ISSN 2415-3206
MANAGEMENT

Journal
Issue 25, 2017

JEL Classification: 0180 [J VENTURE BUSINESS, ITS TYPES AND PROBLEMS OF

DEVELOPMENT IN UKRAINE

UDC 334:732:631.115.8

V. SHCHERBAK!

! Kyiv National

Ukraine

Introduction and aim of the research: The
need to create an effective system of
innovation development of venture business
makes it especially important issues of theory
and methodology, with taking into account
the peculiarities of this sphere and the
specifics of the services provided. Scientific
support of solutions to these problems will
contribute the creation of a well-functioning
venture business, which primarily depends on
its successful development and increasing
demands from consumers, creating a
successful business project.

Research hypothesis. It is expected that the
use of innovations in the venture business
will create an effective quality management
systems that are adapted to further
development of the venture industry and
suggested ways to improve venture business
in Ukraine.

The aim of this research is to develop the
method of realization of the process of
selection of companies-applicants of venture
projects.

Methodology: systematic analysis has been
used to support the strategic system of
balanced indicators for calculating the

University of Technologies and Design,

effectiveness of a venture project to build the
model of the feasibility of innovative
behavior of business.

Results: proposed ways of improving of
venture business is revealed; the basic content
of this concept is revealed; defined the main
functions of such a business, as well as the
role in modern conditions; the necessity and
expediency of venture activities in Europe
and Ukraine in particular has been proved;
the role of the state in support of venture
enterprises is determined; risks are identified
in the course of venture investment; proposed
the method of realization of the process of
selection of companies-applicants of venture
projects.

Conclusions: proposed approach to the use
of a system of the activity of venture business
in Ukraine is researched as well as the
influence of the activity of European venture
enterprises on the Ukrainian economy; made
own forecasts for further development of the
venture industry and suggested ways to
improve venture business in Ukraine.
Keywords: innovations, business, venture
business, venture investors, business angels,
venture management companies.

Problem statement. In modern conditions, entrepreneurs, who are directly

the initiators of new projects, large industrial companies, and the state are
clearly aware that refusing to invest in the development of innovations would
mean much financial loss in practice. Therefore, they are on the path to creating
economic mechanisms that, on the one hand, would contribute to the
introduction of the latest developments in STP, and, on the other hand, would
help in minimizing the financial risk of individual investors. One of such
mechanisms is risk (venture) financing of innovations. The venture mechanism
has played an important role in implementing many of the major innovations in
various fields of activity.
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The current level of development in the theory of entrepreneurship is very
limited, does not cover the visible set of factors affecting the most important
indicators of entrepreneurial activity — profit and efficiency. In connection with
this, both from the scientific and theoretical as well as from the practical point of
view, there is a need for research that develops the theory and practice of
venture business, which are modern and actual, which determined the choice of
the topic of this study.

An analysis of recent publications and an unresolved part of the
problem. The analysis of theoretical foundations and practical experience of
entrepreneurship in the field of venture business shows that solving problems in
the venture sector is impossible without developing new theoretical positions,
tools and methodological support for the assessment and analysis of the
efficiency of the functioning of venture capital business, state support for
entrepreneurship through venture capital with taking into account foreign and
national experience . These and similar questions are actual and have not yet
received a sufficiently complete and systematic reflection in the scientific
literature, which has led to a tendency to increase demand for their solution. The
scientific aspects of the research were formed on the basis of study, critical
analysis, rethinking of theoretical and methodological, methodological and
practical developments related to the activity of venture business and reflected
in the works of scientists and practitioners such as G. Hamilton, D. Gladstone,
O. Gothsman, M Justman, E. J. Dolan, P. Drucker, C. Cumbell, A. Marshall,
M. Maul, J. C. Pearce, M. Porter, B. Santo, J. Singer, P. Sliufer, W. Stevens,
S. Tanaka, B. Tvisse, |. Schumpeter, W. Engler, etc. Recognizing the
importance of research in the area under consideration, we note that scientific
works devoted to the complex and varied problems of theory, practice,
evaluation and analysis of the efficiency of venture business activity, proposals
and recommendations for its improvement obviously not enough.

Goals. To reveal the essence of venture business, to determine its place in
the national innovation infrastructure of the country, to consider the current
situation and the main obstacles for the establishment of venture capital business
in Ukraine, as well as the main advantages gained by the participants of the
economic process from the development of the mechanism of venture financing,
to analyze the prospects for the development of venture business in terms of
analyzing contemporary macroeconomic circumstances, outline the mechanism
for supporting venture business in Ukraine.

Research results. Risk (venture) business is a peculiar form of small and
medium innovation entrepreneurship. In the market economy, it is represented
mainly by private investment companies, whose activities are supported by
public funds. Retrieving funds from various financial institutions for the creation
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of risky enterprises, venture business is engaged in approbation, updating and
bringing to the industrial realization the "risk" innovations.

Venture business plays an important role in innovation, promoting, on the
one hand, the implementation of the latest achievements of the STP, and, on the
other hand, minimizing the financial risks of individual investors. A positive
example of using this type of long-term investment is accumulated by the United
States and European countries. Thus, over the past 30 years, hundreds of
thousands of new jobs have been created in the United States through the efforts
of venture capital and billions of dollars have been earned. In the venture
business of Europe over the past decade, accumulated long-term capital worth of
102.8 billion euros. In the 20 countries of Western Europe there are now 500
venture funds. It is the venture business that allowed developed countries,
including Ukraine, during the last quarter of the last century to qualitatively
change the structure of productive forces and significantly affect industrial
relations (Fig. 1).

B Humber of ANMC/Il Number of recognized ICI -8 Assets of recognized ICIin management

Source: http://www.uaib.com.ua/analituaib/publ_ici_quart.html.
Fig. 1. Assets of recognized institutions of cooperative investment (ICI)

Among the objects of venture financing the leading is taken by high-tech
companies, but the structure of investment is constantly changing. At present,
the bulk of venture capital is directed to sectors such as software,
biotechnologies, telecommunications, medical care, retail, computers and
peripherals tools, Internet technologies, semi-finished products, energy,
healthcare, financial services, electronics, business services (Fig. 2).
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Fig. 2. The number of venture capitalist transactions by sectors

Venture companies are very flexible and efficient, their active activity
ensures increased competitiveness of manufactured products, rapid and
successful introduction of new technologies, re-equipment and reconstruction of
production on a modern scientific and technical basis, and increase of
employment of the population. Their significance lies in the fact that they:

- lead to the creation of new viable business units that affect the entire
traditional structure of scientific research, and cause structural changes in the
social production of countries;

- increase employment of highly skilled specialists;

- encourage large corporations to improve the principles of governance and
organizational structures;

- show that targeting long-term goals requires the creation of a special
credit and financial system in the form of "risk" capital.

Venture business is represented by three types of companies:

- independent small venture companies specializing in research,
development and production of new products;

- venture firms that are affiliated with large firms;

- joint ventures that combine small science-intensive firms and large
companies (within the framework of such an association, a small firm usually
develops a new product, and a large company finances research, provides
research equipment for it, provides sales channels, organizes a service and after-
sales customer service).

For the creation of a venture company the following conditions are
required: the idea of innovation (new production, technology, services); Public
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demand for this innovative idea; An entrepreneur capable of realizing this idea
by creating a new firm; "Risk" capital to finance this company.
The venture company undergoes several stages during its development

(Fig. 3).
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Fig. 3. Stages of innovation company development

Fig. 3 shows the main stages of the creation and development of an
innovative venture company:

- At the "seed" stage, a project or an innovative business idea is allocated, a
company is created, a team is selected, a concept is being developed, R&D is
carried out;

- At the stage of launch, prototypes are created and tested, production is
being arranged, marketing activities are carried out, and market entry is
prepared;

- At the early stage of growth, commercial realization is launched; here it is
natural: the break-even point and the beginning of profit growth;

- At the stage of expansion, a steady market presence takes place, and
significant financial investments are required for further development;

- In an exit or a steady stage of capital investment are beginning to bring
high stable profits, the company holds a strong position on the market.

At the first stage, when selecting the best innovative idea, on the basis of
which a "risky" high-tech project will be created, the company's management
must take into account the following points:

Firstly, the objectives of this innovation project should not coincide with
the traditional sphere of interests of the "parent” company, since the goal of the
internal venture is to find new ideas, technologies, objects, inventions;

And secondly, when selecting ideas to be implemented within national
ventures, experts should make sure that there is the necessary commercial
potential for innovation.
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The system of information support for the search process of venture capital
projects and potential investors is a collection of elements and processes for
selecting, storing and systematizing information about potential venture capital
investors and projects, as well as informational and methodological organization
of interaction between entrepreneurs and venture capital investors (Fig. 4).
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Fig. 4. Methodology for implementing the selection process
for venture capital companies

The initial stage of the methodology is the analysis by the venture investor
of the basic characteristics of the projects proposed for financing. These are: the
focus of the venture project; The purpose of the venture project; Justification of
the need to achieve the goal of the venture project; Term of venture project
realization; The schedule for the implementation of the project; The main
technical characteristics of the venture project; Justification of the budget of the
venture project.

In the process of analyzing the main characteristics of a venture project, its
financial elements are identified. They serve as the basis for drawing up the
starting balance of the venture project. Thus, the result of the first stage for
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developing a methodology for assessing the effectiveness of a venture project is
to compile the initial balance sheet of a venture project.

The second stage of the methodology for assessing the effectiveness of the
venture project is the calculation of the economic efficiency of the venture
project. This stage is reduced to the calculation of the following forecast
indicators: annual revenue from the venture project in terms of periods; Annual
total costs (cost price) in the context of periods. The calculation of these
indicators should have an informative basis. The corresponding base will be
formed by a venture investor by forecasting all possible indicators, the
magnitude and dynamics of which will affect the amount of annual revenue and
annual aggregate costs in terms of periods.

The third stage is the preparation of the forecasted profit-loss statement of
the venture project. The calculated indicators determined by the venture investor
in the second stage are the basis for drawing up such a report. The result of
drawing up the profit and loss statement of the venture project is to determine
the net cash flow from its realization. To visualize the information on the
dynamics of the value of net profit, a graph of the dynamics of the profit / loss of
the venture project is prepared.

At the fourth stage of the methodology for assessing the effectiveness of a
venture project, an integral investment indicator is calculated. The basis for their
calculation are the net cash flows (net profit) calculated for the third stage for
the periods, terms of these periods and the size of the venture investments, the
terms of their investment. This stage is reduced to a simple criterion evaluation
of venture projects. Analysis of various sources [3—6] suggests the following
group of integrated investment indicators (see Table 1).

In addition to calculating integral investment indicators of the venture
project efficiency, it is necessary to draw up a payback schedule, based on the
difference between the discounted amounts of incomes and expenses
(investments) for the periods from the implementation of the venture project.
The venture project is selected for investment, the integral indicators of which
correspond to the optimal values and exceed the indicators of another (or group)
venture project. Graphically, the proposed methodology for assessing the
effectiveness of a venture project and choosing the most effective is shown in
Fig. 5.

This methodology can be used both separately from the methodology for
selecting companies that are recipients of venture investments, and jointly. The
joint use of the two methods is recommended for particularly risky venture
investors.
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Table 1

Group of integrated investment indicators for calculating the
effectiveness of a venture project

Indicators

Designation

Formula for calculation

Elements of the
formula

Indicators based on discount estimates

Net present value

NPV )0

R & IC,

Z K

P, —income (cash

= (@+r) F@er) flow) in the k-th
Index return on P, period; 1C, —
investment ra (1 N r)k investment in the k-
PI)0 - i th period; k - period
> of discounting; r —
o (1+7) discount rate; n —
Internal rate of " P, number of periods of
return IRR)F (s IRR Z(1+ RRY =Y lestimated cash flows;
Discounted . DPP —> min VR >IC mvegt%n;lr)ﬁrp?;iods.
payback period =1+ r)k =
The coefficient of PN, — average
investment .
efficiency, taking af'”“a' profit; €, -
into account the ARR Y0 PN, Q|scounted Yalue of
0 investments; RV —

time components
of cash flows

1/2x(IC, +RV)

residual or
liquidation value of
the project.

Indicators based on accounting estimates

Payback period of _ n
investments PP — min kZ; P >IC
Coefficient of PN
investment ARR

efficiency 1/2x(IC +RV)

PN — average
annual profit

Conclusions and suggestions. The study of advanced foreign experience
of institutional provision of venture financing of innovative development of
domestic industry allowed to offer possible directions for its development and

Improvement:

attracting

large foreign and domestic companies to the

development of innovative technologies; Ensuring the close interaction of all the
links of the innovation chain; The development of a system of expertise and
services based on the use of the proposed methodology for assessing the
effectiveness of a venture project and justifying the choice of the most effective.
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The analysis by the venture investor of the fundamental characteristics
of the projects proposed for financing

+—» purpose, focus of the venture project, justification of the need to achieve its goal
|, term of implementation and schedule of work on the venture project

main technical characteristics of the venture project

__, Justification of venture project budget costs

Drawing up a starting balance of venture projects

h 4

Drawing up of the forecasted report on profits / losses of venture projects

I the dynamics of income from the sale of products in general and the breakdown of
its components, as well as related incomes _ _
— the dynamics of costs from the sale of products in general and the breakdown of its
—» components, as well as related costs ) )

___, drawing up a schedule of profit / loss dynamics of venture projects

Determination of net cash flow (projected net profit) by periods from the sale of products
(services) of venture projects

4

Realization of calculation of integral investment indicators of efficiency of venture projects

v v
Indicators based on discounted Indicators based on accounting
estimates estimates

— NPV — PP

> P| L —» ARR
— IRR Y
— DPP Drawing up a payback schedule
—» ARRo : . "

\ 4

Comparison of calculated integral investment performance indicators of several venture projects
among themselves, as well as with optimal values

v

Choosing the most effective venture project

Fig. 5. Methodology for evaluating the effectiveness of a venture
project and selecting the most effective

Government support for venture financing of innovation projects in
Ukraine may include: legislative and regulatory regulation of scientific and
technological, innovation and venture activities. Solving legal problems of
intellectual property, benefits system and labor motivation.
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Creation and support of economic conditions and incentives for the

development of venture business on the

system of state procurement,

improvement of planning of scientific and technical development, effective

financial and credit levers.

Organizational and managerial conditions of the venture industry in the
management of state property. Conditions for attracting private venture capital

into the development of

Innovative entrepreneurship. Formation and

development of institutional and sectoral venture infrastructure on the basis of
public-private partnership. The above measures should be carried out in
accordance with the strategy of the state policy in the field of venture business,

which should be part of a single concept of
investment activity in Ukraine.
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