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Australian National

Audit Office

Canberra ACT
19 September 2012

Dear Mr President
Dear Mr Speaker

The Australian National Audit Office has undertaken an independent
performance audit in the Department of Regional Australia, Local
Government, Arts and Sport with the authority contained in the Auditor-
General Act 1997. | present the report of this audit and the
accompanying brochure to the Parliament. The report is titled The
Design and Conduct of the First Application Round for the Regional
Development Australia Fund.

Following its presentation and receipt, the report will be placed on the
Australian National Audit Office’s Homepage—http://www.anao.gov.au.

Yours sincerely

=
lan McPhee
Auditor-General

The Honourable the President of the Senate

The Honourable the Speaker of the House of Representatives
Parliament House

Canberra ACT
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Glossary

Approver
(or decision-
maker)

Funding
agreement

Key principles
for grants
administration

The Minister or, where relevant, official with authority to
determine whether an application or grant proposal will be
funded under a grant program. The FMA Regulations and
the Commonwealth Grant Guidelines (CGGs), which have
been issued by the Finance Minister, set down a number of
requirements that are to be followed by an approver in
determining whether a grant should be approved. The
CGGs also set down reporting obligations where Ministers
approve grants that the relevant agency recommended be
rejected, and where Ministers who are Members of the
House of Representatives approve grants in their own
electorate.

A legally enforceable agreement setting out the funding
terms and conditions under which a grant is provided.

The CGGs sets out the seven key principles of grants
administration established by the Australian Government,
as follows:

Robust planning and design
An outcomes orientation
Proportionality

Collaboration and partnership
Governance and accountability

Probity and transparency

N o ok » N

Achieving value with public money.
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RDA
committees

RDA regional
plans

Selection
criteria

Regional Development Australia (RDA) is a network of
55 RDA committees across Australia that provides a
strategic framework for economic development in each
region. The RDA committees are made up of local leaders
who work with all levels of government, business and
community groups. It is an Australian Government
initiative administered by the Department of Regional
Australia, Local Government, Arts and Sport.

Among other things, RDA committees develop regional
plans that describe the region, its attributes, industry and
employment base and key advantages. The plans set out the
economic, environmental and social vision for the region,
articulate the drivers of change, identify strengths,
weaknesses and opportunities, and list priorities for action.

Selection criteria fall into two main groups, as follows:

J threshold criteria are the criteria that an application
must satisfy in order to be considered for funding.
These are also variously expressed as ‘eligibility
criteria’, “‘mandatory criteria’, ‘compliance criteria’ or
‘gateway criteria’; and

. assessment criteria are the criteria against which all
eligible, compliant applications will be assessed in
order to determine their merits against the program
objectives and, for competitive programs, other
competing applications.
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Summary

Introduction

1. The Regional Development Australia Fund (RDAF) was established in
early 2011 as a nationally competitive, merit-based grants program with
discrete funding rounds. A total of some $1 billion' is expected to be available
under the RDAF over six years. The RDAF was one of the initiatives
established to deliver on the Government's 7 September 2010 agreement with
the Independent Members for Lyne and New England.

2. At the time it was established, the program objective was to fund
projects that support the infrastructure needs and economic and community
growth of Australia’s regions. This objective was revised in November 2011 for
the second funding round, and is now ‘to support the economic,
environmental and community needs of Australia’s regions by providing
funding for projects that meet the identified priorities of regional communities,
as articulated in RDA regional plans’.

3. To date, two application rounds have been conducted, with nearly
$350 million in program funding awarded to 81 projects. Three more funding
rounds are proposed. The focus of this audit report is the first funding round,
completed in September 2011, through which 35 projects were awarded
funding of $149.65 million.

Administration and implementation of the first RDAF funding round

4. The RDAF is administered by the Department of Regional Australia,
Local Government, Arts and Sport (Regional Australia). The Minister for
Regional Australia announced a public call for applications to the first
$100 million funding round on 11 March 2011, with applications closing
during May 2011. Subsequently, the Government decided to increase the
funding available in this round to $150 million.

' The 2012-13 Budget Papers disclosed administered expenses for RDAF of $974 million between 2011-

12 and 2016-17 (source: Regional Australia, Regional Development, Local Government, Arts and Sports
portfolio, Portfolio Budget Statements 2012—13, Budget Related Paper 1.16, p. 35).
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5. Local government bodies and incorporated not-for-profit organisations
were eligible to apply for funding under the first round. Applicants could
request between $500 000 and $25 million from the RDAF towards projects that
were predominately capital in nature. Applications were expected to include
written endorsement from the relevant Regional Development Australia
(RDA) committee confirming that the project aligned to the relevant regional
plan.

6. Regional Australia received 553 applications, seeking total funding of
over $2 billion. The applications covered a range of projects, diverse in both
size and nature. The total estimated cost of the projects ranged from $502 385
to $400 million, at an average total estimated cost of $10.2 million. Projects
were most commonly categorised as providing social and cultural
infrastructure (39 per cent) followed by recreation facilities (22 per cent).

7. Regional Australia was responsible for checking each application for
compliance with the mandatory requirements for funding. It assessed that
348 applications (63 per cent) received were ineligible. An independent
advisory panel, appointed by the Minister for Regional Australia, was then
responsible for assessing the relative merits of the eligible applications and for
providing funding recommendations to the Minister.

8. Consistent with the program guidelines, the advisory panel categorised
the 204 eligible applications? as either ‘Recommended for Funding’, ‘Suitable
for Funding® (which it divided into two priority groups) or ‘Not
Recommended for Funding’. The panel recommended that the 25 eligible
applications in the Recommended for Funding category be approved for
funding at a cost of up to $134.98 million.

There were 205 applications assessed as eligible and, as one of these was subsequently withdrawn by
the applicant, 204 were provided to the panel for consideration.

The program guidelines for the first round of the RDAF outlined that any projects categorised as ‘Suitable
for Funding’ would not be recommended for approval by the panel, but could be re-submitted for
consideration at subsequent meetings of the panel. Accordingly, and consistent with the panel’s decision
to only recommend for funding approval those 25 projects included in the Recommended for Funding
category, Regional Australia’s briefing to its Minister had outlined that any projects in the Suitable for
Funding category that were approved for funding would need to be reported to the Finance Minister (the
Commonwealth Grant Guidelines require that an annual report be provided to the Finance Minister
identifying all decisions to approve a particular grant which the agency has recommended be rejected).
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Summary

9. On 5 September 2011, the Minister awarded a total of $149.65 million in
RDAF funding to 35 applications, which included 21 of those recommended by
the panel (see Table S1). Regional Australia negotiated funding agreements
with the successful applicants and provided feedback to the unsuccessful

applicants.

Table S1

Advisory panel categorisation and ranking of applications, and related
Ministerial funding decisions

Category assigned by

Applications approved for

advisory panel

Recommended for Funding

Applications in category

25 applications individually

ranked seeking $134.98 million.

funding

21 applications approved
for $99.15 million.

Suitable for Funding—Priority
One

39 applications individually

ranked seeking $135.45 million.

13 applications approved
for $40.5 million.

Suitable for Funding—Priority
Two:
Ranking of 1

Ranking of 2

Ranking of 3

3 applications equally ranked
seeking $30.44 million.

No applications approved.

34 applications equally ranked
seeking $111.83 million.

No applications approved.

41 applications equally ranked
seeking $149.28 million.

One application approved
for $10 million.

Not Recommended for
Funding

62 applications unranked
seeking $256.49 million.

No applications approved.

Total

204 eligible applications
seeking $828.46 million

35 applications approved
for $149.65 million

Source:

ANAO analysis of Regional Australia data.

Audit objectives, criteria and scope

10. The objective of the audit was to assess the effectiveness of Regional
Australia’s management of the design and implementation of the first
application round of the RDAF program. The audit examined:
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J whether the design of the program reflected lessons learned from
audits of previous grant programs* and the requirements of the grants
administration framework that was progressively implemented
between December 2007 and July 2009;

. whether the business practices of Regional Australia met policy and
legislative requirements as well as accountability responsibilities,
including those set out in the Financial Management and Accountability
Regulations 1997 and Commonwealth Grant Guidelines (CGGs);

o whether the assessment of possible projects was undertaken in
accordance with the published program guidelines;

o the process by which projects were ranked and subsequently approved
for funding; and

. the process by which funding agreements were developed and
executed with successful applicants, and feedback was provided to
unsuccessful applicants.

Overall conclusion

11. The establishment of a new infrastructure program to fund projects
identified by Regional Development Australia committees in regional areas
was one of the initiatives established to deliver on the Government's
September 2010 agreement with the Independent Members for Lyne and New
England. The program was to fund projects that support the infrastructure
needs and economic and community growth of Australia’s regions.

12. Through the first Regional Development Australia Fund (RDAF)
funding round, nearly $150 million was awarded to 35 projects predominantly
located in regional Australia. Funding agreements have been signed in respect
to each approved project, with these agreements specifying partner
contributions to the projects totalling some $248 million (or $1.66 in
contributions from other sources for each $1 of RDAF funding). Each funding

In particular, the Strategic Projects Component of the Regional and Local Community Infrastructure
Program. See further in ANAO Audit Report No.3 2010-11, The Establishment, Implementation and
Administration of the Strategic Projects Component of the Regional and Local Community Infrastructure
Program, Canberra, 27 July 2010 and Joint Committee of Public Accounts and Audit, Report 423:
Review of Auditor-General’s Reports Nos 39 2009-10 to 15 2010-11, Canberra, July 2011.
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Summary

agreement included a contracted project completion date, the last of which is
June 2016.

13. Overall, in assisting the Government to deliver on its commitment to
establish a new regional grants program, Regional Australia’s management of
the design and implementation of the first RDAF funding round was effective.
This included improvements in the approach taken to briefing the Minister to
inform his funding decisions, particularly by identifying to the Minister those
applications the RDAF advisory panel had recommended be approved. That
said, the department’s advice to the Minister suggested that the Minister could
consider approving more projects than those recommended by the panel, but
without outlining to the Minister a structured process for this to occur in a way
that was consistent with the published program guidelines.

14. Regional Australia has invested resources into analysing the
recommendations of previous Parliamentary Committee and ANAO reports to
improve the program design and delivery arrangements. Of note, particularly
in the context of shortcomings observed in audits of predecessor programs and
the requirements of the grants administration framework, was that eligibility
and assessment criteria were developed, published and applied to inform the
decision about which applications should be awarded funding. In addition, the
department provided all unsuccessful applicants with feedback on their
applications, and took steps to identify and implement improvements to the
application processes for the second funding round.

15. Improvements in the quality of Regional Australia’s assessment work
were also evident, although there remains scope to improve the assessment of
whether eligible applications represent value for money. There would also be
benefits from a more robust rating system being adopted to record the
assessment of each eligible application’s performance against the published
merit assessment criteria, providing a stronger link between the detailed
assessment of each application and the final order of merit.

16. As was intended by the design of the program, the advisory panel
injected external expertise into the merit assessment process. All applications
assessed by Regional Australia as eligible were examined by the panel.
Consistent with the program guidelines, the panel categorised each eligible
application as either Recommended for Funding, Suitable for Funding or Not
Recommended for Funding. Through this process, the panel also developed an
order of merit and provided the Minister with a clear funding
recommendation for those 25 projects that it considered should be approved
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for total RDAF funding of up to $135 million. The Minister approved 21 of
those applications, and recorded his reasons for not approving the other four
recommended projects. The recorded reasons related to the regional
distribution of funding across the program and the regional benefits associated
with urban projects.

17. The Minister also approved 14 projects from the Suitable for Funding
category —the panel had not recommended that funding be awarded to any
projects in that category. Regional Australia had suggested to the Minister that
funding could be awarded to projects in addition to those categorised by the
panel as Recommended for Funding. However, the department did not advise
the Minister of the importance of his decisions having regard to the published
assessment criteria—including the expectation that the recorded reasons for
approving such applications address any limitations identified with these
applications in terms of the criteria and in comparison to more highly ranked
applications that are not approved for funding.

18. Regional Australia did advise the Minister that he would need to
record his reasons for approving any projects that the panel had not included
in the list of 25 recommended projects, and report such instances to the Finance
Minister.> The Minister provided his reasons for approving a project he
selected from the Suitable for Funding —Priority Two category. The Minister
then worked through the panel’s Suitable for Funding —Priority One order of
merit list. He approved 13 of these projects, and recorded his reasons for not
approving nine of the projects®, until the available $150 million in funding was
exhausted. However, reflecting the shortcomings in the departmental advice
referred to in paragraph 17, the various reasons recorded by the Minister
focused on the Minister being satisfied with the regional distribution of
funding across the program and with the regional benefits associated with
urban projects but did not directly relate to the published program criteria.

Since January 2009, Ministers have been required to provide an annual report to the Finance Minister
outlining all decisions to approve a particular grant which the agency has recommended be rejected.
This report is to be provided by 31 March each year for the preceding calendar year and is to include a
brief statement of the basis of the approval for each grant.

The documented reasons related to the Minister’'s concerns about not funding too many projects in one
geographical area (referred to by the Minister as ‘distributional impact’) or insufficient ‘broader regional
impact’ for various projects that were in an urban, inner urban or peri urban location.
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Summary

19. This latest audit of a regional grant funding program indicates that the
grants administration framework now in place is soundly structured to achieve
outcomes consistent with program objectives, as well as promote decision-
making processes that satisfy the requirements of the financial management
legislation. Given their particular experiences and areas of expertise, the
framework recognises that departments, advisory panels (where they are in
place) and Ministers will at times have different perspectives on the relative
merits of candidates for grant funding. In such circumstances, there is an
important role for departments to advise Ministers on the steps to be followed
where the Minister reaches a different conclusion about the relative merits of
grant proposals (in terms of the published assessment criteria’) from that
recommended to them.

20. Recognising that further RDAF funding rounds are proposed, the
ANAO has made three recommendations. These recommendations are focused
on further improving key elements of Regional Australia’s application
assessment and approval processes.

Key findings by chapter

Access to the program (Chapter 2)

21. Regional Australia had estimated it would receive between 500 and
700 applications for RDAF funding under the first round. In total,
553 applications were received, at the lower end of the expected range.

22. Applications were to be lodged online via Regional Australia’s grant
management system portal. However, significant issues arose with the use of
this portal, making it difficult for applicants to lodge their applications. In this

In an audit of a predecessor regional grant funding program, the ANAO concluded that potential
applicants and other stakeholders may reasonably expect that grant program funding decisions will be
made in a manner, and on a basis, that is consistent with the published guidelines. Subsequently, the
Government commissioned a strategic review of grants administration. The report of that review similarly
concluded that ‘potential applicants and other stakeholders have a right to expect that program funding
decisions will be made in a manner, and on a basis, consistent with the published program guidelines
and selection documentation’ and that, in situations where the Ministerial decision differs from that
recommended, ‘special care will be needed in order to demonstrate that the relevant program guidelines
and selection criteria have been observed, that all grant applicants have been treated fairly, and that the
requirements of the financial framework have been met’. As a result of the recommendations made by
that review, the Commonwealth Grant Guidelines that came into effect on 1 July 2009 outline that the
program guidelines for a grant program are a policy of the Commonwealth that must be considered
before any funding decision is made under the particular program.
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context, following the conclusion of the first application round, the department
sought to identify lessons that could be learned from the application lodgment
process. In light of stakeholder feedback, changes have been made to the
application process for the second RDAF funding round.

23. Eligibility requirements for the first round of RDAF were set out across
the program guidelines, a related Frequently Asked Questions (FAQ)
document published on Regional Australia’s website as well as in the
application form.® Regional Australia checked the eligibility of each application
received against the eligibility criteria. Only those applications assessed as
eligible progressed to the next stage of the assessment process.

24. Of the 553 applications that were recorded as having been received,
348 (63 per cent) were assessed by Regional Australia as ineligible. Compared
to other applications-based competitive grant programs (including for
community infrastructure) examined by ANAOQO, this was a high rate of
ineligibility. It was also considerably higher than the department had
estimated during the program planning phase, which was that around
20 per cent of all RDAF applications would be ineligible. This situation does
not reflect well on the accessibility of the program to applicants.!

Departmental assessment of eligible applications (Chapter 3)

25. Assessment criteria were developed and published in the program
guidelines. Regional Australia assessed eligible applications in terms of:

. risk, including the extent of any risks to the proposed project being
delivered and sustained;

J the extent to which the project was aligned with the regional plan for
the relevant RDA committee; and

Some eligibility requirements were amended and/or clarified after the program opened to applications.

Rather than assessing between 400 and 560 eligible applications as had been anticipated, the panel
only had to assess 204 applications.

The factor that made the most significant contribution to the high number of applications that were
ineligible was that the program guidelines and related program documentation did not provide sufficiently
clear and consistent guidance to applicants on the various threshold requirements that needed to be
satisfied in order to be assessed as eligible.
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J the extent to which the application met the published merit criteria, to
assist the advisory panel (which was responsible for the final merit
assessment of each eligible application).

26. Regional Australia undertook the assessment work to assist the
advisory panel. There were few instances where the panel records indicated it
had a different view as to the extent to which an application met one or more
of the assessment criteria. For future funding rounds, the assessment process
would be strengthened if:

. the rating scale that is used differentiated more effectively between
individual projects and classes of projects so as to enable a clearer link
between the final ranking of eligible applications and the underlying
assessment of each application in terms of the published merit
assessment criteriall; and

. more comprehensive advice was provided to decision-makers on the
extent to which eligible applications represent value for money,
particularly in circumstances where they are assessed as not meeting
one or more of the published assessment criteria.'?

Advisory panel deliberations (Chapter 4)

27. The role of the advisory panel was to consider the relative merits of
projects based on its assessment against the published assessment criteria so as
to provide funding recommendations to the Minister.

28. The panel brought external expertise to the assessment process and
outcomes, using the initial assessment of the merits of the 204 applications
prepared by Regional Australia as a starting point. The panel’s assessment
proceeded in the following three stages:

As outlined in ANAO Better Practice Guide, Implementing Better Practice Grants Administration,
June 2010, pp. 65-66 and p. 75, numerical rating scales have a number of advantages in differentiating
effectively between individual projects and classes of projects. Consistent with this, ANAO’s recent
audits of grants programs across a number of agencies have shown a trend towards greater use of
numerical scoring systems.

For the first RDAF funding round, only those applications assessed as ineligible were considered by
Regional Australia to not represent value for money. In this respect, Regional Australia advised its
Minister that applications the panel was not recommending for funding still represented value for money
notwithstanding that a significant number of these had been assessed as Poorly Developed against one
or more assessment criteria (and, in some case, with a high level of associated project risk).
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J separating the eligible applications into two categories—those that did
not merit further consideration (categorised as Not Recommended for
Funding (NRF)) and those that were suitable candidates for possible
funding (categorised as Suitable for Funding (SFF));

. adopting a scoring approach to identify the most meritorious of the SFF
applications for further consideration; and

. ranking the 64 applications that had been allocated the highest scores to
produce a preliminary order of merit.

29. The panel categorised 25 applications as Recommended for Funding,
117 applications as Suitable for Funding (divided into two groups called
Priority One and Priority Two) and 62 applications as Not Recommended for
Funding. The applications categorised as Recommended for Funding and
Suitable for Funding—Priority One were individually ranked by the panel in
an order of merit. In the absence of additional explanation, it would be
expected that there would be a reasonably strong correlation between an
application’s position on the final order of merit list and the outcome of the
assessment of that application against the published criteria. However, there
was not a clear and consistent correlation between an application’s position on
the panel’s final order of merit list and the documented assessment of each
application against the selection criteria.”® Nevertheless, the approach taken
enabled the panel to provide a clear funding recommendation to the Minister.

30. Regional Australia assisted the panel by providing a range of
documentation and other support so that it could make informed judgments
about the competing merits of each eligible application. However, other
aspects of the administrative support for the panel could have been improved.
In particular, there was an extensive delay in the minutes from the
August 2011 advisory panel meetings'* being finalised and approved by the
panel, and the minutes lack sufficient detail to provide evidence of the panel’s

" For example, some applications assessed as meeting to a high standard most or all of the published

criteria were categorised and ranked lower than other applications where the documented assessment
indicated that they were less meritorious in terms of the published criteria. The reasons for the ranking
awarded each application by the advisory panel were not recorded in the meeting minutes.

The panel convened over seven days during August 2011 to assess the eligible applications and
determine its recommendations, which were finalised on 1 September 2011. The minutes were not
finalised until April 2012.
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assessment of each application against the merit criteria and the related
categorisation and ranking of competing applications.’®> The department has
advised ANAO that the minutes for the second funding round were finalised
in a timely manner and that the content of the minutes for forthcoming rounds
will reflect ANAO feedback, including recording the reasons for assessment
decisions.

Advice to the minister and funding decisions (Chapter 5)

31. The panel provided the Minister for Regional Australia with a clear
funding recommendation for his consideration. Specifically, it recommended
that the 25 projects in the Recommended for Funding category be approved at
a cost of up to $134.98 million. It further recommended to the Minister that
Regional Australia negotiate with three applicants that had sought more than
$10 million to reduce the Australian Government contribution where possible.
The panel estimated that this would reduce the funding needed for the
recommended 25 projects from $134.98 million to $126.18 million. The panel
did not propose that any additional projects be funded with the amount
remaining from the $150 million.

32. However, Regional Australia’s advice to the Minister differed from that
provided by the panel. In particular, the department advised the Minister that
the available funding enabled him to accommodate all of the panel’s
recommendations as well as draw additional projects from the ‘Suitable for
Funding’ list. The department did not advise the Minister of the basis on which
it had determined that such a course would be open to the Minister, having
regard to the selection process set out in the program guidelines and the
conclusion reached by the panel that not all of the available funding for the
tirst round should be awarded. Nor did the department identify the basis on
which it was proposing that the Minister should select the additional projects
from within the Suitable for Funding category (which comprised two distinct

groupings).

* For example, the scores developed in the third stage of the assessment process were not recorded in

the meeting minutes even though they provided a key input to the panel’s final categorisation and
ranking of eligible applications. Similarly, adjustments made to the ranking and scoring of applications
(some of which were significant) and the related reasons for these adjustments were not recorded in the
meeting minutes. The meeting minutes also did not contain the final order of merit list nor explain the
process for categorising applications as Suitable for Funding—Priority One and Suitable for Funding—
Priority Two.
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33. In light of Regional Australia’s advice, 14 of the 35 projects approved
by the Minister had been selected from the Suitable for Funding category.
Consequently, a feature of the projects approved for funding was that a
relatively high proportion (40 per cent) had not been recommended for
approval by the panel, and the total amount of RDAF funding approved
($149.65 million) was 19 per cent higher than the amount the panel had
proposed be awarded.

34. Reflecting the different experiences and expertise brought to bear by
those responsible for assessing proposed grants and Ministerial decision-
makers, the financial framework applying to grants decision-making
recognises that different conclusions can legitimately be drawn from any given
set of information and evidence, and accordingly it is open to a Minister to
reach a decision different from that recommended in an agency’s advice.
However, in respect to all grant funding decisions, the financial framework
also requires that the basis for the decision be recorded. In this context, where
the assessment advice provided to the Minister has identified relative
shortcomings against one or more of the published assessment criteria,
compliance with the framework necessitates that the recorded basis of the
funding decisions outlines how the decision-maker arrived at a different view
as to the performance of the relevant application against these criteria (and, in
the context of a competitive grant program, how that compares to that of
competing applications).!®

35. The Minister approved 21 of the 25 projects recommended for funding
and recorded individual reasons for not approving the other four of these
recommended projects. The Minister also approved one project from the
Suitable for Funding—Priority Two category at this time, and recorded his
reason for approving it."” However, the recorded reason did not outline how
(in terms of the published assessment criteria) it had been identified as more

Alternatively, it might be possible for a decision-maker to waive one or more criteria but the CGGs outline
that, in the interests of transparency, accountability and equity, grant guidelines should document the
circumstances in which the eligibility and assessment criteria set out in grant guidelines may be waived.
The RDAF program guidelines did not permit any of the assessment criteria to be waived.

The Minister recorded that his decision to approve funding for both the new Geelong Library and
Heritage Centre (the highest ranked project located in the Geelong region, which the panel had
recommended for approval) and stage 3 of the Geelong Football Club’s Skilled Stadium redevelopment
was ‘based on my knowledge and advice as well as its strong business case and the leveraged funds for
both the library and football proposals and further given the distributional impact of both projects’.
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meritorious than the other 40 projects that were ranked equally, or the
76 projects that were ranked more highly, by the panel in the Suitable for
Funding categories.

36. The Minister then considered the 39 projects in the Suitable for
Funding—Priority One category by working through them in order of merit.
The Minister approved 13 projects, recorded individual reasons for not
approving nine projects!’¥, and recorded the reason ‘funds exhausted’ in
reference to the remaining 17 projects. Reflecting that Regional Australia had
not advised the Minister on how such selections should be made, including
clearly relating any such decisions to the comparative merits of competing
applications in terms of the published assessment criteria, the recorded reasons
did not directly relate to the published program criteria. Rather, they focused
on the Minister being satisfied with the regional distribution of funding across
the program and with the regional benefits associated with urban projects.

37. In addition to recording the basis for grant approval decisions, the
CGGs require that Ministers provide an annual report to the Finance Minister
by 31 March of each year outlining all instances for the preceding calendar
year where they had awarded a grant that the agency had recommended be
rejected. Regional Australia’s advice had outlined that the approval of any
projects other than the 25 projects that had been included by the panel in the
Recommended for Funding category would require reporting to the Finance
Minister. However, the report for the 2011 calendar year prepared by Regional
Australia and sent by the Minister to the Finance Minister in February 2012 in
relation to the approval of grants that the agency advice had recommended be
rejected did not identify the 14 decisions taken in relation to the first round of
the RDAF. In July 2012, Regional Australia advised ANAO that it has prepared
a brief to the Minister, and draft correspondence from the Minister to the
Finance Minister, so as to report these 14 decisions to the Finance Minister.

Funding distribution, feedback to applicants and signing of funding
agreements (Chapter 6)

38. Most of the funding awarded under the first round of RDAF was for
projects located in regional Australia. However, projects located in major cities

'8 See footnote 6.
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were eligible to apply for funding and, accordingly, eight of the projects
approved were located in major cities.” The proportion of projects located in
regional Australia that were approved for funding was consistent (both in
terms of the number of applications and the quantum of funding) with the
proportion of applications received.

39. In terms of electoral distribution, applications for projects located in an
electorate held by the ALP were more successful. That is, projects located in
ALP-held electorates had an approval rate of 22 per cent, compared with the
approval rate of 14 per cent for projects located in an electorate held by the
Coalition parties or Independent Members. In large part, this outcome was
because projects located in ALP-held electorates were more highly represented
in the panel’s funding recommendations to the Minister.?

40. The details of all 35 projects funded under the first round were
published within a single media release on 7 September 2011, which was two
days after the grants were approved. This approach avoided any perception
that the timing of announcements was being used for party-political purposes.
It also allowed applicants to seek alternative funding sources as soon as
possible where their application was unsuccessful, or to proceed toward
project implementation where they were successful. However, there were
subsequent delays with project implementation because of delays with the
finalisation of funding agreements with a significant number of the successful
applicants. The funding agreements were signed over the period
13 December 2011 to 23 May 2012.

41. During the funding agreement negotiations, the partnership
contributions were reviewed. The result was that the value of the partnership
contributions differed from that specified in the application, and in subsequent
advice to the advisory panel and the Minister, for 18 of the projects. Based on
the signed funding agreements, RDAF funding totalled $149.2 million and the

In accordance with the government’s spatial reporting framework, regional Australia is defined as being
all of Australia except for areas classified as Major Cities under the Australian Bureau of Statistics
Australian Standard Geographic Classification Remoteness Structure.

2 Applicants were required to specify the electorate in which the project was located. However, while the

information provided to the panel and the Minister identified the location of each project as well as the
relevant RDA committee, it did not specify the Federal electorate. Regional Australia has advised ANAO
that at no time during the assessment process, panel discussions or in advice to the Minister was any
analysis or discussion about electorates undertaken.
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partner contributions totalled $247.8 million. Therefore, for every $1 of RDAF
funding there was $1.66 contributed by other sources.

42. All unsuccessful applicants were given written feedback on their
application and offered the opportunity to obtain more detailed verbal
feedback. There was also an opportunity for stakeholders to provide both
verbal and written feedback to Regional Australia and the panel on their
experiences with round one. The feedback received was used to inform the
design of the second round.

Summary of agency response to the proposed audit
report

43. The proposed audit report was provided to Regional Australia, the
Minister for Regional Australia and the chair of the RDAF advisory panel for
comment. Regional Australia provided the following summary response with
the full response included at Appendix 1:

The Department of Regional Australia, Local Government, Arts and Sport has
adopted a continuous improvement approach to the management of its grants
programs. As such, I appreciate the ANAQO’s acknowledgement that the
Department has effectively managed the design and implementation of the
first round of RDAF, and that the Department has invested resources into
analysing previous ANAO reports to improve the design and delivery of the
program. I also appreciate the ANAO’s confirmation that a sound grants
administration framework is in place, which supports both the achievement of
program outcomes and decision-making processes that satisfy the
requirements of grants management legislation.

The Department notes that it conducts its own review of programs at the
conclusion of each round, and has incorporated the findings of those reviews
in the design and delivery of RDAF. In addition, the Department has sought to
implement the recommendations from previous ANAO reports in the
establishment and delivery of Round One of RDAF. The Department has used
early advice from the ANAO on Round One to improve and refine the
delivery of Round Two. Recommendations in this Audit Report will be
adopted in Round Three and subsequent rounds.
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dations

Set out below are ANAQO’s recommendations and Regional Australia’s abbreviated
responses. More detailed responses are shown in the body of the report immediately
after each recommendation.

Recommendation
No. 1

Paragraph 3.40

Recommendation
No. 2

Paragraph 3.44

ANAO Audit Report No.3 2012-13

To provide a more efficient and effective means of
differentiating between eligible applications in terms of
their overall claims against the published assessment
criteria, ANAO recommends that the Department of
Regional Australia, Local Government, Arts and Sport,
in consultation with the Regional Development
Australia Fund advisory panel, adopt a numerical rating
scale for the merit assessment stage of future funding
rounds.

Regional Australia response: Agreed.

In designing and administering grant programs, ANAO
recommends that the Department of Regional Australia,
Local Government, Arts and Sport clearly outline to
decision-makers the basis on which it has been assessed
whether each application represents value for money in
the context of the published program guidelines and
program objectives.

Regional Australia response: Agreed.
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Recommendation
No. 3

Paragraph 4.61

Summary

ANAQO recommends that, consistent with the key
principles for grants administration outlined in the
Commonwealth Grant Guidelines, the Department of
Regional Australia, Local Government, Arts and Sport
improve the documentation provided to the Minister in
respect to the assessment of individual eligible
applications against the published criteria to promote a
clear alignment between these assessments and the
order of merit for funding recommendations.

Regional Australia response: Agreed.
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1. Introduction

This chapter provides an overview of the Regional Development Australia Fund
(RDAF) as a nationally competitive grants program. It also outlines the audit
objective, scope and criteria.

Background

1.1 As part of the negotiations to form government following the 2010
general election, on 7 September 2010 the Leader and Deputy Leader of the
Australian Labor Party (ALP) signed an agreement with the Independent
Members for Lyne (Rob Oakeshott MP) and New England (Tony Windsor
MP). This agreement included:

J a commitment to a new Cabinet-level Minister for Regional Australia
and a new dedicated Department of Regional Australia?’; and

J various new regional commitments in respect to the National
Broadband Network, health, education, and a new infrastructure
program to fund projects identified by Regional Development Australia
(RDA) committees in regional areas.

1.2 At the time the Regional Development Australia Fund (RDAF) was
established, the program objective was to fund projects that support the
infrastructure needs and economic and community growth of Australia’s
regions. This objective was revised in November 2011 for the second funding
round, and is now ‘to support the economic, environmental and community
needs of Australia’s regions by providing funding for projects that meet the
identified priorities of regional communities, as articulated in RDA regional
plans’. The RDAF program is administered by the Department of Regional
Australia, Local Government, Arts and Sport (Regional Australia).

1.3 A total of some $1 billion is expected to be available under the RDAF
over six years, commencing in 2011-12. 22 For the first funding round,
examined in this audit, Regional Australia was responsible for:

' The Administrative Arrangements Order of 14 September 2010 created the Department of Regional

Australia, Regional Development and Local Government. The most recent December 2011 machinery of
government changes saw this department become the Department of Regional Australia, Local
Government, Arts and Sport (Regional Australia).
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advising the Government on the design of the program, including
taking into account lessons from earlier ANAO performance audits of
earlier regional funding programs and related Parliamentary
Committee scrutiny;

developing the program guidelines and other published program
documentation as well as internal governance arrangements;

checking the eligibility of applications and degree of alignment with
RDA regional plans, and then arranging for the conduct of risk
assessments for eligible applications;

undertaking an initial merit assessment of each eligible application
against the published program assessment criteria;

providing the results of its assessment work to the RDAF advisory
panel (which was responsible for making funding recommendations to
the Minister) and providing secretariat services to the panel;

developing, signing and administering funding agreements with the
proponents of the successful applications; and

conducting a post implementation review to identify and document the
successes and failings of the program from a management and outputs
perspective, as well as undertaking a lessons learned exercise with
program managers and staff.?

Advisory panel

14

In addition to the role played by Regional Australia in the assessment

of applications, an expert independent advisory panel was appointed by the
Minister for Regional Australia (the Minister) to consider the relative merits of
eligible applications based on the information provided by Regional Australia
and the published program criteria. The panel ranked the eligible applications
and provided advice to the Minister on those applications that should be

22

23

The 2012-13 Budget Papers disclosed administered expenses for RDAF of $974 million between
2011-12 and 2016—17. Regional Australia, Local Government, Arts and Sports portfolio, Portfolio Budget
Statements 2012-13, Budget Related Paper 1.16, p. 35.

In July 2012, Regional Australia advised the ANAO that it did not conduct a formal post implementation
review but that the following review actions had been undertaken: the chair of the RDAF advisory panel
had conducted stakeholder sessions, a survey had been undertaken through the departmental website,
and a lessons learned exercise was undertaken with assessment centre staff.
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approved for funding. In addition, at the conclusion of the first funding round
and at the request of the Minister, the chair of the panel met with key
stakeholders with an interest in the program to discuss their experiences with
the first round and identify improvements that could be made for the second
round. A report was provided to the Minister in September 2011.

Minister for Regional Australia

1.5 The Minister for Regional Australia was the decision-maker, or
financial approver, for RDAF. Regional Australia was responsible for advising
its Minister on the requirements set out in the Financial Management and
Accountability Regulations 1997 (FMA Regulations) and the Commonwealth
Grant Guidelines (CGGs), which were issued by the Finance Minister.* Among
other things, the CGGs require that a Minister not make grant funding
decisions without having first received agency advice on the merits of
awarding a proposed grant. They also establish reporting obligations where
Ministers approve grants that the relevant agency recommended be rejected,
and where Ministers who are Members of the House of Representatives
approve grants in their own electorate.

Funding rounds

1.6 Applications to the first $100 million funding round were called for in
March 2011 and closed in May 2011. Subsequently, the Government decided to
increase the funding available to $150 million. A total of 553 applications,
seeking funding of approximately $2 billion, were received from local
government authorities (60 per cent of applications) and incorporated not-for-
profit organisations (40 per cent). The applications received were for a diverse
range of projects in size and in nature, and sought an average of $3.7 million in
Australian Government funding. The total estimated cost of the individual
projects for which funding was sought ranged from $502 385 to $400 million, at
an average total estimated project cost of $10.2 million.

1.7 Regional Australia determined that 348 of the applications received
were ineligible for funding under the first round. Following the withdrawal of
one application, the remaining 204 applications that were deemed eligible were

2 Department of Finance and Deregulation, Commonwealth Grant Guidelines—Policies and Principles for

Grants Administration, Financial Management Guidance No. 23, Canberra, July 2009.

ANAO Audit Report No.3 2012-13
The Design and Conduct of the First Application Round
for the Regional Development Australia Fund

35



assessed by the independent advisory panel. The panel recommended that
25 projects be approved for funding at a cost of up to $134.98 million. On
5 September 2011, the Minister decided to award a total of $149.65 million in
RDAF funding to 35 applications. Funding agreements had been signed in
respect to all approved projects by 23 May 2012.

1.8 When announcing the successful round one projects, the Minister
outlined that a review of that round would be undertaken to consider how the
program might be strengthened and the application process streamlined.” As a
consequence, the guidelines for the second funding round, released in
November 2011, outlined some key changes to the program arrangements. In
particular:

. placing a stronger emphasis on broader regional benefits in the
selection of successful applications?;

J introducing a two-stage application and assessment process, including
a short Expression of Interest (EOI);

. giving a greater role to RDA committees. Under the revised
arrangements, each RDA committee would receive and review the EOIs
for their region against five published criteria and select the three
highest priority projects to submit a full application. RDA committees
were also to provide an overview of their regional plans to Regional
Australia to inform the assessment of full applications;

o replacing the mandatory requirement for applications to include
partnership funding with a stated preference for applications that
demonstrate partnership funding on a 1:1 dollar basis for grant
requests of $5 million and less, and on a 1:2 dollar basis for grant
requests of more than $5 million, plus a new mandatory requirement
that at least 50 per cent of any partnership funding be cash;

% The Hon. Simon Crean MP, Minister for Regional Australia, Regional Development and Local

Government, $150 million in round one Regional Development Australia Funding, Media Release,
7 September 2011. Further information on steps taken to learn lessons from the first round (including by
obtaining feedback from stakeholders) is provided at paragraphs 2.9, 2.10 and 6.25 to 6.30.

% For example, projects located in capital cities remained eligible but were required to demonstrate that

they would benefit the broader region, or other parts of regional Australia.
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J requiring not-for-profit organisations to have a minimum annual
income of $1.5 million, so as to demonstrate the capacity of these types
of applicants to maintain the project without further redress to
Commonwealth funds in the future; and

J clarifying the content of mandatory documents and the format in which
those documents were to be lodged.

1.9  Under the two-stage application and assessment process adopted for
the second funding round, EOIs closed on 1 December 2011. Full applications
for the priority projects selected by RDA committees closed on
15 February 2012. As with round one, Regional Australia was responsible for
the initial assessment of applications, and the advisory panel provided advice
to the Minister on the most meritorious projects. The announcement of
successful applications commenced on 4 June 2012 with those located in
Queensland, and announcements continued on a state-by-state basis until
17 July 2012. A total of $199.7 million was approved to fund 46 projects. Three
more rounds of RDAF are proposed.

Grants administration framework

110 Grants administration is an important activity for many
Commonwealth entities, involving the payment of billions of dollars of public
funds each year. Commonwealth grant programs involve the expenditure of
public money and thus are subject to applicable financial management
legislation. Specifically, the Financial Management and Accountability Act 1997
(FMA Act) provides a framework for the proper management of public money.
That framework includes requirements governing the process by which
decisions are to be made about whether public money should be spent on
individual grants, as well as various accountability requirements.?”

111 The CGGs also took effect from 1 July 2009, and represent the whole-of-
government policy framework for grants administration. They apply to all
agencies subject to the FMA Act and, reflecting the decisions of government,

7 FMA Regulation 9 prohibits approval of a spending proposal unless the approver is satisfied after making

reasonable inquiries that it would be a proper use of Commonwealth resources. Where a spending
proposal relates to a grant, the approver must record the basis on which they are satisfied that the
proposal complies with FMA Regulation 9 (as well as the terms of the approval, which were already
required to be recorded for all approved spending proposals).
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also include a number of process requirements that apply to Ministers where
they exercise the role of financial approver in relation to grants. The CGGs:

o set out seven key principles for grants administration?;

. outline the legislative and policy framework for grants administration,
including certain mandatory process requirements; and

. provide guidance on sound practice in grants administration that
agencies should have regard to in implementing grant programs.

1.12  This guidance is supplemented by associated Finance Circulars issued
by the Department of Finance and Deregulation® and complemented by the
ANAQOQ Better Practice Guide, Implementing Better Practice Grants Administration,
which was revised and reissued in June 2010 following the promulgation of the
CGGs.

Joint Committee of Public Accounts and Audit review

1.13  The Joint Committee of Public Accounts and Audit (JCPAA) examined
the predecessor program (the Strategic Projects Component of the Regional
and Local Community Infrastructure Program), and noted in its report:

The Committee wishes to register its dissatisfaction with the department’s
failure to provide clear, published assessment criteria for the program. The
consequences in terms of wasted time and resources cannot be justified.

The Committee understands that the lack of published assessment criteria
contributed directly to the oversubscription of the program. The processes put
in place to rectify the situation do not appear to have provided the Minister
with clear recommendations regarding the eligibility or otherwise of
applications. The Committee is concerned that DRARDLG?® did not provide
the Minister with clear, documented advice on which to base their decisions.

% The seven key principles are: (1) Robust planning and design; (2) An outcomes orientation;

(3) Proportionality; (4) Collaboration and partnership; (5) Governance and accountability; (6) Probity and
transparency; and (7) Achieving value with public money (see Department of Finance and Deregulation,
op. cit., p. 14).

2 There is also a range of other Finance Circulars on the application of the financial framework—see, for

example, Finance Circular 2011/01, Commitments to spend public money (FMA Regulations 7 to 12),
31 March 2011.

% The then Department of Regional Australia, Regional Development and Local Government. See further

at footnote 21.
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Overall it is the lack of documentation surrounding the final selection of
successful applications that is of greatest concern to the Committee as it signals
a lack of accountability and transparency. The Committee draws attention to
the financial framework requirements, in place since December 2007,
regarding the need for Ministers to obtain agency advice on the merits of each
proposed grant before making decisions. If this advice is not documented,
there is no way for the Parliament or the public to be sure that due process has
been followed.

...The Committee recognises the difficulties faced by some local government
authorities in complying with stringent application requirements due to lack
of access to necessary expertise. Consequently, the Committee supports any
attempts to ensure assistance is provided to local government authorities in
this regard, including the provision of adequate funding to Regional
Development Australia Committees.

The Committee stresses the need for adequate feedback to unsuccessful
applicants and encourages the department to put in place processes to ensure
that applicants have easy access to such feedback.3!

114  Accordingly, Regional Australia reviewed the key findings and
recommendations from relevant ANAO audits and better practice guides, and
from relevant House Standing Committee on Infrastructure, Transport,
Regional Development and Local Government reviews during the planning
phase of the RDAF. The department incorporated these learnings into the
design of RDAF, the program guidelines and the proposed administrative
arrangements.

Audit objective, criteria and scope

1.15 The objective of the audit was to assess the effectiveness of Regional
Australia’s management of the design and implementation of the first
application round of the RDAF program. The audit examined:

. whether the design of the program reflected lessons learned from
audits of previous grant programs and the requirements of the grants
administration framework that was progressively implemented
between December 2007 and July 2009;

1 Joint Committee of Public Accounts and Audit, Report 423: Review of Auditor-General’s Reports Nos 39

2009-10 to 15 2010-11, Canberra, July 2011, pp. 48-49.
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1.16

whether the business practices of Regional Australia met policy and
legislative requirements as well as accountability responsibilities,
including those set out in the FMA Regulations and CGGs;

whether the assessment of projects was undertaken in accordance with
the published program guidelines;

the process by which projects were ranked and subsequently approved
for funding; and

the process by which funding agreements were developed and
executed with successful applicants, and feedback was provided to
unsuccessful applicants.

The audit covered the first funding round of the RDAF from the initial

planning phase following the 2010 election, through to the finalisation of the
funding agreements in May 2012. The audit methodology included:

1.17

an examination of policy documents, guidelines, reports, program and
project files, and the grants management information system;

interviews with senior departmental managers, the advisory panel,
program managers and program staff; and

reviewing the approaches adopted by Regional Australia for delivering
the RDAF against relevant findings and recommendations from the
JCPAA review and ANAO audits of predecessor programs.

The audit was conducted in accordance with ANAO auditing

standards at a cost to the ANAO of $417 000.
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Introduction

1.18  The structure of the report is outlined in Table 1.1.

Table 1.1

Structure of the report

Chapter

2. Access to the Program

Chapter overview

Examines the process for submitting applications and the
department’s assessment of applications against the
eligibility criteria.

3. Departmental Assessment
of Eligible Applications

Examines the methodology used by the department in
conducting preliminary assessments against the selection
criteria. It also outlines audit findings concerning the
department’s assessment of an application’s risk, alignment
with RDA regional plans, and efficient and effective use of
resources.

4. Advisory Panel Deliberations
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2. Access to the Program

This chapter examines the process for submitting applications and the department’s
assessment of applications against the eligibility criteria.

Background

21 Effective grants administration is supported by agencies adopting
application and assessment processes that promote open, transparent and
equitable access to grants.®? Similarly, in the interest of achieving probity and
transparency, the CGGs state that, unless specifically agreed otherwise,
competitive, merit-based selection processes should be used, based upon
clearly defined selection criteria.®* Consistent with these requirements, RDAF
involves competitive funding rounds which open and close to applications on
nominated dates, with eligible applications received by the closing date being
assessed against the selection criteria set out for the program and then ranked
against other competing, eligible applications for the available funding.

2.2 The ANAO examined the:
o processes for submitting and receiving applications;

. development and publication of the eligibility criteria in the program
guidelines; and

. checking of applications against the eligibility criteria.

Submitting applications

2.3 The program guidelines for the first round of RDAF were published on
Regional Australia’s website on 11 March 2011 and then amended on
29 March 20113 The program guidelines set out the application process,
explaining that only fully completed applications that address both the
eligibility and assessment criteria, and include all required supporting

2 ANAO Better Practice Guide, Implementing Better Practice Grants Administration, Canberra, June 2010,

p. 43.

% Commonwealth Grant Guidelines, op. cit., p. 23.

¥ The amendments comprised corrections to seven of the paragraphs in the program guidelines, which

related to either the application process or the eligibility requirements.
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documentation, would be accepted. The guidelines also stated that
applications would be received up to close of business on 13 May 2011 and that
late applications would not be considered. An update to a Frequently Asked
Questions (FAQ) document®, clarified the closing date and time for submitting
applications as being Friday, 13 May 2011, 4:59pm Eastern Standard Time.

24 Based on previous experience, and the number of enquiries received,
Regional Australia had estimated that around 500 to 700 applications would be
submitted for the first funding round. The final figure of 553 applications was
in line with this estimation (at the lower end of the expected range).

2.5 The risk assessment undertaken by Regional Australia as part of its
program planning and development activities, identified several risks
associated with the application submission process. While strategies were
developed to manage these risks, a range of challenges were nevertheless
encountered by the department in providing a timely and effective means for
applications to be submitted to the first round of RDAF. This was most
apparent in the difficulties experienced by applicants in providing an
application, in the requested format*®, by the advertised closing date (a large
number of applications were received on 13 May 2011).

2.6 The difficulties experienced by applicants included file size restrictions,
file titles being too long, ‘timing out’ issues, browser compatibility issues and
applications that could not be uploaded due to document corruption. Given
these difficulties, around 40 per cent of applications were submitted using an
alternative method, primarily by email. However, applicants also faced
challenges emailing their applications because of limits placed on the size of
files that could be sent from their own systems or that could be received by
Regional Australia. Further, the department’s system became overloaded,
causing a number of emails to be returned to the sender.

2.7 As a result of the difficulties experienced by applicants, the closing date
for the round was extended to 4:59 pm on Tuesday, 17 May 2011. However, the

®  The FAQs were published on Regional Australia’s website on 23 March 2011 and then replaced with an

updated version dated 20 April 2011.

% The application form for round one was a SmartForm. Applicants were to upload a completed

SmartForm, and any attachments to their application form, on line via Regional Australia’s grant
management system portal.
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extended closing date was not publicised or otherwise made known to all
stakeholders either at that time, or subsequently. In addition:

. Regional Australia did not keep a comprehensive register of the date on
which each application was received or of the method by which each
application was submitted; and

. the process of consolidating the applications received via the various
methods of submission, removing any duplications and transferring
documents into the grant management system, ran the risk that
applications or their attachments would be inadvertently omitted.?”

2.8 In relation to the grant management system and portal used to support
the application process for the first RDAF funding round, Regional Australia
informed ANAOQO in May 2012 that these systems:

J had been procured when its Programs Division was part of what is
now the Department of Infrastructure and Transport; and

o were first used for the third round of the Council Allocation
Component of the Regional and Local Community Infrastructure
Program (RLCIP) but there was no formal evaluation of its use in that
context.

2.9 Further, Regional Australia noted that it is committed to these systems
for the administration of its grant programs into the future and “they continue
to meet our needs’. Nevertheless, following the conclusion of the first
application round for RDAF, the department sought to identify lessons that
could be learned from the way the relevant systems were used.

210 In addition, Regional Australia sought feedback from stakeholders
through a series of workshops and by inviting them to complete a feedback
form that was available from its website. This was a valuable initiative, as
evidenced by the changes that were made to the application process for the
second RDAF funding round in response to the feedback received (outlined in
paragraph 1.9). Of particular note was that a two-stage application process was

¥ It eventuated that documents relating to at least 10 applications, which had been received by Regional

Australia, were not transferred into the grant management system and so were not included in the
eligibility checking process. Some of these applications would have still been deemed ineligible for other
reasons.
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introduced. A change was also made to the way applications were to be
lodged, with the SmartForm used for round one replaced by a webform for
round two. Further information on the use made of the feedback obtained
from stakeholders is provided at paragraphs 6.25 to 6.30.

The eligibility criteria

211 It is important that program guidelines identify any threshold
requirements that must be satisfied for an application to be considered for
funding.3® Well constructed threshold or eligibility criteria are straightforward,
easily understood and effectively communicated to potential applicants®, with
the relevant program’s published guidelines clearly stating that applications
that do not satisfy all eligibility criteria will not be considered. This helps to:

. reduce frustration and unnecessary costs by assisting potential
applicants to avoid developing and submitting applications that are
ineligible or that have little chance of success;

. reduce the risk of organisations failing to submit proposals on the
mistaken belief that they would not be eligible under the program
guidelines; and

. promote consistent and efficient assessment processes.

Identifying and grouping of the eligibility criteria

212 Grouping and clearly identifying all threshold requirements in a
discrete section of the program guidelines has benefits for both potential
applicants and the administering agency. Specifically, adopting this approach
can provide a comprehensive checklist of minimum and mandatory
requirements that:

J potential applicants can easily use to inform a decision as to whether to
invest resources in developing an application; and

. officials or others undertaking the assessment can use to ensure that
any applications that fail to satisfy one or more of the threshold
requirements set out in the guidelines are identified as being ineligible

% ANAO Better Practice Guide, op. cit., p. 63.

¥ Commonwealth Grant Guidelines, op. cit., p. 22.
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for funding consideration. This can then be appropriately reflected in
advice provided to the decision-maker.*

213 The majority of the eligibility criteria for round one were laid out in
section 4.7 of the program guidelines, which was titled ‘Mandatory Eligibility
Criteria’. Other mandatory eligibility requirements were identified either in
other sections of the guidelines which were clearly titled as relating to
eligibility, or related to the application closing date. Further in this respect:

J the eligibility checklist included at Attachment A of the program
guidelines contained each of the requirements that had been set out in
section 4.7 of the program guidelines, and the additional requirements
from section 4.5; and

. a ‘Pre Application Eligibility Check” was included at the beginning of
the RDAF application form. It listed the two types of organisations
eligible to apply for RDAF funding (that is, local government bodies
and incorporated not-for-profit organisations) and also listed the
eligibility criteria from section 4.7 of the program guidelines.

Mandatory documentation

214 At the end of the RDAF application form was a ‘document checklist’. It
advised applicants to ‘ensure you have attached the following documents
when you submit your application” and then, under the heading ‘Mandatory
Attachments’, presented a list of 16 documents and 10 sub-documents. Many
of the documents listed had already been clearly identified in the program
guidelines as a mandatory requirement. Further, the checklist included
‘Annex A Legal Authorisation” and “Annex B Conflict of Interest” which, while
not explicitly mentioned in the program guidelines, could reasonably be
interpreted as falling under the broader requirement to submit ‘a completed
application’.

215 However, some of the documents identified as mandatory in the
document checklist had not been clearly identified as such in the program
guidelines or, in two instances*, had not been mentioned in the program

40 ANAO Better Practice Guide, op. cit., p. 63.

“" There was no reference in the program guidelines to providing financial reports or project milestones.
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guidelines. The ANAO considers that the lack of clarity in relation to some of
the mandatory documentation requirements contributed to there being
320 applications assessed as ineligible, in whole or in part, due to mandatory
documents not being included with the applications (discussed further at
paragraph 2.29).

Eligible applicants

216 The program guidelines stated that local government bodies and
incorporated not-for-profit organisations were eligible for funding. They
further outlined that any organisation, including for-profit companies, could
participate as members of a consortium, so long as a local government body or
incorporated not-for-profit organisation submitted the application as the lead
member. In such cases, the guidance to applicants was that the consortium was
to have legal arrangements in place prior to the lead member signing a funding
agreement.

Eligibility of not-for-profit organisations

217 The glossary of terms in the program guidelines defined an
incorporated not-for-profit organisation as follows:

An organisation is a non-profit if its activities are not carried on for the profit
or gain of its individual members. The constitution or governing documents of
the organisation should prohibit distribution of profits or gains to individual
members.

218 The FAQs elaborated on the definition of an incorporated not-for-profit
organisation. In addition to the attributes outlined in the program guidelines,
the first version of the FAQs (published on 23 March 2011) required that not-
for-profit organisations:

. be created by law;
. be a legal entity, such that it can sue and be sued in its corporate name;
J have perpetual succession (that is, it continues even if its members die

or resign);

. have a public officer and a committee;
. have members;
J have an Australian Business Number or an Australian Company

Number; and
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J its profits, if any, can only be used to promote its objectives (non profit
making).

219 The 20 April 2011 version of the FAQs document amended the
definition of an incorporated not-for-profit organisation by deleting the
reference to “Australian Company Number’ and by adding the requirements
that:

. it be an incorporated association created by law (under the appropriate
Association Incorporation legislation of a state or territory
government);

. the objectives and rules of the incorporated association are consistent

with the RDAF objectives to build community infrastructure;

. the association can demonstrate that it is eligible for not-for-profit tax
exemptions from the Australian Taxation Office; and

. RDA committees are not eligible applicants.

220 The definitions consistently excluded unincorporated not-for-profit
organisations from being able to apply for RDAF funding in their own right
(that is, organisations that do not have a distinct legal status from their
members). This therefore excluded some 440 000 of the approximately 600 000
not-for-profit organisations operating in Australia.*> This approach reflected
that there are increased risks associated with entering into a funding
agreement with an unincorporated organisation.*

221  Of the remaining 160 000 not-for-profit organisations with a formal
legal status, most are incorporated associations under relevant state or territory
Acts (136 000) or companies limited by guarantee registered with the
Australian Securities and Investments Commission (11 700).%

2 Productivity Commission, Contribution of the Not-for-Profit Sector, January 2010, p. 117.

8 Advice issued by the Australian Government Solicitor summarises these risks as follows: ‘these types of

entities do not have the capacity to enter into contracts (or even accept conditional gifts) as a separate
entity. As a result, any funding agreement entered into with an unincorporated association or joint
venture may be unenforceable, or only enforceable against the individual who signed the agreement.
Implications from this can include significantly limiting the agency’s ability to recover funds under the
agreement, although the extent to which this is a significant consideration will be a matter for
assessment on a case-by-case basis.” Source: Australian Government Solicitor, Legal Briefing 83,
Grants and Funding Programs: Legal Issues, 17 August 2010, p. 10.

“ " Productivity Commission, op. cit., p. 117.
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222 The 20 April 2011 version of the FAQs document introduced a new
requirement that RDAF applicants be incorporated under relevant state or
territory legislation, thereby excluding not-for-profit organisations operating
under other legal structures (such as companies limited by guarantee) from
being eligible to apply in their own right. Introducing a new eligibility
requirement at the mid-point of an open funding round, and doing so via an
update to the FAQs rather than through the program guidelines, presents
challenges in the context of the probity and transparency principle of grants
administration outlined in the CGGs.

2.23  Prior to round one applications closing, Regional Australia received at
least 15 queries seeking clarification of whether universities were eligible not-
for-profit organisations. The department’s response varied from universities
being told that they were ineligible for funding, to being advised that if they
believed that they met the definition of a not-for-profit organisation then they
could apply. Similarly, advice obtained by the department, on the eligibility of
universities alternated between them being;:

o eligible where they could show they are not-for-profit entities;

. ineligible as they were already funded by the Australian Government;

J ineligible as they are not incorporated associations created by law; and
J possibly eligible under the RDAF guidelines and FAQs document

where they could show that it was a company, body corporate or other
incorporated entity and that it was not set up to earn its members a
profit.

The eligibility checking process

2.24 A significant issue raised in ANAO’s audit of the first round of the
predecessor program (the Strategic Projects Component of the RLCIP) was that
the eligibility and compliance checking process that had been developed was
abandoned part-way through its implementation and was not replaced with an
alternative, systematic consideration of eligibility and compliance.** As a
consequence, rather than ineligible and incomplete applications being

% ANAO Audit Report No.3 2010-11, The Establishment, Implementation and Administration of the
Strategic Projects Component of the Regional and Local Communities Infrastructure Program, Canberra,
27 July 2010, p. 21.
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excluded from further consideration as per the program guidelines, all
applications to that earlier program were considered for possible funding.

225 Significant improvements were apparent in respect to round one of the
RDAF, with Regional Australia checking the eligibility of each application
received against the eligibility criteria outlined in the program’s guidelines.
Only those applications assessed as eligible progressed to the next stage of the
assessment process, and no applications assessed as ineligible were considered
by the RDAF advisory panel.

226  Assessment guides, checklists and quality assurance processes are
valuable aids for ensuring that eligibility criteria are applied accurately and
consistently. This is particularly the case for programs like the RDAF, where
there are a large number of applications and a large number of assessors, some
of whom are not normally part of the grant program team.

2.27 In this context, each RDAF application received by Regional Australia
was assigned to one of a pool of assessors for checking against the eligibility
criteria. The assessors were required to complete an electronic checklist within
the department’s grant management system for each application, as well as
four paper-based checklists. The eligibility check undertaken by the assessor
was then reviewed by a team leader for quality assurance purposes. A
proportion also underwent a subsequent quality assurance review by a section
head.® At times, the determination made by the original assessor was
overturned during the quality assurance process.

The number of applications deemed ineligible

2.28 Regional Australia checked all 553 applications against the eligibility
criteria. Of these, 348 applications were assessed as ineligible. That is,
63 per cent of all applications received for the first round were ineligible for
funding. In ANAO’s experience, this is a high rate of ineligibility for a
competitive grants program. It was also considerably higher than the
20 per cent that Regional Australia had estimated would be ineligible during
the program planning phase.

4 Regional Australia advised that section heads (which are management-level officers) checked

100 per cent of applications that were possibly ineligible and approximately 40 per cent of the remainder.
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229  As a result, the number of eligible applications provided to the panel
was considerably less than the number anticipated during the planning of the
program. Specifically, rather than assessing between 400 and 560 eligible
applications?”, the panel only had to assess 204 applications.®® Of the
348 applications deemed ineligible, 92 per cent were assessed as failing to
provide one or more mandatory documents. The lack of clarity in relation to
some of the mandatory documentation requirements is indicated by Regional
Australia assessing;:

. 43 applications as ineligible due to, in whole or in part, no evidence of
community consultation taking place and/or no evidence of community
support being included with the application;

. 83 applications as ineligible, in whole or in part, due to a business case
not being submitted;

. 228 as ineligible, in whole or in part, due to failure to provide a project,
risk and/or other plan; and

. 178 applications as ineligible, in whole or in part, for not providing
financial data. For 30 applications, the absence of financial reports for
the last three years was the only reason for the application being
assessed as ineligible.

2.30 Another notable feature of the eligibility checking results related to
applications submitted by not-for-profit organisations. The application form
did not require applicants to submit all of the documentation necessary to
check their eligibility against the definition of an incorporated not-for-profit
organisation set out in the updated FAQs. For example, applicants were not
asked to submit a copy of their constitution or governing documents.

Conclusion

231 Regional Australia had estimated it would receive between
500 and 700 applications for RDAF funding under the first round. In total,
553 applications were received, at the lower end of the expected range.

47 Calculated based on the planning estimate of between 500 and 700 applications (see paragraph 2.4) of

which 80 per cent would be eligible.

*® There were 205 applications assessed as eligible and, as one of these was subsequently withdrawn by

the applicant, 204 were provided to the panel for consideration.
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2.32  Applications were to be lodged online via Regional Australia’s grant
management system portal. However, significant issues arose with the use of
this portal, making it difficult for applicants to lodge their applications. In this
context, following the conclusion of the first application round, the department
sought to identify lessons that could be learned from the application lodgment
process. In light of stakeholder feedback, changes were made to the application
process for the second RDAF funding round.

2.33  Eligibility requirements for the first round of RDAF were set out across
the program guidelines, a related Frequently Asked Questions (FAQ)
document published on Regional Australia’s website as well as in the
application form. Regional Australia checked the eligibility of each application
received for RDAF against the eligibility criteria. Only those applications
assessed as eligible progressed to the next stage of the assessment process. The
systematic checking of all applications received against the eligibility criteria,
and subsequent exclusion of applications that the department considered to be
non-compliant with the eligibility criteria, was an improvement over the
process that had been implemented for the first round of the predecessor
program.

2.34  Of the 553 applications that were recorded as having been received,
348 (63 per cent) were assessed by Regional Australia as ineligible. Compared
to other applications-based competitive grant programs (including for
community infrastructure) examined by ANAOQO, this was a high rate of
ineligibility. It was also considerably higher than the department had
estimated during the program planning phase, which was that around
20 per cent of all RDAF applications would be ineligible. This situation does
not reflect well on the accessibility of the program to applicants.*’

“ ANAO’s analysis of the eligibility checking process indicates that the approach taken to identifying

eligibility requirements in a number of different places, and changes made after the program opened to
applications, contributed to a high number of applications being assessed as ineligible.

ANAO Audit Report No.3 2012-13
The Design and Conduct of the First Application Round
for the Regional Development Australia Fund

52



3. Departmental Assessment of
Eligible Applications

This chapter examines the methodology used by the department to conduct preliminary
assessments against the selection criteria. It also outlines the department’s assessment
of an application’s risk, alignment with RDA regional plans, and efficient and effective
use of resources.

Background

3.1 The program guidelines for the RDAF stated that Regional Australia’s
role involved: checking applications for eligibility against the threshold
criteria; ensuring the efficient and effective use of resources; checking for
applications” alignment with RDA regional plans and undertaking risk
assessments of applications.

3.2  Against this background, the ANAO examined Regional Australia’s:
. conduct of risk assessments;

. assessment of the extent to which the eligible applications were aligned
with the relevant regional plans;

. assessment work undertaken in relation to whether the proposed
projects represented an efficient, effective and economical use of public
money (often, this is referred to as a ‘value for money’ test); and

. preliminary analysis of the extent to which each eligible application
met the published assessment criteria.

Conduct of risk assessments

3.3 An issue that arose in previous audits of regional grant funding
programs involved the rigour of risk assessments and the consistency of risk
ratings that were allocated. For the first round of RDAF, all risk assessments
were undertaken by contracted providers, with Regional Australia seeing that
this approach would assist it to obtain assurance that a rigorous approach
would be adopted. The result was improved risk assessments compared with
predecessor programs.
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Risk assessment results

3.4 The template created by Regional Australia for use by the external
providers when conducting the risk assessments allowed the deliberation and
rating of risks according to 20 ‘considerations’ across five categories, as shown
by Table 3.1.

Table 3.1

Risk categories and the number of considerations per category

Risk category Number of considerations

Corporate and Personnel 2
Management of Grant Funds 2
Project Delivery 10
Project Sustainability 3
Proponent’s Financial Position 3

Source: ANAO analysis of Regional Australia documentation.

3.5 Using a risk matrix provided by Regional Australia, the external
providers assessed the projects’” pre- and post-treatment risks, recorded risk
mitigation strategies (where possible) and assigned ratings of: Very Low, Low,
Medium, High or Severe across the 20 considerations. The external providers
also allocated an overall risk rating for each of the five risk categories, based
upon consideration of the collective potential risks within the categories, for
each application.

3.6 As illustrated by Table 3.2, overall the external providers did not
identify that there were significant post-treatment risks across the population
of eligible applications. There were relatively few instances where the final
overall risk rating in any category was rated as High or Severe, with no such
instances being identified under the Corporate and Personnel category and
only one instance in the Management of Grant Funds category. There were
21 instances across 16 applications where ratings of High or Severe were
allocated.
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Table 3.2

Post-treatment risk ratings by category according to external providers

Category

Corporate and Personnel 176 26 2 - -
Management of Grant Funds 118 73 12 1 -
Project Delivery 60 104 28 7 5
Project Sustainability 75 112 15 2 -
Proponent’s Financial Position 93 80 25 4 2
Total 522 395 82 14 7
Source: ANAO analysis of Regional Australia data.

3.7 A number of different risk assessment templates were used, and the

external providers had applied different methodologies and interpretations of
the RDAF risk matrix. Further, the extent to which a risk treatment was
considered capable of mitigating risks to lower levels also varied across the
external providers.

3.8 Regional Australia had noted the inconsistencies across the risk
assessments and so, prior to applications being considered by the panel,
adjusted their results in line with the department’s interpretation of the risk
matrix. The degree to which the risk profile of an application changed
depended on how consistent the external provider’s approach had been to the
department’s approach. The overall result was an increase in the number of
Moderate and High risks. This was largely an effect of the department aligning
the degree of impact of a risk occurring with the amount of RDAF funding
requested, causing the risk profile of those seeking over $10 million, in
particular, to increase.

3.9 Regional Australia did not include an explanation for the apparent
differences when it provided the two sets of risk assessment results to the
advisory panel and to its Minister. Further, both sets were attributed to the
contracted providers. Accordingly, it would not have been clear to either the
panel or the Minister which of the conflicting risk assessment results
constituted the department’s advice on the risks associated with each project.

Alignment with RDA regional plans

3.10 The program guidelines outlined that Regional Australia would assess
each application’s level of alignment with the regional plan developed by their
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respective RDA committee. To be eligible for funding, applications had to
include a letter of endorsement from the RDA committee in the area where the
project will be located and, if applicable, in the areas where the project will
have a significant impact. The RDA committee had to set out how the project
aligned with its regional plan.

3.11 Regional Australia’s grant management system contained only one
field for recording the degree of alignment. Where an applicant submitted
letters from multiple RDA committees, the department recorded the most
positive degree of alignment.® The department recorded that all eligible
applications either aligned or strongly aligned with the regional plan. Of the
348 applications deemed ineligible, the department:

o recorded that eight did not align with the regional plan;

. recorded that 271 either aligned or strongly aligned with the regional
plan; and

. did not record a degree of alignment for the remaining 69 applications.

3.12  While the program guidelines did not outline that projects assessed as
strongly aligned with the relevant regional plan would be preferred over those
recorded as aligned, projects recorded as strongly aligned represented both the
significant majority of applications the advisory panel recommended be
approved and the significant majority of applications subsequently approved
for funding by the Minister. In this respect, as illustrated by Table 3.3:

J 17 of the 25 applications (68 per cent) the panel recommended be
awarded funding had been recorded as strongly aligned, with 14 of
these subsequently approved for funding; and

J 22 of the 35 applications (63 per cent) subsequently approved for
funding by the Minister had been recorded as strongly aligned.

® Asa consequence of this practice, the information given to the advisory panel and to the Minister about

the Baldivis Library and Community Centre project (which was approved for funding) identified the
primary RDA area as being RDA Perth, and stated that the project was strongly aligned with the regional
plan. However, the letter from the committee for RDA Perth had stated that the project was not aligned
with its regional plan. The assessment of ‘strongly aligned’ had come from a letter of endorsement from
the committee for the Peel RDA, which stated that, although not located in the Peel region, the project
had the potential to impact on the Peel region and was strongly aligned with its regional plan.
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Table 3.3

Assessment of extent to which eligible projects were aligned with the
relevant regional plan

Assessment Number of Recommended for Funding @ Suitable for Funding, or Not

applications Recommended for Funding

Categorised Approved by = Categorised Approved by

Minister Minister

Aligned 101 8 (7.9%) 7 (87.5%) 93 (92.1%) 6 (6.5%)
Strongly 0 0 0 0

Aligned 103 17 (16.5%) 14 (82.4%) 86 (83.5%) 8 (9.3%)

Total 204 25 (12.3%) 21 (84.0%) 179 (87.7%) 14 (7.8%)

Source: ANAO analysis of Regional Australia data.

Initial merit assessment

3.13 As noted in the ANAQO Better Practice Guide, assessment criteria are
the criteria against which all eligible, compliant applications will be assessed in
order to determine their merits against the program objectives and, for
competitive programs, against other competing applications.” Further, the
assessment process implemented in relation to a grants program needs to
accord with the processes set out in its published guidelines. The CGGs advise
that unless specifically agreed otherwise, this process should be a competitive,
merit-based selection process, based upon clearly defined selection criteria.>

314 In the design of RDAF, Regional Australia responded positively to
earlier ANAO recommendations to include the program’s assessment criteria
in the published guidelines. Specifically, the program guidelines for the first
round outlined that all eligible applications would be assessed against these
criteria (shown in Table 3.4).

¥ ANAO Better Practice Guide, op. cit., p. 62.

%2 Commonwealth Grant Guidelines, op. cit., p. 29.
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Table 3.4

Assessment criteria for the first funding round of RDAF

Criteria Description

Criterion 1 Extent to which the project leverages funding from a variety of sources
(A) Extent to which the project will contribute to and sustain regional
oo economic growth;
Criterion 2 and/or
(B) Extent to which the project will provide community benefit
Criterion 3 Sustainability and ongoing viability
Criterion 4 Demonstrated capacity to implement and maintain the project
Criterion 5
(Not-for-profit Extent to which the project supports services to regional communities
applicants only)

Source: Regional Development Australia Fund Guidelines—Round One, March 2011.

3.15 While the program guidelines allocated the RDAF advisory panel
responsibility for the merit assessment of applications against the published
assessment criteria, Regional Australia prepared application summaries for the
advisory panel’s consideration that included preliminary analysis of each
eligible application against the published assessment criteria.

Assessment criteria rating approach

3.16  Particularly where competitive funding rounds are used, the purpose
of the assessment criteria is to provide an efficient and effective means of
differentiating between the eligible, compliant applications that are seeking
access to the available funding. As noted in ANAQ’s Better Practice Guide,
relevant considerations in this respect include:

. whether it would be appropriate to assign relative weightings to
individual assessment criteria, in order to target available funding at
projects that exhibit particular characteristics; and

J the method and scale that will be applied in rating and (where relevant)
ranking individual applications.>

% ANAO Better Practice Guide, op. cit., pp. 65-66 and pp. 75-76.
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3.17 In this context, the published assessment criteria for the first RDAF
round were not assigned any relative weightings. Regional Australia staff
undertook a qualitative assessment against the published assessment criteria
for each of the 204 applications identified as eligible and assigned ratings of
‘Poorly Developed’, ‘Developed” and ‘Well Developed” against each applicable
selection criterion. To inform the preliminary assessment, for each criterion the
department’s internal procedures manual outlined the features that an
application would exhibit in order to be allocated a rating of Poorly
Developed, Developed or Well Developed and defined these ratings, as
follows:

o Poorly Developed: the applicant has not made a compelling case nor
provided sufficient collaborating evidence to substantiate their claims;

. Developed: the applicant has presented a firm argument to
demonstrate that they have addressed the criteria including the
provision of some collaborating evidence to substantiate their claims;
and

o Well Developed: the applicant has presented a compelling argument to
demonstrate that they have addressed the criteria including the
provision of collaborating evidence to substantiate their claims.

3.18 Regional Australia’s approach involved the use of an ordinal rather
than numerical scale. In this respect, as outlined in ANAQO'’s Better Practice
Guide, numerical rating scales have a number of advantages in differentiating
effectively between individual projects and classes of project, including:

. the use of ordinal scales usually results in fewer rating points, with a
greater number of applications in each rating point, than numerical
scales;

. there are not fixed differences between the respective ratings when an

ordinal scale is used; and

o there is not a clear basis for consistently combining qualitative ratings
against each criterion into an overall qualitative rating of individual
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applications, making it more difficult to differentiate the relative merits
of projects.>*

3.19  Accordingly, the use of qualitative ordinal scales® makes it inherently
more difficult to arrive at an overall rating for each application. This difficulty
is exacerbated in the context of RDAF because of the varying number of
criteria assessed across applicants. It was acceptable for applications to have
responses to four, five or six of the assessment criteria. For example, Criterion 5
was only applicable to not-for-profit organisations, and applicants were able to
answer either Criteria 2A or 2B, or could choose to answer both.

3.20  Both the structure of the assessment criteria and the limited alternatives
provided for the assessment ratings revealed a further difficulty in enabling a
clear differentiation between projects of varying merit that shared the same
ratings (in relation to a single criterion).

3.21 In relation to numerical rating scales, ANAO’s Better Practice Guide
outlines that useful results will only be produced if they are based on a sound
underlying methodology, and that care should be taken with the range of
numerical ratings for each criterion and the weighting of the criterion relative
to others so as to avoid potential misinterpretation or unintended
consequences.”® In this context, ANAO’s recent audits of grants programs
across a number of agencies have shown a trend towards greater use of
numerical scoring systems.

3.22 As is outlined at paragraphs 4.18 to 4.24, in its subsequent merit
assessment of eligible applications, the RDAF advisory panel used a numerical
scoring system when assessing those applications previously identified by the
panel as being at least suitable for funding. Each panel member allocated each
of these applications an overall score of either five if it met the selection criteria
or 10 if it strongly met the selection criteria. This provided a basis for an
aggregate score” to be calculated having regard to each member’s individual
score, an approach that was not possible relying upon Regional Australia’s

% ANAO Better Practice Guide, op. cit., pp. 65-66 and p. 75.

% Such as: ‘High/Medium/Low’ or ‘Highly meets/Generally meets/Barely meets/Does not meet'.

% ANAO Better Practice Guide, op. cit., pp. 65-66 and p. 76.

" This scoring of either five or 10 allowed for an aggregate minimum score of 25 and a maximum of 50.
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ordinal system of allocating ratings against each individual criterion. The
aggregate score was then used to assist the panel to focus on the applications
that were considered to be the most meritorious.

3.23 However, the panel’'s approach did not involve panel members
allocating a score for each application against each individual criterion. As a
result, there is not a clear alignment between the aggregate score allocated to
individual applications, and the underlying assessment of each application
against each criterion. For example:

o there were four applications awarded an aggregate score of 50 out of a
maximum of 50. Of those four applications, two had been assessed as
Well Developed against all relevant criteria. However, two had been
assessed as Developed against two criteria, and Well Developed against
the remainder. These two latter applications, and one of the other two,
were ultimately included in the Recommended for Funding category
and all three were approved for funding by the Minister; and

. there were 37 applications with an aggregate score of 25 out of 50,
indicating that none of the applications had been assessed by a panel
member as having strongly met the selection criteria. In one instance,
the application was ultimately included in the Recommended for
Funding category and was approved for funding. Another application
that had an overall score of 25 was also approved for funding.

Value for money assessment

3.24 Value for money is one of the seven key principles for grants
administration outlined in the CGGs. Whilst the Commonwealth Procurement
Rules outline that value for money is the core rule underpinning Australian
Government procurement, value for money is not expressed in the CGGs as
being more or less important than the other key principles for grants
administration.

3.25 Nevertheless, the CGGs outline an expectation that value for money
will be a prime consideration in determining funding recipients under a grant
program, and advise agencies that achieving value in grants administration
involves the careful comparison of costs, benefits and options. In addition,
under the Commonwealth’s financial framework, the overall test as to whether
public money should be spent requires consideration of whether a spending
proposal represents efficient, effective, economical and ethical use of public
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money that is consistent with the policies of the Commonwealth (particularly
the CGGs and the grant program guidelines). Often, this is referred to as a
‘value for money’ test.

3.26 The interrelationship between overall value for money and the
requirements of the Commonwealth’s financial framework was recognised in
Regional Australia’s internal procedures manual, which stated that:

Value for money is the test applied under FMA Regulation 9 to determine
proper use.

Proper use is:

J Efficiency — maximising the ratio of outputs to inputs;

. Effectiveness — the extent to which intended outcomes are achieved;
and

o Economy — minimising cost, that is avoiding waste and increasing the

focus on using Commonwealth resources to achieve outcomes.

Whether a project represents Value for Money is not a separate assessment but
rather the culmination of the entire assessment process including for RDAF:
eligibility, selection criteria and risk.

Economic use of resources

3.27  The program guidelines for the first RDAF application round outlined
that value for money considerations would be focused on whether the cost of
the project was reasonable having regard to the way in which the project
would be delivered as well as relevant benchmarks. Specifically, the guidelines
stated:

Applications should outline the proposed method for delivering the project.
Generally, value for money requires that the project can be delivered at a
reasonable whole-of-life cost which may involve open tendering in
procurement or mechanisms to ensure competitive delivery with project
delivery arrangements.

Project costs must compare favourably with available benchmarks for the
activities being undertaken. Assessment of value for money may include
consideration of factors such as:

J fit for purpose;
o the performance history of the proponent;
. the risks;
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J the flexibility to adapt to possible change of the project according to
risks;

. the evaluation of risk mitigation options; and

J projected community benefits and/or use.

3.28 In terms of the financial framework, adopting such an approach to
value for money analysis particularly focuses on the issue of whether each
project was economical, although the approach outlined in the guidelines
recognised that the projected community benefits and/or use are an important
factor to be addressed in any value for money analysis. Including such
guidance in the published program guidelines indicated further improvements
in Regional Australia’s grants administration practices.

3.29 Inresponse to an earlier ANAO audit®, Regional Australia agreed to an
ANAO recommendation that it analyse the value for money of proposals
received, including analysing the expected outcomes to be achieved for the
funding sought and assessing whether the proposed cost was reasonable. In
this respect, Regional Australia advised ANAO in March 2012 that it was
undertaking this approach already in respect to its current programs,
including the Community Infrastructure Grants program and RDAF.

3.30 For the first RDAF round, examination of project costs was a task
allocated to the external providers (in the context of assessing project delivery
risks). Specifically, one of the considerations each external provider was to
address for each application was:

Project costs must compare favourably with available benchmarks for the
activities being undertaken.

3.31 In this respect, the external providers identified instances where project
costs were not supported by estimates, the estimate was inconsistent with the
project budget included in the RDAF application or the estimates were higher
than relevant benchmarks. The approach adopted was to propose ways in
which any risk to project delivery could be managed through the funding
agreement (in the event funding was approved). However, Regional Australia
did not address in its assessment how such applications could be seen to not

% ANAO, Audit Report No.27 2011-12, Establishment, Implementation and Administration of the Bike

Paths Component of the Local Jobs Stream of the Jobs Fund, Canberra, 20 March 2012,
Recommendation No. 2(a), p. 80.
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represent an economical use of public money. This approach does not sit
comfortably with Regional Australia’s response to Recommendation No. 2(a)
in ANAO Audit Report No. 27 2011-12.%°

Advising the decision-maker of the results of the value for money
analysis

3.32  The internal procedures manual further outlined that value for money
at the program level was to be considered by Regional Australia and the
Minister, with consideration of value for money at the level of individual
projects to be undertaken by the advisory panel. Nevertheless, the procedures
manual also outlined factors® that assessors were to take into account in
forming a view as to whether a project represented value for money. However,
assessors were not required to record whether or not a project represented
value for money.®! As a result, neither the material provided to the advisory
panel, nor the briefing provided by Regional Australia to its Minister, included
for each project advice from the department as to whether it represented value
for money. Rather, Regional Australia’s briefing to the Minister on the outcome
of the assessment of applications advised the Minister that:

The department’s assessment of all eligible applications confirms that they
meet the value for money requirements set out in the CGGs and FMA.

3.33 In other words, only those applications assessed as ineligible were
considered by Regional Australia to not represent value for money.
Accordingly, Regional Australia’s advice that all eligible applications
represented value for money included the 62 applications the panel had
categorised as Not Recommended for Funding (see further at Table 5.1).

3.34  Earlier in the briefing the department had advised the Minister that all
applications categorised by the panel as Recommended for Funding and
Suitable for Funding represented value for money. Accordingly, this advice

% See paragraph 3.29.

% These factors were listed as questions under the headings: outcomes (effectiveness); financial

(efficiency and economy); and risk. The procedures manual instructed assessors that: ‘If your answers to
the questions above are predominantly positive and the risk is low or medium (or can be reduced with
treatments), then the project will pass the value for money test.’

o1 Specifically, the procedures manual advised that: ‘Value for Money is not recorded in [the Grant

Management System]; however it can be included in ‘Merit Assessment’ overall comments.’
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suggested that the 63 applications in the Suitable for Funding category which
had been assessed as Poorly Developed against at least one of the assessment
criteria represented value for money.%

Conclusions

3.35 Assessment criteria were developed and published in the program
guidelines. Regional Australia assessed eligible applications in terms of:

J risk, including the extent of any risks to the proposed project being
delivered and sustained;

o the extent to which the project was aligned with the regional plan for
the relevant RDA committee; and

. the extent to which the application met the published assessment
criteria, to assist the advisory panel (which was responsible for the final
merit assessment of each eligible application).

3.36 A significant improvement in the administration of this grants program
compared with earlier ones was the inclusion of assessment criteria in the
published program guidelines, and Regional Australia assessing each eligible
application in terms of the relevant criteria (not all criteria were relevant to
each application). There were few instances where the panel records indicated
it had a different view as to the extent to which an application met one or more
of the assessment criteria.

3.37 Regional Australia’s approach to the initial merit assessment involved
the use of an ordinal rather than numerical scale. In this respect, numerical
rating scales have a number of advantages in differentiating effectively
between individual projects and classes of projects.®®

3.38 In its subsequent merit assessment of eligible applications, the RDAF
advisory panel used a numerical scoring system to assess applications it
considered to be at least suitable for funding against the selection criteria. This

62 Some of these applications had also been assessed as involving a high level of project risk.

% As outlined in ANAO's grants administration Better Practice Guide (ANAO Better Practice Guide,
Implementing Better Practice Grants Administration, June 2010, pp. 65-66 and p. 75), numerical rating
scales have a number of advantages in differentiating effectively between individual projects and classes
of projects. Consistent with this, ANAO’s recent audits of grants programs across a number of agencies
have shown a trend towards greater use of numerical scoring systems.
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provided a basis for an aggregate score to be calculated having regard to each
member’s individual score. However, the panel’s approach did not involve
panel members allocating a score for each application against each individual
criterion. As a result, there is not a clear alignment between the aggregate score
allocated to individual applications, and the underlying assessment of each
application against each criterion.

3.39 For future funding rounds, the assessment process would be
strengthened if the rating scale that is used differentiated more effectively
between individual projects and classes of projects so as to enable a clearer link
between the final ranking of eligible applications and the underlying
assessment of each application in terms of the published merit assessment
criteria.

Recommendation No.1

340 To provide a more efficient and effective means of differentiating
between eligible applications in terms of their overall claims against the
published assessment criteria, ANAO recommends that the Department of
Regional Australia, Local Government, Arts and Sport, in consultation with the
Regional Development Australia Fund advisory panel, adopt a numerical
rating scale for the merit assessment stage of future funding rounds.

3.41 Regional Australia response: Agreed.

The Department of Regional Australia, Local Government, Arts and Sport will
discuss options to adopt a rating scale which provides differentiation between
eligible applications with the Regional Development Australia Fund Advisory
Panel.

3.42 The program guidelines outlined, in the context of overall value for
money, that Regional Australia would analyse project costs for each
application in terms of how they compare with available benchmarks.
Undertaking analysis of this kind had been recommended by ANAO in the
audit of a predecessor program. Some work in this regard was done by the
firms contracted for the risk assessments. The results were used to identify
risks that might need to be managed in the event funding was approved.
However, the information obtained was not used by Regional Australia to
inform an assessment as to whether each eligible application represented value
for money, and individual assessments in this regard were not recorded.
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3.43 In addition, only those applications assessed as ineligible were
considered by Regional Australia to not represent value for money. In this
respect, the department advised its Minister that applications the panel was
not recommending for funding still represented value for money
notwithstanding that a significant number of these had been assessed as Poorly
Developed against one or more assessment criteria (and, in some cases, with a
high level of associated project risk).

Recommendation No.2

3.44 In designing and administering grant programs, ANAO recommends
that the Department of Regional Australia, Local Government, Arts and Sport
clearly outline to decision-makers the basis on which it has been assessed
whether each application represents value for money in the context of the
published program guidelines and program objectives.

3.45 Regional Australia response: Agreed.

The Department of Regional Australia, Local Government, Arts and Sport
notes that confirmation of value-for-money was included in the Application
Overview provided to members of the Regional Development Australia Fund
Adpvisory Panel in Round Two.
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4. Advisory Panel Deliberations

This chapter examines the key role played by the RDAF advisory panel in assessing
eligible applications and recommending to the Minister those applications that should
be approved for funding.

Background

4.1 The RDAF advisory panel (the panel) was established to inject expertise
and to strengthen the independence of the advice provided to the Minister in
relation to which applications should be funded under the RDAF. The chair
and members of the panel were appointed by the Minister, and can serve for a
period of up to three years. The program guidelines stated that the panel
would meet as required by the Minister, but at least six-monthly as a minimum
for the duration of the program.®

4.2 Against this background, the ANAO examined the:

. roles and responsibilities of the panel and the department;

. support and information provided to the panel by Regional Australia;

J panel’s assessment, ranking and categorisation of eligible applications;
and

J panel meeting arrangements, including conflicts of interest procedures

and record keeping.

Roles and responsibilities

Advisory panel

4.3 The program guidelines outlined that the panel was to assess all
eligible applications. In making its assessment, the panel was to consider the
relative merits of the applications based on information provided by Regional
Australia and through the assessment of each eligible application against the
published assessment criteria.

o4 Department of Regional Australia, Local Government, Arts and Sport, Regional Development Australia

Fund Guidelines—Round One, March 2011, p. 9.
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4.4  Further, the guidelines explained that the panel would categorise each
eligible application as being either: ‘Recommended for Funding’; ‘Suitable for
Funding’; or ‘Not Recommended for Funding’. All proposals within the
Recommended for Funding and Suitable for Funding categories were to be
ranked in order of merit.®®

Assessment framework

4.5 The panel’s deliberations were preceded by a number of meetings
between Regional Australia and the chair of the panel, as well as an induction
day that was attended by the majority of panel members. The department
advised ANAO that the purpose of these sessions was to ensure that the panel
had a sound understanding of the RDAF program, its objectives and outcomes,
the assessment process undertaken by the department, and the panel’s roles
and responsibilities (including conflict of interest and confidentiality
obligations).

4.6 The panel convened over seven days during August 2011 to assess the
eligible applications and determine its recommendations.®® The first day of
panel deliberations was 7 August 2011, and it initially focused upon
determining the process that would be used to assess the applications. By the
conclusion of the day, the panel had agreed on an assessment framework and
requested that Regional Australia document these arrangements prior to the
next meeting the following day.

4.7  The panel reviewed and agreed to this documented assessment
framework at the commencement of the second day of deliberations. The
methodology used to assess the applications evolved throughout the panel
deliberations. The final version of the assessment framework was included as
an attachment to the departmental briefing to the Minister that presented the
panel’s funding recommendations.

4.8 Against this background, in July 2012 Regional Australia advised
ANAQO that:

65 Department of Regional Australia, Local Government, Arts and Sport, Regional Development Australia

Fund Guidelines—Round One, March 2011, p. 10.

% The panel convened for the purposes of assessing the eligible RDAF applications on 7, 8, 9, 15, 16, 17

and 24 August 2011.
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The advisory panel reviewed all eligible applications, and categorised them as
‘Recommended for Funding’, ‘Suitable for Funding” and ‘Not Recommended
for Funding’. The department provided a suite of information to assist the
panel in its assessment, including material sourced directly from each
application, advice from state and territory governments and other
Commonwealth agencies, advice on risk from independent experts, and an
analysis of the case presented by the applicant against the selection criteria.

The advisory panel considered all of this information, and added its own
expertise, knowledge and experience to the assessment. This experience,
knowledge and expertise was around, amongst other things, the issues facing
regional and rural Australia in a general sense, issues and challenges
impacting on a particular state or territory or region, knowledge of a particular
project or like projects located across the region, state or territory, and
knowledge of the potential benefits of projects on communities and regions.

Role of the department in supporting the panel

4.9 The program guidelines outlined that Regional Australia’s role in the
assessment of eligible applications was to ‘assess the efficient and effective use
of resources, alignment with RDA Regional Plans and risk assessment.” The
guidelines further outlined that information on these issues would then be
provided to the advisory panel.

410 In addition, Regional Australia was responsible for providing
secretariat support to the panel to assist it in fulfilling its role and meeting its
obligations. Among other things, the secretariat was responsible for:

J developing meeting agendas and co-ordinating meeting papers;

o maintaining appropriate records of meetings;

. facilitating information flow between the panel and the Minister; and
J providing research and policy support.

Information provided to the panel

411 Regional Australia’s preliminary assessment of each eligible application
against the selection criteria, the findings of the risk assessments and the
applicants’ responses to the selection criteria were used to create an application
summary for each application.

412 The summaries contained most of the key information from the
applications. However, they included limited information about the project
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and did not include the applicant’s description of the activity for which it was
seeking RDAF funding.®” Such an approach did not allow the panel to have a
full understanding of the scope of activities that the RDAF funding would be
used for, and the resulting benefits that could be expected from RDAF funding
being granted.®

413  Another area where the summaries could have been improved related
to applications that claimed to provide cross-regional benefits. The summaries
stated the RDA locality of a proposed project and whether the project was
strongly aligned or aligned to the regional plan. In addition, some applications
contained letters of endorsement from several RDA committees and claimed
that the projects had cross-regional benefits. However, the summaries for these
applications did not mention these secondary RDA localities and
endorsements.®

414 Regional Australia also gave the panel four spreadsheets that listed, for
every eligible application, the: outcome of the department’s analysis against
the selection criteria; funding requested and total project value; the state and
RDA region; and the RDAF project category.” The panel members were not
provided with a copy of the applications. However, the panel was able to
request a copy of an application. Based on the records of the panel meetings,
one panel member requested a copy of two applications.

¢ Similar to predecessor programs, for RDAF the ‘project’ was defined as the entire scope of work

proposed to be undertaken (which could be over a number of years, in a number of stages, some of
which may already have been completed) with the ‘activity’ defined as that component of the project for
which RDAF funding was being sought (where funding was not being requested for the whole project).

6  Also, the summaries did not state whether the RDAF activity to be funded was identical in scope to the

project (for example, the RDAF activity could be one stage of a three-stage project).

% For example, an application for an intermodal freight hub that was located in one RDA area but had

relevance to a neighbouring area included a letter of endorsement from the primary RDA committee.
Accordingly, the application summary noted that the project was ‘strongly aligned’ to that committee’s
regional plan. However, the summary did not mention that the applicant had also submitted a letter of
endorsement from the neighbouring RDA committee, which confirmed that the project was ‘aligned’ to its
regional plan. The panel may have benefited from this information, particularly given that the panel’'s
funding recommendation letter to the Minister stated: ‘(t)he panel has not recommended this project for
funding in Round One as it has concerns about ... competition with existing freight hubs in Albury, Griffith
and Ettamogah...’. In this respect, the letter of endorsement from neighbouring RDA stated ‘The hub will
work collaboratively with similar hubs located in the Murray region and not in direct competition.’

" The application form had asked each applicant to select from a list of project categories and

subcategories that described the works to be undertaken.
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415 The panel could also request further information on any eligible
application. Regional Australia staff were present at the panel meetings, and
were on call in the department’s offices, to respond to any such requests
quickly. The records of the panel meetings indicate that the panel requested
additional information on approximately 16 per cent of the eligible
applications. This information was gathered from various sources, including
from the application, the Internet and from state and Commonwealth agencies.

416 InJuly 2012, Regional Australia advised ANAO that:

The overview for round two was reworked, in consultation with the panel, to
include more information on projects, activities for which funding was
requested and outputs that will be delivered, a ‘dashboard’, and more
information on location of the project (town, Local Government Area, and
RDA area, located in a capital city). In addition, panel members were given
access to the [department’s] database, ensuring that they could review any
supporting document provided by an applicant prior to the meeting.

The department notes that the overview for the advisory panel for round two
includes a description of the project. In addition, where funding is requested
for one component of that project (that is, an activity), the overview also
includes a description of that component. As such, the project and component
of the project for which RDAF funding is being sought are both clearly
described.

Panel’s initial assessment

417 The summaries for the 204 eligible applications were separated into
two tranches (100 in the first tranche and 104 in the second tranche) in
preparation for assessment by the advisory panel.

Initial assessment of the first tranche applications

418 The panel met on 8 August 2011 to consider the first tranche of eligible
applications. As Regional Australia had not provided the application
summaries for six of the applications to the panel prior to the meeting,
assessment of these six was held over until the following day to allow
members time to consider the summaries. The panel commenced the
assessment process by categorising the other 94 applications from the first
tranche as either Not Recommended for Funding (NRF) or Suitable for
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Funding (SFF).”" Each panel member voted NRF or SFF for each application.
The secretariat then tallied the votes and the application was categorised
according to the majority vote. Regional Australia did not keep a copy of the
panel members” votes. The panel then discussed each application categorised
as NRF and either confirmed it as NRF or changed it to SFF.

419 To identify those applications that had the strongest support, each
panel member then scored each application that had been categorised as SFF as
either:

J 10, if they considered that it strongly met the selection criteria overall;
or
° five, if they considered that it met the selection criteria overall

(members could not give a score that was less than five).

420 With the five panel members each able to allocate a score to each
application of either five or 10, this process resulted in each application
categorised as SFF being awarded a score of between 25 and 50, with the
highest score representing the most meritorious application. The panel decided
that applications that achieved a score of 35 or more, that is where at least two
out of the five panel members considered it strongly met the selection criteria,
would move on to the next stage of the assessment process.

4.21 A list of the 37 applications that scored 35 points or more was produced
for the panel to rank individually (from one to 37). These rankings were
treated as scores; that is one point if ranked first, 20 points if ranked twentieth
and so on. The lowest score represented the most meritorious application. The
secretariat then tallied the scores.”? However, the scores and order of merit it
produced were not used during the remainder of the assessment process. In
this respect, in January 2012 Regional Australia advised ANAO that the
ranking of the 37 applications that achieved a score of 35 or more from the first

™ The department had not provided the application summaries for six of the 100 applications to the panel

prior to the meeting. Therefore, assessment of these six was held over until the following day
(9 August 2011) to allow members time to consider the summaries.

& Regional Australia did not keep a copy of the scores as provided to them by panel members. However,

the department was able to provide ANAO with a spreadsheet it had produced of the individual and
consolidated scores.
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tranche was an exercise to demonstrate the robustness of the assessment
framework.”

Initial assessment of six of the first tranche applications

422  The summaries for the six remaining applications in the first tranche
were categorised by the panel the following day. Three of the applications
were categorised as NRF and so did not progress further in the assessment
process. However, due to an administrative error on the part of Regional
Australia, these three applications subsequently appeared in the order of merit
as being suitable for funding. See further at paragraphs 4.31 to 4.32.

4.23  The other three applications were categorised by the panel as SFF. The
minutes of the panel meetings recorded that two of these applications were
then awarded a score of 25 out of 50. No score was recorded in the minutes for
the remaining application categorised as SFF.

Initial assessment of the second tranche of applications

424 The panel then focused on the second tranche of 104 eligible
applications and categorised each as either NRF or SFF. Once again, the
categorisation was determined according to a tally of panel member votes.
Again, the panel then discussed each application categorised as NRF and
either confirmed it as NRF or changed it to SFF. Consistent with the process
used for the first tranche, each application categorised as SFF was awarded a
score out of 50.

Ranking and categorisation of applications

4.25 The initial assessment process resulted in 65 eligible applications being
categorised as NRF and 139 categorised as SFF. All except one of the
139 applications categorised as SFF was then allocated an overall score against
the selection criteria of between 25 and 50. Of these, 64 were allocated a score
of 35 or above and moved to the next stage of the assessment process, which
involved considering their relative merits.

™ To achieve a score of 35 meant that only two panel members were required to consider the application

had ‘strongly met’ the selection criteria.
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426 Each panel member individually ranked the applications in order of
merit from one to 64, with one being the most meritorious application. The
rank was treated as a score, and the rankings put forward by the individual
members were used to produce an overall score. Where a panel member could
not score an application due to a conflict of interest, the average of the
remaining members’ scores was applied. The secretariat created a preliminary
order of merit list for consideration by the panel, which ranked the
64 applications in order of merit according to their overall score. The overall
scores ranged from 17 for the application ranked first to 293.75 for the
application ranked 64th.”* This data was determined by the ANAO from a
review of Regional Australia records, as the minutes for the advisory panel’s
meetings do not record the overall scores or preliminary order of merit.

4.27  The panel considered the 64 applications on the preliminary order of
merit, as well as the 75 applications that been allocated a score against the
selection criteria below 35, to determine a final order of merit. During this
process, one application that had been allocated the minimum score of 25 out
of 50 (and so was not one of the 64 applications ranked) was moved into 224
place on the order of merit. The only explanation recorded for this change in
the minutes was “taking new information into account’.

4.28 Other adjustments made to the ranking and scoring of applications
were not recorded in the minutes. For example, there is no reference in the
minutes to the movement of one application” from being ranked first
according to the preliminary order of merit, to it being ranked equal 65 in the
recommendations to the Minister, or the reasons for this significant change in

I Regional Australia only retained a copy of the rankings provided by the chair of the panel. The ANAO

compared these rankings with those used in the department’s calculation of the overall scores and found
the department had entered two rankings incorrectly. This resulted in an application being ranked 24"
instead of 27", and another application being ranked 27" instead of 38", as recorded in the chair's
rankings. The ANAO also identified duplicate and omitted rankings recorded in respect to other panel
members and rankings of ‘65’ and ‘66’ out of a possible 64 being included in the calculations but, as the
department did not keep a copy of the other panel members’ scores in the form provided to it, the reason
for these irregularities cannot be determined.

® Namely, Wagga Wagga City Council’s application for the Bomen Intermodal Freight Hub project which

sought $19.8 million in RDAF funding towards an estimated project cost of $42.4 million. Included in the
projects announced for round two RDAF funding was $14.5 million (the maximum grant available in
round two was $15 million, compared with $25 million for the first round) for the Wagga Wagga City
Council for the $57.4 million Riverina Intermodal Freight and Logistics Hub.
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relative ranking.”® Similarly, there is no reference as to how the relative merits
of projects were determined in situations where more than one project had
been allocated the same score. The minutes did not contain the final agreed
order of merit.

Categorisation of eligible applications

4.29  As previously noted, the advisory panel was to categorise each eligible
application: Recommended for Funding; Suitable for Funding; or Not
Recommended for Funding. The panel was also to rank all proposals within
the Recommended for Funding and Suitable for Funding categories in order of
merit. The minutes of the panel’s meetings do not identify the applications
categorised as Recommended for Funding but merely explain that ‘All projects
ranked to number 26 would be Recommended for Funding’.

430 The minutes did not record the methodology used for categorising
applications as Suitable for Funding, or the decision to create the sub-
categories ‘Suitable for Funding — Priority One’ and ‘Suitable for Funding-
Priority Two’. The ANAO determined from analysis of data maintained by
Regional Australia that the Suitable for Funding — Priority One category
comprised the 39 applications that had been ranked in the preliminary order of
merit list from 26 to 64.

4.31 In relation to the 78 applications categorised as Suitable for Funding—
Priority Two, the panel ranked applications collectively into three bands
according to merit. From an analysis of Regional Australia data, it can be
determined that those collectively ranked:

. ‘first” were two of the applications awarded an aggregate score of
32.5 out of 50 and one of the applications awarded an aggregate score
of 50 out of 5077;

. ‘second” were the 34 applications awarded a score of 30; and

J ‘third” were one application given a score of 32.5, 36 applications given

a score of 2578, one application that had been assessed as SFF but was

®  The chair’s letter to the Minister outlining the panel’s funding recommendations addressed this matter.

See further at footnote 69.

T This application had been ranked first on the preliminary order of merit list.

®  One other application had also been awarded an aggregate score of 25 out of 50, however it was

categorised as Recommended for Funding.
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not allocated a score out of 50, and three applications that had been
assessed as NRF during the initial assessment process.

432 The 62 applications categorised as Not Recommended for Funding
were not individually ranked or scored. All 62 applications had been
categorised as NRF during the first stage of the assessment process. A further
three applications had also been categorised as NRF by the panel. However,
due to an administrative error by Regional Australia, they were presented to
the Minister as being Suitable for Funding —Priority Two.

433 A flow chart of the assessment and approval of eligible applications is
provided at Figure 4.1.
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Figure 4.1

Assessment, categorisation and approval of eligible applications

Source: ANAO analysis of Regional Australia data.
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Advisory Panel Deliberations

Recorded panel adjustments to initial merit assessments

4.34  As illustrated by Table 4.1, the records of the advisory panel meetings
indicated that the panel, in large part, agreed with Regional Australia’s
preliminary merit assessment. Specifically, there were relatively few instances
(less than four per cent of ratings) where the records of the panel meetings
indicated that the panel downgraded the assessment (usually from Developed
to Poorly Developed, and very occasionally from Well Developed to
Developed), and only one instance where the panel records indicated that an
application should have been allocated a higher rating against one criterion.

Table 4.1

Assessment criteria: departmental preliminary merit assessment and
final recorded advisory panel assessment

Criterion Poorly Developed Developed Well Developed
Department Panel Department Panel Department

1 83 90 102 94 19 20
2A 38 51 72 60 35 34
2B 26 36 100 91 73 72
3 51 57 104 98 49 49
4 66 70 89 86 49 48
5 11 12 47 46 29 29
Total 275 316 514 475 254 252

Source: ANAO analysis of Regional Australia data.

4.35
indicated that Regional Australia did not agree with the change made by the
panel to its preliminary assessment. Similarly, the department’s briefing to the
Minister did not identify any instances where the department considered its
preliminary assessment should be preferred over the view reached by the
panel. However, the summary of each eligible application provided to the

There were no instances where the records of the panel meetings

Minister when he was briefed on the panel’s funding recommendations
reflected the department’s initial merit assessment ratings rather than the final
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assessment arrived at by the panel. The briefing did not draw this to the
Minister’s attention.”

436 The available evidence suggests that providing the Minister with the
results of Regional Australia’s initial merit assessment rating for certain
projects rather than the panel’s assessment rating did not impact on the
identity of the applications approved for funding. Specifically, none of the
35 applications approved for funding had been downgraded by the panel
against any of the assessment criteria. However, for one of the recommended
projects that was not approved for funding, the panel had increased the
assessment against Criterion 1 from Developed to Well Developed, yet this
amendment was not reflected in the advice to the Minister.

Correlation between assessment against selection criteria and final
ranking on order of merit list

4.37  The panel was to consider the relative merits of projects based on the
information provided by Regional Australia and the published assessment
criteria. In the absence of additional explanation, it would be expected that
there would be a reasonably strong correlation between an application’s
position on the final order of merit list and the outcome of the assessment of
that application against the published criteria. Such a correlation existed for
the applications categorised as Not Recommended for Funding. Specifically,
these 62 applications had all been rated as Poorly Developed against at least
one assessment criterion, and 80 per cent had been rated as Poorly Developed
against two or more assessment criteria.

4.38 However, a similar correlation did not exist between the documented
assessment of applications against the published criteria and the applications
categorised as either Recommended for Funding or Suitable for Funding. Nor
did such a correlation exist between these assessments and the ranking of
applications within each of these two categories. Appendix 2 to this report
illustrates the inconsistent relationships that existed between the documented
assessment against the published criteria and the panel’s ranking in respect to
the 25 applications categorised as Recommended for Funding.

™ Rather, the briefing referred to these summaries in the same paragraph that advised the Minister of the

panel’s categorisation.
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Panel meeting arrangements

Conflicts of interest

4.39 An important issue to be considered in the establishment of advisory
panels is the potential for actual or perceived conflicts of interest to arise,
which can be damaging to government, the agency and the granting activity. A
conflict of interest could arise where a panel member has, or could be
perceived as having, a direct or indirect interest that might prejudice, or be
seen to prejudice, their partiality in the selection of projects or activities for
funding.®

4.40 In this respect, the CGGs advise that agencies should put in place
appropriate mechanisms for identifying and managing potential conflicts of
interest.®’ Depending upon the nature of the program, relevant measures may
include:

J ensuring that grant program guidelines clearly outline what constitutes
potential conflicts of interest (and the circumstances in which they are
relevant) in relation to the respective roles undertaken by decision-
makers, officials and others involved in grant administration (including
advisory panel members); and

o establishing clear procedures for:

- the declaration of actual, perceived or potential conflicts of
interest; and

- managing such conflicts, including clearly identifying who will
be responsible for ensuring they are dealt with appropriately.5

441 The documented operating arrangements for the panel addressed
conflicts of interest, including identifying the circumstances in which a real,
potential or apparent conflict of interest would be considered to arise. The
documented operating arrangements also required that the panel’s meeting

8 ANAO Better Practice Guide, op. cit., p. 31.

8 Commonwealth Grant Guidelines, op. cit., p. 28.

8 ANAO Better Practice Guide, op. cit., p. 31. In some circumstances, it may also be prudent for the

administering agency to implement a register of private interests, and protocols for the register’s
operation.
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minutes record the nature of any identified conflict of interest and how it was
managed. Management options were that the member:

. could be involved in discussions and decisions relating to the matter
where the conflict was considered by the panel to not be significant;

° may be allowed to be involved in discussions on the matter, but not be
involved in making a decision in relation to the matter;

. could be excluded from participation in any discussion or decision-
making on the matter; or

. could be required to leave the meeting during deliberations on the
matter and the subsequent decision-making.

4.42 In addition, the minutes of the panel’s meetings recorded that the panel
had received a probity briefing, and that each member had completed a
probity protocol.

4.43  Four of the five panel members declared potential conflicts of interest,
with one or more panel members declaring a potential conflict of interest in
respect to 41 of the 204 (20 per cent) eligible applications provided to the panel
for its consideration.

4.44 The panel agreed at the beginning of its deliberations that members
could not score an application where they had a material conflict of interest but
could participate in the related discussions. Where a panel member could not
score a particular application, the method for accounting for that missing score
was not determined up front. On two occasions during the deliberations,
probity advice on this issue was sought and it was decided that the score for a
member with a conflict of interest would be replaced by the average of the
other panel members’ scores.

4.45 The total scores of five applications that required the use of this
methodology were incorrectly recorded because the average score was
miscalculated by Regional Australia. ANAO analysis is that the miscalculated
scores did not impact on the overall assessment outcome.

Recording panel meeting deliberations and decisions

4.46 In respect to the principle of governance and accountability, the CGGs
advise agencies that:

Public accountability is dependent on the proper maintenance and availability
of relevant documentation. Record keeping is therefore a key component of
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good corporate governance and accountability. Good record keeping assists
agencies to meet their accountability obligations, demonstrate compliance with
the CGGs and the financial management framework, and demonstrate that
due process has been followed in actions and decisions.®

4.47 In this context, creating and maintaining appropriate records of the
panel’s meetings was important for accountability reasons, as well as to
support the panel’s decisions and subsequent recommendations to the
Minister. In addition, accurate and comprehensive records of panel
deliberations and decisions were necessary when providing feedback to
unsuccessful applicants.®

4.48 According to the documented Panel Operating Arrangements®, the
secretariat was to prepare a brief report after each meeting, which detailed the
progress against the scope of activities and the outcomes of deliberations. The
report was to be distributed for comment, endorsed by panel members and
then provided to the Minister. The secretariat was also to prepare and
distribute, within seven working days of each meeting closing, draft minutes
and a register of significant decisions. The chair of the panel was to endorse
these minutes.

Meeting reports

4.49  Asnoted at paragraph 4.5, the panel met on seven days in August 2011.
However, the secretariat did not prepare brief reports after each meeting.
Accordingly, no such reports were provided to the panel chair for his
endorsement, or provided to the Minister.

Meeting minutes

450 It was agreed on the first day of panel deliberations that only the
decisions would be recorded in the minutes, as opposed to the panel
discussions leading up to those decisions.

451 For some applications there was not a clear relationship between the
documented assessment of applications against the selection criteria and the

8 Commonwealth Grant Guidelines, op. cit., p. 25.

8 See further at paragraphs 6.21 and 6.22.

% The program guidelines had stated that the operating procedures for the panel would be included as a

schedule to the guidelines. However, the operating procedures did not proceed past a final draft of
May 2011, and were not published during the first funding round.
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order of merit determined by the panel deliberations. In these circumstances,
not recording in the minutes the reasons for the panel’s assessment decisions
has an adverse impact on the quality of the assessment records. It also does not
assist stakeholders to have a sound understanding of, and confidence in, the
process by which the panel arrived at its funding recommendations. Draft
meeting minutes were developed, involving a single document covering the
seven days over which the panel met. However, the minutes were not
completed and endorsed in a timely manner. In particular, the minutes were
not finalised before the panel wrote to the Minister on 1 September 2011
providing its recommendations in respect to the first RDAF funding round.

4.52 In December 2011, ANAO drew to Regional Australia’s attention that
the draft minutes remained incomplete®® and had not received the panel’s
endorsement. At this time, some three months had elapsed since the panel had
finalised its recommendations to the Minister, and funding decisions had been
made. This issue was again raised by ANAO in March 2012 during a
presentation to the panel outlining the early findings of this audit as input to
preparations for the assessment of applications to the second RDAF funding
round. The minutes of the panel’s round one deliberations were finalised in
April 2012%, more than seven months after the funding recommendations for
the first round were finalised and provided to the Minister, and more than
eight months after the panel had met.

4.53 In July 2012, Regional Australia advised ANAO that:

The department has noted the ANAO’s comments about recording the detail
of discussion and timeliness of producing minutes. Minutes for round two
were agreed by the chair in mid-May 2012 and the members of the panel in
late May. They were prepared according to the format adopted in round one.
The department will, however, reflect ANAO feedback on content and reasons
for decisions in the preparation of minutes or other documents for subsequent
rounds of the program.

% For example, there were instances of the draft minutes having question marks or blank spaces in place

of an application’s score.

8 On 2 April 2012, the chair of the panel advised Regional Australia that he had no further changes to the

draft minutes and asked the department to provide them to all other panel members for comments and
sign-off by 14 April 2012. No comments were received from the other panel members and, accordingly,
on 17 April 2012 the minutes were accepted as finalised.
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Decision slips

4.54 A ‘decision slip” was produced for each application and was signed by
the chair on behalf of the panel. Each decision slip contained basic details
identifying the application, and captured the following elements of the panel’s
decision:

. whether the panel recommended a different amount of funding than
had been requested by the applicant and, if so, the amount
recommended;

. whether the panel recommended a change to the scope of the

activity/project that had been proposed by the applicant and, if so, the
details of the change recommended;

o whether the panel categorised the application as Recommended for
Funding, Suitable for Funding or Not Recommended for Funding; and

. any additional panel comments.

4.55 The decision slips were used as the basis for feedback to applicants
(discussed in chapter 6).

Conclusions

4.56  The role of the advisory panel was to consider the relative merits of
projects based on its assessment against the published assessment criteria so as
to provide funding recommendations to the Minister.

4.57 Regional Australia provided the panel with a range of documentation
and other support to inform the merit assessment process. The documentation
included an initial assessment by the department of each eligible application in
terms of the published assessment criteria, as well as the results of the risk
assessment and summary information on each application extracted from the
material submitted by applicants. Generally, the material provided to the panel
provided a sound basis for it to make informed judgments about the
competing merits of each eligible application.

4.58 The panel brought external expertise to the assessment process and
outcomes, using the initial assessment of the merits of the 204 applications
prepared by Regional Australia as a starting point. The panel’s assessment
proceeded in the following three stages:
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J separating the eligible applications into two categories—those that did
not merit further consideration (categorised as Not Recommended for
Funding (NRF)) and those that were suitable candidates for possible
funding (categorised as Suitable for Funding (SFF));

. adopting a scoring approach to identify the most meritorious of the SFF
applications for further consideration; and

. ranking the 64 applications that had been allocated the highest scores to
produce a preliminary order of merit.

4.59 In the absence of additional explanation, it would be expected that
there would be a reasonably strong correlation between an application’s
position on the final order of merit and the outcome of the assessment of that
application against the published criteria. However, there was not a clear and
consistent correlation between an application’s position on the panel’s final
order of merit list and the documented assessment of each application against
the selection criteria.’® As a result, some applications assessed as meeting to a
high standard most or all of the published criteria were categorised and ranked
lower than some other applications where the documented assessment
indicated that they were less meritorious in terms of the published criteria.

4.60 Furthermore, Regional Australia’s initial assessments of each eligible
application against the published criteria were not updated to reflect instances
where the panel reached a different view to the department’s initial
assessment.®” The records of the panel’s meetings provide some insight into
when such differences arose, but the material ultimately provided to the
Minister in respect to the assessment of each eligible application against the
published criteria reflected the department’s initial assessment rather than the
panel’s concluded view.

®  There was a high correlation in relation to those applications categorised as Not Recommended for

Funding. However, a similar correlation did not exist between the documented assessment of
applications against the published criteria and the applications categorised as either Recommended for
Funding or Suitable for Funding. Nor did such a correlation exist between these assessments and the
ranking of applications within each of these two categories.

¥ In relation to the applications that were ranked within the Recommended for Funding and Suitable for

Funding—Priority One categories, Regional Australia’'s records indicate that the panel reached a
different view to the department in only one instance. This was Lake Macquarie City Council’s application
for the Lake Macquarie Transport Interchange (LMTI) at Glendale project. This project was not approved
for funding by the Minister under the first round. However, the project was approved for funding under
the second round of the RDAF.
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Recommendation No.3

4.61 ANAO recommends that, consistent with the key principles for grants
administration outlined in the Commonwealth Grant Guidelines, the
Department of Regional Australia, Local Government, Arts and Sport improve
the documentation provided to the Minister in respect to the assessment of
individual eligible applications against the published criteria to promote a
clear alignment between these assessments and the order of merit for funding
recommendations.

4.62 Regional Australia response: Agreed.

The Department of Regional Australia, Local Government, Arts and Sport’s
continuous improvement process will facilitate the review and enhancement of
documentation provided to the Minister to ensure that the outcomes of the
assessment align with the order of merit for funding recommendations.

4.63 More broadly, there was an extensive delay in the minutes from
August 2011 being finalised and approved by the panel (this did not occur
until April 2012, long after funding recommendations had been made to the
Minister) and the minutes themselves lack sufficient detail to provide evidence
of the panel’s assessment of each application against the merit criteria and the
related categorisation and ranking of competing applications.”® Regional
Australia has advised ANAO that the minutes for the second funding round
were finalised in a timely manner and that the content of the minutes for
forthcoming rounds will reflect ANAO feedback, including recording the
reasons for assessment decisions.

% The stage three scores were not recorded in the meeting minutes even though they provided a key input

to the panel’s final categorisation and ranking of eligible applications. Similarly, adjustments made to the
ranking and scoring of applications (some of which were significant) and the related reasons for these
adjustments were not recorded in the meeting minutes. The meeting minutes also did not contain the
final order of merit nor explain the process for categorising applications as Suitable for Funding—Priority
One and Suitable for Funding—Priority Two.
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5. Adyvice to the Minister and Funding
Decisions

This chapter examines the ranking of eligible applications together with the advice
provided to the Minister for Regional Australia as to which applications should be
approved for funding, and the funding decisions that were then taken.

Background

5.1 The enhanced grants administration framework has a particular focus
on the establishment of transparent and accountable decision-making
processes for the awarding of grants.”® Key underpinnings of that framework
are that Ministers:

J not approve a proposed grant without first receiving agency advice on
its merits relative to the relevant program’s guidelines;

o record the basis of each approval, in addition to the terms of the
approval®?; and

. report to the Finance Minister all instances where they approve grants
that the relevant agency recommended be rejected.

5.2 These requirements, together with other related enhancements to the
grants administration framework, do not affect a Minister’s right to decide on
the awarding of grants. Rather, they provide for an improved decision-making
framework such that, where Ministers elect to assume a decision-making role
in relation to the award of grants, they are well-informed of the assessment of
the merits of grant applications and suitably briefed on any other relevant

" This framework was progressively introduced between December 2007 and July 2009, culminating in

Commonwealth Grant Guidelines (CGGs) taking effect from 1 July 2009.

%2 The principal obligation applying to the approval of all spending proposals is set out in FMA Regulation 9,

which requires an approver to make reasonable inquiries in order to be satisfied that a proposal would be
a proper use of Commonwealth resources and would not be inconsistent with the policies of the
Commonwealth. For grant spending proposals, the relevant policies include the CGGs and the specific
guidelines established for the relevant program. Approvers are required to record the basis on which
they were satisfied that a proposed grant meets the requirements of FMA Regulation 9. This is in
addition to the requirement applying to the approval of all spending proposals, which is that the approver
records the terms of the approval in writing.
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considerations. The requirements also seek to promote transparency of the
reasons for decisions.

5.3 The importance of the administering agency providing the Ministerial
decision-maker with advice as to which particular grant applications it
recommends should be approved within the funding available under a given
grant program was outlined in two earlier audit reports relevant to the
administration of grant programs by Regional Australia.”® In response to the
first of those audits, Regional Australia indicated to ANAO that procedures
would be implemented to provide a clear agency recommendation to the
Minister concerning whether or not funding should be approved in respect to
each application to future competitive, merit-based grant programs the
department administered.”

5.4 In this context, in two recent reports, the Joint Committee of Public
Accounts and Audit (JCPAA) has reiterated the importance of agencies
providing advice to Ministers on the merits of proposed grants before any
funding decisions are taken. The first such report was in relation to the
Strategic Projects Component of the RLCIP.*> The second JCPAA report related
to the committee’s inquiry into a cross-portfolio audit of the administration of
grant reporting obligations, wherein the committee concluded that:

From a public administration standpoint, the Committee was concerned to
hear that Ministerial briefs in relation to funding for grant proposals were, in
many cases, inadequate or incomplete. It is the role of agencies to provide full
and considered briefs to Ministers, and to provide ‘frank and fearless” advice
to enable Ministers to make decisions with a clear understanding of all
competing factors.

Further, that briefs were provided to Ministers without a clear
recommendation fails one of the basic requirements of grant administration.

% ANAO Audit Report No.3 2010-11, The Establishment, Implementation and Administration of the
Strategic Projects Component of the Regional and Local Communities Infrastructure Program, Canberra,
27 July 2010 and ANAO Audit Report No.27 2011-12, Establishment, Implementation and
Administration of the Bike Paths Component of the Local Jobs Stream of the Jobs Fund, Canberra,
20 March 2012.

% ANAO Audit Report No.3 2010-11, ibid., p. 22.

% Joint Committee of Public Accounts and Audit, Report 423: Review of Auditor-General’s Reports Nos 39

2009-10 to 15 2010-11, Canberra, July 2011, p. viii.
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The Committee does not speculate as to the reasons why this has occurred, but
will be interested to see if this improves over time. %

5.5 Against this background, the ANAO examined the:

J advice provided to the Minister for Regional Australia as to which
applications should be approved for funding, and the funding
decisions that were then taken; and

. recording and reporting requirements that apply to grants decision
making.

Panel advice to Minister on assessment outcomes

5.6 It is relatively common practice for expert or advisory panels to be used
to provide advice and/or recommendations to a grant program decision-maker
in respect to which applications should be funded.” In this respect, where the
advice provided by a panel directly informs a decision about expenditure,
panel members are agency staff for the purposes of the CGGs.”® Importantly,
this means that the advice and recommendations received from the panel are
able to be relied upon by a Ministerial decision-maker in meeting his or her
obligation (under the CGGs) to receive agency advice on the merits of each
proposed grant before approving grants under the relevant program.

5.7 Against this background, on 1 September 2011 the chair of the panel
wrote to the Minister informing him of the outcomes of the panel’s assessment
of the 204 applications to the first round of the RDAF that had been assessed as
eligible by Regional Australia. The letter provided a summary of the process
employed by the panel in finalising its advice. In addition, and consistent with
the program guidelines, the letter and related attachments had categorised the
204 applications considered by the panel as either:

% Joint Committee of Public Accounts and Audit, Report 430: Review of Auditor-General’s Reports Nos 47

(2010-11) to 9 (2011-12) and Report Nos. 10 to 23 (2011-12), Canberra, May 2012, p. 55.

¥ ANAO Better Practice Guide, op. cit., p.30.

% This is because the provision of such advice is the performance of a 'financial task' within the meaning of

FMA Regulation 3. Persons performing financial tasks are officials under the FMA Act and are therefore
agency staff for the purposes of the CGGs. On the other hand, where advice provided by a panel is
general and unrelated to any specific applicant, activity or project, committee members are unlikely to be
considered agency staff and will not, therefore, be subject to the CGGs.
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5.8

Advice to the Minister and Funding Decisions

Recommended for Funding: 25 projects, seeking a total of
$134.98 million, which the panel had individually ranked in order of
merit;

Suitable for Funding®, comprising:

- 39 projects seeking a total of $135.4 million that were identified
collectively as Priority One and individually ranked in order of
merit; and

- 78 projects seeking a total of $291.5 million that were identified
collectively as Priority Two. These applications were grouped in
three bands (three applications were each ranked ‘17
34 applications were each ranked ‘2’; and 41 applications were
each ranked ‘3’); or

Not Recommended for Funding: (62 projects seeking a total of
$265.5 million).

The letter to the Minister from the panel chair included a clear funding

recommendation. Specifically, the letter stated that the panel recommended

25

projects be funded, at a cost of $134.98 million. These were the projects

identified in the Recommended for Funding category.1%

Departmental briefing

5.9

The panel chair’s letter was attached to a departmental briefing

provided to the Minister on 2 September 2011. In that briefing, Regional

99

100

In the 2 September 2011 Ministerial briefing that provided the Minister with the panel letter, Regional
Australia advised the Minister that: ‘The panel has further grouped applications in the Suitable for
Funding projects into two groups to better reflect priorities, readiness for investment and strength of the
case presented. Projects rated as Suitable for Funding Priority 1 were considered as appropriate for
funding. Projects in the Priority 2 group were considered to be good projects, however not quite ready for
funding, for example partnership funding is not in place or development approvals have not been
obtained.’

The status of these 25 projects as representing all of the projects that the panel recommended that the
Minister approve was reflected in the November 2011 response provided by Regional Australia to a
question taken on notice during the October 2011 Supplementary Budget Estimates hearings. The
department was asked: ‘Can you provide us with the final list of projects which were recommended to the
Minister by the independent advisory panel?’ In response, the Senate Finance and Public Administration
Legislation Committee was provided with details of the 25 projects in the Recommended for Funding
category. Source: Senate Finance and Public Administration Legislation Committee, Answers to
Questions on Notice, Prime Minister and Cabinet Portfolio, Department of the Prime Minister and
Cabinet, Supplementary Budget Estimates 17, 20 October 2011, Question 1.
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Australia advised its Minister that, within the maximum funding of
$150 million that was available under the first funding round, the Minister was
able to:

accommodate all of the Panel’s recommendations!®! as well as draw additional
projects from the ‘Suitable for Funding’ list.

510 Regional Australia did not advise the Minister of the basis on which it
had determined that such a course would be open to the Minister, having
regard to the selection process set out in the program guidelines.!® Nor did the
department identify the basis on which it was proposing that the Minister
should select the additional projects from within the Suitable for Funding
category (which comprised two distinct groupings). Such an approach does
not sit comfortably with the department’s previous agreement to provide a
clear  agency  recommendation to  Ministerial = decision-makers
(see paragraph 5.3).

511 Further, the panel had recommended to the Minister that Regional
Australia negotiate with three applicants that had sought more than
$10 million in funding to reduce the Commonwealth contribution where
appropriate and possible. The panel estimated that this would reduce the
funding required for the recommended 25 projects from $134.98 million to
$126.18 million. The department advised the Minister that it supported this
proposal and stated that ‘If savings are achieved you will reconsider the list of
suitable projects for funding’. In addition, the department’s advice to the
Minister was inconsistent with the recommendations of the panel, which did
not support the use of any ‘savings’ to fund additional applications to the first
round.!®

512  The departmental briefing indicated support for the panel’s conclusions
and recommendations, but did not explicitly either endorse or disagree with
the panel’s recommendation that the nominated 25 applications be approved

' n this respect, the briefing also stated that: ‘The panel recommends that 25 projects be funded, at a cost

of up to $135 million, from the 204 eligible applications it received.’

2 The program guidelines for the first round of the RDAF outlined that any projects categorised as Suitable

for Funding would not be recommended for approval by the panel, but could be re-submitted for
consideration at subsequent meetings of the panel.

% 1 this respect, the finalised minutes of the panel’s meetings record that ‘savings from the reduced grants

would not be used to fund additional projects’. The panel’s approach was consistent with the program
guidelines.
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Advice to the Minister and Funding Decisions

for $134.98 million in RDAF funding.!® Nevertheless, the terms of the
departmental covering brief indicated that the panel recommendations

represented agency advice for the purpose of the grants administration
framework. Specifically, the departmental briefing advised the Minister that:

5.13

Your agreement to approve funding for the projects that are Recommended for
Funding from the RDAF, and up to the value of $150,000,000, constitutes
approval under Regulation 9 of the FMA. Allocation of funding over this
amount will require a new Regulation 9 approval. Projects that are supported
but not recommended by the Panel must be reported annually to the Minister
for Finance.1%

In addition, the departmental briefing included attachments that

provided the Minister with:

5.14

analysis of the 25 recommended projects by state and territory,
applicant type (local government or not-for-profit organisations), the
size of the recommended grant and the national priority that would be
addressed by these projects (using the categories set out in the program
guidelines);

a map of Australia showing the location of the 25 projects
recommended by the panel; and

a list of the 25 projects that had been recommended for approval by the
panel, but with revised funding amounts (totalling $126.18 million
compared with the $134.98 million sought by applicants) that the panel
and Regional Australia proposed be negotiated with the relevant
applicants.

A separate table for each of the four categories, with the applications

listed in the order of merit assigned by the panel, was also included in the

briefing. For each application these tables provided: identifying information

104

In other situations where ANAO has examined grant selection processes involving a departmental

covering brief being used to provide a Minister with the assessment outcomes and funding
recommendations from an advisory panel, the departmental briefing has endorsed the panel's
recommendations or, where there are differences of view, clearly outlined the areas where the
department did not support the panel’s advice.

105

Similar advice was provided in two sections of the briefing. Specifically, elsewhere the Minister had been

advised that: ‘Note that where your decision to fund a project varies to that proposed by the panel you
are required under the CGGs to provide written advice to the Minister for Finance (annually).
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about the applicant; the project and the project’s locality; the proposed amount
of RDAF funding; the total project value; and the amount of leveraged
funding. Regional Australia also provided copies of the application summaries
that it had produced for the panel, which included the independent risk
assessments and the department’s assessment of eligible applications against
the published selection criteria. However, as outlined at paragraphs 4.34 to
4.36, these summaries did not reflect the assessment of applications by the
panel. In 30 instances, the panel had reached a different view to Regional
Australia as to the extent to which an application met the published criteria,
but this information was not provided to the Minister.

Grant funding decision

515 On 5 September 2011, the Minister signed the departmental briefing. As
noted at paragraph 5.9, in providing the panel’s recommendations to the
Minister, Regional Australia had suggested that, given the total grant funding
being sought by the 25 projects recommended for approval by the panel was
less than the maximum funding available under the first round of RDAF, there
was scope for the Minister to also approve additional projects from the next
category of projects. As is discussed further at paragraph 5.24, the
departmental brief also advised the Minister that he should provide written
advice to the department recording any projects which were recommended for
funding by the panel but which he chose not to support.

516 The available funding of $150 million was sufficient to fund all
25 recommended applications and the seven highest ranked applications in the
Suitable for Funding category. However, as summarised in Table 5.1, the
Minister:

. approved 21 of the 25 applications recommended by the panel;
J did not approve four of the recommended applications; and
. also recorded his decision to approve funding for 14 other applications,

but these were not the 14 highest ranked applications that had been
categorised as Suitable for Funding.
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Table 5.1

Advice to the Minister and Funding Decisions

Advisory panel categorisation and ranking of applications, and related
Ministerial funding decisions

Category assigned by

advisory panel

Applications in category

Applications approved for
funding

Recommended for Funding

25 applications individually
ranked seeking
$134.98 million.

21 applications approved for
$99.15 million. Applications
ranked 13", 14", 15™ and 25"
were not approved for
funding.

Suitable for Funding—Priority
One

39 applications individually
ranked seeking
$135.45 million.

13 applications approved for
$40.5 million, being those
ranked 3", 4" 9™ 10" 11"
13" 14" 15" 16", 17" 19",
20" and 22

Suitable for Funding—Priority
Two:

Ranking of 1 3 applications equally ranked No applications approved.
seeking $30.44 million.

Ranking of 2 34 applications equally ranked | No applications approved.
seeking $111.83 million.

Ranking of 3 41 applications equally ranked | One application approved for

seeking $149.28 million.

$10 million.

Not Recommended for
Funding

62 applications unranked
seeking $256.49 million.

No applications approved.

204 eligible applications

35 applications approved

il seeking $828.46 million for $149.65 million
Source: ANAO analysis of Regional Australia data.
5.17 As noted at paragraph 5.13, the departmental briefing to the Minister

had included analysis of the 25 recommended projects. In these respects,
compared with the 25 applications that had been recommended for approval,

the applications approved for funding;:

J did not involve significant differences in the distribution of funding by
state and territory but did involve a greater number of applications and
proportion of funding being awarded to projects located in regional
Australia rather than major cities;

o involved a significant increase in the proportion of funding awarded to

not-for-profit organisations compared with local government

authorities; and
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J involved a significantly lower average grant amount (the average value
of approved grants was $4.28 million compared with an average value
for the recommended grants of $5.39 million).

Recording the basis for grant funding decisions

518 The primary objective of any grant assessment and decision-making
process should be to consistently and transparently select those projects most
likely to contribute to the cost-effective achievement of the program’s
objectives. For competitive grant programs, this involves all eligible, compliant
applications being assessed in the same manner against the same criteria, with
the outcome of the assessments against the published criteria then being used
to rank each application in priority order. In turn, the ranking forms the basis
of the recommendations to the decision-maker as to which applications should
be approved and which should be rejected.!””

519 The provision of advice on the merits of proposed grants (including the
basis for selecting between competing proposals where a competitive selection
process is used) is important in assisting decision-makers to meet their
obligations under the financial framework when they are undertaking the
statutory function of approving a proposal to spend public money (under
FMA Regulation 9).1% In particular, as part of the enhanced grants
administration framework, FMA Regulation 12 was amended from 1 July 2009
to require approvers of grants to include in the approval record the basis on
which he or she was satisfied that the spending proposal met Regulation 9. In
this context, guidance from the Department of Finance and Deregulation
(Finance), which is reflected in ANAQ'’s Better Practice Guide, is that where
decision-makers:

1% ANAO Better Practice Guide, op. cit., p. 75.

7 ANAO Audit Report No.21 2011-12, Administration of Grant Reporting Obligations, Canberra, 24
January 2012, p.55.

% EFMA Regulation 9 prohibits an approver from approving a spending proposal unless satisfied, after

undertaking reasonable inquiries, that giving effect to the proposal would make proper use of
Commonwealth resources that is not inconsistent with the policies of the Commonwealth. ‘Proper use’ is
defined as being ‘efficient, effective, economical and ethical use’ of the Commonwealth resources (see
section 44(3) of the FMA Act). For grant spending proposals, the relevant policies with which a proposed
grant must be consistent in order to be approved include the CGGs and the specific guidelines
established for the relevant program.
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5.20

Advice to the Minister and Funding Decisions

agree with the agency recommendation in respect to a proposed grant
(irrespective of whether the recommendation was that it be approved
or not approved), they are able to point to the agency assessment
against the program guidelines as documenting the basis on which they
have concluded whether or not the grant satisfied the requirements of
Regulation 9 (as long as they are satisfied that the assessment was
conducted with rigour);

agree with an agency recommendation to approve the grant, but for
reasons different from, or additional to, those put forward by the
agency as the proposed basis for approval, they will need to document
the basis on which they reached a decision to award funding; or

decide to approve a grant that the agency had, based on its assessment,
recommended be rejected or in respect to which the agency did not
make a clear recommendation for approval, they will be required to
separately document the substantive reasons for the approval (having
regard to the relevant program’s guidelines).

It is important to recognise that whilst the framework requires the basis

for decisions to award grant funding to be recorded, it does not require a
decision-maker to record his or her reasons for not approving a grant that was
recommended for approval.!® Finance has advised ANAO that this is because

the FMA Regulations regulate decisions to spend public money, but do not

regulate decisions not to spend public money. Nevertheless, the grants
administration framework was developed based in part on a recognition that:

Potential applicants and other stakeholders have a right to expect that
program funding decisions will be made in a manner, and on a basis,
consistent with the published program guidelines and selection
documentation.!1

109

In January 2010, Finance agreed to an ANAO recommendation that it further improve the grants

administration framework by, among other things, pursuing opportunities to improve the clarity and utility
of the requirements set out in the CGGs and associated guidance to agencies in relation to the recording
of reasons in circumstances where agency recommendations are not accepted by Ministers. See further
in ANAO Audit Report No.21 2011-12, op. cit., pp. 91-92. In its recent report examining this audit, the
JCPAA made three recommendations to Finance concerning improvements to the CGGs. See further in
Joint Committee of Public Accounts and Audit, Report 430: Review of Auditor-General’s Reports Nos 47
(2010-11) to 9 (2011-12) and Report Nos. 10 to 23 (2011-12), Canberra, May 2012, pp. 54-59.

110

Mr Peter Grant PSM, Strategic Review of the Administration of Australian Government Grant Programs,

31 July 2008, p. 56.
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5.21  Accordingly, the merit ranking of competing applications provided to a
decision-maker should reflect the assessment of each application against the
published criteria. In this context, a decision to not approve one or more of the
recommended applications and, instead, to award funding to one or more
applications that had not been recommended indicates that the decision-maker
has reached a different view to the advice he or she received on the relative
merits of the competing applications. The grants administration framework
addresses such decisions in two respects:

o where the decision-maker is a Minister, an annual report is required to
be made to the Finance Minister on all decisions to approve a grant
which the agency has recommended be rejected; and

o a requirement to record the basis of each decision to approve a grant
proposal. Where projects that were not recommended based on the
outcome of the documented assessment process are approved in lieu of
one or more that had been recommended for approval, recording the
basis for those approvals necessarily involves documenting the basis on
which the approver had determined that the not recommended but
approved projects had met the published selection criteria to a higher
standard than those projects that had been recommended but which
were not approved.'!

5.22  In these respects, and as previously noted, it is important to recognise
that decision-makers (including Ministers) are not obliged to accept or agree
with the assessments and/or funding recommendations they receive. Neither
the obligations identified at paragraph 5.21, or the requirement for Ministers to
obtain agency advice on the merits of proposed grants, affect a Minister’s right
to decide on the awarding of grants.'?

Departmental advice on recording the basis for funding decisions

5.23 In developing its recommendations, the panel was aware that up to
$100 million in funding was available through the first round of RDAF and

m Alternatively, it might be possible for a decision-maker to waive one or more criteria but the CGGs outline
that, in the interests of transparency, accountability and equity, grant guidelines should document the
circumstances in which the eligibility and assessment criteria set out in grant guidelines may be waived.
The RDAF program guidelines did not permit any of the assessment criteria to be waived.

"2 Strategic Review of the Administration of Australian Government Grant Programs, op. cit., p. 7.
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that, subject to Expenditure Review Committee approval, this was being
increased to $150 million. Based on its consideration of the assessment of each
of the 204 applications against the published selection criteria, the panel
recommended that 25 projects be awarded funding at a cost of up to
$134.98 million. As noted at paragraph 5.9, in the departmental briefing
covering the panel’s recommendation, the Minister was advised:

Note that ERC agreed funding of up to $150 million of projects from Round
One and if this is confirmed on Monday 5 September, enables you to
accommodate all the Panel’s recommendations as well as draw additional
projects from the ‘Suitable for Funding’ list.

5.24 The departmental advice also outlined to the Minister that he would
need to provide:

...written advice to the department outlining your decisions on:

J those projects which are recommended for funding by the Panel but
which you choose not to support; and

. additional projects which you choose to fund from the pool of eligible
applications.

5.25 However, despite the departmental advice being provided to the
Minister in the context of a competitive funding round where applications had
been ranked on the basis of merit according to an assessment against each
relevant criterion, it did not emphasise to the Minister that the approach taken
to making funding decisions would need to appropriately reflect this context.
In particular, Regional Australia did not highlight to the Minister that, where
an application was to be considered in advance of more highly ranked projects,
it would be important to record how (in terms of the published assessment
criteria) any such applications had been identified as more meritorious than
other applications in the same category and, if relevant, applications that had
been included in a more highly rated category.

Record of decisions for applications recommended for funding by
the advisory panel

5.26  As noted at paragraph 5.16, the Minister approved 21 of the 25 projects
recommended for funding.

5.27  For the remaining four projects that the panel had recommended be
approved for funding, the Minister recorded individual reasons for not
approving the project. The recorded reasons related to the regional distribution
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of funding across the program and the regional benefits associated with urban
projects but did not relate directly to the published assessment criteria.

Record of decision to approve funding for one project categorised
as suitable, but not yet ready for funding

5.28 As indicated in Table 5.1, there were 78 applications that the panel
categorised as Suitable for Funding—Priority Two. In its briefing, Regional
Australia had advised the Minister that the panel considered applications in
this category to be ‘good” projects that were, however, not yet ready to be
funded. These 78 applications were ranked in three bands.

5.29  As also indicated in Table 5.1, one of the applications included in the
lowest ranked band (Band 3) was approved for funding, namely the Geelong
Football Club’s application for the Skilled Stadium Redevelopment—Stage 3
(Southern Stand). The decision-making records indicate that this application
was:

J the only one of the 41 applications included in the lowest ranked band
considered for possible funding;

o considered for approval by the Minister in advance of similar
consideration being applied to any of the 39 applications included in
the Suitable for Funding —Priority One category; and

. considered for funding at the same time as the Minister considered the
25 applications that had been recommended by the panel for approval.

5.30 The Minister recorded that his decision to approve funding for both the
new Geelong Library and Heritage Centre (the highest ranked project located
in the Geelong region, which the panel had recommended for approval) and
stage 3 of the Skilled Stadium redevelopment was:

Based on my knowledge and advice as well as its strong business case and the
leveraged funds for both the library and football proposals and further given
the distributional impact of both projects.

531 However, the reason recorded did not outline how (in terms of the
published assessment criteria) the Geelong Football Club application had been
identified as more meritorious than the other 40 projects that were ranked
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equally, or the 76 projects that were ranked more highly, by the panel in the
Suitable for Funding categories, including another project located in the
Geelong region.’® In this context, Appendix 3: sets out how each of the
four eligible applications received under the first round of the RDAF for
projects located in the Geelong region were assessed against the published
selection criteria.

5.32  Consistent with the panel’s assessment that the Geelong Football Club
application was not yet ready to be funded, there was a considerable delay
with finalisation of the funding agreement for this project. The funding
agreement was signed in May 2012.

Record of the decision to approve of 13 applications categorised
as appropriate for funding, but not recommended for funding

5.33  After approving 21 of the 25 applications that had been recommended
for approval by the advisory panel, and having by this stage also approved
funding for the Geelong Football Club application, the Minister then
considered the 39 projects in the Suitable for Funding —Priority One category
by working through them in order of merit. The Minister approved 13 projects,
recorded individual reasons for not approving nine projects, and recorded the
reason ‘funds exhausted’ in reference to the remaining 17 projects.

5.34  In working through the panel’s order of merit under this category, the
Minister recorded reasons for not approving certain projects (and, therefore,
moving on to consider projects that were ranked further down the list). The
documented reasons related to the Minister’s concerns about not funding too
many projects in one geographical area (referred to by the Minister as
‘distributional impact’) or insufficient ‘broader regional impact’ for various
projects that were in an urban, inner urban or peri urban location. Both the
departmental briefing and the panel chair’s funding recommendation letter
had drawn attention to the relevance of these issues to the decision-making
process. As indicated above, the approach taken by the Minister had regard to
this advice.

™ This higher ranked application was not approved for funding, with the Minister’s record of his decision

indicating that this was because two other projects located in Geelong had already been approved for
funding.
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5.35 However, it is also important for the documented rationale for
decisions to select certain projects for approval in preference to other projects
(particularly those that were more highly-ranked as a result of the documented
assessment process) to be framed within the context of the published selection
criteria that had been established for the relevant program. This is because the
CGGs issued by the Finance Minister outline that the program guidelines are a
relevant policy of the Commonwealth that must be considered in the context of
approving proposed grants.!!4

5.36  Nevertheless, there was not a strong and consistent correlation between
the projects approved for funding and the documented assessment of
applications against the published assessment criteria. Of particular note in
this respect was that the 13 applications that were approved from within the
‘Suitable for Funding—DPriority One’ list (but not recommended for funding)
included five projects where the information provided by Regional Australia
to the Minister had outlined significant shortcomings in the application when
assessed against the published criteria, whereas other applications that were
not approved had been assessed as better meeting the published selection
criteria

5.37 The approach taken to recording the basis for decisions to approve
these projects did not outline how the shortcomings that had been identified
by Regional Australia had been addressed or, alternatively, the basis on which
the Minister reached a different view. In particular, the records of the relevant
funding decisions did not indicate the basis on which the Minister was
satisfied that the relevant criteria had been met to a sufficiently high standard
in order to support the award of funding. Nor did the decision record identify
how it was decided, on the basis of the published assessment criteria, that
these applications were more meritorious when compared with more highly
rated (and ranked) applications in both the Recommended for Funding and
Suitable for Funding categories, which were not approved.t®

e Specifically, the FMA regulations require that an approver make reasonable inquiries in order to be

satisfied that a spending proposal (including a grant) would be a proper use of Commonwealth resources
and would not be inconsistent with the policies of the Commonwealth.

S For example, compared with the five projects included in the Suitable for Funding—Priority One

applications that were approved notwithstanding that they had been assessed as Poorly Developed
against at least one criterion, there were seven applications in that category that had not been assessed
as Poorly Developed against any criteria and were also considered by the Minister, but which were not
approved for funding.
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5.38 In addition, one application that had sought $4.275 million in RDAF
funding was approved for a reduced amount of $3.5 million, but the reason for
not approving full funding was not recorded.

Reporting to the Finance Minister

5.39  Since January 2009, Ministers have been required to report to the
Finance Minister:

J each instance in which they approve a grant in their own electorate
(this applies only to Ministers that are a Member of the House of
Representatives). The report is to be made as soon as practical after the
funding decision is made; and

. on an annual basis, all decisions to approve a particular grant which the
agency has recommended be rejected. This reporting is to be provided
to the Finance Minister by 31 March each year for the preceding
calendar year and is to include a brief statement of the basis of the
approval for each grant.!

5.40 None of the 35 approved grants under the first round of RDAF were
located within the responsible Minister’s electorate of Hotham. Accordingly,
no reporting to the Finance Minister was required.

Approval of projects that the panel did not recommend be
approved

541 ANAO'’s recent audit of the administration of the various grant
reporting obligations observed that, in the first eighteen months (January 2009
to June 2010) in which this obligation had applied, there had been only a very
small number of instances reported to the Finance Minister as involving a
Minister approving a grant that the relevant agency had ‘recommended be
rejected”.”'” ANAO concluded that:

A key factor in this outcome has been the practice of agency briefings not
clearly identifying the grants the agency recommends be approved, and those
that it recommends be rejected (including where more applications are

"8 The administration of these reporting obligations, up to 30 June 2010, was examined in ANAO Audit

Report No.21 2011-12 Administration of Grant Reporting Obligations, Canberra, 24 January 2012.
"7 ANAO Audit Report No.21 2011-12, ibid, p. 16.
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assessed as being meritorious than can be accommodated within the available
funding).18

5.42  For the first round of the RDAF, the letter to the Minister from the
panel chair clearly identified the 25 projects that the panel was recommending
be approved for funding. The panel also clearly identified that it recommended
not all of the available funding for the first round be used. Rather, the panel
recommended to the Minister that Regional Australia negotiate with three
applicants that had sought more than $10 million in RDAF funding to reduce
the Commonwealth contribution where appropriate and possible. The panel
estimated that this could reduce the funding required for the recommended
25 projects from $134.98 million to $126.18 million. The panel did not propose
that any additional projects be funded from within the $150 million that was
available for the first round.

5.43 In this context, the panel chair’s letter provided a sound basis for
identifying any instances where the Minister exercised his discretion to
approve projects that had not been recommended for approval. In this respect,
the covering brief prepared by Regional Australia advised the Minister that:

Where your decision to fund a project varies to that proposed by the Panel you
are required under the CGGs to provide written advice to the Minister for
Finance (annually).!

5.44  Against this background, of the 35 approved applications, 14 had not
been included in the list of 25 projects the panel had recommended for
funding. However, the Minister’s report for calendar year 2011 prepared by his

"8 ANAO Audit Report No.21 2011-12, op. cit., pp. 15 and 16. In that audit, ANAO identified that a clear
recommendation was not included in one or more briefs provided in relation to 20 per cent (or one in five)
of the programs reviewed, across 10 agencies (involving about a third of all briefs provided in respect to
the affected programs in the 18 month period examined).

" This advice was part of the seventh recommendation included in the departmental briefing (of

10 recommendations in total). In addition, the briefing advised the Minister:

e under the heading ‘Your Obligations in Making Decisions’ that ‘Projects that are supported but not
recommended by the panel must be reported annually to the Minister for Finance’; and

. in an attachment that provided an overview of the requirements of the grants administration
framework, that ‘The CGGs require that Ministers report annually all instances where they have
approved a grant which the relevant agency has recommended be rejected. The report will be
provided by 31 March each year for the preceding calendar year. The department will manage this
requirement on your behalf.’
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department and provided to the Finance Minister in February 2012 stated as
follows:

During the 2011 calendar year, I did not approve any grants that my
department recommended be rejected.

5.45 In July 2012, Regional Australia advised ANAO that it has prepared a
brief to the Minister, and draft correspondence from the Minister reporting
these 14 decisions to the Finance Minister.

Conclusions

5.46 The advisory panel provided the Minister for Regional Australia with a
clear funding recommendation for his consideration. Specifically, it
recommended that the 25 projects in the Recommended for Funding category
be approved at a cost of up to $134.98 million. It further recommended to the
Minister that Regional Australia negotiate with three applicants that had
sought more than $10million to reduce the Australian Government
contribution where possible. The panel estimated that this would reduce the
funding needed for the recommended 25 projects from $134.98 million to
$126.18 million. The panel did not propose that any additional projects be
funded with the amount remaining from the $150 million.

5.47 However, Regional Australia’s advice to the Minister differed from that
provided by the panel. In particular, the department advised the Minister that
the available funding enabled him to accommodate all of the panel’s
recommendations as well as draw additional projects from the Suitable for
Funding list. The department did not advise the Minister of the basis on which
it had determined that such a course would be open to him, having regard to
the selection process set out in the program guidelines and the conclusion
reached by the panel that not all of the available funding for the first round
should be awarded. Nor did the department identify the basis on which it was
proposing that the Minister should select the additional projects from within
the Suitable for Funding category (which comprised two distinct groupings).

5.48 The Minister approved 21 of the 25 recommended projects. In light of
Regional Australia’s advice, the Minister also approved a further 14 projects
that had been more lowly categorised and ranked by the panel, and which the
panel had not recommended for approval under the first funding round.
Consequently, a feature of the 35 projects approved for funding was that a
relatively high proportion (40 per cent) had not been recommended for
approval by the panel, with the total amount of RDAF funding approved
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($149.65 million) being 19 per cent higher than the amount the panel had
proposed be awarded.

5.49 Reflecting the different experiences and expertise brought to bear by
those responsible for assessing proposed grants and Ministerial decision-
makers, the financial framework applying to grants decision-making
recognises that different conclusions can legitimately be drawn from any given
set of information and evidence, and accordingly it is open to a Minister to
reach a decision different from that recommended in an agency’s advice.
However, in respect to all grant funding decisions, the financial framework
also requires that the basis for the decision be recorded. In this context, where
the assessment advice provided to the Minister has identified shortcomings
against one or more of the published assessment criteria, it is necessary that the
recorded basis of the funding decisions outline how the decision-maker
arrived at a different view as to the performance of the relevant application
against these criteria (and, in the context of a competitive grant program, how
that compares to that of competing applications).!20

550 At the same time as approving projects in the Recommended for
Funding category, the Minister approved one project from the Suitable for
Funding —Priority Two category. The decision-making records indicate that
this application from the Geelong Football Club was: the only one of the
41 applications included in the lowest ranked band considered for possible
funding; considered for approval by the Minister in advance of similar
consideration being applied to any of the 39 applications included in the
Suitable for Funding —Priority One category; and considered for funding at the
same time as the Minister considered the 25 applications that had been
recommended by the panel for approval. In addition, this application had been
assessed as less meritorious in terms of the published assessment criteria than
another project located in the Geelong region, which the panel had categorised
and ranked more highly.

5.51 The Minister recorded that his decision to approve funding for the
Geelong Football Club, and the new Geelong Library and Heritage Centre (the

120 Alternatively, it might be possible for a decision-maker to waive one or more criteria but the CGGs outline

that, in the interests of transparency, accountability and equity, grant guidelines should document the
circumstances in which the eligibility and assessment criteria set out in grant guidelines may be waived.
The RDAF program guidelines did not permit any of the assessment criteria to be waived.
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highest ranked project located in the Geelong region, which the panel had
recommended for approval) was ‘based on my knowledge and advice as well
as its strong business case and the leveraged funds for both the library and
football proposals and further given the distributional impact of both projects’.
However, the recorded reason did not outline how (in terms of the published
assessment criteria) it had been identified as more meritorious than the other
40 projects that were ranked equally, or the 76 projects that were ranked more
highly, by the panel in the Suitable for Funding categories.

552 The Minister then considered the 39 projects in the Suitable for
Funding —Priority One category by working through them in order of merit.
The Minister approved 13 projects, recorded individual reasons for not
approving nine projects, and recorded the reason ‘funds exhausted” in
reference to the remaining 17 projects. Reflecting that Regional Australia had
not advised the Minister on how such selections should be made, including
clearly relating any such decisions to the comparative merits of competing
applications in terms of the published assessment criteria, the recorded reasons
did not directly relate to the published program criteria.'” Rather, they focused
on the Minister being satisfied with the regional distribution of funding across
the program and with the regional benefits associated with urban projects.

5.53 In addition to recording the basis for grant approval decisions, the
CGGs require that Ministers provide an annual report to the Finance Minister
by 31 March of each year outlining all instances for the preceding calendar
year where they had awarded a grant that the agency had recommended be
rejected. Regional Australia’s advice had outlined that the approval of any
projects other than the 25 projects that had been included by the panel in the
Recommended for Funding category would require reporting to the Finance
Minister. There were 14 such projects. However, the report for the 2011
calendar year prepared by Regional Australia and sent by the Minister to the
Finance Minister in February 2012 in relation to the approval of grants that the
agency advice had recommended be rejected did not identify any such

2! In this context, there was not a strong and consistent correlation between the projects approved for

funding and the documented assessment of applications against the published assessment criteria. Of
particular note in this respect was that the 13 applications that were approved from within the ‘Suitable
for Funding—Priority One’ list (but not recommended for funding) included five projects where the
information provided by Regional Australia to the Minister had outlined significant shortcomings in the
application when assessed against the published criteria, whereas other applications that were not
approved had been assessed as better meeting the published selection criteria.
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decisions as having been taken. In July 2012, Regional Australia advised
ANADO that it has prepared a brief to the Minister, and draft correspondence
from the Minister to the Finance Minister, reporting these 14 decisions.
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6. Funding Distribution, Feedback to
Applicants and Signing of Funding
Agreements

This chapter provides an overview of the outcome of the first RDAF funding round in
relation to the distribution of funding, the provision of feedback to applicants and the
development and signing of funding agreements with the successful applicants.

Background

6.1 Through the first RDAF funding round, a total of $149.65 million was
awarded to 35 applications. The ANAO examined the distribution of funding,
the development and signing of funding agreements!'?? and the provision of
feedback to unsuccessful applicants.

Funding provided to regional Australia

6.2 The Government agreed to deliver a stronger governance and
accountability framework for regional Australia in its agreement with the
Independent Members for New England and Lyne. Accordingly, the 2011-12
Budget Papers included some information on government spending in
regional Australia, based on existing systems, definitions and available data.'?®

6.3 Improvements to the reporting of regional expenditure were reflected
in the 2012-13 Budget, through the introduction of a refined spatial reporting
framework.!? In particular, spatial reporting in the 2012-13 Budget Papers was
based on a common classification of regional Australia. In this respect, regional
Australia was defined as being all of Australia except for areas classified as
major cities under the Australian Bureau of Statistics Australian Standard
Geographic Classification Remoteness Structure.

22 The audit did not examine Regional Australia’s oversight of the delivery of funded projects.

'3 Statement by The Honourable Simon Crean MP, Minister for Regional Australia, Regional Development

and Local Government, Investing in Regional Australia, 10 May 2011, pp. 149-150.

124 Statement by The Honourable Simon Crean MP, Minister for Regional Australia, Regional Development

and Local Government, Minister for the Arts, Stronger Regions, Stronger Nation, 8 May 2012, p. 226.
Spatial reporting is about capturing and reporting Government’s expenditure by geographical location.
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Funding distribution

6.4 In designing the RDAF program it was decided that eligibility for
funding should not be restricted to projects located in, or that benefit, regional
Australia. This was reflected in the published program guidelines not
excluding from eligibility any applications that related to areas other than
regional Australia.'® Nevertheless, the program guidelines provided that the
panel could consider the distribution of funding in making its
recommendations, including by: ‘population by state; each state and territories’
GDP; and the Australian Government’s commitment to support recovery and
reconstruction of disaster affected areas in regional Australia’.

6.5 In this context, the letter from the chair of the panel to the Minister
outlining the panel’s funding recommendations noted that:

Recognising that eligibility for funding from the RDAF program was not
limited to country areas only, there are five projects in the Recommended for
Funding list that are urban, as opposed to peri-urban'® or regional.'?”

6.6 In addition, the covering brief from Regional Australia advised the
Minister that discussions with other departments around the definition of
regional Australia for the 2012-13 Budget had indicated that the definition of
regional Australia would be likely to exclude capital cities, except for Darwin
and Hobart. As noted at paragraph 6.3, the definition adopted was a narrower
definition of regional Australia.

6.7 Against this background, Table 6.1 summarises ANAQO's analysis of the
spatial distribution of funding for the first RDAF funding round. It illustrates
that:

% Since September 2010, under the grants administration framework, graduated approval arrangements
have been in place for grant program guidelines, based on agency assessments of the program risk.
Guidelines for programs (such as RDAF) assessed as representing a low risk may be approved by the
portfolio Minister, unless the Finance Minister asks that they be referred to the Expenditure Review
Committee (ERC) of Cabinet for consideration. The guidelines for the first RDAF funding round were
referred to the ERC due to sensitivities about the guidelines being drafted in a way that did not restrict
funding eligibility to regional Australia. The draft guidelines were approved by ERC.

6 That is, projects located on the perimeter of urban areas.

27 Of those five projects, three were not approved for funding with the Minister recording that this was

because he considered they involved insufficient broader regional benefits or impact. These were the
applications in the Recommended for Funding category that were ranked 13", 14™ and 25™.
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J there was no difference in the rate at which applications from regional
Australia and major cities were assessed as eligible, further
emphasising that the program guidelines did not include any eligibility
criteria relating to the location of projects;

. in relative terms, the funding recommendations of the panel involved a
greater proportion of funding (both in terms of application numbers
and the amount of funding recommended for approval) being
recommended for projects located in major cities compared with the
proportion of eligible applications that related to major cities. In this
respect, the panel chair’'s funding recommendation letter to the
Minister suggested that the Minister needed to ensure he was
‘comfortable with the geographic spread of projects‘; and

. the proportion of projects located in regional Australia approved for
funding by the Minister was consistent (both in terms of the number of
applications, and the quantum of approved funding) with the number
of applications assessed as eligible. Of note in this respect, compared
with the panel’s recommendations, was that:

- each of the four applications that the panel had recommended
be funded but which the Minister did not approve for funding
was located in a major city; and

- 12 of the 14 applications (86 per cent) that had not been
recommended for funding by the panel but which were,
nevertheless, approved by the Minister'”® were located in
regional Australia.

128 See further at paragraph 5.16.
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Table 6.1

Spatial distribution of funding: applications received, assessed as
eligible, recommended for funding and approved for funding.

Regional Australia

# (%)

$m (%)

Major cities

# (%)

553 applications received 428 (77) 1413 (69) 125 (23) 642 (31)
204 applications assessed as 149 (73) 559 (68) 55 (27) 259 (32)
eligible

25 applications recommended 15 (60) 73 (54) 10 (40) 62 (46)
for funding

35 applications approved for 27 (77) 111 (74) 8 (23) 38 (26)
funding

Source: ANAO analysis of Regional Australia and Australian Bureau of Statistics data.

6.8 As outlined in Table 6.1, around one-quarter of funded projects were

located in major cities rather than regional Australia. However, with one
exception, each of the relevant applications was assessed by Regional Australia
as being Well Developed against at least one of the assessment criteria that
specifically related to benefits to regional Australia.'?

Electorate distribution

6.9 As previously discussed, since January 2009 Ministers who are
Members of the House of Representatives have been required to report to the
Finance Minister each instance in which they approve a grant in their own
electorate, but none of the 35 approved grants (or, in fact, any of the
applications) under the first round of RDAF were located within the
responsible Minister’s electorate of Hotham. Accordingly, no reporting to the
Finance Minister was required.

6.10 However, as outlined in a recent ANAO performance audit on the
grant reporting obligations'*’, where audit reports or public commentary has
raised questions about the political distribution of grant funding, the concerns
raised have generally related to a wider issue than grants approved by a
Minister in his/her own electorate. Specifically, the concern has more often

2 These were criteria 2A, 2B and 5, which are described in Table 3.4.

30 ANAO Audit Report No.21 2011-12, op. cit., p.91.
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been whether the total distribution of approved grants under a particular
program has favoured the party in government, rather than just the electorate
of the particular Minister who was making the decisions.

6.11  Against this background, RDAF projects were required to specify an
electorate in which the project was located at the time of application. However,
while the information provided to the panel and, subsequently, the Minister
identified the location of each project as well as the relevant RDA committee,
the Federal electorate in which the project was located was not provided. In
this respect, in July 2012, Regional Australia advised ANAO that:

At no time during the assessment process, panel discussions or in advice to the
Minister, was any analysis or discussion about electorates undertaken. The
request for advice on electorate was included in the application form for
consistency with previous grant application forms, and for use in databases.

6.12  Following the 2010 election, the majority of seats in rural electorates
came to be held by one of the Coalition parties, with most metropolitan and
provincial seats held by the Australian Labor Party (ALP). In this context, the
majority of the 553 applications received were submitted by proponents
located in Coalition-held electorates, with such applications also forming the
majority of the 204 applications assessed as eligible to be considered for
funding.

6.13  As illustrated by Table 6.2, applications located in an electorate held by
the ALP were more successful (both in terms of the number of applications
approved®!, and the quantum of funding awarded) in being awarded funding
than those located in an electorate held by the Coalition parties or Independent
Members. In large part, this outcome was a result of eligible applications
located in ALP-held electorates being more highly represented in the
applications that the panel recommended be approved for funding. In this
respect:

. of the four projects the panel recommended be approved for funding
but which the Minister did not approve (each of which was located in a

B The approval rate for eligible applications located in an ALP-held electorate was 22.2 per cent, more

than 54 per cent higher than the approval rate for eligible applications located in a Coalition-held
electorate.
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major city), three were located in electorates held with a Safe margin'®
by the ALP and one was located in a Marginal electorate held by the
Coalition;

. both of the applications located in major cities that had not been
recommended for funding by the panel but which were, nevertheless,
approved by the Minister were located in electorates held by the ALP
with a Safe margin; and

. of 12 applications located in regional Australia that had not been
recommended for funding by the panel but which were, nevertheless,
approved by the Minister:

- seven were located in Coalition-held electorates, five of which
were classified by the AEC as Safe, one as Fairly Safe and one as
Marginal;

- four were located in electorates held by the ALP, three of which
were classified by the AEC as Marginal and one was classified
as Safe; and

- one was located in an Independent-held seat, classified by the
AEC as Safe.

32 The Australian Electoral Commission (AEC) categorises the status of a House of Representatives seat

based upon the results at the most recent Federal election. Where a winning party receives less than 56
per cent of the vote, the seat is classified as 'marginal’, 56—60 per cent is classified as 'fairly safe' and
more than 60 per cent is considered 'safe’.
(Source:<http://results.aec.gov.au/15508/Website/HouseDivisionClassifications-15508-NAT.htm>
[accessed 30 May 2012]).
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Funding announcement and feedback to applicants

6.14 The Minister publicly announced the outcome of the first RDAF
funding round on 7 September 2011 —two days after approving the funding—
providing the details of all 35 successful projects simultaneously within a
single media release. This approach enables proponents to know the outcome
of their proposals as soon as possible so they can begin implementing their
projects or pursue alternative sources of funding.’® It also has the added
advantage of avoiding any perception that the timing of announcements is
being used for party-political purposes.!3*

Feedback to applicants

6.15 The provision of feedback to applicants has been emphasised by the
Joint Committee of Public Accounts and Audit as an important element of
grants administration practice.’®

6.16  Coinciding with the public announcement of round one projects, the
Minister signed letters to the successful applicants on 7 September 2011
advising them of the amount of funding approved and that Regional Australia
would be in contact shortly to discuss the funding agreement. Unsuccessful
applicants received an email on 7 September 2011 advising that their
application had not been successful, and that the department would provide a
letter over the coming days containing formal advice and feedback, as well as
details of how to obtain verbal feedback.

6.17 Applicants who submitted applications that had been assessed as
ineligible for funding were emailed letters providing formal advice and
written feedback over the period 14 to 16 September 2011. Regional Australia
had prepared nine standard paragraphs describing nine different reasons that

3 n this respect, the simultaneous announcement of all projects approved under the first RDAF funding

round represented an improvement from the approach used for the predecessor program, whereby the
approved projects under Strategic Projects Component of the RCLIP were publicly announced over the
course of the month following the funding decision being made.

34 A different approach was taken for round two of RDAF, whereby successful projects were announced on

a state-by-state basis. The announcements commenced on 4 June 2012 with the successful
Queensland-based projects and continued progressively until mid July 2012.

35 Joint Committee of Public Accounts and Audit, Report 423: Review of Auditor-General’s Reports Nos 39

2009-10 to 15 2010-11, Canberra, July 2011, p. viii.
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an application might be deemed ineligible. Each letter contained the phrase
‘reasons for the ineligibility of your application are:” followed by one or more
of the nine standard paragraphs. The standard paragraphs selected generally
corresponded with the reason/s recorded in other departmental records for the
application’s ineligibility. The most common discrepancy found by the ANAO
was that 11 of the 348 letters (three per cent) did not advise the applicant that
the reasons for ineligibility included failing to provide mandatory
documentation.

6.18 There were 169 applications that were assessed as eligible for funding
but were not approved for funding. In respect of 164 of these (97 per cent), the
applicants were emailed letters dated 19 September 2011 providing formal
advice that they had not been approved for funding, together with written
feedback on their application. The feedback was extracted from the comments
made by the panel on the decision slips'®* and, therefore, was tailored to each
application. The letters did not indicate whether the application had been
categorised as Suitable for Funding or Recommended for Funding by the
panel.

6.19 The remaining four out of the 169 applications were those that had
been recommended for funding by the panel but had not been approved for
funding by the Minister. The four applicants were emailed letters that had
been signed by a more senior departmental official on 30 September 2011. The
letters advised that the “project was highly regarded by the RDAF advisory
panel’, but did not inform the applicants that the panel had recommended the
application be awarded funding. The letters also contained feedback that was
consistent with the panel’s comments as recorded on the decision slips.

6.20 All of the letters advised unsuccessful applicants that they could
receive additional feedback by registering their interest in having a discussion
with the department. Feedback was provided via telephone conversations to
the 278 of the 434 organisations that submitted applications that were not
funded under the first round (64 per cent).

6.21  The provision of feedback to applicants following future RDAF funding
rounds could be improved by the departmental officers who provide the

% As discussed in paragraph 4.54, for each eligible application, the advisory panel recorded its overall
recommendation and comments on a document referred to as a ‘decision slip’.
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feedback being better informed about the panel’s assessment of each eligible
application. This information would be of particular value to applicants, given
it is the panel’s role to assess, rank and recommend eligible applications. For
the first funding round, the departmental officers providing feedback to
unsuccessful applicants had access to the outcome of Regional Australia’s
initial assessment of applications against the selection criteria, but not to the
scores awarded by the panel or to the specific comments made by the panel
during its deliberations. The departmental officers providing the feedback also
had access to the comments recorded by the panel on the decision slips but
these comments had already been provided to relevant applicants in their
letters of outcome. In addition, the decision slips for unsuccessful applicants
did not contain positive feedback or suggestions for improvement, as they
recorded the key reasons why the application had not been recommended for
funding.

6.22 In this context, there were instances where the handwritten notes taken
by departmental officers during the panel assessment meetings indicated that
the panel had given specific instructions for Regional Australia to provide
detailed feedback in relation to a number of applications. These included
requests to provide positive feedback or give advice on particular aspects of an
application that could be strengthened should the project be the subject of an
application to a later funding round. This detailed feedback was not made
available to the departmental officers conducting the verbal feedback sessions,
and so was not passed on to the applicants.'>”

Complaints

6.23 A complaints mechanism was also available to applicants and other
stakeholders. The complaints management procedures were published on the
RDAF page of Regional Australia’s website. There were six complaints lodged
in relation to the first RDAF funding round. Each was investigated by the
department and a response provided.

7 For example, the advisory panel made specific suggestions for improvement should one of the

applicants apply under a future round. The advisory panel were of the understanding that Regional
Australia would provide this feedback to the applicant. However, there is no reference to these
suggestions in the letter of outcome or in the department’s record of the verbal feedback given.
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6.24  Each complaint had been submitted by an applicant disputing the basis
for their application being deemed ineligible for funding. Regional Australia’s
investigations concluded that one of the applications was ineligible for the
reasons given by the department, one was ineligible for a different reason, and
four of the applications should have been assessed as eligible. No remedy was
offered to these four applicants on the basis that the round was competitive
and merit-based and had been concluded, and so there was no capacity for
applications to be reconsidered and funded. In this respect, had the amount of
funding awarded been in line with the panel’s recommendation that not all of
the $150 million be awarded (see paragraph 5.11), there would have been
capacity for these applications to have been assessed against the merit criteria
and considered by the panel as to whether they would have been categorised
as Recommended for Funding had they been included in the 204 eligible
applications provided to the panel for its consideration.!®

Feedback from applicants and other stakeholders

6.25 Following the completion of the first funding round, the Minister asked
the chair of the panel to review the round and provide advice on potential
improvements and refinements. As a result, the chair met with 83 stakeholders,
including applicants, representatives from 43 RDA committees, various local
government authorities, state and territory governments, peak bodies and not-
for-profit organisations. The meetings were held in Melbourne, Adelaide,
Perth, Sydney, Brisbane and Canberra. The chair sought suggestions that
would enhance the program and make it more user-friendly, clearer and
simpler for applicants, and less resource intensive.

6.26  The chair wrote to the Minister on 23 September 2011 providing an
overview of the key issues and themes that emerged, as well as his own
recommendations on potential improvements that could be made to RDAF.*

138 By way of comparison, under the National Solar Schools Program administered by the Department of

Climate Change and Energy Efficiency, a small proportion of funding available in each competitive round
is set aside to cover the cost of any successful appeals. See further in ANAO Audit Report No. 39 2011—
12, Management of the National Solar Schools Program, Canberra, 7 June 2012.

139 According to the letter from the chair, stakeholders appreciated that they were being asked for their input

about how to make the RDAF program as effective as it can be in achieving strong regional outcomes.
The chair considered that ‘there is merit in following a similar process at the end of each round to ensure
that the program continues to meet the needs of regional Australia and to harness the best ideas and
feedback from those who are directly experienced in the process of applying for funding for the program’.
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According to this letter, the overarching messages from stakeholders were the
need for:

. a stronger role for RDA committees in the program;

J greater clarity of the objectives and outcomes of the RDAF program;

. a reduction in the compliance burden;

. rounds to be open to applications for longer, to allow applicants and

RDA committees more time;

. earlier notification to applicants of their eligibility, particularly their
ineligibility;
J clarification of ‘region’ given stakeholders expressed some confusion

about whether proponents in metropolitan centres (particularly capital
cities) were eligible for the program;

J clarification of the approach to applications for projects that deliver
benefits on a national or state/territory basis;

. encouraging the development of innovative and creative solutions to
local issues and priorities;

o Regional Organisations of Councils, commercial arms of local councils
(such as water or gas authorities) and universities to be considered
eligible organisations; and

o continuation of generalist rounds, though views were mixed with a
minority of stakeholders supporting the introduction of themed
rounds.

6.27  Stakeholders were also invited to complete a survey form that was
available from the Regional Australia website for two weeks from 12 to
23 September 2011. The website advised that ‘an overview of comments
received from stakeholders will be available from this website, for the
information of respondents and potential applicants’. While an overview of the
comments received has not been published, an analysis of the responses was
undertaken by Regional Australia. In addition, a list of the key points made in
the survey responses was included in the letter from the chair to the Minister.

6.28 Regional Australia received 52 responses to the survey. According to
Regional Australia’s analysis, responses to the survey question ‘were the
RDAF guidelines easy to understand?” were evenly divided, with 40.5 per cent
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answering in the positive and 40.5 per cent in the negative (the remaining
19 per cent did not provide a direct response). The most frequent comments
were about clarifying one or more definitions, the need to provide templates
and guidance for all mandatory documents, and that too much information
with too great a level of detail was required from applicants.

6.29 Regional Australia’s analysis concluded that technical difficulties with
uploading applications together with attachments were by far the most acutely
felt lodgement issue by the applicants. More than half the pool of respondents
(54 per cent) responded in the negative to the question ‘was the application
process easy to understand and complete?” Around 21 per cent of respondents
replied in the positive, while the perspective of the remaining 25 per cent of
respondents could not be ascertained from the survey response. Similarly,
54 per cent of respondents felt that the application process could be improved.
The most frequently raised issues with the application form were: repetitive
requests for the same information; poor and often ambiguous wording and
errors; as well as unexpected and frustrating word limit in the form’s fields.

6.30 A survey question about whether the assessment process was easy to
follow attracted the highest proportion of unattributed responses (42 per cent).
Positive responses were received from 37 per cent of respondents; with
21 per cent indicating that they did not have a good understanding of the
assessment process. In its analysis of the survey responses, Regional Australia
noted that the issue of transparency and effectiveness of the assessment
process attracted a wide range of suggestions and comments.

Negotiation and signing of funding agreements

6.31 The program guidelines for the first funding round of RDAF advised
that successful applicants should enter into a funding agreement within
16 weeks of the project being approved by the Minister. The program
guidelines anticipated that projects would be approved by the Minister in July
2011 and accordingly, by extension, all funding agreements would be in place
in November 2011. The actual date of approval by the Minister was
5 September 2011, making the target date for having all funding agreements
executed 25 December 2011. The 16-week timeframe was achieved for only six
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of the 35 projects approved. Table 6.3 provides a breakdown of when the
funding agreements were signed.'*

Table 6.3

Period in which funding agreements were signed on behalf of the
Commonwealth

Month agreement signed Number of agreements signed ‘
December 2011 6
January 2012 8
February 2012 12
March 2012 6
April 2012 2
May 2012 1

Source: ANAO analysis of Regional Australia records

Payment arrangements

6.32  Paying a proportion of approved funding in advance upon execution of
the funding agreement was a practice that had been commonly adopted by the
former Department of Infrastructure, Transport, Regional Development and
Local Government (DITRDLG) across a range of grant programs audited by
ANAO. More recently, in the 2010-11 performance audit of the Better Regions
Program, ANAO observed a substantially more robust approach had been
adopted by Regional Australia, with no instances where a payment was based
on signing the funding agreement.'*!

6.33  The documented internal procedures relating to the funding agreement
negotiations for RDAF originally advised officers that they should not
structure funding agreements to include upfront payments on execution unless
the withholding of funds would compromise the start up of the project. This
approach reflected better practice, whereby payments should only be made in

" n developing the funding agreements with each successful applicant, Regional Australia had procedures

in place to identify which risks identified during the assessment process could be mitigated prior to a
funding agreement being signed, and which risks required management through the terms of the funding
agreement.

' ANAO Audit Report No.24 201011, The Design and Administration of the Better Regions Program,
Canberra, 27 January 2011, pp. 103-104.
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advance where there is a demonstrated net benefit in doing so.'®? However, the
RDAF procedures were changed on 7 November 2011 to introduce a fixed
upfront payment on execution of the funding agreement. As a result, for all but
one of projects funded under the first round, the funding agreement provided
an upfront payment of 15 per cent of the total grant amount irrespective of
individual projects” cash flow needs.!#?

6.34  The RDAF funding strategy also involved reserving 10 per cent of the
grant value for the final payment to be paid in arrears. Withholding a
proportion of the grant value until the recipient has completed and acquitted
the project is better practice as it provides an incentive for funding recipients to
comply with all obligations set down in the funding agreement.!* For the
remaining 75 per cent of the RDAF grant amounts, the timing and number of
payments were determined on a case-by-case basis in negotiation with the
recipient, and were subject to the achievement of specified milestones.

Partner contributions

6.35 One of the stated aims of RDAF is to leverage state, Commonwealth,
local government and private investments for the long-term benefit of
communities. This aim was reflected in the eligibility criteria for the first round
requiring co-funding (that is, partner contributions) for all projects, except in
extenuating circumstances. It was also reflected in the assessment criteria,
whereby criterion one was “‘Extent to which the project leverages funding from
a variety of sources’. Accordingly, applicants were required to specify the
value, nature and source of any partner contributions to the project. They were
also required to specify the value of the project.

6.36 As part of the funding agreement negotiations, Regional Australia
reviewed the partnership contributions with the successful applicants. At
times this led to figures being changed, such as when ineligible partner
contributions or calculation errors were identified. It also resulted in figures
being updated, given the period of time that had elapsed between the
submission of applications and the negotiation of contracts. The outcome was

2 A discussion of advanced payments can be found in the Better Practice Guide, op. cit., pp.92-93.

3 One funding agreement provided for an upfront payment of 10 per cent.

%4 ANAO Better Practice Guide, op. cit., p. 93
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that 18 of the 35funding agreements contained different partnership
contributions than had been specified in the original application and, therefore,
than had been advised to the advisory panel and to the Minister.

6.37 As part of the funding agreement clearance process, a minute was
provided to the RDAF Program Manager that outlined key issues in the
drafting and negotiation of the funding agreement. There was no mention
made in any of the clearance minutes of there being a difference between the
partner contributions as specified in the applications and those specified in the
funding agreements. Accordingly, there is no formal record explaining the
reason for the differences evident in 18 of the funding agreements. Regional
Australia also did not brief the Minister, in his role as decision-maker, on
instances where the partnership contributions in the funding agreement were
inconsistent with the figures set out in the project approval brief. In the
nine instances where the partner funding in the funding agreement is less than
that advised to the Minister when he approved funding (under FMA
Regulation 9), there has been a breach by the department of FMA Regulation
8‘145

6.38 As the terms of the funding agreement used the value of the
partnership contribution to calculate the project value, the revisions to
partnership contributions had the flow on effect of changing the estimated
project value.

6.39  According to the information published on Regional Australia’s
website, the combined total value of the 35 successful projects is $418 million,
of which $149.57 million is funded by RDAF and (by extension) $268.43 million
is contributed by other sources. Based on these figures, for every $1 of RDAF
funding there was $1.79 from other sources. However, from the figures
contained in the signed funding agreements, RDAF funding totalled
$149.2 million and the partner contributions totalled $247.8 million. Therefore,
according to the funding agreements, for every $1 of RDAF funding there was

S EMA Regulation 8 provides that a contract, agreement or other arrangement under which public money

is payable or may become payable must not be entered into unless a spending proposal has been
approved under FMA Regulation 9. As outlined in ANAO’s audit of the Regional Partnership program,
this obligation requires that the funding agreement be consistent with the terms of the grant spending
proposal approved by the relevant Minister. An example of non-compliance identified in that earlier audit
report related to circumstances where the partner funding arrangements specified in the funding
agreement differed from those approved by the Minister.

ANAO Audit Report No.3 2012-13
The Design and Conduct of the First Application Round
for the Regional Development Australia Fund

124



Funding Distribution, Feedback to Applicants
and Signing of Funding Agreements

$1.66 contributed by other sources. The Minister has publicly stated on several
occasions that the $150 million in RDAF funding available under round one
leveraged'#* funding on a multiple of about three times that amount. However,
the available data indicates a lower ratio of partner funding was achieved.!¥
This situation underlines the importance of the department providing the
Minister with an update on any changes to partner funding arrangements.

Conclusions

6.40 Most of the funding awarded under the first RDAF funding round
related to projects located in regional Australia.!*® However, projects located in
major cities were eligible to apply for funding and, accordingly, eight of the
projects approved were located in major cities. The proportion of projects
located in regional Australia that were approved for funding was consistent
(both in terms of the number of applications and the quantum of funding) with
the proportion of applications received.

6.41 In terms of electoral distribution, applications for projects located in an
electorate held by the ALP were more successful (both in terms of the number
of applications approved and the quantum of funding approved) than those
for projects located in an electorate held by the Coalition parties or
Independent Members. In large part, this outcome was a result of projects
located in ALP-held electorates being more highly represented in the panel’s
funding recommendations to the Minister.

6.42 The details of all 35 projects funded under the first round were
published within a single media release on 7 September 2011, which was two
days after the grants were approved. This approach avoided any perception
that the timing of announcements was being used for party-political purposes.

8 The phrase ‘leveraged funding’ involves a causal relationship between the awarding of the RDAF grant
and the provision of contributions by other sources. Such a causal relationship does not exist in respect
of some of the partner contributions listed in the funding agreements. In particular, for the RDAF
program, partner contributions sourced and spent before the application for RDAF funding was submitted
do not involve the RDAF program leveraging contributions from project partners.

" Similarly, the Minister has publicly stated that the $200 million in funding available under the second

round of RDAF leveraged funding in the order of a multiple of four. According to Regional Australia
advice, the total value of the round two projects was $780 million, of which $199.8 million was provided
under RDAF and, by extension, $580.2 was contributed by other partners. Therefore, for every $1 of
RDAF funding there was $2.90 in partner funding.

8 According to definitions published by the Australian Bureau of Statistics.

ANAO Audit Report No.3 2012-13
The Design and Conduct of the First Application Round
for the Regional Development Australia Fund

125



It also allowed applicants to seek alternative funding sources as soon as
possible where their application was unsuccessful, or to proceed toward
project implementation where they were successful. However, there were
subsequent delays with program implementation as a result of delays with the
finalisation and signing of funding agreements with a significant number of
the successful applicants. The funding agreements were signed over the period
13 December 2011 to 23 May 2012.

6.43 During the funding agreement negotiations, the partnership
contributions were reviewed. The result was that the value of the partnership
contributions differed from that specified in the application, and in subsequent
advice to the advisory panel and the Minister, for 18 of the projects. Based on
the signed funding agreements, RDAF funding totalled $149.2 million and the
partner contributions totalled $247.8 million. Therefore, for every $1 of RDAF
funding there was $1.66 contributed by other sources.

6.44 All unsuccessful applicants were given written feedback on their
application and offered the opportunity to obtain more detailed verbal
feedback. There was also an opportunity for stakeholders to provide both
verbal and written feedback to Regional Australia and the panel on their
experiences with round one. The feedback received was used to inform the
design of the second round.

== z=

Ian McPhee Canberra ACT
Auditor-General 19 September 2012
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- Australian Government

Department of Regional Australia,
Local Government, Arts and Sport

Secretary

alian National Audit Office
19 National Circuit
BARTON ACT 2601

Dear Ms Cass

Proposed Audit Report on the Design and Conduct of the First Application Round for the
Regional Development Australia Fund

Thank you for your letter of 8 August 2012 and enclosed copy of the Australian National Audit Office’s
(ANAQ) proposed audit report on the Design and Conduct of the First Application Round for the Regional
Development Australia Fund (RDAF). | am writing to formally respond to the ANAQ's draft audit report,
including providing the Department of Regional Australia, Local Government, Arts and Sport's responses to
each of the three recommendations.

The Department of Regional Australia, Local Government, Arts and Sport has adopted a continuous
improvement approach to the management of its grants programs. As such, | appreciate the ANAQO's
acknowledgement that the Department has effectively managed the design and implementation of the first
round of RDAF, and that the Department has invested resources into analysing previous ANAQ reports to
improve the design and delivery of the program. | also appreciate the ANAO's confirmation that a sound
grants administration framework is in place, which supports both the achievement of program outcomes and
decision-making processes that satisfy the requirements of grants management legislation.

The Department notes that it conducts its own review of programs at the conclusion of each round, and has
incorporated the findings of those reviews in the design and delivery of RDAF. In addition, the Department
has sought to implement the recommendations from previous ANAO reports in the establishment and
delivery of Round One of RDAF. The Department has used early advice from the ANAQ on Round One to
improve and refine the delivery of Round Two. Recommendations in this Audit Report will be adopted in
Round Three and subsequent rounds.

The Department of Regional Australia, Local Government, Arts and Sport provides the following response to
the ANAQ's recommendations, as set out in the audit report.

GPO Box 803 Canberra ACT 2601 Australia ¢ Telephone: 6210 6900« Website: www.regional.gov.au
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Recommendation 1. To provide a more efficient and effective means of differentiating between eligible
applications in terms of their overall claims against the published assessment criteria, ANAO
recommends that the Department of Regional Australia, Local Government, Arts and Sport, in
consultation with the Regional Development Australia Fund Advisory Panel, adopt a number rating scale
for the merit assessment stage of future funding rounds.

Department Response: Agreed. The Department of Regional Australia, Local Government, Arts and
Sport will discuss options to adopt a rating scale which provides differentiation between eligible
applications with the Regional Development Australia Fund Advisory Panel.

Recommendation 2: In designing and administering grant programs, ANAO recommends that the
Department of Regional Australia, Local Government, Arts and Sport clearly outline to decision-makers
the basis on which it has been assessed whether each application represents value for money in the
context of the published program guidelines and program objectives.

Department Response: Agreed. The Department of Regional Australia, Local Government, Arts and
Sport notes that confirmation of value-for-money was included in the Application Overview provided to
members of the Regional Development Australia Fund Advisory Panel in Round Two.

Recommendation 3: ANAO recommends that, consistent with the key principles for grants
administration outlines in the Commonwealth Grant Guidelines, the Department of Regional Australia,
Local Government, Arts and Sport improve the documentation provided to the Minister in respect to the
assessment of individual eligible applications against the published criteria to promoted a clear alignment
between these assessments and the order of merit for funding recommendations.

Department Response: Agreed. The Department of Regional Australia, Local Government, Arts and
Sport's continuous improvement process will facilitate the review and enhancement of documentation
provided to the Minister to ensure that the outcomes of the assessment align with the order of merit for
funding recommendations.

| wish to convey my thanks to officers of the ANAO for the professional manner in which they conducted the
audit, including their willingness to review feedback from the Department on the Issues Paper and to reflect
that feedback in the draft report.

Yours sincerely

: /.&7/

lenys Beauchamp

4 September 2012
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Appendix 3:

Eligible projects located in the Geelong
region: panel’s ratings against the criteria,
panel’s ranking and Minister’s funding

decisions

City of

Greater

Geelong

Housing
Industry

Assessment criteria

Geelong

Karingal Inc

Football Club

Association

Leveraging funding Well Well Developed Developed
from a variety of Developed Developed
sources
Contributing to and Well Not Applicable | Developed Developed
sustaining regional Developed
economic growth1
Provision of Well Well Developed Developed
community benefits Developed Developed
Sustainability and Developed Well Developed
ongoing viability Developed
Demonstrated capacity | Developed Well Developed
to implement and Developed
maintain the project
Supporting services to | Not Applicable | Well Well Developed
regional communities? Developed Developed
Category and ranking
Category and ranking Ranked 3" of Highest ranked | One of 41 in Not
assigned by the 25in the of 39 in the Band 3 of the Recommended
advisory panel Recommended | Suitable for Suitable for for Funding
for Funding Funding — Funding —
category Priority One Priority Two
category category
Funding decision
Funding decision Approved Not Approved Approved Not Approved

made by the Minister

Source:

Note 1:

ANAO analysis of Regional Australia data.

economic growth’ and ‘provision of community benefits’ criteria.

Note 2:
not-for-profit applicants.

Applicants could choose to address one or both of the ‘contributing to and sustaining regional

The ‘supporting regional services to regional communities’ criterion was only applicable to
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Index

A

Applications, 14-15
form, 20, 47, 52, 117, 125
funding rounds, 13, 19, 36-38
ineligible, 51
submission process, 20, 43—46, 53
Assessment

assessment criteria, 17, 18, 19, 21, 22, 25,
35, 40, 59-63, 67, 70, 81, 82, 87, 88, 101,
103, 106, 111

department’s assessment, 21, 55-67, 72-74,
81

eligibility, 53, 54

method and scale, 60-62, 68

panel's assessment, 74—-80, 94

risk assessment, 44, 55-57, 69, 72, 88, 97
selection criteria. See assessment criteria

value for money, 17, 63-67, 69

B

Bike Paths Component of the Local Jobs Stream
of the Jobs Fund, 92

C

Commonwealth Grant Guidelines, 14, 16, 19,
30, 36, 43, 46, 59, 63, 64, 83, 85, 89, 91, 93,
105, 108, 111

Complaints, 122

D

Department of Finance and Deregulation, 39,
100

E
Eligibility

assessment. See Assessment
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eligibility criteria, 43, 46-50, 53

F

Feedback
from stakeholders, 122-25
to applicants, 120-22

Financial Management and Accountability Act
1997, 38

Financial Management and Accountability
Regulations 1997, 16, 36, 39, 64, 91, 93, 96,
99, 101, 106, 128

Funding
announcement, 15, 120
distribution, 103, 105, 111, 113-18

Funding agreements, 125-29

J

Joint Committee of Public Accounts and Audit,
39,92

L

Leveraged funding. See Partner funding

M

Minister for Finance and Deregulation, 18, 26,
96

reporting to, 101, 107-9, 111, 116

Minister for Regional Australia, 36, 66, 93, 102—
3

basis for funding decisions, 99—-106

departmental advice, 102, 105, 108, 114,
128

funding decisions, 25, 97-98

P

Partner funding, 27,97, 104, 111, 127-29
Program guidelines, 55, 59, 64, 69, 94



R RDAF secretariat, 35, 72, 75, 77, 85-87
RDA committees. 58-59 responsibilities, 70-72, 87

RDAF advisory panel, 14, 17, 21, 22-23, 27, 36, Recommendations for funding, 93-37

37, 38, 51, 52, 57, 58, 60, 62, 63, 66, 102, brief to the Minister, 17, 66, 71, 81, 95-97,
103, 104, 107, 108, 109, 110, 111, 112, 114, 97,98

115,117,121, 122,123,128, 130 . "
Regional and Local Communities Infrastructure

meeting minutes, 86—87, 89 Program, 92

order of merit, 17, 18, 22, 23,71, 75, 77, 82—
83, 86, 88, 94, 98, 105
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Series Titles

ANAO Audit Report No.1 2012-13
Administration of the Renewable Energy Demonstration Program
Department of Resources, Energy and Tourism

ANAO Audit Report No.2 2012-13
Administration of the Regional Backbone Blackspots Program
Department of Broadband, Communications and the Digital Economy
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Current Better Practice Guides

The following Better Practice Guides are available on the ANAO website.

Public Sector Environmental Management Apr 2012

Developing and Managing Contracts — Feb 2012
Getting the right outcome, achieving value for money

Public Sector Audit Committees Aug 2011

Human Resource Information Systems Mar 2011

Risks and Controls

Fraud Control in Australian Government Entities Mar 2011
Strategic and Operational Management of Assets by Public Sector Sept 2010
Entities —

Delivering agreed outcomes through an efficient and optimal

asset base
Implementing Better Practice Grants Administration Jun 2010
Planning and Approving Projects — Jun 2010

an Executive Perspective

Innovation in the Public Sector — Jun 2009
Enabling Better Performance, Driving New Directions

SAP ECC 6.0 — Dec 2009
Security and Control

Preparation of Financial Statements by Public Sector Entities Jun 2009

Business Continuity Management — Jun 2009

Building resilience in public sector entities

Developing and Managing Internal Budgets Jun 2008
Agency Management of Parliamentary Workflow May 2008
Public Sector Internal Audit — Sep 2007

An Investment in Assurance and Business Improvement
Fairness and Transparency in Purchasing Decisions — Aug 2007
Probity in Australian Government Procurement

Administering Regulation Mar 2007
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Implementation of Programme and Policy Initiatives — Oct 2006

Making implementation matter
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