
SMEs’ access to finance for digital innovations: policy recommendations – Ukraine
Executive summary

On their development path, SMEs face different needs both in the size and the type
of investment funds. The EC helps SMEs to access finance in all phases of their
lifecycle – creation, expansion, or business transfer. The goal of a good policy
practices is to compensate for weaknesses in the financial markets by working to
access finance from various financial institutions. This explains the logic and the
structure of recommendations, covering various types of actors providing funding for
digital innovations at different lifecycle stages and special knowledge that should
accompany high-risk investments.

This document outlines the main features of policy recommendations, that are
elaborated in detail in a separate document, based on status and gap analysis
comparing to relevant EU best practices, and validated with the EU4Digital ICT
innovation Expert Network of Ukraine in April 2020.
The actors suggested by EU4Digital Facility as potential actors in this document
based on status analysis, have further considered their participation; the final list of
potential stakeholders is indicated in the Action plan.

1. Regulatory sandboxes for alternative finance (AF)
Gaps:

 Framework for operation of a regulatory
sandbox for AF is under development.

 ICO is not regulated.
Potential actors in Ukraine:
 Expert Council on communications with

innovative companies and projects under
National Bank of Ukraine;

 Associations of banks and financial
organisations.

Core recommendations:

 Develop communication with the advanced EU organisations on
alternative finance regulation, for quick learning about the
progress and failures, mapping and cross border pilots.

EU counterparts:

 Altfinator;
 Global Financial Innovation Network (GFIN);
 European Savings and Retail Banking Group;
 The World Savings and Retail Banking Institute;
 European Forum for Innovation Facilitators (EFIF);
 Catalan Agency for Business Competitiveness

(ACCIÓ).

 Consider the usage of best principles elaborated in international
practice of establishment of the legal framework for AF, with a
goal of generating trust and confidence in the alternative finance
sector among start-ups and SMEs.

 Consider introduction by public authorities of a certification
system for institutions and providers of alternative financing
based on certain eligibility criteria.

Why? Alternative finance refers to a range of products emerging outside of traditional banking for businesses that have difficulties in accessing banking loans because of
their high-risk business plans (e.g. peer-to-peer lending, crowdfunding, marketplace lending and initial coin offering (ICO)). These new sources of investments enabled by
digital technologies can be a powerful factor of economic growth. One of them, ICO, is based on distributed ledgers technologies (like blockchain) which is considered to be
a technology with risks of application when not properly governed. That is why many national banks prefer to organize some testing regime before allowing ICO for the whole
country: they allow such transactions for certain qualified actors, develop a set of rules for them, and observe if these rules are effective or they need to be changed for more
strict/more soft before being applied to the whole country. Regulatory sandboxes can be useful also for the other highly innovative technologies and business models – they
help financial authorities and regulators to test them in a controlled environment, before they are introduced on the scale of the country.

2. Crowdfunding
Gaps:

 There are no active equity-based
crowdfunding platforms in Ukraine.

 A national regulation on crowdfunding
is not in place yet.

 A registry of acting crowdfunding
platforms is not maintained.

Potential actors in Ukraine:
 Working Group on crowdfunding under

the Ministry of Economy.

Core recommendations:

 Consider the legislative proposal for an EU framework on crowd and peer to
peer finance (COM(2018)113/DOCUMENT-2018-31146) and the Proposal
for a Regulation on European Crowdfunding Service Providers (ECSP) for
Business (COM/2018/0113 final - 2018/048 (COD)).

 Register the crowdfunding platforms at the P2PMarket data platforms
resource for making the EaP platforms visible in the world.

 Establish links with EU professional networks for quick learning about the
progress and failures, mapping and cross border cooperation.

EU policies:
 Legislative proposal for an EU framework on

crowd and peer to peer finance
(COM(2018)113/DOCUMENT-2018-31146).

 Proposal for a Regulation on European
Crowdfunding Service Providers (ECSP) for
Business (COM/2018/0113 final - 2018/048
(COD)).

 EU counterparts: Crowd Fund Portal;
European Crowdfunding Network.

Why? Crowdfunding platforms in their different models are a new powerful source of alternative funding that make start-ups less dependent on typical venture capital exit
models and allow for raising funds without a material collateral that is required by banks. This tool empowered by digital technologies can be helpful for Eastern partner
countries, allowing to collect micro funding of business development by population, in the circumstances when the institutional investors are still rare. Throughout the vast
experience of regulatory environment collected in various EU countries, Eastern partner countries can extract the best and implement it at the stage when the EU countries
came to the harmonisation of rules. Aligning of the national crowdfunding platforms regulation in Eastern partner countries with rules set within EU and making the EaP
platforms visible in EU will enable the Europe-wide cross-border activity of crowdfunding platforms, including attracting EU investors to EaP market of ideas, and thereby
increase access to finance for entrepreneurs, start-ups, scale-ups and SMEs in general. Networking with existing professional actors will allow Eastern partner countries to
quickly learn about the progress and failures in regulation and business models, to map EaP platforms and raise interest of EU investors and collaborate in joint cross border
projects.

3. Business angels
Gaps:
 Convertible loan agreements and

advanced subscription agreements as a
kind of investments are limitedly
applicable in Ukraine.

 Tax benefits for BAs are not provided.
 Co-investments from the public funds for

business angels are not provided in the
country.

Potential actors in Ukraine:
 Startup Network;
 iClub.

Core recommendations:

 Consider wider usage of convertible permissible notes and advanced subscription
agreements as specific types of investments (mezzanine/quasi-equity investments) –
regulative permission and transfer of model agreements and practices.

 Further development of Business Angels Associations, through specialised training
programme for ecosystem builders and integration with international networks of
investors at different stages of innovation lifecycle.

 Building the capacity of individual business angels (training and networking) as a main
tool for consolidation and increase the success rate of Ukrainian business angels.

 Introducing tax benefits for business angels on the country level.
 Introducing co-investments scheme for business angels.

EU counterparts:
 World Business Angel

Investment Forum;
 Business Angels Europe;
 EBAN;
 EAF;
 InnovFin Business Angels;
 List of training opportunities

for business angels.

Why? Business angels can only be successful and lead their funded companies to success if they are the part of the wide market saturated with funding opportunities at
further stages of business development. In case of small domestic markets as in EaP region, EaP business angels need to be integrated with the wider networks of business
angels (for sharing experience and driving bigger projects up to revenues and exit) and venture capital funds (up to IPO). On the national level, this is best facilitated by
associations that perform targeted networking with the international community. However, such facilitation is a complex job. The difficulty to extract the benefits from
international membership is a wide-spread reason for EaP business associations to not consider/quit the memberships. A specialised institutional and individual capacity
building programs with targeted support to EaP digital business associations is needed, to make them an integral part of the EU business community and international
associations. This is a necessary precondition for the dissemination of good business ethics across EaP region as well as for intensive network-building. Specifically, for
business-angels, operating as a part of international business network is a direct means of risk-leverage and increase of investments success rate via better decision making
and connection to next-stage investors.

https://www.altfinator.eu/
https://www.fca.org.uk/firms/global-financial-innovation-network
https://www.fca.org.uk/publications/consultation-papers/global-financial-innovation-network
https://www.wsbi-esbg.org/About-us
https://www.wsbi-esbg.org/About-us
https://esas-joint-committee.europa.eu/Pages/Activities/EFIF/European-Forum-for-Innovation-Facilitators.aspx
http://catalonia.com/.content/documents/Alternative_Funding_tcm213-234204.pdf
http://catalonia.com/.content/documents/Alternative_Funding_tcm213-234204.pdf
https://ec.europa.eu/info/law/better-regulation/initiative/1166/publication/181605/attachment/090166e5b9160b13_en
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52018PC0113
https://p2pmarketdata.com/p2p-lending-europe/
https://ec.europa.eu/info/law/better-regulation/initiative/1166/publication/181605/attachment/090166e5b9160b13_en
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52018PC0113
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52018PC0113
https://www.crowdfundport.eu/
http://eurocrowd.org/
https://startup.network/
https://iclub.vc/
https://www.wbaforum.org/
https://www.wbaforum.org/
http://www.businessangelseurope.com/SitePages/default.aspx
http://www.eban.org/
https://www.eif.org/what_we_do/equity/eaf/index.htm
https://www.eif.org/news_centre/publications/innovfin-business-angels-leaflet.htm


4. Venture capital
Gaps:

 The regulation on investment funds is
not fully available.

 Tax benefits for venture capital are
partially provided in the country.

 Co-investments from public funds for
venture capital are not provided in the
country.

Potential actors in Ukraine:
 National Bank of Ukraine;
 Ukrainian Venture Capital and Private

Equity Association (UVCA).

Core recommendations:
 Harmonisation of regulation of venture capital

investments in Ukraine with advanced EU legislation
(UCITS, AIFM, EuVECA, EuSEF, ELTIF, PRIIPs).

 When deciding about the venture investments taxation
regimes, compare with competing jurisdictions.

 Involve the Ukrainian Venture Capital and Private Equity
Association as a strategic partner of the Government, to
build relations with foreign VC funds.

 Consider introducing the national co-investments scheme
for venture capital investments.

EU counterparts:
 The directive on undertakings for collective investment in

transferable securities (UCITS);
 The alternative investment fund managers (AIFM) directive;
 The European venture capital funds (EuVECA) regulation;
 Regulation on European Venture Capital Funds;
 The European social entrepreneurship funds (EuSEF)

regulation;
 The European long-term investment funds (ELTIF) regulation;
 Regulation on key information documents for PRIIPs;
 EU co-investment tools (InnovFin Venture Capital; VentureEU;

Venture Capital Investment).

Why? Raising up national venture investors is a long-term task that includes providing the wealthy citizens with incentives (including trust to national regulation) to make
risky investments inside the country and training the very well educated and internationally practiced venture funds managers. The medium-term task is to attract to Ukraine
the venture investments from abroad. This is needed to equip the Ukrainian start-ups with an opportunity to get greater funding for their development while staying the
residents of the country. Attraction of the foreign investors implies creation of clear and understandable rules for them, the same or better than those in their home country.
Thus, making decision about the model regulations should of course consider the best world practices, but herewith the terms and definitions should be understandable to
those countries, from which the investors are expected to be attracted. Development of business angels facilitating the business development and public risk investments in
cases when the VC-preferred exit models are not desirable (i.e. strategic national interests, exits that lead to blocking of treatments methods, etc.) is important, to avoid the
brain drain and businesses drain from the country (business at every stage of development should feel comfortable and find resources within the country).

5. Fast track support for high-risk innovations
Gaps:

 Limited financial resources for fast track support.
 Newly established funds lack managerial

experience.
Potential actors in Ukraine:
 Ukrainian StartUp Fund;
 State Finance Institution for Innovations;
 Fund for Invention Support etc.

Core recommendations:
 Integration of data from different sources and channels of its collection to be

developed, for SMEs’ easy access.
 Additional online channels launched via internet banking for fast track

support for high-risk innovations and social innovations and for automatic
matching of demand and supply of funding.

 The available EU tools to be wider used by Eastern partner countries, being
promoted by ecosystem actors, and their scheme of decision making to be
studied.

EU counterparts:
 Enhanced European Innovation

Council (EIC) pilot;
 The Fast Track to Innovation;
 The Social Impact Accelerator

(SIA).

Why? In a digital economy, new ideas need to have the opportunity of very fast approbation on the market. The ideas are spreading instantly across Internet and those who
launch a reliable service faster may become the global winners just due to a network effect – the more participants are already involved; the more are involved around them.
In such circumstances, the global leaders are often not those companies who build long, but those who move faster. This is true also for big scale digital solutions which
become the global standard because they have been the newcomers. Financial resources for such cases need to be open immediately; a 9-month project contest is an
extremely unsatisfactory pipeline for digital innovations. The same is true for social issues that need to be addressed immediately.

6. Funding of digital transformation of traditional enterprises
Gaps:
 There are no dedicated funds available for

digital transformation in Ukraine; banking
funding is not available for this purpose.

Potential actors in Ukraine:
 Ministry of Digital Transformation of Ukraine;
 Platform Industry 4.0 Ukraine.

Core recommendations:
 Classification of activities and rules of allocating loans used by COSME Loan Guarantee

Facility are to be used when revising the framework for digital transformation, covering the
following areas of digital transformation: Internal processes; Supply chain management;
Product/service innovations; Customer relationships; Business development; Innovative
business models; Security; Digitals skills and Training.

 Co-piloting and co-financing of digital transformation cases with EU enterprises in the common
industry.

EU counterparts:
 COSME Loan

Guarantee Facility
(LGF).

Why? Digital transformation is differing from informatisation because it implies systemic changes, including the revision of a business model because this is enabled by new
technologies. A systemic approach to digital transformation is much more cost-efficient than sporadic introduction of new technological tools. All the changes consume time,
expertise and resources. For traditional industries that are far away from IT, this expertise is very rare. Thus, public and private financial support for digital transformation
should be per se structured in a way helping the traditional enterprises to understand, that they need to take care not only about, for example, CRM introduction, but also
about, for example, cybersecurity and supply chain management.

7. Training opportunities and decision-making tools
Gaps:

 Training opportunities for BAs, VCs,
venture fund managers are not
available.

 Decision-making tools for BAs, VCs,
venture fund managers are not
available.

Potential actors in Ukraine:
 Business associations.

Core recommendations:
 Complement national training programmes for start-ups and companies wishing to attract

BA and VC funding with info on alternative funding.
 Link national training programs for BAs, VCs, venture fund managers to diverse training

programmes across the world and have an intensive practical component.
 Decision-making tool for developing and implementation the innovation agenda of the

country: communication platform for government bodies, innovation players; online
matchmaking platform.

EU counterparts:

 ESIL;
 WBAF Business School;
 The Global Mentors Club;
 STARTUP ECOSYSTEM EU;
 InnoRate project.

Why? Though general principles of business relations among start-ups and early stage risk investors are common, important knowledge for both sides are the knowledge of
local markets (their legislation, institutional specifics, demand trends, etc.) and knowledge of specific sectors (logistics, healthcare, finances, etc.), which become the critical
factors of business success. That is why venture money should also come together with the knowledge of the market. For enabling a wide international stage for start-ups
from small countries, national training programmes should be linked to diverse training programmes across the world.

8. Information and advisory support to SMEs seeking for financing digital innovations
Gaps:

 Existing platforms overlap, lack
update capacities; their information
on available funding opportunities is
not friendly for entrepreneurs.

Potential actors in Ukraine:
 National Bank of Ukraine;
 Platforms sme.gov.ua;

business.diia.gov.ua.

Core recommendations:
 Providing an online freely accessible database listing financial sources

available to the country residents from various organisations assisting SMEs to
select those sources relevant for the case and innovation lifecycle stage.

 Joining the existing matchmaking platforms with a big scale connecting finance-
seeking SMEs with investors and lenders beyond the banking system.

 Consider the innovative approaches on matching companies seeking for
funding with risk and alternative funding (i.e. TWINNING AND TAIEX).

EU counterparts:
 Irish Government's Supporting SMEs

Online Tool; Enterprise Ireland;
 EIC wizard; Finance Desk;
 Access2finance portal of YourEurope;
 EuroQuity;
 Credit data tool of Altfinator.

Why? With a growing variety of funding sources that are coming to Ukraine, especially coming from private and international financial organisations, the availability of a one
reliable source accumulating the necessary information about funding possibilities available to the country residents from various organisations is a necessary economic
instrument. Since the effectiveness of matchmaking platforms that connect finance-seeking SMEs with investors and lenders beyond the traditional banking system increases
with scale, for small markets of Eastern partner countries the strategic direction would be to become adjoined to the existing platforms with a big scale.

https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32009L0065
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32009L0065
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32011L0061
https://ec.europa.eu/info/law/european-venture-capital-funds-euveca-regulation-eu-no-345-2013_en
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32013R0345&locale=en
https://ec.europa.eu/info/law/european-social-entrepreneurship-funds-eusef-regulation-eu-no-346-2013_en
https://ec.europa.eu/info/law/european-long-term-investment-funds-eltifs-regulation-eu-2015-760_en
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/consumer-finance-and-payments/retail-financial-services/key-information-documents-packaged-retail-and-insurance-based-investment-products-priips_en
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=4&cad=rja&uact=8&ved=2ahUKEwjGi-XkgK_mAhXqwosKHbWDCjYQFjADegQIAhAC&url=https%3A%2F%2Fwww.eif.org%2Fnews_centre%2Fpublications%2Feif_innovfin_venture_capital_en.pdf&usg=AOvVaw2mWJjAyIjILSNjDQNDHENO
https://ec.europa.eu/programmes/horizon2020/en/h2020-section/european-innovation-council-eic-pilot
https://ec.europa.eu/programmes/horizon2020/en/h2020-section/european-innovation-council-eic-pilot
https://ec.europa.eu/programmes/horizon2020/en/h2020-section/fast-track-innovation-pilot
https://industry4-0-ukraine.com.ua/
https://www.eif.org/what_we_do/guarantees/single_eu_debt_instrument/cosme-loan-facility-growth/index.htm
https://www.eif.org/what_we_do/guarantees/single_eu_debt_instrument/cosme-loan-facility-growth/index.htm
https://ebn.eu/index.php?lnk=REZ1OWY0NDNuY1o4S0xBd0tCLzBCeURFZm9qZEN1ejVXQTlPa0J5SFcwYz0=
https://www.wbaforum.org/upload/08MENTOR1_Guide_k11.pdf
https://www.startup-ecosystem.eu/
http://innorate-project.eu/
http://www.supportingsmes.ie/
http://www.supportingsmes.ie/
https://www.enterprise-ireland.com/en/funding-supports/
https://ec.europa.eu/research/participants/portal/data/eic/screen/home
file:///C:\Users\Nino.Esakia\AppData\Local\Microsoft\Windows\INetCache\Content.Outlook\VG74RSPT\1%20http:\www.kvk.nl\financiering
https://europa.eu/youreurope/business/finance-funding/getting-funding/access-finance/index_en.htm
https://www.euroquity.com/en/dashboard/
https://www.altfinator.eu/credit_data

