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The eight UGC-funded universities are statutorily autonomous 

bodies governed by their own ordinances and governing 

councils.  They enjoy academic freedom and considerable 

institutional autonomy. The UGC Notes on Procedures clearly 

state that universities enjoy autonomy in the development 

of curricula and academic standards, selection of staff 

and students, initiation and conduct of research, internal 

allocation of resources.  The UGC has all along supported and 

safeguarded academic freedom and institutional autonomy 

and at the same time insisted on proper financial and public 

accountability of the significant government funding and 

community contributions the universities receive. Universities 

are also 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 Reporting and Monitoring

To provide universities with substantial financial freedom, 

the bulk of the subvention to universities are in the form of 

the block grant, which provides for a “one-line” allocation of 

resources for a funding period (usually a triennium) without 

prescription attached as to how it should be spent. The major 

requirement is that such grant must be used within the ambit 

of “UGC-fundable activities” while adhering to approved 

student number targets. The precise amount of the block grant 

will be decided by the Government before the start of every 

triennial funding period whereas the Legislative Council will 

be consulted in the process.  Thereafter, the responsibility 

falls squarely upon the universities to apply those funds 

appropriately.
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Universities are accountable for any unspent balances 
of public funds

While respecting the institutional autonomy of our funded 

universities in allocating and managing their internal 

finances, the UGC adopts an accountable and transparent 

approach in ensuring the public money entrusted to the 

universities are applied meaningfully and provide value for 

money. Universities are entitled to maintain a general reserve 

of up to 20% of the university’s total approved recurrent 

grants (excluding any earmarked grants) in a triennium for 

future and new development needs, any excess of that level 

has to be returned to the UGC. The use of the general reserve 

is subject to the same rules and regulations governing the 

use of recurrent grants. For grants earmarked for specific 

purposes, any amount unspent after the close of financial year 

or approved funding period must be returned.

Universities provide regular reports on their finances to 
the UGC

Universities submit for each financial year an annual return 

on the use of all UGC funds. Heads of Universities also 

provide a Certificate of Accountability to the UGC annually 

to confirm that the public funds allocated via the UGC have 

been spent in accordance with the rules and guidelines as 

agreed with the UGC.

No cross-subsidisation of UGC resources to non-UGC-
funded activities

Recurrent grants are provided to the UGC-funded universities 

to support their academic and related activities based on 

approved UGC-funded activities. As such, there should be 

no cross subsidisation of UGC resources to non-UGC-funded 

activities (including, but not limited to, self-financing 

activities). To avoid hidden subsidy to non-UGC-funded 

activities, the universities should levy overhead charges on 
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such activities, including projects funded by other Government 

departments / agencies and projects / programmes conducted 

by their self-financing subsidiaries or associates; as well 

as follow the principles laid down in the Cost Allocation 

Guidelines for the UGC-funded and the Non-UGC-funded 

Activities which were promulgated in 2015.

Institutional finances are subject to professional 
accounting standards and external audit processes

Universities are required to keep proper accounting records 

in accordance with the Hong Kong Financial Reporting 

Standards issued by the Hong Kong Institute of Certified 

Public Accountants and the house guidelines on recommended 

accounting and disclosure practice adopted by the UGC where 

appropriate. Universities also arrange their own external 

annual audits on their financial statements and the annual 

return, in accordance with prevalent assurance engagement 

standards adopted by the audit profession. For the purpose of 

efficient use of public funds, universities are also subject to 

examination by the Director of Audit.

Financial Affairs of Universities

From time to time, the UGC may undertake review of the 

financial well-being of UGC-funded universities and enquire 

about specific financial issues concerning the UGC sector. 

The UGC established a Financial Affairs Working Group 

(FAWG) in January 2011 with professional expertise to 

work with universities to help ensure their continuing good 

financial governance and sound financial planning. The 

Group completed its review and published a Report in 

October 2013, offering recommendations in cost allocation 

practices and financial transparency in universities with a 

view to providing more assurance to the public that the use 

and application of public funds is appropriate.  To take 

forward the implementation of the recommendations in the 
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FAWG Report, the UGC set up two sub-groups - the Financial 

Affairs Group (FAG) and the Financial Affairs Expert 

Working Group (FAEWG) – each comprising members with 

financial and accounting backgrounds.  With the assistance 

of an external consultant, the UGC has been working with 

the UGC-funded universities on the implementation and 

had rolled out some of the recommendations in 2014.  A 

new set of Cost Allocation Guidelines (the Guidelines) 

and an updated version of the Statement of Recommended 

Practice (SORP) were promulgated to universities in 2015 for 

adoption by the UGC-funded universities in the designated 

timeframes (throughout the 2015/16, 2016/17 and 2018/19 

academic years).  The universities had carried out necessary 

enhancements to incorporate the new requirements of financial 

reporting in their accounting operations and systems.  The 

segment reporting as required by the SORP was disclosed 

in the universities’ financial reports starting from 2016/17 

academic year.  Furthermore, all the new requirements of the 

Guidelines were fully complied with and reflected in their 

audited financial statements for 2018/19 academic year.  The 

UGC will continue to work with universities to help ensure 

their continuing good financial governance. Upon completion 

of their work, the FAEWG and FAG were disbanded on 30 

July 2018 and 15 November 2019 respectively.

Institutional Governance

The UGC published the “Governance in UGC-funded Higher 

Education Institutions in Hong Kong” Report (Governance 

Report) in March 2016, after the Government’s endorsement 

of the overall direction and recommendations of the report.  

The persistent themes of the Report are the necessity to 

strike an appropriate balance between institutional autonomy 

and public accountability, and that robust governance helps 

ensure that universities will continue to flourish.  Good 
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governance guarantees institutional autonomy by sustaining 

and nourishing public confidence in universities.  Drawn upon 

international good practice, the UGC believes that the Report 

and the six recommendations will help universities reflect 

on their current practices and devise their own systems to 

enhance the effectiveness and transparency of their governing 

councils.  The Report in English and Chinese is available at 

the UGC website: www.ugc.edu.hk.

Implementation of Recommendations of 
the Governance Report

The UGC set up a task force led by Sir Howard Newby to 

follow up on the implementation of the recommendations, 

in particular the establishment of a written accountability 

framework and the launch of sector-wide briefing sessions 

for the council members, and to closely monitor the progress 

of implementation of other recommendations which would be 

steered by the universities.  As all recommendations of the 

Governance Report (except Recommendation 6 on a regular 

review of university governance) had been implemented by 

the UGC or UGC-funded universities, the task force was 

disbanded in January 2018 upon completion of its work.  

Working in partnership with the universities, the UGC will 

continue to monitor the on-going implementation of the 

recommendations in the Governance Report to ensure good 

institutional governance of universities.

For the establishment of a written accountability framework, 

the University Accountability Agreement (UAA) was endorsed 

by the UGC in September 2017 after extensive consultations 

with the universities.  The individual UAA of universities 

formed part of their Planning Exercise Proposal for the 2019-22 

triennium.  Apart from setting out duties and responsibilities 

associated with public funding, the UAA also contains 

sector-wide performance measures and institution-specific 
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key performance indicators in five key domains, namely (i) 

Quality of the student experience of teaching and learning; (ii) 

Quality of research performance and of research postgraduate 

experience; (iii) Knowledge transfer and wider engagement; 

(iv) Enhanced internationalisation; and (v) Financial health 

and institutional sustainability.  

The UGC has considered the first set of UAA annual 

progress reports for the 2019-22 triennium submitted by the 

universities.  The UGC is satisfied that universities have 

provided comprehensive accounts of their latest development 

in the reports. Noting the progress made by the universities 

on governance issues, such as strategic development, 

financial control as well as the monitoring and enhancement 

mechanisms that they have put in place, the UGC considers 

the progress reports highly informative and that they have 

served their intended purpose.  The UGC has also analysed 

the quantitative information and identified aspects in which 

individual universities have progressed and excelled. With 

time, the accumulation of data may enable us to deepen our 

trend analysis, and gain further insights on the evolvement of 

individual universities over a longer time horizon. This will 

benefit the universities by facilitating their future planning 

and strategic development.


