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The evaluation of small-companies performance includes financial and non-financial indicators of companies. The main
source of information about financial indicators of business activities is the financial statements of a company; basing on them
there is performed the evaluation of the company’s business activities and financial status. The evaluation of small companies
business performance and financial status have a significant role in making financial managerial decisions, as it help assessing
the risks and potential benefits planning the perspective performance of the company.
Exploration and evaluation of the meaning of financial indicators, successful solution of business management problems
can be reached by the development of a single financial indicators assessment system in the context of complex analysis of
business performance. Despite the fact that in scientific literature the number of publications on this theme increases, the
researchers have not arrived to a common view on the essence and composition of the financial performance indicators, as
well as their measurement and assessment methods. The content of the article reveals various theoretical approaches to the
understanding of the essence, classification of financial indicators and types of their measurement.
According to the official statistical data each day every fourth company faces the insolvency procedure. The data of the
Latvian businessmen survey show that the owners of small enterprises need a definite system of financial indicators to manage
efficiently the financial situation in the company.
The most characteristic feature of small enterprises is limited financial resources and difficulties in receiving them. Due to
it this theme has become very topical in the context of borrowed capital, for example, getting bank loan.
In order to evaluate the creditworthiness of the borrower financial institutions usually use the data about the average
indicators of the branch calculated by LR Central Statistical Bureau and LTD “Lursoft”. Concerning financial indicators there
are at least three aspects to be improved:
• applied models of financial indicators used by the institutions mentioned above were developed more than 10 years
ago and they are considered to be universal, they do not consider the size of the enterprise and the form of business
organization;
• simple selection of financial ratios is the basis of these models with any logical interrelations;
• the most complex issue is the quality of information included into financial statements basing on which financial ratios
are calculated; international standards are not taken into account and there is no information whether financial statements
are drafted according to the international standards.
The ratings of companies published basing on such information by financial ratios sometimes can mislead the users of
financial statements taking into consideration the conditions mentioned above.
The aim of the paper is to make recommendations on the development of the financial indicators system on the basis of study
and generalization of the scientific publications, and analysis of Latvian practice in the field of a company performance, which
the owners of small enterprises in Latvia could successfully apply for evaluation of the company’s financial position.
The offered system of financial indicators can be used in the future as a basis for developing a complex model for the
evaluation of the financial status of small enterprises.
In order to reach the aim of the research the following tasks have been put forward: to investigate the essence of financial
indicators and financial ratios, and to show their role in company performance; to provide critical evaluation of the approach to
the evaluation of financial indicators used in Latvia to assess business performance; to develop recommendations for designing
a financial indicators system for evaluation of a small company’s business performance and its practical implementation.
The research is based on the analysis and evaluation of special literature and scientific publications on the financial
indicators of business activities and their role in the evaluation of business performance. The following methods have been
used in the research: logical analysis ad synthesis, content analysis and a monographic method.
The articles analyses and evaluates prior researches on the financial indicators of business performance, considered and
systematized financial indicators for the evaluation of small companies’ business performance.
The results of the give research could be useful not only for the owners of small enterprises in Latvia, but also for private
and public institutions having access to financial information about companies performance in Latvia.
Keywords: financial indicators system, business performance, evaluation
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Introduction

The financial indicators of companies and their volume
taking into consideration their variety are the focus of
interest for persons directly related to a company (managerial
staff, owners, employees) and persons indirectly related
to a company (potential and existing cooperation partners,
creditors, mass media, etc.).
Exploration and evaluation of the meaning and role
of financial indicators, successful solution of business
management problems can be reached by the development of
a single financial indicators assessment system in the context
of complex analysis of business performance.
Many authors (Hafeez, 2002; Philips, Louvieris 2005;
Craig, Moores, 2005; Lau, Sholihin, 2005; Fernandes et.al.,
2006; Prieto, Revila, 2006; Wier et.al.,2007; Chen et.al., 2009;
Cardinaels, van Veen-Dirks, 2010) have researched complex
evaluation of business performance including a system of
financial and non-financial indicators; however, there are
problems to apply practically this system of indicators because
there is no single approach the identification, classification,
measuring and evaluation of non-financial and financial
indicators.
The topic of the paper is insufficiently researched in
Latvia, thus the authors of the paper have analysed and
evaluated foreign researches on the financial indicators of
business performance, assessed classifications of financial
indicators, theoretically scanned the information databases in
Latvia regarding the financial ratios used in companies as the
most widespread category of financial indicators, analysed
the main financial ratios of companies in general and by kinds
of activities.
The research of the practice of financial analysis has
identified a number of problems which have arisen due to the
willingness of the user to get the answers to the following
questions:
• is the financial information objective; can it be trusted;
• how many and what kind of users are necessary;
• how do I look like in comparison with competitors;
• is the given information useful.
The real situation shows that in many cases it is difficult
for the financial analysts to give the answers to the questions
of the users. In this concern the authors of the paper have
determined the following groups of problems of practical
application of the financial indicators:
• the quality of preparation of financial reports on the
basis of which the financial indicators are calculated;
• the methodology problem during the development of
the system of financial indicators corresponding to the
environment of the company’s activities;
• lack of adequate and objective database of average
indicators of the industry, due to which it is difficult to
objectively evaluate the company’s financial position
in the market;
• problem of interpretation of financial information
according to the strategy and aims of company’s
development, due to which many entrepreneurs do not
pay significant attention to the evaluation of business
performance.
However, according to the official statistical data each
day every fourth companies faces the insolvency procedure.

The data of the Latvian businessmen survey show that the
owners of small enterprises need a definite system of financial
indicators to manage efficiently the financial situation in the
company (Kuzmina, 2012).
The mentioned above circumstances have determined the
actuality of the theme of the research and have determined
the research object and subject. Research object: financial
indicators of business performance. Research subject:
a system of financial indicators to be applied in small
companies.
The aim of the paper is to make recommendations on
the development of financial indicators system on the basis
of study and generalization of the scientific publications,
and analysis of Latvian practice in the field of a company
performance, which the owners of small enterprises in Latvia
could successfully apply for evaluation of the company’s
financial position.
In order to reach the aim of the research the following
tasks have been put forward:
• to investigate the essence of financial indicators and
financial ratios, and to show their role in company
performance;
• to provide critical evaluation of the approach to the
evaluation of financial indicators used in Latvia to
assess business performance;
• to develop recommendations for designing a financial
indicators system for evaluation of a small company’s
business performance and its practical implementation.
The following methods have been used in the research:
logical analysis ad synthesis, content analysis and a
monographic method.
Research methodology
The aim of the research and the formulated tasks has
determined the logics of the structure of the paper and
methodological basis of the research. In the first part of the
paper the theoretical research is conducted which is based on
the analysis and evaluation of special literature and scientific
publications on the financial indicators of business activities
and their role in the evaluation of business performance.
The result of the theoretical research is the comparative
analysis of the system of key financial performance indicators
in the interpretation of various researchers and critical
evaluations of the authors of existing opinion system and
different concepts of the nature and meaning of financial
indicators.
Practical part of the research is built on the basis of the
analysis of statistical information provided by”Lursoft Ltd.”
and Latvian Central Statistical Bureau, which are the biggest
“information providers” in Latvia. The results of the research
have identified different methodological approaches to the
evaluation of financial indicators. Combining two approaches
the authors have created a list of financial indicators and made
the analysis of companies’ activity financial indicators that
allowed to get a general impression about the activities of all
Latvian companies and to find out main tendencies for the
5 years period (table 6), as well as to evaluate the financial
indicators of the most important fields of non-financial sector
(table 7).
The results of the research allowed the authors of the
paper to make recommendations on the development of the

217

ISSN 1822–8402 EUROPEAN INTEGRATION STUDIES. 2012. No 6

system of evaluation of financial indicators in relation to small
companies, which the owners of small companies in Latvia
could successfully apply for evaluation of the company’s
financial position.
Financial indicators as one of the main criteria for
evaluation of business performance
Hopwood (Hopwood, 1972) believes that financial
measures can lead to favourable subordinates’ behaviours
because of the objectivity and the reduced uncertainty of such
measures.
Kaplan and Atkinson (1998) consider two main reasons
for the widespread use of financial performance measures.
First financial performance measures, such as profit, articulate
directly with the organization’s long-run objectives, which
are almost always purely financial. Second, properly chosen
financial performance measures provide an aggregate view
of an organization’s performance. An aggregate financial
performance measure, such as corporate or division
profitability, is a summary measure of the success of the
organization’s strategies and operating tactics.
Financial measures are considered “lagging” indicators
in the sense that they are the results of other former actions
mostly of quantitative nature (Cohen, et.al. 2008).
Kaplan and Norton (Harvard Business Review, 2008) have
created balanced scorecard (BSC), where one of the groups
of indicators is financial indicators. BSC method is widely
used around the world to evaluate business performance. For
example, opportunities to evaluate business performance of
small and medium-sized enterprises using BSC are analysed
in the companies of England (Sousa et al., 2006), organization
of manufacturing companies performance (Fernandes et.al.,
2006), evaluation of tourism business performance (Phipips,
Louvieris 2005), strategic planning of family business (Craig,
Moores, 2005).
Taking into consideration the aim of the research the
authors of the article will analyse further in the research the
financial indicators included into BSC System.
Figure 1 depicts the role of financial indicators in the
improvement of company’s performance indicators and how
an organization can improve its financial results and capacity
having consecutive steps in a closed cycle.

Figure 1. Use of financial indicators with continuous
quality improvement to improve organizational
capacity (Suarez, et al., 2011)

The analysis of financial indicators, getting additional
information and knowledge about the financial status of an
organization shall be used in making decisions, but elimination
of drawbacks creates conditions for the improvement of the
organization performance and its results can be evaluated by
financial indicators. The authors of the article believe that
this scheme can also be applied in the evaluation of business
performance using the information of financial indicators.
Kaplan and Norton (Harvard Business Review, 2008)
considered that BSC is not a pattern which refers to business
in general or even within one branch. There are differences
in the market situation, product strategies and competition
requiring different BSC. BSC are adapted to the evaluation
of companies’ performance, which correspond to the mission,
strategy, technology and culture of specific companies. Table
1 provides summary of the main financial indicators using
BSC financial perspective in the manufacturing, tourism,
family business and fashion business.
Table 1. Key financial performance indicators 1
(summarized by the authors)
Fashion
Hotel sectors Family firms
Manufacturing
business
(Phipips,
(Craig,
(Fernandes
(Cardinaels
Louvieris
Moores,
et al., 2006)
et al.,
2005)
2005)
2010)
Revenue
Gross
Revenue
Sales
growth
operating
growth
margins
Return on
profit
Productivity (%)
equity
Net operating improvements Sales
Unit cost
profit
growth per
Economic
Sales achieved
store ((%)
value addition Adhering to
Inventory
EBIT
budget
turnover
Meeting
Percentage
financial
of sales
targets
from new
Achieving
stores (%)
predicted
room and
occupancy
rates
Revenue per
available
room
Cash flow
The financial indicators summarized in Table 1 describe
a different approach to offered indicators basing on the
peculiarities of company’s activities. Along with the traditional
financial indicators: revenue growth, return on equity and EBIT
(Fernandes et.al., 2006); gross operating profit, net operating
profit and sales achieved, etc. (Phipips, Louvieris 2005); sales
margins and inventory turnover (Cardinaels et.al., 2010) and
revenue growth (Craig, Moores, 2005) there are indicators
describing: the peculiarities of a manufacturing company unit cost and economic value addition (Fernandes et,al.,
2006); a tourism company, for example, achieving predicted
room and occupancy rates and revenue per available room
(Phipips, Louvieris 2005); family business   - productivity
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improvements (Craig, Moores, 2005) and fashion business –
sales growth per store and percentage of sales from new stores
typical of a sales company (Cardinaels et.al., 2010).
Some authors have more detailed classification of
indicators. For example, Craig and Moores (Craig, Moores,
2005) consider that financial indicators represent 2 interests:
of business and families. For example, a business interest
of revenue growth from the side of a family is to prepare
for retiring generation, but a business interest productivity
improvement from the side of a family is constant reinvention
to keep future generations interested in joining the business.
Financial indicators have 2 critical success factors: profitability
(includes gross operating profit, net operating profit and sales
achieved) and budgetary control (includes adhering to budget,
revenue per available room etc.)
Within BSC method the financial performance indicators
(Table 1) have specific volumes of indicators or aims to be
reached, which the authors compare to the actual indicators
(Cardinaels et al, 2010; Fernandes et.al., 2006). For example,
to increase revenue by 10% within a year, etc. (Fernandes
et.al., 2006).
A group of Greek scientists (Cohen, et.al., 2008) has
researched interrelations of financial and non-financial
indicators and concluded that the volume of financial
indicators is determined by the influence of non-financial
indicators: innovations and learning positively influence the
results of the company’s internal performance, which, in their
turn, influence the relations between the company and its
clients and the quantitative indicator is company’s financial
indicators (Figure 2).

Figure 2. Cause-and-effect concept in BSC
(Cohen, et. al., 2008)
As a result of the research a group of Greek scientists
(Cohen, et.al., 2008) concluded that companies, which ROA
and ROE have increased during 3 years, have invested more in
innovations, modern technologies, cooperation of companies
and information exchange in comparison with the companies,
which ROA and ROE have decreased. It can be concluded that
the non-financial performance indicators positively influence
financial performance indicators.
In Table 2 financial performance indicators include such
indicators as market share (Chen et.al., 2009) and sales growth
(Prieto et.al., 2006), which are described by researchers’
opinions as the indicators of growth or competitiveness as it
is seen in Table 3.

Table 2. Key financial performance indicators
(summarized by the authors)
(Chen et.al., 2009).
Enhancing sales and
profitability of firms
Profitable
Profit and sales
objectives
Market share

(Prieto et.al., 2006)
Return on assets
Profitability
Improvement in work
productivity
Improvement in production cost
Sales growth

The authors of the article consider that such indicators as
sales growth, market share and others, which are not directly
related to the company’s financial performance, shall be
distinguished from financial performance indicators.
Table 3. Dimensions of performance
(summarized by the authors)
(Ahmad et.al., 2004)
(Zigan, Zeglat, 2010)
Financial
Growth
Financial Competiviveness
performance performance performance
Operating
profits
Profits to
sales ratio
Cash
flow from
operations
Return on
investment

Sales growth Profitability Relative market
rate
Liquidity
share and
Market share Capital
position
structure
Sales growth
Measures of
customer base

Financial indicators are frequently expressed as financial
ratios. Ratios are a strategic management tool that provides
key stakeholders with a concise and systematic way to
organize the voluminous data contained in financial statements
(e.g. balance sheets, income statements, and statements of
cash flows) into meaningful information. Financial ratios
refer to the numerical or quantitative relationship between
2 items or variables. This relationship can be expressed in
various terms such as percentages or fractions. (Suarez,
et.al., 2011). Theoretically financial ratios are divided into 5
groups; however, in practice and especially as regards small
companies there are used 4 groups of ratios.
• Activity ratios measure how efficiently a company
performs day-to-day tasks such as the collection of
receivables and management of inventory;
• Liquidity ratios measure the company’s ability to meet
its short-term obligations;
• Solvency ratios measure a company’s ability to meet
long-term obligations. Subsets of these ratios are also
known as “leverage” and “long-term debt” ratios;
• Profitability ratios measure the company’s ability to
generate profitable sales from its resources (assets);
• Valuation ratios measure the quantity of an asset or
flow (e.g., earnings) associated with ownership of
a specified claim (e.g., a share or ownership of the
enterprise). (Thomas R. Robinson et.al, 2009)
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Financial ratios differ by the purpose of their application
(Table 4). For example, there are financial indicators
as measurement criteria for elements of vision driven
organizations (Michael H. McGivern, Steven J. Tvorik, 1998).
The economic and financial indicators also include (Beuren,
et.al., 2008) such specific indicators as the ratio of total
liabilities to liquid assets (debt) and the ratio of immobilization
of permanent capital; however, the authors analyse the stock
exchange revenue by this indicator – basically large stock
companies
Table 4. Application of financial ratios in the
evaluation of company’s performance
(summarized by the authors)
(Michael
(Cohen,
H. McGivern,
(Beuren, et.al.,
et.al.,2008)
Steven J. Tvorik,
2008)
1998)
Return on assets Return on assets Indicators of
(ROA)
(ROA)
indebtedness
Return on equity Return on
Debt
(ROE)
investment (ROI) Financial dependence
Inventory
Return on sales
Immobilization of
turnover (IT)
(ROS)
permanent capital
Debtors turnover Return on
Indicators of
(DT)
invested capital
liquidity
Sales margin
(ROIC)
General liquidity
(SM)
Altmans Z Score Current liquidity
Assets turnover
Evaluation
(AT)
of economic
performance
Return on asset
(ROA)
Return on liquid
asset (ROLA)
Summarizing this part of the research it can be concluded
that financial indicators comprise one of the categories of
BSC and are used in the evaluation of company’s performance
besides non-financial performance indicators.
Financial indicators and financial ratios applied in
the analysis of financial performance on companies in
Latvia and their analysis
LR information on companies can be found in the databases
of two institutions: LR Central Statistical Bureau (CSB) and
LTD “Lursoft”. These databases have significant differences:
LR CSB provides summarized information about companies
in general or companies by branches, but LTD “Lursoft”
gives an opportunity to evaluate the efficiency of potential
cooperation partners, competitors and own company.
The database of LR CSB has summarized information about
total financial indicators of companies and financial indicators
of companies by types of activities according to NACE 2nd
rev. The total financial indicators of companies include the
positions of assets and liabilities as well as some indicators of
the profit-loss account: net turnover, gross profit of loss and net
profit or loss. The financial indicators of companies by types of
activities include some positions of assets (total assets, longterm investments, fixed assets from long-term investments,
current assets, stock from current assets) and liabilities (total
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liabilities, equity, core capital in equity, savings and creditors)
as well as some indicators of the profit and loss account:
net turnover and net profit or loss. Financial ratios are not
calculated and published for companies in general and also for
companies by types of activities. By request (for a fee) CSB
calculates financial ratios (Table 5) for companies in general
and companies by the type of activities.
It shall be noted that using the database of LR CSB it is
possible to calculate and make conclusions regarding total
financial ratios of companies, but insufficient information
limits the calculations of financial ratios regarding companies
by types of activities.
In cooperation with LR Register of Companies the
Lursoft Systems unite over 40 integrated databases; as
regards financial indicators and financial ratios of companies
LTD “Lursoft” offers the following analytical services for
a fee: comparison of companies (it is possible to compare
up to 4 companies and development trends of the chosen
branch; detailed company analysis (rating, graphs, financial
indicators); branch financial ratios and financial analysis (an
opportunity to evaluate the indicators of company liquidity,
activity, capital structure and return). Table 5 depicts the main
financial ratios included in the financial analysis of companies
done by LTD “Lursoft”. The register of annual reports of
LTD “Lursoft” provides the financial indicators of Latvian
companies from balance sheets, cash flow statements and
profit and loss accounts.
Table 5. The main financial ratios of performance
evaluation used in the financial analysis of companies
by LTD “Lursoft” and LR CSB
(summarized by the authors)
LTD “Lursoft”
LR CSB
Activity ratios
Days of sales outstanding
Total assets turnover
Number of days of payables
Days of inventory on hand
Liquidity ratios
Current ratio
Quick ratio
Cash ratio
Solvency ratios
Debt to equity ratio
Equity ratio
Total debt ratio
Short-term debt ratio)
Profitability ratios
Gross margin ratio
Return on assets (ROA)
Return on equity (ROE)
Return on sales (ROS)
Gross profit to Cost ratio
It can be sen in Table 5 that LTD “Lursoft” and CSB use a
current ratio, a debt to equity ratio, gross margin ratio, return
on assets (ROA) and return on equity ROE) in the financial
analysis of companies. The authors believe that the given
databases to some extent have similar information. LTD
“Lursoft” provides analysis of company performance; it can
be compared to the performance of 4 similar companies and
branch indicators. LR CSB offers the analysis of financial
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indicators and financial ratios of companies by types of
activities.
Basing on publicly available information of LR CSB
and using the data of Table 5 about the calculated ratios of
institutions the authors made calculations of total financial
ratios of companies in 2006-2010. Financial ratios (Table 6)
were chosen basing on the financial ratios offered by LTD
“Lursoft” and LR CSB and taking into consideration the
available information to calculate specific financial ratios.
Table 6. Financial ratios of companies in 2006–2010
(authors’ calculations according to the information of the
Central Statistical Bureau)
2006 2007 2008
2009 2010
Activity ratios
Total assets
turnover
1,37 1,24 0,97
0,73
0,82
Days of sales
outstanding
59,73 64,91 81,85 102,32 84,41
Days of inventory
on hand
37,56 40,71 48,40 55,48 44,11
Liquidity ratios
Current ratio
1,19 1,17 1,10
1,03
1,04
Quick ratio
0,81 0,79 0,77
0,75
0,77
Cash ratio
0,20 0,18 0,16
0,20
0,23
Solvency ratios
Equity ratio
0,32 0,31 0,29
0,26
0,28
Total debt ratio
0,67 0,69 0,70
0,74
0,72
Debt to equity
ratio
2,11 2,25 2,42
2,88
2,60
Short-term debt
ratio
0,37 0,36 0,36
0,36
0,35
Profitability ratios
Return on sales
(ROS)
5,18 4,96 1,48 -2,96 -0,01
Return on asses
(ROA)
7,07 6,14 1,43 -2,16 -0,01
Return on equity
(ROE)
21,36 19,74 4,81 -7,89 -0,04
Analysing the performance indicators of companies it can
be concluded that in the respective period the best indicators
were observed in 2006 regarding total assets turnover (times),
days of sales outstanding and days of inventory on hand. In
further years the activity ratios deteriorated, reaching the
highest negative indicators in 2009; however, in 2010 the
efficiency of using total assets increased and the turnover of
debtors and stock increased as well, e.g., the number of days
decreased in comparison to 2009.
In the respective period there were not observed
significant fluctuations of the company liquidity ratios. The
works of foreign authors (Alexander et.al., 2009; Thomas R.
Robinson et.al, 2009; Krishna G.Palepu et.al, 2010) do not
indicate the norms of theoretical sufficiency for liquidity
ratios, but according to norms of theoretical sufficiency for
ratios accepted in Latvia (Rurāne, 2007) it can be concluded
that the liquidity ratios of companies in general correspond to
the norms of theoretical sufficiency.
The ratios of companies’ financial independence (equity
ratios) and financial dependence (total debt ratio) describe

their financial dependence on creditors or independence. The
advisable limits of the financial independence coefficient
are 0.5 < K < 0.5, exceeding 0.5 indicates strengthening of
financial independence from outsourcing. The normal value
of the financial dependence coefficient is around 0.4 – 0.8
(Saksonova, 2009). Overall a greater number of creditors
indicate higher financial risk and weak solvency (Thomas R.
Robinson et.al, 2009).
The equity ratios in 2006-2010 were lower than 0.5, but the
total debt ratios were above 0.5 in 2010. It can be concluded
that in general in 2006-2010 companies were dependent on
creditors; they had high financial risk and weak solvency.
The debt to equity ratio shows the degree the borrowed
capital is involved in financing assets. A high level of this ratio
indicates that companies borrow a lot. The critical limit of
the ratio is equal to 1. The debt to equity ratios of companies
in 2006-2010 (Table 6) prove that the total liabilities of
companies more than twice exceeded the equity of companies
and showed high financial risk.
The short-term debt ratio describes the part of liabilities
in the total balance sum, which are needed to be paid off in
the short-term. Comparing the total debt ratio with the shortterm debt ratio it can be concluded that short-term liabilities
comprise about 50% of the total liabilities, thus to some extent
reducing financial risk and increasing solvency.
Overall the companies’ solvency ratios in 2006-2010
demonstrate decreasing financial independence of companies,
increasing financial dependence and increasing dependence
on external creditors.
The profitability ratios of companies calculated as ratios
to net turnover, average value of assets and equity in 20062008 decreased. In 2009-2010 mainly due to the world crisis
companies suffered losses; however, in 2010 the amount
of loss dropped and having the current tendency it can be
forecasted that in 2011 the results should be positive.
The analysis of financial ratios of companies urges to have
a detailed insight into the given financial ratios by the types of
activities. The authors’ interests are related to the evaluation
of small companies performance, thus in the further research
there will be analysed 3 branches of companies, where the
number of operating small companies was the largest. In
Latvia in the group of total economically active market sector
statistical units – small enterprises, in the form of business –
companies by types of activities in 2009-2010 the largest
proportion was comprised by: wholesale and retail trade;
car and bike repairs (≈ 28%), manufacturing (≈ 14%) and
construction (≈ 12%).
Analysing the companies’ activity ratios by types of
activities (Table 7) there is observed a similar tendency as in
all companies – total assets turnover (times) in 2007-2009 in
comparison to the previous year has reduced in all activities.
In 2010 the – total assets turnover (times) in comparison to
2009 continued decreasing in construction; however, the total
assets turnover (times) in wholesale and retail trade etc. and
manufacturing increased in 2010 in comparison to 2009; it
proves that the efficiency of all company’s resources has
increased regardless the sources of resources.
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Table 7. Financial ratios of companies by types of
activities in 2007–2010 (authors’ calculations according
to the information of the Central Statistical Bureau)
2007 2008
2009
2010
Total assets turnover
(C) Manufacturing
1,39
1,11
0,86
1,04
(F) Construction
1,34
0,88
0,56
0,52
(G) Wholesale and retail
trade etc.
2,77
2,21
1,77
2,26
Days of inventory on hand
(C) Manufacturing
48,65 57,88 66,68 52,12
(F) Construction
53,95 80,89 113,00 102,67
(G) Wholesale and retail
trade etc.
42,68 51,30 58,75 43,73
Equity ratio
(C) Manufacturing
0,35
0,31
0,28
0,30
(F) Construction
0,20
0,17
0,06
0,06
(G) Wholesale and retail
trade etc.
0,21
0,20
0,15
0,17
Total debt ratio
(C) Manufacturing
0,64
0,68
0,71
0,69
(F) Construction
0,79
0,82
0,93
0,94
(G) Wholesale and retail
trade etc.
0,78
0,79
0,84
0,83
Debt to equity ratio
(C) Manufacturing
1,81
2,19
2,49
2,31
(F) Construction
3,87
4,88 15,23 16,53
(G) Wholesale and retail
trade etc.
3,70
3,98
5,48
5,01
Return on sales (ROS)
(C) Manufacturing
3,59
0,07
-3,75
1,61
(F) Construction
5,52
0,27 -10,17
-7,00
(G) Wholesale and retail
trade etc.
2,39
0,76
-2,36
0,21
Return on asses (ROA)
(C) Manufacturing
4,99
0,08
-3,22
1,68
(F) Construction
7,41
0,24
-5,73
-3,65
(G) Wholesale and retail
trade etc.
6,62
1,68
-4,18
0,47
Return on equity (ROE)
(C) Manufacturing
13,80
0,23 -10,79
5,73
(F) Construction
36,45
1,29 -48,78 -61,92
(G) Wholesale and retail
trade etc.
32,12
8,19 -23,42
2,97
The days of inventory on hand by types of activities
indicate the trends in the days of inventory on hand in
companies. In 2007-2009 in all researched branches (Table 7)
the days of inventory on hand increased, but in 2010 there
were observed positive changes - the days of inventory on
hand reduced.
The equity ratios and the total debt ratios in companies
by types of activities in 2007-2010 prove high financial risk
due to the fact that total liabilities exceeded equity. The large
proportion of borrowed capital was observed in construction
having an increasing tendency in 2007-2009, which is
intensified by the debt to equity ratios – in construction it
was 16.53 in 2010. The equity ratio is lower in wholesale and
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retail trade etc., but the total debt ratios is higher than in total
in companies, which is intensified by the debt to equity ratio
5.01 in 2010 exceeding the total the debt to equity ratio of
companies.
The profitability ratios of companies by types of activities
show the tendencies in companies in general: in 2007-2008
all profitability ratios decreases in all researched companies
by types of activities. In the respective period the fiscal year
of 2009 brought losses in the researched types of activities,
but 2010 in comparison to 2009 brought profit and wholesale
and retail trade etc. and manufacturing were profitable except
construction. 2010 brought loses in construction; despite
the fact that in comparison to 2009 assets were used more
efficiently in making profit and each unit of net turnover gave
greater profit. In 2010 in comparison to 2009 in construction
the return on equity (ROE) continued reducing.
Overall financial ratios of companies by types of activities
in 2007-2010 correspond to the total development tendencies
of financial ratios in companies: 2009 as a fiscal year had the
worst financial ratios in the respective researched period, but
in 2010 the situation improved, except construction.
Goodale’s (Goodale, 2002) list of financial performance
metrics causes interest as it indicates that every owner of
a small business should understand and be able to apply
(Table 8).
Table 8. Financial ratios used in small companies
performance analysis (summarized by the authors)
(Goodale,
Lursoft CSB
2002)
Current ratio
+
+
+
Return on assets
+
+
+
Return on equity
+
+
+
Receivables turnover
+
+
Debt ratio
+
+
Profit margin before income
+
+
tax
(ROS)
Total liabilities to net worth
+
(financial leverage)
Chargeability
+
Net multiplier
+
Revenue factor
+
Overhead rate
+
Goodale’s (Goodale, 2002) financial ratios for the
evaluation of small companies’ performance were compared
by the authors to the financial ratios used in the analysis of
companies’ performance by LTD “Lursoft” and LR CSB.
Table 8 lets conclude that 3 ratios: current ratio, return on
assets and return on equity are common for all providers of
analysis. The receivables turnover, debt ratio and profit margin
before income tax is common in two cases out of three.
Last 4 Goodale’s (Goodale, 2002) indicators refer to labour
costs, which are not specified as regards small companies in
Latvia.
Chargeability - expresses direct raw labour costs as a
percentage of total raw labour costs, but net multiplier (net
labour multiplier) – the ratio of net revenues to direct raw
labour costs. Revenue factor can be calculated in two ways: by
multiplying chargeability by the net multiplier or by dividing
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net revenues by total raw labour. Overhead rate refers to
general and administrative costs, indirect labour costs, payroll
expenses, and bonuses – total direct labour costs (Goodale,
2002).
Evaluating the financial indicators and financial ratios used
in the analysis of financial performance of companies in Latvia
it shall be concluded that they provide a general insight into
tie development opportunities and problems of a specific type
of business activities. The authors believe that the financial
indicators used in the analysis of financial performance of
small companies in Latvia shall be supplemented by specific
indicators of the respective branch.

about the creation of adequate database of average
indicators for each industry and for small, medium and
big companies separately.
2. The question whether the financial indicators will be
useful for the user, of course, depends on the factors
listed above, but not only. The significant meaning
has an understanding of the role of financial analysis
conducted by the owner of the small company as well
as the fact determining how well the financial analyst
knows the character and specifics of investigated
company. Information will be useful for the user if it
will be interpreted according to the strategy and aims
of the investigated company. The given circumstance
must be always taken into consideration of financial
analyst while calculating financial indicators and
preparing the analytical report.

Final Conclusions and Recommendations
The results of the research allowed the authors of
the paper to formulate general conclusions and to make
recommendations on the development of the effective system
of financial indicators for evaluation of business performance
and its application in the small companies. Moreover, the
authors of the paper pay attention to the necessity of solving
of the practical problems mentioned in the introduction part
of the paper. The development and application in practice the
system of evaluation of financial indicators – it is a two-way
process, which always involves two parties: financial analyst
and user. Therefore, the recommendations below are addressed
to analysts and to the owners of the small enterprises.
1. It is necessary to remember that the objectivity of
financial indicators is mainly dependent on the quality
of prepared financial statements. During the calculation
of financial indicators, first of all, the analyst should
find out if the company has taken into consideration
the international financial reporting standards (IFRS)
in its preparation. If the company does not apply IFRS,
it is suggested to prepare the list of additional questions
in the form of tests, which should be addressed to the
owner of small company in order to be sure that the
financial information is objective.
2. The effectiveness of the system of financial indicators
is determined by their content, which depends on
the specifics of the industry and conditions of small
companies’ activities. The number of financial
indicators should be optimal; all financial indicators
should be correlated and correspond to each other. The
financial indicators mentioned below could be taken as
a basis for the given system:
• Current ratio
• Net working capital to Sales ratio
• Debt to Equity
• Financial cycle
• Sales margin
• Return to Equity
• Maturing.
All offered indicators correspond to each other. The
analysis of functional dependence and identification of the role
of each indicator in the system of financial indicators could
be the subject of further researches within the framework of
developing the small companies’ performance measuring and
evaluation model in Latvia.
1. To ensure that small companies are able to evaluate
their financial position in the Latvian market, the
Central Statistical Bureau of Latvia should take care

References
Ahmad A., Mehra S., Pletcher M. (2004) The perceived
impact of JIT implementation on firms’ financial/growth
performance, Journal of Manufacturing Technology
Management, Vol. 15 Iss: 2, pp.118 – 130. http://dx.doi.
org/10.1108/09576060410513715
Alexander D., Britton A., Jorissen A. (2009). International
Financial Reporting and Analysis.- 4th Revised edition,
Cengage Learning EMEA, p 894.
Beuren I.M., Hein N., Klann R.C. (2008). Impact of the
IFRS and US-GAAP on economic-financial indicators,
Managerial Auditing Journal, Vol. 23 Iss: 7, pp.632 –
649. http://dx.doi.org/10.1108/02686900810890616
Cardinaels E., van Veen-Dirks P.M.G. (2010). Financial
versus non-financial information: The impact of
information organization and presentation in a Balanced
Scorecard. // Accounting, Organizations and Society,
Vol.35, pp.565–578. http://dx.doi.org/10.1016/j.
aos.2010.05.003
Chen Ja-Shen, Tsou Hung Tai, Huang A.Ya-Hui. (2009).
Service Delivery Innovation: Antecedents and
Impact on Firm Performance. Journal of Service
Research, Vol.12, Number 1, pp.36-55. http://dx.doi.
org/10.1177/1094670509338619
Cohen S., Thiraios D., Kandilorou M. (2008). Performance
parameters interrelations from a balanced scorecard
perspective: An analysis of Greek companies. Managerial
Auditing Journal, Vol. 23 Iss: 5, pp.485 – 503. http://
dx.doi.org/10.1108/02686900810875307
Craig J., Moores K. (2005). Balanced Scorecards to drive
the strategic planning of family firms. Family business
review, Vol. XVIII, No.2, pp.105-122. http://dx.doi.
org/10.1111/j.1741-6248.2005.00035.x
Fernandes K.J., Raja V., Whalley A. (2006). Lessons from
implementing the balanced scorecard in a small and
medium size manufacturing organization.Technovation.
Vol.26, pp.623–634. http://dx.doi.org/10.1016/j.
technovation.2005.03.006
Goodale M. (2002). Small Business Report: Learning the
Financial Basics. Civil Engineering– ASCE, Vol. 72,
No.5, pg. 84

223

ISSN 1822–8402 EUROPEAN INTEGRATION STUDIES. 2012. No 6

Hafeez K., Zhang YB., Malak N.(2002) Determining key
capabilities of a firm using analytic hierarchy process.
// Int. J. Production Economics, 2002, Vol.76, P.39–51.
http://dx.doi.org/10.1016/S0925-5273(01)00141-4
Harvard Business Review on Measuring Corporate
Performance (Uzņēmuma darbības novērtēšana: rakstu
apkop./ no angļu val.) - Rīga: LID, 2008. – 179 lpp.
Hopwood A.G. (1972). An empirical study of the role of
accounting data in performance evaluation. empirical
research in accounting: selected studies. Journal of
Accounting Research, 10, pp. 156–182. http://dx.doi.
org/10.2307/2489870
Kaplan R.S., Atkinson A.A. (198). Advanced Management
Accounting (third ed.), 3 Prentice-Hall, USA.
Krishna G.Palepu, Paul M.Healy, Erik Peel. (2010). Business
analysis and valuation. IFRS edition: Text and Cases.
Second edition Cengage Learning EMEA, p. 761.
Lau C.H., Sholihin M. (2005) Financial and non-financial
performance measures: How do they affect job
satisfaction? The British Accounting Reviewer, Vol. 37,
pp.389-413. http://dx.doi.org/10.1016/j.bar.2005.06.002
Lursoft analītiskie pakalpojumi. http://www.lursoft.lv/
analitiskie_pakalpojumi.htm
Michael H. McGivern, Steven J. Tvorik, (1998). Vision
driven organizations: measurement techniques
for group classification, Management Decision,
Vol. 36 Iss: 4, pp.241 – 264. http://dx.doi.
org/10.1108/00251749810211045
Kuzmina I. (2012). The effectiveness of entrepreneurial
activities in Latvia. The paper will presented at the
International Scientific Conference „Information Society
and Modern Business” April 26-27, 2012, hosted by
Ventspils University Business School.
Philips P., Louvieris P. (2005). Performance measurement
systems in tourism, hospitality and leisure small medium-

sized enterprises: a balanced scorecard perspective.
Journal of Travel Research, Vol.44, pp.201-211. http://
dx.doi.org/10.1177/0047287505278992
Prieto I.M., Revilla E. (2006). Learning capability and
business performance: a non-financial and financial
assessment. Learning Organization, Vol.13 Iss: 2, pp.166
– 185. http://dx.doi.org/10.1108/09696470610645494
Rurāne, M. (2007) Uzņēmuma finanses. Rīga: Jumava, 266.
Saksonova, S. (2009). Uzņēmuma finanšu vadības praktiskās
metodes- Rīga: Merkūrijs LAT, 225 lpp.
Sousa S.D., Aspinwall E.M., Rodrigues A.G. (2006).
Performance measures in English small and medium
enterprises: survey results. Benchmarking: An
International Journal, Vol.13 No. 1/2, pp.120-134.
Statistics Databases of the Central Statistical Bureau:
on-line data http://www.csb.gov.lv/en/dati/statisticsdatabase-30501.html
Suarez, V., Lesneski C., Denison D. (2011). Making the
case for using financial indicators in local piblic health
agencies. American Journal of Public Health, Vol 101,
No.3., pp.419.-425
Thomas R. Robinson, Hennie van Greuning, Elaine Henry,
Michael A. Broihahn (2009). International Financial
Statement analysis. CFA Institute, John Wiley & Sons,
Inc., Hoboken, New Jersey, p. 828
Wier B., Hunton J., Hassab Elnaby H.R. Enterprise
resource planning systems and non-financial performance
incentives: The joint impact on corporate performance. //
International Journal of Accounting Information Systems,
2007, Vol.8, P.165–190. http://dx.doi.org/10.1016/j.
accinf.2007.05.001
Zigan K., Zeglat D. (2010). Intangible resources in
performance measurement systems of the hotel industry,
Facilities, Vol. 28 Iss: 13/14, pp.597 - 610. http://dx.doi.
org/10.1108/02632771011083667

The article has been reviewed.
Received in April, 2012; accepted in June, 2012.

224

