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Alignment with Government priorities 

1. This report aligns with Government priorities as part of the work programme to disestablish 
Te Pūkenga and confirm new funding settings to come into effect from 1 January 2026. 

Background   

2. In December 2024 Cabinet agreed to legislation changes to disestablish Te Pūkenga and 
support a new structure for Institutes of Technology and Polytechnics (ITPs). It was agreed 
that arrangements for work-based learning would be confirmed after further consultation 
(currently underway) was completed. You also committed to report back to Cabinet in 
March with “options to support strategically important provision, including transitional 
funding reprioritised from within existing baselines”.  

3. In January you agreed that for the purposes of transitional support funding, strategically 
important provision should be defined as provision which is either in a priority industry and 
regional-critical, or is a foundation or secondary-tertiary programme, delivered by an ITP 
that is at risk of not being viable [METIS 1341651 refers]. You signalled th t you would like 
to commit $15 million from savings, plus $5 million from volume to support this provision. 
This paper provides an update on our modelling of this approach. 

4. We have provided separate advice on the savings that are intended to fund support for 
strategic provision [METIS 1342160 refers], and these will be agreed through a separate 
Cabinet paper in parallel with VET funding decisions. 

5. This paper seeks your decisions on policy matters to be included in your March Cabinet 
paper, including: 

a. Delivery Component funding rates for prov der-based learning; 

b. reductions to Delivery Component funding rates for work-based learning; 

c. funding arrangements for the standard-setting function; 

d. Learner Component funding rates and settings; and 

e. confirming the approach to supporting strategically important provision. 

6. This paper also includes advice on:  

a. targeting the cost adjustment sought through Budget 2025 for VET provision, as the 
impacts of th s cost adjustment are interdependent with other funding changes 
[METIS 1339860 refers].  

b. advice on subs dising work-based training for migrant workers. 

Delivery Component – provider-based funding rates 

7. You have wo sources of funding with which to increase funding rates for provider-based 
VET: 

a  Approximately $20 million reprioritised from the Learner Component;1 and 

b. $17 million set aside in your Budget package for a cost adjustment to VET funding 
rates as part of Budget 2025. 

8. You have previously indicated your preference to target rate increases rather than 
increase all rates equally. This would allow funding for priority areas to be increased by a 

 
1 The exact amount required will depend on your preferred options for fiscally neutral changes overall, and 

we have used this as an indicative figure. Once you have indicated your decisions, we will model the 
cumulative impact of those decisions to confirm that they can be done in a fiscally neutral way. 
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larger amount and send a signal to the sector about the Government’s strategic priorities 
[METIS 1339860 refers]. 

9. These increases would be confirmed at different times through different decisions, but they 
will have a cumulative effect on the funding landscape from 2026. The cumulative impacts 
of funding rate decisions are discussed below. 

10. If both funding increases are strongly targeted, there is a risk that the differences between 
targeted and non-targeted rates become too large, with consequences for funding system 
design and provider incentives. While a high funding rate is an incentive for providers to 
invest in that provision, high funding for provision without high costs could lead to providers 
gaming the system at the expense of other core provision.  

11. It is also worth noting that funding rates do not have a strong impact on learners’ choices 
about what they study, which ultimately drive demand. Increased funding rates may 
encourage tertiary education organisations (TEOs) to improve and market programmes  
but do not guarantee higher demand from learners. 

Options for funding increases 

12. The Unified Funding System (UFS) for VET has six funding categories, each containing a 
broad range of provision. The categories and modes of delivery are hown below with the 
current rates for 2025. 

Table 1: Funding categories, modes of delivery and rates for 2025 

 
Mode of delivery / $ per EFTS 

Funding categories 
Provider-

based 

Provider

based: 

extramural 
 

Work-

based 

Work-

based: 

pathway 

to work 
 

Assessment 

and 

verification 

Humanities, Business and 

Social Service Vocations (F1) $6, 84 $6 584 $5,701 $6,901 $1,658 

Trades, Creative Arts, 

Information Technology and 

Health-related Professions (F2) $ 0,469 $10,469 $7,825 $9,732 $1,658 

Agriculture, Engineering, Health 

Sciences and Science (F3) $11,786 $11,786 $8,543 $10,693 $1,658 

Pilot Training and Priority 

Engin ering (F4) $14,419 $14,419 $9,984 $12,613 $1,658 

Foreign going Nautical and 

specialist Agriculture (F5) $19,753 $19,753 $12,900 $16,499 N/A 

Māt uranga Māori and Te Reo  

Māori (F6) $7,827 $7,827 $7,827 $7,827 $1,782 

 

13  In the context of your Budget package we noted your priorities for VET as including trades, 
agriculture, engineering and health sciences. Targeting these areas could most easily be 
achieved by providing an increase to category F2 (‘Trades, Creative Arts, Information 
Technology and Health-related Professions’) and F3 (‘Agriculture, Engineering, Health 
Sciences and Science’). The UFS funding categories are broad, however, and non-
targeted provision in these categories will also benefit from such an increase. 

14. We have considered three options for the distribution of funding from the Learner 
Component into provider-based delivery funding rates. The percentages in these options 
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recommend that Cabinet decisions on funding are sought in-principle pending confirmation 
of Budget decisions, with adjustments able to be made toward the overall outcome that 
Cabinet agrees. 

Modes of delivery 

25. The current funding system has five modes of delivery (see Table 1). We have considered 
whether these could be reduced in the interests of simplifying funding, and we recommend 
removing the ‘work-based: pathway to work’ mode while leaving other modes as they are 
for 2026. 

26. This mode is intended to support the transition of a learner from provider to work-based 
learning, and is used only for a small volume of EFTS over a limited period. It has overall 
not added value in practice and the TEC reports that some TEOs find it difficult to 
understand where it applies. If the ‘pathway to work’ mode is removed the TEC can 
develop guidance to clarify the boundary between the provider and work-based modes for 
learners who transition between them.  

27. The ‘provider-based: extramural’ mode is less relevant now that its funding rates have 
been equalised with other provider-based learning. However, retaining a se arate mode 
has the advantage of making extramural delivery more visible in a TEO s mix of provision, 
which allows the TEC to make more informed investment decisions  We consider this to be 
sufficient value-add to retain the mode at this stage. 

Work-based learning and standard-sett ng 

28. You have agreed to reduce funding for work-based earning to achieve savings of $30 
million, which is to be reprioritised to fund stand d-setting. We have estimated this will 
require reducing the total Delivery Component funding in work-based modes by 
approximately 10 percent. 

29. Decisions on the structure of work-based learning are expected in April 2025, and the 
funding needs of the system may diffe  slightly under the Independent and Collaborative 
models of work-based learning. Because Cab net is not expected to agree to one of these 
models until April, funding arrangements for work-based learning cannot be developed or 
agreed as part of the March Cabinet paper on funding issues. We therefore recommend 
achieving the necessary savings in a simple way for 2026, and deferring broader decisions 
on how work-based learning is funded so that the model can be taken into account. 

30. We estimate that reducing all funding rates in the ‘work-based’ mode of delivery by 10 
percent will provide savings of just over $30 million. The ‘assessment and verification’ 
mode is already a low rate intended to cover minimal services6 and we propose to leave 
these rates un hanged. 

31. Under this approach almost half of the $30 million savings comes from the reduced rate for 
work-based learning in the F2 category (which includes trades and contains the majority of 
work based learning). 

32. We have excluded the category F6 (Mātauranga Māori and Te Reo Māori) from this 
reduction in line with a previous policy decision that learning in this category should be 
funded at the same rate regardless of mode. This has a minimal impact on the savings 
achieved because there is very little work-based delivery in the F6 category. 

 
6 In 2025 the ‘assessment and verification’ rate’ is $1,658 for all categories where it applies, apart from F6 

(Mātauranga Māori and Te Reo Māori), where it is $1,782 due to Budget increases to the category but 
there is not currently any provision delivered in this category and mode.  
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for the work-based learning divisions of Te Pūkenga, due to the different proportions of 
eligible learners (see Annex 2 for more detailed information on the impacts of each option 
on TEOs). Option 2 will significantly decrease the Learner Component funding received by 
PTEs who deliver only work-based learning (approximately 24 percent) – however, due to 
the relative volume of learners in each sub-sector, Option 2 is still our preference. 

45. The impact of Option 2 is still significant, however, with modelling showing that the current 
work-based learning divisions of Te Pūkenga will lose between 28 and 32 percent of their 
Learner Component funding. In the case of BCITO, for example, this equates to over $2 
million per annum. 

46. Wānanga will also be negatively impacted, with a reduction in their Learner Component 
allocation of between 30 and 40 percent. This equates to approximately $2 million per 
annum in the case of Te Wānanga o Aotearoa, who receive the largest allocation of 
Learner Component funding based on Māori and Pacific learner enrolments of any TEO. 
Increases to provider-based rates should offset these losses, with the extent of the ove all 
increase dependent on how these are targeted.   

47. It is difficult to predict how TEOs will respond to the funding changes and consequently 
how learners will be impacted. Some TEOs may see a reduction in the Learner 
Component as a signal that learner success is no longer a priority and reduce the amount 
of support they provide as a result. Other TEOs have embedded learner-centric 
approaches into their operating models and have seen significant benefits that they are 
likely to be motivated to maintain. 

Feedback on the proposed changes  

48. Funding changes, including changes to the Learner Component, were signalled in the 
public consultation document released in Augus  2024. The consultation document did not 
directly propose that Māori and Pacific learner numbers would no longer be used to 
calculate funding.  

49. We consider that the Crown’s responsibilities under Article 1 of the Treaty of Waitangi | Te 
Tiriti o Waitangi include specific consideration of, and engagement with, Māori interests 
(such as Māori employers, Māori learners and their whānau, hapū and iwi) and ensuring 
these interests are protected in he redesigned VET system [METIS 1337752 refers]. In a 
situation such as this, where clear Treaty interests have been identified, the best practice 
approach would be to collaborate with Māori to develop solutions that address Māori 
interests and support Māori to participate and achieve equitable outcomes from the VET 
system.  

50. The 2024 consu tation document noted that the specifics of funding settings for 2026 
would be subject to fu ther engagement before being finalised. Due to the tight 
implemen ation timeline and the summer break, we have not been able to carry out 
significant engagement with population groups who will potentially be most impacted by 
the changes.9  

51. However, n feedback from public consultation in 2024 several submitters told us that more 
funding should be allocated to ensure culturally responsive education pathways and to 
support Māori to succeed in the VET system. These submitters saw the key risks 
associated with removing dedicated funding to support Māori (and underserved learners in 
general) as: 

a. reduced access to opportunities and resources which exacerbates existing 
inequities; 

b. a potential reduction in equitable outcomes for Māori learners if targeted funding is 
reduced; 

 
9 Variations to funding determinations must still be consulted on, which will allow the sector to provide 

feedback, but this will be at a late stage of the process and after Cabinet decisions have been made. 
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c. entrenching systemic bias within the education system, ultimately undermining the 
mana and dignity of learners with disabilities, Māori and Pacific people. 

52. These risks need to be weighed against the risk of ITP failure, which would have 
significant impacts on access and participation in VET for underserved learners, and the 
potential benefits of a network of independent ITPs which will be better able to respond to 
the needs of their local communities, including whānau, hapū, and iwi. 

53. We have met with officials from Whaikaha, Te Puni Kokiri, the Ministry for Pacific Peoples, 
and the Ministry for Social Development and Employment to talk through the proposed 
options and potential impacts. Officials from these agencies reiterated the concerns they 
expressed during agency consultation on your December Cabinet paper about the 
potential negative impacts of reducing the Learner Component for learners. There were 
particular concerns about the impact on work-based learners. 

Supporting a continued focus on improving outcomes for all learners 

54. The Learner Component was never designed to be the sole support for TEOs to improve 
outcomes for learners. This requires ongoing investment, using delivery f nding as well as 
Equity/Learner Component funding to drive efficiencies and/or ensure more sustainable 
revenue through retention and completion. There is a clear return n investment for both 
TEOs and the wider economy from improving outcomes for learners, and the tertiary 
education system should continue to incentivise and signal the importance of this. 

55. In addition to the Learner Component, there are a number of other system levers to 
incentivise and hold TEOs accountable for learner success. These include: 

a. Investment Plans, including via:  

- Learner Success Plans; 

- Disability Action Plans; 

b. the Minister's letter of expectation to TEC; 

c. Education Performance Indicators (EPIs); and 

d. the Education (Pastoral Care of Tertiary and International Learners) Code of 
Practice.  

56. The Learner Component has a performance element, with 20 percent dependent on 
meeting performance expectations agreed with the TEC if that TEO receives over $100k in 
Learner Component funding  The funding attached to the performance element tends to be 
quite small and is not in it elf an effective incentive for improving outcomes, and it creates 
an additional administ ative burden. 

57. Along with util ing the levers listed above, we recommend removing the performance 
element from the Learner Component from 2026. This will reduce the compliance burden 
on TEOs, m re closely tie Learner Component and Equity funding to a TEO’s Learner 
Suc ess P an (which covers all levels of delivery), and create a more coherent policy 
narrative focused on a whole-of-organisation approach to improving educational outcomes 
for all learners. 

58. There may be further opportunities to mitigate some of the risk of changes to the Learner 
Component once the cumulative effects of funding changes are clearer following Budget 
decisions.  

Strategically important provision 

59. You have agreed to a definition of strategically important provision as provision which is: 

a. delivered by an at-risk ITP; and 
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b. at Level 3-7 (non-degree), in a priority industry and not delivered by another 
provider in the region; or 

c. part of a foundation education or secondary-tertiary programme. 

60. You have indicated that you would like to commit $15 million in agency savings to support 
strategically important provision through a criteria-based fund. We have modelled the likely 
distribution across eligible ITPs if this funding is divided based on the proportion of their 
total provision which is defined as strategically important (Table 6). This is a preliminary 
estimate using only the industry priority, foundation and secondary-tertiary criteria at this 
stage, and excluding  ITPs currently expected to be able to operate as standalone 
entities from 1 January 2026 

. 

61. Whether or not eligible provision is region-critical is not yet reflected in Table 6 as this will 
require more extensive data modelling at the programme level to analyse.10 Full modelling 
is unlikely to be completed in time to be included in the March Cabinet paper, but t e TEC 
is confident that it will be able to take comparable provision from other prov ders i to 
account in determining eligibility for this funding. We propose to provide Cabinet with a 
map showing the number of providers in each region, to illustrate where comparable 
provision is more likely to be found. 

62. The indicative distribution of funding shown in Table 6 is roughly aligned with where we 
understand the greatest need to be. It includes significant allocations for ITPs in the West 
Coast, Northland and Taranaki regions, which you highlighted as areas of concern in your 
December Cabinet paper. Of the examples in that paper, “critical agricultural and forestry 

 
10 Industry priority has been identified based in NZSCED categories for this indicative table, however 

these categories are too broad to determine whether another provider offers something which can be 
considered comparable. 
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provision in Otago” is the only one not represented among the larger allocations (but some 
support funding is still provided under this model). 

63. You have indicated that you would also like to set aside $5 million from volume funding to 
be allocated through grants under section 556 of the Education and Training Act 2020. 
This option would allow you discretion to address issues that individual ITPs may face but 
which are not well reflected in the criteria above. We can include this as part of your 
preferred option for the Cabinet paper in March. 

Industry training for migrant workers 

64. In early December 2024 we became aware of a commitment in the National Party’s 
Primary Sector Growth Plan to “reverse changes made by Labour to allow migrant workers 
to access industry training at domestic rates”.11 Background information on this issue is 
provided in Annex 3. As this policy would require changes to VET funding settings  we 
suggest addressing it in your March Cabinet paper. 

 

  

  
 

 
 

  
 

  
 

 
 

  
 

 
   

 

  
 
 

 
 
 

  
 

 

 
11 Primary Sector Growth Plan. 
12 In 2017, work carried out to consider amending the eligibility rules found that 49% of ‘overseas’ trainees 

undertook programmes of 3-6 months’ duration, compared to 27% overall. It also found that, in 2016, 
6% of funding was directed to ‘overseas’ trainees, and a further 9% to ‘unknown’ residential status. But 
this varied widely by ITOs, with Primary ITO receiving 25% of their funding for ‘overseas’ trainees. 

13 Stats NZ noted in February 2024 that net migration remained at near record levels, with an annual net 
migration gain of 173,000 non-New Zealand citizens in 2023 which is just below the provisional record of 
177,700 in the October 2023 year. Net migration gains of non-New Zealand citizens averaged about 
60,000 a year from 2014–2019, before the COVID-19 pandemic. (Net migration remains near record 
level | Stats NZ) 
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Next Steps 

70. A table of the funding decisions sought in this paper is provided in Annex 1. We p opose to 
discuss this with you at the agencies meeting on Tuesday 18 February. 

71. Following your feedback, and taking into account any further Budget discussions, we will 
model the cumulative impacts of your proposed funding changes on TEOs to check for any 
unforeseen consequences for provider incentives and the overa l distr bution of funding.  

72. We will reflect your decisions and any further feedback in a draft of your March Cabinet 
paper for your approval in late February. 

73. You may wish to begin discussing your intentions wi h your Cabinet colleagues ahead of 
formal consultation (which we expect to under ake 6 14 March). Funding and Budget 
decisions will require discussion with Minister Re i, and your report back to Cabinet in 
March is invited in consultation with the Minister for Social Development and Employment. 

Annexes 

The following are annexed to this paper: 

Annex 1: Summary of funding decisions sought in this report 

Annex 2: Impact of changes to the Learner Component on TEOs 

Annex 3:  Background information on subsidies for non-domestic learners in work-based 

learning 

Recommended Actions  

The Minis ry of Education recommends you: 

a. discuss and indicate your preferred approach to the funding options outlined in Annex 1, 
including:  

i. provider-based funding rates 

ii. Budget cost adjustment 

iii. learner component 

iv. standard-setting and work-based learning 

Yes / No  
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b. agree to remove the ‘work-based: pathway to work’ mode from the Unified Funding System, 
with delivery instead categorised as either work-based or provider-based 

Agree  Disagree 

c. agree to remove the performance element of the Learner Component from 2026 

Agree / Disagree 

d. agree to your March Cabinet paper including as your preferred option to support strategically 
important provision: 

i. $15 million allocated through a criteria-based fund using criteria previously ag eed 
[METIS 1341651 refers]; and 

ii. $5 million set aside from volume funding for grants to ITPs under section 556 where 
there is a particular need and additional funding is in the national interest 

Agree / Disagree 

Industry training for migrant workers 

e. agree to one of the following approaches: 

i. retain the current eligibility settings for non-resident industry trainees (recommended) 

Agree / Disagree 

ii. propose to Cabinet that an initiative is submitted to reinstate tuition subsidies for all 
non-resident industry trainees on an AEWV as part of Budget 2026 

Agree / Disagree 

Proactive Release: 

f. agree that the Ministry of Education release this paper once Cabinet decisions on VET 
funding settings have been announced, with any information needing to be withheld done 
so in line with the provisions of the Official Information Act 1982. 

Agree  Disagree 

 
 

James Campbel  

Acting Genera  Manager 

Te Pou Kaupapahere 

Hon Penny Simmonds  

Minister for Vocational Education 

 

 

14/02/2025 

 

__/__/____ 
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