
 

1 

Education Report: Proposed pay parity funding approach – impact 
analysis 

To: Hon Chris Hipkins, Minister of Education 

Date: 15 July 2022 Medium Medium  

Security Level: Budget Sensitive METIS No: 1286391 

Drafter: Graham Bussell DDI:  

Key Contact: Siobhan Murray DDI:  

Messaging seen by 
Communications team: No Round Robin: No 

Purpose of Report 

This report recaps the Ministry’s proposed approach for re-allocating early learning funding to 
pay parity costs in education and care services [METIS 1286286 refers]. It describes 
extensions to this approach for management positions in education and care services and for 
home-based service coordinators. The report provides insights into potential effects of re-
allocation, albeit based on a limited dataset, and sets out our current plan for a public 
consultation on the approach. 

Summary 

1. We have proposed turning current subsidy funding for education and care services into 
two new components [METIS 1286286 refers]. One component, the teacher salary subsidy 
(TSS), contributes funding to an entitlement of certificated teacher FTE calculated for each 
service. The entitlement is based on factors such as the maximum ratio of teachers to child 
hours that can be funded. The TSS also changes depending on the average pay of a 
service’s teachers.  
 

2. The other component, the operating subsidy (OS), would provide a contribution to 
services’ other costs and be paid at the same amount per hour for all services. The rate 
would depend on the baseline funding remaining after the total estimated TSS cost was 
known. 

 
3. The approach therefore provides equitable levels of certificated teacher funding for 

services, within set parameters. It also reflects underpinning assumptions and principles, 
such as limits on funding of child hours and sharing of costs between private and public 
revenue sources 
 

4. We set out a funding approach for pay parity of management positions. There are three 
increasingly senior management positions for pay parity. These link to the K2-K4 
kindergarten pay scales. Services would receive a ratio-based entitlement, for example 
one K2 FTE for 50 funded child places.  
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5. For home-based services, we propose top slicing existing subsidy funding to form a
coordinator salary subsidy (CSS). The coordinator FTE entitlement ratio would link to
regulated requirements for coordinators. The coordinator position is anticipated as being
paid at the K2 (kindergarten head teacher) rate.  The CSS would be publicly funded
because the great majority of educator costs in home-based are already met by parents.

6. Our analysis of the likely impacts of the proposed approach across all services is limited.
This is due to low survey response rates and data issues with a targeted financial survey
run earlier this year. While we can state findings relating to education and care services
that did respond (approximately 900), we cannot be confident how they would apply to all
services (approximately 2700). The home-based data was not robust enough to generate
reliable findings on impacts of the approach.

7. The key points from the analysis of the 900 services are:
• A substantial proportion of services experience a decrease in their average per child

hour funding immediately after implementation (64%).
• One in four services (25%) either go into deficit or increase an existing deficit when

comparing their combined OS and private revenue to their other costs. A further 29%
remain in surplus, albeit at a lower level. Forty six percent of services show a stronger
surplus position or have an existing deficit decrease.

• Changes to key variables used in the calculation of the TSS and OS also affect viability
of different services. These variables include government’s contribution to part-funded
hours, the ratio of teachers/management to children, and how entitlement FTE is
counted as being filled.

• Importantly, our analysis showed that two key base service characteristics are linked
with improved or worsened viability under the new approach. These are: markedly
higher decreases in viability associated with low EQI scores compared to higher EQI
services and markedly higher decreases in viability for services with the lowest
average private revenue compared to the highest. These are typically the same
services.

8. Overall, the analysis suggests that the changes in how government funding would be
allocated to respond to individual service salary costs will create deficits or exacerbate
some services’ existing deficits. Certain factors clearly link to which services are more
likely to experience deficit situations.

9. The analysis also suggests temporary or ongoing funding over and above that estimated
to meet the pay gap at sector level may be appropriate. We consider that some additional
funding could be sought as a contingency in Budget 2023. Further work next year would
be needed to confirm the exact amount to be drawn down and allocation approach.

10. We intend developing a consultation document based on this approach, pending your
agreement to do so. The document would outline the overall approach but also canvas
choices within the approach. The draft of this document will be provided to you early in
August.

Recommended Actions 

The Ministry of Education recommends you: 

a. note the proposed pay parity funding arrangements for management positions in
education and care services and co-ordinators in home-based services;
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b. note that issues with the financial data survey earlier in the year prevent a complete 
understanding of likely impacts on all services within scope under the approach; 
 

c. note that analysis indicates a proportion of services may have their viability 
negatively affected by reallocation under the proposed approach; 

 
d. note that an operating contingency may need to be sought through Budget 2023 to 

help mitigate financial impacts on services due to reallocation of baseline funding;  
 
e. agree that the Ministry proceeds with development of a consultation document based 

on the approach;  
Agree / Disagree 

f. agree that the Ministry of Education release this briefing, subject to any redactions 
under the Official Information Act 1982, once Cabinet and ministerial decisions on a 
new funding system are announced. 

Agree / Disagree. 
 

 
 
 
 
 

Siobhan Murray Hon Chris Hipkins 
Senior Policy Manager Minister of Education 
Te Puna Kaupapahere 
 
15/07/2022       __/__/____ 
 
 

3   8    2022

It should be released once the consultation doc
is approved and released. CH

Please put on agencies meeting agenda. I would like to discuss the following:

* Timeframes - this does not meet our commitment to pay parity this term of govt

* Relationship with equity funding (services that look set to lose out could gain from 
a different equity funding system) 

* More information on the actual funding calculation that sits behind the modelProa
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Background 

1 In our report of 6 May 2022, we set out an approach to better match ECE funding to 
education and care services’ pay parity costs [METIS 1286286 refers]. The approach 
involves re-allocating some existing early learning subsidy funding in line with different 
levels of total certificated teacher1 salary cost found in each service. 
  

2 You indicated broad support for the approach and agreed in principle to a number of 
principles and assumptions underlying it. The key principles and assumptions were: 

 
• sharing of early learning costs between the government and other sources 

• any re-allocation of funding for certificated teacher salaries being limited to 
teachers working within the regulated adult-to-child ratios 

• re-allocation of funding to enable the 20 Hours ECE policy of lower cost provision 
for 3-5 year olds to continue 

• incentivising [responding to] use of higher proportions of certificated teachers in 
regulated ratio staffing 

• the approach was to apply to all education and care services in future. This means 
the government would not run a dual funding system including the bulk funding 
approach in place now.      

The proposed funding approach for education and care services 
3 The main change of the proposed approach is a re-allocation of funding currently paid 

through the two existing main early learning subsidies into: 
 

• a teacher salary subsidy (TSS): this component would use core assumptions to 
calculate the government’s share of funding for teachers for each service. Services 
would effectively be funded up to an ‘entitlement’ of certificated teacher FTE. The 
entitlement FTE flows from a regulated ratio assumption (effectively teachers to 
children needed). The TSS would alter in value but the same proportion of 
certificated teacher salary would be funded in each service, regardless of whether 
the average pay of a service’s teachers was high or low. The TSS could not be 
expressed as a single funding rate, due to the variety of services’ teacher pay and 
funded child hour mix.2  
 

• An operating subsidy (OS): this would be an hourly amount paid to all services 
as the government’s contribution to other service costs. Services might need to 
use some OS funding for teacher salary costs not covered by the TSS entitlement. 
Unlike the TSS, the OS funding would be provided as two different rates depending 
on whether they paid for either fully-funded (20 Hours ECE) or part-funded (ECE 
Subsidy) hours. 

  
4 The current early learning funding subsidy types would no longer exist for education 

and care services. 
    
  

 
1 As with the previous report, use of ‘teacher’ throughout the paper means certificated teachers with 
an ECE or primary teaching qualification. 
2 In particular, whether the child hours are fully funded by government (currently known as 20 Hours 
ECE Subsidy hours) or part-funded (known as ECE Subsidy hours) and the age of the child 
generating the FCH, which impacts the regulated ratio used. 
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5 Other key features of the approach are: 

• The need for a specific government contribution to part-funded hours. In the
previous report, we outlined how recent Budget pay parity allocations had been
based on an estimation of the full pay ‘gap’. This included funding for teachers used
above regulated ratio and those working across unfunded child hours. Trying to
fairly allocate funding to each service based only on each service’s contribution to
the pay gap is effectively impossible. As a result, the proposed approach calculates
FTE entitlement and associated funding based on common parameters. These
include the government contribution to part-funded child hour costs. The proportion
is therefore used for both the TSS and OS rate calculation.

• The level of operating subsidy rate is dependent on several key factors. The
pool of operating subsidy funding is the total education and care funding baseline3

less the TSS required. The hourly rate provided then depends on the number of
funded child hours in the system when the rate is confirmed4 and the government’s
contribution to part-funded hours.

The OS hourly rate depends considerably on how the TSS is calculated. If TSS
parameters are set at levels that make the TSS larger, for example, by making the
adult (teacher) to child ratio more generous in the TSS calculation, then less
funding is left over and so the OS rate must be made lower.

• An understanding of average certificated teacher FTE pay step across all
services is a key element in establishing the total TSS. The information the
Ministry received about teacher qualifications and experience from the October
2021 staffing survey provides data to model the FTE pay step mix at a service
level. This is combined with the TSS teacher entitlement parameters and the
number of funded child hours to predict the aggregate amount of funding needed
for the TSS.

Proposed approach for management and for home-based coordinators 

Management component for education and care services 
6 The recent pay parity arrangements arising from new Budget 22 funding include an 

extended parity rate. This requires certificated teachers in management positions5 to 
be paid at a designated minimum level. We describe below how a management 
component could be included within the TSS. This was not included in the previous 
report. 

Setting of ratios 

7 The main challenge with reworking funding for management positions is the lack of a 
regulated ratio to determine how much management FTE should be funded by 

3 Total funding is existing baseline funding, including from Budgets 21 and 22 and any ‘pay parity’ 
funding received in Budget 23. 
4 As a generalisation, the operating subsidy rate is the pool of operating subsidy funding for education 
and care services divided by total funded child hours. Once it is calculated, this would be the rate until 
any subsequent policy decisions were made to alter it eg, cost adjustments.   
5 Management positions refer to the K2-K4 scales on the kindergarten collective. The descriptions of 
these positions are set to reflect the variety of management or leadership positions in education and 
care services. They range from broadly, centre managers (K2), to managers of centre managers (K3) 
and managers of K3 managers (K4).  
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government. As a result, in Table 1, we propose the following ‘working’ ratios to govern 
funding calculations. These would be for funding only, not regulatory purposes. 

 
Table 1: Ratios for management positions 

Management pay step Ratio 

“K2” 1: 50 (FTE to funded child places6)  

“K3” 1: 300 (FTE to funded child places)  

“K4” 1: 6 (K4 to K3 ratio) 
 
 
8 These ratios are suggested working ratios. We know anecdotally that some services 

run about this ratio of K2 positions but it is likely there is some variation. Consultation 
on this ratio will be useful due to lack of good data.   
 

9 Currently, services often use K2 management to support meeting of ratio requirements 
for funding band purposes. More than one approach can be applied to govern usage 
with respect to the management allocation above. We suggest canvassing these in 
public consultation. For the modelling later in the paper, we have assumed that 
services without sufficient teacher FTE to meet their base teacher ratio entitlement 
could use their K2 management entitlement against that base teacher entitlement.        

 
10 Only multi-service providers would be eligible to an entitlement for K3 and K4 position 

funding. These are the only providers that could employ these positions based on 
definitions in the Ministry’s ECE Funding Handbook for existing pay parity funding 
rates. 
 

11 As with base teacher entitlement FTEs, the funding for management FTE would reflect 
the mix of part-funded and fully-funded child hours in a service. This means an 
entitlement FTE would almost never be 100% funded by government. 
 

Home-based approach 
12 The other part of the approach we had not yet outlined was funding for home-based 

service coordinators. The focus here is on coordinators, not educators, as they are the 
only certificated teachers required in the home-based setting. 
 

13 We propose that a coordinator salary subsidy (CSS) could be created, which would be 
resourced by drawing from the funding for existing subsidies. The existing early 
learning subsidies would remain but be paid at a lower funding rate. 
 

14 Unlike the TSS for education and care services, the CSS would be fully-funded from 
existing subsidies and new funding for the coordinator pay gap, likely sourced from 
Budget 2023. This recognises that private funding in home-based services typically 
covers the majority of educator costs. This is still consistent with the principle of private 
and public contributions to the cost of provision, albeit recognising the private 
contribution differently to that proposed for education and care services. 
 

 
6 A funded child place is not defined in current funding arrangements. For modelling purposes, 50 
funded child places have been defined as 75,000 funded child hours per year (30hrs x 50 places x 50 
weeks). 50 weeks allows for two weeks of closure for which services cannot claim funding).    
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15 There are regulated ratios in place for coordinators. These would be used to guide re-
allocation of existing subsidy funding. The FTE coordinator funding ‘entitlement’ would 
be one FTE for every 50 funded child places. A part of an FTE is funded if the 50 child 
places are only part-filled in the funding period. The actual ratio provided would be 
adjusted for legislated holiday and sick leave. 
 

16 We propose that co-ordinators be funded at the K2 pay rate (this is the Head Teacher 
rate). However, we consider application of this rate is not a given since the KTCA does 
not specifically cover home-based service positions. The inclusion of home-based 
coordinators is principally about preventing loss of co-ordinators to teacher-led, centre-
based services. 

Increase existing subsidy approach  

17 For home-based, an alternative approach could be to uniformly increase existing 
subsidies for increased co-ordinator costs (ie, like the parity rates currently in place for 
education and care services). This would not match funding exactly to each service’s 
coordinator pay gap. However, the single pay band for coordinators may limit the size 
of the discrepancy in funding required by each service to meet new higher coordinator 
costs, therefore limiting likely shortfalls. It would also be administratively simpler.  

The implications of the proposed approach  

18 Implementing the approach would be the biggest change to the early learning funding 
system since 2005, at least for the service types in question.  
 

19 The approach provides a more targeted and equitable allocation of funding to support 
pay parity requirements (because services would be funded to the same proportion of 
their entitlement FTE cost). However, this comes at the expense of flexible use of 
funding by services. In the previous briefing, we highlighted that reduced flexibility of 
existing funding and expenses was likely to reveal itself as an issue for services. 
 

20 Pay parity requirements limit service flexibility to manage salary expense. Similarly, 
the proposed approach limits funding use flexibility by tying significant funding to the 
required salary expense. This limitation can only be avoided under the status quo 
through general overfunding of services.7      

Use of a financial survey to inform understanding of service impacts 
21 We sought financial data from education and care services and home-based providers 

between March and May 2022 to gauge the impacts of the approach, both individually 
and across all services of each type. You indicated in verbal feedback on the proposed 
approach that your support for the approach was conditional on understanding the 
likely impacts of the proposed approach.  
 

22 The financial survey data was also intended to help determine the government’s actual 
and current contribution to part-funded child hour costs. This contribution is part of the 
subsidy re-allocation process.   
  

23 The survey aimed to collect revenue and expense data for each service for a 
nominated financial year (one of three financial years could be selected over 2020/21). 
The amount spent on certificated teacher salaries was the only expense for which 
specific data was sought. 

 
7 We have previously advised this would mean setting a [common] funding rate at a level that meets 
the salary costs of the service with the highest salary cost per unit hour. This then overfunds all other 
services [METIS 1276870]. 
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Difficulties with the financial survey 

24 When we discussed the previous briefing with you, we indicated that it looked as if the 
robustness of the financial survey data was concerning. We can now say that there 
are the following significant issues with the survey data. 

• Limited response rate. The responses received covered about 41% of Ministry
funding to education and care services, or about 35% of the licensed services. This
response rate is too low to provide reliable sector level estimates and associated
impact analysis from the sample.

• Uneven representation on some measures. Ideally, survey responses mirror
representation on different characteristics across the whole population of services.
This was mostly the case but with slight under-representation of services in the
Auckland region and services licensed for fewer than 30 children.

• Potential self-selection bias. Services could choose whether or not to complete
the survey.  This introduces the possibility that characteristics we cannot observe
influence a service’s choice as to whether or not to participate.  For example,
services with the least capability and capacity to provide responses may be under-
represented or those in a very profitable financial position under the current funding
system may be reluctant to divulge this.  Such factors may further reduce the
representativeness of the data collected and cannot easily be adjusted for.

• Uncertainly about the robustness of the actual data submitted. We removed
outlier services, which appeared to contain data errors. The remaining sample
still suggested uncertainty around the accuracy of the financial data, for example,
because of doubt about the impact of COVID on finances in that period.

25 There are also difficulties clearly linking financial survey data to other data sources, 
such as the 2021 staffing survey (to help assess the distribution of teacher pay steps), 
the Ministry subsidy payments system, and MSD childcare subsidy data. 

26 The financial survey data therefore prevents us: 

• confidently generalising results to all 2700 education and care services from the
960 services that responded to the survey. There are only about 920 services to
base conclusions on after data quality adjustments.

• Ascertaining a clear picture of the actual split in public and private contributions to
both education and care and home-based costs for part-funded hours.

27 For home-based services we also have very limited access to private revenue 
contribution and associated expense data. This is due to the operating structures of 
home-based services and difficulty posing survey questions that could obtain this 
information. 

Some presentation of impacts is possible but comes with significant caveats 

28 Despite its limitations, the financial data can still be used to assess changes in the 
financial situation of services as a result of the proposed re-allocation approach. 
However, the conclusions drawn can only relate to the services there is data for. The 
conclusions may not necessarily accurately apply to services that did not respond.  
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Impact analysis based on respondents to the financial survey 

29 The following sections set out analysis and conclusions of impacts based on the limited 
data in the survey. The discussion is for education and care services only, unless 
otherwise stated. 

Changes in total government funding per hour before and after 
30 We have compared the average government funding per child hour a service would 

receive immediately before moving to the new approach to what it receives afterwards. 
A service that receives less hourly funding after the change might be seen as worse 
off. Services’ average hourly funding can also change in the current system. This is 
because contributing variables may change over time, notably certificated teacher 
proportions or overall child hour mix.  

31 In modelling the proposed approach, base characteristics are kept the same (eg, child 
hours, teacher FTE mix) but the funding assumptions shift from the status quo to the 
proposed approach.8 Funding is added to the baseline to account for the cost when 
the full pay gap is met. Table 1 shows the impact on average per hour funding before 
and after.9  

Table 2: Before and after implementation hourly funding 
More funding per FCH in 
proposed system 

Less funding per FCH in 
proposed system 

Number of Services 331 589 
Proportion of sample 36% 64% 
Average KTCA step of 
group 7.3 5.5 

32 We can see that 331 out of 920 (36%) of services get more average hourly funding. Of 
particular interest is that these services have an average teacher pay step of 7.3. 
Those receiving less per hour have an average pay step of 5.5. This suggests that the 
drop in average hourly funding is primarily due to re-allocation from services with a 
lower-than-average cost of entitlement FTE to others with a higher-than-average 
entitlement FTE.  

33 This is the intended outcome of making teacher salary funding proportionate to actual 
salary costs. The other main reason for receiving less funding per hour besides pay 
step level is because services are not maximising or near maximising their TSS FTE 
entitlement.  

34 One feature of this measure is that worse-off services are likely to change over time 
as their teacher pay mix changes (as teachers leave, become more experienced or 
are newly employed in the service). Services may experience a change from higher 
average funding per hour to lower, and vice versa, between the two approaches. We 
cannot attribute this to features other than the change in pay step or take-up of 
entitlement FTE, all other characteristics staying the same. 

35 The high-level change may be seen as negatively impacting services that have a lower 
staff experience and qualification mix. But other services will actually receive more 

8 Tables 1-3 also reflect a common split of 61% OS and 39% TSS ($1,185M and $773M), which 
includes assumed B23 funding and a government contribution to part-funded hours of 80%. 
9 This table does not include subsequent Budget funding added to the baseline. It uses total main 
early learning subsidies received by services in the survey period to enable fair comparability of rates 
before and after application of the new approach.  
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funding and are likely to view the re-allocation as fairer. However, a more expensive 
teacher mix will lead to the ‘unfunded’ portion of the entitlement FTE being larger. This 
larger portion still needs to be covered by the service through the same OS funding 
rate and private contribution.  

 

Impact on viability from splitting funding into average (OS) and targeted components 
(TSS) 
36 The next area of analysis looks at the impact of reduced funding use flexibility. This is 

most clearly seen with the operating subsidy component. We leave the TSS aside 
because its contribution is constant. This relates to how the OS covers other costs 
besides the teacher FTE entitlement funded by government in conjunction with private 
revenue received by a service. Other costs include any TSS entitlement FTE that is 
not fully funded by government so must be met from other revenue streams. 

 
37 This impact can again be assessed if we keep key base characteristics the same while 

overlaying the new approach on the data. The following table shows how many 
services would make a loss under the new approach, while being viable under status 
quo funding. 
 
Table 3: Impact on service viability after transition to the new approach 
Increasing 
Surplus 

Becoming 
Surplus 

Reducing 
Deficit  

Reducing 
Surplus 

Becoming 
Deficit 

Increased 
Deficit 

354 40 21 264 148 82 
 
38 When we modelled the new approach in this way, 230 services (25%) either go into 

deficit or an existing deficit increases. Another 264 services remain in surplus but at a 
lower level than previously (29%). There are 415 services either in surplus or have 
their deficit decreased (46%). 
  

39 These figures include adjustments to baseline funding, which adds in any remaining 
estimated pay gap funding. It also adjusts services’ existing teacher FTE, so they are 
all assumed to be paid at parity rates. 
 

40 The modelling for the table above assumes that services retain all teaching and 
management staff currently employed as they move into the new system as well as 
being paid at parity rates. Our analysis shows that the primary driver of loss of service 
viability in these cases is employing certificated staff at higher levels than are funded 
by the TSS FTE entitlement and being unable to cover this cost with OS and private 
revenue. Private revenue is assumed to stay the same.   
 

41 Table 3 shows the impact on service viability under the new approach excluding 
certificated staff employed above TSS funded ratio.10 This essentially controls for 
variable teacher FTE levels across services. 

  
Table 4: Impact on service viability with standardised teacher FTE 
Increasing 
Surplus 

Becoming 
Surplus 

Reducing 
Deficit 

Reducing 
Surplus 

Becoming 
Deficit 

Increased 
Deficit 

587 93 34 164 24 18 
 
42 Analysis on this cohort shows the 42 services (5%) that went into deficit or had an 

increased deficit did so for either or both of the following two reasons. 
 

10 Standardising is done by assuming each service only needs 1.232 teachers to either 5 or 10 
children 
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• They had low average private revenue (the group averaged $1.87/hr versus 

$6.40/hr for all 920 services covered). 
• They had high average other costs per hour (the group averaged $10.05/hr versus 

$5.82/hr for all services covered).  
 
43 The same reasons also impacted heavily on the 164 services (18%) with a reduced 

surplus in the new system (this group had an average fee of $4.73/hr and other cost 
of $6.89/hr) 

 
44 One of the caveats with assuming services are in deficit or going into deficit is that 

services were allowed to include profit or retained earnings in the expense total 
submitted for the survey. The EAG advised us that this would help encourage a higher 
response rate to the survey (it prevents a clear view of any gap between revenue and 
expenses). This means some services may not be making a loss per se but may be 
experiencing a reduction in their profit or surplus. 
 

45 The only way to ensure no service becomes unviable (all other things kept constant) 
and maintain targeting of funding for pay parity costs is to add new money into the 
baseline above what is required to meet the pay gap. As we reiterated earlier in this 
report, the average funding approach currently in place and maintained in the 
Operating Subsidy means a risk of significant system-level overfunding if OS levels 
were raised to ensure no service becomes unviable. 

 

Changing assumptions in the modelling also affects the viability of services 
46 One of the main difficulties describing the impact of the proposed approach on viability 

post status quo is the uncertainty about where key variables will be set. The main 
variables that can change are: 

 
• The government contribution proportion to part-funded hours. While the survey 

data prevents us being sure of the actual current contribution, it is possible to 
artificially set the contribution by government to part-funded hours in the proposed 
approach. 

• The ratio of certificated teachers to children used when calculating the entitlement 
FTE. While a core principle guiding the design is that the regulated ratio is the basis 
of TSS component funding, there are other practical and regulatory interpretations 
of what this ratio should be. 

• Ratio of management positions per funded child place 

• Differences in how the entitlement FTE is ‘filled’ (with both the existing staff hour 
count method used for funding band calculation11 as well as a staff employed over 
the funding period approach illustrated here12) 

   
47 We have not included changes to baseline funding other than the additional funding to 

meet the pay gap. Any injection of new funding without changing anything else will 
obviously positively alter the viability profile of services. 
 

 
11 The staff hour count calculates the certificated teacher hours used for regulated ratio purposes as a 
proportion of all teacher hours (unqualified and certificated) over a funding period but counted in small 
increments at a time (usually an hour).  
12 This approach simply matches total employed certificated FTE to total child hours over the 4 month 
funding period.  
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48 The following tables provides an indication of how shifts in, or choices between each 
of the variables listed above impacts on the level of services’ viability compared to 
break even. Again, this uses standardised teacher FTE levels.  
 
Table 5: Government contribution to part-funded hours for the TSS 

Variable Sample % no 
longer viable  

Sample % 
with reduced 
viability  

Sample % 
with 
increased 
viability  

Part-funded proportion set at 
70% 7% 24% 69% 

Part-funded proportion set at 
75% 5% 22% 73% 

Part-funded proportion set at 
80% 4% 18% 78% 

Part-funded proportion set at 
85% 4% 13% 83% 

Part-funded proportion set at 
90% 3% 11% 86% 

 
49 Table 4 shows that, as the government contributes more towards part-funded hours 

within the TSS, there are fewer services no longer viable or with reduced viability. This 
is because a higher government contribution reduces the level of other costs for many 
services – it covers more teacher FTE cost via the TSS than would otherwise need to 
be met from the OS and private revenue. The modelling assumes these revenue 
sources are kept constant. The higher contribution to part-funded hours therefore 
partly insulates services from the effects of lower levels of private revenue. 
 

50 Also, services with highly experienced teacher mixes require a bigger private 
contribution for their teacher FTE entitlement only part-funded by the TSS. The size of 
this larger private contribution is reduced through a higher government contribution, 
making it easier for these services to manage their other costs.  

  
Table 6: Teacher-child ratio 

Variable Sample % no 
longer viable  

Sample % 
with reduced 
viability  

Sample % 
with 
increased 
viability  

a. Minimum Ratio. 1 adult: to 
either 5 or 10 children 
(Under 2 and 2 and over) 

3% 9% 88% 

b. Stat daily breaks and leave 
inclusive13 (1.232 adults) 5% 18% 78% 

c. Above requirements set in 
a and b.14 (1.5 adults) 7% 29% 64% 

 
51 In Table 6, we find small declines in viability as the entitlement FTE ratio is made more 

generous. This appears to be because those services with higher additional FTE are 
securing a greater share of government funding.   
 

 
13 This is based on legislated breaks of 50 minutes per 8 hour day and 4 weeks’ annual leave/10 
days’ sick leave. 
14 This ratio starts to take into account more discretionary ratio choices such as how many non-
contact hours teachers are allotted. 
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52 However, the lower the ratio assumption (lower number of teachers to children), the 
more baseline funding that is freed up to be paid through the Operating Subsidy. 
Services have greater flexibility in how their funding is allocated, although less funding 
is able to be ‘claimed’ by services with higher levels of certificated teachers. The impact 
of this is seen in the right-most column. As funding is captured by services with higher 
teacher FTE, less OS is available to match to services’ other costs and so the level of 
increased viability drops. 

53 The same effect is also found with allocation of management FTE entitlement via a 
defined ratio. 

Table 7: Allocation approach for filling entitlement FTE 

Variable Sample % no 
longer viable 

Sample % with 
reduced viability 

Sample % with 
increased viability 

FTE based on 
employed teachers 
during funding period 

5% 18% 78% 

FTE based on existing 
Staff Hour Count rules 5% 21% 74% 

54 In Table 7, small changes in viability can be seen when applying two different 
approaches for determining how entitlement teacher FTE are filled. Specifically, 
services operating in the 100% funding band are more likely to fall into the reduced 
viability category when employed FTE over funding period approach is used (although 
none become unviable). These services effectively have additional teacher FTE, which 
is not included in their FTE entitlement. This additional FTE cost shifts to other costs 
and puts more pressure on operating subsidy and private revenue. 

55 Although some 100% funding band services are worse off compared to when the staff 
hour count approach is used, in general, the application of employed FTE over the 
funding period is more flexible. This means a somewhat higher proportion of services 
are more viable. This is because the allocation approach allows more services to 
maximise how much of their teacher FTE is being used to claim TSS.  

Service characteristic relationships 
56 There are also some significant associations between key service features and 

services’ viability status. As with earlier analysis, a major confounding factor is differing 
levels of additional teacher FTE, that is, teacher FTE over and above that required by 
a service to maximise claiming of FTE for TSS purposes (above the designated funded 
ratio). Different services will have a range of levels of additional teacher FTE, for 
example, because of different policies on non-contact and release time and quality 
ratios generally.  

57 Higher levels of additional FTE tend to lead to higher costs and more likelihood of 
decreases in viability.  

58 Three key characteristics are included in the table below. These are shown with 
existing teacher FTE levels as well as using standardised entitlement FTE levels only. 
The viability categorisations used in the analysis so far are applied. 
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Table 8: Changes in viability linked to key service characteristics  
  With unstandardised FTE  With standardised FTE 

 

No. of 
services 

% no 
longer 
viable  

% with 
reduced 
viability  

% with 
increased 
viability  

% no 
longer 
viable  

% with 
reduced 
viability  

% with 
increased 
viability  

EQI              
EQI 1 36 53% 36% 11% 22% 39% 39% 
EQI 2 62 44% 37% 19% 21% 35% 44% 
EQI 3 61 25% 46% 30% 3% 39% 57% 
EQI 4 110 28% 42% 30% 7% 34% 59% 
EQI 5+ 619 22% 26% 52% 2% 10% 89% 
EQI unavailable 32 31% 25% 44% 3% 19% 78% 
Location              
Urban (isolation 
index 0) 

143 
26% 28% 46% 3% 12% 85% 

Suburban 
(isolation index 
0-1.65) 

462 

24% 32% 44% 5% 19% 77% 
Rural (isolation 
index 1.65+) 

62 
31% 31% 39% 6% 15% 79% 

Unavailable 253 29% 27% 44% 5% 21% 75% 
Fees per hour              
$0 - $2 82 44% 30% 26% 20% 27% 54% 
$2 - $4 137 39% 25% 36% 11% 23% 66% 
$4 - $6 255 25% 30% 45% 2% 20% 78% 
$6 - $8 261 22% 37% 41% 2% 21% 77% 
over $8 185 16% 24% 60% 1% 3% 96% 

*Some row totals may not add due to rounding. 
 

59 In the table above, it can be seen that services with a lower EQI (especially EQI 1-2) 
have a much greater chance of becoming unviable. For example, with teacher FTE 
standardised, 43% of EQI 1 and 2 services in the sample are unviable but just 2% of 
EQI 5+ become unviable. However, it should be noted that EQI 1 services make up 
less than 5% of the sample, which introduces extra uncertainty into the result.  
 

60 In terms of location, differences in the relationship are much less clear between the 
three isolation groupings. Under the standardised FTE adjusted approach, there is a 
slightly higher occurrence of services in urban and suburban areas becoming unviable. 
On all other measures, the differences between the groupings are small and it is not 
obvious location is really linked to changes in viability.   
 

61 The relationship between fees charged and low EQI services is not dissimilar. It is often 
the case that services with low levels of private revenue are also classified as low EQI. 
The data clearly shows that services with low private revenue are much more likely to 
become unviable or less viable under the proposed approach. For example, almost 
50% of services with less than $2/hr in private revenue (with FTE standardised) either 
go into deficit or have reduced viability. Only 4% of services with at least $8/hr private 
revenue fall into these categories. In fact, almost 100% of the latter service category 
improve their surplus.  
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Home-based service impacts 
62 At this point, the Ministry considers the data received from home-based services to be 

too limited to perform analysis similar to that undertaken on education and care 
services. While not ideal, in some respects, the proposed approach for home-based is 
simpler to grasp in terms of its impact. In particular: 
 
• There is no part-funded contribution because we assume the parent contribution 

to educator costs count as the private contribution. Nonetheless, the lack of good 
data and different funding structures in home-based means that the level of private 
contribution to home-based service costs may be quite different to that in education 
and care – we just do not know at this point. 

• Because funding for the coordinator salary subsidy comes out of existing early 
learning subsidies, any changes in assumptions used to cost the CSS would be 
directly traded-off by a rescaling of the ECE Subsidy and 20 Hours Subsidy levels. 

• The single pay step for coordinators precludes the need for as complicated an 
allocation mechanism as education and care (eg, need to average pay steps 
across multiple employees).  

Expert Advisory Group input  
63 We have previously noted that the Expert Advisory Group (EAG) convened to assist 

with this work has not identified alternative approaches beyond raising existing subsidy 
funding rates to the level paid to kindergartens. Our advice has been against this 
approach due to uneven application and significant cost.   
 

64 It has not been straightforward discussing the proposed approach and any variations 
with the EAG. Significant discussion has been had on the underpinning principles 
themselves. The EAG has expressed interest in, for example, having more hours able 
to be funded per day or bolstering resources put into part-funded child hours. These 
are suggestions that are not directly related to pay parity, nor are they costless.  
 

65 It is also difficult coordinating policy development and discussion – for example the 
management approach outlined earlier has not been discussed with the EAG yet. The 
approach’s development and data collection has been ongoing and it is not always 
possible to pause this until the EAG meets.  Difficulties with the data collection and 
analysis have also limited opportunities to demonstrate and explore impacts with the 
EAG. 
 

66 We know the EAG feels it is being rushed in the engagement. While not ideal, we 
suggest the analysis set out in the previous sections provides you with useful insight 
into the types of overall impacts that can be expected. The EAG’s focus has often been 
on general sector viability issues. It has been necessary to be clear these issues are 
not in the Review’s scope. This is because they are not necessarily related to viability 
impacts created by altering existing funding arrangements and salary requirements.    

Impact on Māori 
67 The purpose of the Pay Parity Funding Review is to allow better allocation of funding 

for implementing pay parity requirements. We should be aware of impacts on Māori 
because if these are negative, then this counts against the re-allocation necessarily 
being better than the status quo.  
 

68 The anonymisation of source data underlying the earlier analysis presents a clear 
barrier in assessing these impacts. Ethnicity data, whether this relates to teaching staff 
or children attending, is unable to be connected to unique services under the conditions 
of data collection.  
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69 At most, we can surmise that Māori children (and therefore parents) are likely to be 

over-represented in low EQI services and/or with low levels of private revenue. The 
analysis suggests these services are likely to face the most pressure on their viability 
under the proposed approach. This could, for example, put pressure on parent fees or 
mean those services are most likely to close and reduce early learning options for 
those children. Additional targeted funding may be necessary to mitigate these risks.      

Next steps and public consultation approach  

70 If you agree to continue with the approach, we intend providing you with a discussion 
paper for your consideration next month. Once you have agreed to the final form of the 
consultation paper, it can then be approved by Cabinet for consultation.  

Nature of the consultation 
71 We envisage the consultation to focus on policy changes, rather than strict numerical 

impacts. Because key variables are not yet set, any numerical analysis would need to 
be very clear it did not represent actual funding outcomes but was indicative at most.  
 

72 A consultation paper would cover the overall approach but break this down into smaller 
sub-proposals. This is a logical way to step stakeholders through changes. It will also 
allow policy choices within each sub-proposal to be presented. Examples of these 
choices include: 
 
• The approach used to establish how many of a service’s employed certificated 

teacher FTEs should be counted for ‘claiming’ of the entitlement FTE allowed for 
under the TSS formula. The two choices likely to be included are applying the staff 
hour count or the match of employed FTE to entitlement FTE over the four-month 
funding period in early learning. 

 
• How usage of management FTE allocation for regulated ratio purposes is 

governed, as mentioned earlier in the paper. 
  

• If a higher or lower government contribution is set for part-funded hours or a split 
of existing funding is derived from actual service data. A higher contribution lifts the 
total TSS and therefore reduces the operating subsidy able to be distributed across 
services. 

 
• Where the adult to child ratio for generating teacher FTE entitlement is set (and 

also management). As a result of the core principle that funding is linked to 
regulated ratio, this is the starting position. However, higher ratios are necessary 
in practice15, which have the effect of shifting more funding into the TSS and 
leaving less for the OS. 

 
• Whether a service could access its full base teacher entitlement even if a K2 was 

used to replace some of that entitlement for ratio requirements, as discussed 
earlier in the paper.  

 

 
15 Attaining the regulated ratio requires a higher ratio in practice because additional teachers are 
needed to consistently deliver on a regulated ratio eg, due to cover for leave, breaks, non-contact 
time. There is not a universal definition of the practical ratio needed, although one that allows for 
legislated leave and breaks is a minimum starting point. 
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• Deciding if entitlement FTE for home-based should include managers of
coordinators (when they are not acting as regulated co-ordinators) or if FTE should
be paid as a minimum base plus top-up rather than a linear funding increase.16

• Whether coordinators should be placed at K2 on the KTCA scale or made
equivalent to the base-teacher scale or an amalgam of both.

73 We also consider the possibility of transitional funding should be raised in the 
consultation paper, at least at a high level. This funding is described in the financial 
implications section. 

Stakeholders 
74 We expect key stakeholders for the consultation to be primarily education and care 

service and home-based service providers. Other interested groups will include the 
Early Childhood Advisory Committee (ECAC), NZEI and other ECE peak bodies and 
advocacy groups. Certificated teachers will be interested, although the impact of 
funding re-allocation falls on services in the first instance. 

75 The consultation will be open to the public so we expect other stakeholders may wish 
to provide feedback. These include parents and whānau. The likely potential impact of 
a new approach on private funding levels may generate interest from this group. 

76 We anticipate including Māori immersion and Pacific services in a more targeted 
approach to consultation. We noted in recent advice on reviewing qualification settings 
in these services that inclusion of a MITA allowance may be sought by puna reo. A 
MITA-style allowance could be included as part of the pay parity funding and 
implementation [METIS 1290028 refers]. 

Timing 
77 At this stage, the timing of consultation steps is as follows: 

Task Date 
Discussion paper for public consultation approach and attached 
consultation document sent to Minister’s Office 28/08/22 
Cabinet paper and consultation document lodged 22/09/22 
SWC consideration 28/09/22 
Public consultation commences (6 weeks) 5/10/22 
Public consultation ends 16/11/22 
Advice provided to Minister 14/12/22 

Financial implications  

78 The funding required to meet the Government’s pay parity commitment is the 
estimated cost of moving all eligible teachers onto parity pay steps (the pay gap) in 
education and care services and home-based services. The remaining funding for this 
pay gap will most likely be sought at Budget 2023 and added to the early learning 
baseline. Our current estimate of remaining pay gap funding required is $360 million 
over four years for education and care services. 

16 This refers to one additional child place over 50 places getting extra funding but only in proportion 
to that additional child place. In practice, a coordinator would want to be employed for a larger fraction 
of the FTE thus costing more than the funding provided by that additional child place. 
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79 However, the analysis earlier indicates more funding may be required. This is to 
ameliorate the impact of the reduced flexibility services would have to freely allocate 
their government funding. Additional funding could be transitional and phased out after 
time. It would give services the time to reduce their expense profile, where possible. 
Alternatively, it might be included in baseline to cushion the impact on services in 
perpetuity.     

80 Our estimates of what additional funding could be injected into the system are shown 
at three, increasing, levels of coverage for just one year in the table below. 

Option 
Indicative funding 
required 
(one year only) 

a. Coverage of other costs, including the private funded part of the
TSS entitlement, at a level that allows services to breakeven

$40 million 

b. Coverage as per the above plus funding for additional teacher
FTE above TSS entitlement at a level that allows service
breakeven

$100 million 

c. As for b. but also including funding to return services to their
pre-new approach financial position

$180 million 

Budget approach 
81 As we noted earlier in the paper, the financial data, and staffing data collected in 

October 2021, provides an indication of the impacts from the proposed approach and 
the likely need for additional funding over and above that required to bridge the pay 
gap. This is possible despite limitations on generalising impacts for every service in 
the two service types. The data could also be carefully used to populate parts of a 
consultation paper with indicative quantitative impacts and hypothetical service 
examples.  

82 However, because of the limitations, it is neither wise nor possible to draw strong 
conclusions and set final funding amounts at this point. Instead, we suggest that a 
contingency for smoothing or transitional purposes could be sought in Budget 2023. 
This would likely be informed by the funding options in the table above.  

83 Further work would be needed to refine allocation levels and the priorities funded from 
the contingency. We are likely to need to collect better financial data for this using a 
more rigorous approach. This may include carefully stratified sampling and potentially 
compelling services to respond. This would take place later in 2023.  

84 Budget 2024 could provide a final opportunity to secure any additional funding. 
However, our preference would be to rely only on the contingency secured in Budget 
2023 and to set exact funding levels and related arrangements no later than six months 
before go live in 2024. 

85 This is not unlike the process used for the Unified Funding System where funding was 
allocated in Budget 2021 before the TEC undertook a detailed data collection process 
to set rate. The rates were then announced after Budget 2022. A similar process also 
took place with the creation of the current ECE funding system. Consultation and 
agreement to core policy design decisions were taken in advance of decisions 
confirming actual funding rates. 
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