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Summary

Summary

Background

This report, prepared under section 60 of the Auditor General Act 2009, summarises the
results of our 2013 financial audits of education sector entities, being universities and
grammar schools and the entities they control.

The annual report of each university and grammar school is its primary accountability
document, reporting to its stakeholders, other funders and users of its services. It sets out its
operational and financial performance and position.

Legislation requires annual reports to include audited financial statements. The
accompanying audit opinion assures readers the financial statements are reliable.

We aim to issue an unmodified audit opinion. We work closely with each entity each year so
it can submit high quality and timely draft statements for our audit. Our audit approach
includes examining the internal controls each entity has implemented to reduce the risk of
error and fraud and to produce accurate and reliable financial information.

Whether we qualify or otherwise modify our audit opinion depends on each entity's
compliance with its financial reporting requirements. We must also have regard to its future
financial state, as its financial statements are prepared assuming it will remain a 'going
concern'. Issues of medium to longer term financial sustainability are therefore important
audit considerations.

Conclusions

The sector continues to produce reliable and timely financial statements. Internal controls
over most aspects of financial reporting are sound, however universities can strengthen
controls over their financial delegations and procurement processes.

Universities and most grammar schools remain in a sound financial position.

Audit opinions issued

All our opinions issued for 2013 are unmodified: a good result.

Figure A shows we issued 44 (100 per cent) of the 44 audit opinions required, including for
all eight grammar schools and for all seven universities.

The total number of audit opinions required has decreased in recent years because some
small proprietary companies owned and controlled by universities have elected not to
prepare financial statements. This is permitted under the Corporations Act 2001 (Cth).
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Figure A
Status of the financial statements

Entity type Unfinished Unmodified Unmodified but
audits opinions issued with an

emphasis of
matter

Universities and — 17 10 27
controlled entities

Grammar schools — 8 — 8
Other statutory — 1 — 1
bodies

Jointly controlled — 3 1 4
entities

Audited by — 3 1 4
arrangement

Total — 32 12 44

Source: Queensland Audit Office

While not a modification, emphases of matters were included with 12 audit opinions. These
emphases draw a reader's attention to the fact that they were special purpose financial
statements, rather than general purpose; that the entity was being wound up; or that there
were 'going concern' issues identified. In 2012, 11 emphases of matters were included.

Timeliness of financial statements

The relevance and usefulness of the annual report is enhanced and accountability made
more effective where reports are available soon after the end of the financial year. The
legislative requirement is for these entities to have the statements audited within two months
of the financial year end: that is, by 28 February.

All universities and most grammar schools produced timely financial statements in 2013.

Seven universities and their 20 controlled entities met the legislated time frames for 2013 in
the certification of their financial statements, as they did in 2012.

Seven grammar schools (88 per cent) met the legislated time frames for 2013, whereas six
(75 per cent) met the requirement in 2012.

Ipswich Grammar School did not meet the two-month legislated time frame because we
identified a number of significant accounting issues late in the financial statement audit
verification process which took time for management to resolve.

Quality of draft financial statements

The number and quantum of any changes made to draft financial statements submitted for
audit measures the quality of the statements. Changes can increase the cost and time of the
audit.

The quality of all universities' financial statements improved in 2013, as demonstrated by
fewer and smaller changes being required to their draft statements submitted for auditing.

While more grammar schools improved the quality of their draft financial statements in 2013
compared to 2012, this represented only half of all grammar schools producing financial
statements of a satisfactory quality.
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This year, universities reduced the total value of changes by 54 per cent, from $29.65 million
to $13.55 million in various reported balances, as well as making fewer changes to note
disclosures that aligned stated accounting policies with practice. This improvement indicates
their quality assurance checking processes have become more effective.

While the volume and value of changes made to financial statements by grammar schools
reduced in 2013, four grammar schools still need to improve the quality of their financial
statements provided to audit.

Grammar schools reduced the total value of changes from $9.3 million across five grammar
schools in 2012 to $5.1 million across four grammar schools in 2013. Some note disclosure
changes were also made.

A long standing issue of disclosure of remuneration for key management personnel at
grammar schools has been resolved. Grammar schools made full disclosures of
remuneration for key management personnel in 2013.

Internal controls

We identified 42 internal control weaknesses across the university sector in 2013. This was
an increase of 75 per cent from the 24 weaknesses identified in 2012. These control
weaknesses, if not addressed as a matter of priority, increase the risk of material
misstatements arising from error or fraud in future years.

The internal control breakdowns at universities related to non-compliance with their
procurement and delegation policies and to information technology security and access to
their key financial systems.

At three of the eight grammar schools, we identified 12 internal control weaknesses in
2013—five fewer than in 2012.

The grammar schools' internal control weaknesses arose from deficiencies in their risk
management documentation and from weak quality assurance checking over the disclosure
of financial statements information, including capitalisation thresholds, lease commitments
and asset stocktakes.

Financial sustainability
Universities

We analysed each university's key financial ratios, some of which are used by the federal
Department of Education to monitor university financial and business performance across
Australia.

Figure B summarises the key ratios for 2013. It shows that, overall, the financial health of the
university sector remains sound—all reported operating surpluses; the level of debt was
manageable; and short term liquidity ratios showed sufficient funds on hand at year end to
pay all short term debts and obligations as they fall due over the next 12 months.
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Figure B
University financial risk assessment

Universities Operating Short Debt to Debt to Capital Overall risk
ratio term equity revenue replacement assessment

liquidity
(Note 1) (Note 2) (Note 3) (Note 4) (Note 5)

The University 6% 1.7 4% 7% 1.96 Low
of Queensland

Queensland 6% 5.1 7% 11% 0.76 Low
University of
Technology

Griffith 9% 3.3 2% 6% 4.32 Low
University

University of 10% 4.1 4% 5% 1.42 Low
Southern
Queensland

James Cook 4% 2.6 14% 20% 2.04 Low
University

Central 8% 2.2 — — 0.58 Low
Queensland
University

University of 12% 4.1 6% 8% 1.08 Low
the Sunshine
Coast

Notes:

1. Higher percentage indicates a greater capacity to meet future operating and capital expenditure obligations.

2. Current ratio greater than 1 indicates short term debts and obligations can be paid over the next 12 months.

3. Low percentage indicates less reliance on debt to finance capital structure.

4. Low percentage indicates financial stability and solvency in that minimal revenue is required to settle liabilities.

5. Ratio greater than one indicates capital spend is greater than depreciation and thus existing assets are more likely to be being
replaced faster than their service potential is being consumed.

Source: Queensland Audit Office
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Matters of note we identified in relation to the future financial sustainability of universities are:

e  Central Queensland University recorded an operating surplus for the first time in
four years ($23 million): it received extra, advanced government funding to merge with
the Central Queensland TAFE and has implemented cost containment strategies in past
years which are now taking effect.

e In our Results of audit: Education sector entities 2012 (Report 11 : 2012-13), we
identified massive open online courses (MOOCS) as a significant new learning model to
supplement revenue streams in Australian universities. Universities are addressing the
online learning mode of education and the financial risks and opportunities it offers in
ways specific to each universities focus.

e The amended Higher Education Support Act 2003, which allows universities to decide
the number of students to enrol in their undergraduate courses, saw an increase in
domestic student numbers at all universities. This has led to increased competition for
domestic student enrolments in Queensland.

e More domestic students are applying and being accepted into university, but a smaller
percentage of these commencing students are passing units.

¢  While fewer international students are enrolling at university, they are paying increased
fees, which offsets what would otherwise be lost revenue.

e Universities in Queensland may have government funding reduced from 2015 by
$63 million as a result of efficiency dividends currently being considered by the
Australian Government.

Grammar schools

We analysed each grammar school's key financial ratios, some of which are used by the
Queensland Department of Education, Training and Employment. Most ratios indicate
grammar schools in Queensland are in a sound financial position.

The financial performance of Ipswich Grammar School and Ipswich Girls Grammar School
improved in 2013. This was reflected by our removal of an emphasis of matter in 2013 that
we had included with our 2012 unmodified audit opinion of Ipswich Grammar School on
material uncertainty regarding continuation as a going concern.

In our report to Parliament Results of audits—Education sector entities 2012

(Report 11 : 2012-13), we recommended that Ipswich Grammar School and Ipswich Girls'
Grammar School continue to review their revenue and expenditure policies. In response,
both schools implemented various strategies to improve their financial performance and the
reported figures for 2013 indicate improvement has been made.

Ipswich Grammar School recorded a reduced loss for 2013, but more work is required for
this improvement to continue. It incurred a loss of $1.495 million for 2013, a reduction by
$900 000 from the 2012 result. Noting this is its sixth consecutive year of operating losses, it
needs to consider whether its financial policies and practices are sustainable. The Board
believes the school can meet its debt obligations for 2014.

Agency comments

In accordance with section 64 of the Auditor-General Act 2009, a copy of this report was
provided to the Premier, the Director-General of the Department of the Premier and Cabinet,
the Minister for Education, Training and Employment and the Director-General of the
Department of Education, Training and Employment as well as all universities and grammar
schools named in this report with a request for comment.

The agencies' views have been considered and are represented to the extent relevant and
warranted in preparing this report.
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1 Context

The education sector includes 93 entities with a December year end, of which 44 prepare
financial statements for audit certification. The sector is comprised mainly of universities and
their controlled entities; and grammar schools.

Of the entities controlled by universities, 27 do not prepare financial statements, 14 were
dormant in 2013 and eight were deregistered during 2013.

1.1 Financial reporting requirements

This section details the financial reporting requirements of the education entities in this report
and describes our responsibilities under the Auditor-General Act 2009. We also provide a
structure of the report detailing chapters and appendices.

1.1.1 Universities and grammar schools

Each of the seven universities has its own enabling legislation. For financial reporting
purposes, their Acts provide that they are statutory bodies and are subject to the
requirements of the Financial Accountability Act 2009 and the Statutory Bodies Financial
Arrangements Act 1982.

The universities prepare general purpose financial statements in accordance with the
Australian Accounting Standards. The Financial Accountability Act 2009 requires that
audited financial statements are included in the annual report of each university and tabled in
Parliament by the Minister for Education, Training and Employment. Additional disclosure
requirements are prescribed by the federal Department of Education.

While historically associated with the public sector through the provisions of the Grammar
Schools Act 1975, the grammar schools operate on a fully commercial basis with limited
financial assistance provided by the state. They are statutory bodies and are subject to the
requirements of the Financial Accountability Act 2009 and the Statutory Bodies Financial
Arrangements Act 1982.

As statutory bodies, universities and grammar schools are required, when preparing their
annual financial statements, to have regard to the minimum reporting requirements
contained in the financial reporting requirements for Queensland Government agencies
issued by Queensland Treasury and Trade.

The chairperson and the executive responsible for financial administration at each entity
must certify compliance with legislative requirements for establishing and keeping accounts
and that the financial statements present fairly the entity’s transactions for the financial year
and financial position.

The Financial and Performance Management Standard 2009 requires universities and
grammar schools to provide draft financial statements for audit by an agreed date that allows
sufficient time to conduct the audit and complete the audit opinion—no later than two months
after the end of the financial year to which the statements relate.

At the first meeting after it receives the audit report on the statements, the governing body of
the university or grammar school must consider the statements and the report. If the report
contains comments, observations or suggestions about anything arising out of an audit, the
governing body must also consider the comments, observations or suggestions.

The university or grammar school must give the annual report to the Minister by a date which
allows the report to be tabled in Parliament by the Minister within three months after the end
of the financial year to which the report relates.

Report 16 : 2013-14 | Queensland Audit Office
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Universities and grammar schools are required by the Financial Accountability Act 2009 to:

e ensure their operations are carried out efficiently, effectively and economically

e establish and keep funds and accounts that comply with legislative requirements

e ensure annual financial statements are prepared, certified and tabled in Parliament in
accordance with legislative requirements

e undertake planning and budgeting appropriate to their size

e establish and maintain appropriate systems of internal control and risk management.

1.1.2 Controlled entities

The majority of controlled entities of universities are public companies subject to the
requirements of the Corporations Act 2001.

The Corporations Act 2001 requires public companies to report to members, including
providing the auditor’s report on the financial statements, either by 21 days before the next
annual general meeting after the end of the financial year, or four months after the end of the
financial year—whichever is earlier. Entities with a 31 December year end must report by

30 April.

1.2  Audit responsibilities

Section 40 of the Auditor-General Act 2009 requires the Auditor-General to audit the annual
financial statements of all public sector entities (including those of statutory bodies) and to
prepare an auditor’s report about the financial statements.

The auditor’s report, which includes the audit opinion, assures readers of the reliability of the
financial report, including compliance with legislative requirements. In accordance with
Australian Auditing Standards, one or more audit opinion types may be issued:

e Unmodified opinions are issued where the financial statements comply with relevant
accounting standards and prescribed requirements.

e A qualification is issued when the financial statements as a whole comply with relevant
accounting standards and legislative requirements, with the exceptions noted in the
opinion.

e An adverse opinion is issued when the financial statements as a whole do not comply
with relevant accounting standards and legislative requirements.

e Adisclaimer of opinion is issued when the auditor is unable to express an opinion on
the compliance of the financial statements with relevant accounting standards and
legislative requirements.

An emphasis of matter may be included with the audit opinion to highlight an issue of which
the auditor believes the users of the financial statements need to be aware. The inclusion of
an emphasis of matter does not modify the audit opinion. An emphasis of matter will be
included for all financial statements prepared on a special purpose basis. Special purpose
financial statements are designed to meet the financial information needs of specific users
while general purpose financial statements are intended to meet the information needs
common to all users.

The Auditor-General Act 2009 requires, after the audit opinion has been issued, that a copy
of the certified statements and the auditor’s report is provided to the chief executive officer of
the entity as well as the appropriate Minister.

That Act also requires the Auditor-General to prepare a report to Parliament on each audit
conducted. The report must state if the audit has been finished and the financial statements
have been audited. It must also include details of significant deficiencies where financial
management functions were not performed adequately or properly and any actions taken to
improve deficiencies reported in previous reports.

This report satisfies these requirements.
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1.3 Report structure

The remainder of this report is structured as follows:

Chapter 2 provides the results of university sector audits, quality and timeliness of
financial statements, internal control issues, comments on the financial performance of
universities, risks to their sustainability and future financial risks and challenges.
Chapter 3 includes grammar school audit results, the quality and timeliness of financial
statements, internal control issues and the sustainability of grammar schools.
Appendices A and B contain the status of the 2013 financial statements of education
and other entities with a 31 December balance date.

Appendix C lists entities for which audit opinions will not be issued.

Appendix D contains better practice for delegations.

Appendix E contains supplier engagement better practice.

Appendix F contains better practice for financial statement preparation.
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2 Universities and controlled entities

In brief

Background

The seven Queensland public sector universities are located across Brisbane, Gold Coast,
Rockhampton, Sunshine Coast, Toowoomba and Townsville. Some have campuses across the
state, interstate and overseas. The universities conduct undergraduate and postgraduate programs
of study and research programs. These seven universities control 20 entities which were also
required to prepare financial statements in 2013.

Conclusions

. All universities are operating sustainably and managing their financial risks effectively.
. Internal control frameworks require improvement to reduce the risk of error or fraud arising
from non-compliance with controls.

Key findings

. The financial statements of all universities and their controlled entities complied with their
reporting requirements.

. The timeliness and quality of the financial statements was satisfactory.

. We issued unmodified audit opinions for all universities and their 20 controlled entities as in
2012, although our 2013 opinions of 10 controlled entities included an emphasis of matter.

. University management certified all financial statements within their legislated time frames, as
occurred in 2012.

. We were satisfied with the quality and preparation processes of financial statements by all
universities.

. We identified some control breakdowns and improvements required in procurement and
delegation processes, as well as over network security and access.

. All universities made operating surpluses in 2013.

. Universities are preparing for potential reduced government funding from the proposed
efficiency dividends being considered by government from 2015.

. Strategies are being implemented to accommodate the increased demand for online learning.
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2.1 Background

Seven universities and their 20 controlled entities were required to prepare financial
statements in 2013. In 2012, 24 controlled entities prepared financial statements.
Appendix A includes further details.

During 2013, Queensland Treasury and Trade issued a policy relating to company financial
reporting in the Queensland public sector. One of the requirements of this policy was that
public sector companies which prepared financial statements were to present them to their
relevant portfolio Minister for tabling in Parliament within three months after the end of the
financial year. A number of universities were affected by this policy.

2.2 Conclusions

Financial sustainability ratios indicated that all universities have relatively strong balance
sheets. Central Queensland University (CQU) has reported an operating surplus of
$23 million which is an improved result, given its previous three years of losses.

We identified opportunities to improve the internal controls for the procurement and
delegation processes as well as security and access system controls.

2.3 Results of audit

All seven universities and their controlled entities received unmodified audit opinions for
2013. The audit opinion issued for ten of their controlled entities included an emphasis of
matter, identifying that their statements were special purpose in nature. In 2012, all
universities and their controlled entities received unmodified opinions.

All universities are adopting strategies to address operating and financial risks arising from
potential reduced government funding resulting from the efficiency dividends being
considered from 2015 and from the increased use of online learning across the sector.

2.3.1 Significant financial transactions
Central Queensland University/Central Queensland Institute of TAFE merger

The merger of Central Queensland University (CQU) and Central Queensland Institute of
TAFE (CQIT) will form a dual market university by combining the higher education and
vocational education and training capabilities of these entities into one educational institution
in the Central Queensland region.

Negotiations for the merger and transfer agreement have been finalised and the dual market
university is scheduled to start on 1 July 2014. As part of this agreement, the Queensland
Government will contribute $116 million in assets and approximately $40 million annually in
revenue towards the dual market university.

On 3 May 2013, the Australian Government announced $73.8 million of funding from the
Structural Adjustment Fund (SAF) and Education Investment Fund (EIF) to support the
planned merger. The university has received $33.9 million in advance this year, reflected in
the university’s operating result of a $23 million surplus (2012: $26 million deficit).

2.4  Timeliness and quality of reporting

2.4.1 Timeliness

The financial statements of all universities and their controlled entities were timely and of
good quality. All entities met their legislated time frame in relation to management and audit
certifying the financial statements.
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This demonstrates good practice by the education sector as it shows accountability in the
use of public monies to prepare and publish their financial information as soon as possible
after the end of the financial year. The later the financial statements are produced and
published after their balance date, the less useful financial statements are for informing
stakeholders and for decision making.

All seven universities (100 per cent) met their two-month legislative time frame for finalising
their financial statements, as in 2012. Appendix A provides the dates the financial
statements were signed by management and the audit opinion was issued for universities
and their controlled entities.

All universities met the agreed timetable for providing the initial draft version of their financial
statements, including their supporting working papers to audit, which was a positive result.

All 20 controlled entities (100 per cent) have finalised their financial statements. Eleven of
these entities are required by the Corporations Act 2001 to finalise their financial statements
within four months of the end of the financial year; these outperformed against this
benchmark.

2.4.2 Quality and accuracy

The number and value of adjustments which management and QAO identified during 2013
decreased from 2012, indicating the quality assurance processes implemented by
universities have been effective.

The process to prepare the financial statements for the universities was assessed against
the better practice detailed in Appendix F.

The quality of financial statement preparation has been consistent with previous years
across the university sector. All universities have utilised preparation plans, rigorous quality
controls and assurance procedures over their annual financial reporting. Finance staff
members in each university have adequate accounting knowledge and experience in a
university environment and attended regular professional accounting training. Management
undertook rigorous and objective analytical review during the financial report preparation
process to improve report accuracy and understand the business operation better.

The frequency and size of errors in the draft financial statements requiring adjustment are
direct measures of accuracy. ldeally, there should be no errors or adjustments arising
through the audit process.

When errors are detected in the draft financial statements, these are raised with
management. Material errors require correction so that an unmodified audit opinion can be
issued. The entity itself may also change its draft financial statements after submitting them
to audit, if their quality assurance procedures subsequently identify that reported information
is incorrect or incomplete.

Overall, there are two types of adjustments:

¢ financial statement adjustments—changes to the amounts being reported

e disclosure adjustments—changes to the commentary or financial note disclosure within
the financial statements.

Before being audited, financial statements should be subject to appropriate internal quality
assurance checks to establish that they are complete, materially accurate and compliant with
reporting and disclosure requirements. ldeally, management should prepare only one set of
financial statements with no adjustments required.

Figure 2A summarises the extent of changes made to the financial statements during the
audit process.
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Figure 2A
Changes to financial statements prior to audit certification*

Financial statement area

Income 328.08 2.35 0.36
Expenses 42.91 10.50 3.56
Assets 51.23 3.40 7.69
Liabilities 142.27 10.50 1.94
Equity 62.17 2.90 0.00
Total 626.66 29.65 13.55
Number of universities that processed a change 6 3 3

*The extent of changes made within each university’s financial statements was considered, based on materiality to the financial
statements.

Source: Queensland Audit Office

Changes were made also in the notes to the financial statements, with some universities
required to make additional note disclosures to comply with the Queensland Treasury and
Trade requirements and with requirements of the federal Department of Education. Some of
the key changes led to enhanced disclosures about:

e  property, plant and equipment

e fair value measurement

e contingent liabilities

e |lease commitments

e reclassification of certain accounts

e comparative information adjustments.

2.5 Internal controls

For 2013, we reported 42 significant issues (2012: 24) across the university sector with
11 issues each being raised at The University of Queensland (UQ), University of Southern
Queensland (USQ) and CQU.

The majority of these issues related to improvements required around the procurement and
delegation processes as well as control deficiencies around information systems access and
security. These issues are being addressed. Similar issues were also raised at other
universities, but not to the same extent.

2.5.1 Background

Each university is responsible for developing measures that manage risks to which their
operations are exposed. These measures include maintaining an adequate system of
internal control so financial records and other information are complete and accurate, assets
are safeguarded and errors and other irregularities are prevented or detected.

When all of the components identified in Figure 2B are present in an integrated system of
internal control and they operate together effectively, that system reduces the risk of failing
to achieve business objectives.
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Internal controls cannot eliminate risk. They provide assurance to management about:
e the effectiveness and efficiency of operations

e the reliability of internal and external financial reporting

e compliance by the entity with laws and regulations.

Figure 2B illustrates the five core elements of an integrated system for control:

e Control environment—management’s actions, attitudes, policies and values that
influence day to day operations. Control environment factors include management's
integrity and operating style; organisational culture, values, structure and assignment
and delegation of authority; and processes for sourcing and developing qualified and
skilled employees.

e Risk management—management's processes to consider risks which may cause failure
to achieve the organisation’s objectives, forming a basis for how the risks should be
managed.

e  Control activities—the policies and procedures to follow to carry out management
directives and take necessary actions to address identified risks. Control activities
operate at all levels and in all functions. They include activities such as approvals,
authorisations, verifications, reconciliations, reviews of operating performance, security
of assets and segregation of incompatible duties.

¢ Information and communication—the systems used to provide information in a form and
time frame that allows employees to discharge their responsibilities; and the way that
control responsibilities are communicated throughout the entity.

e  Monitoring of controls—the methods management employs to oversee and assess the
operating effectiveness of control activities in practice. This may be achieved through
ongoing supervision, periodic self-assessments and separate evaluations.

Figure 2B
Components of an internal control framework

Monitoring

Management supervision Self-assessment Internal audit

Operational risk
assessment
[eloueul-uoN

Control activities

Financial risk
assessment
SWwalsAs [eloueulq

Risk management

3,
o
=
3
)
o
o
=)
Q
=}
o
o
o
3
3
c
3,
0
Q
o
o
=

assessment

Strategic risk
swiaisAs Bunlodal
Juswabeuey

Culture/values Governance Organisation Policies People

Control environment

Source: Queensland Audit Office adapted from Internal Control: An Integrated Framework — Committee
of Sponsoring Organisations of the Treadway Commission.
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In our annual financial audits, we focus on the internal controls over financial reporting and
assess entities' actions to manage the risk that their financial statements will not be 'true and
fair'. Poor controls diminish management’s ability to comply with relevant legislation and
increase the risk of fraud.

In this report, we included the control issues we rated high or medium risk that have
significant implications for error and fraud, if not addressed as a matter of priority.

Appendices D and E provide better practice guides relating to delegations and supplier
engagement which can assist in improving the control environment.

A summary of significant findings identified in 2013 for internal controls across the

universities were:

e weaknesses in information system security and user access controls, including
inadequate change management controls, which increased the risk of unauthorised or
inappropriate access to core financial and payroll systems and data

e breakdowns in controls over corporate card processes, including those over review and
authorisation of transactions incurred and non-compliance with internal council policies,
which increased the risk of incurring inappropriate transactions

e out of date financial policies and procedures that do not reflect current practice

¢ insufficient supporting documentation to substantiate the authenticity of claims made,
which increased the risk of invalid payments

e mathematical and other unexplained errors noted in system reports, making them
unreliable for use by management

e non-compliance with certain disclosure requirements of the new AASB 13 Fair Value
Measurement standard.

2.5.2 Financial delegations

Context

Under the Financial Accountability Act 2009 (the Act), a statutory body is responsible for
ensuring its operations are efficient, effective and economical. To achieve this, the statutory
body may need to delegate certain functions or responsibilities to other statutory body staff.
The Act does not provide a statutory body's power to delegate. The power of delegation
results from each statutory body's enabling legislation. The enabling legislation of the seven
universities provides them with the power to delegate.

A 'delegation’ is regarded as a conferral, by a university council, of its power and authority to
perform functions of the university by a member of staff or committee. Where a delegate
exercises a delegation, it is as though the council performed that function.

Each year, we routinely test each university's compliance with its instrument of delegations.
As part of our cyclic review of controls, this year we examined the design and application of
financial delegations to determine whether they were well aligned with the university's
organisational structures (including the universities' risk appetite) and that the lines of
authority to spend money were clearly articulated and well understood.

Better practices

There are four stages in the process of designing and applying delegations:

e assign duties—establish organisation structure, articulate roles and responsibilities

e delegate authority—align with roles, transfer and accept

e exercise authority—take decisions and actions

e monitor and review—monitor proper exercise and review assigned authority for
ongoing appropriateness.

Appendix D elaborates on acknowledged better practices in applying delegations at each of
these four stages.
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Conclusions

The assignment of authority through instruments of delegations is operating effectively and
the university sector is complying with delegation policies and procedures.

All universities have appropriate controls in place to ensure transactions are approved by
officers with appropriate financial delegation. Five universities use electronic purchasing
systems with electronic inbuilt workflow controls, forcing compliance with the instrument of
delegations, which would be considered to represent better practice.

Assign duties and delegate authority

All universities have a financial delegation policy and associated instrument of delegation in
place which has been appropriately approved by a university council. A financial delegation
policy, including the instrument of delegation, is an important tool to assist financial
delegates in understanding their responsibilities and level of authority.

The instrument of delegation for each university captures information including:

e the delegation type

e list of positions holding each delegation type

e dollar or other thresholds for each delegation type

e any restrictions/limits (if applicable) placed on individual delegates or types of
delegates.

It is important that the financial delegation policies, including the instrument of delegation,
are kept up to date. Delegations should be regularly reviewed—at least annually and more
frequently where there are significant changes to the university affecting financial
delegations, such as organisational restructures.

Griffith University (GU), Queensland University of Technology (QUT), USQ, James Cook
University (JCU), CQU, UQ and University of the Sunshine Coast (USC) review their
instrument of delegation at least annually.

We noted both GU and UQ did not capture all position or role titles within the instrument of
delegation and/or delegation policy at the time of our review; however management was
reviewing and updating these.

Due to their large size and diverse range of operations, all seven universities have adopted a
decentralised organisational structure. The instruments of financial delegations at all
universities reflect this decentralised organisational structure and each aligns closely with its
current organisational chart.

Figure 2C shows the number of delegated roles reduces as the dollar range increases,
consistent with a decentralised organisational structure, providing low level authority to a
large number of roles or employees.
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Figure 2C
Financial delegations

$range uQ QUT GU usQ JCU CQuU usc
Limited to budget — 1 5 — 3 1 1
allocations
1M+ 10 10 5 2 9 — —
750 000 -999 999 10 10 5 2 9 4 —
500 000 -749 999 10 13 5 2 15 4 —
250 000 - 499 999 10 13 6 4 15 5 2
100 000 - 249 999 26 14 8 7 32 11 4
50 000 - 99 999 31 14 12* 7 38 11 8
5000 - 49 999 37 14 12* 15* 56 11 54
<4999 40 14 12* 15* 58* 12 59

Notes: the table is stratified by employee roles, grouped at the role levels reflected in the delegation policy and/or instrument of
delegation and does not represent individual employees.

* One delegation band comprises a separate listing of specific 'other approved officers'.
Source: Queensland Audit Office

USC has articulated its university's risk appetite in its Enterprise Risk Management and
Resilience - Governing Policy in which it has adopted a low risk profile. The low risk profile is
demonstrated in Figure 2C where USC delegates authority for relatively low dollar value
transactions to a wide range of staff; however, transactions of high dollar value and
perceived higher risk are confined to one senior officer.

While the other universities have not formally articulated their risk appetites, the structure of
their financial delegations is consistent with a lower risk appetite, where the number of roles
with financial delegation significantly reduces as the value and perceived risk of the
transaction increases. Figure 2C shows that, at the $250 000 range, most universities
consider it necessary to restrict significantly the number of financial delegates, which is an
indicator of each university's risk tolerance.

Figure 2D shows the financial delegation levels for key executive officers which exist at all
universities. It shows the financial delegation limits are varied for each university to reflect
the university's delegation portfolio.
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Figure 2D
Financial delegations—key executives
Position uQ QUT GU usQ JCU CQU usc
Vice-Chancellor $25m Within Unlimited $5m Unlimited  Unlimited  Unlimited
approved  within within within within
budget approved approved approved approved
limits budget budget budget budget
limits limits limits limits
Deputy Vice $5m $2m Unlimited $250k $1m $750k $100k
Chancellor within
approved
budget
limits
Chief Financial $200k $1m Unlimited $100k Unlimited $750k $300k
Officer within upon
(equivalent) approved prior
budget approval
limits from
Council

Source: Queensland Audit Office

Exercise authority and monitor and review

All transactions we tested either contained or were supported by sufficient evidence of
appropriate approval by the appropriate financial delegate.

Better practice requires formal training to be provided on appointment of a delegated role,
supported by regular refresher training. All universities provide an induction to their financial
delegates when they commence with the university, to help them understand their
responsibilities before exercising their financial delegations.

From our testing across all universities, most officers understood their roles and
responsibilities expected of them. GU, CQU and USC provide scheduled refresher training
for financial delegates and QUT provides an online training calendar for its financial
delegates.

At UQ, there is currently no formal refresher training provided to financial delegates covering
the responsibilities and expectations of those with a financial delegation; however, a training
and development framework is being developed to formalise the training process.

For purchase orders over $5 000, QUT, UQ, GU, USQ and USC use an electronic
purchasing system. Benefits achieved through workflow automation include:

e increased consistency, efficiency, productivity

e reduced processing cycle times and errors.

These systems have inbuilt workflow controls in place, forcing compliance with the
instrument of delegations. This is a very cost effective procurement control, considered
better practice.

JCU and CQU use manual purchase order and approval processes. A manual process is
typically more costly, due to the effort involved to ensure compliance with policies and
procedures.
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2.5.3 Procurement

Context

In 2013, universities collectively spent $1.38 billion on purchasing goods and services
(representing 34 per cent of universities' total expenses) and $755.4 million on capital
projects. The range of goods and services procured by universities can be wide ranging or
specialist in nature, based on the courses offered and the research conducted.

The practices to acquire goods and services affects the universities' ability to deliver quality
tertiary educational services that are efficient, effective and economical. This is relevant,
considering the 2013-14 federal government budget identified that efficiency dividends of
two per cent for 2014 and 1.25 per cent for 2015 will be required from the university sector.

Each year, we routinely test procurement transactional controls. As part of our approach to
auditing controls, we also periodically examine individual elements of the procurement
process in detalil.

This year, we examined in detail the supplier engagement phase of the procurement process
leading up to the procurement decision. This phase involves four steps:

e developing requirements

e  going to market

e evaluation and selection

e awarding the contract.

We assessed these steps for compliance with the prescribed requirements, but also for
efficiency and effectiveness.

The emphasis was on the procurement practices for non-capital purchases for the period

1 January 2013 to 30 June 2013. We covered procurement practices for capital purchases in
our review of strategic asset management practices of universities which we reported in
Education sector financial statements for 2011 (Report No 3 : 2012).

State Procurement Policy

The Department of Housing and Public Works developed the Queensland Procurement
Policy (QPP) with which all state public sector agencies must comply from 1 July 2013.

This policy replaces the previous State Procurement Policy (SPP), last updated in 2010,
which detailed compliance requirements for public sector entities to satisfy three equal
objectives:

e to advance the priorities of the government

e to achieve value for money

e to ensure probity and accountability for outcomes.

As the new QPP became effective during the financial year, our audit focused on compliance
with the old SPP and on transactions processed during the first six months of the year.

Conclusions

Each university has appropriate procurement policies and procedures to help their
procurement staff comply with requirements. Each university's policies and procedures are
consistent with the requirements of the previous SPP.

In practice, however, we identified instances at most universities where procurement
processes and decisions were not clearly documented, including:

e establishing procurement requirements supported by significant procurement plans
e engaging the market

e evaluating and selecting suppliers.

Where university policies and procedures are not followed, the risk of non-compliance with
prescribed requirements increases.
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We also identified opportunities for improvement across the sector for:

e increasing the use of corporate credit cards for low risk and low dollar value
transactions

e increasing the use of effective preferred supplier arrangements for significant purchases

e  publishing forward procurement plans and details for all awarded contracts and standing
offer arrangements on the Procurement Centre of Excellence (PCO) website formerly
Queensland Government Chief Procurement Office (QGCPO)

e  monitoring the performance of suppliers

e enhancing procurement policies and procedures to address specifically the risk of
vendor collusion by incorporating the guidance provided in the Australian Competition
and Consumer Commission (ACCC) guide titled Cartels — Deterrence and Detection.

Developing requirements

All universities had appropriate policies and procedures to help set procurement
requirements, consistent with the requirements of the SPP.

It is a requirement of the former SPP, and reflected in the current QPP, that significant

procurement plans are prepared for all significant purchases. These plans must:

e establish procurement objectives and specify how the procurement supports the
achievement of agency procurement objectives

e analyse internal demand for the procurement

e establish the status of the supply market and the likely effect of the procurement on the
market

e evaluate potential buying strategies and identify the preferred strategy

e specify measures to evaluate the implementation of the supply strategy.

QUT's procurement documents are maintained centrally and reviewed by a central
procurement team to comply with university policy and procedures before going to market.

With the exception of QUT, all universities had instances where significant procurement
plans were not prepared for purchases of high value or high business risk, which stated
clearly the functional and performance requirements of the goods or services to be procured.

As a result, procurement requirements were not clearly articulated within the procurement
documentation. This was more prevalent in specialist-type expenditure with limited suppliers
of the products/services.

Going to market

All universities have policies and procedures that outline preferred methods for procurement,
based on the nature and value of the purchase. These policies and procedures devolve
procurement responsibilities for low risk expenditure to the local level, allowing operational
staff to procure required goods in a timely manner.

As a standard practice, QUT, GU, and USQ performed an analysis of their actual
procurement patterns in determining the preferred procurement methods as outlined in their
policies. UQ and JCU recently analysed their procurement patterns as part of their reviews of
their procurement practices, which is well progressed.

Figures 2E, 2F and 2G show the procurement patterns of universities for the first six months
of 2013. This analysis shows that the vast majority of transactions (95.17 per cent) are within
the range up to $5 000 and, with the exception of JCU, the use of corporate credit cards for
these low dollar value transactions could be increased as they account for 46.44 per cent of
transactions within this range.
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Corporate credit cards offer a low cost alternative to traditional purchase orders and provide
increased accountability and security for transactions, compared to using direct invoices. Our
analysis of processing charges for Queensland Government departments, which we reported
in our Results of audit: Internal control systems (Report 6 : 2013-14), showed the processing
costs for purchase to pay transactions ($19.85 per transaction) were significantly higher than
processing corporate card transactions ($2.50 per transaction).

Figure 2E shows the use of direct invoices for transactions greater than $100 000 accounts
for 0.14 per cent of total transactions and 37.03 per cent of total dollar spend. Our analysis
indicates direct invoices have been used appropriately on recurrent expenditure, including
PAYG tax, superannuation contributions and payroll tax.

Figure 2E
Procurement method patterns—stratified

1M+ 0.03%

750k-1M

500k-750k

250k-500k

100k-250k

50k-100k
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Source: Queensland Audit Office

The use of preferred supplier arrangements could be enhanced. QUT, GU, JCU and USC
have developed policies and procedures, including developing preferred supplier lists, which
encourage the use of the Queensland Government standing offer arrangements.

A university can maximise its buying power and reduce its administrative costs by
implementing an effective preferred supplier process, including the development of a
concentrated preferred supplier register. We acknowledge the complexity and broad range of
procurement in the university sector may influence the feasibility of preferred suppliers for
some categories of significant procurement (such as specialist research procurements).

Figure 2F shows that procurement at universities is concentrated to a small proportion of
their total vendors, with the top 25 per cent of university vendors accounting for more than
95 per cent of universities' total spend. This indicates that universities may benefit from
implementing preferred supplier arrangements.
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Sector

Figure 2F
Vendor analysis by university
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All universities have policies and procedures to enable local suppliers to participate in the
procurement process. Only QUT and USC could provide documentary evidence
demonstrating their compliance with these policies and procedures.

Figure 2G shows the majority of suppliers used by universities operate in Queensland.

Figure 2G

Analysis of vendors by locality
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With the exception of QUT, we noted opportunities across universities to improve the
documenting of procurement decisions, including complying with university policy on
engaging the market and adopting the universities' preferred procurement methods.
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Failure to follow university policies and procedures increases the risk of non-compliance with
prescribed requirements and compromises value for money, probity and accountability.

Evaluation and selection

With the exception of QUT, we noted opportunities to improve documenting procurement

decisions, including:

e recording actions of the selected supplier and associated procurement that satisfy the
procurement requirements and objectives as specified in the significant procurement
plans

e defining the assessment criteria and their relationship to the procurement requirement

e documenting the procurement/tender assessments and rationale for procurement
decisions.

Failure to follow university policies and procedures increases the risk of non-compliance with
prescribed requirements, compromising value for money, probity and accountability.

Most universities have a decentralised procurement function. This devolves procurement
decision making to the operational level, but challenges compliance with requirements, such
as documentation, across the university.

GU, QUT, USQ, JCU and USC each have dedicated procurement officers or teams, who are
suitably experienced and skilled, involved in significant procurement activity. The other
universities have implemented various training programs for all procurement staff across the
university.

UQ and CQU have recently appointed a dedicated procurement officer to oversee
compliance with university procurement policies and procedures as part of their reviews of
their procurement practices.

All universities should address the risk of vendor collusion by incorporating the Australian
Competition and Consumer Commission (ACCC) guide titled Cartels — Deterrence and
Detection into their procurement policies and procedures.

Awarding the contract

The QPP and the former SPP require that a university has a process to capture and publish
regularly, on the Procurement Centre of Excellence (formerly the QGCPO) website, details
of all awarded contracts and standing offer arrangements greater than $500 000 (SPP used
a threshold of $10 000).

With the exception of USC, we noted opportunities to improve reporting of awarded contracts
on the Procurement Centre of Excellence website.

With the exception of GU and QUT, we noted opportunities to improve monitoring of supplier
performance. In particular, procurement contracts need to include supplier key performance
indicators and establish processes to monitor supplier performance effectively against the
predetermined criteria.

We noted GU has processes to produce regular supplier performance reports that are
reviewed by management; to hold regular meetings with key suppliers to discuss matters
including identified performance issues; to clarify any complex or technical procurement
requirements; and to identify opportunities to streamline the procurement process.

We assessed complaint management systems as satisfactory at all universities, providing
systems and processes so suppliers can lodge a complaint regarding a procurement
outcome.

We noted opportunities at USC to maintain a central register to monitor complaints, including
procurement complaints. All other universities have processes in place to be able to identify
procurement related complaints.
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2.5.4 Internal audit

An effective internal audit function assures the governing body that appropriate internal
controls exist and operate effectively; that risks are being managed; and that operations are
being run efficiently, economically and effectively.

We determined internal audit units across the sector operated effectively during 2013, having
considered their program focus, timing, quality of work and findings.

All universities have an internal audit unit but they vary in size and resourcing of the function.
GU, QUT, USQ and JCU operate a co-sourced arrangement with the private sector; UQ and
CQU perform most of the work with an in house team; and USC outsources the function. The
internal audit functions of QUT and JCU also incorporate a risk management responsibility
while some internal audit units perform specific investigations as requested. All universities
have staff with appropriate qualifications performing the work.

The total cost of internal audit across all universities in 2013 was $3.72 million
(2012: $3.66 million) which equates to 0.09 per cent (2012: 0.09 per cent) of total operating
expenditure across the sector.

Benchmarking of internal audit resourcing

The cost of internal audit compared to total operating expenditure is one measure of the
adequacy of internal audit resourcing. The optimal ratio varies, depending on size and scale
of operations. It will also vary with complexity and risk, which are not necessarily reflected in
total expenditure.

We compared the 2013 internal audit unit costs of each university against its 2013 total
expenditure. We developed benchmarks from our analysis of internal audit units across the
Queensland public sector, taking into consideration results from Global Audit Information
Network (GAIN) benchmarking. We also considered similar analysis conducted by the
Australian National Audit Office over Commonwealth agencies.

Our benchmarking model is calibrated so a university with higher total expenditure would
have a lower benchmark percentage. This reflects factors such as the economies of scale
that can be achieved in larger organisations, but which are not available to smaller agencies.
Our indicative benchmark starts therefore at 0.35 per cent of total expenditure for small
universities like USC and gradually scales down to 0.05 per cent for large universities like

uQ.

Figure 2H shows the level of internal audit resourcing at the seven universities compared to
our calibrated benchmarks for both 2013 and 2012. This analysis indicates most universities
have adequate resourcing (if at the lower end of the range) of internal audit in 2013.

The benchmarks are indicative and need to be considered in the context of each university
and its circumstances. Internal audit and audit committees should conduct their own external
benchmarking to assess the adequacy of their internal audit resourcing.
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Figure 2H
Level of internal audit resourcing against benchmarks
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With the exception of USQ, the internal audit costs as a proportion of total university
operating expenses are relatively consistent between 2012 and 2013. The movement
between the 2012 and 2013 benchmarks for USQ is due to a one-off investigation performed
in 2012 which was not repeated in 2013.

2.5.5 Audit committees

An effective audit committee promotes communication with internal and external audit;
oversees internal audit activity; and ensures the integrity of financial reporting. Without an
audit committee, there is no independent monitoring of remedies to internal audit issues.

All universities have audit committees operating that meet from three to seven times each
year and at other times as required. At UQ, the finance committee attends to all external
audit issues and the financial statements approval process.

Committee structure

Audit committees need the right balance of skills and industry experience so members
challenge management appropriately and provide impartial views. Audit committees should
have members who can ask probing questions of management and auditors and who can
add value to management so committee expectations are understood and actions requested
are carried out.
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Members need financial management and public sector governance experience, industry
knowledge and competency to oversee:

e design and operation of internal controls

¢ financial statements and financial management

e risk management strategies and plans

e information systems and data security

e  strategies to limit fraud and misappropriation

e compliance with legislation and key government policies.

Queensland Treasury and Trade guidelines suggest audit committees should have a
minimum of three members and a maximum of six members. The guidelines also state it is
desirable that two members are external to the agency to provide independent input from an
‘outside’ perspective.

All universities appointed an independent Chair to their respective committees. We assessed
committee members across the sector as suitably qualified and experienced; and found
committees operated effectively during 2013, given their involvement with the financial
statement process and the timely action being taken on internal and external audit issues.

Figure 21 shows the total number of audit committee members and extent of external
member representation. The number of members varies from four to seven, with all
universities having more than two external members on their audit committees.

Total number of audit committee mI:elgléreerszland extent of external membership
uQ QuUT GU UsQ Jcu CcQuU usc
Internal members 1 1 0 0 0 0 1
External members 5 4 5 5 7 4 4
Total members 6 5 5 5 7 4 5

Source Queensland Audit Office

2.6  Financial performance and position

2.6.1 Managing financial risks

The Financial and Performance Management Standard 2009 requires that universities
manage their strategic and operational risks, including financial risks, in accordance with
their risk management system. Their systems must mitigate the risk of unacceptable costs or
losses from their operations and manage risks that may affect their ability to continue to
provide services.

2.6.2 Operating results

Universities’ financial performance is measured primarily by their operating results—the
difference between money in and money out (revenue inflows and expenditure outflows).
They need to generate enough extra funds from their operations to meet all their future
financial obligations, including repaying any debt and funding asset replacement and
acquisitions.

Figure 2J shows the operating result for each university and their five-year average.

Total operating revenues increased by $217 million (4.9 per cent) across all universities. All
seven universities reported an operating surplus in 2013, but the operating surplus of five of
the seven universities declined, compared to 2012.
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CQU improved from a $26 million loss in 2012 to a surplus of $23 million and UQ's operating
surplus increased from $58 million in 2012 to $110 million in 2013.

The main reasons for the $49 million improvement in the CQU result were the advance
Australian Government funding of $33.9 million to merge CQU with CQIT and cost
containment strategies over past years. CQU also increased the number of Higher Education
Contribution Scheme (HECS) and Higher Education Loans Program (HELP) places by 613,
resulting in an increase of $9.7 million in federal funding.

Australian Government grants to UQ increased by $56.6 million, a five per cent increase in
funded student places. This was offset by a three per cent increase in employee expenses.
The right to use laboratory space in the Translational Research Institute at no cost during
2013 was valued at $95 million and was recognised as other income.

All other universities' operating surpluses fell, with QUT having the largest reduction from
$100.6 million in 2012 to $56.3 million in 2013. A small increase of 2.5 per cent in operating
income was offset by a 7.9 per cent increase in operating expenses; in particular, employee
expenses which increased by $28 million or seven per cent from 2012.

While QUT had the largest dollar decline in its operating result:
e JCU's operating result declined by 51 per cent

e USQ's operating result declined by 29 per cent

e  GU's operating result declined by 16 per cent

e USC's operating result declined by 19 per cent.

While all achieved increases in their operating revenues, mainly from financial assistance
grants and from their own fees and charges; they also increased their operating expenses,
especially employee expenses, from employing more staff and from salary increases.

Figure 2J
Operating results*

Entity 2010 2011 2012 2013 Five-year
average
$m $m $m $m $m
uQ 125.58 139.21 192.78 58.18 110.05 125.16
QUT 110.29 46.93 63.84 100.66 56.32 75.61
GU 94.40 109.81 90.03 87.04 73.44 90.94
usQ 18.01 14.59 14.52 38.09 27.22 22.48
JCU 23.50 27.28 43.96 37.24 18.41 30.08
CQuU 2.46 -4.93 -3.28 -26.08 23.09 -1.74
USsC 17.50 15.88 8.59 25.36 20.45 17.55
Total 391.74 348.77 410.44 320.49 328.98 360.08

* 2012 comparatives may be adjusted due to changes identified in current year statements.
Source: QAO
Operating income

In 2013, the universities generated total operating income of $4.67 billion, an increase of
$217 million (4.9 per cent) compared to 2012. Figure 2K shows the composition of total
operating income.
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Figure 2K
Operating income composition 2013
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Australian Government financial assistance

Australian government grants revenue for 2013 totalled $2.7 billion across all Queensland
public universities, which represents 58 per cent of total revenue. This is an increase of
$173 million (6.8 per cent) over 2012 and continues the recent trend of growth in this area.

The growth in government funding to the sector is due mainly to:

e anincrease in base funding of $67 million for domestic non-fee paying students,
reflecting load changes and indexation increases

e anincrease in Australian Government HELP payments of $136 million with increases in
student loan repayments

e anincrease in Department of Education funding of $4.7 million

e anincrease in the Australian Research Council (ARC) funding of $9.6 million.

These increases were offset with decreases of:
. $19 million in other Australian Government financial assistance
e  $20 million in other capital funding.

All universities reported increased revenue from this stream in 2013. Figure 2L shows the
breakdown of this financial assistance.
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Figure 2L
Australian Government funding 2013
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