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Purpose of report 

This report seeks your feedback on three scenarios for the design of the unified funding 
system (UFS). We seek your feedback by 4 October to allow us to finalise the design with you 
as we move towards Cabinet decisions in November. 

Summary 

This report sets out options for the design of the UFS, using three scenarios to illustrate the 
impacts of different funding rates. The scenarios demonstrate that there are several 
reasonable ways forward, all of which create a simpler system that supports the goals of RoVE 
whilst managing the financial sustainability of provision. The scenarios are intended to support 
a discussion with you about your preferred approach and the variables you would like us to 
test within this. (Annex 3 shows all the variables). 

Scenarios for the unified funding system rates 

A: Modest change This scenario establishes the learner success and strategic 
components, and makes some increase to work-based rates. 
This makes significant new investments whilst providing financial 
stability for providers, but the gap between work- and provider-based 
rates is still large. 

B: Moderate 
incentives 

Building on scenario A, this scenario further increases work-based 
rates and applies subject differentials to them. It also aligns 
extramural rates to work-based rates. 
This creates stronger incentives for providers and employers to 
collaborate on work-based learning.  

C: Sharper 
incentives 

This scenario increases investment in the learner success and 
strategic components, and closes the gap between provider- and 
work-based rates. 
This creates more dramatic incentives, but with greater risks to 
delivery in areas not currently offered in workplaces. The stronger 
incentives may also overshoot what is needed to effect change. 
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We think scenario B shows the most promise as the basis of a new system. It delivers the full 
set of incentives we need to achieve the outcomes of RoVE, but without shifting rates beyond 
the sector’s capability to adapt and make good use of in the medium term. 

In particular, this scenario should support providers and employers to collaborate on work-
based learning, creating a shift towards apprenticeships and traineeships, with pathways for 
learners who are currently more likely to stay in campus-based programmes. This, together 
with the learner component, will be important for breaking down barriers for learners, and for 
building pathways from school to work. 

The UFS will create significant change, creating the risks of some unintended behaviours. 
These risks can be mitigated through transition arrangements, TEC’s investment and 
monitoring arrangements, and agile responses to issues as they arise. We will provide more 
advice on these risks and transition arrangements as the design of the UFS firms up. 

Recommendations  

The Ministry of Education and the Tertiary Education Commission recommend that you: 
 
a. discuss the three scenarios for unified funding system rates, and indicate what 

alternatives you would like us to explore 

b. forward this briefing to the Associate Ministers for Education 

c. agree to proactively release this education report within 30 days of final decisions 
being made, with any redactions in line with the provisions of the Official Information 
Act 1982. 

Agree / Disagree 

 
 

 
Katrina Sutich 
Group Manager 
Te Ara Kaimanawa 
Ministry of Education 
 
27/09/2021     
   
 

 Gillian Dudgeon 
Deputy Chief Executive – Delivery 
Tertiary Education Commission 
 
27/09/2021 

 
 
 
 
Hon Chris Hipkins 
Minister of Education 
 
__/__/____ 

  

3  10  2021
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Background 

1. The UFS is intended to support RoVE by enabling the integration of the vocational 
education and training (VET) system, and by creating greater support for the following 
shifts: 

a. growing work-integrated learning, i.e. learning agreed between an employer, 
employee and provider that includes work-based elements as well as 
pedagogical expertise, wellbeing support and support for employers; 

b. ensuring learners can access more tailored support, so that all learners can 
participate, achieve, and experience good educational and employment 
outcomes; 

c. encouraging innovative provision that responds to regional and national skills 
priorities and supports Te Pūkenga to build and sustain a national network of 
provision. 

2. From 2023, the full funding increase from Budget 2021 will take effect, with an 
additional $97 million provided for 2023 and 2024 ($96 million in outyears). This was 
an estimated 13.4% increase in VET funding. Whilst this funding primarily addresses 
a history of under-investment, it creates an opportunity to shift how funding is invested, 
to support RoVE objectives. 

We can provide more alternatives based on your feedback on this paper 

3. Over the past two months you have made in-principle decisions on the design of the 
UFS [METIS 1267373, 1263885 and 1266423 refer; Annex 1 describes the process 
further]. We have built these into the modelling of the UFS. 

4. This paper provides scenarios for the funding rates in the UFS, and for the relative size 
of the three components of the UFS. We seek your initial feedback by 4 October, to 
allow time to work through the many alternatives for the design of the UFS, and reach 
Cabinet decisions in November. 

5. We will report back on other matters following your decisions on this paper – these 
include possible exemptions to support eligibility changes, and options for introducing 
programme design funding for online learning. 

6. This is all aimed at Cabinet decisions in November, to allow TEC and the sector to 
make the necessary operational changes to support the UFS to operate from 2023. 
We also hope that it will allow you to announce many of the design elements for the 
UFS towards the end of this year. Giving the sector as much information and notice as 
possible about the policy and operational policy design by the end of this year will 
better support the sector to adapt to the UFS. 

7. Finally, we are aiming to have the final UFS rates set in March 2022, before being 
announced in April. The current modelling uses data to end of July 2021 (projected to 
full-year) and is therefore preliminary. By March next year we will have close to full-
year data to test the rates more precisely (along with clarity about total volume to be 
funded in 2023). 
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b. A transition from provider to work-based learning required a non-completion at 
the provider and a new training arrangement in work (potentially involving 
duplication), creating a weak pathway for learners, especially for school 
students. 

c. High-quality training delivered in collaboration between providers and 
employers was funded at the same rate as training offering very little 
pedagogical or wellbeing support. 

d. The costs of delivering different subjects were not reflected in industry training, 
including training with higher costs. 

e. There was limited strategic funding ($3.5 million in industry training only) to 
support priorities and try new approaches. 

11. These changes make the VET funding system simpler and more transparent. The 
three components of the UFS would replace five funds: the Student Achievement 
Component (SAC) (3-7 non-degree, with 11 funding rates), Industry Training Fund 
(ITF) (two funding rates and a Direct Funding Scheme), Joint Ventures and 
Amalgamation Projects funding (JVAP), the current Equity Fund (non-degree), and 
(potentially) the Qualifications Development Fund. 

Funding category component 

12. The table below summarises the subject groupings and modes applied within the 
funding category component. The four subject groupings replace 11 SAC rates; the 
proposed allocation of transitional Industry Training Organisation (ITO) programmes 
to subject groupings may be refined as we test them further with transitional ITOs. 

Table 1: Subject and mode categories for the UFS 

Subject groupings Modes 
• Humanities, Business and Social Service 

Vocations 
• Trades, Creative, Health-related and IT 

Vocations 
• Engineering, Health, Primary Industry and 

Science Vocations 

• Specialist Low-Volume, High-Cost 
Vocations 

• Provider-based 
• Provider-based: extramural (to become an 

‘online’ mode from 2024) 
• Work-based  
• Work-based: pathway to work 
• Assessment and verification  

13. After consultation with the sector, the names of the modes have changed slightly. 
Annex 2 discusses this further. 

14. It is intended that programmes, especially work-based programmes, would be funded 
from a combination of modes which reflect the different ways learning is delivered. 
Annex 2 includes some examples to illustrate this. 

15. The funding rates for te reo and tikanga Māori provision are to be maintained at pre-
UFS levels, pending separate reviews. We will test this approach with wānanga prior 
to Cabinet decisions on the UFS. And, we will provide advice soon on programme 
funding as part of the extramural mode. 
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The unified funding system has the potential to drive several key shifts 

23. We have developed three scenarios to show the effects of three different approaches 
- modest, moderate and sharper incentives scenarios. They are intended to support a 
discussion with you about your broad approach and the variables you would like us to 
adjust within this. 

24. The scenarios all show the effects of different levels of increases to: 

a. Work-based learning, especially for apprenticeships. This is due to two distinct 
shifts: block courses and other campus-based delivery are funded at the higher 
provider-based rate; and applying subject differentials favours trades, 
engineering and agriculture, which tend to cost more to deliver. 

b. A ‘pathway to work’ payment for providers to support learners moving from 
provider-based to work-based learning. This is to identify work opportunities 
and help learners establish their learning through the transition into work. (This 
payment would be limited to three months, so the FTEL rates in the scenarios 
would only be paid up a quarter of the figure stated). 

c. The learner success component directs resources to providers to allow them 
to tailor additional support on top of the services they offer all learners. At 10% 
of the UFS, the rate would be around $1,700 per FTEL with low prior 
achievement or a disability. Given the general obligations to support learners 
as part of all funding, this is quite a high additional investment. We treat this as 
an upper limit. 

d. The strategic component – for example, 5% of the UFS is around $45 million. 

25. The additional investment at Budget 2021 pays for much of this change. We have also 
explored options to reduce investment in: 

a. Extramural funding – as discussed in earlier advice (noting that further work is 
to come on programme development funding, and that this may affect how the 
strategic component is allocated). This accounted for 12% of the value of 
delivery in 2021. 

b. Assessment and verification – recognising that those employers who largely 
deliver their own training do not require as much support as work-integrated 
learning delivered jointly by providers and employers. Around 4% of FTEL were 
in this category in 2021 (around 14% of industry trainees).  

c. In most scenarios, funding category component rates are set below current 
SAC rates, in recognition of the funding from the learner success component 
and the strategic component. 

26. The modelling has some limitations, due to the accuracy of the data available 
(particularly cost information from transitional ITOs). This can be managed through the 
investment process (informed by WDCs and RSLGs), which allows TEC to direct 
provision to modes as advised by WDCs. It will also be important to monitor the impacts 
and be agile in response to any issues. Annex 2 discusses these data limitations 
further. 

Proa
cti

ve
ly 

Rele
as

ed



Proa
cti

ve
ly 

Rele
as

ed



Proa
cti

ve
ly 

Rele
as

ed



Proa
cti

ve
ly 

Rele
as

ed



Proa
cti

ve
ly 

Rele
as

ed



 

12 
 

Table 9: Impacts of scenario C: sharper incentives 

Subsector 
2021 Scenario C  Difference  

$ million $ million $ million % 

Te Pūkenga 346.3  333.5  -12.8  -4% 

Delivery from transitional ITOs 203.2  304.4  101.1  50% 

Wānanga 94.6  98.0  3.5  4% 

PTEs 168.3  163.5  -4.8  -3% 

Universities 28.9  25.9  -2.9  -10% 

Total 841.3  925.4  84.1  10% 

40. The subsector impacts are discussed in the table below. Compared to scenario B, 
provider-based funding decreases in higher-funded subjects, affecting some of the 
more ‘traditional VET’ on-campus provision such the trades.  

Table 9: Impacts of scenario C within subsectors  
Subsector Range of 

impacts 
Biggest 
decrease 

Commentary 

Te Pūkenga -9% to -17% -$6.0m This scenario affects all areas, with on-campus trades 
and extramural delivery the most affected. 

Delivery from 
transitional 
ITOs 

+91% to +18% none Funding currently directed to transitional ITOs 
increases. Around 30% of the increase ($30 million) is 
due to increases in provider-based delivery such as 
block courses. 

PTEs +18% to -37% -$3.2m Under this scenario 37 PTEs would lose more than 
$100,000, include nine that lose more than $500,000. 
In addition to the PTEs most affected in scenario B, it 
affects PTEs with a focus on arts and design, 
agriculture and trades. 

Wānanga +5% to +1% none All wānanga receive a small increase. 
Universities +4% to -15% -$1.3m Effects are similar to scenario B. 

Scenario Recommendations 

41. The scenarios demonstrate that there are several reasonable ways forward, all of 
which support the goals of RoVE and the financial sustainability of provision.  

42. We think scenario B offers the most promise as the basis of a new system. It delivers 
the full set of incentives we need to achieve the outcomes of RoVE, but without shifting 
rates beyond the sector’s capability to adapt and make good use of in the medium 
term. 

43. In particular, this scenario should support providers and employers to collaborate on 
work-based learning, creating a shift towards apprenticeships and traineeships, with 
pathways for learners who are currently more likely to stay in campus-based 
programmes. This, together with the learner component, will be important for breaking 
down barriers for learners, and for building pathways from school into work. 

44. There are many judgements to be made to fine-tune this scenario. Your feedback on 
this paper will allow us to begin that process with you. 
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We will provide advice on transitions as we firm up the preferred option 

45. As we move to finalise the design of the UFS, we will provide advice on options for the 
transition from the current system to the UFS. We will need to consider how fast the 
sector can adapt, both to increases and decreases in funding. We will seek your views 
on the pace of change, and/or any tailored arrangements for sub-sectors or specific 
areas of provision.  

Next steps 

46. We seek your feedback on this paper by 4 October. We will provide follow-up advice 
as quickly as possible, and then move to providing a draft Cabinet paper as the policy 
design firms up (hopefully in mid-October). 

Annexes 

Annex 1: Sequence of key UFS decisions 

Annex 2: Further information about the funding category component design 

Annex 3: Details of scenario parameters 
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Annex 2: Further information about the funding category component design 

Management of data limitations in the modelling 

Modelling is based on projected full-year data for 2021. It assigns modes and subjects based 
on current behaviours. This means there are some limitations relating to data quality. The 
model also does not account for behavioural shifts that the incentives may produce. We intend 
to refine the model to reflect real full-year data before finalising rates. Full year data for 2021 
will not be available until early 2022 as the Single Data Return and Industry Training Register 
are close to confirmed. 

However, we believe these risks can be managed through TEC’s investment process, 
supported by advice from WDCs about mix of provision. This will allow the TEC to approve 
shifts in provision before they occur. This is particularly important to manage the proportion of 
work-based training occurring in the system. TEC will keep you informed as next year’s 
investment round progresses.  

There is a lack of robust cost data in many areas, including mode of delivery, especially for 
industry training. We made several, intensive, attempts to gather more cost data from 
transitional ITOs. However, they don’t uniformly collect cost data in the way that Institutions 
are required to do for the ‘benchmarking’ tool, which limited what we could collect.  

However, we think that current costing information is less important for the model than thinking 
about the new activities we are buying and how this relates to a provider-based rate for the 
same activities. We are seeking to buy a range of new activities that aren’t currently carried 
out anywhere in the system as the shift from arranging training to providing training occurs.  
We believe this shift justifies significant new investment.  

Descriptors for modes of delivery 

The descriptors for modes of delivery were based on feedback in 2021, particularly from 
transitional ITOs. Having trialled the terms, including in discussion with stakeholders, some 
simplification is required. The table below summarises the proposed new descriptors.  

New descriptor Previous 
descriptor 

Reason for change 

Provider-based Provider-led Use of “based” rather than “led” mirrors the shifts 
for work-based mode.  

Provider-based: 
Extramural 

Provider-led: 
Extramural 

As above. 

Work-based Work-integrated for 
learners who are 
employed 

Work-based more clearly reflects that this mode 
is about what happens in a workplace. 
“Work-integrated” is more often understood to 
mean a work-based programme delivered in 
partnership between providers and employers, 
which may include provider-led elements.  

Work-based: 
pathway to work 

Work-integrated for 
learners brokered 
into employment 

WDCs also have a brokerage function, which 
was creating confusion. “Pathway to work” is 
more succinct. 

Assessment and 
verification 

Employer-led Transitional ITOs prefer “employer-led” because 
it mirrors “provider-led” and reflects the 
contribution that employers make. However, it 
requires considerable explanation, and is likely 
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