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Abstract:

Access to finance has been identified as the myxiriant factor that determines
the survival and development of Small and MediwaesiEnterprises (SME).
Depending on the financing needs, different soucfefsinding are available to
SMEs. However, most of their external financingreesi relate to debt. The aim
of the chapter is to analyse whether the use of dslthe dominant source of
finance for SMEs is economically reasonable inrtliang market circumstances
in Serbia or it is necessary to promote alternageerces such as equity capital.
The analysis and evaluation of debt and its ecooamasonability in terms of
maintenance of the real capital value, the inflatioate and the organic
composition of assets were conducted on the randmuelected sample of
enterprises from the SME sector in Serbia in th@92P011 period of time. The
sample consists of 30 randomly selected SMEs. diidlie surveyed enterprises
are small enterprises, while another half refersntedium-sized enterprises. In
addition to examining the possibilities of maintag debt at acceptable levels,
the survival, growth and development of SMEs wasepeed through the
analysis and evaluation of their ability to maintahe real value of equity. The
results of the analysis indicate an increasing gmy among Serbian SMEs to
use debt as a source of finance. However, the aisahoints out that the growth
of debt could not be considered economically reabten In light of that basic
recommendations for promoting alternative sourcefimance i.e. equity capital
are provided.
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INTRODUCTION

Small and Medium-sized Enterprises (SMESs) are dened to be the backbone
of almost all economies in the world. As a sourtemployment, GDP growth

and innovation they are the single most importamtegator of economic growth

and development. SMEs are particularly important tiansition economies

because they are dealing with issues such as Imgimployment, low economic

activity, low competitiveness and unequal distridtof income and wealth. In

Serbia, an increasing share of SMEs in all majarro®conomic indicators points
out that they are essential for the economic rago®MESs are expected to have
a key role in the restructuring process of the faerkeconomy and on its road to
EU integration.

Access to finance has been identified as the magsbitant factor that determines
the survival and development of SMEs. SMEs arendfteed with limited access
to adequate, in terms of conditions and pricesanfimal resources from both
money and capital markets (EriBeraha andburi¢in 2011, p.64). Obtaining
adequate financing is difficult for a number ofgeas. The most important ones
refer to the asymmetric information between SMEd arternal financiers i.e.
entrepreneurs possess more information on theinésses than the potential
external financiers; high risk and uncertainty thi often associated with SME’s
business activities (Ej Beraha anduri¢in 2011); and high transaction costs in
handling SME financing.

Depending on the financing needs, different souofefsinding are available to
SMEs. Financing needs vary with the life cycle staf an enterprise. Small
businesses are usually established by an individaalentrepreneur or small
groups of people who have entrepreneurial ideadwards and/or are financially
supported by family and friends in return for a rghin the company. As
enterprises grow and develop, the need for innonatind investment occurs and
financial needs of SMEs go well beyond their in&rcapabilities. This is when
the use of external financing becomes importantthadoroblems occur because
obtaining finance is usually much more difficultr f{&MEs than for large
enterprises.

Debt financing is the primary source of financiog EMEs. Most SME’s external
financing sources relate to debt. It is much moreilable than equity capital
because there is a relatively small proportion MES able to attract equity
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investors. SMEs are often too small to be investand they lack potential for
high growth. In most countries, particularly in rsition and developing
economies, commercial banks are the main sourfisasfce for SMEs. In Serbia
promoting availability of both debt and equity fit@ is especially important
since the SME sector is expected to have a keyorotbe road to EU integration.

The aim of the chapter is to analyse whether the afsdebt as the dominant
source of finance for SMEs is economically reastmab the ruling market
circumstances in Serbia or it is necessary to pteratiernative sources such as
equity capital. In order to achieve this objeciiee to find out whether the growth
of debt is reasonable from an economic point ofvyitne analysis and evaluation
of debt and its economic reasonability in termsnaintenance of the real capital
value, the inflation rate and the organic compositf assets were conducted on
randomly selected sample of enterprises from thd= Sklctor in the 2009-2011
period of time. The sample consists of 30 randoselected SMEs while half of
the surveyed enterprises are small enterprisesaoither half refers to medium-
sized enterprises.

In addition to examining the possibilities of maimning the debt at acceptable
levels, the survival, growth and development of SME Serbia was perceived
through the analysis and evaluation of SME’s abilit maintain the real capital
value i.e. uninterrupted physical volume of bussnastivities and finance at least
simple reproduction from their own sources.

The structure of the chapter is as follows. Sectlowlescribes the data and
methodology of analysis. Section 2 presents thetkegretical issues regarding
debt financing of SMEs in general and particulanhySerbia. Section 3 presents
the results of the analysis of the structure oéiriiting sources of the randomly
selected SMEs in Serbia. The last section concludes

DATA AND METHODOLOGY

The analysis of the structure of financing sourcésandomly selected SMEs
through the assessment of the level of debt andnidiatenance of real capital
value based on the effects of revaluation and aotated net income was
performed by using the following methods: qualitatand quantitative analysis
(Rodi, Vukelic and André 2007, p.131), mathematical methods, classical data
collection and analysis methods, description metmadisynthesis method.

The decomposition method was used to determindtgiing elements and the
measurement method to determine quantitative elsmeh the subject of
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analysis. The complex subject of analysis is bro#tewn by subject and time.
The object’'s structure and main features were tthetermined. The subject
breakdown was applied when calculating the nettgdodex. In that case, the
structure of equity was evaluated in order to fimat the share of retained
earnings of the current fiscal year in the valueegfiity, as well as whether an
enterprise reported a loss to the amount of eqiiitis method was also applied
in the assessment of an enterprise’s debt levadnwiie total sources of financing
were divided into equity and debt. The debt finagcsources were broken down
further by subject to the liabilities on which irgst is paid and liabilities on
which interest by rule is not paid. This signifitlgrcontributed to the quality of
research as it provided a precise insight intopteentage increase of the share
of financial and operating liabilities. The brealdo by time was used to
determine whether the growth of debt was reason#ineugh the organic
composition of assets when the assets of a comwang divided into the long-
term and short-term or the permanent and workingetas The use of
measurement method started with determining thialdei unit of measure and
mass to be measured. For these two values it wassary to determine whether
they expressed the same unit of measure, whetagihtd the same features and
whether they were reported in the same values.pféeondition of quantitative
analysis which is related to the same unit of messtas fulfilled by expressing
the unit of measure and the mass to be measuiR8nvalue units. Also, it was
determined that the unit of measure and the mabe tmeasured expressed the
same subject in the quantitative manner and had stme features and
characteristics. Finally, expressing the unit ofamwee and the mass to be
measured in the same value units was achieved ifwnating the impact of
inflation.

After qualitative and quantitative characteristafsthe subject of analysis had
been determined, the method of comparison over, timspace, with rule and
with axiom was used. The comparison over time warfopmed by monitoring

the movement of values of the subject of analysithe number of successive
periods i.e. by using data from financial statermentthe period 2009-2011. The
comparison in space was performed by comparingattsysis results of one
enterprise with the results of others. In spatialgsis the criterion of the same
size of surveyed enterprises was met, while thédtrons of this method, due to
the application of random sampling, are expressedrims of the type of activity,

human resources structure, environmental conditianarket position and

technical equipment. Assuming that a smaller humifeEMEs in Serbia is

engaged in export activities, the further breakd@#debt financing sources by
spatial criterion to obligations to domestic andigaiions to foreign creditors was
not conducted, which refers to the second limitatd this method. The method
of comparison with the rule was applied in the sssent of the debt level when
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the traditional financial rule was applied. Thelttimnal financial rule for the debt
to equity ratio is 1: 1 and for the assets to liaé$ ratio 2: 1. Since no
mathematical evidence was confirmed, the comparisih the axiom was
performed based on the logical assumptions, knayeleshd previous experience.
As the organic composition of assets in the sude$MEs increased and the
maintenance of real capital value worsened, it wascluded that the debt
financing sources were mostly used for acquiring fired assets, rather than for
working assets and requisite assets renewal.

Regarding the mathematical methods, the deterroimaif interdependence of

phenomena by correlation was used. It was detedrhre an increase in external
sources of financing in the liabilities side of th@lance sheet affected the growth
of fixed assets in the assets side of the balahneetswhile an accurate index of
correlation was not calculated.

Regarding the classical data collection and amalysthods, the following two

were used: the content analysis method and theomheth random sampling.

Based on the relevant literature, the content aimlymnethod provided the data
necessary to verify the hypotheses.

The description method was used mostly when expigithe results of the
research and when arguing the current market gonditn Serbia and the need to
promote alternative sources of finance for SMEs.

The synthesis method, as the process of connegligmgents in a single complex
entity, was used in the final stage of the analyByscombining the facts that had
been reached using the above mentioned methodssingée logical unit, the
conclusions on the justification of the growth ategnal in the total sources of
financing were drawn.

The analysis is based on the data contained is¢hef financial statements of
individual enterprises under survey for the 2009¥(eriod of time. The
financial statements were taken over from the &erbusiness registers agency.

DEBT FINANCING OF SMALL AND MEDIUM-SIZED ENTERPRISE S

Debt financing refers to raising funds by borrowirigom individual or
institutional creditors who are in return for lenglithe money entitled to the
payment of interest and loan. Debt financing canldmg-term or short-term.
Long-term debt financing is used to purchase orawp assets such as facilities,
large equipment, plants and real estate, whiletdbon debt financing provides



498 Chapter 25.

the business with liquidity to conduct its day-@ydoperations. There are a
variety of sources of debt, but commercial banle the main source of debt
financing for SMEs.

Debt financing is the most widely used form of fina for SMEs for a number of
reasons. Firstly, enterprises often prefer to kéep total control of their
businesses and to own all the profit they make.oSdy, the availability of
equity capital differs significantly across couesridepending on cultural attitudes
towards entrepreneurship and risk taking, the supplrisk capital and policies
that encourage risk taking (EriBeraha andburi¢in 2011, p.66). SMEs are
usually not large enough to gain public investr@mpublic attention. It is often
difficult for small enterprises to attract equitwestors unless they are innovative
and fast growing. Raising capital through publiaiggis not convenient for
SMEs as it is associated with high fixed costs tests of underwriting,
registration and advisory fees, and regular yeaxgenses related to auditing,
certification and dissemination of accounting imfation. Thirdly, debt
repayments are tax deductible which lowers thdigbility of a company. Also,
entrepreneurs often lack knowledge on other availfibancing sources and lack
skills to present their businesses to the potemiastors. Furthermore, the equity
market is insufficiently developed in many courdrand particularly in transition
and developing economies which makes debt finandiagically the only
available source of finance for SMEs.

Figure 1: Sources of financing for EU-based SME%in

o
Source: Financing SMEs and Entrepreneurs OECD Rdiidef, November 2006 based

on EOS Gallup Europe (2005), "SME Access to FinanEklsh Eurobarometer 174,
October, upon the request of the European Comnnigglivectorate-General "Enterprise
and Industry")
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According to the survey conducted by the Europeamm@issiofi, commercial
banks are the main source of finance for SMEs incBuhtries. As many as 79%
of surveyed SMEs uses commercial banks, while puiplgtitutions, private
investors, private financing companies other thankk and venture capital is
used by significantly lower number of enterpriseEl%, 7%, 4%, 2%
respectively). Leasing is used by 24% of SMEs.

However, due to its many disadvantages, debt fingrghould never be the first
choice SMEs turn to when obtaining external furldsbt financing should be
used only when all other available options are ested. Regular loan payments
reduce financial flexibility of an enterprise arfichbt made on time can ruin its
credit rating and make borrowing in the future veifficult. Commercial bank
loans are very expensive and unaffordable for n8§s. SMEs are associated
with much different financial circumstances compgrito large enterprises.
Banks consider SMEs as a greater risk and becdut®atocharge them with
higher interest rates. In order to lower the rigkls typically request collaterals.
Providing sufficient collateral is one of the kepwstacles faced by SMEs in
accessing bank loans. Banks usually don't find SMigan portfolio profitable
because of limited and highly risk returns, laclaotounting records, appropriate
business plans and financial statements, and hégisdction costs (Efi Beraha
andburicin 2011, p.65). Also, debt financing increasesribk of bankruptcy in
case the enterprise fails to service the obligatimmder the term of the loan and
particularly if the debt to equity ratio is incomient.

In developed economies where competitive finangiarkets exist, it is much

easier for SMEs to obtain bank loans. Instead df rddk assessment models,
banks developed new techniques which enable thetistioguish high- and low-

risk SME borrowers with much more success. Banks @mnsidering SME

finance as an attractive business and are altémnmgature of their products, with
an increasing proportion of their revenue comimgrirfees for services rather
than interest on loans, which favours lending ttties such as SMEs (OECD
2006, p.5).

Bank loans are the most commonly used externateaifrfinancing for Serbian
SMEs, as well. It is only recently that the banksegtor in Serbia became more
interested in financing SMEs and begun adjustisgpitoducts and services to
their specific needs and requirements. Today thpnthaof commercial banks
have policies and separate departments dealing S¥tks Puricin and Beraha
2010, p.39). According to the results of the reseainder title: "Status, needs and

* EOS Gallup Europe (2005), "SME Access to Finandd4sh Eurobarometer 174,
October, upon the request of the European Commig&lrectorate-General "Enterprise
and Industry")
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problems of SMEs" which was conducted by the SariNational Agency for
Regional Development in the period March-April 20dr1 the sample of 3,500
SMEs, the most frequent source of external finambéerred to commercial bank
loans (28%). According to the same survey conduict€2D09, as many as 40%
of surveyed enterprises used this source of finaAlkether sources of external
financing i.e. borrowings from cousins and frientsgsing, loans provided by
state were used significantly less. A significaeduction in the share of
commercial banks loans in the sources of externan€ing is a result of the
effects of the crisis. SME difficulties in accesgifinance are even more
emphasized in times of crisis as banks are undegspre and seek to preserve
their capital bases. The stock of lending decreas#is because banks are less
willing to take risks and SMEs, on the demand sides postponing their
investment plans.

Numerous obstacles to the use of commercial baaksloare making debt
financing rather problematic for the Serbian SMHse most common problems
refer to high interest rates, high collateral reguoients, high bank costs, limited
amounts of loans, and long and complicated appdicaprocedures. Besides
commercial bank loans, the SMEs in Serbia can tiser sources of external
finance at more favourable terms such as subsatiesfavourable loans from
public sources. The Guarantee Fund plays an importde in supporting SMEs
by guaranteeing for the loans that are approveddnks and other financial
institutions.

THE ANALYSIS OF THE STRUCTURE OF FINANCING SOURCES OF
THE SME SECTOR — RANDOM SAMPLING SURVEY RESEARCH

The aim of the random sampling survey researclo idetermine the extent to
which the SMEs in Serbia are using debt financmgses and whether the use of
these sources is economically reasonable.

A reduction in the real value of equity in the miwg inflationary trends
prevents financing simple reproduction from intérs@urces. As a result of that,
in order to survive enterprises are forced to redtlee physical volume of
business activities or to finance the renewal afisconed amount of working
assets and requisite assets from additional soup€edebt financing. Both
alternatives have a negative impact on financiaulte and profitability of an
enterprise since a reduction in the physical volwhéusiness activity reduces
the operating revenues, and due to an increadeeitevel of debt the financial
expenses increase the risk of achieving a positperating resultBuricin 2012,
p.106).
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Special emphasis is put on examining the growttett of those enterprises that
in the observed period of time did not maintain tkal value of equity. The

analysis of debt i.e. of the structure of financsaurces in terms of ownership
and the analysis of the validity of growth of exi@rfinancing sources which are
dominated by financial liabilities in terms of orga composition of assets and
inflation rate provided the possibility to assesal rconditions for the survival of

SMEs in Serbia.

The assessment of the real value of equity is basethe comparison of Net
equity index and Inflation rate index. The Net ¢gindex is determined from the
ratio of net equity reported in the balance of ¢herent fiscal year and its value
reported in the balance of the previous year.dvigles an answer to the question
whether the real value of equity is maintained ttuthe effects of revalorization
and accumulated net income. In 2009 the Inflatae index was expressed by
the Index of retail prices, and in 2010 and 201dabee of the new calculation
method by the Consumer price index by COICOP. Wdmesgessing the level of
debt, the traditional financial rule was applied¢@ding to which an acceptable
ratio of debt to equity is 1: 1 and of assetsadbilities is 2: 1. The reasonability of
the growth of debt was evaluated in terms of o@@&omposition of assets and
the inflation rate because both categories reqgairshift in the structure of
financing sources in favour of equity. Observednfrthe aspect of financial
result, a high organic composition of assets orgaplercentage of fixed in total
assets means that operating expenses will gromghrdepreciation expenses, as
well as a risk of achieving a positive operatingute If interest rates are above
the inflation rate then the financing expenseshagh and they increase the risk of
achieving a positive operating result, while ing¢nates which are lower than the
inflation rate cause the appearance of inflatiorlagses on creditors who are
reluctant to lend (Rodj Vukeli¢ and André 2007, p.294).

Figure 2: Maintaining the real capital value — SME

# do not maintain the real
value of equity in both
years

/ > maintain the real value of
equity in one year

»:maintain the real value of
equity in both years

Source: Independent research by the authors
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According to the results of the survey, 50% of geadl SMEs did not maintain

the real value of equity, 27% maintained only i dimancial year and only 23%
maintained the real value of equity in both finahgiears.

Figure 3: SME Debt analysis

% structure of funding
i ///// 4 i shifted to external sources
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T / U

/i f { # structure of funding
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= interchangeably stronger
representation of external
and own sources

Source: Independent research by the authors

The debt analysis indicated that 47% of SMEs usedenequity than debt
financing, 33% alternately used equity and deld deminant source of finance,
and 20% of surveyed enterprises used more debetinaity.

In order for the survey results to be more accuratis necessary to separately
analyse the maintenance of the real value of e@uitlthe level of debt of small

enterprises and separately of medium-sized enseprFirstly, it was determined
whether the individual enterprises maintained & walue of equity, and then
for the enterprises that failed to do so it wadyes®al whether the growth of debt
occurred, as well as whether that growth was redserin terms of inflation rate

and the organic composition of assets. If due ¢dféliiure in maintaining the real

value of equity the enterprises had to borrow,ahestion is whether the external
sources of finance were used for the renewal ofkingrassets and requisite
assets in the following period, or for the renewffixed assets thus putting into
guestion the maintenance of the real value of gguithe coming financial years

as well.
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Table 1: Maintaining the real capital value — smalfiterprises

2010 | 2011 | 2010 | 2011 | 2010 | 2011

1 2 3

Net equity index 114.55| 128.09| 112.59| 102.06| 127.76| 118.94

Consumer price index by

COICOP 106.5 | 111.0 | 106.5 | 111.0 | 106.5 | 111.0
4 5 6

Net equity index 113.93| 397.84| 144.7 | 125.76| 108.20| 119.70

Consumer price index by

COICOP 106.5 | 111.0 | 106.5 | 111.0 | 106.5 | 111.0
7 8 9

Net equity index 100.58 | 104.70| 100.16| 104.89| 40.21 | 121.37

Consumer price index by

COICOP 106.5 | 111.0 | 106.5 | 111.0 | 106.5 | 111.0
10 11 12

Net equity index 107.62| 87.96 | 106.34| 101.74| 26.19 | 315.63

Consumer price index by

COICOP 106.5 | 111.0 | 106.5 | 111.0 | 106.5 | 111.0
13 14 15

Net equity index 94.70 | 97.05 | 217.93| 95.04 | 100.35| 102.44

Consumer price index by

COICOP 106.5 | 111.0 | 106.5 | 111.0 | 106.5 | 111.0

Source: Independent research by the authors

33.33% of the total number of analysed small eniggp maintained the real
value of equity and was able to finance both singsld expanded reproduction.
These enterprises are capable of financing growmthdevelopment from internal
sources and they don't really need to use debhmée the renewal of working
and requisite assets. However, in two out of five enterprises that maintained
the real value of equity, an increase in debt aeclrThe growth of debt occurred
in the first and the fourth analysed enterpriseatfwould not be a problem in
case of a lower share of debt in total financingofenterprise, and in case the
growth of debt was reasonable from an economict@diniew.

The growth of debt in these two small enterprisasat reasonable either in terms
of inflation rate or in terms of organic composgitiof assets. In order to avoid an
increased risk of achieving a positive gross fi@nesult through high financing
expenses i.e. through unrealistically high interasts, the 4.5% increase in the
inflation rate requires strengthening of the sladrequity in the total financing of
an enterprise. On the other hand, the increadeeistiare of fixed in total assets
in these two enterprises leads to the increaseejmmediation costs and through
operational expenses additionally burdens the &Giahmnesult.
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As far as 20% of analysed small enterprises wosénterms of maintenance of
the real value of equity and they were no longepabte of financing the
acquisition of consumed working and requisite asfem internal sources. The
guestion is raised whether these enterprises ustmtnal sources to finance
simple reproduction? Small enterprises that sufferelecrease in the real value
of equity, i.e. the second, the tenth and the &mmth consecutive enterprise in the
analysis, did not make additional borrowings in esrdo renew consumed
working and requisite assets, but decided to reghgsical volume of business
activities, which due to the decrease in the opegahcome, and consequently in
the financial result, led to reduced profitabilitiithese enterprises.

In the observed period of time 33.33% of the suedeymall enterprises failed to
maintain the real value of equity. As a result batt the majority of these
enterprises decided to reduce physical volume afnegs activities, while the
seventh and the eleventh enterprise decided tanoltiditional capital from
external sources. In terms of inflation rate grawtie growth of debt wasn'’t
reasonable in any of these enterprises. In additimnshare of fixed assets in total
assets increased in the eleventh enterprise thdmngaring its survival by the
growth of both financial and operating expensese Hnowth of debt in the
seventh enterprise is considered reasonable omgulse the share of fixed in
total assets decreased by 4.39% (22.15% - 26.54fth)cansequently its total
gross financial result was less burdened by theedegiion costs.

Table 2: Debt analysis of small enterprises

-in %-
2009 | 2010 | 2011 | 2009 | 2010 | 2011 | 2009 | 2010 | 2011
1 2 3
Own Capital 20.63 | 20.58| 19.42| 64.47| 85.59| 85.06| 55.80| 54.64| 55.76
I-Ii-a(l)tgﬁ:ties 79.37 | 79.42| 80.58| 35.53| 14.41| 14.94| 44.20| 45.36| 44.24
- financial 42.86| 47.65| 52.38| 19.54| 9.37| 10.46| 34.03| 36.29| 29.20
- from
business 36.51| 31.77| 28.20| 15.99| 5.04| 4.48| 10.17| 9.07| 15.04
Consumer

price index by | 110. | 106.5| 111.0| 110.1| 106.5| 111.0| 110.1| 106.5| 111.0
COICOP

Organic
composition 66.16 | 68.34| 70.78| 44.98| 50.17| 55.13| 48.88| 47.12| 36.15
of assets

4 5 6

® Indices of retail prices, The Consumer price indgx COICOP is calculated from
January 2011
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2009 | 2010 | 2011 | 2009 | 2010 | 2011 | 2009 | 2010 | 2011

Own Capital 60.10 | 19,64| 6,34 | 56,12| 53,78| 60,82 | 81.70| 48.29| 85.56
I;éﬁ!ties 39.90 | 80.36| 93.66| 43.88| 46.22| 39.18| 18.30| 51.71| 14.44
- financial 27.93| 60.27| 68.37| 34.23| 20.28| 18.11| 12.26| 9.46| 7.47
- from
business 11.97| 20.09| 25.29| 9.65| 25.94| 21.07| 6.04| 42.25| 6.97
Consumer
price index by | 110.1 | 106.5| 111.0| 110.1| 106.5| 111.0| 110.1| 106.5| 111.0
COICOP
Organic
composition 27.89 | 35.98| 42.56| 51.18| 49.13| 48.43| 78.65| 67.89| 66.34
of assets

7 8 9
Own Capital 33.27 | 72.10| 47.83| 67.83| 74.21| 73.90| 28.13| 11.41| 15.67
;Ii-;tt)ﬁ!ties 66.73 | 27.90| 52.17| 32.17| 25.79| 26.10| 71.87 | 88.59| 84.33
- financial 50.63| 18.62| 14.56| 16.78| 8.30| 6.73| 18.76| 63.67| 74.71
- from
business 16.10| 9.28| 37.61| 15.39| 17.49| 19.37| 53.11| 24.92| 9.62
Consumer
price index by | 110.1| 106.5| 111.0| 110.1| 106.5| 111.0| 110.1| 106.5| 111.0
COICOP
Organic
composition 28.97 | 26.54| 22.15| 55.23| 61.12| 65.34| 66.18| 68.19| 74.33
of assets

10 11 12
Own Capital 87.55| 90.52| 82.09| 13.25| 25,55| 17,82 | 14.48| 5.06 | 12.33
;Ii—;tgﬁ!ties 12.45| 9.48 | 17.91| 86.75| 74.45| 82.18| 85.52| 94.94| 87.67
- financial 10.58| 8.06| 15.22| 73.74| 54.90| 45.11| 72.69| 69.01| 60.50
- from
business 1.87| 1.42| 2.69| 13.01| 19.55| 37.07| 12.83| 25.93| 27.17
Consumer
price index by | 110.1 | 106.5| 111.0| 110.1| 106.5| 111.0| 110.1| 106.5| 111.0
COICOP
Organic
composition 44,18 | 44.07| 42.76| 66.15| 68.12| 71.05| 57.18| 65.12| 67.98
of assets

13 14 15
Own Capital 65.83 | 60.24| 65.88| 36.96| 81.26| 79.68| 49.70| 58.63| 59.33
I;éﬁ!ties 34.17 | 39.76| 34.12| 63.04| 18.74| 20.32| 50.30| 41.37| 40.67
- financial 26.31| 30.62| 26.27| 48.54| 14.43| 15.65| 38.73| 31.85| 31.32
- from 7.86| 9.14| 7.85|14.50| 4.31| 4.67| 1157| 9.52| 9.35
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2009 | 2010 | 2011 | 2009 | 2010 | 2011 | 2009 | 2010 | 2011

business

Consumer
price index by | 110.1| 106.5| 111.0| 110.1| 106.5| 111.0| 110.1| 106.5| 111.0
COICOP

Organic
composition 39.12 | 38.22| 38.16| 55.27| 55.88| 53.18| 44.78| 45.56 | 46.76
of assets

Source: Independent research by the authors

In the observed period of time, only 13.33% of sweveyed small enterprises
improved the conditions for maintaining the redlueaof equity. However, these
enterprises are typically characterized by high-bsisinesses because external
sources account for more than 80.50% of their smatces of financing and their
debt continues to rise unduly. As it was previouabntioned, the growth of debt
is not reasonable in terms of inflation rate andaaic composition of assets,
which additionally endangers the survival of thesgerprises.

Table 3: Maintaining the real capital value — metisized enterprises

2010 | 2011| 2010{ 2011 2010 2011

1 2 3
Net own capital index 98.79 28.99| 89.14| 70.81| 86.55| 101.16
Consumer price index by
COICOP 106.5| 111.0f 106.5 111.0 1065 111.0
4 5 6

Net own capital index 119.14 70.63| 124.66| 100.33| 99.91| 104.82

Consumer price indexby 15651 1170 1065 111.0 1065 111.0

COICOP
7 8 9

Net own capital index 101.73101.67| 110.18| 113.19| 100.03| 100.04

Consumer price indexby 15651 1170 1065 111.0 1065 111.0

COICOP
10 11 12
Net own capital index 78.74109.56| 96.78| 97.23| 100.96| 100.51
Consumer price index by
COICOP 106.5| 111.0f 106.5 111.0 1065 1110
13 14 15

Net own capital index 104.6(0155.91| 118.28| 112.56| 100.29| 100.67

Consumer price index by
COICOP 106.5| 111.0, 106.5 111.0 1065 1110

Source: Independent research by the authors
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In the observed period of time, only 13.33% of tealysed medium-sized
enterprises maintained the real value of equitgcBely the same percentage of
medium-sized enterprises worsened its capabilitpdguire consumed working
and requisite assets in the current comparing &vigus financial year. The
capability to renew consumed working and requiagisets was improved in only
6.67% of the total humber of surveyed medium-sieetierprises, while the
decrease in the real value of equity occurred ifanas 66.67%. 30% of the total
number of enterprises where the real value of gqdécreased reported the
growth of debt. The same percentage of enterprisgorted the evenly
represented share of debt and equity sourcesarida while equity finance was
predominantly used by the rest of enterprises. &hesterprises where the
dominant share of equity in total sources of firan@s reported, as well as those
where the equity to debt ratio was 1:1, whereby tiafled to maintain the real
value of equity, are characterized by the low edtofitability.

Table 4: Debt analysis of medium sized enterprises
-in %-

2009 | 2010 | 2011 | 2009 | 2010 | 2011 | 2009 | 2010 | 2011

1 2 3

Own Capital 35.11| 31.09| 11.51| 57.79| 51.53| 46.26| 34.97| 30.22| 25.11

Total liabilities | 64.89| 68.91| 88.49| 42.21| 48.47| 53.74| 65.03| 69.78| 74.89

- financial 46.72] 49.62| 63.71| 30.39| 34.90| 38.69| 46.82| 50.24 | 53.92

- from business| 18.17| 19.29| 24.78| 11.82| 13.57| 15.05| 18.21| 19.54| 20.97

Consumer
price index by | 110.1| 106.5| 111.0| 110.1| 106.5| 111.0| 110.1| 106.5| 111.0
COICOP

Organic
composition of | 77.12| 79.67| 83.11| 22.67 | 24.78| 23.55| 56.98| 66.34| 72.89
assets

Own Capital 49.84| 60.26| 35.76| 43.55| 54.61| 52.74| 85.51| 85.38| 89.26

Total liabilities | 50.16| 39.74| 64.24| 56.45| 45.39| 47.26| 14.49| 14.62| 10.74

- financial 40.63| 32.19| 52.03| 45.72| 20.75| 38.28| 11.74| 11.84| 8.70

- from business| 9.53| 7.55| 12.21| 10.73| 24.64| 8.98| 2.75| 2.78| 2.04

Consumer
price index by | 110.1| 106.5| 111.0| 110.1| 106.5| 111.0| 110.1| 106.5| 111.0
COICOP

Organic
composition of | 44.76| 48.15| 52.13| 33.12| 34.66| 22.98| 37.12| 27.17| 32.24
assets

Own Capital 58.44| 57.70| 55.68| 45.12| 47.75| 32.29| 19.49| 67.76| 70.27

Total liabilities | 41.56| 42.30| 44.32| 54.88| 52.25| 67.71| 80.51| 32.24| 29.73
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- financial 28.26| 28.76| 30.14| 37.32| 35.53| 46.04| 54.75| 21.92| 20.22

- from business| 13.30| 13.54| 14.18| 17.56| 16.72| 21.67| 25.76| 10.32| 9.51

Consumer
price index by | 110.1| 106.5| 111.0| 110.1| 106.5| 111.0| 110.1| 106.5| 111.0
COICOP

Organic
composition of | 55.12| 55.78| 56.11| 68.19| 69.23| 71.28| 45.78| 45.16 | 44.11
assets

10 11 12

Own Capital 21.18| 20.50| 18,78| 78.81| 75.27| 72.08| 37.46| 49.53| 53.30

Total liabilities | 78.82| 79.50| 81.22| 21.19| 24.73| 27.92| 62.54| 50.47| 46.70

- financial 70.15| 70.76| 72.29| 18.86| 22.01| 24.85| 55.66| 44.92| 41.56

- from business| 8.67| 8.75| 8.93| 2.33| 2.72| 3.07| 6.88| 5.55| 5.14

Consumer
price index by | 110.1| 106.5| 111.0| 110.1| 106.5| 111.0| 110.1| 106.5| 111.0
COICOP

Organic
composition of | 76.19| 79.34| 84.14| 42.99| 42.23| 43.88| 57.11| 59.39| 61.13
assets

13 14 15

Own Capital 38.35| 30.69| 52.84| 72.93| 78.84| 83.76| 51.76| 59.72| 43.67

Total liabilities | 61.65| 69.31| 47.16| 27.07| 21.16| 16.24| 48.24| 40.28| 56.33

- financial 40.07| 45.05| 30.65| 17.60| 13.75| 10.56| 31.36| 26.18| 36.61

- from business| 21.58| 24.26| 16.51| 9.47| 7.41| 5.68| 16.88| 14.10| 19.72

Consumer
price index by | 110.1| 106.5| 111.0| 110.1| 106.5| 111.0| 110.1| 106.5| 111.0
COICOP

Organic 16.98| 17.14| 17.88| 31.12| 33.15| 45.11| 18.66| 20.65| 32.18
composition of
assets

Source: Independent research by the authors

Those medium-sized enterprises that failed to rasirthe real capital value and
where the share of external in total sources @ifoe increased are characterized
by the economically unreasonable growth of debh ltterms of inflation rate
and in terms of organic composition of assets. @dlyi that means that these
enterprises did not use additional borrowing tafice the renewal of consumed
working and requisite assets, but rather to findinaal assets. That significantly
increased the survival risk because the total gfiossicial result was burdened
not only with additional financial expenses buthwitecomposition costs as well.
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CONCLUSION

The analysis results on the share of debt in tk& 8ources of financing and
economic reasonability of their use provide anghsiinto the current financial
position of individual enterprises, as well as geFspective of survival, growth
and development of the entire SME sector.

In the previously presented survey, the growthelftdvas observed only in those
enterprises where external sources account for thare50% of the total sources
of finance. In case this criterion was neglected if. the authors analysed the
growth of debt in enterprises where the liabiliteteucture is already shifted in
favour of equity capital, then as far as 63.33%hef surveyed SMEs would be
reported the growth of debt. Such a high percenthgmjustified growth of debt
indicates that conditions for doing business inbBeare highly risky (according
to the Statistical Office of the Republic of Sertigbt collection terms exceed the
30-day limit in 58.4% of cases). Since the debtlecton terms have been
significantly expanded and prevailing economic wnstances have been
characterized by an increasing inflation, the growat share of external in total
sources of finance of Serbian SMEs could not beidened desirable.

In general, 33.33% of the surveyed small enterprieal their liabilities structure
shifted in favour of debt. The debt on average antad for more than 80% of the
total financing sources and was dominated by firsdiabilities. In the last three
years, an increasing tendency among small entegptisuse debt as a source of
financing was reported. It was the case particplarl2010 in comparison with
2009 mostly due to the negative effects of the @vdihancial crisis and
significantly worsened conditions for doing busgeshe analysis indicated that
the growth of debt in small enterprises wasn't opable both in terms of
inflation rate growth and organic composition ofsets. Consequently, the
survival, growth and development of these entegprége questionable.

According to the analysis, those medium-sized entas where conditions for
maintaining the real value of equity worsened foeththe renewal of consumed
working and requisite assets from debt. Becauseetlenterprises didn’'t pay
attention to rising inflation rate and increasdhia share of fixed in total assets,
the growth of their debt couldn’'t be consideredsoemble. The economically
unreasonable growth of debt due to expanded terindebt collection and
obligation repayment led to a reduction in the nambf newly established
enterprises and to an increase in the number sedlenterprise®fri¢in 2011
p.66).
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The SME sector in Serbia is vulnerable for a nunmdfereasons among which
accessing adequate finance seems to be the masttamipone. The results of the
research appear to confirm that the use of dehtdmminant source of finance is
negatively affecting gross financial result of tBerbian SMEs. High financing
costs often lead to the increased risk of achiemmgative operating result. Since
servicing loans is always associated with finanaidllexibility, raising capital
from investors is more convenient source of finafice SMEs particularly
considering the current economic circumstances arbi§. It is necessary to
promote availability of alternative sources of figa such as equity capital as it
doesn't increase financial expenditures of a compdrhis can be done by
entrepreneurs themselves leveraging the capitag Igormant in their personal
assets, or by “business angel networks” or venteaeital markets (...).
Successful approaches to developing early stageinenapital markets include
both tax-based programmes and programmes that asangnent’s ability to
leverage private risk capital such as co-investn@®ECD, 2009, p.13). Financial
incentives should be introduced to stimulate eqiniyestment in local SMEs.
The awareness about the value of equity financimgulsl be promoted and
communicated more broadly in Serbia. An approprietgl, tax and regulatory
framework should be introduced to ensure the useskfcapital as a source of
finance for SMEs.
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