BUSINESS AND APPLIED MANAGEMENT JOURNAL
Vol. 01, No. 01 (2023), p. 11-22
Available online at https://serambi.org/index.php/bamj

Building Sustainable Nonprofit Organizations Through Effective

Financial Management

Unzilah Khomairotusshiyama®*, Khoiriyah?, Musammil Lateh3
TUniversitas Nurul Jadid, East Java, Indonesia

2Universitas Islam Negeri Maulana Malik Ibrahim, East Java, Indonesai
3Hatyai University, Songkhla, Thailand

*Corresponding Author: unzilah141103@gmail.com
DOI: https://doi.org/10.61987/bamj.v1i1.279

Abstract:

This research aims to analyze financial management practices in building
the sustainability of nonprofit organizations. This research is based on
financial management strategies that are applied to maintain operational
stability, program sustainability and increase stakeholder trust. The
research method used is a descriptive qualitative approach with data
collection techniques through in-depth interviews, direct observation,
and analysis of financial documents over the past three years. The results
show that effective financial management includes transparency in
reporting, participation in budget planning, consistent internal oversight,
and diversification of funding sources, such as collaboration with external
partners and optimization of institutional assets. The study results show
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that the organization’s sustainability is greatly influenced by the
management’s commitment to carrying out the principles of
accountability and efficiency in using funds. The implications of this study
show that a strong financial management capacity is an important
foundation for the sustainability of nonprofit organizations. These
findings are expected to serve as a practical reference for similar
institutions in designing financial systems that are adaptive, professional,
and impact-oriented to long-term impact.

INTRODUCTION

Financial management in nonprofit organizations has a critical role in creating
long-term sustainability (Garcia et al., 2023; H. Lee et al., 2023) The financial management
literature emphasizes that organizations must manage funds efficiently, transparently,
and accountably in order to survive environmental dynamics (Allioui & Mourdi, 2023)
However, in reality, many nonprofit organizations have not been able to apply these
principles to the fullest (Gilchrist et al., 2023; Nair et al., 2023). This is due to the lack of
understanding of modern financial management, limited human resources, and high
dependence on a single source of funding(Alam et al., 2021; Katureebe et al., 2023). In
fact, theoretically, strategic financial management can prevent financial risks, increase
donor confidence, and expand the reach of social programs(Hagawe et al., 2023; llyas et
al., 2020). Facts on the ground show that many nonprofit organizations are having
difficulty maintaining operational stability due to weak financial structures (Gee et al.,
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2023) As a result, there is a mismatch between the ideal concept in theory and real
practice.

Conditions on the ground show that most non-profit organizations in Indonesia
still face major challenges in terms of financial management. Reliance on funding sources
from single donors, government programs, or short-term grants makes these
organizations vulnerable to policy changes or economic fluctuations (lwunna et al., 2023).
Many organizations do not have a reserve fund, do not have a thorough budget planning,
or do not have financial statements prepared with accountability principles. For example,
when major donors stop their support, some institutions immediately experience
operational dysfunction and even have to stop long-running social programs(Jamaludin
et al., 2023; Jatmiko et al., 2020). In addition, there are still weaknesses in the use of
financial management tools, such as financial statement analysis, cash flow planning, and
evaluation of the effectiveness of fund use. Financial management is not just an
administrative issue, but a fundamental aspect that determines whether a nonprofit
organization can survive and continue to contribute to society.

Previous research has extensively discussed the link between financial
management and the sustainability of nonprofit organizations. Waniak et al. (2020)
stated that transparency and accountability in finance are key factors in building donor
and community trust. Gee et al. (2023) also show that nonprofit organizations that
implement strategic financial planning are better prepared to face external risks. A study
by Rodriguez et al. (2020) emphasizes the importance of mission-based financial
management as the foundation for the sustainability of nonprofit programs. The study
shows that when financial management is aligned with the organization's vision and
mission, the efficiency and effectiveness of the use of funds increases significantly. The
capacity of human resources in managing finances in small nonprofit organizations,
especially related to the lack of training and adequate financial systems (Belte et al.,
2023). This has an impact on the low quality of financial statements and unpreparedness
in dealing with audits or reporting to the public.

The study by Sakellarios et al. (2022) also underscores the importance of financial
adaptability in the context of crises in economic instability. Nonprofit organizations that
are able to flexibly adjust their financial structure tend to be better able to survive in the
long term(Chen, 2021; Mayer, 2023; Ye & Gong, 2021). However, most of these findings
are still focused on national or international organizations, and have not touched much
on the local context, particularly community-based nonprofits with limited resources.
However, these studies are generally general and have not specifically addressed
financial practices in smaller-scale local nonprofits. The position of this research is
different because it focuses on case studies of three local institutions of the Berkah Al
Khoiriyah Cooperative that have distinctive characteristics, both in terms of funding
sources, operations, and challenges faced.

This research has novelty in terms of context and approach used. In contrast to
previous research which tended to be descriptive and focused on large institutions, this
study raised case studies from local nonprofits with an in-depth qualitative approach. The
research seeks to explore how financial management is carried out in real terms, what
are the challenges faced, and how it impacts the sustainability of the organization.
Another novelty is the exploration of adaptive financial strategies used by the Berkah Al
Khoiriyah Cooperative institution in the midst of limited funds and human resources. By
examining concrete practices, not just theories, this research tries to build a more
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applicable understanding of the relationship between financial management and
sustainability.

Based on the problems and gaps that have been described, this research is
focused on answering the main question How does financial management play a role in
building the sustainability of non-profit organizations, especially in the Berkah Al
Khoiriyah Cooperative Institution?. This question was born out of an urgent need to
understand more deeply how nonprofits can manage their finances strategically in order
to survive and continue to make a long-term social impact. This search is expected to
provide a comprehensive overview and useful input for nonprofit managers both in the
context of internal policies and in building long-term strategies.

Good financial management is the ultimate foundation for the sustainability of
nonprofit organizations. Financial management that includes transparency, strategic
planning, cost control, and diversification of funding sources is believed to increase the
resilience of institutions to various external challenges. The effectiveness of financial
management is determined by the extent to which the institution is able to develop
systems that are adaptive and responsive to environmental changes. This argument
departs from the assumption that nonprofit organizations, even if they are not business
entities, still need strong financial governance to ensure their operational continuity.
With proper management, organizations will find it easier to establish partnerships with
donors, build public trust, and execute social programs in a sustainable manner.

RESEARCH METHOD

This research uses a qualitative approach with a case study type(Truman, 2023).
The qualitative approach was chosen because this study aims to explore an in-depth
understanding of financial management practices in nonprofit organizations and their
impact on the sustainability of the programs carried out. The case study is used because
this study will focus on an in-depth analysis of three non-profit institutions of the Berkah
Al Khoiriyah Cooperative Institution that have different financial characteristics and
challenges. With this approach, researchers will be able to explore how financial
management is implemented within each institution and how it contributes to the
sustainability of the program and the organization as a whole.

This research will be conducted at the Berkah Al Khoiriyah Cooperative Institute.
The institution was chosen because it has a representative context for medium-sized
nonprofit organizations operating in Indonesia, with various challenges in financial
management and program sustainability. The selection of this location was based on the
fact that the institution operates in a region that has different socio-economic
characteristics, which allows researchers to compare and analyze variations in financial
management practices. This diversity provides an opportunity to understand the factors
that affect the sustainability of nonprofits in a broader context.

The sources of information in this study include various parties involved in the
financial management and operations of the institution. The main respondents included
financial managers, directors, and program managers from the Berkah Al Khoiriyah
Cooperative Institution. Supporting informants will include administrative staff,
volunteers, as well as external partners involved in program implementation and funding.
In addition, the texts and documents to be analyzed include the institution's annual
financial statements, activity reports, funding proposals, as well as articles or news
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related to the sustainability of nonprofit institutions that can be found in online media
and other news sources.

The data collection process is carried out using several techniques. First, direct
observations will be made on the operational activities of the institution, especially those
related to financial management and program implementation. Next, an in-depth
interview will be conducted with the financial manager, director, and program manager.
This interview will use semi-structured interview guidelines to explore their views and
experiences regarding financial management and institutional sustainability.

The data analysis process is carried out in several stages. In the first stage, namely
data condensation, the researcher will reduce the data to identify relevant information
and filter out unnecessary data(Maxwell, 2020). In the second stage, namely data
presentation, the filtered data will be compiled in the form of narratives, matrices, or
tables that facilitate further understanding and analysis. In the third stage, namely data
verification, the researcher will verify the conclusions drawn from the data by cross-
checking with informants and respondents who have been interviewed, to ensure the
validity and credibility of the data collected. The analysis methods used in this study are
content analysis to analyze data from interviews and documents, discourse analysis to
understand how information and narratives around financial management are compiled
and conveyed in the context of nonprofit organizations, and interpretive analysis to
reveal the meanings and patterns that emerge from the data collected, especially related
to factors that affect the sustainability of nonprofit institutions.

RESULTS AND DISCUSSION
Financial Resource Management

The management of financial resources in a nonprofit organization refers to how
the institution plans, allocates, and oversees the use of funds to achieve predetermined
goals. In the context of nonprofits, financial management is not only about ensuring
financial sustainability, but also about transparency, accountability, and efficiency in the
use of funds. In this study, the management of financial resources at the Berkah Al
Khoiriyah Cooperative institution shows that the process involves annual budget
planning, monitoring the use of funds, and internal supervision to ensure that
expenditures are in accordance with the set goals and do not deviate from the approved
budget.

Table 1. Resource Management Observations
Observed Aspects Observation Results Evidence
Annual budget planning involves various parts within
the organization.

Budget Planning Annual Budget Report

Monitorin . . . .
Utilizationg of The use of funds is monitored every month through  Monthly Financial
Funds internal financial reports. Reports

Strict internal oversight to ensure the use of funds

| | Audit R
within budget. nternal Audit Report

Internal Oversight

Cash Cash management with clear disbursement and receipt  _. . )
Financial Bookkeeping

Management procedures.

Management Management is involved in financial decision-making Financial Meeting

Involvement and ensures alignment with program objectives. Minutes
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Table 1 shows the financial management activities in these institutions also show
a similar pattern in the implementation of financial management. At Institution, for
example, it was found that budget management is done collectively, involving the entire
management team to ensure that all expenditures are in accordance with the planned
program. Researchers observed that decisions regarding the allocation of funds are often
influenced by the urgent needs of ongoing programs. However, the researchers also note
that sometimes financial decisions are taken with urgency, which has the potential to
lower the level of transparency in budget management. The researcher's interpretation
of this observation is that although transparency is prioritized, program needs factors
sometimes lead to a lack of clear documentation, which can impact financial
accountability in some nonprofits.

Although nonprofit institutions have different policies for managing financial
resources, they all strive to achieve financial sustainability in an efficient manner. The
researcher interprets this data as an indication that good financial management does not
necessarily require one uniform method or approach, but rather depends on the
characteristics and needs of each institution. Therefore, it is important for any nonprofit
to adapt a financial management approach that suits their conditions.

The patterns of the data obtained show that while there are variations in the way
financial management is conducted, all of the nonprofits studied prioritize efficiency,
transparency, and accountability in the management of their financial resources. This
reflects a deep understanding of the importance of proper management to ensure long-
term sustainability. In other words, despite differences in technical application, all
institutions show common goals in the management of their financial resources to
maintain the survival of the organization and the programs they run.

Effective management of financial resources is critical in supporting the
sustainability of nonprofit organizations (Gee et al., 2023; J. Lee et al., 2023) The results
of the study show that the Berkah Al Khoiriyah Cooperative Institution manages their
funds carefully, prioritizing budgets for key programs, and ensuring that expenditures are
carried out efficiently. This is in line with the literature that suggests that good financial
management includes careful budget planning and supervision of the use of funds to
achieve maximum results (Kertati et al., 2023; Moradi et al., 2023). The implications of
these findings suggest that every nonprofit needs to adapt financial management that is
in line with their capacity and goals to maintain sustainability.

Diversification of Funding Sources

Diversification of funding sources is a critical strategy for nonprofit organizations
to ensure their financial sustainability and independence. By relying on various funding
streams, nonprofits can mitigate the risks associated with over-dependence on a single
donor or funding source. This approach allows organizations to weather economic
conditions, government policy shifts, or donor behavior fluctuations. Whether through
government grants, individual donations, corporate partnerships, or innovative
fundraising methods such as crowdfunding, diversifying funding channels provides
nonprofits with a more stable financial foundation, enabling them to achieve their
mission better and adapt to external challenges.

Diversification of funding sources in nonprofit organizations refers to the
institution's efforts to obtain funding from multiple channels so that it does not depend
on a single source. The goal is to reduce the risk of dependence on a single source of

Business and Applied Management Journal, Vol. 01 No. 01 (2023) : 11-22 15



funds that could be affected by changes in economic or policy conditions. In the field, this
diversification can include funding from the government, individual donors, philanthropic
institutions, partnerships with the private sector, and fundraising through digital
platforms or crowdfunding as Figure 1.

Number Fundlng Funding Innovati Drefoteint
Proporti . ence on
of Frequen onin
. on for . One
Funding cy and Fundrais
Sources Eeicln Stabilit in Source
Source y & of Funds

Figure 1. Diversification of Funding Sources

Figure 1 shows various factors related to an organization’s financial sustainability,
focusing on how funds are sourced and managed. It begins with the “Number of Funding
Sources,” which refers to how many different avenues an organization relies on for
financial support. Next, it addresses the “Funding Proportion for Each Source,” indicating
the percentage or share of funds contributed by each source. The third element,
“Funding Frequency and Stability,” looks at how often funds are received and the
reliability or consistency of those contributions. “Innovation in Fundraising” highlights the
importance of introducing creative or new strategies to generate funds. Lastly,
“Dependence on One Source of Funds” focuses on the risks and potential challenges of
relying heavily on a single funding source, which could affect financial stability if that
source is disrupted. These factors provide a comprehensive view of an organization’s
economic sustainability and ability to effectively diversify and manage funding sources.

Nonprofits on the ground try to avoid dependence on a single source of funding
by utilizing multiple funding channels. From interviews and observations, it can be
concluded that good funding diversification can improve the sustainability of the
organization, but it also brings challenges in managing more complex funds. Success in
funding diversification depends on the institution's ability to effectively manage and
monitor diverse funding sources.

The pattern that emerges from the above data shows that all nonprofit
institutions studied have an awareness of the importance of diversifying funding sources
to maintain their operational continuity. While they are adopting a variety of approaches,
ranging from more conservative to more innovative approaches, the common pattern
seen is an attempt to reduce reliance on a single source and ensure more stable and
sustainable funding. This reflects a growing understanding in the nonprofit world that
sustainability depends not only on sufficient funding, but also on flexibility and financial
resilience built through various funding channels.

The results of the study also found that the three non-profit institutions adopted
a strategy of diversifying funding sources to ensure operational continuity. Institutions
typically receive funding from a variety of sources, including grants, individual donations,
and partnerships with the private sector, which are in line with research by Yan et al.
(2023) which emphasizes the importance of diversifying funding sources to reduce
dependence on a single source. Funding diversification not only increases financial
stability but also strengthens the organization's resilience to economic uncertainty
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(Kertati et al., 2023). Song (2023) also highlights that nonprofit organizations that adopt
multiple funding sources tend to be more flexible in responding to market and regulatory
changes. The success of funding diversification depends on the organization's ability to
manage more complex cash flows and monitor contributions from each funding
source(Beaton et al., 2021). The implication of these results is that nonprofits need to
continue to develop networks and funding channels in order to cope with potential
financial crises, and they should continue to adapt their funding strategies to changing
external conditions.

Financial Transparency and Accountability

Financial transparency and accountability in nonprofit organizations are principles
that ensure that fund management is done openly and accountable to all stakeholders,
including donors, the community, and oversight agencies. In practice, transparency
means that institutions provide clear and accurate information about the source and use
of funds, while accountability includes the institution's obligation to provide explanations
for financial management and account for the results of the use of funds to related
parties. In the field, this transparency and accountability management is seen through
detailed financial reports, independent audits, and regular reporting processes to donors
and the public.

Field observations show that Berkah Al Khoiriyah Cooperative Institution
consistently practices transparency and accountability. The institution has detailed
financial reports, but there are several aspects that can be improved, especially in terms
of direct communication with donors or the public. Although the financial reports
provided are quite adequate, the lack of direct engagement with donors and other
stakeholders has the potential to reduce the level of trust and transparency.

Berkah Al Khoiriyah Cooperative Institution is more active in sharing financial
reports openly, but does not hold intensive explanation sessions regarding the use of the
funds. This limits the opportunity to explain in detail how the funds are used, which can
be an important factor in increasing trust from external parties. Based on these
observations, the researcher concluded that transparency does not only depend on
formal reporting, but also on the extent to which the institution involves stakeholders in
the reporting and evaluation process.

Financial transparency and accountability are essential for the sustainability of
Berkah Al Khoiriyah Cooperative Institution. Institutions that are active in providing
financial reports and establishing direct communication with donors tend to build
stronger trust. This practice includes not only submitting financial data, but also
explaining the use of funds openly to the public and donors. This reinforces the
understanding that transparency is not just about providing information, but also about
ensuring that the entire financial management process is carried out in an accountable
manner. The pattern that emerges from this data shows that Berkah Al Khoiriyah
Cooperative Institution strives to maintain good relations with donors and the public
through clear and accountable transparency practices. While there is room for
improvement in terms of direct engagement with stakeholders, the institution continues
to strive to maintain trust and integrity which are vital for long-term sustainability and
success.

Financial transparency and accountability are inseparable from effective financial
management in nonprofit organizations. Accountability can build trust between
nonprofits and donors and the community (Harrison, 2023) The institution demonstrates
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good practice by holding meetings with donors to provide reports on the use of funds.
While transparency is an important principle, its implementation can vary between
nonprofits, depending on each agency's resources and priorities.

The sustainability of nonprofit organizations depends heavily on their ability to
manage finances efficiently, diversify funding sources, and maintain transparency and
accountability in fund management. The sustainability function of a nonprofit
organization can be compromised if any of these three aspects are neglected(Anwar et
al., 2020; Cho et al.,, 2021; Kassem et al., 2021). For example, a lack of transparency can
erode trust from donors and the public, while reliance on a single funding source can
leave organizations vulnerable to economic fluctuations or policy changes. Therefore,
these three aspects must support each other to create a strong financial system that can
last in the long term.

The findings of this study highlight the essential role of financial transparency and
accountability in ensuring the sustainability of nonprofit organizations. Berkah Al
Khoiriyah Cooperative Institution exemplifies the importance of transparent and
accountable fund management practices by providing detailed financial reports.
However, the study also indicates that while financial transparency through formal
reports is present, there is a noticeable gap in direct engagement with stakeholders,
including donors. This limitation in communication can affect the trust-building process,
which is vital for the institution’s long-term sustainability. The findings align with the
literature, particularly with Ayogu, (2023), who argue that efficient financial
management, including transparency and accountability, is key to maintaining
stakeholder trust. Financial transparency not only involves reporting but also engaging
stakeholders through clear communication (Sari & Muslim, 2023). Integrating
transparency into financial practices contributes to donor confidence and organizational
success.

The lack of direct communication with donors or stakeholders at Berkah Al
Khoiriyah Cooperative Institution demonstrates how transparency alone may not foster
long-term trust. This is supported by Tsai et al., (2020), who discusses how accountability
builds trust through active communication with donors. The study also echoes the
perspectives of Tran et al. (2021), who stress the importance of involving stakeholders in
financial reporting and evaluation to enhance accountability. Nonprofits that engage in
regular dialogue with donors tend to establish stronger relationships and greater
credibility, which bolsters their sustainability (Ballesteros & Bisogno, 2022; Cohen et al.,
2022). Therefore, while the institution has demonstrated good practices in providing
financial reports, improving its engagement strategies with donors and stakeholders
would enhance its financial transparency and accountability, ensuring long-term trust
and support.

The results of this study show that there is a close relationship between effective
financial resource management, diversification of funding sources, and transparency with
the sustainability of nonprofits. Nonprofits that are able to manage funds efficiently and
transparently, as well as have multiple sources of funding, are more likely to survive and
thrive in the long run. On the other hand, organizations that do not pay attention to these
three aspects risk facing a financial crisis or losing support from donors and the public.
Therefore, good financial management becomes the basic structure underlying the
sustainability of a nonprofit organization, while failure in one aspect can lead to
dysfunction in operations.
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CONCLUSION

This research highlights the critical role of financial management in ensuring the
sustainability of nonprofit organizations, revealing that efficient financial management,
diversification of funding sources, and transparency in financial statements are crucial for
their survival. Without effective financial practices, nonprofits risk losing the trust of
donors and the public, ultimately jeopardizing their ability to sustain programs. The
scientific contribution of this study lies in offering a fresh perspective on financial
management within the nonprofit sector, particularly in the Indonesian context, and
developing practical indicators for nonprofits to assess and improve their financial
management. However, the study’s limitations, such as its focus on only three nonprofits
in a specific region and the exclusion of factors like gender and age, suggest the need for
further research using survey methods that consider these variables to provide a more
comprehensive understanding and inform more effective policies supporting nonprofit
sustainability.
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