10 March 2009 ED 3019152

Reconﬁrhended Action

It is recommended that the Minlster for Tertiary Education and Minister of Social
Development:

a. note that on 3 March 2009 the Expenditure Control Committes (ECC)
disestablished the Bonded Merit and Step Up scholarships by approving changes
to appropriations to ¢ease funding for these pregrammes from 2010,

b.  note that the Unwinding Unfunded Budget 2008 Commitments for ET: Innovation
paper noted that officials would offer further advice to the Minister for Terflary
Education and Minister of Social Development about ways to reduce the
administration costs assoclated with grand-parenting and bonding scholarship
recipients;

¢.  note that officials have fully reviewed StudyLink administration baselines and, as
a result, have identifled additional administration savings;

d. note that the administration savings from the disestablishment of these
scholarships are now expected to be $4.378 million over four years {without
changing scholarship conditions), up from $2.302 million over four years as
stated in the Cabinet paper; '

e,  note that, in addition to the $4.378 miilion, administration savings could be made
by removing the bonding requirament of these scholarships and relaxing other
conditions, and that these savings consist of

a. a $0.228 million decreass in adminlstration costs over the four year
. budget cycle; and

b. a saving of $0.651 million beyond the current budget cycle because the
length of time required to administer the scholarship would reduce by
four years;

f.  note that removing the bonding obligation from these scholarships would allow
some graduates to Isave New Zealand without penalty but that the numbers
affected are anticipated to he small relative to the ohgoing cost of administering
the bonding requlrement; '

g. note that interest free student loans remain an incentive for students to remain In
New Zealand;

agree to remove the bonding requirerent; ~
DISAGREE

i note that relaxing of requirements for’ transfers of scholarships to other
qualifications and one ysar postponement of scholarships and removing financial
penaltles for breaching other terms and conditions of the scholarships would
further simplify the unwind process, aligh the two scholarships and remove the

l¢




need for complex decision-making, thereby reducing risks associated with the
loss of institutional knowledge;

Js agree to relax regulations for transfers of qualifications, one year postponements
and remove penalties for breaches of other terms and conditions;

DISAGREE Q)

k. note we will work with Treasury to make the nscessary changes to administration
savings, either as Technical Adjustments (included as part of the October
Bassline Update) or as part of the Budget 2009 process (if they can be included
as a late amendment) which will be submitted to Cabinet for approval in April
2009.

Dr Andrea Schéllmann

Group Manager .
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and on behalf of the Ministry of Social Development
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Hon‘Anne Tolley S Hon Paula Bennett
Minister for Terilary Education Minister for Social Development and Employment
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Tertlary Education Report: Additional administration savings from
disestablishment of Step Up and Bonded Merit

Purpose of Report

1. On 3 March 2009 the Expenditure Control Committee (ECC) considered the
“Unwinding Unfunded Budget 2008 Commitments for ET: Innovation” paper. ECC
disestablished the Bonded Merit and Step Up scholarships by approving changes
to appropriations to cease funding for these programmes from 2010 [ECC Min

(08) 3/3 refers).

‘2. ECC noted that offlclals would offer further advice to the Minlster for Tertiary
Education and Minister of Soclal Development about ways to reduce the
administration cost associated with grand-parenting and bonding scholarship
recipients. This report fulfils that requirement.

Additional administration savings based on review of baselines

3. The Budget unwind Cabinet papsr proposed that no applications be considered
for the award of Bonded Merlt and Step Up scholarships after 2008. This will
save $70 million over four years (with assoclated capital costs of $17 mililon).
included in these savings were $2.302 million of administration cost savings.

4, \While preparing the further advice on savings for joint Ministers, officials have
undertaken a full review of StudyLink administration baselines and the savings
that could be made as a resuilt of disestablishing the scholarships. it is now
estimated that administration savings of $4.378 million over four years, will be
made as a result of the disestablishment of the Step Up and Bonded Merit
scholarships. This Is an increase of $2.078 million over previous estimates of the
savings. :

Additiohal administration savings from relaxing scholarship conditions

5. Further savings could be madp on administration if arrangements were relaxed
for existing reciplents. .

6.  Officials have identified four ways fo simplify the process to reduce admmlstrataon
costs and generate greater savings:

a. Remove the bonding obligation which requires scholarship recipients to
remait in New Zealand after graduation for the number of years eguivalent
to the length of their scholarship up to a maximum of four years,

b. Remove any financial penalties {but not the loss of a scholarship)
associated with the student breaching any of the other terms and conditions
of their scholarship (which will align Bonded Merit scholarship with Step
Up):

¢. Allow a recipient to transfer their scholarship to any bachelor degree (or in
the case of Bonded Merit any bachelor or post-graduate degree) that Is
approved for student loans and allowances; and

d. Allow Bonded Merit scholarship recipients to have a one year
postponement of their scholarship for any reason rather than StudyLink
determining that special reasons saxist {which wii! align Bonded Merit with
Step Up).




Relaxing fequirements for recipients (b, ¢ and d above)} would simplify the unwind
process and remove the need for complex decision-making, thereby reducing
risks associated with the loss of institutional knowledge.

If bonding is retained, students will be bondad for a maximum of four years. In
effect this means that although there wiil be no new scholarship reciplents after
2009, the scheme would not be fully wound up until 2019/20 when the bonding
petiod for the last cohort of students ends.

Administration savings (within 2009 budget cycle) with and without these
changes are presented in the following table. The maximum saving amount is
forecast {o stabllise from 2012M3.

Savings with current regulations (within 2008 budgst cycle)

) (3000 | 200910 201011 2011412 | 201213 Total
Current administration baseline 1,317 1,381 1,428 1,428 5,650
Savings already approved [ECC
Min (09) 3/3) 376 571 653 702 2,302
Estimated savings with current . .
regulations {up to 2019/20) 816 1,089 1,201 1,272 4,378
Estimated savings of managing :
returning students with relaxed
| regulations (up to 2015/16) 035 1,131 1,254 1,288 4,606
Extra savings gained from

228

10.

11.

relaxed regulations 118 42 53 14

Relaxing conditions on scho!arsh[pé "(inctdding removing boﬁding) would increase
savings by $0.228 million over the four year budget cycle.

A further $0.851 million would be saved by removing bonding, principaily
bacause the end date for administration would be brought forward four years to
31 Dacember 2015.

Risks

12.

13.

One of the key intentions of the schemes was to retain recipients in New Zealand
after graduation. This is why they were bonded. Removing the bonding
requirement would allow some graduates to [eave, who otherwise would have
been required to stay. The numbers affected, however, would be small relative to
the ongoing cost of administering the bonding requirement.

Interest free student loans are a strong incentive to retain in New Zealand after
graduation and will remain a strong signal that preferential treatment will be given
to New Zealand-resident graduates.

Limited Full Time Status for Bonded Merit scholarships

14,

Students are required to be studying full time or limited full time to receive a
Bonded Merit scholarship. Students can be granted limited full time status if they
cannot complete a full time course of study for reasons beyond their control such
as illness or disability. In these cases it may take students longer than the
maximum tenure for Bonded Merit scholarships.




15.

18.

17.

18.

Bonded Merit scholarships usually have a maximum tenure of four years and
maximum value of $3,000 for each of those years. If students receive the
scholarship on a limited full time basis the maximum yearly payment no longer
applies and is replaced by a $12,000 maximum value for the duration of their
scholarship.

The effect of limited full time status is that some Bonded Merit scholarship
reciplents will recelve payments beyond the 2015 end point mentioned above.
This Is likely to affect only a very small number of recipients as, fo date, only 76
studants (iwo percent of the fotal 3,700 recipients) have received Bonded Merit
scholarship payments for limited full time study and many of these students
would not be limited full time for the entirety of their tenure.

The financial impact of this Is small because StudyLink will absorb any additional
administration costs and each scholarship Is capped at $12,000, regardiess of
the length of tenure so additional scholarship funding for these recipients will not
be necessary.

There Is no such risk for Step Up scholarships because tenure is limited to the
number of years it would take to complete the qualification on a full time basis,
Limited full time students would simply lose their scholarship before completmg
their qualification.

Effect of limited full-time students on scholarship baselines -

19

Further scrutiny of the administration savings from the disestablishment of the
scholarships identified that the agreed level of savings for the Bonded Merit
scholarships for 2012/13 did not take into account the impact of iimited fulltime
students and those who defer their scholarship for a year. These students will
continue to receive scholarship payments after the end of the budgst cycle. We
have reduced the 2012/13 savings marginal[y {0 take into account limited full-time
students. The fiscal impact of this is more than oﬁset by the increased
administration savings identified In this paper.

Next Steps

20.

21.

As you are aware, the Minister of Finance is to begin the process of Budget bi-
lateral meetings with vote Ministers from later this week. Note that the bilateral
meeting between the Minister of Finance and the Minister for Tertlary Education
is scheduled to take place this coming Monday. This report, in particular the

: additional savings proposed, will be useful to inform this process,

The updated figures will be Included in the amended Cabinet paper "Unwinding
unfunded Budget 2008 Commitments for Economic Transformation: Innovation,"

Consultation

22. The Ministry of Social Development agree with the recommendations in this

paper.







