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STELLENBOSCH UNIVERSITY

PRINCIPLES OF FINANCIAL MANAGEMENT

As originally accepted by the SU Council on 19 May 2003 and amended by the RMT on 25 November 2005, following on recommendations by the Finance Committee

[Translated from the original (Afrikaans) version]
BACKGROUND TO THE FORMULATION OF THE PRINCIPLES OF FINANCIAL MANAGEMENT 

Financial management as a strategic instrument

Stellenbosch University (SU) is a higher education institution that creates, stores, transfers and applies knowledge. This entails the creative development, combination and application of expertise to the benefit of the community, individuals and the business community. Financing takes place by means of: services that are “bought” by the government and that represent taxpayers’ money; income that is earned for services that are paid for by individuals and companies; and donations. The width and depth of knowledge, in combination with support services of a good quality, are the drivers of competitiveness. Competition comes from public and private education institutions and the large (often multinational) companies and is increasingly not bound by place. Within the framework of generally accepted accounting practice, the principles of good governance, SU’s Strategic Framework and Vision 2012, financial management serves effectiveness and efficiency and the promotion of competitiveness. Financial management is a key instrument of change in the pursuance of the University’s strategic objectives and serves in the constant weighing up of strategic and financial factors mutually influencing one another.

Realities and perceptions

A number of realities and perceptions give shape to the manner in which SU manages its finances:

1. SU’s relevance is determined by the way in which it fulfils the needs of the community for “collective” higher education products that are not tradeable in the knowledge market as “private” products. However, relevance is increasingly also determined by the marketability of saleable products in a competitive market. For this reason, SU continuously strives to be a first-choice knowledge partner.

2. In certain circles, it is felt that SU is a university in possession of such means that should enable it to depend less on government funds than in the past.

3. According to the discussion document of the Department of Education, titled “Funding for Public Higher Education”, government funds are meant to be payments to institutions for the provision of educational and research-related services within plans that have been approved by the Minister of Education. It appears that the emphasis in the access to and financing of higher education institutions has shifted from a student demand-driven scheme to a centrally managed process. 

4. Access to government funds largely depends on the extent, composition and through-flow rate of the student corps (teaching), but also increasingly on research performance and the contribution made to the development of people from previously disadvantaged environments. Donor funds are increasingly being limited to contract research or being subjected to earmarking, while the contribution that is made to the development of people from previously disadvantaged environments figures more and more strongly.

5. An increasing portion of the current and potential client corps cannot afford higher education.

6. High-level expertise and creative thinking are key inputs in the production process and, at the same time, highly marketable to the outside world in a research, production and consultative context. However, it is necessary to take into account the large differences between disciplines and environments.

7. The nature and cost of the teaching and research process differ across the University between the different academic fields of study.

8. The education market is relentless in its evaluation of the University on the basis of the norms of good governance, generally accepted accounting practice and the quality of products.

9. Over the past 10 years (1995 to 2004), the budget of SU
 has increased by 0,43 percent per year in real terms in relation to the FTEstudents
. During this period, the class fees at SU (per FTE student) increased by 2,22 per cent per year in real terms. This was largely the result of a real decrease of 0,98 per cent per year in the government subsidy per FTE student.

10. The strategic priorities and focuses of SU make new demands on the acquisition and application of financial resources.

PRINCIPLES OF FINANCIAL MANAGEMENT

The principles of financial management are linked to SU’s general management principles. Of these principles, the following justify special mention:

1. The budget is a central instrument in change management. The budget process must help to realise the priorities of change.

2. The University is managed as a whole: holistic, systemic.

3. There are subdivisions in the whole, and each subdivision is also managed in accordance with the same principles as those of the whole.

4. The interests of the whole weigh heavier than the self-interest of any subdivision thereof (and, similarly, recursively, further down in the system).

5. The management of a subdivision is linked to decision-making competence, as well as with the associated responsibility to manage the subdivision to the benefit of the whole. Decision-making competence that is decentralised to a greater extent involves the management of a budget and should bring about greater operational and cost-effectiveness.

Four categories of financial principles are distinguished:

I. The nature of SU and its financial management

1. The core business of SU entails the provision of academic knowledge services for which clients pay individually and collectively (as government).

2. The handling of public (tax payers’) money, as well as the money from individuals, business undertakings and sponsors, places a duty of care on the University that is fulfilled by means of responsible financial management.

3. Any competitive advantages that SU has as an academic institution and which lend themselves to profitable business activities are utilised as such. Profitability in itself is not the only reason why SU undertakes something.

4. When activities are organised on a commercial or profit-making basis, they are carried out in such a manner that SU is protected against losses in accordance with the risk profile approved by the Council.

5. Good financial management is one of the instruments used to promote the domestic and international competitiveness of SU.

6. Sound business principles are applied in the execution of the financial function.

7. The acquisition and application of money and fixed assets take place in accordance with the principles of good governance and generally accepted accounting practice.

8. Decentralised financial management is necessary for the promotion of entrepreneurial behaviour and for increased efficiency. Decisions must be made at the lowest possible level. The necessary requirements are a clear policy (the essential elements of which are contained in the Financial Policy), objectives against which performance can be measured and the delegation of the necessary responsibility and authority.

9. At each level of financial management, the interests of the whole weigh heavier than the interests of the subdivisions.

10. Policy making and decision making by, and pronouncements on, the University take place with due consideration for the financial implications and financial policy.

II. Budget

11. Finances are managed in terms of one integrated budget with regard to the different income streams listed in principle 17, but with the necessary provision being made for the separate handling of distinguishable elements (for example, contract research and residences).

12. The budget is a central instrument for the management of strategy and change and requires a zero-base approach.

13. Budgets are developed within a long-term financial plan, based on an SU business plan and plans of divisions within the University.
14. Instances in which the budget is exceeded are dealt with according to clear procedures that are compiled and applied by the Division of Finance. 

15. Unspent funds are carried forward to the next financial year, subject to conditions that are approved by SU management and that fit into the strategic plans of SU and the division concerned.

III. Acquisition and application of money
16. The current income of the University consists of: money received from the government and from public entities (first income stream); study and residence fees (second income stream); and sponsorships, donations, contract research income, returns on assets (interest, rent, dividends, etc.), the sale of services and products and other commercialisation activities (third income stream).

17. Money flows into the University in various ways and its application is generally handled as follows:

17.1
government money (“government transfers”; previously “subsidies”) determined by means of a formula: the formula according to which the amount is generated does not in this case determine its application, except insofar as it is reflected in the norms for the apportionment of budget money (see principle 18);

17.2
study fees: the way in which these are generated does not directly determine their application, except insofar as they are reflected in the norms for the apportionment of budget money (see principle 18);

17.3
government money earmarked for specific objectives is applied for those objectives (this includes money from statutory bodies promoting research and from comparable bodies);

17.4
money brought in through contract research is applied for that purpose;
17.5
money coming in through sponsorships and donations, the sale of services and products and other commercialisation activities are applied for the intended purpose. If there is a risk attached to the activity, the University and person who took the initiative negotiate the profit- and risk-sharing beforehand, thereby encouraging entrepreneurial activity. The University’s profit is applied in pursuance of the University’s goals in general;
17.6
in the case of 17.3 and 17.4: where permitted, a portion of the money is, in accordance with University policy prevailing at that time, applied for the general costs of contract handling by the University.

18. The provision of services to knowledge partners in the private sector takes place on the basis of full cost recovery.

19. As a whole, the application of funds takes place within an integrated budget and on a transparent basis. When an agreement has been entered into with an external party or when an application has been linked to a previously determined basis for earning the money, funds are applied as agreed. In order to achieve long-term financial sustainability, funds are preferably applied where they will earn sufficient income to justify expenditure. The manner in which money flows into the University does not, however, necessarily determine its application, since the University may also apply funds to serve long-term strategic objectives, even where this does not earn sufficient income.

20. Academic entrepreneurship is encouraged by suitably rewarding individuals (in the academic and support services environments) and by allowing them to share in the surpluses that arise, on the understanding that the costs are properly, but without double counting, imputed to such activity and that SU shares in the surpluses in accordance with its capital contribution.

21. Financial and other incentives to effect cost savings are applied in a controlled manner and are subject to the approval of SU management.

22. The inventors (either personnel or students) and owner (SU) of intellectual property (IP) both share in income earned by the utilisation of IP. In the case of IP licensing agreements, recognition is given to the contribution of the inventor in that royalties are divided in accordance with the prevailing division formula of the Policy on the Exploitation of Intellectual Property. In the case of spin-off companies, recognition is given to personnel or student contribution towards intellectual capital (excluding formal IP) in the establishment of companies in that they obtain shareholding in the companies.

23. Acknowledgement of financial returns on intellectual capital takes place by means of the payment of a portion of royalties to the personnel concerned in accordance with the prevailing division formula of the Policy on the Exploitation of Intellectual Property.

24. The acquisition and application of money and fixed assets takes place in accordance with the norms that serve the strategic objectives and the requirements of affordability, efficiency and excellent service provision.

25. The acquisition and application of money takes place in terms of one consolidated income pool. The prior earmarking of money is avoided, unless if directives by the external funding party offer no other choice and if monies are apportioned on the basis of principle 19. Such prior earmarking must be distinguished from allocations to specific environments and earmarking within the context of the annual budget.

26. In the use of money, overheads (direct and indirect) are limited to the minimum.

27. Virement (the transfer of money from one cost point to another within the budget of a financial manager) can be approved by the financial manager concerned, subject to the conditions that are laid down by SU management.

28. The transfer of funds from one area of responsibility to another requires the approval of a higher authority.

29. Any new need for expenditure that arises in the course of the financial year can be accommodated by the responsibility manager concerned by a re-allocation of funds within the budget concerned, taking into account the prevailing conditions determined by SU management. If this is not possible, the expenditure need remains pending until such time that other funds become available.

IV. Management responsibilities

30. The responsibility for obtaining and allocating money and fixed assets, and supervision of these, resides in the Rector, who delegates the executive powers to the chief executive officials (responsibility centre managers) concerned in accordance with their functions. Delegations, rights of disposal and signing power are arranged in full and unambiguously and recorded in writing.

31. Financial managers exercise discretion over budgeted money and the utilisation of equipment and fixed assets by delegation, are subject to proper performance evaluation and reporting, and are accountable for the use of money, equipment and fixed assets and the achievement of objectives.

32. The execution of management responsibilities is supported by the establishment and maintenance of effective accounting systems and a management information system according to which credible and evaluated data are made available timeously.

33. Financial management includes proper risk management, taking into account the risk profile approved by the Council.

34. The handling of financial crises is an operational management responsibility, with the Council that can take steps when certain predetermined precautionary thresholds are crossed. When financial crises necessitate cutbacks, the preferred              order is as follows: utilisation of favourable cash flow, utilisation of balance funds, cutting of operating expenditure, not filling posts, postponement of capital expenditure, abolishment of vacant posts, monetisation of assets and the reduction of personnel.

35. Decision making on money takes place within as well as across line management responsibilities, but the responsibility for the management of money falls within the line context.

36. The measurement of the financial balance (the difference between income and expenditure) with regard to activities and divisions is a standard practice.

37. Financial balances can be positive or negative and, together with performance in terms of the core business and strategic objectives of SU, form the basis for the evaluation of the viability of activities and divisions.

38. The contracting of all services (including audit services) takes place in a transparent manner and, where applicable, on the basis of tenders.

39. The ED:F carries out his/her duties within the policy framework of the SU Council and the decision-making framework of SU management.

40. The Division of Finance is ultimately responsible for the control of all financial activities of SU (including its business activities), for the purposes of which standardised financial regulations are compiled and applied.

41. The Division of Finance executes its functions in a culture of providing service to the clients of and the divisions within SU.

EXECUTIVE DIRECTOR: FINANCE

First version approved by SU Council on 26 May 2003

Amendments approved by RMT on 25 November 2005, following on recommendations by the Finance Committee

� The budget has a bearing on income from study fees and government money.


� Full-time equivalent students.
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