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1. INTRODUCTION

The activity titled “Survey on specific finance needs for PV VC members” is a result
of joint cooperation between USAID’s AgBiz Program and the Macedonian
Association of Fruit and Vegetable Processors (MAP).

The objective of AgBiz Extension will be to build off of the existing capacity and
expertise of Macedonian professionals, lead firms, and farms to create a new
understanding in the market for embedded services and fee-based service delivery.
The provision of the services will be delivered sustainably by local partners well
beyond the anticipated graduation of the USAID Macedonia program. AgBiz
Extension will focus on two value chains—fresh fruits and vegetables (FF&V) and
processed vegetables (PV); emphasis will be on the lower levels of the value chains,
with a view to increasing product quality and quantity to meet demand, and to raising
the critical mass of stakeholders in the targeted value chains and increasing the use
of service providers and the development of sustainable packages of services.

The Macedonian Association of Processors — MAP was established in March 2002,
with the overall objective to further develop the fruit and vegetable processing
industry, to contribute to the overall economic growth and to increase the
employment in the Republic of Macedonia. There are 26 processing companies —
members of the association at the moment. Main activities of MAP encompass the
following:

e Increasing the competitiveness of Macedonian processed fruit and

vegetables;

Strengthening the potential of MAP members to enter foreign markets;

Informing members about market trends, technological and legal issues;

Coordinating business delegations and joint presentations at trade fairs;

Lobbying towards protecting the interests of the processing industry;

Establishing business communications with foreign companies and

institutions;

Strengthening the cooperation with farmers and farmer associations; and

e Establishing cooperation with private and public institutions, the business
community and international projects active in the Republic of Macedonia.

The above mentioned parties, understanding the need for having detailed information
on the finance needs of processing industry in the country, agreed to collaborate and
to initiate, design and execute the project that would particularly target those issues.
Also, AgBiz and MAP agreed to devote resources, expertise and commitment in
order activity to be successfully accomplished.
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2. BACKGROUND

The Macedonian vegetable processing (VP) industry is export oriented — 80-85% of
annual production is exported. EU markets and regional markets are the largest
export destinations. Macedonian processed products currently enjoy positive
reputation among the food importers from the region and EU, as well. In 2010, the
export volume of processed vegetables reached the volume of 30.1 thousand tons
and value of 30 million Euros.

One of the major impediments that prevent enhanced growth and export
performances of the PV VC is access to adequate “in time” financial resources. The
Macedonian Bank for Development and Promotion (MBDP) is the only development
bank in the Republic of Macedonia. In 2009, a new Law on MBDP was adopted
(Official Gazette of R.M. No. 105/2009) aiming to improve the Bank’s position and the
specific role MBDP has as a development bank in the banking industry and in the
economy of the Republic of Macedonia. Starting from 2009, MBDP offers additional
services to Macedonian exporters.

In order to maintain their liquidity, the processing companies require significant
portions of working capital before and during the processing season under favorable
terms, including a 6 month grace period. Macedonian PV VC members have difficulty
to obtain favorable short-term loans to finance the production season. Additional
support by the MBDP would increase liquidity and export competitiveness of the PV
VC. This is particularly relevant due to the economic situation in the Eurozone, where
EU buyers are extending payment periods which could additionally endanger the
export operations of the PV VC members.

AgBiz through its Access to Finance component, coordinated several match-making
events during January and May 2012 where among other topics, MBDP and the
Macedonian Association of Processors (MAP) companies discussed possibilities for
increased cooperation with PV VC members. MAP, as an association that represents
the interests of PV VC members, held several additional meetings with the Bank
management and on May 5™ 2012, they signed a memorandum of cooperation.
Nevertheless, both MAP and MBDP identified that the Bank does not sufficient
knowledge of the processing industry, particularly the seasonal fluctuation of
cashflow needs and underlying liquidity, required by the companies to optimize their
procurement strategies. MAP requested AgBiz support in conducting a survey on the
specific funding needs of PV VC members, which the MBDP will use to establish
conditions and develop a special instrument for supporting the exporting operations
of these Macedonian companies. Fruit and vegetable processing industry plays a
very important role within the Macedonian agribusiness sector. The industry is very
export oriented, continuously improves its performance in terms of increase in
production and export value over the last decade and is very labor demanding.

3. OBJECTIVES AND SCOPE OF WORK

The objective of this Activity is to support PV VC members in their efforts to secure a
favorable access to credit that will increase PV VC participants’ potential to develop
new sales opportunities. The specific objectives for organizing this activity are to:

e Assess the needs for short term borrowing need of the PV VC members;
e Match the needs of the PV VC with services with an enhanced capacity of the
MBDP to respond to those needs; and
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e Develop recommendations for increased access to finance by the industry
members.

The project was carried out during the period July — August 2012. The scope of work
encompassed the following:

e Preparatory work — ldentification of processing companies for interviewing
purposes; questionnaire development and testing

¢ Field research - Contacting, visiting and interviewing the companies
Collating and analysis - Data entering and data analyzing Conduct the
survey, collate and analyze data; and

e Report writing, review and submission — Preparation of a report on
findings and present the outcomes to the interested parties.

The final report, although first of this kind, contains relevant details related to the
finance needs of the processing industry members which in return makes this
document as a reference material for further analysis and studies.
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4. RESULTS ON FINDINGS

4.1 General information

The survey encompassed in total 28 PV VC members, out of which 26 provided
complete answers used for further analysis in this document. According to the
interviews, majority of the companies have domestic capital (24), one has 100 %
foreign capital and one company is with mixed capital.

In regards to legal form one of the interviewed companies all of the respondents are
Limited Liability Companies, majority being owned by a single person (17 or 65%),
while the remaining 9 (35%) are companies owned by 2 or more persons. Largest
portion of the respondents encompassed with this survey are specialized in one type
of production — canning (22 or 85%), three are specialized in freezing (3 or 12%),
while only one company (3%) has reported combined processing activities (canning
and drying).

In regards to the size of the interviewed companies, vast majority of the respondents
are micro or small size enterprises’. Only one company reported to have more than
50 full time employees. As per seasonal labor employment, majority of the
companies employ more than 50 seasonal employees during the processing season
- 16 or 62%. Two companies (or 8%) do not employ seasonal workers, while the
remaining 8 (or 31%) employ between 11 and 50 seasonal workers.

Graph: Number of full time employees and seasonal employment in 2011
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Source: own research

In regards to sales, companies reported increased sales in 2011 compared to 2010,
as provided in the following graphs.

! Micro enterprise — up to 10 full time employees, Small enterprise — 11 to 50 full time
employees, medium size enterprise from 50 up to 250 employees.
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Graph: Sales of companies in 2010 in Euros
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Graph: Sales of companies in 2011 in Euros
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As per exporting activities of the interviewed companies in 2011, 15 companies or
58% exported 75% or more of their output, 7 or 25% exported 50-75% of their output,
while only 4 or 15% claimed exports of less than 50% of their production to export
markets.

Graph: Exports of companies as % of total output in 2011
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Source: Own research

Positive growth in sales and exports of the interviewed companies indicate that they
are particularly concerned with financial situation and viability of external markets and
importers, particularly from the EU and the region. Having in mind that EU, Serbia,
Croatia and Bosnia and Herzegovina are key export destinations for Macedonian PV
products, it is expected that Eurozone crisis and financial difficulties of countries from
the region would negatively impact production and exporting activities of domestic
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producers in the forthcoming period, which in return would endanger their financial
liquidity, profitability and expansion plans.

4.2 Current financing activities

The survey showed that the overwhelming majority of the interviewed companies use
short-term and/or long-term loans to finance operating activities and new investments
in plant and equipment.

Combination of short-term and long-term financing is used by the majority of the
companies (12 of the interviewed firms or 46% of all interviewed companies). Six
companies use only short-term financing, while five companies use only long-term
financing. The analysis showed that on average there is a symmetrical mix of short-
term and long-term loans for the group of companies that use a combination of short-
term and long-term loans (50% short-term and 50% long-term loans).

Graph: Types of loans
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Short-term loans are dominantly used for working capital. Eleven companies use
short-term loans solely for working capital, and one company uses short-term loan
solely to finance investments in fixed assets. The remaining group of companies
uses short-term loans to finance both working capital and fixed assets. For this group
of companies there is an average of 55% use of short-term loans for working capital,
as opposed to average 45% used to finance investments in fixed assets.

Graph: Use of short-term loans
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Long-term loans are dominantly used for investments in fixed capital.

Nine

companies use long-term loans solely for investments in fixed assets, 3 companies
use long-term loans solely for working capital, and 5 companies uses long-term loans
to finance both working capital and fixed assets. For this group of companies there is
an average of 55% use of long term loans for working capital, as opposed to average

45% used to finance investments in fixed assets.

Graph: Use of long-term loans
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The most dominant type of collateral used are fixed assets.

provides an overview of the types of collateral used.

Table: Types of collateral used
Type of collateral
Buildings

The following tab

No. of companies
20

le

Equipment

14

Inventory

Receivables

Other (bill of exchange)

Shares (IPO)

Combination of Equipment, Inventory and Bill of Exchange

ROk Wb

Source: Own Research

There is an obvious use of fixed assets as collateral. Alternative collateral, such as
inventory, receivables and bills of exchange are not so frequent. Only one company
has stated to have bill of exchange as collateral. Majority of companies (13) use a
combination of different types of collateral, while 10 companies use only buildings or

only equipment as collateral.

Table: Combinations of collateral used
Type of collateral
Only Buildings

No. of companies
9

Only Equipment

Combination of Buildings and Equipment

Combination of Buildings, Equipment and Receivables

Combination of Buildings, Equipment and Inventory

Combination of Equipment, Inventory and Receivables

Combination of Equipment, Inventory and Bill of Exchange

PR N o

Total

Source: Own Research
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The study shows that due to high investment activities implemented over the last
several years, the companies are moderately to a relatively high level indebted. For
the purpose of this survey, the Total Debt to Sales Ratio® was used. The average
Total Debt to Sales ratio for the whole group of interviewees is 21,6%.

The current loan indebtedness of the companies, expressed through the Total Debt
to Sales ratio, varies between 0% and 50%. Seven of the interviewed companies
have Total Debt to Sales ratio of less than 10%, six have a ratio between 11% and
25%, and majority of the companies (13 companies) have a Total Debt to Sales ratio
between 25% and 50%. Three companies stated to have no current bank loan
financing.

Graph: Total Debt to Total Sales Ratio Analysis

Total Debt To Total Sales Ratio Analysis
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The industry has invested heavily over the last several years. In reply to continuous
market challenges, the companies must implement regular investment activities to
maintain their competitiveness. In the last couple of years, some of the companies
have used the opportunity of the IPARD program to finance their investments, while
others have used only bank loans. Future effective and profitable operations of the
companies depend on their ability to gain access to finance with alternative types of
collateral as a guarantee.

In regards to cooperation with MBDP, 15 companies or 58% have not used any of
the current services provided by MBDP, while the remaing 42% have already used
loans, export insurance, factoring or mixed combination of the service that the banks
is providing to the domestic companies.

Table: Level of services of MBDP used by interviewed companies

Category No. of companies As % from total
Loan 1 4
Export insurance 6 23
Factoring 1 4
Mixed services 3 11
Not used MBDP services 15 58
Total 26 100

Source: Own research

2 Total Debt To Total Sales was calculated as a ratio between bank debt over annual sales
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4.3 Future finance needs

The respondents also provided answers in regards to their future investment plans
(for the following 12 month period). As per investments in fixed assets, 6 companies
or 23% do not plan to acquire fixed assets in the forthcoming period. Another 10
companies or 38% plan to invest up to 100.000 Euros in fixed assets, 8 or 31%
foresee that the planned investments would be from 100.000 to 500.000 Euros, while
the remaining 2 companies or 8% plan to invest over 500.000 Euros in fixed assets,
as presented below.

Graph: Planned investments of the companies in fixed assets
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Apart from fixed assets related investments, the respondents also provided their
considerations in regards to working capital needs in the forthcoming period.
According to the analysis, 9 companies or 35% will need more than 200.000 Euros
for working capital purposes (short term loans), 8 or 31% will need amounts between
100.000 and 200.000 Euros and the remaining 9 will need 100.000 Euros or less for
working capital purposes, as provided below.

Graph: Working capital investment needs of the companies

Working capital investment needs
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Source: Own research

Additionally, the analysis showed that most of the companies would prefer
investments with mixed structure, for fixed assets and working capital purposes,
while only one company specified investments in fixed assets solely. More details are
provided in the following table.
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Table: Purpose and structure of investment needs

No. of companies As % from total

Fixed assets 1 4

Working capital 6 23
Fixed assets and working capital 19 73
Total 26 100

Source: Own research
Loans for Agricultural products processing provided by MBDP

The objective of the credit line is, through direct financing of beneficiaries by MBDP,
to provide improvement and development of the production capabilities of the micro,
small and medium-sized enterprises, which main activity is processing or export of
agricultural primary and processed products. It is expected that this approach
contribute to improvement of the companies’ production capacity and
competitiveness on domestic and foreign markets.

Following are the criteria, conditions and the objectives of the credit line provided
with the Decision of the Government of the Republic of Macedonia (Official Gazette
of RM, No.76 dated 18.06.2012 and Official Gazette of RM, No. 91 dated 20.7.2012)

Loan beneficiaries should meet the following criteria:

At least 20% own patrticipation in the total investment,

Satisfactory liquidity level and ability to repay the loan,

Positive financial results in the last fiscal year, and

To have settled all matured liabilities towards the state (tax, allowances, etc.).

Funds shall be disbursed under the following terms and conditions:

Loans for agriculture processing industry can be utilized for purchasing fixed
assets and working capital, such as:

Equipment for processing agricultural products;

Building new, purchasing or reconstruction of existing production facilities for

processing and storage of agricultural products;

e Purchasing processing input (at least 70% of the principal product that is to be
processed should come from domestic origin);

e Purchasing components of non-agricultural origin for the needs of the final
product (30% of the investment, the most);

e Packing and labeling.

Funds will be disbursed under the following terms and conditions:

Maximum loan amount is EUR 300,000 per investment

e One-off fee of 0.8% of the loan amount shall be charged for approval of the loan.
Annual interest rate is 3%.
Repayment period is up to 60 months with grace period of 1 year included for
fixed assets and up to 18 months for working capital with grace period of 3
months included. During the grace period interest shall be calculated and paid.

o Bank shall approve disbursement of a loan and shall conclude an agreement with
the final beneficiary.

As an integral part to the agreement, the final beneficiary shall submit collateral for
the loan, i.e. mortgage of first instance of real estate in ratio 2:1 between the
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disbursed loan amount and the calculated interest or the bank guarantee on
the level of the approved loan and the calculated interest.

According to the companies, available collateral for obtaining loans from MBDP
would be the following®:

Table: Categories of collateral for obtaining loans

| Category  No.of companies_|
Land and Buildings 6
Inventory of finished goods 22
Equipment 12
Receivables 10
Other (bill of exchange) 2

Source: Own research

The table from above clearly indicates that most of the companies have already used
mortgage of first instance as collateral for securing their current loans and are looking
for alternative guarantees that could be used for future investment purposes.
Therefore, inventory of finished goods, alone or in combination with other guarantee
options is the most preferred solution for securing the loan by the respondents, while
only 6 companies have included land and buildings as collateral for securing the
loans. The opinion of the respondents is clearly in contradiction with terms and
conditions requested by MBDP, particularly in regards to mortgage of first instance
collateral. As a result, vast majority of the respondents — 20 or 77% had an opinion
that the new financing possibility offered by MBDP would not be suitable for them to

apply.

Table: Attractiveness of the MBDP new credit line to PV VC members

Category No. of companies As % from total |
Attractive 6 23
Non attractive 20 77
Total 26 100

Source: Own research

® Respondent were allowed to choose more than one option (multiple choice answers).
Hence, the total number of answers exceeds the total number of respondents.
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5. CONCLUSIONS

e The survey showed that the overwhelming majority of the interviewed
companies use short-term and/or long-term loans to finance operating
activities and new investments in plant and equipment. The companies are
moderately to a relatively high level indebted. The average Total Debt to
Sales ratio for the whole group of interviewees is 21,6%), meaning that the
industry has invested heavily over the last several years in order to improve
and upgrade existing production facilities, production lines, to enhance its
output and sales of PV products, and to increase its competitiveness
particularly on international markets. Investments yielded positive results,
particularly related to increased production and exports of PV products on
international markets. In most of the cases, the companies provided collateral
on land, buildings and equipment as guarantees for repayment of the loans.

¢ In regards to future finance needs, only 6 companies do not plan investments
in fixed assets in the next 12 months, while the remaining respondents
confirmed their intentions to make specific investments in fixed assets.
Working capital needs were confirmed by all interviewed companies,
particularly as a result of the financial crisis in Eurozone and economic
difficulties of the countries from the region. It is expected that these trends will
negatively affect the industry and companies will face difficulties to maintain
existing trading correlations, such as pre-payments, advances and short
payment periods provided by the importers, barter possibilities with input
suppliers, prolonged payment periods for acquiring of production inputs, etc.

e The Macedonian Bank for Development and Promotion (MBDP) is the only
development bank in the Republic of Macedonia. They recently introduced a
new credit line for agro-industry operators, with favorable interest rate and
pay back periods. Yet, the main criteria for disbursement of the loans - final
beneficiary to submit collateral for the loan, i.e. mortgage of first instance of
real estate, makes these loan possibility particularly unattractive to the
processing industry representatives. Due to the fact that majority of them
provided mortgages of first instance to commercial banks, 77% of the
respondents do not intend to apply for the loans under the existing terms and
conditions. They suggest alternative guarantees to be taken into
consideration by the MBDP, such as inventory of finished goods, receivables,
mortgage of second instance of real estate or combination of possible
alternatives. In return, this would raise the interest of the processing
companies to apply for the loan considerably, it would increase the level of
loan disbursements, and companies will have a better chance to secure their
positions on domestic and international markets and to further improve their
performances. Finally, MBDP has a development objective and therefore,
should establish more flexible approach than commercial banks. Initiation of a
dialogue between MBDP and processing companies and MAP as an umbrella
organization to discuss the above mentioned issues is highly desirable. The
dialogue could lead towards fine tuning of the existing criteria, easier access
to the available credit line and increased interest by the business community
to utilize available resources.
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Annex 1: List of interviewed companies

No. | Company name Address Tel. Fax. E-mail
1| Vori Industriska zona bb 034218 171 034 211 188 vori@vori.com.mk
2 | Di-Em GP Risto Suklev br.46 034 231 428 034 231 428 diemgp@yahoo.com
3 | Tehnoalat Marsal Tito 124 034 215 985 034 218 968 tehnoalat@t-home.mk
4 | Vipro Moinski pat bb 034 211 917 034 211 916 vipro@t-home.mk
5 | Pajdakov Vardarski rid bb 034 211 888 034 211 888 info@pajdakov.com.mk
6 | Altra Slobodan Mitrov Danko 111 034 214 383 034 214 384 contact@altra.com.mk
7 | Dim Komerc Edvard Kardelj bb 034 381 562 034 383 562 dimkomerc@t-home.mk
8 | Agrokomerc 92 Leninova bb 034 322 287 034 344 647 agrokomerc92@t-home.mk
9 | Dentina Goce Delcev 9 034 334 400 034 334 402 mabi_trade@t-home.mk
10 | KIM Industriska bb 043 362 760 043 370 761 info@kim.com.mk
11 | Lars Zeleznicka bb 032 394 377 032 385 351 darkolars@yahoo.com
12 | Konimex Prvomajska 9 br.10 02 2461 218 02 2469 472 info@konimex.com.mk
13 | Ksenos Partizanska 10 047 277 607 047 277 608 ksenosdh@yahoo.com
14 | Bonum Bul. Vojvodina bb 02 2551 662 02 2551 662 bonum@t-home.mk
15 | Best food Tl Industriska bb 032 630 231 032 630 230 info@ti.com.mk
16 | Univerzal promet Goso Vikentiev 23 033 271 030 033 271 040 univerzalp@yahoo.com
17 | Trgoproduct Janko Cvetinov 8/8 034 330 770 034 331 222 zaevb@t-home.mk
18 | Swisslion Agrar 29 Noemvri 4 047 451 912 047 452 191 agrar@swisslion.com.mk
19 | Best junior ul. 840 br. 11 02 2551 295 02 2550 220 beag@t-home.mk
20 | Kompanija Z. Radeski | Novacki pat bb 047 242 293 047 242 293 zoran.radevski@t-home.mk
21 | POT Kolesino s. Kolesino 034 352 052 034 352 053 pot.kolesino@gmail.com
22 | DS foods 11 Oktomvri bb 031 437 197 031 437 196 sales@dsfoods.com.mk
23 | Agrova Kozle 30b 02 3081 415 02 3081 415 agrovamk@gmail.com
24 | Jomi food Skopski pat bb 043 243 234 043 243 234 jomifood@yahoo.com
25 | Green product s.Dzepciste 044 488 542 044 488 883 green.product@t-home.mk
26 | Global marketing IRC | Sava Kovakevic 47 N/lok.1 02 3098 681 02 3246 123 zvonko.janevski@globalmarketingirc.com
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