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STARTUPS FINANCING IN POLAND

Startups are companies with a short history of @t which try to commercialize in-
novative ideas. They usually try to use innovatiwesiness models. In the case of market
success, they are able to grow very quickly anaimeclarge organizations, however their
activities in the early phase are characterizethigi risk. Due to this, they require special
financing methods. The article characterizes amdpares the most important sources of fi-
nancing for startups. The attention was paid tadheof financing in creating conditions for
the development of such enterprises. Also, thecgsuof financing startups in Poland and
Europe in recent years have been analyzed.
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1. INTRODUCTION

The purpose of this article is to analyze the sesiaf financing for startups in Poland.
The structure of the article is as follows. In flist part, the definition of startup was re-
viewed and considerations regarding the role cfrfaing in the creation and development
of such organizations were made. The second pesepts the characteristics of various
forms of financing in the context of their suitatyilfor the development of startups. The
third part of the article presents a comparatiwedyasis of the methods of financing startups
in Poland and Europe. The analysis of the liteeatur the subject allows formulating the
following research hypotheses:

H1: Due to the specific characteristics of starfuymnture capital funds and business
angels play an important role in their financing.

H2: The share of financing obtained from venturgited funds and business angels in
the case of startups is higher than in other nevéated enterprises.

In order to verify the hypotheses, the resultshef most important surveys carried out
among Polish startups in 2016—2017 were analyzeditisal analysis of the literature re-
garding various methods of financing the operatmfrenterprises as well as the specificity
of startups operations were also carried out, miqudar in the context of their financial
needs.
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In the literature on management a lot of spaceei®tid to the activities of startups.
The concept of a startup in the colloquial senseisetimes abused and used to define each
newly created enterprise. This is not the rightrapph as a startup is a special enterprise.
For the needs of one of the most serious reseaojbqts related to startups in Europe, the
definition of startup was adopted. Is a companyaihistory no longer than 10 years old,
which additionally meets one of two conditionssifocused on a rapid growth (measured
by generated revenues and number of employeeshdsssior technology (Ripsas,
Hentschel, 2015). A similar approach is used bytimesulting company Delloite, according
to which a startup is: “a venture carried out toduce new products and services in condi-
tions of high uncertainty about a history not lontian 10 years” (Deloitte, 2016). Accord-
ing to a report by scientists from the UniversitidBerekley and Stanford (Marmer, Her-
mann, Dogrultan, Berman, 2011): “Startup is a terapoorganization designed to trans-
form into a large enterprise. In the early stagassa@ctivity, it is looking for a suitable fit
of its products to the needs of the market. Inrttagure stage, the startups are looking for
arepeatable and scalable business model thatavitform into a large enterprise operating
under high confidence”. Research conducted amomgpean startups (European Startup
Monitor, 2016) prove that they fulfill a very imgant role in the development of the digital
economy and creating innovations. Over half ofdbmpanies surveyed (51.5%) believe
that their products are innovative on an intermaticscale. According to the ESM 2016
report, the largest percentage of startups idestifs main activity in the area of software
development — 15%, the second place is softwareldpment in the SaS model (software
as a service) — 12.2%, the third place are indilggchnologies, production, and hardware
— 8.3%. Many startups operate in the global matkes.2% of their revenues are generated
outside the market of the country they come from.

2. THE ROLE OF FINANCING IN THE DEVELOPMENT OF STAR TUPS

In the literature, five stages of startup developtrae most often mentioned (Blank
and Dorf, 2013):

e generating an idea and creating a team implemetiimgroject,

« product validation and development,

« searching for and obtaining financing,

« business scaling,

e maturity.

In the case of many startups, the first two phadetevelopment do not require very
large investments, but at some stage of developitestomes necessary to obtain external
financing. Due to their specificity, startups regupecial financing tools, this is associated
primarily with a very high risk of a failure. Théxcludes in practice the use of many tradi-
tional sources of financing such as bank loansbBoks of this type, projects are too risky.
The leasing is very popular among “ordinary” newbtablished enterprises as startups do
not need to finance the purchase of fixed assetsianally only working capital (research
funding, employees' remuneration etc.). Therefthre,key role in the growth of startups
are institutions and investors specialized in foiag risky ventures, mainly seed and ven-
ture capital funds, business angels. Increasimgéchanisms related to crowdfunding are
also used. In some countries, government institetaavare of significant importance in the
startups' economy implement special programs stipgothem in obtaining financing
(grants for the start-up and development of opemnatin selected sectors, co-financing of
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research, access to preferential debt financing)h $orms of supporting startups are char-
acteristic, for example for the European Union ¢oas.

Research carried out among Polish startups shaatghtb most important factors that
can contribute to a success or a failure of a giwesject are (Sobczak, Dudycz, 2016):
a product, a team and financing. The authors pmihtthat cooperation with an investor
who can provide substantive support in the devetgrof an enterprise, help in establish-
ing business contacts and supporting them in obfifirst contracts is as important as
gaining financial resources. Seed funds, ventupgtalaor business angels perform such
arole.

The availability of financing is undoubtedly anmxhely important factor affecting the
development opportunities of startups. Besidesratlegnents that make up the institutional
and legal environment of these enterprises arellggmportant. According to the authors
of the report “Diagnosis of the ecosystem of stastin Poland” (Deloitte, 2016), experience
of countries recognized as leading in creating @exkloping startups indicates that their
harmonious development requires a properly fungtgenvironment, which in the report
has been described as an ecosystem. The key dntbés gystem are:

« financing,

 legal regulations,

* human capital,

» social capital,

« institutional environment.

The report makes a relative analysis of the ecesys$tinctioning in Poland in relation
to developed countries. It was assessed on afsoalel (the lowest grade) to 4 (the highest
grade). According to the report, the highest scarere assigned to areas related to legal
regulations and the institutional environment (eztjwely: 2.55 and 2.5), human capital
(2.27) was slightly worse; the lowest ratings watteibuted to financing and social capital
(1.68 and 1.5).

In the literature devoted to the ecosystem of gatsometimes a few more key factors
favoring their formation are mentioned. AccordingReld (Feld, 2012), one can list the 9
most important elements influencing the creatiom efbrant startup community. Among
them, access to capital plays an important role flest important institutions that such
access can create are venture and seed capitaldgsndlell as business angels.

3. FINANCING SOURCES FOR STARTUPS

An activity of startups is very risky, accordingdome studies even ninety percent of
starlings fail to survive (Marmer et al., 2011).é0 such a high risk they need to look for
specific sources of financing among instrumentsiaatitutions accepting such a level of
risk. The creation of startups is very often fireshén full from the capital contributed by
the founders. As the product develops and the tegrlementing the project increases, the
founder's capital often starts to be insufficienfurther finance the development of a com-
pany. In this situation, the further developmenthef startup is conditioned by the possibil-
ity of obtaining external sources of financing. Tdesic sources of capital that can be used
by a startup (except the founders' equity) ar@bews:

 capital obtained from family and friends — it cantbansferred in the form of a loan

or sale of new shares of the company. The podgibiliobtaining such funds depends
on the financial situation of persons who the owradrthe newly created enterprise
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as well as their acceptance of the risks associaitbdsuch undertaking will turn to.
On the macro scale, an access to such capitahiitmed by the general level of
the society's wealth and propensity to save. Thaders, knowing the degree of risk
associated with the development of the compangnafb not want to expose people
from the family and friends to potential finandiaéses that would inevitably arise in
a situation when the startup falls;

seed capital or venture capital funds — capitahdst often obtained in the form of
sale of new shares to the fund in rare cases,dingrin the form of a loan. These
types of funds are the most natural partner ofigtarin their development, in addi-
tion to providing capital, they help the companythie process of product develop-
ment and the development of an appropriate busimesiel (Hellmann and Puri,
2000). Seed / venture capital managers are mast pttople with rich professional
experience and very extensive business contaetgrsmely valuable in the process
of obtaining first orders, establishing cooperatiath other entities (including, for
example, those in the portfolio of a given fundd anpporting a startup in subsequent
its growth stages. In 2016, total venture capitaestments in Europe reached EUR
4.3 billion (Invest Europe, 2016). Funds investagital in 3,124 enterprises, the
largest investments in the ICT sector (communiceti@omputer and electronics) —
44% of the value of all investments and the medidabtechnology sector — 27%.
The value of investments of VC funds in startupBafand in 2016 amounted to 15.1
million Euros and decreased compared to 2015 whamounted to 17.8 million
Euros;

business angels are individual, highly affluentgdeffering share financing. Most
often these are entrepreneurs who have achievedsam running their own enter-
prises and are willing to invest some of their sgsi As a rule, they prefer invest-
ments in enterprises with high development poténtikile accepting a high level of
risk related to this (Grzywacz, Okska, 2005). Investments made by business angels
are, as in the case of venture capital, assocwitacadditional benefits for the com-
pany. Business angels support the company in theeps of formulating strategies,
help establish business contacts, share their iexuer in running and developing
a business. Business angels often merge into asiems, organizations or networks,
cooperating with each other in the search for arvalyais of potential investments.
According to EBAN (EBAN Statistic Compendium, 20H8fimates, the total invest-
ment of business angels in Europe in 2016 amouotetJR 6.7 billion and the num-
ber of investments made was 38230. The activithudiness angels in Poland in
recent years has been systematically growing. 113 2the value of such investments
amounted to 6.6 million Euro, in 2014 — 9.5 milliéoro in 2015 — 12.4 million Euro.
In 2016, the total value of the investment reach2d million Euro. At the same
time, these data refer only to the visible market,investments of business angels
that operate in associations and networks relat&BiAN. According to the associ-
ation's estimates, this market accounts for onB¢ 1 the total investment market
of business angels;

government assistance programs — capital can léebtin a wide variety of forms,
both returnable and non-returnable ones, depenaiinthe policies of individual
countries. In Poland this type of financing oftenk the form of a non-returnable
subsidy co-financing the development of a givertwen or it may take the form of
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preferential loans. More generally, governmentsigace programs cover all activi-
ties that can be used by startups implementeddititions supporting entrepreneur-
ship and innovation. Support indirectly financiatigcks up newly established enter-
prises by reducing the costs of their operatiomn €ample, by offering access to
specialist equipment or office space at preferéptiaes) as well as providing them
with additional services (training, mentoring, coltieg, legal or accounting ser-
vices). In Poland, the whole of this type of ingiibn is called “centers of innovation
and entrepreneurship” gRowski, Mazewska, 2015) and includes a lot of organiza-
tions that can help startups. Among them thereteagling and consulting centers,
business centers, business incubators, technobrfy srientific and innovation cen-
ters. Another type of indirect support for startigoggovernment assistance programs
aimed at developing the sector of seed and venap#al funds (e.g. co-financing or
full financing of the creation of funds), activagibbusiness angels (e.g. financing the
creation of organizations associating such persmrf@ancing/co-financing the cre-
ation of loan funds or credit guarantee funds;

« crowdfunding — is becoming an increasingly poptitam of obtaining funds. The
idea of crowdfunding is to appeal to a wide comrhumiith an offer to finance
a specific project which may or may not be of aifsess nature. The community is
usually focused on a specific internet portal wtaskociates the originators and peo-
ple ready to provide financing. In practice, thare various forms of such financing,
business projects are most often financed on this lséh community-based equity or
debt financing (equity-based crowdfunding or crédised crowdfunding), some-
times with a model of reward-based crowdfundingsuch cases, the project's sup-
porters receive shares in a given venture, gramdamr finance them in return for
certain rewards (e.g. an opportunity to buy a pcbdueated by the company at
a special price or unique, unique features). ChlalBtor social projects are most often
financed on the basis of donation-based crowdfundira reward-based crowdfund-
ing model. The scale of the potential possibiliéghis method of obtaining funds
is shown in the first and the most popular sociaiding portal platform kick-
starter.com, which started in 2009 and so far 14amipeople funded 136550 pro-
jects through it, transferring funds worth a tataB.4 billion USD;

« internal financing — capital from the cash flow geated by the company. This type
of financing is available only for successful vemsiand most often in the later phase
of the startup's development. In the case of tls¢ neajority of startups, achieving
profitability enabling financing from internal cagis is a long-term process and
requires the prior use of other sources of finagcin

 private placement shares — the capital comes fhenissue of shares directed to se-
lected financial investors (other than venture fund seed capital funds), usually
after the issue the company may apply for listisgshares in the NewConnect mar-
ket. In Poland, private issue may be addressed toare than 150 names of specific
investors. This is a relatively rare form of ragsizapital by startups, this is due to the
fact that investors are not very willing to buy s#swith such a high level of risk.

Table 1 compares the most important features abwartypes of startup funding.
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Table 1. Characteristics of selected methods ah@sapital by startups

Capital con- | PE/VC funds; Private Internal

tributed by business Crowdfunding placement issue financin

the founders angels) (NewConnect) 9
Dependent on the Depends on the|

The Limited by thel fmancnal situa- | Limited, usu_ally fmancnal situa- Limited by
amount of | .. - tion and pro- | smaller than in the tion and pro-

. financial pos- . cash flow)
capital that sibilities of spects of the case of selling spects of the enerated b
can be ac- company, and the shares to financial company, and thed

. the owners. R - e the company
quired situation in the investors. situation in the
capital market. capital market.
Competition on the
Very big as- | The procedure r_narket for obtal_n- Large, if the
. . .| ing such funds is
suming that | for selecting enti company can pre-
Ease to ra R . very large, the sug- P .
- ; the owners | ties in which they sent a convincing Very big
ise capital : . cess depends or
have the nect{ invest funds is L plan for further
; - the effective inter-
essary capita very strict ) development
est of community
in the project
Financial inves-
tors usually wan Usually, existing
Control L S
to have a signifi{ Full for most typeg owners maintain
over the Full . > Full
cant impact on | of crowdfunding | control over the
company .
the company's company
operations
Costs Very low Very low Low Low No costs
Support in the .
process of com-| A large marlfetmg The possibility of
and promotional :
pany manage- a future capital
. effect, an easyway . .~ "~
ment, active par ; . injection in the
. S T to get information :
Additional ticipation in the future , increase
. No ) about the company . No
benefits working out the ; of the company's
and its products o -
development . credibility, mar-
. . | services to a large -
strategies, assist . keting and pro-
A = "] group of potential -
tance in obtaining customers motional effect
further financing, ’
The necessity of
Other costg No No No fuh_‘lllmg Spfec'f'c No
information
obligations

Source: author’s own study based on (Perz, KasPaa-2013).

While comparing the features of individual souroédinancing with the needs and
specificity of startups activity described in tlitedature (high risk of activity, high capital
demand in the expansion phase, significant neeslufoport in the process of searching for
the optimal business model), venture capital ftaxdsthe optimal source of capital for these
organizations and business angels. This allowa fasitive verification of the first hypoth-
esis.
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4. FINANCING STARTUPS IN EUROPE AND IN POLAND

The research conducted as part of the Europeatuftdionitor project used data from
2515 startups located in European countries aret athuntries important for the ecosystem
of startups in Europe. According to these studig@pean Startup Monitor, 2016), the
most popular source of financing their activitisghe capital contributed by the founders
(several sources of financing could be indicatétg detailed data are presented in table 2.
Against the background of the countries surveykd, ESM report in Poland recorded
a high percentage of enterprises financed by vertapital (30.8%), among the surveyed
startups only in Finland the percentage of enteegrifinanced by VC was larger and
amounted to 44%. In comparison with other countiedish startups financed their activ-
ities relatively often through crowdfunding (7.7%hich is the third result among the
countries covered by the research (after IsraeFamdnd where the percentage of compa-
nies that obtained such financing was 8.3 andr8gpectively).

Table 2. Sources of funding for startups in Euriop2016

Type of financing Share in% (several indicationsevgossible)
Capital contributed by shareholders 84.5
Family and friends 29.6
Government assistance 26.5
Business angels 23.8
Internal financing 18.6
Venture capital 18.1
Incubators/entrepreneurial accelerators 16.2
Bank loans 14.4
Crowdfunding 3.6
Debt financing by Venture Capital 1.9
Other sources of financing 1.8
IPO 0.1

Source: European Startup Monitor, 2016 (http:/paemstartupmonitor.com/fileadmin/
esm_2016/report/ESM_2016.pdf).

It is worth noting that in Europe only 22.5% ofréti@s were financed only from the
savings of their founders (the largest percentdgeich companies recorded in Great Brit-
ain 58.8%, the smallest in Finland 8%, in Polanthstompanies were 19.2%). In the vast
majority, in order to make the company possibleyats necessary to reach for external
sources of financing. The value of the capital thas obtained was very diverse, the de-
tailed data on Poland and Europe were presentéabie 3. In Poland, over half of the
companies (55.6%) gained capital not exceedingd®0Huro. In other European countries,
the value of capital gained by startups was higinere were cases when companies man-
aged to obtain financing exceeding EUR 2 millior8¢8 of surveyed companies), in Poland
among the surveyed companies there were no casasiofy such large capital.

Among the enterprises surveyed in Europe 70.1%npgldro raise additional capital
within 12 months, in Poland the percentage of stmmpanies was slightly higher and
amounted to 82.6%.
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Table 3 Average value of capital gained by startups

A"erabgyes‘g‘tfpcs’f (%%’gg)ga'”ed ESM 2016 Poland
1-25 000 24.8% 27.8%
25 000-50 000 11.7% 27.8%
50 000-150 000 21.1% 11.1%
150 000-250 000 7.8% 5.6%
250 000-500 000 9.2% 11.1%
500 0001 000 000 9.6% 11.1%
1000 000—2 000 000 6.9% 56%
2 000 000-5 000 000 5.1% -

5 000 00010 000 000 1.7% -
10 000 000—25 000 000 1.5% -
25 000 000-50 000 000 0.2% -

Over 50 000 000 0.3% -

Source: European Startup Monitor,

2016 (http://paamstartupmonitor.com/filead-
min/esm_2016/report/ESM_2016.pdf).

The results of research on the sources of fundingtartups in Poland provide results
that in the case of some sources of financing d#ignificantly from each other. Table 4
summarizes the results of the two largest survagsed out recently. In both surveys, sim-
ilar results were obtained in terms of the shareqpfity in financing (72% and 68%) and
debt financing (9% and 8%). Significant differenbetween reports relate to financing by
business angels (11% and 33%) and VC funds (25%4@#fg.

Table 4. Sources of financing for startups in Pdlan

Deloitte, 2016

Polish Startup Report, 2017
Equity (including funds from

friends and family) 72% Equity 68%
Current revenues 44% VC funds 40%
VC and other funds 25% PAED or NCR&D 38%
Subsidies 20% Business angels 33%
Business partner 16% Accelerator 19%
Business angels 11% Strategic investor 9%
Debt financing 9% Debt financing 8%
Crowdfunding 5% Others (grants, crowdfunding,

stock exchange)

8%

Large companies — share support
or similar

4%

Source: (DeloitteDiagnoza ekosystemu startupéw w Polszerwiec 2016 r.; Beauchamp,

Kowalczyk, Skala, 2017).

The results of research on the financing of startwith the results of research on

financing the start-up of all businesses in Polangl interesting. According to Global
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Entrepreneurship Monitor data from 2015 (Tarnawagchivska, Zadura-Lichota,
Zbierowski, 2016) the most popular external soundfdmancing were: government funds
(43%), loans (31%), funds from family and frien@9%6), funds from the employer (20%).
Business angels, VC funds and crowdfunding togedheounted for 15% of responses. In
the case of startups, these two sources of fungipgesented (depending on the study),
respectively: 36% (Deloitte, 2016) and 73% (BeaughaKowalczyk, Skala, 2017). This
confirms previous considerations regarding the ifipsaf startup funding and points to
significant differences in the way they are finathae relation to other companies. Classic
companies are more likely to finance themselveh bénk loans, while startups must first
seek funding from the VC and business angels. dnctise of both groups of enterprises,
government funds play an important role in finagc{m the form of subsidies or indirect
support through financing incubators and busineslarators). The research results
quoted seem to suggest the truth of the hypotinesider two. Of course, a full and statis-
tically significant verification of the hypothesigll require further research among a suit-
ably selected sample of enterprises from the gofgtartups and other companies.

5. CONCLUSIONS

Startups play an important role in developing irat@n and creating new jobs. The
experience of highly developed countries indicdtest a harmonious growth requires
a properly functioning environment. Relevant legajulations, the existence of well-de-
veloped social and human capital, efficient fumutig of institutions supporting such
newly created companies, as well as adequate misateaof their financing are important.
Startups operate in very high risk conditions amgthof them fail. The research conducted
in Europe and in Poland indicates that startupsrar® often financed from own resources.
In the further stages of their development, thesiidigy of obtaining funds from venture
capital funds or from business angels is extrermaportant. These types of investors, in
addition to providing capital, help the companyha process of product development and
the development of an appropriate business modede&ch conducted among Polish
startups (Beauchamp, Kowalczyk, Skala, 2017) confire important role of such financ-
ing, indicating that venture capital appeared ife4@nd business angels in 33% of the
companies surveyed.
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