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Abstract

The foundation of a market management system is made up of the most dynamic entities, namely,
entrepreneurs, each of whom is individually interested in the results of doing business. From a legal point
of view, entrepreneurial activity is defined as an independent activity carried out at its own risk, aimed at
the systematic receipt of profits from the use of property, sale of goods, performance of work or the
provision of services by persons registered in this capacity in the manner prescribed by law. The
economic interpretation of entrepreneurship is more capacious and characterized from various
perspectives by Russian and foreign economists. Western economists define entrepreneurial activity as a
peculiar management style, the core of which is innovation, the constant search for new market
opportunities, the ability to mobilize financial resources from various sources to perform specific tasks.
The concept of financing entrepreneurial activity is understood as a combination of methods, methods,
various forms used for providing an event with a financial resource; the resumption of the financial
support of a specific industry and entrepreneurial business activity by attracting own funds is called self-
financing. This research is aimed at searching for these relations. The issues of choosing sources of
financing business are covered in sufficient detail both in Russia and in the world. However, the question
of the optimal structure of financing remains debatable and does not exclude the gap between theoretical
studies and the reality of their practical application, which confirms the relevance of this study.

2357-1330 © 2020 Published by European Publisher.

Keywords: Leasing, sources of financing, forward, project financing.

EIECTEECTET his is an Open Access article distributed under the terms of the Creative Commons Attribution-Noncommercial 4.0
Unported License, permitting all non-commercial use, distribution, and reproduction in any medium, provided the original work is
properly cited.


http://creativecommons.org/licenses/by-nc-nd/4.0/
mailto:ftsakayeva@bk.ru

https://doi.org/10.15405/epshs.2020.10.05.511

Corresponding Author: Isaeva Ekaterina

Selection and peer-review under responsibility of the Organizing Committee of the conference
elSSN: 2357-1330

1. Introduction

The final stage of the capital cycle is accomplished in the process of marketing products, works,
services, and the acquisition of cash. The cost from the commodity form is returned in stock. The
difference between invested and received money is the cash accumulation of the organization. Continuity
of this process lies at the heart of the operational process of production and circulation.

The duration of the operation has a severe impact on the productivity of the enterprise and its
profitability. The shorter the turnover period, the higher the effect for the enterprise. Therefore, the
uniformity, consistency, and high efficiency of the functioning of a manufacturing enterprise is
significantly affected by the availability of working capital. Therefore, to maintain the smooth operation
of the organization, the financial manager needs to find sources of financing business activities. We
proceed to consider these sources.

Initially, the source of financing the company is the authorized capital, which is formed by
contributions from the founders. The financial manager of the organization should accumulate available
sources of financing business activities to ensure financial obligations, fulfill social needs, and form the
necessary investments. That is why ways of developing and building up sources of financing are essential.

The emergence of sources of financing is possible with targeted actions (obtaining a loan, a loan,
loans) or as a result of financial and economic activities, i.e., spontaneously (formation of debt on taxes
and fees). To more accurately organize the financing of entrepreneurship, it is necessary to classify the

sources.

2. Problem Statement

Financial and investment opportunities of enterprises are mostly dependent on external factors. In
an unstable economic situation, these factors can have not only a positive but also a negative impact on
the results of enterprises. Any decision regarding the choice of funding sources is carried out in a
situation of specific uncertainty with a high-risk factor.

In an awkward situation, when attracting traditional forms of financing and lending is complicated,
the company should look for alternative sources of financing. The problem of lack of funding can be
approached from the perspective of reducing costs, which are not mainly related to the core business of
the enterprise. We define the possible savings options: (Schneider, 2016).

1. Budgeting is the planning of costs, the budget of income and expenses, the budget for cash
flows, the budget for receivables and payables, raw materials, and materials.

Benefits:

a) Coordination of work as a whole;

b) making adjustments through analysis;

c) the identification of planning deficiencies and their elimination in the future;

d) identification of new possible sources of financing;

e) the development of the interconnection of processes

Disadvantages:
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a) Does not always cover the whole range of problems and all factors affecting the activities of the
enterprise;

b) complexity and high cost.

2. Outsourcing — transfer of non-core functions and corporate roles to external specialized
companies.

Benefits:

a) Focusing on the main subject of activity;

b) the predictable costs of conducting the process outsourced;

c) reduction of personnel costs; d) payment of outsourcer services in full reduces the tax base for
income tax and VAT.

Disadvantages:

a) Loss of full control over their resources, part of the affairs and functions;

b) the risk of information leakage;

c) lack of a developed legislative framework;

d) there are cases of fraud

3. Forward contract (Loboda & Dakhova, 2016) is short-term financing; an agreement under which
one party undertakes to transfer the goods to the other party on agreed terms within a specified period.

Benefits:

a) Exact hedging of risk by determining the amount of the transaction and the terms that meet the
needs of the parties;

b) the absence of a transaction fee;

c) flexibility in the conclusion of the deal.

Disadvantages:

a) You cannot prematurely terminate the contract, change its terms or resell;

b) low liquidity;

c) is not a public source of funding.

The considered financial instruments and mechanisms with their proper use can significantly save
money, the release of which the company will be able to direct to expand its activities or to search for

new sources of financing.

3. Research Questions

The subject of the study is the sources of financing business and the process of their optimization.

4. Purpose of the Study

The purpose of this study is to identify factors affecting the formation of sources of financing for
entrepreneurial activity and assess the consequences of financing, taking into account profitability and

risk.
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5. Research Methods

The study is based on the methodology of financial and economic analysis, economic and
mathematical methods, a systematic approach, methods of aggregation and statistics (grouping,
correlation, and regression analysis, coefficient analysis). Such techniques as observation, classification,

modeling of economic processes, and analysis were used.

6. Findings

In conditions of unstable economic development, budgeting is an essential method of managing an
organization in the field of financial management. Budgeting is practically the only means capable of
regulating the volume of expenditures within the limits of the total cash inflow, determining how much
and when financing should be provided. Outsourcing of non-core functions can also provide significant
assistance to the company, which will reduce personnel costs, which will free up additional funds for
business development. Cases of fraud can be avoided by carefully and responsibly approaching the choice
of outsourcing companies (Bisultanova, 2019). Besides, all documents must be transferred to the
outsourcer according to the inventory or provide copies.

There are also other ways to raise funds for the activities of the enterprise. Table 1 presents
methods based on the principles of optimizing settlements with debtors and creditors (Grabskaya et al.,
2016; Magomadova, 2017).

Table 01. Optimization of settlements with debtors and creditors as a source of financing business

A Brief description Benefits Disadvantages
procedure
1 2 3 4
1) A.n |nexpe.n5|ve way to 1) For the buyer: the
obtain funds; .
. . amount of bank interest
- . 2) benefit for the buyer: .
Providing discounts to . may be higher than the
Spontaneous does not require collateral, . ; .
. . customers for shorter o received discount;
financing ; long grace periods; .
settlement periods - . 2) for the supplier: careful
3) benefit for the supplier: . .
. calculation of the discount
reduction of the payment T .
. size is required.
period.
.l) The .ab'“ty to . 1) Fee for processing
immediately receive a .
ayment for the shipped documents;
Activities of a particular pay . 'Pp 2) factoring commission;
o goods, without waiting for . -
. organization for the recovery . 3) interest in the use of
Factoring payment from the buyer; .
of funds from customer . . funds provided by the
2) acceleration of working .
debtors. o bank to the client
capital; . .
. . immediately after the
3) covering a significant shipment of the qoods
part of the risks by the bank. P 9 )
Tran_sactlop for '_che for_feltt_er to 1) Simplification of the 1) Relatl_vely_hlgh costs of
acquire a financial obligation . transferring risks to
; balance sheet of possible I
of a borrower to a creditor. liabilities: forfeiter;
. All the risks associated with - ’ .| 2) the bank in the
Forfaiting L 2) improvement of liquidity; -
the debt obligation are . securities market can sell
. 3) the absence of risks and .
transferred to the forfeiter - . loan documents;
- . - . costs associated with the :
without the right of circulation - . . 3) the duration of the
, S activities of credit bodies. .
to the seller’s obligations. transaction.
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Spontaneous financing is a relatively inexpensive way to obtain funds that do not force the client
to cover and attract rather long grace periods. The size of discounts should be carefully calculated, and
not determined arbitrarily. It is necessary to compare the "discount rejection price"” with the cost of a bank
loan based on annual interest rates for calculating the cost of spontaneous financing. Costs for a similar

choice can be calculated according to the following formula (Dedov):

I, 360
o= X100 X —————, 1)

100%-177, L

where II — the price of a rejection of the discount; ITe — the percentage of discount; Domax — the
maximum duration of the deferred payment (days); I1ec — the period during which the refund is provided
(days).

In cases where the settlement result exceeds the bank interest rate, it would be correct to use a
bank loan and pay a fee for the goods during the grace period.

Such a source of financing as factoring is of great interest to small and medium enterprises
because they very often have the problem of a temporary shortage of liquid funds. As a rule, it is used
when the following circumstances arise: when the profitability of an enterprise is many times higher than
the cost of factoring services, taking into account the time value of money; when inflation losses cover
factoring costs. The cost of factoring services is formed from two components: commission (payment for
service as a percentage of the invoice amount) and interest charged for an early fee of the transferred
documents.

The main differences between forfeiting and factoring are considered to be:

- a full release of the exporter from the risk of default;

- forfaiting only with the assistance of a bank and a specialized financial institution (forfeiter);

- payment of the full price of the claim (when factoring, 5-10 % is usually frozen).

Financial sources, alternative to a loan, can be considered leasing and overdraft. A brief

description, as well as the advantages and disadvantages of each operation, are presented in Table 2.

Table 02. Sources of financing alternative to lending

Name of . . . .
procedure Brief description Benefits Disadvantages
1 2 3 4
1) The ab'“t_y to minimize 1) The lessee does not win
property tax; by increasing the residual
A kind of long-term 2) the transaction is secured vglue of thege uipment;
\aotiong by acquired equipment; quip ’
. loan in kind and - . 2) the complexity of the
Leasing . 3) a leasing agreement is more o
repayable in . . organization of the
installments flexible than a loan; transaction;
' 4) the risk of obsolescence of S
. - - 3) the inability to redeem
the equipment lies entirely roperty ahead of schedule
with the lessor. property ute.
Bank lending to a 1) Provides continuity and 1) The loan is repaid at the
client’s currgnt Bccomt acceleration of the circuit of request of the bank — the
for pavment of working capital; borrower may lose the
Overdraft settl%rzent documents in 2) a flexible form of lending, source of payment in a
case of insufficient or providing borrowed funds to critical period;
. the extent of the emerging 2) only a short-term source;
absent funds in the need: 3) high cost;
client’s current account. 3) ease of design. 4) overdraft size is limited.
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Due to the specifics of their activities, some organizations, for example, engaged in trade, have
constant gaps between revenue and payments. An overdraft will be especially useful for such
organizations. An overdraft will allow the organization to make all payments on time, reduce the cost of
money for fines, penalties, and forfeits, and maintain its solvent image.

The cost of the overdraft will consist of the interest rate and additional commissions to the bank.
The main types of overdraft commissions are a commission for opening an overdraft, commission for
maintaining the overdraft limit, commission for not using the overdraft limit.

Forms of borrowing are possible in the initial stages of enterprise development:

1. Venture financing — a long-term, high-risk investment of private capital inequity of newly
created small technologically promising enterprises.

Benefits:

a) allows attracting the necessary funds when other sources are not available;

b) does not require collateral and different types of security;

c) can be provided in a short time;

d) does not provide for interim payments.

Disadvantages:

a) the difficulty of attracting an investor;

b) the need to allocate a share in the capital;

¢) maximum disclosure requirements;

d) investor intervention in project management;

e) underdevelopment in the Russian Federation.

2. Bridge — financeng — is the main form of additional funding for enterprises at the venture stage
of development (Simakova, 2013).

Advantages: it is a guarantee that existing shareholders will participate in the next round of
financing, along with new shareholders.

Disadvantages:

a) the most expensive form of borrowing;

b) underdevelopment in the Russian Federation;

¢) noteholders may have advantages over shareholders.

3. Project financing - financing of investment projects. Source of debt service: cash flows
generated by the project. The object of investment is a specific investment project.

Benefits:

a) the ability to attract assets significantly exceeding the number of available assets from the
applicant for investment;

b) the distribution of project risks among project participants;

c) the absence of strict requirements for the financial condition of the company.

Disadvantages:

a) significant fees for project evaluation and organization of financing;

b) high costs of pre-design work;

c) a long period of consideration of the project application;

3849


http://dx.doi.org/

https://doi.org/10.15405/epshs.2020.10.05.511

Corresponding Author: Isaeva Ekaterina

Selection and peer-review under responsibility of the Organizing Committee of the conference
eISSN: 2357-1330

d) tight control by the investor at all stages of the project development.

The factors hindering the development of venture financing in Russia include underdevelopment
and low capacity of the stock market, which makes the traditional way for investors to exit projects
difficult; lack of professional managers who can unleash the commercial potential of scientific and
technological developments; low consumer demand for high-tech products within the country; inferior
liquidity of venture capital; lack of state support (provision of benefits, protection of intellectual
property).

As mentioned above, after determining the sources of financing, the next step in the process of
determining the total capital cost is an assessment of each source value. Having estimated the cost of each
source of money, they proceed to decide on its overall value. You can do this according to the formula

below (Tronina, Nikitin, Semenikhina, & Morozova, 2018):
WACC = X7C,V, . )

where WACC is the price of capital; Ci — the cost of the i-th source of the funds after-tax; Vi is the
specific weight of the i-th source of funds in their total amount.

As previously indicated, the total cost of capital and the cost of each element are significantly
affected by risk. A kind of uncertainty associated with the occurrence or non-occurrence of a particular
event that arises with the adoption of a decision, the execution of which occurs over time. The degree of
risk has the most significant influence on the establishment of the level of profitability of an
organization’s financial activity; a close correlation dependence is manifested, which gives grounds to
combine these two parameters into a single “profitability-risk” system. For quantitative risk assessment,
many indicators and methods are used. First of all, the company must decide for itself what degree of risk

it can allow obtaining the desired result. To do this, you need to calculate the risk coefficient (formula 3):
r Y
hr - c? (3)

where Kr is the risk factor; Y is the maximum acceptable amount of loss; C is the amount of equity.
The values of the risk coefficient are distributed as follows: from 0 to 0.3 — low risk, from 0.3 to

0.5 — acceptable risk, from 0.5 to 0.7 — high risk, above 0.7 — critical risk.

7. Conclusion

The methods and effectiveness of risk management are significantly affected by the total amount
of financial resources available to the enterprise. An assessment of the value of funds taking into account
the risk factor allows calculating the present and future value of money with coverage of the risk level.

The primary borrowed sources include state financing, accounts payable, bank loan, bond loan. In
an aggravated situation associated with borrowed sources for funding, the risk of insolvency of business
entities increases significantly. A characteristic feature of the use of borrowed funds is financial leverage.
In an awkward situation, when attracting traditional forms of financing and lending is complicated, the
company should look for alternative sources of funding. Such sources of financing are budgeting,

outsourcing, spontaneous funding, factoring, leasing, and an overdraft. Forms of borrowing that are
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possible in the initial stages of enterprise development are venture financing, bridge financing, project

financing, mezzanine financing.
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