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Abstract

This article is based on the view that firms’ competitiveness lies in their
ability to innovate. It points out the incentives that make firms more innovative
and the outcomes of implemented innovations. The main focus is given to the
sources of innovation funding, in particulégasing, venture capital, private
equity, business angels and the NewConnect market, and describes the
possibilities of using them. The article stresses that firms seeking capital to grow
through innovation can use a wide range of financing options as long as their
projects are underpinned by solid documentation, have a specified time horizon,
and are attractive for investors.

Keywords: innovations, leasing, venture capital, private equity, business angels,
NewConnect market

1. Introduction

Knowledge has always been behind the wealth of economies, regions and
the world, but today this fact attracts special attention. Knowledge, embodied in
modern techniques, better technology, and competitive products is always
a source of competitive advantage. The level of competitiveness depends on how
effectively knowledge is applied to all areas of activity. In the information
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societies of knowledge-based economies (KBEs), kedye diffusion gains
a new dimension.

The accelerated pace of world economic developmgiobalisation,
increasing knowledge resources and the expandesbpiies of turning them
into innovations, as well as the growing significanof products combining
knowledge with high technology, are the main fastibrat call for new uses of
and approaches to knowledge.

Competitive advantages are mainly sought by firrhictwv make efforts to
develop their key competencies and skills, inclgdiechnical and technological
knowledge, that distinguish them from their comjpesi and enable them to
continuously develop new technologies and produetzable of coping with
global competition. It is innovative firms that neknational economies
innovative. A new growth programme for the EU Memi$tates, known as
‘Strategy 2020, leaves no doubt about the truth of this conclusionovative
firms play a major role in advancing the internahesion of the European
Union, stimulating economic growth and successfulignfronting global
competition. Strategy 2020 brings into focus theechdor the creation of
enterprises based on knowledge, cooperation, aruyation.

The present economic circumstances create neweokak for European
firms, including Polish firms. Contemporary firmgeacompletely different
economic organisations from those we used to kndhey are dynamic,
constantly evolving, living organisms that deriveit position in the local and
international markets from their knowledge, infotima, experience and
steadily improved competencies, and that focusnmmovation as an inherent
factor of their growth. The transition from traditial to learning organisations
and thereafter to so-called ‘smart’ organisatiofmsir{ded on knowledge and
innovation) has become almost an evolutionary mdteivandowska 2011,
p. 248). Centres of technological excellence, R&iStitutes, and clusters are
organisational forms that have emerged under tlsspre from the Asian
“tigers”. Their economic effectiveness depends ettdp cooperation between
business and science, higher amounts of R&D oytlagproved access to
sources of funding and the availability of uncorti@mal solutions for financing
innovative projects, as well as the establishmérthannels enabling technology
diffusion.

Transfers of knowledge from science to businesstlama@stablishment of
R&D infrastructure serve the purpose of stimulatthg continued growth of
innovative firms. According to entrepreneurs, itnet a lack of ideas that

! Europe 2020. A strategy for smart, sustainableiaoltisive growth, Communication from
the Commission, EC, Brussels, 3 March 2010.
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prevents the creation of innovative products, pees, IT and organisational
solutions, but a lack of necessary resources. $aise scarcity of resources
prevents entrepreneurs from participating in fainel economic missions and
from promoting their brands.

The Europe 2020 strategy requires business, sgiénaacial institutions
and national governments in the EU to develop tk#iategic capacity for
innovation, which is defined as the ability to deeand implement innovative
strategic products and innovative business mod@&lsese activities are
inherently risky and require capital that is navays certain to yield satisfactory
rates of return.

J. Schumpeter defines innovation as a processafitg new combinations
of the available factors of production, the outcsraewhich are difficult to predict
(Nowak-Fara 2000, p. 17). Raising funds for a riskgertaking is a complex and
difficult process. Innovation funding can be obgalrfrom many sources, but the
terms on which it is made available are alwayslyfaiestrictive in order to
minimise the exposure of both the investor and itheestee. Fortunately,
contemporary financial institutions serving the Wiexge-based economy (also
known as the ‘digital economy’, ‘smart economy’etwork economy’, and
‘new economy’) are developed well enough to endidefinancing of particular
scientific and business projects, and to removefittancial barriers restricting
the growth of organizations involved in the creatiof a knowledge-based
economy.

Innovating organisations that meet the pertineitéréa, particularly those
capable of demonstrating that their innovative gety have a strong chance of
success, can choose from a whole range of fundigcss. such as private
equity, venture capital, business angels, leasirangements, NewConnect, EU
funds, etc. Unfortunately, to many entrepreneuesehwords have little meaning
or in some cases none at all. A possible solutmrihts problem could be
cooperation between entrepreneurs and scientists.

The ‘Poland 2020’ strategy, which essentially cdits making the
knowledge-based economy more innovative and for noceroialising the
outcomes of scientific research, also provides gjiids on its implementation.
Under the strategy, in order to be eligible for Eihding entrepreneurs will
have to submit joint applications with scientisthis solution is based on the
assumption that cooperative efforts ensure a higgnl of innovation and
competitiveness. While the global crisis of 2008 haade it more difficult for
the world to function, it has not has not draindddcapital from the market.
Capital is still there, but those in charge of @vd become “more wary”.
Investors are still willing to contribute finandialto ambitious innovative
projects that offer an opportunity for high returns
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2. Innovation as a tool for creating competitive adantages

The OECD defines innovation as “... the implementation of ewnor
significantly improved product (good or service)ogess, nhew marketing
method or a new organisational method in businesstipes, workplace
organisation or external relations”. The term ‘igation’ that J. Schumpeter
introduced to economic theory in 1911 was meantefwesent a new way of
thinking about the role of an enterprise, now vidwas an organization actively
contributing to the development of its brand anac thlobal economy.
J. Schumpeter’s definition of innovation is veryodd (Schumpeter 1960,
p. 104). Other authors have been more spéchiiat the complexity and muilti-
faceted character of innovation still prevents tmdoption of an ultimate
definition.

Innovations occur in all economic, social, politiead cultural activities.
Their importance of being competitive has been dvdig P. Drucker, who has
also provided the theoretical underpinning of thempmenon.

The success stories of firms deriving their strenffom innovation
confirm the accuracy of P. Drucker's prescient miifie views. Innovative
organizations either create a new basis for thmmpetitiveness or improve the
competitive resources they already possess. Thess &chieve competitive
advantages and become leaders, first in the loeakets and then worldwide
(Simon 1999, p. 202). Many entrepreneurs and maadgeve realised that the
ability to create and implement innovations is thallmark of modern
organizations. Knowledge “...makes action and thealiption of its outcomes

2 Oslo Manual, "The Measurement of Scientific ancchFmlogical Activities, Proposed
Guidelines for Collecting and Interpreting Techndtad) Innovation Data", wyd. I,
OECD/European Communities 2005.

3 See, for instance, Richard R. Nelson, Systemy wiédzyowacji [in:] Zaradzanie wiedg
w spoteczéstwie ucacym sk, OECD/Ministerstwo Gospodarki, Warszawa 2000;

J. Bogdanienko, Innowacyjgédprzedsibiorstw, Wyd. UMK, Toruh 2004;

K. Poznaska, Innowacje jakozrédio rozwoju MSP [in:] Zargzanie organizacjami
gospodarczymi w zmienigym sk otoczeniu, J. Lewandowski (ed.), Wyd. Pt, £@D04;

A. Pomykalski, Innowacje, Politechnika t 6dzka, £&0D01;

P. Niedzielski, KRychlik, Innowacje i kreatywnig, Uniwersytet Szczetski, Szczecin 2006;

M. Struzycki, Innowacyjndé¢ w teorii i praktyce, SGH w Warszawie — Oficyna Véyehicza,

Warszawa 2006;

A.H. Jashski, Innowacje i transfer techniki w procesie tfansacji, Difin, Warszawa 2006;

E. Okm-Horodyaska, A. Czachorowska-Mazurkiewicz, Innowacje w rogwaospodarki

i przedsgbiorstw: sity motoryczne i bariery, Instytut Wiedzinnowacji, Warszawa 2007;

P.F. Drucker, Innowacja i przegbiorczai¢: praktyka i zasady, PWE, Warszawa 1992;

M. Golinska-Piesziyska, Polskie praktyki innowacyjne, Oficyna WydawrsSGH w Warszawie,
Warszawa 2011.
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more effective than data or information can.” (dgslva 2006, p. 25). It is the
use of knowledge that provides firms with compegitiadvantagés This is
a feedback process, because innovative firms ceeatepply knowledge, which
strengthens their capacity for learning and makesmore effective.
Breakthroughs accompanying the introduction of yiatmns that Toffler, the
sociologist and futurologist, termed “the third w&\referring to the theory of
technological waves) are now ensconced in econowtigsh increasingly stress
the role of knowledge (Toffler 2006).

According to the Schumpeterian definition of innbea, “creative
destruction” and “creative accumulation” are pheanmthat can be found in
both theory and practice (Berschi, Malerba, Orsenig000). Creative
destruction takes place when entrepreneurs and firems expand their
innovative platforms, thus making other firms lessnpetitive, i.e. destroying
their economic utility. Creative accumulation applito large, dominant,
innovative firms that have accumulated enough kedg¢, R+D competence
and funds to be able to operate in markets with kigtry barriers.

The process of innovation development needs bathfitm’s own and
exogenous knowledge, the knowledge of the prodaeérof the scientist, of the
entrepreneur and of the workforce, i.e. of everytra can contribute a new
perspective on the state of things. In other woodganizations need integrated
knowledge to innovate, particularly so-called ‘tdaiowledge’ that other firms
do not have and cannot copy - because it sitseinbentor’'s mind - to achieve
competitive advantages that will ultimately drilie growth of the national economy.

Innovation, or rather the ability to innovatenderlies effective action
(competitiveness)that leads to the well-being of nations ( Porte®2 p. 3).
In the contemporary world, this ability is the masource of competitive
advantages. This fact increases also the role wdvations that indirectly
contribute to the competitiveness of economies, €&@se improving the
organization of basic and applied research systams the financing of
innovative projects.

Since the 1990s Poland’s R+D spending has beemhassl% of its GDP
annually (the present rate is 0.57%). The summanpvation index (SllI)
provides an overview of factors that boost firmstivdty and of the outcomes of
implemented innovations. The Sl comprises:

* human capital
« finances and support

4 See L. LewandowskaTeoretyczno-empiryczny koncept rozwoju innowacyjireny
w regionie todzkim[in:] L. Lewandowska (ed.)Jnnowatorzy, innowacje a konkurency§do
regionu t6dzkiegowWyd. PTE, t6d 2011, pp. 265-287.
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* investment activity of firms

» cooperation networks and enterprise
selected outcomes of innovation process
innovators

» economic effects of innovation

Based on its values, the EU Member States have the&ted into four
groups of countries, i%.

« innovation leaders (mainly Sweden, Finland, Germahy and Denmark),
« innovation followers (9 countries with Austria &g teader),

« moderate innovators (10 countries, led by the CRepublic, with Poland
ranked next to last in this group, just above Lathia),

* modest innovators (Romania, Latvia, Bulgaria).

Poland’'s SllI of 0.317 ranks it ?C%among the 27 Member States, where
the average Sll stands at 0.478 (ranging from 0i836weden to 0.231 in
Bulgaria). Polish R+D spending is no higher thae B+D spending of many
international firms. Most of it comes from the stdbudget; private R+D
expenditures represent only a small fraction. Whikeovation is known to be
costly and risky, taking appropriate risks to depehovel solutions that close
specific technological, process or organisatiorsglsgis the only way forward,
apart from the purchase of technological innovatiawailable in the market.
In order to best use scientific achievements aesysif financial incentives is
necessary, including tax relief, stronger financianmitment of firms aspiring
to be innovative, the promotion of cooperation lesw R&D institutions and
business, and a more pronounced role of the gowsrnhms an advocate of
innovation.

As a beneficiary of EU innovation funds, Polandslagehind Finland,
Estonia, and the Czech Republic. These countriedinancial incentives rather
than direct financial allocations to promote inntima Stronger innovation
activity is mainly impeded by the shortage of reses. Large enterprises do not
suffer from this (see the discussion of “creatigeusnulation” above) as much
as the SME sector does.

Those who want to finance their innovative projetitsough leasing
arrangements, venture capital, business angelsearCnnect not only need
business contacts, but also the knowledge of hegetlsolutions work. Research
shows that many entrepreneurs and managers etlerriot heard about them
at all or do not know the rules and practices fing them. This means that an

5 EIS 2009 PRO INNO Europe, p. 63 and Onet.biznésiay 2012.
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effective innovation policy, aimed at providing nesd ways of managing and
financing innovative projects, should pay moreratts to the educational needs
of the society it aims to improve.

3. Leasing as a source of funding for technologicainovations

The innovative potential of a firm lies in the knledge, competencies
and entrepreneurial skills of its staff, in its oancommissioned R+D projects,
and in the technology embodied in modern equipniemis last type of assets
can be purchased by firms with their own fundshoough leasing.

Leasing is a special, economically attractive solution, vehéhe lessor
(the financing party as defined by the Polish Ctvdde) gives the lessee (the
financed party) a right to use a fixed asset fepecified period of time in return
for a fee, usually paid periodically, on terms tkize¢ parties have agreed on.
A lessee choosing inance leasecan also acquires a right to use an asset
serving business purposes, with the agreementioorga unilateral promise of
the lessor that the asset will be sold to the kg&# later than at the expiry of
the agreement, for a price fixed in the contract.

Leasing as a method of acquiring technological wations is particularly
important for small and medium-sized companies #taiggle with capital
shortages, but are determined to have modern namghto create innovative
products.

In the beginning, leasing was mainly used to fimatiee procurement of
the means of transport, machines, and deviceditimat needed to carry on their
business. The range of leasable assets has bemrdedtover time and now it
includes also real property (e.g. warehouses awiktlo centres enabling
organizational innovations).

Sale-and-leasebaclks a type of lease that allows real property owrner
release their “locked-up capital” while retainiftgetoccupancy of the property
(e.g. a lessee signs a financial lease agreemerréperty with a purchase
option and, having exercised it, sells the propatihe lessor to lease it back).
This lease agreement may include a clause allothiedessee to buy the leased
property at the lease’s end. The advantage ofsthligtion is that, although the
lessee’s ownership over the property is waivedaftime, its right to use it for
business purposes is retained. As the unlockedatdpiproves the lessee’s
liquidity ratios, other innovative projects canfbaded.

Leasing, sometimes called a lease-in-kind becaweséessee acquires the
necessary asset, offers many benefits. The mosttamp of them are the following:
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 accessibility to innovative technologies

* the optimisation of the lessees’ tax burdens (thecipal amount and
interest repaid under asperating leaseare treated as deductible business
expenses)

* the lessee can negotiate the schedule of paymentsake it maximally
convenient (seasonal instalments, etc.)

¢ the on-going financial burden is minimized, becanstalments become due
on fixed dates

* leasing companies expect lower collateral than afflering investment loans
* legal and tax security

* leaseback releases the “locked-up” capital

* relatively simple procedures

The lessorcan be either &asing companyor afranchisor, the latter
providing its franchisees with process lines, snglachines, equipment, means
of transport, etc. Franchise leases are partigufegtjuent in relation te@ross-
border franchising, where a foreign franchisor often brings from abroa
expensive modern machines that the lessees caoquoire at home, to ensure
the same standard of service across the chainraidéahance its image.

According to the GUS data (the Central Statisti@fiice), in 2010 leasing
services were provided in Poland by 84 companiesstVbf them were
established between 1991 and 1999 (42), with 2&bbkshed in the period 2000-
2005 and the remaining 14 coming into being inybars 2006-2010. As far as
the legal status of the companies is concernedw6g limited liability
companies and the other 22 were joint-stock congsani

Twenty one companies provided only leasing seryieesile for 50
companies leasing was their primary business, @nfirths treated leasing as
a secondary business.

Leasing companies use a variety of methods todiets (see Table 1).
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The most popular types of leasing arrangements magently been
financial leasing, indirect leasing, PLN-denomimikkeasing, investment leasing
and traditional leasing. Table 2 presents the uiffe types of leasing

arrangements according to selected criteria.

Table 2. Types of leasing agreements

Type of leasing No. of leasing firms
Criterion 2008 2009 2010
Ownership of the leased asset
Finance leasing 53 66 68
Operating leasing 49 54 59
Mixed leasing 5 5 5
No. of parties involved in a leasing agreement
Direct leasing 25 36 39
Indirect leasing 47 47 52
Currency of lease payments
PLN-denominated leasing 62 73 77
Forex-denominated leasing 37 39 36
Currency leasing 32 34 40
The manner of asset delivery
Build-and-lease 60 68 77
Tenant leasing - 1 1
Sale and leaseback 44 52 53
Termination of the leasing agreement
Traditional leasing 63 73 79
Renewable leasing 15 14 13
Consumer leasing 10 8 7

Source: GUS, Dziatald6 przedsibiorstw leasingowych — 2008, 2009, 2010.

According to the table, the most popular forms usgtkasing companies
are finance lease agreements, agreements denodhiimatthe Polish zloty,
indirect lease agreements, build-and-lease agrdemeand traditionally
terminated lease agreements.

Excluding mixed leasing, the total values of letrsmsactions by asset
type (described in Table 3) decreased in the twwerotategories in 2010
compared to 2008 and 2009, but not for all typesssktsThe value structure of
assets covered by new leasing agreements showsmtiftotals.

Including mixed leasing, the total value of newslieg agreements
increased between 2009 and 2010 by 1.16%.
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The new leases show that means of transport aradkefrequent object of
leases, followed by industrial machines and equipmmede available under finance
and operating leases. For mixed leasing the situatas reverse (see Table 4).

Table 4. The value structure of assets covered byew leasing agreements in the years
2009-2010, in %

Types of leased Finance leasing Operating leasing Mixed leasing
asset 2008 | 2009] 20100 2008 2000 2010 20p8 2409 2010
Total 1000 | 1000| 100d 1000 10000 10d0 1000 1d0.0 .01pO

Means of road 61.7 58.6 58.0 67.2 69.1 76.2 4219 24.6 33.6
— motor car 23.7 28.0 21.0 29.00 40.4 41.9 8.0 5P 4(3
— lomiesanc | 260 | 242] 222[ 200 183 231 313 169 25.3
— buse 14 [ 16| 17| 23| 23] 09 25 16 07F
— otherroac | 106 | 48] 141] 159 79 103 11 0b 3B

Other means of
transport (air,
water and rail
transport)

13 2.1 24 29 2.7 0.5 1.3 8.9 6.0

Industrial
machines and 299 | 299 29.7| 224 224 20D 28|83 576 5438
equipment

Computers and

office 14 2.6 25 1.3 1.0 11 6.9 3.4 0.6
equipment

Real property 4.8 5.2 5.3 5.6 3.5 1.9 18.5 28 3.5
Others 0.9 1.6 1.1 0.6 1.1 0.3 1.6 26 1{5

Source: developed by the author based on the GU®rtreDziatalng¢ przedsibiorstw
leasingowych 2008, 2009 i 2010 r.

Industrial machines and equipment account for atolif8 of finance
lease transactions and operating lease transactmasfor more than half of
mixed lease agreements; this implies that the teaseved the purpose of
innovative, technical projects (e.g. industrial imaes, equipment, and process
lines).

Lessees increasingly acquire innovative fixed asseich as modern
industrial machines, equipment, and real propezty. (modern logistic centres).
This trend is shown in Table 5.
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Table 5. Lessees and the assets leased between 2662010

Leased No. of lessees No. of leased items

item 2008 2009 2010 2008 2009 2010
Including: 302,449 381,830 373,616 745,513 979,932 890,921
Means of 254,410 290,043 284,770 501,773 540,470 529,512
road
Other
means of 303 892 434 3,632 4,242 3,567
transport
Industrial 65,739 68,600 73,398 156,248 160,241 173,150
machines
Computers| 10,757 8,541 9,116 74,225 127,288 96,87D
and office
Real 393 361 381 918 702 741
Others 2,324 754 890 8,716 5,933 1,700

Source: developed by the author based on the GUrtreDziatalnas¢ przedsgbiorstw
leasingowych 2008, 2009 i 2010 r.

The statistics generally show that both the leasimayket and firms’
interest in leasing arrangements are growing. Tdte @ not satisfying, though,
because leasing can be used to obtain many mars,itearticularly modern
fixed assets that quickly lose their economic vaMereover, leasing allows
assets to be acquired without any harm to the tevedhiness of the lessee, who
can then use other sources of funding to creatr athovative projects.

4. Venture capital, private equity and business arels as potential providers
of funding for innovative projects

While the source of innovation funding chosen isaflly determined by
the entrepreneur’s knowledge and skill in the &rfirancial management and
marketing, the main determinant remains the naifitee project itself.

Among the major sources of funding that can be trsditiance ambitious
innovations ar@enture capital andprivate equity.

Venture capital is a medium-term and long-term investment wheee th
investor buys interests in an unlisted companyefbthem after the company
has been successful (the process of recoveringrih@pal amount and realising
profits is called disinvestment). Because ventwagital involves high risk, the
investors also expect considerable return on the@stment.
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Venture capital (VC) is used to fund early phaddaamovative projects or
enterprises, which are respectively called seeuit-gp, or early development.
Most venture capital funds are closed-end fundsnimg that the investors are
not allowed to dispose of their shares during thi&e period of the investment.
Because it is the investor that incurs the mo&srigivestment agreements are
usually drawn up in such a way as to secure thestavs’' interests to the
maximum possible extent. Should the investmenebegnised as having lost its
potential for growth, measures are undertakenrtoitate the agreement. At the
end of a successful investment, investors’ capaalbe repaid via:

* initial public offering (IPO) on a stock exchange

¢ the sale of the investee company to a strategesiov

* management buyout (MBO), or

* the sale of the investee company’'s shares to aumrentapital fund

specialising in later stages of company development
According to statistics, the IPO is the most patifi¢ in cases where it is applied.
Venture capital supply in Poland is inadequateabse potential investors

are not willing to take on the high risk nor thdateely long time until

disinvestment occurs. The main problem, thoughhéslack of economically
attractive, ambitious, innovative projects,whose owners are able to:

* prove their market orientation and mobilisatioritia face of competitors

* demonstrate that the market will accept the project

e guarantee to the maximum extent that the investapstal will be repaid

* demonstrate their right to the project or prodpat€nts, copyright, brands, etc.)

Failure to meet these requirements reduces therdkfoaventure capital
in Poland below the level that VC managers mighid fiacceptable. This
situation is quite unfortunate, because venturgalsgiands for much more than
money alone — it also involves managerial know-hbusiness contacts, and
a vision of future development.

It should be noted at this point that, in conttasventure capital, which
mostly seeks to invest in the early stages of pomgiprojects or firmsprivate
equity focuses on the later stages in their developm&he range of its
objectives include managerial buyouts, investmémtsompanies intending to
enter the stock exchange, and bridge (or mezzafiim&)cing. However this
paper is concerned with early-stage innovativegutsj
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Early-stage innovative projects may also be fundgdgrivate investors
known asbusiness angelsin the decade 1999-2009, the number of business
angels’ networks in the EU increased 4.6 timesnf6® to 308

Most business angelsuse their private resources to contribute to
innovative projects in return for intellectual séiction, a chance to be part of
the team, the possibility of fulfilling their paesis, appreciation, etc. rather than
financial gains. However, some business angelstrigénnovative, medium- or
short-term projects for a share in profits or acklof shares (usually accounting
for around 30-40% of a project’s worth). These bess angels do not make any
major decisions in the beneficiary company. Busrawgels are interested in all
stages of innovative projects with high growth ptisd and can span a period of
3-7 years.

In addition to the necessary funding, business larajso contribute their
experience, knowledge and professionalism, busimesgacts, passion and
commitment. Interestingly, they frequently pref@rémain anonymous.

The results of surveys aimed at determining howmRamlish entrepreneurs
know about this source of innovation funding areatisfactory. Only around
10% of the respondents were found to know aboutdhe of business angels,
which however indicates that the unused amountiredihg they can offer is still
substantial. Business angels typically engage fly gmoject stages, at a time
when neither banks nor institutional investors fineém interesting.

Business angels want their prospective benefidarie be competent,
professional, focused in the face of competiti@ady to confront challenges,
and willing to engage in high-quality cooperation.

An analysis of business angels’ preferred indust&latusiak 2009)
shows IT, knowledge-intensive service, environmigmtatection and ecology to
be at the top, while media and multimedia, biotetbgies, cosmetology and
pharmaceuticals are ranked slightly lower. Belowsth there are healthcare,
automatics, robotics, and the fuel and energy imguend chemical industry.
Within these broad categories, particular busiaeggls tend to pursue different
aims. Some believe that new business areas tHatamile into focus over time
are worth exploring, and that the most importamghs that the project is solid
and the staff is willing to cooperate in a condig manner. Business angels
like to choose predictable projects with clearlfirted rules of cooperation, and
frequently diversify their risks by targeting diféat industries.

% European Business Angel Network, op. cit.
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Business angels associate themselves into network809, 300 networks
of business angels operated in the European Urlitost of them (around 65%)
were non-profit organisations.

The most developed markets with networks of busiresyels are the
UK, Sweden, Germany, Belgium, ltaly and the Netimts. EBAN (the
European Business Angel Network) is an independent;profit organization
based in Brussels that cooperates with the Europaon on extending the
scope of operation of business angel networks, sapdal funds, and other
organisations that commit themselves to the devedop of early-stage projects
or firms in the Member States. EBAN works with ZI(rivate investors in 32
countries, including Poland. Its data show thatakerage funding per project
ranges from 20,000 to 50,000 €, but in the casgrajects financed jointly by
several investors the amount may be larger. ThislPblsiness angels account
for around 4% of EBAN membership, which ranks Pdlaamong Belgium,
Italy, Portugal, and Sweden. In 2010, Poland hadtWorks of business angels,
of which 3 were EBAN members.

Serious obstacles to a wider use of the fundingreéf by business angels
include the following:

* lack of knowledge about how business angels finanocts

* unclear knowledge / technology transfer procedures

* insufficient funding in the early stage of a prajec

* projects not being ready for commercialisation

* lack of support from local institutions

* entrepreneurs’ low trust in this model of financingovative projects.

Business angels may not only contribute their mdoey project, but also
their vision of its development, a new approachptoject financing, and the
knowledge that is necessary to expand into new etsrknanage finances,
conduct marketing activities, and commercialiseuations.

Most importantly, however, business angels aresiymilable’ and can be
convinced to support a project, particularly whiea future owner of a start-up
has no choice but to seek the assistance of at@iivaestor.

Project owners considering the involvement of arimss angel should be
aware of the kind of an investor they need: onerof§ money alone (a passive
business angel), or one that will bring in a coapee attitude combined with
knowledge, mobility, experience, business contaatseptance of risks and the
strength to recover from failures. The high compeies of business angels

" European Business Angel Network (EBAN) — AcitvitygRet 2009.
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associated in the networks are enhanced by thaperation with tertiary
education institutions, technology parks and intoifsa seed capital funds,
venture capital funds, private equity funds, angleyers’ organizations.

5. NewConnect — a platform for raising innovation finding

An entrepreneurial attitude to innovation may givéirm the competitive
advantages it needs to function in the markets,thaiso frequently generates
a demand for funding. In the small and medium-sigetkrprises that lack the
assets that large companies have (competencerecespeapital) the need for
external inputs — not only capital — is particufastrong.

NewConnect is the right market for new, promisirign$ that seek
capital, because it is friendlier and less expaentian banks.

According to PKPP Lewiatdn— 55.6% of SMEs making financial
projections earmark funds for innovatipthus showing that they are aware of
the need to innovate and that innovation is argnalepart of their future growth.
This awareness causes them to either create anéenmapt their own
innovations, or to purchase innovative solutiongammarket.

NewConnect allows funds to be raised for eitherboth of these
purposes. The market was opened on 1 Aug. 2007¢chwhifortunately
coincided with the economic crisis that dented #&tees’ trust in financial
institutions. In the next five years, 418 compargetered NewConnect with the
hope of increasing their value, of which 387 reraditisted by mid-2012 (18
advanced to the Warsaw Stock Exchange, and 3 widndrawn after they went
bankrupt}®. Their total value is estimated at around 8 blIiNPBRbout 56% of
NewConnect companies have capitalisation below liidmPLN, another 25%
have capitalisation between 10 and 25 million PiodNglmost 15% of companies
it is under 100 million PLN, and 4% of NewConneabmpanies have
capitalisation in excess of 100 million PN

NewConnect companies represent almost all indssffiable 6 shows the
percentages of the 15 industries that are repexsbgtNewConnect Companies.

8 The Polish Confederation of Private Employers Léavia

*http://ww.fabres.pl/artykuty/sekcje/wydarzenia/mylgprzedsibiorcy-inwestug-w-
innowacje, 227 98, 1 [2 Jan. 2013].

10 Grant Thornton, Raport: 5 lat NewConnect, sier(@812.
1 |bidem, p. 7.
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Table 6. NewConnect companies by industry as of 2@n. 2013

No. Industry Percentage share
1. Telecommunications 2%
2. Recycling 2%
3. Recreation 3%
4 E-commerce 3%
5. Eco-energy 3%
6. Investments 5%
7. Real estate 5%
8. Healthcare 5%
9. Technologies 8%
10. Construction 8%
11. Financial services 9%
12. Media 9%
13. IT 9%
14. Other services 13%
15. Trade 16%

100%

Source: developed by the author based on: httpaiilmewconnect.pl

As a result of foreign companies’ rising interastNewConnect, eight
companies from five European countries (the CzeepuRlic., Bulgaria, UK,
Ukraine and Sweden) entered the market by ApriB201

A company seeking to be listed on NewConnect mase lthe status of
a joint-stock company or a partnership limited Inares, its shares must be
transferable without limitations, it may not be dahwed in liquidation or
bankruptcy proceedings, and it must produce arrimditional document (either
a prospectus or an information memorandum). kedired that the company be
assisted by amuthorised Advisor and aMarket Maker *2. The Authorised
Advisor is responsible for assessing the compamgadiness to enter the
NewConnect market and for leading it through thecpss — it acts as
a substitute of the Securities’ Exchange Commissitie Market Maker acts in
the capacity of a brokerage firm, whose contractipigation is to ensure that
its client's shares remain liquid after they areafed. This function is

2 For more on this subject, see A. Jagielni¢kéwConnect — nowa szansa naewayski
Wyd. Helion, Gliwice 2009 r., pp. 97-100.
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particularly important in the case of companied Hra less attractive or when
smaller issues of shares are involved.

For investors, a NewConnect company (an issuea) psoduct, so they
look at it from the perspective of their potengalrnings. The innovating issuers
should therefore bear in mind that the innovatitimsy are designing must
increase their value and strengthen their marksitipo. This is the approach
most likely to increase their value for investors.

The Warsaw Stock Exchange (WSE) guide reads asowsil
“NewConnect was conceived with young, dynamic Polismpanies in mind,
for whom a capital injection will open an opportiynio exploit the potential of
their innovativeness and, what follows, offer thanthance for development
crowned by a promotion to the circle of big anduedlle Polish companies”
Despite the multitude of problems that NewConnext had to overcome over
the last six years, the market still draws many reswuers and investors, and the
number of IPOs makes it an unquestionable lead&unope. Its attractiveness
for new entrants derives from the relatively lowstsoof IPOs in NewConnect
(compared with the WSE), fairly relaxed informati@guirements, and its aura
as a market where companies can quickly raise expafunds without having
to present complicated reports (Kowanada 20122p.Practice shows that this
“business kindergarten” is a good testing groumd\NiewConnect firms planning
to enter the main market of the WSE. Many of the@wvehmade good use of their
time and moved forward, proving that NewConnecpbélthem increase their
value. It is true that not all firms were succekdbut business is a market game
where the better players win.

6. Conclusions, suggestions, reflections

e There are many unconventional sources of fundiray tihms can use to
finance innovative projects. They help firms grawosger and richer, while
offering investors the opportunity for satisfyirgfurns on their investments.

» The changing socio-economic circumstances makedéssary for firms to
base their activity on knowledge, innovation andp&ration with scientists.
A strong partnership between business and sciemtteefs the development
of civilisation, innovation and competitiveness.

13 NewConnect, rynek akcji GPW, przewodnik dla inwestg Gielda Papieréw
Wartasciowych w Warszawie S.A., Wydawnictwo ART., Warszawsierpié 2007.
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* As early as in 1525 Nicole Machiavelli wrote in hisatise “The Prince”
that the successful ones are those who move wéhtithes. There is no
choice; we all constantly need to learn, so thatkmew things better and
earlier than our competitors. Yet, the knowledge avbund 50% of
entrepreneurs about leasing, factoring, franchjsugmture capital, private
equity, business angels, and NewConnect is eitbee at all or alarmingly
superficial. This situation calls for change.

* Being innovative means being competitive. The resngscapital is already
available, but it's not simply there for the takingnovative project funding
is subjected to specific restrictions that protawtestors from exposing
themselves to many risks.

* The sources and forms of innovation funding pre=gm this article were
mainly selected with regard to their usefulnesssfoall and medium-sized
enterprises with growth potential.

* As a beneficiary of EU structural funds earmarkedthe development of
innovation, Poland lags behind Finland, the CzeelpuRlic and Estonia.
Perhaps Poland should consider following in thedieps of these countries
and replace direct financial allocations with fiogh incentives.

» Because globalization can be neither controlled stopped, we have no
choice but to move on with the times. The globatjspolitical, economic,
social and cultural relations call for innovativasiness concepts financed
from equally innovative sources.
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Streszczenie

SZANSE ZDOBYCIA KAPITALU NA INNOWACJE

W artykule zaprezentowano pgd) ze konkurencyjn firmy naley upatrywa
przede wszystkim w zdokwd do bycia innowacyjnym. Wskazano na stymulatory
aktywngci firm i efekty z tytutu realizacji innowacji. Rede wszystkim zwrécono uwag
na zrodta i formy pozyskiwania kapitatu na ich urzecsmienie. Szczeg@nuwage
paswiecono leasingowi, venture capital, private equitpjcdom biznesu i NewConnect.
Podkrelono, ze istnieje szeroka paleta tych ofert dla firm pebuapcych kapitatu na
rozwoj poprzez innowacje. Jeddekpod warunkiemze projekty te bdg dobrze
udokumentowane, okileny kedzie horyzont czasowy ich wykonaicid bedg stanowity
atrakcyjne wyzwanie dla inwestorow.



