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Australian National

Audit Office

Canberra ACT
10 December 2014

Dear Mr President
Dear Madam Speaker

The Australian National Audit Office has undertaken an independent
performance audit in the Department of Industry titted The Award of
Grants under the Clean Technology Program. 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

/—S"—Z—u@

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

AusIndustry

Carbon emissions
intensity

Clean Energy
Future Plan

Clean Technology
Program

The calculator

The departmental
committee

The programs

Program delegate

AusIndustry is a specialist program delivery division
within the Department of Industry and its predecessors,
delivering programs for the department and on behalf of
a number of other government departments

The number of tonnes of greenhouse gases that are
emitted for each unit of output that a manufacturing
business makes. For example, this may be defined as
tonnes of carbon emissions emitted in the production of
one tonne of product

Securing a Clean Energy Future Plan released by the then
Government in July 2011

Comprises three programs: the Clean Technology
Investment Program; the Clean Technology Food and
Foundries Investment Program and the Clean
Technology Innovation Program

Carbon and Energy Savings Calculator published by the
department on its website

Committee of Department of Industry officials (operating
under delegation from Innovation Australia) tasked with
assessing applications of up to $300 000

The Clean Technology Investment Program and the
Clean Technology Food and Foundries Investment
Program

An employee of the department with responsibility for
the Program Guidelines and funding decisions
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Summary

Introduction

1. Over recent years, successive Australian governments have adopted
various policies aimed at reducing carbon emissions. On 10 July 2011, the then
Government released its Securing a Clean Energy Future Plan (the Clean Energy
Future Plan). The Clean Energy Future Plan included placing a price on carbon
emissions! and setting a new long-term target to reduce carbon pollution by
80 per cent by 2050 compared with year 2000 levels. This was in addition to an
existing commitment to reduce carbon pollution by five per cent from 2000
levels by 2020.

2. As part of the Clean Energy Future Plan, the then Government
committed to providing transitional assistance for manufacturing businesses to
adjust to the carbon price. This assistance was to be delivered through the
$1.2 billion Clean Technology Program, which comprised the:

o Clean Technology Investment Program (CTIP)—which was allocated
$800 million between 2011-12 and 2017-18 to assist manufacturers to
invest in energy-efficient capital equipment and low-emissions
technologies, processes and products;

. Clean Technology Food and Foundries Investment Program (CTFFIP)—
which was allocated $200 million between 2011-12 and 201617 to help
manufacturers in the food and foundries industries to invest in energy-
efficient capital equipment and low-emission technologies, processes
and products; and

J Clean Technology Innovation Program—which was allocated $200 million
between 2012-13 and 2016-17 to support research and development,
proof-of-concept and early stage commercialisation activities that lead
to the development of new clean technologies and associated services,
including low emission and energy efficient solutions that reduce
greenhouse gas emissions.

1 The Clean Energy Future Plan outlined that, for the first three years, the carbon price would be fixed
similar to a tax, before moving to an emissions trading scheme in 2015. In the fixed price stage, which
started on 1 July 2012, the carbon price started at $23 a tonne and was scheduled to rise by
2.5 per cent a year in real terms. The policy also reflected that, from 1 July 2015, the carbon price
would be set by the market.
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3. The then Department of Industry, Innovation, Science, Research and
Tertiary Education (DIISRTE, now the Department of Industry (the
department)) was responsible for the design and implementation of the Clean
Technology Program. Specifically, the Manufacturing Policy Branch of the
department was responsible for program design, while the AusIndustry
Division was responsible for program implementation.

4. The CTIP and CTFFIP (the programs), which are the focus of this
audit?, had similar objectives® and reflected a policy articulated in the Clean
Energy Future Plan that:

for many Australian manufacturers, improvements in energy efficiency will be
the most effective way that carbon cost impacts can be managed to ensure
long-term competitiveness. While a carbon price will provide incentives for
these manufacturers to reduce energy consumption, the Government will also
help manufacturing businesses identify and implement technologies that will
improve energy efficiency and reduce their exposure to changing electricity
prices.*

5. The objective of the programs was supported by the four merit criteria
listed in the program guidelines, which are set out in Table S.1. As illustrated
by this table, the extent of the reduction in carbon emissions intensity® (merit
criterion one) had a higher weighting compared to the other criteria. As a
result, the criteria weightings reflected that the main objective of the programs
was to reduce the carbon emissions intensity of manufacturers. Further, in this
respect, and consistent with the Clean Energy Future Plan, the extent to which
a project maintained and improved the competitiveness of the applicant’s
business was of significantly less importance.

2 This audit examined the two investment-related funding streams that were allocated $1 billion in
funding. The Clean Technology Innovation Program was not included in the scope of this audit.

3 Namely: ‘To assist Australian [manufacturing] businesses to invest in energy efficient capital
equipment and low emissions technologies, processes and products in order to maintain the
competitiveness of Australian manufacturing businesses in a carbon constrained economy.’

4 Australian Government, Securing a clean energy future: the Australian Government’s Climate Change
Plan, 10 July 2011, p. 56.
5 The number of tonnes of greenhouse gases that are emitted for each unit of output that a

manufacturing business makes. For example, this may be defined as tonnes of CO2-e emitted in the
production of one tonne of product. Source: CTIP and CTFFIP customer guidelines.
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Summary

Table S.1: Merit criteria for the programs

Merit criterion Score for applications
seeking grant funds:

up to $1.5 over $1.5
million (%) million (%)

1 | The extent of the reduction in carbon emissions intensity, 70 (70.0) 70 (58.3)
including through improvements in energy efficiency arising,
from the project.

2 | The capacity and capability of the applicant to undertake the 15 (15.0) 15 (12.5)
project.

3 | The extent to which the project maintains and improves the 15 (15.0) 15 (12.5)
competitiveness of the applicant’s business.

4 | The contribution of the proposed project to a competitive, N/A 20 (16.7)
low carbon, Australian manufacturing industry and the
benefits to the broader Australian economy.

Total score 100 (100) 120 (100)

Source: CTIP and CTFFIP program guidelines.

6. A feature of the programs, when compared with many grant programs,
was that they operated through a continuous application and assessment
process, rather than discrete funding rounds. In this respect, the program
guidelines set out that a staged assessment and approval process would be
employed, including:

J an initial assessment of the eligibility and completeness of applications
by the department;

J merit assessment of eligible applications by Innovation Australia (IA)°;
and

J a funding recommendation from IA to the decision-maker.”

6 Innovation Australia is a statutory body established under the Industry, Research and Development

Act 1986 to assist with the administration and oversight of the Australian Government's industry,
innovation and venture capital programs delivered by Ausindustry.

7 For applications of less than $10 million (which was the significant majority of applications), the
decision-maker was referred to as ‘the program delegate’, who was the General Manager of the Clean
Technology Investment Programs (an SES Band 1 officer). For applications seeking funding of
$10 million or more, if IA recommended funding an application, endorsement by Cabinet was required
before the program delegate could make a decision on whether to fund the application.
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7. The programs opened to applications in February 2012 and closed in
October 20138 A total of 1171 applications seeking $773.5 million were
received by the department. The amount sought in these applications ranged
from $25 000, which was the minimum amount of funding available under the
programs, to $20.8 million.

8. Grants were awarded to manufacturers in a range of industry segments
and for different types of emissions reduction measures. However, there were
instances where the successful applicant chose not to: execute the funding
agreement; or proceed with the project despite having an executed funding
agreement in place. In this respect, a total of:

J 603 projects were awarded $314.9 million under the programs, with
funding distributed equally between the programs; and

J funding agreements were signed in respect to 569 projects for
$295.9 million in funding, with funding distributed equally between the
programs. Of these agreements, 16 were later terminated. The
remaining 553 projects had an executed funding agreement in place as
at 2 October 2014 involving $265.2 million in funding. Of this amount,
54 per cent of funds related to the CTIP and 46 per cent of funds related
to the CTFFIP.?

Audit objective, scope and criteria

9. The audit objective was to assess the effectiveness and equity of the
award of funding under the Clean Technology Program in the context of the
program objectives and the Commonwealth’s grants administration
framework.

10. In June 2013, the Auditor-General received a request from Senator Simon
Birmingham, Liberal Senator for South Australia, then Shadow Parliamentary
Secretary for the Murray-Darling Basin and then Shadow Parliamentary
Secretary for the Environment to undertake an audit of the Clean Technology
Investment Program. The Senator raised a number of concerns about the process

8 On 28 August 2013, the then Opposition announced its intention to discontinue funding for the
programs as part of its commitment to deliver savings by abolishing the core elements of the Clean
Energy Future Plan. The programs were closed to new applications on 22 October 2013, some six
weeks after the change of government following the 7 September 2013 Federal election.

9 Applicants chose not to execute funding agreements for 34 projects and not to proceed with
16 projects despite having executed funding agreements in place.
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Summary

for awarding grants under the programs and, in relation to the Clean
Technology Investment Program, the distribution of funding in electoral terms.
A potential audit of the Clean Technology Program was included in ANAQO'’s
Audit Work Plan for 2013-14 as the resources to undertake an audit were not
available at the time of the Senator’s request. Audit resources became available
later in 2013, with this audit commencing in November 2013. This audit also
examined the specific matters raised by the Senator.

11. The scope of the audit included the design of the programs, as well as
the assessment and decision-making processes in respect to the
1171 applications that were received. The audit scope was focused on the
application and assessment processes up to the point at which funding was
awarded and a funding agreement signed, and also included analyses of the
distribution of funding (including in electorate terms) and the announcement
and reporting of grant funding. The scope did not include the administration
of the Clean Technology Innovation Program (see paragraph 2).1°

12 The audit criteria reflected relevant policy and legislative requirements
for the expenditure of public money and the grants administration framework,
including the Commonwealth Grant Guidelines (which have now been
replaced by the Commonwealth Grants Rules and Guidelines). The criteria also
drew upon ANAQO’s Administration of Grants Better Practice Guide.

Overall conclusion

13. The Clean Technology Investment Program and the Clean Technology
Food and Foundries Investment Program were well received by industry, with
1171 applications made seeking over $773 million in Australian Government
funding." By the time the programs were closed, after some 18 months of
operation, 603 projects had been awarded nearly $315 million in grant
funding.’? This result was achieved due to a range of factors, particularly the

10  The audit scope also did not include the management of grant agreements with successful applicants
(and, therefore, did not examine the department’s measurement and verification regime for completed
projects) or the evaluation of program outcomes (apart from any steps taken by the department to plan
and prepare for program evaluation).

11 Of the 1171 applications, 814 applications were considered by the program delegate, with 61
applications found to be ineligible, 102 applications withdrawn and 194 not fully considered due to the
closure of the programs.

12 The wine industry received the highest number of grants, with the meat processing industry receiving
the largest amount of funding.
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strong demand for funding and the significant level of assistance provided to
applicants by the department’s AusIndustry Division. In this latter respect:

. a high proportion of applications (84 per cent) proceeded through the
eligibility checking stage to merit assessment;

o a similarly high proportion of applications (74 per cent) that proceeded
to merit assessment were recommended and approved for funding; and

J expenditure proceeded more quickly than originally budgeted, such
that $160 million in program funding was brought forward to 2014-15.

14. The significant amount of grant funding provided to industry over the
relatively short period of time the programs were in operation was consistent
with AusIndustry’s culture of assisting businesses to access programs it
administers. However, the approach that was taken to assessing applications
was not sufficiently focussed on maximising program objectives and treating
applicants equitably. As a result, it was common for funding to be approved
for projects that did not have high expectations as to the extent of the reduction
in carbon emissions intensity they would deliver.!® Further, a number of the
approaches employed to maximise the assistance to industry did not sit
comfortably with the operation of a competitive grants program under the
Australian Government’s grants administration framework. Specifically:

. some incomplete applications were permitted to proceed to the
departmental merit assessment;

J some applications were ‘reframed’** to improve their assessed merit in
terms of published criteria.’> The published program material, and
internal program documentation, did not clearly establish the
circumstances in which reframing assistance would be provided to
applicants by the department, and the extent of this assistance. Further,
applicants were not required to re-submit reframed applications;

13 There were 57 successful applications that had a predicted percentage reduction of less than 10 per
cent and another 131 successful applications that had a prediction percentage reduction of between
10 and 20 per cent. A reduction of 16 per cent from 2010 emissions levels would have been required
to be consistent with the broader policy target set by the then Government to reduce carbon pollution
by five per cent from 2000 levels by 2020.

14 This involved the department or the relevant assessment committee changing the project activities,
grant amount and/or underlying assumptions to exclude ineligible activities or activities that the
department considered did not represent value for money.

15 This approach was not designed to maximise program outcomes by seeking to improve all eligible
applications, but on reframing applications that were otherwise unlikely to be awarded funding.
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Summary

J the assessment and selection method employed was inconsistent with
the approach approved by the then Government, which had referred to
a competitive grants program. In particular, applications were not
ranked in terms of the extent to which they had been assessed as
meeting the published merit criteria; and

J the program guidelines stated that applications would be assessed
by IA, but 41 per cent of applications were assessed by a committee of
departmental officers operating under IA delegation. This helped to
expedite the processing of grant applications'®, but meant that specialist
knowledge was not used to assess a large number of applications.

15. A key message from a number of ANAO audits of grant programs over
the years, which has also been included in both the 2010 and 2013 versions of
ANAOQ’s Grants Administration Better Practice Guide, is that selecting the best
grant applications promotes optimal outcomes. In this respect, it was originally
expected that projects that delivered a significant reduction in carbon
emissions intensity would be funded under the programs. However, the
assessment of applications against the primary merit criterion was not solely
focused on the extent of the reduction in carbon emissions intensity. Instead, so
as to ensure that large manufacturers would not be penalised for making small
percentage improvements, the department’s scoring against the emissions
intensity reduction criterion also incorporated an assessment of the amount of
grant funding requested per tonne of carbon abated.'” As a result, while the
design of the programs intended that only those projects which delivered a
significant reduction in carbon emissions intensity would be funded, projects
offering relatively low emissions intensity reductions were also successful.'®

16. More broadly, the department did not set a performance target for the
programs in terms of the amount of carbon savings, with the indicator it
established! relatively low in comparison to the then Government’s target to

16 Departmental records identified that the use of a committee of departmental officers to assess ‘non-
controversial small grants’ to expedite application approvals ‘helped move money out the door’.

17 A significant proportion of the score against merit criterion one related to an assessment of the grant
funds per tonne of carbon abated not to the reduction in carbon emissions intensity.

18  If the reduction in carbon emissions intensity had been used on its own, 57 successful applications
would have received a score of less than 50 per cent and may not have been awarded a total of
$30.6 million in grant funding. The average reduction in emissions intensity of these applications was
7.4 per cent, with nine applications offering a reduction in emissions intensity of less than five per cent.

19  The established indicator related to the ‘proportion of companies assisted under the Clean Technology
Investment Programs reporting projects with a minimum five per cent reduction in carbon intensity’.
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reduce carbon emissions by five per cent from year 2000 levels.?? The
department has advised ANAO that it has estimated that the nearly
200 projects that have been completed will abate over 1730 kilotonnes of
carbon, a figure slightly above what was expected when funding was
recommended and approved. However, the use of grants to fund emissions
reduction measures by businesses was a relatively expensive means of
reducing carbon emissions in comparison to the carbon price, which the
department cited as a reference point for assessing value for money.?!
Departmental figures indicate a cost per tonne of more than $54? for the
savings expected across all contracted projects, of which the Australian
Government is contributing $18 per tonne with industry to contribute the
remainder. Grant funds per tonne of carbon abated ranged from $1.52 to
$140.27 for individual projects.?

17. Against this background, the ANAO has made four recommendations
that are designed to:

J improve aspects of grant program design and governance
arrangements;
J promote equitable access to grant funding opportunities that operate

through continuous application and assessment processes;

J improve the merit scoring approaches adopted for competitive, merits-
based grant programs; and

. adopt a stronger outcomes orientation when advising decision-makers
on which grant applications should be approved for funding.

20  The Clean Energy Future Plan included a target of reducing carbon emissions by five per cent from
year 2000 levels. Based on the increase in Australian carbon emissions between the years 2000 and
2010, requiring manufacturers to achieve a minimum carbon intensity reduction in the order of
16 per cent on 2010 levels would have been consistent with the target to reduce carbon emissions by
five per cent from year 2000 levels.

21 Between February 2012 and June 2013, the department’s reference point for value for money was
$23 per tonne. In July 2013, following the then Government’s decision to bring forward the introduction
of an emissions trading scheme, the reference point was changed to $6 per tonne.

22 The cost per tonne of more than $54 effectively represents the resource cost of abatement. However,
it does not take into account the costs and savings incurred by households, businesses,
non-government organisations and other levels of government as the net cost was not assessed by
the department.

23 In this regard, the average contribution to individual projects by the Australian Government was
$35.38 per tonne.

ANAO Report No.11 2014-15
The Award of Grants under the Clean Technology Program

20



Summary

18. An important message from this audit is that there would be benefit in
the department reconsidering the balance that it strikes between AusIndustry
assisting business to access funding opportunities, and better practice grants
administration principles and practices. In particular, there are risks to be
understood and managed when those responsible for assessing applications
competing for funding are also able to suggest, or make, changes to an
application so as to improve its chances of success.

Key findings by chapter

Program Design (Chapter 2)

19. The design of the programs was challenging for the department given
the diversity of projects, and the broad range of technologies of varying
complexity eligible to be funded. In this context, design of the programs was
informed by extensive stakeholder consultation, with the department
responsive to the feedback that it received.

20. To provide a sound overall foundation for implementing the programs,
a range of program documentation was developed by the department.
However:

. a probity plan was not developed; and

. the programs were not designed to guard against the approval of
funding for projects that were largely complete at the time of
application or had been committed to prior to receiving any Australian
Government funding.

21. In addition, the department developed two sets of guidelines,
Ministerially approved program guidelines and ‘customer guidelines’ (which
were more comprehensive than the program guidelines). The use of separate,
but related program guidelines and customer guidelines made it easier for the
department to make changes over time to the assessment of applications.
However, having a consolidated set of guidelines is generally regarded as
better practice because it provides prospective applicants with a single
reference point for key information, including the assessment and selection
process, and reduces the risk of inconsistencies between documents. In this
respect, a key element of the implementation of the programs involved the use
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of two indicators to assess applications against the first merit criterion. The
existence of two indicators was not identified in the program guidelines, and
the second indicator that was used in the assessment of applications?* was not
identified until the fifth version of the customer guidelines, promulgated in
December 2012.%

22, More broadly, the assessment and selection method identified in the
program guidelines was inconsistent with the approach approved by the then
Government, which referred to a competitive grants program. In this regard,
the assessment and selection process that was implemented reflected elements
of a merit-based, non-competitive program. In particular, the programs were
not implemented in a way that applications competed for the available
funding by being ranked in order of merit. Rather, projects were approved for
funding so long as:

. the application had been assessed as eligible and as having some merit
(rather than being rated highly against each merit criterion as was
required by the program guidelines)?; and

. sufficient program funding remained available.

23. In addition, the department did not develop a sufficiently structured
process for assessing applications against the merit criteria, with the assessment
of applications involving a range of factors that the department and/or IA
considered pertinent. In this respect, one IA committee chair advised ANAO
that the committee took into account a range of objective and subjective matters
that were not reflected in the records of the assessment process. Further, while
the department provided committee members with an assessment template to
facilitate the assessment of applications by IA, any completed templates were
not retained by the department. In these circumstances, the basis for funding
recommendations made by IA to the program delegate was not evident.?”

24  Namely, grant funds per tonne of carbon abated, which represented the fiscal cost of abatement.

25  The second indicator that was used in the assessment of applications was grant funds per tonne of
carbon abated, not total carbon savings over the life of the conservation measures (as had been
stated in the customer guidelines).

26 The department did not define the requirement to ‘score highly against each merit criterion’ until
May 2013 when it was identified that a score of at least 50 per cent was required against each merit
criterion.

27  The department recorded scores provided by individual committee members against each merit
criterion prior to committee meetings and, following the meetings, recorded a recommendation and a
total merit score.
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Summary

24. As an outcomes orientation is one of the key principles for grants
administration included in the CGGs, it is important for agencies to develop an
evaluation strategy during the design phase of the granting activity and
appropriate performance indicators. The department did not, however,
develop an evaluation strategy prior to the closure of the programs. In
addition, performance reporting has aggregated the number of projects with
an expected reduction in carbon emissions intensity of at least five per cent.

This approach:

. does not reflect actual outcomes achieved by the funded projects; and

J was not consistent with the desired outcome set out in the Clean
Energy Future Plan.

Access to Funding (Chapter 3)

25. The program was well received by the manufacturing industry, with
the department receiving 1171 applications for funding. In total,
159 applications were not processed due to the closure of the programs in
October 2013. The remaining 1012 applications proceeded to the eligibility
checking stage with relatively few applications (61 or six per cent) assessed by
the department as not meeting the eligibility requirements. The department
retained documentation to support the majority of eligibility assessments, and
affected applicants were provided with advice as to the reasons their
application had been assessed as ineligible.

26. The process that was established by the department for assessing
applications against the eligibility and merit criteria was focussed on helping
applicants access funding under the programs. In particular, the department:

o permitted some incomplete applications to proceed to departmental
merit assessment; and

o proposed changes to applications that it considered were not likely to
receive funding in their original state.

27. In this latter respect, rather than requiring affected applicants to
resubmit a reframed application, it was common for departmental assessors to
reframe the project activities, expenditure and/or underlying assumptions for
some applications to improve the application's assessed merit in terms of the
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published criteria. In these cases, the departmental assessors often made
changes to the project or the information in the application? by:

J adjusting the project, or claims made in the application, themselves and
seeking agreement from the applicant to the changes; or

J advising the applicant to exclude components of their project that were
not considered competitive.

28. The approach adopted for the programs went well beyond clarifying
information included in applications and seeking to address any minor
information missing from applications. More broadly, combining advisory and
assessment roles is an approach not well suited to maintaining an objective
assessment of competing applications. In this context, where government
decides that an advisory role should be performed in addition to the assessment
of applications, it is preferable that a clear separation be maintained between the
roles so as to maintain the objectivity of the assessment stage. There are also
challenges that arise in treating applicants equitably due to the risk that the level
of assistance provided to applicants will vary.?

Reduction in Emissions (Chapter 4)

29. Consistent with the program objective, the extent of the reduction in
carbon emissions intensity associated with projects was the most highly
weighted of the merit criteria. There were two indicators used to assess eligible
applications against this criterion (see Table S.2). A Carbon and Energy
Savings Calculator was developed to calculate results for the two indicators for
individual projects and a carbon scoring tool was developed to promote
consistent scoring against both indicators for this criterion.

28  These processes undertaken by departmental assessors were not foreshadowed in the program
guidelines.

29 In this respect, in May 2013 the department implemented a streamlined approach for applications that
sought less than $300 000 in grant funds, which afforded those applicants less opportunity to provide
additional information in support of their application than those seeking greater amounts of funding.
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Table S.2: Merit criterion one indicators

Indicator Performance indicator used in scoring as Weighting Maximum

detailed in the procedures manual score for
indicators

Indicator Predicted reduction in carbon emissions 60% 42

one intensity (%) following project implementation

Indicator Total carbon savings over the life of the 40% 28

two conservation measure

Total 100% 70

Source: CTIP and CTFFIP customer guidelines and program procedures manual.

30. The first indicator was consistent with the published criterion.
However, the percentage reduction calculated was highly dependent on the
project boundary?®’, with a smaller boundary resulting in a higher percentage
reduction being calculated. This led to inconsistencies in the way that the
reduction in carbon emissions intensity was measured and meant that
applicants with projects that delivered the same amount of carbon savings
could be scored differently depending on the project boundary selected.!
Further, one of the approaches adopted during the assessment of applications
to improve the chances of an application being approved for funding was to
adjust the project boundary being used for emissions intensity reduction
calculation purposes (but without the project itself actually changing) so as to
increase the assessment score to a level at which the project could be
recommended for funding.

31. Departmental records outlined that the second indicator for the first
merit criterion was intended to ensure that large manufacturers would not be
penalised for making small percentage improvements, as these small
improvements could still yield large carbon savings. However, the assessment
approach for the second indicator involved the department calculating the
grant funding requested per tonne of carbon abated whereas the customer
guidelines had identified this indicator as relating to total carbon savings over
the life of the conservation measure. The department advised ANAO that this
was seen as a way to compare and consistently score total carbon savings over
the life of the project. However:

30  The department recommended that applicants choose a site-wide energy baseline to easily align with
the information available from utility bills, but also allowed applicants to choose smaller areas in their
manufacturing site(s) to align with a process or a piece of equipment.

31 See further at paragraphs 4.9 to 4.13.
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J ANAOQ'’s analysis indicates that such an approach was inconsistent with
the first merit criterion, which related to the extent of any reduction in
carbon emissions intensity with the second indicator used in the
assessment, instead, relating to an application’s cost-effectiveness or
‘value for money’®; and

J by reducing the requested grant amount®, applicants or assessors could
improve the score achieved against the indicator, without any change
to the carbon savings expected to be achieved over the life of the
conservation measure.

32. The existence of the value for money indicator was not identified in the
program guidelines and was not identified until the fifth version of the
customer guidelines, which were promulgated in December2012. The
inclusion of this indicator had a significant effect in that, had the merit criterion
score solely related to each application's assessed performance in terms of the
predicted percentage reduction in carbon emissions intensity, 57 successful
applications may not have been awarded a total of $30.6 million in grant
funding.

33. A more appropriate and transparent approach, consistent with a range
of other Australian Government funded grant programs audited by ANAO,
would have been for a separate project cost-effectiveness criterion to have been
included in the published program guidelines.

Adyvice to the Program Delegate and Funding Decisions (Chapter 5)

34. The program delegate within the department was responsible for
making all funding decisions under the programs. Of the 849 applications that

32  Similarly, the IA committees interpreted the second indicator as a value for money indicator.

33  Evenininstances where the amount of grant funding was the maximum allowed under the programs,
it was possible for variations in the grant amount across projects to influence the assessed score. This
is because the programs limited the amount of matched grant funding available for each project to
either 50, 33 or 25 per cent depending on total project expenditure, business turnover and the
likelihood of the manufacturer being liable to pay the carbon price.

34 In November 2014 the department advised ANAO that there were 22 supported projects reframed
solely with a decrease to the grant ratio or eligible project costs (for example, no changes to carbon
savings to be achieved). For two of these projects, the applicant had claimed a higher grant ratio than
they were eligible to receive.
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were assessed against the merit criteria®>, 35 were not considered by the
program delegate due to the closure of the programs.

35. The grants administration framework has a particular focus on the
establishment of transparent and accountable grant decision-making processes.
In this context, the program delegate accepted all recommendations that were
received in terms of those applications that should be awarded funding, and
those that should be rejected. However, there were a number of shortcomings
in the advice provided to the delegate to inform funding decisions.
Specifically:

o the records that supported the IA assessment did not demonstrate that
each application was assessed against each of the merit criteria;

J the advice provided to the delegate did not demonstrate that the
recommended applications rated highly against each of the merit
criteria; and

. the advice to the delegate did not clearly identify the expected
outcomes from funding each recommended project.3

Reporting and Funding Distribution (Chapter 6)

36. The department's website reporting of grants made under the
programs was largely consistent with the reporting requirements of the CGGs
and associated guidance. Further, the application, assessment and decision-
making processes for the programs guarded against the award of funding
being politicised. ANAO analysis of the distribution of funding awarded
under the programs did not identify any political bias. Of note in this respect
was that, although the total value of grants to electorates held by the then
Government was greater, the approval rate for grants to electorates held by
then Opposition was slightly higher.

Summary of entity response

37. The proposed audit report was provided to the department and
extracts were provided to the former chairs of the Clean Technology

35  Ofthe 1171 applications that were received by the department, 102 applications were withdrawn,
61 applications were found to be ineligible and 159 applications were not assessed due to the closure
of the programs.

36  The delegate was provided with expected outcomes for 224 applications (28 per cent of applications
considered by the delegate).
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Investment Committee and the Clean Technology Food and Foundries
Investment Committee. The department provided formal comments on the

proposed report and these are summarised below, with the full response
included at Appendix 1:

The Clean Technology Investment Programs were delivered as part of the
former government's Clean Energy Future Plan. The Programs were designed
to deliver on two goals of carbon abatement and maintaining the
competitiveness of the manufacturing sector by improving energy efficiency
through replacement of capital stock. This required innovative program design
particularly in regard to the technically complex requirements for estimating
and assessing carbon abatement. These methodologies were developed in
consultation with key stakeholders including the former Department of
Climate Change and Energy Efficiency.

Demand for the Programs were high with 1171 applications received and
603 projects awarded grants. The Programs accommodated a wide variety of
projects, ranging from a $50,000 solar panel installation in a small winery to a
$70 million dual site consolidation for concrete manufacture. Carbon
abatement varied significantly depending on the nature of the emissions
reduction measures with supported projects estimated to deliver between 0.5
kilotonnes and 1000 kilotonnes of carbon savings.

The department notes the report acknowledges that the application,
assessment and decision-making processes for the programs guarded against
the award of funding being politicised and that there was no evidence of
political bias in the distribution of funding.

The department acknowledges the contribution the Australian National Audit
Office (ANAO) makes to enhancing administration around granting programs
through the observations in the report, particularly in relation to
administrative transparency. This will assist the department to strengthen its
existing grants management frameworks.
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Recommendations

Recommendations

Recommendation
No. 1

Paragraph 2.82

Recommendation
No. 2

Paragraph 3.48

To improve the design of, and governance arrangements
for, future grant programs, ANAO recommends that the
Department of Industry:

(a) develops a single set of program guidelines that is
approved in accordance with the grant program
approval requirements;

(b) includes, as an eligibility criterion, a requirement
that excludes projects that are largely complete, or would
otherwise proceed, without Australian Government
funding, in circumstances where government intends not
to fund such projects;

(c) ensures that the basis for recommendations to the
program delegate is appropriately documented, with
documentation retained by the department; and

(d) develops performance indicators that align with
broader government policy outcomes.

Department of Industry’s response: Agreed in-principle
part (a). Agreed parts (b), (c) and (d).

To promote equitable access to grant funding and
objective assessment of competing grant applications,
ANAO recommends that, where government decides
that advisory assistance should be provided, the
Department of Industry separate the provision of this
assistance from the task of assessing applications.

Department of Industry’s response: Agreed.
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Recommendation
No. 3

Paragraph 4.42

Recommendation
No. 4

Paragraph 5.28

ANAO Report No.11 2014-15

In the administration of competitive, merit-based grants
programs, ANAO recommends that the Department of
Industry design, publicise and implement merit
assessment scoring approaches that promote a clear
alignment between the published program objective, the
merit criteria, the weighting for those criteria and any
scoring indicators.

Department of Industry’s response: Agreed.

To promote a stronger outcomes orientation in the
administration of future grant programs, the ANAO
recommends that the Department of Industry:

(a) clearly identifies, in advice provided to decision-
makers, the extent to which assessed projects are
expected to deliver outcomes that are consistent with the
overall program objective and related performance
targets; and

(b) include, as a requirement in respective funding
agreements, the expected outcomes that informed
decisions to award funding.

Department of Industry’s response: Agreed part (a).
Agreed in-principle part (b).
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1. Introduction

This chapter provides an overview of the Clean Technology Program and sets out the
audit objective, scope and criteria.

Background

1.1 Over recent years, successive Australian governments have adopted
various policies aimed at reducing carbon emissions. On 10 July 2011, the
former government released its Securing a Clean Energy Future Plan (the
Clean Energy Future Plan). An element of the Clean Energy Future Plan
provided transitional assistance for manufacturing businesses® to adjust to the
carbon price through the $1.2 billion Clean Technology Program, comprising:

. Clean Technology Investment Program (CTIP)—which was allocated
$800 million between 2011-12 and 2017-18 to assist manufacturers to
invest in energy-efficient capital equipment and low-emissions
technologies, processes and products;

J Clean Technology Food and Foundries Investment Program (CTFFIP)—
which was allocated $200 million between 2011-12 and 2016-17 to help
manufacturers in the food and foundries industries to invest in energy-
efficient capital equipment and low-emission technologies, processes
and products; and

J Clean Technology Innovation Program—which was allocated $200 million
between 2012-13 and 2016-17 to support research and development,
proof-of-concept and early stage commercialisation activities that lead
to the development of new clean technologies and associated services,
including low emission and energy efficient solutions that reduce
greenhouse gas emissions.

37  Analysis undertaken in 2011 by the then Department of Climate Change and Energy Efficiency
showed that the main driver of Australia’s carbon pollution profile is the use of fossil fuels to generate
electricity. Electricity is a major input to production in the manufacturing industry with analysis by the
Australian Bureau of Statistics indicating that the activities of the manufacturing industry are more
energy intensive than other industries.
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1.2 The CTIP and the CTFFIP (the programs), which are the focus of this
audit®, reflected a policy articulated in the Clean Energy Future Plan that
recognised:

for many Australian manufacturers, improvements in energy efficiency will be
the most effective way that carbon cost impacts can be managed to ensure
long-term competitiveness. While a carbon price will provide incentives for
these manufacturers to reduce energy consumption, the Government will also
help manufacturing businesses identify and implement technologies that will
improve energy efficiency and reduce their exposure to changing electricity
prices.®

1.3 The then Department of Industry, Innovation, Science, Research and
Tertiary Education (DIISRTE, now the Department of Industry (the
department)) was responsible for the design and implementation of the
programs. Specifically, the Manufacturing Policy Branch of the department
was responsible for program design, while the AusIndustry Division
(AusIndustry) was responsible for implementation. Innovation Australia (IA)
was also engaged, as a subject specialist, to assess grant applications..

Program funding

1.4 The programs opened to applications in February 2012 and closed in
October 2013. A total of 1171 applications were received seeking
$773.5 million.#

1.5 The maximum amount of funding available for each project depended
on total project expenditure, business turnover and the likelihood of the
manufacturer being liable to pay the carbon price, as shown in Table 1.1. The
minimum amount of funding available was dependant on the type of project.
Specifically, a minimum of:

J $25 000 was available for: changes to the energy sources of existing or
replacement plant or processes; or replacement of, or modification to,
existing plant, equipment and processes; and

38  This ANAO audit examined the two investment-related funding streams that were allocated $1.0 billion
in funding. The Clean Technology Innovation Program was not included in the scope of this audit.

39  Securing a clean energy future: the Australian Government’s Climate Change Plan, op. cit., p. 56.
40  Applicants sought between $25 000 and $20.8 million.
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. $1.5 million was available for the replacement of, or modification to,
established manufacturing production facilities for new products which
offered significant energy or carbon savings during their in-service life.

Table 1.1:  Assistance available under the programs

Grant funding Proportion of eligible Conditions relating to the proportion of

sought expenditure that can eligible expenditure funded
be funded (%)

Less than $500 000 50 In the financial year prior to lodging the
application, the applicant had turnover of less
than $100 million

Between $500 000 33 Nil

and $10 million

Greater than 25 Nil

$10 million

Unlimited 50 In the year prior to lodging the application, the

applicant had covered emissions from facility
operations of 25 000 tonnes or more but less
than 100 000 tonnes*'

Source: CTIP and CTFFIP program guidelines.

Overview of the assessment process

1.6 After an application was submitted, the department assessed it against
the eligibility criteria, which related to the type of business, activities
undertaken, type of project, and project expenditure. If assessed as eligible, the
department then assessed the application against the merit criteria and
provided that assessment, along with relevant information from the
application, to one of three committees that were given delegated authority by
IA to assess applications.

1.7 The IA committees undertook the final merit assessment and provided
a funding recommendation to the program delegate. Once a recommendation
was provided, the delegate, who was a senior employee of the department,
confirmed that funding was available before deciding whether to approve, or

41 ‘Covered emissions’ was defined in the Clean Energy Act 2011 (Cth). This Act was repealed in July
2014. The Clean Energy Regulator defines ‘covered emissions’ as scope one emissions, which are
the emissions released by the combustion of coal, gasoline or other fuels as part of a facility’s
operations. Manufacturers may also produce scope two emissions, which are generated outside of a
facility’s operations. For example, when a manufacturer uses electricity that has been purchased from
an electricity provider, the emissions generated are scope two emissions.

ANAO Report No.11 2014—-15
The Award of Grants under the Clean Technology Program

35



not approve, an application.*? The process followed was dependent on the
value of the grant sought, as shown in Figure 1.1.

Figure 1.1: Grant assessment process

Application received and
registered

Initial screening for eligibility and
completeness

EI|g|bIe/Comp]et_e. Incomplete: request further Ineligible: send written
undertake a preliminary ) - . .
- information advice to applicant
departmental merit assessment

Refer application information to relevant Innovation Australia (IA) committee based on grant size

Grants of up to

$300 000 Any grant of up to Any grant between Any grant of $10
(from December $5 million $5 and $10 million million or more
2012)

Considered by the
Departmental Committee | | Considered by the Clean Technology Investment Committee (CTIC) or
(departmental officials the Clean Technology Food and Foundries Committee (CTFFIC)
under |IA delegation)

Also considered by the Board of Innovation
Australia (if grant is $5 million or more)

Also considered
by the Cabinet
(if grant is $10
million or more)

L

| Recommendation provided to Program Delegate |

L

| Program Delegate decision on funding |

Source: ANAO analysis.

42  The program delegate was an SES Band 1 officer who was also the General Manager of the Clean
Technology Investment Programs.
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Projects funded under the programs

1.8 A total of 603 projects were awarded $314.9 million under the
programs.® Grants were awarded to manufacturers in a range of industry
segments and for different types of emissions reduction measures. As shown
in Figure 1.2, the wine industry received the highest number of grants, but the
meat processing industry received more than double the amount of funding.

Figure 1.2: Top ten industries funded under the programs
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1.9 The emissions reduction measures funded under the programs are

shown in Figure13. The most common measures funded included
photovoltaic (PV) system installation and equipment replacement. However,

43  The distribution of awarded grants between programs was $156.37 million awarded under the CTIP
and $158.56 million awarded under the CTFFIP and the total value of the executed funding
agreements was $298.7 million (or $329.0 million inclusive of GST).
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funding awarded for PV system installation projects ($20.3 million GST
exclusive) was significantly less than that awarded to equipment replacement
project ($160.7 million GST exclusive).

Figure 1.3: Types of projects funded under the programs
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Closure of the programs

110 On 28 August 2013, the then Opposition announced its intention to
discontinue funding for the programs as part of its commitment to deliver
savings by abolishing the core elements of the Clean Energy Future Plan. The
programs were closed to new applications on 22 October 2013. Details of the
closure of the programs were published on the AusIndustry website on
11 November 2013 and AusIndustry contacted applicants directly with advice
on the status of their application the following day. The advice was tailored to
the status of each application, for example, applicants:
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° who had received a letter of offer, but did not have an executed
funding agreement were advised that program arrangements were still
being determined; and

J whose application was not fully considered prior to the date of
program closure were advised that their application was unsuccessful.

111 The final program arrangements were decided by the incoming
Government following a review of all granting activities. As a result of this
process, it was decided to progress with the 106 grant offers that had been
made before program closure.*

Audit objective, criteria and methodology

1.12  The audit objective was to assess the effectiveness and equity of the
award of funding under the Clean Technology Program in the context of the
program objectives and the Commonwealth’s grants administration
framework.

1.13  In June 2013, the Auditor-General received a request from Senator Simon
Birmingham, Liberal Senator for South Australia, then Shadow Parliamentary
Secretary for the Murray-Darling Basin and then Shadow Parliamentary
Secretary for the Environment to undertake an audit of the Clean Technology
Investment Program. The Senator raised a number of concerns about the process
for awarding grants under the programs and, in relation to the Clean
Technology Investment Program, the distribution of funding in electoral terms.
A potential audit of the Clean Technology Program was included in ANAQO'’s
Audit Work Plan for 2013-14 as the resources to undertake an audit were not
available at the time of the Senator’s request. Audit resources became available
later in 2013, with this audit commencing in November 2013. This audit also
examined the specific matters raised by the Senator.

Audit criteria

1.14 To form a conclusion against this audit objective, ANAO adopted the
following high-level criteria:

J the assessment process promoted open, transparent and equitable
access to funding and led to those projects most likely to contribute to

44 Of the 106 offers that were in place before the closure of the programs, 12 offers were declined or
withdrawn and 94 were executed.
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the cost-effective achievement of the program objective being
consistently and transparently recommended for funding approval;

. departmental assessments and advice from Innovation Australia
informed the funding decisions that were taken;

o the expected outcomes and distribution of funding were consistent
with the objective of the programs and the program guidelines; and

. the announcement and reporting of grants awarded under the
programs was adequate, accurate and transparent.

Audit scope and methodology

1.15  The scope of the audit included the design of the programs as well as the
assessment and decision-making processes in respect to the 1171 applications
that were received. The audit scope was focused on the application and
assessment processes up to the point at which funding is awarded and a funding
agreement signed, and also included analysis of the distribution of funding
(including in electorate terms) and the announcement and reporting of grant
funding.

1.16  The scope did not include the administration of the Clean Technology
Innovation Program (see paragraph 1.2). The audit scope also did not include
the management of grant agreements with successful applicants (and,
therefore, did not examine the department’s measurement and verification
regime for completed projects) or the evaluation of program outcomes (apart
from any steps taken by the department to plan and prepare for program
evaluation).

117 The audit examined departmental records on the design,
implementation and administration of the programs, including:

J application and eligibility assessment records for 1012 applications*;
and
. assessment records for the 849 applications that were assessed by the

IA committees against the merit criteria.*

45  Atotal of 1171 applications were submitted under the programs. Of those, 159 were not processed
prior to program closure and so were not examined by ANAO.

46  Of those that were not assessed against the merit criteria: 159 applications were not processed prior
to the closure of the program; 102 were withdrawn and 61 were found to be ineligible.
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1.18 ANAO also interviewed officials from the department and discussed
the implementation of the programs with the chairs of the Clean Technology
Investment Committee (CTIC) and the Clean Technology Food and Foundries
Investment Committee (CTFFIC).

1.19  The audit has referenced the grants framework that was in place at the
time that the programs operated (in particular, the Finance Management and
Accountability Act 1997 (FMA Act), Financial Management and Accountability
Regulations 1997 (FMA Regulations) and the Commonwealth Grant Guidelines
(CGGs)). The framework changed after the programs had closed, with
implementation of the grants-related elements of the Public Governance,
Performance and Accountability Act 2013 (PGPA Act) taking effect from
1 July 2014. In this respect, unless stated otherwise, similar arrangements exist
under the current framework (PGPA Act and the Commonwealth Grant Rules
and Guidelines (CGRGs)).

1.20 The audit was conducted in accordance with ANAO auditing
standards at a cost to ANAO of $754 000.
Report structure

1.21  The structure of the report is outlined in Table 1.2.

Table 1.2:  Structure of the report

Chapter title Chapter overview

2. Program Design Examines the design of the programs, including the key roles
and responsibilities for managing the programs as well as the
department’s approach to evaluating the outcomes of the
projects funded in relation to reduced carbon emissions.

3. Access to Funding Analyses the approach to assessing applications, including the
reframing of applications throughout the merit assessment
process.

4. Reduction in Emissions In the context of the program objective, examines the

assessment of the extent to which applications would reduce
carbon emissions intensity.

5. Advice to the Program Outlines the advice provided to the decision maker by the
Delegate and Funding department and Innovation Australia, as well as the funding
Decisions decisions that have been taken.

6. Reporting and Funding Examines compliance with relevant grant reporting obligations
Distribution and analyses the distribution of funding.
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2. Program Design

This chapter examines the design of the programs, including the key roles and
responsibilities for managing the programs as well as the department’s approach to
evaluating the outcomes of the projects funded in relation to reduced carbon emissions.

Introduction

2.1 From the time that the programs were announced in July 2011, the
department was responsible for the design and implementation of the
programs. Accordingly, ANAO examined the extent to which the department
designed an appropriate framework for administering the programs through
the:

J program guidelines and other documentation;
. objective of the programs;

. program governance arrangements; and

. key program documentation.

Program guidelines

2.2 A key obligation under the CGGs was for all grant programs to have
program guidelines in place. Program guidelines play a central role in the
conduct of effective, efficient and accountable grants administration, by
articulating the policy intent of a program and the supporting administrative
arrangements for making funding decisions.*” Reflecting their importance, the
program guidelines represent one of the policy requirements that proposed
grants must be consistent with in order to be approved for funding.*

2.3 The CGGs indicated that, where appropriate, consulting stakeholders
on grant arrangements could help achieve more efficient and effective grants
administration. In this context, the department facilitated an extensive

47  Arange of ANAO'’s audits of grants administration over a number of years have identified the
importance of grant programs being implemented in a manner that accords with published program
guidelines.

48  Up until 30 June 2014, this obligation was provided for under FMA Regulation 9. From 1 July 2014,
this obligation was provided for under section 21 of the PGPA Act, which requires accountable
authorities to govern in a way that is not inconsistent with the policies of the Australian Government.
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stakeholder consultation process that was used to inform program design. This
process involved:

J consultations with key industry groups between August 2011 and
September 2011;

o a discussion paper that was released in September 2011;

o 14 targeted public consultations that were attended by

439 representatives from business, government and industry groups
between October 2011 and December 2011; and

° 94 written submissions, received between October 2011 and
December 2011, in response to the discussion paper.

24 The department was responsive to the feedback provided during the
consultation period. For example, the programs were originally designed to
provide a grant of up to 25 per cent of eligible costs, but after feedback was
received that manufacturers would have difficulty financing investments at a
maximum government grant contribution of 25 per cent, the tiered funding
ratios presented in Table 1.1 on page 35 were adopted.

2.5 After the public consultation period had concluded, the department
finalised the program guidelines. At that time, the requirements of the grant
framework relating to the approval of program guidelines were dependent on
a risk assessment by the department. Both programs were rated as ‘medium
risk” and the program guidelines and risk assessments were reviewed by the
Department of the Prime Minister and Cabinet and the then Department of
Finance and Deregulation (Finance). Final approval of the guidelines was
given by the then Prime Minister in January 2012.

Customer guidelines

2.6 The CGGs described program guidelines as being a ‘single reference
source’ for policy guidance, administrative procedures, appraisal criteria,
monitoring requirements, evaluation strategies and standard forms.* In a
previous ANAO audit®, instances where agencies were producing more than

49  Department of Finance and Deregulation, Commonwealth Grant Guidelines, July 2009, p. 22.

50  ANAO Audit Report No. 36 of 2011-12, Development and Approval of Grant Program Guidelines,
Canberra, 30 May 2012.
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one document that outlined important aspects of the grant selection process
were observed. In this regard, ANAO identified that:

2.7

the better approach is for a single program guidelines document to be
prepared (and approved) that represents the reference source for
guidance on the grant selection process, including the relevant
threshold and assessment criteria, and how they will be applied in the
selection process; but

where more than one document is produced and each outlines
important aspects of the grant selection process, it is important that
agencies recognise that, collectively, all such documents constitute the
program guidelines for the purposes of the CGGs. Accordingly, these
documents should collectively be subject to the grant program
approval requirements and made available to stakeholders.

The program guidelines provided an overview of the programs, as

required by the CGGs. However, a separate document (referred to by the
department as the customer guidelines) was also prepared. The department’s

intent in providing customer guidelines was to give prospective applicants a

more comprehensive reference point for application development and the

assessment and selection process. Despite this intention, the customer

guidelines did not provide potential applicants with an accurate overview of

the assessment process in relation to the:

opportunity for applicants to provide additional information after
application submission;

department assisting applicants to reframe applications to exclude
proposed capital investment activities that were not considered to
provide a relative contribution to carbon savings that was
commensurate with the share of project costs; or

approach used to assess applications against the merit criteria, with
specific reference to the indicators used to assess merit criterion one
and a range of undocumented factors considered important by the IA
committees in arriving at funding recommendations.>!

51

Additional factors considered in the assessment of applications were provided from December 2012.
Further, the processes relating to incomplete and reframed applications are discussed in paragraphs
3.10 to 3.34, while chapter four identifies how indicators for merit criterion one were assessed.
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2.8 The customer guidelines were not subject to the approval process
outlined in the CGGs on advice taken from Finance. This situation made it
easier for the department to make changes over time, particularly in relation to
the assessment approach. However, as previously outlined by ANAO, the
approach of having two separate sets of guidelines for a program, with
important detail not included in the guidelines subject to the grants
administration framework approval processes was not consistent with better
practice.

2.9 For example, the program guidelines outlined the merit criteria for the
programs, but the customer guidelines provided further details regarding the
implementation of those criteria (see Figure 2.1). Of particular significance was
that the program guidelines did not identify that two indicators were being
used to assess applications against the first (and most heavily weighted) merit
criterion, or the relative weighting applied to those two indicators.>?

Other program documentation

210 To assist applicants, the department also repeated some of the
information in the program and customer guidelines in the electronic
application form (a ‘smartform’) and in a series of fact sheets.>® In addition to
the published program documentation, the department developed a
procedures manual that:

. described the roles and responsibilities of departmental officials when
processing and assessing applications;

. included a framework for allocating merit scores to applications; and

. provided a template for the departmental assessment.

52  The application of these indicators is examined further in Chapter 4.

53  There were 22 separate documents of varying length published for the CTIP, with most of these
documents updated at least once.
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Figure 2.1:

guidelines

Merit criteria

Factors/indicators provided in the Customer
Guidelines from Feb 2012 to Dec 2012

Information on merit assessment published in the customer

Factors/indicators added to the Customer
Guidelines in Dec 2012

The extent of the
reduction in carbon
emissions intensity,

including through

improvements in
energy efficiency
arising from the
proposed project

Indicator 1: Predicted reduction in carbon
emissions intensity (%), following project
implementation.

Indicator 2: Total predicted carbon savings
(tonnes CO2-e) over the life of the conservation
measure.

o Cost of total carbon savings in the
context of the grant funding per tonne of
carbon abated

« Contribution of individual project activities
to the total carbon savings

« Carbon and energy savings outcomes for
similar projects in the same industry

¢ Quality of evidence provided to support
the estimated carbon and energy savings

The capacity and
capability of the
applicant to undertake
the project

In relation to internal and external resources (for
example, contractors and suppliers), applicants
could outline:

* expertise and/or experience: in implementing
energy efficiency or emissions reduction
measures; in estimating and verifying energy or
carbon savings; and with the technologies
proposed within the project;

e general technical, financial and project
management experience of the key personnel
involved with the project; and

« the status of planning, environmental and other
regulatory approvals required for the project.

¢ Whether the technology is proven and
any risks associated with achieving the
anticipated carbon and energy savings

* The quality of the project plan and any
evidence provided to support the claims
made

« The financial viability of the applicant

The extent to which the
project maintains and
improves the
competitiveness of the
applicant's business

Applicants need to describe their company's

business case for the proposed project and

outline how the project impacts on their business'

competitiveness. Project impacts could include:

o costs savings from reduced electricity or fuel
use;

e increased productivity, sales and/or product
quality;

¢ access to new customers and markets;

« improved profitability and/or capability or
capacity development; and

o development of workforce skills.

« Expected costs savings including savings
from a reduction in direct carbon
liabilities and other benefits such as
reduced waste

« Extent to which savings and other
benefits are quantified

 Project payback period

* Whether benefits are commensurate with
the total project cost

¢ Quality of evidence provided to support
the claims made

The contribution of the
proposed project to a
competitive, low
carbon, Australian
manufacturing industry
and the benefits to the
broader Australian

Applicants need to describe the contribution of

the project to a competitive, low carbon

Australian manufacturing industry and the

benefits to the broader Australian economy.

Applicants could describe the:

» broader environmental benefits;

e impact on the economy and employment;

« opportunity for Australian suppliers to provide
goods and services for the project;

e particular regional impacts;

« Benefits to the supply chain

economy o development of ‘green’ skills;
o creation or maintenance of key manufacturing
capability; and
o demonstration activities.
Source: ANAO analysis of customer guidelines.
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211 The primary purpose of the departmental assessment was to present
the relevant A committee with a report that included:

. an assessment of: the application against each of the merit criteria in the
form of a score, with the scores summed to give the overall merit score;
and the quality of the evidence supporting the application;

. options to reframe the project to exclude any ineligible activities> or
eligible activities that the department considered did not provide value
for money;

J additional commentary to highlight information that had the potential

to significantly impact the final decision, but was not easily identifiable
in the application; and

° an assessment recommendation.

Probity plan

212 The CGGs also outlined that an important requirement in grant
administration is ensuring probity and transparency, such that decisions
relating to the granting activity are impartial, appropriately documented and
publicly defensible. In this respect, the department did not develop a probity
plan or engage a probity advisor.*

Objective of the programs

213 Program objectives that are clearly linked to the outcomes set by
government were required by the CGGs. As such, it was important that the
objective of the programs was consistent with the outcome set in the Clean
Energy Future Plan, which was to reduce carbon pollution and assist
manufacturers to reduce their exposure to rising energy costs.

54  The program guidelines identify that capacity expansion or productivity improvement projects with no
improvement in energy efficiency or reduction in carbon intensity were not eligible projects for the
purposes of the programs.

55  The department did, however, seek advice from the department’s legal section on:
e the program guidelines;
e the consistency between the program guidelines and supporting program documentation including
the customer guidelines, program directions and delegations; and
e achange to the funding ratios that was reflected in the program guidelines in June 2012.

56  Australian Government, Securing a clean energy future: the Australian Government’s Climate Change
Plan, 10 July 2011, p. xi.

ANAO Report No.11 2014-15
The Award of Grants under the Clean Technology Program

47



214  The objective of the programs, as stated in the program guidelines, was:

To assist Australian [manufacturing] businesses to invest in energy efficient
capital equipment and low emissions technologies, processes and products in
order to maintain the competitiveness of Australian manufacturing businesses
in a carbon constrained economy.

215 In practice, the objective of the programs was implemented through the
assessment of applications against the merit criteria, using the weightings in
Table 2.1.

Table 2.1:  Merit criteria and weightings

Merit criteria Score for applications
seeking grant funds:

up to $1.5 over $1.5
million (%) million (%)

1. The extent of the reduction in carbon emissions 70 (70.0) 70 (58.3)
intensity, including through improvements in energy
efficiency arising, from the project.

2. The capacity and capability of the applicant to 15 (15.0) 15 (12.5)
undertake the project.

3. The extent to which the project maintains and improves 15 (15.0) 15 (12.5)
the competitiveness of the applicant’s business.
4. The contribution of the proposed project to a N/A 20 (16.7)

competitive, low carbon, Australian manufacturing
industry and the benefits to the broader Australian
economy.

Total score 100 (100) 120 (100)
Source: CTIP guidelines and CTFFIP guidelines.

216 As illustrated in Table 2.1, the extent of the reduction in carbon
emissions intensity (merit criterion one) had a higher weighting compared to
the other criteria. As a result, the criteria weightings reflected that the main
objective of the programs was to reduce the carbon emissions intensity of
manufacturers and that the competitive position of businesses was of
significantly less importance.”” Accordingly, the objective that was implied by
the weighting of the merit criteria was consistent with the outcomes set out in
the Clean Energy Future Plan.

57  As noted in ANAO’s Better Practice Guide on Grants Administration, criteria that are critical to
achieving the program objective should have a higher weighting than those criteria that are not critical.
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Value with public money and additionality

217 As noted in ANAQO’s Grants Administration Better Practice Guide,
value with public money should be considered at two levels:

o in the context of grant allocation, the extent to which a population of
projects maximises the achievement of specified objectives within the
available funding; and

. in the context of selecting individual projects for funding, selected
applications should be eligible, have met the selection criteria, involve
reasonable cost and have a risk profile that is acceptable to the
Commonwealth.%

218  With regard to the value of individual projects, there were four merit
criteria for the programs, but none specifically addressed the reasonableness of
project costs (as shown in Table 2.1). However, the assessment of applications
against merit criterion one included consideration of the grant funds per tonne
of carbon abated. This indicator provided a measure of the fiscal cost of
abatement* and was used as a basis for identifying and promoting changes to
projects that the department considered were “unlikely to represent value for
money’.® In June 2014, the department advised ANAO that the cost of
abatement measure was ‘simply a tool that allowed us to compare and
consistently score total carbon savings over the life of the project’. Despite this
advice:

. the department’s customer guidelines released in August 2013 (near the
time of program closure) stated that ‘total carbon savings in the context
of value for money (grant dollars for each tonne of carbon abated)” was
a factor considered in the assessment of merit criterion one; and

. both IA committee chairs advised ANAO that value for money was
considered during committee deliberations.

219  Value with public money is also promoted by considering the extent to
which the funding being sought by an applicant will result in an outcome that

58  ANAO Grants Administration Better Practice Guide, op. cit., p. vi.

59  The fiscal cost of abatement is a measure of the abatement leverage achieved by a dollar of
government resources. It is based on the budget impact of the policy per tonne of carbon abated and
does not take into account the costs (and savings) incurred by households, businesses, non-
government organisations and other levels of governments.

60  Reframing of projects is discussed in paragraphs 3.10 to 3.34.
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is additional to those that are likely to occur regardless of whether the
application is successful. This is referred to as ‘additionality’. There was no

criterion or provision in the program guidelines that prevented projects that
were being implemented without funding assistance from being assessed as
eligible or meritorious. This reflected that the programs were administered as

‘transitional adjustment assistance’ for the carbon price. In this regard, the
program manager noted in May 2012 that:

2.20

Some applicants are likely to choose to order and/or part pay for plant and
equipment with significant supply lead times prior to making an application
or the project start date. There is no additionality requirement in the Program
and it is consistent with the policy intent of the Program to allow applicants to
claim remaining costs for these plant items that are paid within the project
period.

It is recognised that there may be risks associated with meeting the Australian
National Audit Office Granting Guidelines value for money test for funding
project activities for an ERM [emissions reduction measure] that is largely
complete at [the] time of application. An extreme example would be a project
to put a roof on an otherwise completed replacement manufacturing facility.

This risk is mitigated by the requirement for the project to rate highly against
all program merit criteria.

However, ANAO analysis was that:

the lack of an additionality criterion was inconsistent with the policy
because the implementation arrangements in the policy proposal stated
that funding would not be provided for projects that were intended to
be undertaken privately in the absence of the programs;

none of the program merit criteria specifically required consideration of
additionality, nor was information that would inform the consideration
of additionality sought in application forms; and

it was not until December 2012 that benchmarks were set to reflect the
score required for applications to be considered to rate highly against
all program merit criteria.®!

61

Specifically, on 21 December 2012, program management advised staff in Ausindustry’s State Office
Network that the overall merit score must be greater than 50 out of 100 (for grants of less than
$1.5 million) or 60 out of 120 (for grants of $1.5 million or more) for the project to be approved.
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221 The risk of funding projects that would have proceeded without
government funding was not addressed in practice, as highlighted by the
examples in Table 2.2.

Table 2.2: Projects largely complete at the time of application
submission®

Case Relevant extract from committee Merit score Program Grant
study discussion delegate amount ($)

decision

1 The company was going to do this 89.7/120 | Supported 9 500 000
anyway and had planned to do this
two years ago, and this program
came along and provided opportunity
to get free money.

2 Project was 85% complete at the time 101.9/120 | Supported 9100 000
of application.
3 Project was partially complete and is 78.4/100 | Supported 800 000

part of a $45 million project. It was
not clear what benefits could be
attributed to program funding.

3 The company had a legal undertaking 72.0/100 | Supported 66 897
to do this project regardless of
whether the Commonwealth provides
funding.

Source: ANAO analysis of departmental records.

222 As part of an internal review of the programs in November 2013, the
department identified that:

A consequence of no need-for-funding requirements is that some approved
projects would have already been implemented without grant funding. In fact,
some approved projects had already undergone internal final approvals and
were already underway at the time of application.

2.23  Although in some cases there were significant periods of time between
the date of lodgement of an application, decision and execution of a funding
agreement, there were also:

o 25 funding agreements with grants totalling $6.5 million that were
executed on or after the project end date listed in the funding
agreement; and

62  This information was sourced from informal notes taken by staff during IA committee meetings. The
lack of formalised transcripts explaining committee discussions is discussed paragraphs 2.47 to 2.60.
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J a further 109 funding agreements with grants totalling $38.5 million
executed within three months of the project end date listed in the
funding agreement.®

Assessment and selection process

2.24  An important consideration in the design of any grants program is the
process by which potential grant recipients will be able to access grants. At the
time that the assessment and selection processes for the programs were
determined, the CGGs outlined that:

Unless specifically agreed otherwise, competitive, merit based selection
processes should be used, based upon clearly defined selection criteria.**

2.25  While guidance on a competitive selection process was not provided in
the 2009 version of the CGGs, the following guidance was available to the
department in the ANAQO’s 2010 Grants Administration Better Practice
Guide®:

An appropriately conducted competitive, merit-based grant selection process
involves all eligible, compliant applications being assessed in the same manner
against the same criteria, and then being ranked in priority order for receipt of
the available funding based upon the outcome of those assessments.®

2.26  In December 2011, Finance advised the department to provide a clear
statement of the selection process in the proposed program guidelines,
advising the department that:

It notes in the guidelines that the program is a competitive merit (page 2)
based grants program. However, it also states that applications can be lodged
at any time. It needs to be clearer what type of merit selection process will be
used. For example, will applications be assessed against the selection criteria,
or will applications be ranked against other applicants’ applications. During
the seven year period, will there be points in which all applications will be
ranked, or will applications be assessed on a case-by-case basis, with
recommendations going to the delegate on an ad-hoc basis. It would be useful

63  Projects with a project period of less than three months have been excluded from this analysis.

64  Department of Finance and Deregulation, Commonwealth Grant Guidelines, July 2009, p. 29.

65  As outlined at paragraph 2.19, the department drew on ANAO'’s better practice guide in relation to
another element of the program design (additionality).

66  ANAO’s guidance on competitive, merit-based assessment programs was adopted by the Department
of Finance in a subsequent revision to the CGGs. ANAO, 2013, Implementing better practice grants
administration.
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if more information be [sic] included so potential recipients can see more
clearly how the merit selection process will operate.

2.27  The process that the department implemented involved applications
being individually assessed against the merit criteria, with funding decisions
made on an ongoing basis. In the context of guidance available at that time
concerning grant selection processes, this approach was not consistent with the
policy proposal and program guidelines, which referred to a ‘competitive grants
program’. In this respect, the department advised ANAO in June 2014 that:

[The 2009 version of the CGGs] do not provide any additional guidance in
relation to competitive selection processes.

On the basis of those Guidelines the program was correctly described as a
competitive granting program in the [policy proposal] and the selection
process of individual assessment against the merit criteria is consistent with
that description.

2.28 Notwithstanding the above advice, the programs were launched at a
time when the department’s Customer Service Charter clearly stated that a
competitive grants program was one in which applicants compete for program
funding as follows:

AusIndustry offers both entitlement and competitive grant programs.

For grants-based products, customers compete for limited funds, based on the
merits of their application.

For entitlement programs, such as the R&D Tax Concession, customers make
claims in accordance with pre-determined criteria.” [ANAO emphasis]

2.29  Further, the department advised ANAO in June 2014 that:

Innovation Australia may also choose to rank applications considered at a
particular meeting. Ranking would be undertaken where it is necessary to
restrict approvals in accordance with available funding. This has not been
required to date. [ANAO emphasis]

2.30  This is inconsistent with the advice that the department provided to the
then Minister for Industry and Innovation in February 2012 that:

Innovation Australia’s newly formed Clean Technology Investment
Committee requires appointment of a Chair and members to assess and merit
rank applications submitted under both the Clean Technology Investment

67  Ausindustry, Customer Service Charter, July 2010, p. 3.
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Program and the Clean Technology Food and Foundries Investment Program.
[ANAO emphasis]

2.31  The reasons for the department’s decision not to rank applications may
relate to the difficulty in establishing the relative merits of applications for
projects that involve substantively different activities. In this regard, the
department separately advised ANAO in June 2014 that:

There is significant variation in project size, complexity, activity and outcomes
depending on the nature of the emission reductions measures to be
undertaken and industry sector. The value of projects considered to date
ranges from $50 000 to $70 million. Projects can encompass activities ranging
from replacement of lighting fixtures, modifying an existing manufacturing
process, installing a co-generation plant, covering anaerobic lagoons or
replacing an entire manufacturing site. Reductions in emissions intensity will
vary significantly depending on the nature of the emissions reduction
measures included in the project. Given the significant variation between
projects, applications are assessed individually against the program merit
criteria rather than against other projects within a funding round.

2.32  However, these factors were not documented at the time that the
assessment and selection process was decided upon.

2.33 A program in which applications were individually assessed against
merit criteria would more accurately be described as a merit-based, non-
competitive program (which is the definition adopted by the CGRGs, as well
as in ANAQO’s Grants Administration Better Practice Guide). However, the
process used also exhibited some of the characteristics of a demand-driven
program as 74 per cent of the applications that were considered by the
program delegate were approved.* Following advice from ANAOQO in June 2013
(prior to the commencement of the audit), the department acknowledged that
the programs were not competitive grants programs, in the context of the 2013
CGGs, by updating the program guidelines to reflect that applications would
be individually assessed against the merit criteria. The department advised
ANAO in October 2014 that ‘despite this reclassification, there was no change
to the assessment process’.

2.34 Given that there was no change to the assessment process or the
definition of a competitive grants program that was provided in the ANAQO’s
2010 Grants Administration Better Practice Guide, the department did not

68  The program delegate approved 603 of the 814 applications that were considered.
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obtain agreement, from the then Government, to change the assessment and
selection process from a competitive grants program (as identified in the policy
proposal) to an open, non-competitive or a demand-driven grants program.

Program governance arrangements

2.35 Key roles and responsibilities in the administration of the programs
were set out in program governance documentation and the program
guidelines. Responsibility for the program’s design and delivery was shared
between the manufacturing policy area of the department and AusIndustry.
The manufacturing policy area was responsible for designing the programs
and providing ongoing policy advice, while the day-to-day management and
delivery of the programs was carried out by AusIndustry. Oversight was
managed through monthly reports from AusIndustry to the department’s
executive group. These reports provided a financial management summary
and summarised key issues, risks and opportunities relating to the program.

Role of the program delegate

236 On 1 February 2012, the then Minister for Industry and Innovation
appointed the departmental official who was acting in the role of General
Manager, Clean Technology Investment Branch, AusIndustry as the program
delegate to:

o take all necessary decisions and carry out all necessary functions in
relation to the administration of the programs;

J authorise employees of the department to take decisions and to carry
out functions as are specified in the program guidelines; and

o award funding to applicants under the programs, subsequent to a merit
assessment and recommendation from IA.

2.37  The program manager was responsible for the day-to-day operations of
the programs including overseeing the delivery network, but the delegate
attended the majority of IA committee meetings. In this regard, the department
advised ANAO in September 2014 that:

Neither the program delegate or program manager were members of the Clean
Technology Investment Committee or Clean Technology Food and Foundries
Investment Committee. They could elect to attend meetings, and often did, as
observers to provide advice to the committee on the program rules if asked,
and to gain insight into the factors considered by the committee(s) in
recommending a grant application for approval.
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2.38 However, as outlined in ANAQ’s Grants Administration Better Practice
Guide, irrespective of whether the approver is a Minister or an official, it is
prudent for the approver to remain at arm’s length from the assessment
process. This separation avoids the potential for perceptions to arise that the
approver has influenced the funding recommendations subsequently put
forward for the approver’s consideration.

Role of Innovation Australia

2.39 Itisrelatively common for an advisory committee to be used to provide
advice and/or recommendations to grant program decision-makers. Where a
program relates to a specific area, such committees are able to bring relevant
knowledge, experience and judgement to bear in formulating, or assisting to
formulate, funding recommendations. In this context, it is important that the
basis on which an advisory committee is to be involved in an assessment and
selection process is clearly defined, and that the committee’s deliberations and
recommendations are appropriately documented.

240  Against this background, the role of Innovation Australia (IA) was to:
. undertake a merit assessment of each eligible application;

J provide a recommendation to the program delegate (or to the Cabinet
of the Australian Government, where relevant); and

J provide more general advice to the program delegate in relation to the
programs and the development of the customer guidelines.

241 To carry out this role, an IA committee was created and, on
22 March 2012, it received delegated authority from the Board of IA to make
funding recommendations to the program delegate up to a maximum of
$5 million.® All of the members of the IA committee had skills in
manufacturing or engineering and business administration, but only three
members had experience in clean technology and two members had experience
in energy and carbon efficiency.

242  In October 2012, the IA committee was separated into three committees
due to the significant workload associated with the programs. The
responsibilities of these committees in assessing, and making
recommendations on, applications were as follows:

69  Figure 1.1 and paragraph 1.7 provide an overview of the IA committees.
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J departmental committee—low-risk grants under $300000. This
committee consisted of members from the program management area
and manufacturing policy area of the department and also included
managers from AusIndustry’s State Office Network and officers with
responsibility for the delivery of the programs;

J CTIC—general investment applications up to a maximum value of
$5 million. This committee consisted of six members who had
experience in manufacturing or engineering and business
administration, two members who had experience in clean technology
and one member who had experience in clean energy and carbon
efficiency; and

. CTFFIC—food and foundries applications up to a maximum value of
$5 million. This committee consisted of five members who had
experience in manufacturing or engineering and business
administration, two members who had experience in energy and
carbon efficiency and one member who had experience in clean
technology.

243  While the members of the IA committees were not employees of the
department, the functions they were responsible for performing carried
specific record keeping obligations. In this context and as outlined in the CGGs
and ANAQ’s Grants Administration Better Practice Guide, where the advice
provided by a committee directly informs a decision about expenditure—for
example, where the committee assesses applicants against particular criteria,
and/or recommends supporting particular projects or distributing funds to
particular applicants—committee members are officials of the relevant
agency.”’ Importantly, where advice and recommendations received from a
panel are intended to be relied upon by a decision-maker in forming a view on
the merits of providing grant funding, the assessment of applications and
funding recommendations of the panel should be formulated in a manner that
is consistent with the program guidelines. This provides a sound basis for the

70  Committee members were considered officials because the provision of such advice constituted the
performance of a 'financial task' within the meaning of FMA Regulation 3. Persons performing financial
tasks are deemed (by operation of part 5 of the FMA Act and Regulations 4(1)(a), 4(2) and 5(1)(b)) to
be officials of the relevant agency. In respect to the Program, IA committees were responsible for
undertaking the merit assessment of eligible applications against the published merit criteria and,
accordingly, performed a task or procedure relating to the commitment of public money. In reference
to the current grants framework, committee members are considered to be officials under section 13 of
the PGPA Act.
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departmental decision-maker concluding that a recommendation to approve
funding is consistent with the program guidelines as a policy of the
Commonwealth (as was required by FMA Regulation 9).”!

Assessment of applications by the departmental committee

244 The creation of the departmental committee assisted with the
management of the workloads for the CTIC and the CTFFIC. This
arrangement, however, meant that a number of merit assessments were
undertaken by the department rather than IA, as described in the program and
customer guidelines, such that specialist knowledge was not brought to bear in
the assessment of applications.

2.45 As shown in Figure 2.3 on page 63, 345 applications (41 per cent) were
assessed by the departmental committee. In 75 per cent of these assessments,
the departmental committee agreed with the score provided by the
departmental assessor. By way of comparison, the CTIC and the CTFFIC
agreed with the score allocated by the departmental assessor in 18 per cent of
cases. Given that IA had a role in providing specialist knowledge in the
assessment of applications, the use of a different arrangement did not allow for
the specialist knowledge that was available to be applied. As a consequence,
the transparency of the assessment process was reduced for applicants and the
knowledge applied differed across applications.

Documentation retained to support recommendations

246  The procedures manual set out the role of departmental officials in
assisting the IA committees with the final merit assessment. This included
compiling an “application deck’, which included the departmental assessment
report, the submitted application and other relevant supporting
documentation. The application deck was intended to provide committee
members with ‘the core documents needed to review and assess the
application’ and was only to include information ‘that is necessary and
sufficient for the committee to make an informed decision’.

2.47  While the department developed a scoring framework to be used in the
departmental assessment that was presented to the IA committees, the

71 Up until 30 June 2014, this obligation was provided for under FMA Regulation 9. From 1 July 2014,
this obligation was provided for under section 21 of the PGPA Act, which requires accountable
authorities to govern in a way that is not inconsistent with the policies of the Australian Government.
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evidence provided by the department did not reflect that the IA committees
used the same framework in scoring applications against the merit criteria. In

this respect, the program management area of the department advised IA
committee members, in April 2012, that ‘committee members may wish to
score on some other basis’. In October 2014, the department confirmed this in
advice to ANAO that:

The purpose of the Carbon Scoring tool is to ensure that Auslndustry
Customer Service Managers take a uniform approach to scoring against this
criterion. Committee Members may wish to score on some other basis.

2.48  With regard to IA committee deliberations one of the IA committee
chairs advised ANAO in September 2014 that:

The assessment was complex because there were many inputs that the
committee considered, with the final scores as presented by the CSM
[Customer Service Manager]| being only some of them. Other critical issues

that had different bearings on various applications included:

the type and age of existing vs new equipment, the suppliers, the
amount of data provided on estimated performance of the new
equipment; depreciation rates etc

the assessment of the validity of all the assumptions throughout the
application

the business profile of the applicant, its industry, competitors, the
applicant's financial history and robustness of their future cashflow (in
addition to the necessary citing of the Accountants Declaration)

the production forecasts and how believable they were, particularly
how they related to sales forecasts - and how this impacted the merit
criteria

the complexities around suitable boundary definitions for calculations
the value for money in relative and absolute terms

the necessity to [sic] being consistent and fair in approach and where
appropriate taking into account many evolved learnings gained over
time with many many assessments completed

changing government policy on treatment of carbon emissions.

2.49  The consideration of these particular matters was not well recorded, as
discussed in paragraphs 2.50 to 2.54.
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250 To facilitate the assessment of applications by the IA committees, the
department provided committee members with an assessment template. This
template did not provide a basis for scoring applications; rather it provided a
means of the committee member, who was allocated as a spokesperson for the
application, recording recommended scores. Using the template, committee
members could:

J record a score for the application against each merit criterion after
considering the departmental assessment report, the original
application and any relevant attachments; and

J provide their scores against each criterion to the Secretariat in advance
of the relevant meeting.”

2,51 In addition, the template enabled committee members to do more than
simply record an assessment score against each criterion and indicate whether
the member supported or did not support the award of funding. In particular,
the template provided a means for committee members to record the rationale
for their scoring, which is important in promoting accountability in assessment
processes. However, the department advised ANAQO in May 2014 that:

The [templates] were not designed to be provided back to the Secretariat to
keep as a permanent record and were not kept by the Secretariat. Members are
told that they can leave papers/documents at the end of the meeting to be
destroyed should they not wish to keep these themselves.

Scores are placed by the Secretariat into a template that lists all applications for
that meeting (these are kept as a record by the Secretariat). At the meeting the
scores are then moderated following discussion of each application by the
committee (those members with conflicts did not provide scores and were not
present during the discussion or the final decision of the committee on an
application where they had a conflict). The final decision and recommendation
of the committee is put into a decision sheet and recorded in minutes.

2,52  Where templates were provided by committee members to the
department, they were not retained in departmental records. In this respect, in
October 2014, the department advised ANAO that:

72  Prior to a meeting, the Secretariat and the Chair of the meeting would allocate two or three
spokespersons to each application. The allocation of applications was influenced by the conflicts of
interest that had been reported and the size of the project being considered.
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The Committee Member assessment records were not destroyed. The offer to
destroy the Committee Member’s [sic] personal notes is a long standing
security procedure to support members” appropriate management of papers in
their personal possession.

The members individual merit scores provided to the meeting are kept as
noted and the Committee’s recommendation on the merit of an application is
set out in the decision sheet and minutes.

As a consequence of the department’s decision not to retain the

templates completed by committee members, the documentation that was
provided in support of the committees” recommendations was limited to:

2.54

a spreadsheet for each meeting that included scores provided by the
committee members who were the spokespersons for each application;

the signed minutes of each meeting;
a signed recommendation for each application; and
informal notes that supported the meeting minutes.”

However, the information that was contained in the meeting minutes

and individual recommendation sheets was identical and, as shown in

Figure 2.2, did not provide sufficient details regarding the assessment of

applications, including the basis for the recommendations made by the
IA committees or the range of matters ANAO has been advised were taken
into account (see paragraph 2.48).

73

Informal notes were available for 455 of the 488 applications considered by the |IA committees.
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Figure 2.2: Example of a recommendation sheet from the CTFFIC

Clean Technology Food and Foundries Investment Committee assessment:
Merit rating: 69.8 Merit ranking: N/A Recommendation: Supported
Recommendation reason:
The Committee recommends that the Program Delegate approves funding of
up to 50% of eligible project expenditure for a Clean Technology Food and

Foundries Investment Program grant up to a maximum of $###,###.

Chair’s Name: <Name> Signature: <Signature> Date: <Date>

FF##### <Applicant Name>

Source: ANAO adaptation from IA Committee Recommendations.

2.55 It would be reasonable to expect that the value added by the specialist
knowledge of the IA committees with external members would be reflected in
there being greater variation between committee assessment scores and
departmental assessment reports. The department has advised ANAO that it
anticipated that this would be the case, but ANAQO’s analysis was that the
program was not implemented in a way that ensured the reasons for differences
were appropriately recorded for accountability and related purposes.

256 In this context, Figure2.3 demonstrates that there was greater
consistency between the department’s records and the records of the
departmental committee compared to the other IA committees. Specifically, for
75 per cent of applications considered by the departmental committee the
scores were consistent with the departmental assessment; but this fell to
18 per cent of applications for the other IA committees. Accordingly, while the
departmental assessment reports provide some basis for explaining three-
quarters of the recommendations made by the departmental committee, they
not surprisingly provide only limited explanation for the recommendations of
the other IA committees.
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Figure 2.3: Comparison of merit score in the documentation provided

Merit assessment of applications

Applications assessed against the merit criteria
849
[
L NA
Documentation relating to Documentation relating to IA committee merit assessments
departmental merit Merit scores agreed by Merit scores agreed Applications referred to Board
assessments |  departmental committee by CTIC or CTFFIC of Innovation Australia®)
849 (100%) 345 (40.6%) 488 (57.5%) 16 (1.9%)
\ \
345 applications assessed by the departmental committee 488 appllcatlons assessed by the CTIC or the CTFFIC

Merit score Merit score
equal to equal to
Committee Committee
and and
department department
assessment assessment
scores scores
259 (75.1%) 88 (18.0%)
T T

i | i ! \ !
Funded Funded
198 (76.4%) 77 (87.5%)
Not funded Not funded
46 (17.8%) 9 (10.2%)
Not Not
considered® considered”
15 (5.8%) 2(2.3%)

Recommendation and funding decision Recommendation and funding decision

Notes:

(1): These applications have been excluded from the analysis as they were considered by the CTIC or the CTFFIC and the Board of IA.

(2): These applications were not considered by the program delegate due to program closure.

Grey shading indicates that the available documentation supported the merit score but did not provide a rationale for the recommendation
the program delegate.

Blue shading indicates that the available documentation did not support the merit score or provide a rationale for the recommendation to the
program delegate.

Percentages will not add up due to rounding.

o
to

Source: ANAO analysis of Ausindustry data.

2,57 In September 2014, an IA committee chair advised ANAO that the
relevant committee had held “detailed, meaningful and complex” discussions
and that:

As you know there were no transcripts of these discussions and hence the final
recommendation is merely that, a recommendation based on significant inputs
(firstly of course the CSMs recommendation) and the Merit Criteria
summaries, and finally in most cases intense deliberation. It is for this reason
that the assessment recommendations were not always perfectly correlated
with absolute merit criteria scores. The recommendations necessarily and
properly in my view, incorporated many more issues, both objective in some
cases and subjective in others where the expert committees experience were
well utilised.
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2.58 The situation in relation to the programs was similar to that identified
in an earlier ANAO audit of a program implemented by the department, as
follows:

The minutes of Board meetings in the second funding round describe the
approach taken by the Board to assess applications and contained details of
the Board’s overall merit assessment for each application. Other details
relating to the Board’s assessment of each application—such as the Board’s
overall assessment comment and details of assessments against the individual
evaluation criteria—were not reflected in the final minutes. Rather, the
department advised that this information was documented in supporting
spreadsheets. While details of the Board’s overall assessment comments were
available, details of the Board’s assessments at the individual criteria level
were unable to be located by the department during the course of the audit.”

2.59 The department accepted the subsequent recommendation made in the
earlier audit for improved documentation of the assessment process.

Disclosures of interest

2.60 The program guidelines and IA’s disclosure of interest guidelines set
out how potential conflicts of interest were to be identified and managed for
IA committee members. If a conflict was declared prior to a meeting, the
committee member did not receive a copy of the relevant application. In
addition, committee members were invited to declare any additional
disclosures for which they became aware of at the start of each meeting,
following receipt of the meeting papers. Committee members then left the
meeting room before discussion of the relevant application and this was
documented in the minutes. To support committee members in making
conflict of interest disclosures, the department developed and circulated
‘disclosure of interest’ statements relating to applicants, which contained
information on collaborative partners, directors, board members and primary
shareholders.

2.61 Notwithstanding the requirements of IA disclosure of interest
guidelines, in 28 of the 92 material disclosures, the signed minutes did not

74 ANAO Audit Report No. 37 of 2012—-13, Administration of Grants from the Education Investment Fund,
22 May 2013.
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record when committee members left the room as a result of a conflict of
interest.”” In this respect, the department advised ANAO in May 2014 that:

There was an issue with the accuracy of the documents. Additional supporting
documents confirm that the process was undertaken with members departing
the room.

Action was undertaken to rectify the records once these issues were identified
internally with the relevant Committee Manager putting a file note confirming
that conflicted members left the room in accordance with the Disclosure of
Interest Table which accompanied the minutes.”

Further action has been undertaken to reinforce standard operating
procedures for the Secretariat in minute taking as per secretariat procedures
manuals for all committees where there is a requirement for the primary
minute taker to capture the arrival/departure of meeting attendees and
movement of attendees where material disclosures exist.

2.62 There were also nine instances in which the chair had a disclosed
material conflict, but the minutes did not note that a replacement chair had
been appointed for the period of the chair’s absence. However, in all of these
cases the recommendation that was made to the program delegate was signed
by a committee member who did not have a disclosed interest.

2.63  Further, while the practices were sound in terms of the disclosure of
conflicts of interest for the majority of applications, there were instances in
which practices could have been improved. For example, there were two
applications for which a disclosed conflict of interest was assessed by the
department as being immaterial, an assessment that raises some questions
given:

. the assessment of one application was informed by one of the
committee member spokespersons having previously visited the site
and having a past association with one of the directors of the applicant
company; and

. the committee member held shares in the company that was supplying
the power infrastructure upgrade for the project.

75  The 28 disclosures related to 23 individual applications.
76  The file note that was provided in support of the department’s comments was not dated.
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2.64 In both cases, the committee member that had the conflict was recorded
in the minutes as being a spokesperson for the relevant applications.

Program performance measurement

2.65 The CGGs stated that grants administration should focus on the
delivery of government outcomes.” ANAOQO’s Grants Administration Better
Practice Guide also highlights the importance of developing a
performance/evaluation framework during the design phase of a program. For
the programs, the responsibilities of the program delegate and the grant
recipient, in terms of monitoring and evaluation, were identified in the
program guidelines, but were not supported by an evaluation strategy. The
department advised ANAO in July 2014 that:

It was anticipated that the Program would be evaluated in 2015/16. A formal
evaluation strategy has not yet been prepared. However, [the department has]
given detailed consideration to the project metrics that would be required to
support a program evaluation.

2.66  This advice was updated by the department in October 2014 to reflect
that the evaluation is planned for 2016-17 rather than 2015-16 and that this
timing has been reflected in the department’s forward evaluation plan. The
department further advised ANAO that:

A robust measurement and verification regime has been introduced with more
than 70 different metrics from completed projects and that due diligence is
being undertaken on reported data” with a view to preparing a detailed
evidence base for the evaluation.

As at 16 September 2014, 192 projects have been finished (this does not include
projects that have been terminated). After measurement and verification it is
estimated that these projects will abate over 1,730 kilotonnes of carbon which
exceeds and is generally consistent with what was recommended by the
Committee and approved by the Program Delegate (1,713 kilotonnes).

Program Management undertakes a thorough due diligence process. It also
undertakes measurement and verification training with the State Office
network.

77  Department of Finance and Deregulation, Commonwealth Grant Guidelines, July 2009, p. 17.

78  Program documentation stated that a post-project report must include: an independent financial audit
of the total eligible expenditure; an update of the estimates of financial benefits provided in the
application; and measurements and supporting evidence of the verified energy or carbon savings
delivery by the project.
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Program Management review each finalised project and compares the KPIs at
the post-project stage with that approved by the Committee.

2.67 As outlined at paragraph 1.16, the audit scope did not include the
department’s measurement and verification regime for completed projects.

Program performance indicator

2.68 The key performance indicator (KPI) reported in the department’s
2012-13 Portfolio Budget Statements was the ‘proportion of companies assisted
under the Clean Technology Investment Programs reporting projects with a
minimum five per cent reduction in carbon intensity’. In July 2014, the
department advised ANAO that this target:

o was developed in consultation with the then Department of Resources,
Energy and Tourism;

. was selected because it aligned with the then Government’s plans to
reduce carbon pollution by five per cent from 2000 levels by 2020; and

o reflected the outcomes of the Energy Efficiency Opportunities Program.

2.69 This KPI was appropriate in the context of the primary merit criterion,
which was “the extent of the reduction in carbon emissions intensity, including
through improvements in energy efficiency arising, from the project’.
However, it was not consistent with the then Government’s broader policy
objective to reduce carbon pollution by five per cent from 2000 levels by 2020.
Specifically, total carbon emissions had increased by 13.2 per cent from 2000 to
2010, as demonstrated by Figure 2.4, but the starting point for calculating the
reduction in carbon emissions under the funding agreements was not based on
2000 levels. As a consequence of that change, a reduction of 16 per cent from
2010 emissions levels would have been required to be consistent with the
broader policy target set by the then Government.
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Figure 2.4: Total carbon emissions produced in Australia, 2000-2010
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The World Bank.

After ANAO pointed out that the program’s KPI was not consistent

with the then Government’s broader policy objective to reduce carbon
pollution by five per cent from 2000 levels by 2020, the department advised
ANAO in October 2014 that:

2.71

It was never the intent to directly link the program to the Government's target.
Rather, the program indirectly supported the achievement of the
Government's policy objectives through helping manufacturers invest in low
pollution technologies.

In November 2014, the department further advised ANAO in relation

to the program KPI that:

The Department determined the KPI of 5 per cent based on the available
evidence base at the time. Consultations with Department of Climate Change
and Energy Efficiency (as policy owner of the overarching initiative) and
Department of Resources, Energy and Tourism indicated that the most
relevant available data set was provided by the Energy Efficiency
Opportunities Program. The Department drew on analysis from the Program
Report Continuing Opportunities 2011. [The report] notes ‘Corporations in the
EEO program have combined adopted energy savings equivalent to 5.4 per
cent of the energy assessed to date, compared to 5.1 per cent in 2010, 4.5 per
cent in 2009 and 4.2 per cent in 2008.” The Department considered this target to
be conservative noting that the EEO customer cohort are typically large
emissions intensive businesses. The Department had no evidence base to
confirm the likely emissions reductions that might be achieved by smaller less
emissions intensive businesses.

ANAO Report No.11 2014-15
The Award of Grants under the Clean Technology Program

68



Program Design

Reporting on performance

2,72  Inits 2012-13 Annual Report, the department stated that 98.7 per cent
of companies assisted under the programs reported a minimum five per cent
reduction in carbon emissions intensity. In relation to performance reported
under the programs, the department advised ANAO in July 2014 that:

This figure [98.7%] was calculated using the number of applications approved
in 2012-13 from both the Clean Technology Investment Program and Clean
Technology Food and Foundries Investment Program. Out of 476 approved
projects that accepted the offer, 6 projects predicted less than 5% reduction in
carbon intensity.

2.73 However, the expected outcomes of projects were not: recorded in the
IA committee recommendation (as discussed in paragraph 5.14) or the decision
made by the delegate; or consistently recorded in funding agreements. In this
respect, the department advised ANAO in September 2014 that:

In any instance where the Committee considered a reframed project, as part of
recording the Committee’s recommendation Auslndustry also recorded the
agreed carbon metrics that formed the basis for that decision.

2.74 ANAO examined the spreadsheet of agreed carbon metrics (referred to
in this audit report as the expected outcomes of the projects) and compared
this data with outcomes listed in funding agreements. This analysis revealed
that:

. the agreed metrics provided by the department did not match the
metrics stated in 72 funding agreements (13 per cent of executed
funding agreements) with a total value of $62.2 million. The average
difference between these metrics was seven per cent;

° expected outcomes, in terms of the reduction in carbon emissions
intensity, were not included in 34 funding agreements (six per cent of
executed funding agreements) with a total value of $21.6 million;

J for projects that were reframed, the carbon metrics listed in the
spreadsheet were not identified as having been revised; and

. carbon metrics were entered without a clear explanation of the source
of that metric (the possible sources included the application form, the
departmental assessment or the IA committee assessment).

2.75 In addition, the KPI aggregates a number of different emissions
intensity reductions that are not measured in the same way. Specifically, as
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discussed in paragraphs 4.9 to 4.13, the expected reduction in carbon emissions
intensity could be calculated using an equipment, process or site-wide
boundary, with the selected boundary influencing the expected outcomes of
projects. As a result, the department is not well placed to measure the
outcomes of the programs using this KPI.

2.76  Similarly, in an earlier audit of another program that was implemented
by the department, ANAO found that the indicators did not provide insights
into the continuing performance of the program, including measuring the
program’s broader impacts and outcomes.” The department accepted the
resulting recommendation from that audit that it assess the long-term
performance of the program and report against relevant KPIs.

Conclusion

2.77 A range of key program documentation was developed by the
department that was informed by extensive stakeholder consultation. While
this documentation provided a sound overall foundation for implementation
of the programs:

J not all of the program documentation clearly identified that the
programs were to be focused on reducing carbon emissions (rather
than assisting entities to maintain their competitiveness);

o there were multiple reference points for applicants seeking information
about the programs, including separate but related program guidelines
and customer guidelines, but only the program guidelines were
approved in accordance with the grant program approval
requirements; and

o there would have been benefits in a probity plan being developed.

2.78  Further, the assessment and selection method identified in the program
guidelines was inconsistent with the approach approved by the then
Government, which had referred to a competitive grants program. In this
regard, the assessment and selection process that was implemented reflected
elements of a merit-based, non-competitive program as well as a demand-
driven program. In particular, the programs were not implemented in a way

79  ANAO Audit Report No. 37 of 2012—-13, Administration of Grants from the Education Investment Fund,
22 May 2013.
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that applications competed for the available funding. Rather, so long as they
were assessed as eligible and as having some merit, and sufficient program
funding remained available, they were approved for funding.

2.79  The decision to establish the program was based on advice that funding
would not be provided for projects that were intended to be undertaken
privately in the absence of the programs. However, there were no mechanisms
in place to prevent the approval of funding for an application that an applicant
had committed to or was largely complete at the time of application. In this
respect, there were 134 funding agreements with grants totalling $45 million
where the funding agreement was signed either after the reported project end
date, or within three months of the reported project end date.

2.80 The department provided committee members with an assessment
template to facilitate the assessment of applications, however, the only records
retained by the department were the final merit score and recommendation. In
this context, an IA committee chair has advised ANAO that, in deciding which
applications to recommend, the committee took into account a range of
objective and subjective matters which were not reflected in the records of the
assessment process. In the absence of records being made and retained that
reflected the assessment of applications against the published criteria and the
additional matters considered by the IA committees, the basis for the funding
recommendations made to the program delegate was not evident. Of
particular note was that, for 58 per cent of the applications that were assessed
by the IA committees, the documentation available did not provide a clear
basis for the recommendations that were made.®

2.81 Performance reporting for the programs to date has aggregated the
number of projects with an expected reduction in carbon emissions intensity of
at least five per cent. This approach however, does not reflect actual outcomes,
but expected outcomes (which, in turn, could relate to one of three different
approaches to calculating emissions intensity reductions®!). In addition, the
five per cent target set for the reduction in carbon emissions intensity did not
reflect that the outcome set in the Clean Energy Future Plan to reduce
emissions by five per cent was from year 2000 levels. Specifically, based on
2010 emissions levels, the reduction required was in the order of 16 per cent.

80  See Figure 2.3 on page 63. A clear basis for the recommendations was not provided for 486 of the
833 applications that were only considered by an IA committee and not the Board of IA.

81 A site-wide, process or equipment boundary as discussed in paragraph 2.75.
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Recommendation No.1

2.82 To improve the design of, and governance arrangements for, future
grant programs, ANAO recommends that the Department of Industry:

(a) develops a single set of program guidelines that is approved in
accordance with the grant program approval requirements;

(b) includes, as an eligibility criterion, a requirement that excludes projects
that are largely complete, or would otherwise proceed, without
Australian Government funding, in circumstances where government
intends not to fund such projects;

() ensures that the basis for recommendations to the program delegate is
appropriately documented, with documentation retained by the
department; and

(d) develops performance indicators that align with broader government
policy outcomes.

Department of Industry’s response:

2.83  Part (a): Agreed in-principle. For future grant programmes the Department of
Industry will consider this aspect as part of programme design.

2.84 Part (b): Agreed. The department notes in adopting such a criterion that this
would not exclude circumstances where value for money can be achieved by bringing
forward the timing of the funded activity where this is consistent with the policy
intent.

2.85  Part (c): Agreed.
2.86  Part (d): Agreed.
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3. Access to Funding

This chapter analyses the approach to assessing applications, including the reframing
of applications throughout the merit assessment process.

Introduction

3.1 Effective grants administration is supported by agencies adopting
application and assessment processes that promote open, transparent and
equitable access to grants.® It is also recognised as good practice for agencies
to design a grant application process that is cost-effective, accessible and likely
to maximise the attraction and selection of high quality applications.

3.2 In relation to the ability of applicants to access funding, the programs
were characterised by:

. a high proportion of applications (84 per cent) proceeding through the
eligibility checking stage to merit assessment;

. a high proportion of applications (74 per cent) that proceeded to merit
assessment being recommended and approved for funding; and

] the 2013-14 Budget bringing forward $160 million in program funding
from 2015-16 and 2016-17 to 2014-15 so as ‘to allow industry to access
support for clean energy investment and research and development
projects earlier and to more closely align funding with anticipated
demand’.®

3.3 In this context, the ANAO examined the:
. 1012 applications that were assessed against the eligibility criteria; and

J 849 applications that were assessed by the IA committees against the
merit criteria.

82  ANAO Grants Administration Better Practice Guide, op. cit., p. 43.

83  Budget Paper No. 2 2013-14 — Part 2: Expense Measures — Industry, Innovation, Climate Change,
Science, Research and Tertiary Education.
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Eligibility assessment

3.4 The department received 1171 applications for funding, of which
159 were not processed due to the closure of the programs in October 2013.54
The remaining 1012 applications proceeded to the eligibility checking stage.

3.5 As noted in paragraph 2.36, the program delegate was responsible for
determining whether an application was eligible for merit assessment. In
making this decision, the program guidelines required that the delegate
consider whether the:

o applicant was an eligible applicant;

o project to which the application related was an eligible project and
involved eligible activities;

° application was complete and contained sufficient information to
undertake a merit assessment; and

J application was in the form required.

3.6 The responsibility for eligibility assessment was delegated to
departmental officers across the AusIndustry State Office Network. The
assessors used an eligibility checklist that reflected the main eligibility
requirements that were outlined in the program guidelines.?

3.7 Relatively few applications (61, or six per cent) were identified as not
meeting these eligibility requirements. However, for two per cent of
applications assessed, completed checklists to support the results of the
eligibility checking stage were not available.®® The checklists for the remaining
938 applications were largely complete, but a relatively small number
contained some shortcomings that did not provide an accurate assessment of
eligibility as the checklists:

84  Of the 159 applications that were not processed due to the closure of the programs, 34 applications
were submitted before 1 July 2013.

85  There were seven versions of the eligibility checklist. Eligibility criteria that were not covered in the
checklist or managed through the controls that were built into the electronic application form, included
projects that involved savings during the in-service life of products and decommissioning of plant,
equipment or process that have been replaced.

86  Checklists were not available for 16 applications, with: 13 found to be ineligible; three approved by the
program delegate; and two not approved by the program delegate. A further 56 applications were
withdrawn.
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J did not identify whether the application was eligible and complete for
27 applications (13 applications were approved, 12 were not approved
and two were withdrawn following eligibility assessment);

J were marked ineligible and/or incomplete for 18 applications that
proceeded to merit assessment (10 applications were approved and
eight were not approved); and

. were marked eligible and complete for three applications that were
assessed as being ineligible.

3.8 These errors occurred despite the department developing a procedure
that each eligibility checklist be reviewed by a more senior official from
AusIndustry’s State Office Network.

3.9 Following the eligibility assessment process, the department’s
procedures required that applicants be provided with written advice that their
application was either: ineligible; incomplete; or eligible. Given the potential
for applicants to revise and/or resubmit applications at any time, it was
important for accurate feedback to be provided in correspondence for
ineligible and incomplete applications. In this respect, the applicant for each of
the 61 applications assessed as ineligible received a letter advising them of the
reasons why their application was ineligible.

Approach taken to incomplete applications

3.10 Determining whether additional information will be sought or accepted
from applicants to assist in the assessment process should be based upon
appropriate consideration that weighs any risks to maintaining equity and
probity against the need to ensure funding decisions are appropriately
informed.®” While the department adopted an application process that allowed
applicants to submit applications at any time, the customer guidelines for the
programs identified that incomplete applications would not be assessed,
noting:

Your application is the sole source of information available to AusIndustry for

the assessment of the eligibility and merit of your application. No further

written or oral explanation, or further documentation, should be required.

Before you submit an application, check to ensure all information is complete
and accurate. An application that is incomplete will not be assessed.

87  ANAO Better Practice Guide, Implementing Better Practice Grants Administration, June 2010, p. 47.
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3.11 In practice, if an application was found to be incomplete during the
eligibility assessment, the applicant would receive a letter or email detailing
the information required to complete the application. In this respect, the
procedures manual outlined that:

If there is a minor omission or oversight in an application, a line manager may
agree to provide the applicant with a brief opportunity to address this, and
subject to this being done, may deem the application complete as at the date of
receipt. Alternatively an application may be deemed complete at a later date
where it takes more time for an applicant to provide all mandatory data and
attachments.

3.12 However, a ‘minor omission’ was not defined or illustrated in the
procedures manual. In June 2014, the department advised ANAO that:

AusIndustry CSMs [Customer Service Managers] have a significant level of
experience in program delivery. Our culture is to assist businesses to access
our programs where possible. Typically where applications are incomplete, we
would contact applicants and give them an opportunity to provide the
outstanding information. Generally speaking only in those circumstances
where customers did not address information gaps as requested, would
applications be formally determined to be incomplete and therefore ineligible
for merit assessment.

313 The department also implemented processes relating to additional
information requests that did not promote equitable access to funding. For
example, the department advised ANAO in June 2014 that:

During the high application volume period of the program, guidance was
provided to the network in which streamlined assessment processes were
recommended for small grants [less than $300 000].

3.14 The process, referred to by the department, resulted in applicants who
were seeking less than $300 000 in grant funds not being afforded the same
opportunity to provide additional information as applicants seeking more than
$300 000 in funds. In this respect, the departmental assessors were advised to
not engage the applicant in extensive information requests, but rather seek the
minimum level of information needed to complete the assessment and provide
the applicant with a specified response date after which "AusIndustry will
complete its due diligence with the information available and forward it to
[the] Committee for merit assessment and Delegate decision’. It is not clear
from the assessment records how many applications were assessed using this
process. However, 245 applications that sought less than $300 000 in grant
funding were submitted, merit assessed and considered by the program
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delegate after this guidance was issued to the department. Of these
applications, 69 per cent were approved by the delegate. This is slightly lower
than the overall rate of approval of applications, which, as discussed in
paragraph 2.33, was 74 per cent.

3.15 In September 2014, the department advised ANAO that its streamlined
processes for projects seeking less than $300 000 in grant funds was designed
to encourage staff to ‘limit their due diligence in accordance with the
complexity and risk of applications’. However, for the wider group of
applications, the department’s due diligence went beyond simply clarifying
and confirming the information presented in each application and extended to
initiating and promoting changes to projects that were unlikely to be funded
under the programs in their original form.® In this context, the approach of
seeking to limit departmental assistance to some applicants and not others was
inequitable, particularly when considered against the advice given in the
customer guidelines that incomplete applications would not be considered.

Reframing of applications by the department and
Innovation Australia

3.16 In addition to the 61 applications identified as ineligible, the grant
amount was changed by the applicant, department or IA committee during the
assessment process for a further 215 applications.® Of particular note in this
respect was that:

J a number of applications were reframed to exclude ineligible
expenditure items® with 83 applications reframed during the
departmental assessment and five applications reframed during the IA
committee assessment®!;

J applications were also reframed to exclude eligible expenditure items
that did not provide value for money with 56 applications reframed to
exclude eligible items during the departmental assessment and

88  Examples of the approach taken by the department are set out in paragraphs 3.25 and 3.26.

89 Inreference to the 814 applications that were considered by the program delegate, the rate of
reframing applications was 26 per cent.

90  An appendix to the customer guidelines outlined the items of expenditure that were eligible for funding.

91 There was one application that was reframed during the departmental assessment and the IA
committee assessment. Therefore, a total of 85 applications were reframed to exclude ineligible
expenditure items.
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3.17

24 reframed during the IA committee assessment.”? In this regard, the
department made changes to application forms in December 2012 to
require further information on the individual components of projects
with multiple emissions reduction measures (including the costs and
predicted electricity, fuel or direct carbon emissions abated by each
measure)®; and

11 applications were reframed so that the applicant would receive the
maximum amount of funding available under the grant ratios (all of
these changes were made during the departmental assessment).*

Other reasons for reframing applications included changes to project

costs and to projects in instances where the application did not provide
sufficient evidence to support the claims made in relation to a component of
the project (where that component was separable). A clear reason for changing
the grant amount was not documented in respect to 13 of the reframed
applications.

3.18

The department’s perspective on the reframing of applications was

outlined to ANAO in October 2014, as follows:

The Department acknowledges that the approach adopted is not suitable for
all granting programs, but was considered appropriate for the Clean
Technology Programs which involved investing in capital equipment.
Applications and assessments contained objective information on the capital
equipment, for example manufacturing specifications, energy audits and
utility bills. This enabled individual emission reduction measures to be easily
dissected for analysis.

A ‘reframed project’ refers to a class of projects where the original scope of the
project as submitted in the application was: changed by the Committee during
the merit assessment process; or changed by the applicant, or by the Customer
Service Manager in consultation and full agreement with the applicant, during
the due diligence process before merit assessment by the Committee.

92

93
94

There were three applications that were reframed during the departmental assessment and the 1A
committee assessment. Therefore, a total of 77 applications were reframed to exclude expenditure
that did not provide value for money.

This was suggested by the IA committee in May 2012.

Two of the 12 applications that were reframed up to the maximum grant ratio available to the applicant

were not recommended by the IA committees because the application did not demonstrate that the
total carbon savings over the life of the project would be commensurate with the level of investment.
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Many of the projects included a number of different capital investment
activities, often unrelated. Part of Innovation Australia's consideration of
application competitiveness related to consideration of whether the relative
contribution to carbon savings of each of the proposed capital investment
activities was commensurate with the share of project costs. In a number of
instances, Innovation Australia elected to recommend support of a subset of
the project activities. As part of the assessment process, and at the request of
Innovation Australia, the Customer Service Manager would identify
uncompetitive emissions reduction measures elements of the project and
highlight these in the assessment materials. In other instances, following
advice from a Customer Service Manager, a customer might elect to remove an
emissions reduction measure.

The level of analysis undertaken by the Department was commensurate with
the size and complexity and risk profile of the project. Typically projects with
multiple emission reduction measures required further analysis. This should
not imply the assessor took a more active approach, but rather were
undertaking normal due diligence.

Applicants were not required to submit a new application form but may be
asked to provide additional supporting information. This is consistent with a
business focused approach, reduces the burden upon businesses seeking to
apply to the program, and was aimed at getting the best outcomes for the
program. Any changes to projects undertaken at the request of the customer
were documented in the assessment materials and dealt with in the merit
assessment process and recorded in the decision outcome.

As indicated by the department’s advice, the level of applicant

involvement in reframing projects varied, with some projects reframed by, or
in consultation with, departmental officials (discussed below in paragraphs

3.21 and 3.22) and others reframed by IA committees without consultation
with the applicant. In this context:

the reframing of applications in the manner outlined by the department
was not clearly set out in the program guidelines;

a clear distinction was not maintained between the department’s
and/or committee’s changes and the applicant’s changes, or the initial
and final applications;

assessment records did not clearly outline the reframing advice that
was provided, when that advice was provided and when the changes
were made; and
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J the department’s reframing of applications was not accepted by all
applicants, with the substantial reframing of the project given as one of
the reasons for rejecting a funding offer in at least five instances. For
these applications, the average reduction in the grant amount, from
application submission to funding offer, was $220 142 (33 per cent of
that sought).

3.20 While departmental advice was provided with the intention of assisting
applicants, there are challenges in maintaining the objectivity of the assessment
process and with treating applicants equitably when this assistance is provided
as part of the assessment of applications. The preferred approach, to preserve
the integrity of the assessment process, is to separate the provision of advice
from the assessment process, other than clarifying minor inconsistencies or
omissions that are not significant (noting it is common for program guidelines
to outline that incomplete applications will not be assessed).” The sections
following highlight some of the challenges where reframing occurs as part of
the assessment process.

Departmental merit assessment

3.21 The aim of the departmental merit assessment was to “provide value
adding commentary to assist IA and the program delegate to decide which
applications should be funded under the program’. However, the assessment
process extended beyond simply analysing the application information
originally submitted by applicants. For at least 22 per cent of the departmental
merit assessments, assessors took a more active approach to reframing
applications by presenting scores, to the IA committee, that were based on a
reframed project (or multiple possible variations to a reframed project) with
modified project activities, expenditure and assumptions.

95 In respect to this type of engagement with applicants during the assessment stage, ANAO’s grants
administration Better Practice Guide comments that: ‘Appropriately conducted correspondence
(including via email) between assessors and applicants during the assessment process may be
important to ensuring assessments and funding recommendations are well informed and soundly
based, particularly for granting activities that involve proposals seeking funding for more complex
and/or high-risk projects. This may involve assessors seeking clarification of information submitted
with the application and/or requesting additional information identified as necessary to fully assess an
application against the guidelines. However, when requesting additional information, the information
received should not constitute a material change to the original application or a resubmission of an
improved application. As a result, it is prudent for such inquiries to be conducted and recorded through
procedures that are clearly documented in the material made available to applicants (such as the
grant guidelines) and the internal procedures established for the granting activity.’
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3.22  For the applications that were reframed, the departmental assessment
report included:

. variations to project scope, such as removing elements of a project that
were considered to be ineligible expenditure or not considered to
provide ‘value for money’ in terms of carbon abatement, as discussed
in paragraph 3.16;

o alternative scores calculated using various interpretations of the
evidence provided in support of carbon savings, such as a reduction in
the expected production levels; and

J a revised grant amount.
Amending the cost of carbon abated

3.23  Consistent with the department’s advice that its culture is to ‘assist
businesses to access our programs where possible’, the department worked
with the applicant to reframe the scope of projects that were “unlikely to be
supported” in their original form.* This approach blurred the line between
departmental officials assessing applications for the purpose of informing
committee recommendations and officials acting as advocates for projects.”

3.24 One of the ways in which the prospect of obtaining funding for an
application was improved was by reducing the fiscal cost of abatement, which
was referred to, in the assessment of applications, as grant funds per tonne of
carbon abated. However, the decision to reframe an application was subjective
as the scoring framework did not contain a benchmark or upper limit on grant
funds per tonne of carbon abated. In August2012 (six months into the
programs), the department advised its assessors that:

With input from the committee we are starting to gather a pool of knowledge
about how this criterion is being addressed by applicants. The current data
would suggest that an estimated $ per tonne calculation that exceeds $80 is
unlikely to represent value for money as savings of this magnitude are not
commensurate with the level of investment.

96  Reframing was also evident in decisions made by IA committees to remove components of projects
considered to be uncompetitive.

97  In this regard, the Ausindustry Customer Service Charter at the time of program launch noted that
AuslIndustry would provide customers ‘with guidance to enable them to submit a competitive
application or to receive their full entittement’, but that Ausindustry could not ‘help a customer write
their application, though we can suggest what aspects of an application might be improved’ or ‘act as
an advocate or referee for a project to a committee or third party’.
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3.25

In the August 2012 guidance, departmental assessors were also advised

to consider how the ‘competitiveness’ of the proposal could be improved

through the removal of project costs from the application, with acceptance by
the applicant, as follows:

3.26

Where the figure is in this order, [Customer Service Managers] CSMs should
critically review the project budget to see if the applicant has included costs
that are not linked directly to generating carbon or energy emissions savings.
The applicant should be advised to remove these costs and submit a revised
budget, otherwise the application is unlikely to be competitive. It is important
that the assessment includes your analysis of the various components of the
application and the interactions the CSM has had with the applicant in these
circumstances. Following discussion, if the estimated $ per tonne calculation
still exceeds $80 and the applicant wishes to proceed, the CSM should give
careful consideration as to whether the application should be recommended
for support. The assessment will need to document the rationale behind the
decision.

Further guidance was issued to assessors in December 2012 noting that

for “uncompetitive applications’” departmental assessors should:

3.27

remove activities that do not directly contribute to energy and carbon
savings or do not represent value for money;

if still uncompetitive, look to see how far it is away from similar
projects approved; and

include in the assessment that the company would be prepared to
accept a reduced grant amount.

Eligible activities could be an essential component of the project, but

separable in circumstances where grant funds per tonne of carbon abated was
considered, by the department, to be uncompetitive. This approach was

reflected in guidance to assessors in March 2013, which noted:

Applicants can improve the competitiveness of their project by removing any
eligible activities that do not directly contribute to significant carbon savings.
For example site preparation activities which are for the dominant purpose of
supporting implementation of the emissions reduction measure can be eligible
activities. However, such activities do not directly contribute to carbon and
energy savings.
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Specifically, if an application was considered to be ‘uncompetitive’, the

program management area of the department advised assessors to remove

project costs in the first instance®® and to then consider reducing the amount of
grant funding sought.” Further guidance on reducing the grant amount was
provided to assessors in March 2013 and noted that the IA committees
considered that:

3.29

3.30

the core of any project should have significant carbon and energy savings, and
if the project overall is good value for money then a lower grant ratio is
acceptable. However, if the project appears to be primarily about productivity
gains and energy and carbon savings are only marginal, then a reduced grant
ratio to achieve a good Merit Criterion 1 score is not likely to be acceptable.1%

In this respect, there were:

34 applications that were reframed to improve the competitiveness of
the project and were approved by the program delegate; and

22 applications that were reframed to improve the competitiveness of
the project, but were not approved by the program delegate.

Of the 34 applications that were approved, there were at least four

cases in which integral components, such as pre-project activities, were

excluded from the project and two cases in which the grant amount was

reduced to an acceptable amount. However, there were also applications for

98

99

100

For example, the assessment records in respect to one application stated as follows: ‘The project was
reframed because the original project was not considered to be competitive, at $128.90 of grant
funding per tonne of CO2-e savings estimated over the life of conservation measure. To reframe the
project, costs not directly related to achieving carbon savings were removed. The costs removed from
the project are: pre-project developmental work; sample production; five instances of testing, including
chemical, material and pressure burst testing; cost of first fill of chemical oil; consumables, project
management; engineering technician support; purchase and installation of monitoring equipment; and
post-project monitoring and evaluation and financial audit. The exclusion of these activities will not
affect the outcome of the project, as [the applicant] is still planning to undertake all of the activities
originally listed in their application.’

For example, in respect to one application the assessor recorded as follows: ‘[the company] has
elected to apply for a reduced grant percentage of 16.93% in recognition of the fact that moving its
plant to Victoria will result in a more expensive cost of emissions abatement than if it were to remain in
Queensland, due to the higher Victorian CO2-e emissions factor. The project is a single measure
project. As a result it is not possible to remove elements of it and pursuit of an amended grant
percentage is the only way to increase the competiveness of the application’.

The above statement indicates that the eligibility of projects was not comprehensively assessed,
because, under the program guidelines, projects that were solely about productivity gains were not
eligible for funding. In the eligibility stage, assessors were required to check whether the project
related to one or more of the eligibility types of emissions reduction measures (replacement of or
modification to plant, equipment or process or changing the energy source(s) for existing plant and
equipment). Assessors were not required to check that these activities would involve activities that
were expected to deliver carbon savings.
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which it was not clear whether the component that was excluded was integral
to the project. In these cases, the assessor’s commentary was limited to the fact
that the component did not provide a ‘competitive dollars of grant funding per
tonne of carbon abated” or did not contribute substantially to carbon savings.

3.31 As discussed in paragraph 3.24, any judgement about whether a project
provided ‘good value for money’ was necessarily subjective in the absence of
well-founded benchmarks. As a result, the success of an application was
ultimately dependent on the skills and experience of the departmental assessor.

3.32  Considering that some applications were reframed because they were
identified by the department as not likely to be ‘competitive” if the assessment
was based on the application that had been submitted, the changes that were
made to these applications by departmental officials increased the likelihood
that applications were funded. However, the approach adopted by the
department was not consistently applied, highlighting the challenges to the
department in achieving equitable outcomes when providing advice as part of
the assessment of applications.

Innovation Australia Committee merit assessment

3.33  The published program guidelines provided that IA must undertake a
formal merit assessment of all eligible applications. As with many committee
arrangements, this provided a mechanism to bring specific knowledge to the
task of assessing the merits of applications. In fulfilling this role, the Board of
IA delegated its authority for conducting merit assessments and preparing
recommendations for the decision maker to the IA committees.!!

3.34  The active approach that was adopted by the departmental assessors in
reframing applications was also adopted by the IA committees, with a least
five per cent of applications considered by the IA committees reframed.'? In
this respect, there were:

. 24 applications that were reframed to exclude eligible expenditure
items that did not provide value for money;

101  The CTIC was established in March 2012 and first met to consider applications in April 2012, the
departmental committee was established in October 2012 and first met to consider applications in
December 2012 and the CTFFIC was established in October 2012 and first met to consider
applications in November 2012.

102 There were 42 applications that were reframed by the IA Committees. In three of these cases, the
applications were reframed because the IA committee members disagreed with the changes that had
been made to the application by the departmental assessor.
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J seven applications that were reframed, but no clear reason was given;
and
. five applications that were reframed to exclude ineligible expenditure.

Probity of requesting additional information and
reframing applications

3.35 In previous audits, ANAO has observed that, where a department has
sought to amend a selection process, probity advice has generally
recommended that assessment and selection documentation be amended to
provide for a transparent resubmission process. This includes allowing all
applications or a subset of applications that have been assessed and shortlisted
as meeting primary program objectives (as reflected by all or the most highly
weighted merit criteria) to revise and resubmit information.

3.36  For example, in relation to the Building Better Regional Cities Program
(see ANAO Audit Report No. 25 2013-14), an additional step was added to the
application and assessment process to allow all applications in a particular
cohort to be revised and re-submitted.’®® In that program, the administering
department, in consultation with its probity adviser, decided that an
addendum should be added to the Assessment and Selection Plan for the
program to allow a resubmission process to be employed for all shortlisted
applications. Applicants were informed as to those elements of their
application that they were being invited to re-submit, with departmental
preferences in terms of those responses that would be more favourably
considered in the merit assessment process clearly identified to each applicant
that was invited to re-submit.

3.37 As noted at paragraph 2.12, the department did not develop a probity
plan or engage a probity advisor for the programs. Further, the department
did not establish a similar approach to that observed in respect to the Building
Better Regional Cities Program, or similar arrangements, for seeking additional
information or reframing applications to the programs. In particular, the
program guidelines did not identify the circumstances under which the
department or the IA committees could seek additional information from

103 Those applications assessed and found to meet the program objectives, but for which some
improvement in terms of the value for money criterion was sought.
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applicants'®, including by soliciting improved proposals with respect to one or
more merit criteria. Such an approach was only adopted at the very end of the
program in relation to one particularly significant government policy
change.1%

3.38 In September 2014, the department advised ANAO that it sees a
distinction between the role of the department as a facilitator to program

access and IA committees as assessors of merit. Specifically, the department
advised ANAO that:

A key part of the AusIndustry customer service function is to assist customers
to access government programs. This extends to advising customers on what
they can do to make it more likely that their application will be considered to
be competitive. It is the role of Innovation Australia to consider applications
against the merit criteria and make recommendations to the Program Delegate.
This process ensures that only the most meritorious applications are
recommended for funding. In the event that the Committee considered that
the application was not sufficiently meritorious, it would not be recommended
for funding. This is the appropriate process for ensuring that the Program
outcomes are maximised.

3.39 Consistent with this advice, the departmental assessment process!®
focussed on increasing the likelihood that applications would be considered,
by the IA committee, to be ‘competitive’ against the merit criterion. However,
where an application as originally submitted was identified to have scored
sufficiently well'” that it was expected to be recommended for funding, the
department did not examine whether reframing could lead to a more
meritorious project being undertaken.

104 As discussed in paragraph 3.10, one of the ways in which the program guidelines demonstrated this
was through clear advice to applicants that incomplete applications would not be assessed.

105 On 16 July 2013, the then Government announced that it would bring forward the adoption of an
emissions trading scheme, with an expectation that this would reduce the carbon price by 75 per cent.
In response to the announcement, on 24 July 2013, the department has advised that it wrote to all
applicants with an application that was yet to be considered, and provided them with an opportunity to
change their applications in response to the new carbon price. As the then Government went into
caretaker mode from 5 August 2013, these changes were only relevant to applications revised in time
for the last round of committee meetings held in the final week of July 2013 and in August 2013.

106 The importance of the department’s merit assessment to the committee deliberations and
recommendations is highlighted in the advice from an IA committee chair quoted in paragraph 2.48.

107 In general, applications that were assessed to involve a cost per tonne of carbon of less than $80
were considered sufficiently competitive that reframing was not likely to be needed for the applicant to
be approved to receive some program funding.
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3.40 In addition, the distinction between the departmental assessment and
the TA committee assessment, referred to in paragraph 3.38, was not
maintained in the administrative arrangements for the programs, with the IA
committees also reframing applications to improve the merit of projects.

Grants above $10 million

3.41 The program guidelines assigned a role to the Cabinet of the Australian
Government in considering applications for grants of $10 million or more that
were recommended for funding by the IA committees. Such applications
needed to demonstrate:

to the satisfaction of the Cabinet of the Australian Government, that there will
be a superior level of benefit to the Australian economy.

3.42 In total three applications were considered by Cabinet, with two
applications following the process outlined in the guidelines. A third
application seeking funding of $23.0 million was part way through the IA
committee assessment process when the decision was taken to fund the project
outside of the program using a one-off discretionary grant. Specifically, the
application was assessed and recommended by the department’s assessors and
was in the process of being considered by an IA committee. The IA committee
had deferred further consideration of the application on 19 June 2013, subject
to the provision of a substantive volume of additional information from the
applicant including:

J financial projections for the project;

. information on company governance changes;

. a detailed project plan for bringing one of the applicant’s products to
market;

. a commissioning plan for the applicant’s biodigester plant; and

. information on the results of a pilot project.

3.43 A briefing prepared in November 2013 identified that on the same day
as the Committee’s decision to request additional information (19 June 2013),
the department advised its Minister's Office that the IA committee had
deferred consideration of the application. On the following day (20 June 2013),
the Minister’s Office advised the department that it had decided to present the
project for Cabinet consideration.
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3.44 Cabinet considered and agreed to fund the project on 24 June 2013
subject to conditions that replicated the information requested by the IA
committee. This incorporated a decision to fund the project as a new policy
proposal outside of the programs, but with the $23.0 million in funding
required to be offset from the programs.

3.45 In November 2014 the department advised ANAO that:

J the funding agreement included a number of conditions the company
must satisfy before payments are made and the company has provided
information in relation to all the conditions;

J the company has submitted a request to vary the funding agreement
proposing a change to the technology;

J the department was undertaking due diligence on the information
provided with a view to putting a recommendation to the program
delegate shortly; and

. no payments had been made to date.

Conclusion

3.46 The process that was established by the department for assessing the
eligibility and merit of applications was focussed on helping businesses access
funding under the programs. However, the level of assistance provided does
not sit comfortably with the operation of a competitive grants program under
the Australian Government’s grants administration framework. Rather than
asking applicants to resubmit a reframed application, it was common for those
responsible for assessing applications to:

J permit some!® applications that had been identified as incomplete to
proceed to departmental merit assessment!®; and

J reframe the project activities, expenditure and/or underlying
assumptions for some applications to improve the application’s

108 Demonstrating an inconsistent approach in this area, in May 2013 the department implemented a
streamlined approach in respect to applications that sought less than $300 000 in grant funds that
afforded those applicants less opportunity to provide a complete application than those seeking
greater amounts of funding.

109 There was no evidence that suggested that incomplete applications had progressed to the Innovation
Australia merit assessment. In addition, the IA committees had the option to defer making a
recommendation on an application if additional information was required.
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assessed merit in terms of the published criteria. The focus was on
assisting applicants whose application was otherwise unlikely to score
well enough to be recommended for approval, rather than seeking to
reframe all applications where the department considered the applicant
could have proposed a more meritorious approach (as assessed against
the published criteria).

3.47 The approach adopted for the programs went well beyond clarifying
information included in applications and seeking to address any minor
information missing from the application. More broadly, combining advisory
and assessment roles is an approach not well suited to maintaining an
objective assessment of competing applications. In this context, where
government decides that an advisory role should be performed in addition to
the assessment of applications, it is preferable that a clear separation be
maintained between the roles so as to maintain the objectivity of the
assessment stage. There are also challenges that arise in treating applicants
equitably due to the risk that the level of assistance provided to applicants will
vary.

Recommendation No.2

3.48 To promote equitable access to grant funding and objective assessment
of competing grant applications, ANAO recommends that, where the
Government decides that advisory assistance should be provided, the
Department of Industry separate the provision of this assistance from the task
of assessing applications.

Department of Industry’s response:

3.49  Agreed. For future granting programmes, the roles of officials and other
delivery partners are to be clarified and publicly documented in relation to advisory
and assessment activities.
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4. Reduction in Emissions

In the context of the program objective, this chapter examines the assessment of the
extent to which applications would reduce carbon emissions intensity.

Introduction

4.1 As the primary objective of the programs was to reduce the carbon
emissions intensity of manufacturers, the assessment framework developed by
the department to score applications heavily weighted merit criterion one.!* In
this respect, the department advised ANAO in June 2014 that:

The rationale behind the weightings of the merit criteria was to ensure that
only those projects which delivered a significant reduction in carbon emissions
intensity as outlined in the Guidelines could be funded. This reflects the
Program objective. The weighting for this criterion ensured that applications
which scored poorly against this criterion but performed very well against the
remaining program criteria could not be funded. This was done at the
direction of the Department of Prime Minister and Cabinet.

4.2 Accordingly, ANAO examined the:

. approach taken to assessing the extent of the reduction in carbon
emissions intensity claimed in applications; and

. consistency of the assessment approach with the published merit
criteria, objective of the programs and the original policy intent.

Scoring methodology developed for merit criterion one

4.3 The program guidelines described merit criterion one as “the extent of
the reduction in carbon emissions intensity, including through improvements
in energy efficiency arising from the proposed project’. Although carbon
emissions intensity was not defined in the program guidelines, it was defined
in the customer guidelines as the number of tonnes of greenhouse gases that

110 The weighting was 70 per cent for applications seeking funding of less than $1.5 million, and
58 per cent for applications seeking funding of more than $1.5 million. For the weightings of all merit
criteria see Table 2.1 on page 48.
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are emitted for each unit of output produced by a manufacturer.’! Further, in
the customer guidelines, the department communicated to prospective
applicants that the reduction in carbon emissions intensity would be assessed
using the:

o predicted percentage reduction in carbon emissions intensity following
project implementation (indicator one); and

o total predicted carbon savings over the life of the conservation measure
(indicator two).

44 The values for these indicators were to be calculated using the Carbon
and Energy Savings Calculator (the calculator) provided on AusIndustry’s
website. To generate these values, applicants were required to:

. identify the activities on a site (or multiple sites) that related to the
manufacturing activities for which funding was sought, as opposed to
other activities such as corporate management;

J select an activity boundary from which emissions were estimated —this
could have been the whole or part of a manufacturing site;

. identify a period of time over which to measure baseline emissions
intensity that was typical of the normal production process and did not
include one-off or unusually large periods of activity;

o estimate future production levels (based on realistic sales forecasts) and
associated energy use; and

o identify the effective life of the emissions reduction measure(s).

4.5 The scoring methodology developed by the department then allocated
a score against merit criterion one using the two indicators. The score for
indicator one was based on the percentage reduction in carbon emissions
intensity, while the score for indicator two was based on grant funds per tonne
of carbon abated (which was the total carbon savings over the life of the
conservation measure relative to the amount of grant funds requested).!? The

111 Greenhouse gases are produced, for example, when burning coal or natural gas to generate the
electricity that powers a manufacturing process. The most common greenhouse gas is carbon dioxide.
There are five other main types of greenhouse gases: methane, nitrous oxide, hydrofluorocarbons,
perfluorocarbons and sulphur hexafluoride. The latter three are synthetic and are either used in
industry or created as a by-product of industrial processes.

112 Total carbon savings over the life of the conservation measure was listed in the departmental
assessment, but was not a basis for scoring applications.
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contribution of these indicators to the merit criterion one score was dictated by
the weightings provided in Table 4.1.

Table 4.1: Weightings for merit criterion one

Performance indicator used in scoring as detailed in Weighting Maximum

the procedures manual score for
indicator

Predicted reduction in carbon emissions intensity (%) 60% 42

following project implementation (indicator one)

Dollars of grant funding requested per tonne of carbon 40% 28

abated

Total 100% 70

Source: ANAO analysis of the procedures manual.

4.6 In June 2014, the department advised ANAO that the second indicator
listed in the customer guidelines was assessed using grant funds per tonne of
carbon abated, rather than total carbon savings over the life of the conservation
measure, because:

The dollars per tonne calculation was simply a tool that allowed us to compare
and consistently score total carbon savings over the life of the project. In the
absence of this tool it would not be possible to objectively measure
performance in terms of total carbon savings. Carbon savings varied
enormously across applications depending on the size of the project and the
nature of the emission reduction measure, ranging from 1064 kilotonnes to
0.35 kilotonnes.

4.7 This methodology was approved by the manufacturing policy area of
the department in November 2011 and was based on advice from the
Department of Climate Change and Energy Efficiency (DCCEE), the
Department of Resources, Energy and Tourism, Low Carbon Australia and IA.
The department advised ANAO in November 2014 that the customer
guidelines were cleared in February 2012 by the then AusIndustry General
Manager responsible for the programs after being reviewed by DCCEE and IA.
However, the department was unable to identify to ANAO who made the
decision not to include the fiscal cost of abatement in the customer guidelines.

Percentage reduction in carbon emissions intensity

4.8 The reduction in carbon emissions intensity is the predicted change in
the tonnes of greenhouse gases emitted for each unit of output produced by a
manufacturer once the proposed emissions reduction measure has been
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implemented. Due to the way that this reduction was calculated, departmental
assessors were required to consider the assumptions that were made by
applicants when using the calculator to estimate the expected outcomes of a
project.

4.9 One of the assumptions made by applicants that had a significant
impact on the predicted reduction in carbon emissions intensity was the
selection of an activity boundary. The department recommended that
applicants choose a site-wide energy baseline to easily align with the
information available from utility bills, but also allowed applicants to choose
smaller areas in their manufacturing site(s) to align with a process or a piece of
equipment. Figure 4.1 shows the three types of boundaries allowed under the
programs. For the 841 applications for which the activity boundary was
identified in the departmental assessment, the most commonly used was a site-
wide boundary.

Figure 4.1: Types of boundaries that could be selected for a project

r ™
r-L Y |- site-wide baseline
1 |
—1
Process baseline
— Lo —
1) Equipment baseline
k—')
. A

Source: CTIP and CTFFIP customer guidelines.

410 In November 2013, the department noted in a review of the programs
that:

The percentage reduction is highly dependent on the project boundary being
nominated by the applicant, with a smaller boundary resulting in a higher
percentage reduction. This led to inconsistencies and meant that applicants
with projects that delivered the same amount of carbon savings could be
scored differently depending on the project boundary selected.

411 For example, one applicant that received funding under the programs
initially used a site-wide boundary to generate a reduction in carbon emissions
intensity of 4.1 per cent. This level of reduction would not have been sufficient
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for the project to be recommended for funding without changes to the
application. During the departmental assessment, the application was
reframed by changing the boundary to a process boundary, which was
calculated to deliver a reduction in carbon emissions intensity of 71 per cent
(and therefore increased the assessment score to a level at which the project
could be recommended for funding) despite the project not having changed.

412  Inrespect of the 849 merit assessed applications:

J a change in the boundary was recorded in the departmental assessment
for eleven applications (five of these applications were funded for a
total value of $462 033); and

J an increase in the predicted percentage reduction in carbon emissions
intensity was recorded for a further 102 applications (71 of these
applications were funded for a total value of $44.3 million). The
average increase for these applications was 12 per cent.!’®

413 The approach of allowing applicants to select more narrowly defined
boundaries was adopted not to reflect a change in the scope of the project or to
improve the carbon emissions intensity reduction outcomes expected from
projects but, rather, with the intention of improving their scoring against the
merit criteria so as to maximise the amount of funding being paid to industry.
In this context, where the boundary used for assessment purposes does not
incorporate all the emissions associated with producing the manufacturer’s
output, the extent of the reduction in carbon emissions intensity associated
with a project has been overstated so that the project can appear to have
greater merit under the programs and, therefore, be awarded grant funding.

414 Another factor that influenced the reduction in carbon emissions
intensity (indicator one) was the size of existing emissions levels. For example,
the department estimated that a 40 kilowatt photovoltaic (PV) system can
reduce an applicant’s electricity consumption from the grid by 58 400 kilowatt
hours (kWh) per annum. This correlates to a 10 per cent reduction for an
applicant that consumes 584 000 kWh of electricity per annum, but only a

113 In November 2014 the department advised ANAO that the predicted reduction in carbon emissions
intensity for these applications increased for a number of reasons including:

e changes to the project boundary;

e correcting technical errors in the customer's calculations and claims;

e adjustments to anticipated production increases based on the customer evidence; and
e excluding claimed carbon savings that were not supported by available evidence.

ANAO Report No.11 201415
The Award of Grants under the Clean Technology Program

94



Reduction in Emissions

five per cent reduction for an applicant that consumes 1168 000 kWh of
electricity per annum.

Total carbon savings over the life of the conservation measure

415 As previously noted, indicator two (as identified in the customer
guidelines) was generated using the calculator. Advice provided to
departmental staff by the program management area of the department in
February 2012 noted that total carbon savings were included as a second
indicator because:

An absolute measure means that large manufacturers won’t be penalised for
making small percentage improvements, as these small improvements can still
yield large carbon savings.

416  In October 2014, the department provided further advice to ANAO that
the two indicators measured the short-term and long-term extent of the
reduction in carbon emissions intensity. Specifically:

Indicator 1 provided a relative measure that demonstrated the immediate
impact of a project compared to the customer's existing manufacturing
processes. This was done by measuring the percentage reduction in emissions
intensity in the first year following project completion.

Indicator 2 provided a more long-term representation of the impacts of the
reduction in emissions intensity to be delivered by the project. This indicator
was based on Indicator 1, but further incorporated the effective life of the
emissions reduction measure and the manufacturer's expected production
levels during this period (e.g. the next 10 years). This long-term view was
achieved by representing the reduction in emissions intensity in terms of the
carbon savings over the life of the conservation measure.

Where a project involved electricity savings, Indicator 2 also accounted for the
impact of varying state and territory electricity emissions factors on the
emissions intensity reduction to be delivered by the project. This provided a
more complete picture of the emissions intensity reductions associated with
each project at a national level. Projects that reduced grid electricity
consumption from emissions-intensive grids (e.g. Victoria, with electricity
generated from brown coal) were recognised as delivering higher reductions
in emissions intensity.

417 In this respect, the reduction in carbon emissions intensity indicator
reflected the short-term impacts of the project (generally 12 months), while the
total carbon savings over the life of the conservation measure measured the
longer-term impacts (from 10 years to 100 years). By combining the two
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indicators under the assessment of merit criterion one, the assessment of the
primary merit criterion was inconsistent with the policy proposal for the
programs. Specifically, the policy proposal identified that the programs were
designed to deliver ‘transitional, targeted assistance for manufacturing
companies’ that ‘will assist in achieving the objective of the carbon price by
helping these businesses to reduce their energy consumption in the short-term
while remaining competitive in Australia’. The combination of the indicator
scores resulted in a score which reflected a mixture of short- and long-term
benefits.

418 However, as discussed in paragraph 4.5, indicator two was replaced, in
assessing applications against merit criterion one, by grant funds per tonne of
carbon abated, which is a relative cost-effectiveness measure. In other grant
programs audited by ANAO where the cost per unit is an important
consideration in the award of funding, agencies have included a separate value
for money/cost effectiveness merit criterion."* This approach provides greater
clarity to applicants as to how the merit of their application will be assessed,
and promotes a clear line of sight between the program objective and the key
policy criterion or criteria.

419 The department used the cost-effectiveness indicator to assess
applications against merit criterion one from the start of the programs, but did
not communicate this to applicants until the fifth version of the customer
guidelines (December 2012). In this version of the customer guidelines, rather
than identifying the cost-effectiveness indicator as the second indicator used in
the assessment of applications, the department identified this indicator as a
factor that was taken into account. In June 2014, the department advised
ANAQO that:

We took the view early in the program not to reference dollars per tonne in the
customer documentation as we felt that this might drive applicants to
artificially adjust their projects to achieve a “competitive” dollar per tonne
figure. We were also cautious about managing customer messaging around
what a competitive figure looked like. This is because there could be
significant variation depending on the nature of the emissions reduction
measure. However, due to customer feedback on this issue we included a clear

114  See for example ANAO Audit Report No. 25 2013—-14, Management of the Building Better Regional
Cities Program, and ANAO Audit Report No. 17 2012-13, Design and Implementation of the Energy
Efficiency Information Grants Program.
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reference to dollars per tonne in the customer guide published on
12 December 2012 and merit criteria fact sheet published on 16 October 2012.

4.20 In light of the approach taken to assess applications using different
activity boundaries (as discussed in paragraph 4.10) IA placed more emphasis
on grant funds per tonne of carbon abated when assessing applications against
merit criterion one. In this context, the decision not to publish the second
indicator used in assessing applications at the start of the programs reduced
the transparency of the assessment process, particularly for those applicants
who submitted an application prior to December 2012.

Implementation of the scoring methodology for merit
criterion one

421 The department implemented the scoring methodology for merit
criterion one using two rating scales. These rating scales, and the assessment
procedures used by the department, evolved over the life of the programs. In
this context, ANAO examined the implementation of the scoring methodology
in respect to the two indicators used in assessing applications against this
criterion, including the rating scales and the relative weightings that resulted
from changes made to those rating scales during the life of the programs.

Predicted reduction in carbon emissions intensity

4.22 A maximum of 42 points was available for the predicted percentage
reduction in carbon emissions intensity and, as shown in Table 4.2, there were
two versions of the rating scale that the department applied to allocate a score
for this indicator. The rating scale most frequently used by departmental
assessors was the scale that was applied from June 2012 to July 2013. This scale
was used to score over 80 per cent of applications.
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Table 4.2: Indicator one rating scale: predicted reduction in
carbon emissions intensity

Date applicable: Date applicable:
Start of the programs to June 2012 to the end of the
June 2012 programs

Rating % reduction % reduction

1 4.2 <1 <2

2 8.4 1to<2 2to<4

3 12.6 2to<3 4t0<7

4 16.8 3to<4 7to<10

5 21.0 4t0<6 10to<15

6 25.2 6to<8 15t0 <20

7 29.4 8to<11 20to <35

8 33.6 11to<15 35to <60

9 37.8 15to <20 60 to < 80

10 42.0 20 and over 80 and over

Source: ANAO analysis of the department’s carbon scoring tool.

4.23  The second version of the rating scale was adopted following a meeting
of the A committee in May 2012 at which the committee members’ discussion
was as follows:

[Committee member one] was concerned the current indicator 1 scoring is too
“tough”. The applicant would only ever achieve the top score if they achieved
80% reduction which may be unrealistic... However, the 60/40 split between
indicator 1 and 2 seemed fine.

[Committee member two] suggested we come up with a new scoring system to
reward the really good applicants but not punish the ones that have already
done a lot of energy efficiency measures.

[Committee member three] suggested a logarithmic scale for the score, and the
committee members agreed.

4.24  As the discussion demonstrates, committee members considered that
the reduction in carbon emissions intensity that could be achieved by different
manufacturers would be driven by the extent to which those manufacturers
had already implemented emissions reductions measures. This approach was
reflected in the logarithmic scale developed to score the predicted percentage
reduction in carbon emissions intensity (Figure 4.2).
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Figure 4.2: The logarithmic scale for indicator one
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Version 1: Feb 2012 to Jun 2012

Version 2: Jun 2012 to Oct 2013

Source: ANAO analysis of logarithmic scale used for indicator one that was developed by the Clean
Technology Investment Committee and the department.

4.25  The use of such a scale, however, did not clearly differentiate between
the degree of merit of each application because:

J the size of an emissions intensity reduction proposed by an applicant
may have had no relationship with whether the applicant had
previously implemented emissions reduction measures''?;

J the emissions intensity reduction levels implicit in the scale were not
based on evidence of the reduction in emissions that could be achieved
by implementing specific emissions reduction measures and instead
reflected the IA committee’s preference for rewarding large reductions
while not penalising other applicants.!'® In this regard, the department
advised ANAO in November 2014 that, following consultation with
industry, Low Carbon Australia and within government, it determined
that there was no existing body of evidence that could provide a

115 Previous experience with implementing emissions reductions was also reflected in the assessment of

applications against merit criterion two: the capacity and capability of the applicant to undertake the
project.

116  For example, there is no level of reduction in carbon emissions intensity at which no score is allocated,
suggesting that that there is no carbon intensity reduction considered too small.
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foundation for benchmarks or key performance indicators for
emissions reduction measures in the manufacturing sector; and

. the scores allocated to each application did not demonstrate how much
better the application was when compared to another. For example, the
highest rating of 10 equated to an intensity reduction of at least
80 per cent, but an applicant could achieve half that rating (a score of 5)
with a reduction of one eighth of the size (that is 10 per cent).!”

Grant funds per tonne of carbon abated

426 A maximum of 28 points was available for the grant funds requested
per tonne of carbon abated and, as shown in Table 4.3, there were three
versions of the rating scale that the department applied to allocate a score for
this indicator. The rating scale applicable from June 2012 to July 2013 was used
for more than 80 per cent of applications.

117  In this regard, even where the ranking of applications is not undertaken, the use of a scoring
methodology to identify the relative merits of applications contributes to a broader understanding of
which projects appear to have merit and which projects lack merit.
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Table 4.3:

Reduction in Emissions

Indicator two rating scale: grant funds requested per
tonne of carbon abated

Date applicable: Date applicable: Date applicable:
Start of the programs June 2012 to July July 2013 to the end
to June 2012 2013 of the programs
Rating Score $/tonne $/tonne $/tonne
1 28 100 and over 90 and over 22.5 and over
2 5.6 90 to <100 80 to <90 20to < 22.5
3 8.4 80 to < 90 70to < 80 17.5t0 <20
4 11.2 70 to < 80 60to <70 15t0<17.5
5 14 60 to <70 50 to <60 125t0< 15
6 16.8 50 to < 60 40to <50 10to < 12,5
7 19.6 40 to <50 30to <40 75t0<10
8 22.4 30 to <40 20to <30 5t0<7.5
9 25.2 20to <30 10to <20 25to<5
10 28 0to<20 0to<10 Oto<25
Source: ANAO analysis of the department’s carbon scoring tool.

4.27

The application of a single fixed scale to determine the score allocated

for grant funds per tonne of carbon abated also presented challenges in
differentiating the degree of merit associated with applications. Specifically,
the indicator value was primarily influenced by the amount of funding
requested by the applicant, which was capped at:

o 50 per cent for applicants that:

- had covered emissions from facility operations of 25 000 tonnes
or more, but less than 100 000; or

- were seeking less than $500 000 and had a turnover of less than
$100 million in the last financial year;;

. 33 per cent for applicants that sought between $500 000 and $10 million
or sought less than $500000 and had a turnover of more than
$100 million in the last financial year; or

o 25 per cent for applicants that sought more than $10 million.
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4.28 In addition, grant funds per tonne of carbon abated was considered in
comparison to similar emissions reduction measures and with reference to the
carbon price. Following the then Government’s decision to bring forward the
introduction of an emissions trading scheme in July 2013, the department
advised the CTIC that the:

J reference point for value for money had changed from $23 to $6 per
tonne;

J assessment of value for money needed to be ‘tougher’; and

J approval ratings were expected to go down significantly.

4.29  This advice prompted a committee member to identify that the changes
to the assessment, in terms of value for money, would mean that certain types
of emissions reduction measures would not be able to achieve a grant dollars
per tonne of carbon abated that was acceptable under the programs. This was
not, however, communicated to prospective applicants.

Relative weightings of indicators

430 As the department did not establish clear benchmarks in regard to the
reduction in emissions intensity or the grant funds per tonne of carbon abated,
ANAO examined the extent to which the scoring framework reflected:

. the published performance indicator of a reduction of five per cent in
carbon emissions intensity; and

. applications seeking grant funds per tonne of carbon abated being
more likely to receive funding if closer to the carbon price of $23.118

431 Table 4.4 shows that the nominated weightings of 60 per cent on
indicator one and 40 per cent on indicator two were not consistently applied
through the scoring methodology.

118 Grant funding per tonne of carbon abated of $23 was selected as it was the carbon price from the
commencement of the programs. The reference point for grant funding per tonne of carbon abated
did, however, fall to $6 following the then Government'’s decision to bring forward the introduction of
an emissions trading scheme in July 2013.
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Table 4.4: Calculation of relative weightings in assessing
applications against merit criterion one

Indicator Start of the programs = June 2012 to July 2013  July 2013 to the end of
to June 2012 the programs

Assessment Relative Assessment Relative Assessment Relative
score weightings score weightings score weightings

Reduction 21 45% 12.6 36% 12.6 36%
in carbon
emissions
intensity
(5%)

Grant 25.2 55% 224 64% 224 64%
funds per
tonne of
carbon
abated
($23 until
July 2013
and $6
from July
2013
onwards)

Total 46.2 100% 35 100% 35 100%

Source: ANAO analysis of departmental records.

4.32 In particular, all of the 849 applications considered by the IA
committees were scored using an approach that placed a higher relative
weighting (55 per cent from the start of the programs to June 2012 and
64 per cent from June 2012 onwards) on indicator two.

4.33 In practice, the average scores of applications indicated that
applications claimed a reduction in carbon emissions that was greater than five
per cent, but grant funds per tonne of carbon abated was higher than the
reference point (of $23 per tonne of carbon abated, if the applications were
assessed between February 2012 and July 2013, or $6 per tonne if the
applications were assessed after July 2013). The distribution of the scores
allocated for merit criterion one is provided in Figure 4.3.
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Reduction in Emissions

Merit score as a predictor of funding outcomes

434 The scoring methodology did not define a minimum reduction in
carbon emissions intensity that was considered acceptable under the
programs. For example, between June 2012 and July 2014 an application with a
reduction in carbon emissions intensity of between two and four per cent and
less than $10 in grant funding per tonne of carbon abated, would score 36.4 out
of 70. In the context of merit criterion one only, the department would have
considered this score sufficient to be approved for funding.

435 In addition, the department did not draw a distinction between
whether an investment that generates a reduction in emissions intensity of
between two and four per cent, for example, was considered to be a ‘business
as usual” investment or an investment in low emissions technology. In this
respect, replacing a piece of equipment that is at the end of its effective life
may result in a reduction in emissions intensity, but a greater reduction may be
achieved if the fuel used in the manufacturing process is changed or a process
is re-engineered so that it is more efficient. The predicted percentage reduction
in carbon emissions intensity was:

J less than five per cent for eight successful applications with a total
value of $797 872;

J between five and 10 per cent for 49 successful applications with a total
value of $14 893 290;

. between 10 and 15 per cent for 70 successful applications with a total
value of $17 997 758; and

J between 15 and 20 per cent for 61 successful applications with a total

value of $27 690 168.119

119  This reduction in carbon emissions intensity used to perform this analysis was drawn from the
departmental assessment.
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4.36  Further, the inclusion of the value for money indicator in merit
criterion one impacted on those applicants that were awarded funding, and
those that were unsuccessful. Specifically, as shown in Figure 4.4, had the
merit criterion one score solely related to each application’s assessed
performance in terms of the predicted percentage reduction in carbon
emissions intensity:

o 57 successful applications may not have been awarded funding, at a
saving of $31 million (or an average of $545 000 for each application);
and

. 126 unsuccessful applications may have been awarded funding at a cost

of $61 million (or an average of $486 800 for each application).'?

4.37 There were also 64 successful applications that received a score of
50 per cent against indicator one and were awarded $17 million in funding (or
an average of $262 345 for each application).

4.38 This situation highlights that the implementation of the scoring
methodology, using the rating scales for indicators one and two, assisted the
department to increase the amount of financial assistance that was provided to
manufacturers. However, the assessment scoring methodology did not ensure
that only those projects which delivered a significant reduction in carbon
emissions intensity could be funded. Such a result was at odds with the
rationale behind the weightings of the merit criteria (see paragraph 4.1).

120 The 126 applications identified scored at least 50 per cent against each of the merit criteria and were
rated as having at least adequate evidence by the department’s assessors.
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Conclusion

4.39 It was originally expected that the programs would only fund projects
that would deliver a significant reduction in carbon emissions intensity.
However, more than 100 projects with low carbon emissions intensity
reductions were awarded funding of $47.6 million.’?? This situation was the
result of the high weighting adopted for the merit criterion relating to
reductions in carbon emissions intensity (merit criterion one) not being
supported by other aspects of the design and implementation of the
assessment process. Specifically a significant proportion of the score against
this criterion did not relate to reductions in carbon emissions intensity, but an
assessment of the grant funds per tonne of carbon abated. The inclusion of this
indicator had a significant effect in that, had the merit criterion one score solely
related to each application’s assessed performance in reducing carbon
emissions intensity:

. 57 successful applications may not have been awarded funding, at a
saving of $30.6 million (or an average of $536 400 for each application);
and

. 126 unsuccessful applications may have been awarded funding at a cost

of $61.3 million (or an average of $486 800 for each application).

4.40 A more robust and transparent approach in the context of the grants
administration framework would have involved:

J developing a consistent, evidence-based approach to assessing
applications and publicising that approach in the program guidelines;

J specifying a minimum score that an application must achieve against
the first merit criterion in order to be approved for funding. This
approach guards against applications scoring very highly against less
important criteria being awarded funding notwithstanding a poor score
against the most important criterion; and

J including the value for money/cost-effectiveness of projects as a
separate merit criterion.

122 In this respect, there were 57 successful applications that had a predicted percentage reduction of
less than 10 per cent and another 131 successful applications that had a predicted percentage
reduction of between 10 and 20 per cent. See paragraph 4.35

ANAO Report No.11 201415
The Award of Grants under the Clean Technology Program

108



Reduction in Emissions

4.41 A further shortcoming related to the reframing of applications to
improve their assessed merit irrespective as to whether there was any change
in the underlying project proposed to be funded, in part, by the programs.
Specifically, if an application was considered to be ‘uncompetitive’, the
program management area of the department advised assessors to remove
project costs in the first instance and to then consider reducing the amount of
grant funding sought. Another approach was to change the way in which the
estimated reduction in emissions intensity was calculated so as to increase the
percentage reduction used for assessment purposes. These approaches assisted
the department to increase the amount of funding awarded under the
programs, but do not sit comfortably in the context of a program that was
publicised as awarding funding through a competitive, merits-based process.

Recommendation No.3

4.42 In the administration of competitive, merit-based grants programs,
ANAO recommends that the Department of Industry design, publicise and
implement merit assessment scoring approaches that promote a clear
alignment between the published program objective, the merit criteria, the
weighting for those criteria and any scoring indicators.

Department of Industry’s response:

443  Agreed.
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5. Advice to the Program Delegate and
Funding Decisions

This chapter outlines the advice provided to the decision maker by the department and
Innovation Australia, as well as the funding decisions that have been taken.

Introduction

5.1 The program delegate was responsible for making all funding decisions
under the programs. Consistent with the delegate’s broader responsibilities
under the Australian Government’s financial management legislation, the
delegate also needed to satisfy the requirements of an ‘approver’ for the
purposes of the FMA Regulations.'? In this context, ANAO examined the final
merit assessment, recommendation and decision of the 814 applications that
were considered by the delegate.!?*

Innovation Australia committee assessment

5.2 In April 2012, the program management area of the department
advised IA committee members that:

The purpose of the carbon scoring tool is to ensure that AusIndustry Customer
Service Managers take a uniform approach to scoring against this criterion.
Committee members may wish to score on some other basis.

For Merit Criterion 1, Committee Members are asked to give applicants a score
out of 70. We are assuming that your score will reflect your level of confidence
in the values for the indicators provided in the application and your
consideration of the competitiveness of the values of those indicators and their
relative importance in overall performance against this criterion.

5.3 In September 2014, the department advised ANAO that the process for
the CTIC and CTFFIC’s consideration of applications included:

123 Up until 30 June 2014, this obligation was provided for under FMA Regulation 9. From 1 July 2014,
this obligation was provided for under section 15 of the PGPA Act, which requires accountable
authorities to govern Commonwealth entities in a way that, amongst other things, promotes the proper
use and management of public resources and the financial stability of the entity, and section 23 of the
PGPA Act, which provides the power for accountable authorities to enter into arrangements.

124  Of the 849 applications that were assessed against the merit criteria, 35 were not considered by the
program delegate due to the closure of the programs.
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Advice to the Program Delegate and Funding Decisions

J committee members being asked to provide their scores against each of
the merit criteria prior to meetings (scores were then collated and
tabled in meetings using the process discussed in paragraph 5.6) %

J two or more spokespersons (appointed prior to meetings) leading the
discussion of each application by “typically’ giving a general overview
of a project, followed by their assessment of the application against
each of the merit criteria;

. committee members discussing the application, agreeing on whether to
recommend the application for funding and providing a final
committee score; and

o a discussion of any conditions to be placed on the recommendation and
the identification of a reason if the committee was not recommending
an application.

5.4 In support of this advice, the department provided agenda documents
setting out this process as a proposed approach for conducting meetings, but
was otherwise unable to substantiate the content of committee deliberations.
As was noted in paragraphs 2.50 to 2.54, the retained records of CTIC and
CTFFIC meetings (including meeting minutes and recommendation sheets)
did not provide a basis for identifying the matters discussed in meetings.

5.5 Given that a large majority of applications were approved for funding,
the absence of recorded reasons for recommending applications has led to a
lack of transparency regarding the factors that were considered important in
forming individual funding recommendations.’? ANAO therefore examined
the content of CTIC and CTFFIC meeting notes taken by departmental
officers.”” During the audit, the department had advised ANAO that these
notes ‘were used to prepare the minutes and decisions which were cleared by
the committee’, but subsequently advised ANAO that they do not ‘reflect a
complete and accurate record of the meetings’. Notwithstanding any
limitations of the notes, they are the only records available to evidence

125 Except for committee members that had advised of a conflict of interest.

126 For example, the reported score for merit criterion one in the departmental assessment report was
different to the reported score after the application was considered by the:

o departmental committee in eight per cent of applications (22 applications); and
. CTIC or the CTFFIC in 44 per cent of applications (206 applications).
127 Notes were available for 455 of the 488 applications considered by the IA committees.
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committee discussions.’?® The notes indicate that the deliberations of the IA
committees focussed on particular issues raised by committee members rather
than the merits of each application against each criterion with:

J grant dollars per tonne of carbon abated discussed in 31 per cent of
applications; and

J the reduction in carbon emissions intensity mentioned in respect to
15 per cent of applications.!?

Calculation of the total merit score

5.6 The department advised ANAO in October 2014 that the IA committees
provided a total average score for their final decision in relation to each
application. To generate the average score, two'*® spokespersons were
nominated by the respective committees to score the application, based on the
information provided in the departmental assessment report. The average
score was then ‘moderated” during the IA committee meeting, as stated in
paragraph 5.3. A simplified version of this scoring process is provided in
Table 5.1.

Table 5.1:  Calculation of merit score by the CTIC

Merit criterion ‘ Spokesperson 1 Spokesperson 2 Average score
1 322 45 38.6
2 12 12 12
3 4 11 7.5
Total score 58.1

Source: ANAO analysis of departmental records.

5.7 The TA committee members” scores in Table 5.1 reflected a consistent
score for merit criterion two, but significant differences in scoring for the other
criteria. In this context, the calculation of average scores for merit criterion one

128 A similar approach to using notes taken by officials at panel meetings where the minutes provided
insufficient visibility was taken by ANAO in Audit Report No.3 2012-13, The Design and Conduct of
the First Application Round for the Regional Development Australia Fund, Canberra,

19 September 2012.

129 The meeting notes related to the CTIC and CTFFIC meeting deliberations only.

130 All committee members without a conflict of interest could be nominated as a spokesperson, but in
practice it was common for only two spokespersons to be appointed. Of the 433 applications for which
scores were available, 431 had scores for at least two spokespersons and 64 had scores for three or
more spokespersons.
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Advice to the Program Delegate and Funding Decisions

and three did not demonstrate that the members reached agreement on the
reasons for the application demonstrating merit against the criterion.

5.8 In another example, an assessment report presented to the IA
committee identified three possible variations of a project, including one
scenario in which the grant amount would be reduced. The IA committee
members in attendance at the meeting scored the application using at least two
of the three possible project variations, with two committee members scoring
the original application (using four merit criteria as the original grant amount
requested was greater than $1.5 million) and three committee members scoring
the reduced funding scenario (using three merit criteria as the reframed grant
amount was less than $1.5 million). In this case, all scores, including the scores
given against merit criterion four, were averaged to determine the overall merit
score even though the final grant amount was less than $1.5 million.

5.9 The appropriateness of the scoring was documented as an ongoing
concern of the IA committee members who, in February 2013 (a year into the
programs), noted that it was difficult to ‘determine if projects are meritorious
in carbon savings or financial savings’. These concerns were reflected in the
recommendations made to the program delegate with 53 applications that
scored over 60 per cent in aggregate against the merit criteria not
recommended by the IA committees. The high number of applications that
were not recommended, despite receiving a merit score of more than
60 per cent, was a direct consequence of an informal benchmarking approach
that was used to consider the grant funds per tonne of carbon abated indicator
jointly developed by the IA committee and the department.’® Specifically, as
discussed in paragraph 3.24, the department issued guidance to its assessors in
August 2012 advising;:

It was always envisaged that the extent of the reduction in carbon emissions
intensity (merit criterion one) would be the most difficult to assess. However,
to date 36 applications have been assessed and 30 applications worth
$26.4 million have been approved under both programs. With input from the
committee we are starting to gather a pool of knowledge about how this
criterion is being addressed by applicants. The current data would suggest
that an estimated $ per tonne calculation that exceeds $80 is unlikely to

131  The IA committee meeting minutes reflect that 72 applications were not approved as carbon savings
were not considered to be commensurate with the investment. When this feedback was provided by
the IA committees as the reason for the recommendation, the associated notes recorded that the size
of the grant funds per tonne of carbon abated was a factor that was considered.
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represent value for money as savings of this magnitude are not commensurate
with the level of investment.

510  Further, following the then Government’s decision to bring forward the
introduction of an emissions trading scheme in July 2013, the department
advised the IA committees that:

Before up to $100 level was being considered and now there needs to be an
adjustment to this number. Around $30 per tonne is now starting to look like it
is no longer value for money. We are just changing [the] reference point for
value for money. Committee to exercise judgement where the boundaries of
these are applied to each project and to determine what looks meritorious. We
expect the approval rating to go down significantly. Political factors to contend
with now as well as a result of the lower money pot. There is not much money
to be allocated. We have to be tough on value for money. They have to look
good to be acceptable now.

511 From the information provided in paragraphs 5.9 and 5.10, it is clear
that the focus of the assessment was on grant funds per tonne of carbon
abated. This focus was also documented in an internal email, sent by the
program management area of the department in July 2013, that stated:

The Committee have tended to give less weight to the emissions intensity than
the $ per tonne.

512 However, this indicator was inconsistently applied in assessing
applications, as demonstrated by the case studies in Table 5.2.
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Table 5.2: Case studies reflecting the assessment of ‘grant funds
per tonne of carbon abated’

Case Program Application assessment Grant funds Outcome
Study per tonne of
carbon
abated
1 CTFFIP | The departmental assessor 123.4 57.4 Supported
rejected this application with
because the dollars per tonne of conditions

carbon abated was too high.
The Committee noted that there
is 'flexibility to take other matters
into consideration, and the
project aims to support [the]
transition to [a] low carbon
environment. There is no firm
line drawn around $ per tonne of

carbon’.
2 CTIP The committee ’liked the 100.3 58.4 Not
application but it was just too supported

expensive in comparison to the
carbon price. There were no
components that could really be
eliminated from the proposal. It
is a small grant but too

expensive’.

3 CTFFIP | The application was revised 70.6 60.2 Supported
after the departmental assessor reframed
told the applicant that the dollar project

per tonne cost of the project
was uncompetitive. The
committee noted that 'it was not
only the dollars per tonne of
CO,™® that was causing concern
to the Committee but the overall
size of the grant, more than
$1.7m‘. A general discussion
followed in which it was
suggested that a ’counter
offer...of $1 million‘ should be
made to the company.

Source: ANAO analysis of departmental records.

Recommendations to the program delegate

513 A clear recommendation that identifies whether funding should be
approved promotes the transparency of the decision-making process. In
addition, funding recommendations should explicitly address the extent to
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which the recommended grants are expected to result in the granting activity
achieving its objectives.

514 In all cases, IA provided a clear funding recommendation to the
program delegate. However, the recommendation did not document:

J the process that was used in forming recommendations, including any
limitations of the assessment performed;

. the reduction in carbon emissions or total carbon savings that were
expected to result from funding the project.’> As a result, the executed
funding agreements for approved grants did not provide a:

- clear target for the reduction in carbon emissions intensity for
35 approved grants; and

- target for the reduction in carbon emissions intensity that
matched the estimated reduction in the application, or the
revised reduction where applicable, for 100 approved grants;

. whether the recommendation was based on the original application or
a reframed application (only 57 of the 215 reframed applications that
were identified in Chapter 3 and recommended by the IA committees
were explicitly identified to the delegate as a reframed project); or

o whether the application scored highly against each merit criterion, as
required by the program guidelines.

5.15 In respect to the program guidelines’ requirement that recommended
applications ‘score highly against each merit criterion’, there was no minimum
benchmark set even though the IA committees’ recommendations were based,
in part, on the allocated merit score. Advice was not provided, by the program
management area of the department, on how this requirement should be
interpreted until late December 2012 (10 months into the programs).
Specifically, on 21 December 2012, email advice was provided to departmental
staff noting a ‘couple of instances where the score was below 50 per cent (for
example, a pass mark) but was supported’; and advising that the overall merit
score must be greater than 50 out of 100 (for grants of less than $1.5 million) or
60 out of 120 (for grants of $1.5 million or more) for the project to be approved.
This was supplemented with a further email to assessors in May 2013 advising

132 The expected outcomes of grants were discussed in paragraph 2.72 to 2.75.
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that the department had identified differences in how the scoring approach
was being applied and that:

J the score had to be 50 per cent to constitute a pass; and

° the merit criterion one score had to be at least 35 out of 70, merit criteria
two and three scores had to be at least eight out of 15. The final score
had to be at least 50 out of 100 or 60 out of 120 (as relevant).

5.16 In this respect, there were a number of recommended applications that
were allocated a score of less than 50 per cent against at least one of the merit
criteria, as shown in Table 5.3.

Table 5.3: Recommended applications that scored less than 50
per cent against the merit criteria’>

Merit Criterion = Recommended applications that Recommended applications that

scored less than 50% in the scored less than 50% in the
departmental assessment committee assessment
1 28 8
2 14 7
3 36 35
4 2 4

Source: ANAO analysis of departmental records.

5.17  Opverall, there were six'* recommended and approved applications that
scored less than 50 per cent of the total available score after the departmental
assessment and two applications that scored less than 50 per cent of the total
score available following the IA committees’ assessment.!®

133 The total population for the departmental assessment was 849 applications. For the committee
assessment, merit scores against each criterion were not available for 48 applications and were not
consistent with the total merit score for 142 applications. A further 35 applications were not considered
by the delegate due to the closure of the programs. These applications were excluded from the
analysis of committee merit criterion scores, leaving a total population of 624 applications.

134 Five were approved before December 2012 and one after December 2012.

135 The department advised ANAO in November 2014 that five of the six projects have been completed
and that three projects have exceeded predicted total carbon savings, with two projects not achieving
expected savings.
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Funding decisions

518 The program guidelines stated that the program delegate was
responsible for taking decisions on whether to approve funding for each grant
application made under the programs subject to:

J accepting that the application was eligible;

. referring the application to IA for merit assessment;
J receiving an IA funding recommendation'®; and

. confirming that funding was available.

519 Following receipt of a recommendation, the program delegate took
decisions on applications until the programs were closed by the Government
in October 2013. To assist the approver, the procedures manual for the
programs allocated responsibility to officers in the department’s committee
secretariat and program management areas to prepare decision sheets ‘based
on the IA recommendations and the availability of funds’. These sheets were
then provided to the delegate for review and, if satisfied, approval for the
commitment of program funds was given.

5.20 The delegate accepted all of the funding recommendations made by the
IA committees.!” As a result, the recommendations made by the IA
committees formed the basis for the approver’s reasonable inquiries that each
grant proposal recommended was a proper use of resources. The two key
factors referred to in the program delegate’s decision as forming the basis for
reasonable inquiries were that the:

J merit assessment process had been conducted in accordance with the
agreed framework; and

. the applicant was competitive against the relevant merit criteria
established for the program.

136 Applications for grants of $10 million or more, that had been merit assessed by IA and recommended
for funding, were also required to be referred to the Cabinet of the Australian Government for
consideration prior to final approval by the program delegate.

137 In July 2014, the approver advised the ANAO that, when making funding decisions, she took into
consideration: the recommendations made by IA and, where relevant, the Cabinet of the Australian
Government (that is for grants of $10 million or more) on the merits of each application; the program
budget; and that FMA Regulation 10 approval was in place.
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521 However, these statements were not supported by the IA committee
assessment process. In particular, the IA committee assessments did not result in
an agreed score against each of the merit criteria, as discussed in paragraphs
5.6 t0 5.8. Further, as was noted in paragraph 5.14, the recommendations
provided to the delegate by IA committees did not document:

o the process that was used in forming recommendations;
o expected project outcomes'*; or
J a clear statement that the recommendation was based on an original or

reframed application.

Feedback to unsuccessful applicants

5.22  The provision of feedback to applicants has been emphasised by the
Joint Committee of Public Accounts and Audit as an important element of
grant administration practice.!® In the context of an open, non-competitive
program, the provision of specific feedback was critical in assisting applicants
to apply for future grants, under the programs, where applicants choose to
submit a revised application.

523 The most common reason recorded for not recommending an
application was that the IA committees considered that the applicant had not
demonstrated that the total carbon savings over the life of the project, and in
some cases the reduction in carbon emissions intensity, would be
commensurate with the level of investment. Specifically, of the
211 applications that were not recommended by the IA committees, this reason
was the only reason cited for an application not being successful in 146 cases
(69 per cent of unsuccessful applications) and a contributing reason for another
53 cases (25 per cent of unsuccessful applications). The department advised
ANADO that 'commensurate with investment' reflects the IA committee's views

138 As was noted in paragraph 2.74, the department has advised that it recorded the 'agreed details’ of
projects in a spreadsheet during meetings and that this was provided to the delegate when
considering whether applications should be funded. ANAO noted, however, that minutes supporting
delegate decisions make no reference to the spreadsheet (or project outcomes). In this respect,
ANAO identified that the agreed carbon emissions intensity levels recorded in the department’s
spreadsheet did not align with those in funding agreements in 106 instances. The total value of these
grants was $83 795 542.

139 Joint Committee of Public Accounts and Audit, Report 423: Review of Auditor-General’'s Reports
Numbers 39 2009-10 to 15 2010-11, Canberra, 4 July 2011, p. viii.
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in relation to performance against the factors identified in the customer
guidelines. These factors include:

J performance against both indicators: reduction in carbon emissions
intensity and total carbon savings;

. quality of evidence provided to support estimated carbon and energy
savings;
. total carbon savings in the context of value for money (grant dollars per

tonne of carbon abated);

. project activities: projects that include activities which account for a
significant proportion of the total project cost but do not deliver a
proportionate contribution to total carbon savings are unlikely to be
competitive; and

. carbon and energy savings outcomes for similar projects in the same
industry.

5.24  As the feedback provided to unsuccessful applicants may refer to one
or more of five factors listed in the customer guidelines, there was a risk that
the advice was too general in nature to be useful to applicants should they
have sought to revise applications or prepare new applications for other
projects. In the context of feedback being provided to unsuccessful applicants,
in October 2014 the department advised ANAO that:

At a minimum the Customer Service Manager and Program Manager attended
all Committee meetings. They listened into the discussion and answered any
questions posed to them by the Committee. They could ask questions to clarify
that they understood the reasons for the decision. The decision reflected the
merit criteria(s) where the application was not competitive and this was
relayed to the applicant by the Customer Service Manager.

5.25 Against this background, after being advised by the department that
their initial application was not successful, or not likely to be successful, there
were 47 applicants that submitted a revised application that was based on a
similar project. Of these applicants:

. 25 applicants (53 per cent) were recommended and approved for funding;
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12 applicants (26 per cent) were not recommended for funding and a
grant was not approved'’; and

10 applicants (21 per cent) were not successful due to the closure of the
programs.!4!

Conclusion

5.26

A feature of the programs was the high proportion (74 per cent) of

applications that proceeded to the merit assessment stage being recommended
and approved for funding. In this context, there were a number of
shortcomings in the advice provided to inform funding decisions:

5.27

the records supporting the IA committee assessments did not
demonstrate that each application was assessed against each of the
merit criteria. ANAO analysis of the CTIC and CTFFIC meeting notes
showed that merit criterion one indicators were only explicitly
discussed in less than half of the applications considered. Further, for
the 60 per cent of recommendations made by these IA committees, the
overall merit score was calculated using an average of the committee
members’ scores, rather than an agreed score against each criterion;

the advice provided to the program delegate did not demonstrate that
recommended applications rated highly against each of the merit
criteria; and

the advice to the delegate for some applications did not identify the
expected outcomes from funding recommended projects.

Nevertheless, the program delegate accepted all of the recommendations.

140

141

One applicant submitted four applications for a similar project. The first two applications were
withdrawn and the other two applications were not recommended.

There were two applicants that submitted three applications for a similar project. The programs were
closed after the third application was submitted.
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Recommendation No.4

5.28 To promote a stronger outcomes orientation in the administration of
future grant programs, the ANAO recommends that the Department of
Industry:

(a) clearly identifies, in advice provided to decision-makers, the extent to
which assessed projects are expected to deliver outcomes that are
consistent with the overall program objective and related performance
targets; and

(b) include, as a requirement in respective funding agreements, the
expected outcomes that informed decisions to award funding.

Department of Industry’s response:
5.29  Part (a): Agreed.

5.30 Part (b): Agree in-principle. The Department notes that it would not always
be appropriate to include programme level outcomes as a contractual obligation for
individual grant recipients.
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6. Reporting and Funding Distribution

This chapter examines compliance with relevant grant reporting obligations and
analyses the distribution of funding.

Introduction

6.1 The Commonwealth’s grants administration framework addresses the
distribution of funding awarded under grant programs and includes various
reporting obligations in relation to approved grants. In this context, ANAO
examined the website reporting of approved grants and the distribution of
funding awarded under the programs.

Grant reporting

6.2 Website reporting of individual grants was introduced by the
Australian Government to promote transparency and accountability.'#? At the
time that the program delegate made the majority of funding decisions, the
requirement to publish information on individual grants was set out in the
2009 version of the CGGs. The CGGs required that each agency publish
information on individual grants on its website no later than seven working
days after the funding agreement for the grant took effect. These reporting
obligations were updated in the CGGs issued in June 2013, with the main
change being an extension of the timeframe for agencies to publish information
on their websites from seven to 14 days. The department advised ANAO in
October 2014 that:

Over the life of the program there were 25 breaches recorded as part of the
Certificate of Compliance process where the reporting was not undertaken
within the 7 or 14 day period out of a total of 603 applications.

6.3 In addition to timely reporting, it is also important to publish consistent
information on grants. This matter was highlighted in the July 2008 report of
the Strategic Review of the Administration of Australian Government Grant
Programs. The information to be reported for each grant, and a template to be
used for reporting purposes was outlined in Finance Circular 2009/04 Grants—
Reporting Requirements released in June 2009 and Finance Circular 2013/02

142 Mr Peter Grant PSM, Strategic Review of the Administration of Australian Government Grant
Programs, 31 July 2008, p. 10.
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Australian Government Grants: Briefing and Reporting released in May 2013. The
mandatory data fields that must be populated by agencies when publishing
grant details include grant recipient, value (inclusive of GST), approval (or
commencement) date, grant term, location and postcode.

6.4 ANAO compared the information reported on the department’s
website with information in submitted applications and executed funding
agreements. This analysis confirmed that the grant information relating to
‘grant funding location” and ‘postcode’ reported on the department’s website
was accurate in most instances, except for:

J five applications for which the head office address was reported; and
J 37 applications which involved projects at multiple locations.

6.5 In this respect, Finance Circulars 2009/04 and 2013/02 both required the
‘grant funding location” to describe the area where funding is to be used. For
grants that are provided to multiple locations, details are required that best
describe the area where funding is to be provided, such as Riverina, NSW or
national.

6.6 As was required by the CGGs, the department’s website reporting
related to the signing of funding agreements rather than the award of
individual grants. In this respect, the most common method of reporting used
by the department was to report the date that the funding agreement was
executed as the commencement date and the project end date in place of the
grant term, as shown in Figure 6.1.

Figure 6.1: Grant reporting

Funding
——» agreement
executed

Pre-project start .| Project start
date date

.| End of reporting
period

A 4

Project end date

A 4 \ 4

Reported as
commencement
date

Reported as
grant term

Source: ANAO analysis of departmental records.

6.7 In March 2013, the department was advised by Finance that, as long as
the total duration (for example, the start and end dates) was provided in the
website reporting of grants, the grant end date would suffice. However, in the
department’s website reporting:
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J a negative grant term was reported for 42 executed grants, with the
commencement date reported as being after the end date; and

. a grant term of up to 10 days was reported for another 11 executed
grants.
6.8 Reporting of at least seven per cent of grants was, therefore,

inconsistent with the CGGs requirement to report the ‘grant term” in months
and, failing that, Finance’s advice that the total duration must be reflected in
the website reporting.

Ausindustry reporting

6.9 In addition to publishing information on grants executed under the
programs on the department’s website to comply with the CGGs requirements,
grants approved under the programs were published on Auslndustry’s
website to ‘assist potential customers better understand the type of projects
that were supportable”.!4

6.10 Publication of both the executed and approved amounts on two
different websites had the potential to confuse stakeholders, as the reporting
used inconsistent grant amounts (reporting the executed amount inclusive of
GST on the department’s website, but the approved amount exclusive of GST
on the AusIndustry website). In this respect, the department advised ANAO
that the grant recipient details for publication were generated using two
different processes. The list of grantees published on the department’s website
was generated using its finance (payments) system, while the list published on
the AusIndustry website was based on information in the department’s grants
management system, with the project description confirmed with the grant
recipient prior to the information being published.

6.11  The department has committed to streamlining its reporting process. In
this context, since the closure of the programs, the AusIndustry website has
been merged with similar websites to form a single consolidated website for
business.'#

143 In line with the department’s advice, the Ausindustry website reporting included additional information
that was not required by CGGs reporting, including the industry sector and form of energy efficiency or
emissions reduction measures contained in approved projects.

144 See www.business.gov.au.
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6.12  Since December 2007, agencies have been required to publish on their
website details of individual grants. In addition, since January 2009, the grants
administration framework has required Ministers who are Members of the
House of Representatives to report to the Finance Minister each instance in
which they approve a grant in their own electorate.

6.13  As outlined in an ANAO performance audit on the grant reporting
obligations'#5, where audit reports or public commentary have 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 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. This was the case in respect to the programs
with concerns being raised with ANAO about the extent to which the funding
had been awarded to projects located in electorates held by the Australian
Labor Party (ALP), with comparatively fewer grants awarded to projects
located in electorates held by the Coalition.

6.14  An indicator of the equity and impartiality of decision-making that is
frequently applied is the distribution of approved funding across party
electorates. In this context, and as noted at paragraph 6.13, concerns had been
raised with ANAO about the extent to which the funding had been awarded to
projects located in electorates held by the then Government. Those concerns
were based on analysis of data reported on the AusIndustry website for the
CTIP. Analysis of that data, as advised to ANAO by the Parliamentarian, had
suggested ‘a significant skew, of about two to one, in funding towards
electorates with Government representation’. This analysis was based on the
94 grants that had been announced and were reported on the AusIndustry
website as at 31 May 2013.

6.15 ANAO conducted a similar analysis as the one provided by the
Parliamentarian using the grants that were required to be reported on the
department’s website by 31 May 2013. The results of this analysis are
presented in Table 6.1. Although there was a skew toward ALP-held
electorates at this date under the CTIP, there was a skew in funding of a

145 ANAO Audit Report No.21 2011-12, op. cit., p. 91.
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similar magnitude towards Coalition-held electorates under the CTFFIP. The
combined results of these analyses show that ALP-held electorates had
received $82.8 million (56.6 per cent) in funding as at 31 May 2013 and
Coalition-held electorates had received $63.6 million (43.4 per cent) in funding.

Table 6.1: Funding distribution by major political party as at

31 May 2013

CTIP CTFFIP
Number Value of Number Value of
# (%) executed grants # (%) executed grants
$m (%) $m (%)
ALP 62 (63.9) 50.5 (79.4) 57 (43.5) 32.3 (39.0)
Coalition 35 (36.1) 13.1 (20.6) 74 (56.5) 50.5 (61.0)
Total 97 (100) 63.6 (100) 131 (100) 82.8 (100)

Source: ANAO analysis of departmental records.
Note 1:  For CTIP, one grant related to a project located in an electorate held by an independent. The value

of this grant was $128 533. For CTFFIP, two grants related to projects located in an electorate

held by an independent. The value of these grants was $377 605.
6.16 The award of funding was undertaken through a public, open call for
applications and was wholly consistent with the IA committees’
recommendations as to which application should be approved. In the context
that 62 per cent of approved funding related to projects located in electorates
held by the governing party, ANAO also examined whether there was any
evidence of the electorate status influencing the process by which applications
were received, assessed as to their eligibility and merit, and recommended to the
program delegate. As no funding decisions were made by the delegate after the
2013 Federal election was announced, the distribution of funding, provided in
Table 6.2, was based on the seats held after the 2010 Federal election.146

146 Decision-making under the programs ceased after 2 August 2013. The Caretaker period for the 2013
Federal election commenced on 5 August 2013 and the 2013 Federal election was held on
7 September 2013.
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Reporting and Funding Distribution

6.17  As illustrated by Table 6.2, applications relating to projects in ALP-held
electorates sought greater funding than those involving projects in Coaliation-
held electorates. This is reflected in the former representing 56 per cent of total
funding sought, and the latter representing only 42 per cent of total funding
sought. However, the approval rates, in Table 6.2, demonstrate that there was
no bias in approved funding across party electorates, with approval rates for
each party being between 50 per cent and 60 per cent.

6.18  Further, the objective of the programs did not involve any imperative
for funding to be allocated other than to those eligible applications that had
demonstrated merit in terms of the published criteria. In this respect, there was
no evidence that electorate distribution played any role in the application,
assessment or approval of grant funding. Specifically:

J applicants were asked to identify the location of the project, but not in
electorate terms;

. recommendations to the program delegate did not identify the
electorate in which the projects were located;

. the program delegate, who was an official in the department, accepted
all of the funding recommendations made by IA committees; and

. there was no ministerial involvement in decision-making for grants
under $10 million.™8

148 For grants over $10 million, the extent of Ministerial involvement was to refer the relevant applications
to the Cabinet of the Australian Government for consideration.
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Conclusion

6.19 The department’s website reporting of grants made under the
programs was largely consistent with the reporting requirements of the CGGs
and associated guidance.

6.20 The application, assessment and decision-making processes for the
programs guarded against the award of funding being politicised.* ANAO
analysis of the distribution of funding awarded under the programs did not
identify any political bias. Of note in this respect was that, although the total
value of grants to electorates held by the then Government was greater, the
approval rate for grants to electorates held by then Opposition was slightly
higher.

I

Tan McPhee Canberra ACT
Auditor-General 10 December 2014

149 As outlined at paragraphs 3.41 to 3.44, three applications were considered by the Cabinet of the
Australian Government but all other funding decisions were made by the department acting only on
advice from IA Committees (including the departmental committee).

ANAO Report No.11 2014-15
The Award of Grants under the Clean Technology Program

130



Appendices

ANAO Report No.11 2014-15
The Award of Grants under the Clean Technology Program

131






Appendix 1: Department of Industry response

1. The formal response received by ANAO from the department
following circulation of the draft report has been reproduced on the
following pages.
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Department of Industry

Secretary

Ms Barbara Cass

Group Executive Director
Performance Audit Services Group
Australian National Audit Office
GPO Box 707

Canberra ACT 2601

Barbd are ,
Dear Ms/éss,

I refer to Mark Simpson’s letter of 28 October 2014, seeking comment from the
Department of Industry on the proposed audit report on the award of funding under
the Clean Technology Programs.

The Clean Technology Investment Programs were delivered as part of the former
government's Clean Energy Future Plan. The Programs were designed to deliver on
two goals of carbon abatement and maintaining the competitiveness of the
manufacturing sector by improving energy efficiency through replacement of capital
stock. This required innovative program design particularly in regard to the technically
complex requirements for estimating and assessing carbon abatement. These
methodologies were developed in consultation with key stakeholders including the
former Department of Climate Change and Energy Efficiency.

The Programs had to accommodate a wide variety of projects, ranging from a $50,000
solar panel installation in a small winery to a $70 million dual site consolidation for
concrete manufacture. Carbon abatement varied significantly depending on the nature
of the emissions reduction measures with supported projects estimated to deliver
between 0.5 kilotonnes and 1000 kilotonnes of carbon savings.

As part of our design process, and in accordance with best practice, the department
consulted extensively to determine whether it was appropriate to apply a benchmark to
carbon abatement and to seek an evidence base that could be used as a reference point.
However, stakeholders advised that it was inappropriate to apply a benchmark given
the expected variation in project outcomes.

The Programs were, therefore, designed with an assessment process that evaluated
abatement outcomes taking account of the context of each individual project and
without the benefit of an existing evidence base to draw upon.

Phone: (02) 6213 6650 Fax: (02) 6213 6657 Email: Glenys.Beauchamp@industry.gov.au
Industry House - 10 Binara Street, Canberra City, ACT 2601 - GPO Box 9839 Canberra ACT 2601 - www.industry.gov.au - ABN: 74 599 608 295
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Demand for the Programs were high with 1171 applications received and 603 projects
awarded grants. Results for projects completed to-date indicate that the program is on
track to deliver the anticipated carbon savings.

The department notes the report acknowledges that the application, assessment and
decision-making processes for the Programs guarded against the award of funding
being politicised and that there was no evidence of political bias in the distribution of
funding,.

The department acknowledges the contribution the Australian National Audit Office
(ANAO) makes to enhancing administration around granting programs through the
observations in the report, particularly in relation to administrative transparency. This
will assist the department to strengthen its existing grants management frameworks.

The department’s response to the four Recommendations is at Attachment A and a
response for inclusion in the body of the report at Attachment B.

I thank you for the opportunity to comment on the proposed audit report.
Yours sincerely
lenys Beauchamp

24 November 2014

Phone: (02) 6213 6650 Fax: (02) 6213 6657 Email: Glenys.Beauchamp@industry.gov.au
Industry House - 10 Binara Street, Canberra City, ACT 2601 - GPO Box 9839 Canberra ACT 2601 - www.industry.gov.au - ABN: 74 599 608 295
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Series Titles

ANAO Report No.1 2014-15

Confidentiality in Government Contracts: Senate Order for Departmental and Agency
Contracts (Calendar Year 2013 Compliance)

Across Agencies

ANAO Report No.2 2014-15
Food Security in Remote Indigenous Communities
Department of the Prime Minister and Cabinet

ANAO Report No.3 2014-15
Fraud Control Arrangements
Across Entities

ANAO Report No.4 2014-15

Second Follow-up Audit into the Australian Electoral Commission’s Preparation for
and Conduct of Federal Elections

Australian Electoral Commission

ANAO Report No.5 2014-15
Annual Compliance Arrangements with Large Corporate Taxpayers
Australian Taxation Office

ANAO Report No.6 2014-15
Business Continuity Management
Across Entities

ANAO Report No.7 2014-15
Administration of Contact Centres
Australian Taxation Office

ANAO Report No.8 2014-15
Implementation of Audit Recommendations
Department of Health
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Series Titles

ANAO Report No.9 2014-15

The Design and Conduct of the Third and Fourth Funding Rounds of the Regional
Development Australia Fund

Department of Infrastructure and Regional Development

ANAO Report No.10 2014-15
Administration of the Biodiversity Fund Program
Department of the Environment
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Better Practice Guides

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

Successful Implementation of Policy Initiatives

Public Sector Governance: Strengthening Performance through Good
Governance

Administering Regulation: Achieving the Right Balance

Implementing Better Practice Grants Administration

Human Resource Management Information Systems: Risks and Controls
Preparation of Financial Statements by Public Sector Entities

Public Sector Internal Audit: An Investment in Assurance and Business
Improvement

Public Sector Environmental Management: Reducing the Environmental
Impacts of Public Sector Operations

Developing and Managing Contracts: Getting the Right Outcome,
Achieving Value for Money

Public Sector Audit Committees: Independent Assurance and Advice for
Chief Executives and Boards

Fraud Control in Australian Government Entities

Strategic and Operational Management of Assets by Public Sector
Entities: Delivering Agreed Outcomes through an Efficient and
Optimal Asset Base

Planning and Approving Projects — an Executive Perspective: Setting the
Foundation for Results

Innovation in the Public Sector: Enabling Better Performance, Driving
New Directions

SAP ECC 6.0: Security and Control

Business Continuity Management: Building Resilience in Public Sector
Entities

Developing and Managing Internal Budgets

Oct. 2014
June 2014

June 2014
Dec. 2013
June 2013
June 2013
Sept. 2012

Apr. 2012

Feb. 2012

Aug. 2011

Mar. 2011

Sept. 2010

June 2010

Dec. 2009

June 2009
June 2009

June 2008
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