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FINANCIAL ANALYSIS 
 
A. Background 
 
1. A financial analysis is conducted to assess the level of resources available to the Government 
of Indonesia and the four target universities: the University of Malikussaleh (UNIMAL), the University of 
Jambi (UNJA), the University of Riau (UNRI), and the Indonesia University for Education (UPI). This 
analysis will help manage any recurrent costs of project investments to be financed under the proposed 
loan from Asian Development Bank (ADB) for the Advanced Knowledge and Skills for Sustainable 
Growth Project, and to assess the sustainability of the investment. 
 
B. Higher Education Financing 
 
2. Since 2009, annual public spending on education has been at least 20% of the national budget, 
as required by the constitution, with the highest share (20.6%) registered in 2015 (Table 1). As a 
proportion of gross domestic product (GDP), education spending increased from 2.5% in 2000 to 3.6% 
in 2014. However, since 2014 the national budget, including public spending on education, has declined 
in relation to GDP.  
 

Table 1: Trends in Public Expenditure on Higher Education, 2014–2018 
Indicators 2014 2015 2016 2017 2018 

GDPa 10,569.7 11,531.7 12,406.8 13,588.8 ... 

Government Budget (Rp trillion) 1,876.9 1,984.1 2,095.7 2,080.5 2,220.7 

Education Budget (Rp trillion) 
- Percentage of Government Budget 
- Percentage of GDP 
- Annual Growth Rate (%) 

375.5 
20.0 
3.6 
… 

408.6 
20.6 
3.5 
8.8 

421.7 
20.1 
3.4 
3.2 

416.1 
20.0 
3.1 

(1.3) 

444.1 
20.0 

… 
6.7 

Higher Education Budget (Rp trillion)b 
- Percentage of Government Budget 
- Percentage of GDP 
- Percentage of Education Budget 
- Annual Growth Rate (%) 

41.2 
2.2 
0.4 

10.9 
… 

41.5 
2.1 
0.4 

10.2 
0.7 

39.6 
1.9 
0.3 
9.4 

 (4.6) 

38.7 
1.9 
0.3 
9.3 

(2.3) 

40.3 
1.8 

... 
9.1 
4.1 

… = not available, ( ) = negative, GDP = gross domestic product, Rp = rupiah. 
a  Source: National Bureau of Statistics (accessed 5 November 2018).  
b  Budget allocation to Ministry of Research, Technology and Higher Education.  

 
3. Given constitutional commitments, the future allocation to education and higher education 
depends upon economic growth and the tax-to-GDP ratio. Under a status quo scenario, with 5.1% of 
annual GDP growth, a tax-to-GDP ratio of 10%, and the higher education budget set at 1.8% of the 
national budget, the higher education budget increase would grow 5.1% per year. If the tax-to-GDP ratio 
increases to the targeted 16% by 2019 and a moderate scenario of 5.7% of GDP growth occurs, 
allocation would increase to about 8% per year.  
 
4. The public higher-education budget combines tax revenue and nontax revenue. Nontax 
revenue is generated at the institution level, mainly from tuition and fees, and from other services. As 
student numbers in public institutions have increased by 280% from 1998 to 2017, tuition fees have 
become more important for public higher-education institutions. Over that same 20-year period, the 
academic and organizational capacity of institutions have also grown, enabling increased revenue from 
research, patents, donations, and other services. Public higher-education institutions are part of the 
higher-education budget, which means that increasing enrollment and the capacity to generate other 
revenue will positively affect allocation. 

http://www.adb.org/Documents/RRPs/?id=50395-006-3
http://ekonomi.metrotvnews.com/makro/JKRlrV7b-pdb-indonesia-capai-rp13-588-8-triliun-di-2017
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5. The rapid expansion of enrollment in higher education has been accommodated mostly by 
private institutions (from fewer than 3,000 in 2008 to more than 4,000 in 2018).1 While private institutions 
play an important role, government allocation to private universities is small and is mainly administered 
through competitive grants.2  
 
C. Financing of the four target universities 
 
6. All public universities are under the purview of the Ministry of Research, Technology and 
Higher Education (MORTHE). Within the Indonesian higher-education system, there are three 
degrees of autonomy for public universities with different implications for human and financial 
resources management. The government aims to increase the autonomy of universities that have 
adequate management capacity. UNIMAL is a government work unit, or satuan kerja (SATKER) 
university. It is part of the MORTHE, with minimal autonomy for human or financial resource 
management. UNIMAL annually requests that MORTHE supply budgetary resources to cover (i) 
salary and benefits, (ii) non-personnel operating costs, and (iii) operation and maintenance. It also 
asks the MORTHE for permission to utilize its nontax revenues for specific purposes. All revenues 
are surrendered to the State Treasury annually. 
 
7. UNJA and UNRI are public service agencies, or badan layanan umum (BLU) universities, 
and have partial autonomy for human and financial resource management. BLU universities 
annually request state budget resources for (i) salary and benefits, (ii) non-personnel operating 
costs, and (iii) operation and maintenance. Their nontax revenue is not surrendered to the State 
Treasury. This revenue can be planned, budgeted, and expended by UNJA and UNRI. Annual 
reporting and consolidation on amount and use is required as part of the MORTHE financial 
report. As a legal entity or perguruan tinggi negeri badan hukum (PTN-BH) university, UPI has 
the highest degree of autonomy and can manage its own central budget allocation and nontax 
revenue. The MORTHE allocates funds from the central budget to UPI for two categories (i) salary 
for permanent staff, and (ii) special assistance for legal-entity universities. Nontax revenue from 
tuition, research, cooperation, and other sources is managed by the university with MORTHE 
oversight. Table 2 shows the trend for the last 3 years for each university by budget source.  
 

Table 2: Sources of budget: State Allocation and University Revenue  
University and Budget Allocation Rp billion / % 

2016 2017 2018 

University of Malikussaleh 90.5 111.3 115.8 

 State Budget Allocationa 
University Own Revenues 

61.9  
28.6 

68.4% 
31.6% 

71.2 
40.1 

63.9% 
36.1% 

71.2 
 44.6 

 61.4% 
38.5% 

University of Jambi 268.9 280,5 290.4 

 State Budget Allocationa 
University Own Revenues 

135.3 
133.6  

50.3% 
49.7% 

136.9 
143.6  

48.8% 
51.2% 

136.9 
153.5 

47.2% 
52.8% 

University of Riau 392.4 500.6 440.1 

 State Budget Allocation a 
University Own Revenues 

199.3 
193.1 

50.8% 
49.2% 

202.5 
298.1 

40.5% 
59.5% 

202.5 
237.6 

46.0% 
54.0% 

Indonesia University of Education 664.2 702.5 781.3 

 State Budget Allocationb 
University Own Revenues 

292.5 
371.7 

44.04% 
55.96% 

292.5 
410.0  

41.6% 
58.4% 

293.0  
488.3 

37.5% 
62.5% 

a  Salary, operating costs, and operations and maintenance.  
b  Salary and Assistance for legal-entity university. 
Sources: Ministry of Research, Technology and Higher Education; Indonesia University of Education.  

                                                           
1 Private institutions are “non-public.” UNIMAL was established as a Sharia theological academy in 1969 by the North 

Aceh government. It became the Malikussaleh University Foundation, and was nationalized in 2001. 
2 In 2010, it was reported that 6% of the MORTHE’s budget was allocated to private institutions. World Bank. 2010. 

Indonesia: Higher Education Financing. Washington DC.  
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8. All four universities to be supported by the proposed project have shown a steady increase in 
both state budget allocation and nontax revenues, with a steeper increase for nontax revenues. State 
allocation, financed by tax revenue, remains an important source of financial sustainability for the 
system, but it is not the only variable supporting growth and financial sustainability. UPI, as an 
autonomous university, has the largest budget, the highest state allocation, and the largest nontax 
revenue, while UNIMAL, as a SATKER university has the smallest. 
 

9. To assess the capacity of each university in budget realization, Table 3 shows the planned 
and realized recurrent and capital expenditures for the last five years. For capital investment, 
universities either receive earmarked budget funds from the MORTHE, based on national 
priorities, needs, and availability, or they allocate nontax revenues. The ratio of actual-to-planned 
recurrent expenditures ranges from 79.93% to 98.92%, with an outlier of 115.47%, which took 
place in UNIMAL in 2017. A ratio below 90% is considered below average and a ratio above 90% 
is considered above average. The ratio is also influenced by the autonomy status and the 
procurement regulatory framework. Universities like UPI and UNRI show good performance. 
UNJA, as a new BLU university, surpassed 90% in 2017. UNIMAL, as a SATKER university, faces 
the most rigid budgetary rules and is improving.  
 

Table 3: Trends in Recurrent and Capital Expenditures at the Four Target Universities 
 

University and Types of Expenditures 
 

 
(Rp billion / %) 

2014 2015 2016 2017 2018a 

University of Malikussaleh 
 Planned estimate (recurrent expenditure) 82.71 88.92 101.61 134.08 128.67 
 Actual (recurrent expenditure) 79.93 87.11 98.82 115.47 42.58 
 Actual / planned (%, recurrent expenditure) 97% 98% 97% 86% 33% 
 Planned estimate (capital expenditure) 19.93 95.01 13.09 21.20 7.22 
 Actual (capital expenditure) 19.09 89.18 12.86 17.74 2.67 
 Actual / planned (%, capital expenditure) 96% 94% 98% 84% 37% 

University of Jambi 
 Planned estimate (recurrent expenditure) 231.26 261.31 259.08 276.43 252.58 
 Actual (recurrent expenditure) 200.53 217.75 228.81 250.48 69.80 
 Actual / planned (%, recurrent expenditure) 87% 83% 88% 91% 28% 
 Planned estimate (capital expenditure) 99.20 79.58 20.83 26.63 94.74 
 Actual (capital expenditure) 47.04 40.13 18.32 24.90 2.21 
 Actual / planned (%, capital expenditure) 48% 50% 88% 94% 2% 

University of Riau 
 Planned estimate (recurrent expenditure) 358.04 400.54 427.98 461.63 447.31 
 Actual (recurrent expenditure) 349.72 386.70 395.99 433.63 226.08 
 Actual / planned (%, recurrent expenditure) 98% 97% 93% 94% 51% 
 Planned estimate (capital expenditure) 55.69 128.61 24.63 54.48 85.47 
 Actual (capital expenditure) 34.64 53.28 21.92 47.16 9.25 
 Actual / planned (%, capital expenditure) 62% 41% 89% 87% 11% 

Indonesia University of Education 
 Planned estimate (recurrent expenditure) 562.40 647.65 652.11 715.22 650.32 
 Actual (recurrent expenditure) 542.53 617.37 628.34 619.24 223.08 
 Actual / planned (%, recurrent expenditure) 96% 95% 96% 94% 34% 
 Planned estimate (capital expenditure) 59.44 81.98 69.55 75.22 128.57 
 Actual (capital expenditure) 57.59 91.68 75.63 87.43 25.30 
 Actual / planned (%, capital expenditure) 97% 112% 109% 116% 20% 

a  As of 30 June 2018. 
Sources: Financial data from universities, Asian Development Bank estimates. 

 
D. The Proposed Investment 
 
10. The proposed investment has two outputs (i) market-responsive programs delivered, and 
(ii) training of technical and vocational education and-training (TVET) teachers improved. 



4 

Investment in the four universities will finance buildings, equipment, better-trained staff, and 
improved institutional capacity. Capacity of female and male university staff will increase in 
research, education, and university management through degree and non-degree programs, 
internships, and joint research projects. UNIMAL, UNJA, and UNRI will establish centers of 
excellence in sustainable agriculture, sustainable natural resource management, and marine and 
aquatic science, respectively. Each center will work closely with local industry and community to 
address local economic needs. UPI will establish a center of excellence in TVET-teacher 
education. The center will equip UPI to develop new models for educating TVET teachers, and 
will promote industry collaboration, resource sharing, and sharing of best practices in TVET-
teacher education.  
 
E. Financial Sustainability 
 
11. Financial sustainability was assessed for both the implementation and post-
implementation periods to ensure that infrastructure, equipment, and improved staff capacity 
resulting from the proposed investment will properly function to achieve the objectives. While the 
four universities will receive the investments as grants from the government, additional recurrent 
costs for operation and maintenance, and new study programs, will be incurred by the universities. 
The investment is expected to expand enrollment by 20,000 students (14%) for the four universities 
together, and will upgrade existing programs or introduce new programs. The increase in enrollment 
and the study program adjustments will not lead to a significant increase in teaching staff, because 
student–faculty ratios are already low. Hence, financial sustainability mainly concerns additional 
requirements for operations and maintenance. 
 
12. During implementation, the government will provide an estimated $17.76 million in 
counterpart funds from the central government budget (tax revenue), and $4.97 million from the 
universities through their nontax revenues. The government’s expected annual contribution over 
5 years of project implementation amounts to 0.014% of the 2018 higher-education budget, 
indicating that the government expects that the higher-education budget will be able to cover the 
counterpart funds during implementation.  
 
13. To assess the financial capacity of the MORTHE and each university for operations and 
maintenance after project completion, a financial projection was made for the increased revenue 
and cost. Based on the 3% of investment cost assumption, the annual increase in recurrent 
expenditures from 2024 onwards would be Rp17.17 billion for UNIMAL (13.3% of 2018 planned 
recurrent expenditures), Rp21.65 billion for UNJA (8.5%), Rp20.78 billion for UNRI (4.2%), and 
Rp21.50 billion for UPI (3.3%). Table 4 presents a projection of recurrent and capital expenditures 
of the four target universities for 2019–2024, assuming incremental growth of the expected 
revenue. A significant additional increase in revenue as a result of the project is not assumed. 
The overall recurrent expenditures for UNIMAL (central government and nontax) are expected to 
increase from Rp128.67 billion in 2018 to Rp240.67 billion in 2024. This increase in revenue can 
accommodate the estimated additional Rp17.17 billion annually that will be required for operations 
and maintenance from 2024 (the year of project completion) onwards. For UNJA, UNRI, and UPI, 
the estimated additional operations and maintenance requirements from 2024 are even fewer.  
 

14. This calculation assumes that additional recurrent expenditures for operation and 
maintenance of additional facilities will be supported by incremental budget growth. Public 
universities are entitled to formula-driven government budget allocation. For all four universities, 
state budget allocation for salary is based on the number of permanent staff. Additional permanent 
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staff would be reflected in the relevant allocation.3 For UNIMAL, UNJA, and UNRI, the allocation of 
non-personnel operating costs is linked to enrollment, while the allocation for operation and 
maintenance is based on quantity and state of infrastructure and equipment. These three universities 
will negotiate budgets for operating costs and operation and maintenance with the MORTHE. It is 
expected that any shortfall from the central budget will be covered by nontax revenue. UPI finances 
operating costs and operation and maintenance with nontax revenue and the financial assistance they 
receive as a legal-entity university.  
 
Table 4: Projection of Recurrent and Capital Expenditures Projection of the Four Universities 

(2019–2024) 
University and Types of Expenditures  (Rp billion) 

2019 2020 2021 2022 2023 2024 

University of Malikussaleh 
 Recurrent Expenditure 142.82 158.53 175.97 195.33 216.82 240.67 
 Capital Expenditure 22.07 24.04 25.72 27.52 29.45 31.02 

University of Jambi 
 Recurrent Expenditure 272.79 294.61 318.18 343.63 371.12 400.81 
 Capital Expenditure 99.47 103.45 107.49 111.89 116.37 121.03 

University of Riau 
 Recurrent Expenditure 471.91 497.86 525.25 554.14 584.62 616.77 
 Capital Expenditure 22.77 23.85 24.92 25.64 25.90 26.16 

Indonesia University of Education 
 Recurrent Expenditure 745.21  819.73 901.70 991.88 1,091.06 1,200.17 
 Capital Expenditure 105.13 115.65 127.21 139.93 153.92 169.32 

Sources: Financial data from universities and the Ministry of Research, Technology and Higher Education; Asian Development 
Bank estimates. 

 
15. As mentioned above, the proposed investment will result in improved revenue-generating 
capacity. Centers of excellence with improved facilities, market responsiveness, and research 
capabilities will enhance the capacity of each university to generate more revenue. Greater 
institutional and human resource capacity will increase their ability to obtain lucrative contracts for 
services. Hence, a steeper increase in nontax revenue is expected post-project. 
 
16. In conclusion, the project is assessed as financially sustainable. The additional costs to 
maintain the investment after project completion will be covered by increased allocations from the 
central budget to UNIMAL, UNJA, and UNRI, as such allocations are aligned with the number of 
staff, students, and facilities. In addition, nontax revenue for all four universities will increase. 
Increased enrollment will lead to increased income from tuition and fees. Improved research and 
related capacity supported by the project will lead to additional nontax revenue streams. These 
additional revenue streams will ensure that sufficient financing is available to meet post-project 
expenditure requirements. UPI, as a legal entity university, will receive additional state budget for 
the increase in staff, and has sufficient capacity to finance additional expenditure requirements 
from its nontax revenue, given the size of its annual budget and the projected growth. The budget 
for higher education is part of the education budget, which by law needs to be at least 20% of the 
government budget. Overall, it is expected that the government budget will increase annually as 
the economy grows, especially if tax collection improves as planned. In case the growth of the 
government budget from tax revenue is less then expected, the additional operations and 
maintenance cost as a result of the project investment is expected to be accommodated by the 
increase in nontax revenue. 

                                                           
3 Universities also employ nonpermanent staff. They pay salary and benefits for nonpermanent staff from nontax 

revenue. Many nonpermanent staff are waiting to become permanent staff once the central government appoints 
them as such. Once appointed, they will automatically add to the MORTHE’s recurrent budget allocation for salary 
and benefits. 


