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Abstract: The aim of this article was to define, quantify ammnpare significant
factors of the debt financing in the segment of SMHhe research focused on the
significant differences between groups of entrepues, defined in relation to
gender, education, size and age of the companycasaied out in the Czech Re-
public in 2015 on a sample of 1,141 respondents.fdMad that while the im-
portance of the credit risk increased during thésist the level of knowledge of
conditions under which commercial banks providenbés relatively low between
entrepreneurs. Entrepreneurs presume that the tremhditions in commercial
banks are not transparent, but agree that the bdttewledge of credit criteria
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allows for easier access to funding. Substantitiedénces in the assessment of the
factors of credit risk by defined groups of entepeurs were identified.

Introduction

Small and medium enterprises (SMEs) and entreprenate currently
worldwide recognized to be a key source of dynamismovation and
flexibility in advanced industrialized countries well as in emerging and
developing economies. They are the most responfsibleet job creation in
many countries and make important contributionignovation, productivi-
ty and economic growth. If the SME sector doeshanie access to external
funds for investment, the capacity to raise investimper worker, and
thereby improve productivity and wages, is seripushpaired (OECD,
2006; Shuying & Mei, 2014; Smékaloeéal., 2014).

In this context, International Finance Corporat{@613) states that job
creation and economic growth through private sedmrelopment have
become primary areas of focus for policy makersiadothe world in the
aftermath of the global financial crisis. Recentdence points to the im-
portance of SMEs in providing employment acrosses. In addition to
employing the largest number of people in aggregahEs generate the
most new jobs. But SMEs also face many challengefay-to-day opera-
tions, and these challenges significantly thredtesir growth. Access to
finance is often cited as one of the primary obietathat affect SMEs dis-
proportionately, while the lack of data makes ityvdifficult to determine
the exact size of the financing gap.

SMEs can’t avoid the general existence of the fir@mnrisk that has
a certain influence on their production and manaaggrnin order to survive
in the challenging market competition and put fadveffective prevention
and control measures, and thus lower the posgiloifibccurrence of risks
to ensure their development, the SMEs need to Adutt understanding of
the characteristics and the causes of financiklimigelation to their enter-
prises.

The impact of the financial crisis on the concersegment of SMEs is
currently widely discussed. During the period ofaficial crisis the credit
spread between large and small companies intemsitie to the higher risk
perception of the most of the SMEs, which result¢hie denial for credit.
The increased borrowing costs for SMEs increaseptbbability of their
default and hence, make them more vulnerable infittencial distress
periods (Ardic, 2012; Casey & O.Toole, 2014; Kun#liftrecgovac, 2011,
Ozturk & Mrkaic, 2014). Increasing bank funding tsoare associated with



Approaches of Czech Entrepreneurs to Debt Financing345

higher interest rates for the SMEs, but not for ldrge firms (Ozturk &
Mrkaic, 2014).

The influence of such factors as the size and affgeccompany seems
to influence their access to the credit financiigw and early-stage SMEs
are facing more intensive problems with the bankrtcing than their more
established counterparts (Noghal, 2010).

In this article, we examine the important factof<i@dit financing of
the companies in the segment of SMEs. We have éocus the im-
portance of credit risk during the crisis, the fianity of entrepreneurs
with the conditions under which banks provide lotmsSMEs, the trans-
parency of these conditions and the influence @& Hbetter financial
knowledge of credit criteria on obtaining bettetenest rates. Our aim was
to find out whether the significant differencestlire attitudes of these en-
terprises depending on the gender or educationeaf dwners, the size and
age of the company exist.

Theoretical Background

According to Fetisovovét al. (2012), financial risks are related to the fi-
nancial markets development and to the use ofeifiighncial instruments.
They have a complex nature and can be classifieal time following
groups: funding risk, credit risk, liquidity riskhe risk of interest rate
changes, currency risk, inflation risk and courgeypdefault risk.

Financial risk exists in all aspects of enterpfisancial management,
including the raising, use and distribution of ¢abiThe characteristics of
financial risk are objectivity, uncertainty, compensiveness, and duality.
A correct understanding of financial risk and impéntation of operable
warning methods of financial risk management isadgjreat significance
(Shuying & Mei, 2014).

According to Bain & Company, Inc. and the IIF (2Q18redit tighten-
ing that followed the crisis has affected some SMiese than others. Sig-
nificant number of SMEs in the middle range of dretsk is currently
unable to access financing. These companies ingladeger firms, start-
ups and viable older companies with the elevatatstill manageable debt
level (Bain & Company..., 2013). The access to firgaiscone major chal-
lenge for SMEs, which affects them disproportiohat@ore than large
firms (International Finance Corporation, 2013)peaasally in the condi-
tions of the financial distress, when SMEs are rofteenied for credit
(Kundin & Erecgovac, 2011).
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While small and medium-sized enterprises have ttwin characteris-
tics that differ them from larger companies, theaficial gap seems to be
the most significant one (Fetisovoe al, 2012). Many commentators
confirm the existence of the financing or finanaabp for SMEs. There is
no commonly agreed definition of this gap, so tkien is basically used to
define that a sizeable share of economically siggmit SMES cannot obtain
financing from banks, capital markets or other $igpp of finance. Fur-
thermore, it is often alleged that i) many entreprgs or SMEs that do not
currently have access to funds would have the dlitgatb use those funds
productively if they were available; ii) but due gtructural characteristics,
the formal financial system does not provide firarto such entities
(OECD, 2006).

IFC Jobs Study (International Finance Corporati®dl3) concludes
that to close the financing gap and to reduce itten€ing constraints, the
governments, development finance institutions,faia intermediaries and
other private sector actors should all intervenegatory reforms, better
financial infrastructure, higher competition in theancial sector, and sup-
port measures for financial intermediaries as waslfor unserved and un-
derserved groups are among the measures that gaovinaccess to fi-
nance, and in turn help job creation. For exammiegrams aimed at low-
ering costs of financial services for underservad anserved SMEs can
encourage job creation. Financing SMEs by targetinderserved groups
such as women, youth, or poor can provide help evtiés needed the most
(International Finance Corporation, 2013).

In this context UEAPME?2004) states that recent and on-going devel-
opments in the banking sector adds to the conadr@MEs and will fur-
ther endanger their access to finance, and thathhages will result in
a higher sensitivity for risks and profits in theancial sector. Higher risk
awareness in the credit sector, a stronger focysrafitability and the on-
going restructuralization in the financial secttiaoge the framework for
SME finance and influence the accessibility of SM&é$inance. The most
important change is the introduction of the newingatsystems and
instruments for credit scoring, which will result the loss of the personal
relationship between SMEs and decision-makersdal lbank branches, so
the credit application process will become moranfrand anonymous.
Business start-ups and SMEs with the intentionnterenew markets may
especially suffer from shortages regarding fingftleAPME, 2004).

SMEs can significantly profit from the state intemtion in the form of
the government guarantees in comparison with trgetafirms, because
according to Ozturk, and Mrkaic (2014), governngumrantee of the fund-
ing is positively associated with increased finatcall firms, but it doesn’t
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have any significant impact on large firms, so thisn is suitable to selec-
tively support of SMEs.

Banks represent the main source of access to fimgrfor SMEs in
most countries; however, the general charactesigiic SMEs have also
tended to discourage banks from investing in sffiris, and thus, they
prefer instead to lend to larger firms, resultingqaiworsening of the condi-
tions under which SMEs have to obtain their muckdee financing (Chi-
ouet al, 2012).

One of the major constraints in financing the SMifesn the commer-
cial banks, and thus one of the reasons for thensidn of the financial
gap, is the attitude of the entrepreneurs andrtfernation gap (Feakins,
2004). Commercial banks often think that SME own@osnot provide
enough information about their firms willingly, ariierefore the infor-
mation gap is a significant problem when providiogns for those firms
(Ramlee & Berma, 2013). Their paper finds that latknanagement skills,
lack of market power, high information gap and vémnyited knowledge
about management of the business of the SMEs' @naied management
is mainly responsible for the lack of access ddiffice for SMESs.

To reduce the information and financial gap angegbmore funds from
the banks, SME owners have to be more professionaianaging their
businesses, observe current market conditions,apeefor any negative
future outcomes that can create a problem for fireis, and need to pro-
vide the banks with complete data which can hep dfedit officers to
evaluate the loan proposals more efficiently (Ran&eBerma, 2013). Ac-
cording to Nkundabanyangat al (2014), there is a significant positive
relationship between favourable commercial bamglihg terms, financial
knowledge of the SME owner and credit availabilaySMEs. Information
gap between SMEs and banks can be reduced thraighlishing good
relationships with the banks, when the owner ofSME provides all nec-
essary information to the bank managers. It in@gdise trust of the bank
managers and that can help to access funds frorathie (Deakin®t al,
2010).

Information about SME creditworthiness and potémsigoo costly and
difficult to obtain. Access to accurate, transpaiaformation has become
even more critical since the advent of the financiesis; banks and other
lenders in order to have confidence in the heditBMEs can't any more
rely on the traditional methods of collecting infation about SMEs which
no longer work effectively, and have to develop neshnigues to make
right credit decisions (Bain & Company..., 2013). Bartended to assess
creditworthiness by collecting numerous detailsuataach firm before the
crisis, including the data about the ownershipetsheld both within the
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SME and those outside it that are available asatohll or repayment
sources, management, products and the developrhghe sector of the
industry the company belongs to. Today banks ademusignificant cost
reduction pressure, so they are forced to redueadmber of branches and
frontline staff who can build personal relationghipith customers. Many
banks centralized the decision making process aheugranting of credits.
Valuable information about past relationships WBtWEs may simply dis-
appear during the bank consolidation processesll Smsiness owners,
who are looking for new bank relationship, are alole to pass this infor-
mation to a new bank and must start from scratdjutial a new credit rela-
tionship. According to the report of Bain & Compaf#013), public offi-
cials in the six countries realized during theisribat the lack of central-
ized credit data about individual borrowers was ohthe reasons of over-
lending and overborrowing, since banks had an ipdeta picture of the
total indebtedness of a single borrower.

Higher-quality, lower-cost information is a key tmlocking more
sources of finance for SMEs. The availability ahd tost of information
loom large in SME lending. Several interviewers omented that the high
fixed costs of assessing creditworthiness makdatlenging for banks to
provide relatively small, short term loans, becahseloan margin may not
be sufficient to cover the fixed up-front costsdonduct due diligence.
Similarly, alternative providers of funding in tle& countries confirmed
that the development of new financing sources haesnbhampered by
a lack of transparent, low-cost information to assime credit risk of indi-
vidual loans or portfolios of loans, or to make igginvestments in SMEs.
The status of information transparency signifioantries across the coun-
tries. Interviewers noted that several departmetitsn their central banks,
as well as by tax and other official authorities;dl or regional chambers
of commerce and private sector players, includimglit insurance compa-
nies, collect a lot of financial information. Initp of that large gap re-
mains, the available information is not often cotrer linked across the
various sources. This type of information is naoalimely disseminated.
Interviewers identified barriers related to collent storage, distribution
and analysis of this information - all along theditworthiness assessment
process (Bain & Company..., 2013)

Banks currently require more comprehensive informmatincluding in-
formation about ownership, company structure, gustoconcentration,
degree of integration into the supply chain of cosrs, the share of reve-
nues from exports, banking relationships and guaesn This level of de-
tails allows the bank to understand for examplecthrenection of the SME
to the distressed sectors, or the probability dade due to the impact of
any individual customer. In addition banks requismsparent information
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on business owners. Bank loans are also sengitivelividuals, especially
in case of micro-SMEs (Bain & Company..., 2013).

According to UEAPME, owner and managers must becomme aware
about the need for transparency towards inves8¥E owners have to
realize that in the future an access to extermanite (venture capital or
lending) will depend much more on the transparewt @pen exchange of
information about the situation and the perspestivetheir companies. In
order to fulfil the new needs for transparency, SM#ll have to use new
information instruments (business plans, finangglorting, etc.) and new
management instruments (risk-management, finamealagement, etc.).
In the past, business start-ups also very ofteermtdgxl on public support to
get access to finance. Increasing risk awareneggdfanks and the stricter
interpretation of State Aid Rules will further iearse the need for public
support (UEAPME, 2004).

SMEs need transparent rating procedures. Duggteehrisk awareness
of the finance sector and the needs of Basel Ihyw®MEs will be con-
fronted for the first time with internal rating medures or credit scoring
systems by their banks. The bank will require mamd better quality in-
formation from their clients and will assess themainew way. Both up-
coming developments are already causing increasmgrtainty amongst
SMEs. In order to reduce this uncertainty and lmnaSMESs to understand
the principles of the new risk assessment, UEAPMBEahds transparent
rating procedures — rating procedures may not becartBlack Box” for
SMEs: the bank should communicate the relevaneraitaffecting the
rating of SMEs, the bank should inform SMEs abtsiassessment in order
to allow SMEs to improve (UEAPME, 2004).

In this context, for example Behr and Giittler (206&e the solution on
companies’ part that understood banks’ approachimthe evaluation of
creditworthiness and are able to evaluate theieetga probability of de-
fault (PD) using rating model. This approach cohé&lp firms to under-
stand their position from the bank’s point of vidwelp them to prepare all
necessary documents about themselves for bettessasent of their cre-
ditworthiness and will provide the possibility afirther negotiations be-
tween the bank and the company about credit coamditiAccording to the
author, knowledge of own PD also allows for inchegdransparency in
credit process and provides better background Hersearch of external
funding sources. If SMEs have sufficient knowle@g®ut their creditwor-
thiness, it may affect management decisions inuawa new sources of
external funding due to the expanding range ofrfiirag options.

In general, by being the largest creditor of thenpgany, banks can gain
a huge influence on the business and dominatesinetationship. The bank
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can exercise this power, as a change to anothdribatifficult and costly
for the company. The costs occur because the bmgr does not posses
the same information level as the former one, aightttherefore demand
a higher risk premium on the interest rate for engethe business relation-
ship (Behr & Guttler, 2007).

This implies that SMEs will have difficulties if ¢y attempt to switch to
a competing bank — the smaller the SME, the gretiterinformation
asymmetry faced by a competing bank, meaning an 8Misually locked
into a relationship with its current bank, makingeasier for the bank to
extract extra margin from the relationship. Thigdst finds that in such
contexts, banks share merely a part of the belweifd to having greater
knowledge of their customers. Hence, a firm's panfnce and long-
lasting relationships increase risk-adjusted pabfiity. In addition, banks
do not have to under-price other services to dtttastomers and are able
to extract risk-adjusted profit from their additadnfinancial services.
Small, local banks are thus well placed to exgiaitd and soft information
when evaluating an SME’s creditworthiness and redbe risk they face
(Fredriksson & Moro, 2014).

Relation with the bank should be of great imporéafar business own-
ers and managers. There is a positive relationstyween the loan manag-
ers’ trust and short-term access to credit to MES The information per-
ceived by the loan manager about the SME can retthécagency cost, as
well as the asymmetric information gap between ban# SME. In the
event of financial downturn, banks do not refusgremt more credit to the
existing trustworthy customer, while they don’'tend credit to any new
customer in the same event (Moro & Fink, 2013).

On the other hand, some evidence implies thatabe &f contact with
the local bank officers doesn’t necessary havegathe impact on financ-
ing. The study by Uchidat al. (2012) conducted in Japan did not find any
significant relationship between the length of telationship with the bank
and loan officer and relationship lending polici€@ top of that, they did
not find any significant superiority of soft infoation gathering between
the loan officers from the small banks and largekba

This study also provides evidence that bank siznigsmportant factor
in SME financing. Consistent with the growing la&ire that goes beyond
the conventional paradigm of relationship lenditigs study shows that
large banks are more aggressive than small ban&Mia lending. Moreo-
ver, this behaviour is pronounced both in good siraed in times of finan-
cial crisis. The results support the argument klwate banks also have ad-
vantages in SME financing because lending techmedogay achieve the
benefits of economies of scale (Chung-tetial, 2012).
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The OECD research framework includes such categage younger
SMEs and younger entrepreneurs with limited tradewprds and security;
female and ethnic minority entrepreneurs (with tepanal effects); fast
growing firms especially in manufacturing and tealogy-related sectors;
out of the ‘norm’ situations where SMEs owners haveisual business
propositions, such as high growth proposals fromEStdvners in rural
environments (Deakinst al, 2008).

The influence of the personal characteristics dfegmeneurs was dis-
cussed in the studies of different authors. Dea&trel. (2010) stated that
young entrepreneurs and new businesses have Hiéfgin gaining loans
due to lack of business experience or no trackrdeabthe business. North
et al. (2010) claimed that the age of the SME and thgestd its develop-
ment is important, while older SMEs are facing fewmblems with bank
financing. These conclusions were rejected by thdysof Yildirim et al.
(2013), who did not find any significant relationsietween firm age and
availability of credit on the Turkish market.

Garwe and Fatoki (2012) confirmed that gender amgshave any sig-
nificant impact on SME finance, however, femalesemmore discouraged
from bank finance than males, due to the fact fitimiles were in fear of
rejection due to lack of education and lack of peead assets or collateral.
Gramage (2013) also negated the influence of tinelareand the experi-
ence of the entrepreneur. According to Irwin andtS@010), higher edu-
cation of the entrepreneurs had an impact on theval of the problem
with the financial restrictions, and it can be gafig said that higher edu-
cation of an entrepreneur helps to remove the probkith the access to
finance in comparison with the impact of gender etimhicity.

Partially opposite results are presented by théysti Gamage (2013).
By using a logistic regression analysis, it wasnfibuhat location of the
enterprise, availability of audited financial statnts and owner-managers
perception of access to finance have significamqaich for the availability
of credit from commercial banks, while such indegent variables such as
ownership structure, firm age, industry or sectiog, experience of the en-
trepreneur, asset tangibility, the gender of theepneneur, sales growth
had no impact on the availability of credit (Gamazf@l3).

The study of Bruns and Fletcher (2008) idegiteveral factors that
are the most important for the decision making essoof the loan officer.
They found that the availability of collateral, pdmancial position and
business competence are the determinant factomnfwancing credit, and
on top of that, CEO’s maturity and human capitaisibess plan and bor-
rowers share to the investment plays an importal@ for granting the
credit.
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Research Objective,
Method and Data

The aim of this article is to define, quantify az@mpare the approaches of

entrepreneurs to the management of credit risthénsegment of SMEs.

Within the set objective, we compared the apprazfclmen and women,

entrepreneurs with higher education and entreprengith other kinds of

education, micro-enterprises and other small andiunesized enterprises,

SMEs doing business for more than 10 years oldyandger companies in

the segment of SMEs.

The survey of the quality of the business envirommeas carried out in
the first half of 2015 through a questionnaire gample of 1,141 respond-
ents in the Czech Republic. The method of choosimgpanies was as
follows. We randomly selected a total of 1650 comigs from the Alber-
tina database. These firms were contacted via aeandilthe business own-
ers were asked to complete a questionnaire, whachplaced on the web-
site. In cases when the selected company did spbnel to our mail in the
specified time, we addressed it by telephone.

The structure of the respondents was as follow% en, 25% wom-
en; 48% of respondents reported secondary educaiibrgraduation, 34%
reported to have university education and 18% spoadents reported to
have secondary education without GCSE; 65% ofdted humber of firms
were micro enterprises, 27% were small businessg8% medium-sized
firms. 62% of business owners stated that theyirafgusiness for more
than 10 years, 21% of them stated that they almiginess for less then 5
years and 17% of them stated that they are in bssiim the time interval
from 5 to 10 years.

In accordance with the recommendation of the Elaop@ommission
no. 2003/361/EC, we separated microenterprisesagimgl 0-9 employees,
small enterprises (10-49 employees) and mediuntd@nterprises (50-249
employees) within the category of SMEs of the goesiire.

The respondents represented the following seci@de (33%), manu-
facturing (23%), construction (14%), transport (6%griculture (3%) and
other services (39%).

In this article we set out four scientific hypotaedy the method of ex-
pert estimation:

H1: The importance of credit risk increased duttimg crisis. At least 60%
of entrepreneurs agree with this opinion. We assuthat there are no
statistically significant differences in the respes of different groups
of entrepreneurs (men and women, entrepreneurshigtier education
and other entrepreneurs, and micro-enterprisesl| smé medium en-
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terprises, enterprises that operate over 10 yeatsaterprises that op-

erate less thenl10 years).

H2: SME entrepreneurs are well informed about tbedtions under
which banks provide loans. Up to 30% of entreprenagree with this
opinion. We assumed that there are no statisticatipificant differ-
ences in the responses of different groups of prareurs (men and
women, entrepreneurs with higher education andraghéepreneurs,
and micro-enterprises, small and medium enterpriseterprises that
have operated for over 10 years and enterpriséshthee operated for
less then10 years).

H3: The conditions under which banks provide loeanSMEs are transpar-
ent. Up to 30% of entrepreneurs agree with thigiopi We assumed
that there are no statistically significant diffieces in the responses of
different groups of entrepreneurs (men and womatrgpreneurs with
higher education and other entrepreneurs, and raigterprises, small
and medium enterprises, enterprises that operate Iy years and en-
terprises that have operated for less than 10 years

H4: Better knowledge of credit criteria enablesieraaccess for entrepre-
neurs to obtain credit and obtain better pricingditions. At least 60%
of entrepreneurs agree with this opinion. We assuthat there are no
statistically significant differences in the respes of different groups
of entrepreneurs (men and women, entrepreneurshigtier education
and other entrepreneurs, and micro-enterprisesl| smé medium en-
terprises, enterprises that operate over 10 yeareaterprises that have
operated for less thenl0 years).

Statistically significant differences between tlesidgnated social groups
were compared through Pearson statistics at tingfisence level of 5%. If
the calculated p-value was lower than 5%, we regetihe null hypothesis
and the alternative hypothesis was adopted. Thaulegions were made
through the free softwareStatistically significant differences in individu
responses were investigated by Z-score. The célooga were made
through the free software.

! Available at: http://www.socscistatistics.com/gest
2 Available at: http://www.socscistatistics.com/s#stest/Default2.aspx.
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Results and Discussion

Table 1 presents the results of research on theepmgon of credit risk in
the current period.

H1 was partially confirmed. In our research, weniduhat 63.45% of
Czech entrepreneurs agreed with the statementhié@mnportance of credit
risk increased during the crisis. We assumed tieretare no statistically
significant differences in the responses of diffiérgroups of entrepreneurs
by gender, education, age and size of the com@drg.part of H1 has not
been confirmed, because we found that there watsststally significant
differences in the overall responses by company aimd age (p-value =
0.0002 / 0.0375). Older firms perceive the growttleredit risk more inten-
sively in comparison to young firms (p-value = 10D

The important reason for the growth of externahficing risk is that the
economic crisis has reduced the profitability of BMn the Czech Repub-
lic, which was confirmed by our previous researstcording to the opin-
ion of the Czech entrepreneurs, the average detlingofitability after
crisis reached 10,44% (Belésal, 2014). We can note in this context that
in Slovakia, which has similar economic charactessas the Czech Re-
public, the decline in profitability was 12,01% awerage (Belagt al,
2015).

These results are interesting in the context ofsthdy by Kunding and
Erecgovac (2011) who stated that during the pesfdthancial distress, the
credit spread between large firms and small firmernisifies, and on the
grounds of high-risk perception most of the SMEs denied credit. If the
statement is true, then smaller firms should pgecfie importance of the
credit risk more intensively. On the other hand; msults might indicate
that the management and the owners of the smallepanies have inferior
or insufficient financial knowledge and lack of nagement skills, which
leads to lower perception of the importance of itresk during the crisis.
The importance of the financial knowledge, managenskills, profession-
al approach, knowledge of actual market conditisremphasized by Ram-
lee and Berma (2013), Nkundabanyargaal. (2014), Krasnigi (2010),
Carteret al. (2007).

Table 2 presents the results of the research ofvletlye of credit con-
ditions by entrepreneurs who operate in the segofeBMES.
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H2 has been patrtially confirmed. In our research, faund that only
29.01% of Czech entrepreneurs in the segment of sShfteed with the
statement that entrepreneurs are well informed tath@iconditions under
which commercial banks provide loans. At the samme,twe found that
there were statistically significant differencestle opinions of entrepre-
neurs according to their education, firm size agd ¢p-value = 0.0231 /
0.0014 / 0.0025). The surprising finding is thasleducated entrepreneurs
claimed that they knew credit conditions bettevghie = 0.0308). Better
knowledge of credit conditions of commercial bamkss declared by the
larger enterprises (p-value = 0.0002) and olderndi{p-value = 0.0002).

The importance of the updated knowledge of tharfimal products and
financial management capacity of the SME ownergifstgntly increases
the possibility of getting finance. In this conteiibzubikovéet al. (2015)
states that the knowledge of lending criteria, Whigpresents an important
element in the management of SME credit risk,kslyi to depend on per-
sonal characteristics of entrepreneurs. The evaenesented by Irwin and
Scott (2010) states that banks are more comfortabldinance the
entrepreneurs with university degree than the gisrgn or college-
educated entrepreneurs, due to advanced knowlefigdeo business
propositions and organized loan proposals. The mrapresult of the study
of Nkundabanyangat al. (2014) shows that there is a significant positive
relationship between favourable commercial bamkalihg terms, financial
knowledge of the SME owner and credit availabildySMEs.

The fact that larger enterprises declare bettewledge of credit condi-
tions corresponds with the findings of NeubergeddO@ that number of
bank relationship increases with a firm size, beeaa larger firm needs
more financing and sometimes it is not possiblgdbthe financing from
one bank. Also Moro and Fink (2013) state thatdarfiym access more
short-term credit from the banks, so they have negerience with the
bank products.

Table 3 provides an assessment of transparencsedit conditions by
entrepreneurs.

H3 has not been confirmed. In our research, onl24% of entrepre-
neurs presented the view that the conditions umdech banks provide
loans to SMEs are transparent. We assumed that #rerno statistically
significant differences in the overall responses rat different groups of
entrepreneurs according to gender, education, _dsiae of the company.
We found, however, that there are significant défees in the attitudes of
entrepreneurs according to company size (p-valu®@08Qd). Significant
differences were found in the structure of affirivatanswers. Men com-
pared to women (p-value = 0.0278), larger entsegri(p-value = 0) and
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older firms (p-value = 0.0257) more widely agreedithvthe statement that
credit conditions in commercial banks are trangmare

This finding corresponds to the results of Natlal (2010), who found
that new and early stage SMEs are facing more dingrproblem from the
bank than their more established counterparts. Blsakinset al. (2010)
found that young entrepreneurs and new businesses tiifficulties in
gaining loans, due to lack of business experiemagodrack record of the
business. An interesting fact is that, accordinthse authors, SMEs were
turned down to access funds from the banks duedo presentation of the
loan proposal by the SME owner, although the bgsingas financially
solvent and able to repay the loans. Nkundabanyahgd (2014) states
that updated knowledge of the financial products famancial management
capacity of the SME owners significantly increaties possibility of get-
ting finance.

It is remarkable in relation to our findings thaetstudy by Gamage
(2013) found that such independent variables as fige and the experi-
ence of the entrepreneur han@impacton the availability of credit.

Table 4 shows the results on how companies perteé/@ossibility of
using the knowledge of the credit conditions fatdreaccess to credit.

H4 has been partially confirmed. We found that 8%4of entrepre-
neurs in the segment of SMEs agreed with the stierthat better
knowledge of credit criteria provides the entreprgs with an easier ac-
cess to obtain credit and to obtain better priaogditions. At the same
time, we found that there were statistically sigmaift differences in the
overall response rate according to age firms (pevad 0.0105). The value
of the test criteria (p-value = 0.007) confirmedttthere are differences in
the structure of affirmative replies in relationfion age (younger compa-
nies agreed with this statement significantly more)

These results fully correspond with the resultblbfindabanyangat al.
(2014), stating the importance of the updated kedgé of the financial
products; especially in the part stating that loumégrest rates are in direct
relation with better knowledge of financial managemof SMEs. Also
Krasniqgi (2010) found that education of both enteseurs and employees
is important to get the loan due lbetter business management and finan-
cial planning which is related to the knowledge of credit cdiodis.



'SUOIT2|NO 20 UMO :804N0S

S0TO0 620T°0 0¥S00 7E6T°0 anpead
T99TET 080/ TOOE'6 9909 asenbs-1yo
¥ L 2 L S 9 T 0T besip Aliny g
9 €L Ly Zs 09 6€ I Z8 .besip v
we|qoud
06 €8T 16 9T 7.1 66 €9 012 U} 0] 80UeIS OU '€
10000
¥810°0 %EY'99
0TOT'0 8z 0,29 60'€9 ¥2'89 60'89 12'€9 10T 26'79 (¢+T) % ulaseys
88500 0.2 1253 ¥12 0cy a4 122 19T Ly 2.0e 2
oy 89 6 GL /8 12 z€ Z8 8.be A|buouss ‘T
suonipuod bupiid
-0T/+0T JB1eQ Bulurelgo
u3O/0 DI pue 11pa 10 ure1qo
J0/3H 0T +0T ulo ONIN 30 3H UBWIO M wN 1559908 B9
MW IN : sInaus Jdo Jue
91035-7 so|qeus
anea-d ©1o1110 1IPp3.I0 JO

abps|mouy B1ed

SaleJ 1S2Je1UI JoYiag pue 11paJo Jo A11jige|rAR 8y} 'SUONIPU0D 11pa.0 Jo abpajmouy 7 a|ge |



Approaches of Czech Entrepreneurs to Debt Financing361

According to the findings of Ramlee and Berma (3048 order to get
more funds from the banks, SME owners have to bee mpmfessional in
managing their businesses, and more importaniy, llave to be very alert
about the market’s current conditions, which magjuide the knowledge of
financial market conditions. The study by Gamad#l® found that own-
er-managers’ perception of access to finance hgweisant impact on the
availability of credit from commercial banks.

Studies find that banks in developing economiesmpgared to those in
developed economies — tend to be less exposed teésSkhd to charge
them higher interest rates and fees (Betckl, 2008). This has been large-
ly due to three factors: 1. informational asymnestrielated to SMEs that
create risks, e.g. banks are mostly unable to gthmereditworthiness of
SMEs and thus ask for higher charges and collatecplirements; 2. low
revenue per client; and 3. the need for local preseand thus for a large
branch network, which may not necessarily be optfnoan a cost perspec-
tive, especially in a developing country settinggvNtechniques and tech-
nologies are reducing the impact of these factéG,(2013).

Bankers need to take a view on the prospects obtisiness, not just
the future value of an asset. The skills needechdke more subtle judg-
ments — understanding the prospects of the busihassig a perspective
on the ability and commitment of the owner and nganaent — are com-
plex and different from what was required before thisis. Many banks
have lost personal relationships with their smaBlibess customers as they
seek to restore profitability. Reductions in barfkshtline staff have vastly
reduced their familiarity with these businesses| severed their personal
connections to the owners.

Lack of accurate, comprehensive and timely inforomaseems to be an
important problem of the current banking system. ths outlook for a
business changes quickly during a downturn, baelesl better and differ-
ent types of information to understand how SMEgspects are changing.
We heard in Spain that some SMEs lack establisk&tionships with
banks that are able to lend to them, because fi@irer banks were ac-
quired or their existing banks have decided theyxerenough exposure. In
such circumstances, SMEs are unable to receivé toed 8 to 24 months,
as banks want to use that period to gauge thehhefathese firms, based on
the transactions flowing through their own accouyd@in & Company...,
2013).

There are SMEs in the middle ranges of creditttisit are currently un-
able to access financing. These companies inclodager firms, start-ups
and viable older companies with manageable bliestated debt (Bain &
Company..., 2013).



362 Aleksandr Klj@hikov, Jaroslav Belas

In Europe, for example, the majority of SMEs maimia business rela-
tionship with just one bank (e.g. 90% in Denmarkl &9% in Norway).
However, the situation of an exclusive relationshith one bank may be
contrasted with cases in which SMEs choose insteasburce different
products from multiple lenders, as is common itylend several southern
European countries (OECD, 2006).

Credit scoring techniques help to overcome theffewties. Scoring
models evaluate credit risk based on a statiséinalysis of the historical
relationship between loan defaults and specifigattaristics of loans and
borrowers. Credit rating methodology is based othowologies combin-
ing quantitative and qualitative data and, in thd,& human assessment. It
differs from credit scoring to the extent that vioals the “black box ef-
fects” of credit scoring models (OECD, 2006).

Conclusions

The aim of this article was to define, quantify ammanpare the approaches
of entrepreneurs to the management of credit riské segment of SMEs
according to gender, education, size and age afdhgany.

The most important findings of our research carsdremarized as fol-
lows. It is obvious and confirmed by the views of osespondents that the
importance of credit risk increased during theisri®ur results also indi-
cate that the management and the owners of thdesncaimpanies have
inferior or insufficient financial knowledge andclkaof management skills,
which leads to lower perception of the importanteredit risk during the
crisis. In this context, it is interesting to noteat the level of knowledge of
credit conditions is relatively low. Only a smalrp of SME entrepreneurs
is well-informed about the conditions under whidmenercial banks pro-
vide loans.

Entrepreneurs in our research quite intensivelyggnted the view that
credit conditions in commercial banks are not tpanent. The dominant
part of the entrepreneurs realizes that better ledye of credit criteria
provides them with an easier access to obtain tcegd to obtain better
pricing terms of the loan.

We found some differences in the assessment ajusfactors of credit
risk by defined groups of entrepreneurs. Intergsisrnthat older companies
perceive the growth of credit risk more intensivielycomparison to young-
er ones. Larger and older firms declared the bdttewledge of credit
conditions of the commercial banks. The surprisinding is that less edu-
cated entrepreneurs argued that they have betbevi&dge of credit condi-
tions. The self-evaluation of entrepreneurs withltwer level of education
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stating that they have better knowledge of creditditions seems to be
overrated. When assessing the transparency oft @eaiitions, we found
that men, and older and larger firms, showed mgomistic attitudes.

Further finding revealed that younger firms haveead more with the
statement that a better understanding of creditlitions facilitates access
to credit financing for their companies.

Our study has some limitations, mainly in the leditsample of re-
spondents. Nevertheless, we think that it bringsrasting scientific infor-
mation that can help to understand the opiniorentiepreneurs in the field
of cooperation with commercial banks better. Owurkel research will focus
on a deeper understanding of attitudes and motifestrepreneurs in the
field of external financing risk management.
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