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to prevent prejudice to the security or defence of New Zealand or the international relations of the
government

to prevent prejudice to the maintenance of the law, including the prevention, investigation, and
detection of offences, and the right to a fair trial

to damage seriously the economy of New Zealand by disclosing prematurely decisions to change
or continue government economic or financial policies relating to the entering into of overseas trade
agreements.

to protect the privacy of natural persons, including deceased people
to protect the commercial position of the person who supplied the information or who is the subject
of the information

to prevent prejudice to the supply of similar information, or information from the same source, and
it is in the public interest that such information should continue to be supplied

to protect information which is subject to an obligation of confidence or which any person has been
or could be compelled to provide under the authority of any enactment, where the making available
of the information - would be likely otherwise to damage the public interest

to avoid prejudice to the substantial economic interests of New Zealand

to maintain the current constitutional conventions protecting collective and individual ministerial
responsibility

to maintain the current constitutional conventions protecting the confidentiality of advice tendered
by ministers and officials

to maintain the effective conduct of public affairs through the free and frank expression of opinions
to maintain legal professional privilege

to enable the Crown to carry out commercial activities without disadvantages or prejudice

to enable the Crown to negotiate without disadvantage or prejudice

to prevent the disclosure of official information for improper gain or improper advantage
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In preparing this Information Release, the Treasury has considered the public interest considerations in section 9(1) and
section 18 of the Official Information Act.



Date: 30 January 2017 SH-4

To: Tim Ng
Grace Campbell-Macdonald

From: [34]

Vote Education Budget 2017 meeting with the Minister of
Education — 10.30am Tuesday 31 January

You are due to meet with the Minister of Education to discuss the Vote Education
package of initiatives for Budget 2017. This meeting was requested by the Minister
following a meeting with officials from the Ministry of Education last week where our
Vote Team assessment was raised. We understand that the Minister is interested in
discussing the following issues in particular:
e Three Ministry capacity bids (Departmental capacity and capability,
Departmental budget bid — ICT [33]

o [33]
® [33]

Targeted adjustment to early childhood education funding, and
New school property agency (and its interaction with the EIS capacity bid,
Supporting infrastructure delivery).

The purpose of this note is to provide you with the overall vote context and history,
information on the initiatives submitted by the Minister of Education, and how our
assessment is shaping up.

Background and context

In 2016/17 Vote Education is $11b, $8b of which is non-departmental funding primarily
for the delivery of the curriculum from ECE through to secondary school. The sector
works as a ‘devolved model’, whereby decisions and control is devolved to individual
Boards of Trustees. Schools receive funding through the operating grant ($1.3b pa),
capital maintenance funding ($200 million pa), and teachers’ salaries ($3.8 billion pa).

Departmental operating funding is largely made up of school property depreciation and
capital charge ($1.4b pa) with the remainder funding service delivery ($0.6b pa).
Capital expenditure of $0.9b pa funds the school property investment programme
which maintains, renews, improves and expands the asset portfolio currently valued at
$14.5b pa.
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Departmental and non-departmental appropriations
(2016/17 Sb)

Departmental
All other departmental operating
School property protfolio management (operating)

Departmental capital expenditure

Non-departmental

Curriculum supoprt

Integrated school property
Professional development & support
School transport

Special needs support

Early Childhood Education
Secondary education

Primary education

All other Vote Education non-departmental

o

0.5 1 1.5 2 2.5 3 35

The movement in budgeted spending since 2008/09 is an increase of $2.8b or 35%.
Most of the increase in funding has been to address cost drivers such as ECE subsidy
adjustments, operations grant adjustments to schools and wages. A significant portion
came from an increase in volumes at ECE and schools including property. The
remainder is from policy changes, in particular IES, and also targeting ECE

participation, youth guarantee scheme, (33 and ICT initiatives.
Spending Growth Driven by Cost - increases from 2008/09 Spending Growth Driven by Volume - increases from
to 2016/17 2008/09 to 2016/17
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Spending Growth Driven by Policy Changes and Other

m 70 Initiatives - increases from 2008/09 to 2016/17
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A large portion of the Vote Education expenditure is demand driven; therefore, there is
expected to be increased pressures on baselines driven by demographic change as a
result of high net migration and increasing demand for ECE and special education
services.

For example, high net migration of families with school-aged children has a significant
and immediate impact on costs through its impact on school roll growth. Under current
policy settings, roll size flows through relatively quickly to both the per-pupil component
of schools’ operational funding, and, schools’ full time teaching equivalent entitlement.
Roll growth is automatically funded as demand-driven pressures, through forecast
changes at Baseline Updates. For example, OBU 2016 forecast changes in teacher
salaries and operating grants of $292m over the forecast period were primarily driven
by the impact of unexpectedly high net migration on school rolls, with July 2016 rolls
7,327 learners higher than anticipated.

Budget 2017

The Ministry of Education have submitted[ Track 2 initiatives comprising:
o [33] in opex (see breakdown below), and
* (33 in capex over the forecast period.
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(33]

The key themes across the package are:

Substantial cost pressures are evident across the system, particularly in
departmental capacity, which is impacting on core service delivery and support
to schools.

Delivering the reform programme.

Population growth, especially from high net migration, is driving demand and
cost pressures.

Keeping pace with growth and change in the early childhood education sector,
and understanding its impact.

It is important to note that the below information is only our indicative assessment as
we are yet to hold our moderation meeting with the corporate centre ahead of our final
Vote Team assessment being due on Friday 3 February. We are also yet to discuss
this with the Minister of Finance or Budget Ministers. Our indicative assessment was
due on Friday 27 January and we have shared this with the Ministry of Education’s
Budget team.

We have applied the following set of principles while assessing the initiatives:
Giving support to:

Initiatives that are aimed at key service delivery where there are is potential
reduction in service delivery or outcomes (includes forecast changes, some
departmental capacity, cost and demand adjustments) or where there is little or
no discretion (such as to meet statutory requirements or collective bargaining)
New services where the initiative is supported by good evidence and return on
investment, and strong strategic alignment.

Scaling initiatives where:
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» There are choices around the level of service provision
» The initiative has a number of different components some of which we support
and other we would not
Deferring or not supporting initiatives that:
« Are not investment ready, lack evidence or implementation plans [33]

* Are low value for money and highly discretionary [33]

Attached is the full list of initiatives submitted by the Minister along with our initial
assessment. Our initial assessment is as follows:

(33]

We understand that the Minister is interested in our views on the following initiatives:
e Three Ministry capacity bids (Departmental capacity and capability,
Departmental budget bid — ICT [33]

(33]

Targeted adjustment to early childhood education funding, and
e [33] (and its interaction with the EIS capacity bid,
Supporting infrastructure delivery).

Three Ministry capacity bids

There are a number of initiatives which are aimed at departmental capacity both in
national office and in the regions. We accept the Ministry’s view that they are
experiencing some cost pressures across the business in part as a result of the reform
programme and the changing nature of the social sector. However, there are some
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components of the initiatives that we believe are not investment ready or there is a
degree of uncertainty around the nature and scope of the services proposed; therefore
we are recommending these should be scaled. 1

It is our view that these initiatives need to be justified in the context of the Ministry’s
overall operatina model and how they fit together in takina the Ministry towards this
future model. 1331

For this Budget our initial thinking is that we would provide two years
of funding to allow them time to think about what the future will look like for the Ministry
but give them some capacity to do that thinking while not compromising service
delivery.

(33]

(33]
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(33]

Targeted adjustment to early childhood education funding

At this stage we are likely to support this initiative as the funding is targeted at ‘at-risk’
populations in line with social investment, and the Ministry have identified a key
opportunity to inform the ongoing funding review by evaluating the proposed targeted
adjustment.

Beyond forecast adjustments (which are determined by volume and parental choice of
service type, rather than price), the last targeted adjustment to ECE funding was in
2013, and the last universal adjustment was in 2008. With prices rising throughout this
time, the risk of delaying this adjustment is that ECE centres with larger numbers of
disadvantaged children compromise on quality of service provision. Education Review
Office evidence that lower decile centres are more likely to be poorer quality raises real
concerns about declining quality in the sector.

(33]

Other issues that may be raised

Forecast changes
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The Minister of Education may raise the issue of forecast treatment during the Budget
process as part of the discussion.

In 2010, Cabinet decided to include Vote Education forecast changes as part of the
Budget operating allowance for incentive reasons. In 2014/15, these transitioned from
a financial year to calendar year approach, which made it more consistent with the in-
year revisions process used for some other Votes, and easier to accommodate in the
Budget allowance.

Joint Ministers confirmed that Vote Education forecast changes continue to be included
as part of the Budget operating allowance in 2015/16. We think there is benefit in
having forecast changes in the budget process, as it exposes costs of policy choices
(eg. ECE subsidy) through budget.

Capital charge

It is worth noting that the Minister may raise the issue of the Ministry being a capital
intensive agency and say this puts a significant burden put on the Ministry by having to
absorb the capital charges applied to the portfolio. The previous Minister of Finance
was clear to the Minister and his Cabinet colleagues that he will not be changing his
approach as it incentivises Ministries to manage their capital portfolio in an effective
way. The Ministry’s assets attracted $997 million in capital charge for FY 2015/186,
representing 9% of the total baseline.
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Vote Education Budget 2017 initiatives

(33]

(33]
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and Pasifika students, and in low-
decile schools.

(38]

Earthquake response

Workforce support package for schools
in the Hurinui, Kaikoura and

Could be scaled if required. Modelled on

property funding

and the impact of past education policy
changes [33]

L) [EEE Seddon/Ward districts following the s SREEEE Christchurch experience.
(November 2016)

Nov 2016 earthquakes

This funding addresses the cost

pressures faced in English for

Speakers of Other Languages. It
Increase in ESOL provides adequate funding to schools [33] . ; .
funding to provide specialised support for the S SUprpei i Umeling Erellils,

growing number of eligible students,

(33]
(33]

Resolving state integrated schools' 33]
Integrated Schools’ property issues related to [33; (3]

33] scale
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March Baseline

This is to address the impact of
forecast changes in the March
Baseline Update 2016. This is

469.686

medium education

resources will be developed for use in
priority subjects and will be adaptable
for regional or local curricula

Updates D : 0 | Support Support
primarily to teachers salaries and
I e growth in ECE.
[33]
A significant increase (from a current
budget of $2m) to accelerate the
design and delivery of curriculum
Curriculum resource | resources for students and teachers in Support. Could be scaled if there are tight
support for Maori- Maori Medium Education. All [33] 0 | Support financial pressures elsewhere however this

should be a last resort.

(33]
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(33]

Kura Kaupapa Maori
management

Support for planning and conducting
governance activities Boards of
Trustees in kura kaupapa Maori (KKM)
to align resources for existing
providers Te Runanga Nui o Nga Kura
Kaupapa Maori o Aotearoa (TRN) and
kura a iwi by Nga Kura a Iwi (NKAI)
with resources allocated to New
Zealand School Trustees Association
(NZSTA) in Budget 2013.

1.666

Support

Support. However we should be pushing to
find out what the future arrangements will be
for this support and when the next review of
support will take place (last one 2013)

Funding statutory
interventions in
schools

Financial support to schools that can’t
afford statutory intervention costs
without it affecting teaching and
learning. The extra funding will be
used to meet the increased demand
and costs of funding interventions, and
should enable the Ministry to support
interventions in an additional 15
schools per annum.

(33]

scale

Support if funding available - but first
investigate further why costs have escalated
so far, if other solutions have been fully
explored. Potentially defer if information is not
available ahead of final assessment.

Targeted adjustment
to schools’
operations grant
funding

This funding will increase schools’
operations grants by |  to help cover
the cost increases in the 2018 school
year, and the Targeted At Risk Grant
by 4% to give schools additional
funding flexibility to meet the needs of
students most at risk of educational
underachievement.

(33]

scale

(33]

Targeted adjustment
to early childhood
funding

Targeted ECE cost adjustment for
disadvantaged children, designed to lift
service quality (using a similar

(33]

Support

Support — risk of declining quality of service
provision if an adjustment is not made in
2017/18.
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[33]
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increases in non-discretionary property
portfolio costs.

(33]

October Baseline

To address the impact of forecast
changes in the October Baseline
Update 2016, primarily related to

Updates increased school operations funding, 2o U] et SLEEEl
teacher salaries, early childhood
I education volume and price growth.
[33]
Annual injection for school property
expansion including roll growth
classrooms, special education satellite
units, school expansions, new schools, 331
School Property new property for existing kura, [33]
Programme , and an existing (33] (33] scale
Business Case special education school, non teaching
space funding and land
reimbursements in response to
population growth and demographic
changes across the schooling network.
Schools Payroll - Initiative to develop approaches to
Holidays Act Project | address and ensure future compliance 0 0 | Support %p:;rgn%?nséstg?ggdoﬁg ?;::lljii S I
[placeholder] with the Holidays Act P :
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Schools’ payroll
sustainability
investment

To ensure the ongoing stability and
sustainability of the schools payroll
system by managing critical
technology risks and increasing
efficiency and compliance.

(33]

scale

(33]

Special Needs
Support package

Demand pressures for Specialist
Teaching Outreach Service, Early
Intervention Specialist Service
Providers, Accessible Format
Materials, Cochlear Implant
Habilitation.

2.89

Support

Support to meet cost pressures in established
services for high-needs students

Strengthening
frontline service
delivery

Departmental capacity bid to enable
the Ministry to implement system
change system by funding national and
regional FTE to: implement the
Education Act update [33]

effectively regulate the Early
Childhood Education sector in
response to growth and change;
(33]

maintaining
current frontline staff levels, [33]

(33]

scale

(33]

Total ($m)
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