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Agency problem Asymmetric information

can be described as a conflict
of interest inherent in any
relationship where one party is
expected to act in another's
best interests. 

occurs when one party to an
economic transaction
possesses greater material
knowledge than the other
party.

Access to finance has been noted as one of the major challenges
impeding the survival and growth of the SME sector and especially
for micro and small enterprises. 
Gaps in SME financing mostly refer to agency problems and
asymmetric information.

So the main question for entrepreneurs is: 

INTRODUCTION

How to bridge the 
gaps in financing?



Figure 1 .  Proportion of SMEs that indicated access to
finance as the most important problems during April  to

September 2021,  EU27 by country
 

Source:  https://single-market-economy.ec.europa.eu/access-finance/data-and-surveys-
safe_en

 

The map (figure 1) presents for all EU27 countries the proportion of
SMEs for which access to finance is the most important problem.
In Croatia, 10% of entrepreneurs find access to finance as the most
important problem.

https://single-market-economy.ec.europa.eu/access-finance/data-and-surveys-safe_en


Access to finance is the most serious barrier to expansion of
SMEs and numerous factors (figure 2) have influence on
access to finance by SMEs.

Figure 2.  Factors influencing access to finance for
SMEs

Some of factors that influence access to finance are related to
entrepreneur, some to enterprise and some to external
environment. 

SMEs, particularly the smaller ones, have been unable to
access funds due to their: limited track record, limited
acceptable collateral, and inadequate financial statements
and business plans. 

Therefore, every entrepreneur have to minimize negative
influence of factors which he can affect, and one of them is
definitely FINANCIAL LITERACY.

Entrepreneurs who have better knowledge of finance will be
able to make business plan, they will make better financial
decisions and thus ensure the success of the enterprise.



Learning about source of funding is
important because finance is a significant
element for determining the growth and
survival of SMEs. 

Second, access to finance allows small
businesses to undertake productive
investments and contribute to the
development of the national economy and
alleviation of poverty. 

Although SMEs, and especially young and
micro enterprises, are mostly financed by
internal sources of financing, external finance
is essential for boosting start-up businesses. 

Therefore, without external finance, micro,
small and medium enterprises will probably
not be able to compete in an international
market, to expand the businesses and strike
linkages of business with the large firms. 

1.FINANCIAL SOURCES OF
FUNDING FOR SME

learn 
about

sources of
funding

research
sources of

funding

make the
best 

decision



Internal sources of financing are those sources created by the
company itself. 
External sources of financing are divided into formal and
informal. 
External formal sources of financing are divided according to
maturity into 

short-term and 
long-term. 

Figure 3 presents sources of financing that is divided into Internal
and External finance. 

Figure 3.  Sources of financing



Finding out the characteristics of

all mentioned sources of

financing is important because

the selection of a specific source

of financing should be based on

adequate financial planning so

that the company can progress

and grow. 

financial products and

services, 

financial reports, and 

financial indicators

Therefore, knowledge of 

 is necessary for the company

to achieve its goals.



2.FINANCIAL PRODUCT AND
SERVICES 
Usually banks offer two packages of financial products and services
(FPS): for citizens, and for business subjects. FPS for business
subjects are usually divided into: FPS for micro and small
enterprises; and FPS for medium and large enterprises. Considering
that majority of enterprises belong into micro subjects, figure 4
presents most common FPS for micro subjects.

Various financial products and services are available to businesses.
However, for every entrepreneur it is important to choose the best
package of financial products and services in order to be able to
operate smoothly.

Figure 4.  Most common FPS for micro subjects
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An adequate information base is necessary when running a business.
A significant part of such information is found in financial statements.
Companies have to prepare financial statements to monitor the
health of their business and provide a true and fair view of their
financial position. Additionally, financial statements are commonly
used by banks when making lending decisions.

Financial statements offer a picture of a company’s financial health,
they are a record of financial activity that has happened over a
certain period of time (usually a year), and they give an overview of
the company's financial operations. 

3. FINANCIAL STATEMENTS

SME's annual financial

statements will usually

comprise the balance sheet,

the profit and loss account,

and the notes to the financial

statements. These notes

provide additional

information that helps

explain how a company

arrived at its financial

statement figures. 

Profit and loss account

Cash flow statement

Equity statement

Notes to the financial statements

Balance sheet

Types of financial statements



MANAGEMENT OF THE
COMPANY  

information to make

financing decisions and day-

to-day operational activities. 

INVESTORS

to evaluate a company's
financial health and earnings
potential.

EMPLOYEES

to increase their

understanding of the

business.

CREDITORS

the security of the company's

operations.

CUSTOMERS

quality and timely delivery of

products and services they

buy from the company.

SUPPLIERS

want to do business with

“healthy” companies.

PUBLIC

employment, job security,

doing business following

environmental requirements.

GOVERNMENT

to ensure accuracy for tax

purposes.

Financial  statements are used by various users for
different purposes.



A financial report that

systematically displays the state

of assets, liabilities and owner’s

equity at a certain point in time –

much like a snapshot. 

BALANCE
SHEET

An asset is a

resource with

economic value that

company owns or

controls with the

expectation that it

will provide a future

benefit. 

 

A liability is a

present obligation of

the company to

transfer an economic

resource as a result

of past events. An

obligation is a duty

or responsibility that

a company has no

practical ability to

avoid.

 

Equity is the residual

interest in the assets

of the company after

deducting all its

liabilities.

 



The table shows a breakdown of the items presented in
the balance sheet.

The balance sheet is  based on the accounting equation.  
This equation states that the company's assets are equal
to the sum of its equity and l iabil it ies.



PROFIT AND LOSS
ACCOUNT

A statement of financial performance that provides information
about income, expenses and profit or loss over a specific period.
These are the basic elements of this statement:

A simplified representation of profit and loss account is given in
the following table.

By analysing the financial statements, we can find a company's
financial position and profitability. Financial analysis is the topic
of the following chapter.

 



In order to ensure the financial
stability of the company, it is
necessary to plan future
financial conditions, and its
planning must begin with the
analysis of financial statements.
Various financial analysis
indicators can be used to project
the future financial position of
the company. We call this
activity financial planning. 

Setting company goals;
Choosing business and
financing strategies;
Forecasting of business
results;
Making plans for unexpected
situations.

Financial planning and financial
analysis help with:

4.FINANCIAL
ANALYSIS

Financial analysis involves the
use of data from various
financial statements and
transforms them into
information that is useful for
decision-making. 

Businesses should periodically
conduct a financial analysis to
get information about the use of
the company's limited
resources.



Figure 5. shows how financial analysis can be divided into three
basic types. Horizontal, vertical and ratio analysis.

Figure 5. Types of financial analysis/tools
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HORIZONTAL ANALYSIS

Horizontal analysis compares the
data of one period to another. This
analysis makes it possible to
compare data over a longer
period in order to determine
trends and dynamics of changes.
Based on observing these
changes, it is assessed how
successful and safe the operations
of the observed company are. 

Horizontal analysis can be used
with a profit and loss account or
a balance sheet.
Following table shows how
calculation for the horizontal
analysis can be done. A direct
comparison (change in the
amount) or percentage method
can be used. 

Source:  https:// infobiz.f ina.hr

https://infobiz.fina.hr/


VERTICAL ANALYSIS

Vertical analysis provides insight into the structure of financial
statements. By looking at the structure of the financial statements,
the percentage share of each item of the financial statement is
determined in relation to the corresponding sum. 

Source:  https:// infobiz.f ina.hr

https://infobiz.fina.hr/


Ratio analysis is the most important component of financial
analysis. 
Financial ratios or indicators are the tools used to assess the
financial condition and performance of the firm. 
This tool (index) relates two pieces of financial data by
dividing one quantity by the other.
The following figure gives a representation of just one of many
different classifications of types of financial ratios.

RATIO ANALYSIS

a - Coverage ratios also shed light on the significance of the
firms use of financial leverage (debt).
b - Receivable and inventory-based activity ratios also shed light
on the liquidity of these current assets.

Source: Van horne, J.C., Wachowicz, J.M. (2009). Fundamentals of Financial Management. Prentice Hall.
 



Ratios provide essential quantitative analysis, identifying positive
and negative financial trends which allow businesses to create
and implement financial plans and, if necessary, course-correct in
the short term. Trends are studied to evaluate where the business
is headed. 

the firm's own historical financial ratios to detect
improving and declining trends,

comparable ratios from other companies in the same
sector, 

or a comparison of current ratios to an earlier financial
plan.

 

Financial ratios are used to compare a company's results to
various performance benchmarks, such as:

 

 



Liquidity ratios are used to measure a firm’s ability to meet short-term
obligations. They compare short-term obligations with short-term (or
current) resources (assets) available to meet these obligations.

To assess the extent to which the firm is using borrowed money,
several different debt ratios can be used. 
Computing these ratios is useful as a rough measure in assessing the
financial risk of a firm.



Coverage ratios relate the financial charges of a firm to its ability to
service, or cover, them.
One of the most traditional of the coverage ratios is the interest
coverage ratio: 
Earnings before interest and taxes (EBIT) / Interest expense

This ratio serves as one measure of the firm’s ability to meet its
interest payments and thus avoid bankruptcy. In general, the higher
the ratio, the greater the likelihood that the company could cover its
interest payments without difficulty. It also provides some insight
into the company's ability to take on further debt.

Activity ratios, also known as efficiency or turnover ratios, measure
how effectively the firm is using its assets. Preferably, the value
turnover ratio should be as large as possible.



Profitability ratios provide data on how much profit the company
makes in relation to total income, and in relation to investment. 

These ratios indicate the firm’s overall effectiveness of operation.
Indicators are expressed as a percentage and it is desirable that they
are as high as possible. 

The value of indicators varies from industry to industry, so it is
important to make comparisons within the same industry.



The performance and general
success of a business depend on
a variety of variables,  including

the sector in which the business
operates,  the country's

economic situation,  managerial
abilities,  workforce,  etc.  

 
The size of the business is  one of

these elements,  and an SME
must do a comprehensive study

to find out all  the characteristics
of a business to better manage

resources and compete with
larger companies.

 
Financial  analysis can provide

information on the basis of
which it  is  possible to reflect

and judge the business for the
purpose of making decisions.

 

CONCLUSION
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exercitation ullamco laboris nisi  ut
aliquip ex ea commodo consequat.
Duis aute irure dolor in reprehenderit
in voluptate velit  esse cil lum dolore
eu fugiat nulla pariatur.  Excepteur
sint occaecat cupidatat non
proident,  sunt in culpa qui off icia
deserunt mollit  anim id est laborum.

Lorem ipsum dolor sit  amet,
consectetur adipiscing elit ,  sed do
eiusmod tempor incididunt ut labore
et dolore magna aliqua.  Ut enim ad
minim veniam, quis nostrud
exercitation ullamco laboris nisi  ut
aliquip ex ea commodo consequat.  
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They help readers jump

to topics of interest
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Lorem ipsum dolor sit  amet,
consectetur adipiscing elit ,

sed do eiusmod tempor
incididunt ut labore et dolore

magna aliqua.  Ut enim ad
minim veniam, quis nostrud
exercitation ullamco laboris

nisi  ut aliquip ex ea commodo
consequat.



LOREM IPSUM 
Lorem ipsum dolor sit amet, consectetur

adipiscing elit, sed do eiusmod tempor

incididunt ut labore et dolore magna aliqua.

Ut enim ad minim veniam, quis nostrud

exercitation ullamco laboris nisi ut aliquip ex

ea commodo consequat. 

Duis aute irure dolor in reprehenderit in

voluptate velit esse cillum dolore eu fugiat

nulla pariatur. 

Lorem ipsum dolor sit amet,

consectetur adipiscing elit,

sed do eiusmod tempor

incididunt ut labore et

dolore magna aliqua.


