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Abstract:The aim of this paper is to show that standard results analysis methods obtain significant 
data for public companies, from which one can draw conclusions about their specific market 
position. The work covers all public companies doing business on the territory of a local self-
government (City of Leskovac), the professional community and the opportunity presented by this 
approach, because so far such an analysis has only been done for Serbia as a whole. The reported 
results are important not only analytically, but also can serve as a basis for drafting the business 
policy of the local public enterprises, and economic policies of local public authorities. In some 
places, such opportunities are so designated. 
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1. INTRODUCTION 
 
 The results of operations of public enterprises (hereafter: PE) in Leskovac, which 
are presented here, are based on the annual accounts of the company in 2010. All of the 
public enterprises dealing with public utilities, not governed by the local self-government 
are not included. In some places, where analytically interesting, some of the results from 
previous years will be emphasized. The long-term comparison of results is possible 
because the methodology of such studies has already been done in the area of Leskovac. 
[1] 
 At times, comparative indicators of the overall economy of the City of Leskovac in 
the same year will be presented, prepared on the basis of all economic reports from 
companies that reported annual balance sheets. This complements the comparative 
analytical method. For further comparisons we can use similar analyses carried out for the 
national public enterprises. [2] 
The analytical method consists of standard performance indicators (productive, cost-
effectiveness, profitability, liquidity) as the basis of the income statement, and balance 
sheet of the public enterprises. The available data from the annual financial statements of 
public companies and balance sheets obtained from the Business Registry Agency of 
Republic of Serbia (2011) were used for the analysis. The results enabled the internal 
comparison of individual and overall performance of all public companies. The analysis 
was focused more on the overall performance. 
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2.RESULTS BY INCOME STATEMENT 
 

Meso Economic Framework 
 

 Meso economic conditions in 2010 in the wider region (Republic of Serbia) were 
slightly better than when the crisis started. Due to the stability of macroeconomic 
aggregates (monetary, fiscal, credit) to the total volume of activity was still higher than the 
average level of the previous year (estimated: 2.5%). The retail prices have risen by 11.7%, 
the Serbian budget ranged from projected deficits and interest rates in the capital markets 
were stabilized. 
Consequently, probably the total flow of financial resources in the City of Leskovac public 
enterprises during 2010 amounted up to $ 12.2 million EUR, a million EUR less than the 
previous year. In general, the overturn within this part of the public sector in the nominal 
amount was less than the total annual budget of the City of Leskovac (20.6 million). 
However, it should be noted that this these are not comparative counterparts because the 
gross turnover of the public enterprises and funds is presented, which is partly recorded in 
the budget of the City or in two or more enterprises at the same time (for example – 
Resources for the common utility consumption, are part of the revenue / expenditure UP 
Department of Urban Planning and Construction, but also the part of the revenues of public 
enterprises active in this common field). 
The total revenue for all public enterprises of the City of Leskovac, therefore, in 2010 
amounted up to 1.26 billion RSD and realistic (when stripped of inflation) was lower by 
5.6% than last year (when the nominal amount was as this year’s). At the same time, the 
total revenues of all enterprises headquartered in the City of Leskovac were lower in real 
terms by 2.6%, thus, public enterprises had two times lower revenue than its immediate 
environment in which they operate. 
In the following table there are basic data about public enterprises of Leskovac, [3] 
together with other data providing the real global picture of the public sector. The year 
proceeding the year of the analysis was also included, in order to monitor the short-term 
dynamics of the public sector development. 
Note: Average exchange rate in 2009 for a EUR was 94.60 RSD, and in 2010 it was 103.70 
RSD. The cumulative average inflation in 2010, compared to the previous year, was 6.5% 
(the index level) which defines the nominal annual economic values and gets the real 
growth rate, compared to last year, stripped of inflation components. 
 

Table 1: Key indicators from the income stat 

Description 

Total revenue Total expenditures Gain-loss 

2009 2010 2009 2010 2009 2010 
Budget of Leskovac 1.868,9 2.141,2 1.840,4 2.073,3 28,5 67,9 
Urban Planning and 
Construction 517,7 429,4 512,1 428,3 5,6 1,1 
Water Supply  270,8 316,6 322,8 353,5 -52,0 -36,9 
DH  218,3 237,1 218,1 248,9 0,2 -11,8 
Public Utility  79,3 105,4 82,2 107,8 -2,9 -2,4 
Open Market 104,4 99,8 115,1 102,2 -10,7 -2,4 
Housing 37,3 40,1 37,2 40,4 0,1 -0,3 
Grdelica 31,8 37,8 39,6 40,6 -7,8 -2,8 
Total public companies 1259,6 1266,2 1327,1 1321,7 -67,5 -55,5 
Companies.–Leskovac 
total 34.946 36.739 35.640 36.181 -663 -722 
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 From the table it is evident that public enterprises of the City of Leskovac 
(amounting up to 80% of all of the utilities of the City) on the whole, in 2010, had negative 
business results, in other words, the expenses were higher than revenues for 55 million 
RSD (which is less by 12 million RSD than the previous year). The largest negative 
contribution to overall business results of all enterprises was by Water Supply Enterprise 
with 37 (previous year: 52) million loss and District Heating Enterprise with 12 million of 
expenses over revenues, whereas, in fact, all companies were in the red except 
Construction and Planning. 
In general, the public utilities sector of the Municipality of Leskovac, for years it was 
considered to have had a good market position in comparison to other areas. However, 
such a position is getting worse in 2003, until 2009 when there was a real growth of 3.3%, 
but with the decrease of 5% in the previous year. The analysis of the costs of the municipal 
services shows that there were certain adjustments at the end of the year, amounting up to 
the inflation, which is an important reason for the slight nominal increase in total business 
activities of public enterprises to which most of the public enterprises contributed. It also 
shows that the performance of the public enterprises rely predominantly on prices and 
revenues, while when expenditures are considered, there is a lack of efforts to improve the 
business efficiency. The founder of the companies in that respect, could cause further price 
correction beyond the inflation component by presenting an appropriate evidence of saving 
on the expenditures in order to improve the business efficiency. 
On the other hand, the fiscal and public component of their financing is the stabilizing 
element which improves the position of these companies in the local business market. 
When the expenses are not in line with the current revenues, they often do not provide the 
services in the envisaged volume, thus, that is how the income is being stretched. 
Respectively, the founder should develop a much more efficient mechanism for controlling 
the provided utility services by the public enterprises through its Administration for Utility 
and Housing Affairs. 
 

 Indicators of Business Efficiency 
 

To measure the performance of the public enterprises there are three economic indicators 
[5] 

- Economic efficiency, as the ratio of operating income and expenses, which is an 
(ir)rational towards the operative costs, 

- Labour productivity, which is measured by the total operating revenue per 
employee, which is an expression of (ir)rational use of labour, 

- Profitability, as the ratio of operating results (profit or loss) in respect to the 
operating funds employed (presented as property, plants and equipment on the 
last day of the fiscal year), which is an expression of (ir)rational use of the 
property allocated to them. 

As an additional, internal, criteria for success, public enterprises were ranked according to 
each efficiency indicator. Therefore, one can clearly distinguish the individual market 
position of each public enterprise (by the founder as well) and how they were managed. 
The analysis in this section shall be commenced with the indicator of good management, 
which is portrayed in the following table. [6] 
 
Table 2: Indicators of business efficiency 

- In millions of RSD. – 

Description 
Operating 
 income 

Operating 
expenses 

Operat.income of 
100 RSD. Operat. 

expenses. 

Increase 
cost-

effective
Rank 
2009 

Rank 
2010 
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2009 2010 2009 2010 2009 2010 
ness in 

% 
Urban 
Planning and 
Construction 517,5 428,3 423,9 370 122,1 115,8 -5,2 1. 1. 
Water Supply  226,3 255,2 285,4 294 79,3 86,8 9,5 6. 7. 
DH  212 216,3 195,3 230,5 108,6 93,8 -13,6 2. 6. 
Public Utility  77,2 104 80,8 104,7 95,5 99,3 4,0 4. 3. 
Open Market 92,1 98,5 104,1 101,7 88,5 96,9 9,5 5. 4. 
Housing 37,9 43,9 37,6 38,4 100,8 114,3 13,4 3. 2. 
Grdelica 30,5 37,6 38,9 39,6 78,4 94,9 21,1 7. 5. 
Total PC 1193,5 1183,8 1166 1178,9 102,4 100,4 -1,9 1-7. 1-7. 
Companies 
Leskovac-total 32.483 34782 31.894 33.155 101,8 104,9 3,0   

 
 The largest part of the total income and expenditure of public enterprises in 2010 
are in fact operating income and expenses (with 93%), which promotes the visibility and 
transparency of their work. The same comparison in the past 4 years, was around 90%, 
which means that the overall result of these companies is not based on the extracurricular 
activities (financial, special and other income and expenses). Contrary to the overall 
business performance, in this part of the balance, there was a surplus in operating income 
over expenditure of 13 million RSD, suggesting that the negative overall results are due to 
other activities than the operating balance sheet items. 
As in 2009, when all of the companies had a negative result, in 2010 the same was with 
most of the public companies, apart from the Construction and Planning and DH 
enterprises. In fact, the total operating result was achieved thanks to the PE for 
Construction and Planning, which dedicated the annual plan to resolving issues from the 
previous period (claims, debts, lawsuits), so the operating income was considerably above 
operating expenses. This suggests that the source of the most of the business problems of a 
company is not due to the business related activities of the income statement, but to other 
financial operations. [7] 

However, these results are shown when the business is considered static (only 
during one year). The dynamic perspective, in comparison to the previous year, which is 
the purpose of the analysis in this section, shows that the two public companies increased 
the cost of doing business (Planning and Construction and PE Grdelica). Their share in the 
total operating income and expense is large, so the increase of the costs was significant. 
Therefore the whole public utility sector in the city recorded a general decline in 
profitability of 1.9% (0.9% the year before), the fourth year in a row, achieving the 
negative indicator of good management. This indicator shows that public enterprises in the 
Municipality of Leskovac, despite the stable public funding, their business activities are 
not in line with the available resources, which is constantly repeating and induces the air of 
uncertainty regarding the allocated activities to these enterprises.  
The following table shows the data of the other two criteria of efficiency. 
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Table 3: Indicators of productivity and profitability 
- Assets in 000 RSD – 

Description 

Operating income 
per worker 

Labor 
productiv

ity 
growth 

in% 
Rank 
2010 

Operating 
funds 
31/12/ 
2010 

Gain/loss 
by FA (%) 

2010 
Rank 
2010 

General 
rank for 
the three 
indicat.. 2009 2010 

Urban Planning 
and 
Construction 4569,1 4342,3 -10,8 7. 337.116 0,3 1. 2. 
Water Supply  561,5 717,1 19,9 3. 2.256.538 -1,6 3. 6. 
DH  3261,5 3492,4 0,5 5. 58.583 -20,1 6. 7. 
Public Utility  410,6 556,9 27,4 2. 196.033 -1,2 2. 1. 
Open Market 730,9 876,7 12,6 4. 123.554 -1,9 4. 4. 
Housing 676,7 738,5 -0,9 6. 64 -468,7 7. 5. 
Gdelica 469,2 638,1 27,7 1. 35.585 -7,9 5. 3. 
Total PC 1193,5 1192,1 -6,2 1-7. 3.007.473 -1,8 1-7. 1-7. 
Companies 
Leskovac-total 3500,3 4263,5 14,4  22.763.080 -3,2   

 
Note: The real growth in productivity is calculated by adjusting the nominal growth of 
operating revenue per employee, with the amount of the retail price of 6.5%. The real 
growth in operating funds is calculated by subtracting the nominal growth with the annual 
increase in retail prices in 2010 by 11.7%. 
 
 The absolute amount of operating income per worker is not a quantitative indicator 
by itself. It just shows which of the PEs are labour intensive, and which are financially 
intense. Therefore, there are two groups of companies - those with financial intensity 
(Construction and Planning and DH) and all other labour intensive enterprises, where PE 
for Water Supply has become, after 5 consecutive years, more labour intensive and less 
financial intensive company, which had been for years. 
Only real growth of labour productivity in 2010, in comparison to the previous year, shows 
the efficiency flow. It is not only the result of the changes in business revenues, but also of 
the change in the employment during the same period (the faster the income growth, the 
higher the labour productivity growth). It had already been said that there was a real 
decline in the operating income in 2010 (by more than 5%) and a slight decrease in the real 
total employment. Together, both indicators resulted in the fact that the total productivity 
of public enterprises in 2010 was decreased by 6.2%. This is the fourth year with the 
decline in productivity for the last 5 consecutive years, where 2009 was the only positive 
year. 
 In fact, all public companies had an increase in the labour productivity, except for 
Planning and Construction and Dom whose decrease in operating income was so large that 
it determined the overall rate of productivity. When neglecting the operating results 
obtained from the analysis of the Planning and Construction, one can conclude that all of 
the public companies, as a whole, had increased the productivity by 5.6%. However, the 
labour productivity of all companies with headquarters in the City of Leskovac, which 
produced the financial statement (predominantly private sector) was increased by 14.4%, 
which indirectly confirms that the unproductive public sector employment cannot affect 
the growth of employee productivity. 
The solution to this situation is usually based on the rise of the operating income in order 
to match the absolute number of employees, or on the reduction of employees and 
matching the real volume of utility activities undertaken in accordance with the statute of a 
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company. Having in mind that the serious possibilities of increasing the revenue were 
exhausted, only downsizing remains. 
The indicator of profitability does not have any greater analytical value, given the fact that 
all available operating funds are not accounted for (according to the balance sheet those 
are: property, machinery and equipment) which a public company uses, provided by the 
founder (or the citizens), but did not enlist it as its own property, since the Law on Public 
Utilities does not permit this at the moment. The profitability rates are caused by the non-
profit public policy of the public enterprises. Therefore, they are relatively low (-1.8%), 
and even lower than the average (-3.2%). 
In the context of the future development of the public utilities, as a separate development 
policy, one might think about projecting a profit based enterprise to which the performance 
of such activities will be delegated (which need not be public). Respectively, the 
precondition would be the redefinition of the public utility costs based on the reproduction. 
The transfer of the property into the ownership of the public companies is a strategic issue 
that will be defined by the new Law on Public Utilities, Law on Local Self-government 
Property, and the selected restructuring strategy and the transformation of enterprise 
ownership strategy. 
 As the efficiency and productivity, this indicator is also negative. The rate of cost-
effectiveness in 2010 decreased by 1.9%, productivity by 6.2% and profitability by 1.8%. 
In this way the negative trend continues because, with the exception of 2009, during the 
last three years, all of the three indicators were negative. At the end of 2010 the total value 
of assets governed by the public companies actually decreased by 10.3%, caused by the 
high value of ponders for the share capital assets in the most capital intensive PUC for 
Water Supply, which reduced the volume of operating funds by 10%. In fact, the volume 
of operating funds of all public companies was reduced, so together with the negative 
operating result there was the decrease in the economical use of these funds. 

        *** 
 At the end, the table shows the overall ranking of all PEs determined on the basis of 
individual rankings for all three indicators of business performance. The Graph represents 
the performance of all of the seven public companies, where the larger column the greater 
the business success. 

 

 
 

According to this, the best operating results in 2010 were made by public enterprises 
Public Utility Company, Planning and Construction and the PUC "Grdelica" then two 
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similar PEs, Market and Housing, and the worst public utilities Water Supply and DH, 
where the latter company for the first time reached the weakest operating results. 
3. BUSINESS PERFORMANCE ACCORDING TO BALANCE SHEET 

 
 In order to assess the liquidity of the public enterprises two criteria were selected 
on the basis of their balance sheets. The long-term financial stability was considered in 
relation to the ration of the available current assets and total liabilities and the short-term 
liquidity, the ratio of the obligations towards buyers and suppliers.[8] 
 
Indicators of the liquidity 

 
 The state of permanent liquidity in the balance sheet of PEs at the end of 2010 (or 
at the beginning of 2011) is measured by the ration of the available working assets and 
total liabilities that the company has at the time (December 31st). The ratio of the liabilities 
and the current assets indicates the relative ability of the company to respond in the future 
to the volume of liabilities. 
The table below shows the basic indicators. 

 
Table 4: Liquidity on 31st December 2010 
       - in a million RSD rate in% - 

Description 

Total current assets 
31/12 

Total liabilities 
31/12 

Real growth rate 
in% 

Asset liability 
coverage 

Real 
growt
h of 
the 

liquid
ity. 2009 2010 2009 2010 

Worki
ng 

assets 
Liabilit

ies 2009 2010 
Urban 
Planning and 
Construction 351,7 287,2 345,4 279,5 -26,9 -27,6 101,8 102,8 0,9 
Water 
Supply  96,8 115,8 1.327,5 1.401,5 7,1 -5,5 7,3 8,3 13,3 
DH  191,3 234,8 182,2 229,4 9,9 12,7 105,0 102,4 -2,5 
Public 
Utility  48,5 58,6 24,1 35,4 8,2 31,5 201,2 165,5 -17,7 
Open Market 8,6 14,2 65,4 69,9 47,8 -4,3 13,1 20,3 54,5 
Housing 126,1 141,9 124,2 139,8 0,7 0,8 101,5 101,5 0,0 
Gdelica 17,7 17,9 25,7 28,3 -9,5 -1,4 68,9 63,3 -8,2 
Total PC 840,7 870,4 2094,5 2183,8 -7,3 -6,7 40,1 39,9 -0,7 
Companies 
Leskov.-total 20.663 22.997 35.863 37.275 -0,4 -6,9 57,6 61,7 7,1 

 
 As during the previous three years, at the beginning of 2011 public companies of 
Leskovac, were net borrowers, which meant that the total liabilities exceeded the current 
assets by a whopping 1.3 billion. This indicated the great destabilization of the liquidity of 
the enterprise, or the multiple overshooting of obligations in relation to the current revenue 
inflows. All this was happening at a lower level than (by 6.2%) than in the previous year. 
This can result in the potentially negative operating results can in the next several years. 
The management of public companies would have to take the necessary business moves 
that will this decrease the ration between the current assets and liabilities to a lower level 
which guarantees the sustainability of the current liquidity. 
The following graph shows the relative ratio of the level of total liabilities of all public 
companies in 2010 in relation to their total income reported in the same year, as the 
number of annual revenues that can cover the level of commitments from the current year. 
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As a comparative criterion, a comparative indicator for all companies headquartered in the 
City of Leskovac, which produced their balance sheet (1.03 of annual income required to 
cover the total commitments from the previous 2009) should be used. 
 

 
 

 Unlike the previous graphs which reflects the relative proportions, the following 
graph shows the volume of the total liabilities of all public companies at the end of 2010 
expressed in euros, from which one can see their absolute levels (in million EUR) and the 
relative ratio of the mutual obligations. 
 
 

 The lowest level of liability coverage with available assets at the beginning of 2011 
had, PUC for Water Supply (only 8.3%), then two other public companies, Market with 
20% and the PUC "Grdelica" with 63%. The performance indicators for PUC for Water 
Supply indicated such a state, while the PC Market’s result show the seventh year in the 
row of such an illiquid status, which for years earlier had a completely different liquidity 
position. These companies had a large and a long-term liquidity instability caused by the 
investment activity that was constantly endangering the on-going operations which 
requires of the management to draft an adequate development strategy. 
The greater coverage of liabilities with the current assets was present in PE for Urban 
Planning and Construction, Housing and PUC "Grdelica" and especially Public Utility 
 Company with 65%. However, the coverage of liabilities with current assets in 

OBLIGATIONS OF PUBLIC ENTERPRISES 

0,0 

5,0 

10,0 

15,0 

EUR Millions 

EUR Millions 2,7 13,5 2,2 0,3 0,7 1,3 0,3 
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 NUMBER OF ANNUAL REVENUES TO COVER LIABILITIES 
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absolute value was not enough, so this part of the public sector in Leskovac, began 2011 
with sputtering liquidity situation of 40% (with 1.3 billion less compared to 1.2 billion 
from the preceding year). It is interesting that this shows that the ownership transformation 
of a part of the operations of Public Utility Company caused the business activities to 
stabilize together with the rest of the operations, which it had retained. 
Finally, in the last column of the table presented in this section, there is the indicator shows 
the overall dynamics of the liquidity situation of public enterprises. It shows that compared 
to the previous year, there is a continuity of decrease in all public enterprises as a whole (-
0.7%, respectively, -8%, -1.2% and -27%), which is a direct consequence of the absolute 
and relative deterioration of the long-term liquidity of PE for Water Supply, because most 
of the companies made an improvement of this indicator. At the same time, the real growth 
of liquidity in all public enterprises in the City of Leskovac increased by 7.1%. This 
section shows the results of operations of public companies which are typical for the public 
sector. Liabilities are greater than the amount of assets in order to meet the current needs of 
the political moment, and the long-term liquidity is constantly unsustainable. 

 
Indicators of short-term liquidity 
 
 The detailed explanation of the financial situation of public enterprises can be 
drawn by analysing their short-term liquidity, since this kind of issue is dominant, in the 
sense that all of the obligations of these PEs are usually just short-term liabilities. This is 
presented in the following table. 

 
Table 6: Short-term Liquidity on 31st December 2010 

-in a million RSD - 

Description 

Short-term receivables and 
investments Current liabilities 

Receiv
ables 
from 

commit
2010(%

) 

Custom
ers to 

supplie
rs 2010 

(%) 

Total Customers Total Suppliers 

2009 2010 2009 2010 2009 2010 2009 2010 
Urban 
Planning and 
Construction 34,4 50,1 14,6 31,2 308,6 229,5 272,4 198,7 21,8 15,7 
Water 
Supply  82,6 101,4 68,9 95,8 1.320,3 1.398,9 100,3 123,2 7,2 77,8 
DH  166,1 222,2 154,2 209 182,2 152,4 64,8 30,8 145,8 678,6 
Public 
Utility  47,7 57,9 46,9 57,3 24,1 32,9 13,3 12,7 176,0 451,2 
Open Market 8,5 14,1 4,1 6,4 63,8 68,9 13,3 20,9 20,5 30,6 
Housing 

125,7 141,6 123 140,1 124,2 139,8 0,8 0,8 101,3 
17512,

5 
Gdelica 14,5 14,8 14,4 14,5 25,7 28,3 5,3 4,2 52,3 345,2 
Total PC 479,5 602,1 426,1 554,3 2048,9 2050,7 470,2 391,3 29,4 141,7 

 
 The inability of public enterprises to cash their products and services is now clearly 
visible, because out of all short-term liabilities 92% comprise claims from their buyers 
(previous year 89%). 
In general, short-term claims of all public companies are out of balance (index 29, the year 
before it was 23). Such a situation was typical for earlier years when they were a net short-
term borrower (index 70 in 2005). At the end of 2010 all companies with headquarters in 
the City of Leskovac, which expressed the final balance sheets had two times higher 
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coverage of current liabilities (index 61), so this also confirms the important difference 
between the way of doing business in the public sector and in the private sector. 
The ratio of claims towards buyers and liabilities towards suppliers in all public companies 
is reversed. Namely, customer claims are by 42% higher (was less by 10% in previous 
year) than the liabilities towards suppliers, which is a consequence of not being able to 
cash their products and services. This is especially high in four public companies Housing, 
DH, Public Utility Company and PUC "Grdelica"). 
The following graph shows the absolute volume of liabilities towards suppliers of all 7 
public companies at the end of 2009 in millions of RSD. 

 
 

4.CONCLUSION 
 
 Public companies in Leskovac in 2010 operated with lower overall revenues than in 
the previous year (by 5.6%) and had a total net loss of 55 million RSD. The results of 
operations of public enterprises predominantly rely on the prices and revenues, while there 
is a lack of efforts to improve the efficiency of operations concerning expenditures. 
According to all efficiency indicators, public companies achieved a negative result: the 
thriftiness fell by 1.9%, productivity by 6.2% and profitability by 1.8%. The solution to 
this situation is the increase in operating income in order to match the absolute number of 
employees. This possibility was already used by increasing the prices for the public utility 
services at the end of the previous year and at the beginning of this year. Or, one should 
decrease total expenditures and match them with the contracted public utility services in 
line with the stature of the company.  
All of the public companies finished the previous year as net debtors of 1.3 billion RSD 
because of all the commitments exceeded current assets by 2.2 billion RSD. An additional 
problem is that the obligations are short-term, but there are so many that they exceed the 
annual income of all public companies by 72%. 
The applied analytical method for determining the performance of public enterprises 
(based on the example of a local government) has shown that they can get a real indicator 
of the current and the dynamic state of a sector, which has a specific position on the market 
on the global market. They can be considered internally and externally in comparison to all 
companies from the same region, but also in relation to the timing. The results of the 
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analysis have proved to be good mechanisms for directing the business policy of the public 
enterprises, their control and the performance evaluation in a particular local self-
government. The applied analytical method can initiate a similar approach in other 
municipalities and cities. This is particularly important when starting the restructuring 
process of the public utility sector.  
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