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Purpose

This paper sets out the methodology adopted by the University Grants
Committee (UGC) for alocating funds to the UGC-funded institutions, and
summarizes the discussions of the Panel on Education (the Panel) on the provision of
recurrent grants for the UGC-funded institutions for the 2005-2008 triennium.

Funding methodology

2. In 1994, UGC developed a new methodology for the assessment of the triennial
recurrent grants for the UGC-funded institutions, and applied it for the assessment of
the 1995-1998 triennial recurrent grants. Since then, UGC had reviewed and
improved the methodology to ensure its validity. The funding methodology was set
out in the UGC's Report on Higher Education in Hong Kong issued in October 1996.

3. In gist, the funding methodology is based upon two major activities of the
UGC-funded institutions, namely, the quantity of teaching, primarily related to the
number of students, and the quantity of research, largely determined by the number of
academic staff. The overall student numbers are agreed with the Administration for
each year of atriennium. The determination of the number of staff who are active in
research is undertaken by UGC in a "Research Assessment Exercise" about eighteen
months before the beginning of each triennium. The intention is that once
alocations are approved, institutions should have a high degree of freedom and
responsibility for determining the best use of the resources vested in them.

Recurrent grantsfor the 2005-2008 triennium
4, Recurrent grants to each UGC-funded institution basically comprise a block

grant and funds provided for specific purposes. The amount of block grants to the
sector as a whole comprises four elements -



(@  teaching-about 68%;

(b)  research-about 20%;

(c) performance and role related element - about 10%; and
(d)  professiona activity -about 2%.

5. Funds allocated for specific purposes include the Earmarked Research Grant,
the Performance and Role-related Funding, the Teaching Development Grants, the
Language Enhancement Grants, the Restructuring and Collaboration Fund, the
Research Development Fund and the Central Allocation Vote. The provision of these
Grants/Funds is considered important by UGC to the development of higher education
in Hong Kong.

6. On 14 December 2004, the Executive Council approved the recurrent funding
of $30,764.4 million under the 0-0-5 model for the UGC-funded institutions for the
2005 to 2008 triennium. The 0-0-5 funding arrangement meant that there was no
reduction in recurrent grants in the first two years of the triennium, but the grants
would be reduced in the third year by 5%.

Deliber ations of the Panel

7. The Panel held three meetings to discuss the recurrent funding for the
UGC-funded institutions for the 2005-2008 triennium, and received the views of a
number of staff and student associations of the eight UGC-funded institutions. The
major concerns of members are summarized bel ow.

Rationa e for the 0-0-5 model

8. Members noted the objection of the staff and student associations of the eight
UGC-funded ingtitutions to the 0-0-5 model. Members understood that the 0-0-5
model was determined in late 2004 against the background of an uncertain fiscal
position and economic outlook. As the economic outlook had become more
favourable in early 2005, members questioned the need for achieving efficiency
savings of 5% for the 2007-2008 academic year.

0. The Administration explained that when discussing the recurrent funding for
the 2004-2005 academic year, the Administration, UGC and Heads of Universities
Committee (HUCOM) had reached a consensus for the eight UGC-funded institutions
to try their best to work with a 0-0-X model for the 2005-2008 triennium. The 0-0-X
funding arrangement meant that there would be no funding cut in the first two years of
the triennium, but the grants might be reduced in the third year by an undefined
percentage, which should be no more than 5%, to be determined nearer the time.
Based on this consensus, the Administration had adopted the 0-0-5 model as the
planning assumption for the 2005-2008 triennium. The aim to achieve efficiency
savings of 5% from the 2007-2008 academic year onwards was only the worst
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scenario adopted for planning purpose. The 0-0-5 model indicated the minimum
level of recurrent grants for the 2005-2008 triennium, and its adoption would facilitate
both the institutions and the Administration to budget in a prudent manner. The
Administration would conduct a review in mid-2006, and hoped that the
circumstances then would allow it to recommend a higher level of recurrent grants for
the 2007-2008 academic year.

Funding for the Hong Kong Institute of Education (HKIEd)

10. Members noted with grave concern the proposed reduction of recurrent funding
for HKIEd by 33% for the 2005-2008 triennium. If the funding for HKIEd for the
2003-2004 academic year was used as the basis, the reduced percentage was as high
as 47%, i.e. from about $790 million in 2003-2004 to about $420 million in the
2007-2008 academic year. Members asked for explanations for the massive funding
cut for HKIEd.

11. UGC explained that the reduction of recurrent funding for HKIEd was due to a
number of factors, namely, the reduction of about 14% of publicly-funded student
places across all levels at HKIEd; the phasing out of front-end loading (given to
institutions at their early stage of development normally within a period of nine years)
within the 2005-2008 triennium; replacement of exemption from 10% unit cost
reduction applied to other UGC-funded institutions in 1998-2001 by a monotechnic
premium; delivery of 5% efficiency savings in 2007-2008; and residua effect of the
downward adjustment to the civil service pay by 3% in January 2005.

12. The Administration stressed that the reduction of funding for HKIEd was
determined in accordance with the established funding methodology and practices in
the UGC sector. The reduction in teacher education places was decided after
thorough discussion with the sector concerned on the supply of and demand for
teachers in the context of a declining student population.

13. Members urged the Administration to consider the impact of the substantial
funding reduction on the operation of HKIEd. They made some suggestions for the
Administration's consideration, including adjusting the reduction of certificate
programme places for early childhood education offered by HKIEd, and extending the
period for phasing out front-end loading.

14.  According to the Administration, the pre-school sector had indicated support
for the provision of diversity in teacher education programmes, hence the decision for
taking out the certificate programme places from HKIEd and allocating them through
competitive bidding. In addition to recurrent grants, HKIEd could obtain funding by
bidding courses and programmes commissioned by the then Education and Manpower
Bureau. Under the proposed reform in academic structure for senior secondary
education, there would be substantial demands for professional development
programmes for in-service teachers in the coming few years. HKIEd should work
out competitive programmes in the light of the needs of the education sector and bid
for additional allocations.
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15. To mitigate the concern of members about the impact of the reduction in
recurrent funding for HKIEd and after discussion with HKIEd, UGC approved an
increase in the intake of students by 30 per annum for the Bachelor in Early
Childhood Education in the 2005-2008 triennium. The Administration would aso
approve two project initiatives submitted by HKIEd which aimed at supporting the
professional development of schools and teachers. With these measures, the
reduction in recurrent funding for HKIEd for the 2005-2008 triennium would be about
25%.

16.  Notwithstanding the Administration and UGC's explanations about the 0-0-5
model and the measures taken to relieve the funding reduction for HKIEd, the Panel
decided at its meeting on 7 February 2005 not to support the submission of the
financial proposal on the recurrent funding for the UGC-funded institutions for the
2005-2008 triennium to the Finance Committee for consideration.

Subsequent development

17. The Administration submitted its financial proposal on recurrent funding for
the UGC-funded institutions for the 2005-2008 triennium to the Finance Committee
for consideration on 25 February 2005. The financial proposal was approved.

18.  In 2006, the Administration conducted a review of the planning assumption for
efficiency savings of 5% by the UGC-funded institutions for the 2007-2008 academic
year. Having considered a number of factors, including the economic outlook, the
Administration accepted the recommendation of UGC that there should be no funding
cut for the 2007-2008 academic year. With the support of the Panel, the
Administration sought the approval of the Finance Committee to increase the
recurrent grants for the UGC-funded institutions for the 2007-2008 by $504.3 million.
The Administration's proposal was approved by the Finance Committee on 26 May
2006.

Relevant papers

19. A list of the relevant papers on the Legislative Council website is in the
Appendix.
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