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SOURCES OF FINANCING INNOVATION

Funding for innovation is the process of providing and using
funds allocated for the design, development and organization of
production of new types of products, for the creation and
implementation of new equipment, technology, services, works, the
development and implementation of new organizational forms and
management methods.

The conducted research made it possible to identify the main
sources of financing for innovative activities of industrial enterprises:

- State sources of financing for innovative projects in Ukraine
and Nigeria, which in turn are subdivided into budgetary funds, off-
budget funds, as well as state competitions and state orders. State
funding is provided on a gratuitous and non-repayable basis, in the
form of grants. Not everyone gets them, because it is necessary to
present a more profitable project, compete, win, and then once again
prove that this money will be spent on innovations, as a result, the
enterprise will benefit the country. All this makes it difficult to obtain
sufficient public funds.

- Own funds of organizations engaged in innovative activities.
Important sources for the formation of the company's own funds are
the depreciation fund and the production development fund. The
depreciation fund is often the main internal source of the enterprise
when purchasing new equipment, machinery, etc., necessary for the
implementation of innovative activities. And the production
development fund, like other special purpose funds, is formed from
the profit remaining at the disposal of the enterprise. The procedure
for the formation of this fund, the rates of deduction are
independently established by the enterprise.

- Financing of innovative activities at the expense of
investors is realized in the form of: credit investments; investments in
securities (stocks, bonds, bills) issued by the subjects of innovation;
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direct investments in cash, in the form of securities, fixed assets,
industrial and intellectual property and rights to them, carried out on
the basis of the conclusion of partnership agreements on joint
innovation; by using leasing and other methods of attracting
investments.

- Domestic non-state funding sources. They are divided into
venture funds and companies, investment organizations and
investment funds. Venture capital (venture capital) is money invested
in a new venture in the form of debt obligations or common stock.
Venture capital investments are risky capital directed to the
development of fast-growing firms that arise in the process of
implementing a commercially promising entrepreneurial project.
Venture capital has no guarantees of receiving income in the form of a
fixed interest, as well as in the form of collateral or guarantees of its
return to the investor. Venture capital, as a rule, is provided for a
long-term period - for 5-7 years, and in the modern computer sphere -
and for the implementation of short-term projects - for 1-2 years. For
modern companies, venture capital investment is easier and cheaper
than going out with borrowing on foreign stock markets, issuing own
securities, and obtaining a loan. The main purpose of investment
funds is usually to concentrate funds on priority areas of innovation
to financially support promising innovations. As a rule, investment
funds provide financial resources to innovative projects that have
passed independent examination and competitive selection on a
repayable or non-refundable basis.

- Foreign investments in innovative projects include
international venture funds, international investment organizations,
foreign venture capital companies, foreign investment funds, foreign
non-profit organizations, foreign business angels. Investments by
business angels are very risky, this is reflected in the high profitability
of successful investments with a large share of failures: complete
failure, loss of money - 34%; partial losses or reaching the "break-
even point" - 13%; low profitability - 17%; satisfactory profitability in
the amount of 25-49% per annum - 13%; high yield of 50% per
annum and higher - 23%.

In terms of the main sectors for venture capital funding are IT,
services, manufacturing, retail and wholesale, finance and insurance.
Investing in innovation in the early stages is an extremely profitable
business, therefore, business angels are motivated, above all, by
significant financial benefits. The second reason motivating investors
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is the pleasure they get from participating in running a growing
company and helping start-up entrepreneurs. The most famous
example of successful business angel projects in the world is the
investment in Apple.

If we talk about the experience of business angels, then in our
country this source of funding for innovation is not as developed as in
the United States or in Europe. This is due to the fact that legislation
protecting the rights of venture capital has not been established in
Ukraine and Hungary. For example, in the United States, the basic
legislation defining the rights and obligations of an investor has not
changed for over 40 years. All investors know that this makes the risk
of uncertainty in this area low. In Ukraine and Hungary, this risk is
still high, so business angels are not so active.
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