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Australian National

Audit Office

Canberra ACT
20 September 2016

Dear Mr President
Dear Mr Speaker

The Australian National Audit Office has undertaken an independent performance audit
in the Department of Agriculture and Water Resources and the Department of the Prime
Minister and Cabinet titled Design and Monitoring of the Rural Research and
Development for Profit Programme. The audit was conducted in accordance with the
authority contained in the Auditor-General Act 1997. Pursuant to Senate Standing Order
166 relating to the presentation of documents when the Senate is not sitting, | present
the report of this audit to the Parliament.

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

Yours sincerely

(. A e

Grant Hehir
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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Summary and recommendations

Background

1. The Rural Research and Development (R&D) for Profit Programme is a competitive grants
programme administered by the Department of Agriculture and Water Resources. The
programme implements a 2013 federal election commitment from the then Opposition, and was
initially funded for $100 million over four years (from 2014—15 to 2017-18). In July 2015, as part
of the Agricultural Competitiveness White Paper, the Government announced an extension of the
programme by four years (through to 2021-22) and an additional $100 million in programme
funding.1 The programme aims to realise productivity and profitability improvements for primary
producers by:

° generating knowledge, technologies, products or processes that benefit primary
producers;
° strengthening pathways to extend the results of rural R&D, including understanding the

barriers to adoption; and

° establishing and fostering industry and research collaborations that form the basis of
ongoing innovation and growth of Australian agriculture.

2. The Rural R&D for Profit Programme is open to the 15 Australian Rural Research and
Development Corporations (RDCs).? A condition of funding is that the RDCs must partner with
other researchers, and the RDCs and/or partners must provide cash co-contributions to their
project. As at September 2016, two rounds of the programme had been completed, with a total
of $78.9 million in Australian Government funding approved for 29 R&D projects. The RDCs and
their partners have committed to provide $54.7 million cash and $54.5 million in-kind
contributions to the funded projects.

Audit approach

3. The objective of the audit was to assess the effectiveness of the design process for the
Rural R&D for Profit Programme, including performance measurement and reporting
arrangements. To form a conclusion against the audit objective, the ANAO adopted the
following high level audit criteria:

° Did the department establish an appropriate design process to support the achievement
of the Government’s policy objectives?

° Did the department establish sound performance measurement, reporting and
evaluation arrangements?

1 The Agricultural Competitiveness White Paper was prepared by a Taskforce within the Department of the
Prime Minister and Cabinet.

2 RDCs were established to commission and manage R&D activities aimed at improving productivity,
profitability and long-term sustainability for Australia’s primary industries. The 15 RDCs cover the agriculture,
fisheries and forestry industries. Five of these RDCs are Commonwealth statutory entities with boards of
directors appointed by the Minister for Agriculture and Water Resources. The remaining 10 RDCs are
industry-owned companies.
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Conclusion

4, The Department of Agriculture and Water Resources’ selection of a competitive grants
delivery model for the Rural Research and Development (R&D) for Profit Programme—in favour of
existing mature funding arrangements—was not informed by an appropriately structured and
documented assessment of alternative delivery models. The absence of such an assessment
limited the department’s ability to demonstrate that the most appropriate model was selected.
There was also limited evidence to demonstrate the basis on which an additional $100 million in
funding (to be provided under the Agricultural Competitiveness White Paper) was allocated to the
programme. Further, the performance monitoring and reporting framework established for the
programme does not provide sufficient information about progress towards achievement of the
programme objectives. As a result, the department is not well positioned to determine the extent
to which the programme’s objectives have been met and to inform stakeholders, including the
Parliament, of programme achievements.

Supporting findings

5. Agriculture did not appropriately consider a range of delivery models for the
programme, particularly in light of its decision to recommend an alternative delivery model to
the established mature funding arrangements in place for the delivery of
Australian-Government funded rural R&D. A more robust assessment and documentation of the
options for programme delivery would have better assisted the Government to determine the
advantages, risks and costs of the proposed delivery model.

6. The department established a sound process to develop the more specific aspects of the
programme’s design and implementation, such as the research priorities and the eligibility and
assessment criteria. There was, however, scope for the department to have given greater
consideration to the impact of the programme’s co-contribution requirements.

7. The department did not consult external stakeholders regarding the development of a
delivery model for the programme. Once the delivery model had been determined, the
department conducted a range of engagement activities to develop the detailed design
parameters for the programme, particularly in relation to the research priorities and grant
guidelines. In response to the feedback obtained from stakeholder engagement activities, a
number of changes were made to elements of the programme design.

8. To date, the department has conducted two internal reviews and made a number of
adjustments to the programme’s implementation in response to review findings.

9. In the absence of data on the achievement of programme objectives, the department
and the Agricultural Competitiveness White Paper Taskforce drew on a range of available
information to support the recommendation to government to extend the Rural R&D for Profit
Programme. However, the basis on which key parameters for extension were determined—
including the additional funding of $100 million and four year extension—was not documented.

10. The project funding agreements established under the programme provide a sound basis
for the collection of data to inform performance measurement, reporting and evaluation
activities. To better position the department to monitor implementation and to undertake the
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Summary and recommendations

planned evaluations, there would be benefit in strengthening quality assurance processes to
ensure that the data provided by funding recipients is accurate, fit-for-purpose and comparable.

11. The current performance measurement and reporting arrangements for the programme
do not provide internal and external stakeholders with sufficient information about the extent
to which programme objectives are being achieved. The development of performance measures
that more clearly report on the progress towards the achievement of programme outcomes
would better inform stakeholders, including the Parliament, on the success (or otherwise) of the
programme.

12. The department developed an evaluation strategy early in the programme’s
implementation, with an evaluation of programme achievements planned for year four (2018)
and year eight (2022) of the programme. There is scope for the department to more clearly
outline its approach to measuring performance against all programme objectives.

Recommendations

Recommendation  The Department of Agriculture and Water Resources should ensure that
No.1 the design of new programmes is informed by an appropriate
Paragraph 2.6 assessment of costs, risks and benefits of alternative delivery models.

Department of Agriculture and Water Resources’ response: Agreed.

Recommendation  The Department of Agriculture and Water Resources should expand the

No.2 existing performance measures for the Rural R&D for Profit Programme,

Paragraph 3.18 and/or develop additional measurement tools, to better inform an
assessment of the achievement of (or progress towards) programme
objectives.

Department of Agriculture and Water Resources’ response: Agreed.

Summary of entity responses

13. The proposed audit report issued under section 19 of the Auditor-General Act 1997 was
provided to the Department of Agriculture and Water Resources and an extract of the proposed
report was provided to the Department of the Prime Minister and Cabinet. The Department of
Agriculture and Water Resources’ and the Department of the Prime Minister and Cabinet’s
summary responses are provided below, while their full responses are provided at Appendix 1.

Department of Agriculture and Water Resources

The Department of Agriculture and Water Resources (the department) considers the ANAQO’s
findings provide a basis for further improvements in developing new programmes and in
managing existing programmes.

The department is committed to improving the delivery of the Rural R&D for Profit Programme
and has already implemented a number of procedures to strengthen delivery.
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The department will consider the ANAQ’s suggestions for improvements to future rounds, such
as:

° improving documentation of the assessment process
° strengthening the performance measurement and evaluation of the programme
° improving the communication of programme and project outcomes.

Department of the Prime Minister and Cabinet

The Department of the Prime Minister and Cabinet (PM&C) considers that the proposed report

provides an accurate account of the Department’s involvement in the Rural R&D for Profit
Programme.

PM&C notes the audit finding and acknowledges the importance of effective record keeping
practices when short-term Taskforces are hosted in PM&C.
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Audit Findings
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1. Background

Introduction

1.1 Successive Australian governments have recognised that a key driver of agricultural
growth and improved productivity and competitiveness is the generation of new knowledge and
technology through rural research and development (R&D) activities. One of the primary
mechanisms through which rural R&D is funded and delivered in Australia is through the work of
Rural Research and Development Corporations (RDCs).?

Rural Research and Development Corporations

1.2 There are 15 rural RDCs in Australia, covering the agriculture, fisheries and forestry
industries. RDCs were established in the late 1980s to commission and manage R&D activities
aimed at improving productivity, profitability and long-term sustainability of Australia’s primary
industries.

1.3 The RDCs were initially established as government bodies. Since their establishment as
statutory entities in the late 1980s, a number of RDCs have become industry-owned companies.
The transformation to industry-owned companies was primarily undertaken to streamline existing
industry bodies and to provide flexibility for the provision of additional services to industry, such
as market development, access and promotion.* This has resulted in RDCs operating under
different legislative underpinnings.® Of the 15 RDCs, 10 are industry-owned companies and five
remain Commonwealth statutory entities (see Table 1.1).

Table 1.1: Australian Rural Research and Development Corporations

Commonwealth Statutory RDCs ‘

Australian Grape and Wine Authority (Wine Australia)

Cotton Research and Development Corporation

Fisheries Research and Development Corporation

Grains Research and Development Corporation

Rural Industries Research and Development Corporation

3 Other providers of rural R&D in Australia include the Commonwealth Scientific and Industrial Research
Organisation (CSIRO), Cooperative Research Centres; universities, Australian Government and state/territory
government funded research programs, and private/industry researchers.

4 Since 2013, statutory RDCs have also been able to undertake marketing activities where industry requests
such services and raises a marketing levy.

5 Productivity Commission, Rural Research and Development Corporations, February 2011, Commonwealth of
Australia, pp. 23-26. Available from: <www.pc.gov.au/inquiries/completed/rural-research/report/rural-
research.pdf> [accessed 18 August 2016].
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Industry RDCs ‘

Australian Egg Corporation Limited Dairy Australia Limited

Australian Livestock Export Corporation Limited Forest and Wood Products Australia
(LiveCorp)

Australian Meat Processor Corporation Horticulture Innovation Australia Limited
Australian Pork Limited Meat and Livestock Australia

Australian Wool Innovation Limited Sugar Research Australia Limited

Source: Department of Agriculture and Water Resources.

1.4 The RDCs are funded through industry levies, with matched funding provided by the
Australian Government (generally up to a limit of 0.5 per cent of each industry’s Gross Value of
Production). Agricultural levies and charges are imposed on primary producers by government, at
the request of industry, to collectively fund R&D, marketing, biosecurity and residue testing
programs. The Department of Agriculture and Water Resources (Agriculture) is responsible for the
collection, administration and disbursement of levies and charges on behalf of Australian
agricultural industries. Over recent years, the matched Australian Government funding for RDCs
has been around $250 million per annum.

1.5 The 15 RDCs are established in legislation and are also subject to either the Public
Governance, Performance and Accountability Act 2013 (statutory RDCs) or the Corporations
Act 2001 (industry-owned RDCs).®

1.6 Under the establishing legislation, there is a statutory funding agreement (generally
covering a four-year period) between each RDC and the Commonwealth (represented by
Agriculture) that outlines requirements for:

° corporate governance and reporting;

° strategic and operational planning, including identification of key research investment
priorities (statutory RDCs and five of the ten industry-owned RDCs must seek the
Minister for Agriculture and Water Resources’ endorsement of their strategic/research
plan, while the remaining industry-owned RDCs are required to consult with the Minister
on their strategic/research priorities’); and

° implementation of levy arrangements.

1.7 The requirements established under the statutory funding agreements, in particular the
requirement for RDCs to regularly engage with Agriculture and to seek the Minister’s
endorsement of their strategic plans, provide an important mechanism through which the
Australian Government can influence the rural R&D agenda, including the role of cross-sectoral
and public-good research.

6 The enabling legislation for the statutory RDCs is the Primary Industries Research and Development Act
1989—with the exception of Wine Australia, which is established in separate legislation as it also performs a
regulatory function. Each of the industry-owned RDCs is established under separate legislation.

7 As statutory funding agreements expire and are re-negotiated and agreed, the requirement for the Minister’s
or Commonwealth’s endorsement of the RDC'’s strategic plan is being introduced.
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Background

1.8 The 15 RDCs are members of the Council of Rural RDCs, which was established to provide a
forum for the organisations to discuss and work collaboratively on issues relevant to rural R&D.
The Council also aims to, among other things: support, encourage and facilitate continual
improvement in the delivery of efficient and effective services to rural industries and the
community, particularly with regard to research, development, technology transfer and adoption;
and represent and position the RDCs as participants in the rural innovation system.®

Establishment of the Rural R&D for Profit Programme

1.9 The establishment of a programme to provide $100 million in additional funding for RDCs
(above their levy and matched Australian Government income) was foreshadowed in the then
Opposition’s agriculture election policy in August 2013, as outlined below:

The Coalition’s Policy for a Competitive Agriculture Sector, August 2013 [extract]

Research and Development for Profit

The Coalition will invest $100 million in additional funding for Rural Research and
Development Corporations.

The Coalition’s funding boost will enable Rural Research and Development Corporations to
better deliver cutting edge technology, continue applied research, and focus on collaborative
innovation and extension.

Funding will be allocated to specific projects that openly enhance agricultural profitability,
level out competition and better leverage coordination and cooperation between
stakeholders. In conjunction with increased investment, the Coalition will work with research
and development organisations and levy payers to improve the collaboration on research and
to provide even better returns on investment.

Source: The Coalition’s Policy for a Competitive Agriculture Sector, August 2013, pp. 4-5.

Establishment and extension of the programme

1.10 Following the 2013 federal election (September 2013), the Government announced the
establishment of the Rural Research and Development (R&D) for Profit Programme, with
$100 million to be delivered over four years (2014-15 to 2017-18).° The programme is
administered by Agriculture.

1.11  In July 2015, an additional $100 million for the Rural R&D for Profit Programme and an
extension through to 2021-22 was announced in the Government’s Agricultural Competiveness
White Paper.™

8 Further information on the Council is available from its website at: <http://www.ruralrdc.com.au/> [accessed
18 August 2016].

9 Hon. Barnaby Joyce MP, Minister for Agriculture, Media Release: S100 million in agricultural R&D keeps Aussie
farmers at cutting edge, 13 May 2014.

10 Australian Government, Agricultural Competitiveness White Paper, July 2015, p. 12. Available from:
<http://agwhitepaper.agriculture.gov.au/> [accessed 18 August 2016].
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Programme objective

1.12 The objective of the Rural R&D for Profit Programme is to realise productivity and
profitability improvements for primary producers through:

° generating knowledge, technologies, products or processes that benefit primary
producers;
° strengthening pathways to extend the results of rural R&D, including understanding the

barriers to adoption; and

° establishing and fostering industry and research collaborations that form the basis for
ongoing innovation and growth of Australian agriculture.

Funding and delivery arrangements

Programme funding

1.13  The initial $100 million in programme funding to be delivered over four years (from
2014-15 to 2017-18) was announced in the 2014-15 Budget. Following the Agricultural
Competitiveness White Paper announcement regarding the extension of the Rural R&D for Profit
Programme, the 2015-16* and 2016-17 Budgets included additional funding for the
programme.*® The Government also announced as part of the 2016-17 Budget a reduction in
programme funding of $9.5 million in the 2016-17 financial year to direct funding to the National
Water Infrastructure Fund.

1.14 The department’s administrative costs to deliver the programme were included in the
initial $100 million allocation. The department was allocated $2.9 million for administrative
expenses over the first four years of the programme (2014-15 to 2017-18). These expenses
primarily comprise programme staff salaries (4.75 full-time equivalent staff) and a planned
evaluation in 2017-18." In addition to the department’s administrative expenses, the fees and
travel costs for Expert Panel members (totalling around $40 000 for each funding round) are also
sourced from the $100 million in programme funding.*®

1.15 When the funding reduction that was announced in the 2016-17 Budget and the
department’s administrative costs are taken into account, the funding that is available for grants
to RDCs and their partners over the life of the programme is around $187 million.

11  Rural R&D for Profit Programme website: <http://www.agriculture.gov.au/ag-farm-food/innovation/rural-
research-development-for-profit> [accessed 18 August 2016].

12 The additional funding was included in the Portfolio Additional Estimates Statements 2015-16 (published in
February 2016), as the White Paper announcement had occurred after the release of the 2015-16 Budget.

13 The 2015-16 Budget foreshadowed the expenditure of $25 million in 2018-19, and the 2016—17 Budget
foreshadowed the expenditure of a further $25 million in 2019-20.

14  Agriculture advised that the administrative expenses for the second tranche of the programme ($100 million
from 2018-19 to 2021-22) are yet to be determined.

15  For the two funding rounds conducted to September 2016, the department appointed an Independent Expert
Panel to undertake the merit assessment of grant applications. Information on the membership of the panel is
available on the programme website.
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Background

Competitive grants

1.16 The Rural R&D for Profit Programme is being delivered through a competitive grants
process. As at September 2016, two funding rounds had been completed. Grant funding under the
programme is only available to the 15 RDCs, with a condition of funding that the applicant RDC
must partner with one or more researchers, research agencies, other RDCs, businesses, producer
groups or not-for-profit organisations, to deliver a collaborative research project.

1.17 Under the programme, co-investment from the applicant RDCs and/or partner
organisations is also required. In the two funding rounds conducted to date, Australian
Government funding from the Rural R&D for Profit Programme was capped at 50 per cent of the
total project costs (grant, cash and in-kind contributions), and RDCs/partners were required to
provide a cash contribution, with the option of also providing in-kind contributions (as outlined in
Figure 1.1).*°

Figure 1.1: Co-investment requirements for the programme (cash and in-kind)

Proponent cash contribution
must comprise minimum 50%
of requested government

funding.
Australian
Government Australian
funding capped Government
at 50% of total funding

project costs.
Proponent in-kind
contribution
Round 1: Proponent in-kind
contributions must not exceed
50% of co-contributions.

Round 2: In kind contributions
unlimited, on the basis that
other co-investment
requirements are met.

Source: ANAO analysis of departmental information.

16  Department of Agriculture, Rural Research and Development for Profit programme: Round one applicant
guidelines, October 2014, p. 4.
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Funding outcomes

1.18 As at September 2016, 29 projects had been approved for funding under the two
completed funding rounds, with a total commitment of $78.9 million in Australian Government
funding (42 per cent of the available programme funding).’” An overview of the funding rounds
and the levels of Australian Government funding and cash and in-kind*® co-investment for funded
projects is provided in Table 1.2 and Figure 1.2.

Table 1.2: Grant funding rounds—applications and outcomes

Funding Applications Applications assessed Approved Funding outcomes

round received projects

Ineligible Merit
assessed

1 52 18° 34 12 | o $26.7 million approved in
Australian Government
funding

e Co-contributions from
funding recipients and/or
partners of $32 million
($17.5 million cash,
$14.7 million in-kind)

2 38 1 37 17 | ¢  $52.2 million approved in
Australian Government
funding

e Co-contributions from
funding recipients and/or
partners of $77 million
($37.3 million cash,
$39.7 million in-kind)

Note a: Fourteen of the applications were assessed as ineligible because the proposed in-kind contributions did not
comply with the requirements outlined in the grant guidelines. This requirement was changed for Round 2.

Source: ANAO analysis of departmental information.

17  Alist of the funded projects is provided at Appendix 2.

18 In-kind contributions are project contributions other than cash, such as the provision of a staff member’s time
to a project, or the provision of scientific equipment or laboratory time for research activities.
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Background

Figure 1.2:  Australian Government funding and co-investment, Rounds 1 and 2 ($m)

$188.1
$94.0
$78.9
$54.7 $54.5
$39.5
Total project  Cap on Aust Govt Actual Aust Govt Minimum cash Actual cash In-kind
costs: Aust Govt  cash funding cash funding co-investment  co-investment contributions
funding, cash and  (50% of total (42% of total (50% of 69% of requested (must not
in-kind costs) costs) requested Govt  Govt funding) exceed cash
contributions funding) co-contributions)a

Note a: As outlined earlier, the cap on in-kind contributions was removed for Round 2.

Source: ANAO analysis of departmental data.

1.19 Over the two funding rounds conducted to date, the selected projects’ cash
co-contributions have exceeded the minimum requirements established for the programme. This
indicates a capacity by RDCs and the broader R&D sector to contribute funding and in-kind
support.™ It should, however, be recognised that funding contributed by RDCs to the Rural R&D
for Profit Programme incorporates a percentage of Australian Government funding (under the
RDCs’ matched funding arrangements). The funding that has been directed by RDCs to the
programme is, therefore, diverted from the key research investment priorities identified by RDCs
in their strategic/research plans.

1.20 An outline of the key stages in the announcement and implementation of the R&D for
Profit Programme is provided in Figure 1.3.

19 As well as the co-contributions achieved through funded projects exceeding targets, both rounds were
over-subscribed, with applicants committing a total of $108 million in cash in Round 1 and $74 million in
Round 2 (and at least equivalent in in-kind contributions).
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Figure 1.3:

2013

Coalition policy announced
Federal election: Coalition elected

Jan-14 —E

2014-15 Budget: Programme funded

Funding Round 1 launched by Minister

Jan-15

Round 1 funded projects announced

Agricultural Competitiveness White
Paper released: additional $100 million
in funding and extension to 2021-22

Funding Round 2 launched by Minister

Jan-16

Round 2 funded projects announced
2016

Source: ANAO analysis of departmental information.
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Programme implementation timeline, August 2013 to July 2016

Sep-13 - Jan-14
Initial programme design

Jan-14
Minister advised of department's
preferred delivery model

May-14

L— Govemment announces $100 million
expenditure (Budget 2014-15)

Jan-14 - Oct-14
Programme planning and design

of funding Round 1

Oct-14
Minister approves Round 1 Grant Guidelines

Oct-14 - May-15

Round 1 application phase,
including assessment and selection

>

May-15 - Sep-15

Implementation of Round 1 funding agreements
and planning for Round 2

Sep-15 - Apr-16

Round 2 application phase,
including assessment and selection

s

To 2022:

Conduct further
funding rounds;
Manage funding
agreements; and
Conduct
programme
evaluations.
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Background

Audit approach

Objective, criteria, and methodology

1.21 The objective of the audit was to assess the effectiveness of the design process for the
Rural R&D for Profit Programme, including performance measurement and reporting
arrangements. To form a conclusion against the audit objective, the ANAO adopted the following
high level audit criteria:

° Did the department establish an appropriate design process to support the achievement
of the Government’s policy objectives?

° Did the department establish sound performance measurement, reporting and
evaluation arrangements?

1.22 The ANAO examined departmental records and conducted interviews with departmental
officers. All RDCs and a number of other stakeholders were invited to contribute to the audit, with
five RDCs, the Council of Rural RDCs and two other stakeholders electing to do so.

Scope

1.23 The performance audit focused on the design of the programme and its performance
measurement, reporting and evaluation arrangements. The audit did not include a detailed
examination of the department’s arrangements for managing funded projects.

Performance review

1.24 The ANAO also completed a performance review of the grant assessment and selection
processes established for Round 1 of the Rural R&D for Profit Programme.
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Performance Review of the Grant Assessment and Selection Process

The ANAQ’s Auditing Standards provide for the conduct of performance reviews. A review of
this nature provides less assurance than is provided under a performance audit.®

The performance review focussed on the oversight, planning and conduct of the grants
application assessment and selection process for Round 1 of the programme. In conducting the
review, the ANAO examined whether the records retained by the department indicated that:

° a sound framework had been established for the conduct of a merit-based grant
assessment and selection process (including the development of a grant assessment
plan, grant guidelines and conflict/probity management procedures);

° the key steps planned for the assessment and selection process had been conducted
(including the conduct of an eligibility assessment, a merit assessment and the
development of a recommendation of funding to the decision-maker); and

° the required approvals at key stages of the process had been obtained (for example,
from the department’s Minister and the Finance Minister to release the grant
guidelines, and from the decision-maker (the Minister) on funding approval).

Based on the procedures performed and the evidence obtained, nothing came to the ANAQ'’s
attention to cause it to believe that the assessment and selection process for Round 1 of the
programme had been materially affected by: weaknesses in the framework established to conduct
the process; variations in the planned approach; or the lack of required approvals at key stages.

Note a: A performance review provides limited assurance. In this type of review, the objective is a reduction in
performance engagement risk to a level that is acceptable in the circumstances of the engagement, as the
basis for a negative form of expression of the review conclusion. The acceptable performance engagement
risk in a limited assurance engagement is greater than for a reasonable assurance engagement. The
Standard on Assurance Engagements ASAE 3500 Performance Engagements, issued by the Australian
Auditing and Assurance Standards Board.

1.25 The audit and performance review were conducted in accordance with the ANAO’s
Auditing Standards at a cost to the ANAO of approximately $225 000.
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2. Programme design

Areas examined

The ANAO examined the design of the Rural Research and Development (R&D) for Profit
Programme, including: the department’s initial consideration of options for delivery; detailed
programme design; advice to government; and the evidence underpinning the additional
funding to, and extension of, the programme.

Conclusion

The Department of Agriculture and Water Resources’ selection of a competitive grants delivery
model for the Rural Research and Development (R&D) for Profit Programme—in favour of
existing mature funding arrangements—was not informed by an appropriately structured and
documented assessment of alternative delivery models. The absence of such an assessment
limited the department’s ability to demonstrate that the most appropriate model was selected.
There was also limited evidence to demonstrate the basis on which an additional $100 million in
funding (to be provided under the Agricultural Competitiveness White Paper) was allocated to
the programme.

Areas for improvement

One recommendation has been made for the department to ensure that the design of new
programmes is informed by an appropriate assessment of costs, risks and benefits of proposed
delivery models, and any credible alternatives.

Did the department establish an appropriate programme design
process?

Agriculture did not appropriately consider a range of delivery models for the programme,
particularly in light of its decision to recommend an alternative delivery model to the
established mature funding arrangements in place for the delivery of Australian-Government
funded rural R&D. A more robust assessment and documentation of the options for
programme delivery would have better assisted the Government to determine the
advantages, risks and costs of the proposed delivery model.

The department established a sound process to develop the more specific aspects of the
programme’s design and implementation, such as the research priorities and the eligibility
and assessment criteria. There was, however, scope for the department to have given greater
consideration to the impact of the programme’s co-contribution requirements.
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Delivery model considerations

2.1 The then-Opposition’s election policy announcement in August 2013 stated that an
additional $100 million would be provided to RDCs for allocation to specific projects. The
programme’s initial four-year time frame and its funding profile were also outlined in policy
documents®®. The election policy did not outline in further detail the then-Opposition’s
expectations about how the programme was to be delivered.

2.2 As outlined in Chapter 1, there are mature arrangements in place to deliver funding (both
industry-sourced levy payments and matching Australian Government contributions) to the RDCs
for rural R&D and extension activities. These arrangements are underpinned by a statutory
funding agreement, which identifies key research investment priorities. It would generally be
expected that, where existing mature funding arrangements are in place, these would be used to
deliver additional funding for like purposes. In those circumstances where it is determined that
existing funding arrangements would not effectively support the policy outcomes sought from
new funding, then the basis of this determination should be documented and provided to
government along with the costs and benefits of alternative approaches.

2.3 Agriculture decided to use a competitive grants process administered by the department
instead of tailoring the existing, mature funding arrangements that were in place to provide levy
and matching funding to RDCs and to determine key research investment priorities. The
department informed the ANAO that while the relative merits of different funding delivery models
were canvassed in internal departmental discussions, these discussions were not recorded and
the department did not document any research and analysis that had underpinned the
deliberations. The department advised that a detailed analysis would have been difficult to
undertake given the timing constraints for the new policy development process. Within the
context of the Australian Government’s budget preparation processes and associated decisions,
the department had around five months to determine the delivery model and design parameters
for the programme.

2.4 In a briefing to its Minister in January 2014, the department outlined its views on the
delivery arrangements for the $100 million Rural R&D for Profit Programme. The briefing did not
sufficiently demonstrate why the department considered that the existing RDC funding
arrangements were not considered suitable to deliver the new programme. The briefing outlined
two alternative delivery models (see Table 2.1), but indicated that the competitive grants process
would be the most effective method of delivering the programme, taking into account factors
such as project selection processes used by RDCs, Ministerial oversight and the need for
streamlined delivery.

20  While the election policy documents referred to a funding profile of $25 million per year over four years, this
was adjusted in the 2014-15 Budget process to $20m/$30m/$30m/$20m over the four years.
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Table 2.1:

Programme design

Programme delivery options outlined in Ministerial briefing

Delivery Options Outlined in the Department’s Briefing to the Minister

Delivery Option

Identified Benefits

Identified Risks

Allocate funds to individual RDCs
in proportion to their annual
appropriations, with additional
guidance from the Government
on priority areas of research.

Lower delivery costs.

[ANAO: the quantum of cost
savings was not detailed in the
briefing]

Funding more likely to be
expended on a ‘business-as-
usual’ basis as project selection
would occur through existing
processes, with lost opportunity
for strategic investment.

Contract the Rural Industries
RDC (RIRDC) to deliver the
programme using its existing
project selection processes, with
additional guidance from the
Government on priority areas of
research.

None identified.

Potential conflicts of interest

Other stakeholders may be
concerned about limitations in
sector-specific expertise within
the RIRDC.

[Preferred option]:

Deliver funds through a
competitive grants programme
with priority areas of research
outlined in programme guidelines.

Detailed grant guidelines could
ensure targeting of funds to
meet the programme’s
objectives.

Scope for the Minister to be
involved in approving projects
(on the advice of an Expert
Panel).

Delivery costs were estimated
at approximately $3 million
over four years.

None identified.

Source: ANAO analysis of departmental information.

2.5

Overall, the department’s advice to the Minister on the broad programme design

contained limited detail on the alternative delivery models. The brief did not sufficiently outline
the expected benefits or risks associated with the recommended competitive grants model, or
compare the three delivery models in terms of:

° delivery costs;

° the administrative burden for RDCs and their partners;

° alignment with RDCs’ existing strategic research agenda; and

° the knowledge and expertise required to determine research priorities and assess R&D
outcomes.
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Recommendation No.1

2.6 The Department of Agriculture and Water Resources should ensure that the design of
new programmes is informed by an appropriate assessment of costs, risks and benefits of
alternative delivery models.

Department of Agriculture and Water Resources’ response: Agreed.

2.7 The department will ensure that assessments of delivery options are appropriately
documented and reflected in briefings to ministers on new programmes, including
consideration of the costs, risks and benefits of alternative delivery models whenever possible.

Detailed programme design

2.8 Once the Minister had been advised of the proposed approach to deliver the programme
through a competitive grants process, the department was responsible for developing the
programme’s detailed design parameters.

Programme objective and selection criteria

2.9 A key consideration when developing the detailed design parameters was the requirement
for the programme to deliver on the election commitment, that is to better deliver cutting edge
technology, continue applied research, and focus on collaborative innovation and extension.
Specifically, funding was to be allocated to projects that openly enhance agricultural profitability,
level out competition and better leverage coordination and cooperation between stakeholders.?
The department was responsible for developing an appropriately aligned objective and a set of
eligibility and merit assessment criteria to ensure that funding was directed to those projects that
best supported the policy intent.

2.10 The objective developed by the department (outlined in Chapter 1) was appropriately
aligned to the initial election commitment, with an emphasis on: generating knowledge,
technologies, products or processes that benefit primary producers; extension and adoption of
R&D results and establishing and fostering industry and research collaborations.

2.11 The competitive grants eligibility and selection criteria and ‘programme priorities’*? also
reflected the election commitment and programme objective, by requiring project proponents to
demonstrate how the proposed R&D and extension project would:

21  The Coalition’s Policy for a Competitive Agriculture Sector, August 2013, pp. 4-5.

22 Each proposed project was required to address one or more of the established programme priorities. The
priorities in Round 1 were for R&D projects that would: increase the profitability and productivity of primary
industries; increase the value of primary products; strengthen primary producers’ ability to adapt to
opportunities and threats; and/or strengthen on-farm adoption and improve information flows. The Agricultural
Competitiveness White Paper included the announcement of a new set of Commonwealth agricultural RD&E
priorities, which were adopted for Round 2 of the programme. The priorities were: advanced technology;
biosecurity; soil, water and natural resources; and adoption of R&D. For further information on the priorities,
refer to the department’s Rural R&D for Profit Programme website at <http://www.agriculture.gov.au/ag-farm-
food/innovation/rural-research-development-for-profit> [accessed 18 August 2016].
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Programme design

° deliver against the programme objective and at least one of the programme priorities;
° have benefits for more than one industry;

° form new collaborations;

° result in quantifiable returns on investment; and

° would not have otherwise been undertaken.?®

2.12 The programme objective, priorities and the eligibility and selection criteria were approved
by the Minister for Agriculture and Water Resources through the established processes for
developing and approving Commonwealth grant guidelines.

Co-investment requirements

2.13 Under the co-investment requirements developed by the department and included as an
eligibility criterion in the competitive grants rounds, project proponents and/or their partners
were required to provide cash funding for their proposed projects (of at least 50 per cent of the
requested Australian Government funding). They could also provide in-kind contributions. The
department considered that seeking co-contributions would leverage the Government’s funding
by generating larger, multi-year research projects, which may deliver results in a shorter
timeframe or on a larger scale than could be achieved through one proponent.

2.14 The Rural R&D for Profit Programme differs from a number of other government
programmes that seek a co-investment by project proponents, because in this case the project
proponents (the RDCs) are government-funded bodies.?* While the programme guidelines stated
that cash co-contributions could be sourced from the RDCs and/or their partners, in the rounds
conducted to date 62 per cent of the cash contributions (nearly $34 million out of the total
$54.7 million) have been sourced from the RDCs. As outlined in Chapter 1, these RDC resources
would otherwise have been directed to R&D projects that aligned with their strategic research
investment priorities and plans.”® The potential for this outcome was not outlined by the
department in its briefings to the Minister.

Advice on programme implementation

2.15 The department provided regular advice to the Minister during programme
implementation, including in relation to the conduct of the first assessment round and revisions to
the guidelines and priorities for Round 2 arising from stakeholder feedback (as discussed in
paragraph 2.20).

23 The assessment criteria were equally weighted and in addition to the criteria listed at paragraph 2.11, also
required applicants to demonstrate the scientific or technical basis for their research, their capacity to deliver
the project, and value for money that would be achieved. The grant guidelines for each funding round,
available on the programme website, provide further detail on the eligibility and selection criteria.

24 Asoutlined earlier, the RDCs are funded via industry levies and matched Australian Government funding.

25 In addition, the RDCs are also contributing other resources (in particular staff time) through in-kind
contributions to projects. The RDCs’ in-kind commitments to the 29 funded projects to date are valued at
$5.7 million (approximately 10 per cent of the total $54.5 million in committed in-kind contributions).
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Did the department consider the views of relevant stakeholders when
designing the programme?

The department did not consult external stakeholders regarding the development of a
delivery model for the programme. Once the delivery model had been determined, the
department conducted a range of engagement activities to develop the detailed design
parameters for the programme, particularly in relation to the research priorities and grant
guidelines. In response to the feedback obtained from stakeholder engagement activities, a
number of changes were made to elements of the programme design.

2.16 The department did not consult external stakeholders regarding a delivery model for the
programme. The department advised that, as the delivery model was developed as part of the
2014 Budget process, consultation with external stakeholders was limited due to confidentiality
requirements. Notwithstanding these requirements, the broad parameters of the program were
announced as part of the election commitment and would have provided the basis on which initial
engagement with stakeholders could have occurred.

2.17 The department informed the ANAO that RDCs had raised the implementation of the
election commitment in a number of routine meetings with the department held after the
election commitment had been announced. Following the announcement of the programme
funding in the 2014-15 Budget, the department engaged with stakeholders, primarily the RDCs,
on the detailed design parameters for the programme.

Programme priorities and Round 1 application materials

2.18 As outlined earlier, the programme priorities were developed to target Australian
Government funding towards specific areas of research. Each proposed project was required to
address one or more of these priorities. The department sought views from the RDCs on the
programme priorities and later, the detailed grant guidelines for Round 1 of the programme,
through engagement activities such as round-table meetings and by circulating the draft
programme guidelines for comment.

2.19 A key outcome of the consultation with stakeholders prior to the launch of the first
funding round was the amendment of the grant guidelines to allow for the recognition of in-kind
contributions. RDCs had advised the department that the proposed requirement for matched cash
co-contributions would limit the ability of research partners to participate, as they may not be
able to raise sufficient cash contributions and their non-cash contribution to the project would not
be recognised. In response to these concerns, the revised guidelines stated that the department
would accept in-kind contributions valued at up to 50 per cent of the total applicant/partner
co-contribution amount (see Figure 1.1 in Chapter 1).26

26  While the grant guidelines, application form, FAQs on the department’s website and briefings to the RDCs all
included information on the cap on in-kind contributions, a significant number of Round 1 applications
(27 per cent) were deemed ineligible because their proposed in-kind contributions exceeded the cap.

ANAO Report No.17 2016-17
Design and Monitoring of the Rural Research and Development for Profit Programme

28



Programme design

Round 2 application materials

2.20 Following the completion of Round 1 in May 2015, the department met with RDCs and
invited comment from a range of other stakeholders (primarily potential research partners in the
programme), to obtain feedback on the conduct of the funding round. The matters raised by
stakeholders are outlined in Table 2.2.

Table 2.2: Feedback received on the implementation of Round 1

Feedback from RDCs Departmental response ‘

Limit on in-kind contributions had constrained Removed the cap on in-kind contributions for
participation by prospective research partners and | Round 2.

reduced the potential leverage of government
funds.

The four-year timeframe for the programme would | In July 2015, the Government announced that the
limit the types of projects that could be proposed programme would be extended through to 2021.?
for Round 2.

The application form should be modified, to seek The application form for Round 2 included two

additional information to demonstrate why the additional questions requiring applicants to
proposed project would not be considered demonstrate how the proposed research would
‘business as usual’.” differ from RDCs’ usual research and why it would

not otherwise be funded.

Note a: Departmental records did not indicate that the feedback from the RDCs was a factor in this decision.

Note b: This concern was also raised by Expert Panel members in the post-implementation review conducted for
Round 1.

Source: ANAO analysis of departmental information.

Stakeholder feedback to the ANAO

2.21 As outlined in Chapter 1, a number of RDCs, the Council of Rural RDCs, and other
stakeholders provided feedback to the ANAO on the implementation of the programme. Overall,
this feedback indicated that the additional funding for rural R&D was welcomed by RDCs and
stakeholders and that new partnerships between RDCs and in the broader Australian rural
research community have been established.

2.22 The feedback provided in relation to the collaborative aspects of the programme was
mixed. Specifically, it was considered that the potential for effective collaboration was constrained
by: the competitive nature of the programme; the relatively short application period; and/or the
incentive to select research partners on the basis of their ability to provide co-contributions rather
than the suitability of their research capabilities to the proposed project.

2.23  Feedback also highlighted potential issues associated with the eligibility conditions that
only allow individual RDCs to apply.”’ While this was seen by one stakeholder to present
advantages for streamlined and cost-effective delivery, others suggested that RDCs had received
large numbers of unsolicited proposals from interested research partners, resulting in a significant
administrative burden during the application period. An RDC also suggested that restricting
applicants to RDCs had limited the potential for large-scale, cross-sectoral research.

27 The department only accepted applications from individual RDCs, however, each application could involve an
unlimited number of partnerships with other RDCs and organisations.
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2.24

RDCs also outlined their view that given their experience in delivering rural R&D, they

would have been well placed to be more directly involved in the delivery of the Rural R&D for
Profit Programme, for example:

For nearly three decades now the RDCs have been actively working with industries to prioritise
R&D needs, procure and manage R&D that responds to these needs and communicate the
outcomes. As a result, each RDC has significant experience and systems in administering R&D for
primary industries and has invested significantly in systems and processes to support this role.
Given this considerable experience, which the Australian Government has already invested
significant resources in, there are options to better draw on this experience and systems for the
Rural R&D for Profit Programme.?

Has the department reviewed the programme design and made
adjustments where appropriate?

To date, the department has conducted two internal reviews and made a number of
adjustments to the programme’s implementation in response to review findings.

Internal audit and post-implementation review of Round 1

2.25

2.26

There have been two internal reviews of the programme since its establishment:

an internal audit (completed in March 2015), which found that the programme had
sound governance, management and reporting arrangements; and

a post-implementation review of Round 1 (completed in July 2015), which drew on
feedback from applicant RDCs, members of the Expert Panel and departmental staff. The
review made a number of recommendations aimed at improving the conduct of future
funding rounds.

The conduct of these internal reviews provided the department with the opportunity to

consider lessons learned early in the programme’s implementation, and make appropriate
adjustments. In response to review findings, the department made a range of changes to the
implementation of funding Round 2, such as removing the cap on in-kind contributions to
proposed projects.

Was the decision to extend the programme based on appropriate
advice?

In the absence of data on the achievement of programme objectives, the department and the
Agricultural Competitiveness White Paper Taskforce drew on a range of available information to
support the recommendation to government to extend the Rural R&D for Profit Programme.
However, the basis on which key parameters for extension were determined—including the
additional funding of $100 million and four year extension—was not documented.

28

Submission to the ANAO from an RDC, May 2016.
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White Paper on Agricultural Competitiveness

2.27 In December 2013, the Minister for Agriculture announced the terms of reference for a
White Paper on agricultural competitiveness, with consultations occurring throughout 2014. A
taskforce established within the Department of the Prime Minister and Cabinet, comprising
officers from a range of departments, including Agriculture, supported the development of the
White Paper.?

2.28 The Agricultural Competitiveness White Paper was released on 5 July 2015. It included
the announcement of a further $100 million in funding over four years (2018-19 to 2021-22) for
the Rural R&D for Profit Programme.

Agricultural Competitiveness White Paper: Rural R&D for Profit extension [extract]

The issues facing agriculture often go beyond single commodities and require collaboration,
cross-sectoral and transformational research, and more extension and adoption. The
Government’s $100 million Rural R&D for Profit Programme enables such solutions, but it
expires in 2017—-18. The Government will invest a further $100 million to continue the Rural
R&D for Profit Programme between 2018-19 and 2021-22. The programme will emphasise
collaboration and adoption.

Source: Agricultural Competitiveness White Paper: Stronger Farmers Stronger Economy, Commonwealth of
Australia, July 2015, p.93. Available from: <http://agwhitepaper.agriculture.gov.au/> [accessed
14 July 2016].

Evidence underpinning the proposal to extend the programme

2.29 Agriculture informed the ANAO that the need for a measure to support research
addressing cross-sectoral issues (such as weed and pest control, water, climate change and
technology improvements) had been highlighted in submissions to the White Paper Taskforce and
in discussions held across Australia with a broad range of stakeholders. The ANAQ’s review of the
383 publicly available submissions*° found that 67 (17.5 per cent) of the submissions were broadly
supportive of improving rural research, development and extension activities. A smaller sub-set of
these submissions (19 submissions out of the 383 reviewed—five per cent) mentioned the Rural
R&D for Profit Programme, and 11 of those (2.8 percent of the total public submissions)
recommended extending it.

230 The Green Paper (published in October 2014)*! included a ‘policy idea’ titled
‘Strengthening the RD&E system’. This idea included the option of establishing a new body, or
tasking existing research bodies, to coordinate cross-sectoral research. This could be supported by

29  Further information on the development process for the White Paper is outlined in the Agricultural
Competitiveness White Paper, p. 3. Available from: < http://agwhitepaper.agriculture.gov.au/>
[accessed 18 August 2016].

30 Following the publication of the Green Paper in October 2014, submissions were invited to comment on the
proposed policy options. Submissions closed in December 2014.

31 The Green Paper sought to reflect the views outlined in submissions and consultations, and to present a
discussion of possible options. It presented 25 ‘policy ideas’—the paper stated that not all options and policy
ideas would be brought forward to the final White Paper.
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(inter alia) using part of the $100 million allocated to the Rural R&D for Profit Programme to fund
cross-industry and transformational R&D, according to the Green Paper.?

2.31 Following the release of the Green Paper, the White Paper Taskforce developed a range of
options to implement each of the proposed policy ideas, including ‘Strengthening the RD&E
system’. Agriculture provided feedback to the taskforce on this option, commenting that ‘we
consider it best to allow the Rural R&D for Profit Programme to run its course and to assess its
outcomes. A key question is “does cross-sectoral research generate greater value?” This could
then inform future policy options around collaborative and cross-sectoral research.’

2.32 A proposal to extend the Rural R&D for Profit Programme was progressed by the White
Paper Taskforce. Agriculture supported the proposal that was developed by the Taskforce and
prepared briefings for its Minister and the Government, seeking agreement to extend the
programme for four years. The documentation relating to the work of the White Paper Taskforce,
which was not easily locatable, did not indicate the basis on which it was considered appropriate
to double the programme’s funding and timeframe—from $100 million to $200 million and four
years to eight years’ duration.

Advice to government

2.33  Given the early phase of the Rural R&D for Profit Programme’s implementation, the
department and the White Paper Taskforce were not able to draw on the outcomes (or
substantial progress towards outcomes) to inform the Government’s consideration of a proposed
extension and additional funding for the programme. In the absence of outcomes data, the
department and the taskforce drew on alternative information that was available, such as the
results from the Round 1 application process (for example, the number of new research
collaborations to be formed and the level of demand for funding), issues raised in submissions to
the White Paper, and taskforce research.

2.34  The advice outlined the views of the department and of the taskforce on the advantages of
extending the programme, including that it would:

° address current gaps in cross-sectoral research and adoption of research and
development;

° provide a better focus of R&D expenditure on farmers’ needs, driving productivity and
profitability;

° be ‘scalable’—that is, an existing programme had been established and
extending/expanding it would not cause significant administrative burden;

° enable funding of longer-term, ‘transformational’ research projects; and

° recognise that the first funding round of the programme had been heavily

over-subscribed, indicating a strong demand for the programme, including a capacity for
RDCs and their research partners to co-invest both cash and in-kind contributions.

32 Agricultural Competitiveness Green Paper, Commonwealth of Australia, October 2014, p. 91.

ANAO Report No.17 2016-17
Design and Monitoring of the Rural Research and Development for Profit Programme

32



Programme design

2.35 The Government was also advised of the risks associated with extending the programme,
in particular, that it was too early to determine whether the programme was delivering its
expected outcomes. The Government was not advised of the basis upon which the proposed sum
of $100 million (with an immediate funding impact of $25 million) had been determined.

2.36 Given that the decision to extend the programme and to double its funding was not based
on evidence demonstrating its success in meeting the Governments’ objectives for the
programme, it will be important for the department to undertake a comprehensive programme
evaluation to inform the implementation of the second tranche of funding. Programme evaluation
is discussed further in Chapter 3.

ANAO Report No.17 2016-17
Design and Monitoring of the Rural Research and Development for Profit Programme

33



3. Performance measurement, reporting and
evaluation

Areas examined

The ANAO examined whether the department had established sound performance
measurement, reporting and evaluation arrangements for the Rural Research and Development
(R&D) for Profit Programme.

Conclusion

The performance monitoring and reporting framework established for the programme does not
provide sufficient information about progress towards achievement of the programme
objectives. As a result, the department is not well positioned to determine the extent to which
the programme’s objectives have been met and to inform stakeholders, including the
Parliament, of programme achievements.

Areas for improvement

One recommendation has been made aimed at improving the department’s performance
measurement and reporting arrangements for the programme. Suggestions have also been
made for the department to:

e strengthen its quality assurance mechanisms to support the planned use of project-level
data for programme monitoring and evaluation;

e ensure that the planned programme evaluations sufficiently address all programme
objectives; and

e engage with RDCs about programme monitoring and evaluations.

Is the department collecting appropriate data to inform performance
measurement, reporting and evaluation?

The project funding agreements established under the programme provide a sound basis for
the collection of data to inform performance measurement, reporting and evaluation
activities. To better position the department to monitor implementation and to undertake the
planned evaluations, there would be benefit in strengthening quality assurance processes to
ensure that the data provided by funding recipients is accurate, fit-for-purpose and
comparable.
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Performance measurement, reporting and evaluation

Project-level reporting and evaluation

3.1 The funding agreements executed between the Australian Government and the
programme’s funding recipients enable the department to collect project data (primarily through
milestone reports) and monitor project delivery.>® The funding agreements also require funding
recipients to produce a monitoring and evaluation plan outlining how funding recipients plan to
monitor project progress, and the intended outcomes and impact of projects. At the conclusion of
each project, the funding agreement also requires the completion of a project evaluation, which
must report on ‘the project's outcomes against the programme objective, including quantitative
information on the outcomes achieved and independent expert analysis of expected and/or

demonstrated quantifiable returns on investment’.>*

3.2 The project-level data provided through milestone reports and the end-of-project
evaluations will play an important role in the planned programme-level evaluations to be
conducted in 2018 and 2022 (discussed further from paragraph 3.22). The use of this data to
inform later evaluations underlines the importance of ensuring the information is accurate,
fit-for-purpose and comparable (to the extent possible, given the wide variety in research being
undertaken by funding recipients).

Quality assurance

33 The six-monthly milestone reports submitted by the funding recipients outline completion
of, or progress towards, project activities and outputs. For example, milestone reports reviewed
by the ANAO included information on project staffing, signing of partner agreements, plans for
extension activities, and laboratory reports containing technical information on tests conducted
and results achieved.

3.4 The funding agreements established under Round 1 of the programme state that grant
payments will only be made upon completion of the agreed milestones to the ‘reasonable
satisfaction of the Commonwealth’.*® The department informed the ANAO that its review of
milestone reports includes an assessment of the quality of the information provided by the
funding recipient. The key programme documents®*® do not, however, sufficiently outline the
quality assurance review mechanisms that will be implemented by the department in relation to
project-level data.

33 The department used the Commonwealth Low-risk Grant Agreement and General Grant Conditions template
for all Round 1 funding agreements.

34  Extract from a funding agreement (standard clause across all 12 Round 1 funding agreements).

35 The ANAO noted that projects funded under Round 1 had been provided with a large ‘upfront’ payment at the
commencement of the funding agreements (over 70 per cent of the total project funding, in each case). The
department advised that it had adopted this approach because the agreements were signed toward the end
of the 2014-15 financial year, meaning that RDCs had already planned their budgets for the following
financial year (without knowing whether they would receive programme funding) and may find it difficult to
meet all project start-up costs. While this approach demonstrates flexibility on the part of the department,
and recognises its assessment that the RDCs are ‘low risk’ grant recipients, it does reduce the department’s
leverage in managing projects that are not meeting expectations (by withholding future milestone payments).

36  Such as the Programme Plan, Round 1 funding agreements, and the checklists/briefing templates used to
record the department’s acceptance of milestone reports.
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3.5 In the case of projects funded under Round 1, the project outputs (such as research or
technical papers) are not required to be peer reviewed, and the department does not have an
established approach to conduct its own expert and/or independent review of technical project
information. The department advised that, for project information submitted to date, it has
sought assistance to verify technical information, where required, from internal staff members
that it considered were appropriately qualified/experienced.

3.6 The department advised that projects funded under Round 2 will not be required to
submit technical research reports to the department. Under this round, funding recipients will be
required to produce research that is to be published in peer-reviewed journals, conference
papers, industry publications and websites. RDCs will be required to provide the department with
a list of the prepared, submitted and published research. This new requirement provides an
increased level of quality assurance for project data and outputs.

3.7 The consideration and documentation of quality assurance approaches, including the use
of a risk-based strategy to target those funding recipients or projects that present greater risk,
would provide greater assurance over the quality of project data and outputs.

Project-level evaluation

3.8 As outlined in paragraph 3.1, funding recipients are required to produce and submit a
project monitoring and evaluation plan. The department did not specify the required content or
detail to be included in monitoring and evaluation plans (for example, by providing a template),
but did provide general guidance, such as examples from other grant programmes. The Council of
Rural RDCs also advised the ANAO that guidelines and procedures that it has developed will be
used by RDCs as the basis for the evaluations required from projects funded under the Rural R&D
for Profit Programme.?” The extent to which existing guidelines are being used appears limited,
with the project monitoring and evaluation plans reviewed by the ANAO varying in their
approaches to project evaluation, the level of detail included, and presentation. The department
advised that it will consider the Council of Rural RDC evaluation materials in preparation for the
year four programme evaluation.

3.9 The provision of additional guidance on monitoring and evaluation requirements to funding
recipients in future rounds would help to ensure that project-level data and outcomes usefully
informs the monitoring and evaluation of achievements against the overall programme objectives.

37 These guidelines and procedures were developed to support RDCs when conducting evaluations for research
investments, and to facilitate reporting on the overall returns to industry and the community from R&D
funded by the RDCs.
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Performance measurement, reporting and evaluation

Has the department reported to stakeholders on progress towards the
achievement of programme outcomes?

The current performance measurement and reporting arrangements for the programme do not
provide internal and external stakeholders with sufficient information about the extent to
which programme objectives are being achieved. The development of performance measures
that more clearly report on the progress towards the achievement of programme outcomes
would better inform stakeholders, including the Parliament, on the success (or otherwise) of the
programme.

3.10 The performance measurement and reporting requirements for Commonwealth entities
are established under the Public Governance, Performance and Accountability Act 2013 (the
PGPA Act). Since 2015-16, entities have been required to develop a corporate plan, setting out
the entity’s strategies for achieving its purposes and determining how success will be measured.
Entities are also to prepare annual performance statements, which are to be included in their
annual reports. These statements are to provide an assessment of the extent to which the entity
has succeeded in achieving its purposes.*®

3.11 Portfolio Budget Statements (PBS), which are published as part of the budget each year,
are to describe at a strategic level the outcomes intended to be achieved with the funding
appropriated by the Parliament. The performance information published in the PBS is to have a
strategic focus, aligned with the entity’s corporate plan.*

Performance measurement and reporting

3.12 The department is collecting a range of project-level data—at this stage primarily relating
to the completion of project activities and outputs such as technical papers. The data is not
currently being analysed by the department to determine programme progress or to inform public
reporting on the achievement of (or progress towards) the programme’s objectives. As at
September 2016, the performance measures for the Rural R&D for Profit Programme have
focused on the achievement of programme delivery activities, as outlined in Table 3.1.

38  Further information on the Enhanced Commonwealth Performance Framework established under the PGPA
Act is available from: <http://www.finance.gov.au/resource-management/performance/>
[accessed 18 August 2016].

39  More detailed performance measures for significant new activities should also be included in the PBS. See
Department of Finance guidance on the Enhanced Commonwealth Performance Framework, available on the
website provided earlier.
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Table 3.1:

Financial
year

Source

Programme performance measures

Published performance measure and
target

Reported performance

or targets for the Rural R&D for Profit
Programme

2014-15 PBS Delivery of allocated funding under the | Target met
Rural R&D for Profit Programme (Annual Report 2014—15)
Target: 100 per cent

2015-16 PBS PBS did not include specific measures | N/a

Corporate Plan

Investment in Rural RDC programmes
demonstrates positive returns

Target: not specified

Allocated funding under the Rural R&D
for Profit Programme is expended in
accordance with the agreed timetable

Target: 100 per cent

Rural research and development
corporations are compliant with
statutory and contractual requirements

Target: 100 per cent

Not yet available

Due to be reported in the
department’s Annual
Performance Statement,
as part of the Annual
Report 2015-16

2016-17 PBS

As for previous year, none specified

N/a

Corporate Plan

Investment in Rural RDC programmes
demonstrates positive returns

Target for 2019—-20: Evaluation of
investment in agricultural research,
development and extension shows
positive returns®

Allocated funding under the Rural R&D
for Profit Programme is expended in
accordance with the agreed timetable

Target: 100 per cent

Rural research and development
corporations are compliant with
statutory and contractual requirements

Target: 100 per cent

Not yet available

Note a: The Corporate Plan stated that ‘Given the long-term relationship between research and development and
productivity, we will not report against this performance indicator every year'.

Source: ANAO analysis of departmental information.
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Performance measurement, reporting and evaluation

3.13 The department’s Corporate Plan 2015—-19 provided further information on the manner in
which the department intends to deliver ‘Building Successful Primary Industries’, including
short-term success indicators (such as those for the Rural R&D for Profit programme as outlined in
Table 3.1). These indicators are to be used in the interim as the department works towards
measuring success under its strategic-level indicators.

3.14 The performance measures established for the Rural R&D for Profit Programme to date
are activity-based (primarily focussed on ‘getting money out the door’). The department advised
that this approach reflected the programme’s establishment phase (particularly in
2014-15). The department also identified that the long-term outcomes of the research being
funded via the programme may not be realised for many years beyond each project’s completion
(and the programme’s eight-year timeframe).

3.15 While the current performance measures provide some useful insights into programme
delivery, they do not inform departmental management and external stakeholders about the
effectiveness of the programme or the department’s progress towards meeting the Government’s
programme objectives.

3.16 The programme’s Evaluation Plan (discussed further at paragraph 3.22) identifies a range of
measures that could be used to provide more meaningful performance information in the interim
period before the first planned evaluation is undertaken (after four years), including:

° Is the programme generating knowledge, technologies, products or processes that
benefit primary producers?

° How do the knowledge, technologies, products or processes generated, contribute to
improving the productivity and/or profitability of primary producers?

° Is the programme improving the department’s understanding of the barriers to
adoption, and is it strengthening pathways to extend the results of rural R&D to
producers? and

° Is the programme establishing new research collaborations?

3.17 These measures, if refined including by setting targets for success, would provide
stakeholders (including the Parliament) with further useful performance information on
programme progress.
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Recommendation No.2

3.18 The Department of Agriculture and Water Resources should expand the existing
performance measures for the Rural R&D for Profit Programme, and/or develop additional
measurement tools, to better inform an assessment of the achievement of (or progress
towards) programme objectives.

Department of Agriculture and Water Resources’ response: Agreed.

3.19 The department will consider, and implement where appropriate, the ANAQ’s
suggestions for improving the programme’s evaluation plan and performance measurement
activities.

External reporting

3.20 The department reports publicly on the Rural R&D for Profit Programme via its annual
report and website.*® As the programme was established in 2014-15, there has only been
one annual report covering the programme’s performance to date (the 2014-15 Annual Report—
published in October 2015). In this report, the department stated that it had successfully
implemented Round 1 of the programme, having allocated $26.7 million in funding to 12 projects
over four years. There was no additional performance information provided. The programme
website includes: background information on the programme; outlines of funded projects;
application materials; and information regarding the grant assessment process.

3.21 Asthe programme progresses, there would be merit in the department publishing regular
updates on the outputs and outcomes of the programme, including information on individual
projects. The department should also explore opportunities to use its website (or other channels
such as social media) to assist in the achievement of the programme objective of ‘strengthening
pathways to extend the results of rural R&D’, for example by publishing case studies to
communicate project results or to publicise extension activities being undertaken by individual
projects.

40 When planning for programme implementation, the department identified its key external stakeholders and
outlined planned external reporting arrangements. The Rural R&D for Profit Programme website is available
from: <http://www.agriculture.gov.au/ag-farm-food/innovation/rural-research-development-for-profit>
[accessed 18 August 2016].
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Performance measurement, reporting and evaluation

Has the department established a sound approach to programme
evaluation?

The department developed an evaluation strategy early in the programme’s implementation,
with an evaluation of programme achievements planned for year four (2018) and year eight
(2022) of the programme. There is scope for the department to more clearly outline its
approach to measuring performance against all programme objectives.

3.22 The department developed a programme Evaluation Plan early in programme’s
implementation, with programme evaluations planned for year four (2017-18) and year eight
(2021-22) of the programme.*! Funding has been set aside in the programme budget to conduct
the first evaluation. The Evaluation Plan provides a sound basis for the department to implement
evaluation activities. It outlines:

° planned evaluation activities;

° key evaluation questions—How well is the Rural R&D for Profit Programme meeting its
objective? and How well is the Rural R&D for Profit Programme being implemented?; and

° the proposed evaluation methodology.

3.23 There is, however, scope for Agriculture to more clearly outline how the department
intends to quantify the achievement of productivity and profitability improvements for primary
producers. Further, there would be merit in the department addressing how it will measure the
extent to which the programme has resulted in the delivery of ‘additional’ research, development
and extension activities, which is one of the objectives established for the programme in the initial
election policy commitment and which was subsequently reflected in the programme’s eligibility
and assessment criteria.*?

3.24 When developing the Evaluation Plan, Agriculture did not consult with the funding
recipients (the RDCs). In addition, the department did not provide information to the RDCs about
how their project data and project outcomes (to be self-evaluated by the funding recipients) are
intended to inform the programme evaluations. There would be benefit in the department
providing information to the programme’s funding recipients regarding planned programme
evaluation activities, and the funded projects’ expected contributions towards these activities.

O A sl

Grant Hehir Canberra ACT
Auditor-General 20 September 2016

41  Following the announcement of the programme’s extension and additional funding, the department reviewed
and updated the Programme Plan. The updated plan refers to a final-year programme evaluation to be
conducted in 2022.

42  Asoutlined in Chapter 1, the cash co-contributions provided by RDCs to the funded projects have been
sourced from their levy and matched Australian Government funding, thereby potentially re-directing those
resources away from other planned R&D activities.
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Appendix 1 Entity responses

Australian Government

Department of Agriculture
and Water Resources

ACTING SECRETARY
Ref: EC16-000554

Ms Michelle Kelly

Group Executive Director
Australian National Audit Office
GPO Box 707

CANBERRA ACT 2601

Dear Ms Kelly

Thank you for your email of 9 August 2016 regarding the proposed audit report, ‘Design and
Monitoring of the Rural Research and Development for Profit Programme’ and for the
opportunity to respond to the report.

The Department of Agriculture and Water Resources (the department) agrees with the
recommendations in the report. The report recognises that the department has adopted a
sound approach to implementing the Rural Research and Development for Profit Programme
(the programme), and acknowledges that reviews have been conducted and improvements
made between the first and second funding rounds. The report provides valuable feedback
on the programme’s design and implementation, and identifies areas where the department
can improve its approach to measure performance against programme objectives.

The report acknowledges that the programme was designed following a decision during the
2013 election campaign to provide additional funding to the rural research and development
corporations (RDCs). The use of a competitive grants model to deliver the commitment,
rather than the established RDC funding arrangements, has helped establish collaborative
and cross-sectoral research partnerships across RDCs, industry and research agencies.

The department’s comments for inclusion in the audit report summary are enclosed.

Should you have any questions or require any further information, please do not hesitate to
contact Fran Freeman, First Assistant Secretary, Agricultural Policy Division on
02 6272 4300 or Fran.Freeman@agriculture.gov.au.

Yours sincerely

Do A

O’Connell
3| August 2016

Enc.
T+612 62723933 18 Marcus Clarke Street GPO Box 858 agriculture.gov.au
F+612 6272 5161 Canberra City ACT 2601 Canberra ACT 2601 ABN 24 113 085 695

ANAO Report No.17 2016-17
Design and Monitoring of the Rural Research and Development for Profit Programme

45



Australian Government

Department of the Prime Minister and Cabinet

ANDREW FISHER BUILDING
ONE NATIONAL CIRCUIT
BARTON

Reference: EC16-001543

Ms Michelle Kelly

Group Executive Director
Performance Audit

GPO Box 707
CANBERRA. ACT 2601

Dear Ms Kelly

Thank you for the opportunity to comment on the draft Australian National Audit Office
teport on the Design and Monitoring of the Rural Research and Development for Profit
Programme.

The Department considers the proposed report provides an accurate account of the
Department’s involvement in the Rural Research and Development for Profit Programme.

Our overall response to the proposed report, for inclusion in the report summary, is provided
at Attachment A.

Please contact Andrew Wallace, A/g Assistant Secretary, Infrastructure and Agriculture
Branch on (02) 6271 5084 should you wish to discuss.

Yours sincerely
NN ETREY S

Dr David Gruen
Deputy Secretary
Department of Prime Minister and Cabinet

29 ALLB&LSE.. 2o\

Postal Address: PO Box 6500, CANBERRA ACT 2600
Telephone: +61 2 6271 5555 Fax: +61 26271 5556 www.pme.gov.au ABN: 18 108 001 191
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