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Office of the Auditor-General for Australia

Australian National

Audit Office

Canberra ACT
5 June 2015

Dear Mr President
Dear Madam Speaker

The Australian National Audit Office has undertaken an independent
performance audit in the Department of Foreign Affairs and Trade titled
Managing Australian Aid to Vanuatu. 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

= 2=

lan McPhee

The Honourable the President of the Senate

The Honourable the Speaker of the House of Representatives
Parliament House

Canberra ACT
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Summary

Introduction

1. The purpose of the Australian Government's overseas aid program is to
promote Australia’s national interests through contributing to economic
growth and poverty reduction.! Australia's aid program focuses on the Indian
Ocean Asia Pacific region, while also providing assistance to countries in
Africa, the Middle East, Latin America and the Caribbean. The Department of
Foreign Affairs and Trade (DFAT) is responsible for administering the
Australian aid program. Australia’s total Official Development Assistance
(ODA) is budgeted at $5.32 billion in 2014-15.

2. The aid program is delivered within the context of a new aid framework,
released in June 2014. Australian aid: promoting prosperity, reducing poverty,
enhancing stability outlines Australia’s aid policy, describing the purpose of the
aid program and Australia’s aid investment priorities. Making Performance Count:
enhancing the accountability and effectiveness of Australian Aid provides the
framework against which the performance of the aid program is assessed.

Context and development challenges

3. Delivering aid programs in any developing country is challenging, with
inherent risks. The development environment exists within the context of often
competing political and implementation objectives. It may also take
considerable time for the benefits from aid programs to be realised and the
number of variables affecting the programs and the environment within which
they are delivered may make the assessment of impact difficult. Often
Australia’s role is limited to influencing and encouraging change rather than
direct program management.

4. While Vanuatu is viewed by many Australians as a holiday destination,
it is a developing country and implementing successful development
initiatives can be challenging. Vanuatu was ranked 131 (of 187 countries; with
a value of 0.616) on the Human Development Index in 20132 its progress

1 Department of Foreign Affairs and Trade, Department of Foreign Affairs and Trade Annual Report
2013-14, DFAT, Canberra, p. 134.

2 The Human Development Index serves as a frame of reference for both social and economic
development, combining indicators of life expectancy, educational attainment and income, which are
then expressed as a value between 0 and 1.
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towards the Millennium Development Goals® is mixed and it is unlikely to
meet most of the targets by 2015. One of the country’s challenges is
maintaining political stability, and one third of its population lack access to
multiple basic services, such as education, health services and safe water.

5. Vanuatu is a culturally diverse country. The geography of Vanuatu
means that the small population of approximately 250 000 ni-Vanuatu (people
from Vanuatu) is dispersed over 65 of the country’s 83 islands and speak
113 distinct languages and numerous dialects. Vanuatu lacks natural resources
that could contribute to revenue generation, except for tourism, and the formal
economy is small. Infrastructure on many of the islands is very limited,
resulting in difficulties in travel, communication and disbursement of funds.
Political instability and the operational and management capacity of the
Government of the Republic of Vanuatu (GoV) contribute to a difficult
delivery environment. In addition, the state has limited reach outside of the
capital, Port Vila. Vanuatu has a strong kastom system* and chiefs, as well as
island and family allegiances, play an important role in all aspects of society.

Tropical Cyclone Pam

6. On 13 and 14 March 2015, Tropical Cyclone Pam passed over Vanuatu.
The category five cyclone is the most powerful on record to have impacted
Vanuatu and is considered to be the worst natural disaster in the country’s
history. It claimed lives and caused extensive damage across the country. In
response, Australia provided a package of assistance that included: funding to
Australian non-government organisations, the Australian Red Cross and
United Nations organisations; deployment of humanitarian supplies and
specialist equipment; and deployment of specialist personnel. The cyclone will
result in changes to the development environment and, consequently, will
impact on Australia’s investment in aid programs in Vanuatu.

3 The Millennium Development Goals are agreed targets set by the signatories to the Millennium
Declaration 2000, including Australia, to reduce extreme poverty and disadvantage by 2015.

4 Kastom has been defined as ‘the normal, traditional way of life, beliefs, rituals and materials. ...
Kastom (in all its numerous variants) is an extremely vast and complex theoretical model of the ways
that the world and society work, and the laws that govern them’.

K Huffman, “Noho’n’dou Yene Nieve Nungute’i Numuwo’h Yene—Respect Is The Foundation Of Life’,
Rituals, Respect, Ancestors, Spirits, ‘Art’ And Kastom In Vanuatu’, in C Howarth, Kastom: Art of
Vanuatu, National Gallery of Australia, Canberra, 2013, pp. 30-35.
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Summary

Australian aid investment in Vanuatu

7. Australia is the largest donor of aid to Vanuatu, providing around half of
total aid. In 2014-15, the budget for Australian ODA to Vanuatu is $60.4 million,
the majority of which ($41.9 million) is bilateral aid managed by DFAT.> The
remaining ODA to Vanuatu is managed by other government departments or is
delivered through DFAT’s regional or global programs. In 2014-15 bilateral aid
is allocated across the program’s strategic objectives as follows:

. education—$11.2 million (26.8 per cent of bilateral ODA);

o health—$4.1 million (9.8 per cent);

o economic governance —$4.7 million (11.3 per cent);

o infrastructure —$13.0 million (31.1 per cent);

o law and justice —$5.6 million (13.3 per cent); and

o disaster response—$10 000 (0.0 per cent).®

8. In 2013-14, Australia had 15 aid investments operating in these

six areas. The four largest investments are: Education Support Program
($39.3 million over five years to June 2017), Transport Sector Support Program
($27.0 million over four years to June 2016), Port Vila Urban Development
Project ($26.5 million over five years to June 2017) and Health Sector Support
Program ($26.0 million over six years to March 2016).

Audit objective and criteria

9. The objective of the audit was to assess the effectiveness of the
Department of Foreign Affairs and Trade’s management of Australian aid to
Vanuatu.

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

. a sound strategic approach to planning Australia’s aid investments in
Vanuatu has been developed and effectively implemented;

5 This amount is the ODA budget prior to Tropical Cyclone Pam and, therefore, does not include the
additional funding announced as part of Australia’s response to the cyclone.

6 An additional $3.3 million (7.8 per cent of bilateral ODA) is allocated to an assortment of other
programs.
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J Australia’s aid investments in Vanuatu are effectively managed,
monitored and evaluated; and

. administrative arrangements facilitate the cohesive delivery of
Australia’s aid investments in Vanuatu.

11. When undertaking this audit, the ANAO carried out fieldwork in
Canberra and three islands in Vanuatu (Efate, Malekula and Tanna). The audit
focused on Australia’s bilateral program in Vanuatu. The audit team examined
the following five initiatives in detail:

. Vanuatu Education Support Program (VESP);

J Vanuatu Transport Sector Support Program (VISSP) Phase 2;

J Port Vila Urban Development Project (PVUDP);

. Vanuatu Health Sector Program (Health); and

o Vanuatu Women’s Centre (VWC) Phase 6.

12. The audit examined Australia’s investment in aid programs in Vanuatu

before Tropical Cyclone Pam. The audit did not assess Australia’s aid program
in Vanuatu following the cyclone or Australia’s response to the cyclone.

Overall conclusion

13. The Republic of Vanuatu, a tropical holiday destination for many
Australians, is a developing country struggling with poverty and a lack of
access to many basic services, including education and health services.
Australia has been providing development assistance to Vanuatu for 40 years,
including $60.4 million in 2013-14.7 Managing development programs is
challenging, with inherent risks. Aid delivery may be impacted by competing
political and implementation objectives, it may take a long time for benefits to
be realised, and those benefits may be difficult to quantify. In 2013-14, DFAT
assessed the performance of the Vanuatu aid program against the five strategic
objectives that were current at the time®, and reported that progress was as

7 Official development assistance of $60.4 million in 2013-14 is the budget prior to Tropical Cyclone
Pam and, therefore, does not include the additional funding announced as part of Australia’s response
to the cyclone.

8 The strategic objectives current in 2013-14 were:

1. Support increased access to and quality of education for all boys and girls, and equip them with
skills and knowledge.

Footnote continued on the next page...
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Summary

expected in three areas but was somewhat less than expected in two areas. The
strategic objectives of the program are presently being reconsidered. Against
this background, DFAT’s management of the Australian aid program in
Vanuatu has been generally effective.

14. DFAT’s new Aid Investment Plan for Vanuatu, currently in draft, is
consistent with Australia’s aid policy and the priorities of the Government of
Vanuatu as well as being sufficiently detailed to provide an understanding of
the key elements of the program. DFAT has a well-defined process for designing
individual aid initiatives, and investment designs are generally comprehensive.
Also, DFAT has developed and maintained good relationships with key
stakeholders, including representatives of the Vanuatu Government but
acknowledges that mapping the large number of stakeholders and development
programs being undertaken in Vanuatu would assist it to identify program gaps
and overlaps, and guide the development and maintenance of key stakeholder
relationships. There is, however, scope to strengthen DFAT’s approach to
planning and managing the program in some areas, principally its management
of risk, and the monitoring and oversight of individual initiatives.

15. The management of risks would be improved if the assessment of
significant risks, as well as risk treatments, responsibilities and timeframes,
were appropriately documented. In relation to the oversight of individual
initiatives, DFAT currently adopts a variety of monitoring and evaluating
approaches, including visits, progress reporting and mid-term reviews.
Documenting its approach in a monitoring and evaluation plan specific to each
aid initiative would assist DFAT to improve its monitoring of the performance
of delivery partners, as well as the progress of each initiative. There would also
be benefit in DFAT developing, as part of the Aid Investment Plan process,
performance indicators that allow it to measure and publicly report on the
extent to which its objectives are being achieved.

16. To assist DFAT to improve its management of the Australian aid
program in Vanuatu, the ANAO has made two recommendations relating to

2. Strengthen health services and accelerate progress towards health Millennium Development
Goals.

3. Progress reform on economic governance issues.

4. Develop essential infrastructure to support economic growth and service delivery.

5. More effective legal institutions and improved police services.

Progress was assessed as ‘somewhat less than expected’ for objectives two and four.
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DFAT'’s strategic approach to aid investment planning and management, and
its monitoring and oversight of individual initiatives.

17. The ANAO recognises that, following Tropical Cyclone Pam, Australia’s
aid program in Vanuatu will change in response to the needs of the Government
of Vanuatu and the population as they rebuild after the cyclone. The findings
and recommendations from this audit remain relevant for DFAT’s ongoing
management of Australia’s aid investments and, specifically, to the Vanuatu
program as it develops and changes in the post-cyclone environment.

Key findings by chapter

Planning the Vanuatu Aid Program (Chapter 2)

18. DFAT is currently drafting an Aid Investment Plan (AIP) for Vanuatu
that covers the period 2014-15 to 2017-18 and describes the strategic priorities
and rationale for aid investment in Vanuatu, and the mutual obligations of the
Australian and Vanuatu Governments. The strategic direction embodied in the
draft AIP for the Vanuatu aid program is consistent with the Australian
Government’s new aid policy. Australia’s development priorities in Vanuatu
are also generally consistent with Vanuatu’s policy agenda. At the level of
individual aid initiatives, the objectives and priorities of the five initiatives
examined, while more narrowly focused, are in line with the broader priorities
of Australia’s aid program and the Government of Vanuatu (GoV).

19. The draft AIP meets the requirements of DFAT’s Aid Programming
Guide, and is sufficiently detailed to provide an understanding of the key
elements of Australia’s aid program in Vanuatu. However, the program’s
performance indicators, described as performance benchmarks in the Aid
Program Performance Report, measure only a small portion of the Vanuatu aid
program for a period of one year. DFAT has an opportunity to create a broader
framework for measuring the success of the Vanuatu aid program by
developing performance indicators and targets, to be included in the AIP, that
better reflect the Vanuatu aid program’s objectives and provide a firm basis for
assessing progress against those objectives.

20. DFAT staff have developed good individual relationships with external
stakeholders, including within the GoV, and actively participate at key
meetings, such as program steering committees. Stakeholders advised the
ANAO that DFAT staff were open, accessible and responsive. However, at
present, stakeholder management is largely the responsibility of the DFAT
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officer managing an initiative. As such, there is a risk that relationships with
stakeholders will be adversely impacted by changes in staff within DFAT, the
GoV or other stakeholders. Developing a more structured approach to
stakeholder management, in the context of finalising the AIP, including
mapping the large number of stakeholders and development programs being
undertaken in Vanuatu, would help to mitigate this risk and guide the
development and maintenance of key stakeholder relationships. It would also
allow DFAT to identify program gaps and overlaps.

21. The Vanuatu aid program risk register, including the individual risk
registers relevant to the five initiatives reviewed, was updated in April 2015.
Despite a requirement to update risk registers bi-annually, prior to the recent
update the register not been reviewed since November 2013. The latest
iteration of the register includes 74 risks. However, the majority of
implementation dates for risk treatments are not specific. Of the 30 risks with
risk treatment implementation dates, 20 are described as “ASAP’ or ‘ongoing’.
Moreover, the risk treatment implementation dates for eight risks have passed
and the treatments for two of the risks do not have implementation dates. In
addition, 10 of the 14 whole-of-program risks do not include an assessment of
the acceptability of the current risk rating, despite a risk rating of high or very
high for seven of the 10 risks, or identified possible risk treatments for these
risks. The registers do not include risks to aid management, such as the impact
of changes in aid policy, budget or resourcing. In some cases responsibility for
implementing risk mitigation strategies is not specific and there is also
inconsistency across the registers with respect to assigning responsibilities.

22, The post and sector/investment risk registers include fraud as a key
risk. In terms of potential financial loss, DFAT reports that external fraud in the
Vanuatu aid program is low, but the number of new cases reported in Vanuatu
regularly places the program in the top six country programs with the highest
incidence of reported fraud. Of the total 1280 fraud cases recorded by DFAT
since 2009, 48 (3.75 per cent) were in Vanuatu. DFAT estimates the value
(actual or potential financial loss) of the 48 cases is $102 831.

Designing Aid Initiatives (Chapter 3)
23. DFAT has a well-defined process for designing aid initiatives that
includes concept notes, design documents, peer reviews and consultation with

a range of stakeholders. The design and strategy documents resulting from the
design process are comprehensive, include a rationale for the project and a
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consideration of value-for-money, and comply with the intention of DFAT’s
guidance and Investment Design Quality Criteria. However, the design of the
Port Vila Urban Development Project (PVUDP) did not follow the standard
process. A concept document was not developed, and the technical design is
ongoing, three years after commencing the project.

24. More than 50 per cent of bilateral aid to Vanuatu was channelled
through GoV systems, including the majority of aid funding in the education
and health sectors, by the end of 2012. In 2013, DFAT undertook assessments
of public financial management systems at the national and sector levels in
Vanuatu to inform the extent to which aid might be provided through partner
government systems in the future.’

25. In response to the assessments in the education and health sectors,
which resulted in similar findings, different aid management models have
been implemented in each of the sectors. A managing contractor has been
engaged to manage the majority of Australian aid funds in the education
sector, while, in the health sector, DFAT continues to deliver a significant
portion of the program through government systems. A mixed approach has
been adopted for the Vanuatu Transport Sector Support Program (VTSSP)
Phase 2, with 58 per cent of Australian funding provided through government
systems and 42 per cent paid to the contractor. Nevertheless, the Vanuatu
Education Support Program (VESP) and VTSSP Phase 2 agreement and
contracts, which were signed after the public financial management
assessments were undertaken, do incorporate increased fiduciary controls,
including arrangements to oversight the management of donor funds.

26. While the design process is reasonably comprehensive and DFAT
adhered to the required process for developing designs, there are limitations to
the process as it relates to monitoring and evaluation frameworks and risk
management plans. For example, frameworks against which investments will
be monitored and evaluated are developed after an investment has been
approved, are usually a contract deliverable for the delivery partners, and are
not always timely. The monitoring and evaluation plan for VESP, for instance,
was due in February 2014, but was not completed until December 2014.

27. In addition, poor design can impact on the successful implementation
of a project. The design of the Vanuatu Education Road Map (VERM) program

9 The detailed findings and conclusions of the reviews are sensitive and confidential.
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was overly ambitious and placed too much reliance on the GoV to effectively
implement the program. Consequently, the results of VERM were not
commensurate with expectations and the level of investment, that is, the
program was not considered by DFAT to be value-for-money. With respect to
VTSSP, the Phase 2 design was predicated on assumptions and baseline
information concerning road quality and lengths achieved in Phase 1 that were
subsequently found to be inaccurate. The VISSP Phase 2 tender documents
and contract were based on the flawed assumptions and data inaccuracies
contained in the design document. As a result, after one and a half phases of
the project, there is ongoing discussion between the stakeholders, including the
GoV, DFAT and the contractor, about the required quality of roads to be
rehabilitated under the program.

28. In 2014, DFAT streamlined the design process to some extent. There are
opportunities, however, to further improve the process, particularly for
established, mature or straightforward initiatives. The Vanuatu Women’'s
Centre, for example, is a successful program that Australia has been
supporting since 1994 and is now in the sixth phase of funding. Future designs
for such a mature program could be simplified, reducing the time and
resources dedicated to the process.

Monitoring Progress and Evaluating Performance (Chapter 4)

29. DFAT adopts a variety of methods to monitor the performance of
delivery partners, including: conducting monitoring visits; requiring reports
on performance; undertaking annual Aid Quality Checks; and conducting
periodic evaluations. Some of these approaches are incorporated into
agreements with delivery partners, and include requirements for
accountability and reporting. However, DFAT has not documented its
approach to monitoring and evaluation in a plan (for each initiative) as part of
its ongoing management of the initiatives. Developing initiative plans that
focus on DFAT’s management and monitoring of the performance of delivery
partners, as well as the progress of the initiative, would assist DFAT to take a
more risk-based approach to monitoring.

30. While DFAT staff in Vanuatu are now encouraged to undertake
monitoring visits, and have been provided with training and tools to assist
with these visits, only a limited number of visits have been undertaken to date.
Progress reporting is a feature of four of the five initiatives. Generally, the
progress reports were of a satisfactory quality, provided an appropriate level
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of detail about progress and issues, and met DFAT’s monitoring and
evaluation requirements. Each of the initiatives is also subject to an annual
financial audit. Audits have been completed in each of the five programs, but
have not always been completed in a timely manner.

31 DFAT assessed annually the quality of the implementation of each
investment (now referred to as Aid Quality Checks) as required. The resulting
reports provided a sound overview of the status of each initiative and included
actions that DFAT intended to take to address issues. The actions covered a
continuum from high to low priority and from simple to complex requirements.
However, DFAT has not addressed or completed many of the actions
identified.!® DFAT also requires the performance of advisors and contractors to
be assessed annually. In 2013-14, only one of the five required contractor
performance assessments for the Vanuatu bilateral program was completed.

32. DFAT has responded to issues identified as a result of its monitoring of
aid investments. For example, DFAT and its donor partners were sufficiently
informed to be concerned about the implementation and progress of VERM,
implementing actions to minimise the risk to donor funds while redesigning
the program. With respect to PVUDP, by January 2015 the initiative was
reported to be 26 months behind schedule. DFAT raised its concerns about the
progress of PVUDP with its delivery partner, the Asian Development Bank, on
several occasions, encouraging the Bank to increase its presence in Vanuatu in
order to more effectively monitor progress. However, issues have not always
been highlighted through monitoring processes. Weaknesses in DFAT’s
monitoring of VISSP Phase 1 were not known until Phase 2, and DFAT was
not aware of these discrepancies until notified by the contractor.

Administrative Arrangements (Chapter 5)

33. Responsibility for the Vanuatu bilateral aid program is shared between
DFAT staff in Canberra, Australia, and at the Australian High Commission in
Port Vila, Vanuatu. The roles of the Canberra and Vanuatu teams are well
understood by all parties and there is frequent communication between the
two teams about upcoming activities and the status of current projects.

10  For example, reviewing whether recommendations from the evaluation of one initiative have been
implemented.
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Summary

34. The majority of Australian-based aid officers located in Vanuatu did
not feel that they were adequately prepared for their posting to Vanuatu,
particularly with respect to establishing, negotiating and managing large
contracts. While one branch within DFAT’s head office is responsible for
coordinating and managing learning and development, delivery of the
program is decentralised and multiple areas within DFAT provide their own
training courses. However, DFAT has not maintained accurate and complete
records, for its Australian-based or locally engaged staff, of all training
provided by each area within DFAT. Without reliable training records, it is
difficult for DFAT to assess the adequacy, currency or completeness of the
training undertaken by each officer.

35. DFAT’s internal reporting for management purposes is not specific to
the Vanuatu bilateral aid program. Vanuatu is generally referred to on an
exception basis. Nevertheless, internal reporting is sufficient to provide DFAT
executive with reasonable oversight of the program. Externally, DFAT reports
on the progress and performance of the Australian aid program via several
channels. Aside from a section on DFAT’s website and occasional references in
the Annual Report and Performance of Australian Aid, external reporting
about the Vanuatu program centres on the annual Vanuatu Aid Program
Performance Report. The 2013-14 report rates the Vanuatu program’s
performance against its five strategic objectives as ‘amber” for two objectives
and ‘green’ for three objectives.!! The details provided in the report were
soundly based, but provided without context. Additionally, the report does not
provide a consolidated view of the effectiveness of the program overall. There
would be benefit in DFAT developing, as part of the AIP process, performance
indicators and targets that allow it to measure and publicly report on the
extent to which its strategic objectives and the objective for the Vanuatu
bilateral program as a whole are being achieved.

11 An amber rating indicates that progress is ‘somewhat less than expected for this point of time and
restorative action will be necessary if the objective is to be achieved’. Objectives 2 (strengthen health
services) and 4 (develop infrastructure) were rated as amber in 2013—-14. A green rating indicates that
progress is ‘as expected for this point in time and it is likely that the objective will be achieved'.
Objectives 1 (support education), 3 (progress economic governance reform) and 5 (effective legal
institutions and police) were rated as green in 2013-14.
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Summary of entity response

36.

DFAT’s summary response to the proposed report is provided below,

with the full response at Appendix 1.

DFAT welcomes the ANAO'’s findings that the Vanuatu aid program is
generally effective and is consistent with Australia’s aid policy and the
Vanuatu Government’s priorities. The report’s recognition of the complex and
challenging operating environment in which Australia delivers aid in Vanuatu
is also welcome. We are pleased that the ANAO has recognised the program's
relationship management strengths, its awareness of and compliance with
DFAT’s fraud policy, the well-defined processes for designing aid initiatives
and the range of methods adopted to monitor and manage performance. The
ANAO has highlighted some areas requiring improvement, particularly in
documenting risk and planning of monitoring and evaluation. DFAT
welcomes the ANAQO'’s recommendations in support of these improvements
and has commenced addressing the issues raised.
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Recommendations

Recommendation
No.1

Paragraph 2.41

Recommendation
No.2

Paragraph 4.53

To strengthen its strategic approach to aid investment
planning and management, the ANAO recommends that
the Department of Foreign Affairs and Trade reflects, in
the Vanuatu country and investment risk register, an
assessment of all significant risks and identifies and
documents appropriate risk treatments, responsibilities
and timeframes.

Department of Foreign Affairs and Trade’s response:
Agreed

To better monitor and evaluate the Vanuatu bilateral aid
program, the ANAO recommends that the Department
of Foreign Affairs and Trade develops and implements a
risk-based monitoring and evaluation plan for each
initiative.

Department of Foreign Affairs and Trade’s response:
Agreed
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Audit Findings
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1. Background and Context

This chapter provides the background to Australia’s bilateral aid program in Vanuatu,
including the context within which the aid program is delivered, and the audit
objective and approach.

Australia’s overseas aid program

1.1 The purpose of the Australian Government's overseas aid program is to
promote Australia’s national interests through contributing to economic
growth and poverty reduction.’? Australia's aid program focuses on the Indian
Ocean Asia Pacific region, while also providing assistance to countries in
Africa, the Middle East, Latin America and the Caribbean. The Department of
Foreign Affairs and Trade (DFAT) has been responsible for administering the
aid program since the Australian Agency for International Development
(AusAID) was abolished on 1 November 2013 and its functions integrated with
DFAT."® DFAT administers the program under Outcome 1:

The advancement of Australia’s international strategic, security and economic
interests including through bilateral, regional and multilateral engagement on
Australian Government foreign, trade and international development policy
priorities.!4
1.2 In 2014-15, the total budget for Outcome 1 is $5.57 billion —$4.66 billion
in administered expenses and $0.91 billion in departmental expenses.!®
Australia’s total Official Development Assistance (ODA)* is budgeted at
$5.32 billion in 2014-15.

12 Department of Foreign Affairs and Trade, Department of Foreign Affairs and Trade Annual Report
2013-14, DFAT, Canberra, p. 134.

13  AusAID and DFAT were fully integrated as at 1 July 2014. DFAT has also assumed responsibility for
international climate change negotiations formally within the ambit of the former Department of
Industry, Innovation, Climate Change, Science, Research and Tertiary Education.

This report uses ‘DFAT’ to refer to the Department of Foreign Affairs and Trade and, where applicable,
the former AusAID.

14  Department of Foreign Affairs and Trade, Portfolio Budget Statements 2014—15, Budget Related
Paper No.1.9, Foreign Affairs and Trade Portfolio, DFAT, Canberra, May 2014, p. 27.

15  ibid., p. 31.
16  The Organisation for Economic Co-operation and Development defines ODA as: those flows to

countries and territories on the Development Assistance Committee List of ODA Recipients and to
multilateral institutions which are:

i. provided by official agencies, including state and local governments, or by their executive
agencies; and

Footnote continued on the next page...
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1.3 The aid program is delivered within the context of a new aid
framework, released in June 2014. Australian aid: promoting prosperity, reducing
poverty, enhancing stability outlines Australia’s new aid policy. The policy
describes the purpose of the aid program and Australia’s aid investment
priorities, which are:

J infrastructure, trade facilitation and international competitiveness;

agriculture, fisheries and water;

effective governance: policies, institutions and functioning economies;

education and health;

building resilience: humanitarian assistance, disaster risk reduction and
social protection; and

J gender equality and empowering women and girls.

1.4 Making Performance Count: enhancing the accountability and effectiveness of
Australian Aid provides the framework against which the performance of the
aid program is assessed. The framework includes 10 strategic targets, as well
as requiring performance benchmarks at the country, regional and partner
program level and quality systems at the project level. The 10 strategic targets
are listed in Figure 1.1.

Figure 1.1: Ten strategic targets for the aid program

1. Promoting prosperity 6. Delivering on commitments

2. Engaging the private sector 7. Working with the most effective partners
3. Reducing poverty 8. Ensuring value-for-money
4. Empowering women and girls 9. Increasing consolidation

5. Focusing on the Indo-Pacific region 10. Combatting corruption

Source: ANAO representation of Commonwealth of Australia, Making Performance Count: enhancing the
accountability and effectiveness of Australian, DFAT, June 2014.

1.5 More broadly, Australia’s aid program is guided by the Millennium
Development Goals. The goals are agreed targets set by the signatories to the

ii. each transaction of which:

a) is administered with the promotion of the economic development and welfare of developing
countries as its main objective; and

b) is concessional in character and conveys a grant element of at least 25 per cent (calculated at
a rate of discount of 10 per cent).
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Background and Context

Millennium Declaration 2000, including Australia, to reduce extreme poverty
and disadvantage by 2015 (see Figure 1.2). The United Nations is currently
facilitating the post-2015 development agenda, including the development of
sustainable development goals for the future.

Figure 1.2:  Millennium Development Goals

ﬁ Eradicate extreme hunger and poverty

Achieve universal primary education

Reduce child mortality

Q Promote gender equality and empower women
@ Improve maternal health

Combat HIV/AIDS, malaria and other diseases

%% Ensure environmental sustainability

Develop a global partnership for development

e %,

Source: <http://www.un.org/millenniumgoals/> [accessed 16 June 2014].

1.6 The aid program is also informed by the Government’s commitment to
the:
J 2005 Paris Declaration on Aid Effectiveness—commits donor

governments and developing countries to work together to improve aid
effectiveness and outlines five core principles for making aid more
effective’;

J 2008 Accra Agenda for Action—seeks to strengthen and deepen
implementation of the Paris Declaration; and

J 2011 Busan Partnership for Effective Development Cooperation—
building on the 2005 and 2008 documents, the Busan Partnership sets
out principles, commitments and actions that offer a foundation for
effective co-operation in support of international development.

17  The five core principles are: ownership; alignment; harmonisation; results; and mutual accountability.
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Australian aid to Vanuatu

Context and development challenges

1.7  The Republic of Vanuatu is an independent archipelagic nation
covering over 12 000 square kilometres in the Pacific Ocean.'® The three official
languages are English, French and Bislama. The population of approximately
250 000 live across 65 of the country’s 83 islands. Around 70 per cent of
Ni-Vanuatu (people from Vanuatu) live in rural areas, where subsistence
farming and fishing are the main sources of livelihood. However, the country
is rapidly urbanising, with larger cities such as the capital Port Vila, on the
island of Efate, and Luganville, on the island of Espiritu Santo, attracting
people seeking education and employment opportunities.

1.8 Vanuatu has a 52-member Parliament elected for a four-year term. The
head of the Government is the Prime Minister and the Constitutional Head of
State is the President of the Republic. Vanuatu has a history of frequent
changes of government, often as the result of no-confidence motions. Since the
last national elections on 30 October 2012, the country has had three Prime
Ministers. The state, however, has limited reach outside Port Vila; at the
provincial and rural level customary and informal institutions exercise a
greater level of influence.

1.9 The country has a stable economy, however Tropical Cyclone Pam has
caused significant disruption to economic activity. In April 2015, the
International Monetary Fund projected that real GDP would decline by
twoper cent in 2015, in contrast to the pre-cyclone forecast of about
3.5 per cent grown, and then increase to around 5 per cent in 2016.° Vanuatu's
economic growth is driven largely by tourism and construction. Tourism and
tourism-related services account for approximately 40 per cent of gross
domestic product and one third of people in formal employment. Australians
account for around two thirds of long-stay tourist arrivals.

1.10  Generally, designing and delivering aid programs in a developing
country is challenging, with inherent risks. The development environment
exists within the context of often competing political and implementation
objectives. It may also take considerable time for the benefits from aid

18  See Appendix 2 for a map of Vanuatu.
19  Vanuatu’s gross domestic product was forecast to be around $816 million (USD, current prices) in 2014.
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Background and Context

programs to realised and the number of variables affecting the programs and
the environment within which they are delivered may make the assessment of
impact difficult. Often Australia’s role is limited to influencing and
encouraging change rather than direct program management.

1.11  While Vanuatu is viewed by many Australians as a holiday destination,
it is a developing country struggling with high levels of poverty, and one third
of its population lack access to multiple basic services, such as education,
health services and safe water. Vanuatu was ranked 131 (of 187 countries; with
a value of 0.616) on the Human Development Index® in 2013, its progress
towards the Millennium Development Goals is mixed and it is unlikely to meet
most of the targets by 2015 (see Figure 1.4).

Figure 1.3:  Vanuatu’s progress towards the Millennium Development
Goals

&@Qﬁﬁe%m

v o x X
assessed
Legend:

v on track to meet goal; % not on track to meet goal;

Source: Pacific Islands Forum Secretariat, 2013 Pacific Regional MDGs Tracking Report, August 2013, p. 26.

112 Implementing successful development initiatives in Vanuatu can be
challenging. It is a culturally diverse country. The geography of Vanuatu
means that the small population are dispersed over a large number of islands
and speak 113 distinct languages and numerous dialects. Vanuatu lacks
natural resources that could contribute to revenue generation, except for
tourism, and the formal economy is small. Infrastructure (including transport,
electrical and financial) on many of the islands is very limited, resulting in
difficulties in travel, communication and disbursement of funds. Political
instability and the operational and management capacity of the Government of
Vanuatu (GoV) contribute to a difficult delivery environment. In addition,

20  United Nations Development Program, Human Development Report 2014, Sustaining Human
Progress: Reducing Vulnerabilities and Building Resilience, UNDP, New York, July 2014, pp. 162.
The Human Development Index serves as a frame of reference for both social and economic
development, combining indicators of life expectancy, educational attainment and income, which are
then expressed as a value between 0 and 1. Australia is number two in the rankings, with a Human
Development Index of 0.933.
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there is a strong kastom system?' and chiefs, as well as island and family
allegiances, play an important role in all aspects of society.

Australian aid investment in Vanuatu

1.13  In 2014-15, the budget for Australian ODA to Vanuatu is $60.4 million,
the majority of which ($41.9 million) is bilateral aid managed by DFAT.?2 The
remaining ODA to Vanuatu is managed by other government departments or
is delivered through DFAT’s regional or global programs. Bilateral aid is
allocated across the program’s strategic objectives, as shown in Table 1.1.
Appendix 3 lists Australia’s bilateral aid investments in Vanuatu in 2013-14.

Table 1.1: Allocation of bilateral aid to Vanuatu, 2013-14 and 2014-15
2013-14 % of country 2014-15 % of country

allocation program allocation program
($ million) ($ million)
Education 12.8 314 11.2 26.8
Health 4.6 11.2 4.1 9.8
Economic governance 8.8 21.6 4.7 11.3
Infrastructure 8.7 21.4 13.0 31.1
Law and justice 5.7 14.1 5.6 13.3
Disaster response 0.04 0.1 0.01 0.0
Other" 33 7.8
40.6 100.0 41.9 100.0

Source: Department of Foreign Affairs and Trade, Aid Program Performance Report 2013-14, Vanuatu,
September 2014, p. 3, and correspondence from DFAT, 10 April 2015.

Note 1:  Other includes: Vanuatu Churches Partnership Program; Pacific Women’s Initiative; Vanuatu Land
Program; and Won Smolbag Theatre Partnership.

1.14  Australia is the largest donor of aid to Vanuatu, providing around half
of total aid to the country. Table 1.2 shows the top six donors of gross ODA to
Vanuatu in 2012-13.

21  Kastom has been defined as ‘the normal, traditional way of life, beliefs, rituals and materials. ...
Kastom (in all its numerous variants) is an extremely vast and complex theoretical model of the ways
that the world and society work, and the laws that govern them’.

K Huffman, “Noho’n’dou Yene Nieve Nungute’'i Numuwo’h Yene—Respect Is The Foundation Of Life’,
Rituals, Respect, Ancestors, Spirits, ‘Art’ And Kastom In Vanuatu’, in C Howarth, Kastom: Art of
Vanuatu, National Gallery of Australia, Canberra, 2013, pp. 30-35.

22 This amount is the ODA budget prior to Tropical Cyclone Pam (see paragraphs 1.17-1.19) and,
therefore, does not include the additional funding announced as part of Australia’s response to the
cyclone.
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Table 1.2: Top six donors of aid to Vanuatu, 2012-13 average

(USD million)

Australia 59.7
New Zealand 15.1
Japan 11.8
EU institutions 5.1
France 3.8
United States 2.4

Source: Vanuatu: Aid at a Glance, Organisation for Economic Co-operation and Development.

115 Like in many developing countries, China is an emerging donor to
Vanuatu. Historically, there has been a lack of reliable data on the level or
distribution of Chinese aid. However, the Lowy Institute for International Policy
recently undertook a survey of Chinese-funded aid projects in the Pacific
Islands, which noted that Vanuatu is attracting increased interest from Chinese
companies and total Chinese aid to Vanuatu since 2006 amounts to over
$200 million.?

Managing the Vanuatu aid program

116 DFAT manages the aid program on behalf of the Australian
Government. Responsibility for the Vanuatu bilateral aid program is shared
between DFAT staff in Canberra, Australia, and at the Australian High
Commission in Port Vila, Vanuatu. Generally, Canberra-based officers
(collectively referred to as ‘desk’) are responsible for policy development,
operational coordination with the Australian High Commission and
coordination with other Australian agencies. DFAT officers in Vanuatu
(collectively referred to as ‘post’) are either Australian-based or locally
engaged staff and are responsible for operational delivery of the aid program.

Tropical Cyclone Pam

1.17  On 13 and 14 March 2015, Tropical Cyclone Pam passed over Vanuatu.
The category five cyclone is the most powerful on record to have impacted
Vanuatu and is considered to be the worst natural disaster in the country’s
history. It claimed lives and caused extensive damage across the country.

23 The results, including Mapping of Chinese Aid in the Pacific, can be accessed at
<http://www.lowyinstitute.org/chinese-aid-map/>.
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Reports suggest that around 70 to 80 per cent of the population was displaced,
over 80 per cent of structures in the worst affected areas were damaged or
destroyed, and essential infrastructure, including hospitals, roads, bridges,
communications, and water and sewerage systems, sustained damage.

1.18 In response, Australia initially provided a package of assistance that
included:

J funding to Australian non-government organisations, the Australian
Red Cross and United Nations organisations;

. deployment of humanitarian supplies and specialist equipment; and

J deployment of personnel, including DFAT officers, medical assistance
teams, and urban search and rescue assessment teams.

119 The cyclone will result in significant changes to the development
environment in Vanuatu and, consequently will impact on Australia’s
investment in aid programs. Following the cyclone it will be necessary for
DFAT to evaluate the impact on the aid program and initiate the necessary
changes to Australia’s investments in Vanuatu.

Audit objective, criteria and scope

1.20 The objective of the audit was to assess the effectiveness of the
Department of Foreign Affairs and Trade’s management of Australian aid to
Vanuatu.

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

. a sound strategic approach to planning Australia’s aid investments in
Vanuatu has been developed and effectively implemented;

J Australia’s aid investments in Vanuatu are effectively managed,
monitored and evaluated; and

J administrative arrangements facilitate the cohesive delivery of
Australia’s aid investments in Vanuatu.

1.22  The audit focused on Australia’s bilateral program in Vanuatu. The
audit team examined five initiatives in detail (see Table 1.3 and Appendix 4 for
more detail about each of the initiatives). While the audit focused on DFAT’s
current investments in the five areas, where necessary it also examined
previous phases, including the Vanuatu Transport Sector Support Program
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Phase1 and the Vanuatu Education Road Map (VERM)*, as well as
requirements under the previous Direct Funding Agreement for the Health
Sector Program (Health).

Table 1.3: Five initiatives examined by the ANAO

Investment Value

($ million)
Vanuatu Education Support Program (VESP) 39.3
Vanuatu Transport Sector Support Program (VTSSP) Phase 2 27.0
Port Vila Urban Development Project (PVUDP) 26.5
Vanuatu Health Sector Program (Health) 26.0
Vanuatu Women'’s Centre (VWC) Phase 6 5.6

Source: ANAO analysis of DFAT documents.

1.23  The audit examined Australia’s investment in aid programs in Vanuatu
before Tropical Cyclone Pam. The audit did not assess Australia’s aid program
in Vanuatu following the cyclone or Australia’s response to the cyclone.
However, the findings and recommendations from this audit remain relevant
for DFAT’s ongoing management of Australia’s aid investments and,
specifically, to the Vanuatu program as it develops and changes in the
post-cyclone environment.

Audit methodology

124 The audit team conducted fieldwork in Canberra and Vanuatu. The
ANAO reviewed DFAT files and documentation and interviewed key DFAT
personnel and relevant stakeholders, including representatives of the GoV, other
donor countries, contractors, and multilateral and non-government
organisations (NGOs). During its visits to Vanuatu, the audit team visited three
islands (Efate, Malekula and Tanna) conducting site visits to initiatives receiving
Australian aid. The fieldwork assisted the audit team to gain an appreciation of
the issues facing DFAT and the impact of the environment on aid delivery,
including the complexity of the relationships between all stakeholders.

24  VERM is the GoV'’s plan to implement its Vanuatu Education Sector Strategy 2007-2016 and is
ongoing. From 2010 to 2013, Australia supported VERM in accordance with a joint partnership
agreement and grant funding agreement. Vanuatu Education Support Program is a component of
VERM and describes Australia’s and its donor partners investment in Vanuatu’'s education sector
since 2013. For the purposes of this report, VERM is used to describe Australia’s pre-2013 support to
the education sector and VESP is used to describe Australia’s current education investment.
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1.25 This audit was conducted in accordance with the ANAO Auditing
Standards at a cost to the ANAO of $472 000.

Report structure

1.26  This report comprises five chapters, as follows:

2. Planning the Vanuatu Examines DFAT's strategic approach to planning Australia’s
Aid Program bilateral aid investment in Vanuatu.

4. Monitoring Progress and Examines DFAT’s approach to monitoring the progress of
Evaluating Performance  aid investments and evaluating their outcomes.
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2. Planning the Vanuatu Aid Program

This chapter examines DFAT’s strategic approach to planning Australia’s bilateral aid
investment in Vanuatu.

Introduction

21 Australian aid to Vanuatu is delivered within the context of a complex
policy and operational environment, and under the auspices of Australian
government policy and agreements with the GoV. Therefore, to maximise the
impact of Australian investments, a sound strategic approach is required when
planning aid initiatives in Vanuatu.

2.2 To assess whether DFAT has a sound strategic approach to planning
Australia’s aid investment in Vanuatu, the ANAO examined:

. the relevant policies and priorities of the Australian and Vanuatu
Governments and the extent to which priorities are aligned;

. the development and content of Australia’s Aid Investment Plan for
Vanuatu, including DFAT’s management of key stakeholders; and

. DFAT’s management of risk, including the risk of fraud to the aid
program in Vanuatu.

Aid policies and priorities

2.3 Australia’s aid investment in Vanuatu is delivered within a complex
and changing policy environment. The relationship between the Australian
and Vanuatu Governments is supported by a Memorandum of Understanding
and a Partnership for Development (PFD). The Memorandum of
Understanding was enacted in December 2005 and outlines arrangements with
respect to protocols and facilitation of Australia’s development assistance to
Vanuatu. The PFD establishes the shared vision, principles and commitments
of the two governments as they relate to aid and development, and provides
detail about how development would be focused and measured in
five specified priority areas—education, health, infrastructure, economic
governance, and law and justice.

24  The PFD was signed in May 2009 and is out-of-date in some areas. At
the March 2013 Partnership for Development Talks between the Australian
and Vanuatu Governments it was agreed that the PFD would be updated, with
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a new version of the agreement signed by the end of 2013. As a result of the
2013 Federal Election in Australia and changes implemented by the new
Government, including integration of AusAID and DFAT, this did not occur.

2.5 The Government has introduced a new approach to framing Australia’s
aid program and its relationships with partner governments. Under the new
approach, Aid Investment Plans (AIPs) will be developed in consultation with
partner governments and will set out the direction for a country or regional
program. They will be supported by a framing paper that outlines Australia’s
national interest in the country or region.

2.6 DFAT has prepared the framing paper and is currently drafting the AIP
for Vanuatu. The draft AIP describes the Australian Government’s initial
position regarding the aid program in Vanuatu and is subject to discussion and
confirmation with the GoV. The draft AIP covers the period 2014-15 to 2017-18
and describes the proposed strategic priorities and rationale for Australia’s aid
investments in Vanuatu, and the proposed mutual obligations of the
Australian and Vanuatu Governments.

2.7  The strategic direction embodied in the draft AIP for the Vanuatu aid
program is consistent with the Australian Government’s new aid policy; that
is, the draft AIP identifies three priority areas that are consistent with
Australia’s investment priorities, as outlined in the aid policy (see Figure 2.1).
Australia’s development priorities in Vanuatu are also generally consistent
with Vanuatu’s policy agenda, as communicated in Government of the Republic
of Vanuatu Priorities and Action Agenda.?

25  The Priorities and Action Agenda summaries the GoV's policies for national development. It was first
published in 2003, and revised in 2006 and 2012. The current iteration is Government of the Republic
of Vanuatu, Priorities and Action Agenda 2006—2015, 2012 Update, Committing to Reform to achieve
a “Just, Educated, Healthy and Wealthy Vanuatu”, February 2013.
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Planning the Vanuatu Aid Program

Figure 2.1: Australia’s proposed strategic priorities for the Vanuatu aid
program—comparing the draft Aid Investment Plan with
Australia’s aid policy and Vanuatu’s strategic priorities

Australian aid: promoting | =p Draft Aid Investment | €= Government of the
prosperity, reducing Plan—Vanuatu Republic of Vanuatu
poverty, enhancing Priorities and Action

stability Agenda, 2006—2015
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humanitarian q 9

assistance, disaster risk e Primary sector
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empowering women and risk management
girls

Source: ANAO analysis of DFAT and GoV documents.

2.8 At the level of individual aid initiatives, there should also be a clear
alignment between an aid initiative and Australia’s aid policies and strategies,
and the priorities of the GoV. The ANAO examined, for five initiatives, the
relevant Australian and Vanuatu government policy documents and strategies,
design documents, and agreements between the Australian and Vanuatu
Governments and with relevant third parties. In all cases the objectives and
priorities of the aid initiatives, while more narrowly focused, are in line with
the broader priorities of Australia’s aid program and the GoV.

2.9 The Australian aid policy states that the aid program will invest in
better quality education and that Australia’s investments in education will
primarily focus on supporting changes to the systems and policies that deliver
these services. The GoV’s mission, outlined in its education strategy, includes
providing good quality student-centred education and a well-managed and
accountable education system. Australia’s current education strategy in
Vanuatu, VESP, is consistent with these goals, but is more narrowly focused on
early education, specifically kindergarten to school year three. This focus is
outlined in the Vanuatu AIP and is reiterated in the program design
documents for VESP and relevant agreements.
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210 With respect to infrastructure, one of GoV’s strategic priorities
addresses economic infrastructure and support services, and includes
objectives to ‘ensure the provision of competitively priced, quality
" and ‘ensure economic infrastructure
and support services are available to other sectors’. The Australian aid policy

infrastructure, utilities and services...

includes a commitment to tackling infrastructure bottlenecks in the region to
help create the right conditions for the private sector and to expand trade by,
among other things:

. investing in infrastructure that enables private sector and human
development, such as transport infrastructure and water systems; and

. working with multilateral organisations that have significant expertise
in innovative solutions to deliver enabling infrastructure.

Therefore, Australia’s two infrastructure projects in Vanuatu, VISSP and
PVUDP, which focus on road transport infrastructure and urban development
(including road networks, drainage and sanitation systems) are consistent with
the GoV’s priorities and broader Australian policy.

Developing the Vanuatu Aid Investment Plan

211  The Vanuatu program is the first bilateral program to develop an AIP. The
drafting process commenced in early 2014 and has been lengthy. In April 2015,
DFAT advised the ANAO that it expects to commence formal consultations with
the GoV in mid-2015. Following consultations, DFAT anticipates finalising the AIP
and a successor partnership to the PFD by the end of 2015.

212 DFAT’s Aid Programming Guide (the Guide)®, issued in July 2014,
contains direction for the development of AIPs, including the required contents
and the approval process. As noted above, DFAT commenced drafting the
Vanuatu AIP in early 2014, prior to issuing the Guide. DFAT staff working on
the Vanuatu program did well to develop a draft AIP in the absence of guidance
and clarity about the purpose or status of the AIP, or the process to be followed
in its development.

213  Consistent with the Guide, the draft AIP includes commentary about
Australia’s strategic priorities, proposed approaches for implementing aid
investments, the mutual obligations agreed to by the Australian and Vanuatu

26  The Guide is discussed further in Chapter 5.
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Governments, program management and monitoring arrangements, and the
performance indicators and targets (described as ‘performance benchmarks’),
that will be used to assess progress against the strategic objectives. The
appendices to the final AIP are expected to include an outline of program
funding, future investment evaluations, a risk register and a performance
assessment framework. Generally, the draft AIP (as at November 2014) meets the
requirements of the Guide, and is sufficiently detailed to provide an
understanding of the key elements of Australian’s aid program in Vanuatu.

214 The final AIP is expected to also include performance indicators (or
benchmarks), to be developed in consultation with the GoV, and is anticipated
to include targets for a five year period. When developing the performance
benchmarks, it will be important that they reflect the Vanuatu aid program’s
objectives and provide a firm basis for assessing progress against those
objectives. As mentioned above, the current partnership agreement between
Australia and Vanuatu, the PFD, is out-of-date in some areas, including the
performance benchmarks and targets. For example, the PFD pre-dates a key
infrastructure project, the PVUDP, and includes targets for infrastructure
projects until June 2012. Agreed outcomes for the future are discussed during
annual PFD talks between the Australian and Vanuatu Governments and
benchmarks are included in the annual Aid Program Performance Report
(APPR), but these focus on targets for the following year only (see Table 2.1).

Table 2.1: 2014-15 performance benchmarks

Objective 2014-15 Benchmark

Develop essential infrastructure 100 kilometres of maintenance and rehabilitation
works completed on target rural roads

Progress reform on economic governance | 3000 bank accounts opened

Support increased access to skills and 80 per cent (of 800 participants) report higher

knowledge income

Support improved quality education Monitoring tool for literacy and numeracy
developed and trialled

Strengthen health services 30 nurses and midwives trained

More effective legal institutions and 4000 women provided counselling and legal

improved police services support

Source: Department of Foreign Affairs and Trade, Aid Program Performance Report 2013-14, Vanuatu,
September 2014, p. 20.

215 While relevant, the benchmarks in the APPR measure only a small
portion of the Vanuatu aid program for a limited period of time. For example,
the only benchmark addressing education relates to the development of a
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monitoring tool. Assessing performance against this benchmark will not
provide a complete picture of progress towards the achievement of the
objective to ‘support increased access to and quality of education for all boys
and girls, and equip them with skills and knowledge’.?” Similarly, the health
objective is to ‘strengthen health services and accelerate progress towards
health MDGs’.2 The only health benchmark is limited to measuring the
number of nurses and midwives trained annually.

216  DFAT has informed the ANAO that performance benchmarks are not
intended to capture the entire aid program. However, when developing
performance indicators and targets to be included in the AIP, DFAT’s has an
opportunity to develop a broader framework for measuring the success of the
Vanuatu aid program. Comprehensive and up-to-date performance indicators
that reflect the program’s objectives would provide a firm basis for assessing
progress against the objectives, and should be consistent with the benchmarks
and targets approved in investment design documents and agreements with
GoV and other contractors.

Strategic stakeholder management

217  Effective stakeholder management is an essential element in the
strategic planning and management of an aid program. In practice, building
and maintaining relationships and networks is largely the responsibility of the
DFAT officer managing an initiative and the effectiveness of relationships is
reliant on the skills, knowledge and attitude of that individual.

218 Generally, DFAT staff have developed productive relationships with
stakeholders, including the GoV and its donor and delivery partners, and
actively participate at key meetings, such as program steering committees.
Stakeholders advised the ANAO that DFAT staff were open, accessible and
responsive.” However, as stakeholder management is dependent upon the
individual, there is a risk that relationships with stakeholders will be adversely
impacted by changes in staff within DFAT, GoV or other stakeholders. When
an experienced DFAT program manager, who has invested time building

27  Department of Foreign Affairs and Trade, Aid Program Performance Report 2013-14, Vanuatu,
September 2014, p. 3.

28  ibid., p. 5.
29  The ANAO consulted a wide range of stakeholders, including representatives from GoV, other donor

countries, the United Nations, multilateral agencies, non-government organisations, private sector
providers, and contractors.
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relationships with GoV or other agency representatives, changes role or leaves
the office, maintenance of those relationships is dependent upon effective
personnel transition arrangements. However, this does not always occur.?® For
an officer new to a sector, it takes time to build relationships, networks and the
depth of knowledge necessary to effectively manage Australia’s aid
investments. Changes in DFAT staff in Vanuatu can also change the dynamics
between DFAT and partner governments.

219  As the largest donor in Vanuatu, Australia also has a responsibility to
take a leading role with fellow donors and delivery partners. DFAT
participates in, and at times leads, donor coordination meetings within
relevant sectors, including health and education and is in regular, even daily,
contact with delivery partners. Also, in October 2014 DFAT reinstated
meetings with team leaders implementing Australian aid programs (such as
NGOs and private contractors). These meetings, held quarterly until late 2013,
provided a forum for development partners to discuss current programs,
challenges and successes, and future directions. The October 2014 meeting was
the first in a year. DFAT used the meeting to inform participants about
Australia’s new aid policy and performance framework—four months after the
current approach was announced.

2.20 The decreasing Australian aid budget has resulted in tension with some
donors on specific projects. For example, DFAT was involved in early
discussions about the refurbishment of the Lepatasi International
Multipurpose Wharf in Port Vila. With the refocusing of the aid program,
DFAT does not have the available funds to contribute to the project and, as
such, Australia’s involvement in, and funding to, the project has decreased.’!
The project is being undertaken with the assistance of the Japan International
Cooperation Agency.

221 At a sector and initiative level, aspects of stakeholder management are
captured in various documents. For example, the Aid Program Risk and Fraud
Management Plan 2013-14 for Vanuatu included, for each sector, an overview
of key stakeholders and/or partners and how DFAT Vanuatu will engage with
them about risks and risk management. The design documents for current
phases of VISSP and VWC covered the proposed programs’ consistency with

30  See Chapter 5 for a discussion of transition arrangements

31  Australia funds a wharf operating system software package and partly funds the Ports General
Manager Position, but is not involved in the physical refurbishment of the wharf.
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existing Australian and other donor programs, and relevant key stakeholders.
Similarly, the Delivery Strategy for the Vanuatu Health Sector included a table
of the main agencies involved in the health sector and the programs those
agencies are funding. However, relationships and the role of key stakeholders
are not features of all design documents. The VESP design document, for
example, does not include a similar analysis, only referencing development
partners as necessary throughout the document.

222 In summary, on an individual basis, relationship management is a
strength of the bilateral Vanuatu program. Nevertheless, a more structured
approach to stakeholder management (that is periodically reviewed) would be
useful for aid program management, and is particularly important in a country
like Vanuatu where Australia is the lead donor and there are a large number of
stakeholders, including other DFAT-managed regional and global programs.
In April 2015, DFAT advised the ANAO that:

Stakeholder engagement is at the heart of the Vanuatu program’s work, and is
crucial to the success of the initiatives and our broader bilateral relationship.
... We agree ... that capturing and documenting key relationships is important
for efficient and effective delivery of any aid program. Although not required
by the Aid Programming Guide, the Vanuatu aid program is taking steps to
map stakeholders ahead of our AIP consultations with the Vanuatu
Government and other key players.

2.23  Mapping stakeholders, including partner governments, other donors,
delivery partners and internal stakeholders, as well as other aid programs
operating in Vanuatu, in the context of finalising the AIP, would help to guide
DFAT’s development and maintenance of effective and productive relationships
with stakeholders and would inform its approach to planning and managing aid
investments within Vanuatu. It would also assist DFAT to identify program
gaps and overlaps and contribute to continuity in the aid program in the event
of staff changes.

Strategic risk management

2.24  Effective risk management is another important factor in the successful
management of an aid program. DFAT manages risk at several levels,
including at the division, country and initiative level. At each of these levels,
DFAT has risk management plans and/or registers that are intended to capture
key risks and mitigation treatments.
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Pacific Division risk management

225 DFAT’s Pacific Division, within which management of the Vanuatu
program sits, maintains a risk register that is reviewed and updated regularly.
The current register identifies 11 risks in four categories. Six of the risks apply
across the division, three risks are specific to the Papua New Guinea program
and two address a specific risk in each of the Nauru and Tonga programs. The
risk register does not include any risks specific to Vanuatu, but does include
general risks that are relevant to the Vanuatu program, including;:

J delays to programming and expenditure resulting in under-expenditure;
J reduced use of evidence to inform decisions on aid management;
J failure to ensure compliance with Australian Aid’s Child Protection

policy and implement controls;

° monies paid through trust accounts or partner systems not spent
effectively or accountably; and

J financial loss and reputational damage due to fraud.

Vanuatu program and initiative risk management

226 At the country level, the Guide prescribes the minimum risk
management documentation required. These are post (for example, DFAT
Vanuatu) risk and fraud management plans, and country risk registers and
initiative or sectoral registers.®? For individual initiatives, registers should be
developed as part of the design process and identify the risks to achieving the
objectives of the investment. The Guide advises that reliance on partner risk
documentation is not sufficient, as partners are not in a position to assess
important or relevant risks from DFAT’s perspective.

2.27 For the Vanuatu aid program, the Aid Program Risk and Fraud
Management Plan 2013-14 was signed in November 2013. It covers internal
and external factors that might impact on risks, key stakeholders and partners
and provides a brief description of how DFAT will engage with those
stakeholders on risks and risk management, and how DFAT Vanuatu will

32  If there are only a small number of initiatives in a sector, the risks may be combined into one sectoral
risk register.
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monitor risks. The plan specifically identifies fraud risks, against a standard
template, and provides an indicative risk rating for each of the 16 risks.*

2.28 DFAT Vanuatu also maintains a Vanuatu risk register. In April 2015, in
response to the ANAO’s preliminary audit findings, DFAT updated the risk
register and addressed a number of shortcomings in the previous version. The
new Vanuatu risk register includes risk registers for each of the key sectors in
which the Australian aid program is operating®, as well as a new
whole-of-program risk section that addresses:

. contextual risks—such as risks relating to political instability and
natural disasters;

J programmatic risks— such as risks relating to financial management
capacity and the non-performance of managing contactors; and

° institutional risks—such as risks relating to fraud, theft and conflict of
interests.

Table 2.2 shows the distribution of the 74 risks across the individual registers.

Table 2.2: Distribution of risks in the Vanuatu risk register, as at

April 2015
‘ Section ‘ Number of risks
Whole-of-program risks 14
Education risks 12
Law and justice risks 14
Health risks 5
Infrastructure risks 24
Governance for growth risks 5
Total 74

Source: ANAO analysis of DFAT data.

33 Fourteen risks were rated as low and two as medium. The two medium risks were:
e funds are not accounted for correctly by partner government; and
e Australian aid program is not informed when fraud occurs against partner government.

34  The previous version was a combination of the corporate risk registers and four sector/investment
registers (VTSSP Phase 2, PVUDP, Health, Safer Communities). It did not include the key sectors of
education and governance for growth.
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2.29  The Aid Program Risk and Fraud Management Plan states that the risk
register should be updated bi-annually. However, prior to the April 2015
update, the risk register had not been reviewed since November 2013.

2.30 Weaknesses remain in the new version of the risk register. For example,
the register does not consider the impact on the aid program of several
strategic aid management risks, including changes in aid policy, adjustments
in the bilateral aid budget, or resourcing changes. It is important that these
risks are considered at the bilateral program level given their potential to
impact on the effective delivery of the aid program. Furthermore, for 10 of the
14 whole-of-program risks, an assessment has not been made regarding the
acceptability of the current risk rating, despite a risk rating of high or very high
for seven of the 10 risks and moderate for the remaining three risks, or
identified possible risk treatments for these risks. A further risk in one of the
sectoral registers (education) notes that the risk is unacceptable, but the
suggested risk treatment is incomplete.

2.31 As illustrated in Figure 2.2, two of the 74 risks rated as requiring
treatment do not have implementation dates, the implementation dates for
some risks are out-of-date and the majority of implementation dates for risk
treatments are not specific.

Figure 2.2:  Vanuatu risk register implementation dates

:>[ 2 undated J
30 risks with
74 risks = implementation :(>[ 8 dates passed (in 2013 or first quarter 2014) ]
dates’

:>[ 20 dates described as ‘ASAP’ or ‘ongoing’ J

Source: ANAO analysis of DFAT documents.

Note 1:  The 30 risks with implementation dates include 18 risks that were described as acceptable but also
included additional risk treatments.

2.32  In some cases responsibility for implementing risk mitigation strategies
is not specific®® and there is also inconsistency across the registers with respect
to assigning responsibilities. For example, responsibility for all the risks in the
Health register are assigned to DFAT, while the majority of infrastructure risks
are assigned to entities external to DFAT. While, in the latter initiative, there
are contactors in place to share the responsibility for risk, DFAT is accountable

35 DFAT'’s guidance recommends that a specific person or position should be identified as responsible
for implementing risk treatments.
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for Australian aid funding and, as such, is ultimately responsible for
documenting and managing risk to the aid program.

2.33  DFAT is in the process of changing its approach to risk management at
the country program level. In future, post risk and fraud management plans
are expected to be phased out once AIPs, which are to include consideration of
risk, are in place. The Vanuatu risk register is included, as an appendix, in the
draft AIP for Vanuatu.

2.34 Opverall, while the April 2015 version of the Vanuatu risk register
addresses a number of shortcomings identified by the ANAO in the previous
iteration, weaknesses remain. There would be benefit in DFAT continuing to
enhance its documentation of risk in the Vanuatu aid program by assessing all
significant risks, as well as identifying and documenting risk treatments,
responsibilities and timeframes.

Fraud risk

2.35 One of the key risks to the aid program is the risk of fraud, which is the
subject of one of the 10 strategic performance targets identified in Making
Performance Count: enhancing the accountability and effectiveness of Australian aid
(Target 10: Combatting corruption). DFAT has a policy of zero tolerance of
fraud or corruption and DFAT’s guidance states that all instances of suspected
fraud are to be investigated. Fraud policy and the management of cases is
overseen centrally by DFAT’s Audit Risk Management and Fraud Control
Branch. The Guide outlines the processes for detecting, managing and
reporting fraud, as well as links to additional information, including DFAT’s
Fraud Policy Statement and relevant administrative circulars.

2.36  Within the Vanuatu bilateral aid program, fraud is recognised as a key
risk and is incorporated into the post and sector/investment risk registers. The
ANAO observed that there was a high level of awareness of fraud
management procedures and responsibilities among the DFAT staff in
Vanuatu. In terms of potential financial loss, known external fraud in the
Vanuatu program is low, but the number of new cases reported in Vanuatu
regularly places the program in the top six country programs with the highest
incidence of reported fraud. Vanuatu accounted for five per cent of the
298 cases recorded by DFAT in 2013-14 (see Figure 2.3).
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Figure 2.3:  Number of fraud cases, 2013-14
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Source: ANAO analysis of DFAT documents.

2.37 During the six months to December 2014, five new cases of external
fraud were reported in Vanuatu, compared with 23 cases in Indonesia, 15 in
Papua New Guinea, nine in Solomon Islands, six in Cambodia, and five in
Timor Leste.® Of the total 1280 fraud cases recorded by DFAT since 2009,
48 (3.75 per cent) were in Vanuatu. DFAT estimates the value (actual or
potential financial loss) of the 48 cases is $102 831. As at 31 December 2014,
eight fraud cases were classified as active in the Vanuatu program, with an
actual or potential value totalling $40 549.

2.38  To address the high levels of fraud in certain Pacific country programs,
in September 2013 the (then) AusAID Director General issued a direction to
increase fiduciary controls on funds administered through partner government
systems in such countries. The direction required that Australian funds were
not to be exposed to sole authority by partner government officials in these
countries; that is, that all funding through partner government systems must
include ex-ante review and sign off by an Australian Government delegate. In
terms of the Vanuatu bilateral program, the directive was implemented in each
of the five initiatives reviewed by the ANAO (if similar fiduciary controls were
not already in place). For example, additional fiduciary controls regarding
spending proposals and school grants were embedded in the agreement
between the Australian and Vanuatu Governments for VESP and the contract
with the managing contractor. During 2013, DFAT also conducted an
assessment of the Vanuatu Government’s national systems and public financial

36  No cases of internal fraud were reported in the Vanuatu aid program in the six months to
December 2014.
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management reviews in several sectors. These reviews are discussed in more
detail in Chapter 3 and DFAT’s response to concerns about, among other
things, partner government financial management is described in Chapter 4.

Conclusion

2.39 DFAT’s development of a new Aid Investment Plan for Vanuatu is
timely given the limited currency of the Partnership for Development. The
draft Aid Investment Plan is consistent with the new Australian aid policy, as
well as the priorities of the GoV. It was one of the first drafted and is
sufficiently detailed to provide an understanding of key elements of
Australia’s aid program in Vanuatu. Generally, DFAT has developed and
maintained good relationships with stakeholders, participating in a variety of
formal and informal meetings, and relationship management is a strength of
the Vanuatu program on an individual basis. However, while risk
management registers exist at several levels, including at the country and
investment level, in a number respects they could be improved substantially.

240 The development of a new Aid Investment Plan for the Vanuatu
bilateral program provides an opportunity for DFAT strengthen its strategic
approach to planning Australia’s aid investment by developing performance
indicators and targets for measuring progress that more completely reflect the
Vanuatu aid program’s objectives. In addition, developing a more structured
approach to stakeholder management, in the context of finalising the AIP,
would help to guide the development and maintenance of key stakeholder
relationships and identify program gaps and overlaps. While it is impossible to
eliminate risk, it is important that DFAT documents how it identifies, evaluates
and determines the appropriate treatment of the risks to the Vanuatu bilateral
program. The management of risks would be improved if risk registers
included an assessment of all significant risks, as well as appropriate risk
treatments, responsibilities and timeframes.
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Recommendation No.1

241 To strengthen its strategic approach to aid investment planning and
management, the ANAO recommends that the Department of Foreign Affairs
and Trade reflects, in the Vanuatu country and investment risk register, an
assessment of all significant risks and identifies and documents appropriate
risk treatments, responsibilities and timeframes.

DFAT’s response: Agreed.

2.42  DFAT is updating the Vanuatu country and sector risk registers; is finalising
the risk matrix annex of the draft Aid Investment Plan (which, as per the Aid
Programming Guide, replaces the Risk and Fraud Management Plan); has included
risk as a formal standing agenda item at reqular aid program staff meetings; and has
nominated a staff member as ‘risk champion’ to oversee these processes and report to
management on their implementation.
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3. Designing Aid Initiatives

This chapter examines DFAT’s approach to designing individual aid investments in
Vanuatu, including the extent to which partner government systems are used to
deliver aid.

Introduction

3.1 Effective design should provide a sound basis upon which an aid
investment is approved and implemented. It includes the development of
appropriate design documents that set out the rationale for selecting the aid
activity and whether it is considered value-for-money, the extent to which aid
might be provided through partner government systems, and the basic
elements for implementing the proposed activity.

3.2 The ANAOQO reviewed:
. DFAT'’s processes for designing aid initiatives;

. key considerations such as stakeholder engagement, value-for-money,
and the use of partner government systems to deliver aid;

J the limitations in the design process, including the impact of poor
design; and

. potential improvements to the design process.

The design process

3.3 Aid initiatives are expected to be designed in accordance with DFAT
guidance and standards.?” The key outputs of the design process are:

J investment concept—considers the development issue and rationale for
investment, proposes outcomes and alternative approaches and options
for delivering the intended outcomes, and provides a justification for
the recommended investment; and

. investment design document—describes the purpose of the aid
investment, what the investment will achieve and how it will be

37  Some types of investments are exempt from the design process, including humanitarian and disaster
assistance investments of less than 12 months duration and low risk investments of less than
$3 million (the latter must meet specified Investment Design Quality Criteria).
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implemented, and forms the basis for financial approval to implement
the investment initiative.

34  The design document must comply with the principles outlined in
DFAT’s Investment Design Quality Criteria, meeting eight criteria: relevance;
effectiveness; efficiency; monitoring and evaluation (M&E); sustainability;
gender equality; risk management and safeguards; and innovation and private
sector.®® Investment designs are expected to be subject to internal and, where
relevant, external quality assurance. The form of the quality assurance may
differ between investments, but should usually involve a peer review and
independent appraisal of the design document. The concept may also be
subject to peer review. At the time the five investments reviewed by the
ANAO were designed, a Quality at Entry report was also mandatory for the
majority of aid investments. This report focused on the key design quality
issues and was reviewed at the design peer review meetings. Quality at Entry
ratings were assigned against seven criteria.*

3.5 Of the five initiatives examined, DFAT undertook a design process and
produced a design document for three—VESP, VISSP, and VWC. For Health,
DFAT produced a design strategy, which is similar to a design document and
its development followed a similar process. The key stages and dates in the
design of the four initiatives are shown in Table 3.1. The ongoing design of
PVUDP is discussed separately in Figure 3.2.

38 The criteria were revised in March 2015. Prior to the revision, the criteria were referred to as standards
and covered seven areas: relevance, effectiveness, efficiency, M&E, sustainability, gender equality,
and cross-cutting issues.

39 The seven criteria related to relevance, effectiveness, efficiency, M&E, analysis and learning,
sustainability and gender equality.
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Table 3.1: Key design stages and dates
Stage VESP? VTSSP Phase 2 | Health VWC Phase 6
Concept Note undated June 2011 October 2011
Concept peer February 2012 August 2011 October 2011
review
Design peer August 2012 August 2012 May 2010 May 2012
review (appraisal)
Quality at Entry | August 2012 September 2012 | June 2010 April 2012
report
Investment October 2012 September 2012 | June 2010 June 2012
Design (delivery
Document strategy)
finalised
Design October 2012 November 2012 | June 2010 June 2012
approved
Agreement August 2013 July 2013 May 2014 October 2012
signed (managing (contractor) (GoV)
contractor) January 2014
June 2014 (GoV)
(GoV)
Source: ANAO analysis of DFAT documents.
Note 1: A design process was also undertaken for the Strengthening Early Childhood Care and Education
portion of the education investment in mid-2013. The design was finalised in September 2013.
Figure 3.1:  Investment Design Documents
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Figure 3.2: Designing the Port Vila Urban Development Project

The design of PVUDP, a partner-led design, did not follow the standard process. While
DFAT did not develop a concept document as required, it did prepare a Design Summary
and Implementation Document, which is a requirement for partner-led aid investments
designs. The document summarises the proposed project, including the outputs to be
achieved and funding arrangements, as proposed in design documents drafted by
Australia’s delivery partner (investment manager), the Asian Development Bank (ADB), in
November 2011. This was followed by preliminary and interim design reports in April and
June 2012 respectively.

As a result of the delayed signing of the financing agreements (funding agreements in relation
to the project were signed in December 2012) and difficulty recruiting and positioning
consultants, physical work on the road and sanitation projects had not commenced by
late 2013. GoV engaged a design, supervision and capacity development consultant in
September 2013. The consultant was tasked to review the technical engineering design
documents, formulate quality criteria for the design and construction of road and drainage
works, and prepare bid documentation and cost estimates for the rehabilitation works. The
consultants have produced a number of technical design reports (a Preliminary Design Report
in April 2014 and a 70% Design Review Report in August 2014) to provide stakeholders with
updates about the progress of the design stage, which describe progress, key events and
issues to date.

Following a review mission in January 2015, the ADB reported that the overall progress of the
project is delayed by approximately 26 months and estimates that project progress remains at
13 per cent against an overall elapsed project period of 51 per cent. The delays have caused
DFAT to rephase the funding. Australian investment in the PVUDP was originally $31 million—
a project specific grant of $26.5m and an additional $4.5 million to be sourced from remaining
monies held in an ADB managed trust fund. However, the delays and consequent rephasing
mean that outlays to date have been less than anticipated.

($ million)
Budget as at:
November 2011 8.0 15.0 8.0 31.0
December 2012 8.5 9.0 9.0 26.5
March 2014 15 7.0 9.0 9.0 26.5
Expenditure 45 15 4.2 10.2

Note 1:  Once expensed, the additional funding of $4.5 million was removed from the budget. As such,
the December 2012 and March 2014 budgets only include the project specific grant of
$26.5 million.

Note 2:  Amounts are exclusive of 10 per cent GST (if applicable).
While some preliminary work has been undertaken (for instance, data collection and surveys,

and consultation) the technical design has not been finalised and construction work has not
started, over three years after commencing the project.

Source: ANAO analysis.
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Key considerations when designing an aid initiative

3.6 Design documents are the foundation upon which an investment is
built. As such, designs need to be robust, accurate and complete. The factors
considered in the design process, and reported in the design documents,
include stakeholder consultation, value-for-money and the use of partner
government systems.

Stakeholder consultation

3.7  The design process should include consultation within DFAT and with
the partner government and other stakeholders at several stages (such as,
consultation on the concept note and design document). For the initiatives
reviewed, DFAT consulted with a range of relevant internal and external
stakeholders. For example, during the design of VISSP Phase 2, 17 people
from DFAT and the GoV attended the concept peer review meeting and the
design team consulted with around 20 key stakeholders during the design
mission to Vanuatu. During the VWC Phase 6 design, a mature program that
was only minimally changed from the previous phase, 12 people attended the
design peer review, including eight DFAT representatives.

Value-for-money

3.8 ‘Ensuring value-for-money’ is one of the 10 key targets of the new aid
performance framework, Making Performance Count: enhancing the accountability
and effectiveness of Australian. At the initiative level, DFAT guidance directs that
investment designs include an analysis of value-for-money and how it will be
achieved. Elements to consider when determining whether an investment
represents value-for-money include whether there is a sound rationale and
justification for the program, the cost of the program and process for allocating
funding, how risk and finances will be managed and how the investment will
be monitored.

3.9 The VESP, VISSP Phase 2, Health, and VWC design documents each
referenced value-for-money. For example, the VWC design document included
a robust rationale for the program, including references to past reviews of VWC
describing its successes, the benefits of the program and its impact on Vanuatu
society (for example, the impact on poverty and economic development). A
detailed breakdown of costs by desired outcome, and sustainability of the results
of the program were also outlined. The VESP and VTSSP design documents
contain similar analysis. Discussion of value-for-money in the Health strategy
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Designing Aid Initiatives

included a brief discussion of alternative delivery options and the rationale for
adopting a direct financing approach, and an overview of the financial and
human resources required.

Using partner government systems

3.10 In line with the principles of the Paris Declaration on Aid Effectiveness
and the Accra Agenda for Action, one of the key considerations when
designing a bilateral aid program is the extent to which aid might be provided
through partner government systems. That is, whether aid will be channelled
directly through the financial management systems of recipient governments.
By the end of 2012, more than 50 per cent of bilateral aid to Vanuatu was
channelled through GoV systems, including the majority of aid funding in the
education and health sectors.

311 VERM was one of the first initiatives to work through government
systems and was considered to be a prototype for this approach. At the time
VERM was designed, stability within the Ministry of Education and strong
leadership from the Minister and within the Ministry resulted in a decision to
channel donor funds through the GoV systems. However, maintaining stability
within the Ministry of Education became more challenging within 12 months of
the start of the program. As a result, VERM was not implemented as planned
and a decision was taken to redesign the program, including reviewing the
appropriate level of funding that should be channelled through GoV systems for
programs in the education sector.

3.12  The Guide states that if a bilateral program is considering using partner
government systems as a potential funding mechanism, DFAT must undertake
an assessment of public financial management and procurement systems at the
national and, where necessary, sector levels. At the national level, the purpose of
an assessment of national systems is to examine the strengths and weaknesses of
a partner government’s financial management systems and to identify potential
fiduciary risks for the Australian aid program. At the sector level, assessments
cover fiduciary risks associated with using the public financial management and
procurement systems of a sector or agency. These assessments are intended to
inform decisions about the future use of government systems during the
development of Aid Investment Plans and at the initiative design stage.

3.13 An assessment of national systems in Vanuatu was completed in
June 2013 and public financial management reviews of several sectors in
Vanuatu, including education, health and infrastructure, were also undertaken
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in 2013. The assessments of the Ministries of Education and Health made
similar recommendations, while the assessment carried out in the
infrastructure sector, specifically of the systems of the Ministry of
Infrastructure and Public Utilities, came to a different conclusion.

3.14 DFAT advised the ANAO that sector level assessments inform a risk
based approach to the use of partner systems across sectors, which will
potentially result in different approaches to the delivery of aid within a country.
Nevertheless, in response to the assessments in the education and health sectors,
which resulted in similar findings, different aid management models have been
implemented in each of the sectors. For example, a managing contractor has
been engaged to manage the majority of Australian aid funds in the education
sector; while in the health sector, DFAT continues to deliver a significant portion
of the program through the government’s systems, signing a new funding
agreement with GoV in May 2014. In the infrastructure sector a mixed approach
has been adopted for VISSP Phase 2, with 58 per cent of Australian funding
provided through government systems and 42 per cent paid to the contractor.

3.15 It should be noted, however, that the public financial management
assessments postdate the design of the VESP, VISSP Phase 2 and Health
initiatives. The VESP and VTSSP Phase 2 contracts, which were signed after the
assessments, do incorporate increased fiduciary controls, such as the
appointment of financial specialists. The funding agreements between the
Australian and Vanuatu Governments in relation to VESP and VTSSP also
include procurement and financial controls. However, the requirements for
ex-ante review and sign-off by an Australian Government delegate, as required
by the September 2013 directive*, has not been written into the agreements. For
the Health program, a Health Resource Mechanism has been established,
including the recruitment of an Audit and Finance Officer whose
responsibilities include improving public financial management relating to the
expenditure of donor funds (including co-authorising donor funds) and
analysing and reporting on the expenditure of donor funds to stakeholders.

3.16  DFAT recognises that building capacity and strengthening government
systems is a crucial element of its aid program in Vanuatu. Under the
Governance for Growth program Australia is working with Vanuatu’s

40  The detailed findings and conclusions of the reviews are sensitive and confidential.
41  Discussed in Chapter 2.
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Prime Minister’s Office and Ministry of Finance and Economic Management to
implement economic and financial reforms. In addition, each of the
three strategic priority areas outlined in the draft AIP, and most of the
individual initiatives, include this element as an objective.*

3.17  However, with a contractor in place, the risk is that opportunities to
build capacity within the GoV are limited. The VESP contract with the
managing contractor lists capacity development of the Ministry of Education
as one of five implementation strategies. While capacity building priorities
need to consider program implementation and fiduciary risks, it will,
nevertheless, be incumbent upon the managing contractor and DFAT to make
sure that sufficient opportunities for systems improvement and reform are
provided within the Ministry of Education. With respect to VISSP, the key
objective of Phase 2 is to build the capacity of Vanuatu’s Public Works
Department—that is, to enable the GoV to demonstrate capacity to responsibly
prioritise, plan, build and maintain road transport infrastructure within
available national and donor resources—and the program is designed to
facilitate this objective.

Limitations in the design process

318 While the design process is reasonably comprehensive and DFAT
adhered to the required process for developing designs, there are limitations to
the process, particularly in relation to monitoring and evaluation frameworks
and risk management plans. DFAT requires that all aid investments meet the
Investment Design Quality Criteria, which includes M&E (the M&E
framework must be appropriate for measuring progress towards expected
outcomes). In practice, however, these frameworks have been developed after
an investment has been approved and have usually been a contract deliverable
for the delivery partners.

3.19 For VESP, the managing contractor had six months from the signing of
the contract in August 2013 to develop a M&E plan. In this case, the M&E
Advisor commenced later than anticipated, delaying drafting of the plan. The
plan was not completed until December 2014.#* For VTSSP Phase 2, the

42 For example, the draft AIP for Vanuatu states that one of the ways DFAT plans to improve early
education and essential health services is to support the GoV to improve the efficiency and
effectiveness of its systems/management of both sectors.

43 In April 2015, DFAT advised that the Ministry of Education considers the VESP M&E plan to be too
complicated and, consequently, the plan is being reviewed.
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contractor was required to develop a M&E plan within three months of
mobilisation in July 2013. The VISSP plan was finalised in May 2014. In
addition, risk management plans are included in the design documents but, as
discussed in Chapter 2, do not include some key aid management risks.
Therefore, key elements required to manage initiatives and assess their
progress and effectiveness were not comprehensive and, for the two initiatives
discussed above, were not completed in a timely manner.

3.20 Poor design can also impact on the successful implementation of a
project. For example, in the VESP design documents and approvals DFAT
recognised that VERM, as designed, was overly ambitious and placed too
much reliance on GoV, which did not have the necessary levels of leadership
and capacity to implement the program successfully. DFAT has stated that the
results of VERM were not commensurate with expectations and the level of
investment, that is, the program was not considered to be value-for-money.
Consequently, the subsequent VESP program is being implemented in
partnership with a managing contractor.

321 With respect to VTSSP, the Phase 2 design was predicated on
assumptions and baseline information about the road quality and lengths
achieved in Phase 1 that were subsequently found to be inaccurate. In
particular, early reporting in Phase 2 revealed discrepancies in road
completion data from Phase 1, including double counting of roads reported as
improved. These discrepancies were not disclosed until after the Phase 2
design was finalised.

3.22  Weaknesses in design documents can also flow through to subsequent
agreements with implementing partners. The VTSSP Phase 2 tender
documents and subsequent contract were based on the flawed assumptions
and data inaccuracies contained in the design document. As a result, after
one and a half phases of the project, there is ongoing discussion between the
stakeholders, including GoV, DFAT and the contractor, about the required
quality of roads to be rehabilitated under the program.

Potential improvements to the design process

3.23 In general, the complexity of an investment design process should be
informed by an assessment of risk, including the type of investment, delivery
partners, and proposed delivery options. Also, the time taken to design an aid
investment can be lengthy. With the introduction of the Guide in July 2014,
the design process has been streamlined to some extent. Concept and
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investment design documents are now not required for investments valued at
less than $3 million and, for DFAT-led designs, low risk investments valued
between $3 million and $10 million are not required to go through the concept
stage. There are opportunities, however, to further streamline the process,
particularly for established, mature or straightforward initiatives.

324 The VWC program is one example for which the design process could be
streamlined. It is a successful program that Australia has been supporting since
1994, and is now in the sixth phase of funding. Design of VWC Phase 6 complied
with the requirements current at that time, including the production of a concept
note and detailed design document in October 2011 and June 2012 respectively.
However, on 2 November 2011, the then Parliamentary Secretary for Pacific
Island Affairs and the then Minister for the Status of Women jointly announced
that Australia would fund VWC for a further four years and the amount of that
funding, anticipating the outcome of the Phase 6 design process by eight
months. Future designs for such mature programs could be simplified, reducing
the time and resources dedicated to the process. Future design documents could
build on past experience and lessons learnt over time, focus on potential changes
to the program and limit the amount of background detail and program
justification.

Conclusion

3.25  DFAT has a well-defined process for designing aid initiatives that includes
concept notes, design documents, peer reviews and consultation with a range of
stakeholders. The resulting design outputs are generally comprehensive, include a
rationale for the project and a consideration of value-for-money, and recognise
successes and failings of prior programs and future challenges. Furthermore,
while the design documents predate DFAT’s current Aid Programming Guide,
each complies with the intention of the guidance and the department’s Investment
Design Quality Criteria. However, there is scope to improve the design process,
particularly as M&E frameworks and risk management plans were not completed
in a timely manner in some cases. For mature or straightforward initiatives, there
may be opportunities to streamline the process.

326 The planning for one initiative in particular, PVUDP, has not been
efficient. To minimise the risk that the project will not be able to achieve its aims
within the approved timeframe, DFAT should work with the contracted
investment manager and the GoV to finalise and implement the design as soon
as practicable.
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3.27 DFAT has undertaken reviews of partner government systems to
ascertain the extent to which Australian aid might be delivered via those
systems and has responded to identified weaknesses by increasing fiduciary
controls in the VESP, VISSP Phase 2 and Health programs. Building the
capacity of government systems is also an element of aid investments in
Vanuatu. However, for sectors where public financial management review
findings were similar, DFAT’s approach to using Vanuatu government
systems was not consistent. Contractors have been engaged for some
programs, such as VESP, while significant amounts of funding continues to be
delivered through government systems in other programs, such as Health.
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4. Monitoring Progress and Evaluating
Performance

This chapter examines DFAT’s approach to monitoring the progress of aid investments
and evaluating their outcomes.

Introduction

4.1 To help ensure that progress is satisfactory and desired outcomes are
being achieved, it is important that aid initiatives are actively managed
throughout their life. This includes monitoring progress and evaluating
results. The Aid Programming Guide, and the DFAT monitoring and
evaluation (M&E) standards*, provide DFAT staff with direction about
managing, monitoring and evaluating aid investments.

4.2 The ANAO reviewed:
o the M&E frameworks for the five initiatives selected for the audit;

J DFAT’s approach to monitoring the progress of these initiatives and
evaluating their outcomes;

J DFAT’s approach to assessing the performance of advisors and
contractors; and
. how DFAT responded to M&E findings.

Monitoring and evaluation frameworks

4.3 M&E frameworks, also referred to as M&E plans, are required for each
aid investment. They describe how progress and performance will be
measured and assessed. Satisfactory M&E plans have been developed for four
of the five programs (VESP#, VISSP Phase 2, PVUDP and VWC Phase 6).
However, development of the VESP, VISSP Phase 2 and PVUDP plans was
not timely (as outlined in Table 4.1).

44 The seven M&E standards address: investment design; initiative monitoring and evaluation systems;
initiative progress reporting; terms of reference for independent evaluations; independent evaluation
plans; independent evaluation reports; and monitoring visits.

45  In April 2015, DFAT advised that the Ministry of Education considers the VESP M&E plan to be too
complicated and, consequently, the plan is being reviewed.
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Table 4.1: Monitoring and evaluation plan deadlines and delivery dates

Investment M&E plan required within: M&E plan dated:

VESP 6 months of signing of the contract in August 2013 October 2014

VTSSP Phase 2 | 3 months of signing of the contract in July 2013 May 2014

PVUDP 6 months of loan effectiveness—agreement signed in | November 2014
December 2012

Source: ANAO analysis of DFAT documents.

44  The performance assessment framework developed for the Health
program is brief and does not include interim targets or discuss how progress
against outcomes will be monitored. As such, it is not an adequate replacement
for a robust M&E system.

DFAT’s monitoring of progress

4.5 M&E plans are usually developed by delivery partners and focus on
the initiative; not on the performance of the program deliverer. DFAT adopts a
variety of methods to monitor the performance of delivery partners and some
of these are incorporated into agreements with delivery partners, including
requirements for accountability and reporting. For example, requirements for
progress reporting are specified in DFAT’s agreements with the VESP and
VTSSP contractors, the Ministry of Health, and VWC. However, DFAT has not
documented, in one plan or strategy, its approach to monitoring and
evaluating each initiative. Developing M&E plans for each initiative that focus
on DFAT’s management and monitoring of the performance of delivery
partners, as well as the progress of the initiative, would assist DFAT to take a
more risk-based approach to monitoring.

4.6 In terms of the performance of delivery partners and progress of
individual initiatives, the approaches DFAT adopts to monitor and evaluate its
aid investments include:

o conducting monitoring visits;

J requiring reporting on performance, including progress reports and
financial reports;

. engaging with delivery partners through meetings and other contact;
. performing annual Aid Quality Checks;
J undertaking periodic evaluations, such as mid-term reviews (MTRs); and

J evaluating the performance of technical advisors and contractors.
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4.7 DFAT and other stakeholders may also commission reviews of
elements of an investment, or require them as deliverables to an agreement, on
an ad hoc basis. The key tools that DFAT has used to monitor and evaluate the
five initiatives reviewed by the ANAO are discussed below.

Monitoring visits

4.8 Visits, planned or unplanned, to Australian-funded projects are useful
to gain first-hand insight into the performance of the implementing agency
and progress of the initiative. They also provide an understanding of the
context and environment within which the initiative is operating. Although
monitoring visits are the subject of one of the M&E standards, DFAT has not
mandated a particular approach to visits, with the standard providing
one option as an example only.

4.9 Until 2013, formal documented monitoring visits were not conducted in
Vanuatu. DFAT staff in Vanuatu are now encouraged to undertake monitoring
visits, and have been provided with training and tools to assist with these visits
via the Evaluation Capacity Building Program (ECBP) (see Chapter 5 for more
details about ECBP). A limited number of visits have been undertaken to date.

410 In October 2014, DFAT officers visited a number of schools in Torba
provence to review the awareness and use of school grants and review
implementation of the Early Childhood Care and Education pilot program.

Figure 4.1: Schools in Tanna, Malekula and Efate

Source: ANAO.

411  The visit reports record that DFAT has discussed issues identified during
these visits with the Early Childhood Care and Education contractor but not
with the Ministry of Education. DFAT’s education advisor also undertakes
periodic visits to Vanuatu to review the progress of VESP. Following these visits,
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the advisor provides a report to DFAT highlighting areas of progress and
concern, and recommended actions to address identified issues.

412 For VTSSP Phase 2, DFAT advised that its intention is to visit each of
the islands involved in the program twice a year, although a schedule of site
visits has not been established. Between August and October 2014, DFAT’s
program manager and the infrastructure advisor visited the four islands where
the program is currently operating.* Following the visits, the infrastructure
advisor provided a report to DFAT containing his main findings, conclusions
and recommendations. DFAT has not documented discussions with either the
managing contractor or GoV about the findings arising from these visits.
However, in April 2015 DFAT informed the ANAO that the advisor has
consolidated his findings into one report that would be discussed with GoV
and other stakeholders when finalised.

413 DFAT has not developed a schedule of visits to VWC sites, but has
undertaken three to date, in April 2013, March 2014 and April 2014. The latter
two visits were documented, but the reports of these visits are incomplete.

Figure 4.2: Vanuatu Women'’s Centre materials on display in Tanna

Source: ANAO.

414 Feedback about the visits was not discussed with VWC management
until October 2014, when DFAT offered further assistance to VWC regarding
the quality of education and community awareness materials and agreed that
it would continue to follow-up with VWC over the next several months.

46  The DFAT First Secretary responsible for infrastructure, as well as senior representatives from the
Public Works Department and the managing contractor, joined the visit to Malekula in August 2014.
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415  Site visits are a useful and effective way to monitor a project. In the
context of the Vanuatu program, they would be more effective as a
management tool if the findings and observations were documented and
discussed with relevant stakeholders in a timely manner, particularly if
opportunities for improvement are identified.

Performance reporting

416  Delivery partners are generally required to provide a range of reports
in accordance with relevant agreements and contracts. These include progress
reports, financial reports and audits. Progress reports, the primary report that
DFAT uses to monitor an investment, are a useful source of information about
the progress of an initiative and any challenges or issues that might be
inhibiting the successful achievement of objectives. One of the M&E standards
covers progress reporting and outlines the required features of a progress
report. Further guidance is also provided in the ECBP materials.

Progress reports

417  Progress reports are required from the Ministry of Education and the
managing contractor (for VESP), the VISSP Phase 2 contractor, VWC and on
request from ADB (for PVUDP). The frequency with which these reports are to
be submitted, and their required content, are outlined in the relevant contract
or agreement. The ANAO’s assessment of reporting is set out in Figure 4.3.
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Figure 4.3:  Progress reporting in each of the initiatives

VESP The first six-monthly progress report finalised in May 2014 addressed all
aspects of VESP, including school grants and early childhood care and
education, and satisfactorily addressed the M&E standards.

VTSSP Phase 2 | Monthly by-exception reports, along with a quarterly progress report for
October—December 2014 and an annual report for 2013-14, present a
satisfactory overview of the initiative’s progress and challenges.

PVUDP Progress reporting to DFAT is not required. The two design reports
completed in April and August 2014 present a detailed account of
progress to date and the issues to be addressed.

Health Progress reporting is not required. The current review of Australia’s
investment in Health in Vanuatu provides an opportunity for DFAT to
assess and improve its approach to monitoring the Health investment.

VWC Phase 6 Progress reports are comprehensive, of satisfactory quality, and meet the
requirements of the M&E standards.

Source: ANAO analysis.

418 In summary, most progress reports were of a satisfactory quality,
provided an appropriate level of detail about progress and issues, and met the
M&E standards. However, progress reporting is not a feature of all the initiatives.

Financial reports

419 In addition to the financial information provided in progress reports, the
financial performance of two initiatives, Health and VWG, is also presented in
financial acquittals and reporting. The Ministry of Health provides DFAT with
details about expenditure against sub-projects within the Health initiative.
Reporting has been sporadic in the past, with reports provided at irregular
intervals and covering periods from one month to several months, but has
improved since mid-2013 and is now monthly. Nevertheless, the reports include
limited detail about progress or issues and are not adequate for the purpose of
monitoring the progress of the program or assessing performance against
expected outcomes. As mentioned in Figure 4.3, the current health sector review
provides an opportunity for DFAT to strengthen its approach to monitoring the
Health program.

420 VWC provides annual financial acquittal reports to DFAT as per its
agreement. The two Phase 6 reports, covering 1 July 2012 to 31 August 2013
and 1 July 2013 to 31 July 2014, are detailed and include explanations about the
distribution of funds under the program. In contrast, the requirements in the
VTSSP Phase 2 contractor and ADB (PVUDP) contracts to provide financial
reports have not been met.
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Financial audit reports

4.21  Each of the initiatives is also required to be subject to an annual financial
audit. Table 4.2 summarises the audits completed for each of the initiatives.

Table 4.2: Summary of annual financial audits for each of the

initiatives
Initiative | Audits Summary of audit conclusion
VESP! Audit covering Qualified opinion relating to purchase quotations and
2 September 2013 | orders; otherwise financial systems, procedures and
to 30 June 2014 controls were adhered to and sufficient to facilitate

transparent and effective financial management of the
implementation of the program.

VTSSP Phase 1—audit Phase 1—annual audits had not been completed as
covering February | required; aside from some non-material adjustments, the
2009 to June completeness, accuracy and validity of the acquittal
2013 reports and general management of VTSSP funds was
Phase 2—audit satisfactory.
covering 2013-14 | Phase 2—apart from two issues that were not significant in
financial year nature or amount, the completeness, accuracy and validity

of the acquittal reports and general management of VTSSP
funds was satisfactory.

PVUDP Audit covering Unqualified opinion with respect to the financial statements,
1 January to use of Australian funds and payments and reporting for the
31 December period.
2013

Health? Audit covering 2011-12 audit—the Ministry of Health did not comply with
2011-12 financial | some formal requirements of the Vanuatu financial
year management laws, regulations and guidelines. While the
Audit covering sample reviewed did not show transactions that
2013-14 financial | Significantly failed to demonstrate value-for-money, this
year situation created opportunities for the inefficient use of

public funds.

2013-14 audit—general compliance with procurement
procedures, medium to high value-for-money on Australian
funded purchases, but insufficient detailed planning and
reporting to DFAT with respect to purchases.

VWC Audited annually Unqualified opinion about VWC's financial statements.

Source: ANAO analysis of DFAT documents.

Note 1: Two audits of VERM covering 2009 to the first half of 2012 identified significant weaknesses
across the Ministry of Education, including control weaknesses and non-compliance with internal
controls.

Note 2: The Health program was not audited in 2012—-13. The 2013-14 Health audit report has been
accepted by DFAT and the Government of Vanuatu, but has not been finalised.
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Engaging with delivery partners

4.22 A valuable monitoring tool at DFAT’s disposal is its relationship with
delivery partners, fostered through meetings and other contact, and
participation at program committee meetings.*” The VESP Steering Committee,
for example, has met monthly since June 2014, and irregularly prior to that.* The
meeting is attended by all key stakeholders, including DFAT, covers a range of
topics, and includes discussion of issues arising under VESP. Similarly,
stakeholders of the VTSSP initiative have met monthly since late 2013 and
irregularly prior to that, to discuss progress and issues, as well as meeting
periodically (approximately quarterly) at a Steering Committee meeting. As a
result of satisfactory reporting (discussed above) and more regular key
meetings, monitoring of VESP and VTSSP Phase 2 has improved over the past
year. The VWC Program Coordination Committee, which is scheduled to meet
twice-yearly, has met twice during Phase 6, in October 2013 and August 2014.
Discussion at these meetings is frank and covers a wide range of relevant topics.

423  DFAT also meets delivery partners on a regular or as necessary basis.
The department meets monthly with representatives from GoV and the
contractors to discuss PVUDP and during the Asian Development Bank’s
periodic (bi-monthly since September 2014) missions to review PVUDP. DFAT
also meets with VWC representatives several times a year for general discussion
or to address specific issues. Program managers are also in regular (for some,
daily) email and telephone contact with delivery and donor partners.

4.24 However, as noted in Chapter 2, the strength of relationships with
delivery and donor partners is reliant on individual DFAT officers. While
DFAT has established a good working relationship with delivery and
development partners, developing a more structured stakeholder management
approach would assist DFAT to more effectively manage these relationships.

Aid Quality Checks

4.25 DFAT assesses and reports internally on the performance of individual
investments in an Aid Quality Check, formerly referred to as a Quality at
Implementation (QAI) report. These reports, which are DFAT’s main
mechanism for assessing the performance of individual aid investments, are

47  In August 2014 the ANAO attended meetings of the VTSSP Steering Committee and the VWC
Program Coordination Committee as observers.

48  In April 2015, DFAT advised that the Steering Committee meetings are now held every two months.
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expected to be prepared annually for the preceding 12 month period using data
gathered from progress reporting, monitoring visits, reviews and evaluations.
Investments that are rated as unsatisfactory against the two criteria
(effectiveness and efficiency) are classified as investments requiring
improvement and must demonstrate improvement within 12 months or be
cancelled.* The most recent round of annual assessment and reporting for
investments in Vanuatu pre-dates the change from QAIs to Aid Quality Checks.
As such, the following discussion refers to QAI reports.

4.26  In February 2014, DFAT completed QAIs for 14 initiatives in Vanuatu.
The average rating for these initiatives was 4.2 (with a range from 3.0 to 5.0).
The results for the five initiatives reviewed by the ANAO are consistent with
those of the Vanuatu aid program more broadly, and are shown in Table 4.3.

Table 4.3: Quality at Implementation ratings, February 2014

Relevance | Effectiveness Efficiency Monitoring & | Sustainability Gender

evaluation equality
VERM' 5 3 2 3 3 2
VTSSP Phase 2 5 4 4 4 4 4
PVUDP 5 4 3 4 3 3
Health 5 4 4 4 4 4
VWC Phase 6 6 5 4 5 4 6

Source: ANAO representation of DFAT documents.
Note 1: VESP was not evaluated in this round of QAI assessments. The VERM QAIl was a final report.

Note 2:  The six ratings denote the following: 1 = very poor quality, needs major overhaul; 2 = poor quality,
needs major work to improve; 3 = less than adequate quality, needs work to improve in core areas;
4 = adequate quality, needs some work to improve; 5 = good quality, needs minor work to improve
in some areas; and 6 = very high quality, needs ongoing management and monitoring only.

4.27 DFAT’s ratings are consistent with the ANAQO’s findings. VERM and
PVUDP rated poorly against a number of criteria; while VWC received the
highest ratings. Overall, QAIs have been completed as required and provide a
good overview of the status, progress and challenges of each initiative.

4.28 The QAI reports included the actions that DFAT intended to take to
address the issues raised. The five QAI reports (referred to in Table 4.3 above)
recommended over 20 actions covering a continuum from high to low priority
and from simple to complex requirements including:

49  InJanuary 2015, requirements for AQCs were revised. Under the new requirements, if an overall
rating for any criterion is unsatisfactory, actions to address the problem must be identified and may
include issuing performance letters, involvement of senior management, withholding payments or
termination of the agreement.
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J analysing the evaluations produced during VERM and whether
recommendations have been implemented;

. for VISSP, following up with GoV to confirm roadwork sections to be
funded by loans from a Chinese bank;

J completing a performance audit of the GoV’s Public Works Department
(as stipulated in the original funding conditions for PVUDP);

. requiring quarterly performance reports as part of the tranche release
requirements for the Health sector; and

J requesting quarterly risk matrix updates from VWC.

4.29 By December 2014, DFAT’s progress on these, and other, actions was
variable. A review of VERM evaluations was completed in June 2014, and
details about the roadwork to be funded by Chinese bank loans have been
received from the Public Works Department. A performance audit of the
Public Works Department had not been undertaken®, quarterly performance
reports had not been received from the Ministry of Health, and quarterly risk
matrix updates had not been requested from VWC (also see ‘Responding to
monitoring and evaluation findings” below).

Periodic evaluation of investments

4.30 Independent evaluations of aid investments are intended to assist
decision-making and conclusions about the impact of an initiative. DFAT
requires that independent evaluations be completed for high risk initiatives
and those with a total budget greater than $10 million.”® If required, an
independent evaluation must be conducted at least once during the life of the
program and timed to maximise its value (for example, as a mid-term review
[MTR] or at the completion of the investment). The requirement to conduct
independent evaluations applied to four of the five initiatives reviewed by the
ANAO. VWC Phase 6 is valued at $5.6 million and, as such, an independent
evaluation is not required.

50 In April 2015, DFAT advised that a Public Expenditure Review within the Public Works Department, to
be completed by the end of June 2015, would be considered to be the required performance audit.
DFAT did not document this decision.

51  AusAID previously required all significant initiatives and/or those with a total budget greater than
$3 million to complete an independent evaluation.
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4.31 DFAT has not completed evaluations of the current phases of the
initiatives. However, evaluations have been completed for the previous phases
of two of the initiatives and the department is planning or conducting reviews
of three initiatives (see Table 4.4).

Table 4.4: Completed and planned reviews of the five initiatives

Initiative Completed reviews Midpoint of Planned reviews
current
phase’
VESP Nil Mid 2015 MTR planned for early 2016.
(and VERM)
VTSSP MTR of Phase 1 completed | January 2015 | Review of Phase 2 to be
in December 2010. completed in first half of 2017
(interim review undertaken in
early 2015).
PVUDP Nil March 2015 Nil
Health No independent review, June 2013 Nil

however DFAT produced a
Vanuatu Health Sector
Strategy Update in October
2012, which has been
referred to as the Health
sector MTR.

A Health Portfolio Review
was completed in March

2015.
VWC MTR of Phase 5 completed | August 2014 | MTR of Phase 6 planned for
in April 2010. late 2015.°

Source: ANAO analysis of DFAT documentation.

Note 1:  Periodic evaluations are not required to be conducted at the midpoint of the initiative; this column
is included to provide context only.

Note 2:  VWC Phase 6 is valued at $5.6 million and, as such, an independent evaluation is not required.

4.32 The ANAO reviewed the quality and findings of the two MTRs that
have been completed for VISSP Phase 1 and VWC Phase 5. The VTSSP Phase 1
MTR identified several issues and made eight recommendations for the
ongoing management of the initiative. A number of these issues were still
applicable at the end of Phase 1 and have continued into Phase 2, such as a
shortage of personnel at the Public Works Department and delays in
procurement processes. However, as previously noted, progress reporting
during Phase 2 has improved. The VWC Phase 5 MTR was a positive report,
and the five recommendations related to future improvements that could build
upon the current management of the initiative. Both reviews complied with the
intent of the M&E standards.
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4.33 DFAT completed the Vanuatu Health Sector Strategy Update in
October 2012. Although referred to as an MTR, it was not independent and did
not report on the performance or impact of the current strategy. Instead the
Strategy Update focused on why a new strategy was needed and the options
for the new model to be discussed at the Partnership for Development talks in
early 2013. DFAT completed a review of Australia’s investment in Health in
Vanuatu in March 2015 and is currently considering its response to the
review’s findings. The PVUDP initiative commenced in December 2012 and
has not been evaluated. Given the delays and complexity of the project, DFAT
should carefully consider the optimal timing for an independent evaluation of
the PVUDP initiative.

434 In summary, the mid-term reviews that have been completed for
two initiatives were adequate, providing an overview of the success of the
initiative. While not all initiatives have been subject to a mid-term review,
three reviews are underway or planned for 2015 and early 2016.

Other evaluations

4.35 DFAT or external stakeholders may also commission reviews of certain
elements of an investment, or require reviews as agreement deliverables.
Recent evaluations include:

. a socio-economic and gender impact study of the effect that
VTSSP-improved road transport links had on local communities,
completed in February 2014, which found that the initiative had a
mixed impact; and

J the “Vanuatu National Survey of Women’s Lives and Family
Relationships’, May 2011, which noted the positive impact of the VWC
initiative, reporting a decrease in physical and sexual violence against
women in areas where the VWC is more active.

4.36 DFAT can use these reports to understand the impact of its investments
and inform future changes. However, it is important that evaluations are
appropriately targeted. The education sector in Vanuatu has been evaluated
often, with at least 37 reports produced between 2010 and 2013 on various
areas, including: school construction; school grants; school-based management;
budget management; and literacy and numeracy levels. Five of the 37 reports
were commissioned by Australia. A DFAT commissioned review of the
37 reports concluded that several recommendations were contradictory, many
reports were overly complex, some reports were written with no reference to
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previous work in the same area and there was little institutional memory about
the reports. As such, the value of these reviews is limited.

4.37 DFAT’s Office of Development Effectiveness is responsible for
producing high-level evaluations of aid program policies, strategies and
approaches to common development issues. It has conducted one evaluation of
DFAT’s activities in Vanuatu in the past three years. Vanuatu was one of the
seven countries selected as part of an evaluation of Australian aid in support of
women’s economic empowerment. The report, published in August 2014,
found that despite sound policy settings, the Australian aid program is not yet
delivering consistent and strong outcomes for women in its economic
investments. It made four recommendations, which were not specific to a
country program or initiative, to improve the way Australian aid can support
women’s economic empowerment.

Evaluating technical advisor and contractor performance

4.38  While DFAT staff may be experienced development professionals, they
may not be experts in their specific areas of responsibility. As such, DFAT relies
on technical advisors and contractors to provide expertise in specific areas. As
stated in DFAT’s guidance, ‘the manner in which DFAT staff, advisers and other
contractors behave over the life of a contract has a significant influence on the
quality of outcomes and on the quality of aid (for aid program agreements)
delivered through commercial contracts’. It is necessary, therefore, for DFAT to
periodically assess the performance of advisors and contractors.

4.39  Assessments are required annually and on completion for engagements
longer than one year, and on completion for shorter engagements. The
completed advisor and contractor performance assessments are managed
centrally by DFAT’s Contracting and Services Branch. The Vanuatu bilateral
program used both technical advisors and contractors in 2013-14. However,
only one of the five required contractor performance assessments was
completed for that period.”? Given the significance of advisors and contractors
to the management of aid in Vanuatu, it is important that DFAT complete
annual performance assessments as required.

52  The process for contractor performance assessments changed in January 2015. Under the new Aid
Investment Quality Reporting system, Partner Performance Assessments are required annually for all
NGOs, commercial suppliers and multilateral organisations with agreements over $3 million, except for
core contributions to multilateral organisations. However, for 2013—14, Contractor Performance
Assessments were required from the Vanuatu post.
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440 In addition to the contractor performance assessments, a Strategic
Performance Assessment report is produced centrally for the 10 highest-value
contractors across the Australian aid program. This report assists DFAT to
review the performance of contractors involved in several bilateral and
regional programs. At posts where any of the contractors on the
10 highest-value contractor list are involved in programs valued over
$10 million, the post is required to complete a Strategic Performance
Assessment questionnaire to assist the development of the consolidated
Strategic Performance Assessment report. Two of these contractors are
delivering aid on DFAT’s behalf in Vanuatu, and DFAT Vanuatu submitted
the required questionnaire for each of the contractors. Both reports were
generally positive, with one contractor receiving an overall average rating of
four (satisfactory) and the other contractor was rated as five (very good).

Responding to monitoring and evaluation findings

441 When implemented effectively, performance reporting, together with
effective communication, site visits and lessons learnt from mid-phase
evaluations have assisted DFAT to monitor the progress of initiatives and
address issues as they arise. DFAT’s response to issues is made within the
context of the aid delivery environment and the feasibility of implementing the
actions required to address concerns. For example, responsibility for
implementing many of the initiatives lies with the GoV and Australia’s role is
to advise and support Vanuatu’s ministries to effectively manage the
programs. However, DFAT is accountable for Australian aid funding. As such,
it is important that DFAT establishes and maintains effective relationships
with the GoV, exercises its influence to improve public administration and
takes appropriate action in a timely manner.

4.42  With respect to the education program, DFAT and other donor partners
were sufficiently informed about VERM to be concerned about the
implementation and progress of the initiative. As a result, they implemented
actions to minimise the risk to donor funds while redesigning the program.
The redesign of the education program was initiated in early 2012, following
agreement with GoV during partnership talks in November 2011 that a change
of approach was necessary. The subsequent new initiative (VESP) design was
approved in October 2012 and an agreement signed with a managing
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contractor in August 2013. In the interim, DFAT and its donor partners®,
responded to concerns, as well as the findings of the public financial
management reviews and the September 2013 directive, by:

. encouraging the Ministry of Education to hold meetings;

J requiring additional fiduciary controls, including that all transactions
involving donor pool partner funds be signed-off by an independent
person appointed by the donors;

. reinforcing that payment of tranches was conditional upon meeting
certain conditions, such as compliance with financial acquittal and
reporting requirements; and

J delaying, freezing or cancelling the payment of tranches (tranches were
delayed and/or reduced in each year from 2010 to 2013).

4.43 A similar approach was taken in the Health initiative. As a result of
concerns about political stability, the Ministry of Health’s management
capacity and capability, financial management practices and the adequacy of
reporting, funding tranches were delayed and/or reduced in 2011, 2012 and
2013. Also, DFAT more narrowly focused its support for the program,
prioritising funding to specific programs, including malaria, village health
workers program, health information systems support and human resource
management support. However, as discussed, DFAT has not implemented the
recommendation of the Health QAI that quarterly performance reporting is a
condition of tranche release.

4.44 As previously discussed, the PVUDP has experienced ongoing and
increasing time slippages. The risk assessment and management plan
developed by ADB in 2011 included a number of risks that might impact on
the project’s timetable. By January 2015 the ADB reported that the overall
progress of the project is delayed by approximately 26 months. Some of the
delay is due to factors anticipated in the risk assessment and management
plan, with slippage attributed to delays in the GoV’s spending pipelines,
signing of agreements, recruiting and fielding consultants and the lack of
availability of suitable personnel at key stages, as well as changes to the
design. The February 2014 QAI report for PVUDP recommended that a

53  The United Nations Children’s Fund (UNICEF) and the New Zealand High Commission (Ministry of
Foreign Affairs and Trade).
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performance audit of the Public Works Department be undertaken in
accordance with the co-financing agreement. To date, this has not occurred.

4.45 DFAT has raised its concerns about the progress of PVUDP with the
ADB on several occasions. For example, DFAT discussed with ADB the need to
increase and improve communication and closely monitor contractors, and
encouraged ADB to increase its presence in Vanuatu in order to more
effectively monitor progress.’> DFAT also developed an issues register that will
be updated and used as a basis for discussing issues with ADB. While the
development of such a register is a positive move, the timeframes for
responding to the majority of the issues are described as ‘ongoing’. The register
would be more effective if it included precise actions to be taken by specified
deadlines. The ANAO considers that DFAT’s monitoring of PVUDP is
adequate for the stage of the project (that is, the design phase) but, given the
significant and increasing delays in the project, it will be important for DFAT
to strongly encourage its partners to complete the project as scheduled.

4.46  For at least one initiative, program issues were not uncovered via
DFAT’s monitoring. Weaknesses in DFAT’s monitoring of VISSP Phase 1 were
not known until Phase 2. Early reporting by the Phase 2 contractor revealed
discrepancies in the road completion data from Phase 1. DFAT was not aware
of these discrepancies until notified by the contractor. Analysis of Phase 1
reporting by the ANAO found inaccuracies, including double counting of
roads reported as improved during Phase 1.

447  The existence of inaccuracies regarding the length and quality of roads
rehabilitated during Phase 1 suggests that DFAT did not verify the information
it received in Phase 1 reporting.® Had it done so, DFAT would have been aware
of concerns with Phase 1 progress and been in a position to take appropriate and
timely action. As a consequence of the need to revise the condition of Phase 1
roads, a review of some of the essential elements of the program was initiated,
including clarification about the program objective and the expected quality of
roads rehabilitated under the program. It is important that key information

54 In April 2015, DFAT advised that a Public Expenditure Review within the Public Works Department, to
be completed by the end of June 2015, would be considered to be the required performance audit.
DFAT did not document this decision.

55  ADB manages the project from the Philippines and the project manager visits Vanuatu periodically (in
the latter part of 2014 these visits increased from around quarterly to bi-monthly).

56  Reporting under VTSSP Phase 1 included four six-monthly progress reports.

ANAO Report No0.43 2014-15
Managing Australian Aid to Vanuatu

78



Monitoring Progress and Evaluating Performance

provided in Phase 2 reports is verified by requesting evidence to support key
data and/or undertaking visits to a selection of work sites.

Figure 4.4: Roads in Malekula and Tanna

Source: ANAO.

4.48  Attimes, DFAT has delayed its involvement in issues when it considers
that it would be more beneficial for the partner government to address the
issue in the first instance. For example, a NGO was contracted by the GoV in
January 2014 to provide management and implementation services for a
portion of VESP (Strengthening Early Child Care and Education). The contract
did not reference the Strengthening Early Child Care and Education design
document. Instead, it detailed how the NGO’s approach would be used to
deliver the desired outcomes. However, GoV’s expectation was that the
program would be implemented in accordance with the Strengthening Early
Child Care and Education design document. The existence of two approaches
(the Strengthening Early Child Care and Education design document and the
NGO's approach) has led to confusion between the NGO and the Ministry of
Education about the appropriate approach to be implemented, and the need to
clarify aspects of the program has delayed implementation.
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4.49  This issue illustrates the complexity of the aid delivery environment.
The program is funded by Australia and New Zealand and managed by
Vanuatu’s Ministry of Education. DFAT advised that it is working with the
Ministry and NGO to amend the contract and with Ministry staff to improve
their contract management capacity. DFAT has been hesitant to involve itself
too early in program issues as the program is the responsibility of the partner
government. However, as DFAT is accountable for Australian aid funding, it is
important that appropriate steps are taken where there is a risk that agreed
outcomes will not be achieved.

Conclusion

4.50 Delivery partners have developed satisfactory monitoring and
evaluation plans for four of the five initiatives examined in detail. While these
plans result in useful information that may be reported to DFAT, their purpose
is to monitor a program from the delivery partner’s perspective. DFAT has not
documented, for each initiative, how it will monitor the performance of
delivery partners. In practice, DFAT adopts a variety of monitoring methods,
including visits, progress reporting and mid-term reviews. However, the
consistency and robustness of these processes was variable across the aid
initiatives examined by the ANAO. Taking a more risk-based approach to
monitoring, and documenting that approach in a monitoring and evaluation
plan for each initiative, would assist DFAT to improve its monitoring of the
performance of delivery partners, as well as the progress of the initiative.

451 DFAT has responded adequately to issues identified through
monitoring or evaluation processes. These actions have included maintaining
or increasing pressure on delivery partners, increasing fiduciary controls,
delaying or cancelling the payment of tranches, and redesigning programs.
However, a number of actions identified in Quality at Implementation reports
have not been implemented.

4.52 In addition, DFAT’s monitoring has not always highlighted issues or
weaknesses. Reporting from VTSSP Phase 2 suggests that DFAT did not
adequately manage Phase 1. To mitigate the risk of this recurring, DFAT
should assure itself that key information provided in reports and discussed at
meetings is timely and supported by evidence. While the level of influence
Australia may exercise can vary depending upon the amount of funding,
delivery method and phase of a project, when Australia is funding aid
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initiatives it is appropriate for DFAT to act in a timely manner if issues are
impacting on the investment’s performance or the achievement of outcomes.

Recommendation No.2

4.53 To better monitor and evaluate the Vanuatu bilateral aid program, the
ANAO recommends that the Department of Foreign Affairs and Trade
develops and implements a risk-based monitoring and evaluation plan for
each initiative.

DFAT’s response: Agreed.

4.54 DFAT is taking steps to fully implement the new Aid Programming Guide
released in July 2014, including by building on the monitoring and evaluation
processes already established through the Evaluation Capacity Building Program and
the application of DFAT’s Monitoring and Evaluation Standards. We will continue to
work with the relevant areas within DFAT and with external stakeholders to ensure
there are adequate risk-based monitoring and evaluation planning and systems in place
for each initiative.
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5. Administrative Arrangements

This chapter examines the administrative arrangements supporting DFAT’s
management of bilateral aid to Vanuatu.

Introduction

5.1 The Australian aid program operates a decentralised management
model, with DFAT staff in Canberra and the specific country working towards
common development goals and reporting on progress towards these goals.
Understanding roles and responsibilities and providing appropriate guidance
and training to DFAT staff so they can perform their roles is fundamental to
the success of the Australian aid program. Furthermore, to support
accountability, it is important that the program’s performance is accurately
and transparently reported. In this context the ANAO examined DFAT’s:

J roles and responsibilities for staff involved in the bilateral aid program
to Vanuatu;

J support for its staff in Canberra and Vanuatu; and

. internal management and external reporting arrangements.

Roles and responsibilities

5.2 With the integration of AusAID and DFAT in 2013-14, the aid program
was consolidated with the foreign policy and trade activities of the broader
DFAT. As a result, the Head of Mission in each of Australia’s Embassies and
High Commissions became responsible for the financial and operational
aspects of the aid program delivered within their country. Each country desk
became responsible for the aid activities relating to the represented country, as
well as foreign policy and trade operations. The ANAO observed that the roles
of the Canberra and Vanuatu teams are well understood by all parties and
there is frequent communication between the two teams about upcoming
activities and the status of current projects.

Roles and responsibilities in Vanuatu

5.3 The Head of Mission in Vanuatu, with responsibility for the financial
and operational aspects of the aid program, is the Australian High
Commissioner to Vanuatu. The Counsellor Development Cooperation is
responsible for managing the aid program, and reports to the Australian High
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Commissioner.” DFAT staff in Canberra and Vanuatu spoke positively of the
new role of the Heads of Mission and the changed lines of reporting.

5.4 The in-country monitoring and implementation of the Vanuatu bilateral
aid program is principally performed by locally engaged staff (LES) program
managers, under the oversight of an Australian-based (A-based) First Secretary
Development Cooperation. DFAT’s organisational chart for the aid program in
Vanuatu is shown at Figure 5.1.

Figure 5.1:  Organisational chart of DFAT's aid program in Vanuatu,

June 2014
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Source: ANAO analysis of DFAT documentation.

Note: The position of Australian High Commissioner to Vanuatu is a Senior Executive Service Band 1,
the positions of Counsellor Development Cooperation and Director, Governance for Growth, are
APS Executive Level 2, and the position of First Secretary Development Cooperation is an APS
Executive Level 1.

57  Prior to integration, the Counsellor Development Cooperation reported to an AusAID Minister Counsellor
located in Fiji.
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5.5 The extent of the involvement of DFAT staff in the management of an
aid initiative is dependent on the way in which the initiative is delivered, the
proficiency of the delivery partner and the maturity of the initiative. For
example, the VWC is currently in its sixth phase of funding and is aware of
DFAT’s requirements regarding performance and progress reporting.
Alternatively, DFAT officers are more involved in the ongoing management of
the PVUDP than originally intended, due to the initiative’s delayed progress
and the ADB’s limited presence in Vanuatu.

5.6 There are times when the First Secretary or program manager can
resolve an issue without escalating to senior management. However, due to
the climatic, development and political challenges of delivering aid in Vanuatu
there have been occasions when it was appropriate for a DFAT officer to
escalate the resolution of an issue to senior management. For instance, a
weather event requiring a humanitarian response and a request to subsidise
the Ministry of Health’s budget were escalated. DFAT officers consulted by the
ANAO had a shared understanding of the appropriate timing and reasons for
engaging senior management and adhered to these in practice.

Support for departmental staff

5.7 It is important that DFAT officers are provided with sufficient support to
assist them to perform their duties. Support may take the form of guidance (both
written guidance and assistance from internal specialist areas), as well as a
program of training. It is also important that transitional arrangements during
times of personnel change are supported and result in the effective transfer of
knowledge.

Written guidance

5.8 DFAT’s current aid management guidance, released in July 2014, is the
Aid Programming Guide (the Guide).® The Guide is a summary document of
all the mandatory steps and processes for managing and delivering aid
programs. The Guide covers the areas of policy and direction setting, planning
and design, procurement, implementation and monitoring, performance
management, risk management and fraud control, and evaluations.

58  AusAID’s guidance pre-integration was known as Rules and Tools. It was an intranet portal providing
access to thousands of guidance documents. Each specialist area was responsible for maintaining its
own guidance documents under limited central control.
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5.9 The Guide includes links to additional documents that provide
supplementary guidance about specific aid management processes. These include
investment design quality criteria, M&E standards, and Secretary’s Instructions.
However, it is not always clear whether the additional documents are mandatory
or not. For instance, the Guide states that investment design documents ‘must
meet’ the investment design quality criteria, whereas the M&E standards ‘guide’
staff managing investments on good practice. DFAT advised that the officer
responsible for a particular activity determines the applicability of the
supplementary guidance for their situation based on their assessment of their
activity’s risk, cost and political interest. To assist staff to comply with all intended
mandatory guidance, there would be benefit in DFAT clarifying the status of
guidance which is attached to, but not located within, the Guide.

Internal specialist areas

510 Throughout DFAT, there are several specialist areas, including risk
management, fraud and contract management, that provide guidance to desk
officers and DFAT Vanuatu if requested. The Pacific Division also has a small
team of sector specialists who can provide assistance, if requested, in the areas of
public financial management, economics, infrastructure, health and gender. The
number of specialists in the Pacific Division has decreased in recent years and
the relatively modest scale of the Australian bilateral program in Vanuatu means
that there is competition from the larger bilateral programs, such as the Papua
New Guinea program, for the scarce resources of DFAT’s sector specialists.
However, to date, the Vanuatu program has involved sector specialists in peer
reviews of the design and evaluation stages of each of the aid initiatives.

Learning and development

511 DFAT’s Learning and Development Section, located in Canberra, has
overall responsibility for the learning and development of DFAT officers.”
However, the training program is decentralised and multiple areas within DFAT
organise and provide their own training courses. For example, the Aid
Management and Performance Branch are responsible for aid management
capability and training, including on topics such as design, program logic, M&E

59  Learning and development can include formal classroom based courses and on-line courses delivered
by a range of providers, as well as on-the-job training. This section focuses on the formal learning and
development courses provided by DFAT.
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and AidWorks.®® Sections within DFAT responsible for risk management,
contract management, public financial management and fraud control also
provide specialised training.

512 The ANAO assessed the training records of five A-based DFAT aid
officers in Vanuatu and the three officers on the Vanuatu desk in Canberra.®!
The ANAOQO’s analysis of the training records is provided in Table 5.1.

Table 5.1: Training courses recorded as undertaken by A-based aid
officers in Vanuatu and Vanuatu desk officers in Canberra,
September 2014

Vanuatu A-based Vanuatu desk

aid officers officers

Number of staff whose records were provided 5 3
Range of training courses undertaken 1-29 4-18
Average number of training courses undertaken 16.8 12.6

Source: ANAO analysis of DFAT documents.

Note: The above analysis is based on data provided by DFAT in September 2014. DFAT also provided
course data in April 2015. The latter data differed slightly from, but was generally consistent with,
the data provided in September 2014.

5.13 As shown in Table 5.1, while the five A-based DFAT officers had an
average of 16.8 courses recorded, the number of courses undertaken varied from
one to 29 courses. For example, one officer had only a single training record
listed against their name, a Fraud Control course from September 2012. This
officer advised the ANAO of several training courses completed prior to
deployment. DFAT advised the ANAO that the training records may not be
complete because of the difficulty in extracting information from AusAID’s
legacy database. Without reliable training records, it is difficult for DFAT to
assess the adequacy, currency or completeness of the training undertaken by
each officer.

5.14 Given the responsibilities of A-based officers and the steep learning
curve at the commencement of an international posting, particularly for
officers on their first overseas assignment, pre-deployment training is a crucial
component of preparing A-based staff for that posting. The majority of the
A-based aid officers in Vanuatu did not feel that they were adequately

60  AidWorks is DFAT'’s aid program management tool.

61  Atthe time of the ANAO's fieldwork there was a change of A-based officers. The five A-based officers
include both the outgoing and incoming DFAT officers.
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prepared, particularly with respect to establishing, negotiating and managing
large contracts.®? However, without full training records it is not possible to
assess the completeness of the training received by individuals. In light of staff
views concerning the adequacy of some training it may be prudent for DFAT
to review the requirements for the aid management training offered. DFAT
advised, in April 2015, that a greater emphasis is now being placed on pre-
posting training and that the procurement and contract administration training
has been upgraded and redesigned and a new course on contract and
agreement management is being developed.

515 Training opportunities are also provided for LES and in-country
A-based personnel by the High Commission or Embassy, and all officers are
able to access training provided by DFAT in Australia and regional centres.®
Subject matter areas within DFAT Head Office often provide training while
overseas conducting other activities. For instance, members of the fraud
control team provided training in August 2014 while visiting Vanuatu to assess
outstanding fraud cases. However, several teams (including risk management
and contract management) have reduced their regional presence recently due
to budget constraints. DFAT Vanuatu, which is responsible for maintaining
training records for any course it funds, was not able to provide training
records for its officers. This information was subsequently provided by DFAT
Canberra. However, similar to the records for A-based and desk officers, the
LES officer training records appear to be incomplete.

516 A training course which was spoken highly of by both LES and
A-based officers in Vanuatu was the Evaluation Capacity Building Program
(ECBP), described in Figure 5.2.

62  Mandatory and recommended training courses include managing procurements and grant agreements
(three hours), and management skills, program logic, managing design, and M&E (each of two days
duration).

63  In April 2015, DFAT advised the ANAO that it now places a heavier emphasis on a regional training
approach whereby officers located in Vanuatu will have access to training offered in Fiji, as well as in
Canberra and in-country.
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Figure 5.2:  Evaluation Capacity Building Program

In 2010, AusAID in Indonesia commenced the ECBP to improve the quality, credibility
and use of its M&E products. The ECBP included developing M&E standards for
various stages of the aid management cycle (since adopted as DFAT's M&E
standards); engaging with partners to promote the standards; and M&E training.

At the time of audit fieldwork the ECBP was operational in Vanuatu, Timor-Leste,
and the Regional Pacific program (both in Fiji and Canberra), but was no longer
active in Indonesia.

The ECBP in Vanuatu includes M&E training sessions (for DFAT staff and external
contractors) and templates that staff can use to assess progress reports and results
frameworks from delivery partners. Under the ECBP, DFAT staff have the option of
submitting their assessments to a helpdesk for review and advice, before returning
them to the delivery partner.

The M&E plans for VTSSP Phase 2 and PVUDP were assessed against the ECBP
templates. These templates are good practice and provide rigour to the M&E
process. Furthermore, DFAT staff reported that the helpdesk function was useful.
For example, DFAT assessed the most recent progress report from VWC, reviewing
the substance of the report, recorded its findings on an assessment template
developed as part of the ECBP, and provided the review to an M&E specialist for
comment. The improved assessment of the monitoring document led to changes in
the progress report, such as including issues in the executive summary of the report.

Source: ANAO analysis of DFAT data.

517 At the time of audit fieldwork, there had been limited analysis of the
impact that ECBP had made to the quality of DFAT’s M&E activities in Vanuatu.
There would be benefit in reviewing the effect that ECBP has had on the quality,
credibility and use of M&E products in Vanuatu. Such analysis would support
the continued investment in, and possible expansion of, this program.

Transitional arrangements

5.18 Individual DFAT officers have an important role in the management of
the aid program and the maintenance of effective relationships with key
stakeholders. It is therefore necessary that appropriate steps are in place
during times of personnel change to facilitate program continuity.

519 DFAT Vanuatu has benefitted from retention of its LES program
managers for a number of years.* Transition arrangements have been largely
unnecessary due to the stability in the LES staff, which has contributed to
continuity in the management of the aid initiatives. The consistency of DFAT

64  Of the 18 LES working on the Vanuatu aid program on 30 June 2014, the average length of tenure
was 3.2 years with seven staff working on the aid program for greater than five years.
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officers on the Vanuatu desk has also enabled continuity in the strategic
planning of the Vanuatu aid program, even during integration. The A-based
personnel to Vanuatu are generally deployed on three year postings. DFAT
postings are arranged with a long lead time to allow for pre-deployment
training and to prepare staff and their families for their new role and
environment. The long lead time also allows sufficient time for the outgoing
officer to prepare for the turnover, including preparing an effective handover
for the officer that will replace them.

5.20 The ANAO observed that DFAT Vanuatu did not have a systematic
handover process; it was reliant on the departing staff member to prepare
briefing notes for their replacement. To minimise the potential disruption
caused by staff turnover, there would be merit in DFAT documenting the
minimum requirements, such as requiring handover briefing notes, and
expectations for familiarisation activities for A-based staff beginning a posting.

Reporting arrangements

5.21 Effective internal management reporting, which senior executives rely
on to monitor a program of activities and support decision-making processes,
should be consistent with external reporting. Furthermore, external reporting
should be transparent and allow the Parliament, the public and key
stakeholders to assess the effectiveness of an agency’s operations and how
public funds are being used to achieve government policy objectives.

Internal management reporting

5.22  High-level internal reporting on the whole of the aid program centres
on the Aid Operations Report. The report is produced quarterly and is the
primary means by which DFAT executive are informed of the policy
alignment, effectiveness and efficiency of the Australian aid program. The Aid
Operations Report was reinstated following a hiatus from March 2013 to
June 2014. The Vanuatu bilateral program is referred to in the Aid Operations
Report on an exception basis. For example, the October 2014 report noted that
the draft AIP for the Vanuatu program had been considered by the Aid
Investment Committee since the previous report in June 2014. The ANAO
considers the re-introduction of reporting on the Australian aid program to be
a positive step for the executive oversight of the program.
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5.23 At the Pacific regional and country program level, progress is captured
in a monthly dashboard report.®® The monthly report collates data held in
AidWorks and refers to the Vanuatu bilateral aid program as necessary. For
example, with respect to the Vanuatu program, the September 2014 report
included the timeframes relating to the AIP and Aid Program Performance
Report (APPR), expense commitments as a proportion of budget and
percentage that could be considered Aid for Trade expenses, QAI ratings, and
the change in the number of initiatives in the past quarter.*

524 The monthly dashboard reports are prepared by the division’s
Performance Quality & Risk team for the monthly divisional aid operations
meeting, which is chaired by the First Assistant Secretary Pacific Division. The
monthly meetings are attended by the Assistant Secretaries, and via
teleconference the Heads of Mission and senior aid personnel in-country. DFAT
considers the dashboard reporting and monthly meetings to be better practice
and, as a result, a further two divisions have adopted the dashboard reporting
process. In addition, the key audience for the report, the Executive of the Pacific
Division, advised the ANAO that they consider the dashboard reporting to be
informative and useful. The current internal reporting arrangements provide
DFAT executive with reasonable oversight of the program.

External reporting

5.25 In the current aid policy, Australian aid: promoting prosperity, reducing
poverty, enhancing stability released in June 2014, DFAT committed to high
standards of transparency and accountability in the management of the
Australian aid program. DFAT has several methods for externally reporting on
progress and performance of the Australian aid program, including via its
website, the Performance of Australian Aid report, Portfolio Budget
Statements and its Annual Report.

5.26  The aid policy noted that DFAT would give effect to the commitment to
transparency and accountability through publishing information on the aid
program on the DFAT website, including policies, plans, results, evaluations and
research. DFAT’s website contains a section on the Vanuatu aid program. The
section includes the total expenditure of Australian aid to Vanuatu (including

65  DFAT advised the ANAO that monthly reports are not produced for June or July. Instead, when
nearing the end of financial year, the Division executive are briefed on specific matters as they arise.

66  The number of initiatives in the Vanuatu program decreased by two during the reporting period.
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funding for regional and global programs), and activities and achievements in
each development sector. However, the website now contains fewer and less
current program specific documentation than prior to May 2014. For example,
the Direct Funding Agreement with the GoV for the Health program and the
Health Delivery Strategy are no longer available on the website.

5.27 In February 2015, DFAT published its first annual Performance of
Australian Aid report.”” The report, which covered the 2013-14 year, described
the performance of country and regional programs according to four
geographic groups, with Vanuatu located in the Pacific group. The report did
not comment specifically on the performance of the Vanuatu country program.

5.28  Similarly, due to the comparatively small size of the Vanuatu aid
program® it is not specifically mentioned in DFAT’s Portfolio Budget
Statements. The Vanuatu aid program sits within Program 1.6: Official
Development Assistance—Papua New Guinea and Pacific. However, additional
information was provided in the form of budget highlights, posted to DFAT’s
website, and the release of The 2014-15 development assistance budget: a summary in
June 2014, which included a section on Vanuatu outlining where aid funds
would be directed in 2014-15.

5.29 DFAT’s Annual Report 2013-14 summarised, on one page, details of
the Vanuatu bilateral aid program, including program finances and
international development measures (for instance, gross domestic product per
capita). The yearly activities and achievements of each development sector
were presented, and correlate with the ANAO’s findings. However, the report
did not provide an assessment of the overall performance of the Vanuatu aid
program and the achievements were presented without context so it was not
possible to assess performance against set targets. For instance, the Annual
Report mentioned that DFAT assisted 3737 women survivors of violence to

67  DFAT previously reported publicly on the progress and achievements of the Australian aid program in its
Annual Review of Aid Effectiveness. The last Annual Review, published in February 2014, reported against
the 55 targets of the previous aid policy, Helping the World’'s Poor through Effective Aid: Australia’s
Comprehensive Aid Policy Framework to 2015-16. The review concluded that 46 of the 55 targets
(84 per cent) were achieved or were on track to be achieved by 2015-16. The review monitored the
progress of the whole aid program, and did not report separately on the results of the Vanuatu program.

68  In 2014-15, the Vanuatu aid program of $60.4 million was the 13th largest country recipient of
Australian aid. However, due to the large amount of Australian aid spent in Indonesia ($605.3 million)
and Papua New Guinea ($577.1 million) the Vanuatu program was equivalent to 1.2 per cent of the
total Australian aid budget.
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access counselling and support services through the VWC.® However, the
report did not include results for previous years, making it difficult to compare
and assess the initiative’s trend performance.

Aid Program Performance Report

5.30 Annually, DFAT also produces an APPR for each country and regional
program, including the Vanuatu bilateral aid program. The APPRs are
intended to strengthen program management, demonstrate accountability and
improve effectiveness. The Vanuatu APPR includes key messages, Vanuatu
context and yearly expenditure, and detailed the progress on initiative
objectives, program quality and management (including risks) and
management responses.

5.31 Since the Partnership for Development (PFD) was signed in May 2009,
the five Vanuatu APPRs have all reported progress against the five objectives
outlined in the Partnership for Development.”” The ANAO analysed these
progress ratings in the APPRs from 2009 to 2013-14 (see Table 5.2).

69  The latest VWC data available at the time of Annual Report publication was for 2012—-13. However, the
Annual Report did not specify that the achievement reported was not for the 2013-14 financial year,
as would be presumed in the 2013-14 Annual Report.

70  Future APPRs will assess the program’s performance against the aid objectives set out in the AIP
(currently in draft form).
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Table 5.2: Aid Program Performance Report progress ratings for the
Partnership for Development objectives, from 2009 to
2013-14

Objective 2009 2010 2011 2012 to 2013-14
June 2013

1. Supportincreased access to
and quality of education for
all boys and girls, and equip Amber Amber
them with skills and
knowledge
2. Strengthen health services
and accelerate progress
towards health Millennium Qb GileEs GileEs
Development Goals

3. Progress reform on
gress . Amber
economic governance issues

4. Develop essential
infrastructure to support

. . Amber
economic growth and service o2
delivery

5. More effective legal
institutions and improved
police services?

Source: ANAO analysis of the Vanuatu APPRs from 2009 to 2013-14.
Note 1:  Rating definitions:

» Green: Progress is as expected for this point in time and it is likely that the objective will be
achieved. Standard program management practices are sufficient.

* Amber: Progress is somewhat less than expected for this point in time and restorative action will
be necessary if the objective is to be achieved. Close performance monitoring is recommended.

» Red: Progress is significantly less than expected for this point in time and the objective is not
likely to be met given available resources and priorities. Recasting the objective may be
required.

Note2: The wording of the objective has changed from the PFD objective of ‘enhancing access to, and
quality of, legal and police services to the Government and citizens of Vanuatu’, but the intent is
unchanged.

5.32 The ratings in Table 5.2 correlate with the ANAO’s findings. As
previously discussed, concerns about the support provided in the education
sector prompted a redesign of the program, which has resulted in improved
ratings. The Health initiative was consistently rated as underperforming
(‘amber’). Although the recommended management response to an ‘amber’
rating is close performance monitoring, as discussed in Chapter 4, the Health
sector has not been closely monitored.

5.33  While the report assesses progress against the individual objectives, it
does not provide a consolidated view about the effectiveness of the program
overall. Developing, as part of the AIP process, performance indicators and
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targets would allow DFAT to measure and publicly report on the extent to
which its strategic objectives and the objective for the Vanuatu bilateral
program as a whole are being achieved.

5.34 The ANAO considers that the details provided in the 2013-14 APPR
were soundly based. However, similar to the Annual Report, material in the
APPR was provided without context. Furthermore, it is not possible to
reconcile all the statements made in the Annual Report with those made in the
APPR. For example, the Annual Report statement on the number of women
survivors of violence with access to counselling and support services as a
result of the VWC cannot be reconciled with the APPR 2013-14 as the APPR
reports on the total number of people (including men) who were provided
with counselling and support services by the VWC.

535 In terms of risk reporting, the maturity of the risk management
monitoring is rated in the 2013-14 APPR as ‘mature” for the each objective and
the program as a whole. The definition of a ‘mature’ rating is when risks are
discussed at least monthly and the risk registers are updated at least quarterly.
As discussed in Chapter 2, the ANAO found that, prior to April 2015, DFAT’s
risk registers for the reviewed investments had not been updated since
November 2013.

5.36  In summary, although DFAT has publicly committed the management of
the Australian aid program to a high standard of transparency and
accountability, this is yet to be fully realised given the reduction in current
initiative specific documentation available on the DFAT website. The APPRs are
an adequate mechanism for reporting on the progress of the Vanuatu bilateral
program. However, the lack of publicly available targets means that the
useability of DFAT’s external reporting to assess the performance of the Vanuatu
bilateral aid program is reduced, and the data reported is not always up-to-date.

Conclusion

5.37  The division of responsibilities between DFAT staff in Canberra and
Vanuatu, while not formally documented, is well understood and
implemented by staff. Similarly, escalation procedures were generally
understood and adhered to in practice. However, DFAT does not effectively
coordinate learning and development opportunities or maintain complete staff
training records. DFAT could strengthen its administrative arrangements by
reviewing the requirements and adequacy of the training provided and better
coordinating learning and development activities, including maintaining
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accurate training records. Furthermore, while the Evaluation Capacity
Building Program was well received by all DFAT staff in Vanuatu, evaluating
the impact of the course on the quality of DFAT’s monitoring and evaluation of
initiatives would add support to the continuation of the program.

5.38 The internal reporting by the Pacific Division is considered better
practice by DFAT and has been adopted by other Divisions, and the
re-instatement of the Aid Operations Report is a positive step for the executive
oversight of the Australian aid program. However, while external reporting is
intended to allow the Parliament and public to assess the effectiveness of the
Australian aid program, the usefulness of DFAT’s external reporting is limited
as it does not provide sufficient context within which to assess the performance
of the program. Furthermore, limitations in performance benchmarks and the
currency of data reported by DFAT reduces the usefulness of external reporting
for assessing the performance of the Vanuatu aid program.

= 2=

Tan McPhee Canberra ACT
5 June 2015
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Appendix 1. Entity Response

Australian Government
Department of Foreign Affairs and Trade

Secretary Telephone: 02 62612472
Facsimile: 02 6273 2081

File Number: 14/22789

9% May 2015

Ms Barbara Cash

Group Executive Director
Performance Audit Services Group
Australian National Audit Office
19 National Circuit

BARTON ACT

ng Ms Cann

Thank you for providing on 4 May 2015 for consideration and comment the
ANAOQO’s proposed performance audit report on Managing Australian Aid to
Vanuatu.

I am attaching the Department of Foreign Affairs and Trade’s response, including
responses on specific recommendations, a short summary and editorial
corrections.

The department welcomes the report and its findings. We are pleased the
Australian National Audit Office (ANAO) has highlighted numerous strengths in
the department’s management of Australian aid to Vanuatu. However, the ANAO
has also noted areas that require attention, and made two specific
recommendations. We agree with those recommendations.

I would like to thank your audit team for their professionalism and work on the
report. Their collegiate approach, during the fieldwork and the drafting, ensured
the audit process as well as the final report was beneficial.

I look forward to receiving the final report prior to its tabling.

Yours sincerely

Peter N Varghese AO

R G Casey Building, Barton ACT 0221 www.dfat.gov.au
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Managing Aid to Vanuatu S19 - DFAT response

Summary

DFAT welcomes the ANAO’s findings that the Vanuatu aid program is generally
effective and is consistent with Australia’s aid policy and the Vanuatu Government’s
priorities. The report’s recognition of the complex and challenging operating
environment in which Australia delivers aid in Vanuatu is also welcome. We are
pleased that the ANAO has recognised the program's relationship management
strengths, its awareness of and compliance with DFAT’s fraud policy, the well-
defined processes for designing aid initiatives and the range of methods adopted to
monitor and manage performance. The ANAO has highlighted some areas requiring
improvement, particularly in documenting risk and planning of monitoring and
evaluation. DFAT welcomes the ANAQ’s recommendations in support of these
improvements and has commenced addressing the issues raised.

Full Response

DFAT welcomes the ANAO’s findings that the Vanuatu aid program is generally
effective and is consistent with Australia’s aid policy and the Vanuatu Government’s
priorities. The report’s recognition of the complex and challenging operating
environment in which Australia delivers aid in Vanuatu is also welcome.

DFAT is pleased that the ANAO assesses the draft Vanuatu Aid Investment Plan
(AIP) to be strongly aligned with Australia’s aid policy and development assistance
priorities. We welcome the ANAO’s finding that the program did well to develop
DFAT’s first draft AIP for a bilateral program. This informed development of the
guidelines for DFAT’s AIPs.

The ANAO also recognises the strong and effective relationships that DFAT has
established in support of the aid program. We reiterate that stakeholder engagement
is at the heart of the program’s work, and is crucial to the success of the initiatives and
our broader bilateral relationship.

DFAT notes the ANAQ’s extensive discussion on documenting risk and its associated
recommendation. We welcome the ANAQ’s acknowledgement of the program’s high
level of awareness of fraud management procedures and responsibilities and steps
taken to mitigate fraud.

We welcome the ANAO’s finding that DFAT has a well-defined process for
designing aid initiatives, taking a proportional approach to investment design and
focusing greater effort on higher risk, higher value investments. As the ANAO noted,
the Aid Programming Guide introduced streamlined design processes on 1 July 2014
(in particular, for investments valued at under $10 million) by providing more
flexibility for design processes for different types of investments.

We welcome the ANAO’s acknowledgement of the extensive assessment and analysis
undertaken by the program to determine appropriate approaches to the use of Vanuatu
government systems. As noted in the report, this will result in different approaches
across sectors to reflect different factors. This includes fiduciary risks, but will also
consider other factors such as Australia's objectives in the sector, systems and human
resources capacity. It is reasonable for programs operating in different sectors to take

1
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different approaches towards managing similar fiduciary risks, as long as those risks
are effectively mitigated.

As the ANAO notes, DFAT adopts a range of methods to monitor the performance of
its aid programs and delivery partners during implementation. We welcome the
ANAO’s findings that DFAT has responded adequately to issues identified through
these processes. We also agree with the ANAO that DFAT’s ability to respond to
issues is affected by the aid delivery context. However, we recognise any monitoring
and evaluation system or process can be strengthened, and welcome the ANAO’s
recommendations that support improving the consistency and robustness of
monitoring and evaluation tools.

DFAT recognises the importance of having a firm basis for assessing the performance
of the Vanuatu AIP against its objectives. DFAT will include performance
benchmarks in the final Vanuatu AIP. These benchmarks will be used to assess
progress towards Australia’s aid objectives over the life of the AIP.

DFAT welcomes the ANAQO’s finding that the integration of DFAT and the former
AusAID has required significant change to DFAT systems and processes since
November 2013. DFAT acknowledges that those changes have created some
uncertainty for some staff. DFAT believes, however, that these issues are being
managed and that learning and development activities are now being effectively
coordinated.

DFAT’s responses to the ANAQ’s specific recommendations are set out below:

Recommendation 1: to strengthen its strategic approach to aid investment planning
and management, the ANAO recommends that DFAT reflects, in the Vanuatu country
and investment risk register, an assessment of all significant risks and identifies and
documents appropriate risk treatments, responsibilities and timeframes.

DFAT Response: Agreed

DFAT is updating the Vanuatu country and sector risk registers; is finalising the risk
matrix annex of the draft Aid Investment Plan (which, as per the Aid Programming
Guide, replaces the Risk and Fraud Management Plan); has included risk as a formal
standing agenda item at regular aid program staff meetings; and has nominated a staff
member as 'risk champion' to oversee these processes and report to management on
their implementation.

Recommendation 2: to better monitor and evaluate the Vanuatu bilateral aid
program, the ANAO recommends that DFAT develops and implements a risk-based
monitoring and evaluation plan for each initiative.

DFAT Response: Agreed

DFAT is taking steps to fully implement the new Aid Programming Guide released in
July 2014, including by building on the monitoring and evaluation processes already
established through the Evaluation Capacity Building Program and the application of
DFAT’s Monitoring and Evaluation Standards. We will continue to work with the
relevant areas within DFAT and with external stakeholders to ensure there are
adequate risk-based monitoring and evaluation planning and systems in place for each
initiative.
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Appendix 2: Map of Vanuatu

Source: <http://www.geographicguide.com/oceania-maps/vanuatu.htm> [accessed 9 February 2015].
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Appendix 3: Australia’s Bilateral Aid Investments in
Vanuatu, 2013-14

Investment ‘ End ‘ Value
($ million)
Vanuatu Education Support Program 2012 2016" 39.3
Vanuatu Transport Sector Support 2012 2016 27.0
Program Phase 2 (Roads for Development)
Port Vila Urban Development Project 2012 2017 26.5
Vanuatu Health Sector Program 2010 2016 26.0
Governance for Growth 2012 2016 23.0
Vanuatu Law and Justice Program2 2011 2017 21.8
Vanuatu Australia Police Project 2011 2014 141
Vanuatu Land Program 2009 2015 12.0
Vanuatu TVET Program 2011 2016 10.8
Australia Awards 2007 2017 10.1
Wan Smolbag Theatre 2010 2014 8.9
Pacific Women Initiative 2012 2016 6.8
Vanuatu Church Partnership Program 2009 2014 5.8
Vanuatu National Library and Archives 2011 2014 3.4
Disaster Preparedness & Response3

Source: Department of Foreign Affairs and Trade, Aid Program Performance Report 2013-14, Vanuatu,
September 2014, p. 17.

Note 1: In February 2015 the end date was extended to 2017.
Note 2:  Includes Vanuatu Women'’s Centre.
Note 3: Dates and funding values for this program were not included in the 2013—-14 APPR.

ANAO Report No0.43 2014-15
Managing Australian Aid to Vanuatu

103



Appendix 4: Five Initiatives Examined by the ANAO

Vanuatu Education Support Program
Duration: 2012 to 2017 Value: $39.3 million

Long term goal End of Program Outcomes

Improved education quality 1. Literacy and numeracy levels of children in early years
of education reach national standards

Children complete primary school

More equitable access to 3. All girls and boys, including those with disabilities, are
education for all people able to access early years of schooling

More children enrol at primary school
Education system is 5. Ministry of Education management at all levels
well-managed implements policies in key outcome areas

The outcomes are to be achieved through five

implementation strategies. Kindergarten,

Tanna (left),
. School room,
1. Train and support teachers to implement the new Port Vila
curriculum (with an emphasis on the early years of (below)

education)
2. Strengthen early childhood care and education delivery

3. Engage the community through school based
management

4. Provide locally relevant and efficient delivery of
facilities and equipment

5. Develop capacity within the Ministry of Education to
deliver an effective, well-managed and de-
concentrated education system in Vanuatu

Source: ANAO.

The program is implemented by the Ministry of Education, with the assistance
of a managing contractor, in accordance with a number of agreements. A
Direct Funding Agreement between the Governments of Australia and
Vanuatu was signed in June 2014. It covers the provision of funding for three
elements of the program: School Grant Program for years 1 to 6; Early
Childhood Care and Education Pilot program; and the national program for
Early Childhood Care and Education. GoV signed an agreement with a
managing contractor in August 2013 to support management of the program.
Under a Delegated Corporation Arrangement between the Governments of
Australia and New Zealand, DFAT acts for and on behalf of the New Zealand
Ministry of Foreign Affairs and Trade, which is a co-funder of VESP. In
addition, the GoV has contracted another provider to manage an early

childhood care and education pilot program.
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Vanuatu Transport Sector Support Program Phase 2
Duration: 2012 to 2016 Value: $27.0 million

VTSSP long-term goal

People in Vanuatu have increased access to a well maintained, affordable and integrated
transport network

VTSSP Phase 2 purpose

The GoV demonstrates capacity to responsibly prioritise, plan, build and maintain road
transport infrastructure within available national and donor resources

VTSSP Phase 2 expected outcomes

1: Public Works Department Institutional Transformation—the Ministry of Infrastructure and
Public Utilities / Public Works Department has the skills, systems, and resources necessary to
plan and manage its agreed core mandate

2: Public Works Department Service Delivery—the Ministry of Infrastructure and Public Utilities
/ Public Works Department Operations capably maintains key road transport infrastructure

-

Roads, Malekula Road Maintenance, Malekula Road, Tanna

Source: ANAO.

VTSSP is in its second phase of funding. VISSP Phase 1 began in
September 2009 and was completed in July 2012. Phase 2 is funded through
a combination of direct financing and a DFAT managed contract. The Direct
Funding Agreement with the GoV, represented by the Ministry of
Infrastructure and Public Utilities, was signed in January 2014. It outlines
the responsibilities and contributions of the Australian and Vanuatu
Governments with regard to the VISSP Phase 2, including that GoV is
responsible for implementing the program.

In July 2013, DFAT contracted a private sector organisation to manage the
infrastructure and associated capacity building work required to deliver
Phase 2 and the contractors responsibilities include technical and financial
management of all Phase 2 funding. Physical works are currently being
carried out on four islands (Ambae, Malekula, Pentecost and Tanna).
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Port Vila Urban Development Project
Duration: 2012 to 2017 Value: $26.5 million

Expected outcome

The improvement of the infrastructure for Port Vila and the improvement of the mechanisms
which are to assist the Government to efficiently manage its infrastructure

Outputs

Output 1:  The Government has improved the road network and drainage system in
greater Port Vila

Output 2:  The Government has improved the sanitation system in greater Port Vila
Output 3:  Central area and settlement communities use improved hygiene facilities

Output 4:  Government agencies and community user organisations have the capacity to
effectively and efficiently manage sanitation, roads, and drainage systems

Output 5:  Efficient project management services will be provided

Note: The expected outcome is the current outcome as described in the 70% Design Review Report,
August 2014. The co-financing agreement between GoA and ADB describes the expected outcome
as: the government has sustainably improved the hygiene situation and reduced water-based
hazards in Port Vila.

Roads and drainage in Port Vila Source: ANAO.

PVUDP is funded via a combination of DFAT funds ($26.5 million grant, plus
$4.5 million from DFAT monies held in an Asian Development Bank
managed trust), ADB loan ($5 million) and GoV funds ($3.1 million). Funding
is administered by the ADB in accordance with a Cofinancing Agreement
with DFAT signed in December 2012. The project is managed by the Vanuatu
Project Management Unit, which was established by Vanuatu’s Ministry of
Finance and Economic Management, assisted by the design supervision and
capacity development consultant. The consultant signed a contact with the
GoV, represented by the Ministry of Infrastructure and Public Utilities, in
September 2013. The Ministry of Infrastructure and Public Utilities (through
the Public Works Department) and the Department of Environmental
Protection and Conservation are the key implementing agencies.
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Vanuatu Health Support Program
Duration: 2010 to 2016
Value: $26.0 million

Village

Health

Worker
facilities,
Malekula

Key strategic objectives and Tanna

(as per the 2014 Direct Funding Agreement)

1. Enhanced access to and quality of health care
services

2. Controlling and progressively eliminating malaria

3. Improved budgeting, financial and expenditure
management

4. Strengthened human resource and information
systems

5. Reduction in child mortality
6. Improved maternal health

Source: ANAO.

The program is delivered through a combination of direct financing (via a
Direct Funding Agreement with the GoV, represented by the Ministry of
Health, signed in June 2011) and DFAT managed contracts. Through the
funding agreement, Australia provided funding to the Ministry of Health in
2014 for: Village Health Worker program; Vanuatu Centre for Nursing
Education/nursing support; health information systems support (with
technical assistance from the World Health Organisation); malaria program;
Central Medical Stores; infrastructure; and the expanded program on
immunisation. In March 2014 DFAT contracted with a locally based
consulting firm to recruit and manage the Health Resource Mechanism. The
mechanism supports local technical advisors, including a procurement
manager and an audit and finance officer.

The program was recently reviewed. The purpose of the review was:

. to review the health sector context and performance of Australia’s
regional and bilateral health investments in Vanuatu over the period
2010-2014 and;

o based on the review and synthesis of findings, to make
recommendations for the strategic focus of health investments in the
period 2014-2018.

DFAT is currently considering its response to the review’s findings.
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Vanuatu Women'’s Centre—Reducing Violence Against Women
Program

Duration: 2012 to 2016 Value: $5.6 million

Goal

To eliminate violence against women and children throughout Vanuatu

Component Outcome

1. VWC Counselling, Legal Assistance Survivors are empowered, claim their rights

and Support Services and access justice
2. Branches and Committees Against Effective services on violence against
Violence Against Women women and children throughout Vanuatu
3. VWC Community Education and Increased community acceptance that
Awareness violence against women and children is a
violation of human rights
4. Legal Advocacy, Lobbying and Reduced discrimination and increased
Human Rights Training gender equality in law, policies and
institutions
5. Management and Institutional Effective management and coordination of
Strengthening the VWC network and its prevention and

response services

Australia is the sole funder of the program, which is delivered by the VWC, a
local Civil Society Organisation. The program is in its sixth round of funding,
with the latest grant agreement signed in October 2012. The VWC’s national
network includes: the head office centre in Port Vila; three branches in the
provinces of Sanma, Tafea and Torba; 41 Committees Against Violence
Against Women; and a collection of male advocates.

P

VWC head office, Port Vila VWC branch office, Tanna VWC education
materials
Source: ANAO.
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Aid Investment Plan, 37-42, 44, 48,
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D
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68, 76-79, 84-85, 87, 106
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Fraud, 37, 43, 45-49, 51, 84-87
L

Learning and development, 65, 82,
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Q
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R

Risk management, 23, 28, 30, 37, 39,
41-48, 50-53, 56-61, 64, 72, 76-77,
80-81, 84-85, 87, 90, 92, 94

Roles and responsibility, 82

S

Site visits, 35, 66-67, 76

Stakeholder management, 42-44, 50, 70
T

Tropical Cyclone Pam, 30, 32-33, 35
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Vanuatu Education Road Map, 35, 57,
60, 69, 71-73, 76

Vanuatu Education Support Program,
35, 39, 44, 49, 53, 56, 58-60, 62-65,
67-68, 70-71,73, 76, 79, 103-104
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Vanuatu Transport Sector Support Vanuatu Women’s Centre, 35, 43,
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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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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

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

ANAO Report No.12 2014-15
Diagnostic Imaging Reforms
Department of Health

ANAO Report No.13 2014-15
Management of the Cape Class Patrol Boat Program
Australian Customs and Border Protection Service

ANAO Report No.14 2014-15
2013-14 Major Projects Report
Defence Materiel Organisation

ANAO Report No.15 2014-15
Administration of the Export Market Development Grants Scheme
Australian Trade Commission

ANAO Report No.16 2014-15

Audits of the Financial Statements of Australian Government Entities for the Period
Ended 30 June 2014

Across Entities

ANAO Report No.17 2014-15
Recruitment and Retention of Specialist Skills for Navy
Department of Defence
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Series Titles

ANAO Report No.18 2014-15
The Ethanol Production Grants Program
Department of Industry and Science

ANAO Report No.19 2014-15
Management of the Disposal of Specialist Military Equipment
Department of Defence

ANAO Report No.20 2014-15
Administration of the Tariff Concession System
Australian Customs and Border Protection Service

ANAO Report No.21 2014-15
Delivery of Australia’s Consular Services
Department of Foreign Affairs and Trade

ANAO Report No.22 2014-15
Administration of the Indigenous Legal Assistance Programme
Attorney-General’s Department

ANAO Report No.23 2014-15

Administration of the Early Years Quality Fund
Department of Education and Training
Department of Finance

Department of the Prime Minister and Cabinet

ANAO Report No.24 2014-15
Managing Assets and Contracts at Parliament House
Department of Parliamentary Services

ANAO Report No.25 2014-15

Administration of the Fifth Community Pharmacy Agreement
Department of Health

Department of Human Services

Department of Veterans’ Affairs

ANAO Report No.26 2014-15
Administration of the Medical Specialist Training Program
Department of Health
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ANAO Report No.27 2014-15
Electronic Health Records for Defence Personnel
Department of Defence

ANAO Report No.28 2014-15

Management of Interpreting Services

Department of Immigration and Border Protection
Department of Social Services

ANAO Report No.29 2014-15

Funding and Management of the Nimmie-Caira System Enhanced Environmental
Water Delivery Project

Department of the Environment

ANAO Report No.30 2014-15
Materiel Sustainment Agreements
Department of Defence
Defence Materiel Organisation

ANAO Report No.31 2014-15
Administration of the Australian Apprenticeships Incentives Program
Department of Education and Training

ANAO Report No.32 2014-15
Administration of the Fair Entitlements Guarantee
Department of Employment

ANAO Report No.33 2014-15

Organ and Tissue Donation: Community Awareness, Professional Education and
Family Support

Australian Organ and Tissue Donation and Transplantation Authority

ANAO Report No.34 2014-15

Administration of the Natural Disaster Relief and Recovery Arrangements by
Emergency Management Australia

Attorney-General’s Department

ANAO Report No.35 2014-15
Delivery of the Petrol Sniffing Strategy in Remote Indigenous Communities
Department of the Prime Minister and Cabinet
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Series Titles

ANAO Report No.36 2014-15
Administration of the Assistance for Isolated Children Scheme
Department of Human Services

ANAO Report No.37 2014-15
Management of Smart Centres” Centrelink Telephone Services
Department of Human Services

ANAO Report No.38 2014-15
Administration of Enforceable Undertakings
Australian Securities and Investments Commission

ANAO Report No.39 2014-15
Promoting Compliance with Superannuation Guarantee Obligations
Australian Taxation Office

ANAO Report No.40 2014-15
Transport Services for Veterans
Department of Veterans’ Affairs

ANAO Report No.41 2014-15
The Award of Funding under the Safer Streets Programme
Attorney-General’s Department

ANAO Report No.42 2014-15
Administration of Travel Entitlements Provided to Parliamentarians
Department of Finance
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Better Practice Guides

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

Public Sector Financial Statements: High-quality reporting through
good governance and processes

Public Sector Audit Committees: Independent assurance and advice for
Accountable Authorities

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

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

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

Mar. 2015

Mar. 2015

Oct. 2014
June 2014

June 2014
Dec. 2013
June 2013

Sept. 2012

Apr. 2012

Feb. 2012

Mar. 2011

Sept. 2010

June 2010

Dec. 2009

June 2009
June 2009

June 2008
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