GENERAL OVERVIEW OF TRENDS IN THE TERTIARY EDUCATION SECTOR


Financial Trends and Performance in Tertiary Education Institutions

The Government has a large public investment in tertiary education institutions (TEIs) and monitors its financial interest in the 36 public tertiary providers through the Tertiary Advisory Monitoring Unit (TAMU) of the Ministry of Education. 

Where available, information used for this report was obtained from the audited financial statements in TEI’s annual reports.  Where the financial statements have not been audited
 the most recent statements from providers have been used. All figures relate to the 2001 calendar year and are GST exclusive.

EFTS Trends

Total equivalent full-time students (EFTS) grew 8% during the 2001 academic year.  Over the 6-year period (1996 to 2001), EFTS have grown by 22%.  More than a quarter of this growth is a result of increased overseas EFTS.

Figure 1: EFTS Growth in TEIs since 1996
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Income

Total income of TEIs was $2.41 billion in 2001.  Expenditure was $2.34 billion.  As the graph below illustrates, over the last six years income in the sector has increased steadily (35% growth over this period).
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Figure 2: TEI Income and Net Surplus
Net surplus as a percentage of income is nearly double that of last year, which is a reversal of the trend in recent years.  This reflects a widespread improvement in performance across the sector with 19 of the 36 public institutions achieving the TAMU recommended threshold, compared to 2000 when 11 institutions achieved this target.  Eastern Institute of Technology achieved the highest return on income in 2001 with 18.3% and 10 institutions achieved a result of 5% or greater.

Over the 6-year period (1996 to 2001) total overseas fee income increased more than 300% and research income nearly doubled. There is a continuing trend in TEIs being less reliant on income from government grants
 and student fees.  The proportion of total income from research and other sources has increased from 12% of total income in 1992 to 23% in 2001 (Figure 3).  

Figure 3: Total TEI Sector Sources of Income
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Consistent with previous years, the university sector reported the highest proportion of income from sources other than government grants and fees (29%) as a result of securing nearly all the research income gained by the TEIs.  Wananga and colleges of education are the institutions most reliant on government grant income.  Polytechnics have the highest proportion of their income being generated by student fees (34%).  The sector has experienced an increasing proportion of student fee income, mainly as a result of more of international student enrolments. 

Total income by sub-sector is shown below: 
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Figure 4: Share of Income by Sector Group

More than two thirds of the total sector income is in the universities.  Wananga income in 2001 was more than double the 2000 income while the other provider groups’ income has grown consistently with the sector as a whole.

Operating Surpluses

The operating surplus of an institution
 provides it with the opportunity to invest or reinvest funds to further teaching, research and student learning and to provide a safety margin against budget variations and other untoward events. It is helpful to express the operating surplus (or deficit) as a percentage of income, to give the return on income.

The public tertiary education sector (ie TEIs) typically produces a low return on income.  The level of return varies according to the many institutional circumstances, including capitalisation levels, depreciation levels, extent of plant or equipment leasing, development strategies and overall efficiency of operation.  Generally, however, an operating result of 3% or more is regarded by TAMU as an indicator of financial health.

In 2001, the public tertiary sector’s operating surplus was $76 million before abnormal items
.   The net operating surplus
 for the total sector was $69 million (2.9% of income), which is more than double last year’s result.   Although the operating result improved on last year, abnormal items were a significant factor in the low net operating surplus in 2000.

10 of the 36 institutions recorded a net operating deficit
 in 2001, compared with 13 in 2000.  Surplus as a percentage of income is summarised in the following table:

Table 1:  TEI’s Net Return on Income, 1996–2001

Type of Provider
1996
2001

University
3.0%
3.4%

Polytechnic
2.7%
0.9%

College of Education
0.0%
3.6%

Wananga
4.0%
8.2%

All TEIs
2.8%
2.9%

Cost of Services

The total cost of providing tertiary educational activities at public tertiary institutions grew from $1.19 billion in 1992 to $2.34 billion in 2001.  The main factors contributing to cost increases are servicing increased student numbers and the development of new courses and qualifications.  Cost increases can also be attributed to inflation, wage growth, the greater use of technology, and overseas factors, such as the exchange rate.

The average total expenditure per EFTS for the sector in 1996 and 2001 is illustrated Figure 5.  Costs per EFTS have dropped in 2001 in both polytechnics and wananga.  For polytechnics, anecdotal evidence suggests an ability to achieve larger class sizes (EFTS per FTE academic staff was 13.7 in 1996 and increasing to 15.5 in 2001) and partially attributable to some providers offering more short-course zero-fee options.

Figure 5: TEIs’ Average Total Expenditure per EFTS, 1996–2001
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Longer-Term Financial Trends By sub-sector 

The following sections explore the key financial trends over the past few years for each of the four sub-sectors within the public TEI sector. A summary of the sub-sector dimensions are summarised in the following table:

Number of Institutions in each sub-sector for 2001

Universities
Polytechnics
Colleges of Education
Wananga

8
21
4
3

University Sector 

· EFTS in 2001 rose by some 4% or approximately 4,100 after a slight drop in 2000;

· Over the period 1996-2001 there was an EFTS growth of 15%;

· Victoria University had a turn-around performance in 2001.  It now exceeds our minimum threshold on all counts – one of only two universities which do;

· University of Auckland, Victoria University, Massey University, University of Otago and University of Waikato had operating surpluses of 3% or more;

· University of Canterbury and Lincoln University each recorded operating deficits;

· Income increased by 8% from 2000.  A major contributing element was a $63 million increase in international student fees. Research and trading income increased across the sector by 42%.  These results suggest a continuing trend of increased income diversification.

· Personnel costs increased by 10%
 from 2000 to 2001 and those costs, as a percentage of total costs, rose from 56% to 58%.  Full Time Equivalent staff over this period rose by 2%.

· Liquidity remained weak
, deteriorating from 13% of operating cash-flow in 2000 to 10% in 2001.  In part this reflected internal financing of capital works from cash-flow. In terms of cash-flow cover only 4 of the 8 universities were at or above the TAMU guideline of 1 month’s cover; and

· 5 universities had negative working capital.  5 out of 8 had a quick ratio of 1 or less.

Polytechnic Sector Trends

Key performance results in 2001 compared with 1996;

· EFTS rose by 9% in 2001 after 2 years of relative stability;

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

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

· 8 of the 21 polytechnics recorded losses.  Those institutions making losses included Wanganui Regional Community Polytechnic
 that was merged in April 2002 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 – cash on hand as a percentage of operational out-goings –was 12% which is 6 weeks’ cover and 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.

Colleges of Education

Key results included:

· A reduction in EFTS of 3% occurred between 2001 and 2000, although growth from 1996-2001 was 26%.  Growth has slowed down in recent years, although 2001 was the first recorded decrease in the 6 years;  

· A 4% net operating surplus, down from 6% in 2000 ;

· A 31% increase in income over the 1996-2001period translating into a 6% increase in total income per EFTS;

· Cash cover of 25% in 2001, 3 times the recommended TAMU threshold;

· Strong cash-flow  from operations  -111% cash in/out;

· Capital expenditure of $1,182 per EFTS , which is a 38% reduction on 2000 however still 1.4 times the level of depreciation; and

· Asset productivity (Operating Revenue/Fixed Assets) of 75%.

Wananga
Key Results included:

· More than a doubling of EFTS since 2000 (126% growth) and more than 8 times the EFTS that were enrolled in 1996;

· A 5% reduction in costs per EFTS from 2000 while revenue per EFTS reduced by 1%;

· Fixed assets grew by 115%;

· High asset productivity (Operating Revenue/Fixed Assets) of 198%;

· Strong operating cash-flow – 113% cash in/out and high liquidity of 56% (over 6 months operating cash out);

· High EFTS/Academic Staff ratio of 32.4; and

· High cash position attributable to recent capital injections resulting from treaty settlements;

Sector Liquidity and Assets

The level of cash, bank deposits and readily liquifiable assets held by institutions is an important indicator of financial health and viability and provides a buffer against variability in performance.

Total cash
, measured as a percentage of total cash outflows from operations is 12% on average (or 6 weeks’ cash-holdings), a reasonable capacity throughout the sector to cope with unexpected increases in expenditure or reductions in income but insufficient to cope with significant strategic repositioning. 

Figure 6: Cash cover as a proportion of annual operating cash outflow
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The range of performance was:

Table 2: Cash cover by Sub-sector

Public TEI Sector
Ratio

Total Sector
12%

Universities
10%

Polytechnics
12%

Colleges of Education
25%

Wananga
56% (note: reflects capital injection)

Another measure of liquidity is the working capital ratio (defined as current assets divided by current liabilities) of an institution.  This provides a snapshot of an institution’s assets maturing within 1 year against its obligations maturing within 1 year.  A ratio of less than 100% means an institution has fewer current assets than current liabilities, and would normally mean it is relying on cash-flow from operations and external sources to settle its short-term debts.

Overall, the sector working capital has a declining trend from 136% in 1992 to 88% in 2001 dropping from 94% in 2000.  However as the following table illustrates the working capital levels are highly variable between the sub-sector groups.  Part of the reason for lower levels of working capital compared to 1992 is a decline in financial performance, but for some TEIs this result reflects the funding of capital expenditure from cash reserves. 

Table 3: Working Capital Ratio by Sub-sector

Public TEI Sector
Ratio

Sector
88%

Universities
74%

Polytechnics
95%

Colleges of Education
159%

Wananga


459%(note: reflects capital injection)

Capital Expenditure

Total capital expenditure across the sector was $334 million in 2001, slightly less than $341 million in 2000.  The highest level of capital expenditure per EFTS was $3,271 by the University of Otago and the lowest was $259 by Aoraki Polytechnic
.   Total fixed assets per EFTS were $19,902 at the 2001-year end.  Total capital expenditure in the sector has ranged between 1.5 and 2.0 times depreciation since 1996.  The expansion of EFTS has been one of the main drivers of capital expenditure along with the need to modernise plant.  Learning delivery modes that require less capital investment (e.g e-learning, correspondence courses and marae-based learning) are expected to play a larger part in the sector.  These trends may have a significant impact on the sectors future capital requirements.

Figure 7: Fixed Assets per EFTS by sub-sector
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Wananga have the lowest fixed assets per EFTS of $3,281.  This is a reduction of 5% since 2000 while the remainder of the sector is growing.  This is a reflection of rapidly growing EFTS rather than a reduction in fixed assets.  Low capital learning delivery modes (e.g marae-based studies) also contribute to this result.

Although debt ratios have doubled over the 1996-2001 period, the overall debt ratio remains consistently low reflecting that institutions tend to fund capital expenditure from operating revenue.  The highest debt ratio in the sector is 31% with only 3 of the 36 institutions with an equity ratio higher than 20%.

 Figure 8: Debt/Equity
 Ratio
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Overall Sector Strategic situation

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%

Asset productivity
Income over net assets
40%

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

For the purposes of the 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.  The sector averages are above the threshold for 3 of the 4 key measures (surplus excepted)
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Sector Performance Indicators, 2001



Total TEIs
Universities
Polytechnics
Colleges
Wananga

Short-term Viability / Liquidity








Current Monetary Assets
 266,548 
 146,205 
 70,976 
 27,103 
 22,264 


Total Liquid Assets
 264,417
 147,416
 65,273 
 26,811 
 24,917 


Total Liquid Assets / Operating Cash Out Flows
 0.12 
 0.10 
 0.12 
 0.25 
 0.56 


Quick Ratio
 1.31 
 1.01 
 1.79 
 2.14 
 5.08 


Surplus/Deficit
 68,934 
 55,064 
 5,336 
 4,160 
 4,374 


Surplus/Deficit as % of Total Revenue
2.9%
3.4%
0.9%
3.6%
8.2%


Net Cash-flow from Operations
 307,455 
 222,796 
 66,757 
 12,271 
 5,631 


Operating Cash In Flows / Operating Cash Out Flows
 1.14 
 1.16 
 1.12 
 1.11 
 1.13 


Undrawn Portion of Loans
 71,088 
 49,653 
 9,590 
 6,770 
 5,075 

Medium-term Viability








Net Operating Cash-flows less net capex ($000)
 (16,695)
 (4,541)
 (3,613)
 2,403 
 (10,944)


Capital Expenditure / Depreciation
 1.69 
 1.67 
 1.52 
 1.35 
 6.62 


Capital Expenditure / EFTS
 $1,678 
 $2,064 
 $1,055 
 $1,182 
 $1,961 


Debt/Total Assets
 0.04 
 0.03 
 0.06 
 0.03 
 0.01 


Interest Coverage Ratio
 37.97 
 57.46 
 15.58 
 73.67 
 975.57 

Asset Efficiency








Fixed Assets / EFTS
 $19,901
 $26,151
 $11,641 
 $18,686 
 $3,281 


Operating Revenue / Fixed Assets
 0.63 
 0.56 
 0.81 
 0.75 
 1.98 

Operating Efficiency








Operating Costs / EFTS
 $12,170
 $14,235
 $9,294 
 $13,680 
 $5,962 


Personnel Costs / EFTS
 $6,990 
 $8,197 
 $5,466 
 $7,694 
 $2,272 


EFTS / Academic Staff
 15.6 
 15.5
 15.5 
 10.8 
 32.4 



Total TEIs
Universities
Polytechnics
Colleges
Wananga

Student Numbers








Achieved (Funded) MoE EFTS
 169,387 
 98,008 
 55,041 
 8,078 
 8,260 


Overseas EFTS
 14,237 
 9,167 
 4,977 
 93 
 - 


Other EFTS
 8,430 
 2,944 
 5,472 
 14 
 - 


Total EFTS (Achieved+Overseas+Other)
 192,054 
 110,119 
 65,490 
 8,185 
 8,260 


Total Absolute Student Numbers
 272,540 
 105,574 
 135,608 
 10,306 
 21,052 







 


MoE Funds per funded EFTS
 $6,568 
 $7,099 
 $5,902 
 $6,338 
 $4,930 


Fees per Total EFTS
 $3,552 
 $4,017 
 $3,214 
 $2,496 
 $1,082 


Education Revenue per Total EFTS
 $9,345 
 $10,335
 $8,174 
 $8,751 
 $6,012 









Staffing (FTE)
Academic Staff
 12,336 
   7,112 
 4,213 
 756 
 255 


Non-Academic Staff
 11,929 
   7,774 
 3,182 
 593 
 380 


Total staff
 24,265 
 14,886 
 7,395 
 1,349 
 635 
































1 Audited results were not available for Northland Polytechnic, Universal College of Learning or Wanganui Regional Community Polytechnic as at the date this information was aggregated. Central Institute of Technology’s results have been excluded, as only results for the first six months of 2001 were available due to the Institution's disestablishment and incorporation with WelTec on 1 July 2002. Also some TEIs do not provide data for some of the non-financial information. In addition, some TEIs present the net position in terms of revenue and expenses (and some balance sheet items) with the surplus/deficit reflecting the position in the audited accounts.





� Government grants includes EFTS, ITO funding and other government grants excluding research contracts 


� The amount remaining when total operating expenditure is subtracted from total income.


�The annual reports do not disclose abnormal items as the accounting standards have removed this term.  For analysis purposes, and especially looking at trends over time, it was useful to identify one-off items that would materially impact on trends analysis.  Such items included legal claim payouts, redundancies, large gains or losses on asset sales or revaluations.


� Net of abnormal items.


� 	Net of abnormal items.


� A significant proportion of this growth is attributable to reclassification of superannuation related costs to the personnel category at Massey University.  Taking the reclassification into account growth would be in the order of 6%.


� Typically the end of the financial and academic year is the lowest cash position for a TEI, however universities are in a significantly lower position than the other sub-sectors.


� Was subsequently disestablished and incorporated in Universal College of Learning


� Central Institute of Technology was disestablished June 2001 and incorporated into WelTec (formerly Hutt Valley Polytechnic)


�	Includes cash, short-term cash investments and long term investments easily converted to cash (eg, government bonds and marketable shares), less overdrafts.


� Wanganui Regional Community Polytechnic capital expenditure per EFTS was $108, however this result is not comparable with the other institutions in light of the merger with Universal College of Learning that occurred in April 2002.


� Debt Ratio = Term Liabilities/Total Assets
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