innovations, corporations, venture business, start-up, institutional
investors, institute of general investment

Kapauenuyesa Kamepuna
OCOBJIHUBOCTI ®OPMYBAHHSA BEHUYPHUX ®OH/IIB B

YKPAIHI
[HHOBaLIMHUN PO3BUTOK EKOHOMIKM — 1€ €AWHUN IIaHC Ui YKpaiHu
CTBOPUTH NIPOPUB y CTBOpEHHI KOHKYPEHTOCIIPOMOXKHOI
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MPOAYKIIT Ta 3a0€3MeUUTH BUCOKHUH 10X1/1. BinbIricTs iHHOBAIIN (Pi1HAHCYIOTHCS 32
paxyHOK JepKaBu, KOpHopaliil Ta BeHUypHUX (QoHIiB. B yMmoBax HeedeKTHBHOTO
JepkaBHOTO (DiHAHCYBaHHS Ta HeOa)kaHHs KopIiopalliidi i1HBeCTyBaTH B 1HHOBAIIIT,
0COOJMMBY pPOJb B PO3BUTKY I1HHOBalid MOYMHAIOTH TIpaTd BEHUYpPHI (QOHIH,
3aIfikaBjaeHl y (piHaHCYBaHHI IPOEKTIB BHUCOKOTO PU3UKY. Ajie y BEHYYPHOIO
Oi3Hecy B YKpaiHi icCHye psii mpobOsieM. Y 3B'SI3Ky 3 ITUM y CTaTTi BigoOpakeHi
OCOOJIMBOCTI TMOHATTSA Ta (YHKIIIOHYBaHHS BEHUYYPHOro Oi3HECY, HaNOUIbII
BOXUIMBUM  JOCBIJ TMPAKTUKU AUSUTBHOCTI  3aXIJHUX BEHUYYpPHUX  (OHIB,
MPOAHAII30BAaHO TOHATTS BEHUYYPHUX (OHIIB B YKPaiHCBKOMY 3aKOHOJIaBCTBI,
BU3HAUEH! HEraTWBHI (DAaKTOpPH BIUIMBY BEHUYpHUX (OHIIB B YKpaiHi, NoKa3aHl
MOXJIMBOCTI Ta MEPCIEKTUBH IIsUTBHOCTI ITuX (POHIIB B KpaiHi.

Knwuoei cnoea: 1HHOBaIli, Kopropaii, BEHUypHUU OIi3HEC, cTapTarl,
IHCTUTYIIIMH1 1HBECTOPH, IHCTUTYT 3araJIbHOTO 1HBECTYBaHHS

Kapauenyesa Examepuna
OCOBEHHOCTHU ®OPMUPOBAHUSA BEHYYPHbBIX ®OH/IOB B
YKPAUHE

NHHOBallMOHHOE pPa3BUTHE HKOHOMHKHA — 3TO €JAMHCTBEHHBIM IIIaHC
Ykpauasl 00eCleuYnTh MPOPHIB B CO3/JaHWU KOHKYPEHTOCIOCOOHBIX TOBapOB U
MOJIYYCHUH BBICOKMX JOXOJOB. Yame BCero HWHHOBAaMU (UHAHCHUPYIOTCS
TOCYy/IapCTBOM, KOPIIOpAllMsMHU, a TaKkKe BeHUYpHbIMH (oHmamu. B ycioBmsx
Hed((PEKTUBHOTO TOCYIAPCTBEHHOTO (PMHAHCUPOBAHUS U HEXKENAHUS KOpIopaiui
WHBECTHUPOBATh B HOBIIECTBAa, OCOOYIO POJb B Pa3BUTUM WHHOBAIMA HAYUHAIOT
UTpaTh BEHUYypHBIC (DOHIIBI, KOTOPHIE 3AMHTEPECOBAHbI B ((MHAHCUPOBAHUHU BBICOKO
PHUCKOBBIX MpoekToB. Ho M y BeHuypHOTo Om3Heca B YKpauWHE CYIIECTBYET PSI
npobsieM. B cBsi3u ¢ 3THUM B cTaTbe OTOOpak€Hbl OCOOEHHOCTHU MOHSTHS U
(YyHKUIMOHUPOBAHUSI BEHUYPHOIO OW3HECAa, W3JI0KEH HamOoJiee Ba)KHBINA OMNbBIT
MPAKTUKU JIEATEbHOCTH 3alagHbIX  BEHUYYPHBIX (DOHIOB, MPOBEICH aHAIN3
MOHATHS BEHYYpHOro (OHAAa B YKPAaWHCKOM 3aKOHOJATENbCTBE, OMpPEICICHBI
HeraTHBHBIE (DaKTOPHI, BIUSIONIME HA BEHUYpHbIE (DOHIBI B YKpauHe, PaCKPHITHI
BO3MOXKHOCTH M MIEPCTICKTHBBI ACSITEILHOCTH JAaHHBIX (DOHIOB B CTpaHE.

Kntoueswvie cnosa: vHHOBAIMM, KOPIIOpPAIlMU, BEHUYPHBIA OHU3HEC, cTapTarl,
WHCTUTYIIMOHAJIHBIE ~ WHBECTOPBI,  MHCTUTYT  OOIIEr0  WHBECTUPOBAHUS
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Problem definition. Necessary condition of improving the competitiveness
of the national economy is innovation development. World experience has shown
that the main subjects financing innovation are the government, corporations, and
venture capital funds. For many years the government having the budget deficit
does not finance innovations, which even more aggravates the situation of the
Ukrainian economy and makes it impossible to create the conditions under which it
would be real to cover growing costs and give external debts. Innovative
development of the economy is the only chance for Ukraine to make a
breakthrough in production of competitive goods and obtaining high incomes.

Corporations in Ukraine prefer to invest in traditional branches (mining and
processing of raw materials, construction, trade, agriculture), thereby reducing the
risk of financial losses. But at the same time they obtain a relatively small profit.
Innovation itself assumes high risk, as this refers to completely new products or
services. Not more that 20% of 100% innovative projects survive, at the same time
the financial result of sold projects totally covers all financial losses and gives
profit to investors.

Today in Ukraine the most common way of getting money for business
development is bank financing. But bank capital is not interested in financing risky
innovation projects. This is due to the inability to obtain the necessary collateral
base, which is the main condition for provision of new loans to market insiders, as
well as the lack of guarantees of invested funds preservation and earning a certain
rate of income.

Obviously, venture capital is one of the major and most effective sources of
risky financing of innovation activity in such specific conditions.

Analysis of studies and publications. Analysis of scientific researches
showed that problems of the development of venture capital in Ukraine were
considered in works by V. Chaban, O. Zinchenko, V. lichuk, L. Rodzievskaia, V.
Yevtushenko, M. Johne, V. Stadnik and others [1,4,7].

Parts of common problem unresolved earlier. Despite the fact that most
of the scientists note unsatisfactory state of venture capital financing in Ukraine,
explore the common causes of this condition and offer ways to overcome these
problems, peculiarities of international and national organizational and legal, as
well as financial support have not been studied in full.

Purpose of the article. Purpose of this article is to reveal the features of
concept and functioning of venture business, describe the most
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Important activity experience of Western venture capital funds, analyze the concept
of venture fund in the Ukrainian legislation, determine the negative factors
affecting the venture capital funds in Ukraine and reveal the possibilities and
prospects of their activities.

Research main material presentation. So, venture business is a kind of
business, focused on practical use of innovations, technical and technological
newly-designed products, and results of scientific advances that have not yet been
tested in practice.

The essence of a venture business is partially reflected in its name,
«venture» translated from English is «risky enterprise, risky plan
or undertaking» [1].

To understand the essence of venture business deeper, the following
peculiarities of its functioning must be noted, namely:

- The objects of investment are risky projects;

- Capital portfolio management is carried out;

- The main part of venture investments is made in the charter capital of
venture capital companies, which are going to produce an innovative product;

- Venture investor shall actively participate in the management of an
innovative project or, at least, provide himself reliable control;

- A flexible mechanism of harmonization of interests of investors and
managers is carried out, and it depends on the stage of a venture project
development;

- The way of exiting the venture business by the investor in the event of
hazards is initially determined.

Venture capital is not "long-term™ money, in the sense that the venture
capital fund finances the enterprise up to the point until it acquires sufficient size
and creditworthiness to be sold to a large corporation (strategic investor) or to be
put on the stock market. The normal term of venture investments is 5-7 years.

Normal level of requirements of venture fund to the financed project is
capital growth by 10 times within 5 years of the project realization. This means
the return on investments just less than 60% per annum. This is a very large yield,
but otherwise the fund will not be able to achieve an average return on invested
funds of 20%-25% for investors and to ensure a sufficient level
of income to managers because the certain part of the projects
may Dbe unprofitable, the other part may not produce the
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expected revenue. Requirements for profitability may be lower if the later stage of
business development is financed, in this case, risk of failure is lower [2].

The main purpose of the venture investor is an increase in profit of the
company receiving investments, increase of its value in the market, and for this
purpose he invests his money, without incurring any liability, except financial.

To determine the status of venture business in Ukraine it is necessary to
study experience, trends and peculiarities of its development in developed
countries.

World center of venture capital is the United States of America. Sand Hill
Road in Menlo Park, Silicon Valley, Northern California, represent “Wall Street of
Venture Capital”. Industry began to develop in the late 1960s - early 1970s, giving
life to large corporations since then. Almost all main technological U.S.
corporation or corporations related to technologies, such as Apple, Compaq, Dell,
Genetech, Oracle, Cisco, Netscape, Amazon, eBay, Yahoo, are financed by venture
capital [3]. In USA, for the period from 1996 to 2007 35531 innovative projects
with a total volume of venture capital investment of USD 307.24 billion were
carried out, and the average size of investment reached USD 8.65 million. At the
same time venture capital plays a minor role in the primary financing of
innovations. In USA more than USD 81 billion invested by venture capital
industry in 2000, only about 23% are investments in the early stages of enterprise
development, and less than 10% are investments in newly created companies
(start-up) [4]. The main part of venture capital investments is directed to
development of projects, initially financed out of the funds of state or large
corporations. Venture capital plays a significant role in the subsequent stages of the
innovation process, namely during the period when these innovations are
commercialized. Most part of the venture capital investment is used to build
infrastructure necessary for growing businesses, namely fixed assets, working
capital, marketing and sales.

Another feature of venture capital in USA is that major investors investing
money in venture capital funds in USA since 1980 have become pension funds,
investment funds, insurance companies and other institutional investors.

The role played by institutional investors, and above all pension funds;
venture capital financing has not always been as great as it is today.
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If in 1987 in USA share of pension money in financing venture funds was
15%, in 1998 it is already 47%, though the absolute amount of investments in
venture capital funds has increased over this period of more than three times.
Certainly, the growth of investments by institutional investors is one of the main
reasons for increasing the activity of the U.S. venture capital industry in the 80s -
90s. Also, a large part of funds in the U.S. venture capital funds comes from
foreign investors (annually approximately from 15% to 25%) [2].

Venture capital funds invest in industries that are growing and competition
in which up to a certain point is not high enough. According to statistics, in 80s a
significant proportion of venture capital investments in USA were directed in
energy and computer technology production, in the early 90s in the production of
software, genetic engineering, and telecommunications, in the late 90s in internet
companies. The pattern consists of only one thing, namely the venture capital is
directed in quickly growing industries.

But in Europe venture business developed quite differently. Attempts to
repeat the successes of the American venture industry in early 1980s failed and
many investors moved into less risky, more predictable sphere of financing
management buy-outs MBOs, or leveraged buy-outs - LBOs. Venture activity
quickened markedly in the second half of the 1990s, when the stock markets of
growing companies appeared, entrepreneurial activity increased, government
support increased [3]. The volume of investments in 2002 amounted to about EUR
27 billion, although less than 10% of this volume is peculiarly investments that are
ventured by their nature [2].

In Western Europe the list of participants of venture funds is complemented
by government agencies, commercial and clearing banks, universities and other
sources. A characteristic feature of Western European countries as compared to the
USA is a higher proportion of banking structures in the formation of venture
capital. For example, in Germany the share of banks is composed of for more than
half of total risk capital turning in the country.

The notion of a venture fund in Ukraine is different from the usual one.
According to the Law of Ukraine "On Joint Investment Institutions", adopted in
March 2001, a venture fund falls under the  definition
of a specific institute of collective investment (ICI), the rules of formation,
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existence and closure of which are built into the general operating rules of ICI and
asset management companies. Venture Fund is considered non-diversified ICI of
closed type, which performs exclusively private placement of securities of its own
issue and the assets of which for more than 50 per cent consist of corporate rights
and securities that are not admitted to trading on a stock exchange
or trade information system. Participants of venture fund can be exclusively legal
entities [5].

The matter of venture financing is also not solved by the Law of Ukraine
«On Innovative Activity» which stipulates a procedure for financial support of
innovative projects by the State Innovative Financial and Credit Institution through
provision of loans or transfer of property, which is carried out upon condition of
existence of a money back guarantee in the form of a pledge of property, insurance
contract, bank guarantees, engagement contract, etc [6].

Thus, the assignment of a venture fund to ICI does not let to considerate a
number of peculiarities of their activity and specificity of the relationship with the
other members of venture activity. Moreover, the very name "venture" does not
guarantee that the fund will focus its efforts on financing innovative activity,
investing in high-tech risky enterprises and projects [6]. So in Ukraine the largest
venture investments are made in retail trade, food industry enterprises; production
of consumer goods. As there is a dynamic development just in these sectors, and
short term of money circulation gives you the opportunity to reduce the risk of the
project. Moreover, one of the basic principles of these funds functioning is
investing primarily in enterprises that have successfully overcome the stage of
organization and development of business, having a solid history of development.
In order to ensure control over the process the investors buy at least a controlling
interest in the investment object.

Most venture capital funds that operate in Ukraine were founded directly by
international organizations such as the European Bank for Reconstruction and
Development (EBRD), as well as within the intergovernmental agreements. In
particular, company Euroventures Ukraine was created at the account of EBRD
(capitalization is USD 30 million). There is an insignificant amount of private
venture capital funds in Ukraine.

Such companies as private equity fund Western NIS Enterprise
Fund (1995), AVentures (1994), Commercial Capital Enterprise (1995),
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Foyil Assets Management, Ladenburg Thalmann Ukraine Ltd., Cambridge Life
Sciences Fund, NCH Advisors, New Century Holdings, Euroventures Ukraine
Fund (1998), Baring Vostok Capital Partners (1996) have their representatives in
Ukraine and operate with the sums in the amount of USD 20-50 million each.
According to data of venture capital companies, more than USD 400 million of
venture capital have already been invested to Ukrainian companies [1, 7].

Also, State Agency of Ukraine for Investments and Innovations together
with the project of the EU "Development of Financial Schemes and Infrastructure
to Support Innovations in Ukraine™ (which beneficiary it is) started realization of
the 2nd component of the project "Promoting the Development of Venture Capital
Funds in Ukraine" (grant is EUR 12 million).

During implementation of the planned activities a national venture capital
fund of 100 million euros will be founded, it will finance innovative projects of
Ukrainian residents. Moreover the order of money provision will be significantly
different from the traditional procedure of bank financing. Venture Capital Fund
will invest in additional capital of business entities. At the same time joint-stock
companies will have to provide closed placement shares by an additional issue, and
limited liability companies will have to increase the authorized capital. Part of a
venture capital fund shall be 25 -50% of the authorized capital of the business
association after its increase [8].

There are also problems faced by the venture business in Ukraine, among
them there are important ones as follows:

- no clear definition of the legal status of the subjects of venture businesses;

- lack of venture capital funds financing due to restrictions for admission to
participation of exclusively legal entities in them;

- the absence of government guarantees of funds repayment in case of
unsuccessful innovation projects;

- lack of reflection of results of work of venture capital funds in official
statistics;

- there is also a lack of venture capital professionals in the assessment and
management of innovative projects, as the effectiveness of these funds
activity depends on the evaluation of the project, its prospects and
the possibility of determining the dynamics of the industry developing
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depends largely on the;

- inadequate protection of intellectual property rights of researchers and
entrepreneurs also inhibits the development and financing of innovation;

- problems of the stock market development: poor infrastructure, high risks,
low liquidity directly affect the scale of the venture business in Ukraine.

Conclusions and prospects for further research. Today we can say that
there is insufficient demand for innovation, low commercialization of innovative
projects (1% of ongoing innovation) in Ukraine and, as a consequence, almost
undeveloped market of innovative products and services, as well as its
infrastructure, which component element are venture funds.

To create the prerequisites for the development of venture capital funds set
of measures is proposed, implementation of which will contribute to the
implementation and development of the venture capital industry in Ukraine.

First, it is to define a clear legal status of the subjects of venture businesses,
and lack of financing venture capital funds can be corrected by admitting the
institutional investors and natural persons for participation in them. It is also
necessary to legally foresee investment of just innovative projects by the funds.

Second, to reduce the risk of loss of deposits in venture capital funds the
state can provide a guaranteed minimum of deposits return to the participants.

Third, to increase the number of people willing to invest in venture capital
funds it is necessary to present the results of their activity in official statistics, as
well as promote development of a system of information exchange between
developers and potential investors.

Fourth, the government should organize training of venture specialists, able
to monitor promising industries, innovative projects, and be able to manage them
effectively. In this case, it is necessary to form the structure on certification of such
specialists that will only be possible in the study and use of international
experience, in particular in cooperation with similar foreign companies.

Fifth, it is necessary to provide guarantees of state support
of international and national patents, introduction of effective protection of
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intellectual property from violations in this area.

Sixth, the absence of developed stock market in Ukraine can play a cruel
joke with venture capital funds, because today the market cannot provide them
with an effective exit from invested companies through the sale of shares on the
stock exchange. The similar situation is characteristic not only for Ukraine but also
for other developing venture capital markets. In this regard, the government should
fix possible exit from business legislatively.

Also one of the most effective incentives for the development of venture
capital funds in Ukraine is the use of more flexible tax incentive schemes (ICI
today do not pay income tax) and the development of risk insurance projects.

Thus, analyzing the international experience and, taking into account the
peculiarities of venture business development in Ukraine, we can say that venture
capital is one of the most effective sources of financing innovation activities, and
therefore the solution of financial security problems, the creation of a national
innovation infrastructure, ensuring the effectiveness of cooperation between the
state, science and business with a focus on global trends in innovation development
Is the most important component of scientific and technical as well as economic
development of our country.
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Kikhaia luiana
BACKGROUND OF ESTIMATION
OF THE ENTERPRISE COMPETITIVENESS
The article describes the essence of the concept of "competitiveness" of the
enterprise and is characterized by its dialectical relationship with the category of
"competition”, lit the fundamental principles of evaluation of enterprise
competitiveness. Also justified the need for assessing the competitiveness of
enterprises. Special attention is paid to existing approaches and methods of
evaluation of enterprise competitiveness, their advantages and disadvantages have
been identified. Presented to the most common methods for assessing the
competitiveness of enterprises. And, at the end of the work, the emphasis is on the
need to select the optimum factors for evaluating the competitiveness of enterprises
with industry-specific.
Keywords: competition, competitiveness, evaluation and competitive factors.
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