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Abstract

Key development directions of Latvia and both nadloand social key tasks until 2013 are determimethe
National Development Plan of Latvia. Education &ndwledge for the growth of national economy anthtelogical
excellence are determined as the main strategjettar

Within the national educational system the sectohigher education gives more impact on other sectf
national economy and processes of social life aleascademic year 2010-2011 there were 34 natiandl26 private
higher education institutions operating in Latyegardless of sources of financing available tdeastitution, they
are obliged to provide competitive services — femaximum quality with the financial resourcesitable. Therefore
improvement of financial management and completthaumlogy of analysis of financial strategy are toenponents
necessary for professional management of higharatidun institutions (HEI).

Keywords:the higher education institution’s funding, finealcmanagement, financial analysis, financial ratio
financial analysis pattern

1. INTRODUCTION

In the context of priorities determined by the ststrategic plan for the development of higher atlan,
overall changes of the economic situation in thenty resulting in decrease of state funding faghler
education, as well as the competition created byaf institutions in the higher education sectuthors
have carried out research on financial managemansititutions of higher education.

The objective of research is to examine charatiesi®f financial management, particularly modern
approaches to financial analysis in higher edunatimd to develop proposals for improvement ofrfaial
management in higher education institutions in laatv

To achieve the objectives set by authors the fafigwasks were identified: to study legislation and
resolutions of the institutions of higher educatidn study the sources of funding, to investigate
contemporary approaches to financial analysis uséustitutions of Higher Education and to deterenthe
most appropriate way of utilization of modern fio&h analysis pattern for institutions of highewuedtion
with the purpose to improve their financial managem In this paper financial management is studied
starting from financial planning to the analysisagtual results in close inter-relationship witrssion and
strategic objectives.

During the research quantitative and qualitativeéhmes of research in management science were used,
including induction and deduction, analysis andtlsgsis, logically constructive and statistical noeth,
description and display methods of numeral inforamat During the research on higher education
environment in Latvia indicators of financial maeagent, funding and financial analysis were useatder
to evaluate and to compare competition environrimehigher education.

2. FINANCIAL RATIOS ANALYSIS SYSTEM

Already since 1991 the basis of normative acts le¢iqg the activity of higher education is being
formed and developed in such manner that theirdstas are in accordance with the guidelines for
providing qualitative and competitive educationhmtthe educational environment of Europe defingd b
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the Bologna Process. In Latvia requirements folémgnting these standards are determined by thedbaw
Institutions of Higher Education, which applies dth the institutions of higher education locatedtlre
Republic of Latvia, regardless of the procedurestfe founding and financing and the specialization
thereof.

Number of students in EU countries and their changgin 2005-2010 revied
Number of students (1000) Change (%)

Country

2005 2006. 2007 2003 2009 2010 2010/2005 2010/2008
Latvia (LV) 131 131 130 128 125 113 -14% -12%
Finland (FI) 306 309 309 310 297 304 -1% -2%
Poland (PL) 2118 2146 2147 2166 2150 2149 1% 1%
Estonia (EE) 68 6& 69 63 68 69 2% 1%
France (FR) 2187 2201 2180 2165 2173 2245 3% 4%
Lithuania (LT) 195 199 20¢ 205 211 201 3% -2%
Denmark (DK) 232 22¢ 232 231 235 241 4% 1%
Norway (NO) 214 215 215 213 219 225 5% 6%
Sweden (SE) 427 423 414 407 423 455 7% 12%
United Kingdom (UK) | 2288 2336 2363 2330 2415 2479 % 8 6%
Germany (DE) 2269 2290 2279 2245 2439 2556 13% 14%
Netherlands (NL) 56¢ 580 590 602 619 651 15% 8%
Switzerland (CH) 20C 205 213 225 234 249 24% 11%
Czech Republic (C2) 336 337 363 393 417 437 30% 11%
Austria (AT) 244 253 261 285 308 350 43% 23%

Source: Eurostat. UOE data collection

As Table 1 shows number of students in Germany,ciCzZ@epublic and Austria increased
significantly, in Estonia, Finland and Lithuaniaeyhwere stable, but in Latvia the number of stuslent
decreased dramatically (14%).

Table 2
Annual public expenditure on higher education as &0 of GDP, 2008

Country DK | NO | FI SE| NL| AT | IS BE| IE CH

Expenditure (%) | 2.41 2.05 1.89 1.82 152 149 1.4%7| 1.32] 1.29

Country FR | DE| EE| ES| PL| LT| LV| CZ| UK

Expenditure (%) | 1.25 1.2 1.11 1.07 104 103 1.0103| 0.84

Source: Eurostat. UOE data collection
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According to statistical data in 2008 the most pAGDP on higher education purposes were spknde
Denmark and Norway ( 2.41% and 2.05%) and less th@n was spended United Kindom ( 0.84%) and
Czech Republic( 0.93%), Latvia government fundsHBrconsisted with 1% of GDP.

The issues of financial management of higher edurtanstitutions have been studied by such world-
famous financiers as Prowle, Morgan (2005), BavtcClellan (2011), Cekic (2010); Gibsogpring
(2009). In order for higher education institutictsbe able to evaluate their positions of achiewvimgjr
strategic targets and implementing their missiograup of such authors as F.Tahey, R Salluzzoagd?r
L.Mezzina, C.Cowen (2010) in collaboration with quany KPMG have developed suggestions for financial
analysis of higher education institutions. Accogdio the authors’ advice, overall financial positiof HEI
should be evaluated on the basis of the key inolisgsee Figure 1).

Is the HEI stable enough?

Financial Return on
Financial flexibility in capital and Operational
flexibility in long-term? performance? efficiency?

short-term?

o . Return on Net Net Operating
. Viability Ratio .
Primary Reserve Assets Ratio Revenues Ratio
Ratio
e Liabilities * Fixed assets ¢ Level of income
* Interest coverage recovery ratio » Revenue analysis
ratio * Age of the fixed « Cost analysis

assets

Figure 1.Interrelationship of the HEI financial rates foradwating financial position
Source: devised by the authors

As the figure suggests, the primary task is to fiad if the liquidity of the HEI is sufficient, baase if
the HEI is not able to provide its operational \at#@s, analysis of the rest of the ratios becomes
insignificant. After determining liquidity, the resf the matters regarding evaluation of overalaficial
position of the HEI are determined:

* Primary Reserve Ratiallows to evaluate if resources of the HEI ardisient to support the mission

of the higher education institution;

* Viability Ratioindicates if the financial resources are managedegjically, and if the mission of the

HEI is promoted,

» Return on Net Assets Rafidicates if expenditure and management of assstgply with strategic

directions of the HEI;

* Net Operating Revenues Ratilows to evaluate if the results of operationaivity indicate HEI's

capability to survive with the resources available.

In addition to the four key indicators mentioneded, the HEI is able to perform detailed analydis o
other ratios on its own discretion, what would pdevmore grounded decision making in processes of
financial planning, calculating actual cost and@si and other stages.

Net current assets of the HEI will be the assetslae to “spend” in order to provide activity tife
higher education institution. In order to asceridthe amount is sufficient, it is divided by thatal costs of
the HEI (see Formula 1).
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Net current assets
Total costs

Primary Reserve Ratio = Q) , where

Net current assets — current assets minus shanthiailities.
Total costs — all the costs included in the prafitl loss account minus loss from elimination ofglon
term investments.

Operating liquidity can be used in order to detaemifor how long will the HEI be able to operatehwi
the net current assets available at the momentderdo provide its activity in the same level asvious
year, without relying on additional net assets @&y operational activity.

When considering the dynamics of the operatingididy it should be evaluated, if net current asse
have increased in at least equal proportion tartbeease of total costs, thus sufficient amounetfassets
are provided for situations when increase of casise (without increase of activity). Negative oatr
descending tendency confirms week financial pasiabthe HEI. In the case of rapid decrease of atpey
liquidity strategic initiatives regarding amount tife manageable activities should be overviewed, an
reducing them should be considered (especialliiade related to capital expenditure). Also the etitieyel
can be limited.

Operating liquidity can also be expressed in nusilasra time period. A time period in which the HEI
able to secure its activity with existent net cotrassets. In case of need the HEI should be abheake
changes to stabilize its financial activity withims time period. For example, if operating ligtydequals
0.5, it means that the HEI will be able to opegttéhe former capacity for approximately 6 mont@% of
12 months). The higher the ratio, the more flgxiblll the HEI be able to organize its operatioaativities
(make changes, adapt). Low ratio, for its partusthmot be considered as critical, if significam¢éstments
in fixed assets (or in intangible assets) have eade recently, and further an increase of prinasgrve
standard is planned.

Net current assets can be examined also in relationvestment activities of the HEI. In order to
encourage the mission of the HEI and to achievddhg-term goals, the HEI can make a decision about
necessity for long-term liabilities in order to ilement some particular projects. Usually purchasixed
assets or intangible assets, or significantly inaorg them is planned within such projects. By dmiaing
the amount of net current assets which is fundet leng-term liabilities (related to implementingng-
term projects), a general concept can be obtaihethich are the sources the HEI's operational @otis are
financed from. By decrease of funding from equépital, flexibility of operational activities carelaffected
significantly, therefore this ratio is called thi@bility ratio of the HEI and it is expressed by the Formula 2.

Net current assets

Viability Ratio = Long- term debts

(2)

The correlation of the formula’s numerator and demator 1:1 (Tahey, 2010) suggests that on the date
of the balance sheet there are enough net curseatsato cover the borrowings related to purchdsing-
term investments or renewal of them. However, starelation should not be considered as optimab rat
for all the institutions of higher education. HEdrcoperate successfully also if long-term liquidigge is
lower than 1, however, in this case flexibility @berational activities is more limited. Viabilitatio of a
particular HEI can be inconsistent in dynamics,dose the denominator of the Formula 2 is the sum of
long-term liabilities, which is larger in the beging of a project, but it tends to decrease overftither
years. Financial specialists suggest that 1.25dcbel considered as the average viability ratio &i.H
However, each HEI should determine the acceptavie lof long-term liquidity of its own, on the bagf
the strategic targets set. Analysis of long-terquitlity should always be performed by consideringni
coordination with operating liquidity. For examplethe amount of long-term liabilities within netirrent
assets is small (in this case long-term liquiditeris high), then operating liquidity is more sfgant ratio
and decision making should be based on the chafdbs ratio.

In order to evaluate to what degree funding HElethejs on credits received for long-term development
(for developing the basis of fixed assets) and ldoes it affect total cost of HEDebt Burden Ratias
calculated with the Formula 3.
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Current period debt services
Debt Burden Ratie  Total costs — fixed asset depreciation + repaypateof (3) ,where
principal debt within the year of account

Current period debt services — repayable partiotjpal debt and interest within the accountingiqukr

There is no strict allowable limit determined fabd burden ratio. This ratio should be evaluatetiiwi
dynamics and in coordination with other ratios €liRrimary Reserve Ratio) and strategic targetsaohe
particular HEI. If the tendency of debt burden écmasing, it means that the HEI is able to subuéss
absorb the debt costs and it is not necessary éofursls provided for other goals to cover suchscost
Increasing tendency formally means the oppositechvican not always be considered as a bad thing,
because a HEI with a sufficiently high operatinguldity rate (more flexible possibilities of opecatal
activities) can afford to maintain higher debt mmdincreasing tendency will be characteristic #sbere
are significant activities planned in the strate§yhe HEI for renewing fixed assets. Low debt laurdatio,
on the other hand, in certain situations will net tecessarily considered positive, for example,eund
conditions of insufficient funding, without develag infrastructure of HEI and without attractingdéébnal
funding in a form of credit, there can occur prolewith attracting students in future.

Debt Service Coverage Ratidhich is calculated by the Formula 4 allows tcediine, if HEI's revenue
flow is sufficient to cover the debt burden.

Adjusted changes in net assets
Current period debt services

Debt Service Coverage Ratio= (4) , Where

Adjusted changes in net assets — revenue excess@sts from basic activity, and increasing it by
calculated depreciation of long-term investmerthmyear of account and by interest.

The higher the debt service coverage ratio, theeraecure the HEI can feel about its capability &zim
the liabilities even then, if decrease of the budgeuld be expected. Under inconsistent conditiwhgen
significant changes of net assets occur duringpdhg years of account, it would be preferableus®
average Debt Service Coverage Ratio of two previmass, thus overall tendency of ratio changes avoul
become apparent.

Analysis of the use of assets has to provide tls&van whether the use and the management of assets
have been sufficient in order to support stratggials of the HEI. Increasing tendency of net assaggests
that the HEI is capable of generating additionaldfag source for further development. By calculgtin
Return on Net Assets Raféormula 5) it is possible to analyze if the irase has been sufficient.

Current period changes in net assets
Total net assets

Return on Net Assets Ratio= x 100 (5)

For each HEI the threshold of return on net agsdits will be different, because missions and ety
goals of higher education institutions vary. Retamnet assets has to be evaluated in dynamicaubecif
strategic goals of a HEI include developing newvégt (for example, new program of studies), thée t
particular HEI has to set higher demands for returmet assets ratio. Decrease of return on netsasio,
on its part, also is an acceptable tendency, i dndloes not restrict implementation of the HEgssion.

By making decision about the achievable level ¢tdime on net assets, also the possible impact canged
external economic conditions (inflation, changediscal policy, etc.) has to be taken into considien.

This means that both real and nominal return orasgetts ratios have to be evaluated, in orderdereb the
impact caused by inflation. Due to changes in c@fgoincome tax policy starting 2013, higher ediocat
institutions founded by Latvia’s government will lomder the necessity of reassessing the acceptable
threshold of return on net assets ratio, becautie thve ending of the transition period (until 2013yher
education institutions founded by government aldb lvave to pay corporate income tax for the revenu
excess over costs from providing paid services.sTthe expected revenue excess could decrease by
approximately 15%.

When managing assets of HEI it is important to wershe peculiarity that majority of higher edioat
institutions are capitalintensive, since they reggignificant amounts of financial and materiadeds in
order to provide services of good quality.
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Therefore it is important to ascertain if suffidi@asumption of tangible assets (capital assetsldibgs,
equipment, computer equipment, etc.) is happeninthé HEI, by calculatingrixed assets reinvestment
ratio:

Fixed assets Expenditures
Current period depreciation

Fixed assets reinvestment ratio=

(6)

Correlation above 1:1 in the Formula 6 displaysease of tangible assets, however, the increasthas
be evaluated in a complex manner, ie., if at threeséime increase of budget and operational actixotyme
occurs. Correlation below 1:1 suggests that investnm capital assets by the HEI is postponed.ases
like these it is helpful to clarify the average ajeapital assets:

Accumulated depreciation
Current period depreciation

Age of fixed assets ratio =

()

Within the industry of higher education the accblgaverage age of capital assets of higher edurcati
institutions related to science is up to 10 yehosver average age of capital assets indicatesthieaHEI
recently has made an investment in capital asaatsthat it has not been done at the expense dfrigin
necessary for other strategically important agégit The average age of capital assets only ireficatwhat
degree the resumption is managed by the HEI, hawéwtoes not indicate the necessary funding amoun
In order to acquire such information, it would becessary to determine depreciated substitutiors agst
each capital asset, which requires additional imputork, and not always it is preferable to dottimaorder
to clarify the tendencies.

Revenue excess over costs of the accounting pdeawelops positive contribution to net assets of the
HEI and vice versa — net assets are reduced byagieor=rom this point of view, the HEI should strito
generate as high revenue excess over costs ablppsgiwever, due to various considerations, irioyd
historical and socially political, it is not easy fthe HEI to determine the preferable amount efakcess,
because higher education institutions founded gy ghvernment basically are supposed to operate as
nonprofit organizations. However, if the targeesttd by the HEI is to operate with invariable aset, and
it is planned to fully absorb the budget revenusreslhwith costs, then an “airbag” for compensatiogsible
budget deficit of the further periods is not esedidd, as well as there is no reserve necessarfutiore
development. For comparative evaluation of revesfugccounting periodNet Operating Revenues Raiso
calculated:

Net unrestricted operating revenues
Total unrestricted operating revenues

Net Operating Revenues Ratio—= X100 (8)

The higher the profitability of net operating reues, the more significantly net assets of the HEI
increase, which makes a positive impact on Prinigegerve Ratio, Viability Ratio, Return on Net Asset
Ratio. The minimal acceptable limit is determingddach HEI individually, by evaluating ratio charge
over the years. For example, if during developnwnthe operating budget expenditure of the budget i
planned to be with limitations (to a definite pertage of planned income), then the minimal profiigb
level of Net Operating Revenues could be withinitinfrom 2% to 4%. Thus it is planned that yet in
addition to planned reserves also net assets wioatdase by several percentage. If the reservesaire
planned, then the minimal profitability of Net Opng Revenues should be higher than 4%. If praifitgl
of Net Operating Revenues is negative and thabisancomprehensive tendency, then the situatiom als
should be supported in cases when it is requirethdgtrategic targets of the HEI.

3. COMPOSITE FINANCIAL INDEX

In order to evaluate overall financial position WEI, a good solution is to merge the following four
ratios — Primary Reserve Ratio, Viability Ratio,tiRe on Net Assets Ratio and Net Operating Revenues
Ratio — into one ratio ‘€omposite Financial Inde§CFI). By determining the lowest allowable limasd
optimum rates of each separate ratio, an overatemient regarding correspondence between financial
position of the HEI and capability to achieve irategic targets and implement the mission is dges. In
order to calculate CFl, the following actions héwde performed:
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» Calculating Primary Reserve Ratio, Viability Ratieeturn on Net Assets Ratio and Net Operating
Revenues Ratio;
» Establishing strength scale of each ratio, by ddténg their minimal and optimum limits, which
have to be included within united value scale ftbio 10;
» Determining weight (materiality level) of each caéixpressed as a percentage from total index;
* Summing the Primary Reserve Ratio, Viability RaR&turn on Net Assets Ratio and Net Operating
Revenues Ratio, that are adjusted by strength anghty and thus CFl is obtained.
Indicators to help determining if financial positi@f the HEI is in correspondence with ability to
achieve its strategic targets and implement thaioriscan be developed and established in ordeevelop
the united value scale The scale could be useful to higher educatiotitini®ns of Latvia as well (see
Figure 2).
Scale of financial positions

-4 -3 -2 -1 0 1 2 3 4 5 6 7 8 9 10

Evaluating ability to
survive, by changing the

finanrial noadc

Taking cash flow preservation
measures, while significant liquidity
and liability difficulties exist

Considering using a loan to
implement educational

artivitiac

A

Ll
It is possible to make functional
arrangements independently

>

It is possible to make

Description of the

structural and functional situation

changes independently

_—
It is possible to shift
resources directly for
changes necessary

>
>

Distribution of resources
is directed to future

competition
A
Ll
Experimenting with new
initiatives
>
Resource utilization for
achieving stable mission
1 2 3 4 5 6 7 8 9 10

United value scale

Figure 2 Interrelationships between the rating Bf'8ifinancial possibilities and the united valwale
Source: Tahey (2010)
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The united value scale is developed as a systetarofjrades, where the value 1 represents a weak
financial position of the HEI, while the value 10a-stable financial position based on implementhng
mission.

Further on the values of Primary Reserve RatiopNifg Ratio, Return on Net Assets Ratio un Net
Operating Revenues Ratio are determined, whicldjtested to the united value scale. In order terdgine
that, the following considerations should be made:

* What would the critical time period be, in whicketHEI would be able to provide covering its costs

with net assets available immediately;

» What profitability ratios can not be consideredfisidnt anymore, in order to compensate the

increase of costs and to build up reserves;

» What liability ratio should be considered as catic

According to the opinion of financial analysts (@jitical ratio limits (ratio strength) complyingitiv the
value 1 of the united value scale, as regardsatisof higher education, are following:

* Primary Reserve Ratio 0.133;

* Net Operating Revenues Ratio 1.3%;

* Return on Net Assets Ratio 2%;

* Viability Ratio0.417.

Overall the numeral values mentioned above reftectollowing situation: available operating resmag
of the HEI are sufficient for 48 days, howeveruraton basic activity (1.3%) and return on net s2%)
with debt burden exceeding available operatinguess 2.4 times, indicate insufficient capabilifytioe
HEI to secure itself against increasing cost tengeand to supplement the level of reserves withia t
structure of net assets.

Determination of ratio materiality level weighs dhe significance of each ratio within overall CFI.
Assuming that HEI operates for the interests of lelsmciety, a bigger importance should be giveth&®
ratios related to maintenance of possible activityile less — to the ratios affected by resultepérational
activity of one accountable year. Having regardhef above mentioned, significance is divided akvd:
Primary Reserve Ratie 35%;Viability Ratio— 35%;Return on Net Assets Ratd@20% andNet Operating
Revenues Ratie 10%. HEI has to maintain the proportion constatiterwise the information gathered
through the years will not be mutually comparable.

Merging results into united index is based on thtemined critical limits (ratio strength) of patlar
ratios and the significance of the ratios (ratioigh®. The procedure of calculating CFI is displdyia
Table 1.

Table 3
Procedure of calculating the Composite Financial ldex

HEI ratio Rating of ratio
Primary Reserve Ratio (PRR) PRR/0.133 x 0.35
Net Operating Revenues Ratio (NORR) NORR / 1.3%lx 0
Return on Net Assets Ratio (RNAR) RNAR /2% x 0.2
Viability Ratio (VR) VR /0.417 x 0.35

HEI Composite Financial Index Sum of ratings

Source: worked out by the authors

Hence, CFI of HEI forms as a sum of separate compioratings, which, on their part, are acquired by
applying the appropriate factor of strength andgiei Further on, HEI is able to use the information
displayed in Figure 2, in order to evaluate itsifpmss within overall system of financial stabilitgting.

For more foreseeable analysis of CFI result changés convenient to use a radial diagram, whih i
suited for graphic illustration of the ratios ttaae not mutually comparable in direct manner, betd is a
definite correlation between them. Thus, ReturnNmt Assets Ratio and Net Operating Revenues Ratio
must be placed on the X axis, while Primary Res®atio and Viability Ratio — on the Y axis (see.R}
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Primary Reserve Ratio

10 T
F3 .
6
-~ . 4 \\\\
e 2 L ) .
Return on NET Assets .- 4 3 .. NET Operating
Ratio ~ \/ .~ Revenues Ratio
e Stability
boundary

B Drawing area
Viability Ratio

Figure 3 Placement of financial ratios within rddimgram
Source: Tahey (2010)

According to Figure 3, intersection of the X andaXis complies with the critical limit of the finaiat
position of the HEI. Lines connecting the valuef3h® X and Y axis outline the limit of a stabledncial
position, while lines complying with value 10 ofettX and Y axis outline a situation fully suitabler f
meeting the needs of implementing the mission efHlkl. If the values of the calculated ratios exicte
marginal limits (-4 and 10), then in diagram theg seduced to values -4 and 10 accordingly. Theteby
graphic illustration displays, how a weaker perfante of one ratio can possibly be compensatedigi h
performance of the correlating ratio. The diagram serve as additional information source for thgppse
of interpreting CFI, because it gives recapitulaiinsight of how financial management of the HE4 baen
integrated with strategic targets of the HEI to lempent the mission.

4. COMPOSITE FINANCIAL INDEX AND IT ANALYSIS AT HEI X

As an empirical example the description of HEIot€ of the modern private Latvian higher education
institution ) and its specificity is givertHEl X implements the programs in social sciencespmerce and
law, where competition between both publicly funded private HEI is very strong in Latvia.

HEI X main activity is the implementation of stugyograms, and within the study period it offered t
acquire the first level, bachelor's and mastergake programs, 60% of these programs provide atquis
of degree within periods less than 3 years.

Table 4
The dynamic of number of social sciences studentimber in Latvia and HEI X
Indicator 2008./2009. 2009./2010. 2010./2011.
The total number of students 125360 112568 103782
Number of the social sciences students 66308 56184 48614
% Of total 53% 50% 47%

Number of students at HEI X, & of

the soc. sciences students 6.25% 6.21% 6.22%

Source: devised by the authors

As shown in Table 4, the number of social scieredents (group “social sciences, commerce and law”)
continuously decreases, still, the demand for etidi these fields is the highest in Latvia. HE$tdents
share in these studies during the analyzed peniodyfoccupy 6.2% of social science students.Nurmndder
academics and structure during the period from 2@02010 in HEI X has not changed significantly.
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Academic staff with a PhD within the same periocs\4.% of the total number of academic staff and it
matches the required level set by Law on HighercBtian Institutions.

During this period on average 95 HEI X studentsheaar in the education exchange programs studied
in 20 European universities, and 35 foreign lectirave provided study courses at the HEI.

The main source of funding of HEI X is own revenuies2008 they reached 87% of total university
funding, but in 2010 the revenue share of fundiag dropped to 83% thus increasing the share of EU
funding up to 17%.

HEI X used the analysis of projected revenues aqeraditures comparing them with the respective
actual indicators, thereby obtaining information twe displacement volume of individual revenue and
expenditure items, as well as information on theei@ccash inflows and the adequacy of the actusisco
In accordance with the HEI X data during the anediyperiod there is no long-term liabilities in HE
balance sheet, so there is no need to calculaterigegerm liquidity.

Primary Reserve Ratiof HEI X in 2008th was negative, but already if©20t provides a positive result
and in 2010 reaches the value of 0.14 indicating XIEapability to ensure its operation with exigtinet
working capital for 1.7 months without additionfands received from operating activities.

Net operating revenues ratio is HEI operationapouindicator, similar to thBrimary Reserve Ratiof the
research period, exhibits the lowest value in 208@&easing to 4%. It can be concluded that thesdserin
profitability is due to the expenditure increas2¥d compared to the rate of revenue increase (2.Irthe
period 2009- 2010 when shortages (both a reduatitihe number of employees by 42% and their salparie
were made and HEI reserved fund was created. Eh®pNerating Revenue was already 17% compared to
the company KPMG's recommendations (2 -4% wheidthle budget creates a reserve fund), it is a high
indicator.

Table 5
HEI X Composite Financial Indexduring the period from 2008 to 2010
Composite Financial Index, 2008.
Financial ratio Indicator Indicator Indiqator CFI
Strength Weight reiting
Primary Reserve Ratio -0.09 /0.133 x 0.5b -0.38
Net Operating Revenues Ratio -0.04 /0.013 x 0.15 -0.51
Return on Net Assets Ratio -0.08 /0.02 x 0.30 221.
Viability Ratio
Result (CFI) =-2.1
Composite Financial Index, 2009
Financial ratio Indicator | Indicator Indi_cator CFI
Strength | Weight reitings
Primary Reserve Ratio 0.04 /0.133 x 0.5b 0.1
Net Operating Revenues Ratio 0.11 /0.013 x 0.15 .261
Return on Net Assets Ratio 0.34 /0.02 x 0.30 5.13
Viability Ratio --- o --- ---
Result (CFI) = 6.5
Composite Financial Index, 2010
Financial ratio Indicator Indicator Indigator CFI
Strength Weight reitings
Primary Reserve Ratio 0.14 /0.133 x 0.5b 0.60
Net Operating Revenues Ratio 0.17 /0.013 x 0.15 921
Return on Net Assets Ratio 0.34 /0.02 x 0.30 5.08
Viability Ratio --- - --- ---
Result (CFI) =7.6

Source: devised by the authors
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Integrated Financial Index (CFI) results of thecakdtion are summarized in Table 5.

As can be seen from table 3.11., the result ofctleulation, HEI X Composite Financial Index was
negative in 2008 and during the period from 2008010 it increased significantly.

Figure 4 shows that there are low level of liquidiPrimary Reserve Ratio) as well as high level of
profitability (Net Operating Revenues Ratio, Returm Net Assets Ratio) at HEI X . Similar financial
position is related in others Latvian HEIs.
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Figure 4 The dynamic oHEI X Composite Financial Index ratios
Source: worked out by the authors

The authors believes that composite Financial Iretimation and connected financial ratios calouhat
and evaluation give possibilities to collect contenesive information about HEI X activities and the
financial results and compliance with HEI X strategoal and make management decisions based on HEI
X stable financial position in accordance with BEmission.

5. CONCLUSIONS

1. On the basis of the mission defined and strategigets set higher education institutions determine
financial management strategy, where financial posgjcation and planning is performed within. The
system of prognostication and planning and the eggge of the methods used depend on possibilifies o
attracting funding sources, organizational systéth@HEI and organizational culture.

2. During the process of financial planning the resghined have to be analyzed by using appropriate
(describing activity of the HEI) financial ratiothat allow to make conclusions both on acceptgbditd
consistency of the results gained regarding tregesiic targets of the particular HEI, as well astvangths
and weaknesses of the methods used and overatiippsystem.
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3. In order to evaluate the overall performance ddificial activity, analysis of various financial oati
calculated should be applied in interconnection dyramics, because the strategy and the missidneof
HEI can be achieved and implemented in long-term.

4. Information about correspondence between finarmmaltion of the HEI and its strategic targets is
acquired through implementing the method of deteimgi Composite Financial Index. Analysis of theéamt
forming it allows to explain the causes of changtginancial position and to analyze the resultsthaf
budget execution. Implementing the method is rdlébeevaluation and improvement of strategic finainc
planning and budget system, thus encouraging ingonewnt of financial activity results of the HEI, wsll
as enabling more precise evaluation of financiaitpm.

5. Composite Financial Index system implementation_atvian higher education institutions and
relevant calculation and its explanation could wbtgnificant information about current HEI finaakc
position and show its improvement possibilitieagtordance with HEI strategy.

6. The process of implementation of Composite finainzidex system in Latvian higher education
institutions consists of two steps:

a. To compose the single scale of values charactgriiancial position according to the strategy
of the institution of higher education.

b. To define standards for ratios of Composite Finaintidex according to the specifics of the
institution of higher education.
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