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Purpose of Report 

The purpose of this paper is for you to: 

Note that Te Aratika Academy, a Round Three charter school, is experiencing financial issues 
as a result of a declining roll, and that it has indicated this may mean it is unable remain 
viable and operate through to the end of Term 4 2018; and 

Agree to pay an operational funding adjustment of $204,781 to ensure that the school remains 
open through to the end of the 2018. 

Recommended Actions 

The Ministry of Education recommends you: 

a. note that the Trustees of Te Aratika Charitable Trust (the Sponsor) have informed the 
Ministry that the charter school it operates (Te Aratika Academy) is experiencing a 
significant drop in enrolments that it believes is the result of the Government's decision 
to remove the charter school model; 

Noted 

b. note that the Sponsor has indicated that this has led to a significant decrease in funding 
received, and that without additional financial support, the school may not have sufficient 
cash flow to be viable through to the end of Term 4 2018; 

Noted 

c. note that, unlike Round One and Two charter schools, Te Aratika Academy was not 
provided with guaranteed funding in its second and third years of operation, meaning it 
is more financially vulnerable to drops in roll; 

Noted 
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d. note that we are working with PricewaterhouseCoopers to analyse financial information 
provided by the Sponsor to get a clearer picture of its financial situation, but this will take 
some time to complete; 

Noted 

e. agree that the Ministry will pay a conditional grant, calculated based on an operational 
funding adjustment amount of $204,781 (the difference between the funding received 
for 2018 and for a funded roll of 55 students for every quarter in 2018); 

(91sagree 

f. agree that, if you agree to provide additional funding to the Sponsor, it will be conditional 
on the Sponsor taking reasonable steps to ensure the students that left the school are 
supported by the sponsor to transition into further education, employment, training or 
back into the Academy; 

~ lsagree 

g. note that, if you agree to provide additional funding to the Sponsor, we expect that this 
will enable Te Aratika Academy to remain operational through to the end of Term 4 2018, 
at which point its contract will terminate and the newly-established State school will take 
its place; 

Noted 

h. note that, if you agree to the Ministry making this payment, it will be considered 
additional funding support and factored into the development of a mutual termination 
package for this sponsor; 

Noted 

i. agree that, due to this matter's close connection to ongoing mutual termination-related 
negotiations, this Education Report will not be proactively released as part of the 
scheduled Partnership Schools Kura Hourua Proactive Releases. 

Pauline Cleaver 
Deputy Secretary (Acting) 
Early Learning and Student Achievement 

24/09/2018 
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Background 

Te Aratika Academy 

1. Te Aratika Academy is a Round Three charter school located in Hawkes Bay. It is a single
sex school consisting of Year 11-13 males, over 90% of whom are Maori. The school 
describes itself as having a roll with a high proportion of students at risk of educational 
disengagement. 

2. On 15 May 2018, you commenced the Termination for Minister's Convenience (TfMC) 
process for the school by issuing a Notice of Intention to Terminate to the sponsor of Te 
Aratika Academy (The Trustees of Te Aratika Charitable Trust). 

3. Of the 13 charter schools issued Notices to commence TfMC, Te Aratika Academy was 
the only school that elected to provide a substantive response inside the subsequent 
"response period". You were obligated to consider this response before deciding whether 
to proceed with TfMC. In its response, the school argued that it provided a unique style of 
education to young Maori men for whom conventional State schooling had not been 
successful. You considered the response from Te Aratika Academy, and elected to 
continue with TfMC [METIS 1129243 refers}. 

4. Te Aratika has been approved to open as a designated character school in 2019. 

Financial viability concerns 

5. Te Aratika has raised concerns about its falling roll (and associated drops in funding) with 
Ministry officials on a number of occasions throughout 2018, including: 

• 9 May 2018 - during termination discussions with Ministry officials, the Sponsor 
indicated that it had concerns about its current cash flow and financial viability (linked 
to their inability to recruit students at a level envisaged). The Sponsor appeared to link 
this to this Government's decision to remove the charter school model, stating that 
students were discouraged. 

• 29 May 2018- the sponsor responded to your Notice of Intention to Terminate, stating 
that "the uncertainty that has been created for the Academy has ... had a negative 
impact on enrolments [which] has in tum had a negative effect on the Academy and its 
finances." 

• 6 July 2018 - the Ministry made an out-of-cycle payment to the sponsor of $171,640 
(excl. GST). This was a back-dated payment for 2017, made following changes 
designed to bring Round Three schools' first year of funding in line with other charter 
schools. It applied a minimum roll to Te Aratika's first year of operations. 1 

• 20 August 2018 - the sponsor wrote to Jackie Talbot (Group Manager, Secondary 
Tertiary and Charter Schools) seeking additional funding to ensure that the school 
could remain open for the remainder of the 2018 year. It stated that the reason for its 
funding shortfall was due to a drop in enrolment numbers, which was in turn "as a result 
of the partnership school closure announcement." 

1 For context, Rounds 1 and 2 schools received a "Guaranteed Minimum Roll" for the first two years of 
operation, and Rounds 4 and 5 schools' contracts included a minimum funding rate for the first year. 
Originally, Round 3 schools originally only received a Guaranteed Minimum Roll for the first Quarter of 
operation. 
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• 29 August 2018 - the sponsor indicated that it was only financially viable until the end 
of September because it had deferred a payment. It implied that it would not have 
sufficient cash-flow to continue operating through and beyond October, absent Ministry 
intervention. 

• 5 September 2018 - Ministry officials flew to Hastings to meet with the Sponsor to seek 
additional financial information and to discuss potential solutions. 

Proposed response 

6. We have engaged PricewaterhouseCoopers to analyse the financial information provided 
by the sponsor. We expect to have a clearer sense of the sponsor's overall financial 
position in the coming weeks, in time to inform mutual termination discussions. 

7. To date, the Ministry's response to these concerns has been limited, on the basis that 
charter schools are funded in line with the contracts agreed by sponsors; ordinarily, if a 
sponsor ran into significant operational funding shortfalls, this would be treated as a breach 
of contract as opposed to grounds for financial support. 

8. However, in this case, we recommend adopting an alternative approach. This is largely 
due to the unique circumstances around Te Aratika Academy: 

• the school has experienced a significant drop in enrolments this year (as discussed 
below) and, 

• unlike Round One and Two charter schools, Te Aratika Academy was not provided 
with guaranteed funding in its second and third years of operation, meaning it is more 
financially vulnerable to drops in roll (the other Round Three and Four charter schools 
have not suffered significant roll drops like Te Aratika); and 

• its roll largely consists of young Maori men with a high incidence of you1h justice 
interactions for whom other educational placements have not been successful, and in 
the event of an unforeseen closure of the school, it is unlikely that suitable alternative 
placements could be found in a short timeframe before the end of this school year; and 

• Te Aratika has been approved as a State school from next year, and as a result the 
Government has an increased stake in ensuring its viability for one more Term until 
the transition is complete; and 

• we are seeking to restart termination discussions with this sponsor with a view towards 
reaching terms for mutual agreement, and we believe this sponsor views its operational 
funding shortfall as an obstacle to progressing this process. 

9. We believe an adjustment to Te Aratika's funding is justifiable and will help ensure that the 
sponsor keeps the school open until the end of 2018. 

Roll trends 

10. We have undertaken an analysis of Te Aratika's roll profile. We agree that Te Aratika has 
experienced a drop in roll and that this will be having an appreciable and unforeseen 
impact on its financial position. 
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11. This graph shows both Te Aratika's self-reported roll data, and ENROL figures as a proxy 
for this data where self-reported data is not yet available (03 and Q4 reports are not yet 
due). While not directly equivalent, they do show a sustained drop in enrolments since the 
start of 2018. This was unexpected; the sponsor had anticipated that its roll would continue 
to grow through 2018 and beyond. 

12. The sponsor argues that - in announcing the removal of the charter school model - this 
Government has caused the reduction in the school's enrolments and funding by causing 
uncertainty in current and prospective students. 

13. Of particular concern is that the Sponsor has recently informed us that 'the majority of 
[these students] have disengaged', and that 'there are three students who are gang-related 
and their whereabouts is unknown at this stage'. If you agree to the proposal in this paper, 
we will make the grant conditional on the sponsor taking reasonable steps to ensure that 
these students have transitioned into further education, employment or training, or back 
into the Academy. 

Funding calculations and proposed "top-up" 

14. In November 2017, we agreed to pay the sponsor for its projected roll in Term 1 2018 at 
55 students, and funded its Q1 payment on that basis.2 At that point, based on roll figures 
up until that date, this was a reasonable projection. 

15. If you agree, we propose to pay additional funding as a conditional grant, calculated based 
on an operational funding adjustment amount of $204,781 (the difference between the 
funding for 2018 and for a funded roll of 55 students for every quarter in 2018). 

16. The proposed approach is justified as follows: 

• we believe that the level of funding produced by this roll figure is reasonable because 

2 The March roll return for this school showed 49 students enrolled, so we carried out a "wash-up" 
process as part of its Q2 payments reconcile the projected and actual rolls. 
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it reflects the sponsor's expected enrolments in Quarter 1; 

• the additional funding grant is likely to help the sponsor keep the school open through 
to the end of Term 4 2018, and 

• by using the projected roll , we can defend any claim the sponsor might make that this 
Government's decision to remove the charter school model has caused a reduction in 
funding (resulting from a drop in enrolments), or that the Minister is otherwise liable for 
the reduction; 

17. The quantum of funding (and funded roll) for Te Aratika in 2018, alongside the proposed 
adjustments, are outlined in the table below: 

T bl 1 A t a e : c ua an propose d d f d" un mg 
2018 (all figures ex GSTI 01 02 

Funded roll 491 49 

Actual quarterly payments $205,589 $205,589 

Proposed funded roll 55 55 

Proposed quarterly payments $227,630 $227,630 

Additional funding {top up) $22,042 $22,042 

Joriginally funded at a projected roll (55), then adjusted 
2Provisional estimated Q4 roll 
3Provisianal estimated Q4 payment 

Further financial analysis 

03 04 Total 

36 332 

$154,307 $140,2563 $705,740 

55 55 

$227,630 $227,630 $910,521 

$73,323 $87,375 $204,781 

18. To support its claim that it needs additional funding to support its school's viability though 
to the end of 2018, the sponsor has provided us with information relating to its cash flow 
and financial position. 

19.  
 
 
 
 
 

 

20. In the event that we reach agreement with the sponsor on a mutual termination package, 
we will ensure that the additional funding grant amounts paid to the sponsor between now 
and the date of termination (the proposed "top up") is taken into account. This is consistent 
with our preferred "make whole" approach to termination by mutual agreement. 

Risks 

21. If you do not agree to provide this operational funding adjustment: 

• the school may close abruptly before the end of Term 4 2018, causing an immediate 
need to find alternative provision for the estimated 33 students on its roll, and 
potentially compromising the process for establishing the State school intended to 
replace Te Aratika Academy; and 
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• the Sponsor may claim that this Government's decision to remove the charter school 
model has meant it has been unable to attract or retain enrolments, leading to a 
reduction in funding. 

22. If you agree to provide this operational funding adjustment, there is a risk that this could 
create a precedent for other schools to seek similar "top-ups" before the end of 2018; 
however, this risk is minimal because Te Aratika's circumstances are unique, given: 

• it has experienced a more significant drop in roll than any other school, and 

• it does not benefit from a guaranteed minimum roll or funding, which would otherwise 
provide a "safety net" for drops in roll such as this one. 

Next steps 

Payment of additional funding 

23. As a condition of provision of this funding, we will require that the Sponsor provides a 
status update of all of the students who have left its roll during 2018. If any of these 
students are Not Enrolled, in Employment or Training (NEET) we will expect the Sponsor 
to take reasonable steps to re-engage these students or to facilitate a transition into a 
suitable placement or employment. 

24. We intend to pay the additional funding out in instalments until the end of Term 4. This will 
help to ensure that the sponsor meets the proposed reporting requirements associated 
with the adjustment. 

Financial Implications 

26. The financial implications of the option proposed in this paper can be managed within 
existing appropriations. 

Proactive Release 

27. Due to this matter's close connection to ongoing negotiations, we recommend that this 
Education Report not be proactively released as part of the scheduled Partnership Schools 
Kura Hourua Proactive Releases. 
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