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Key to sections of the Official Information Act 1982 under which information has been withheld. 

Certain information in this document has been withheld under one or more of the following sections of the 
Official Information Act, as applicable: 

 

[1] to prevent prejudice to the security or defence of New Zealand or the 
international relations of the government 6(a) 

[4] to prevent prejudice to the maintenance of the law, including the prevention, 
investigation, and detection of offences, and the right to a fair trial 6(c) 

[11] 
to damage seriously the economy of New Zealand by disclosing prematurely 
decisions to change or continue government economic or financial policies 
relating to the entering into of overseas trade agreements. 

6(e)(vi) 

[23] to protect the privacy of natural persons, including deceased people 9(2)(a) 

[25] to protect  the commercial position of the person who supplied the information 
or who is the subject of the information 9(2)(b)(ii) 

[26] 
to prevent prejudice to the supply of similar information, or information from the 
same source, and it is in the public interest that such information should 
continue to be supplied 

9(2)(ba)(i) 

[27] 

to protect information which is subject to an obligation of confidence or which 
any person has been or could be compelled to provide under the authority of 
any enactment, where the making available of the information - would be likely 
otherwise to damage the public interest 

9(2)(ba)(ii) 

29] to avoid prejudice to the substantial economic interests of New Zealand 9(2)(d) 

[31] to maintain the current constitutional conventions protecting collective and 
individual ministerial responsibility 9(2)(f)(ii) 

[33] to maintain the current constitutional conventions protecting the confidentiality 
of advice tendered by ministers and officials 9(2)(f)(iv) 

[34] to maintain the effective conduct of public affairs through the free and frank 
expression of opinions 9(2)(g)(i) 

[36] to maintain legal professional privilege 9(2)(h) 

[37] to enable the Crown to carry out commercial activities without disadvantages or 
prejudice 9(2)(i) 

[38] to enable the Crown to negotiate without disadvantage or prejudice 9(2)(j) 

[39] to prevent the disclosure of official information for improper gain or improper 
advantage 9(2)(k) 

[s18(c)(i)] that the making available of the information requested would be contrary to the 
provisions of a specified enactment  

[40] Not in scope   
 

Where information has been withheld, a numbered reference to the applicable section of the Official 
Information Act has been made, as listed above. For example, a [23] appearing where information has 
been withheld in a release document refers to section 9(2)(a). 

In preparing this Information Release, the Treasury has considered the public interest considerations in 
section 9(1) and section 18 of the Official Information Act. 
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Treasury Report:  Reprioritisation of funding within Vote Tertiary 
Education 

Date: 9 March 2016 Report No: T2016/371 

File Number: SH-4-6-4 

Action Sought 

 Action Sought Deadline 

Minister of Finance 

(Hon Bill English) 

Note that you have a bilateral 
meeting with the Minister for Tertiary 
Education, Skills and Employment 
on 14 March 2016 

Forward a copy of this report to the 
Minister for Tertiary Education, Skills 
and Employment 

Before Monday 14 March 
bilateral meeting with the 
Minister for Tertiary Education, 
Skills and Employment 

Contact for Telephone Discussion  

Name Position Telephone 1st Contact 

Hayden Fenwick Acting Manager, Labour 
Market and Welfare 

04 917 6969 021 656 422 

(mob) 

 

 

Actions for the Minister’s Office Staff (if required) 

Return the signed report to Treasury. 

Refer a copy of this report to the Minister of Tertiary Education, Skills and Employment. 
 
Note any 
feedback on 
the quality of 
the report 

 

 
Enclosure: No 

[34]
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Treasury Report: Reprioritisation of funding within Vote Tertiary 
Education 

Executive Summary 
 
You recently requested information on the reprioritisation of funding in Vote Tertiary 
Education in recent years. We met with officials from the Ministry of Education (MoE) on 
Monday 22 February to discuss this and other points relating to demand forecasts. 
 
There are two key related issues that this report will outline. First that underspends and the 
gap between forecasts and appropriations (‘headroom’) in Vote Tertiary Education have 
been used to offset Budget packages for the Vote in recent years, and is proposed to offset 
the Budget 2016 package. Secondly, that the reduction in demand for tertiary education is 
not reflected in the fiscal forecasts MoE provides to Treasury, which is indirectly used to 
support the reprioritisation of ‘headroom’.  
 
Treasury is concerned about both the use of ‘headroom’ and the possible funding risks 
created in out-years. The reallocation of ‘headroom’ is inconsistent with the treatment of 
other Votes and reduces transparency.   

Recommended Action 

We recommend that you: 
 
a note that the gap between forecasts and appropriations (‘headroom’) in Vote Tertiary 

Education has been used to offset Budget packages for the Vote in recent years; 
 

b note that the Minister of Tertiary Education, Skills and Employment has signalled an 
intention to reallocate ‘headroom’ to offset the Budget 2016 package for Vote Tertiary 
Education; 

 
c note that the Ministry of Education will submit a paper for Cabinet to consider on 11 

April 2016 which will propose the significant initiatives to be funded within Vote Tertiary 
Education; 

 
d note that reallocating ‘headroom’ is not fiscally neutral, but has an impact on the 

Crown’s operating balance, may create funding risks in out-years, and is inconsistent 
with the treatment of other Votes; 

 
e note that the assumption of fiscal neutrality does not take into account the central top 

down adjustment included in fiscal forecasts; 
 

f note that you have a bilateral meeting with the Minister for Tertiary Education, Skills 
and Employment on 14 March 2016 to discuss the proposed Vote Tertiary Education 
Budget package; 
 

g indicate whether you would like further information, or to discuss the contents of this 
report,  ahead of the meeting with the Minister for Tertiary Education, Skills and 
Employment on 14 March 2016; and 

 
Further information required / not required 
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h refer a copy of this report to the Minister for Tertiary Education, Skills and Employment 
 

Refer / not referred. 
 
 
 
 
 
Hayden Fenwick 
Acting Manager, Labour Market and Welfare 
 
 
 
 
 
 
Hon Bill English  
Minister of Finance 
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Treasury Report: Reprioritisation of funding within Vote Tertiary 
Education 

Purpose of Report 

1. You recently requested information on the reprioritisation of funding in Vote Tertiary 
Education in recent years.  We met with officials from the Ministry of Education (MoE) 
on Monday 22nd February to discuss this and other points relating to demand 
forecasts.  

 
2. The purpose of this report is both to outline the approach to reprioritisation in Vote 

Tertiary Education funding, and to identify Treasury’s concerns with this approach. 

Analysis 

The difference between tertiary education funding levels and demand 
3. An appropriation is a legal upper-limit on spending within a given scope.  It does not 

necessarily reflect the amount that is expected to be spent against an appropriation.  
For that purpose, departments are expected to produce their own forecasts of 
spending, both within the current year and across the forecast period.  These forecasts 
should then flow through to Treasury to calculate the Crown’s overall financial 
performance and position.  Any ‘funding’ (underspend) left within an appropriation, 
which was not required to deliver the agreed policies, is then automatically returned to 
the Crown at the end of the fiscal year.  This is standard practice across all Votes. The 
exception is where efficiencies or cost savings have been achieved, and Cabinet agree 
that this saving can be retained. 

      
4. Vote Tertiary Education contains a number of appropriations for the provision of tertiary 

education.  The funding for these appropriations1 is not directly demand-driven, but 
reflects the agreed number of funded places (equivalent full-time students or EFTS) for 
different areas and levels of study. These funded places are capped. 

 
5. MoE produces its own demand forecasts of Equivalent Full-Time Students (EFTS)2. 

These forecasts, along with data from TEC that monetises the demand, inform MoE of 
the expected tertiary sector spending against these caps.  MoE uses the term 
‘headroom’ to describe the expected gap between its internal demand forecasts and 
the appropriation levels in future years. In other words, ‘headroom’ refers to anticipated 
future underspends in out-years. Figure 1 below illustrates the relationship between the 
amount of appropriation, MoE’s internal forecasts, and ‘headroom’. 

 
 
 
 
 

 
 

                                                
1  There are a set of funds within each appropriation, each of which may have different spending 
 drivers. 
2  The TEC forecast the number of EFTS that can be funded within the capped SAC level 3+ 
 understanding of demand trends in these areas.  An approach to forecasting EFTS at levels 1 
 and 2 and Industry Training demand is currently being developed - these are difficult to predict 
 due to recent policy changes that make predictive modelling impossible at present. 
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Figure 1: Illustration of ‘headroom’ 

   

 
 
6. The appropriation Tertiary Education: Student Achievement Component (SAC funding) 

contributes to ‘headroom’ within Vote Tertiary Education.  
 
7.  In addition to the ‘headroom’ referred to above there are also expected underspends in 

the current year that have been reprioritised within the Vote. The two appropriations 
that have contributed to this are Tertiary Education: Student Achievement Component 
and Training for Designated Groups. 

 
Reprioritisation of funding in recent Budgets  
8. Forecast ‘headroom’ and expected underspends in the current year have been used to 

offset Vote Tertiary Education Budget packages in Budgets 2014 and 2015. 
 
Budget 2014 

9. In Budget 2014, $2.5 million of underspends in 2014/15, and $5 million per annum 
thereafter of headroom, was reprioritised from the SAC appropriation to offset the Vote 
Tertiary Education package [CAB Min (14) 13/8(32) refers]. 
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Table 1: Budget 2014 Tertiary package 

 
 $m – increase/(decrease) 

 2014/15  2015/16  2016/17  2017/18 & 
Out-years 

Vote Tertiary 
Education – new 
initiatives (gross)3 

20.056 43.906 45.916 48.007 

Reprioritised SAC 
funding (2.500) (5.000) (5.000) (5.000) 

Net 17.556 38.986 40.916 43.007 
 
 

Budget 2015 

10. In Budget 2015, Cabinet agreed to offset the Vote Tertiary Education package with a 
$15 million underspend in the SAC appropriation, and a $14.3 million underspend in 
the Training for Designated Groups appropriation, both in the 2014/15 financial year.  
In addition, the SAC appropriation was decreased by $10 million in 2016/17, and $20 
million thereafter, to offset the Budget 2015 Tertiary package [CAB Min (15) 12/2(30) 
refers].  

 
11. This reprioritisation of ‘headroom’ in future years did not reflect the total gap between 

MoE’s forecasts and the appropriations, as MoE recommended that some buffer be 
retained in case of an unexpected increase in demand.  

 
Table 2: Budget 2015 Tertiary package 

 
 $m – increase/(decrease) 

 2014/15  2015/16  2016/17  2017/18  2018/19 & 
Out-years 

Vote Tertiary 
Education – 
new 
initiatives 
(gross) 

- 14.936 29.011 28.469 30.139 

Reprioritised 
SAC and 
Training for 
Designated 
Groups 
funding 

(29.346) - (10.000) (20.000) (20.000) 

Net (29.346) 14.936 19.011 8.469 10.139 

                                                
3  Excludes $16m funding for initiative Extension of New Zealand Apprenticeships Re-boot 
 because it was an expense transfer from 2013/14 to 2014/15.  
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Proposed reprioritisation of SAC funding in Budget 2016 
12. The Minister for Tertiary Education, Skills and Employment has identified a number of 

tertiary education initiatives that he is seeking to fund from the SAC ‘headroom’ and 
other Vote Tertiary Education reprioritisations in Budget 2016.  This was outlined in a 
Ministerial letter to you on 27 January 2016.  Treasury has advised MoE to submit 
these initiatives in a separate Cabinet paper rather than in the Vote Tertiary Education 
significant initiatives paper to increase the level of transparency over the proposed use 
of ‘headroom’.  MoE intends to share the draft paper with Treasury over the next two 
weeks, which will include additional details on the initiatives and how they will be 
funded. 

 
MoE’s perspective on the use of ‘headroom’ within Vote Tertiary Education 
13. MoE views the use of headroom as necessary to ensure a sustainable tertiary 

education system that can deliver quality tertiary education for all New Zealanders, in 
effect, using the money to compensate for not seeking funding for price increases.  

 
14. The tertiary funding system is capped so MoE needs to consider price/volume trade-

offs in EFTS to manage within fixed nominal baselines.  For example, if demand for 
tertiary education increases, the demand could be met by either purchasing lower 
value EFTS, or trading off price for a higher volume of EFTS.  During the Global 
Financial Crisis, demand for tertiary education rose, in particular for lower priced 
provision. The policy pursued by the Government was to fund extra places by using 
savings from reduced student support expenditure and allowing growth in unfunded 
student places. At that time, some demand simply went unmet. In a period of falling 
demand, a complementary policy was pursued to fund price increases in EFTS with 
headroom in Budget 2015, with Cabinet agreement, and is also contemplated for 
Budget 2016.   

 
15. MoE is concerned that a reduction in funding for Vote Tertiary Education initiatives 

resulting from decreases in demand in the short to medium term do not take into 
account the long-term picture.  For example, the Government would be exposed to 
risks of unanticipated economic shocks that would increase unemployment.  This 
would likely result in higher demand for tertiary education and additional funding would 
be required. 

Risks 

16. While Treasury acknowledges MoE’s concerns regarding a sustainable tertiary 
education system, re-appropriating ‘headroom’, whether in the current year or out-
years, is not the best way to achieve this. Treasury has a number of concerns 
regarding this approach, some of which were raised in advice provided in Budget 2015 
[T2015/124 refers].  

 
17. First, allowing MoE to use the ‘headroom’ to offset their Budget package is inconsistent 

with the treatment of other Votes.  As outlined earlier, it is common practice for 
appropriations to have underspends remaining at the end of the fiscal year.  However, 
these amounts are generally returned to the Crown (unless the department can 

                                                
[34]

[34]
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demonstrate that delays have occurred or efficiencies have been made). If further 
funding is required, the administering department is required to submit an initiative as 
part of the annual Budget process, which will then be weighed up against other 
proposed initiatives.  Applying a unique process to Vote Tertiary Education may 
prevent this cross-sector prioritisation taking place. 

 
18. There is also a risk regarding future funding that arises from reallocating out-year 

‘headroom’ on the basis of lower demand forecasts. If this lower demand does not 
eventuate, then MoE may need to seek additional funding in out years to meet actual 
demand pressures. This risk is limited to some degree by not reprioritising the entire 
‘headroom’, but some risk still remains. 

 
19. Secondly, MoE has assumed that reprioritising the ‘headroom’, as calculated in their 

internal forecasts will not affect the Crown’s operating balance. However, this ignores 
the fact that Treasury applies a central top-down adjustment across the total forecast 
spending to reflect an over-forecasting bias by departments. This implicitly accounts for 
the ‘headroom’ that MoE proposes to use, meaning that if the headroom is reallocated 
this could have a flow on impact to the operating balance. 

 
20. Treasury requires departments to provide fiscal forecasts based on the most likely 

profile of spending over the forecast period. This allows Treasury to provide the best 
possible central forecast of government spending. 

 
21. Treasury will work with MoE to better understand their forecasts and will advise that it 

would be preferable for the forecasts they provide to Treasury to include their forecast 
of demand, rather than total appropriations.  

 

Next Steps 

 
22. In March 2016, MoE will be confirming its latest forecasts for tertiary education 

demand in 2016-2020 following the release of the preliminary BEFU forecasts5, which 
will provide an update of the expected headroom in the Tertiary Education: Student 
Achievement Component appropriation. This will inform what initiatives the Minister 
for Tertiary Education, Skills and Employment will seek to fund with reallocated 
headroom. These initiatives will be outlined in a separate Cabinet paper in early April.  

  
23. You have a bilateral meeting with the Minister for Tertiary Education, Skills and 

Employment on 14 March.  You may want to raise the contents of this report with the 
Minister at that meeting. 

 
 
 

                                                
5  SAC Level 3 and above only. 
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