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UGC-funded institutions are statutorily autonomous bodies
with their own ordinances and governing councils. They enjoy
academic freedom and considerable institutional autonomy.
The UGC Notes on Procedures clearly state that institutions
enjoy autonomy in the development of curricula and
academic standards, selection of staff and students, initiation
and conduct of research, internal allocation of resources,
etc. The UGC has all along supported and safeguarded
academic freedom and institutional autonomy in the context
of proper financial and public accountability in view of the
significant funding the institutions receive in the form of
Government subvention and private contributions, as well as
the importance of higher education to the development of
the society. Institutions are expected to remain committed to
transparency and accountability in their operations to ensure
that funding is put to the appropriate use that serves the best
interests of the community and students.

Financial Governance

Financial Affairs Working Group (FAWG) and
FAWG Report

To help ensure institutions uphold their good financial
governance and sound financial planning, the UGC
established a Financial Affairs Working Group (FAWG) in
January 2011 with professional expertise to work with
institutions with a view to acquiring a better understanding of
the institutions’ finances. Apart from focusing on the long-term
financial outlook and the appropriate use of UGC funds for
UGC-funded activities, the review also covered cost recovery
and cost charging mechanisms, the demarcation and
deployment of surpluses derived from self-financed activities,
and the financial transparency of the institutional finances.

The purpose of the review is to offer recommendations
in cost allocation practices and financial transparency,
so as to provide more assurance to the public that
the use and application of public funds is appropriate.
Other than sending out questionnaires to all the eight
UGC-funded institutions for their completion, the Group
also met and discussed with the senior management
of the institutions the findings and observations of the
review, and exchanged views on areas for improving
the financial governance within institutions. The FAWG
completed its review, and published the FAWG Report in
October 2013 after consultation with the institutions and
the endorsement of UGC. The full report is available on
the UGC website.
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The review was not intended to be a comprehensive
review of the financial operations of the institutions and
the effectiveness of the institutions’ internal control and
governance practices. Neither was it an internal audit
nor an external audit/assurance engagement. The FAWG
had adopted a forward looking approach in conducting
the review. During the course of the review, nothing had
come to the FAWG’s attention that would suggest that
there were glaring irregularities in the financial governance
of the institutions nor any use of public funds that was
outside the mission of the institution.

FAWG Report recommendations

The FAWG considered that there is room for improvement
in the cost allocation practices and the level of financial
transparency in institutions, and put forward a total of
nine recommendations. The recommendations on cost
allocation practices mainly relate to the methods for
allocation of costs in particular indirect overheads of
non-UGC-funded activities and premises as well as staff
cost recovery; those on financial transparency concern
the requirement to incorporate segment reporting in the
financial statements of institutions, appropriate disclosures
in respect of allocation of costs to UGC-funded and
non-UGC funded activities and exemption of overhead
charges.

To implement the above recommendations, the UGC
also needs to update the Statement of Recommended
Accounting Practice for UGC-funded institutions (SORP)
to reflect both current and recommended accounting
practices and disclosures, establish detailed guidance on
cost allocation for institutions and identify an appropriate
mechanism by which the cost allocation practices of the
institutions can be periodically reviewed and endorsed.

The FAWG envisaged that the adoption of the
recommendations would further enhance the cost
allocation practices and financial transparency of the
institutions, so as to provide more assurance to the
public that the use and application of public funds is
appropriate, i.e. institutions shall only use the UGC
funds for the activities eligible for public support.
Recognising the complexities of the implementation
of some recommendations, the FAWG has adopted a
phased implementation schedule to allow the institutions
to implement them over a reasonable timeframe, having
regard to the resources and time span that would be
required.
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Implementation of the FAWG Report
recommendations

To take forward the implementation tasks of the
recommendations in the FAWG Report, the UGC has set up
two the Financial Affairs Group and the Financial Affairs Expert
Working Group, each comprising members with financial and
accounting backgrounds. With the assistance of an external
consultant, the UGC has been working with the UGC-funded
institutions on the implementation of the report recommendations.
Some of the recommendations have been rolled out in 2014.
The work on drawing up a new set of cost allocation guidelines
and updating the accounting and disclosure practices of the
institutions are in good progress. The UGC will continue to work
with the UGC-funded institutions to help ensure their continuing
good financial governance and sound financial planning.

Institutional Governance

As part of the major review of the higher education in Hong
Kong conducted in 2002, the UGC reviewed the institutional
governance of higher education institutions. Pursuant to its
recommendation in the Sutherland Report, UGC-funded
institutions had all completed their internal reviews on
governance and management structures that covered the
size and composition of the governing bodies, the fitness for
purpose of the governance structure, the relevant governing
ordinances and codes of practices where applicable, and the
need for periodic reviews of the effectiveness of the governing
bodies. As a result of these reviews, necessary legislative
changes have been made or, in the case of one institution, are
being introduced.

Upon completion of the review of the financial governance
of institutions, the UGC considered it opportune to look into
institutional governance. At the request of the Education
Bureau, the UGC has engaged Sir Howard Newby, former
Vice-Chancellor of the University of Liverpool and an expert
in higher education to conduct a consultancy study. The
objective of the study is to identify international good practices
in the governance of higher education institutions in order
that pointers and advice could be drawn up to help enhance
the effectiveness and transparency of the councils of the
UGC-funded institutions and to better prepare members of
the councils with the necessary knowledge, skills and protocol
with regard to their roles for proper discharge of their duties.

The study consists of two parts — (i) a literature review
which covers internationally recognised common good
practices on governance in relevant jurisdictions and (i)
fieldwork with key stakeholders to collect information on
the current practices in Hong Kong. The study is expected
to be completed by end 2015.
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