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OVERVIEW OF THE FINANCIAL POSITION OF THE INSTITUTES OF TECHNOLOGY
AND POLYTECHNICS SECTOR
Proposal
1.

This paper responds to Cabinet’s request for an update on the financial position of
New Zealand’s institutes of technology and polytechnics (ITPs) sector. It also
provides information about the actions that I and the Tertiary Education Commission
(TEC) are taking to better identify and manage individual ITPs that could be at risk of
short-term cash-flow issues.

Executive Summary
2.

ITPs are an integral part of New Zealand’s wider tertiary education network, but are
currently under significant pressure. They are being out-competed both by the
strong labour market and other tertiary education providers, meaning falling
enrolments and declining revenues. They also face rising cost pressures, and many
have been unable or unwilling to shift business models in a timely manner to ensure
sustainability.

3.

New Zealand needs a network of providers that is strong and viable over time. It
means outcome focussed delivery of responsive, quality vocational and foundation
education that meets the needs of learners and industries in New Zealand’s regions
and communities. This would complement the overall skills development in New
Zealand and priorities such as construction and forestry skills and a high-value
international education industry.

4.

However, the existing sector arrangements are not viable, and the funding
arrangements for the ITP sector, which are mostly based on student enrolments,
expose the ITPs in particular to the business cycle. This in turn means that access
to relevant programmes is more immediately at risk, particularly in regions.

5.

I advised Cabinet in March 2018 that I had launched the ITP Roadmap 2020 project
to address these issues by exploring how the current devolved network of
autonomous providers can operate better as a system (SWC-18-MIN-004 refers). I
have also provided Cabinet with a detailed update on the ITP Roadmap 2020 project
(SWC-18-MIN-0017 refers), which will produce advice for me to consider by the end
of September 2018.

6.

Further, I have commissioned a review into the vocational education and training
system, which will consider what changes to sector roles and the funding system are
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needed for vocational education to be viable across the business cycle and
complement the ITP Roadmap 2020 project work.
7.

The above system changes can take a number of years to unfold. The
accompanying Cabinet paper proposes funding to support both Unitec Institute of
Technology (Unitec) and Whitireia New Zealand (Whitireia) in the meantime, which
are currently in weak financial positions.

8.

The Crown has already provided capital injections to Tai Poutini Polytechnic in 2017
and 2018.

9.

While I do not expect any more ITPs to become unviable in 2018, the poor financial
position of ITPs means that more support may be needed before the new system is
fully in place. Any additional support of this nature is optional and will be designed to
help move the sector towards the agreed new configuration.

Summary of sector’s financial position
10.

Overall, the ITP sector is in a poor financial position. Audited 2017 results show
deficits at nine individual ITPs ranging from -3.6% to -18.7% of revenue (after
unusual and one-off items) and a net sector deficit of -$51.2 million. This position is
exacerbated by sharper than expected declines in domestic enrolments during 2018.
2018 budgets and forecasts indicate that 10 of the 16 ITPs will return a deficit in
2018, including all of those that returned a deficit in 2017. It is unlikely that any
individual ITP will return a surplus above 3%, which is the level required to be
considered “low risk” on the TEC’s current Financial Monitoring Framework.

11.

The sector’s financial performance is likely to decline further in 2019 and beyond.
The Minister of Immigration’s proposed changes to post-study work rights for
international students are likely to have a significant impact on Auckland-based ITPs,
or those with international campuses in Auckland. TEC modelling suggests only two
ITPs will make an operating surplus in 2020, and only one in 2022.

12.

Based on the above factors, and the issues experienced by Unitec and Whitireia,
officials consider the 9(2)(b)(ii)
to be most at risk of short-term cashflow difficulties that, if not addressed, could necessitate a further need for Crown
financial support later in 2019. Statutory interventions of various kinds are either
already in place, or being considered, for each of these institutions.

More robust financial monitoring of the sector
13.

The Chief Executive of the TEC has used his powers under the Education Act 1989
(the Act) to request additional detailed financial information from both Unitec and
Whitireia and the other ITPs considered a moderate risk. This information will
support earlier identification of at risk ITPs which may require Crown support in the
short to medium term, and enable TEC to work closely with each ITP to at best avoid
the need for Crown financial assistance or at least limit the extent. This information
will also inform whether further or more serious statutory interventions may be
necessary at various institutions.
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14.

In the longer term, the TEC is reviewing its business as usual financial monitoring
processes. Historically, its financial assessments have placed significant reliance on
the integrity of information provided by ITPs, Section 9(2)(g)(i)
the need for additional information, to
ensure TEC has sufficient information to identify any short-term cash-flow issues
earlier.

Background
15.

ITPs are an integral part of New Zealand’s wider tertiary education network. They
play a vital role in preparing young people for work, as well as supporting adults to
retrain in a rapidly changing economy. They also provide a significant contribution to
their local economies and communities, with some, such as NorthTec, supporting
communities that otherwise would have very limited access to tertiary education and
training.

16.

However, over the last two decades, driven by government priorities and funding
incentives, ITPs have refocused their delivery. They have moved away from
community education and sub-degree short awards (including up skilling of adults
already in the workforce via part-time and block-course delivery). Instead they
moved toward delivering to young people studying toward a first qualification,
especially at higher levels (including degrees). Having made this shift, ITPs are now
being out-competed for their target student group, both by the strong labour market
and other tertiary providers.

17.

While there is a need for change driven by the nature and quality of delivery, change
is also needed to secure ITPs’ financial positions. Demand for places at ITPs is
counter-cyclical to the economy, and ITPs are largely dependent on tuition subsidies
and student fees, which historically decline at this point in the cycle. Base funding
for the sector was removed in 2010 (with the funding instead bundled into volumebased funding).

18.

The 2008 global financial crisis and a weak labour market resulted in significantly
increased volumes of students studying full-time. With the current strong economy,
volumes have dropped again, and the approach over the last ten years has left the
sector significantly exposed.

19.

ITPs have faced rising cost pressures with a limited ability to shift their business
models to make them more profitable, and many ITPs are now in an unsustainable
financial position. Modelling commissioned by the TEC found that only six ITPs will
make an operating surplus in 2018, reducing to two by 2020 and one by 2022. On
that basis, the sector could return an overall deficit of -$44 million in 2018, increasing
to just under -$96 million by 2022.

20.

In response to these issues I advised Cabinet in March 2018 that I had launched the
ITP Roadmap 2020 project and a broader policy review of vocational education and
training. The purpose is to explore how the current devolved network of autonomous
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providers can operate better as a system. This will enable the resources of the
whole network to achieve high-quality vocational education and training across the
country. It will ensure long-term sustainability and viability of ITPs by affording
financial advantages in terms of scale and efficiency.
21.

I have provided a detailed update on the ITP Roadmap 2020 project in support of my
accompanying paper, seeking short-term financial support for two individual ITPs,
Unitec and Whitireia. The ITP Roadmap 2020 project is progressing well, with a
collaborative, co-design process underway to produce advice for me to consider by
the end of September 2018. I have made it clear to officials and the sector that the
government sees the status quo as unsustainable and that change is essential. The
co-design process is a key input to affect a meaningful change with the Government
ultimately making the decision on the future direction, which is due by the end of
2018.

22.

In response to the current financial support needed for Unitec and Whitireia, Cabinet
requested a report back on the financial position of the broader ITP sector.

ITPs have traditionally struggled to change their business to remain viable as
demand fluctuates…
23.

As I have previously advised Cabinet (SWC-18-MIN-004 refers), the ITP sector has
experienced significant viability issues several times in the last 25 years, each time
when enrolment levels decreased. As a sector, ITPs have struggled to align their
cost structures with lower volumes or to find new groups of students to maintain
volume. When the economy is strong ITPs are vulnerable to losing students to
universities at degree-level, the employment market, industry training systems and
other providers such as private training establishments at trades and foundation
education levels.

24.

Many ITPs have reduced their operating costs significantly over the years within the
current ITP operating model, rather than exploring different operating models. As a
result, additional cost reductions are no longer sufficient to offset the recent downturn
in equivalent of fulltime students (EFTS) volume. It has left many ITPs with no
further cost savings to easily realise. The ITP Roadmap 2020 project is looking to
address this challenge.

…but the situation has worsened more quickly than expected in 2018…
25.

I have been signalling for some time that many ITPs were already in a weak financial
position at the beginning of the ITP Roadmap 2020 project. As noted above,
modelling commissioned by the TEC found only six ITPs will make an operating
surplus in 2018, reducing to two by 2020 and one by 2022. Unitec and Whitireia are
a case in point.

26.

In recent months, I have made a number of decisions aimed at alleviating the
financial pressure, not only for ITPs, but for the tertiary sector as a whole. This
includes a freeze on competitive funding processes and an increase in funding rates
(funded from existing baseline appropriations).
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32.

The larger than anticipated decline in domestic and international enrolments during
2018 has exacerbated the sector’s financial issues.

33.

2018 budgets and forecasts indicate that 10 ITPs will return a deficit in 2018,
including all of those that returned deficits in 2017. It is unlikely that any individual
ITP will return a surplus above 3%, which is the level required to be considered “low
risk” on the TEC’s Financial Monitoring Framework.

34.

In addition to the numerous deficits, ITPs’ cash reserves are depleting. Some ITPs,
such as Southern Institute of Technology (SIT), Eastern Institute of Technology (EIT)
and the Open Polytechnic, have healthy cash reserves and could absorb a short
period of operating losses. However, many do not, and risk running out of cash in
the near future. An increasing number of ITPs are borrowing in order to fund capital
developments, or to provide cash-flow cover. This has been the case for both Unitec
and Whitireia.

Financial performance is likely to decline further in 2019 and beyond…
35.

The forecast deficits of 10 ITPs in 2018 aligns with modelling commissioned by TEC,
which suggested that only six ITPs would return a surplus in 2018 and that only two
ITPs would make an operating surplus in 2020 reducing to one in 2022. Overall, the
sector could return a total deficit of -$44 million in 2018, increasing to nearly -$96
million by 2022.

36.

The modelling was based on 2017 results and reasonable assumptions, and does
not account for changes as a result of the ITP Roadmap 2020 project, and I would
also expect many ITPs to individually respond to their challenges and fare better
than these forecasts.

37.

The Minister of Immigration’s proposed changes to post-study work rights for
international students are also likely to significantly impact on the financial positions
of some ITPs. While officials advise that international education markets should
adapt and recover from the proposed changes, Auckland-based ITPs, or those with
large international campuses in Auckland, are likely to experience substantial
revenue impacts from late 2018 and throughout 2019.

…and four ITPs are already considered at-risk of needing financial support in the
short-term
38.

The Crown has already provided capital injections to Tai Poutini Polytechnic in 2017
and 2018 and I am currently seeking Cabinet approval to provide a capital injection
to Whitireia and a concessionary loan to Unitec.

39.

Officials consider that four other ITPs are at high-risk and may be in need of financial
support from the Crown in the next 18 months.

40.

The table below reflects officials’ current assessment of ITPs where their short-term
viability is at risk2.

2 The basis for this assessment is their audited financial results, financial forecasts and indicators of short-term cash-flow
issues identified by officials and independent financial advisors as a result of the situations at Unitec and Whitireia. It also
includes assessment of the likely impact on individual ITPs of future changes, such as proposed changes to post-study
work rights.
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9(2)(b)(ii) and 9(2)(j)
Extreme Risk/Immediate
concern
Unitec
Whitireia
Tai Poutini

41.

High risk/short term
concern
Section 9(2)(g)(i), 9(2)(ba)(i) and 9(2)(j)

Detailed information about the above ITPs is included in Appendix 2, which sets out
statutory interventions already in place, and Appendix 3, which includes an overview
of each institution’s financial position.

Immediate steps are being taken to gain greater assurance about those at high risk…
42.

The above risk assessments also rely on the integrity of financial information
provided by ITPs to the TEC. This includes both historical data, which is confirmed
against audited annual reports, and five year financial forecasts 3 supplied by ITPs at
least twice per year.

43.

Both Unitec and Whitireia were already considered high risk on the Financial
Monitoring Framework and subject to more rigorous financial monitoring by the TEC.
However, Section 9(2)(g)(i)
TEC has had insufficient information to identify the short-term cash-flow issues
earlier.

44.

As a result, in the short-term, the Chief Executive of the TEC has used his powers
under section 195B of the Act to request additional detailed financial information from
those institutions deemed high risk. The information requested is based on that
provided by independent financial advisors in place at Unitec and Whitireia,

45.

The information received will be used to undertake a deeper dive into ITPs’ shortterm viability, and provide greater clarity as to which organisations are likely to
experience similar difficulties to Unitec and Whitireia. Those ITPs considered
moderate risk will also be asked to provide this information (albeit not under the Act,
as this requires a certain level of risk to be achieved).

46.

The goal of this work is early identification of ITPs that are having financial difficulties
to provide the opportunity to work closely with them to avoid the need for future
Crown financial assistance or at least limit the extent. Analysis of this information
may lead to additional statutory interventions, from the appointment of independent
financial advisors to more serious interventions, such as Crown managers or
commissioners.

47.

TEC has already additional monitoring arrangements in place for MIT and WITT.

48.

Further, based on reasonable grounds that there is a serious risk to the ongoing
operation of Unitec, I have dissolved the Council of Unitec and appointed a
Commissioner under section 195D(1) of the Act. As well as overseeing Unitec’s
return to viability, this appointment also affords the Crown greater assurance that its
financial support will be appropriately managed.

3 Forecasts include statement of comprehensive income, balance sheet, cash flow statements, EFTS forecasts and
details of assumptions used.
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49.

A Crown Manager is in place at TPP, and I am currently being advised on the
options available to me for Whitireia.

50.
…and the TEC is strengthening its financial monitoring processes further
51.

The TEC has to date been reliant on the provision of specific kinds of information to
monitor TEIs’ finances. Requests for more detailed information have only been
possible once the viability or performance of an institution is already believed to be at
risk.

52.

The learnings from Unitec and Whitireia are assisting the TEC to strengthen its
ongoing business as usual monitoring processes. The short-term work set out above
will also contribute to this work. The detailed information requested in these cases
could form part of TEC’s standard information requirements for its Financial
Monitoring Framework in the future.

53.

Instead of relying on lag data like the Single Data Return, the TEC will be requesting
more lead data, such as student applications, offers of study and student acceptance
rates compared to previous years. Similarly, due to the variability and longer term
nature of forecasts, monthly/daily cash-flow forecasts will be obtained and compared
to actual numbers.

54.

A stronger focus on governance will also form an important part of this work. In
response to the governance failures at Unitec and Whitireia, the TEC is already more
actively monitoring council operations for those ITPs considered to be at high or
moderate risk of short-term viability issues.

Consultation
55.

This paper has been prepared by the TEC. The Ministry of Education has been
consulted and its comments have been reflected in the paper. The Department of
Prime Minister and Cabinet have been informed.

Financial Implications
56.

There are no financial implications from this paper.

Other Implications
57.

There are no human rights, gender or disability implications associated with this
paper.

Publicity
58.

There is no planned publicity relating this paper. However, a proactive release may
generate media interest.

8
9f9vxdqo7g 2018-08-17 15:32:04

Proactive Release
59.

I am proposing not to proactively release this paper at this time as some of the
content is commercially sensitive and could impact on ITPs’ business operations. If
the paper is proactively released it will be subject to redactions as allowed under the
Official Information Act 1982.
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Recommendations
The Minister of Education recommends that the Committee:
1.

Note that the ITP sector has come under increasing financial pressure in recent
years due to declining enrolment of domestic and international students and
competition from other parts of the education sector;

2.

Note that combined with rising cost pressures many ITPs are now in an
unsustainable financial position;

3.

Note that to counteract this trend I launched the ITP Roadmap 2020 project to
explore how the current devolved network of autonomous providers can operate
better and commissioned a review into the vocational education and training system;

4.

Note that I am seeking short-term financial support for Unitec and Whiteira who are
in acute financial distress and will otherwise no longer be financially viable by
September 2018;

5.

Note that any additional support of this nature is optional and will be designed to help
move the sector towards the agreed new configuration;

6.

Note that 2017 financial performance of the ITP sector declined significantly
compared with the 2016 performance;

7.

Note that modelling based on high level assumptions found that the sector could
return a total deficit of -$44 million in 2018, increasing to just under -$96 million by
2022, with only one returning an operating profit at that time;

8.

Note that TEC has instigated more detailed monitoring for those organisations that
pose the biggest risk; and

9.

Note that this paper satisfies my requirement to report back to Cabinet on TPP
(SWC-18-Min-0005) refers.

Authorised for lodgement
Hon Chris Hipkins
Minister of Education
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Appendix three – Individual ITP financial performance overviews
Unitec Institute of Technology (Unitec)
December 2017
YTD June 2018
Net surplus/-deficit
-$24.5m -18.7%
not yet available
Cash and Short term
$0.5m
not yet available
investments
Borrowing consent
yes
yes
Total Debt
-$112.7m
not yet available
 TEC risk rating – Financial High Overall Extreme
 Additional monitoring in place – yes full suite of additional monitoring and
intervention (Crown Commissioner) in place
Unitec is projecting a cash shortfall of -$24.5 million in 2018, with cash due to run out in
September 2018. This has arisen due to severely declining enrolments, a costly
transformation programme, Section 9(2)(g)(i)
. A further shortfall is projected for
2019. I am proposing to provide Unitec up to $50 million in Crown financial support as a
concessionary loan during 2018 and 2019 to assist it through its cash-flow issues.
Despite its current situation, Unitec holds significant surplus assets which are able to be
sold. The combination of liquefiable assets (in time) and that Unitec serves a growing
Auckland catchment area gives me confidence that it can return to viability.
Additional monitoring and reporting is in place, but has been informed by the quality of
information provided by Unitec. Based on reasonable grounds that there is a serious risk to
the operation and long-term viability of Unitec, I have dissolved the Council of Unitec and
appointed Murray Strong as Commissioner, under section 195D(1) of the Education Act
1989. As well as overseeing Unitec’s return to viability, this appointment also affords the
Crown greater assurance that its financial support will be appropriately managed and the
outcomes of the ITP Roadmap 2020 project can be implemented.
Unitec has a considerable exposure to external factors, including tight competition in the
Auckland market for domestic students, and a reliance on international enrolments to
support profitability. Unitec estimates the changes to post study work rights for international
students could result in a decline in international revenue of up to -$6.2 million, due to the
large proportion of Graduate Diploma students.
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Whitireia Community Polytechnic
December 2017
-$6.5m -12.0%
$4.7m

YTD June 2018
not yet available
not yet available

Net surplus/-deficit
Cash and Short term
investments
Borrowing consent
yes
yes
Total Debt
-$13.9m
not yet available
 TEC risk rating – Financial High Overall Extreme
 Additional monitoring in place – yes full suite of additional monitoring and
intervention under consideration
Whitireia is forecasting that it will run out of money within the next two months and will be
unable to meet its operational costs. This has been confirmed by the independent financial
advisor recently appointed by mutual agreement between Whitireia and the TEC. It is
forecasting cash shortfalls of up to -$20 million over 2018 and 2019, driven by declining
enrolments and significant investment in a new campus in central Wellington.
The situation at Whitireia has evolved rapidly. However, the extent of its financial issues,
and concerns about its long-term viability, means intervention will be necessary. Any
intervention in governance is complicated, as Whitireia shares a council with Wellington
Institute of Technology (WelTec). However, I am currently considering what intervention
may be required.
9(2)(b)(ii)

While some benefits of the strategic alliance with WelTec have been realised in recent
years, more work will be required in terms of the rationalisation of programmes and cost
savings. It is not clear that sufficient cost savings and re-sizing can be undertaken to enable
it to return to viability as a standalone entity.
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Wellington Institute of Technology (WelTec)
December 2017
-$2.1m -3.6%
$1.3m

YTD June 2018
not yet available
not yet available

Net surplus/-deficit
Cash and Short term
investments
Borrowing consent
yes
yes
Total Debt
$nil
not yet available
 TEC risk rating – Financial low Overall moderate
 Additional monitoring in place – yes, borrowing consent covenants, planned
organisational review and increased reporting and likely intervention
WelTec has, until recently, been considered low risk on the TEC Financial Monitoring
Framework. This is likely to be upgraded to moderate or high, pending the outcome of
further analysis. Due to the strategic alliance and combined Council and leadership team
WelTec shares with Whitireia, TEC has launched a review of WelTec to ensure issues
occurring at Whitireia do not also impact at WelTec.
WelTec, after a period of good results, has moved into deficit in 2017. However, this is not
expected to continue in the future. WelTec has also contributed a significant sum to a
significant investment in a new campus in central Wellington, which was a one-off
investment. This has caused WelTec’s cash balances to decline; however, a borrowing
consent, which includes a line of credit, allows WelTec to support liquidity needs.
Due to the current position and Combined Council with Whitireia I am currently considering
my options regarding a statutory intervention into both Whitireia and WelTec.

Tai Poutini Polytechnic
December 2017
-$4.1m -17.8%
$2.8m

YTD June 2018
-$3.3m -61.3%
$4.2m

Net surplus/-deficit
Cash and Short term
investments
Borrowing consent
no
no
Total Debt
nil
nil
 TEC risk rating – Financial high Overall extreme
 Additional monitoring in place – yes full suite of monitoring and intervention
(Crown Manager) in place
TPP’s financial performance is the subject of ongoing and detailed monitoring as a result of
Crown Support. A final decision on TPP in 2018 has been deferred, and Crown funding was
agreed. TPP continues to work closely with TEC.
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