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Abstract

The goal of this research is to indicate the impode and function that the alternative sources of
funding SMEs have in the process of strengtheriagcompetitiveness at the international level. The
subject of the research is the analysis and thduatian of the most frequently used sources of
funding in SME sector in Serbia and possibilitiésusing their alternative forms such as Business
angels (BA), Venture Capital (VC) and Private Eguitunds (PEF). The results of the research
indicate that the alternative to the insufficienitiyense efforts for ensuring conditions of usig BC
and PEF, is the bankruptcy of SMEs, as in the pliegamarket conditions they are financing the
majority of their activities from the commercialrbe loans.
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INTRODUCTION

Small and medium sized enterprises represent aorteng factor as the Serbian economy is in the
process of approaching to the developed marketoeaies and due to this their development has been
defined as one of the priority goals of the natic@@onomy economic policy. Through expressive
entrepreneurial initiative, creativity, innovativess and tendency to risk activities small and nmadiu
sized enterprises are given an opportunity to achpe quickly than the big entities to the chariges
the dynamic business environment. High level okifigity and adaptability to changes gives
opportunity for the small and medium sized enteg®ito respond to the consumers needs in short
time and by that participate in the strengtheniregdompetitive edge of the country.

In Serbia since year 2000, the SME sector has dogtkeatest extent contributed to the economic
development. Its role and importance in the devalaqt of the national economy, due to the effects of
the global economic crises, have decreased sin@8. 28part from the weakened intensity of its
participation in the most important indicators bé tnational economy, from 2009 the SME sector
represents the pillar of the economic growth angeligpment of the Republic of Serbia. In the period
2000-2008 the SME sector has achieved the dynaristly of employment. For this period, it has
largely contributed to the GVA and total exporttieé country. In spite of the negative effects @& th
global economic crisis in the period following 2088d as the significant factor of the recoveryhef t
national economy, SMEs have generated approxim#tel\2/3 of employment, trade and GVA and
about % of import, export, profit and investmenthad nonfinancial sector.
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Apart from the significant role they have in theogess of the national economy development,
survival, growth and development of SMEs is unprtadile due to the limited possibilities of funding
the business activities from more favourable sairdémited access to the funding resources,
principally as to the price and conditions of theiilisation, poses the greatest problem for SMEs.
With the very limited possibilities of obtainingemecessary funds, the SMEs strive for the optimal
structure of the capital that will fulfil their née in the different phases of the life cycle.

On the basis of the analysis of the existing sthie,goal of the research is to indicate the dontina
and present the alternative forms of financing SMieg would to a great extent contribute to the
strengthening of the national competitiveness tiinaihe growth and development of this sector.

DATA AND METHODOLOGY

The need for the alternative sources of financiag heen explained on the basis of the results gaine
by analysing the SME sector entities’ debt. In #iiva of evaluating the level of debt of SME sector
enterprises, the following methods have been usedalitative and quantitative financial analysis
methods, classical methods of data collection amalyais, methods of description and synthesis
(buricin, S., and Beraha, 1., 2012, p. 48&ricin, S., and Beraha, |., 2013, p. 124 ). The delalysis
has been carried out for the ten randomly seleetgities from SME sector. The sample contains the
equal number of small and medium sized enterprises.

The subject of analysis is examining the level elbtdon the basis of data published in the financial
reports in the period 2006-2012. In concerns tharftial reports of manufacturing enterprises and
services taken from the Serbian Business Regisfggacy — SBRA.

Justifiability of changing the structure of fundiegurces has been examined for the enterprises with
the established growth of loan participation in thil sources of financing. The justifiability débt
growth has been analysed from the aspect of orgemicposition of capital and inflation ratio.
Organic composition of capital has been establisitethe basis of the participation of the fixededss

in the total assets. By 2009 the inflation rate teasn monitored on the basis of the retail pricexn
Since January 2009 the rate of inflation has bestabéshed on the basis of consumer price index
(Consumer price index by COICOP). For the purpdsesearch the annual consumer price index that
monitors the change of price in the current mom&cgmber) in comparison to the same month in the
previous year (m/m-12) has been used.

In comparison to the fluctuation of the inflatioste, the analysis and evaluation of maintaining the
real value of total equity has been carried outtlier enterprises which have been registered wih th
growth of debt. The analysis and evaluation of taiing the real value of total equity has been
carried out by comparison of the net equity indelug and inflation rate. The net equity index has
been calculated from the ratio of net capital expee in balance sheet of the current year and net
capital expressed in balance sheet of the preweas. The value of accumulated net profit of the
current year has been taken into consideratioedtmulating the value of net equity index. By mditua
comparison of the values of net equity index affidtion rate, the ability of maintaining the realue

of total equity has been assessed on the basiseoéftects of revalorisation and accumulated net
profit.

For the purpose of assessing the ability of setttlne liabilities within a period, the quick ratias
calculated and secondary liquidity was determi@ack ratio or acid test ratio measures the ligyidi
within the period of one year and is calculatedrirthe ratio of the sum of cash on hand and on
deposit accounts at sight and term deposits uméoyear, securities cashable within one year and
short-term receivables with maturity of one yedr @il one side, and short-term liabilities with
maturity of up to one year, on other side. As drdbke value of quick ratio was the valuel taking

into account that the companies included in théyaisado not have seasonal inventory.



384 COMPETITIVENESS

For the purpose of assessing specifics of obtaifuinding in the SME sector some of the results of
research conducted in 2012 were used for the nefedablishing monograph entitled Financing of

Small and Medium Sized Enterprises (ED., et al., 2012). The study involved more thar® 60

companies from the SME sector that responded gu@stions.

Using the qualitative analysis of financial statatsea breakdown has been performed, and using the
gquantitative analysis a measurement of the suljéanalysis. Data obtained in the analysis of
indebtedness are temporally and spatially comparigd each other. Within a range of traditional
methods of collecting and analyzing data the cdraealysis was used and in such a way, based on
collected relevant literature, the necessary datee wbtained for testing the hypothegear{cin and
Beraha, 2012, p. 49Buricin, S., and Beraha, I., 2013, p. 125).

Descriptive method was used to highlight the rold enportance of small and medium enterprises in
the modern market economies, the specifics in diogi their funding sources as well as in the
discussion of the research results. Synthesis m™ethaised in the final phase of the research. By
connecting facts, obtained using the above methatts,a single logical unit, the conclusions were
made regarding the need for alternative formsrafriting of small and medium enterprises.

RESULTS AND DISCUSSION

Decisions on funding of current business operat@nkinvestment projects are the two main areas of
financial decision making. Security of creditorspfiiability and autonomy of the debtor depend from
the selection of sources that will be used to fogacurrent business activities and investment ptaje
Following the traditional financial rule the SME pers need to make financial decisions that will
bring end result containing an equal share of omehtzorrowed sources of funding or on the basis of
which the total assets will be two times highemthiae debt. Such a structure of sources of funding
provides security to creditors who believe thatehis little likelihood that the borrower loses raor
than 50% of invested assets. At the same time,ifigndtructure determined by the traditional
financial rule provides a certain degree of autopdmthe borrower whose borrowed sources are
partially operating liabilities i.e. spontaneousaerces typically without interest to be paid. Safe
business financing provides constant yields inviblwe the assessment of earning power of the
company and its profitability.

Decisions on the use of short-term and long terancgs of financing are made depending on the type
of business activity. The short-term funding soarased to finance current assets usually include
short-term liabilities, which are primarily relateéd accounts payable, borrowings that fall due for
payment up to one year, short-term securities, Leing-term sources of financing that determine a
capital structure of the company, are mainly didideto own and borrowed funds. While the long-
term borrowed sources are borrowings with matitgager than one year and long-term securities
debt instruments, company's own internal and eatesources fall into own long-term sources. Own
internal long-term assets represent the portiothefprofit which is retained in the company in the
form of retained earnings which are available wfitable entities in the later stages of their Gigle.
Own external long-term assets are collected inntlagket by issuing new stakes (LLC) or equity
securities or shares (JSC).

Theoretically, the optimal capital structure is th@nt at which the costs of capital are the lowest
(Eri¢, D., et al., 2012, p. 52). It is the weighted ager costs of capitdlveighted average cost of
capital - WACC)whose level is determined by the following formula

WACC = (Pd x D) + (Pe x E) 1)
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Meaning of symbols:

Pd - the share of debt in total long-term sourddmancing,

D - the costs of borrowed funds,

Pe - the share of own funds in total long-term sesiof financing
E - the costs of own resources

While the costs of borrowed funds are determinedhieyamount of interest rate to be paid on loans
and issued securities debt instruments, the césisno resources depend on the amount of dividend
rate, or required rate of return of the owner (Jbid

Table 1. Debt analysis of small and medium sizéerpnses

Enterprise 1 2

Year 2006| 2007| 2008| 2009| 2010| 2011| 2012| 2006| 2007| 2008| 2009| 2010| 2011| 2012
Own Capital 42,91 54,97 45,08 36,13 26,65 0J000,00 72,5F74,28 68,3p 72,60 78,/4 85/191,13
Total liabilities 57,09 45,03 54,9 63,27 73,35100{000,00 27,4325,72 31,6[L 27,40 21,26 14|908,87
Liabilities from business | 25,59 14,39 11,27 26,41 17,97 11|1P362 8,36 4,64 3,283 2,84 4,54 5,025,441
Financial liabilities 31,51 30,64 43,65 36,85 55,38 88(886,38 19,0721,08 28,38 24,56 16,/2 9)873,44
Total sources of financing.00,00100,00100,00100,00100}0010010®,00100,0000,0(0100,00100,00100,0010010D,0
Enterprise 3 4

Year 2006 2007 2008 2009 2010 2012012 2006 2007 2008 2009 2010 2012017
Own Capital 39,97 39,36 31,79 32,07 32,50 32|633,12 77,3970,21 60,57 60,716 49,08 32|220,0(
Total liabilities 60,03 60,64 68,21 67,93 67,50 67|386,88 22,6[129,79 39,48 39,24 50,92 67¥80,0
Liabilities from business | 50,84 37,8¢ 41,91 23,30 29,81 28|8%6,13 13,7117,16 22,20 26,16 42,25 49|823,8(
Financial liabilities 9,19 22,77 26,3D 44,63 37,y0 38/580,7% 8,9012,63 17,1p 12,48 8,67 17)986,2(
Total sources of financing.00,00100,00100,00100,00100}0010010®,00100,0000,00100,00100,00100)0010010D,0
Enterprise 5 6

Year 2006 2007 2008 2009 2010 2012012 2006 2007 2008 2009 2010 2011017
Own Capital 99,35 99,12 99,06 99,14 98,21 97|285,14 0,00 8,06 19,70 29,11 15,83 20,018,7(
Total liabilities 0,69 0,88 095 0,86 1,19 2,/54,86100,0091,94 80,3D 70,89 84,17 79/981,3(
Liabilities from business | 0,63 0,88 095 0,86 151 2,/52,84100,0091,94 80,30 70,89 45,V6 48[184,04
Financial liabilities 0,00 0,00 0,0p 0,00 0,28 0,002,02 0,00 0,00 0,00 0,00 38,40 31,887,2¢
Total sources of financing.00,00100,00100,00100,00100}0010010®,0(0100,0000,00100,00100,00100,0010010D,0
Enterprise 7 8

Year 2006 2007 2008 2009 2010 2012012 2006 2007 2008 2009 2010 2012017
Own Capital 33,03 39,68 36,96 36,84 53,91 53|MW3,91 6,78 4,79 3,80 4,46 4,25 3,621,8(
Total liabilities 66,97 60,32 63,04 63,16 46,09 46/086,09 93,2[795,21 96,2D 95,54 95,5 96|388,2(
Liabilities from business | 53,44 47,83 42,73 54,13 46,09 46/096,09 89,0685,26 84,87 77,99 79,85 84|7A0,1§
Financial liabilities 13,53 12,49 20,32 8,43 0,00 0,000,00 4,21 9,94 11,38 17,56 16,40 11)658,07
Total sources of financing.00,00100,00100,00100,00100}0010010®,00100,0000,00100,00100,00100)0010010D,0
Enterprise 9 10

Year 2006 2007 2008 2009 2010 2012012 2006 2007 2008 2009 2010 2011017
Own Capital 74,21 78,10 65,89 67,20 73,08 71{180,62 4,95 4,19 4,2 1,60 0,00 1,600,00
Total liabilities 25,79 21,90 34,11 32,80 26,92 28(829,38 95,0595,81 95,78 98,40100,00 98)400,0
Liabilities from business | 12,74 14,88 27,31 24,18 20,87 25/589,2¢ 82,9885,40 88,00 89,20 90,26 89|280,24
Financial liabilities 13,03 7,02 6,80 8,62 6,04 3,290,12 12071041 7,78 9,19 9,74 9,199,74
Total sources of financing.00,00100,00100,00100,00100}0010010®,00100,0000,00100,00100,00100j0010010D,00

Source: Independent research by the authors

In order to identify the need to use alternativarses of financing in the SME sector, the analg$is
their debts was made i.e. the percentage of the gtelve (Pd) and own resources (Pe) in the total
long-term sources of financing. The analysis inetbden companies that have been using RSD and
foreign currency long term loans for seven yeadeum variety of conditions and in varying degrees.
Taking into account that in the Notes to the finahstatements of each of the analyzed companies,
the price at which they used their long-term boedvsources of financing was not indicated, the
calculation of the weighted average costs of chsitacking.
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It is generally accepted view that SMEs due to lihe values of the company, or low initial
investments have very limited possibilities to tise borrowed resources. Borrowed funds that are in
most cases used in the form of bank loans aretbagdt and still under the unprivileged conditions.
The answer to the question received from 10 baelexted according to their market share in the
2012, supports the above statemeWwthat is the average interest rate on loans giveentoepreneurs
and SMEs?

Table 2. Answer to the questiohVhat is the average interest rate on loans giveentoepreneurs

and SMEs?”
Entrepreneurs SME
. With foreign currency . With foreign currency
In dinars clause EUR In dinars clause EUR
22,25 — 24,62% 9,55 - 16,67% 14,68 — 17,75% 6,697%

Source: Er¢, D., et al., 2012, page 101
Results of research conducted for publishing of ogoaph Financing SMEs in Serbia, covering more
than 600 entities, indicate that the total borrovsedrces of financing used by SMEs are mostly
commercial bank loans (58%), leasing (18%), loanstate funds and institutions (15%) and others
(Ibid, p.71). For these reasons, in this paperciapattention is paid to the analysis and evatunaof
increase in indebtedness in the SME sector.

The analysis of indebtedness of ten randomly ssdecbmpanies showed that 60% of them are
characterized by a higher portion of borrowed sesirwithin the total sources of financing. The
companies that are mainly financed from its ownd&iare characterized by limited opportunity for
growth and development. Such enterprises finaiscgpiérations primarily from the initial investment,
borrowings from family members, compensation madeugh lower wages given to employees in the
initial stage and from retained earnings in therlatages of development. Enterprises whose bgsines
operations are financed from loans mostly use Ideoma commercial banks. Survival, growth and
development of enterprises that use borrowed fgnsiiurces are at stake in those cases where ¢here i
a decrease of spontaneous liabilities and incriea&sancial liabilities over the observed period.

Enterprises under numbers 1, 3, 4, 6, 8 and 10 Aal@minant share of borrowings within the total
sources of financing. For most of them an increéaghe share of liabilities from interest paymeists
characteristic. Due to the very difficult condit®minder which these enterprises obtain loans from
banks and with respect to the organic compositfdheir assets and the rate of inflation, justifiiéyp

for the dominant share of borrowings in total furglhas been examined.

Unlike enterprises under numbers 3, 8 and 10 ichvburrent assets dominate over fixed assets in the
enterprises under numbers 1, 4 and 6 the situiiosversed. The enterprise under number 4 during
the whole period has a dominant share of fixedtassdotal assets, while the entities under nushber
1 and 6 have gradual increase in their share. fides that are subject to constant growth in kaees

of fixed assets in total assets, or those in wisiebh share is dominant, unjustifiably increaserthei
borrowed funding sources. For this reason and @tigetincrease in fixed assets in the total astws,
depreciation costs are also getting higher incnggtsie overall operating expenses. On the othed,han
an increase in share of borrowed sources in tataices of financing has resulted in increase in
financial expenses through interest expenses. Bdeming of income with higher business and
finance expenses increases the risk of achievpagaive financial result.

Table 3. Organic composition of assets; -

Enterprise 1 3

Year 2006] 2007[ 2008[ 2009[ 2010[ 2011[ 2012] 2006] 2007] 2008] 2009] 2010] 2011[ 2012
?)][gg‘s'gtgompos't"’“ 45,76 61,28 54,40 52,88 5805 84,3B,18 24,54 18,0220,3¢ 21,84 17,3617,00 17,20
Enterprise 4 6
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Year 2006 2007 2008 2009 2010 2012012 2006 20472008 200p 20102011 201b
Oofrggg'eiscompos'“o” 78,10 76,42 72,39 80,50 81|57 85,9®,44 35,6 34,028,05 57,96 50,0045,04 59,08
Enterprise 8 10

Year 2006 200F 2008 2009 2010 2012012 200 20472008 200p 20102011 201p

Organic composition

12,10 6,96 543 1,77 1,63 1/201,13 14,78 9,7 7,60 7,01 10,47 7,01 10,4f
of assets

Source: Independent research by the authors

The increase in inflation rate requires greateresiof own sources in total sources of financingsTh
is because the creditors are reluctant to lendtalagii lower interest rates than the rate of irdlat
because they suffer inflationary losses on recéagalif interest rates are above the rate of iftat
both financing expenses and the risk to achievemigtoss financial result are high, which in turn
leads the enterprises to strengthen the shars ofvih equity in total liabilities.

Table 4. Inflation rate

Year 2007| 2008 2009 2010 2011 2012
Inflation rate | 111,0| 108,6 106,6 110,2 107,0 112,2

Source: Statistical Office of the Republic of Serbi

For example, the enterprise under number 6 in 204srienced the increase in indebtedness by
1.31% in comparison to 2011. The increase in irethidss in the that period is not justified in cafse
this company because the increase in the inflatiganfrom 107 to 112.2 and the growth of the organi
composition of assets from 45.04 to 59.03% regstr@ghtening of its own sources in the borrowed
sources of financing. In the same period the comparder number 4 experienced the increase in
indebtedness by 32.22%. In 2012 the overall busimesivity of the company was financed from
loans. In this case the indebtedness is not jedtifaking into account both the organic compositibn
assets and the rate of inflation. As a mitigatimgunstance is the fact that a larger share ofdvezd
sources in total sources is the result of the as®mein spontaneous sources of financing which are
generally free of interest payments.

Table 5. Maintaining the real capital value

Enterprise 1 3
Year 2006 2007 | 200§ 2009 [ 201Q 2011 | 2012 20062007 | 2008] 2009 2010 2011 20}2
Net equity inde 4{125,4471,04 88,9963,17 0,00 0,0 {113,09 98,87 101,5{ 101,80 103,33 102,01
Enterprise 4 6
Year 2004 2007 2008 2009 2010 2011 20142006 200F 200§ 2009 2010 201 2012
Nel equity index 4 105,64 89,95 89,64 78,44 60,24 0,0( { 250,98 170,44 106,9{ 140,35 119,19 117,03
Enterprise 8 10
Year 200¢ 2007 200§ 2009 2010 20171 20122006 200F 200§ 2009 2010 201f 2012
Net equity inde 4 103,74 94,13 153,51 98,54 120,3( 385,2f 4| 85,36107,4] 36,54 0,00 0,00 0,00

Source: Independent research by the authors

Enterprises in which a dominant or growing sharéairowed sources in total sources of financing
was recorded, are subject to the analysis of madmiee of the real value of their equity. Mainterganc
of the real value of equity in inflationary conditis provides the ability to maintain business #gtiv
at current level Buricin, S., 2012, p. 107). In the case of reducing ried value of equity, the
company would not be able to buy the quantity efig and means of work, which would be able to
buy if the real value of the equity was maintainedhis case, the possibility of funding of elertaay
reproduction from its own funds would be lost ahd tompany would be forced to select one of two
possible alternatives (Rodic, J., et al., 200299):

e decrease in production volume, which leads to aatieg impact of fixed costs (expenses)

which reduce the financial result, or
e increase in indebtedness
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The enterprises included in the analysis have ddcid increase their debts and in such a way
endangered their safety, profitability and autono@ply with the company under number 6, which
was found to unjustifiably increases the shareoofdaed sources in total sources of financing, ryri
the monitoring period was observed not only thentesiance but also growth in the real value of the
equity. The growth in the real value of equity denpartly justified by additional borrowings due to
the current composition of organic resources amggling inflation rate. This is due to the increas

the real value of own equity from the aspect ofaleation and accumulated net profit. In the event
that the maintenance of the real value of own ggsitdetermined only on the basis of a revaluation,
increase in indebtedness could not be justifiedindManing the real value of own equity exclusively
on the basis of revaluation means that the finamegult is higher than a result shown in the ineom
statement. The difference resulting in the amoliat is higher than the financial result recordetha
balance sheet is exactly equal to the amount bgtwthe real value of own equity increases from
revaluation. The omitted portion of financial rdsid not taxed which means that such balancing
represents a legal tax evasion that reduces taedemand based on distribution of financial result

Enterprises under numbers 1, 4 and 10 in whictethas been an increase in indebtedness due to the
impossibility of maintaining the real value of oveguity in recent observed years are completely
losing their own sources of financing.

The company analyzed under number 1 can servetgsical example of the weakening financial
strength and transition from liquid to insolvensmess due to the impossibility of timely serviciofy

its matured liabilities. The company number 1 whseoved over the period of seven years, gradually
coming to an increase in the ratio of borrowed sesirin total sources of financing. The borrowed
resources were largely accounted for short-termlang-term loans. Inability to service debts from
short-term and long-term financial liabilities réed in an overall loss of equity and bankruptcy
proceedings.

Table 6. Liquidity of the second degree

Enterprise 1 3

Year 20062007200820092010201120122006200720082009201020112012
Liquidity of the second degree 1,39 1,47 0,91 0,88 |®M3xM 0,39 0,73 0,64 0,640,62 0,6V 2,06 1,12
Enterprise 4 6

Year 2006 2007 2008 2009 2010 202014 20062007 20082009 201D 2011 2012
Liquidity of the second degree 0}42 4,50 0,58 p,51[m3m 0,19 0,32 0,34 0,540,40 0,52 0,48 0,30
Enterprise 8 10

Year 2006 2007 2008 2009 20110 202017 20062007 20082009 201p 2011 2012
Liquidity of the second degree 0,72 0,85 0,86 p,88 |9H 1,04 0,75 0,35 0,420,46 0,41 0,37 0,30

Source: Independent research by the authors

Only the companies under the number 3 and 8 inersr liquidity ratios and this can be attributed
to the low and decreasing share of fixed assetlertotal assets. Greater percentage of shareein th
current assets within total assets in these corapanithe recent observed years offers the pasgibil
of its easy conversion into cash and timely segetnof maturing liabilities. In the remaining busas
years with these two companies and other entitiesrtsolvent operations were reported during the
whole observed period.

Additional borrowings by which they tried to maiimahe real value of own equity did not give the
desired results. The fact that the financial litibB of enterprises increased in low organic
composition of resources and increasing inflatiate resulted in the insolvent operations for a long
time that led the majority of the observed entiieghe bankruptcy proceedings. The bankruptcy
proceedings may result in reorganization or bartksupnd closing of business. As the reorganization
process involves rehabilitation of business dutheybankruptcy proceedings and its strengthening in
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order to perform further operations continuallye tuestion is how realistic are such solutions
considering the state of the analyzed companieall Ithe companies analyzed in this paper, which
saw a decline in the real value of its equity, tbleabilitation through further reduction of equityas
impossible. The impossibility of rehabilitation yeducing equity opens up the possibility of
implementing this process through:
* additions to the equity from the personal assethe@bwner,
« capital increase or issuance and selling of eqgegurities (JSC) or, which is more common
case in the SME sector mainly consisted of limitability companies, the sale of new stakes,
e restructuring of assets that usually leads to #ie of fixed assets that do not condition the
functioning of the company as a whole, or saleoofgtterm investments and obtaining the
cash that would ensure the settlement of liabdlilee within the period, and
» restructuring of liabilities that, if possible, inde converting of the short-term liabilities to
equity and long term liabilities.

The rehabilitation through additions to equity aiagbital increase is unlikely due to the fact thsltES
mostly use its initial investments from its own disn borrowings from family members and retained
earnings which in this case are either small or-exastent. The restructuring of assets is a realist
option given that most of the analyzed companieshaavily indebted and have a dominant share of
fixed assets in total assets but the question &t \kimd of results such option brings in the long.r

On the other hand, the rehabilitation through testiring liabilities largely depends on the finaici
power of the creditors and their ability and wifjivess to allow the conversion of short-to long-term
financing. Since none of the above options is aalidolution that would allow the survival of the
company there is a need to analyze the possibilitising alternative forms of financing.

ALTERNATIVE FORMS OF FINANCING FOR SMALL AND MEDIUM
ENTERPRISES IN SERBIA

In developed financial systems, there are many doofalternative financing for SMEs, the most
common are Business angels or Angel investor (B/&hture Capital (VC) and Private Equity Funds
(PEF). Common to all alternative forms of financofgSMEsS is that they are used in the initial stage
of development, that the money invested represewtstor's own funds therefore as a consequence of
investment there are no debtor-creditor relatiantspiooprietary relations. Unlike Venture Capitaban
Private Equity Funds which make their investmentSMEs indirectly, Business angels do it directly.

Business angels are companies that invest theirfomds in SMESs like real angels. Individually or by
grouping more natural or legal persons BA direatlyest in SMEs not only their capital but also
personal experience, skills and contacts to hedpgtiowth and development of a company. Most BA
invest in SMEs for financial reasons but it ofteappens that individuals or group of people inteest

in investing for quite different reasons. Thathe tase when BA are successful executives who are
currently retired and their motive, along with tfieancial investment, is a desire to share through
mentoring their knowledge, skills and contactsuwmers of SMEs and thus actively participate in the
business world.

Serbian Business Angels Network - SBAN is the fastl only organization of this kind in our region.
The main objective of SBAN organization is to brimgether business people who want to invest in
projects of SMEs and entrepreneurs. BA who are neesntif the SBAN network have direct access to
business ideas and SMEs and entrepreneurs prtjactseed investments. Projects and business ideas
can be searched in line with areas of their interesby investment capital needed. BA network gjive
the opportunity of joint investment in an investmenoject or business idea and in such a way the
process of obtaining sufficient amount of requicagital is facilitated and a risk of investmentuee
reduced. SBAN has an active collaboration with aegl networks of BA and BA networks in EU,
UK and USA. In this way, the local SMEs and entemaurs have the possibility to implement
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projects and business ideas by using foreign da@ta the other hand, to domestic investors have
been given the opportunity to invest their capitghrojects implemented abroad.

Unlike BA, Venture Capital and Private Equity Furfdl into area of financial intermediation. They

collect capital from individual investors and inv@s one or more SMEs. VC and PEF invest funds
collected from institutional and individual investo Private capital provided by investors usuadly i

invested in SMEs that are in the initial stage ef@lopment. Institutional and individual investors
become active co-owners of SMEs in which they iteegheir capital. As the co-owners, VC and
PEF perform the function of management and conlmochddition to investing VC and PEF are also
involved in monitoring and exit (&iD., et al, 2012).

Monitoring usually involves monitoring and contioli of business processes which should result in
the development of business activities. In mosega# performs the monitoring and control of

deviations from the pre-defined target performanéepredominantly monitored performance is the

required rate of return of the owner. The reasoriHis is the level of required rate of return as of

the main parameters to be taken into account whaking decisions to invest in SMEs or in a

business idea or project.

Investment and monitoring should result in increat¢he company's value and then the potential
harvest strategy (harvesting) or exit should bdyaed. The success of implementation of the exit
strategy is determined by the level of yield onithaestment previously made.

There are a number of strategies for exit from3MEs in which was invested, as commonly used
strategies are sale and issuance of shares asaldten the stock exchange through the proce$¥®f |
(Initial Public Offering - IPO) (Cendrowski, H., at, 2008; Lerner J., et al., 2005; ED et al, 2012).

A part of the company to be sold may be purchasedhb founders, managers, employees and
strategic or financial investors. Selling to therders is a rare situation because in most casggith
not have enough money for the purchase.

The situation is similar when it comes to the in&drstakeholders. Namely, in most cases the
management and employees do not have the necessannt of money to buy it, and if they decide
to proceed by using the loan the transaction ieddleverage Buy-out. Strategic investors in most
cases purchase one part of the company wherelisatgaction occurs most commonly in the form of
mergers and acquisitions (Mergers & Acquisition -&VA). If a part of the company is sold to the
financial investor that investor usually evaluatess future growth of the business. Financial inmest
aim to further increase the value of the compangroter to sell it better or to prepare for the I1PO.
Issuance of shares and their sale on the stockem#rtough the IPO process is possible if VC and
PEF decide that the conditions have been met foE SMthe form of LLC, to be transferred in the
form of JSC.

Alternative forms of obtaining financing for SMEkrough BA; VC and PEF have a number of
advantages but also a number of disadvantages.oDtlee main disadvantages is reflected in the
difficult acceptance of SME owners that BA, VC dPEF are offering the adequate solutions for the
process of obtaining the necessary funding. Thecdpat fears the most the SME owners is the loss
of 100% ownership. Putting personal bias before phienary goal which is reflected in the
maximization of enterprise value is the most commeason explaining why BA; VC and PEF are
used to a lesser extent than is realistically fbssiAnother drawback is related to the fact that B
VC and PEF are available only to SMEs that opdratee dynamic industries that are characterized
by a growing demand and great potential for anriralerate of return. The third drawback could be
seen as a lack of harmonized legal framework govgrBA, VC and PEF at the EU level. Their
operations so far have been regulated indirectlythgylarge number of regulations. In addition to
SBAN Serbia also has one PEF. That is a globalsinvent fund Small Enterprise Assistance Funds
(SEAF). SEAF provides funding for the acceleratededlopment of SMEs. Exclusively deals with the
investment in SMEs that are locally controlled avitich are characterized by a simple ownership
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structure (2-3 dominant owners). SEAF does notdtne SMEs involved in the production of
tobacco, alcoholic beverages containing more t&d4 alcohol, weapons and similar.

In order to attract a large number of BA, VC andFPE&erbia primarily should create a favorable
institutional and legal framework to ensure theesabf potential investors. An important role alss
the adoption of a new tax legislation that wouldaat potential investors.

Providing opportunities for the development of anber of BA, VC and PEF in our region would
open the possibility of easy and unrestricted actescapital. The advantage of acquiring financial
assets through BA, VC and PEF lies in the absehtigeahreat of bankruptcy. Financing business in
this way will result in the improvement of the fir@al and non-financial performance that enables
managers to focus on the growth and developmenpmthe survival of the company. In addition to
the funding available to SMEs, consulting serviege also available together with knowledge,
experience, and professional assistance providéahviegtors. A change in the ownership relations due
to investment, conditions the change in organipaficulture that places emphasis on entrepreneurial
thinking and innovation activities. Provision ofnfls by BA, VC and PEF enables the continuous
operation which is certainly one of the main ohjexs in the establishment of SMEs.

CONCLUSION

The analysis of certain parameters regarding filmhmosition based on the data disclosed in the
financial statements of the ten SMEs selected mahddndicates that 60% of them recorded the
dominant use of borrowed funds. The borrowed fuads predominantly loans given by the
commercial banks and their use in the observedgeavas not justified in terms of inflation and the
organic content of funds. Unjustified use of thenlbdoans as a dominant form of financing, and
conditions under which such funds were given, teduin a permanent insolvency of the companies.
A failure to meet the due liabilities within a padiis inherent to all companies that financed tlostm
of their business activities from the bank loamsolvent business in each of the studied companies
has been lasting for years resulting in the indiaf bankruptcy proceedings that, after consitgri
the business conditions and limitations to the anm@ntation of rehabilitation process, will highly
likely end up in bankruptcy.

The alternative forms of financing of SMEs are #hdbat stand against the risk carried by the
financing mostly made from loans given by the comuia¢ banks. The use of alternative sources of
financing such as BA, VC and PEF is characterizedhb absence of the threat of bankruptcy. The
path leading to easier access to capital that easmusiness continuity, growth and development of
SMEs can be opened through a series of legislatineinstitutional reforms at the national level. In
the intensive use of alternative sources of finage crucial role has been assigned to differemigo

of promotion which should lead to a change in miigiels that exist in the majority of SME owners,
concerning the sale of a part of their propertithopotential investors.

According to the analysis and the results obtaiitad,clear that, in the prevailing market conalits,
alternative for avoiding the use of BA, VC and P&ga form of financing of SMESs, is the bankruptcy,
or dissolution and removal from the register.

Strengthening of the SME sector, as a pillar of nléonal economic development, would greatly
enhance the strengthening of national competitiser®y opening access to the alternative forms of
financing. This is primarily due to the fact thathen making calculations of the Global
Competitiveness Index, among others scores thatkea into account, there is also a score given fo
the sophistication of financial markets whose lagaletermined by the availability and accessipilit
of financial services, the level of developmentlef local capital markets and the availability @ris
and venture capital.
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