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Abstract:

For a company's success in doing business (sudoef®e market), the
management capability is the most important facems, well as other
internal values and a series of environmental cbhowls, whether domestic
(national) or foreign (international)Enterprises from developed countries
with established social and economic systems, sangassing advantages
compared to the enterprises from underdevelopedtoes where there is
no modern system of market economycomparison to the situation in
developed countries. Bosnia and Herzegovina isafrtee countries at a
very low stage of development, where there are favlyor no laws, or if
there are, they are not well implemented (they aa valid or
functioning). It is the same with other rules aratms as well as with the
state (and situation) of financial market functiogi However, apart from
these and a number of other limitations, there hance for success, for
financing and development, for ensuring businesslfuand investing in
progress, which has been shown and proved by aifpgractical
example, by investing in enterprises SM and PE.

Key words: financial market, long-term sources of finance, equity and
debt securities



1. INTRODUCTION

Financial market is important for economic develepin because it
includes economic entities that acquire financésleds for financing their business
activities. Therefore, it is also an integral paftthe entire financial system
wherein commercial banks and the banking systene lla@ir own position and
role. Financial market is a part of the financigdtem comprised of “a number of
institutions, markets, individuals, regulations aechniques which are bought and
sold with securities, and its main function is tliansmission of assets from
surplus to scarce savings sector, that is, ensassgts for financing investments
in capital goods and short-term assets (Vi€lu2004. p. 63.) Financial market
(german: finazmarket) can be defined in varioussnayd from many standpoints.
For some, it represents “places, people, instruspeethniques and flows which
enable the trade of cash surplus and deficits, ihatash, capital and foreign
exchange; for others it is a space wherein supptlydemand of financial assets
meet, whereas for someone else it is a conglomefateecial kinds of businesses
and institutions which appear in the area of supphgd demand” (Raiffeisen
Consulting d.o.0. 2013.). Financial markets arerttakets for trading financial
instruments, documents which incorporate the hidderparty having or owning
the documents) income or assets claims from thesissionfinancial companies,
financial institutions, households or the governtnamd they present a liability
for the issuer” (Vidgi¢, 2004. p. 67.). In practice, there are many mark&bck
market, bond market, government securities marketlit market, options and
futures markets, markets of claims from credit saftbm leasing deals, markets
of export claims, cash market, capital market, prymand secondary markets,
stock market, OTC market etc. (Raiffeisen Consgliiho.o. 2013.). A financial
market is where the demand and supply of finaragakts meet. Entities that have
surplus financial assets (and are willing to seljke them available, by a means
of loans or shares, to entities which need therd @e willing to buy) in order to
do business. Financial market is important forneenic development because it
includes economic entities that gain financial ts$er financing their business
activities and therefore, it is also an integrattpz the entire financial system
wherein commercial banks and the banking systene tla@ir own position and
role. This provides extra possibilities for econondntities to use debt-based
financial assets besides banking ones, as welkiag @ number of possibilities,
advantages and benefits of such a way of finandiegjdes those provided by
banks and other financial institutions. In this wdiancial markets have a
significant function in the development of econondntities and the entire
economy, as well as in increasing economic aatisitind gross domestic product.

A financial market is where the demand and suppl§imancial assets
meet. Entities that have surplus financial asseid ére willing to sell) make them
available, by a means of loans or shares, to estitthich need them (and are
willing to buy) in order to do business. Financialarket is important for
economic development because it includes econontiies that gain financial
assets for financing their business activities nedefore, it is also an integral part
of the entire financial system wherein commerciahls and the banking system
have their own position and role. This providesa@xiossibilities for economic
entities to use debt-based financial assets bebaldsng ones, as well as using a
number of possibilities, advantages and benefitswath a way of financing,
besides those provided by banks and other finanosltutions. In this way,
financial markets have a significant function ire tdevelopment of economic
entities and the entire economy, as well as ineiasing economic activities and
gross domestic product. In the narrow sense, “firnmarkets are organized
places wherein financial assets and financial umsénts are traded, and in the



broader sense, financial markets exist wherevantial transactions occur” (BiH
fondovi 2013.).

Entities thatown surplus financial assesave those assets and put them
available for those who need them, or they invasirt in financial institutions and
securities (instruments) in accordance with theisibess decisions, estimations
and expectations, as well as income they planro &ad other goals. Entities that
have insufficient financial assetgbut they need them) get indebted by financial
institutions, banks and others, or they sell finahimstruments they have at their
disposal to acquire assets they need in order tertetke current business
activities, or to invest according to estimateso$t-effectiveness and results of
acquiring necessary assets. In this way financiarkets have become a
significant source for acquiring financial assetstfusiness activities funding, and
in some cases they have become more important tiaditional banking
intermediation, borrowing and lending the money.

Based ortrade items, financial markets include: capital market, prignar
and secondary market, money market, foreign exchamgrket, derivatives
market, and according to organization levels markean be: organized
(exchange) and unorganized, over-the-counter (PB¥ata Osiguranje obvezni
mirovinski fond, 2013.). On the basis of the maguperiod financial markets
include money market and capital markeapital market is a part of financial
market where long-term securities are traded withmaturity of more than one
year, and the securities traded are equity instntsngshares) or debt instruments
(bonds). Money and short-term securities (withriregurity of less than one year)
are traded onthe money market and the transactions are done between
commercial banks. Economic entities acquire finalnassets in this way which
are needed for their liquidity maintenance, ordettling short-term requirements
to provide funding for current business activities.

2. CAPITAL MARKET AS A PART OF FINANCIAL
MARKET

The main task of financial markets, especially tdpimarkets, is
providing necessary capital for companies withldwest possible cost§Orsag,
2002. p. 129) Financial instruments or securitiesteaded on the capital market,
SO one may say that capital goods, financial imsémis and securities are all
synonyms. There is a primary and a secondary alapitirket. Theprimary
market includes the first appearance (issuance, flotatioourrence or coming
into existence) of stocks, bonds and other seearitiith the maturity of more than
a year. Entities that issue them raise capitahat way, they gain money they
need for undertaking business activities, for sgfthote payables and in most
cases, for investment requirements. Issuers, entitiat do initial public offering
(IPO), perform it legally and use specialist expegervices for the activities
which are usually in banks or other institutionsldey professionally with those
activities, and banks are often main buyers of sezturities or their distributors,
if they are able to find buyers and sell the se@gito them.

Further trading in those securities occurs ingeeondary market,they
are sold once or more times (resold) and they oménge their proprietor. Floated
stocks are usually traded for money, but therepsssibility of exchanging them
for non-monetary assets and services (Gulin, 2@D257). Security holders need
money before the maturity expiration of the setdemof available securities
(bonds), or they want to sell their share in a canyp(stocks) which they do if
they are able to find an adequate buyer willing piarchase under certain
conditions (price and other). The fact that an steein a security can earn money



and use it even before its (a bond's) maturity #ad it is possible to use the
money invested in stocks whenever it is suitableabées the assurance of
investment in securities, increases assets molitity supports liquidity, which is
very important from the point of view of the devefoent of a company or
economy, which creates such possibilities and ntarRénat is why capital market
is important and significant for overall economavdlopment. It does not exclude
the need for banks and banking institutions, bateases the efficiency of entire
financial and economic markets. The secondary mdrke a greater significance
than the primary, so in some cases the capital @hagk a synonym for the
secondary market. The primary market is relatethéosecurities issuer, whereas
secondary market is associated with ownership, w#hth entities that bought
securities and have them at their disposal.

3. LONG-TERM SOURCES OF FINANCE

On the basis of the characteristics of securittesledd on the capital
market, we distinguish equities and debt securisesurities that are related to
ownership or debt. In a conceptual sense, stooksnarstly defined as equity
(principal) securities which demonstrate the stafréheir holders in the capital
(principal or net assets) of corporations (Gernkrgue, 2004, p. 502. Equities
refer to ownership, that is, to co-ownership incanpany. Typical examples of
such securities are stocks, and they are relatedrtain ownership rights. Owners
of stocks are people holding them, having themhair tdisposal, owning them,
without any indication of the issuer (on the se@mydnarket). They can buy and
sell stocks like any other market participant, hgvno advantages or preferential
treatment. When issuers float stocks, they self tthare in a company for money
equivalent, as well as participation in allotmehy (dividend), but they do not
commit to pay back the invested money to anyone, they guarantee that
investing in securities will pay off. Debt secyr{bond) issuers gather necessary
financial assets and commit to the buyer to paytlweientire value of the security
plus interest on a determined maturity date, whiekans that this is a debt
relation that differs greatly from ownership retets.

3.1. Equities

A stock is equity, a written document or an elecit record that gives its
owners certain ownership rights, and its buyer breoa co-owner of a company,
that is, a corporation. A share in a company igpprtonate to the traded stocks in
relation to the total amount of stocks of the compady issuing stocks companies
acquire financial assets from stock buyers, investor financiers. Companies
need them for financing current business activiied development, and this is
always done when a company estimates that it his better way of acquiring
assets than, for example, borrowing from a banttloer creditors. From this point
of view, stocks are long-term instruments of finagca company; they do not
have a maturity date and are free sources of fm&ecause the capital raised in
this way “costs the company nothing”. By sellingcks a company sells its
ownership share and stock buyers become owners-owners of the company
whose stocks they bought. The total number of st@ckindividual has available,
in relation to the total number of stocks of a camy determines the place,
position and the role of the buyer, the co-ownethef company, the co-owner in
the company’s management. Investment in a compamgsets provides
conditions for making greater profit in future aaoting periods, which increases
stocks’ value, and dividend payout increases sima#stors’ interest in buying
stocks, which also affects the stocks’ price rid®at is why in decision-making on
distribution of profit it is always important tonfi an optimum relation between
the profit which will be reinvested in the compaauwyd the profit which will be
distributed by a means of dividends, from a lond ghort-term point of viewttfe



decision is made by the company's management, tefldezs with the majority of the
votes, on the basis of ownership or authorityhéf other shareholders have authorized them
to vote in their namje Traditionally, we distinguish two typical types stocks,
common or ordinary and preferred or preferencekst¢Megis, Megis, 2008., p.
558).

Common stocks are the basic (“real”) equity securities and tloffer
from preferred stocks which give their owners a preferential fiasi Preferred
stocks are issued (floated) for acquiring finaneissets mostly when companies
do not want to change ownership structure. The osvoé preferred stocks are
given certain advantages, but they are limited amagement (in some cases they
have no rights in decision-making) and there anefepreferred than the common
stocks. Common stocks are basic instruments ofocate financing (Orsag,
2011., p. 631). Stocks, like any other securit@® tradable securities which
means that at any given moment they can be cashetige owners and reach
adequate price which depends on supply, demanatiwed trade conditions, and
this happens on the capital market, stock markats @her organized public
markets. When the demand for stocks of a compagyeiat, this reflects on their
price which consequently increases, and in thescad®n demand is lower than
supply, stocks go down. The expected companiesinbss in the future is
important here because stock supply and demandJliivdepend on that, stock
demand will increase if there is a belief that anpany will successfully do
business in future periods and vice versa. Sineeetlis always an uncertainty
when it comes to successful business (there is bamlate guarantee for a
successful business), this fact affects supplydsmand flow, depending on the
level of uncertainty and the estimation of expedetivities of shareholders and
future investors.

3.2. Debt securities

Bonds are long-term debt securities, financiakrimeents used by a
buyer (on the primary market) to lend an amounnohey (stated in the bond) to
an issuer, and the issuer commits to pay interedtthe principal (within the
maturity date) annually to the security holder (ewn This is a loan relation
between the issuer and the buyer of the secunitg, itdiffers from traditional
loan because a debt financial instrument can bghtoar sold on the secondary
market, so a bond can be considered a tradablé.cebond par value is the
price stated in it, that is, the amount of moneyclthhe issuer committed to pay
to the bond buyer (at the maturity date), and therést rate of the bond is called
the coupon or nominal interest rate. Once determined, a coupon interest rate is
valid throughout the whole defined period in thethoand there are bonds whose
interest rate is not fixed within its duration meti(bonds with variable rate of
interest) and bonds that pay no ,traditional“ingtréure discount bonds); it is
originally sold for less than its face value, ahé tepayment of the principal is
called maturity of a bond. Bond repayment can hglsj when the entire principal
(the bond value) is paid at once on the maturitie,dar at determined intervals,
semi-annual or annual (repayment at certain dyngdm&nd the usual interest
payment is at semi-annual and annual intervatighé bond issuing date, and it is
determined according to general market conditionbkiaterest rate movement).

Bond price is stated in the percentage of face amount obthel, and
indirectly as cost price in a money unit. If a bendalue is 1000 money units, its
price of a 100 implies that a buyer must pay a 1@%e face value of the bond,
that is, 1000. The price of 95 implies that 95%the face value or 950 money
units are paid, and the price of 105 means tha¥il06b6the face value of the bond
or 1050 money units are paid. When the bonds adetunder 100% of the price
(below the face value), they are traded atiscount, and if they are traded at
prices higher than 100%, they are traded pteanium. Trading at a discount is



when bond prices are lower than a 100% of its faakie, and trading at a
premium is when bond prices are higher than a 16D face value. Bond price
depends on the demand and supply of such secuyrities the movements of
demand and supply depend on the trust in issukes; tating and mostly on
current market interest rate, so bond prices alatec to the risk of variable
interest rate. There is a great probability thatdprices on the capital market will
go down if market interest rate rises and vice ajetisat bond value will increase
if interest rates drop, and such situations andiegecies have already become
almost common in practice. As any other investosacurities, bond investors
also consider the efficiency of their investmentsl @zompare them to expected
benefits, incomes or profits, as the usual waystafing benefits from bonds
investment.

Coupon or nominal return of a bond is an interest determined in
advance wherein the issuer commits to repay therbtiyis amount is determined
at the issuing of the bond and is fixed until itataonity date (for a bond with the
value of 5000 money units and 10% interest its awri#t get 1000 money units
annually, nominal or coupon yield). By buying bon(isvesting in them) one
expects a profit (or benefit) on the basis of faakie (nominal interest rate) and
on the basis of the price of the tradable bond, tmad ratio is current yield.
Current yield implies the market value of a bond and the amotiitterest from
the bond, and it shows the interest rate of thedkaomd of the return on invested
assets in bond purchase.

Annual interest repayment
Current yield =

Bond market value

Taking into account the fixed nominal intereserantil maturity date of
a bond, as well as credits with variable interats which affect the variability of
interest rates of new bonds, new bonds are issithdhwgher or lower nominal
interest than the nominal interest of existing bonds. Siboad prices on the
capital market are equal for old and new bonds dbowith different nominal
interest rate), the old bonds' prices are correatetibalanced with market interest
rates. The ratio between current yield and nomintdrest rate is different in
situations when bonds are traded at a discountesnipm, that is, if bond prices
are lower or higher than the nominal ones. Currgald is higher than the
nominal interest rate (nominal yield) if bonds &r@ded at a discount, and it is
lower than the nominal interest rate if bonds aaded at a premium. If the bond
market price equals its nhominal amount, currenldyige equal to nominal interest
rate.

Bonds are distinguished according to a number of deria. They can
be entitled to its owner or issuer, there are blltends or bonds repaid annually,
bonds with fixed and variable interest, pure distdwonds, bonds with insurance
(deposit, mortgage and similar) or without insuefloan stock and similar), and
there is a great importance in the difference betweorporate and public bonds
on the basis of their issuers, that is, whethey #re issued (floated) by companies
or the public sector (government bonds). Corpdoatels are issued by companies
when they need financial assets and when thosésassenot be acquired from
other sources, or when they estimate that thishés most efficient way of
acquiring debt-based assets, when using banking aithdr assets is more
expensive and when they do not want to disturkbésteed ownership relations by
issuing other securities (stocks).

From the point of view of issuers' companies, tdeaatages of raising
capital by issuing bonds can be in the cost pridheraised capital, in relation to



other possibilities (interest rates are mostly Iothan in bank loans), in the fact
that bond buyers do not intervene in a companysinkas or decision-making, the
intermediary role of banks is avoided in acquiriagsets, the procedure of
acquiring assets (in relation to negotiations wit#inks and other financiers and
activities within loan insurance) is made simphband besides this, great amounts
of assets can be acquired by bonds from a greabeuwof investors, financiers
(bond buyers) without any special negotiations,ikenlin the cases of other
financial sources (banks and others). Different&inf bonds are traded on active
markets

Different kinds of bonds are traded on active mek¥idwic, 2004., pp
174-176:mortgage bonds, loan stocks, convertible bondgniecbonds, indexed bond,
floating rate bonds, Eurobonds, zero coupon bobdsds sold at par, junk bonds and
others).The public sector bonds or government bonds aseriies or long-term
financial instruments which are issued by localefoment and self-governments
(municipal bonds) and most frequently by a coustmyinistry of finance, but they
can be issued by different government agenciedamik and that is why they are
called government bonds. In most countries goventsng@rovide insufficient
assets by issuing bonds. They need the asset®émcing their requirements, for
paying debts and budget deficits or for financingme other requirements
(financing a war and after war renovation, the egugnces of natural disasters
etc.).Governments get into debt to settle previouslyndkans. In such circumstances the
goal of debt is not the reduction of the total anmtoaf debt but to non-financing previous
credits and the maintenance of debt in (acceptabtk desired) relations towards gross
domestic product. When a problem cannot be solved in a better aeraoceptable
way, when a government cannot balance its inconteexpenses by increasing
taxes or by reducing public sector expenditure, sandlar.

Governments go into debt because they have towaed they do, they
try to do it in the best possible and most effitieay. When it suits them, they go
into debt on the basis of traditional credits oe tfomestic and international
capital markets or they accept other available iptisies. Considering the long-
term feature of government debts, reasons for goitogdebt and the credibility of
a debtor government, it seems there is no betiempler or easier way of
indebtedness than issuing bonds. This is the baaion for the creation of bond
markets in many countries of the world, and thisrkea has stimulated the
development of the entire capital and financial kets in those countries.

3.3. Loans

Credit financing is done by banks and other fima@niostitutions which
under certain conditions lend money (grant loaag)drrowers. Loans are granted
on the basis of loan contracts, and the borrowennsits to repay the entire
borrowed amount along with determined interesta(@sice for borrowed capital)
according to certain dynamics and agreed-upon nuwibi@stalments. Loans are
granted for longer or shorter periods so theresamgt-term and long-term loans.
Banks also require a certain security and bad idsbtance in order to collect the
agreed amount in case companies cannot repay tite Slkeort-term loans are
mainly related to solving problems of current ratfor paying and settling
obligations in current business activities, andyléerm loans are mainly related to
investment activities, expanding business actwitie introducing new products,
technologies or technological proceedings.

3.4. Other sources of long-term finance

Various instruments for financing long-term reganents of companies
occur on developed capital and financial marketgshsas preferred stocks,
warrants and convertible stocks. Preferred stooksquities, but they differ from



ordinary stocks because they do not affect ownprstiien issued, nor they
disturb established ownership structure. Ownetbede stocks have the right to a
fixed dividend (previously agreed-upon) and a ctiodal right to manage which
means that these owners mostly do not participatehé management of a
company, but they are given priority at dividend/qa. They are the first to get
dividends paid, followed by owners of ordinary &®df there is any money left.
For shareholders, a preferred stock has a debactesistic, and creditors consider
it a “pillow” of their own capita (Viddi¢, 2004., p. 187)I. Preferred stocks can be
cumulative, participating and convertible.

Cumulative preferred stocks give rights to payout of unpaiddeénds
within a certain period (usually in three yearsy ahe possibility of swapping
unpaid dividends with ordinary stocks, which aleduces the risk of investing in
those securitiesParticipating preferred stocks offer holders the opportunity to
receive extra dividends (a balance between ordiaadyfixed preferred stock) in
an unexpected profit of a compar@§onvertible preferred stocks offer holders to
swap them with ordinary stocks, and they do ithi¢ fprice of ordinary stocks
increases on the market and if they estimate kigig a more profitable way.

Warrants are issued by companies, warrants being long-tastion of
purchasing a certain number of ordinary stocks @tarmined price (specified or
strike price) during a determined peridptions are contracts that give owners
the right to buy or sell assets (stocks) at a presty agreed-upon price within a
certain period, and they are issued by investdns.plit option give the option to
buy ordinary stocks at certain price (a strike @xiavithin a predetermined period,
by a predetermined date or on a determined datecahoption offers right to
sell ordinary stocks at an agreed-upon price (fgezdened or strike price) on a
predetermined date EQropean option) or within a predetermined period
(American option). The right to sell and buy does not imply an gétion, and the
option owner will decide on the best suitable whlge owner will act to gain the
greatest possible profit.

Convertible securities can be stocks or bonds, and they dieddike
this because they can be transferred into ordistmgks, they are issued (floated)
with an option of transforming into ordinary stocKsthis is suitable to their
owners. These securities also have elements of awdtequity securities. By
issuing or floating convertible securities, coni@nsfrom one security to another
is determined, as well as the price and other feamsg preconditions, maturity,
coupon interest rate, call preconditions and others

4. AN EXAMPLE IN PRACTICE, THE ,PE"
COMPANY

4.1. The beginnings

In the late eighties and the beginning of ninetiethe last century, social
and political changes were very intensive in thisaatoo, which caused the
closing of all companies that were state-ownedgpit¢hose which conducted
public activities, the post office, electrical amulblic utilities, and as a
consequence many people were left jobless. It wafoos that the old planned,
autonomous system would not exist anymore and it of the state-owned
companies would become private, which meant that fited people had to
manage on their own to cover their expenses anddedor their families.

A group of four friends and colleagues decidedttotsa business and
founded a company for trading plate, profiles atiteo materials from domestic
and foreign markets (imported) intended for mantufic and personal usage.



They used a family house with a yard as a busispase and had no need to
invest in new objects, very many assets were iedest small inventory (phone,
fax and others), and the biggest problem was emgumoney for materials
(goods) supply which they intended to trade: plapesfiles and other materials.
They made a deal to invest 10,000 DEM (German maxta 5,000 Euros) each
and to discus new investments and deposits aftdeyadepending on the
development of the business. They could not getk Haans because banks
(governmental) were run by directors appointed Hgy new government (chosen
by the first democratic elections), and those bagrksited available assets with
approval of those who appointed them and there neapossibility to get loans
without having good political connections. The gesa demand and profit could
be made by selling aluminium and other importedile® (from Italy and others)
and advance payments were required and great gualdicounts were given
(price would have been at discount if greater artohgoods had been ordered),
which increased the need for working assets inrotdeuse favourable market
offers. The only possibility in such circumstanceas borrowing from family
members, relatives and friends, and pre-war s@nalid not serve these forms of
indebtedness, especially for younger people (lie founders of the company)
who were expected to be mobilized any day.

The after-war period (,a time of neither war oape") lasted for a long
time and it was not a good grounds for businessiltsgsbut business was
spreading and one could say that they advanced, well the problem of
insufficiency of working assets was not being sdlumtil privatization of banks
occurred. In non-privatized (former social, thewgmment) banks there were not
sufficient assets for those who run the banks yenttial politicians and their
supporters), and it was probably understood thathed assets would not have
to be repaid, that they would be discharged orethreyuld be some other form of
freeing from liabilities. With the occurrence ofiyate banks (at the end of the
nineties of the last century) there was a possgjlfidir companies to get loans, and
it was a silver lining in solving problems of dedntd insolvency the owners of
companies had. For the first time, companies werdebt, and not individuals,
and no matter the high interest being a burderusiniess, one could successfully
do business, go into debt, order larger amount atierrals, serve bigger buyers
and expand the market. Private banks made it gesfib this company to do
business with foreign partners by approving lettérsredit to acquire goods from
abroad. This was impossible with some other banl&iH because of their status
of undefined ownership or rating problems in ingional banking circles.
Foreign banks, whose clients were business parfrears,SM“company, did not
accept guarantees or letters of credit from Hereatka Bank (they considered it
a political establishment), Dubrati@ Bank and Glumina Bank which were in
financial problems and at the beginnings of solyepooceedings, and all this
resulted in big problems in business of the compahgn it came to paying and
approving letters of credits to foreign partners.

Their successful business resulted in a very goodanket position as

well as a great domestic market status and in thation of a reputation of a
good, reliable and desirable business partner. ddrisequently led to spreading
of business not only based on material types lsat sppreading to other markets in
neighbouring countries, especially among foreigrreas they did business with.
Moreover, modern business spaces were built anébgegh with more than a
million KM, and conditions for contemporary busisesere established, and so
many found their interest in this: employees (abbbitpermanent employees),
business partners, buyers, suppliers and closevaleat social community.



4.2. Mutual investments with a foreign partner

A long successful cooperation (more than 15 yebesyveen “SM” and
their foreign business partners “GP” resulted ie ttonstruction of a modern
factory of aluminium profiles “PE” in SB, in whichforeign partner, as a majority
owner (80%), invested millions of Euros. One of tkasons the foreign partner
chose this location was the nearness of the alumirfactory in Mostar (EAL)
which delivers aluminium logs, a material for threghuction of profiles.

The construction of the factory was completed withi deadline, and
after the probation period, the factory engaged full capacity operation in three
shifts and employs 90 people. The capacity of #uofy is 8,000 tons of profiles.
It sells approximately 10% of profiles on the dotiesnarket, and 90% is
exported to the EU countries, which is the besl@nvte of their products’ quality.
A share of “SM” company in the “PE” company is 20%nd the money for
investment of about a million Euros is ensured fritnea company’s assets, from
profile buyers and (to a smaller degree) from bkldns. In discussions about
mutual investment, the foreign partner insisteléa majority owner, and owners
of “SM” decided that they would participate in th@nt company with 20%
ownership; however, they could have owned 49%. foineign partner did not
want to include other entities in the “PE” ownegshior did they set any
requirements to “SM” when it came to acquiring &s$er the joint company.

The owners of “SM” did not want to sell their shan the joint company
nor change ownership structure, but other compaaieksbig buyers offered to
buy their shares that is, they could have sold some of their skard partly
ensure money for investment in the joint comparnyeyrl estimated it was more
useful for the company to be indebted by a ban#t,ibespecially suited them that
a significant amount of money was lent to themHmirtbusiness partners and big
buyers, agreeing that their investment in the facteas returned through profiles
produced by the factory. In this way, “SM” acquirdree assets"for financing
their share in the joint company with the foreigartper, they did not sell nor
reduced their co-ownership, and they ensured thieg®f a part of profit that
would be made in the new factory. The profile bgygrund an interest in the
secure supply of aluminium profiles, they lent #alslie money with interest to
their business partner, and the debt with intenesild be settled by delivering
adequate amount of profiles at valid market prmeshe delivery date.

5. CONCLUSION

In the beginning the “SM” company had to use dedged financial
assets because there were no other possibiliiedsthare were periods when there
were no options whatsoever, so they had to bormm frelatives and friends.
Also, one could not sell stocks nor shares on garized market because there
was none, but they could have sold shares if theeosvhad decided to do so no
matter they were not a corporation or that they hadjuoted stock on the BiH
stock markets (in Sarajevo and Banja Luka). Thepaomyg could not issue bonds,
debt securities, because there was no market fem,thand there were no
assumptions (legal or others) that corporate bondfdl be issued, but this was no
obstacle for the company to acquire debt-basedhdiahassets and to solve their
problems with borrowed money from profile buyerémiar to borrowing by
issuing bonds). The important thing is that theream entrepreneurial spirit and
business commitment, that market possibilitiesragdistically estimated as well
as possibilities of successful business, that tleee financing sources whose
number is growing which results in greater oppdties for businessmen to find
the best possible way of financing their busined#en businessmen are
successful, all is good for them, their employédlks,government and the society
whose economy is developed and unemployment isMidmout social problems.
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