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Abstract. One of the most important sources for improving the financial support of innovative
activity is venture capital. The development of venture financing in developed countries is one of
the defining areas of support for medium and small innovative businesses. The purpose of the
article is to identify the key features of venture capital, the selection of structural characteristics of
venture capital, and the functional features of venture financing for the strategic development of
innovative businesses. The survey is based on the following methods: analysis, systematization,
and generalization to identify the key features of venture capital, as well as to select structural
characteristics of venture capital, and the functional features of venture financing; tabular
representation for the visual display of the results of research and analytical data. The article
analyzes the interpretations of venture capital. A significant expansion of the key features of
venture capital was noted. The structural characteristics of venture capital for the strategic
development of innovative businesses are highlighted, which are systematized according to the
following signs: elements of the classic form of venture capital, functions of venture capital,
characteristics of the venture capital market, phases of the venture capital investment process,
reasons for the refusal to receive venture capital, results from the implementation of venture
capital at the macroeconomic level. Functional features of venture financing for the strategic
development of innovative businesses must be considered in the context of such features forms of
venture financing, types of venture financing, features that are characteristic of venture financing,
steps of the venture financing process, stages of venture financing, the most common exit strategy
for venture capital investors, principles of venture financing, advantages of venture financing,
disadvantages of venture financing. The obtained results are the basis for further scientific research
in the part of venture financing of the strategic development of innovative businesses in Ukraine
and attracting investments for the development of innovative activity.

Keywords: venture capital, venture financing, innovative activity, innovative businesses, strategic,
development, process, startup, investment, venture fund, risk.
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1. INTRODUCTION

In the modern world, it has been proven that investments in the development and
implementation of innovations are the most profitable (Zhang et al.,, 2012). It guarantees the
highest return, laying a reliable foundation for maintaining the innovative potential of business at
a high level, ensuring the country's competitiveness. The main reason holding back the strategic
development of innovative businesses in Ukraine is insufficient funding (Yurynets, 2016). The
problem of innovative business is the problematic financing of innovative projects with high risk.
New alternative sources of investment resources are needed to improve the financial support of
the innovative activity. One of the most important sources is venture capital. The development of
venture financing in developed countries is one of the defining areas of support for medium and
small innovative businesses, financing of scientific and research works. Despite the numerous risks
associated with venture capital, many companies prove that this form of investment can give an
investment «push» and lead to the creation of a real giant. Companies using this financing form
include Amazon.com, Facebook, and Google (Bustamante et al., 2021). Without the support of
private investors and venture capital, it would be difficult for the founders of these global brands
to turn their innovative ideas into businesses.

Thus, the development of venture financing, the accumulation of financial resources, and the
effective use of venture capital for the development of innovative businesses become an important
issue for the state, especially after the end of the war. This requires a deeper understanding of the
features of venture financing in the strategic development of innovative businesses.

2. THEORETICAL BACKGROUND

The problem of venture financing of innovation activity, effective formation, and use of
venture capital is not new for scientists. In the scientific publications of scientists (Block et al., 2019;
Bustamante et al., 2021; Williams, 2017; Shao & Sun, 2021) the main attention is paid to the
evolution of venture business development, the role of venture investments in national and global
innovation processes, and the foreign experience of venture financing of innovation activity.
Among the scientists who actively researched the problem of the formation and use of venture
capital, we can single out Frimpong et al. (2021); Gutterman (2022); Park and LiPuma (2020); Rudra
et al. (2020). They studied changes in the global venture capital market, conditions of venture
capital investment, and startup requirements. Researchers among others have also studied the
venture financial strategies, venture funds, and availability of investment to the business. The
availability of venture funds is one of the sources of competitiveness of innovative businesses and
by extension, economic efficiency. Many scientists in the field of business management, such as
Pradhan et al. (2019); Siddiqui et al. (2016); Zhang et al. (2012) have investigated the consequences
of long-term (strategic) and short-term financing of innovative businesses. The authors paid much
attention to the process of venture financing, the differences between venture financing and
traditional investing, and the stages of venture financing.

However, there is still no research on the structural and functional features of venture capital
and venture financing and their role in the strategic development of innovative businesses.

3. RESEARCH OBJECTIVE, METHODOLOGY AND DATA

The research methodology in the article develops the idea of «venture capital as an effective
tool for creating a new business», where venture capital is the basis for solving the problem of lack
of funds in the innovation sector in the future. Therefore, the formation of structural characteristics
and functional features of venture capital should be carried out taking into account the strategic
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development of innovative business. The substantiation of the relevance of the problem is
confirmed by the results of studies (Pradhan et al., 2019), which proved the impact of venture
financing on the successful development of innovative projects, and startups, taking into account
the system of strategic tasks. The materials of the article are based on research by scientists
regarding the use of venture capital from a strategic perspective. Analysis of the features of
venture capital made it possible to identify signs, structural characteristics and functional features
of venture capital for the strategic development of innovative businesses. The systematization
made it possible to group the key features of venture capital, to develop a classification of
structural characteristics and functional features of venture capital for the strategic development of
innovative businesses. Generalization is necessary to form a research conclusion. The conclusions
are the basis for the justification of the prospects for the development of venture funds in Ukraine
in the future and further research on venture financing of innovative activities. The article uses
tabular representation for the visual display of the results of research and analytical data. The
purpose of the article is to identify the key features of venture capital, the selection of structural
characteristics of venture capital, and the functional features of venture financing for the strategic
development of innovative businesses.

4. RESULTS AND DISCUSSION

An innovative business that needs venture capital is a young business structure that has
growth potential and attracts venture capital to implement innovative projects, modernization, or
technological re-equipment of production, bringing new products (works, services) to the market,
which helps to increase their market value. An innovative business that operates in a growing
market has an idea, and is looking for investment to implement it, should consider the possibility
of using venture capital. This is a form of financing promising strategic innovation projects of
small and medium-sized businesses. Venture capital is a special form of investment that can
benefit innovative businesses and venture capital funds in the future. Venture capital provides
financing for product development or further entry into international markets.

The definition of the concept of «venture capital» is given in Table 1.

Tab. 1
Interpretation of the concept of «venture capital»
Sign Characteristic
Capital, primarily Capital invested in a project with a significant level of risk, especially cash

monetary capital in a new
enterprise or the expansion
of an existing business

capital invested in a new enterprise or the expansion of an existing
company in exchange for a controlling stake in its shares

Tool of innovative
development

An instrument of innovative development; financing of companies with
development potential and the possibility of transformation into a powerful
business entity

Investments for the
development of companies
not registered on stock
exchanges

Investments in the equity capital of unlisted companies, both at the initial
and later stages of development, when significant financial resources are
required for the acquisition of the company

Equity or share capital for
the implementation of an
innovative project

Equity or share capital invested in a small or medium-sized business
company that implements an innovative project related to the development
and use of new technology and/or the release of a fundamentally new
product

Equity risk financing for
management support

Risk financing, which involves equity participation in the company's
capital and support in the field of management
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. . . A special form of financial capital associated with the formation and
Formation and stimulation

of growth of small and stimulation of the growth of small and medium-sized enterprises

characterized by high business activity and the potential for obtaining

medium-sized enterprises .
P profits higher than average

. . Long-term risk capital invested in the shares of new fast-growing
Long-term risk capital to

companies to obtain high profits after the registration of these companies
obtain a high profit P LR & P

on the stock market

Source: Compiled by the authors based on (Fifteenth Annual Report (2023); European Private Equity and Venture
Capital Association (2022); Zhang et al. (2012); Williams (2017); Gutterman (2022); Siddiqui et al. (2016))

It is possible to notice a significant expansion of the key features of venture capital. Therefore,
the following key features of venture capital can be identified:

* capital, primarily monetary capital;

¢ directed to a new enterprise or the expansion of an existing business;

* tool of innovative development (investing in innovative enterprises);

* aimed at the implementation of an innovative project;

* investing mainly in projects at an early stage of development;

¢ focused on the development of companies not registered on stock exchanges;

* equity or share capital (equity financing);

¢ high investment risk based on equity participation;

* basis for management support;

* formation and stimulation of growth of small and medium-sized enterprises;

* medium and long-term nature of investments;

* participation in the formation of added value;

¢ focused on obtaining high profit (income mainly in the form of capital gains);

* investing in companies with a high rate of return.

Venture capital is a long-term, strategic investment (mostly 3-7 or 10 years). It is invested by
individual and institutional investors (venture funds) for the creation and development of young
innovative enterprises.

The structural characteristics of venture capital for the strategic development of innovative
businesses are given in Table 2.

Tab. 2
Structural characteristics of venture capital for the strategic development of innovative businesses
Sign Types, interpretation

. - innovative enterprise;
Elements of the classic .
— venture fund (venture capital company);

form of venture capital .. .
P — original donors of capital;

—accumulation and mobilization of funds for the state, population,
enterprises, investment funds, as well as foreign persons;

- investment support for scientific, technical, and innovative activities;

- research and production function (stimulation of innovative activity);

i —function of incubation of innovative entrepreneurship through

Functions of venture e N . ..
commercialization results of scientific and technical activity;

—function of guarantor of economic stability of new innovative business

structures;

capital

— function of structural renewal of the economy (transformative function);
— provision of professional skills and experience in running innovative
business enterprises

— the number of collected funds;
— the amount and value of investments;
— the value of assets at a certain point in time;

Characteristics of the
venture capital market
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— acquisition of capital;
— search for investment attractive objects;

Phases of the venture . o
— analysis of project investments;

capital investment

- conducting negotiations and starting investments;
process

— participation in the management of an innovative enterprise;
— disinvestment, i.e. withdrawing the fund from the investment project

— a weak or banal business idea;

—lack of idea regarding the further development of the product;

—low growth potential or low rate of return on investments;

— incompetence or immaturity of the team;

— blurred structure;

— the inadequacy of entrepreneurs in business valuation issues (overestimation

Reasons for the refusal of the company);

to receive venture — low quality of execution and implementation of the proposed investment
capital project;

— ill-conceived strategy;

— lack of proof of profitability of the project for companies already operating in
the market;

— lack of agreement between the parties regarding the amount;

— lack of agreement between the parties regarding the vision of achieving
business goals and conditions of cooperation

— promotes breakthrough growth of new industries and sometimes individual
industries;

— transformation of the economy to an innovation-oriented type;

— support of economic growth due to innovative growth and improvement
competitiveness of the economy;

Results from the
implementation of
venture capital at the

macroeconomic level . g . .
- ensuring the country's financial security;

— contributes to the development of the stock market
Source: Compiled by the authors based on (Bustamante et al. (2021); Park & LiPuma (2020); Shao & Sun (2021);
Williams (2017); Gutterman (2022))

Venture financing is:

- a hybrid form of providing innovative companies with investments that combine the most
effective functions of both capital markets and banks (Rudra et al., 2020);

- a process where venture capital is invested in exchange for a share in the company's statutory
fund (a package of shares) with the aim of its rapid development and prosperity (Block et al.,
2019).

On the one hand, venture investors generate income by participating in the ownership of
innovative companies, on the other hand, venture funds, just like banks, have at their disposal a
system of informal monitoring and control of borrowers' activities.

Venture financing is aimed at stimulating the practical use of technical and technological
inventions, the results of scientific achievements. Its purpose is to obtain high income from
investments in a risky enterprise working on the implementation of an innovative idea or project
into production.

In Ukraine, the main active venture capital funds are, as a rule, members of the UVCA. The
fundamental difference between funds in Ukraine and abroad lies in the level of their activity.

By 2022, the number of venture funds in Ukraine was growing. According to official statistics,
by the end of 2021, 312 asset management companies were registered in Ukraine, and their assets
have doubled. Over the past 5-6 years, the number of joint investment institutions has increased to
1,623 units, and the size of their assets amounted to almost UAH 500 billion (Market in numbers,
2022).
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In Germany, in 2022, venture funds concluded 346 agreements to invest in startups. In Ukraine,
the number of deals is at least five times lower — in 2021, there were 78 deals. The average amount
of investment is USD 500,000 for one innovative project (UVCA, 2023). A venture fund can invest
in innovative business money, access new customers and new regions, and help in attracting the
next round of investments. The rapid growth of innovative businesses and capitalization are
important for funds. The minimum capitalization growth is 10 times over 5 years. Venture funds
are present in various sectors in Ukraine. Software, online services, hardware, mobile,
marketplaces, and e-commerce are the most popular sectors for venture financing by the number
of deals in Ukraine.

Each venture fund forms an individual investment policy. Usually, the quality of the business
model, the level of the breakthrough of the idea, the experience of the founders and the team, and
the prospects of the market are evaluated. Sometimes venture funds look at the presence of other
funds among shareholders. Funds give money on equity terms, as a rule, from 5 to 25% of the
business, but it can be more (Frimpong et al., 2021). Funds do not take a large percentage of shares
to leave motivation to the founders to drive business. Often, as a result of communication with
foundations, startups go through several business model changes. Such support allows innovative
businesses to rapidly innovate, fill gaps in the market, and generate satisfactory revenue.

Each venture fund has its investment strategy and terms of cooperation. Venture funds help
innovative businesses in forming strategies and business models, optimizing processes, as well as
in legal and marketing issues. The involvement of funds in strategic activities and constant
supervision allows fast and efficient business development and reduce the risk of project failure.
Business mentoring involves elements of know-how in the material, legal and business spheres.

Venture capital investors are looking for innovative businesses that have good management
personnel, and demonstrate an advantage over competitors in terms of product offerings, services,
or technology used. The advantage is the work of an innovative business in a growing market and
the presence of a significant share in it.

The main functional features of venture financing for the strategic development of innovative
businesses are given in Table 3.

Tab. 3
Functional features of venture financing for the strategic development of innovative businesses
Sign Types, interpretation
Forms of venture — direct cash investments in shareholders (share capital);
financing — attraction of investment resources through the issuance of debt obligations with
the possible conversion of such obligations into ownership shares of venture
enterprises;
— mixed financing, combining previous forms
Types of venture | —internal;
financing — external;
— independent
Features that are — a venture fund provides capital in the form of shares to an innovative enterprise,
characteristic of without requiring generally accepted forms of collateral and interest;
venture financing | — the venture fund is liable only within the limits of the number of contributions
made;
— the venture fund is obliged to contribute to the management of the innovative
enterprise;

— shareholders seek to obtain a high profit in case of successful development of an
innovative enterprise;

— the desire to maximize long-term profits, which should reflect the growth of the
company's market value;
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Steps of the venture
financing process

— search for sources of investment funds, formation and attraction of venture
capital funds;

— venture investing, that is, the transformation of incoming financial (venture
capital), material, and intellectual resources into the output products of venture
activity;

—the transformation of invested investment resources into growth (capitalization)
of market values of invested objects (enterprises);

— achievement of the goals of venture activity through the receipt of income
(effects) by both venture investors and other subjects of venture entrepreneurship

Stages of venture 1.
financing — pre-seed — stage of business idea;

Funding of initial stages

— seed stage - product development;

— startup - product launch;

2. Expansion/development capital stage. Market penetration.

3. Buyout and sale of shares on the stock exchange. Product maturity

The most common | — sale of purchased shares on the stock market (Initial Public Offering or IPO);
exit strategy for — sale of equity to a strategic investor;
venture capital — sale of shares to other shareholders or the company's management
investors

Principles of
venture financing

— the principle of diversification of investment objects;

— the principle of phased funding;

—the principle of risk sharing between the venture investor and the company,
which financed,;

— the principle of active participation in company management;

— the principle of the flexibility of financing conditions;

—the principle of balancing risks with income;

—the principle of accepting the risk of complete loss of financial investments;

— the principle of continuous search and selection of funding objects;

— the principle of a differentiated approach to the selection of financing objects;

—the principle of maintaining the reputation of the successful selection of objects
for financing;

— targeting an increase in the value of the investment;

— participation in the authorized capital of the investment object;

— the principle of finding «smart money»

Advantages of
venture financing

A venture capitalist as a shareholder implements experience in management and
finance, which allows the company to further progress

Disadvantages of

It is within the competence of the investor to carry out staff reshuffles. The process

venture financing | of obtaining financing is long and complicated. Problematic extraction of venture
capital

Source: Compiled by the authors based on (Frimpong et al. (2021); Pradhan et al. (2019); Siddiqui et al. (2016))

Venture financing is still non-financial support. Innovative business gets access to the know-
how and knowledge of specialists. An investor becomes a partner by buying shares. Thanks to
this, the investor controls the business activity and assumes part of the investment risk. Large and
small enterprises have one common goal - to achieve success and increase the value of the
enterprise. In addition, the investor's capital contribution positively affects the image of the
supported company. This is a signal to external entities that it is worth investing in.

Venture financing has some drawbacks. The investor’'s repurchase of part of the shares is
equivalent to a partial loss of control over the business. This implies the need to share profits, and
power and takes into account the partner's opinion. Venture investment improves the capital
structure of a business, increases creditworthiness, and facilitates obtaining further funds for
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business development. Attracting investors increases confidence in the business in the market and
it becomes possible to attract new business partners more easily.

5. CONCLUSION

The presence of venture capital in the country leads to significant activation of innovative
activity and the development of innovative businesses. It is possible to notice a significant
expansion of the key features of venture capital. Venture financing plays a special role, ensuring
the attraction of long-term, risk capital aimed at the activation of the strategic development of
innovative business, which is the key to the economic development of the country. The venture
capital market of Ukraine is not yet sufficiently developed. However, despite the war and the
economic crisis, there are prospects for the development of venture funds in Ukraine in the future.
For this, it is necessary to systematize the basic foundation of knowledge in venture capital and
venture financing. For a better understanding, venture capital and venture financing need to be
seen in the context of the main structural characteristics and functional features with a clear sign.
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IOpunens 3opuna, IOpunens Poctucaas. BenuypHmit Kamitaa Ta cTpaTeriyHUii pO3BUTOK iHHOBAIIifIHOTO
biznecy. 2Kypnar [Ipuxapnamcvicozo yrisepcumemy imeni Bacurs Cmegparuxa, 10 (2) (2023), 15-23.

OanmM i3 HaBaXKAMBIIINX JKepea YAOCKOHaleHH: iHaHCcOBOro 3abe3meueHHs iHHOBAIIiTHOL
AiSABHOCTI € BeH4ypHMII KalliTald. PO3BUTOK BeHUypHOTO (piHaHCYBaHHA B PO3BMHEHMX KpaiHaX € OAHMM i3
BM3Ha4YaAbHUX HaIPAMKIB IIATPMMKM CcepeAHBOTO Ta MaJAOro iHHOBamilHOro Oi3Hecy. Meroro cratTi €
BU3HAUYEHHsI OCHOBHIUX O3HaK BEHUYPHOTO KalliTaaly, BUAiAeHHSI CTPYKTYPHUX XapaKTepUCTUK BEHUYpPHOTO
Kaltitaay Ta pyHKIiOHaABHUX 0cODAMBOCTEN BeHUypHOTO (piHaHCyBaHH:. JocAiAKeHHs Oa3yeThCsl Ha TaKMX
MeTOoJax: aHaAi3, cucreMaru3allis Ta y3araabHeHHS A4S BUABACHHs OCHOBHUX O3HaK BEHUYPHOIO KalliTaaly, a
TaKOXX BUAIAEHHS CTPYKTYPHUX XapaKTepMCTUK BEHUYPHOTO KalliTady Ta (PYHKIIIOHaABHMX OCOOAMBOCTEN
BeHUypHOro iHaHCyBaHHS;, TaOAMYHE IIpeACTaBJA€HHs AAs HAOYHOIO BiJOOpa’keHHs pe3yAbTarib
AOCAIAXKEHHs Ta aHaAITMYHMX JaHMX. Y CTarTi IIpoaHaAi30BaHO TpaKTyBaHH:A BeHUYPHOIO KaIliTaay.
BiasHaueHo sHayHe pOBIIMPEHHS KAIOUOBMX XapaKTepPUCTMK BeHUypPHOIO Kamitaay. Buaizeno crpykrypHi
XapaKTepUCTUKM BeHUYYPHOTO KaIliTady, SIKi cHCTeMaTH30BaHO 3a TaKMMM O3HaKaMM: €AeMEHTU KAaCUYHOI
¢opmMu BeHuypHOTO Kamitaay, GyHKIIiI BEHIYpHOTO KalliTaly, XapaKTepUCTIKa PMHKY BEHIyPHOIO KaIliTaly,
¢asu mporecy BeHUYPHOTO iHBeCTYBaHH:, INPUYMHU BiAMOBU Bij OTpMMAaHHSA BEHUYPHOIO KalliTaay,
pesyabTaT peadisaliii BeHUYpHOIO KaIliTady Ha MaKpOeKOHOMidyHOMY piBHi. PyHKITiOHaABHI 0COOAMBOCTI
BeHUypHOro piHaHCyBaHHsA HeOOXiAHO poO3rasdjaTy B KOHTEKCTI TakuMX O3Hak: (OpMU BeHIyPHOTO
¢JinancyBaHH:, BUAYM BeHIypHOro (QpiHaAHCYBaHH:, PYCH, XapaKTepHi 4451 BeHIypHOro (piHaHCYyBaHH:, eTaIll
Ipollecy BeHUypHOTo (piHaHCyBaHH:, eTalM BeHIypHOro piHaHCYyBaHH:A, HalOiABII IIOIIMpeHi cTparerii
BUXOAY IHBECTOPIB 3 BEHUYPHOIO KalliTaly, IIPMHLINIINM BEHUYYpHOIo (piHaHCyBaHHsI, IIepeBaru BEHYYPHOIO
¢inaHCyBaHHS, HeJ0AiKM BeHUypHOro ¢iHaHcyBaHH:A. OTpuMaHi pe3yAbTaTil € OCHOBOIO AAs IOAAABIIUX
HayKOBUX A0OCAiA>KeHb y 4aCTMHI BeHIypHOro ¢piHaHCYyBaHH: CTpaTeridHOIO pO3BUTKY iHHOBaIliliHOTrO OizHeCy
B YKpaiHi Ta 3aAy4eHHs1 iHBeCTUIIiN 445 pO3BUTKY iHHOBAIIiMIHOI AiAABHOCTI.
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