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Overview

Figure 1: EFTS Trends

Overall the polytechnic sector has been performing satisfactorily in terms of volume over the last five years but weakly in financial terms. In 2001 there were a number of significant improvements. 
Key performance results in 2001 compared with 1996:

· EFTS rose by 9% in 2001 to a total of nearly 55,000 EFTS after 2 years of relative stability. Growth from 1996 to 2001 was 21%, with nearly half of this growth occurring in 2001;

· overseas EFTS have grown 202% from 1996 to 2001 and comprise 8% of the total EFTS in 2001; 

· a 0.9% operating surplus after abnormal items for the sector compared to a loss of 1.7%, in 2000;

· [image: image2.wmf]40%

45%

50%

55%

60%

65%

70%

75%

Total Personnel Costs as %

6 polytechnics had surpluses of 5% or more with a high of 18% at Eastern Institute of Technology.  In 2000 only 3 had return on income of 5% or more;

· 8 of the 21 polytechnics recorded losses.  Those institutions making losses included Wanganui Regional Community Polytechnic
  and WelTec
 in its first year of operation.  In 2000 9 of the 23 polytechnics in existence recorded losses;  

· income per EFTS decreased by 2%;

· ITO income increased by 24% from 2000 to $13.3 million in 2001 (3.8% of total government income);

· operating Costs per EFTS reduced by 3%, and personnel costs per EFTS reduced by 5%;

· student: academic staff ratio in 1996 was 13.7, in 2000 15.2 and in 2001 15.5;

· cash cover or the primary reserve, i.e. cash on hand as a percentage of operational out-goings was 12%, which is 6 weeks’ cover, exceeding the recommended TAMU minimum of 1 month’s cover;

· overall, equity rose 19% over the 1996 - 2001 period;

· fixed assets per EFTS increased by 6% over the 1996 - 2001 period.  Expenditure on fixed assets in 2001 was 1.5 times depreciation; and

· asset productivity (income from fixed assets) increased to 81% in 2001 from 79% in 1996.

Key changes between 2000 and 2001 are summarised in the following table:  

Item
2000
2001
change

EFTS
      60,216 
      65,490 
9%

Income ($000)
$576,596
$618,948
7%

Surplus/Deficit ($000)
-$9,946
$5,336
$15,282

Surplus/Income
-1.7%
0.9%
N/A

Liquidity/cash out
11%
12%
4%

Quick Ratio
1.50
1.79
19%

Working Capital
89%
95%
7%

Income per EFTS
$9,575
$9,451
-1%

Costs
 per EFTS
$9,538
$9,294
-3%
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Personnel Costs per EFTS
$5,739
$5,466
-5%

Cap Ex per EFTS
$979
$1,055
8%

Fixed assets per EFTS
$12,457
$11,641
-4%

Polytechnic Sector Operating Income and Surplus

Total income has increased steadily over the 1996 to 2001 period (31% growth over the 6-year period).  The income growth in 2001 was due to a higher growth in EFTS than is usual.  In fact revenue per EFTS reduced for the first time in the 1996 to 2001 period, due to a change in the mix of EFTS categories within the sector.

Operating surplus for the sector improved significantly after the sector recorded a $9.9 million deficit in 2000.  The deficit was wholly due to abnormal items, however, there was still a significantly improved operating performance after taking this factor into account.  A key element in the improved surplus is a 3% reduction in operating costs per EFTS, and more particularly a 5% reduction in personnel costs.  Anecdotal evidence suggests that these results have been achieved through some polytechnics increasing average class sizes by offering more short course, and sometimes zero-fees options.  A surplus of 0.9%
 of income, however, still requires improvement as it is still below the TAMU guideline of 3%.

 Figure 2: Income and Surplus Trends

Figure 3 : Surplus in Relation to Total EFTS 

The operating surplus result has no obvious relationship to the size of the institution. The 3% recommended threshold was achieved by 8 of the 21 polytechnics, while 8 polytechnics (including WelTec and Wanganui Regional Community Polytechnic) recorded a deficit.

Figure 4 : Fees as a Percentage of Income

Income
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Fee dependence varies considerably as is shown in the opposite chart.  In this, and following sector graphs the sector result is shown in yellow.  International fees are show in red.

The most dependent on fees are MIT at 47% and UNITEC at 43%.  The least dependent was SIT which offered zero-fee courses to domestic students.  The highest level of international fees as a percentage of total income were recorded by UNITEC at 18% and MIT at 12%.

Government income

Government income dependence was highest with Tai Poutini recording 71%, and UCOL at 69%.  The lowest was at UNITEC with 45%. Particularly high levels are highlighted in the next and following graphs in red.

[image: image5.wmf]Surplus and EFTS

-40%

-30%

-20%

-10%

0%

10%

20%

30%

0

2

4

6

8

10

EFTS (thousands)

Surplus/Income

No polytechnic had research income amounting to 1% or more.

The highest level of trading income was at Southland Institute of Technology, which had 15%.

In general polytechnic income is not well diversified.
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Figure 5: Government Grants as a Percentage of Total Income

Polytechnic Sector Operating Expenditure

Total Costs

Figure 6 : Operating Costs per EFTS  

The lowest operating costs per EFTS were achieved by the Open Polytechnic of New Zealand ($4,033), which reflects that the distance delivery method incurs lower capital costs.  Of the polytechnics operating primarily as an intra-mural provider, the lowest result was Eastern Institute of Technology ($4,429).  The polytechnics with the highest results are highlighted in red on the preceding chart. 

[image: image7.wmf]40.0%

45.0%

50.0%

55.0%

60.0%

65.0%

70.0%

75.0%

Govt Income Dependence


Staffing

Figure 7 : EFTS per Academic FTE
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Because the polytechnics are not, in general, nearly as diversified as universities, staff-student ratios and personnel costs as a percentage of total expenditure are very significant indicators of financial health.
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Figure 8:Personnel Costs as a Percentage of Cost Excluding Depreciation 

The red columns in both the tables above indicate TEIs where either the student-staff ratio is at a level hard to support (i.e. too few students per academic staff member) or where the total personnel costs per EFTS appear high and difficult to sustain in the long term.
Costs structures between the polytechnics are expected to vary to some degree, depending on the portfolio of programmes being delivered.  The view that the polytechnic’s niche markets tend to be in the lower cost region can be supported by the chart below, indicating that the institutions with lower costs tend to have better surplus results.
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Figure 9 : Costs Per EFTS in Relation to Surplus

Liquidity and Capital Expenditure
Although the polytechnic sector on average has maintained a healthy cash cover
 of between 1.3 and 1.7 months since 1996, 9 of the 21 polytechnics fell below the recommended threshold of 1 month’s cover at the end of 2001.  With 6 polytechnics with more than 2 months’ cash cover, this could suggest potential for some polytechnics to better utilise cash resources.  The polytechnics below the threshold are highlighted in red on the following chart.

Figure 10 : Cash Cover in Months

Fixed assets per EFTS for the whole polytechnic sector declined significantly in 2001.  This is a result of EFTS growing at a faster rate than fixed assets.  

Figure 11 : Fixed Assets per EFTS - History
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An ongoing need to modernise plant will continue to be a driver for capital expenditure in the medium term.  In the longer term however, an increase in e-learning and distance delivery programmes may mean a less capital intensive polytechnic sector.

Figure 12 : Fixed Assets Per EFTS by Polytechnic
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There is a wide range of capitalisation levels amongst the polytechnics with the highest being Christchurch Polytechnic Institute of Technology ($17,375 per EFTS) and the lowest at Tai Poutini
 ($6,580).

Strategic Financial Position

The position of the sector can be summarised by comparing actual results against a minimum threshold diamond covering the following key areas.

Item
Meaning
Threshold

Operating surplus
Operating surplus after abnormals
3%

Cash cover
Liquid funds as a percentage of annual cash operating outgoings
8%          (=1 month)

Asset productivity
Income over net assets
40%

Return on assets
Operating surplus as a percentage of assets.
1%

For the purposes of the following chart the threshold targets are converted to a value of 3 using sector data. Unless there is convincing strategy to the contrary, the threshold is seen as the minimum required for prudential operation. In summary for the sector as a whole, the polytechnics meet 3 of the 4 TAMU thresholds, with operating surpluses being significantly below the target of 3%.  Return on assets, as a result of the low surplus, is also relatively weak.

Figure 13 : Polytechnic Sector Strategic Financial Position





































� Was subsequently disestablished and incorporated into Universal College of Learning


� Central Institute of Technology was disestablished @ 30 June 2001 and incorporated into WelTec (formerly Hutt Valley Polytechnic).  As such, 2001 represented a transitional year for WelTec.


� Excludes abnormal items


� WelTec and Wanganui Regional Community Polytechnic recorded the lowest returns on income (-11% and –34% respectively).  As explained in footnote 2, these are expected to be one-off results.  Excluding these two results, the sector’s return on income is 2.1%. 


� 1 month’s cash cover = full year operating cash-flow/12


� The Open Polytechnic of New Zealand had fixed assets per EFTS of $3,922, however, being wholly a distance provider, it provides a less useful comparison.
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