
Sahrdaya Journal of Entrepreneurship and Management Research (SJEMR) 2026, Vol. 1 (1), pp. 13–38 
 

13 | P a g e  

 

 

 

A Methodology for Measuring the Financial Sustainability of Non-

Profit Organizations- 

An Empirical Investigation Using Financial Ratios 

Reshma Roy, Assistant Professor, Jesus & Mary College, Delhi University, New Delhi. 

 

ABSTRACT 

Non-profit Organizations (NPOs) are increasingly considered leaders that bring 

together people, money, and knowledge to address social problems. Fiscal 

sustainability is crucial for these organisations to be viable and effective over the long 

term. The measurement and assessment of the financial sustainability of NPOs have 

proven to be challenges for scholars and professionals. This article proposes a 

structured framework that measures financial sustainability through the application of 

(i)Financial efficiency (FE), (ii)Profitability performance (LP), (iii) Solvency 

performance (SP), and (iv) Liquidity performance (LP) indicators.  This quantifiable 

framework was applied to analyze the annual reports of Indian NPOs. The empirical 

analysis shows that most organizations are on the path of evolution in sustainability. 

The unique contributions of this study lie in its detailed, context-specific methodology 

for assessing the financial sustainability of NPOs in India, its use of robust archival 

data, the development of a comprehensive and nuanced scoring system, and its multi-

year analysis that reveals important financial trends and patterns. These contributions 

enhance academic literature and provide practical insights for NPO managers in India, 

particularly in the absence of a standardized methodology for evaluating financial 

sustainability. 
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INTRODUCTION 

Voluntary Organizations (VO) contribute significantly to society through their efforts to fulfil 

human requirements, often operating in conjunction with for-profit businesses and government 

initiatives(Murray Svidroňová et al., 2016; Soriano & Galindo-Martin, 2012; Svidroňová et al., 

2016). How sustainability is defined, assessed, and enhanced has been a significant topic of debate 

in the non-profit arts and cultural industry for the last 20 years (Scurto-Davis, 2014). For non-

profit organisations to be viable and successful over the long run, fiscal sustainability is crucial 

(Roberts,2003). Though studying the financial sustainability of nonprofit organisations has always 

been a difficult undertaking, the current financial crisis has also spurred more attempts to quantify 

financial sustainability in the non-profit sector. Lack of formalised procedures for classifying 

NPOs into uniform subgroups and acquiring similar data across organisations for extensive, 

qualitative study has made the task even more difficult (Froelich et al., 2000).  

This article proposes the need for a clear and precise definition of the word 'non-profit organization' 

(NPO). The Society for Participatory Research in Asia (PRIA) has established a definition for a 

non-profit organization (NPO) based on international recommendations. According to PRIA, an 

NPO must fulfill five criteria simultaneously: it must have an institutional identity, be independent 

of the government, no distribution of profits, self-governing, and voluntarily established. 

Obtaining financial assistance is a challenging issue that non-profit organizations encounter 

worldwide. This issue has been addressed in the works of numerous authors(Gajdová & 

Majdúchová, 2018). Ensuring financial sustainability is of paramount importance for the continued 

survival of a non-profit charitable organization (NPO)(Varghese & Ajukurian, 2021). Although 

NPOs deliver vital services nationwide and internationally, their effectiveness is still a subject of 

considerable debate (Herman & Renz, 1999; Jackson & Holland, 1998). The measurement and 

evaluation of the overall sustainability of NPOs have proven to be challenges for both scholars 

and professionals(Ritchie & Kolodinsky, 2003). Specifically, the utilization of a bewildering 

assortment of financial metrics by NPOs can be attributed to a general lack of convergence of 

financial performance criteria(Herman & Renz, 1998). This study aims to develop a robust and 

standardized methodology for evaluating the fiscal sustainability of NPOs. In this article, the 

financial sustainability of NPOs is assessed using a weighted scoring system that categorizes 

organizations into three main levels (Sustainability Enhanced, Sustainability Evolving, and 

Sustainability Impeded).  
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INDIAN SCENARIO 

Nonprofit organisations address problems, innovate, create jobs, generate income, and develop 

community leaders in all fields of endeavour. With 2.6 million jobs and 2.4 million full-time 

volunteers, these organisations are economic engines of growth that provide employment numbers 

greater than those of the public sector. Nonprofit organisations have established themselves as one 

of India's most significant humanitarian forces during the last 75 years. The industry has had a 

significant positive impact on women's development, education, health, livelihoods, skill 

development, disability, and the arts and culture. By 2030, these civil society organisations have a 

greater chance of achieving all of the Sustainable Development Goals (SDGs) via collaboration 

with governments. They have made a vital and admirable contribution to the nation-building of 

the next generation(Sarin, 2023). 

              TABLE 1 Contribution of Non-profit Institutions to GDP 

Countries Country Non-Profit Contribution to GDP 

(in %) 

Canada 8.21 

Israel 7.34 

Mozambique 6.67 

United States 6.23 

Belgium 5.91 

Japan 5.30 

France 4.71 

Brazil 3.43 

Kyrgyzstan 2.32 

India 2.00 

      (Source: Author’s Compilation)     

Note: These figures reflect the contribution of Non-Profit Institutions to GDP based on data from 

the last decade 

TABLE 2 Estimates of The Economic Contribution of the NPO Sector in India 

(2009-10 To 2021-22) 

Year Estimated GVA of the NPO sector (INR 

crore) 

Share in GDP 

(percent) 

2008-09 74,058 1.41 

2009-10 86,139 1.46 
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2010-11 1,05,884 1.47 

2011-12 1,22,747 1.49 

2012-13 1,30,992 1.53 

2013-14 1,69,971 1.54 

2014-15 1,94,825 1.60 

2015-16 2,10,257 1.67 

2016-17 2,52,974 1.74 

2017-18 2,82,489 1.75 

2018-19 3,13,512 1.83 

2019-20 3,66,871 1.94 

2020-21 3,87,754 1.97 

2021-22 4,15,786 2 

    (Source: Author’s Compilation)     

The table above provides estimates of the magnitude and growth of the NPO sector's economic 

impact throughout time. According to estimates, the NPO sector's economic contribution to the 

Indian economy grew from around Rs. 74,058 crores in 2008–09 to almost Rs. 4,15,786 crores in 

2021–2022. The NPO sector's economic contribution as a percentage of GDP grew from around 

1.41% in 2008–09 to 2% in 2021–2022. Assessing the financial sustainability of NPOs in India is 

essential due to their significant and growing economic contribution. In addition to creating a 

significant amount of jobs and volunteer work, NPOs are essential to the advancement of the 

Sustainable Development Goals (SDGs) and addressing socio-economic challenges. Evaluating 

their financial sustainability ensures effective resource allocation, enhances transparency and 

donor confidence, and supports long-term resilience and impact. This assessment is vital for 

optimizing operational efficiency, maintaining accountability, and sustaining their crucial 

contributions to community development and nation-building. 

 LITERATURE REVIEW 

DEFINING FINANCIAL SUSTAINABILITY 

Previous research on financial sustainability and assessment has been inconsistent; the definitions 

used, the methods of analysis, and the interpretations of the results all vary depending on the 

study's objectives (Groves et al., 1981). Financial sustainability is a multifaced concept that has 

been defined differently in most studies(Bowman, 2011b; Tuckman & Chang, 1991). Because it 

depends on the particular goals and organizational structure of each organization, financial 

sustainability lacks a universally accepted definition (Sontag-Padilla et al., 2012). The terms of 
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financial health, financial condition, vulnerability, predictability, flexibility, capacity, financial 

efficiency, and financial performance were used by Myser to characterise the financial 

sustainability of non-profit organisations. Vulnerability, stability, capacity, and flexibility were the 

top four dimensions of financial sustainability (Myser, 2016). According to Patricia León, 

“Financial sustainability is an organization’s capacity to obtain revenues (grants or otherwise) to 

sustain productive processes (projects) at a steady or growing rate to produce results (accomplish 

the mission, goals, or objectives)”(León, n.d.). Building on the consensus established by earlier 

research's definitions, this paper broadly defines financial sustainability as the capacity of an 

organization to manage its financial resources effectively and maintain its operations over the long 

term. This definition incorporates four key indicators: Financial Efficiency (FE): Profitability 

Performance (PP), Liquidity Performance (LP), and Solvency. By evaluating financial 

sustainability through these four dimensions, the study provides a comprehensive framework for 

assessing the long-term financial health and operational viability of non-profit organizations. 

METHODOLOGY TO MEASURE FINANCIAL SUSTAINABILITY 

The evaluation of financial sustainability in NPOs is a relatively underexplored area, with limited 

methodologies available in the existing literature. The majority of existing literature predominantly 

focuses on assessing financial health and performance, there is a significant disparity in evaluating 

sustainability. This imbalance highlights the need for more comprehensive studies that integrate 

sustainability metrics alongside traditional financial indicators to provide a fuller picture of 

organizational health. Several approaches have been proposed, but the focus has often been on 

related concepts such as financial vulnerability rather than sustainability. "One of the most 

prominent works in this field is the methodology developed by Tuckman & Chang (1991), which 

measures financial vulnerability. Their approach emphasizes the ability of NPOs to withstand 

financial shocks by examining four key metrics: equity balance, revenue concentration, 

administrative cost ratio, and operating margin. However, while their work was influential, it was 

more concerned with the organization’s ability to survive sudden financial shocks rather than 

ensuring its sustainability in the long run. Another notable contribution is the framework suggested 

by  Woods Bowman (2011b). He underlined that both short-term and long-term periods were part 

of NPO viability. The rate at which financial capacity changes throughout both short-term 

sustainability (annual surpluses) and long-term financial sustainability (asset growth) is how NPO 

leaders gauge financial sustainability according to Bowman's sustainability principle. However, 

Bowman said that yearly surpluses are required to sustain asset values at replacement costs over 

time in order for NPO leaders to retain financial viability. His methodology lacks clarity on 

classifying organizations into different sustainability levels, making it difficult for practitioners to 
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apply his criteria consistently. Ryan & Irvine, (2012) proposed a set of important financial ratios 

that management and nonprofit boards can employ. By applying the ratios to financial data from 

the 2009 reports of international aid organisations connected with the Australian Council for 

International Development (ACFID), they illustrated its utility in practice. McLaren & Struwig, 

(2019) suggest a set of financial ratios, including those for performance, liquidity, asset 

management, debt management, and reserves, that are useful for evaluating financial sustainability 

in South African universities. Dinova (2019) underscores the significance of financial 

sustainability in long-term performance and uses a system of quantitative and qualitative indicators 

to assess it. Zietlow, (2012) provides a novel approach for evaluating the financial health of an 

organisation using the financial sustainability model. In order to help NGOs better manage their 

financial health and more confidently ensure their continued financial sustainability, three new 

financial indicators have been introduced.  

MEASURES OF FINANCIAL SUSTAINABILITY 

Considering the literature review, the most used financial metrics to measure financial 

sustainability are: 

An attribute that denotes the ability to fulfil financial commitments as needed is liquidity. The 

efficient administration of working capital's two elements, current assets and current liabilities, is 

the focus of liquidity management. Money and other assets that are easily convertible into cash 

might be categorised as current assets. Bank overdrafts, trade creditors, bills payable, unpaid 

expenses, and other liabilities that mature for payment within a year are all considered current 

liabilities. Liquidity is essential to the company's very existence (Kk, 2014). According to Bowman 

(2011b), liquidity is defined as "cash or financial resources that are readily convertible into cash 

and are not subject to donor restrictions.". The second metric is the cash reserve ratio (Bowman, 

2011a, 2011b) which is defined as "the number of months an organization could sustain its 

operations while incurring no further expenses." 

Profitability: Profitability indicates the amount remaining after expenses are deducted and 

generally signifies the nonprofit organization's long-term viability. In this context, profitability is 

defined as the return on the company's total assets. The profitability ratios show how debt and 

liquidity affect asset management and operational outcomes (Al Omari, 2020). The profitability-

representing variable typical of accounting-based nonprofit research is Return on Equity = after-

tax profit divided by owner's equity. Return on equity is a crucial metric that investors use to 

evaluate a company's profitability. Return on equity (ROE) quantifies the effectiveness with which 

a business utilizes shareholder funds to generate profits and expand.  
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Financial Efficiency: Organisational efficiency pertains to the effectiveness of revenue generation 

and signifies the immediate viability of a nonprofit entity. The metric frequently employed to 

assess efficacy is Return on Assets. 

Solvency: The amount of debt and other expenses incurred by the company in relation to the 

amount of owner equity invested in the business is a measure of solvency (Hanaffie Bin MD 

Yusoff, 2017). Solvency ratios show if a company can continue to operate as a profitable  business 

in the face of financial difficulties and whether it can pay off all of its debts if all of its assets were 

sold. In order for a business to function, it must be solvent. A business is considered insolvent if it 

cannot pay its debts and must file for bankruptcy in order to liquidate or restructure. This study 

evaluates solvency using the ratio of total equity to total assets. 

Revenue Diversification: 

Revenue diversification is a concept that originates from Modern Portfolio Theory, as outlined by 

Markowitz in 1952. This theory explains how investors choose certain investment portfolios. The 

process of portfolio selection entails a division between favorable high-anticipated returns and 

unfavorable deviation from expected returns (Markowitz, 1952). While       the nonprofit sector has its 

distinct ways of raising funds, it is still beneficial to diversify revenue sources as a wise strategy 

for generating income. This can help reduce the unpredictability of revenue portfolios managed 

by nonprofit organizations. According to Tuckman and Chang (1991), a nonprofit organization 

with a greater number of income sources and a more evenly distributed allocation of earnings from 

each source tends to be more financially stable. Their findings indicate a favorable correlation 

between income diversification and financial health in nonprofit organizations. The study 

conducted by Greenlee & Trussel, (2000) indicates that a higher degree of income diversification 

decreases the probability of an organization reducing its program costs or incurring a net loss in 

assets  for three consecutive years.  

RESEARCH GAP 

In the existing literature, discussions often revolve around various financial measures aimed at 

assessing the sustainability of organizations. However, there is a noticeable gap regarding explicit 

methodologies for definitively identifying whether an organization is sustainable. Previous studies 

that do address this issue tend to rely on complex financial metrics, which can pose challenges in 

practical application. Contrastingly, this study introduces a methodology that focuses on essential 

indicators that are straightforward to calculate, particularly beneficial in countries/regions like 

India where access to comprehensive financial data is limited and NPOs are hesitant to disclose 

detailed financial statements. The dearth of publicly accessible NPO financial data may contribute 
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to the paucity of evidence regarding the financial viability of NPOs in India. Internal Revenue 

Service (IRS) Form 990 data has been used in the majority of studies on the financial viability of 

non-profit organisations in the United States. Researchers can easily measure financial 

sustainability indices because of these data (Despard et al., 2017). Despite these data limitations, 

the goal of this study is to fill this gap in the literature. This approach also enables the classification 

of sustainability into distinct levels. 

OBJECTIVES OF THE RESEARCH: 

1. To analyze the Revenue Structure and Revenue Diversification Capacity of NPOs. 

2. To analyze the liquidity, profitability, solvency, and financial efficiency performance of 

selected NPOs. 

3. To develop a standardized methodology for evaluating the fiscal sustainability of NPOs. 

       DATA AND METHOD 

The population for this study comprises non-profit organizations registered under the Indian 

Ministry of Corporate Affairs. These organizations must have been operational and maintained 

comprehensive financial records from 2019 to 2022. The study makes use of secondary data that 

is taken from annual reports of the twenty selected NPOs registered under the Indian Ministry of 

Corporate Affairs. A comprehensive list of eligible non-profit organizations was obtained from the 

website of the Ministry of Corporate Affairs. This list, serving as the sampling frame, consisted of 

80 non-profit organizations. To ensure an unbiased and representative sample, a random sampling 

technique was employed. The process involved the following steps: 

Assignment of Numbers: Each organization in the sampling frame was assigned a unique number 

from 1 to 80. 

Random Selection: Twenty distinct numbers that corresponded to the organisations in the sampling 

frame were chosen using a random number generator. This guaranteed an equal probability of 

selection for every organisation.  

The statement of financial position, profit and loss, and cash flow were extracted from the audited 

reports to evaluate the nonprofit organization's fiscal stability. The metrics employed to evaluate 

the financial well-being in the research were derived from data obtained from two distinct sources. 

The performance measurements employed by Ritchie & Kolodinsky, (2003), Zdanovskis & 

Pilvere, (2019), and Kangari,  Farid, and Elgharib (1992) were incorporated into this research. 

Interviews with critical informants, including accounting professionals and financial management 

personnel, constituted the second source of data. The study's reference period spans a duration of 
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four years, specifically from the fiscal year 2019 to 2022. The financial stability of the 

organizations was evaluated using a weighted score methodology that was modified from some 

earlier scholarly research (Daryanto, 2019; Daryanto & Samidi, 2018; Masri, 2020) 

TABLE 3 Measures used to assess Financial Sustainability 

Financial 

Measure 
Ratio Formula Source 

Liquidity 

Performance 

Current 

Ratio 

Current Assets/Current 

Liabilities 

(Kangari et al., 1992; 

Zdanovskis & Pilvere, 

2019) 
 

Cash Ratio 

Cash& 

Equivalents/Current 

Liabilities 

Cash 
(Ritchie & Kolodinsky, 

2003) 
 

Financial 

Efficiency 

Return on 

Assets 
Net Income/Total Assets 

(Ritchie & Kolodinsky, 

2003) 
 

Profitability 

Performance 

Return 

on 

worth 

Net Profit after tax/Net worth (Kangari et al., 1992) 

 

 

Solvency 

Performance 

Total 

Equity 

Total 

Assets 

to Net Worth/Total Assets 
(Zdanovskis 

& 2019) 
Pilvere  

  

       FINANCIAL INDICATORS WITH WEIGHT SCORE: 

TABLE 4 Financial Measures with their weight score 

Indicators Weight Score 

Liquidity Performance 

Current Ratio 5 

Cash Ratio 5 

Profitability Performance 

Return on Networth 20 

Financial Efficiency 

Return on Assets 10 

                                                                     

Solvency 
  

Total Equity to Total Assets 10 

Total 50 

        Source: (Daryanto, 2019; Daryanto & Samidi, 2018; Masri, 2020) 
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   Note: The weight scores were chosen for NPO applicability. 

TABLE 5 The Variables and Weight Score 

 

 

 

 

 

 

 

 

 

 

  

 

 

TABLE 6 The Variables and Score and Weight 

 

Return on 

Assets=x% 
Score 

Return on Equity=x% Score 

x<0 0 

0<=x<1 4 15<ROE 20 

1<=x<2 6 13<x<=15 18 

2<=x<3 7.25 11<x<=13 16 

3<=x<4 10 9<x<=11 14 

4<=x<5 9 7<x<=9 12 

5<=x<6 8.5 6<x<=7 10 

6<=x<7 8 5<x<=6 8.5 

Cash 

Ratio=x% 
Score 

x>=35 5 

25<=x<35 4 

15<=x<25 3 

10<=x<15 2 

5<=x<10 1 

0<=x<5 0 

Current 

Ratio=x% 
Score 

x<=125 5 

110<=x<125 4 

100<=x<110 3 

95<=x<100 2 

90<=x<95 1 

x<90 0 
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7<=x<8 7.5 4<x<=5 7 

8<=x<9 7 2<x<=4 5.5 

9<=x<10 6.5 

1<x<=0 4 

0<x<=1 2 

ROE<0 0 

 

The level of financial sustainability assessment is divided into: 

1. Sustainability Enhanced (the highest level) 

(a) Exceptional (if the total score is more than 95 points) 

(b) Outstanding (if the total score is more than 80 and less than 95) 

(c) Strong (if the total score is more than 65 and less than 80) 

2. Sustainability Evolving (the middle level) 

(a) Satisfactory (if it is more than 50 and less than 65) 

(b) Advancing (if it is more than 40 and less than 50) 

(c) Improving (if it is more than 30 and less than 40) 

3. Sustainability Impeded (the lowest level) 

(a) Concerning (if it is more than 20 and less than 30)  

(b) Limited (if it is more than 10 and less than 20) 

(c) Critical (if it is less than 10)  

RESULTS: 

5.1 This section analyses the Total Revenue of 20 organizations and the revenue diversification 

capacity of 20 organizations from 2019 to 2022.  

Total Revenue: Overall, the total revenue of NGOs from 2019 to 2022 decreased by 6.16 percent. 

This decline reflects the effect of the global epidemic and the economic downturn on the non-profit 

sector (Finchum-Mason et al., 2020). A higher total revenue is indicative of better financial health 

for the organization, indicating financial strength, with ratings categorized as above average (good) 
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or below average (poor)(Omondi-Ochieng, 2018). 

 

TABLE 7 Total Revenue Results-2019-2022 

 

Series 2019 2020 2021 2022 

Increase/Decrease Above/ 

Below 

Average 
2019-2020 2020-2021 

2021-

2022 

1 3687588 3098543 2519400 2537800 Decrease Decrease Increase Below 

2 12670341 11623304 9561700 9716200 Decrease Decrease Increase Above 

3 7676572 6464634 5535321 3319112 Decrease Decrease Decrease Above 

4 129250 26622 24120 15768 Decrease Decrease Decrease Below 

5 96597366 61587994 33062481 30394880 Decrease Decrease Decrease Above 

6 1794329 2064514 1640225 1562048 Increase Decrease Decrease Below 

7 1357364 1407473 1232700 1171200 Increase Decrease Decrease Below 

8 9686 10786 8800 3600 Increase Decrease Decrease Below 

9 206498 206498 133185 109808 No change Decrease Decrease Below 

10 451801 445547 145493 569350 Decrease Decrease Decrease Below 

11 0 636950 18710 1300000 Increase Increase Increase Below 

12 6932871 7190605 7654124 1337926 Increase Increase Decrease Above 

13 1618675 1925256 1857726 2547133 Increase Decrease Increase Below 

14 7267311 6524491 7165722 6026801 Decrease Increase Decrease Above 

15 77197 71919 60283 59036 Decrease Decrease Decrease Below 

16 1468106 1898138 1710495 1690040 Increase Decrease Decrease Below 

17 557318 574464 188347 245671 Increase Decrease Increase Below 

18 800000 700000 700000 700000 Decrease No change 
No 

change 
Below 

19 4263000 4279000 3244000 4086000 Increase Decrease Increase Above 

20 38000 33000 43900 119777 Decrease Increase Increase Below 

Mean 7401339 5536837 3877876 3349987         

Source: Annual Report 

 

The overall financial landscape for these series from 2019 to 2022 is marked by a general decline in 

revenue, with some series showing resilience or recovery in later years. The classification into above 

or below-average revenue largely remained consistent, suggesting structural differences in financial 

stability among the series. Future strategies should consider the factors contributing to the declines 

and the few cases of revenue recovery to enhance financial sustainability across the board. 
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            FIGURE 1 Sources of Finance 

            Source: Annual Report 

 

The Hirschman-Herfindahl Index (HHI) is the prevailing method for quantifying income 

diversification/concentration (D. Carroll, 2005; Hendrick, 2002; Tuckman & Chang, 1991). 

Considering the existing body of work, we also assess revenue diversification using the 

Herfindahl-Hirschman Index (HHI). Sum the squares of each income source's percentage share 

of each organization's total revenue to create an index. This offers a metric to assess the 

concentration of revenue, taking into account both the quantity of income sources and the degree 

of income distribution. The index we use incorporates five distinct revenue sources: 

Commercial Revenue/Earned income, Investment income, Donative income, Grants, and 

miscellaneous sources. This methodology generates a diversity score that         spans from 0 to 1, 

which is determined by the degree to which an organization's income is equally distributed 

among certain categories. A charitable organization that relies on a single source of money 

would have a concentration index of one, indicating a high level of dependence. Conversely, a 

company that generates equivalent incomes from several sources will have an index near zero, 

indicating a low level of dependence. Non-profit organizations with a revenue concentration 

index closest to one are at a high risk of financial (D. A. Carroll & Stater, 2009; Tuckman & 

Chang, 1991). Stated differently, this metric suggests that greater  values of HHI correspond to 

lesser degrees of variety across nonprofit income models, and vice versa.      
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TABLE 8 HHI Value Interpretation 

HHI 

VALUE 
           INTERPRETATION 

HHI Value 

of 0 

•       Indicates perfect revenue diversification, with the NGO having an 

equal share of revenue from all sources. ·       Unlikely in practice, but 

this theoretical scenario represents maximum diversification 

 

HHI Value 

Close to 0 

•        Suggest a highly diversified revenue 

base.                                                                                                   The 

NGO receives revenue from a broad range of sources with relatively 

equal contributions. 

 

 

HHI Value 

Between 0.1 

and 0.25 

•        Suggests some concentration in revenue sources.The NGO may 

rely more on specific funding streams, but there is still a reasonable 

degree of diversification. 

 

 

HHI Value 

Above 0.25 

•        Indicates higher concentration.The NGO may have a notable 

dependence on a few key funding sources, potentially posing a risk if 

those sources are disrupted. 

 

 

HHI Value 

Approaching 

1 

•        Represents high concentration.•       The NGO is heavily reliant on 

one or a few sources,posing a significant risk if those sources are lost 

or reduced. 

 

 
 

HHI Value 

of 1 
•        Indicates perfect concentration. 

 

 
 Source: Author 

 

 FIGURE 2 HHI value of nonprofit organizations 

                    Source: Annual Report 
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The dataset includes nonprofit organizations with HHI values ranging from 0.12 to 0.98. The 

mean HHI value is 0.41. The mean score suggests that, on average, the non-profit organizations 

in the sample show a significant concentration level in their funding sources. These 

organizations are relying on a small number of crucial funding sources, leading to a       substantial 

increase in their total earnings. NPOs who have a high degree of concentration should       assess 

their present funding sources and consider investigating strategic planning possibilities. This 

may include expanding the range of financing sources, reducing the risks associated with 

reliance on particular donors, and strengthening overall financial robustness.  

5.2 To analyse the liquidity, profitability, solvency, and financial efficiency performance of 

selected NPOs. 

LIQUIDITY PERFORMANCE: 

Current ratio and cash ratio are primarily used to assess liquidity performance. A liquidity ratio 

indicates an organization's financial soundness and capacity to pay obligations (Zdanovskis & 

Pilvere, 2019). A higher liquidity ratio is indicative of better financial health for the 

organization, indicating financial strength, with ratings categorized as strong, moderate, low, 

and volatile performers. 

 

TABLE 9 Liquidity Performance Results, 2019-2022 
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         Source: Annual Report 

     PROFITABILITY PERFORMANCE 

Profitability is a measure of how efficiently a company performs, indicating the amount of 

profit generated from the assets that have been invested. According to Zdanovskis and Pilvere 

(2019), it is possible to modify the calculating algorithms. NGOs are not driven by profit-

making objectives, however they are allowed to engage in economic activities, including              

generating profit to pay expenses associated with their core operations, project execution, and               

so on. NGOs must maintain a profitable operation to accumulate surplus money, which may be 

used to cover unforeseen expenses or variations in revenue. The  research quantifies profitability 

by computing Return on net worth. The RoNW data provides valuable insights into the 

financial performance and sustainability of the NGOs. While some NGOs demonstrate strong 

profitability and efficient use of their equity, others face significant challenges, indicating a 

need for strategic improvements. The overall trend suggests a mixed financial landscape, with 
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a recent tendency towards losses, highlighting the importance of robust financial management 

in the nonprofit sector. 

TABLE 10 Profitability Performance Results, 2019-2022 

 

Organization          

Series 

Return on Net worth 

2022 2021 2020 2019 

1 6.917873 0.26794

3 

0.060647 0.573262 

2 7.098542 7.59526

5 

10.67262 11.63672 

3 0 0 9.163009 42.56667 

4 0 0 0 0 

5 16.58336 0 0 0 

6 11.33902 9.17137 14.53796 10.43873 

7 31.13034 38.3282

6 

25.40006 65.83271 

8 26.9 0 0 0.728948 

9 1.029947 0 0 0 

10 43.28572 1.10310

7 

3.530647 2.660712 

11 0 0 0 0 

12 0 0 10.91482 38.89791 

13 -154.961 -

54.6049 

-7.20186 -1.54665 

14 -121.576 -

5.71292 

-14.8326 -52.2443 

15 -21.144 0 0 -34.1012 

16 -1.9697 -

0.25037 

1.860451 -3.78333 

17 0.697894 1.35598

5 

0.132457 1.401296 

18 -5.34 -0.54 -0.53 0.33 

19 5.78 -0.06 5.21 7.24 

20 -4.22508 - 58.92585 -61.8267 
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133.028 

Mean -9.13312 -

6.81872 

5.892205 1.44024 

Maximum 43.28572 38.3282

6 

58.92585 65.83271 

Minimum -154.961 -

133.028 

-14.8326 -61.8267 

     Source: Annual Report 

     FINANCIAL EFFICIENCY. 

Financial efficiency focuses on reducing financial inefficiencies by optimizing the allocation 

and use of financial resources. Financial efficiency refers to an organization's capacity to 

achieve desired financial outcomes while minimizing financial expenses. It may be assessed 

by cost-benefit ratios, such as comparing revenues to expenditure, to provide cost-effective 

programs and services. A Nonprofit Organization may achieve cost, time, and resource savings 

by using financial efficiency measures. This study examines nonprofits' financial efficiency 

from 2019 to 2022 using Return on Assets and Total Equity to Total Asset ratios. 

The Return on Assets (ROA), usually referred to as the asset utilization ratio, is a metric that is 

commonly used to assess the efficiency of an organization in generating income or profits from 

its assets. The ratio facilitates the assessment of the organization's ability to effectively           

transform its investments in assets into revenues or profits, which is valuable for managers and 

stakeholders.  

TABLE 11 Return on Asset Ratio Results, 2019-2022 

 

Organization Return on Assets 

Series 2022 2021 2020 2019 

1 1.091817 0.054233 0.007693 4.941446 

2 4.323781 4.315562 5.71424 5.778184 

3 -1.62134 -1.45868 0.080684 0.295893 

4 -0.76347 -0.44369 -13.8445 -1.42873 

5 5.496194 -5.31519 4.62334 0 

6 9.376609 7.648786 12.17067 8.741774 

7 5.935313 4.107643 3.277944 1.273872 

8 -2.69 -0.23256 -1.15214 0.660036 

9 1.029767 -1.07209 0.320067 -3.10735 
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10 28.62899 0.580231 1.846293 1.367619 

11 9.98 -14.8878 -12.9482 -18.65 

12 -5.14075 -16.916 2.918884 11.25937 

13 -27.804 -17.7027 -2.64249 -1.53318 

14 -22.585 -2.16631 -5.83626 1.181118 

15 0 0 0 0 

16 -1.93702 -0.24559 1.825014 -3.04701 

17 0.602144 1.166551 0.11619 1.226362 

18 -5.55556 0 0 0 

19 41.60866 -0.23691 0.032762 0.05327 

20 1.977683 63.89736 -14.0286 0.724114 

Mean 2.097693 1.054645 -0.87592 0.486839 

Maximum 41.60866 63.89736 12.17067 11.25937 

Minimum -27.804 -17.7027 -14.0286 -18.65 

        Source: Annual Report 

ROA values vary significantly from year to year for each entity. Some entities experience 

positive and substantial ROA, while others have negative or lower ROA. The mean ROA for 

all entities indicates an overall declining trend over the four years. Negative ROA values 

suggest that some entities might be experiencing challenges in generating profits relative to 

their total assets. 

 SOLVENCY: 

The Total Equity to Total Asset Ratio is a financial measure that evaluates the relationship 

between a company's total equity and its total assets. It offers valuable information on the 

financial organization and ability to pay the debts of a business. 

TABLE 12 Total Equity to Total Asset Ratio, 2019-2022 

Organization 

Series 

Total Equity to Total Asset Ratio 

2022 2021 2020 2019 

1 15.78256 20.24051 12.68458 11.80466 

2 60.91083 56.81911 53.54111 49.65473 

3 -2.24 -0.31544 0.880546 0.695128 

4 19.62524 20.6021 21.39001 8.838142 

5 37.94963 31.16875 29.1542 25.03782 
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6 82.69322 83.39842 83.71644 83.74355 

7 19.84336 10.8137 5.339607 2.50342 

8 100 90.46512 90.43744 90.54636 

9 99.98256 99.98128 99.98025 99.98013 

10 66.13957 52.55672 52.27983 51.3822 

11 99.74494 -32.1832 -14.3621 -1.25184 

12 3.148469 9.067047 26.74238 28.94582 

13 17.94261 57.82643 65.06593 99.12935 

14 18.57687 37.91945 39.34759 45.90457 

15 96.91055 95.31509 86.43962 95.56891 

16 98.19511 98.08977 98.09444 80.53777 

17 86.28013 86.02802 87.71953 87.51625 

18 90.74074 89.47368 89.47368 91.22807 

19 72.26295 74.2787 74.72625 73.23725 

20 -46.5935 -48.0262 -23.8 -11.7 

Mean 51.89479 46.67596 48.94257 50.66512 

Maximum 100 99.98128 99.98013 99.98013 

Minimum -46.5935 -48.0262 -23.8 -11.7 

     Source: Annual Report 

The mean ratio trends downwards over the years, indicating a potential shift towards lower 

equity-to-asset ratios on average. A high ratio may suggest a financially stable entity with a 

strong equity position. A negative ratio may indicate potential financial distress or an 

unbalanced financial structure. 

      ASSESSMENT OF FINANCIAL HEALTH OF NON-PROFIT ORGANIZATIONS 

        WEIGHTED AVERAGE SCORE: 

TABLE 13 Weighted Average Score of Organizations 

Organization 

series 

2022 2021 2020 2019 

1 30.5 23.25 22 27 

2 33 35 36.5 36.5 

3 0 0 20 28 

4 14 16.25 16.25 8 



Sahrdaya Journal of Entrepreneurship and Management Research (SJEMR) 2026, Vol. 1 (1), pp. 13–38 
 

34 | P a g e  

 

5 48.5 16 26.25 17.25 

6 37.5 36.5 40.5 38 

7 39.5 40 46 40 

8 26.5 9.5 8.5 15.5 

9 16.5 15.5 16.5 11.5 

10 34.5 14.5 19.5 19.5 

11 9 16.5 16.5 16.5 

12 9 9 33.5 38.75 

13 16 18.5 18 16.5 

14 9 15 15 19 

15 20.5 24.5 25 20.5 

16 16.5 16.5 26.5 17.5 

17 18 22 18 22 

18 12.5 17 16 20.5 

19 35 17.5 30 33.5 

20 5 5 11 12 

  From 2019 to 2022, the financial sustainability of the analyzed non-profit organizations 

showed signs of improvement. Out of the 20 organizations assessed, six were categorized as 

having "Sustainability Evolving." The mean sustainability score for these organizations was 

42.9625. The lowest score recorded was 16.5, while the highest score reached 82.75. 

TABLE 14 Level of Financial Sustainability Assessment of NPO 

 

Level of Financial Sustainability Assessment Number of 

Organizations 

Exceptional 0 

Outstanding 1 

Strong 2 

Satisfactory 3 

Advancing 3 

Improving 6 

Concerning 4 

Limited 1 

Critical 0 
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 DISCUSSIONS OF MANAGERIAL AND POLICY IMPLICATIONS 

This study evaluated the financial well-being of nonprofit organizations by analysing indices 

of liquidity, profitability, solvency, and financial efficiency for the time frame of 2019-2022. 

The assessment of the overall fiscal well-being of nonprofit organizations from 2019 to 2022 

reveals that six out of twenty organizations have demonstrated improved financial 

sustainability. An examination of the overall income patterns across NPOs from 2019 to 2022 

indicates a significant decrease of 6.16 percent. The decrease in income highlights the impact 

of external causes, namely the worldwide pandemic and the resulting economic decline, on the 

non-profit industry  (Finchum-Mason et al., 2020). The observed decline in overall income 

indicates an urgent need for the sector to adjust and innovate to respond to the ever-changing 

external conditions, guaranteeing resilience and ongoing efficiency in the pursuit of their 

objectives (Omondi-Ochieng, 2018). As of 2022, NPOs exhibited a significant reliance on one 

or two funding sources, rendering them very vulnerable to default, insolvency, and potential 

cancellations of services and programs (Srivastava & Tandon, 2005). The primary goal of non-

profit organizations (NPOs) is to efficiently oversee their financial assets to maintain their 

operations and attain financial self-sufficiency, by pursuing revenue generation while 

minimizing costs. 

The liquidity performance was examined from two angles, evaluating the NPO’s ability to 

fulfill short-term commitments and preserve financial adaptability. This analysis explored the 

current ratio and cash ratio, which are both important indications of the organization's capacity 

to handle urgent financial requirements. The current ratio, which measures the proportion of 

current assets to current liabilities, offers valuable information about the NPO's financial status.  

CONCLUSION 

Evaluating the financial well-being of NPOs is a vital component of their management, 

especially in the multifaceted and ever-changing environment of India. The main aim of this 

study is to suggest a methodology to assess the financial sustainability of non-profit 

organizations (NPOs) in India, focusing specifically on key criteria such as liquidity, solvency, 

efficiency, and profitability. For NPOs to successfully navigate the constantly shifting financial 

landscape, it is crucial to have sufficient liquidity, which refers to the capacity to fulfill short-

term financial commitments. Effective liquidity management guarantees that NPOs can rapidly 

address growing requirements. The long-term sustainability of an organization is crucial for 

continued impact, which is measured by its solvency. Ensuring a harmonious equilibrium 
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between immediate cash availability and enduring financial stability becomes crucial for 

maintaining a sound fiscal condition. Efficiency, which quantifies the utilization of resources, 

encompasses the principles of financial restraint and operational oversight. NPOs must 

efficiently manage their working capital and simplify their operations to maximize efficiency. 

The importance of profitability, which is frequently disregarded in the nonprofit industry, 

cannot be overstated as it is crucial for guaranteeing long-term financial viability. Generating 

excess profits enables the expansion and diversity of programs, thus increasing the total 

influence on the community. 

REFERENCES 

Al Omari, R. (2020). The impact of liquidity and solvency on profitability: An analysis of 

Jordanian pharmaceutical industries sector. Systematic Reviews in Pharmacy, 11, 767–

770. Retrieved from https://www.iiste.org. 

Bowman, W. (2011a). Finance fundamentals for nonprofits: Building capacity and 

sustainability. John Wiley & Sons. 

Bowman, W. (2011b). Financial capacity and sustainability of ordinary nonprofits. Nonprofit 

Management and Leadership, 22(1), 37–51. https://doi.org/10.1002/nml.20039. 

Carroll, D. A., & Stater, K. J. (2009). Revenue diversification in nonprofit organizations: Does 

it lead to financial stability? Journal of Public Administration Research and Theory, 

19(4), 947–966. https://doi.org/10.1093/jopart/mun025. 

 Daryanto, W. M. (2019). Measuring financial performance of state-owned enterprises under 

aviation in Indonesia: A case study of PT. Angkasa Pura I and PT. Angkasa Pura II. 

Proceedings of the 9th International Conference on Information Technology and 

Multimedia, 99–104. https://doi.org/10.5220/0008488800990104. 

Daryanto, W. M., & Samidi, S. (2018). Measuring the financial performance of enterprises 

under the Ministry of Energy and Mineral Resources (EMR): An Indonesia experience. 

International Journal of Engineering and Technology (UAE, 7)(3), 16–23. 

https://doi.org/10.14419/ijet.v7i3.21.17086. 

 Despard, M. R., Nafziger-Mayegun, R. N., Adjabeng, B. K., & Ansong, D. (2017). Does 

revenue diversification predict financial vulnerability among non-governmental 

organizations in sub-Saharan Africa? Voluntas, 28(5), 2124–2144. 

https://doi.org/10.1007/s11266-017-9835-3. 

Dinova, P. Y. (2019). Key indicators for the analysis of the financial sustainability of the 

enterprise. Knowledge International Journal. 

Finchum-Mason, E., Husted, K., Gugerty, M. M. K., & Barnhart, E. (2020). Local impacts of 

a global crisis: How Washington state nonprofits are responding to COVID-19. 

University of Washington Digital Library. Retrieved from 

https://digital.lib.washington.edu/researchworks/handle/1773/46585. 

https://www.iiste.org/
https://doi.org/10.1002/nml.20039
https://doi.org/10.1093/jopart/mun025
https://doi.org/10.5220/0008488800990104
https://doi.org/10.14419/ijet.v7i3.21.17086
https://doi.org/10.1007/s11266-017-9835-3
https://digital.lib.washington.edu/researchworks/handle/1773/46585


Sahrdaya Journal of Entrepreneurship and Management Research (SJEMR) 2026, Vol. 1 (1), pp. 13–38 
 

37 | P a g e  

 

 Froelich, K. A., Knoepfle, T. W., & Pollak, T. H. (2000). Financial measures in nonprofit 

organization research: Comparing IRS 990 return and audited financial statement data. 

Nonprofit and Voluntary Sector Quarterly, 29(2), 232–254. 

https://doi.org/10.1177/0899764000292002. 

Gajdová, D., & Majdúchová, H. (2018). Financial sustainability criteria and their testing in the 

conditions of the Slovak non-profit sector. Contemporary Economics, 12(1), 33–56. 

https://doi.org/10.5709/ce.1897-9254.262. 

Groves, S. M., Godsey, W. M., & Shulman, M. A. (1981). Financial indicators for local 

government. Public Budgeting & Finance, 1(2), 5–19. https://doi.org/10.1111/1540-

5850.00511. 

Hanaffie Bin Md Yusoff. (2017). The effect of liquidity and solvency on profitability: The case 

of public-listed consumer product companies in Malaysia. Jurnal Pengurusan, 8(1). 

Retrieved from https://core.ac.uk/download/pdf/196255896.pdf. 

Herman, R. D., & Renz, D. O. (1998). Nonprofit organizational effectiveness: Contrasts 

between especially effective and less effective organizations. Nonprofit Management 

and Leadership, 9(1), 23–38. https://doi.org/10.1002/nml.9102. 

Herman, R. D., & Renz, D. O. (1999). Theses on nonprofit organizational effectiveness. 

Nonprofit and Voluntary Sector Quarterly, 28(2), 107–126. 

https://doi.org/10.1177/0899764099282001. 

Jackson, D. K., & Holland, T. P. (1998). Measuring the effectiveness of nonprofit boards. 

Nonprofit and Voluntary Sector Quarterly, 27(2), 159–182. 

https://doi.org/10.1177/0899764098272004. 

Kangari, R., Farid, F., & Elgharib, H. M. (1992). Financial performance analysis for the 

construction industry. Journal of Construction Engineering and Management, 118(2), 

349–361. https://doi.org/10.1061/(ASCE)0733-9364(1992)118:2(349). 

Kk, P. A. (2014). Asian Journal of Management Research, 308–322. Retrieved from 

http://ssrn.com/abstract=2379986. 

León, P. (n.d.). Four pillars of financial sustainability. 

Masri, Z. A. H. (2020). Analysis of financial health: State-owned enterprises (Case study at PT 

Aneka Tambang Tbk). Journal of Applied Business and Economics, 6(4), 287. 

https://doi.org/10.30998/jabe.v6i4.6416. 

McLaren, J. I., & Struwig, F. (2019). Financial ratios as indicators of financial sustainability at 

a South African university. Journal of Contemporary Management. 

Myser, S. (2016). Financial health of nonprofit organizations. University of Kansas. 

Omondi-Ochieng, P. (2018). US Table Tennis Association: A case study of financial 

performance using effectiveness indicators and efficiency ratios. Managerial Finance, 

44(2), 189–206. https://doi.org/10.1108/MF-10-2017-0393. 

https://doi.org/10.1177/0899764000292002
https://doi.org/10.5709/ce.1897-9254.262
https://doi.org/10.1111/1540-5850.00511
https://doi.org/10.1111/1540-5850.00511
https://core.ac.uk/download/pdf/196255896.pdf
https://doi.org/10.1002/nml.9102
https://doi.org/10.1177/0899764099282001
https://doi.org/10.1177/0899764098272004
https://doi.org/10.1061/(ASCE)0733-9364(1992)118:2(349)
http://ssrn.com/abstract=2379986
https://doi.org/10.30998/jabe.v6i4.6416
https://doi.org/10.1108/MF-10-2017-0393


Sahrdaya Journal of Entrepreneurship and Management Research (SJEMR) 2026, Vol. 1 (1), pp. 13–38 
 

38 | P a g e  

 

Pina, V., Bachiller, P., & Ripoll, L. (2020). Testing the reliability of financial sustainability: 

The case of Spanish local governments. 

Ritchie, W. J., & Kolodinsky, R. W. (2003). Nonprofit organization financial performance 

measurement: An evaluation of new and existing financial performance measures. 

Nonprofit Management and Leadership, 13(4), 367–381. 

https://doi.org/10.1002/nml.5. 

Roberts, P. (2003). The principles of sustainability by Simon Dresner, 2002. Business Strategy 

and the Environment, 12(5), 341. https://doi.org/10.1002/bse.360. 

Ryan, C., & Irvine, H. (2012). Not-for-profit ratios for financial resilience and internal 

accountability: A study of Australian international aid organisations. Australian 

Accounting Review, 22(2), 177–194. https://doi.org/10.1111/j.1835-

2561.2012.00163.x. 

Salamon, L. M., Anheier, H. K., List, R., Toepler, S., Sokolowski, W., & Associates, A. (1999). 

Global civil society in comparative perspective in dimensions of the nonprofit sector. 

Global Civil Society: Dimensions of the Nonprofit Sector. Retrieved from 

http://ccss.jhu.edu/wp-content/uploads/downloads/2011/08/Global-Civil-Society-

I.pdf. 

Scurto-Davis, T. (2014). Earned revenue ratio: Its effect on non-profit financial sustainability 

(Master’s thesis). 

Sontag-Padilla, L. M., Staplefoote, L., & Gonzalez Moganti, K. (2012). Financial 

sustainability for nonprofit organizations. RAND Corporation. Retrieved from 

www.rand.org. 

Soriano, D., & Galindo-Martin, M.-A. (2012). An overview of entrepreneurial activity in 

nonprofit organizations in the international context. Small Business Economics, 38, 

265–269. https://doi.org/10.1007/s11187-010-9279-2. 

Svidroňová, M., Vaceková, G., & Valentinov, V. (2016). The theories of non-profits: A reality 

check from Slovakia. 

Tuckman, H. P., & Chang, C. F. (1991). A methodology for measuring the financial 

vulnerability of charitable nonprofit organizations. Nonprofit and Voluntary Sector 

Quarterly, 20(4), 445–460. https://doi.org/10.1177/089976409102000407. 

Varghese, J., & Ajukurian. (2021). Financial sustainability of nonprofit organizations (NPOs): 

An empirical study. Asian Journal of Management Research, 12(7), 13096591. 

Retrieved from http://ssrn.com/abstract=2379986. 

Zdanovskis, K., & Pilvere, I. (2019). Methods of financial statement analysis for non-

governmental organisations. Research for Rural Development, 2(June), 118–125. 

https://doi.org/10.22616/rrd.25.2019.058. 

Zietlow, J. (n.d.). A financial health index for achieving financial sustainability. Retrieved from 

http://ssrn.com/abstract=2049022. 

 

https://doi.org/10.1002/nml.5
https://doi.org/10.1002/bse.360
https://doi.org/10.1111/j.1835-2561.2012.00163.x
https://doi.org/10.1111/j.1835-2561.2012.00163.x
http://ccss.jhu.edu/wp-content/uploads/downloads/2011/08/Global-Civil-Society-I.pdf
http://ccss.jhu.edu/wp-content/uploads/downloads/2011/08/Global-Civil-Society-I.pdf
https://www.rand.org/
https://doi.org/10.1007/s11187-010-9279-2
https://doi.org/10.1177/089976409102000407
http://ssrn.com/abstract=2379986
https://doi.org/10.22616/rrd.25.2019.058
http://ssrn.com/abstract=2049022

