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Abstract 
Economic reforms and reforms in the educational sphere have contributed to the increase of the concern towards 
the efficiency of the activity of educational organizations and higher educational establishments, in particular. 
This deals with the increased competition in both international and national markets for educational services; the 
growth of informational openness of higher education establishments and the enhanced role of strategic planning. 
All these aspects are gradually leading to a new objective that faces higher education establishments, which is a 
necessity to demonstrate the efficiency of their education services and support it with definite indices. Under 
conditions of budgetary expenditures, the problem of financial sustainability and efficiency of higher education 
institutions is becoming urgent, being focused on searching for possibilities to develop education establishments. 
In this context, the most important issue deals with developing approaches for quantifying financial 
sustainability and identifying the directions and means of its rise. The article suggests the method for defining 
the financial sustainability of higher education institutions and discusses both the indices, applied for financial 
sustainability evaluation, and their threshold values.  
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1. Introduction  
Financial sustainability will be one of the key challenges for universities in the next decade: only those 
institutions that have sound financial structures and stable income flows will be able to fulfil their multiple 
missions and respond to the current challenges in an increasingly complex and global environment. Indeed, 
financial sustainability is not an end in itself; it aims to ensure that university’s goals are reached by 
guaranteeing that the institution produces sufficient income to enable it to invest in its future academic and 
research activities. Income diversification is a tool to achieve these goals if the conditions in which the 
universities operate allow and require it, taking account of the diverse contexts. 

The massification of higher education, additional and tougher accountability requirements, new societal demands 
on institutions, and rising costs of human resources (pension costs, etc.) are only some of the triggers for 
increased costs that universities are confronted with. 

Financial sustainability is one of the most important characteristics for evaluation of the financial situation of an 
establishment. Providing inventory and expenditures by the sources of their forming is the essence of financial 
sustainability, and solvency is its external manifestation. The ratio between inventories and sources of 
proprietary and borrowed funds for their forming defines a degree of financial sustainability (Stabislavchik, 
2010).  

The problem of financial sustainability of education establishments has recently become of a scientific interest, 
since Russia’s economy was switched to the market principles of functioning; i.e., in the late 1980s (Belyakov, 
2012). At that time, the problem was just considered as theoretically possible for the system of professional 
training as a result of changes in economic conditions, and no thorough analysis was done. Both the dramatic 
changes in economic relationships in education in the early 1990s and the cut of budgetary funding exacerbated 
the problem of economic sustainability. As a result, the developed suggestions were useful singularly without 
forming any algorithm for a goal-oriented activity.  
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2. Background and Methods 
The financial theory considers the concept of financial sustainability as the provision of financial independence, 
i.e. as the provision of maintaining both the break-even point of the share of equity in the total capital and 
solvency to an education institution (its ability to cover its current liabilities). The coefficients of institutions’ 
financial sustainability are evaluated in accordance with their balance sheets (Kharlamova & Sazonov, 2014). 

Rymanov A. Y. associates financial sustainability with a company’s solvency, representing it as a system of 
financial and economic relationships which create, allocate, and use funds, providing solvency in a long-term 
aspect (Rymanova, 2010). 

Benderskaya O. B. and Chizhova E. N. suggest that financial sustainability provides a company with 
innovation-based reproduction on an expanded scale, creditability, competitive ability, and investment 
attractiveness (Benderskaya, 2012). 

“The financial sustainability of Higher Education Institutions in England, which includes its duties to monitor 
the financial health and risk of institutions” (Department for Business, 2014) 

Lucie Lapovsky: “To ensure financial sustainability, many colleges and universities are responding by 
experimenting with changes to their business models. For instance, some schools are changing their discounting 
policies and publishing much lower tuition prices; others are experimenting with four-year price guarantees, the 
length of time required to earn a degree, more vigorous recruitment of foreign students, partnerships with 
overseas institutions, and increased operational efficiencies—from streamlining back office functions to offering 
online learning to reach more students without incurring the added costs of facilities and faculty” (Lapovsky, 
2014). 

At the same time, there are few studies concerning the problem of the financial sustainability of an education 
institution both in Russia and worldwide. 

The objective of the research is to develop the theory and methodology of managing the financial sustainability 
of an education institution as a comprehensive system of theoretical provisions, which integrates methodological 
basics and concept models for forming the informational and analytical system of evaluating, monitoring, and 
managing the financial sustainability of education institutions in order to define the strategic directions of their 
further development.  

3. Results 
In the present time, when under conditions of both globalization and growing competition on the education 
market, Russia’s higher educational establishments have to comply with new severe requirements for both 
educational services and research work, it is undoubtedly necessary to renovate and upgrade the systems of 
higher education establishment management, aimed at improving the indices of efficiency of their activity.  

Efficiency is a key indicator of performance quality for the system, which characterizes a degree of its ability to 
fulfill its function as intended. As far as the efficiency of education services of higher educational establishments 
is discussed, the main mission of such a service is both the possibility of further employment and graduates’ 
implementation of the knowledge they have gained with help of these services (Kharlamova & Sazonov, 2014). 

If one refers to legislation, it is possible to explain the educational activity of a higher educational establishment 
as activity to the extent concerning conduction of the primary mission of the education establishment; i.e., 
training and labor market launch of definite high university degree specialists, retraining of specialists, advanced 
vocational training. 

All educational activity efficiency indices for higher education establishments, in accordance with the procedure 
proposed by the researches T. V. Terentyeva and M. N. Kulakova, are divided into three groups (Terentyeva, 
2012). 

The higher education establishment, which efficiency of educational activity refers to the third group, is in the 
“high-risk group”; i.e., less than half the graduates of this institute work within their specialty. If the 
establishment demonstrates such indices over the course of three years, its further existence on the market for 
educational services is subject to being called into question.  

The higher education establishment, which efficiency of educational activity refers to the second group, is in the 
“average class”; i.e., more than half the graduates of this institute work within their specialty. If the 
establishment demonstrates such indices, it should carry out a deep self-examination, find its weak traits, and 
possibly progress them towards optimal indices.  
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The higher education establishment, which efficiency of educational activity refers to the first group, is a “leader 
in the market for educational services”. Its main objective is possibly to maximize its indices, rather than 
decrease them. Such establishment is worthy not only to be highly ranked but also to be encouraged by the state 
through bonus supplements. 

The financial stability of higher education institutions is the condition of its funds, their allocation and use, 
which provides the performance of the main activity and the development of a higher education institution, based 
on capital growth using both budgetary and extra-budgetary funds, while maintaining solvency under the 
acceptable level of risk (Baitova, 2014).  

To provide financial sustainability to an education institution in currently changing market conditions, it is 
necessary to constantly monitor the market situation of education services, at the same time critically evaluating 
its own position in the market. Moreover, the expansion of non-state education institutions’ activity has resulted 
in a dramatically intensified competition in higher education, in an increasing struggle for the survival of state 
education institutions, in a struggle for every student and every penny.  

The systematization of scientific works about financial sustainability evidences the presence of a large number of 
various methods. The main methods are as follows:  

• Comparative analysis and grouping;  

• Break-even analysis;  

• Coefficient method;  

• Integral method;  

• Factor analysis and economic and mathematical modeling; 

• Matrix method; 

• Fuzzy-set-theory-based methods;  

• Expert polls. 

It is possible to define the financial sustainability of an education institution with the method proposed by 
Kelchevskaya N. R. (2014). The algorithm is as follows: 

1) calculate the absolute indices of the financial sustainability of an education institution (Table 1). 

 

Table 1. Absolute indices of financial sustainability of education institutions (Note 1)  

Index Symbol Meaning 

1. Availability of working capital including: Ес Equity - Fixed assets and invested funds  

Budgetary funds Есб Budgetary funds – Fixed assets and invested funds  

2. Availability of working capital and sources of 
long-term borrowed funds to form inventory and 
expenditures  

Ет Working capital + Long-term debts  

3. Total value of major sources of funds to form 
inventory and expenditures  

Ее Working capital + Long-term and short-term debts  

4. Surplus or deficiency of working capital  +/- Ес Working capital – Inventory and expenditures  

5. Surplus or deficiency of working capital and 
sources of long-term borrowed funds to form 
inventory and expenditures  

+/- Ет 
Working capital and long-term borrowed funds – 
Inventory and expenditures  

6. Surplus or deficiency of major sources of funds to 
form inventory and expenditures  

+/- Ее 
(Working capital + Long-term and short-term borrowed 
funds) – Inventory and expenditures  

 

2) calculate the 3-D index that allows identifying a proper type of financial sustainability for an education 
institution:  ₁ ₁ ; ₂ ₂ ; ₃ ₃                                (1) 

The function S(x) is defined as follows: 
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0, 01, 0                                   (2) 

3) Define one of four types of financial sustainability (FS):  

- Absolute FS - S = (1,1,1) – features a high level of an education institution’s solvency. The sources to 
cover expenses are working capital. 

- Normal FS - S = (0,1,1) – features a medium level of an education institution’s solvency, the efficient use 
of borrowed funds, and a high profitability. The sources to cover expenses are working capital and 
long-term debts. 

- Unstable FS - S = (0,0,1) – features a low level of an education institution’s solvency, the necessity to 
attract extra funds and the possibility to improve the situation. The sources to cover expenses are working 
capital, long-term and current debts. 

- Critical financial condition - S = (0,0,0) – features zero solvency of an education institution, on the verge 
of bankruptcy.  

Defining a type of the financial sustainability of an education institution will allow the efficiency of both 
education and funds allocation to be determined and timely measures to be taken to face the threat of crisis 
trends in its activity.  

One of the most popular methods is also the break-even analysis. This method is applied to determine a 
minimum range of charged services, required for covering the expenses which are growing due to the 
performance of such activity.  

It is essential to consider that the state covers one part of an education institution’s expenses in case this 
institution is carrying out the state professional training task, guaranteeing a minimum level of its financial 
sustainability.   

The other part of the expenses of an education institution should be covered by extra-budgetary funds. To 
optimize the estimate of their necessary amount, the break-even point is to be found. This point shows a 
minimum volume of extra-budgetary funds required for justifying all the expenses of an education institution 
which haven’t been covered by budgetary funds.  

The main criteria that determine the financial sustainability of an education institution and the efficiency of its 
financial activity are liquidity and solvency.  

Solvency is defined as an index which shows the possibility of an education institution to pay off its debts from 
the total assets. To determine institution solvency, the following coefficients should be estimated: the coefficient 
of general solvency, the debt-to-equity ratio, the equity ratio, the current-assets-to-equity ratio.   

Being the integral indicator of solvency, liquidity is an index which characterizes the possibility of an education 
institution to cover its current liabilities. The analysis of the financial activity of an education institution uses the 
following indices of liquidity: 

- Absolute liquidity ratio; 

- Acid-test ratio; 

- Current liquidity ratio.   

To reverse financially sustainable institution, innovative college and university presidents are doing four things: 

1. Developing a clear strategy, focused on the core; 

2. Reducing support and administrative costs; 

3. Freeing up capital in non-core assets; 

4. Strategically investing in innovative models (Denneen & Dretler, 2014). 

It is necessary to point out that, for a more precise result of the financial sustainability analysis, the obtained 
results should be compared with similar ones in respect of the sphere of education.    

There exist the following objectives of estimating financial sustainability:  

 • To determine social and market needs and to compare them with a definite higher education institution 
and its competitors;  

 • To reveal components imposing either a positive or negative influence on the estimated entity;  
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 • To determine financial and labour reserves for improving economic sustainability;  

 • To work out a plan to increase financial sustainability.  

Financial sustainability can be analyzed periodically for monitoring market needs and existing possibilities to 
launch new professional training programs and for rising and/or maintaining a higher education institution’s 
competitive power. It can also be a one-time analysis in case of large projects. Federal state budgetary and 
private higher education institutions provide a list of their FS indices in financial sustainability and financial 
management efficiency monitoring reports.  

There are the following principles of monitoring the quality of financial management and the efficiency of 
budget expenses: 

- To analyze the efficiency of budget expenses; 

- To estimate the indices of the entire network of education institutions; 

- To define standard values for each index; 

- To evaluate the efficiency of a manager’s activity by analyzing the quality of financial management.  

A general situation associated with monitoring both financial stability and financial management quality in 
federal state budgetary and private higher education institutions is as follows: 212 higher education institutions, 
supervised by the Ministry of Education and Science of the Russian Federation, have provided the data and 71 
higher education institutions, supervised by the Ministry of Education and Science of the Russian Federation, 
have provided no data (The Ministry of Education and Science of the Russian Federation).  

Here are the complex indices of monitoring both the financial sustainability and financial management quality of 
higher education institutions, as follows:  

1. Indices of budget expenditure efficiency:  

1.1. Index of structural earnings;  

1.2. Index of quality of income planning;  

1.3. Index of quality of estimating expenses from subsidies by certain types of costs;  

1.4. Index of quality of estimating expenses from equity by certain types of costs;  

1.5. Structural index of immovable property;  

1.6. Structural index of most valuable movable property.  

2. Indices of financial sustainability (Table 2): 

2.1. Share of earnings from income-bearing activities, except earnings from services/works, defined as 
principal activities on a fee-paid basis in accordance with the Articles; 

2.2. Total debt to equity ratio;  

2.3. Coefficient of fixed assets renewal;  

2.4. Coefficient of non-financial assets increase;  

2.5. Share of intangible assets;  

2.6. Coefficient of overdue payable accounts;  

2.7. Coefficient of non-recoverable receivables.  

 

Table 2. Financial sustainability indices (the Ministry of Education and Science of the Russian Federation)  

Indices Threshold values 

2.1. Share of earnings from income-bearing activities, except earnings from services/works 
defined as principal activities on a fee-paid basis in accordance with the Articles 

≤ 10% > 10% 

Number of institutions 130 82 

2.2. Total debt to equity ratio 
Budgetary Private 

<0.3 ≥0.3 <0.45 ≥0.45

Number of institutions 46 146 13 7 
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Indices Threshold values 

2.3. Coefficient of fixed assets renewal <1 ≥ 1 

Number of institutions 201 1 

2.7. Coefficient of non-recoverable receivables ≤ 0.03 > 0.03 

Number of institutions 182 20 

 

3. Indexes of financial management quality:  

3.1. Share of non-core staff payroll in total payroll;  

3.2. Share of academic staff bonus payroll;  

3.3. Coefficient of average academic staff wages in the accounting period.  

A background for establishing the system to monitor financial management quality: 

-Prospect for the development of education institutions in economic and financial spheres, which is mainly 
preconditioned by the human factor, i.e., financial policy conducted by the management staff of an 
institution; 

-Liabilities resulted from the cooperation of education institutions with other contracting parties;  

-Lack of detailed methods to monitor the financial management of the activity of budgetary and private 
education institutions (the Ministry of Education and Science of the Russian Federation). 

4. Conclusion 
Nowadays, the efficient higher education institution must be oriented to solving the following tasks: 

- To increase the financial sustainability, economic independence, and flexibility of the management 
structure of a higher education institution; 

- To increase the efficiency of cooperation between higher education institutions and private businesses; 

- To increase the efficiency of cooperation between the market for education services and national and 
regional labor markets, resulting in a more efficient national economy.  

Monitoring both the financial sustainability and financial management quality of federal state budgetary and 
private education institutions should be oriented to revealing their management problems, comparing the existing 
indices with thresholds and defining the reasons for deviations, changing threshold values in accordance with the 
analysis of trends for change in evaluation parameters, and developing the recommendations for the management 
of higher education institutions to attain these parameters.   
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