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Office of the Minister for Tertiary Education, Skills and Employment

Economic Growth and Infrastructure Committee

2016 Budget Package: Vote Tertiary Education

Proposal 

1 The paper  outlines  the  proposed  tertiary  education  package  for  Budget  2016  and  seeks
agreement to:

 Vote Tertiary Education initiatives in Budget 2016 that I propose to fund within baselines
using a combination of underspends, unallocated funding, and price/volume tradeoffs

 technical adjustments arising from a review of the Vote’s appropriations.

Executive summary 

2 The proposed tertiary education package for Budget 2016 focuses on ensuring the tertiary
education system efficiently and effectively helps New Zealanders develop the skills they need
to thrive in a successful and innovative New Zealand economy out to 2025 and beyond. 

3 The  Business  Growth  Agenda  (BGA)  has  set  strategic  goals  to  increase  economic
productivity, move New Zealand’s economy from producing volume to value and to grow more
innovative internationally-competitive businesses through the development of relevant skills
and the knowledge essential for innovation. 

4 ‘Innovation Nation’ is a set of science and innovation, and tertiary education initiatives focused
on supporting the goals of the BGA and achieving a more diversified high-wage economy. It
includes science and innovation initiatives that will create a highly dynamic science system
that  helps  diversify  the  New  Zealand  economy  and  develop  higher  value  products  and
services for New Zealand exporters. It also includes regional development initiatives that will
ensure investment and growth around the country. And alongside these, the tertiary education
package for Budget 2016 invests in research-led institutions and an outward-facing tertiary
system to support  science and research to solve our future challenges,  build international
linkages and to support the growth in knowledge-intensive industries. 

5 The investment in tertiary education through Budget 2016  will do this by:

 increasing tuition subsidies  to help  improve quality of  provision in  research-intensive
fields of study: science, agriculture, medicine, veterinary science

 establishes Centres of  Asia-Pacific  Excellence to develop language skills,  knowledge
and networks to create stronger connections with our trading partners
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 continuing to support  the Engineering Education to Employment programme, through
which engineering education providers and employers support the increasing numbers of
engineering graduates to transition from education to employment.

6 The tertiary education package for Budget 2016 also progresses our BGA themes of Skilled
and Safe Workplaces and Export Markets, and our Better Public Service (BPS) target of 60%
of 25-34-year-olds having a qualification at Level 4 or above by 2018.

7 Literacy and numeracy skills  are  crucial  for  building a  competitive,  skilled  and productive
workforce. The Budget package implements our manifesto commitment to make all foundation
education fees-free, and increases our investment in English for refugees, and in workplace
literacy and numeracy. 

8 Employer involvement in tertiary education and training helps ensure the system delivers the
skills industry needs. As well as increasing funding for workplace literacy and numeracy, the
package responds to increasing demand for New Zealand Apprentices, and funds growth in
Māori and Pasifika Trades Training.

9 The package ensures our tertiary education system continues to be sustainable and high
quality by increasing tuition subsidies for sub-degree provision and setting a maximum tuition
fee increase of  2% for  each of  the  next  two years,  reflecting  the historically-low inflation
environment in New Zealand.

10 It also provides further funding for international education promotions to build on the recent
growth in the value of international education and the number of international students.

11 This  paper  seeks  Cabinet’s  agreement  to  initiatives  that  I  propose  to  fund  from  existing
expenditure. The initiatives for which I am seeking new funding from the BGA allocation are
included in the Treasury’s “significant Budget initiatives” Cabinet paper.  

12 To fund initiatives from existing expenditure where possible, I propose to:

 manage  most  of  the  cost  of  increases  in  tuition  subsidies  by  using  the  difference
between baseline funding for tuition subsidies and the funding needed to meet forecast
demand  from  2019  ($80m  over  four  years),  surplus  grant  funding  from  2015/16
($57.2m), and the Tertiary Education Commission’s (TEC) ability to manage fluctuations
in demand on its balance sheet

 use price/volume trade-offs to extend fees-free foundation education to all learners, and
to meet increasing demand for workplace literacy and numeracy from 2017

 have the TEC use its balance sheet to manage the proposed one-off increase in the
workplace literacy fund of $2m, and the proposed ongoing increase in funding of $0.65m
a year for the Refugee English Fund

 fund the $1.6m cost of implementing and evaluating the E2E programme from recovered
and unallocated tuition funding from 2015/16 



13 I am also seeking Cabinet’s agreement in this paper to the following policy proposals that also
form part of the Vote Tertiary Education budget package:

 a competitive allocation process for some certificate-level vocational education

 adjustments arising from a review of the Vote’s appropriations.
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Overview of the Vote Tertiary Education Budget Package

14 The proposed Vote  Tertiary  Education  package for  Budget  2016 includes initiatives  worth
$265m over four years. I am proposing to fund these through $141m of existing expenditure
and $124m of new funding from the BGA allocation. 

Funded through the BGA allocation in whole or in part

Initiative Description Four-year
cost

More New Zealand 
Apprentices

Funds growth in demand for New Zealand Apprenticeships 
following our successful re-boot of the system in 2014. This is 
a cost-effective way to progress our BPS target for Level 4 
qualifications.

$14.4m

International 
Connections for New 
Zealanders

Establishes Centres of Asia Pacific Excellence, 
$43.5m

$35.0m

Annual Maximum Fee 
Movement

Sets an upper limit of 2 percent on providers’ tuition fee 
increases in 2017 and 2018.

$10.7m

Targeted increases to 
tuition subsidies

Increases tuition subsidy rates to address disparities between 
relative delivery costs and funding rates in key fields of study, 
and to support the sustainability of sub-degree provision.

$20.0m (new
funding)

$103.0m 
(existing 
funding)

Funded from existing funding

Fees-free foundation 
education

Implements our manifesto commitment of fees-free foundation 
education at Level 1 and 2 for all learners.

$14.6m

Increased demand for 
workplace literary and 
numeracy

Meets increased demand for workplace literary and numeracy 
provision.

$2.0m in 
2016/17; a 
price/volum
e trade-off 
from 2017

International education 
promotions

Supports ongoing promotion of  New Zealand’s international 
education 

$8.0m

Increasing Māori and 
Pasifika Trades 
Training

Draws down funding set aside in contingency for future growth 
in Māori and Pasifika Trades Training

$9.6m

Refugee English Fund Maintains the size of the Refugee English Fund. $2.3m

Engineering Education 
to Employment (E2E)

Implementation and evaluation of the E2E programme. $1.6m

15 The Vote Tertiary Education Budget package also includes technical changes to:

 transfer  funding to Vote Education for  outstanding National  Certificate of  Educational
Achievement fees for Youth Guarantee students, and to extend the Teach First NZ Pilot
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Background

16 Our tertiary education system is focused on improving the outcomes for learners, employers,
and the broader community to ensure that we are developing people with the skills they need
to  thrive  in  a  successful  and  innovative  New  Zealand  economy  into  the  future.  It  also
contributes to excellent high-impact research that helps develop and diversify New Zealand’s
industries.

17 We want the New Zealand population (particularly our at-risk learners) to gain the necessary
skills for productive employment.  To lift innovation, increase productivity and keep pace with
other  advancing  economies  we  also  need  conditions  that  nurture  innovative  and
internationally-competitive  companies. Getting  these  things  right  will  mean  that  we  can
continue to drive New Zealand’s economic growth.

18 The system continues to perform well:

 The proportion of adults with a bachelors or higher qualification continues to increase.

 The participation rate of Māori and Pasifika aged 18 to 24 years in bachelors and higher
qualifications continues to increase.

 Apprentice  numbers  and  completion  rates  are  both  up,  following  the  major  industry
training reforms of 2012/13. 

 The proportion of young people not in education, employment or training continued to fall
in 2015.

 International student enrolments, and the consequent value of export education to the
economy, increased for the third year in a row.

19 Recent  initiatives  will  build  on these gains,  such as  the expansion of  Māori  and Pasifika
Trades Training, the launch of ICT Graduate Schools, activities to increase the number of
engineering graduates, and increased flexibility for successful tertiary organisations to grow
their student numbers.

20 These  gains  in  performance  have  been  made  while  maintaining  control  over  the
Government’s  tertiary education spending in  a tight  fiscal  environment.  We have reduced
spending in low-value areas and improved the way the system targets need. This has created
savings which have been reinvested in higher value tertiary expenditure and in policies that
improve the performance of the system. 

21 The tertiary education portfolio has also returned operating savings to the centre of over $1
billion over Budgets 2009 to 2013. However, there is limited room to draw further savings from
student support without adversely affecting access to tertiary education.

Managing cost pressures in tertiary education

22 Over the last three years, cost pressures in the tertiary education portfolio have been driven
by  increases  in  providers’  costs,  rather  than  by  increasing  demand.  Overall  demand  for
provider-based tertiary education is expected to reduce over the next few years. This is due to
decreasing unemployment, and an ongoing decline in the number of 18-25-year-olds in our
population. However, it is unclear how the recent trend of unusually high net migration will
affect demand.

23 Unlike  other  sectors,  tertiary  providers  have  not  received  an  across-the-board  funding
increase since 2011. Targeted increases since then have focused on degree-level and above.
The  sector  has  absorbed  cost  pressures  and  improved  efficiency;  however,  its  ability  to
continue to do this is constrained.

24 Where possible,  I  propose to manage cost  pressures within existing baselines.  In Budget
2016, I intend to use the difference between baseline funding and the funding needed to meet
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forecast  demand from 2019,  to  offset  most  of  the cost  in  outyears of  the significant  cost
pressure in the Vote – increases in tuition subsidies. 

25 Declining demand for provider-based tertiary education means there is scope to meet our
manifesto commitment of fees-free education at Levels 1 and 2 for all learners within existing
baselines. I also intend to manage increased demand for workplace literacy partly through a
price volume trade-off.

Extending use of the TEC’s balance-sheet

26 In September 2015, to overcome timing issues that have prevented funding from following
demand  in  three  major  tertiary  education  funds1,  Cabinet  agreed  that  tertiary  education
organisations would be funded for delivery up to 102% of their approved funding allocations.
Cabinet noted that in future, TEC would use its balance sheet to manage risks in the timing of
expenditure related to this flexibility [SOC-15-MIN-0015 refers]. 

27 This mechanism will allow the TEC to manage cost pressures from 2017, including the impact
of the proposed tuition subsidy rate increases. To enable this, and allow the TEC to manage
its risk in relation to the 102% policy, I propose that the TEC retain $57.2m of surplus grant
funding from 2015/16 on its balance sheet. 

28 I also propose that the TEC use its balance sheet to manage some very small, or one-off cost
pressures from time to time. I am confident that the TEC will be able to find small amounts of
funding within the newly established $2.5 billion Tertiary Tuition and Training Multi-Category
Appropriation (MCA) in any given year. This funding can be used more flexibly to manage
demand pressures.

29 For Budget 2016, I propose that the TEC manage two small pressures within the Community
Education category of the Tertiary Tuition and Training MCA: a one-off $2m increase in the
workplace  literacy  and  numeracy  fund,  and  ongoing  funding  of  $0.65m per  year  for  the
Refugee English Fund. 

30 I intend to seek agreement from Cabinet before Budget day over the appropriate balance
between flexibility and oversight for future transfers of funding between funds and categories
in the Tertiary Teaching and Training MCA. These decisions will not affect the financial position
of the Crown on Budget day, but will set a framework for ongoing adjustments to allow funding
to better follow demand in the tertiary education system. 

Vote Tertiary Education Budget Package

31 The proposed tertiary education package for Budget 2016 includes:

 initiatives to be funded from the BGA allocation

 initiatives  funded  from existing  funding  using  underspends,  unallocated  funding,  and
price/volume tradeoffs

 technical  adjustments  that  improve  the  management  and  flexibility  of  Vote  Tertiary
Education.

1 The Student Achievement Component Level 3 and above, the Industry Training Fund (for New Zealand 
Apprenticeships) and Youth Guarantee.
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Initiatives funded through the BGA allocation

32 The Tertiary  Education  Strategy is  driving  a  shift  towards  a  more outward  facing  tertiary
education system, with strong links to industry, the community, and the global economy [CAB
Min  (14)  7/1  refers].  The  tertiary  sector  also  supports  business  and  innovation  through
development of relevant skills and research.

33 I am seeking to fund three initiatives from the BGA allocation that contribute to the ‘Innovation
Nation’ Budget package (discussed in an accompanying paper): International connections for
New  Zealanders,

 and  Targeted tuition subsidy increases for key fields of tertiary education.
These initiatives will ensure we develop a skills base which supports growth in knowledge-
intensive industries and in science that can solve our future challenges. They also seek to
strengthen the ability of New Zealand businesses to operate on the international stage. 

34 I  am  also  seeking  funding  from  the  BGA  allocation  for  additional  New  Zealand
Apprenticeships, and to improve the sustainability and quality of tertiary education provision.

International Connections for New Zealanders

35 We  want  a  tertiary  education  system  that  fosters  international  relationships  and  the
international capabilities of New Zealanders, to contribute to the international competitiveness
crucial for an export-led economy.

36 The  International  connections  for  New  Zealanders package  establishes  Centres  of  Asia-
Pacific  Excellence  across  tertiary  institutions  to  develop  language  skills,  knowledge  and
networks  that  will  increase understanding and enhance relationships  with  the Asia-Pacific
region. 

Targeted tuition subsidy increases for key fields of tertiary education

39 In recent Budgets, we have addressed disparities between tuition subsidy rates and delivery
costs. In this Budget, I am proposing targeted increases in tuition subsidy rates for science
and agriculture at degree level and above, and for medicine and veterinary science. This will
bring government funding into closer alignment with relative costs of delivery. These increases
will  help improve quality of provision in these research-intensive fields of  study crucial  for
supporting the continued competitiveness of New Zealand’s universities.

More New Zealand Apprentices

40 Industry training gives employees skills in the workplace that are highly relevant to employer
needs. A strengthening labour market, refreshed industry training system and improvements in
school retention and achievement are resulting in greater demand for apprenticeships.
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41 I am proposing to fund the projected growth in New Zealand Apprenticeships to enable more
New Zealanders to obtain the specialised skills and qualifications needed for a career in a
wide range of industries. This investment is also a cost effective way of contributing to our
BPS target to increase the proportion of 25-34 year-olds with a Level 4 or higher qualification.

Improving the sustainability and quality of tertiary education provision

42 I am proposing to fund two initiatives in Budget 2016 that will ensure our tertiary education
system maintains its high quality:

 An annual  maximum  tuition  fee  increase  of  2% for  the  next  two  years  will  support
providers to maintain and improve the sustainability and quality of  course delivery, It
balances providers’ need for flexibility to meet costs and affordability for students, while
reflecting the historically-low inflation environment in New Zealand

 A 2% increase to tuition subsidy rates for sub-degree provision will  help improve the
quality and sustainability of sub-degree tertiary education delivery, which has not had a
subsidy increase since 2011. This strengthens the pathway for learners to obtain level 4
qualifications and contributes to our BPS goals.

43 Confirmation  of  the  above initiatives,  for  which  I  am seeking  new funding from the  BGA
allocation, will be sought through the Treasury’s “significant Budget initiatives” Cabinet paper.  

Budget initiatives met through baselines

Fees-free foundation education at Level 1 and 2 for all learners 

44 We have a manifesto commitment to make all tertiary foundation education at Level 1 and 2
fees-free by 2017. Level 1 and 2 provision is currently fees-free for under 25-year-olds. In
2015, 3,350 EFTS out of around 20,000 EFTS available at Level 1 and 2 were not fees-free. 

45 I propose making all Level 1 and 2 tertiary provision fees-free to all learners from 2017. This
will cost $4.16m a year. 

46 Declining demand for provider-based tertiary education means this proposal can be funded
from within existing baselines, using unallocated funding and a small price/volume trade-off.
Around 200 fewer EFTS would be funded, but this will not affect learner access since demand
is falling as achievement levels in the education system rise and as we continue to refocus
lower level tertiary education on critical foundation skills development.

47 The TEC funds most fees-free provision at Levels 1 and 2 through a competitive process at
tendered  rates.  It  allocated  some  funding  through  providers’  investment  plans  to  ensure
provision meets different learners’ needs in each region. Officials will report back to me later in
the year on funding rates for Level 1 and 2 provision that is not competitively allocated.

Additional funding for Workplace Literacy and Numeracy 

48 Workplace Literacy and Numeracy increases the literacy and numeracy skills of employees
and contributes to workplace productivity. It is also a cost-effective way for the Government to
invest in literacy and numeracy skills. Employers contribute, on average, about 41 cents for
every dollar the Government invests.

49 Demand  in  the  employer-led  strand  of  the  Workplace  Literacy  and  Numeracy  Fund  has
increased.2 In  2015,  953  employees  participated  in  employer-led  workplace  literacy  and
numeracy. Demand is expected to exceed the baseline by $2m to $3m in the second half of

2 Contracts under the employer-led strand are negotiated with the employer, or with a provider as the 
employer’s representative. Under the provider-led strand, funding is allocated annually in a non-contestable 
round.
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2016. Employer engagement is also generally greater in employer-led workplace literacy and
numeracy provision.

50 I propose, therefore, to fund approximately 600 more places in 2016, at a cost of $2.0m, to be
managed by the TEC from its balance sheet using surplus funding from within the Community
Education category of the Tertiary Tuition and Training MCA.

51 Historically, the funding rate for  workplace-based learning was set  relatively high to cover
providers’  additional  costs  and  in  light  of  a  two-year  limit  on  funding.  Providers  are  now
experienced in delivering literacy and numeracy training in workplaces. They are therefore
able to realise efficiencies and cost reductions.

52 I  will  therefore  reduce  the  maximum funding  rate  for  provider-led  workplace  literacy  and
numeracy provision from $92.50 to $75 per learner hour so it is closer to that of other literacy
and numeracy tuition. This price/volume trade-off will free-up about $3m a year, which can
fund training for about 900 additional employees. 

53 There is a risk that some providers could stop offering workplace literacy and numeracy if the
maximum rate  is  reduced.  However, the  funding rate  would  still  be  higher  than for  other
literacy and numeracy provision.

Refugee English 

54 The Refugee English Fund provides fees-free study for refugees in English for Speakers of
Other Languages courses at Level 3 and above. This gives them the English skills to progress
to higher-level tertiary study and gain employment.

55 In 2014, Cabinet increased the Refugee English Fund from $1.6m to $2.25m in 2015 and
2016, to fund additional fees-free places and pastoral care funding for refugees.

56 If this funding increase is not continued beyond 2016, there will be unmet need for places in
some resettlement regions. Therefore, I propose to increase the Refugee English Fund by
$0.65m from 2017  to  keep  the  fund  at  its  current  level.  I  propose  that  the  increase  be
managed by the TEC from its balance sheet using surplus funding from within the Community
Education category of the Tertiary Tuition and Training MCA.
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3 This test considers such things as property ownership, income earned in New Zealand and paying New 
Zealand taxes.
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Drawing down contingency funding for Māori and Pasifika Trades Training 

69 Māori and Pasifika Trades Training (MPTT) supports Māori and Pasifika to train and work in
high priority trades. Early outcomes data suggest that it raises completion rates for Māori and
Pasifika trade students. MPTT is expected to grow from about 2,500 participants in 2016 to
approximately 3,400 in 2017. Our target is 5,000 learners by 2019.

70 Cabinet established a contingency in Budget 2015 of $1.2m in 2015/16 and $2.4m per annum
in 2016/17 and outyears to fund MPTT places [CAB Min (15) 12/2 (30) refers]. I am proposing
to draw down this contingency to fund the expected growth in learners.

71 MPTT has four components which are funded from several  appropriations.  I  propose that
Cabinet draw down the contingency to the Access to Tertiary Education appropriation, and
authorise  the  Minister  of  Finance  and  myself  to  undertake  any  fiscally  neutral  transfers
between MPTT components and financial years that are required to fund MPTT’s growth.

Engineering E2E

72 Budget 2015 provided $11.4m to fund initiatives under the Engineering E2E programme to
support  the  increase  in  the  number  of  engineering graduates.  No  additional  funding  was
provided for administration of these initiatives and evaluations at the end of the projects.

73 I am therefore seeking $0.4m a year for four years for the operating costs of the Engineering
E2E project, to be funded from recovered and unallocated tuition funding from 2015/16. 

74 This funding will be used to implement the wider Engineering E2E project (including the public
awareness campaign,  Workforce Challenge Grants and Secondary-Tertiary Pathways) and
related work to increase enrolments and completions in engineering (such as the E2E website
and newsletter). The funding will also be used for evaluations.

Improving value for money and outcomes at qualification Levels 3 and 4

75 In 2012, Cabinet agreed to allocate approximately one-third of Level 1 and 2 funding (up to
$40m) through a competitive process for the 2013-2014 Investment Plan period, progressing
to 100 percent competitive allocation over two to three Investment Plan periods.

76 The competitive  allocation  approach  has  allowed the  TEC to  identify  and  purchase  SAC
delivery at Levels 1 and 2 that represents the best value for money possible, determined by
both price and quality.  

77 I propose introducing a competitive allocation process for some delivery at qualification Levels
3 and 4 (certificate-level vocational education). This will allow tertiary education providers to
tender for delivery in targeted fields of study initially. It could be extended to other fields of
study in the future.

78 The aim of implementing this new allocation approach is to:

 promote greater competition across tertiary education providers and direct investment
towards higher quality delivery at qualification Levels 3 and 4

 drive  increased  tertiary  education  sector  responsiveness  to  industry  needs  at
qualification Levels 3 and 4

 improve outcomes for learners by strengthening pathways from qualification Levels 3
and 4 into higher-level education or employment 

 reveal the price of different qualifications to provide more certainty that funding rates
accurately reflect the costs of delivery at qualification Levels 3 and 4.

79 The introduction of a new competitive allocation process for targeted delivery at qualification
Levels 3 and 4 will also contribute to the Tertiary Education Strategy priority area 1 (delivering
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skills for industry), and to the Better Public Services result area 6 (60% of 25 to 34 year olds
have a qualification at level 4 or above by 2018).

80 The focus of  the proposed competitive allocation pilot  will  be agriculture,  horticulture  and
viticulture. Agriculture is an area of high national importance which accounts for 12% of New
Zealand’s Gross Domestic Product.  There is a clear opportunity to better align agriculture
delivery at qualification Levels 3 and 4 with the needs of our agricultural sector. There are
currently  nine  agriculture  and  forestry  occupations  on  the  government’s  immediate  skills
shortage list, supported by 15 specific Level 3 and 4 agriculture, horticulture and viticulture
qualifications.

81 I  propose that  the  TEC allocate  up to  $35m a year  of  SAC funding through  competitive
tendering at qualification Levels 3 and 4 (9.7% of 2015 SAC funding at these delivery levels).
This will enable the TEC to allocate all delivery of Level 3 and 4 qualifications in the fields of
agriculture, horticulture and viticulture via competitive tender.

82 The TEC will run the proposed competitive tender process this year, to fund delivery in 2017
and 2018. The TEC will also monitor the performance of the tendered provision and retain the
right to review or suspend funding to providers should minimum performance standards not be
met.

Changes to the Vote Tertiary Education appropriation structure

83 Following  a  recent  Review  of  Appropriations  by  the  Ministry  of  Education,  a  number  of
changes were made to the Vote Tertiary Education appropriation structure through the 2016
March Baseline Update. Two new multi-category appropriations (MCA) and a single category
appropriation have been established and existing appropriations have been transferred across
to be effective from 1 July 2016. (Refer Annex One for more detail).

84 I also propose making some further relatively minor technical adjustments in Budget 2016 that
were identified in the Appropriations Review. (These adjustments are outlined in Annex One).

Consultation

85 The following agencies were consulted on this paper and/or on proposals in this paper:

 the Ministry of Business, Innovation and Employment (Labour, Science & Enterprise)

 the Treasury

 the Tertiary Education Commission 

 the Ministry of Social Development (Operational Policy and Practice); 

 Education New Zealand

 the New Zealand Qualifications Authority 

 Inland Revenue

 The Ministry of Foreign Affairs and Trade (Economic Division).

86 The Department of the Prime Minister and Cabinet was informed of the paper.

Financial Implications 

87 The proposed Vote  Tertiary  Education  package for  Budget  2016 includes initiatives  worth
$265m over four years. I am proposing to fund these through $141m of existing expenditure
and $124m of funding from the BGA allocation. 
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Gender Implications

94 The proposals in this paper have no gender implications.

Disability Perspective

95 There are no disability issues arising from the proposals contained in this paper. 

Publicity 

96 A communications plan will be developed prior to Budget 2016 announcements.

Recommendations:

97 The Minister for Tertiary Education, Skills and Employment recommends that the Economic
Growth and Infrastructure Committee:

1 note that the Vote Tertiary Education Budget 2016 package is focussed on: 

1.1 ensuring the tertiary education system contributes to the shifts in skills we need to
achieve our vision for what a successful and innovative New Zealand economy
would look like into the future

1.2 contributing  to  our  Innovation  Nation  package  by  investing  in  research-led
institutions and an outward-facing tertiary system to support science and research
to  solve  our  future  challenges,  build  international  linkages  and  to  support  the
growth in knowledge-intensive industries
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1.3 progressing  our  Business  Growth  Agenda  (BGA)  themes  of  Skilled  and  Safe
Workplaces and Export Markets, and our Better Public Service (BPS) target of
60% of 25-34-year-olds having a qualification at Level 4 or above in 2018

2 note that,  in  addition  to  the  proposals  in  this  paper,  the  proposed  Vote  Tertiary
Education Budget 2016 package includes the following initiatives, for which I am seeking
new funding from the BGA allocation, and which Cabinet will consider in the Treasury’s
“significant Budget initiatives” Cabinet paper:

Initiative Description 4-year cost

More New 
Zealand 
Apprentices

Funds growth in demand for New Zealand Apprenticeships following our 
successful re-boot of the system in 2014. This is a cost-effective way to 
progress our BPS target for Level 4 qualifications.

$14.4m

International 
Connections for 
New Zealanders

Establishes Centres of Asia Pacific Excellence, 
$43.5m

$35.0m

Annual Maximum 
Fee Movement

Sets an upper limit of 2 percent on providers’ tuition fee increases in 
2017 and 2018.

$10.7m

Targeted 
increases to 
tuition subsidies

Increases tuition subsidy rates to address disparities between relative 
delivery costs and funding rates in key fields of study, and to support the 
sustainability of sub-degree provision.

$20.0m 
(new 
funding)

$103.0
m 
(existing
funding)

Managing cost pressures in tertiary education

3 note that Cabinet has noted that in future, the Tertiary Education Commission (TEC)
will use its balance sheet to manage risks in the timing of expenditure related to tertiary
education organisations’ ability to be funded for delivery up to 102% of their approved
funding allocations [SOC-15-MIN-0015 refers]

4 note that to enable the TEC to manage its risk in relation to the 102% policy, and the
impact of proposed tuition subsidy rate increases in Budget 2016, it will retain $57.2m of
surplus grant funding from 2015/16 on its balance sheet

5 note that,  in  Budget  2016,  the  TEC  will  manage  two  small  pressures  within  the
Community  Education  category  of  the  Tertiary  Tuition  and  Training  multi-category
appropriation (MCA): a one-off $2m increase in the workplace literacy fund, and ongoing
funding of $0.65m per year for the Refugee English Fund (subject to recommendations
10 and 13)

6 note  that  I  intend  to  seek  agreement  from  Cabinet  before  Budget  day  over  the
appropriate  balance  between  flexibility  and  oversight  for  future  transfers  of  funding
between funds and categories in the Tertiary Teaching and Training MCA
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Fees-free foundation education at Level 1 and 2 for all learners 

7 note that I intend to extend fees-free Level 1 and 2 provision to all provision at those
levels from 2017, in line with our manifesto commitment 

8 agree to fund this from within existing funding for Level 1 and 2 provision, with a small
reduction in the volume of provision available

9 agree to  delegate  to the Minister  for  Tertiary Education,  Skills  and Employment  the
setting of Student Achievement Component funding rates for Level 1 and 2 provision,
allocated outside the competitive allocation process

Additional funding for Workplace Literacy and Numeracy 

10 agree to fund approximately 600 more places in the Workplace Literacy and Numeracy
fund in 2016, at a cost of $2.0m, to  be managed by the TEC from its balance sheet
using surplus funding from  within  the Community  Education category of  the  Tertiary
Tuition and Training MCA (recommendation 5 refers)

11 note that I will reduce the maximum funding rate for tertiary education organisation-led
workplace literacy and numeracy provision from $92.50 to $75 per learner hour, which
will realise about $3.0m a year to meet increased demand for employer-led workplace
literacy and numeracy provision from 2017 onwards by funding about 900 more places

Refugee English

12 note that, in 2014, Cabinet agreed to increase the Refugee English Fund by $0.65m a
year to $2.25m in 2015 and 2016 to meet demand [SOC Min (14) 12/1 refers]

13 agree to increase the Refugee English Fund by $0.65m from 2017 onwards to maintain
the Refugee English Fund’s current size 

14 note that the  additional $0.65m will  be managed by the TEC from its balance sheet
using surplus  funding from  within the Community Education  category of  the Tertiary
Tuition and Training MCA (recommendation 5 refers)
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29 note that there is also a one-off Ministry of Social Development implementation cost of
$0.5m  in  2016/17  associated  with  recommendations  21  and  22  which  Cabinet  will
consider as part of initiatives funded from the BGA allocation in Budget 2016

30 direct officials  to  report  back  to  the  Minister  for  Tertiary  Education,  Skills  and
Employment, the Minister of Social Development and, where appropriate, the Minister of
Revenue on any administrative issues that might arise in the process of working through
the implementation details of  the policy decisions

31 authorise the Ministers for Tertiary Education, Skills and Employment, the Minister for
Social Development and, where appropriate, the Minister of Revenue, to approve any
further policy and implementation details for the proposals in this package, consistent
with the recommendations in this paper
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Drawing down contingency funding for Māori and Pasifika Trades Training 

34 approve the  following  changes  to  appropriations  for  increased  Māori  and  Pasifika
Trades Training, subject to the technical change proposed in recommendation 45, with a
corresponding impact on the operating balance:

$m – increase/(decrease)

Vote Tertiary Education

Minister for Tertiary Education, 
Skills and Employment

2015/16 2016/17 2017/18 2018/19 2019/20&
Outyears

Non-departmental Output 
Expense:

Access to Tertiary Education - 2.400 2.400 2.400 2.400

35 note that  Māori  and  Pasifika  Trades  Training  funding  covers  fees  free  study,  co-
ordination and a tools grant

36 agree that the change in appropriations above be a charge against the Budget 2015
tagged operating contingency for Māori and Pasifika Trades Training as follows:  

Māori and Pasifika Trades 
Training

All figures $m

2015/16 2016/17 2017/18 2018/19 2019/20&
Outyears

Current balance 1.200 2.400 2.400 2.400 2.400

Additional appropriations above - (2.400) (2.400) (2.400) (2.400)

Balance remaining 1.200 - - - -

37 authorise the  Minister  of  Finance  and  Minister  for  Tertiary  Education,  Skills  and
Employment  to  adjust  Vote  Tertiary  Education  baselines  (through  fiscally  neutral
transfers  between  appropriations  and  between financial  years)  as  needed  to  reflect
demand for each component of Māori and Pasifika Trades Training 

Engineering Education to Employment (E2E)

38 agree to provide operational funding for the Engineering E2E project for administration
and evaluations for  four  years,  to be funded from  recovered and unallocated tuition
funding from 2015/16, with the following impacts on the operating balance:

$m - increase/(decrease)

2015/16 2016/17 2017/18 2018/19 2019/20 2020/21

Operating Balance Impact (1.600) 0.400 0.400 0.400 0.400 -

Debt Impact - - - - - -

No Impact - - - - - -

Total (1.600) 0.400 0.400 0.400 0.400 -
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39 approve the following changes to appropriations to give effect to the policy decision in
recommendation 38 above:

$m - increase/(decrease)

Vote Tertiary Education

Minister for Tertiary Education, Skills and 
Employment

2015/16 2016/17 2017/18 2018/19 2019/20 2020/21

Non-Departmental Output Expenses:

Tertiary Education: Student Achievement 
Component

(1.600) - - - - -

Administration of and Support for the Tertiary
Sector

- 0.400 0.400 0.400 0.400 -

Improving value for money and outcomes at qualification Levels 3 and 4

40 agree to the introduction of a new competitive allocation process for targeted delivery at
qualification Levels 3 and 4 (certificate-level vocational education), to be run in 2016, to
fund delivery in 2017 and 2018

41 agree that the new competitive allocation process for qualifications at Levels 3 and 4 will
allocate up to $35m per annum

42 agree that the objectives of a new competitive allocation process for targeted delivery at
Levels 3 and 4 will be to:

42.1 promote  greater  competition  across  tertiary  education  providers  and  direct
investment towards higher quality delivery at qualification Levels 3 and 4

42.2 drive  increased  tertiary  education  sector  responsiveness  to  industry  needs  at
qualification Levels 3 and 4

42.3 improve  outcomes  for  learners  by  strengthening  pathways  from  qualification
Levels 3 and 4 into higher-level education or employment 

42.4 reveal the price of different qualifications to provide more certainty that funding
rates accurately reflect the costs of delivery at qualification Levels 3 and 4

Technical recommendations for Appropriation Changes

43 note that following the Review of Vote Tertiary Education Appropriations by the Ministry
of  Education,  Joint  Ministers  have  agreed  on  the  establishment  of  two  new multi-
category  appropriations  (Tertiary  Tuition  and  Training  MCA and  Stewardship  of  the
Tertiary  Education  System  MCA)  and  a  new  non-departmental  output  expense
appropriation  (Administration  of  and  Support  for  the  Tertiary  Sector),  with  existing
appropriations transferred across effective from 1 July 2016

44 note  that  Cabinet  approval  is  being  sought  for  other  minor  and  technical  changes
identified in the Appropriations Review to be effective from 1 July 2016
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New output expense appropriations

45 agree to establish the following new appropriations:

Vote Appropriation
Minister

Title Type Scope

Tertiary 
Education

Minister for 
Tertiary 
Education, 
Skills and 
Employment

Access to 
Tertiary 
Education

Non-
Departmental 
Output Expense

This appropriation is limited 
to funding initiatives that 
improve access to tertiary 
education and training.

Tertiary Sector / 
Industry 
Collaboration 
Projects

Non-
Departmental 
Output Expense

This appropriation is limited 
to funding activities that 
improve the relevance to 
industry of tertiary provision.

Other changes to appropriation titles and scope statements

46 approve  changes to the titles and scope statements of  the  following appropriations
effective from 1 July 2016, as follows:

Appropriation 
type

Current 
Appropriation Title

New Appropriation 
Title

Appropriation Scope (Changes are 
highlighted)

Non
Departmental 
Output Expense

PerformanceBased 
Research Fund

Tertiary Education 
Research and 
ResearchBased 
Teaching

This appropriation is limited to funding 
research and researchbased teaching on 
the basis of measured research quality in
tertiary education organisations and 
supporting Wānanga research 
capability   .

Benefits or 
Related 
Expenses

Study Abroad Awards Awards for 
Outbound New 
Zealand Students

This appropriation is limited to awards 
granted to provide assistance to top 
scholars, researchers and teachers to 
undertake placements abroad and to 
participate in reciprocal education 
exchange arrangements with partner 
countries in selected areas of priority 
study, teaching and research.

Benefits or 
Related 
Expenses

International Student 
Scholarship Scheme

Scholarships for 
Inbound 
International 
Students

This appropriation is limited to 
scholarships available to international 
students wishing to study in 
New Zealand.
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Future of Tertiary Education Grants and Other Funding appropriation

47 note that  to  clarify  the  purpose  of  funding  currently  appropriated  under  non-
departmental output expense Tertiary Education Grants and Other Funding I propose to
transfer this funding to several new and existing appropriations from 1 July 2016 as
follows: 

$ million - increase / (decrease)

Tertiary Education Grants 
and Other Funding

2015/16 2016/17 2017/18 2018/19 2019/20 2020/21&
Outyears

Current Baseline 31.083 34.479 31.365 30.302 29.740 29.240

 S321 Grants for School of 
Dance and School of Drama

- 2.264 2.264 2.264 2.264 2.264

Transfer to Tertiary Tuition and 
Training MCA; Tertiary Education: 
Student Achievement Component

- (2.264) (2.264) (2.264) (2.264) (2.264)

 Equity Loading - 16.716 17.149 17.149 17.149 17.149

Transfer to Access to Tertiary 
Education

- (16.716) (17.149) (17.149) (17.149) (17.149)

 Engineering (Building the 
Pipeline)

- 2.000 1.000 1.000 0.500 -

 ICT Graduate Schools 
(Development)

- 5.000 2.771 1.771 1.771 1.771

 ITO Strategic Leadership 
Fund

- 1.000 1.000 1.000 1.000 1.000

 Maori Pasifika Trades 
Training (Consortia Funding)

- 2.318 2.000 2.000 2.000 2.000

 National Centre for Tertiary 
Teaching Excellence

- 3.556 3.556 3.556 3.556 3.556

 S321 Taranaki Futures Trust - 0.125 0.125 0.062 - -

Transfer to Tertiary 
Sector/Industry Collaboration 
Projects

- (13.999) (10.452) (9.389) (8.827) (8.327)

 Priorities for Focus - 1.500 1.500 1.500 1.500 1.500

Transfer to Tertiary Education 
Research and Research-Based 
Teaching

- (1.500) (1.500) (1.500) (1.500) (1.500)

Total Baseline Remaining 31.083 - - - - -
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48 approve the following fiscally-neutral changes to the appropriations to give effect to the
reallocation of funds as proposed in recommendation 47 above, with no impact on the
operating balance or debt:

$ million - increase / (decrease)

Vote Tertiary Education

Minister for Tertiary 
Education, Skills and 
Employment

2015/16 2016/17 2017/18 2018/19 2019/20 2020/21&
Outyears

Non-Departmental Output 
Expenses:

Tertiary Education Grants and 
Other Funding

- (34.479) (31.365) (30.302) (29.740) (29.240)

Access to Tertiary Education - 16.716 17.149 17.149 17.149 17.149

Tertiary Sector/Industry 
Collaboration Projects

- 13.999 10.452 9.389 8.827 8.327

Tertiary Education Research 
and Research-Based Teaching

- 1.500 1.500 1.500 1.500 1.500

Multi-Category Expenses and 
Capital Expenditure:

Tertiary Tuition and Training 
MCA

Non-Departmental Output 
Expense:

Tertiary Education: Student 
Achievement Component

- 2.264 2.264 2.264 2.264 2.264

Total Operating - - - - - -

21

8wp02px9bn 2016-05-03 08:56:52



Other fund and appropriation realignments

49 approve the following fiscally-neutral changes to appropriations to transfer the Māori
and Pasifika Trades Training (Top ups) to  Access to Tertiary Education appropriation
and Quality Teaching Agenda funding to Tertiary Sector / Industry Collaboration Projects
appropriation, with no impact on the operating balance or debt:

$ million - increase / (decrease)

Vote Tertiary Education

Minister for Tertiary Education, 
Skills and Employment

2015/16 2016/17 2017/18 2018/19 2019/20&
Outyears

Non-Departmental Output 
Expenses:

Access to Tertiary Education - 6.000 6.000 6.000 6.000

Tertiary Sector / Industry 
Collaboration Projects

- 3.089 3.179 2.520 2.520

Multi-Category Expenses and 
Capital Expenditure:

Tertiary Tuition and Training MCA

Non-Departmental Output 
Expense:

Tertiary Education: Student 
Achievement Component

- (9.089) (9.179) (8.520) (8.520)

Total Operating - - - - -

50 approve the following fiscally-neutral changes to appropriations to transfer the Māori
and  Pasifika  Trades  Training  (Brokerage)  to  Tertiary  Sector  /  Industry  Collaboration
Projects appropriation, with no impact on the operating balance or debt:

$ million - increase / (decrease)

Vote Tertiary Education

Minister for Tertiary Education, 
Skills and Employment

2015/16 2016/17 2017/18 2018/19 2019/20&
Outyears

Non-Departmental Output 
Expense:

Tertiary Sector / Industry 
Collaboration Projects

- 3.009 3.009 3.009 3.009

Multi-Category Expenses and 
Capital Expenditure:

Tertiary Tuition and Training MCA

Non-Departmental Output 
Expense:

Training for Designated Groups - (3.009) (3.009) (3.009) (3.009)

22

8wp02px9bn 2016-05-03 08:56:52



Total Operating - - - - -

51 approve the following fiscally-neutral changes to appropriations to transfer the Prime
Minister’s Scholarships for Asia fund from output expenses to benefit expenses, with no
impact on the operating balance or debt:

$ million - increase / (decrease)

Vote Tertiary Education

Minister for Tertiary Education, 
Skills and Employment

2015/16  2016/17 2017/18 2018/19  2019/20&
Outyears

Non-Departmental Output 
Expense:

International Education 
Programmes

- (2.000) (2.000) (2.000) (2.000)

Benefits or Related Expenses:

Awards for Outbound New Zealand
Students

- 2.000 2.000 2.000 2.000

Total Operating - - - - -

52 agree that the proposed changes to appropriations for 2015/16 above be included in
the 2015/16 Supplementary Estimates and that, in the interim, the increase be met
from Imprest Supply

53 authorise the  Minister  of  Finance  and  the  Vote  Minister  to  approve  jointly  any
technical adjustments to baselines necessary to remove any errors or inconsistencies
identified  while  finalising  the  2015/16  Supplementary  Estimates,  the  2016/17
Estimates and the fiscal forecasts

54 authorise the chief  executives of  departments that  monitor  Crown entities directly
affected by decisions in this minute to inform the chair and/or chief executive of a
Crown  entity,  on  a  budget-in-confidence-until-budget-day  basis,  of  decisions  that
directly affect that Crown entity for the purpose of planning and preparation of their
Statement of Intent

55 note that  all  communications  relating  to  the  2016  Budget  are  co-ordinated  by  a
Budget communications committee, and that any requests for early announcement
will need to have both the written approval of the Minister of Finance and sign-off from
the Prime Minister's office.

Authorised for lodgement

Hon Steven Joyce
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Minister for Tertiary Education Skills and Employment
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Annex One – Changes to the Vote Tertiary Education Appropriation Structure

1. In 2015, the Ministry of Education reviewed the Vote Tertiary Education Appropriations
as part of its ongoing work programme to improve the effectiveness and efficiency of
the tertiary funding system. Two new multi-category appropriations (MCAs) have been
established  as  well  as  a  single  appropriation  for  Tertiary  Education  Commission
operations.  I  also  propose  making  some  relatively  minor  technical  adjustments  in
Budget 2016 that were identified in the Appropriations Review.

Establishing two multi-category appropriations

2. MCAs can  be  used  to  provide  greater  flexibility  to  move  money  between  funding
streams  to  meet  demand  and  better  utilise  the  funds.  In  terms  of  improving  the
efficiency of tertiary funding, the area where the greatest benefit lies is in the funding
provided to directly support teaching and learning. The MCA enables funding to be
moved  within  years  between  different  funds  such  as  the  Student  Achievement
Component  and  Industry  Training  to  follow  underlying  demand.  For  instance,  the
demand for places in polytechnics and industry training are both strongly influenced by
unemployment  rates.  When  unemployment  is  high,  there  is  stronger  demand  for
polytechnic places and when it is low there is stronger demand for industry training.

3. The MCA for Stewardship of the Tertiary Education System combines together the two
current  departmental  appropriations  that  fund  the  Ministry  of  Education’s  work  in
tertiary education: Policy Advice and Stewardship of the Tertiary System. This provides
more flexibility, enabling the funds to be utilised more effectively. 

4. The Tertiary Tuition and Training MCA groups three related appropriations: Community
Education,  Training  for  Designated  Groups and  Tertiary  Education:  Student
Achievement Component. This MCA allows funding to be moved more easily between
the  Student  Achievement  Component  and  Industry  Training  to  meet  changes  in
demand resulting from economic fluctuations. It also allows funding to be moved more
easily between the various foundation-level funds, where demand often fluctuates.

5. The changes to the appropriations will take effect on 1 July 2016 and apply to 2016/17
and out-years. Performance information and descriptions of what will be achieved by
each  appropriation  will  be  developed  and  included  in  the  2016/17  Estimates  of
Appropriations for the Government of New Zealand.

6. The appropriation changes are fiscally neutral and are outlined in Table One of the
Annex.

Establishing a single appropriation for Tertiary Education Commission operations

7. The three non-departmental  appropriations that fund the activities of the TEC have
been  combined  into  a  new  single  output  expense  appropriation.  The  three
appropriations that have been combined are:

 Managing the Government’s Investment in the Tertiary Education Sector

 Ownership Monitoring of Tertiary Education Institutions
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 Tertiary Education and Training Advice

The new non-departmental output expense is called:  Administration of and Support
for the Tertiary Sector.  

8. Grouping the three appropriations into one provides the TEC with more flexibility to
perform its statutory role as there will be no need to move funding when the balance of
activities within the TEC’s statutory functions changes. The TEC will be able to shift its
focus according to the Ministerial Letter of Expectations and the Statement of Intent.

9. The appropriation changes are fiscally neutral and are outlined in Table Two of the 
Annex.

Technical adjustments to the appropriations

10. I  propose  making  some  further  technical  adjustments  in  Budget  2016  that  were
identified in the Appropriations Review:

(i) Split  non-departmental  output  expense  Tertiary  Education  Grants  and  Other
Funding into two new non-departmental output expense appropriations:

 Access to Tertiary Education including: equity loading and Māori and
Pasifika Trades Training (MPTT Top-ups).

 Tertiary Sector / Industry Collaboration Projects  including the National
Centre for Tertiary Teaching Excellence, ITO Strategic Leadership Fund,
ICT  Graduate  Schools  (Development),  Engineering  (Building  the
Pipeline),  Quality  Teaching  Agenda,  MPTT  (Brokerage),  MPTT
(Consortia Funding) and Section 321 Grant for Taranaki Futures Trust.

(ii) Transfer Section 321 Grants for Toi Whakaari – New Zealand Drama School and
Te Whaea – New Zealand School of Dance in non-departmental output expense
Tertiary Education Grants and Other Funding to the Tertiary Tuition and Training
MCA.

(iii) Change the title of the non-departmental  output  expense  Performance-Based
Research Fund to Tertiary Education Research and Research-Based Teaching.

(iv) Transfer  the  Priorities  for  Focus  fund from non-departmental  output  expense
Tertiary  Education  Grants  and  Other  Funding to  non-departmental  output
expense Tertiary Education Research and Research-Based Teaching.

(v) Change the title  of  benefits  or  related  expenses appropriation  Study  Abroad
Awards to Awards for Outbound New Zealand Students.

(vi) Transfer the fund for Prime Minister’s Scholarships for Asia Study Abroad Awards
from  non-departmental output expense  International Education Programmes  to
benefits or related expenses appropriation  Awards for Outbound New Zealand
Students.

(vii) Change  the  title  of  benefits  or  related  expenses appropriation  International
Student Scholarship Scheme to Scholarships for Inbound International Students.
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Table One – Multi-category appropriations ($000)

MCA Title Appropriation Category type 2016/17 2017/18 2018/19 2019/20

Tertiary Tuition and 
Training

Community Education Non-Departmental 
Output Expense 73,651 73,786 73,030 72,652

Tertiary Education: 
Student Achievement 
Component

Non-Departmental 
Output Expense

2,102,161 2,078,712 2,078,833 2,080,497

Training for Designated 
Groups

Non-Departmental 
Output Expense 319,585 316,950 316,950 316,950

   2,495,397 2,469,448 2,468,813 2,470,099

Stewardship of the 
Tertiary Education 
System

Policy Advice Departmental Output 
Expense 4,856 4,856 4,856 4,856

Research, Data Analysis 
and Monitoring 

Departmental Output 
Expense 7,285 6,771 6,771 6,772

   12,141 11,627 11,627 11,628
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Table Two – Output expense appropriation for Tertiary Education Commission operations ($000)

Output expense 
appropriation Appropriation Category type 2016/17 2017/18 2018/19 2019/20

Administration of 
and Support for 
the Tertiary Sector

Managing the Tertiary 
Education Sector

Non-Departmental 
Output Expense 39,723 40,894 39,504 39,504

Ownership Monitoring 
of Tertiary Education 
Institutions

Non-Departmental 
Output Expense 2,567 2,567 2,567 2,567

Tertiary Education and 
Training Advice

Non-Departmental 
Output Expense 3,837 3,837 3,837 3,837

   46,127 47,298 45,908 45,908
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