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Introduction

One of the U-LEAD with Europe project’s Top Initiatives concerns Thematic Support
Packages (TSPs), an Initiative designed to build capacity within Amalgamated Hromadas
(AHs) so that they can perform or improve the performance of duties for which they are
responsible. There are three main types of TSP:

e “Start-up” packages: help AHs to take the first steps immediately after formation (e.g.
budget preparation);

o “Steps for Leaders” (SfL): provide Heads or Deputy Heads of AH administrations with an
overview of legislation, priorities and potential strategic direction in key areas;

e “Steps for Specialists” (SfS): provide AH staff with sectoral insights into what concrete
improvements they could make and how.

Both “Steps” cover 12 themes divided into three clusters. The topic of this document
concerns Cluster C and focuses specifically on C1. Business Friendly Administration (BFA).
This document provides background information to be read in conjunction with two
presentations that have also been prepared:

o A “Steps for Specialists” presentation to be delivered as a 1.5 day Training of Trainers
(ToT) for U-LEAD Regional Office (RO) staff. The ToTs will deliver the training to AHSs;

o A “Steps for Leaders” presentation to be delivered as a 0.5 day ToT event for RO staff to
subsequently train AH Leaders.

This analytical note and the associated SfS presentation have been designed to focus on
principles, to be relatively simple and to have a strong practical element, so as to enable AHs
to use the information, especially the examples presented. It is a combination of theory and
practice. The SfL presentation is a summary of the SfS presentation.

Following discussion with the U-LEAD team, C1. Business Friendly Administration covers the
themes of Local Economic Development (LED), Small and Medium-sized Enterprise (SME)
Development, as well as Business Friendly Administration (BFA) as they are connected. It
also includes an element of focusing on the effect of the COVID-19 pandemic, as it is
essential for AHs to recognise its potential to destroy local businesses and thus the need for
them to engage with and support local businesses through a turbulent but currently
indeterminate economic period.

The Business Friendly Administration (BFA) course comprises the following modules:

e Module 1: Local Development Partnerships

e Module 2: Enabling Entrepreneurship in AHs

e Module 3: BF Infrastructure and Actions by AHs/IMC Consortiums
e Module 4: Preparing AHs for Business Development

e Module 5: Active AH Engagement with Business
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Module 1: Local Development Partnerships

1.1 Strategic Planning

There is no law in Ukraine that requires or regulates strategic management in local self-
government. AH leaders must think strategically because of the need to make choices with
limited resources. Since no municipality can achieve every one of its ambitions to the
maximum extent possible, it is essential to prioritise. In doing so, it is necessary to distinguish
between strategic management and strategic planning.

See U-LEAD (2019) Reader for Leaders Successful hromada: delivering citizen-oriented
services and facilitating sustainable development

1.1.1 Strategic Management and Planning

Strategic management (SM) is about how AH leaders deal with the major dilemmas they
face, across all of their responsibilities. From an economic perspective, this means asking:

¢ How can we make our AH more prosperous?

¢ How do we bring investment to the AH?

¢ How can we assist enterprises to create well-paid jobs?

¢ How can we encourage people to stay in the AH and attract new residents?
¢ How can we ensure people are satisfied with the services we provide?

e How to stimulate businesses to register in hromadas where they operate?

SM is basically the: “Formulation and implementation of the organisation’s major goals
and initiatives on behalf of stakeholders (citizens and businesses) based on
consideration of resources and assessment of the internal and external
environments.” (Readers for Leaders, 2019, p.14)

AH leaders must prioritise and have a vision and long term goals, based on a process of
involving the key stakeholders in the locality. SM is about setting a clear direction involving
four elements:

e Developing a vision for the future of the AH and turning it into strategic goals;

o Seeing the ‘whole picture’ by involving the key stakeholders and making connections;

e Linking the strategic goals to resources by making choices and thus prioritising;

e Putting the strategy into action by delegating, motivating, working in partnership,
managing relationships, monitoring performance, making changes, etc.

SM is discussed in detail in U-LEAD materials such as the Reader for Leaders (2019). The
rest of the focus is on Strategic Planning at AHSs.

Strategic Management (SM) and Strategic Planning (SP) are directly connected. If SM is
about “what”, SP is about “how” to achieve the vision and strategic goals of the AH.
There are two main tools for doing so, both of which are discussed below, nhamely Local
Development Strategies and Plans of Socio-Economic Development.

1.1.2. Visions and goals

A critical aspect of strategic management and planning is setting the vision and strategic
goals. The Readers for Leaders (2019, Chapter 1) stresses that vision and strategic goals of
the AH authority should become the foundation of every key process and activity:
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o It should be the basis for budgeting and budget execution;

e |t should determine the staffing and skills that the AH authority needs;

¢ It should provide the basis for deciding on investments in infrastructure and designing
and delivering services that meet citizens’ expectations of a better quality of life;

e |t should capture the strengths, weaknesses and comparative advantages of the local
economy and show a sustainable path to future development and prosperity;

e |t should cement cohesion in the community, by ensuring residents’ welfare, well-being
and access to opportunities.

e It should provide the basis for preparing and putting forward key development projects for
external funding from central government and international sources.

The vision should be based on analysis and stakeholder engagement (see below) and be
ambitious but realistic, constrained only by the AH"s mandate and available resources. The
AH also needs to develop both high level strategic goals (top priorities; 3-5 year timescale) to
achieve the vision, as well as operational goals (connected with the strategic goals; monthly,
guarterly, annual). These issues are discussed in detail in the Readers for Leaders (Chapter
1) and are illustrated in the Diagram below.

Vision and mission

Allow you to achieve
your vision and mission

High-level strategic goals
Top priorities for desired outcomes.
Medium-term timescale: 3-5 year period

Enable you to implement Give direction and coherence
and achieve strategic goals to preparing operational goals

“SMART" operational goals
As many as appropriate to deliver strategic goals.
Short-term timescale: monthly, quarterly, annual (as applicable)

1.1.3. Involving stakeholders

The Readers for Leaders (2019, pp.23-29) also sets out the need to engage and involve
stakeholders as part and parcel of the process of strategic management and planning. It
notes that the principal stakeholders are the local citizens in all its diversity (including
gender aspects youth, elderly, minorities, etc.). Others also have to be embedded in the
strategic process, including businesses (the main focus of this paper, since the contribute to
the AH budget through taxes, fees and charges, act as clients of the AH authority, and
provide jobs, income, goods and services), as well as visitors, local civil society
organisations (CSOs), such as NGOs, chambers of commerce and other business
associations, trade unions, youth groups, etc.

Various parts of this paper discuss different aspects of involvement of stakeholders, such as
information provision (e.g. website), consultation (e.g. on a new programme), public private
dialogue, etc. The issues of communicating with and involving stakeholders is an
underlying principle throughout the process of becoming a Business Friendly
Administration.
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1.1.4. Local Development Strategies / Plans

Although not mandatory, many AHs have or plan to create Local Development Strategies
(LDS). The latest data available (U-LEAD, 2020) “Overview of the Local Development
Strategies” shows that 450 out of 1029 AHs had developed LDS and 155 were in the process
of developing them. This is illustrated in the Diagram below.

m Local Development Strategy is
developed (+/-)

® LDS in the process of
development (+/-)

No Strategy (+/-)

The Ministry for Regional Development, Construction and Public Housing and Utilities of
Ukraine (MinRegion) has issued guidance on how to create these Strategies “Guidelines on
the Formation and Implementation of Strategic and Programmatic Documents for the Socio-
Economic Development of the United Territorial Community” (2018).

The Guidelines define two types of documents:

e Local Development Strategy (5-7 years);
e Plans (programme) of socio-economic development.

The typical LDS structure is illustrated below.

Box 1: Guidelines for Local Development Strategies

Example: Piskivska (local) Development Strategy 2018-2025

I Introduction (methodology, participants)

Il Community Development Analysis

1. Socio-economic analysis

2. Results of survey - key indicators

3. SWOT Analysis - Conclusions

4. Comparative advantages, challenges, risks

5. Community Development Scenarios

6. Implementation of tasks

1l Strategic Vision, Development Goals and Tasks

. Strategic Vision

. Development Goals - Strategic and Operational Tasks

. Strategic Goal 1. The development of the economy on a sustainable and innovative basis

. Strategic Goal 2. Creating a comfortable living environment and European quality of service
. Strategic Goal 3. Civil Society Development and Improvement of Community Governance

. Strategic Goal 4. Tourism and Recreational Development

. Coherence of the Strategy of Development of the Piskivska CTC with other strategic documents
IV. Action Plan for the Strategy, Time frame, means of fulfilment

V. Implementation and monitoring of the Strategy

VI. Catalogue of technical tasks and projects of local development for 2018- 2020
Tentative financial plan for implementing the Strategy

~NOoO O WN B
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The Piskivska Consolidated Territorial Community (local) Development Strategy 2018-2025
example in the Box above highlights some of the basic principles involved, namely:

e Strategic and operational goals for the long-term (5-7 years);

e Link to the State Strategy for Regional Development of Ukraine and the relevant Regional
Development Strategy;

e Establishment of a Working Group which may include representatives of village, town,
city council, NGOs, enterprises/entrepreneurs, academics, politicians, etc.;

e Preparation of strategic goals and a detailed action plan, as well as a link to resources.

Local Development Strategies are expected to be made mandatory based on the draft
law “On Amendments to the Law of Ukraine" On Principles of State Regional Policy”
developed by MinRegion that is under discussion but not yet submitted to the Verkhovna
Rada for approval.

1.1.5. Socio-Economic Plans

The Plan (programme) of Socio-Economic Development (PSED) has also been subject to
the previously mentioned guidance. The structure of PSEP is quite similar to the LDS
process described earlier. Unlike the LDS, the PSED is mandatory and is directly linked to
state transfers. When a strategy is developed for 5-7 years, the plan is a one-year document
according to the Law on ‘State forecasting and development of programmes of economic and
social development of Ukraine’.

According to the MinRegion Guidance, the PSED is a document that is developed, as a rule,
for the implementation of the Local Development Strategy. It ensures its implementation,
specifies tasks and activities within the LDS; responsible executors, deadlines for
implementation of measures, approximate amounts of funding, sources of funding and
indicators for assessing the effectiveness of the measures.

The Box below illustrates and example of the PSED.

Box 2: Plan of Socio-Economic Development of Vyshnivets 2020

| Introduction

Il Analytical part

1. Geographical location and description of adjacent territories

2. Demographic situation, labour market

3. The state of development of infrastructure

4. Dynamics and features of socio-economic development (SWOT analysis)
5. Financial and budgetary situation

Il Goals and priorities of OTG development for 2020

IV Main Tasks and Mechanisms for Implementing the Plan

V Financial Support for the Plan

1.1.6. Link to AH Budget and Implementing AH strategies

The reality is that the best of strategies often “sit on the shelves” once they are completed.
There are many reasons for this but the key one is that they are often not linked to the
budgetary process, which is a key aspect of strategic management.

The relevance of the above issues is recognised in the Readers for Leaders (2019, p. 39-43),
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which notes that The AH budget is the main vehicle for delivering these strategic goals,
which must be financed by securing income sources (including external funding from
central government and international sources, as discussed in Module 4). This means that
the budget should be planned and executed around priorities and there are advantages to
formulating a strategic framework as the foundation for medium-term budgeting.

1.2. LED/SMEs development/business friendly administration (BFA)
1.2.1. AH responsibilities in enterprise development

When it comes to local development, AH leaders tend to focus primarily on social issues and
infrastructure (e.g. schools, cultural centres, etc.). They generally fail to consider the private
sector as one of their main priorities. Consequently, AH leaders are neither well-informed
about the private sector in their territory nor aware of their needs and priorities. This needs to
change and is one the main reasons for Business Friendly Administration training course.

The U-LEAD Reader for Leaders (Chapter 9, Local Development, 2019) stresses that
growing the local economy is central to the everyday life in AHs, since it influences
jobs, living standards and quality of life. A thriving local economy generates
(self)employment, disposable incomes and prosperity, which in turn results in greater
business activity, leading to a virtuous cycle of further investment resulting in local people
opting to remain in the locality and contribute to the local community.

Ultimately, a strong focus on local businesses leads to the generation of tax and other
revenues that enable the AH to invest in better education and training, health and social
care, water and waste management, transportation and other key services. The more local
business there is, the greater the revenues and thus services.

Put simply, AHs benefit from revenues that derive from local economic activity, including
Personal Income Tax (PIT), single (¢hisnuHa ocoba-nignpuemeunb, POIM /FOP) taxes,
land and property. Another potential contributor to AH resources comes from the profits
generated by municipal enterprises. The Diagram below shows the sources of potential
AH revenues (U-LEAD, 2019, p.106).

Potential “own revenues” for AHs (2019)

Own-source revenues Shared taxes and fees

Single tax

Property tax (including land tax,
real estate tax, and transport tax)
Fee for parking spots

Tourism fee

Part of the net profit (income) of municipal
unitary enterprises and their associations,
which is credited to the budget

Fee for depositing temporarily available
funds of the local budgets

Administrative fines and other penalties

Fees for the licenses for certain business
activities and certificates, which are issued
by executive bodies of local councils and
local executive bodies

Administrative fee for state registration

of legal entities, individual entrepreneurs
and public organisations, proprietary rights
to real estate and their encumbrances

State duty

Revenues from the sale of derelict property

Personal income tax
(60% of total sum paid on
the territory of AH)

Excise tax from retail sale
of excisable goods by legal
entities (100% of total sum)

Excise tax on produced or
imported fuel (13.44% of total
sum) —until the end of 2019

Enterprise profit tax for
enterprises and financial
institution in communal
property (100% of total sum)

Rental fees for special use of
forests, water resources and
mineral resources of local
significance for extraction
(100% of total sum)

Rental fee for the use

of mineral resources for
the extraction of oil, natural
gas and gas condensate
(3% of total sum)
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The Diagram below (U-LEAD, 2019, p.107) demonstrates the disproportionate fiscal
impact of the Personal Income Tax (PIT) on AHs budget. Its share varies from 30% to 70%
of AH total tax revenues.

Breakdown of taxes and fees in total sub-national
taxes and fees for first 6 months 2019

Other 9%

Excise tax
12%

Single tax
12%

PIT 60%
Real...

Land tax 12%

m PIT = Land tax Real estate tax m Single tax m Excise tax = Other

The fact that AHs are able to retain 60% of PIT from the employees of enterprises that are
registered in its territory is a major incentive to stimulate new firms and help expand
existing businesses, thus creating more and better jobs, generating higher revenues and
incomes. It also shows that the fight against the grey economy (and salaries in
“‘envelopes”), the need to improve tax administration and compliance and the need to
raise the business registrations in the AH, are all crucial for the AHSs.

This means trying to become a Business Friendly Administration (BFA) that:

e Retains existing businesses or attracts existing businesses to register in the locality;
¢ Encourages new entrants by stimulating start-ups and facilitating inward investors;
e Fosters the growth ambitions of both new and established businesses.

While AHs can rely on state subventions and other fiscal transfers in the short-term, a strong
local economy is essential for ensuring a financially viable and sustainable AH in the
long run. Although economic development may not be a strict legal requirement, there is a
very good reason for all AHs to focus on this aspect. Internationally, it is good practice for
municipalities to engage with Local Economic Development (LED), Small and Medium-
sized Enterprise (SME) develop and become a Business Friendly Administration
(BFA). It not only increases revenues but it also generates cooperation and trust between
the public and the private sector. There is a lot of common ground. Both sides want
stability and long-term prospects and they rely on each other for this. In working towards
these common goals, regular and effective communication with each other is critical in
enhancing those common interests and maintaining trust and cooperation.

1.2.2. Definitions and links between LED / SME support / BFA
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When we discuss the AHs becoming Business Friendly Administrations (BFA), we use this
as a term connecting three interrelated aspects, as discussed in detail below, namely:

e Local Economic Development (LED): this is a framework for economic development
based on cooperation between AHs, businesses and the local community;

¢ Small and Medium-sized Enterprise Development (SME): this is about supporting
different types of enterprise, including self-employed (FOP), with various measures;

e Business Friendly Administration (BFA): this is about recognising and responding to the
needs, costs and priorities of businesses.

Local Economic Development (LED)
See Bertelsmann Foundation Strategic Management in Local Economic Development

Local economic development (LED) is the process by which public, business and NGOs
work jointly to create better conditions for economic growth and employment
generation with the aim to improve the prosperity and quality of life for all within a
certain area.

It means AHs working to build up the economic strength of a local area to improve its
economic future and the quality of life of its inhabitants based on its unique local conditions.
It involves a collaborative process to understand and act strategically on its own strengths,
weaknesses, opportunities and threats so as to make the local area more attractive to
business, workers and supporting institutions.

LED is founded on the principle that enterprises create wealth, jobs and improve living
standards in AHs. However, businesses depend on favourable local business conditions to
achieve prosperity. AHs thus have a critical role in creating favourable environments for
business success and job creation. LED is fundamentally a partnership between local
government, business and community interests.

LED is brought about through a LED strategy, typically five years with short-, medium- and
longer-term deliverables. The focus of LED is broader than SMEs or being business
friendly. LED Strategies are discussed in detail in Module 4, Section 4.2.2.

Small and Medium-sized Enterprise (SME) Development

Although a lot of attention is given to large firms, SMEs are the key to sustainable
economic growth and prosperity in developed, developing and transition countries. They
are crucial to the economy in terms of sheer number of firms, employment, value added,
productivity, innovation, etc. The Law “On Development and State Support of Small and
Medium-Sized Businesses” and the Commercial Code of Ukraine regulate the sector. The
data show that SMEs dominate the business base, representing 95% of companies
(UkrStat, 2019), as illustrate in the Table below.

Type Employees Number, 2018
Small, 10-49 339374
including

micro 0-9 292772
Medium 50-199 16057
Large 200 + 446
Total 355877
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Enterprises take various legal forms, such as a Limited Liability Company (LLC). In
addition, according to the data of State Fiscal Office of Ukraine, as of beginning of 2020,
there were 1,9 million self-employed individuals (¢isnyHa ocoba-nignpuemeus / FOP) in
Ukraine. The different forms have different legal obligations (business registration, potentially
VAT registration, tax declarations, etc.) and thus must interact with public administration
at different levels of government. The FOPs are as important to support as the SMEs
themselves.

There is a constant process of birth (start-ups) and death (closure, bankruptcy) and AHs
have a critical role to play by providing support to start-ups, micro-enterprises and SMEs
as they evolve, within the limits of available resources (budgets and staff). AHs must analyse
the needs of SMEs, liaise with them and their stakeholders (e.g. Chambers and business
associations) and create favourable conditions for establishment of start-ups and business
growth.

Business Friendly Administration (BFA)

Business friendliness can be defined as an explicit attempt by local government to
reduce the regulatory and non-regulatory barriers, costs, risks and uncertainties in
commercial activity to stimulate and support local business growth, local business
retention and the attraction of new business to the local area.

The business environment is of critical importance. Rules and regulations are necessary
for a fair and functioning society as they safeguard people’s rights as consumers,
employees, investors or innovators. Enforced properly, they create a “level playing field” for
all enterprises, allow fair competition and stimulate economic development. But regulatory
compliance creates costs for businesses and ultimately their customers. Hence, they should
be designed to be administered as easily as possible, without losing their effectiveness.

Seen from this perspective, the hromadas” primary role in economic development is to
create the right conditions for businesses to set-up, invest, grow and employ, through the
way it spends its budgets and interacts with the private sector. All enterprises should find an
AH that is “open for business”, ready and willing to answer questions and aid all
enterprises, new and existing, FOB and SME. The AH should support business in seeking
guick and efficient solutions. Moreover, the AH should maintain continual
communication with businesses. This covers well-elaborated regulations, high quality public
administration to implement them, and predictable, impartial and efficient justice to enforce
them (see 1.5 below).

1.2.3. AHs and National and Regional Policy System

AHs do not operate in a policy vacuum. While AHs tend to focus their efforts on their specific
localities, it is important to be aware of the fact that the regional economic development
framework (Regional Development and Smart Specialisation Strategies) is of major
relevance, as is the national policy framework, not least the National SME Strategy of
Ukraine and the related Action Plan). To a lesser extent, the AHs and the businesses within
their localities are also responding to the European (Accession Agreement and Deep and
Comprehensive Free Trade Area) and global opportunities. In order to engage effectively
with LED, SME and BFA development, AHs must link with these wider processes.

National SME and Regional Development
The Strategy for SME Development in Ukraine 2020 (Decree of the President of Ukraine No.
9
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5, 24 May 2017) and the Government’s Action Plan (Cabinet of Ministers Order No. 292, 10
May 2018) form the basis for SME development in Ukraine. The objective of the Strategy is
to facilitate business development in Ukraine, create favourable conditions for
opening and running SMEs, and expand the SME sector by consolidation of all
stakeholders’ efforts to ensure socio-economic development of the country and raise
standards of life. The strategy has six strategic directions:

o Creating a favourable environment for SME development;

e Improving access to finance for SMEs;

e Simplifying tax administration for SMEs;

¢ Promoting an entrepreneurial culture & developing entrepreneurial skills;
¢ Promoting SME exports / internationalisation;

e Improving competitiveness & developing the innovation potential of SMEs.

The Action Plan is based on priorities to be achieved within those six strategic directions.
AHs should be aware of its intentions and priorities yet determine their own focus in reflection
of the specificities and unique needs of their local economy. This is often converted by
municipalities, such as cities, into an SME Programme. The Ministry of Economic
Development, Trade and Agriculture (MinEconomy) and the MinRegion have issued joint
guidance on how cities and AHs may develop their SME Programmes. This is discussed in
more detail in Module 4, Section 4.2.2.

Regional Development Strategy and Smart Specialisation
Ukraine has a draft National Strategy for Regional Development 2027, whose objectives are:

e Strengthening the competitiveness of the regions;
e Territorial socio-economic integration and spatial development;
o Effective governance in the regional development sphere.

Furthermore, the 24 Oblast State Administrations have coordinated the elaboration of their
own Regional Development Strategy (RDS), one aspect of which focuses on SMEs. The Box
below shows the content of the Chernihiv RDS for illustrative purposes.

It is critical for all AHs to ensure that their development plans are consistent with those of the
regional and to a lesser extent the national RDSs.

Box 3. Chernihiv Region Sustainable Development Strategy until 2027

I Introduction & Strategy preparation process

Il Socio-economic development trends and problems

. Geography, administration, urban planning, economic development, structure of the economy, etc
. Sectors: Industry, Agriculture, Tourism sectors, etc.

. Investment (national and international), business environment, research, intellectual property and innovation
. Infrastructure: transport, Communication, Energy, Utilities

. Social infrastructure: Education, Healthcare, Culture and leisure, Physical culture and sports

. Other: social security, families, civil society, information, disparities, environment, gender, budget
Il Main issues and Development Scenarios

1. SWOT Analysis

2. Comparative advantages, challenges and risks

3. Scenarios for the development of the region until 2027

IV Strategic vision of Chernihiv

V Strategic goals

SG 1 Human potential development

oOOhs WNE
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SG 2 Comfortable and safe living conditions

SG 3 Increasing regional economic competitiveness

3.1. Realization of regional investment potential, increase of investment receipts

3.2. Sustainable development of the agro-industrial complex

3.3. Development of high-tech industrial production

SG 4 Accelerated innovative development of priority areas of economic activity

4.1 Increasing the production of quality agricultural raw materials and the development of its in-depth
processing

4.2. Development of "green" technologies and bioeconomy

4.3. Development of information, information and communication technologies and their implementation
VI Compliance with the State strategy of the Regional Development of Ukraine

VII System of monitoring and evaluation

Environmental assessment of the draft Sustainable Development Strategy for the period up to 2027

As can be seen in the box above, there is a very strong economic / SME / business
environment element within the RDSs. The AHs operate within policy, institutional, financial
and other ambit of the Regional Development Strategy of their Oblast. It is neither possible
nor desirable to develop a stand-alone approach. It should also be noted that an
important element of the new RDSs is the incorporation of a Smart Specialization (S3)
approach withing the RDS, which aims to boost growth and jobs by enabling regions to
identify and develop their areas of competitive advantage. S3 is a strategic way to create
productive collaboration between actors with the objective of stimulating innovation-driven
growth (see Box below).

Box 4: Smart Specialisation (S3): an important new concept in Ukraine

Smart specialisation is an innovative approach that aims to boost growth and jobs by enabling each region to identify
and develop its own competitive advantages. Smart specialisation is a place-based approach, meaning that it
builds on the assets and resources available to regions, and on their specific socio-economic challenges in order to
identify unique opportunities for development and growth. A strategy means making choices for investment. Regions
should support only a limited number of well-identified priorities for knowledge-based investments and/or
clusters. Specialisation means focusing on competitive strengths and realistic growth potentials supported by a
critical mass of activity and entrepreneurial resources. Setting priorities should be an inclusive process of
stakeholders’ involvement centred on “entrepreneurial discovery”, that is, an interactive process in which market
forces and the private sector are discovering and producing information about new activities, and the public sector
assesses the outcomes and empowers the actors most capable of realizing this potential.

For example, the Chernihiv RDS (Box above) emphasises the following S3 potential:

e Increasing the production of quality agricultural raw materials and the development of its in-depth processing;
e Development of environmental technologies;

e Development of information, ICT and their implementation in various spheres of life and production.

It is important for AHs to link with the regional S3 focus and seek to further these policy priorities, where relevant to
their territories.

Unless AHs connect with the new development agenda created by their RDS and the S3
element of it, they are less likely to access the resources available (e.g. State Fund for
Regional Development) and other opportunities. At the moment, there is no direct connection
between smart specialization priorities and financial sources (e.g. SFRR) but regions are
likely to pay more attention to financing of smart priorities.

European Economic Development Frameworks

AA and DCFTA

The EU and Ukraine have provisionally applied the Deep and Comprehensive Free Trade
Agreement (DCFTA) since January 2016. DCFTA means both sides will mutually open their
markets for goods and services based on predictable and enforceable trade rules so that
new opportunities will be created for the EU and Ukraine businesses, investors, consumers
and citizens. By more closely aligning Ukraine’s regulations with EU legislation, the DCFTA
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will promote higher quality standards for products and will increase the levels of consumer
and environmental protection. The DCFTA will create business opportunities in both the EU
and Ukraine and will promote real economic modernization and integration with the EU.
Higher standards of products, better services to citizens, and above all Ukraine’s readiness
to compete effectively in international markets should be the result of this process.

The DCFTA is part of the broader Association Agreement (AA) between the EU and Ukraine
that creates a framework for co-operation between them. The Ukraine - EU AA is ambitious,
covering reforms on economic recovery and growth, governance and sector co-operation in
more than 30 areas, such as energy, transport, environment protection, industrial and SME
cooperation, social development and protection, equal rights, consumer protection,
education, training and youth as well as cultural cooperation.

Small Business Act

When it comes to the topic of this training programme, the main policy document is the Small
Business Act (SBA), which sets 10 principles to guide the conception and implementation
of policies both at EU, country (and potentially regional and local) level, so as to bring added
value, create a level playing field for SMEs and improve the legal and administrative
business environment. The 10 SBA principles are illustrated in the Box below.

Box 5: Small Business Act for Europe: 10 Principles

1. Create an environment in which entrepreneurs and family businesses can thrive and entrepreneurship is
rewarded

Ensure that honest entrepreneurs who have faced bankruptcy quickly get a second chance

Design rules according to the “Think Small First” principle

Make public administrations responsive to SMEs’ needs

Adapt public policy tools to SME needs: facilitate SMEs’ participation in public procurement and better use
State Aid possibilities for SMEs

Facilitate SMEs’ access to finance and develop a legal and business environment supportive to timely
payments in commercial transactions

Help SMEs to benefit more from the opportunities offered by the Single Market

Promote the upgrading of skills in SMEs and all forms of innovation

Enable SMEs to turn environmental challenges into opportunities

0 Encourage and support SMEs to benefit from the growth of markets

o wn

©2

Source: Small Business Act for Europe

1.2.4 AH Role within the LED/SMEs/BFA Ecosystem & COVID-19

The challenge for the AHs is to put all the above together. This requires them to recognise
that they are not solitary, independent players, but connected to the European, national
and regional policies that affect the business sector. A focus on LED requires AHs to
understand their role in knitting together the needs of the local community, as well as of the
business sector. At the same time, they need to understand the needs of different types of
enterprise and FOB in terms of policies and support measures. Finally, they also need to be
aware of the fact that the local business environment strongly influences potential, new
and established enterprises in terms of the local rules and regulations, meaning that they
need to create a business friendly administration that listens to and engages with local
businesses. Module 2 focuses specifically on what it means to be a BFA.

1.3 Local Development Partnerships with Businesses (principles, who, how)

It is increasingly recognised that constructive relationships need to be established
between public authorities, civil society or NGOs and the private sector (large and small
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businesses). In this context, partnerships between AHs and the business sector are a
precondition of effective efforts to create a business friendly administration and
environment. Local development partnerships between AHs and the business sector and
their representatives requires a willingness to engage proactively and in a spirit of
cooperation.

1.3.1 Levels of engagement: information, consultation and PPD

The involvement between an AH and stakeholders such as NGOs and business
representatives, in the different steps of the political decision-making process, varies
according to the degree of intensity of participation. Four distinct levels of increasing
participation exist, as illustrated in the Diagram below.

l Dialogue
- Broad
Information Consultation Collaborative

an LEVEL OF PARTICIPATION Higl>

¢ Information provision to business: access to information is the basis for all subsequent
steps in the involvement of stakeholders in the political decision-making process. This is
a relatively low level of participation which usually consists of a one-way provision of
information from public authorities and no interaction with stakeholders is required
or expected. An example would be a document on a website (see Section 3.2.1);

e Consultation with business: public authorities ask NGOs and other stakeholders such
as business representatives for their opinion on a specific policy topic or development.
Consultation usually includes the authorities informing NGOs and businesses of
current policy developments and asking for comments, views and feed-back. The
initiative lies with the public authorities, not with the NGOs and businesses. Consultation
is relevant for all steps of the decision-making process, especially for drafting, monitoring
and (re)formulation of policy;

o Dialogue with business: a broad dialogue is a two-way communication built on
mutual interests and shared objectives to ensure a regular exchange of views. It
ranges from conferences to specialised meetings between NGOs/businesses and public
authorities and is wide-ranging. A collaborative dialogue is built on mutual interests for a
specific policy aim, such as relating to LED/SME/BFA issues, and usually leads to a joint
plan or project. Collaborative dialogue consists of regular meetings and often leads to
agreed outcomes;

o Partnership with business: implies shared responsibilities in each step of the political
decision-making process from agenda setting, drafting, decision and implementation of
policy initiatives. It is the highest form of participation and is only realistic to aspire to in
the case of mature BFAs.
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1.3.2. PPD partnership: principles, example, dos and don’ts

In the context of partnerships, an appropriate definition is: “Public Private Dialogue” refers to
the structured interaction between the public and private sectors in promoting the right
conditions for private sector development, improvements to the business climate... It is about
stakeholders coming together to define and analyse problems, discuss and agree on specific
reforms, and then working to ensure that these ideas become a reality.” (World Bank, 2009,
p.5, emphasis added - Review of World Bank Group Support to Structured Public-Private
Dialogue for Private and Financial Sector Development)

PPD with business can lead to substantial improvements by generating policy-relevant
insights, validate policy and regulatory proposals, build consensus and momentum
for change and secure ownership and participation by stakeholders. Both sides have
something to gain through participation in PPD:

e AHSs: can gain input and insights on business conditions, bolster legitimacy, obtain
support for or extend its BFA role in the local economy;

e Private sector: can draw attention to problems and secure support for business
development, such as streamlining local regulations. The business sector can cooperate
with AHs in establishing a supportive and predictable business environment.

Below we set out some examples of AH — business partnerships to illustrate what is possible
to do.

AH PPD Partnership

An example of where PPD with the private sector has been established is Nizhyn town and
later AH. Nizhyn considered that it was important to establish a hew basis for cooperating
with the SME sector because the town lagged behind Chernihiv in terms of SME
development and there was little understanding of its importance among local authorities and
the business community. The PPD is illustrated in the Box below.

Box 6: Nizhyn Cooperation with Businesses: Example of PPD

Steps of establishing PPD

1. Creation of the Task Force on Development of SME part of the Strategy of Nizhyn Town Sustainable
Development until 2027
- Task Force of 15 members, 7 of which were representatives of the private sector

2. Development of SME part of the Strategy of Nizhyn Town Sustainable Development until 2027:
- Module 1: Introduction to the Pilot Programme. Analysis of SME sector;
- Module 2: Vision and Strategic objectives for SME development. Coordination with national documents;
- Module 3: Implementation of SME policy on regional/local level. Good practice.
- Module 4: Action Plan. Implementation, monitoring and evaluation;
- Module 5: Public-Private Dialogue. Finalising strategic planning documents.

Representatives of businesses actively participated in all Modules, participated in development of all TORs
Two applications to the State Fund for Regional Development were prepared.

3. Creation of the Task Force on implementation, monitoring and evaluation of the progress in attaining
the operational goal of SME Development, as part of the Strategy of Nizhyn Town Sustainable
Development until 2027

- Officially approved by the Order on Nizhyn town mayor #227, 11.09.2018, including regulations on the
functioning of the Task Forces;

- Number of working group participants become members of implementing and M&E body in Nizhyn: 10 out
of 15;

- Task Force includes 17 members, 9 of them are from private sector;

- Regular meetings and reports on attaining the operational goal;
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- Joint work on implementation of initiatives indicated in the operational goal (e.g. Nizhyn business school)

Source: FORBIZ Progress Report, official documents of the Nizhyn Town Council

The principles that AHs would need to consider in establishing PPD are:

¢ Business should be involved in strategic planning from the very beginning;

e Task Forces on SME development should be balanced in terms of number of
representatives from the public and private sectors;

e Business should be encouraged to take part in the life of the AH, not only to solve certain
problems but to help in the AH’s development;

e Business should obtain evidence that their ideas and suggestions are supported;

e PPD should not be stopped after the adoption of strategic document; rather, business
should be actively involved in monitoring and implementation of SME related initiatives.

1.3.3. AH Partnerships (e.g. Regional Agency of AH, Chernivtsi - RAC)

The fact is that most AHs are quite small and rural in nature. This means that although
adjacent areas may theoretically compete for economic/SME development, in many cases it
may make much more sense for groups of geographically adjacent AHs to cooperate on
economic development matters through a joint approach. This could be in relation to the
LED/SME/BFA strategy, as well as in pursuing specific projects, such as the establishment
of a common business incubator where it would not make sense for an AH to do it alone.

Some examples of AH Partnerships for Local Development exist. The Vynnytsia Regional
Association of Local Self-Government Bodies and the Regional Agency of AH,
Chernivtsi (RAC) were both formed as initiatives by active Mayors of hromadas in the
respective regions. They have 39 and 19 AH respectively members. Both represent their
members to the respective regional Oblast State Administrations and have a particular
interest in negotiating the allocation of funds (i.e. subsidies on education and health, grants
from Regional Funds, share of the road fund) to their members and also attracting funding
from other (international) sources.

Members of the RAIF highlight the lobbying carried out to secure extra funding for AHs in
mountainous regions (special funding) as their particular function. Three Mayors of AHs are
also members of the Regional Council in Ivano Frankivsk, which is helpful for lobbying and
being informed. For both regional associations, dealing with the business environment is
of high importance for creating economic development, including for more revenues to
service provision.

The RAC is an agency focusing on Local Economic Development. The members of the
two associations found that it is important to develop more inter-AH cooperation,

including with Ukrainian cities, and also negotiate more systematically with the oblast on
municipal financing. An important message is that it is important to consider such tool where
it makes sense to do so, taking into consideration the membership and other costs involved.

Box 7: Example of Vinnytsia Regional Association of Local Self-Government Bodies

The Vinnytsia Regional Association is a not-for-profit association that is devoted to protecting the interests of local self-
government bodies in the Vinnytsia region. The Regional Association was founded in April 2012 with the active support
of Polish development assistance and Vinnytsia Regional Council, among others, bringing together more than 478 local
councils, including 39 AHs. The Vinnytsia Regional Association is run by a Secretariat from the Centre for
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Main tasks and activities:

communities;

e Meetings, training activities and working meetings

e Representation of the interests of members at the regional and state level

e Platform for analysis and discussion AH issues (lobbying)

e Development a network of experts to provide advisory and legal assistance to the members

e Network of partnerships in Ukraine and 12 international partners (e.g. Poland, Italy, France, Georgia, Azerbaijan
and USA)

e Fundraising by applying for and implementing grant projects to develop local communities

e Consultation & information about its activities (e.g. “Bulletin of Vinnytsia self-government”)

e Active website on the Association and its members, competitions, good practice, development funds, etc.

e Social networking , including Facebook”, “Instagram”, “Twitter”, “Telegram”, “LinkedIn”, etc.
Source: http://sg.vn.ua/en/about-us/istoriya/

Communications, External Relations and Fundraising and the Centre for Organisational and Legal Support, Investment.

e Information, methodological and practical services that facilitate economic, social and cultural development of local

The principles that AHs would need to consider in establishing inter municipal
cooperation are illustrated in the Diagram below, though it must be stressed that this can be
a complex process involving many tools, ranging from informal mechanisms (e.g.
Memorandum of Cooperation) to complex legal forms (e.g. Public Private Partnerships).

2. Analysis 4. Implementation

motivation, all localities, define common establish suitable
history, aggregation of goals and devise management
development, aim data, presentation joint concepts, structures,
of analysis strategies, allocate
projects, etc. responsibilities,

costs and benefits

A 5 step process can be envisaged (see Inter-municipal Cooperation in Planning and Service
Delivery: Analysis and Recommendations):

e Context: two or more AHs become aware of the common challenges for development;

e Analysis: they examine the obstacles to development, as well as the common potential;
o Development: they set common goals, priorities and specific activities;

e Implementation: they create institutions and distribute costs, benefits and responsibilities;
o Evaluation: they monitor and evaluate progress and recalibrate the future activities.

For further information see the Council of Europe’s Toolkit Manual Inter-Municipal
Cooperation. For a database of Polish examples of IMC see this link.

Exercise: Development of intermunicipal cooperation: steps and principles

1.3.4. Partnerships with Oblast/RDA, SMEDO, InvestUkraine, chambers

In addition to the previously mentioned forms of partnership, it is also important for AHs to

establish cooperation with a number of key institutions, if it is to successfully implement
a LED/SME/BFA approach. AH's are not alone and there are many institutions whose job it

is to support the same agenda, even if their main role is not to directly support AHs.

Regional Structures (Economic Development Department, Regional Development Agency)
The Oblast’s Economic Development Departments (EDDs) are responsible for charting the
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course of economic development, including SME development, at the regional level. The
EDDs perform this role through various initiatives, including:

e Regional Development Strategies, including a small businesses and a Smart
Specialisation focus (see 1.4 above);

¢ SME Programmes: set out diverse initiatives to support small businesses (see 4.2.3);

e Operation of the Regional Development Fund, including SME development (see 4.5.2);

o Other initiatives, such as the Entrepreneurship Development Funds (EDF) and Regional
Development Agencies (RDA), to support small businesses (see 4.5.2).

It is of crucial importance for the AHs not only to build excellent cooperation and
partnerships with the regional level structures, especially the EDDs, RDAs, EDFs, etc.
These relationships will pay off in the medium to long term, in terms of being successful
in ensuring that regional opportunities and funds flow towards well networked AHS.

SME Development Office (SMEDO)
SMEDO is an advisory body of the MinEconomy with responsibility for SME matters:

¢ SME information: www.sme.gov.ua (there is also the Ministry of Digital Transformation’s
Diia portal: www.diia.gov.ua);

e SME strategy and action plan: coordination, monitoring and evaluation (see 1.3.2);

o SME programmes/projects: aspects of EU programmes, pilots on SME Support Points
(see Module 3.2.3), SME factoring through the ProZorro procurement platform, etc.

Since SMEDO is the principal resource focusing on small businesses, it is important for
AHs to understand this body and its activities, such as the SME Support Points within the
Centres for Administrative Services (SNAPs). SMEDO is also aware of the latest
developments in terms of policy, measures to support small businesses, donors active in
the country, new sources of SME funding, etc.

Chambers of Commerce and Business Associations

Each region has a multiplicity of business management organisations (BMOSs), including the
regional offices of the Chambers of Commerce and Industry, as well as sectorial and other
business associations. It is essential for all AHs to do a stocktake of all such
organisations within their territories and understand their membership and services, and
support their needs. AH communication with businesses should be open, transparent and
inclusive, enabling all businesses and BMOs to establish long term cooperation with the
AH (see communication issues in 1.5, Module 5). For example, many AH’s are interested in
developing investment projects and to attract investors to their localities. This means working
with the local, regional and national BMOs active in relevant sectors to generate contacts
and opportunities, such as based on particular industries or sectors (see 3.2.5).

Exercise: Establishment of cooperation with business associations: benefits for AHs

Ukrainelnvest https://ukraineinvest.com/

Some AH’s are interested in attracting foreign direct investment (FDI) to local
opportunities. If so, they need to develop the necessary orientation and tools, including
developing Investment Passports and Business Proposals (see 3.2.3). However, AHs are
not alone in this effort. In particular, they need to build cooperation with InvestUkraine
since it has regular contact with existing and potential investors and their particular needs.
Ukrainelnvest is actively looking for investment opportunities in these areas:
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e Agribusiness / Agritech;

e Energy / Alternative Energy;
¢ Manufacturing;

e Aerospace and technology;
e Infrastructure;

¢ Information Technology;

e Fashion, etc.

Even if a particular AH’s investment priorities do not fit the broad range of sectors mentioned
above, Ukrainelnvest is an important organisation to maintain good working relations with.
Many potential investors contact them and express their needs. Ukrainelnvest can potentially
match investors with a particular AH or business proposal.
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Module 2: Enabling Entrepreneurship in AHs

2.1 Understanding entrepreneurship (risk, types of firm, development goal)

The business environment is of critical importance because rules and regulations are
necessary for a fair and functioning society. Yet rules and regulations create compliance
costs for businesses so must be designed to be business friendly. In this context, the
hromadas” key role is to create the right conditions for businesses to set-up, invest,
employ and grow. Creating a business friendly environment for potential entrepreneurs and
existing SMEs is one of the key challenges of AH administrations. But this means AHs
understanding the different types of business, recognising the risks they face, and their role
in supporting businesses to start, survive and grow. This brings major benefits to AHs.

2.1.1 Business risk

Without local businesses, there can be no additional AH revenues and thus neither high
quality public services nor civil servants to administer those services. The more local
businesses and employment there is, the higher the revenues an AH can generate.

But every potential and actual entrepreneur must take into consideration the risk of failure,
as well as the potential reward of business success in the form of profit. 12% of all
enterprises are born and 7% die in Ukraine per year (UkrStat, 2017). An international rule of
thumb is that 20% of new businesses will close within 1 year and 50% within 5 years. In
2020, because of the COVID-19 pandemic, there will be a vastly increased rate of business
failure, resulting in significant employment loss and thus potential revenue loss for AHSs.
Start-ups and on-going businesses involve taking on risk. AHs must recognise this
and seek, not only to be friendly, but to actively nurtured firms to increase their
survival rate and help them to grow, innovate and export.

2.1.2 Different business types and needs

There are very different types of entrepreneur and enterprise, as illustrated below:

e Potential entrepreneurs: need information (registration, tax, licensing, etc.), advice,
signposting (directing to relevant service providers) and similar forms of support;

¢ Informal or survivalist entrepreneurs: need light touch support and encouragement for
formalisation, thus becoming viable and contributing to local/national revenues;

o Self-employed (FOB): need information (registration, tax, bookkeeping, etc.) and then
administrative support and regulatory/tax simplification;

e Micro businesses: need support with legal issues, tax, planning, premises, licensing,
permitting, etc., including reliable utilities, training, subsidies, business advice, etc;

¢ Small and Medium-sized businesses: need more sophisticated services such as
access to finance, business consulting, cluster/value chain/supply chain/ smart
specialisation support, public procurement, etc. to help them grow and develop;

e Large businesses / Multi-National Corporations (MNCs): need support with land,
planning, licensing and permitting, infrastructure, utilities, tax and incentives, etc.

e Social enterprises: apply commercial strategies to seek improvements in financial,
social and environmental well-being, which include social impact as well as profits.

AHs have arole and responsibility to support all these types of business. The very
different types of businesses need different forms of support. Smaller ones have few
capacities. In all cases, the starting point is that they need a AH that is a BFA.
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2.2. How to be a BFA

See Department of Trade and Industry (2006) Streamlining Business Registration in LGUs:
Good Practices / Development Policy Research Unit (2006) Impact of Municipal Regulations
on SMMEs, Working Paper 06/107 / Work Bank (2009) Local Taxes, Reqgulations, and the
Business Environment / PLEDDG (2016) Express analysis: Local Business Climate in
selected cities of Vinnytsia, Zaporizhia, lvano-Frankivsk and Poltava regions .

There is no rocket science to being a BFA, as long as the political and operational
commitment exists. The main elements are highlighted below, starting with the key elements
of being business friendly, such as knowing the local enterprises and their needs, creating
small business friendly regulations, streamlining registration, licensing and permitting,
considering the effects of taxes and other charges, developing small business friendly
procurement and payment rules, using land, infrastructure and building to promote business
development and mitigating the effects of COVID-19 on businesses.

2.2.1. Count & analyse local MSMEs

The foundation of everything is for the AH to understand how many enterprises there

are, their nature and their needs. Without this basic information, it is not possible to be a
BFA: the AH is simply working blind. The AH must develop the necessary information and

analysis.

Official Statistics

It is necessary to collect, analyse and regularly update national, regional and local
statistics on FOB and micro, small, medium and large enterprises. The relevant official
statistics, in the form of a timeseries, should be collected and analysed through the national
statistics office, Oblast and local SNAPS and tax offices. Key sources are presented in the
Table below.

Source Type of information Link
State Statistical Office Number of SMEs, SMEs’ turnover, SMEs’ employment etc. by http://www.ukrstat.gov.ua/
types, sectors, regions;
Oblast State Statistical Number of SMEs, SMEs’ turnover, SMEs’ employment etc. by http://www.ukrstat.gov.ua/work/regio
Offices types, sectors, regions; n.html
State Fiscal Service of Custom statistics; tax revenues by regions http://sfs.gov.ua/mytna_statystyka/
Ukraine

http://sfs.gov.ua/diyalnist-/pokazniki-
roboti/nadhodjennya-podatkiv-i-
zboriv--obovyaz/nadhodjennya-

podatkiv-i-zboriv/

Regional offices of State Custom statistics http://sfs.gov.ua/pro-sfs-
Fiscal Service of Ukraine ukraini/struktura-/teritorialni-organi/
Open Data Portal List of legal entities and individual entrepreneurs in Ukraine; list of | ~https://data.gov.ua/dataset

by-laws and regulations; taxes

Open Date Set Publisher Online service for the formation of standardized sets of open https://opendata.in.ua/map
data; list of local regulations

Platform of Better Regulation |Statistics on legal entities and individual entrepreneurs in Ukraine | https:/regulation.gov.ua/catalogue/i

by sectors and regions ndexes/map
State portal for Information on administrative services, including online; list of https://my.gov.ua/info/services/bylife
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administrative services SNAPS situation

State employment service Information on employment/unemployment https://www.dcz.gov.ua/analitics/vie
w
https://www.dcz.gov.ua/storinka/vidk
ryti-dani

Regional State employment | Information on employment/unemployment https://www.dcz.gov.ua/map/regiona

services Ini-dsz

Enterprise Surveys

The main means by which the nature of the business sector can be understood, is by AHs
undertaking business surveys (quantitative) and/or hold discussions with a sub-set of
them (qualitative analysis). These do not need to be done expensively through market
research companies. There are many on-line and other survey tools available for
guestionnaires, data collection and analysis (free and paid versions):

e SurveyMonkey: https://www.surveymonkey.com
e SurveyGizmo.com: https://www.surveygizmo.com
e Questionpro: https://www.questionpro.com

o Typeform: https://www.typeform.com

e Survio: http://www.survio.com

e Google forms: https://www.google.com/forms

They should result in the following type of information about local enterprises:

o Types of firm active in the local economy: self-employed, micro, small, medium and large;
e Barriers and challenges, connected with doing business in the locality;

e Time, cost and other effort involved in doing business in the locality;

e Satisfaction with various business services (e.g. registration, licensing, taxes, etc.);

o Priorities for reform / communication / cooperation with the locality, etc.

Qualitative Analysis

The above statistical information should be supplement and deepened through qualitative
discussions such as meetings, workshops or focus group discussions (see Module 5)
with both businesses (individually or in groups) and AH administrators, to deepen the
analysis and determine what is possible to improve / simplify / streamline, etc.

This analysis will directly influence the reform agenda of the BFA and will be assessed
to determine the impact and recalibrated to allow new actions to be implemented over time.

2.2.2. By-laws & regulations (incl. M-Test)

AHs have the power to make regulations that affect local businesses positively or
negatively. However, business” capacities to comply vary according to the size of
enterprise. A medium-sized business with many employees, including lawyers, tax advisors,
accountants, etc. is better able to implement complex legislation that has costly
implementation requirements than a small business of 5 people or a FOB with none. Small
business owners argue that regulations and their administrative burden affects them
more because of lack of managerial capacity and inability to outsource to specialists. It takes
their time away from tasks that are directly linked to sales and profit.
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Therefore, it important for AHs to always “Think Small First” when they prepare new
regulations that affect the business sector. A first consideration will be whether possible
new regulations will mean a disproportionate compliance burden on small enterprises.
If so, then consideration must be given to alternative proposals or mitigation measures. This
is the reason why it is compulsory for village, town and city councils to use the SME-
test (M-test) to calculate the costs and benefits on small businesses before passing new

regulations (see Box below).

Box 7: The M-Test is Compulsory for new Regulations

Local governments (village, town and city councils) are required to use the M-Test) to calculate the costs and
benefits for small and micro businesses arising from their new regulations.

Ak npoBoantecsas M-TECT?

3AaiNCHEeHHRA Poapobka
NMposeneHHsn OnpauyroBaHHA PO3paxyHKy KOPUIyo4mnX
KOHCynbTauii 3 AaHux ans BUTPAaT Manoro 3axoais ans
manum GizHecom M-TecTy GizHecy

manoro GizHecy

-\
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/ \ | IHTepHeT- I
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il Y A
PoGoui | | | -
aycrpivi | | | Kpymni
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M-Test process:

1. Consultations with representatives of micro and small businesses on impact of draft regulations.
2. Measurement of the impact of draft regulations on micro and small businesses.
3. Calculation of costs of micro and small businesses to comply with regulatory requirements, including:
a. Estimation of "direct" costs of micro and small businesses (e.g. purchase of necessary
equipment, maintenance costs, etc.).
b. Estimation of costs of administrative procedures for micro and small businesses and
reporting.
4. Budget expenditures for the administration of the regulation.
5.

Development of mitigation measures for micro and small business arising from proposed regulations.

Source: SRS (2015) User Guide: Small Business Test (M-test); Law of Ukraine "On Principles of State

Regulatory Policy in the Sphere of Economic Activity" Resolution 11 March 2004, No. 308, Annex 4 Small
Business Test (M-Test), https://tools.requlation.gov.ua/m-test

It is essential to undertake consultation and dialogue with the business sector to
understand the possible intended and unintended effects of draft regulations. If the impact
will be negative, AHs must consider alternatives and/or mitigation measures, namely

ways to reduce the likely compliance costs. AH regulations must generally be accessible,
transparent, predictable, impartial, enforced, etc.

2.2.3. (Re)Registration of FOB/Enterprises

All new entrepreneurs need to register as self-employed (natural person) or company (legal
person). This is usually done through the Centres for Administrative Services (SNAPS). Itis
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essential for the registration process to be as simple as possible, including electronic
and human support to ensure that the potential entrepreneurs are assisted. The time,
procedures and costs involved should be minimised.

They also need signposting to other registration services, such as the tax authorities (e.qg. for
VAT registration). In this context, a U-LEAD survey has found that 50% of firms that are
operating in AHs are actually registered elsewhere, such as the Oblast centre. While this
is not illegal, it means a potential revenue loss for the AH and efforts should be made to
encourage them to re-register locally, especially if they perceive the AH to be business
friendly.

Another important issues is the existence of informal enterprises. While many are
survivalist in nature, it is feasible to encourage viable entrepreneurs to formalise (i.e.
register their businesses). This has potential benefits for the entrepreneur (less risk, access
to services and finance, such as grants from donors and loans from banks), as well as the
AH (additional revenue) and citizens (better services).

2.2.4. Licenses, permits and certificates

Many newly registered businesses require some form of permit, license, certificate, etc.
The same may apply to established businesses since regulations change over time and
licenses and permits may need to be renewed. A BFA recognises that this is a key area
where they can support new and existing businesses, including potential large investors.
Examples, include trade permits, zoning and land-use permits (e.g. in the manufacturing
sector), health permits (e.g. in the food sector), environmental permits, fire and safety
permits, professional licenses, special permits (e.g. alcohol and gambling), etc. These
may be issued only once or need to be renewed from time to time.

Therefore, a BFA will seek to ensure the following elements:

¢ Publicly available and up-to-date electronic inventory of all licenses, permits, certificates;
¢ Publicly available information, timelines, costs, appeals/complaints procedure, etc.;

o Process to reduce “red tape” by streamlining paperwork, procedures, signatures;

e One-stop-shop for all licenses, permits, certificates, including support and renewal;

e Satisfaction surveys to obtain feedback on time, cost, bureaucracy, quality of service;

e Train staff to provide excellent customer service and monitoring to improve services.

2.2.5 Taxes, charges and levies

AHs have a direct impact on businesses via policies such as property valuation, user
charges and levies collection. As a result, businesses bear not only the direct costs involved
but also the indirect costs, such as time and effort required to administer. These costs are
borne by the firm through its staff or by hiring specialist who do the necessary paperwork.
The direct and indirect costs of conducting business should be minimised.

The Diagram below illustrates a Typology of local own-source revenue instruments.
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Instrument

Standard taxes

User charges

Regulatory fees

- Interests

- Royalties and
concession fEES

- Rents and fees for

Revenue Source

Compulsory payment; base
varies by instrument

Revenue from sales of goods
and services provided directly
by the government

Revenue from licenses and
permits for regulated activities,
and delivery of administrative
services

Revenue from public assets,
property resources under
government custody, and
natural resources to which

Examples

(a) Profit or corporate income tax

(b) Property (land and building) raxes
(a) Urtility fees (water, gas, electricity)
(b) Garbage collection fees

(a) General business/trade license fees

(b) Construction permits

(c) Examination and inspection fees

(a) Admission fees (national parks,
historical sites)

(b) Road and bridge tolls

usage rights property rights are not assigned

(c) Public works (rents on buildings, hire
charges)

Punishment for non-
compliance with the law or
regulation

Fines and penalties (a) Traffic/parking fines

(b) Penalty for late payment/notification

Source: L, Corthay (2009) Local Taxes, Requlations, and the Business Environment

The most obvious charges include the ones below, though others may exist such as debt
collection, credit control, etc.):

o Property taxes (land, real estate, transport, etc.): charges to owners of property (owned,
occupied or being developed) can have differential effects on the business sector,
depending on maturity of business, sector, etc. Factors that impact on businesses include
rates, thresholds, frequency of payment, arrears handling, etc.

e Levies and User Charges (e.g. parking, tourism, rental fees, fines and penalties, etc.):
these vary greatly from locality to locality and while these are relatively small, their rate
and administration can affect business formation and growth.

A BFA will wish to introduce similar systems as discussed in the licenses, permits,
certificates section to ensure transparency and reduce red tape to the minimum, thus
reducing costs, as well as compliance burdens for small businesses.

2.2.6. Local Public Procurement and Payment Policies

A BFA develops effective public procurement policies (purchasing goods, works and
services).The public sector’s huge purchasing power is a potential source of conflicts of
interest and corruption (e.g. embezzlement, undue influence, bribery, fraud, etc.), so public
procurement is subject to strict regulations and monitoring mechanisms to reduce the risks,
guarantee competition and ensure good value for money. The Law of Ukraine “On Public
Procurement” sets thresholds and procedures for procurement by all, including AHs, as
indicated in the Diagram below. The “ProZorro” e-procurement system offers free access to
all public purchasing data on all tenders, so enhances transparency and fairness in the
bidding process while reducing costs.
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Source: https://infobox.prozorro.org/articles/planuvannya-zakupivelnoji-diyalnosti

See Changes in the Law since 19 April 2020 https://infobox.prozorro.org/articles/yak-
zminyatsya-publichni-zakupivli-dlya-postachalnika-pislya-19-kvitnya-2020 / Simplification of
procedures due to COVID 19 https://infobox.prozorro.org/news-mert/shchodo-zmin-
vnesenih-do-poryadku-zakupivel-u-zv-yazku-iz-covid-19

AHs tend to see procurement purely as a process from tendering to contracting. But a key
part of being a BFA is to develop public procurement policies that promote small
business engagement, growth and innovation, since this involves a significant portion of
the local annual budget. Public procurement can be used to encourage small businesses
and employment in and around the AH. Possibilities for BFA procurement, within a
framework which is transparent, competitive and cost-effective, are to:

e Develop aregularly updated supplier database with a list of prospective local providers
for goods and services which are regularly tendered;

o Advertise opportunities, raise awareness, give information and support to SMEs;

e Streamline registration, administrative and other requirements to encourage
participation in local procurement processes;

¢ Procurement may not be split into parts or items of a lesser value purely in order to avoid
more stringent processes for requirements of a higher value so this means that certain
projects are too large for SMEs to tender for, despite having the capacity to perform
some part of the larger project. It is possible to unbundle suitable project tenders to
ensure that SMEs can access them, while complying with the procurement law;

e Use procurement below ProZorro thresholds to support small businesses (and
potentially others, such as social enterprises, local community suppliers, etc.), for
example by giving preference to local suppliers and small enterprises;

e Pay invoices from small businesses within 30 days, otherwise they may avoid public
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procurement if they expect long delays that impact their cashflow and risk tolerance;
e Create Key Performance Indicators for assessing MSME use of public procurement
and monitor policy.

In a country known to experience corruption and other issues, stimulating local business”
access to procurement has to be done carefully and fully in compliance with all the laws.

2.2.7. Land, Infrastructure and Premises

A recurrent issue raised by SMEs is that they have limited access to affordable land
and/or business premises. A key part of being a BFA is to ensure that AHs assets are
deployed to support business development. This means that the public land must be used for
residential, leisure, as well as developed for business purposes, including the necessary
infrastructure and buildings. This is not just about new facilities. Often, derelict or
underutilised properties can be converted into business-oriented infrastructure, such as
co-working spaces (e.qg. in libraries or formerly empty buildings), as well as business centres,
business incubators and similar (see Module 3).

The issue of land/infrastructure/premises is particularly important for the AHs that have the
capacity to attract national and foreign direct investment. This shifts the emphasis from a
business friendly administration to an “Investor-Ready” administration (see Investment
Passports, Business Proposals and Partnerships Hubs in Sections 3.2.4 — 3.2.5).

The various Business Development Tools available to AHs are discussed in detail in
Module 3.

2.2.8. COVID-19: 2 phase

During 2020, the COVID-19 pandemic has resulted in the most catastrophic global economic
situation in about a century. It is far worse than the 2007-9 Financial Crisis, World Wars | and
II, and worse still than the Great Depression of the 1930s. It is the fastest and deepest
economic crisis ever witnessed, it is being imposed by governments simultaneously and
its impacts will continue, in phases, until a vaccine is developed. Its effect is extremely
serious for formal MSMEs and potentially catastrophic for informal entrepreneurs. It
threatens health, livelihoods, pensions, poverty, hunger, destitution, etc. If informal and
formal MSMEs are not supported, tax revenues and thus public service provision,
such as education and health, will be undermined for years to come, seriously affecting
the ability of nations to develop economically and reduce poverty and inequality. The Box
below illustrates the situation in Ukraine.

Box 9: Effects of Covid-19 Quarantine on the Business Sector in Ukraine

A survey of the business sector by the Union of Ukrainian Entrepreneurs (SUP) highlighted the following issues:

e One third experienced a reduction in revenues of 90-100% since the beginning of quarantine;

e This has led to a reduction of up to half of the employees, mostly in micro firms (0-9 employees/ 5 million UAH);

e Small and medium sized businesses have seen reductions of 25-50% in turnover and 10-25% in staff (10-249
employees);

e Large have seen reductions 10-25% in turnover and predict 25% reductions in staff (250+ employees /100 million
UAH+ turnover);

e Almost 60% continue to do business during quarantine but are mostly large and medium-sized companies
according to SUP;

51% can withstand only one month of quarantine; 25% can continue for two to three months;

e 29% have suspended their activities for the quarantine period and 6% have closed their business (mostly SMEs);
Only 3% of respondents indicated that their business could be open for a long time under the necessary conditions
(rent vacation, remote access for employees, revision of business model, etc.);

e 42% of business owners were negative about quarantining until 24 April 2020; a third were undecided;
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for vulnerable).

end completely.
Source: SUP/Ukrainian Marketing Group/U-LEAD, 02 April 2020

e  48% of the companies believe that after 24 April it will be necessary to relax restrictive measures (quarantine only

e  One-third consider it optimal to have an individual approach for each region and only 1% expect the quarantine to

What applies to the national level, affects the regional and local level. It must not be
imagined that it is the role of the government or the oblasts to deal with the effects of COVID-
19. Enterprises are registered and operating in the localities and AHs have a key role to play.

MSME surveys point consistently to abrupt, severe disruptions and escalating concerns
on the part of MSMEs and entrepreneurs: over half of MSMEs face severe losses in
revenues and a significant proportion fear imminent bankruptcy, only having a few weeks” /
months” worth of financial reserves to withstand COVID-19 crisis. Size matters: start-ups,
micro enterprises, self-employed and informal entrepreneurs are much more vulnerable
than bigger enterprises.

Three points are worth making about the current Outbreak Phase, which is expected to last
around 6 months. Firstly, measures to provide urgent liquidity, preserve human capital
and retain productive capacity are the top priorities during this time. Key considerations in
providing support are that it must be rapid, transparent and time-bound to mitigate the impact
of an unforeseen disruption, with a focus on keeping viable firms alive and retaining jobs.
Secondly, informal entrepreneurs and MSMEs are highly dependent on social networks
and family and community-based financing, and many of them are women-owned. They may
be harder to reach but they must not be forgotten in the palette of MSME measures to be
developed. Thirdly, the focus should be on the (sub)sectors most affected by the COVID-
19 crisis, which includes accommodation and food services, segments of manufacturing,
wholesale and retail trade, and real estate and business activities, entertainment, recreation
and other services such as tourism. AH’s have the power to help in the short, medium and
long term, as per the Table below.

Table Possible Anti-COVID-19 Measures by Local Government

Measure Objective

Property tax To help MSMEs to protect their capital or liquidity, the public sector may introduce tax waivers /exemptions

waivers / delays/ Idelays for the whole economy or for business of a certain size, certain sectors of the economy, etc. Business

exemptions rates (e.g. annual property tax, single tax) are paid if MSMEs use a building for non-domestic purposes (e.g.
shops, offices, pubs, factories).

Registration, The cost of operating licenses and other costs related to business registration can be reduced at the local level.

Licenses & Permits | These measures are very useful for MSMEs experiencing major cash flow problems.

Rent When MSMEs experience temporary financial difficulties, the public sector may introduce rent waivers,
reductions or subsidies, since these are a significant fixed cost for businesses.

Public Itis possible to introduce measures on the timely payment to MSMEs in public procurement and other contracts

procurement, & with private companies at large. Timely payments to SMEs by their clients is a topic of great concern to MSMEs

payment delays worldwide and more so in times of crisis.

Soft, zero interest The public sector may introduce direct financial support to SMEs, such as new credits granted at low or no

loans and grants interest, for example to MSMEs in heavily affected sectors. Another option is to provide grants during the crisis
period.

Credit guarantees The public sector may increase the volume of guarantees provided by state-funded credit guarantee schemes.
They may also reduce the collateral requirements, adjust the grace period for interest rates, establish lending
quotas and simplify and accelerate the credit guarantee approval process.

Skills training The period of lockdown and slowdown is an opportunity to invest in human resource capacities, supporting re-
skilling of workers, to boost productivity and resilience of MSMEs through subsidies to MSMEs for training and
strengthening the training system to the needs of MSMEs, perhaps with a territorial and sectoral perspective.
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Informal economy Locations with a large informal economy may not be able to protect jobs/informal economic activity through
these kinds of measures. They can offer immediate relief measures such as cash transfers or in-kind
benefits/vouchers/targeted cash transfers/one-off cash payments, etc. for people to receive food, medical care,
creation of temporary employment/public works schemes, etc.

Information support | Local authorities should inform SMEs about possible legislation changes, measures adopted at the national and
local level; possible getting of services on-line (e.g. getting unemployment benefits)

Source: based on Ricardo R Pinto (2020) Supporting MSMEs and Entrepreneurs During the
Covid-19 Crisis, paper for the Deutsche Gesellschaft fur Internationale Zusammenarbeit
GmbH (GI2)

Exercise: Development of measures that the AHs can provide to small businesses

2.3. Principles for creating a BFA

Business friendliness can be defined as “Explicit attempts by local government to reduce the
regulatory and non-regulatory barriers, costs, risks uncertainties in commercial activity to
stimulate and support local business growth, local business retention and the attraction of
new business to the local area.”

The publication Business Friendly Councils: Guidelines and Case Studies (2014) represents
a concerted effort on the part of 14 local authorities to become Business Friendly
Administrations, which led to six principles, which are necessary to establish underpin a
BFA culture that understands and responds to local business needs, while balancing the
need for business compliance requirements with social and environmental considerations.

Everything depends on the context within which the principles work and the specific
ways in which an AH chooses to interpret and apply them. Each AH must understand its
challenges and use the opportunities that exist in order to change and become a BFA.

2.3.1. Build excellent relationships and partnerships - heart of BFA

Building excellent relationships with the business sector and others (e.g.
educationalists, NGOs, CSOs, etc.) is at the heart of being a BFA. However, it must be
acknowledged that there has traditionally been conflict, rather than partnership,
between the public and the private sector in Ukraine. AHs need to understand this
context and choose to change the dynamic via the following elements (see section 2.2):

¢ Understand how local businesses operate, their needs and goals and how AHs can help
them to understand their statutory responsibilities;

e Excellent relationships are built over time and AHs need to invest in long-term
relationship management, including identify the best ways to interact and communicate;

¢ Relationships are hard won but easily lost. Formalising key council-business relationships
(e.g. PPD forums, Memorandum of Understanding, etc.) ensures continuity;

e Prioritise organisations that are critical to build partnerships with and start communicating
as early as possible, rather than towards the end of a project.

2.3.2. Context matters: identify local challenges and local business needs

AHs need to identify the key challenges affecting their local economy and acknowledge that
no business climate is perfect for every kind of company. Rather, different types of firms will
have different requirements from BFAs. Once they understand their local business, sectorial
composition and links to the region, they can identify partnerships and other collaborative
initiatives that can help overcome structural barriers and effectively meet the collective
needs of local enterprises (see Section 1.5). AHs can address the challenges by:
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e Finding comparative activities regionally, nationally and internationally and learning from
them;

¢ Piloting business friendly processes / services to test and finetune them;

e Developing and implementing local economic development strategies in active
partnership with business stakeholders, thus generating buy-in from partners.

2.3.3. Provide clarity and certainty for business decision-making

Business needs clarity and certainty regarding planning requirements, regulations, etc. in
order to make sound, long-term decisions. This is particularly critical for major investments.
AH policies, strategies, programmes, action plans as well as regulations need to be internally
coherent in order to be implemented by staff in an consistent way. This may require
appropriate up-skilling of AH staff and, if necessary, change how they view and how perform
their role.

2.3.4. Make interactions with businesses count
AHs interact with businesses in multiple ways and each one has the potential to improve
or undermine a business’s relationship with the administration (see Module 5). AHs should:

¢ Identify the conflict points with businesses and seek to overcome them;

e Engage with businesses when planning something that will impact on them and seek
their views on how to mitigate any potential negative impacts;

¢ Be willing to change the AHS’ responses based on business feedback and needs;

e Ensure communication with businesses on AHs” activities, decision making processes,
so that businesses know why they are — or are not — undertaking certain activities.

2.3.5. Be proactive and look for opportunities to support businesses
AHs can help businesses to leverage new opportunities by being proactive, such as
recognising the supply chain opportunities for MSMESs through local public procurement:

o Sufficient allocation of resources should be made to support the effective facilitation and
co-ordination required to scope and develop new opportunities as they are identified;

¢ |dentify “win-win” opportunities by focusing on solutions that provide mutual benefits;

o Time is a cost for business so a BFA must adopt a process for registration, licensing,
permitting, etc. to ensure processing in a timely, low-cost and efficient manner.

2.3.6. Respond rapidly to business during emergencies - COVID-19

In emergency situations (e.g. natural disaster, COVID-19, etc.) AHs must respond rapidly
and flexibly to business needs. In post-disaster situations, the agenda for AHs and their
partners should be kept simple, namely, to help local businesses in any way possible. To
achieve this, AHs need to:

o Establish role clarity for agencies to improve their ability to respond rapidly;
o Establish excellent communication to provide information and deliver assistance;
e Bring in the necessary technical skills and financial and other assistance to help.

The short-term costs of such intervention are much smaller than the cost of
permanently losing productive capacity, human capital and tax and other revenue. It
also builds trust.

29
Dr Ricardo R Pinto (2020) prepared for U-LEAD Business Friendly Administration SfS Training



2.4. Process of Becoming a BFA

AHs that aspires to become BFAs will set-up a process for reforming the local business
environment over time. However, this requires a recognition that an AH does not become a
BFA by accident but by design. In other words, a BFA needs to establish a continuous
improvement process by looking regularly at the stock of taxes, charges and other
regulations to do with registration, licensing, permitting, etc. and seeking to streamline them.
This requires, firstly, a willingness to simplify and thus reduce the cost and risks to local
businesses. It also means recognising that that the rationalization of regulatory instruments
may affect local public finances, so effective options need to be offered to compensate for
lost revenues and deliver sustainable local reforms.

An aspiring BFA will need to consider introducing a variant of the following four step BFA
process (see Diagram below) for streamlining existing local regulations, using the example
of business taxes. It can be used and adapted to establish a process for other aspects of
regulations and the business environment:

1. Do comprehensive inventory of all instruments involving a payments by businesses.
2. Check the legality of the instrument. If the legal basis is not robust, then eliminate or
legalize the instrument if it serves a legitimate purpose using the M-Test (see Box 8).
3. Categorise inventoried instruments based on the standard definitions such as user fees
and charges, standard taxes, rents/interest and fines and penalties).
4. Single out regulatory fees and assess the purpose of the instrument:
a. When it serves a legitimate regulatory purpose, keep the instrument and
streamline the process. Fees should generally be set on a cost-recovery basis.
b. When it serves primarily a revenue generating purpose, when no regulatory
function is performed, or when revenue collected is greater than the cost of
regulating, the instrument is effectively a “disguised” or “quasi” tax. Three
options should be considered: i) to eliminate quasi-taxes; ii) to convert them into a
business levy; iii) to abolish and rely on other fiscal instruments to compensate for
the revenue loss.

The process of reforming the local business environment over time is illustrated in the
Diagram below.
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COMPREHENSIVE LEGAL?
INVENTORY

NATURE OF

INSTRUMENT?

Regulatory fees and charges
1 Licensing and permit fees
1 Business patents and other charges

PurRPOSE OF
INSTRUMENT?

Legitimate regulatory purpose
2 Set fees on cost-recovery basis
0 Streamline procedures to limit compliance
and administrative costs

Source: (L Corthay, 2009) Local Taxes, Reqgulations, and the Business Environment

ELIMINATION / LEGALIZATION

User fees and charges

O Maximize use, and set fee as cost-recovery
plus return on investment

Standard taxes
O Apply principles of revenue productivity,
accountability, equity, simplicity, and
non-distortion

Interest, royalties, and rents

Fines and penalties

Revenue-generating purpose: quasi-tax
0 Merge fees into one local business levy
2 Eliminate and address revenue through
tax policy and/or intergovernmental
transfers
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Module 3: BF Infrastructure and Actions

3.1 Business Promotion Tools

There is theoretically a large number of business promotion tools, both “hard” and
“soft”, that could potentially be utilised by AHs. However, everything depends on the
context in terms of whether it makes sense or not to be deployed in a particular AH or a
partnership of AHs. A manual has been prepared by U-LEAD specifically for AHs on
“Business Promotion Tools” (2020). This is based on Ukrainian research which identified 50+
possible business promotion tools, aggregated into 15 groups which are considered to have
the greatest potential in AHs. The Box below lists the business promotion tools that have the
potential to be applied in AHSs.

Box 10: Business Promotion Tools Applicable in the AH / Ukrainian Context

Business coordinator

List of business services providers

Fundraising for business

Information tools (Webpages, Facebook page, Corporate e-mail and phone etc.)

Education for businesses (Webinars, Online courses, Seminars, Forums, Business visits etc)

Ideas for business (Buying a franchise, Standardized business cases etc)

Promotion and support of youth entrepreneurship projects (Leadership camps, Seminars and master

classes, Visits to enterprises, Training courses, Start-up competitions, Career Advisor etc)

Strategy management (selection of hromadas’ niche, Strategic sessions etc)

9. Community property management (Inventory of property, Preparation of property for privatization or
lease, Privatization or lease of property, Investment passports, Short-term use of communal premises
for training and events etc).

10. Legalization of business (Analysis of business in the community, popularization of legalization of
business, Public PR business that pays taxes etc)

11. Popularization of the idea of entrepreneurship (Social advertisement, Awards for entrepreneurs etc)

12. Cooperation and business associations (Value added chains, Cooperatives, Local business
associations etc)

13. Business promotion programs (Allocation of budget to promote business in the community, Voucher
schemes, Micro-grants for start-ups, Tax rebates or refund mechanism etc).

14. Development of basic infrastructure (Roads, Water, gas and other types of communication facilities,
Internet coverage etc).

15. Development of social infrastructure (Healthcare, Education Entertainment etc)

NoogapwdhpE

©9

Source: Business Community NGO Club (2020) Business Promotion Tools

Below, a sub-set of the potential Business Promotion Tools are presented to illustrate
what is involved. AHs interested in pursuing them will need to perform the necessary
preparatory work to decide if and how to implement them.

3.2. Examples of Key BFA Infrastructure

The preceding Box lists what is possible to do, as well as the most promising business
promotion tools that can be deployed in the AH context. Of course, these need to be
assessed by each AH, or combination of AHs, to determine what makes most sense in
a particular economic context. This could be done through the LED/SME/BFA strategizing
and action planning process, which would result in the activities / projects / programmes to
be prioritised for implementation. This may also involve use of feasibility studies, business
planning and cost benefit analyses, especially in the case of expensive and complex
business infrastructure. These are all issues that are discussed in Module 4.
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Below we set out examples of “hard” infrastructure-oriented (physical), as well as “soft”
actions that a BFA might wish to prioritise, given the earlier comments about specificity.
Hard infrastructure is typically physical (land/buildings) in nature and involves relatively large
costs connected with staff, refurbishment, rent, equipment, etc. There are many examples of
soft infrastructure (e.g. websites, virtual incubators, networking, clusters, etc.) and they are
generally much less expensive and may well constitute better value for money in the AH
context. It is a combination of the two that normally works best.

3.2.1 Business Friendly Websites

Websites are crucial in presenting the AH to the rest of the world in at least four ways:

o Communication: they are a powerful tool for towns to communicate with citizens and they
allow site visitors to get quick access to relatively simple types of information;

o Participation: they expand opportunities for citizens to engage in and be informed,;

e Access: enable AHs to communicate with visitors and residents in a way they are
increasingly accustomed to, namely online;

o Economic Development: offer an opportunity to showcase the economic development /
SME / investor opportunities and be a driver of economic development.

Every AH presents various types of information in different ways. However, research has
been done in Ukrainian oblasts, cities and AHs in order to determine the type of information
that could be most usefully presented by AHs thought their websites. The Diagram
below illustrates the kind of information that is necessary for AHs to prepare, from a
business perspective.

a PerioH / MicTo / rpomMaga: = a baxarw BigKpUTH a [lpaBuna rpu

YoMy BapTo BiKpUTK BGi3HEC = BnacHy cnpasy Lo beyre s5mecrefcre s

came TyT? _ B '
— MepLi kpokw — NogaTin

— BisHec-xnimaT . PeccTpauis .+ Tiegenigin

— BigkpuTi gaxi

— lcTopii yenixy

- Be maro BnacHy cripasy - baHkK pecypciB

— Dcsita — MicTo8ynisHa goKyMeHTaLiA
— MapreTuur — BigkpwTi reogai

— DikaHCK

— Kagpm

— Koonepauis

— OucTpusyuia

Source: FORBIZ (2019) Regional / Local Dimension of National SME Portal: Concept
Development & Implementation

An AH aspiring to become a BFA should take the above business requirements into
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consideration in deciding what makes most sense for their locality. Efforts are underway to
programme the above structure into the Diia (www.diia.gov.ua) and SME Portal
(www.sme.gov.ua), so that AHs just need to add their information without incurring
programming costs. However, at the time of writing, this option is not yet available.

In the meantime, examples of business-friendly AH websites include the following:

o Veselivska AH (Zaporizhzhya region) https://veselivska-gromada.qov.ua/
o Kozelets AH (Chernihiv region) https://kozsr.gov.ua/
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Aisnswicts Beceniscokol
o1
Beceniscbka cenuuiHa TepuTopianbia rpomanay facebook:

Crpareris possHTKy -
’l

Bimaro Bac na nawwomy odigiintosy caimi!

CpyKTypHi nigposainn
CenMILHGT panK

LieHTp HanawHsA
apmIHICTpATHEHMX NocAyT

Maaa Muxaiitioxa,

Many AHs have and actively promote Facebook pages:

e Example: Mlynivska AH (Rivne region) https://www.facebook.com/smt.min.rv.ua/

(¢ ] https://www.facebook.com/smt.mIn.rvvua/‘

n MnuHiBcbka cenuliHa paja A Onbra MnaeHas Cospgatb

MnuHiBcbka
cenuiuHa paga

@smt.min.rv.ua

MmasHas

Mv6nukauvu 1k HpaButca | X\ Moanucatbca | A Mogenutbes | <+

3.2.2 Start Business Challenge Localisation - https://sbc.regulation.gov.ua/

A BFA will wish to minimise the challenges involved in starting a business in its
locality. This is crucially important since barriers such as complexity, lack of information,
cost and other forms of “red tape” are known to hinder potential entrepreneurs from
becoming active entrepreneurs who contribute to the AHs revenues and enable them to
improve services to all citizens over time.

The “Start Business Challenge” (SBC) project makes the process of business registration
transparent in every part of Ukraine, thus creating more favourable business climate. It offers
176 customized, step-by-step, ready-to-use instructions for the establishment of
different types of businesses (e.g. restaurant, kindergarten, taxi service, etc., including:
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e Procedures to register business (including online ones);

e Cost and the duration of procedures;

¢ Documents needed and instructions;

e Public requirements and regulations for businesses;

o Possibility provide feedback for unreasonable / superfluous documents / payments, etc.
However, the procedures for starting a business at the local level have their own
specificities regarding issues such as connecting to the electricity grid, land plot registration,
obtaining building permits, aspects of taxation, etc. A feature of the SBC is that it allows the
“localisation” the business procedures on the basis of information provided by local
authorities (villages, towns and cities). If AHs choose to add their local information, it allows
potential entrepreneurs to be aware of all the local requirements, so register quickly and
smoothly.

32 Ukrainian cities are active on the SBC platform, including AHs, e.g. Nizhyn and Kozelets
(Chernihiv region), Kaniv (Cherkassy region), Bakhmut (Donetsk region), Kamians’ke
(Dnipropetrovsk region) and others. A BFA will wish to make good use of this electronic tool
by adding it’s specific information to the SBC.

Map of cities, joined SBC
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Business cases during the quarantine (55 cases in total) are available by link
https://sbc.regulation.gov.ua/?Startups[name]=%D0%BA%D0%B0%D1%80%D0%B0%D0
%BD%D1%82%D0%B8%D0%BD&fbclid=IwWAR2DKQWP60X31In-
004u_dm6agqsoZIlyGREdvXBnSSrk5Z1L ES9gl0cbHmgk
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3.2.3 SME Support Points within SNAPs

A

Another action that can be a key part of a BFA, such as in relatively small AHs, is to establish
an SME Support Point (SSP) within the existing Centres for Administrative Services
(SNAPs). This is the place where, among many other administrative services, potential and
existing physical (FOBs) and legal (MSMES) entrepreneurs must register and regularly
engage with the SSP for getting the necessary information for doing business in Ukraine,
such as information about business establishment, local and national tax policy, employment,
access to finance, support programmes etc.

MEDTA and SMEDO are piloting the SSPs in order to establish them in the country. A
couple of staff are trained on all the necessary steps and information required to assist a
potential entrepreneur to become registered, thus reducing time, cost and stimulating
entrepreneurship at the local level. The SSP also support early stage enterprises, thus
increasing their prospect of surviving and becoming profitable and sustainable.
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There are four main services provided by SSPs:

¢ Information: all aspects of becoming an entrepreneur;

o Registration: all aspects of registering;

e Signposting: connecting potential and early stage entrepreneurs with others, such as
licencing, permitting, taxation, finance, etc. service providers;

e Basic business services: simple advice such as opening or doing business, useful
contacts, and partners, training and business events, access to finance, etc.

12 SSPs have been established by MEDTA/SMEDO, 8 of which are located within AH
SNAPs. This is a low cost solution for providing simple but necessary support to potential and
actual entrepreneurs. Examples of SSPs include Veselovska AH (Zaporizhzhya region),
Kotelets and Nizhyn AHs (Chernihiv region), Bilozirska and Shpolyanska AHs (Cherkassy
region) and Velykohaivska, Boikevetska and Shumsk AHs (Ternopil region).

Below, we present the map of SSPs.

Il. Mana IH¢opMaLiiHMX NYHKTIB NignpuemMus
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3.2.4 Attracting Investment to AHs SUP report: end May: U-LEAD

In order to assist AHs, U-LEAD has prepared a Guide for AHs on How to Attract Investments
(2020). The Investment Guide presents a holistic approach to increase the investment
attractiveness of the community, attract and support investment. It concentrates on the
elements that make-up the cycle of work with investors to attract investment:

Prerequisite: allocation of AH resources to facilitate the investment attraction function;
Data: collection of data on the AH and the investment facilities for investors;
Selection: criteria for selecting key objects of the AH to be involved in investments;

Materials: such as investment passports (general idea of the AH and the main areas of

investment) and business proposals (specific facilities for investment);
¢ Communication: finding potential investors and communicating with them.

The creation of Investment Passports and Business Proposals are discussed below, as they
are important tools /actions that other AHs might wish to emulate.

Investment Passports:

The Investment Passport is a comprehensive document for potential investors on the AH's
current investment priorities, the most attractive industries and investment facilities, investor

requirements, investor benefits and a description of possible support from the community.

The purpose of Investment Passport preparation is to:

e Present the AH to the world’s business community and disclosing its strengths;
Provide contacts for potential investors;

o Provide an offer of long-term interaction and presenting the next steps to deepen
cooperation and the general negotiation framework for cooperation;

The process of preparation of investment passport allows the Hromada to better understand
its strengths and weaknesses. The components of an Investment Passport are:

e General overview of AH: demography, economy, logistics, land, budget, contacts, etc.
o Benefits for investors: local taxes and tariffs, bureaucratic procedures, support, etc.

e Selection of industries/investment projects: industry data, resources, land, buildings, etc.

The structure of the Investment Passport is illustrated below:
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1. 3aranbHi gaHi npo rpomany

2. EKOHOMI4Hi XapaKTepUCTUKKN

3. CratuctuqHi paHi

4. NlemorpadivHa cuTyauis B rpomagi

5. Pecypcu rpomagm

6. HasBHi iHBeCTHLiAHI nponosuuii Ta
NpOeKTH

7. Nepesary Ta yMmoBi 418 iHBecTopiB

Source: Guide for AHs on How to Attract Investments (2020).
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The Investment Passport document can then be distributed among all stakeholders (local /
regional / national business, business associations, etc.) but should be updated annually.
Examples of Investment Passports are illustrated below.
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Shyrokivska Hromada (Zaporizhzhy region)
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Business Proposals

Business Proposal are comprehensive documents for potential investors on attractive
objects for investing, investor requirements, benefits for investors and a description of
community support for each individual investment facility/industry. They give information
about the AH's competitive advantage and advantages which it offers to investors.

The components of the Business Proposal are:
e Description of AHs: positive message, location, statistics, resources, existing firms;
e |nvestment project: area and key statistics, utilities, photos, cadastral map, etc.

e Investment advantages and support from AHs: local taxes and tariffs, bureaucratic
procedures, communication, support, absence of corruption risk, etc.

This document is distribution to stakeholders such as business associations, companies, etc.

The structure of the Business Proposal is illustrated below:
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Source: Guide for AHs on How to Attract Investments (SUP, 2020).
Business Proposals, based on the 108 ideas received by U-LEAD, include the following:

e Logistics, such as storage and transportation of goods leveraging cheaper rental of
premises in AHs as opposed to in oblast capitals;

e Processing of fruit and vegetables, as rural AHs are a key source of agricultural produce;
Manufacture of furniture based on exploitation of wood resources;

¢ Car maintenance and repair services, locating such businesses in AHs along highways
allows for easy accessibility but with reduced costs in comparison to urban centres.

An example of business proposal: "Mini factory for the production of dried foodstuffs",
Pryyutivska AH, Kirovohrad region.

OMnnUC OB'EKTY:

IHBECTULIINHUA
NPOEKT

«MIHI-3ABOA NO
BUPOBHUUTBY
CYLUEHUX XAPHOBWX
NPOAYKTIB» “

KOHKYPEHTHI

MEPEBAIA

BAM3bKiCTS 10 2BTOMOBINHIK TPAC Ta saniauLy

3pocraloua BracHa CHDOBHAHHA 5a3a - He Meww Hi 100 T RrZHnX
KyniTyP (4.5 ra Hacamrens; Ao 1000 T s (50ra cais B npHBaTHil
'BNACHOCTi) Ha TePHTOPil FPOMAH 3 NEPCNEKTHBOKO IBINbLIEHHA

BAUILKICTS 10 MCTa ONEKCAHAPIA (WEXYE), LU0 CTBOPIOE MOXTMBICTS
3ANyHeHHA AOCBIAUEHOTO TEXHONOTIMHONO Ta YIPaBITHCHKOTO
nepcorany

MOKIWBICTS NOBHOLHHOTO 3ABAHTEXEHHA BUPOBH-IAX NOTYXKHOCTER
30 PaXyHOK NepepOBKH Tpas, TPHGIB, 08NS, anaKia

awanoramn

Wswaxa okynHicTs iNBeCTHLiA

3aranbHuit 06'eM iHBeCTHYii

Morykeicrs upoBHHTEa

CepeaHs PHHKOBA LyiHa CyWeHOT PoAYKLT

Cepeaa MpUByTKOBICTS

ROI

Tepuis peaniaji npocxry

EKOHOMIKA 1
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U-LEAD BMMOrv1 Ao IHBECTOPIB
FEEPUMKA MICLIEBA BNATA TA EKCMIEPTM pongh ® a o

NPOEKTY rOTOBI AONOMOITU

IHBECTQPIB HA BCIX ETAMAX [POEKTY:

Source: developed by SUP under ULEAD support

Exercise: Investment passports and proposals: find balance between truth and attractiveness

3.2.5 Partnership Hubs SUP to provide 2 slides and text by 12 June 2020

Once an AH has created an Investment Passport (general idea of the community and the main
areas of investment) and one or more Business Proposals (specific facilities for investment
and AH requirements for investors), it is necessary to engage with potential investors, both
national and international. U-LEAD has helped create Partnership Hubs, which are basically
a brokerage bringing AHs and investors together, for this purpose.

Add DIAGRAM: illustration needed for Presentation

The Partnership Hub principle can be used by AHs based on the following principles:
e Xxx; discuss with SUP how AHs can do it on their own without U-LEAD support

o XXX;

e XXX.

Example of investment digest issued by Shumsk AH (Ternopil region)

LLlymcbKa micbKa paaa npeseHTyBasia HOBUIM po34in Ha

: Il-‘"”Bl"”‘,I odiuiitHomy Beb-caiTi caiTi rpomaam - «MyTiBHMK
- /’6’,.( iHBecTopa». Liei po3ain cnpAmoBaHUii Ha MPOMOLLit0
‘r iHBECTULLIMHNUX MOXNNBOCTEN FPOMaAN, Npe3eHTaLito ii

<,
) . . A
pvt > gt NOTeHL,iaNy Ta 3aNy4eHHA iHBeCTULIN. KoxeH
"’ 3 . KOPUCTYBay MA€E MOXIUBICTb OTPMMATH BUYEPIH
o~ 0/ Wymenka OTE pucry ) ) N 2 . Szl
|H¢opmau,uo Wo40 IHBECTULLIMHUX MPOEKTIB Ta

3emeNIbHUX AiNAHOK NOTeHLiMHO NpMBabanBMX ANA BAacHOro BisHecy.

«MyTiBHUK iHBECTOPa» — Lie pecypc, Lo CBOEYACHO OHOB/IKOETLCA, BiANOBIAAE BUMOram
CbOrOAEHHSA i CTaBUTb 32 METY MAKCMMAJIbHO 3aZ10BOJIbHUTU iHGOPMaL,iiHi NOTpe6bu
NOTEHLiMHWUX iIHBECTOPIB Ta 3HAaYHO NOJIErLye NoLyK HeobxigHoi iHpopmauii. Pos3ain mictutb
nepenik akTyanbHUX NpPono3unLii iHBectopam. Bea iHpopmauia nogaHa 3 BUMEPNHUM
onucom, oTo Ta KOHTAKTaMM 415 NoAAMbLIOT KOMYHiKaLi Ta cniBnpadi.fpomaaa
OEMOHCTPYE, WO BiAKPUTA A5 CEPHUO3HUX NPOEKTIB Y Pi3HMX chepax bisHecy Ta
CNiBpoBITHNLTBA 5K 3 BITYN3HAHMMM, TaK i 3apyBiKHMMM NiZNPUEMCTBAMU Ta rOTOBA 3pO6UTH
Len Npouec MaKCMManbHO BiZAKPUTUM, MPOCTUM Ta AOCTYMHUM.

[JeTanbHiwe npo iHBECTULiMHI NPONOo3UL,ii MOXKHa Ai3HATUCA 3@ NOCUAAHHAM: [TymiBHUK
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iHeecmopa

Source: Guide for AHs on How to Attract Investments (SUP, 2020).

3.2.6 Business Promotion Tools Piloted in AHs BCC to provide 2 slides and text by 22
June 2020/U-LEAD end May 2020

As discussed above, U-LEAD has undertaken research on AH-oriented Business Promotion
Tools resulting in a short list of most useful tools, which have been piloted in AHs. The key
features of these piloted tools highlighted in the Table below.

U-LEAD/BCC

The pilots illustrate that is possible for AHs to implement BFA activities within a relatively short
period of time and with relatively limited resources.

3.2.7 Business Support Centres

SME Support Points within SNAPs (see 3.2.3) deal with basic entrepreneurial matters, such
as information, signposting and simple assistance to potential and early phase entrepreneurs
and companies. Larger AHs with more dynamic economies may go beyond this and deliver a
range of Business Development Services (BDS), with an emphasis on more sophisticated
forms of support to assist SMEs to grow, be more productive, innovate and export.

This often means establishing a Business Centre (BC) to deliver services to mostly existing
entrepreneurs and business (rather than start-ups) with the aim of strengthening the job
creation potential and competitiveness of local businesses. The Box below illustrates some
of the key services and the principles involved in establishing a Business Centre.

Box 11: Business Promotion Tools Applicable in the AH / Ukrainian Context

Starting-up

Initial assessment of demand and provision of BDS in the area, institutions and forms of support to MSMEs
Established as local NGO / a not-for-profit company with a board AHs, associations, successful entrepreneurs
Hire local staff members, such as manager and experts in business, training and other BDS

Running the BC

Detailed assessment of demand and supply of the BDS market and product the SMEs are willing to pay for
BC acts as an innovative force, offering new and value adding products and services

BC Business and Marketing Plan

Training of BC staff with customised capacity building packages

Clients
Non-paying: potential and early stage entrepreneurs
Paying clients: small firms, medium and larger enterprises, donors and national/regional governments

Possible services

e Business training: start-up and management training

e Access to finance: network with financial institutions and assist with applications etc

e Marketing: advice on marketing strategies, product design, design of promotional materials etc.

e Access to markets: regional, national and foreign markets, contacts to foreign and local entrepreneurs,
producer groups, business travel to national or international fairs, etc.

e Bidding advice: help entrepreneurs to participate in tenders (procurement, applications for funding, etc.)

e Technology and innovation: advise on technology transfer, innovation, going green, digital transformation

e Consulting: on specific issues (production process, machinery, financial management, human resources)

Source: |ILO Business Centres for Small Enterprise Development; Author
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The more sophisticated BDS are illustrated below. Instead of direct service delivery, BCs
should try to stimulate a BDS market by using existing commercial service providers (local,
regional and national) by outsourcing the more sophisticated or complex business
services, thus supporting local businesses indirectly. The BC must recognise its value
added and its limitations.

Table 2: Main Types of Business Development Services (BDS)

1. Market access

Market research
Market information
Trade fairs
Product exhibitions

Advertising

Packaging

Marketing trips and meeting
Subcontracting & outsourcing, etc.

2. Infrastructure

Storage and warehousing
Transport and delivery
Telecommunications

Internet access
Computer access
Secretarial services, etc.

3. Policy and
advocacy

Training in policy advocacy
Analysis of policy constraints and opportunities

Direct advocacy on behalf of MSMEs
Sponsorship of conferences
Policy studies, etc.

4. Input supply

Linking SMEs to input suppliers
Improving capacity to deliver quality inputs

Facilitating establishment of bulk buying groups
Information on input supply sources, etc.

5. Training and
technical
assistance

Mentoring

Feasibility studies
Business plans
Franchising
Management training

Counselling / advisory services
Legal services

Financial and tax advice
Accountancy and bookkeeping
Technical training, etc.

6. Technology and

Technology transfer / commercialization

Facilitating technology procurement

product e  Linking MSMEs and technology suppliers e  Quality assurance programmes
development e  Design services, etc.

7. Alternative e Access loans e Access to guarantees

financing e  Factoring e  Facilitating supplier credit
mechanisms e Equity financing e Equipment leasing and rental, etc.

Source: ILO, Assessing Markets for Business Development Services

There are many models of BC in Ukraine. Some are stand alone, such as Lviv Centre for
entrepreneurship support under Lviv City Council. The Centre, established by local

authorities, provide providing mainly informational and consulting support to entrepreneurs,
as illustrated in the Diagram below.
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Some AHs have established Centres with donor support. For example, the Centre “Tserber”
(Merefenska AH, Kharkivska oblast) was established with USAID DOBRE Support.

= USAID

6izHecy «llepbep»

* CTBOpeHHs BisHec-acouiauii

HH ueHpr * [locnyra «BisHec-iHkyBaTop»
'y e [locnyra «llByaka OpyOMYHa OOMNOMOTa»
B613HecCy : ;
Ilocnyra «BisHec-ocBiTa»
. ..
"Ha TepMTopll * llocnyra «Akanemis ¢iHaHCcOBOI Tpamo
Meped’ aHcekin OTT

* [locnyra «EKCHOPTHMII KeMC»
* [locnyra «Bizxnec-Call-center»

Other BCs offer a package of services, such as the ChernihivBusinessHub, as illustrated in
the Diagram below.
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3.2.8 Co-working Spaces

Co-working spaces are basically shared workplaces utilised by different sorts of knowledge
professionals, mostly self-employed / FOB, working in various degree of specialisation in the
knowledge economy. Co-working spaces are open space offices furnished with desks,
internet connections and often meeting rooms, private office spaces and other
equipped rooms rented to freelancers, professionals, start-ups or micro-businesses.

Co-working is an alternative to the traditional office which has grown exponentially as
freelancing increases and ICT platforms stimulate new business models. It involves both
access of shared physical assets (office, infrastructure, cafeteria, etc.) and the sharing of
intangible assets, such as information, knowledge, etc. Co-working spaces often involve the
reuse of derelict, vacant or underused buildings (e.qg. libraries), contributing to public
services as well as economic/SME development.

Therefore, co-working spaces have the potential to play a significant role in local economic
development, for example to stimulate digital transformation, green economy and innovation
locally. Many have examples exist in Ukraine such as:

e ‘VeteranHub’, focus on ATO veterans: https://veteranhub.com.ua/about

e ‘Hub 4.0’, focus on Industry 4.0 https://4hub.com.ua/ua/mesto-dlya-raboty/

e ‘Chasopys’, no specific focus, http://coworking.chasopys.ua/en/

e ‘ChernihivBusinessHub’, no specific focus,
https://rdch.agency/%D0%BA%D0%BE%D0%B2%D0%BE%D1%80%D0%BA%D1%96
%D0%BD%D0%B3

Coworking spaces can be flexible, such as part of business centre (as in the case of the
ChernihivBusinessHub) or separate space (as in the case of ‘Chasopys’).
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Coworking Zone in ChernihivBusinessHub

3.2.9 Business Incubators

Business incubators support new enterprises, promote entrepreneurship and increase
employment by creating new job opportunities at the local/regional and national level. The
term “incubator” is a general concept to define supportive institutions which focus on growth
and development of new firms that provide them the chance to develop. The key point
is that business incubators can dramatically increase the survival and growth rates of
newly established firms. Incubators reduce failure rates of newly established businesses
below 10%. Business incubators provide affordable space, shared support services, and
business development assistance in an environment conducive to enterprise creation,
survival, and early-stage growth.

There are five services that are generally considered to be central to incubation:

Access to physical resources: office space, furniture, computer network, etc.;

Office support: malil, internet, copying services, computer network, book-keeping, etc.;
Access to financial resources: business angels, venture capitalists, banks, projects, etc.;
Entrepreneurial start-up support: business plan, legal/accounting advice, etc.;

Access to networks: potential customers and suppliers, specialist service providers
(lawyers, accountants, tax specialists, etc.), financial institutions (banks, venture capitalists
etc.), public and private research organisations and development institutions (e.g. regional
development agencies, chambers of commerce, etc).

Access to networks is widely regarded as the most important element of the incubation
process, allowing tenant firms to access the critical resources they need such as knowledge,
technology, financial capital, human capital, etc. thus overcoming some of the difficulties
associated with the liability of being small or new, and support to develop cooperative
relationships which are critical at the early stages of business formation.

There are generally three stages of incubation, as illustrated below for an innovation-
oriented business incubator.
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\ Pre-incubation planning Post- ’
Incubation

Source: EC (2019) The Smart Guide to Innovation Based Incubators

Another option is to create a virtual business incubator. The traditional incubator model
requires both premises and staff, so is relatively expensive to operate. By contrast, the virtual
model allows a start-up or established company to obtain the advice of a business incubator
without physically being located there. The virtual model suits entrepreneurs who need the
advice that an incubator offers but wish to maintain their own offices, warehouses, factories,
etc. A virtual incubator agreement is normally established with an existing incubator.

Physical
Business LrTiE

. Early-stage combination of
Incubation entrepreneurs processes, services,

support infrastructure and
human resources

Development of
raw ideas into
viable businesses

Bundled package of
services

Virtual Independence from
. physical
Business infrastructure and
g geographical
Incubation i

Process-oriented
operational model

Source; Virtual Business Incubator Framework

The best know example of business incubators in Ukraine are:

e Open data incubator 1991 http://1991.vc/en/about-incubator/
e iHub https://ihub.world/?lang=en

Having physical premises 1991 and iHub also act as virtual incubators providing to their
residents networking and connection to potential investors.
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WHAT IS 1991?

1991 incubation programs help startups find a common language with businesses and
governmental institutions bodies to create joint projects.

NICHE INDUSTRY E-SERVICES ANALYTICAL SMART CITY
PROJECTS SYSTEMS SOLUTIONS
for citizens
infrastructure, agro, for state bodies and for municipalities
energy businesses
3.2.10 Other

As highlighted in section 3.1 above, there are many different types business promotion tools
that might make sense to implement in the AH context. It is worth briefly highlighting three of
the more sophisticated tools which offer a great deal of potential, especially for larger,
urban AHs or inter municipal partnerships of AHs.

Local Public Enterprises

Local public enterprises (LPE) are a popular model of public service delivery in many
countries, such as OECD countries, where LPEs are active in a wide range of services,
such as infrastructure services where market failures or high transaction costs are evident.
Typical areas of operation for LPEs are classic public services like water and sewage,
waste collection, electricity distribution but also urban planning and development. The
former often have high transaction costs, natural monopolies and general market failures.

One of the most common types of LPE is a consortium owned by several local authorities
for the provision of different types of services for which a single municipality is too small.
Cooperation reaps efficiency gains derived from economies of scale. The incentive for AHs
to organise this way is largest in those cases where individual municipalities do not
operate at optimal scale and where the aggregation of production of several territorial
jurisdictions yields significant returns to scale. There are clear incentives to establish
LPEs but there are also risks, such as administration (several territories), fiscal transparency
(e.g. misuse of off-budget options), accountability, risk sharing, coordination, heterogeneity of
interests, political capture and special interests, etc. (see S Saussier, M Klein (2014) Local
Public Enterprises: A Taxonomy.

Examples of municipal companies in Ukraine include:

o ‘Dobrobut Zakhid’, a municipal agriculture enterprise;

o ‘“Territorial centre for providing social services of Pidvolochysk village council”, providing
social services;

o ‘Novopskovzhytlo’, providing maintenance of facilities, collection of safe waste,
construction of buildings.

Clusters and value chains
Clusters are value chains are key economic development tools. The underlying premise of
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both approaches is that individual firms often face sector-level constraints that they cannot
address alone, so efforts to increase competitiveness must go beyond supporting individual
firms, since inter-firm cooperation is important. The two approaches have common
intellectual roots in Harvard’s Michael Porter, who played a key role in developing both
theories.

The differences between the two is that whereas the value chain approach considers a
broad market system and the development of products/services from input suppliers to end-
market buyers, the value chain approach focuses on the flow of a developmental process. It
differs from a supply chain in its emphasis on creating value in each segment of the chain.

The cluster approach focuses on geographic concentrations of interconnected
companies and their interactions. In particular, it concentrates on the synergies between
these enterprises, including those between firms in different segments of the value chain. As
a result of this geographic focus, the cluster approach does not always focus on the entire
value chain but on core and supporting companies in specific locations. It sees collaboration
between cluster members as the source of resolutions of common problems.

The Diagram below shows the differences and similarities in value chain/cluster
approaches.

Variable Value Chain Cluster

Definition The value-creating flow of a good A geographic concentration
from raw materials, production, of inter-connected
commercialisation and ultimately, businesses, suppliers, and
delivery to end-users / customers associated institutions
creating direct and indirect
synergies amongst

themselves
Geographic Focus Entire value chain, regardless of Typically, industry firms in a
location concentrated geographical

area, which may or may not
include the entire value

chain
Composition All companies in the product flow; Stakeholders who (directly
usually defines stakeholders more or indirectly) create
narrowly to include enterprises synergies; usually defines
primarily, but also some public sector stakeholders more broadly
entities and more formally

Source: USAID (2008) Value Chains and the Cluster Approach, microREPORT #148

The European Cluster Collaboration Platform (ECCP)

The European Cluster Collaboration Platform (ECCP) launched in 2016 and is an action of the
Cluster Internationalisation Programme for SMEs funded under COSME. The ECCP provides
networking and information support for clusters and their members aiming at improving
their performance and increase their competitiveness through trans-national and
international cooperation. The ECCP provides the following services:

e Dynamic mapping of over 1,000 profiled cluster organisations worldwide;

e Matchmaking events supporting the development of cooperation between clusters in
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Europe and beyond;

e Unique database on regional, national, international and sectoral cluster networks;

e Partner search facility, where clusters can exchange their offers and demands.

At the moment, 23 Ukrainian Cluster organisations (including IT, agriculture, space and
creative industries) with 332 SME members are registered on the platform.

Map of Ukrainian clusters-members of the European Cluster Collaboration Platform
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Examples of clusters in Ukraine include:

e Cherkasy IT Cluster, ICT;

e Association «UKrainian logistics alliance», Transportation and Logistics;

Participants and projects of Cherkassy IT cluster:

Y4YaCHUKU Ta NapTHepHU

«Yepkacy IT knactep» HUHI 06'eaHye 13 IT-koMNaHin 3 Yepkac

a mukraine EK
FTWARE PROCUCT OEVELOPMENT ekreative
& INTERLINK @ Aetive:Brdge
LN N N J

Examples of value chains in Ukraine include:

MpoekTHn

Ll Walui 6cHOBHI HaNPAMKM AIRABHOCT]

TpeHiHru

Nekuii
bixa Temanausi 2axom

OniMniaaun TpaHcaaujl

e TM ‘Chumak’, growing and processing of agriculture products;

¢ Novokramatorsky mashinostroitelny zavod, metallurgy.

Example: Activities of Novokramatorsky mashinaostroitelny zavod http://nkmz.com/en/
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25 105. 328.  8803...

number of workshops extent of railway tracks total area number of employees
Steel-making production 2 53 4 5 3 5 1 0 5
capacity: ths tpy ths tpy ths tpy ths tpy

liquid steel steel castings iron castings forgings out of ingots

Machining capacity: 1 40th Y
S py

Exercise: creation of SME support infrastructure in AHs: main steps and avoiding mistakes
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Module 4: Preparing AHs for business development

4.1 AH Responsibilities and LED / SME / BFA
AHs operate with an extensive mandate which covers many obligations and

opportunities, the key ones of which are summarised in the Diagram below (U-LEAD, 2019,
p.19).

Communal services

# Planning documents
* Local roads
» Central heating

= Water supply

# Waste management
‘ = Wastewater collection

= (Oversee municipal enterprises

Assess needs # Residence and company registrations
. Iden’nﬁ.r vulnerable groups » Building permits
» Promote & provide services » I0s and passports
# Maintain registers # Vehicle licenses
» Coordinate providers #= Property titles & land plots
» Monitor & evaluate quality » Access to State benefits

» Business-friendly administration » Finance & optimise school network

» Investor readiness » Employ schiool principals

#* Support to start-up and small businesses # Register pupils

» Stimulate key industries (agn-food, tourism, = Transport pupils and staff

production, etc) » Pedagogical support to schools

L e s

» Prevent emergency situations » Residence and company registrations

» Protect public from natural disasters # Building permits

» Host police and fire » I0s and passports

» Encourage volunteers = Vehicle licenses

* Maximum 20 minute response to fires * Property titles & land plots

» Access to State benefits

This demonstrates the centrality of local development to AHs. A Council of Europe survey (of
705 AHs with a 73% response rate, 2018/9) found that local economic development and
the development of entrepreneurship was recognised as being a special focus of AH
activities by 40%, namely the third most important issue after education (65%), road
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infrastructure (42%), with healthcare (35%) being the fourth most important factor.

4.2 Development Strategies / SME Programmes / BFA Activities

4.2.1 Context for LED/SME/BFA Focus

The U-LEAD Reader for Leaders (2019) sets out the general process for creating a strategy
for the vison mission and strategic goals of AHs, including a business orientation, drawing on
multiple sources, including:

e Situation analysis (data, information and other evidence) of the current situation;

e |dentification of major challenges, including the results of SWOT analysis;

o Assessment of citizens’ and businesses’ current needs and future expectations;

¢ Inputs from sectoral policies and strategies prepared by the AH (e.g. education policy,
local development strategy) or by relevant national or regional institutions.

In Module 1, it was noted that AHs may create a Local Development Strategy (LDS) and

most have done (over 50%) or are doing so. However, they must create the mandatory Plan

(programme) of Socio-Economic Development (PSED). It was also noted that legislation

being prepared is likely to require the preparation of Local Economic Development (LED)

strategies, though this is not yet the case. Even if it is not mandatory to do so, the underlying

argument of this analytical note is that it is important for AHs to develop a greater focus

on the LED, the SME and the BFA aspects, as discussed below.

4.2.2 LED Strategy

Focus of LED Strategies and Action Plans

Module 1 defined LED as the: “process by which public, business and non-
governmental organisations work jointly to create better conditions for economic
growth and employment generation with the aim is to improve the prosperity and
quality of life for all within a certain area.”

An LED strategy can be developed in five steps (see Bertelsmann Foundation Strategic
Management in Local Economic Development).

Economic Development Stakeholder Engagement

LED is broad in nature and depends the public (AHs), private (businesses and
associations) and non-governmental (NGOs, trade unions, academic, community, etc.)
sectors. The first step in the strategic planning process is to identify the stakeholders with
an interest in developing the local economy, as illustrated in the Diagram below.
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»  AH, technical departments
» Regional government

Large corporations
Micro, small and medium-sized

Community leaders and groups
Local educational institutions

»  Sectorial institutions: health, entrepreneurs Local religious institutions
education, transportation, Banks and financial groups Other NGOs representing e.g.
etc. Chambers of Commerce disadvantaged populations (e.g.

* Institutions of research and Other business support disabled), environmental issues,
higher learning organisations cultural, arts, cultural and historical

«  Utilities »  Professional associations
* Trade unions
* Land/ property developers
» Think tanks and BDS providers
* Media

interests, sports, etc.

Establishing good working relationships and structures that engage stakeholders in the
LED process should lead to beneficial long-term public/private/non-governmental
partnerships. The issue of partnerships for economic development was discussed in Module
1.

Local Economy Assessment

Each local economy is unique and the assessment should not be limited by an
administrative boundary such as a AH, but rather defined by the economic relationships in
a geographic area, such as the hinterland and could possibly involve multiple AHs. The
local economic assessment identifies the strategic direction for the local economy. This is
done through a SWOT / PESTLE analysis and should not repeat the information available in
either the Local Development Strategy (LDS) or the Socio-Economic Plan, which are much
more general in nature (see Section 1.1), though they may include economic elements.

The LED assessment identifies public, business and non-governmental resources, analyses
existing quantitative and qualitative information and establishes Key Performance
Indicators (KPIs) for future use in monitoring and evaluation. The level and depth of data and
analysis will depend on its availability, budget, timeline and nature of the local economy.

»  Current economic
activities and trends
 Inventory of businesses

» Population trends

* Physical infrastructure
» Natural resources

» Local geography

»  Community attributes
» Business culture

Local private sector development and
management capacity

Local government capacity

Local leadership

Human resources and skills
Availability of finance

Local R&D

Local training facilities

Other local conditions affecting
business

Comparative information on the activities of other AHs or national / international good
practice examples is always useful to take into consideration. The process considers a wide
range of economic development opportunities across all key sectors and the analysis
usually points towards projects and programmes that will strengthen the economic base of
the AH or the wider local economy.
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Strategy and Action Plan Creation

The LED strategy aims to achieve a holistic approach to economic development, which
means balancing the economic development needs with the social and environmental
ones. The Diagram below shows the LED strategy components, which are common to all

strategies.

Important Categories of Data

Vision Describes stakeholders’ consensus on the preferred
economic future of the community.
Goals
o Are based on the overall vision and specify desired
Objectives outcomes of the economic planning process.
Programmes

Set the performance standards and target activities for

Aeilon Blerne development (time bound and measurable).

& Projects Set out approaches to achieving realistic economic

development goals (time bound and measurable).

Implement specific components. They are prioritized and
costs established (time bound and measurable).

Strategy Implementation

Implementation of the LED strategy is driven by a detailed Action Plan containing prioritised
tasks, responsible parties, deadlines, human resource and financial needs, Key
Performance Indicators (KPIs) and monitoring, evaluation system. The Action Plan
contain a mixture of projects/programmes:

e “Quick wins”: short-term projects that are important in building momentum and trust;

e Medium- to long-term projects: more expensive to implement and often require to be
“‘championed” by stakeholders, according to their resources and level of commitment.

The Box below illustrates some of the measures that could be contained in a LED strategy.

Box 12: Possible LED Measures

Each AH must decide upon the key projects and programmes at core of its LED strategy. Below are the typical primary (1-5) and
secondary (6-10) measures, depending on the particular local circumstances:

1. Improving the Local Business Investment Climate: measures include improving processes and procedures for business
registration, taxation, etc. These should complement and ensure consistency with reforms or measures that may be taken at the
national/regional level to improve the investment climate;

2. Investment in Hard Strategic Infrastructure: improving the built environment for businesses including transport infrastructure
(roads, rail, air and sea) and utilities (industrial and potable water, waste disposal, gas and electricity, telecommunication
systems);

3. Investment in Sites and Premises for Business: improving the provision and availability of land and sites, premises and units
for productive economic and business development such as commercial and industrial sites and premises, as well as managed
workspace and business units. LED prioritises capital investments that serve the community’s priorities for business development
and income generation, as well as basic services, in order to maximize investment returns.

4.  Investment in Soft Infrastructure: improving the commercial environment for businesses through, for example, regulatory
reform, skills training and business-focused education, R&D, “one-stop shop” advisory services, business networking, guidance to
accessing capital and finance sources, etc.

5. Encouraging Local Business Growth: enabling and/or providing advice, support and resources to enable existing local
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10.

business to grow with the goal of retaining and strengthening existing local business.

Encouraging New Enterprise: enabling the provision of advice, technical support, information and resources to support
individuals to set-up new businesses.

Promoting Inward Investment: attracting business to a community from elsewhere in the country or from other countries. This
option needs careful weighing of the costs and benefits.

Sector (and Cluster/Value Chain) Development: focuses on facilitating linkages and interdependence amongst firms (including
suppliers and buyers), supporting services (including training institutions and banks) in a network of production (and sale) of
products and services. They stimulate local and regional collaboration to facilitate industry networking and bring the key relevant
actors together.

Area Targeting/Regeneration Strategies: addressing specific area-based problems, such as regenerating a rundown town/city
centre, a declining commercial zone or neighbourhood, etc.

Integrating Low Income or Unemployed Workers: via programmes to mainstream the poor and disadvantaged populations into
the economy. Ensuring that new investment and growth extends employment and other opportunities to low-income people,
including those in the informal sector.

Source: Bertelsmann Foundation (pp.12-13); Author

Strategy Review (Monitoring and Evaluation)

There should be a six monthly or at least an annual review of progress based on the
monitoring, evaluation and reporting system for assessing progress and intervening, if
needed. Alongside the review of the entire strategy, systems should be in place to monitor
the progress of every project.

Link between strategies and programmes

The LED and the SME/BFA elements can be linked. For example, the Ministry of Economic
Development, Trade and Agriculture (MinEconomy) has issued the Guidance on the
integration of SME development at Oblast City and AH level (Methodology for Long-Term

SME Development Planning at Oblast, City and Community Levels), 2019) jointly with the

Ministry of Regional Development, Building and Housing and Communal Services
(MinRegion). This sets out a step-by-step process involving:

Forming a balanced working group of public and private sector stakeholders;
Elaborating the SME-related operational goal at the regional / local level;
Preparing documents for implementing the SME-related operational goal.

The process is illustrated in the Diagram below, including the role of the private sector.
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. . Approving the documents
Setting up the task force Strategic planning of SME Developing t_hg action plan and proceeding to mid- and
responsible for elaborating the development and for attaining the short-term planning of
SME-related operational goal claborating the operational operational goal actions to attain the
goal operational goal

Ensuring balanced Setting up a task force Collecting project ideas.
representation of the public responsible for
and private sectors implementation, monitoring Involving interested parties

and evaluation of
operational goal

Holding public discussions

4.2.3 SME Programmes

LED has a broad focus, as illustrated by the Box above. Economic development is promoted
in its widest sense, including a focus on communities, the environment, etc. If desired, AHs
can focus on the enterprise dimension in much greater detail, such as by preparing
SME Programmes to specifically address the needs of new and existing local enterprises.

Module 1 defined SME development and the process by which they can be supported at
national, regional and local level. The SME Programmes are designed according to the
Guideline on Elaborating and Implementing Regional and Local Programmes of SME
Development (2012), which contains instructions for their design. The Box below illustrates
the content of an SME Programme.

Box 13: lllustration of SME Programme: Selydove SME development programme for 2019-2020
1. Creating favourable environment for the development of SMEs
e Increasing information support
o Implementation of the "think small first" principle
2. Promotion of entrepreneurial culture and development of entrepreneurial skills
Ensuring the development and promotion of entrepreneurial culture
Participation in the Global Entrepreneurship Monitor
Conducting a European SME Week in Ukraine on a regular basis
Incentives for lifelong learning
Entrepreneurship support for key groups (internally displaced persons, dismissed or retired, youth,
older generation)
e Promoting social entrepreneurship
e Promoting corporate social responsibility of SMEs
3. Strengthening the competitiveness and innovation potential of SMEs
e Modernization of the existing infrastructure to support SMEs
e Activation of technology transfer
e  Promotion the greening of SMEs
e Using the opportunities of the EU’s Programme Horizon 2020 for Research and Innovation
e Using the opportunities of the EU Programme "COSME"
4. Financial support for SMEs

4.2.4 BFA Activities

59
Dr Ricardo R Pinto (2020) prepared for U-LEAD Business Friendly Administration SfS Training


http://old.loga.gov.ua/netcat_files/693/447/h_31d74c9cb1c6819b7fc26dac77e2f1b2
http://old.loga.gov.ua/netcat_files/693/447/h_31d74c9cb1c6819b7fc26dac77e2f1b2
https://selidovo-rada.gov.ua/doc/rishenna/sessiya/19.12.2018/41.rar

Whereas LED has a broad economic orientation and SME development has a specific focus
on supporting enterprises, aspiring to be a BFA has a still narrower focus, as illustrated
below.

As discussed in Module 1, business friendly means: Explicit attempts by local government
to reduce the regulatory and non-regulatory barriers, costs, risks uncertainties in
commercial activity to stimulate and support local business growth, local business
retention and the attraction of new business to the local area. As discussed in Module 2,
an aspiring BFA needs to focus on the following issues:

e Structure of local businesses;

e Creating by-laws and regulations;

e (Re)Registration of FOB/Enterprises;

e Obtaining licenses, permits and certificates;

e Taxes, charges and levies;

e Local public procurement and payment policies;
e Land, infrastructure and premises;

o COVID-19 support.

The principles and process for creating a BFA were also covered in Modules 1 and 2.

4.3 Implementation of LED/SME/BFA Focus

The scope of LED activity is very broad, whereas SME development is narrower and BFA is
the most focused or all. This has implications for implementation of their respective activities.
Various institutional models are possible, depending on the particular emphasis selected
by an AH. However, whatever model selected, there is a need for a Business Champion,
who will be the “face” and “catalysis” for the LED/SME/BFA activities.

4.3.1 Economic/SME /Business Development Department

The U-LEAD Reader for Leaders (2019) discusses the general organisational aspects of
AHSs, including an Economic Development focus. Here, we simply discuss the issue of how a
business orientation could be operationalised within as aspiring BFA. Creating an
appropriate organisational arrangement to develop and implement a BFA approach,
including LED and SME development, is of critical importance. There are a number of
different institutional options where a LED/SME/BFA function could be located:
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Department / Division / Sector: an LED focus is typically very comprehensive,
involving all AH departments, as well as many other stakeholders. Therefore, there is a
need to organise the economic development function well, usually by institutionalising it
in the form of a Department led by Deputy Head. An SME development focus is
narrower and could be institutionalised as a Division within a Department. A BFA focus,
since it is narrower still, could be institutionalised as a Sector within an administration.

Deputy Head
Department Division
Division Sector

Agency: LED/SME agencies can improve coordination and synergy with different
governmental and non-governmental entities, as well as a sustainable institutional
framework which avoids interruptions caused by political / election cycle. The broader
and more complex the function, the more it may be suitable to create an agency;
Mayor’s Office: a narrow BFA focus could be institutionalised within the AH Leader’s
office as. It would enjoy high profile and facilitate coordination within the administration,
though the function could be closely associated with the Leaders” tenure;

Economic / Business Officer: a likely scenario in smaller and/or more rural settings
would be to appoint a Business Officer (BO) as the principal operational resource,
possibly also with a rural development focus. Small AHs are not likely to have both and
economic and a business officers, so the economic officer should be business-oriented.

Box 13: Business Officer: example of a job description

Job Summary

An organised, efficient, and communicative liaison officer to coordinate between our organisation and many stakeholders in the public
and private sector. In this role, you will act as the intermediary between our administration and the business sector. You will build
relationships and partnerships with the private sector, including developing a good understanding of their problems and needs. You will
liaise with the Leadership and others within the administration to address the challenges and opportunities faced by local business,
including leading reforms to become a Business Friendly Administration. This means streamlining procedures, resolving issues,
maintaining regular communications, and generally building a long-term relationship with local businesses.

Duties and Responsibilities

e Actas the point of contact for all business inquiries;

e Develop and maintain strong relationships with local businesses and associations/chambers;
e Actas the coordinator within the administration in terms of problem solving for businesses;

o  Develop and maintain data, analysis and knowledge of local business and their needs;

e Incorporate LED/SME/BFA priorities / measures withing AH policies, strategies and plans;

e Monitor, coordinate, and communicate the strategic objectives of the BFA;

e  Foster relationships with international, national and regional LED/SME/BFA stakeholders;

e  Coordinate regular business surveys, information /consultation events, discussions, efc.

e  Proactively address issues that could occur between the business and the AH;

e Ensure regular communication with local businesses and other stakeholders;

e Monitor sources of LED/SME/BFA funding, such as Calls for Proposals;

e  Coordinate applications for funding;

e  Coordinate implementation of LED/SME/BFA projects;

e  Undertake monitoring and evaluation of LED/SME/BFA strategies, programmes, plans and projects.
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Education
e  University Degree in Economics, Business Studies or similar.

Experience, Knowledge and Skills
e  Experience of working with the private sector, including business support organisations, chambers, business associations
e  Experience of cooperation with public sector institutions, including local, regional and national government
o  Experience of developing strategies, business plans, applications for funding and similar
e  Experience of using quantitative and qualitative data and tools such as Excel, surveys, etc.
o  Experience of running meetings, group discussions, workshops, presentation, etc.
o  Excellent presentation, communication and networking skills

It is for each administration to determine the most suitable institutional arrangement, based
on the degree of policy priority given to LED/SME/BFA issues. Many factors will influence the
decision, including size, economic potential, budget, development priorities, etc.

The Head of the LED Department / SME Division / BFA Sector / Business Officer would take
the lead in implementation, including communication and building partnerships within
the AH (different departments and stakeholders from the community and business sectors)
as well as beyond the AH boundaries, such as other AH partners, OSA, Ministries, Donors,
IFIs, NGOs, Business Associations, etc.

4.3.2 The Business Champion (Mayor)

As discussed in the previous section, LED and entrepreneurship are critical AH services and
need to be prioritised accordingly. AHs can only aspire to become BFA if they prioritise
the business sector, which also means the need have a clearly defined Business
Champion. There is only one person that can perform this role in AHs. The Mayor/Leader.

The Mayor/Leader must act as the Business Champion, since this role requires status,
leadership and concerted political commitment. Being a BC means being:

e Led by the BFA principles set out in Module 2;

e The point of contact for all strategic business issues;

e The connector that links businesses with the rest of the AH;

e The communicator in terms of information, consultation and PPD;

e The catalyst for ensuring the AH administration becomes and remains a BFA.

The nature of AHs and how power and decision-making works mean that without the
Mayor/Leader understanding and proactively performing the role of Business
Champion, it is not feasible to aspire to become a BFA in a full sense. The Business
Champion would need to work hand in glove with the Head of the LED Department / SME
Division / BFA Sector / Business Officer to ensure effective coordination within the AH.

Exercise: Defining structure/person responsible for business development in AH

4.4 Preparing BFA projects (e.g. applications & investment projects)
A manual has been prepared for AHs on “Attracting Investments” (CIVITA/SUP, 2020) which

touches upon various aspects of project preparation from a domestic and foreign investment
perspective. Here, we focus on how to select projects, how to make applications to
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implement the selected projects and the possible sources for funding for them.

4.4.1 Selecting Projects

It is now important to discuss the selection of projects for implementation. The project ideas
will already have been generated via the strategizing process, leading to an approved
LED/SME/BFA strategy / programme / plans. As discussed in Section 4.2.2 above, there
should have a list of possible “quick wins” short-term projects that are important in
building momentum and trust, as well as medium- to long-term projects which are
“championed” by stakeholders, according to resources and commitment. The quick wins
should be possible to implement with the AH"s own resources (see Section 4.5 below).

Projects with larger resource requirements and a longer timeframe would normally need
to go through a selection process, such as a Feasibility Study, to verify whether the project
can be technically and financially implemented and, where relevant, a Business Plan. If
there are alternative or competing options, comparing the costs and expected benefit of each
project provides data (e.g. new jobs, incomes, revenue, value-for-money) with which to help
prioritize projects (i.e. using Cost Benefit Analysis). These three tools are discussed below.

4.4.2 Technical Tools

Pre-Feasibility and Feasibility Studies

Before committing to complex and costly projects, it is normally relevant to undertake a
feasibility study. A public feasibility study tends to focus on the cost of the assets and of
externalities, expresses the financial and the externalities benefits, and any side-effects of
the project on other projects or the economy, environment, community, etc. and seeks to
maximise benefits to society as a whole. An externality is an economic term referring to a
cost or benefit incurred or received by a third party that has no control over the creation of
that cost or benefit. An externality can be both positive or negative and can stem from
either the production or consumption of a good or service. Air pollution from motor vehicles is
an example of a negative externality.

A traditional feasibility study implies the collection and arrangement of data of different
project alternatives to extract information to appraise each alternative in order to support
decision-making. The process is highlighted in the Diagram below.

Pre-Feasibility
Study

Detailed Study

Technical and
Legal Study Market Engineering
Study Eludy N

and Social Study

| Financial 3

Economical

I Study

Project
Appraisal

Implementation
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A feasibility study seeks to clearly establish whether a project will work and achieve its
expected results. It evaluates in detail a project's technical design, costs and benefits,
social and environmental aspects, institutional issues, financial aspects, feasibility of

investments, etc. They are usually carried-out in the preparation stage of the project cycle.

The steps are self-evident in the Diagram. The environmental, sustainability and
governance issues also need to be addressed. In the project appraisal step, the
expected economic, social and environmental elements of the project are analysed using a
variety of techniques to decide the project feasibility.

It may be possible to bypass some of the steps of the traditional approach. Historical
data and experiences about the market, technical and engineering requirements, and

financial and economical input may be used, saving time and cost. Nevertheless, they can be

complex and so it may be necessary to commission external expertise. In which case,
the AHs may choose to perform a pre-feasibility study instead, which is a preliminary

assessment of viability of the project during the identification stage of the project cycle. Pre-

feasibility studies generally cover the same subjects as feasibility studies but in much less

detail. Consequently, they can be produced much more quickly and cheaply. They may also

not need to involve external experts.

Presenting technical, environmental, social, policy assessment of feasible
options/solutions for the proposed project/programme, and proposing
outcomes and recommendations with the most feasible and sound options
for the project/programme

e Uses primary and secondary Can rely on secondary data

data sources sources complemented by primary

e Incorporates in-depth sources (as needed)
technical design studies for e Makes use of existing evaluation
the proposed technological reports for previously implemented
solutions / ongoing projects

e May involve detailed e Uses proven technologies and
engineering study / analysis solutions with track record to
with testing work and on-site demonstrate the feasibility of
appraisals proposed technological solutions

e Includes deeper analysis e Assesses feasible options using
and testing of each feasible existing / available data, studies,
option resources

Source: Guidance for preparing a pre-feasibility study

Business Plan

The AH may prepare structured Business Plans, for example for new infrastructure such as
the creation, establishment and sustainability of a Business Incubator (see Module 3 above).

The business plan content is shown in the Diagram below.

Box 14: Structure of a Business Plan: 3 years

General Structure
Cover sheet
Statement of purpose
Table of contents

The content of the plan
Content of the Business Plan

Description of the business
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General description

Services / products

Marketing and competition

Competition

Pricing

Sales

Advertising

Management

Overview of operations

Operating procedures

Key personnel

Special requirements (e.g. insurance, machinery, testing, etc.)
Financials

Financial data

Loan applications

Capital equipment and supply

Balance sheet

Breakeven analysis

Pro forma income projections (profit & loss statements)
Three-year summary

Assumptions upon which projections were based
Governance and Sustainability statement

Business Plans are a well-established tool that AHs are familiar with. The illustration above
would need to be customised to the particular type of initiative being examined.

Cost Benefit Analysis

Cost-Benefit Analysis (CBA) is an analytical tool for judging the economic advantages or
disadvantages of an investment decision by assessing its costs and benefits in order to
assess the welfare change attributable to it. In the context of this course, CBA is a powerful
tool for individual project appraisal and/or comparing different projects to determine
which one offers the greatest benefits.

The standard CBA involves 7 steps, as illustrated below

Description of the context.

Definition of objectives.

Identification of the project.

Technical feasibility & environmental sustainability.
Financial analysis.

Economic analysis.

Risk assessment.

NooakowdrE

When conducting a CBA, the main methods of arriving at the overall results is to calculate
the Net Present Value (NPV). The NPV of a project refers to the difference between the
present value of the benefits and the present value of the costs. If NPV > 0, it follows that the
project has economic justification to go ahead. This is represented by the equation:

NPV = 3 present value of total future benefits - 3 present value of total future costs

Since costs and benefits are expressed in monetary terms they are directly comparable
with one another. Also, costs and benefits are valued in terms of impacts on the whole
community, rather than the interests of one particular individual or group, which is important
from a public authority perspective.
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After following steps above, a CBA can compare two or more projects. The Diagram below
implies that Project Alternative 1 would be selected, as it offers a higher NPV.

Project Alternative 1 Project Alternative 2
Present value of Costs = UAH 80 million Present value of Costs = UAH 9 million
Benefits = UAH 150 million Present value of Benefits = UAH 20 million
NPV = UAH 150m — UAH 80m = UAH 70m NPV = UAH 20m — UAH 9m = UAH 11m
From this CBA example, it can be seen that both investment proposals provide a net positive outcome. However, the NPV suggests
investment option 1 provides a better outcome as the NPV of UAH 70 million is greater than the NPV of option 2 (UAH 11 million).

Undertaking a CBA is a complex process which is beyond the scope of this training course.
For further information, see the following documents:

e European Commission (2014) Guide to Cost-Benefit Analysis of Investment Projects
e HM treasury (2018) The Green Book: Central Guidance On Appraisal And Evaluation

4.5 Funding LED/SME/BFA Activities
Planning and strategizing is important but economic development needs to be lubricated

by money in the form of public and/or private expenditure/investment. A meaningful
implementation of a LED/SME/BFA strategy / programme / action plan requires dedicated
internal funds. Without this, they will take effort to prepare but then will simply “gather dust
on the shelf”. This is all too often the case in Ukrainian AHs, regions and national
government. However, the dedicated internal funds must be found and these can be
used to leverage external sources of funding, such as national government, bilateral and
multilateral donors. Other sources include financial institutions, we well as private investors,
national and international.

4.5.1 AH Budget
The U-LEAD Reader for Leaders (2019) notes that the AHs can draw upon six instruments
to fund its strategies / programmes / action Plans, as shown in the Diagram below.

Using regulatory powers (by-laws) Using 0Wn resources
and rules to influence citizens' (staff, equipment etc) to build infrastructure
and businesses’ behaviour and provide services directly
Partnership working with Implementing Co-production with
other municipalities (AHs) AH strategies citizens and businesses

Using public procurement (purchasing
services, works and supplies) to stimulate
growth & innovation

Giving grants and other financial transfers
(e.g. welfare payments)

Obtaining and maintaining a credible and consistent source of funding to achieve the
LED/SME/BFA aims is a considerable challenge for AHs, especially as economic
development is not a mandatory responsibility. In determining and agreeing a municipal
budget, the LED/SME/BFA focus competes with other priorities such as infrastructure
and education for limited resources. It is often a challenge for AH leaders to justify allocating
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scarce resources to LED/SME/BFA efforts when other decisions are also pressing for the
development of the municipality.

Because of the above, it is critical important to have political, as well as business and
community support to secure LED/SME/BFA resource allocation. Itis also
fundamentally important for the AH to understand that business encouragement is a major
potential contributor to future revenue growth (see Module 1). The key sources of
funding for LED SME/BFA initiatives include:

¢ Municipal revenues raised from property tax, business tax and user fees;
e Sale or renting of local municipal-owned industrial or commercial buildings and land;
e State intergovernmental transfers.

4.5.2 External sources

There is nothing to stop AHs from tapping into other sources, some on a hon-commercial
(e.g. non-repayable grants) and others on a commercial (repayable principal and interest)
basis such as:

o Commercial Banks: loans, guarantees and other financial products;

¢ International Financial Institutions: e.g. EBRD/KfW/EIB’s soft loans, etc.

e Private sector: funding such as sponsorship, investments, etc.;

o National and regional state sources: such as funds and competitive applications;

e International donors: usually in the form of technical assistance, grants and soft loans;
¢ Foundations, NGOs, etc. technical assistance, grants, co-financing, etc;

Some of the main non-commercial sources available to AHs are highlighted below.
However, for AHs to be successful, they must be aware of all the main source of grants,
loans, guarantees, etc. They should regularly collect and distribute this information to
the relevant departments within the AH, as well as to the wider stakeholders (chambers,
association, business clubs, NGOs, educational establishments, etc.). In particular, they
must be aware of the start and deadline dates for Calls for Proposals, as well as their
focus and eligibility criteria. Where these are cyclical in nature (e.g. Regional
Development Fund), AHs should prepare applications for priority LED/SME/BFA activities.

The Table below provides brief information on key initiatives at the time of writing. These

are only indicative, since the situation is constantly changing, new projects start and others
close. AHs must deploy resources to be up-do-date on the possible new opportunities to

obtain financial and non-financial support. In the case of private sector, it is recommended to

follow the U-LEAD Guidance on Investment (2020).

Table 2: Key Sources of LED/SME/BFA Support

Institution Focus Resources | Link

National Fund for Regional | Support of projects developed in the frame of regional | Grants https://new.dfrr.minregion.gov.ua/
Development development strategies pro-dfrr/yak-podati-proyekt
Ukrainian Start- Support of start-ups Grants https://usf.com.ua/
up/Innovation
Fund
Fund for 5-7-9 Programme Loans & https://5-7-9.gov.ua/
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Entrepreneurship guarantees
Regional Entrepreneurship | Providing trainings and financial support for Soft loans E.g. Chernihiv region

Development entrepreneurs http://rfpp.cn.ua/

Funds

SME Programme | Promotion and support of SMEs at the regional/local Grants & E.g. Chernihiv city
levels, including financial support soft loans https://chernigiv-

rada.gov.ua/miski-programy/id-
1877/
Donors Western NIS A $150 million regional fund investing in small and Grants https://wnisef.org/uk/

Enterprise Fund medium-sized companies

(WNISEF)

USAID ERA Rapid-response grant support to micro and SMEs Grants https://www.dai.com/our-
operating in Donetsk and Luhansk oblasts and have work/projects/ukraine-economic-
the potential to benefit vulnerable populations resilience-activity

https://www.facebook.com/ERAU
kraine/

USAID CEP CEP supports selected industries in key sectors: IT, Grants https://www.facebook.com/usaidc
furniture and wood processing, tourism and film ep.ua/ www.cepukraine.org
industry

U-LEAD Enhancement of the capacities of key stakeholders at Grants https://www.facebook.com/ULEA
the national, regional and local levels to implement the DwithEurope/
regional policy and decentralisation reforms

UNDP Restoring infrastructure to provide conflict-affected Grants https://www.ua.undp.org/content/
communities with access to basic services, supporting ukraine/en/home/recovery-and-
economic opportunities through providing assistance to peacebuilding/component-
MSMEs, young people and IDPs. one.html

EU COSME EU programme for the Competitiveness of Enterprises | Grants https://ec.europa.eu/growth/smes
and SMEs support SMEs: access to finance, [cosme_en
internationalisation and access to markets,
competitiveness and entrepreneurial culture

Horizon2020 Horizon 2020 is the world’s biggest research and Grants https://ec.europa.eu/programmes
innovation programme focusing on SMEs [horizon2020/en/what-horizon-

2020

Some regions issue inform about available opportunities, such as the Chernihiv Digest.

4.5.3 Making Applications for Funding
There are many potential sources of non-commercial funding (EU, national, regional, NGO,

donors, projects, etc.) that AHs can apply for (see Section 4.5.2 below). However, these are
normally competitive in nature and require applicants to understand the Application Cycle,
and ensure that they meet the eligibility criteria and other good practice elements, in order to
be successful.

Application Cycle

Once the decision is made about which projects to select, the AH funds it through its own
resources, commercial finance or partly or fully from applications made to government,
donors, IFIs, etc. When making applications for funding, whether large or small, it is
necessary to understand the Project Application Cycle as illustrated below, since many
initiatives are tendered regularly (annually, quarterly, etc.), such as the Regional
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https://cg.gov.ua/web_docs/1/2014/04/docs/%D0%93%D1%80%D0%B0%D0%BD%D1%82%D0%BE%D0%B2%D0%B8%D0%B9%20%D0%94%D0%B0%D0%B9%D0%B4%D0%B6%D0%B5%D1%81%D1%82_%D0%BD%D0%B0%20%D0%A7%D0%B5%D1%80%D0%B2%D0%B5%D0%BD%D1%8C_2020f.pdf

Development Fund.

Grant Lifecycle
Pre-award Phase Funding
Opportunity
Announcement
Application
Review
Award Phase Award decisions
Notification
Post Award Phase | Implementation
Monitoring and
Evaluation
Reporting
Closeout
The more the AH is aware of the target initiative”s Project Application Cycle, not least the
eligibility criteria and the deadlines, the more they can prepare in advance, thus
enhancing the chance of success. However, it should be noted that while the preparation of
an application itself is important is a small part of the process. The effective
implementation of a successful application is the key element, since this is what creates
potential benefits for the AH’s citizens and businesses. It is also essential for the use of
public funds to be transparent through a monitoring, reporting and evaluating system.
If the AH does not perform this effectively, it will affect its chances of success with future
applications.

Application Form
Each application form is different but their content is broadly the same:

e Guidance: eligibility criteria, instructions, evaluation criteria, contact person, deadlines;
e Application form: applicant details, idea/goal, substance, KPIs, outputs and impact;
e Attachments/Confirmations: receipts, audit, monitoring, reporting, visibility, etc.

The next Box shows the Fund for Regional Development’s application form as an example.
In this particular case, the applications must be submitted on-line.

Box 15: Fund for Regional Development (SFRR) Application Form

I. Registration card of the project

Il. Project content

1. Registration card of the project submitted for SFRR

2. Content of the project

Il. Project

1. Abstract of the project

2. Detailed description of the project

2.1. Description of the problem to be solved by the project
2.2. The purpose and objectives of the project

2.3. The main activities of the project

2.4. Schedule of project activities

2.5. Quantitative and qualitative indicators of project effectiveness
2.6. Project innovations

IV. Project budget

1. Total project budget

2. Budget schedule by expenditure items

69
Dr Ricardo R Pinto (2020) prepared for U-LEAD Business Friendly Administration SfS Training


https://new.dfrr.minregion.gov.ua/pro-dfrr/yak-podati-proyekt

3. Expected sources of funding
4. Calculation of project cost
V. Annexes

Source: https://zakon.rada.gov.ua/laws/show/z0488-15

Tips for Making Applications

Every application form is different. Even applications for the same initiative are likely to
change from Call to Call for Proposals, since each institution aims to learn from previous
rounds of applications and may target different groups, use different approaches, etc.
However, 20 generic tips may be offered:

Check the guidance and application form carefully to ensure that it is really of interest to the AH.
Check that you are eligible to apply and obtain approval to proceed from the AH Leaders.

If anything is unclear, contact the responsible person to clarify at the beginning.

Develop a checklist of all essential information and deadlines.

Establish a team to secure all the necessary information, analysis and expertise.

Meet the precise requirements of the application/guidance. Be clear, concise and specific.

Try to establish a relationship with the funder’s contact point and ask follow-up questions.
Assume the reader has little knowledge of the AH / the project and everything must be evidenced.
Use qualitative (quotes, case studies) and quantitative (statistics, surveys) information.

Ensure a clear statement of the goal, inputs, outputs/ KPIs and impacts/outcomes.

Identify potential problems or risks and how to respond to them if they arise.

Include the full budget details, including in-kind or financial or other contribution.

Demonstrate that the necessary time and resources will be invested to implement effectively.
Demonstrate commitment to good governance (avoiding corruption) by demonstrating full transparency.
Demonstrate commitment to monitoring, reporting, provision of evidence (e.g. receipts), etc.
Demonstrate support via letters of support (Leaders, MSMEs, Chambers, NGOs, VIPs, etc.)
Ensure the application includes everything the prospective funder requires.

Proof-read the content fully to ensure readability and focus.

Ensure that the application is submitted by the deadline.

Prepare carefully for the interview.
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Following the above tips does not guarantee successful applications but will greatly increase
the chances of success. If an AH is unsuccessful, it should always ask for feedback as to
why the application was unsuccessful with the aim of learning from the experience. Try and
try again and perfect the art of making applications for funding. The business sector and
the community will benefit.

4.5.4 Contracting

Whether the project involves an application or an investment deal, it is essential for the
contract to be checked by experienced lawyers before signature. In the case of state or
donor funding, the contractual requirements are usually not as complex and often involved
Memorandum of Understanding / Cooperation, rather than a contract as such. However,
contracts involving the private sector, such as Business Proposal-related contracts (see 3.2.4
above), need to be carefully considered both from a legal and technical perspective,
since they often involve strict requirements for both sides, sometimes stretching for decades,
that may involve financial risks, penalties etc.

The simple 10 tips in the Box help assess a contract before signature. The AH must obtain

the specialist legal expertise before it commits to contractual commitments.
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Box 16: 10 Tips for Agreements

1. Put it in writing: oral agreements are legal and binding in many situations, they are often difficult or impossible to enforce in court.

2. Keep it simple: insist on short, clear sentences; do not sign what you do not understand.

3. Deal with the right person: negotiate with the person with authority to negotiate and sign officially.

4. |dentify each party: use the correct legal names of the parties so it is clear who is responsible for performing the obligations.

5. Spell out all of the details: the agreement should set out the rights and obligations of each party in detail.

6. Specify payment obligations: for example, who pays whom, when, how and the conditions for making payments.

7. Agree on circumstances that change/suspect/terminate the contract: e.g. for missing important deadlines, for inadequate quality, etc.
8. Agree on the way to resolve disputes: specific how to handle a dispute, including arbitration / mediation instead of courts.

9. Pick a state law to govern the contract: if the parties are in different locations, define the place for settling disputes.

10. Keep it confidential: specify the business information each party will keep strictly confidential while performing the contract.

Source: Legal Encyclopaedia

4.5.5 Implementation Project Manager
Depending on the nature of the contractual commitments and the size and complexity of the
project, it may be necessary to assign an individual or a team to manage the project:

o Non-commercial projects: the implementation of successful applications for public
funds typically involve nominating a member of staff and allocation of part of their time to
interact with the funder and coordinating implementation of the project. Larger and more
complex projects, such as a for example, the creation of a business incubator, industrial
zone, etc. may require a dedicated project management team for implementation;

e Commercial projects: investment projects and similar are serious undertakings that can
result in profits and/or losses and penalties if not implemented well. AHs must devote the
necessary resources to ensure implementation on time and according to the contractual
obligations.

The Project Manager coordinates an LED/SME/BFA project from start to completion. A

Project Manager should identify, appraise and liaise with other potential resources in

fulfilment of the project objective, and plan and direct project workflow on a day-to-day basis.

The Project Manager will report, as required, to internal and external parties including the

AH, donors, the LED/SME/BFA steering group, and business and community partners, and

must develop effective relationships with all of the key stakeholders.

4.5.6 M&E and Reporting

All funders, public and private, require AHs to implement the agreed projects according to an
agreed plan and to achieve the expected impact. This requires understanding of the
Monitoring and Evaluation (M&E) process, including transparent reporting:

o Activities: the actions of AH and partners that are designed to meet a project’s objectives;

¢ Indicators: quantitative or qualitative variables that provide a simple and reliable means to
measure achievement, to reflect the changes connected with an intervention;

¢ Inputs: the raw materials that provide a basis for the projects can include money,
technical expertise, personnel, equipment, etc.;

e OQutputs: the tangible and intangible products that result from project activities;

¢ Qutcomes: the benefits that a project or intervention is designed to deliver;

e Impacts: higher level strategic goals, such as increased investment, profit, etc.
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DFID (2013) Indicators of Inputs, Activities, Outputs, Outcomes and Impacts

AH’s will need to establish the basis for project monitoring by collecting the necessary data

(sometimes called Key Performance Indicators — KPIs). They will need to report on project
progress during implementation and/or at the end of the project. An M&E system typically
also involves evaluation, which is the process that gauges the success of the project in
meeting its objectives. The key difference between monitoring and evaluation is that
while monitoring is a continuous activity, performed at the functional level of

management, evaluation is a periodic activity, performed usually at the end of the project.

Example of SME related indicators:

1.

© 00 ~NO O WNDN

Exercise: development of the project related to SME support in AH: defining idea, tasks,

Dynamics of places in independent ratings:
- annual assessment of the business climate;

- Regional Doing Business;

. Number of registered legal entities.

. Number of registered individual entrepreneurs (FOPS).

. Number of legal entities that have ceased their activities.
. Number of individual entrepreneurs who have ceased their activity.
. Number of employees in SMEs.
. The number of employees employed by SMEs on average per enterprise.
. Number of enterprises engaged in export activities.

. Growth rate of sales of products (goods, works, services) by SMEs in the region.
10. Dynamics of revenues to local budgets from the activities of SMEs in the region.

actions.
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Module 5: Active AH Engagement with Businesses

5.1 Communicating with local businesses

AHs have multiple communication target audiences, such as citizens, local businesses,
national, regional and local policy makers, media, potential investors, etc. Therefore, they
need to develop customised communication tools for them. In terms of the business sector,
the vast majority of MSMEs are simply unaware of national, regional and local
government policies and initiatives. They are far too busy trying to be profitable to pay
much attention to strategies, action plans, policies and changing rules and regulations. With
the advent of COVID-19, this will be even more the case, as they focus on survival.

Module 2 highlighted six Principles of Creating a BFA, which rely on good communication:

e Build excellent relationships and partnerships;

o |dentify local challenges and local business needs;

e Provide clarity and certainty for business decision-making;

e Make interactions with businesses count;

o Be proactive and look for opportunities to support businesses;

¢ Respond rapidly and flexibly to business after major emergencies.

Module 1 Section 1.5 Local Development Partnerships with Businesses discussed the
importance of providing information, consultation and public private dialogue with
businesses. This Module discusses how to communicate with existing businesses and
potential investors. It starts with the main Communication Tools and Channels and then
discusses Communicating with Potential Investors and Businesses.

The Business Champion (i.e. the Mayor/leader - see Section 4.3.2) is expected to be the
principal communicator with the business sector on a regular basis.

5.1.1 Communication Tools and Channels

From an LED/SME/BFA perspective, the AH needs to engage with existing local businesses
on a regular basis. In addition to determining the target group, it is necessary to select the
communication tools and channels that make sense for the business audience in a
particular AH. The Diagram below illustrates the main tools and channels in general.

Which tools and channels?

Audiovisual
Podcast
Videos
Training material
Infographics

Online presence
*

Engagement
Adapted from H. Taidi
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It is worth highlighting two communication tools in particular:

Digital

e Website: this remains the most important tool from a business perspective. The training
stressed the necessity for business-oriented data and up-to-date information (see
Section 3.2.1 Business Friendly Website);

e Social media: websites can be effectively supplemented with use of social media posts,
such as Viber groups, once the AH has identified the number, structure, etc. of local
businesses (see Section 2.2) and build a long-term relationship with them. This offers the
capacity to deliver targeted information and announcements, such as new/updated
laws and regulations, tax rates, emergency measures (e.g. COVID-19) and similar.

Engagement

¢ Meetings: it is important to hold meeting with individual businesses, groups or their
representative business associations and chambers. Meetings should be focused
(e.g. a specific business issue), timely (e.g. before a problems occurs), short (e.g. up to
60 minutes), open (i.e. not limited to particular partners) and lead to a follow-up (e.g. a
concrete action). An example would be to identify the barriers and problems businesses
face. However, such meetings should not be one-offs, but be held regularly and be led
consistently by the Business Champion (see section 4.3.2) to build relationships of trust;

o Workshops: are a single event that should last up to 2 hours in the case of businesses
(they can, in theory, last days or weeks), which are designed to engage participants
with ideas, problems, skills, techniques, etc. which they can use or to enable the AH to
gain business insights and possible solutions. They are usually small (5-15
participants) and designed to get people to work together and informally. They have
to be planned in advance, well-moderated and focused to maximise engagement. They
should lead to closure and follow-up. An example would be the presentation of a draft
policy, strategy, investment project, etc, planned by the AH;

e Surveys: it is important to conduct regular business surveys to understand emerging
needs and barriers, especially in the business environment. This allows a BFA to
address the issues that matter (see Section 2.2.1 for more information and on-line tools);

e Focus groups: involves having a group of businesses come together to have a guided
discussion led by an experienced moderator and lasting about 90 minutes. Each
business can share its opinions, solutions and other feedback about the topic that the AH
is interested in finding about. They all answer the same set of questions posed by the
moderator to allow collection of consistent feedback from businesses. An example
would be their experience of registering and how the process could be streamlined.

It is important for this section to be read in conjunction with 2.3 Principles for creating a BFA
since communication is at the heart of being a BFA.

Responding to business input

Nothing destroys trust and cooperation with the business sector more than participating in
an event, such as a meeting / workshop / focus group, and not receiving any follow-up from
the organisers. This reaction is natural, since businesses are devoting their time and good
will to support the AH.

Therefore, it is essential for AHs to always respond to the business input. If there is a
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meeting, the AH should set out the next steps. If there is a workshop / focus group / survey,
a short summary should be provided to the participants, etc. This acknowledges the time
and other input by businesses and builds long-term partnership and trust.

Exercise: Establishment of cooperation with business associations: benefits for AHs in
attracting investments

5.2 Communicating with potential investors / businesses

5.2.1 Communication Budget

The Guide for AHs on How to Attract Investments (2020) notes the importance of collecting
and presenting information to investors (Investment Passports, Business Proposals), and
stresses not only the importance of effective communicating but also the need to secure a
budget to communication for items such as:

Preparation and printing of investment passports and project proposals, etc.;

Travel to national and international events and for negotiations with potential investors;
Harmonization and registration of legal status of objects attractive to investors;
Arranging the travel of potential investors to the community.

The Guide for AHs on How to Attract Investments (2020) notes that without a communication
budget, there is a high risk that work connected with attracting investments will not be
conducted at all, due to competing and evolving pressures. The need for a dedicated
budget applies to LED/SME/BFA issues, which investment is an important sub-component
of.

5.2.2 Communication target groups
It is necessary to establish and maintain communication with three main types of business
investor/business:

e Businesses located within the AH: the businesses already active in the community are
the most accessible. It is important for a BFA to engage with them regularly, at least
once per year, but more frequently (e.g. quarterly) in the case of larger AHs. The meeting
cycle should include dates agreed in advance to allow planning and preparation. It should
be led by the Business Champion and structured around AH needs (e.g. consultation
on future plans, tax matters, infrastructure projects, etc.), as well as emerging business
problems and bottlenecks (e.g. new problems being experienced by business, such as
connected with COVID-19, need to streamline business costs/procedures, etc.);

e Potential investors at the regional and national level: the Guide on Investments
(2020) notes two main forms of investment. Firstly, franchising, which mainly requires
communication with the relevant representative and little contact with headquarters of the
franchise, and is thus easier to manage. It is an arrangement where one party (the
franchiser e.g. McDonalds) grants another party (the franchisee) the right to use its
trademark or trade-name as well as certain business systems and processes, to produce
and market a good or service according to certain specifications. Secondly, direct
investments, which requires more communication efforts on the part of the responsible
AH official since it requires establishment of a stable contact and organisation of a
series of meetings until the final decision to invest. The investor will then appoint a
project manager who will be responsible for the object in AHs. The communication will
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then involve the project manager, the managing director, as well as Heads of AH (i.e.
the Business Champions). The language and practices of communications are normally
national in nature and thus normally well-established;

e Potential Foreign Direct Investors (FDI): a sub-set of AHs will be in a position to
realistically engage with and communicate with potential FDIs. The communication
involved is similar to the potential regional and national investors, but involves additional
features. It is necessary for the Head of AH/Business Champion to speak high level
English or engage a high quality professional interpreter. It pays to invest in
understanding the business culture and practice specificity of the potential investor.
It is even more important to engage effectively with their local representatives and the
necessity of a communication budget is reinforced in the case of international investors.
For further information see the Guide for AHs on How to Attract Investments (2020).

5.2.3 Key Communication Tools

Regardless of the particular type of investor, there are three generic aspects which are
important for AHs to consider and prepare for: making presentations, pitching projects
and negotiating deals. While the latter is self-evident, it is important to understand the
difference between a presentation and a pitch. A presentation involves giving facts to
provide potential investors with information about the decision they will ultimately make.
In a project pitch, they are being called take the investment action desired by the AH, so
it is a performance, rather than a presentation. And negotiations are more an art than a
science, so require practice to perfect.

Websites
This important communication tool has already been discussed Module 3 (3.2.1 Business
Friendly Websites).

Making presentations

After the preliminary round of introductions, it is customary for the AH to do a short
presentation (20 minutes) about the community and the potential investment object. The
presentation leads to a discussion and often a visit to the investment object.

At subseguent stages of engagement with potential investors, the content of the
presentations will become progressively more focused and detailed.

Making effective presentation is of crucial importance. Below are 10 tips making effective
presentations:

Less is more: a presentation summarises information and each slide contains a simple takeaway.

Use the 10/20/30 rule: presentations should have 10 slides, last no more than 20 minutes, and contain no small fonts (30+).

Be consistent: it does not have to be beautiful (though it helps) but must be visually consistent (colours, fonts, logos, etc.).

Break it up: If you have many points on a subject, add a slide; a few words/an image are more powerful than much text and charts.
Know your stuff: do the research and know the subject matter well; avoid inauthenticity and inability to answer questions.

Provoke thinking, not questioning: avoid blanket statements and inflated numbers or you lose attention; use latest data and sources.
Beginning and end: start with a hello and a smile; add contact details and thank investors for coming and listening.

Practice it: this improves performance, confidence, tone, timing and humour (light, clean and relevant, no politics or divisive issues).
Make sure it works: allow time to set-up and test, especially if using new or online technology.

0. Use an assistant: focus on delivering the content but have someone available to fix technical issues in real time.

SO XN RN =

Pitching projects
The presentation gives facts to the potential investors to help them decide but in pitching
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the project, the AH is calling them to take the investment action that the AH want them
to take. This is the core of the presentation. Below are 5 tips for effective project pitches:

1. Create a connection: try to connect before you start. You will be working together, so getting to know them helps.

2. Keep it short and sweet: there is only one shot in a pitch. Use keywords and be persuasive but not overwhelming.

3. Preparation is key: research the issues they are most likely to be interested (location, logistics, land/building features, taxes and
incentives, human capital, etc.) and anticipate potential concerns (e.g. corruption, transparency, long term planning, etc.).

4. Get them hooked: be excited about the project proposal from the AH perspective, as well as from the potential investor’s viewpoint.

5. Make it visual: show them the project proposal. Visuals show professionalism, commitment and leave lasting impressions.

The pitch is usually followed by a site visit (see Guide for AHs on How to Attract
Investments (2020).

Exercise: pitching of investment idea

Negotiating deals

There a multiple articles, papers and books on negotiating successfully. Negotiating is not
necessarily something that can be taught since it is generally considered to be more an art
than a science. Like with so much in professional life, the more you do it, the easier it
becomes. Nevertheless, below is a summary of 15 key issues involved in negotiating deals
with the private sector.

1. Listen and understand the other party’s issues and points of view: the best negotiators listen actively to the other side and seek to

understand their key issues so as to formulate an appropriate response: what is important, their limitations, their flexibility, etc.

Be prepared: research the company, the key person (e.g. LinkedIn, web), similar deals they did, competitor offerings, etc.).

Keep negotiations professional and courteous: establish a good, long-term relationship. A collaborative, positive tone is best.
Understand the deal dynamics: who has the leverage / wants the deal more; has timing constraints; what alternatives they have, etc.
Always draft the first version of the agreement: a fundamental principle is that you (your lawyers) prepare the first draft. You frame
the deal structure, key points and gain momentum. Avoid what aspects that other side will just not agree to. Balance is key.

Be prepared to “play poker” and walk away: know in advance what your walkaway price/deal is. Use market data to back it up.

7. Avoid “negotiating by continually conceding”: if the potential investor keeps coming up with new and unreasonable demands, caving
in disadvantages you in the negotiation. If you must conceded something, try and get something in return to maintain balance.

8.  Time is the enemy of many deals: the longer the negotiation, the more likely that something will derail it. So be prompt at responding,
get lawyers to turn documents around quickly and keep the momentum going. Do not rush negotiations or make unnecessary
concessions. Understand when time is on your side and when time could be your enemy.

9. Do not ignore alternatives: by negotiating simultaneously with two or more parties, you can often obtain better pricing or contractual
terms. Avoid exclusive negotiations with one potential investor until you have reached the best price / terms available.

10. Do not get hung up on one issue: avoid getting stuck on a seemingly intractable issue. Set it aside and make progress on other
issues. A creative solution may come later or the problematic issue may lose some of its salience.

11. Identify the real decision-maker: understand their authority in the negotiations. Engage with the ultimate decision-maker.

12.  Never accept the first offer: potential investors expect their first offer to be rejected. Counter-offers and negotiation lead to the two
parties being satisfied that they struck the best deal that they could, and thus be more committed to closing the deal.

13. Ask the right questions: ask questions such as: is this the best offer, what else can you throw into the deal without cost to us, what is
your desired timing, how can local citizens/businesses benefit, etc.

14. Prepare a Letter of Intent to reflect the deal: this covers the key terms of a deal and expedites getting to an agreement, save on legal
costs, and maintain deal momentum. Itis more informal and easier to agree (e.g. letter of intent).

15.  Get the best advisors and lawyers possible: the larger and more complicated the deal, the more essential it is to have high quality
expertise to help negotiate and draft contracts. The selected experts must have experience of doing deals like the one being worked
on (i.e. not a general practitioner lawyer). Quality advisors may not be cheap but are worth it.

Forbes (2016) Tactics For Successful Business Negotiations, R Harrock
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