





Context

1.

On July 22, Cabinet agreed to develop a unified funding system to apply to all
provider-based and work-integrated education at certificate and diploma qualification
levels 3 to 7 (excluding degree study) and all industry training [CAB MIN 0354 refers].

In September, we provided you with an update on our work to establish a Funding
Reference Group, and to plan and undertake upcoming engagement and analysis
[METIS 1204429 refers].

On 12 December you are scheduled to have a strategy session on the unified
funding system. The attached annotated agenda is intended to support the
discussion.

Officials are seeking your feedback on initial policy design choices andhigh-level
decisions to guide the direction of further work with sector experts and end-users in
2020. In particular, we are seeking your agreement for further work.to design:

a. a new funding category system should include a focus on fields«of study and
modes of delivery

b. a learner-based funding component should explore different funding
approaches to meet the needs of each learner group, @and focus on:

i young learners with low prior attainment
ii. M&ori learners

iii. Pacific learners

iv. disabled learners
V. learners in isolated areas
C. strategic funding should:focus on better aligning the skills supply with

demand, and supportinginnovative‘programme design and delivery.

We are also seeking your viewson the potential size of different components of the
unified funding system; and your preferred approach to transitioning from one funding
system to thesnext.

We think there would be value in sending an early signal of the direction of future
funding changes., We are seeking your agreement to develop two proposals, as first
steps, for inclusion in the February 2020 Reform of Vocational Education fiscal
implications Cabinet paper, for potential implementation in 2021:

a. A new strategic fund to support the design and development of new work-
integrated delivery models
AND EITHER

b. A new learner-based funding premium for tertiary education organisations to

support young learners with low prior attainment who enrol in qualifications at
levels 3 to 7 (excluding degree study)

OR

c. Extending strategic funding to fund projects to support young learners with
low prior attainment in vocational education.
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c. A new funding approach for strategically important delivery to support national priorities and
to increase responsiveness to regional labour-market demand. This could include sector-
specific funding for wananga and/or the New Zealand Institute of Skills and Technology
(NZIST).

Overview of work to date

4.

The development of a new unified funding system represents a major reform agenda, which
requires a multi-year programme of work to design and implement. The ‘direction of travel’ set by
the unified funding system also has the potential to influence medium- and longer-term funding
reform for both higher education and foundation education.

Over recent months officials have undertaken the first phase of evidence gathering, engagement
and data analysis to inform initial policy design options for the unified funding system. This'has.had
a strong focus on understanding:

a. what priority learners (Maori, Pacific, and disabled learners) want and needfrom the future
vocational education and training (VET) system, and system performance-for different
learner groups

b. collecting and analysing financial data to understand the current costs of €dueation delivery,
and support to work-based learners.

Table 1 provides a summary of evidence gathering, engagemeht, and analysis that has informed
work to date. The results of this analysis are included in the following sections. This is a first step
only — to design a fit-for-purpose, future-focused funding systemywe €annot rely entirely on historic
data collection and analysis. As we discuss further in the following two sections of this AA, the first
stage of this work has highlighted some significant dataigaps,which we will need to work with the
sector to address to inform future policy design and’'cost modelling.

Table 1: a summary of evidence gathering, engagement and analysis'to date

Evidence gathering and
engagement

Learner-based data analysis

Financial and delivery cost
analysis

International comparison of
VET funding systems.

Evidence from previous
engagement and research on
what works and what the
challenges are for priority
learner groups in VET.

Targeted learner worksheps
with over 80 Maori, Pacific and
disabled learners to explore
VET system challenges and
how tertiary education
organisations can support
learners’ success:

Analysis of VET system
performance for Maori, Pacific,
anddisabled learners.

Analysis of potential risk
factors associated with
achievement in VET.

Analysis of government funding
and delivery costs across
broad fields of study for all
public tertiary education
institutions.

Industry training data collection
and analysis of cost drivers for
industry training (analysis is
ongoing).

Institutes of Technology and
Polytechnics (ITPs) data
collection and analysis of
delivery costs by mode of
delivery, location and learner
group (data collection and
analysis is ongoing).

Officials have also been working closely with a Funding Reference Group (FRG) to test ideas and
understand the potential implications of different funding system changes. The FRG includes an
independent Chair and a mix of experts from across the tertiary sector. The FRG has an operational
understanding of how funding influences the behaviour of tertiary education organisations (TEOs),
industry experience, and the ability to engage with the strategic goals of the reforms. Between
September and November 2019, we held five meetings with the FRG.

The remainder of this Annotated Agenda (and related annexes) provide a basis for an open
discussion at the upcoming Strategy Session on 12 December of potential future policy directions.
We seek your views on initial policy design choices to inform further data collection, analytic work,
and engagement with the sector and end-users in 2020. As the funding policy work progresses, we
will need to consider the interplay with other related RoVE changes, including the introduction of



























52.

53.

Given the principles for this workstream and our analysis to date, we think that learner-based funding
could be most effective if it were made up of different approaches according to different groups of
learners. This would add complexity, but increase the effectiveness of learner-based funding. In
designing the details of learner-based funding policies, it will be important to prioritise transparency
to ensure that the system does not become unwieldy.

The following sections set out how we think these choices in Table 5 could be best applied to link
funding to each learner group.

Young learners with low prior education

54.

55.

56.

57.

Patterns of participation and achievement for this group of learners are relatively straightforivard,
meaning a relatively simple formulaic approach to funding would be sufficiently targeted to'meet
these learners’ needs. It would also support providers to enrol learners in the highest qualificationin
which they are likely to be successful.

Funding could be derived from a formulaic approach directly related to enrolments. FEOs would then
determine how to spend their funding to meet the needs of their young learners«with, low prior
education. Funding could be paid in bulk and aligned with TEC'’s current payment schedules. To
incentivise good outcomes for these learners, a set portion of each TEO's fundingiamount could be
paid upon achieving select learner performance metrics (e.g. course completion, progression,
qualification completion, etc.).

The FRG gave mixed feedback on linking funding to learner performance, with some valuing the
incentives this puts on providers to support their learners, and others strongly against a formulaic
approach that does not account for each learners’ starting”point oripositive outcomes (such as
employment before finishing a qualification). Any links to performance would have to be carefully
“designed with sector input.

This approach would align well with the principles foruthis workstream, particularly designing
allocation mechanisms that are simple and clear.

Maori and Pacific learners

58.

59.

60.

61.

62.

63.

Patterns of participation and achievement for. these groups of learners are complex, meaning
formulaic funding would have to be complex‘and granular to be sufficiently targeted. We believe an
approach that allows TEC and TEOs o negotiate funding linked to each TEQ's strategic
commitments would better enableTEOs to meet the unique needs of their Maori and Pacific learners.

Strategic commitments could \invelve capability building for staff, developing specific support
strategies or services for learners, meeting certain performance targets, etc. (it will be important to
design this to ensure that any:additional compliance for TEOs and TEC is worthwhile, particularly for
small PTEs, where it might.be more appropriate to have a more formulaic approach).

This means that enrolments could be a starting point for funding negotiation according to each TEQ’s
strategic commitments_as‘agreed via their Investment Plan. Strategic commitments would set out
how each TEO intends to meet the needs of its Maori and Pacific learners. TEOs would then
determineshow.to spend their funding according to the needs of their Maori and Pacific learners and
their strategic commitments.

TEC could"have the ability to withhold funding if commitments are missing or insufficient. To
incentivise TEOs to achieve their commitments, TEC and each TEO could negotiate a portion of
each TEQ's funding to be paid upon achieving expectations in the Plan. Funding could be paid in
bulk, but could be agreed over multiple years to allow TEOs to plan and achieve longer-term strategic
commitments.

TEC is already working closely with TEOs to achieve patterns of parity for Maori and Pacific learners.
This proposal could support TEC's and TEOs’ efforts, and accelerate change, for Maori and Pacific
VET learners.

This approach is more complex than the simple, formulaic approach proposed for young learners
with low prior education. But we believe this is the simplest way to design a funding approach linked
to ethnicity that recognises the complex performance patterns for Maori and Pacific learners, the
varying capabilities of providers, and the different needs of each TEQ’s learners and communities.
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91.

they receive funding approvals from the TEC. The TEC’s work to adapt the investment
Plan process to meet the wider RoVE objectives was also of interest to the group.

performance measures being fit for purpose. The FRG indicated that performance
measures (such as the education performance indicators) should be reviewed to achieve
the objectives of the new system. However, there were mixed views on how closely funding
could or should be tied directly to performance, especially when this would result in funding
clawbacks.

. the new system’s interaction with other parts of the funding system. Most providers

also receive funding for foundation education and/or delivery at degree-level and above.
The FRG expressed some concern about how the unified funding system might intéract
with other parts of the funding system, administrative complexity, and the potential for other
parts of the system to be left behind.

. the importance of considering employer contributions. The FRG members,

particularly those from ITOs, thought that work around employer contribations.should be
considered alongside this work programme, so that related funding changes can be
implemented together.

We note these for your interest and will include them to relevant work areas as the opportunity

Item 6: Structure of the future unified funding system and potentialapproach to phasing

92. We would like to test your initial views on the potential size©f the different components of the

unified funding system, and preferences regarding transitions from one funding system to the next.
Your steer will inform further policy design work; implementation planning, and the development
of any unified funding system proposals for consideration’in the February 2020 RoVE fiscal
implications Cabinet paper.

Potential size of different components of the unified funding system

93.

94.

Our initial ideas on the structure of different components of the unified funding system have been
informed by VET funding systems in other jurisdictions, and the priority we have placed on
increasing funding system responsivengss to employer and learner need.

As set out in Annex 3, as a starting point for discussion, we have indicated that:

a. The new funding categery system could account for between 70-90% of total government

funding (a_reduction from approximately 99%). Core bulk funding, based on standard
metrics (velume x rate), balances funding flexibility and predictability for providers, with the
ability for funding'to shift in response to changing enrolment patterns.

Learner-based funding to support education providers to tailor education delivery and
support to meet individual learner needs could account for between 5-20% of total
government funding. This is a significant increase from less than 1% of current government
funding, and would bring New Zealand into closer alignment with international VET funding
systems.

Strategic funding to increase system responsiveness to national priorities and regional
labour-market demand could make up between 5-10% of total government funding,
depending on your preferred design option(s) for this component. This would enable the
government to use price as well as volume as a lever to encourage providers to shift their
mix of provision to address major skills mismatches. The New Zealand experience of
performance-linked funding suggests that shifting a relatively small percentage of total
funding can have a significant impact on provider behaviour.

95. As discussed in item 4, if your preferred option for strategic funding places a much higher priority

on TEO-led planning and funding stability, you may wish to direct a significantly higher proportion
of funding (e.g. 25-30%) through the strategic funding component.
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96.

We expect further funding policy work to occur alongside the TEC’s work to adapt the Investment
Plan process, including how the TEC will balance advice from the WDCs and RSLGs to inform
future investment decisions.

Recommendations

97.

We recommend that you:

a. discuss with officials the potential size of different components of the unified funding «U
system

Approach to transitioning from the current system to the next

98.

99.

100.

101.

102.

The options set out above involve major funding change. This would involve large’ scale re-
balancing of funding across the system, with funding categories differentiated according to mode
of delivery (encouraging providers to shift how and where they offer learning), @ learner-based
component incentivising better support for a broader range of learners, and a strategic funding
component that encourages more responsiveness to industry and employerneed.

In the absence of new money, implementing these changes will require significantreductions to
funding allocated through the new funding category system, to increasefunding allocated to meet
learner needs, and new funding for strategically important delivery.

The FRG has emphasised that additional money will be required to.meet the new system
expectations. For example, there are currently very limitedsservices and supports for disabled
learners in the VET system. A sole focus on re-balancing existing funding is therefore unlikely to
lead to a major change in support for disabled learners:

We are seeking your steer on the approach you wish o take for transitioning from one funding
system to the next, once all the appropriate data systems and processes are in place. There are
two high-level options:

a. A swift transition to the unified funding system. This approach gets to the endpoint faster,
so that the new funding incentives would be fully in place earlier to support the structural
reforms and the outcomes the government is seeking from RoVE. By re-balancing existing
funding, rather than relying.on new money, the transition could be less costly, but with the
potential for major disruption to existing{providers and provision.

b. A phased transition to the unified funding system. This approach would take longer, with
less emphasis on reallocating funding from the funding category system towards the new
strategic and learnersbased funding components, and greater reliance on directing new
money in futtre budgets towards priorities. The transition would be more managed, to
protect existing providers and provision, but the full effect of the funding changes would
take much more time to realise.

With any funding system change there will be ‘winners’ and ‘losers’ — at both the programme and
provider<level, There is a related choice around the extent you wish to prevent funding shocks by
using new/money to compensate ‘losers’. This could, for example, involve ‘grandparenting’ to
prevent major funding shocks.

Recommendations:

103.

“We recommend that you:

" a. discuss with officials your views on potential approaches to transitioning from one funding
system to the next

Potential first steps for consideration in the February 2020 RoVE fiscal implications Cabinet
paper and implementation in 2021

104.

In the short-term, we think there would be value in sending an early signal of the direction of
future funding change, and to begin allocating funding towards the new system, rather than
propping up the old. This could also help to shift a perception among some stakeholders that
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funding reform is primarily about ITP viability, rather than delivering improved outcomes for
learners and employers.

105. We have identified two potential options for your consideration in the February 2020 RoVE fiscal
implications Cabinet paper for potential implementation from 2021. These are outlined in Table
8. As we develop further advice in 2020, we will look to identify further options for potential early
implementation from 2022, prior to the transition to the full unified funding system.

Table 8: Options for potential consideration in the RoVE fiscal implications Cabinet paper

Description Allocation approach
Option A: A new fund of at least $5 million, in the This fund could be created as a sub-strand
Strategic first year, as a first step to support the of Joint Ventures and Amalgamation
funding to development of new programmes to Project (JVAP) or as a stand-alone fund.
support the deliver work-integrated learning. The current JVAP portion of the Indéstry
development It is likely that there would be increasing Training Fund is targeted, in part, at
of new demand, so the amount of funding may funding joint-ventures and supporting best
programmes need to increase in out-years. practice in vocational education and
to deliver A new funding pool to specifically support training. Any new funding could-allow
work- work-integrated learning would align with additional projects to those funded through
integrated the Government's RoVE objectives and JVAP and require a specific focus on
learning signal an intent to link future funding to work-integrated development.
new delivery models. In its first phase, the new fund could
Such a fund would be scalable both up support a smallnumber of larger projects
and down, time-limited and address key developing new work-integrated
challenges of merging provider and work- programmes (5-10) or a larger number of
based approaches. smaller projects looking at integrating work
and provider based education in existing
courses (20-100).
Operational design and implementation
would occur in 2020, for allocation of
funding from 2021.
Option B: We propose implementing a tuition Implementing a top-up for this learner
Learner- subsidy top-up from 2021 linked to young group is relatively straightforward
based learners with low prior education (learners compared to the approaches for other
funding to under age 25 who have not achieved a learner groups. It can be done with
support prior qualification at level 8 or above). minimal data collection changes, and low
young The top-up would apply te:enrolments of transaction costs for TEC and TEOs.
learners with target learnersiat qualification levels 3-7 If this first step is implemented, it will be
low prior (excluding degrees)iin both provider- important to signal to the sector that this is
attainment based and work-based learning. only the start of rolling out a learner-based
At a minimum, we'think this top-up should funding component, and that over time the
be$320° per EFTS/STM. This could be up sector can expect to see more learner
to approximately $6.5 million in total groups targeted and a greater proportion
funding, depending on how many of VET funding allocated to learner-based
EFTS/STMs meet the eligibility criteria. funding components.
We have taken a conservative approach to We do not propose linking any of this top-
identifying an appropriate amount of up funding to learner performance metrics
funding for initial implementation. As the during the initial implementation. Links to
Unified Funding System is developed and performance, if any, will take longer to
rolled out, we would expect the amount of design, so the policy could be adapted to
funding allocated to support learners with add any links to performance after the
low prior attainment to increase. initial implementation.

106. There are choices around the allocation approach for these options. A tuition subsidy top-up for
learners with low prior attainment provides a transparent, system-wide incentive on providers to
engage more effectively with these learners. However, a disadvantage of this approach is that it can

3 The figure of $320 per EFTS/STM is the same as the current Equity Funding top-up for Maori and Pacific learners enrolled in
degree-level study. Current Equity Funding at qualification levels 3-7 (excluding degrees) is approximately $3 million, so this top-up
would increase the total amount of learner-based funding for VET to approximately $9.5 million. It would also increase the number
of EFTS/STMs linked to learner-based funding.
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Annex One: unified funding system strategy session 12 December 2019

Korero

Background reading: current VET funding system

Vocational education is... ROVE is focussed on: Unified Funding System

Education that focuses on preparing The key part of vocational education, The Unified Funding System has a

learners for the world of work. defined as: slightly different scope:

It has a special emphasis on the skills, » All indugtry trgining (training and | > work-integrated and provider-

knowledge and attributes required to apprenticeships people undertake in based learning at certificate and

perform a specific role or to work in a employment). diploma levels 3-7 (excluding

specific industry. > Provider-based education funded via ?egrge study) and all work-based

: : : . earning

For example, a hairdressing course is the Student Achievement Component

vocational, as are accountancy and at levels 3 to 7.of the New Zealand » education and training arranged

helicopter pilot training, because they all Qualifications Framework, excluding and delivered by the proposed

prepare people for a specific role. degree study.te reo and tikanga New Zealand Institute of Skills &
Maori, English for Speakers of Other Technology as well as wananga,

In contrast, sciences or life skills private training establishments and

Languages, university provision and

programmes are more broadly other non-formal provision universities.
applicable, and would not be considered o _ Compared to the definition applied for
vocational. The proposal to create a single Institute the wider RoVE review, this includes
_ . . affects all levels of provision in current ‘non-vocational’ delivery at levels 3-7
itis not always ‘easy tt_o neI:':\tIy identify a Institutes of Technology and Polytechnics and universities. This is to avoid ’
programme as vocationat. (i:e. this aspect also affects foundation creating extra boundaries within the
learning, degrees and post-graduate funding system.

study at ITPs).

S Korero Matauranga Have your say about
= Me korero tatou the future of education.

Join the conversation at eonversation.edueation.govt.nz #EdConvol8
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Overview of the current VET Funding System

The Government subsidises education delivery and support for work-based.learning. The majority
of VET funding is through tuition and training subsidies paid by the Government directly to
tertiary education organisations (TEOs).

There are two major Government funds for VET:

* The Industry Training Fund (ITF): subsidises_ industry training organisations to support
work-based learning

« The Student Achievement Component (SAC): subsidies education delivery for
learners enrolled with a tertiary provider

The Government also pays Equity Funding.to providers to support Maori learners, Pacific
learners and disabled learners in provider-based education.

The Government provides additional financial support for students and trainees engaged in VET
through the Fees Free Policy, Fee regulation, and through interest-free student loans

Students, trainees and employers contribute to the cost of VET through paying fees for study or
training.

=== Korero Matauranga Have your say about
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Industry Training Fund & Trainees

The Industry Training Fund was allocated $186 million for the 2019/2020 financial year:

In 2018, 132,000 learners participated in industry training, which equates to 43,900 STMs.

The median age of these learners was 28 years old.

Nearly half (45%,19,500) of Industry Training STMs were NZ Apprenticeships (training in higher-level VET).

Construction was more common area for trainees. In 2018 22% (9,800) of all STMs were in Construction.

Joint Ventures and. Amalgamation Projects (JVAP)

This funding is part of the Industry Training Fund‘and can beawarded to ITOs and/or other organisations. The JVAP
fund is capped at $3.5 million per calendar year.

The purpose of JVAP is to:

« support best practice in vocational education and training
» support projects that enhance the efficiency and effective of ITOs, and
 facilitate structural change and joint ventures in the industry training sector.

Funding for JVAP is allocated via an application process.





















Learner group

Disabled learners

Isolated learners

Definition and data source

The 2013 Disability Survey defines
disability as an impairment that has a
long-term, limiting effect on a
person’s ability to carry out day-to-
day activities. ‘Long-term’ is defined
as six months or longer. ‘Limiting
effect’ means a restriction or lack of
ability to perform.

Data source: IDI (Integrated Data
Infrastructure), which makes use of
the 2013 Disability Survey

The 2013 Disability Survey included
a sample of around 1,300 disabled
people who had an enrolment in
VET. The small size of this sample
limits the amount of detail that can
be explored. The small size and age
of the Survey means our data may
not accurately reflect participation
and achievement of disabled
learners in VET.

We have determined that a learner is
isolated based on whether the
learner’s address prior to start date is
estimated to be above the isolation
threshold in the revised school and
ECE isolation index that is currently
in development.

Data source: IDI and the revised
school and ECE isolation index

Commentary on other learner groups

Participation in 2018, unless noted

Approximately 22% of VET learners
in 2013 were disabled.

Disabled people had the same level
of participation in VET compared to
the general population, however:

o disabled learners under age
40 were more likely to enrol in
provider-based VET than in
industry training

e disabled learners under age
40 with higher support needs
were less likely to enrol in

industry training than
learners with lower support

needs.

Disabled learners age 40 and older
have similar participation patterns as
non-disabled people.

Approximately 9% of VET learners
are living in isolated areas.

Achievement

To understand achievement in VET for disabled learners, we are only able to analyse
course completion rates for learners enrolled in provider-based VET from 2011-2015. This
shows that disabled learners under age 40 have lower course completion rates than
non-disabled learners:

o 58% of disabled learners under age 40 successfully completed at least 85% of their
courses, compared to 71% of non-disabled learners.

Unsurprisingly, learner or provider isolation does not appear to be a key risk factor for
success in VET. However, TEOs tell us that supporting learners in isolated areas can
involve higher costs and greater tailoring of education delivery and support.

—I_Qualitative findings

Many disabled learners
require individualised, and
sometimes higher-cost,
learning and pastoral
support.

Disabled learners have told
us that they need more
services and teaching staff
who are better able to
support their needs. They
also want to be more work-
ready after completing
qualifications.

We have not undertaken
qualitative research
specifically about this
group of learners.

1. Our analysis showed that there is a large overlap between learners with low prior education and low literacy and numeracy skills, and showed mixed results as to whether low literacy and numeracy or low prior
education are stronger predictors of success. However, our analysis suggests that funding is better linked to low prior education for three reasons:

Our analysis of literacy and numeracy skills was not representative of all VET learners due to data limitations.

It would be more difficult to assess literacy and numeracy skills than low prior education for the purposes of learner-based funding.

c. The large overlap between learners with low literacy and numeracy and low prior education means that linking funding to low prior education would capture a large portion of learners who also have low
literacy and numeracy sKills.

2. The Funding Reference Group questioned whether our data was accurate in suggesting that low socio-economic background is not a useful predictor for success in VET, as members felt this was not aligned
with their experience with their learners. Our challenge is that it is difficult to identify learners’ actual socio-economic background. We have to rely on imperfect proxies, like the level of deprivation associated with
learners’ last known addresses prior to enrolment in VET, or whether learners qualify for the highest amount of student allowance. Use of alternative indicators of socio-economic status would either rely on IDI
data (which would not be available to TEOs at the time of enrolment), or requiring TEOs to collect new, complex personal information from learners at the time of enrolment. Neither of these options align with the
principles for this work.

3. As part of our analysis, we examined the performance of the system for older learners (age 25 and older). Lifelong learning is becoming increasingly important as the changing world of work means that many
older learners will need to retrain due to factors like technological change. We do not see significant discrepancies in the participation or completion rates for older people in VET. Across VET, older learners
participate at high rates compared to younger learners, and have the same or higher completion rates. Compared to other OECD countries, New Zealand has relatively high participation in VET across all age

groups.








