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Australian National

Audit Office

Canberra ACT
18 November 2015

Dear Mr President
Dear Mr Speaker

The Australian National Audit Office has undertaken an independent performance audit
in the Department of Social Services titled Administration of the National Rental
Affordability Scheme. The audit was conducted in accordance with the authority
contained in the Auditor-General Act 1997. Pursuant to Senate Standing Order 166
relating to the presentation of documents when the Senate is not sitting, | present the
report of this audit to the Parliament.

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

Yours sincerely

(. A e

Grant Hehir
Auditor-General

The Honourable the President of the Senate

The Honourable the Speaker of the House of Representatives
Parliament House

Canberra ACT
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Auditor-General’s foreword

The issue of rental affordability featured prominently in the 2007 Federal Election and was a
priority for the incoming Government. Subsequently the elected Government commenced
planning for the implementation of a new affordable housing initiative. The National Rental
Affordability Scheme (NRAS, or the scheme) was officially launched by the then Minister for
Housing and the then Treasurer, on 24 July 2008. This was several months in advance of the
legislation and regulations supporting the operation of the scheme being put in place.

This audit has focused on the application and assessment stages of NRAS since it commenced.
The report contains no recommendations as further NRAS rounds are not expected to be called
and changes to the conditions of reserved allocations can now only be made in very limited
circumstances, mainly in the event of a natural disaster. Nevertheless, NRAS will continue to
operate for a further 10 years as dwellings are entered into the scheme and annual incentive
payments fall due. Over this time it is important that the responsible department maintains an
appropriate level of senior management oversight of the scheme.

The implementation of NRAS has highlighted the need for effective planning and sound
administration, if Government programs are to be successfully implemented and are to achieve
their objectives and expected outcomes. In considering the findings of the report several key
learnings emerged, these include the importance of:

° effectively planning for the implementation of programs, including allowing sufficient
time for the administrative design features and any supporting legislative and regulatory
frameworks to be settled prior to commencing formal implementation;

° integrating risk management processes into the overall design, governance, strategy,
planning and administration, to effectively manage risks to the achievement of the
objectives and outcomes of programs;

° identifying the required mix of essential skills, experience and capability to assist with
the efficient and effective design, implementation and administration of programs, in
accordance with broader government policy and any underlying legislative and
regulatory frameworks;

° conducting application and assessment processes in a manner that accords with policy,
legislative and regulatory requirements, including establishing robust probity and sound
decision making processes, and complying with procedural fairness and other
administrative law requirements;

° evaluating programs with a focus on understanding their impact, whether the policy
objectives and expected outcomes are being achieved, and whether the underlying
policy approach is an effective intervention;

° departments drawing to the attention of the Government, as early as possible, key risks
and shortcomings in policy design and the likelihood that related programs may not fully
achieve their intended objectives or outcomes; and

° creating and maintaining a minimum standard of documentation in relation to
administrative processes and decisions in order to support accountability and
transparency.
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Summary

Introduction

1. The National Rental Affordability Scheme (NRAS or the scheme) commenced in 2008. The
scheme was expected to contribute to improvements in the affordability of rental
accommodation for low and moderate income households. The objectives of the scheme were to:

° stimulate the supply of up to 50 000 new affordable rental dwellings (by the end of
2011-12);

° reduce rental costs for low and moderate income households; and

° encourage large-scale investment in, and innovative delivery of, affordable housing.”

2. The target of 50000 dwellings was revised in the 2011-12 Budget with the then
Government extending the delivery timeframe, providing funding for 35000 allocations
between 2008-09 and 2014-15, with funding for the remaining 15 000 allocations to be made
available in later periods. The overall target was revised as part of the 2014-15 Budget with the
Government subsequently announcing that no further allocations would be offered as the
scheme had not been successful in meeting its objectives, effectively capping the scheme at
38 000 dwellings.

3. A total of six application rounds were called between 2008 and 2013. Applicants® were
offered allocations or reserved allocations® during five of the six rounds, with no offers made in
relation to the last round. By mid-2015 around 26 000 dwellings had been delivered into the
scheme. The remaining dwellings are expected to be completed by 30 June 2016. Allocations or
reserved allocations are held by 145 approved participants®, although some NRAS dwellings
have been on-sold to third-party small investors.’

4, Through the scheme, approved participants are able to access an annual indexed
incentive of $6000 per dwelling for up to ten years.® The incentive has been made available in
the form of a refundable tax offset if the approved participant is an entity to which Division 380
of the Income Tax Assessment Act 1997 applies’ and/or a payment where the approved

1 Australian Government, National Rental Affordability Scheme—technical discussion paper, Canberra, 2008,
p. 2.

2 Applicants were persons or entities which applied for allocations or reserved allocations through an open call
for applications. Applications were received from a range of for-profit entities and organisations operating in
the not-for-profit sector.

3 Allocations relate to dwellings available for rent, whereas reserved allocations relate to dwellings yet to be
constructed.

4 An approved participant is a person or entity which has accepted an offer of allocations or reserved
allocations, or a person or entity to which allocations have been transferred at the discretion the delegate. An
applicant transitions to an approved participant upon accepting an offer of allocations.

5 A dwelling to which an allocation or reserved allocation relates, may be on-sold to a third-party (investor).
Responsibility for reporting in relation to the dwelling and submission of the annual statement of compliance
(claim for the NRAS incentive) rests with the approved participant which holds the allocation. The approved
participant may charge the investor a management fee for this service.

6 The value of the incentive for 2014-15 NRAS year was $7995.88.

7 This includes individuals, corporate tax entities, superannuation funds, partnerships and trustees.
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participant is an endorsed charitable institution.® To be eligible to receive the annual incentive,
the dwelling must have been rented to an eligible tenant® and have been rented at a rate which
is at least 20 per cent below market value at all times during the NRAS year (1 May to 30 April).
Approved participants may also receive either a financial benefit or in-kind support from the
relevant state or territory government.

Scheme administrative arrangements

5. The National Rental Affordability Scheme Act 2008 (the Act) and the National Rental
Affordability Scheme Regulations 2008 (the Regulations) established the framework for the
administration of the scheme. Since commencing, the scheme has been administered by three
departments and has been overseen by nine Ministers. The then Department of Families,
Housing, Community Services and Indigenous Affairs (FaHCSIA) was initially responsible for the
design and implementation of the scheme between 2008 and September 2010. At that time,
responsibility for administering the scheme transferred to the then newly created Department
of Sustainability, Environment, Water, Population and Communities (SEWPaC). In
December 2011, the administration of the scheme was transferred back to FaHCSIA and since
late September 2013, the scheme has been administered by the Department of Social Services
(DSS).*° Figure 1.1 on the following page outlines significant events and administrative changes
over the life of the scheme, including details of the responsible departments and ministers.
Current departmental estimates of the whole of life cost of the scheme are in the order of
$3.5 billion, with this funding to be allocated up to 2026. Departmental budget forecasts in
relation to the scheme indicate that by the end of 2014-15, nearly $560 million will have been
spent, with incentive payments and tax offsets expected to peak in 2020-21 at around
$345 million.

8 An endorsed charitable institution can also request to receive the incentive as a refundable tax offset.

9 An eligible tenant is a person or persons where their household income is less than the NRAS income limit.
For the 2015-16 NRAS year the base income limit for a one person household was $47 904, this amount
increased to $113 895 for a household made up of two adults and three children.

10 Throughout the report the administering departments are largely referred to as the department, unless
otherwise indicated. These references are to the department responsible for administering the scheme at the
relevant time.
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Audit objective and criteria

Audit objective

6. The objective of the audit was to examine the effectiveness of DSS’ administration of
NRAS, with a focus on the assessment of applications, and management of reserved allocations.
This is the first of two audits on the administration of NRAS. The second audit will examine the
department’s processing of approved participants’ statements of compliance (claims for
incentives) and the issuing of refundable tax offsets or payments, as applicable.

Criteria

7. To form a conclusion against the audit objective, the Australian National Audit Office’s
(ANAQ’s) high level criteria included assessing whether:

° applications made under the scheme were assessed in accordance with the
requirements of the Regulations and other government policy requirements; and

° incentives were allocated or reserved, and managed, in accordance with the conditions
set out in the Regulations.

Overall conclusion

8. From the commencement of NRAS in 2008 the delivery of eligible dwellings has been
slower than anticipated. The initial target of 50 000 dwellings was reduced to 38 000 dwellings,
but the funding for any reserved allocations or allocations withdrawn or revoked is to be
returned to budget.'! By mid-April 2015 the number of dwellings expected to be delivered into
the scheme had reduced to 37 679, with less than 27 000 dwellings entered into the scheme. If
the revised target of around 38 000 dwellings is to be achieved by 30 June 2016, a significant
acceleration in the construction of eligible dwellings is required.

9. The policy objectives of NRAS were threefold and while the department monitors the
delivery of dwellings into the scheme and whether eligible dwellings are rented at 20 per cent or
more below the market rate, no processes have been put in place to monitor or evaluate
whether the scheme has encouraged large scale investment in affordable housing, the
innovative design of affordable housing and/or whether NRAS has had any flow on effect in the
housing market.

10. Administration of the application and assessment process and management of reserved
allocations for NRAS has not been effective. During the early years there was a lack of
understanding of the Regulations and the operating environment, which led to the scheme
being administered in a manner which did not fully accord with the requirements of the
Regulations. The processes for assessing applications, managing reserved allocations and the
overall administration of the scheme could have been better planned and implemented. The
department has more recently focused on improving the administration of the scheme and

11 K Andrews, (Minister for Social Services), ‘Round 5 of flawed National Rental Affordability Scheme not
proceeding’, media release, Parliament House, Canberra, 13 May 2014.
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Summary

sought amendments to the Regulations to address key risks, including the slower than expected
delivery of dwellings into the scheme.

Supporting findings

11. To gain entry into NRAS a series of application rounds were called between 2008 and
2013. Applications received in relation to the scheme were assessed by the administering
department and relevant state and territory government agencies. The requirements of the
Regulations were not clearly understood and the approach to assessing applications did not
always fully comply with the Regulations, which may have resulted in some otherwise
meritorious applications not being supported. Administrative law and procedural fairness
requirements were also not consistently met across all application rounds during the
assessment process.

12. Following the assessment of applications, successful applicants were offered allocations
where a dwelling was available for rent, or reserved allocations where the dwellings were yet to
be constructed. A reserved allocation was a conditional offer whereby the applicant agreed to
deliver a dwelling, of a specific style and size, and in a specific location by an agreed future date.
By mid-April 2015 over 145 000 changes have been made to the size, style, location and agreed
available for rent date of dwellings, despite changes to the conditions of reserved allocations by
approved participants not being identified as a risk during the design of the scheme.

13. The department was slow in developing policies and procedures to effectively manage
the variation or change process and the ongoing management of reserved allocations could
have been improved to support the delivery of dwellings into the scheme as originally agreed
between approved participants and the administering departments. Amendments to the
Regulations in late 2014 have restricted extensions to the available for rent date for dwellings
and changes in the location and/or style of dwellings, encouraging approved participants to
deliver dwellings as previously agreed.

14. The application and assessment process and the management of reserved allocations
were also affected by the quality and completeness of departmental records. Records retained
in relation to the scheme were insufficient to support an assessment of whether key events,
such as all of the calls for rounds, were authorised by the delegate. The department also did not
have a complete or reliable record of dwellings as originally or subsequently approved to form
an accurate baseline against which the scheme can be administered.

15. Over the life of the scheme, emerging risks including the slower than expected delivery
of dwellings into the scheme were drawn to the attention of successive governments, largely
from late 2012. The advice to Government prior to 2014 did not adequately canvas options for
improving the delivery of dwellings into the scheme, or advise the Government in relation to the
shortcomings in the overall policy design and approach, or of the likelihood that the objectives
and intended outcomes of the scheme would not be fully achieved. To address these risks the
department could have taken administrative action and withdrawn reserved allocations where it
was apparent the associated conditions were unable to be met. As an alternative, the
department relied on amending the Regulations. In part, the 2014 amendments to the
Regulations were designed to accelerate the delivery of dwellings into the scheme.
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Summary of entity response

The proposed audit report was provided to DSS. DSS provided formal comments on the
proposed report and these are summarised below, with the full response included at
Appendix 1:

The Department acknowledges the findings in the audit report. The Department has already
implemented, or is in the process of implementing, major reforms to improve its capability in
policy development, programme management, workforce planning and information
management. These reforms address the key learnings identified in the report and will support
the design and delivery of future programmes.

The Department also notes the recognition in the report of improvements made to the NRAS.
The report also highlights that issues with the Scheme were exacerbated by several moves
between departments as a result of Machinery of Government changes, along with the tight
timeline resulting in significant time constraints for implementation.
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Audit Findings
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1. Introduction

Background

1.1 The National Rental Affordability Scheme (NRAS or the scheme) is a supply-side initiative
aimed at encouraging investment in newly constructed rental dwellings. The scheme was
established in 2008 with the overall objectives of:

° stimulating the supply of up to 50 000 new affordable rental dwellings (by the end of
2011-12);

° reducing rental costs for low and moderate income households; and

° encouraging large scale investment, in and innovate design of, affordable housing.*

1.2 The Australian Government offered applicants®® access to an annual incentive of
$6000 per dwelling for up to ten years. The annual incentive is indexed to the housing group of
the consumer price index from the date when the dwelling first becomes available for rent. The
incentive has been made available in the form of a refundable tax offset if the approved
participant™ is an entity to which Division 380 of the Income Tax Assessment Act 1997 applies™
and/or a payment where the approved participant is an endorsed charitable institution.*®

1.3 For approved participants to be eligible to receive the annual incentive, the dwelling must
have been rented to an eligible tenant’’ and have been rented at a rate which is at least
20 per cent below market value at all times during the NRAS year.'® The approved participant is
also required to comply with any other conditions of allocation or special conditions imposed.
Failure to comply with these requirements could result in the approved participant being ineligible
to receive the incentive for the specified period (the relevant NRAS year) or only being eligible to
receive a proportionally reduced amount.

1.4 The state or territory governments also offered approved participants a co-contribution in
the form of a payment or other in-kind support and agreed to match the Australian Government’s
rate of indexation where they provide a contribution to approved applicants on an annual basis.
To be eligible to receive the relevant state or territory government’s contribution, approved
participants may also be required to comply with other conditions imposed by the state and
territory government.

12 Australian Government, National Rental Affordability Scheme—technical discussion paper, Canberra, 2008, p. 1.
13 Applicants were persons or entities which applied for allocations or reserved allocations through an open call
for applications.

14  An approved participant is a person or entity which has accepted an offer of allocations or reserved
allocations, or a person or entity to which allocations have been transferred at the discretion the delegate. An
applicant transitions to an approved participant upon accepting an offer of allocations.

15 Thisincludes individuals, corporate tax entities, superannuation funds, partnerships and trustees.
16  Anendorsed charitable institution can also request to receive the NRAS incentive as a refundable tax offset.

17 An eligible tenant is a person or persons where their household income is less than the NRAS income limit. For
the 2015-16 NRAS year the base income limit for a one person household was $47 904, this amount
increased to $113 895 for a household made up of two adults and three children.

18 The NRAS year is from 1 May to 30 April.
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Audit objective, criteria, scope and methodology

Audit objective

1.5 The objective of the audit was to examine the effectiveness of Department of Social
Services’ (DSS’) administration of the NRAS, with a focus on the assessment of applications, and
management of reserved allocations.*

Criteria

1.6 To form a conclusion against the audit objective, the ANAQO’s high level criteria included
assessing whether:

° applications made under the scheme were assessed in accordance with the
requirements of the Regulations and other government policy requirements; and

° incentives were allocated or reserved, and managed, in accordance with the conditions
set out in the Regulations.

Scope

1.7 This audit is the first of two audits examining the administration of NRAS. The first audit
has examined the call for applications in relation to each of the six rounds and the department’s
assessment of applications received. The management of the stock of reserved allocations has
also been examined, along with consideration of the withdrawal of allocations where an approved
participant has not complied with the requirements of the scheme. The second audit will examine
the department’s processing of approved participants’ statements of compliance (claims for
incentives) and the issuing of refundable tax offsets or payments, as applicable.

Audit methodology

1.8 The audit included an examination of information held by DSS relating to the
development, implementation and ongoing administration of the scheme. This involved
examining a sample of applications from each application round and applicant and dwellings’ data
held in FOFMS?°, the information technology system used to assist with the administration of the
scheme. Interviews were also held with a number of key stakeholders about changes in the
housing market, the impact of the scheme on housing and rental affordability and DSS’
administration of the scheme. Key stakeholders were also provided with the opportunity to
contribute to the audit through the ANAQ’s Citizen Input Facility.**

1.9 The audit was conducted in accordance with the ANAO auditing standards at a cost of
$725 584.

19 Since commencement the scheme has been administered by three departments, the former Department of
Families Housing, Community Services and Indigenous Affairs, the former Department of Sustainability,
Environment, Water, Population and Communities (now the Department of the Environment) and DSS.
Throughout the report the administering departments are largely referred to as the department, unless
otherwise indicated. These references are to the department responsible for administering the scheme at the
relevant time.

20 FOFMS is also known as the FaHCSIA Online Financial Management System.

21 The ANAO has an online Citizen’s Input Facility which allows members of the public, groups and organisations
to provide information for consideration when conducting performance audits. The Citizen’s Input Facility is
open during the audit fieldwork phase.
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2. NRAS administrative arrangements and
overall progress

Areas examined
The ANAO considered the development and implementation of the scheme, the supporting
legislative and regulatory framework and administrative arrangements.

Supporting findings

° The Act and Regulations forming the basis for the administration of the scheme came
into effect from late November 2008, but were retrospective from 1 July 2008.

° The first call for applications was made in July 2008, well in advance of the supporting
legislation and Regulations being in place. Until such time as the Act and Regulations
were in place, there was no framework to formally support the implementation or
administration of the scheme, including the first call for applications.

° The department’s estimate of the whole of life cost of NRAS is around $3.5 billion. This
funding is expected to be allocated over the period 2008—09 to 2025-26. By 2014-15,
around $560 million had been spent on NRAS incentives.

° By 10 April 2015, 26 234 eligible dwellings had been delivered into the scheme.

° Over the life of the scheme to date, new residential dwelling approvals in Australia have
been around 100 000 each year.

° Queensland received the largest number of allocations, 10 427 or 27 per cent, while the
Northern Territory is the least represented jurisdiction with applicants receiving 1246 or
three per cent of allocations.

° The Government expected that institutional investors would be key participants in the
scheme, however, not for profit organisations hold the largest number of allocations or
reserved allocations, followed by for profit organisations, then universities and other
student accommodation providers.

Key learnings

° Effectively planning for the implementation of programs, including allowing sufficient
time for the administrative design features and any supporting legislative and regulatory
frameworks to be settled prior to commencing formal implementation.

° Integrating risk management processes into the overall design, governance, strategy,
planning and administration, to effectively manage risks to the achievement of the
objectives and outcomes of programs.

Scheme development

2.1 The scheme was initiated following a Senate Committee inquiry into housing affordability
in Australia which considered in 2008 that there was an inadequate supply of rental housing in
Australia with record lows in rental vacancies.

2.2 The Australian Government released a technical discussion paper about establishing a
rental affordability scheme in May 2008, seeking submissions and comments to assist with settling
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the final design features of the scheme. The technical discussion paper outlined the key elements
of the scheme and the role of the Australian, state and territory governments. This included that:

° the scheme would offer a national rental incentive to providers of new dwellings on the
condition that they are rented to low and moderate income households at 20 per cent
below-market rates;

° the incentive would comprise of an Australian Government contribution in the form of a
tax offset or grant, and a state or territory government contribution in the form of
financial and/or other support;

° the incentive would be provided annually for ten years on the condition that the
dwelling is rented to eligible low and moderate income households for at least
20 per cent below market rates for each of the ten years;

° the usual eligibility rules for Commonwealth Rent Assistance would apply;*

° the dwellings would be managed in accordance with relevant state or territory
government regulatory requirements; and

° participants would be subject to specific reporting requirements in relation to tenancy
selection and management, as well as to regular reporting for compliance purposes.

2.3 The technical discussion paper stated that the scheme was designed to pool resources
from a range of participants including financial institutions, non-profit organisations and local
government. Further, it was expected that by requiring dwellings to be rented below market rent
that the scheme would substantially improve housing affordability for tenants. The department
received 127 submissions in response to the technical discussion paper and this feedback guided
the design of the scheme. Key matters guiding the final scheme design, included:

° broadening eligibility requirements for tenants;
° developing a framework for market rent valuations and the indexation of rent charged;
° introducing a minimum size for housing portfolios (a minimum of twenty dwellings

during the establishment phase of the scheme); and

° basing the scheme in legislation with an act to cover high level provisions, with the other
aspects of the scheme to be covered by subordinate instruments.

2.4 Matters raised during the consultations not reflected in the design of the scheme included
a graduated penalty regime, and reducing the number of dwellings for which incentives would be
available, while also increasing the value of the incentive for each dwelling. Following the
consultation process, the then Treasurer and the then Minister for Housing, on 24 July 2008, in a
joint press release launched the National Rental Affordability Scheme Prospectus. The Prospectus
provided information to institutions and organisations considering applying for NRAS incentives
and announced the opening of Round One. This was in advance of the legislative framework to
support the implementation of the scheme being established. There was no record of the
department providing advice to the Government about delaying the first call for applications until
such time and the Act and supporting Regulations were in place.

22 Commonwealth Rent Assistance is available to low income families and welfare recipients living in private
rental accommodation.
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NRAS administrative arrangements and overall progress

NRAS legislative and regulatory framework

2.5 The National Rental Affordability Scheme Act 2008 (the Act) and the National Rental
Affordability Scheme Regulations 2008 (the Regulations) form the basis for the administration of
the scheme, with the Act receiving royal assent on 25 November 2008. The Regulations were
subsequently made on 28 November 2008 with both having retrospective effect from 1 July 2008.
Amendments were made to the Regulations on seven occasions between 2009 and 2014 with the
most significant changes designed to provide the delegate with greater flexibility in administering
the scheme and to accelerate the delivery of eligible dwellings. Other changes were made to
better align the Regulations with existing administrative practice and the overall policy intent of
the scheme. As a regulatory program, the scheme is required to be administered in a manner
which accords with the requirements of the Act and Regulations. Key requirements supporting the
administration of the scheme are presented in Appendix 2.

2.6 The first round of applications under the scheme opened on 24 July 2008, several months
prior to the Act and Regulations being put in place. Applicants were informed that any changes to
the proposed legislation would be communicated and offers were not made until the Regulations
were created. FaHCSIA advised the then Minister for Housing against calling for a second round of
applications prior to the assent of the legislation on the basis that until the Act received assent
and the Regulations were created, there was:

° no scheme against which any action could be taken;
° no criteria to use for the purposes of assessing applications; and
° no delegate for the scheme, which meant that decisions could not be made about

application rounds or closing dates.

NRAS targets and funding

2.7 When the scheme was launched, the Government expected that it would ‘assist
institutional investors, developers and not-for-profit groups to deliver 50 000 rental dwellings over
the next four financial years by creating a new residential property asset class for property
investors’.” The scheme was expected to stimulate the construction of:

° 3500 new rental dwellings in 2008-09;

° 7500 new rental dwellings in 2009-10;

° 14 000 new rental dwellings in 2010-11; and
° 25 000 new rental dwellings in 2011-12.%*

2.8 The then Prime Minister and then Minister for Housing had also previously announced in
March 2008 that if 50 000 incentives were achieved in the first four years and if market demand

23 Australian Government, National Rental Affordability Prospectus—Increasing the supply of affordable rental
housing for Australians and their families, Canberra, 2008 p. 1.

24 ibid., pp. 9-10.
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from renters and investors remained strong, that an additional 50 000 incentives would be
available from 2012 onwards.”®

2.9 Funding for the scheme was first announced as part of the 2008—-09 Budget. Subsequently
the Government made a number of changes to the funding and targets for the scheme. Funding
for NRAS was redirected in the 2011-12 Budget to assist with the rebuilding of flood-affected
regions across Australia.”® The Government also extended the implementation of the scheme,
providing funding for 35 000 allocations between 2008-09 and 2014-15, with funding for the
remaining 15 000 allocations to become available in later periods. Following the slower than
anticipated delivery of new rental dwellings into the scheme, the Government announced as part
of the 2014-15 Budget that no further allocations would be offered as the scheme had not been
successful in achieving its objectives.?’ At the same time, the overall target for the scheme was
revised down to 38 000 dwellings. Current departmental estimates of the whole of life cost of the
scheme are in the order of $3.5 billion, with this funding to be allocated up to 2026. Departmental
budget forecasts in relation to the scheme indicate that by the end of 2014-15, nearly
$560 million will have been spent, with incentive payments and tax offsets expected to peak in
2020-21 at around $345 million.

Administering entities

2.10 Since NRAS commenced in 2008, the scheme has been administered by three departments
and has been overseen by nine Ministers. FaHCSIA was initially responsible for the design and
implementation of the scheme between 2008 and September 2010. Responsibility for
administering the scheme was then transferred to the newly created Department of
Sustainability, Environment, Water, Population and Communities (SEWPaC—now the Department
of the Environment). In December 2011, the administration of the scheme was transferred back to
FaHCSIA and since late September 2013, the scheme has been administered by DSS.?® The
Secretary of the department is the delegate for the purpose of administering the scheme, but
these powers can be delegated to other officers. Figure 2.1 outlines key administrative changes
over the life of the scheme, including details of the responsible departments and Ministers.

25 T Plibersek (Minister for Housing) and K Rudd (Prime Minister), ‘Government to build 100,000 affordable
rental properties and kick-start housing construction reform’, media release, Parliament House, Canberra,
3 March 2008.

26  Australian Government, Budget Measures: Budget Paper No. 2, Department of Sustainability, Environment,
Water, Population and Communities 2011-12, Canberra, 2011, p. 14.

27  Australian Government, Budget Measures: Budget Paper No. 2, Department of Social Services, 2014—15,
Canberra, 2014, p. 22.
K Andrews, (Minister for Social Services), ‘Round 5 of flawed National Rental Affordability Scheme not
proceeding’, media release, Parliament House, Canberra 13 May 2014.

28 Throughout the report the administering departments are largely referred to as the department, unless
otherwise indicated. These references are to the department responsible for administering the scheme at
that time.
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NRAS funding rounds

2.11 Allocations or reserved allocations®® have been offered to applicants following the
assessment of applications received through six rounds undertaken between July 2008 and
August 2013. To support the achievement of the initial outcome of 50 000 new rental dwellings,
delivery of eligible dwellings was divided into two phases, the:

° establishment phase—Rounds One and Two under which a total of 11 000 allocations or
reserved allocations were expected to be offered during 2008—09 and 2009-10; and

° expansion phase—Rounds Three and Four consisting of 39 000 allocations or reserved
allocations which were expected to be offered in 2010-11 and 2011-12.

2.12 Initial uptake of the scheme was much lower than anticipated and as noted in
paragraph 2.9, the Government amended its overall target to 38 000 dwellings of which 35 000
were to be delivered by 2014-15. DSS’ records indicate that by mid-April 2015, 37 679 allocations
had been made or reserved, highlighting that the revised target of 38 000 dwellings will no longer
be achieved. Furthermore, it is likely that less than 37 679 dwellings will be delivered as some
reserved allocations may be withdrawn, as the associated dwellings cannot be delivered, and/or
allocations may be revoked, as approved participants or third-party investors®° choose to exit the
scheme. A summary of the outcomes of each round is presented in Table 2.1.

Table 2.1: National Rental Affordability Scheme rounds

or reserved
1 24 July 2008 | 4 September 2008 3018
2 17 December 2008 | 27 March 2009 4873
3 1 September 2009 | 31 August 2010 9385
4 14 June 2010 | 14 December 2010 18 039
Shovel Ready 18 April 2013 | 22 May 2013 2 364
5? 7 May 2013 | 6 August 2013 N/A
Total 37 679

Note 1: Figures do not include allocations which were ceased, revoked, withdrawn or substituted.

Note 2: Round Five did not proceed. The Australian Government’s decision not to proceed was announced as part of
the 2014-15 Budget.

Source: ANAO analysis of DSS data.
2.13 In May 2014, prior to the finalisation of Round Five, the Government announced as part of
the 2014-15 Budget, that the final round of NRAS had been suspended and that no allocations or

29 Allocations relate to dwellings available for rent, whereas reserved allocations relate to dwellings not yet
constructed and/or entered into the scheme.

30 Approved participants hold allocations or reserved allocations relating to dwellings, but dwellings may be on-
sold to third parties (investors). Allocations can be transferred between approved participants and dwellings,
and can be revoked by the delegate in accordance with the conditions of the Regulations. Similarly, reserved
allocations can be withdrawn by the delegate.
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NRAS administrative arrangements and overall progress

reserved allocations would be offered to applicants as part of that round.>! In closing the scheme,
the Government also announced that for incentives already allocated, payments would continue
to be made for up to ten years from the date of activation providing eligibility requirements were
met and homes were built in agreed locations and within the agreed timeframes.? The funding
for unallocated incentives or reserved allocations not used within the agreed timeframes were to
be returned to the budget.

Overall progress

2.14 By 10 April 2015, 26 234 eligible dwellings were delivered into the scheme, with a further
11 445 reserved.*®* While this result is just under the Government’s revised target of 38 000, it is
more than 12 000 less than originally envisaged when the scheme was launched.®* Over the life of
the scheme to date, new residential dwelling approvals in Australia have been around 100 000
each year. The distribution of NRAS dwellings across jurisdictions is discussed in paragraphs 2.16
and 2.17.

2.15 The department monitors the delivery of dwellings into the scheme and whether eligible
dwellings have been rented at 20 per cent or more below the market rate, as required by the
Regulations. To better understand the impact of the scheme and whether the scheme’s objectives
were being achieved, there would be benefit in the department establishing processes to monitor
and evaluate the extent to which the scheme has encouraged large scale investment in and/or the
innovative design of affordable housing.

Distribution of allocations by state or territory

2.16 NRAS is a national scheme supported by a co-contribution from the state and territory
governments. The level of financial support provided by each state and territory government was
discretionary and varied across the rounds. The level of support has influenced the distribution of
allocations and reserved allocations by state or territory, which is not closely aligned with the
proportional distribution of low and moderate income households as represented in Table 2.2.%° A
more proportional distribution could have been achieved by the Government offering applicants
Commonwealth only incentives®® where the level of state or territory government support was
lower than the proportional representation of low to moderate income households.

31 K Andrews, (Minister for Social Services), ‘Round 5 of flawed National Rental Affordability Scheme not
proceeding’ media release, Parliament House, Canberra, 13 May 2014.

32 Atthe request of approved participants the delegate can agree to vary the conditions of a reserved allocation
and where the conditions of a reserved allocation or allocation have not been met, the delegate can revoke or
withdraw the allocation respectively.

33 The department advised that there were 27 614 dwellings delivered into the scheme by 30 June 2015.

34 Just over 200 of the allocations for dwellings were revoked.

35 The accepted definition of ‘low to moderate household income’ is being in the bottom 40 per cent of income
distribution.

36 A Commonwealth only incentive would have limited the financial benefit available to approved participants to
the Australian Government’s contribution.
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Table 2.2: Distribution of allocations and reserved allocations by state or territory
Allocations Reserved Total Percentage of | Percentage of
allocations allocations' allocations low to
moderate
income
households?
ACT 1959 458 2417 6.41 1.96
NSW 3104 3726 6 830 18.13 30.83
NT 372 874 1246 3.31 1.33
QLD 9223 1204 10 427 27.67 19.73
SA 2903 754 3657 9.71 7.64
TAS 825 811 1636 4.34 2.43
VIC 5173 981 6 154 16.33 25.42
WA 2675 2637 5312 14.10 10.67
Total 26 234 11 445 37 679 100.00 100.00

Note 1: Figures do not include allocations which were ceased, revoked, withdrawn or substituted.

Note 2: Based on Australian Bureau of Statistics, ‘Household and Income Distribution, Australia 2011-12,
cat. no 6523.0.

Source: ANAO analysis of DSS and Australian Bureau of Statistics data.

2.17 An examination of the distribution of allocations and reserved allocations by state or
territory highlighted that Queensland received the largest number of allocations, 10427 or
27 per cent compared to a proportional distribution of low to moderate income households of
19 per cent.*’ New South Wales and Victoria received proportionately fewer allocations at
18 per cent and 16 per cent, despite these jurisdictions having a higher proportional distribution
of low to moderate income households at 31 per cent and 25 per cent respectively. The final
location on NRAS dwellings is presented in Figure 2.2, which highlights that the majority of
dwellings are located in major cities and inner regional areas.

37 The analysis presented in Table 2.2 does not take into account the possible effect of other Australian
Government housing initiatives, such as the National Partnership Agreement on Remote Indigenous Housing.
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NRAS administrative arrangements and overall progress

Figure 2.2: Location of NRAS dwellings (eligible and proposed)
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Profile of approved participants

2.18 Each round of NRAS has attracted a mix of applicants. Both the not-for-profit and for-profit
sectors have been represented in all rounds, with universities and student accommodation
providers also applying for and securing allocations in the second, third, fourth and shovel ready
rounds. While the scheme was expected to encourage institutional investors, developers and
not-for-profit groups to deliver affordable rental dwellings for low to moderate income
households, institutional investors have not participated to the extent originally envisaged. As at
mid-April 2015, allocations or reserved allocations are held by 145 approved participants,
although many NRAS dwellings have been on-sold to third-party small investors. Overall,
not-for-profit organisations hold the largest number of allocation or reserved allocations, followed
by for-profit organisations, then universities and student accommodation providers.
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Universities and student accommodation providers

2.19 One policy objective of NRAS was to provide affordable rental accommodation for people
on low to moderate incomes.* In this respect, the scheme has been criticised in the media for
supporting the provision of allocations for student accommodation, particularly as NRAS dwellings
have been rented to non-resident students. The Regulations do not prohibit student
accommodation providers from holding allocations or reserved allocations and are silent about
the need for tenants of NRAS dwellings to be Australian residents. The delegate has discretion in
making offers of allocations and can impose special conditions. In making offers of allocations or
reserved allocations to universities, the delegates generally imposed the following conditions:

° that tenancies are also made available to tenants other than students;

° where tenants are students, priority is given to those travelling from elsewhere in
Australia; and

° that initial leases are to be for a term of no less than 52 weeks. *

2.20 Tenancy demographic data captured by the department indicates that of the 3652 active
allocations held by universities, 1812 or 50 per cent were occupied by non-resident students
during 2013-14. While approving NRAS eligible dwellings for student accommodation may relieve
pressure on affordable rental accommodation in areas in and around universities, it can also
reduce the total number of incentives available for other accommodation types.

38 Australian Government, National Rental Affordability Scheme—Prospectus, Canberra, 2008, p. 2.

39 Due to an administrative oversight, one approved participant was offered 828 reserved allocations for student
accommodation, without these conditions being imposed.
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3. Application and assessment process

Areas examined

The ANAO examined the adequacy of guidance provided by the department to applicants, and
whether applications made under the scheme were assessed in accordance with the requirements
of the Regulations and other government policy requirements. The role of probity and legal
advisers and the delegate as decision maker were also examined.

Supporting findings

As part of each call for applications guidance was issued to applicants about how to
apply for allocations or reserved allocation. This guidance was not always clear and more
complete information may have assisted applicants with submitting compliant applicants
and all of the required information.

A total of six rounds were called between 2008 and 2013, but there is a lack of certainty
about the nature of the authority for the conduct of each round. The Regulations require
a delegate to authorise each round, although DSS only had a record of the delegate
authorising two of the rounds.

The implementation of the assessment process and the prioritisation of applications by
the administering department unintentionally disadvantaged some applicants with these
applicants not receiving offers of allocations or reserved allocations.

An internal review of the assessment processes in relation to the early rounds concluded
that the transparency of the processes could have been improved with some of the
processes considered to not comply with procedural fairness requirements or sound
administrative decision making principles.

Aspects of the application and assessment process have not been administered in a
manner which fully accorded with the requirements of the Regulations and/or guidelines
issued in support of the call for applications. This included:

- not fully assessing applications against the priority areas of interest forming part
of the sets of assessment criteria;

- separately assessing projects within an application rather than the application as
a whole;

- the state and territory governments’ completing a full assessment of applications
during Round One; and

- prioritising applications by state or territory despite NRAS being a national
program.

The application and assessment processes improved over time with a higher level of
engagement with the department’s legal services.
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Key learnings

° Identifying the required mix of essential skills, experience and capability to assist with
the efficient and effective design, implementation and administration of policy
measures, in accordance with broader government policy and underlying legislative and
regulatory frameworks.

° Conducting application and assessment processes in a manner that accords with policy,
legislative and regulatory requirements, including establishing robust probity and sound
decision making processes, and complying with procedural fairness and other
administrative law requirements.

Guidance to applicants and key planning documents

3.1 As the initial administering department, FaHCSIA prepared guidance documents to support
the first call for applications. This included the initial NRAS Guidelines and Application Guidelines
which provided information to applicants about how the scheme would operate, how to apply for
allocations, and how applications would be assessed. This suite of documents was subsequently
updated with each call for applications. From Round Two onwards the Act and Regulations also
provided further guidance for applicants. Despite this, a feature of the scheme during the conduct
of several rounds was the receipt of large numbers of non-compliant applications. The quality of
the guidance as well as the lack of experience of some applicants in dealing with government
application processes of this nature may have contributed to this outcome.

3.2 The department’s record keeping in relation to guidance provided to applicants and
internal planning and policy documents prepared to support the application and assessment
processes could have been improved. The department retained copies of most of the guidance
documents from each round with the exception of the Assessment Plan for Round Five. Other
governance documents including the probity plans and deeds of confidentiality/conflict of interest
declarations could only be provided by the department for the Shovel Ready Round and Round
Five. Table 3.1 presents information about the retention of these important documents by the
department.

Table 3.1: Guidance material and planning documents retained

Document Round Round Round Shovel

Two Three Four Ready/
Round Five

NRAS Guidelines v v v v v
Application Guidelines v v v v v
Assessment Plan v v v v

Probity Plan x x x x

DeeQS of gonfidentiality/ ' x « « < v
conflict of interest declarations

Source: ANAO analysis.
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Application and assessment process

NRAS Guidelines

33 The NRAS Guidelines are program level guidelines and provide a general description of the
scheme, setting out the objectives and outlining the regulatory framework under which the
scheme operates. The Regulations allow for the delegate to issue guidelines about how an
applicant may apply for allocations in relation to a call for applications and where guidelines are
issued the Regulations state that applicants are required to comply with these. The Guidelines
imposed additional requirements on applicants, particularly in relation to the form in which an
application was to be submitted.

Application Guidelines

3.4 The Application Guidelines were developed to provide advice and guidance to applicants
about how to apply for incentives and how applications would be assessed. Similar to the NRAS
Guidelines, applicants were required to comply with any guidelines issued as part of a call for
applications. Therefore, the Application Guidelines were central to enabling an efficient and
compliant application process.

3.5 While the guidelines provided applicants with adequate information about the application
and assessment process, additional and/or more reliable information could have been provided to
applicants, particularly in relation to the early rounds. A key omission from the early Application
Guidelines was information about how financial and organisational viability was to be assessed.
Financial viability was a key part of the assessment process and more complete information about
this process may have assisted applicants with providing all of the required information. The
guidance to applicants improved as the scheme progressed, with the Application Guidelines for
Round Four onwards being more comprehensive.

Assessment Plans

3.6 The Assessment Plans for each round were the main documents used to guide the
assessment of applications. Typically, these plans set out how each criterion was to be assessed
and key decision points in the assessment process. The Assessment Plans also outlined the roles
and responsibilities of the assessment teams, external consultants, quality assurers, the state and
territory governments and the delegate.

3.7 The Assessment Toolkits, an attachment to the Assessment Plans, were primarily an
internal resource developed to standardise the assessment process. The toolkits provided
additional guidance about assessing each criterion and detailed the respective benchmark scores.
In December 2009, the department’s legal services suggested making the Assessment Toolkits
available to applicants following a request for an internal review and the commencement of a
judicial review by an unsuccessful applicant from Round Two. The toolkits were made available to
applicants for the Shovel Ready Round and Round Five which were called in April and May 2013
respectively.
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Deeds of confidentiality and conflict of interest declarations

3.8 Officers involved in the design of application processes and the assessment of applications
should be aware of confidentiality requirements and situations that could give rise to a conflict of
interest. While the Assessment Plans from Round Two onwards contained deeds of confidentiality
templates and conflict of interest declarations, the department was unable to provide signed
copies for any rounds, with the exception of assessment staff from the Shovel Ready Round and
Round Five. The department could also not locate any signed deeds of confidentiality or conflicts
of interest declarations for any of the delegates.

3.9 Australian Public Servants are bound by confidentiality obligations through the course of
their employment.”> Members of the assessment teams and delegates formally acknowledging
their confidentiality obligations would have reinforced the sensitivity of the application and
assessment process. This was particularly relevant as the assessment process also involved third
parties, including representatives from the state and territory governments. One state
government was a shareholder of an entity applying for reserved allocations in Round Four,
creating an actual, potential or perceived conflict of interest for the state assessment team. A
2009 internal audit of NRAS also identified breaches of privacy and confidentiality relating to the
assessment of Round Two applications, highlighting the need for these processes to be reinforced
to the officers involved.

Calls for applications

3.10 NRAS was implemented in two phases—establishment and expansion. During the
establishment phase, the application and assessment processes focused on selecting proposals
where the applicants were expected to be able to deliver dwellings by 30 June 2010. Moving into
the expansion phase, Round Three called for applications that could deliver larger scale
developments or that were tied to other Australian Government social housing and economic
stimulus initiatives. Round Four, the Shovel Ready Round and Round Five focussed on expanding
the scheme. Presented in Table 3.2 is a summary of the main focus areas of each round.

40 The Public Service Act 1999 outlines the standards of conduct and behaviour required from Australian Public
Servants, including maintaining the confidentiality of information, and avoiding real and/or perceived conflicts
of interest.
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Application and assessment process

Table 3.2:  Assessment criteria specified as part of each call for applications—
Schedule 1 of the NRAS Regulations

NRAS Main focus area

round

1 Dwellings that would be available for rent between 1 July 2008 and 30 June 2010.
2 Early round: projects that could be completed and available by 30 June 2009.

Main round: projects that were due to be completed after 1 July 2009.

3 Projects on state/territory owned land which had been released for mixed residential
development by state/territory governments; or

Projects that involved 1000 or more dwellings; or

Projects that linked to the Social Housing Initiative which was a component of the Nation
Building and Economic Stimulus Plan.

4 Proposals of 20 or more dwellings, although applications for 100 or more dwellings were
preferred.

Shovel Dwellings that could become available for rent by June 2014.

Ready

5 Dwellings that could become available for rent between 1 July 2015 and 30 June 2016.

Source: NRAS Application Guidelines.

3.11 In accordance with the Regulations, the Secretary (or their delegate) is the only person
authorised to make a call for applications and any call for applications is required to specify the set
of criteria to be used in assessing applications. Calls for applications were made through the
release of the Application Guidelines for each round, but the records of the delegates’ decisions in
relation to the calls for applications for Rounds One to Four have not been maintained. In
substance, an administrative decision to call these rounds may have been made, but a record of
the delegate’s authorisation exists only for the Shovel Ready Round and Round Five. In the
absence of these records, it not clear whether there is an express authority for the conduct of
several of the rounds.

Assessing applications

3.12 The assessment of applications involved four stages:

° compliance checking;

° assessment against the criteria;

° assessment of financial and organisational viability; and

° assessment by the relevant state and/or territory governments.

Compliance checking

3.13 The department conducted a completeness and correctness check to determine whether
applications met the mandatory requirements of the scheme, and that all required information
was provided. Where a non-compliant application was received, the delegate was able to invite
the applicant to vary the application or request additional information. In relation to Round Two,
of the 140 applications received only 25 were deemed to be fully compliant at the time of
submission. The department requested the remaining 115 applicants to provide further
information. During the subsequent rounds, the assessment toolkit and financial viability
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methodology were made available to applicants giving the applicants greater detail about the
assessment process. Despite this, the number of non-compliant applications received remained
high. For example, in relation to the 29 applications examined from the Shovel Ready Round,
76 per cent of applicants were invited to provide further information in order to proceed to
assessment.*!

Assessing applications against the assessment criteria

3.14 The delegate was required to assess applications in accordance with the assessment
criteria specified in the call for applications. The assessment of applications involved evaluating
and scoring compliant applications against the specified set of assessment criteria, including the
main focus areas as set out in Table 3.2. This provided a consistent basis for assessing applications
and assisted in differentiating between applications of varying merit. Round One applications
were assessed in their entirety by the relevant state or territory government, but for subsequent
rounds the state and territory governments only assessed selected criteria where local knowledge
was considered valuable. Based on the outcome of the assessments, and taking into account
other value for money considerations and risks associated with each application, applications
were prioritised and a recommendation was made to the delegate for their consideration.

3.15 In assessing applications the delegate may ‘choose any combination of dwellings from an
application’®, but the delegate ‘must assess applications in accordance with the assessment
criteria specified for the call for applications’.** For Rounds One and Two applications were
assessed as a whole, but as the scheme matured assessments began to be made of individual
projects within an application. While this may have assisted with identifying projects in higher
need areas, the sets of assessment criteria specified in the Regulations made no reference to
assessing applications on that basis. As a result, some applicants were unintentionally
disadvantaged. Further, in Round Three, some applicants were ultimately unsuccessful because
some projects within the applications were not supported by the relevant state or territory
government. This resulted in the overall number of dwellings falling below the minimum
requirement of 1000, with the application being set aside. As a consequence some meritorious
projects may not have been supported.

Assessment criteria—priority areas of interest

3.16 Each set of criteria for Rounds One to Three also included ‘priority areas of interest’. The
Application Guidelines state that these priorities were not mandatory, but the Round One
Application Guidelines indicated that compliance with them was more likely to attract higher
scores during the assessment process. In communicating the assessment criteria and priority
areas to potential applicants in Round One, ‘proposals for rental dwellings that will become
available between 1 July 2008 and 30 June 2010’** was interpreted by the department to mean
proposals that included dwellings that would become available during 2008-09. Despite this,
18 per cent of Round One applications were for dwellings not expected to become available until
after 30 June 2010.

41  Atotal of 125 applications where received as part of the Shovel Ready Round.
42 National Rental Affordability Scheme Regulations 2008, Regulation 12(3).

43 ibid., Regulation 12(1).

44  ibid., Schedule 1—Sets of assessment criteria, Set 1, criteria 2(a).

ANAO Report No.8 2015-16
Administration of the National Rental Affordability Scheme

34



Application and assessment process

3.17 In some circumstances the priority areas of interest were viewed by the department as
discretionary, although they formed a substantive part of the set of assessment criteria, as set out
in the Regulations, indicating that the priority areas of interest were not discretionary. From
Round Four onwards, the use of ‘priority areas of interest’ was discontinued in favour of criteria
subsets.

Minimum or benchmark scores

3.18 Benchmark or minimum scores were used to support the assessment of applications for
the majority of criteria across the rounds. Generally, the benchmark score to be met was a
numeric score that aligned with a descriptor of ‘meets criterion’. In most instances applications
were required to meet the benchmark score for each criterion in order to be recommended to the
delegate. Based on analysis of a sample of applications from each round, some proposals which
did not meet the benchmark scores for each criterion, but that scored well in aggregate, were
recommended to the delegate for approval.

Financial viability assessment

3.19 Across all rounds the assessment of financial and organisational viability was contracted
out to external service providers. Applicants were required to submit their most recent audited
financial statements, projected cash flow analysis, details of project costs, financing
arrangements, and the planning, development and construction status of the nominated projects.

3.20 The methodology used to assess the financial viability of proposals and applicants varied
across rounds. For example, in Round Two, one service provider assessed the financial viability of
each individual project, with a second service provider engaged to assess the financial viability and
risk profile of the applicant. In the later rounds, financial assessment of both proposals and
applicants was completed by one service provider. For proposals consisting of multiple projects,
the service provider assessed one project from each proposal. The assessment process was based
around the achievement of a benchmark score, and the results of the financial viability
assessment were taken into consideration when making recommendations to the delegate.

3.21 In the early rounds, in agreement with the state and territory governments, the financial
viability assessment tool was not made public, and as a result, applicants did not have access to
information about how financial viability was to be assessed. At the conclusion of Round Two,
some applicants raised concerns with the department about the lack of transparency which led to
an internal review of the delegate’s decision in relation to an application and the underlying
assessment process. Not releasing the financial viability assessment methodology was found by
the department to be incompatible with the principles of procedural fairness. From Round Four,
the Assessment Toolkits were made available to applicants and included details of the financial
viability assessment methodology to be used.
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Role of the state and territory governments

3.22 NRAS is a national program which is supported by a state and/or territory co-contribution.
The Australian Government provides 75 per cent of the funding to approved participants, with the
state and territory governments contributing the balance. This may be through in-kind support,
including the provision of land, or an annual cash payment. Given the financial commitment being
made by the state and territory governments to the scheme, they have played a significant role in
assessing applications. In particular, during the early rounds, applicants were required to address
priority areas of interest that included whether proposals were consistent with state, territory or
local government affordable housing priorities. This requirement could reasonably be interpreted
to mean that the state and territory governments could be asked to provide advice to the
delegate about the extent to which a proposal met state, territory or local government affordable
housing priorities. Nevertheless, it was agreed that the state and territory governments would
complete a full assessment of Round One applications and a partial assessment from Round Two
onwards.

3.23 In accordance with the Act, the delegate is the sole decision maker for the scheme and
during the early rounds the delegates did not offer allocations to applicants which did not have
state or territory support. Departmental legal advice relating to the conduct of the early rounds
stated that:

whilst the Delegate can place a heavy weight on the support of the relevant State and Territory
in making their decision whether or not to make an offer of allocation, the Delegate cannot have
their decision shaped by the State or Territory and must consider the individual merits of the
application.

3.24 A new set of assessment criteria which formed the basis of the call for applications for
Rounds Four, the Shovel Ready Round and Round Five were included in the 11 May 2010
amendments to the Regulations. The amendments included a requirement that ‘the relevant state
or territory supports the proposal’®. The inclusion of this criteria normalised pre-existing
administrative practice.

Grouping application by state or territory prior to assessment

3.25 In establishing the scheme, the Australian Government agreed with the state and territory
governments that 25 per cent of the value of the NRAS annual incentive was to be provided to
approved participants by the state and territory governments, as either financial or in kind
support. During each round the state and territory governments were requested to provide advice
about the level of support to be made available. Based on this advice, the available allocations for
each round were divided into separate pools according to how many incentives the state and
territory governments would support in their jurisdiction.

3.26  Applications received were grouped by state or territory prior to assessment and were
then prioritised within that grouping based on the results of the assessment process. The grouping
of applications by state or territory was not consistent with the Regulations. During the early
rounds this resulted in applications considered to be of higher overall merit not being supported

45 National Rental Affordability Scheme Regulations 2008, Schedule 1—Sets of assessment criteria, Set 6,
Criteria 1(c).
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as the available allocations for the jurisdiction had been exhausted. Consequently, prioritising
applications based on the Australian Government’s score and whether the application was
supported by the relevant state or territory government may have resulted in a different mix of
successful applications.

3.27 In Round One an application that was scored 19 out of a possible 25 by FaHCSIA and that
was supported by the relevant state government, did not receive an initial offer of allocations as
the available allocations for that state had been used. In contrast, in another state, two applicants
were collectively offered 467 incentives although FaHCSIA only scored the applications six and
eight respectively. This was below the agreed Round One benchmark score of 10 and accounted
for about 15 per cent of Round One offers. It was not possible to replicate similar analysis for the
other rounds as insufficient records had been retained by the department.

3.28 The application guidelines for each round made reference to state and territory
government affordable housing priorities, and the role of the state and territory governments in
assessing applications and providing advice to the Australian Government, but did not discuss the
grouping of applications or the process for prioritising applications following assessment. Including
this information in the guidelines would have promoted greater transparency of the assessment
process.

Use of probity and legal advisers

3.29 To support the application and assessment process, at varying times during the life of the
scheme, the department engaged the services of probity and legal advisers. Their main roles were
to assist the department with understanding and complying with the regulatory framework under
which the scheme operates and other government policy and legislative requirements.

3.30 Probity advisers were engaged at the beginning of each round, and while there was
evidence of advice being sought in relation to specific probity issues, the Shovel Ready Round and
Round Five were the only rounds for which probity planning was evident with probity plans
available. Probity plans could usefully have outlined the underlying probity principles; roles and
responsibilities of the Australian, state and territory governments; key probity risks; strategies for
communicating with applicants; and processes for managing conflicts of interest, confidentiality
and other probity risks. A sound approach would have been for the probity advisers to develop a
probity plan for each round in consultation with the department, with the plans submitted to and
endorsed by the delegate.

3.31 Despite a probity adviser being engaged to support the conduct of each of the rounds,
insufficient consideration was given to the requirements of the Regulations when developing the
Application Guidelines, the NRAS Guidelines and the Assessment Plans for the early rounds. At the
completion of Round One, the probity adviser reported to the department that ‘the assessment
process was conducted in accordance with the process stated in the Assessment Guidelines and
Application Assessment Plan [and] [a]s a result, the integrity of the process can be demonstrated.’
The probity adviser also informed the department that the first round had complied with
Australian Government probity principles and considered that the “...selection process undertaken
meets Commonwealth Procurement Guidelines requirements’. The scheme is enabled through
legislation and operates as a regulatory program, and as such was not a procurement. Internal
legal advice in December 2009 recommended that the department reconsider the role of the
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probity adviser in future rounds. In particular, noting that experience in administrative law would
bolster the quality of the advice expected to be provided to the department.

3.32 The department was also unable to provide evidence of consistent and substantive
engagement with the legal service advisers during the early stages of NRAS. The lack of
engagement may have contributed to some of the confusion around the operational aspects of
the scheme. The involvement of the department’s legal services significantly increased from late
2009 following a Round Two applicant seeking both an internal and judicial review of a decision of
the delegate, in relation to not receiving an offer of allocations under the main part of Round Two.
At the completion of the internal review, and in light of the adverse findings made, the delegate
subsequently supported the making of an offer of 350 reserved allocations to the applicant.

3.33 While the internal review related specifically to the assessment of one particular
application, there were flow on consequences for the application process more generally. In
reviewing the suite of documents including the Application Guidelines and NRAS Guidelines, the
department’s internal legal services identified ‘significant procedural fairness issues’ with the
original decision making process. In particular:

° the benchmark scores against which applications were assessed were not clearly
communicated to applicants;

° applicants were not given an opportunity to respond to adverse findings before
decisions were made; and

° there was the possible perception that policies had been applied inflexibly.

3.34 At the time of the internal review, the department had already made a call for Round
Three applications and released the supporting Application Guidelines. As mentioned in
paragraph 3.7, the department’s legal services subsequently recommended that the Round Three
Assessment Tool be amended and published and that in relation to Round Four, a complete
rewrite of the documentation be undertaken. DSS advised that it does not have a record of the
documents being amended and publicly rereleased. The Round Four application guidance
documents provided applicants with greater detail about the assessment process and the process
for appealing a decision. The Assessment Toolkits were also published which provided guidance to
applicants about benchmark scores and their application.

Adyvice to the delegate/decision maker

3.35 The decision making arrangements for NRAS are based on the requirements of the Act and
Regulations. The Secretary is the nominated decision maker, but responsibility for approving
applications and other key administrative decisions were delegated to other senior officers within
the department, as allowed for by the Act.

3.36 In deciding whether to make offers of allocations or reserved allocations to applicants, the
respective delegates have relied on written advice from the department, presented as
consolidated assessment reports or individual application assessments. The views of the state and
territory governments were also considered. As discussed in paragraphs 3.22 to 3.24, offers of
allocations to applicants in Rounds One and Two were only made to applicants where their
application was supported by the relevant state or territory government. This position was further
advanced in Round Three where it was stated in the Assessment Plan that:
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3.37

Application and assessment process

The Commonwealth Decision Maker’s policy in relation to offers of Allocation and Reserved
Allocation is to only offer Allocations or Reserved Allocations to those Applicants whose
Applications are also supported by the relevant State or Territory, noting that this policy cannot
be applied inflexibly, and consideration of individual circumstances must be undertaken by the
Commonwealth Decision Maker.

In determining whether to make an offer of allocations to an applicant, the delegates have

relied on the department to provide all relevant information to enable the making of informed
decisions, consistent with the requirements of the scheme, government policy and administrative
law. Issues in relation to the decision-making processes were brought to the attention of the then
delegate in late 2009, when the delegate was advised that:

3.38

The Department has become aware that some of the assessment processes used to make
recommendations to the decision maker on whether or not to make allocations of [National
Rental Incentives] under the NRAS, may not discharge the decision maker’s legal obligation to
make administrative decisions consistently with rules of procedural fairness.

To improve the decision making process, in April 2010 the delegates participated in a

decision making workshop. The advice to the delegates in relation to Rounds Three and Four was
more comprehensive with matters such as the application of state or territory requirements in
relation to residential tenancy and the how proposals would contribute to longer-term housing
outcomes discussed. During the Round Four assessment process the delegate was also verbally
briefed by an officer from the assessment team about the assessment outcomes providing an
opportunity for the delegate to seek clarification of matters and/or additional information to
inform the decision-making process.
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4. Management of reserved allocations

Areas examined

The ANAO examined the frameworks for reviewing variation requests, the approval of variation
requests and the impact of approved variations on the delivery of eligible dwellings into the
scheme. This included consideration of whether incentives allocated or reserved were managed in
accordance with the conditions set out in the Regulations.

Supporting findings
° Only limited consideration was given to the risk that approved participants would not be
able to deliver dwellings into the scheme and the Regulations as originally drafted, did

not provide a legal basis for approved participants to request variations to the conditions
of reserved allocations.

° The early guidance to approved participants and internal policy guidance did not
establish a framework for the assessment of variation requests, but as understanding of
the operating environment evolved, the Regulations were amended and the processes
for managing variation requests were formalised.

° Due to the poor quality of the records retained over the life of the scheme, there is no
complete record of dwellings as originally approved and/or subsequent approved changes.

° The capacity of approved participants to deliver dwellings in accordance with the agreed
conditions of reserved allocations and/or approved variations should have been given
greater consideration during the assessment of variation requests.

° Since the start of NRAS through to 10 April 2015, in excess of 145000 changes of
location, size, style or expected availability had been made to reserved allocations.

° Changes to the agreed available for rent date resulted in the peak period for delivery of
dwellings shifting from the 2011 to 2013 NRAS years into the 2013 to 2015 NRAS years.
° Emerging risks relating to the achievement of the scheme’s objectives and outcomes

were drawn to the attention of successive governments, largely from late 2012.
However, this advice prior to 2014, did not adequately canvas options for improving the
delivery of dwellings into the scheme, or provide advice to Government about the
shortcomings of the policy design and approach, and the likelihood that the program
would not fully achieve its intended outcomes.

Key learnings

° Evaluating programs with a focus on understanding their impact, whether the policy
objectives and expected outcomes are being achieved, and whether the underlying
policy approach is an effective intervention.

° Departments drawing to the attention of the Government, as early as possible, key risks

and shortcomings in policy design and the likelihood that policy measures may not fully
achieve their intended objectives or outcomes.

° Creating and maintaining a minimum standard of documentation in relation to
administrative processes and decisions in order to support accountability and
transparency.
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Management of reserved allocations

NRAS allocations and reserved allocations

4.1 Following the assessment of applications, offers of allocations or reserved allocations were
made to successful applicants. An offer of allocations was made to applicants where eligible
dwellings were available for rent, while reserved allocations are a conditional offer for dwellings
that are expected to become available at a later date. The conditions pertaining to reserved
allocations have generally related to the location, style, size and expected timeframe for the
delivery of each associated dwellings.

4.2 Analysis of NRAS data indicates that as at 10 April 2015 there were 37 679 allocations and
reserved allocations. Of these, 26 234 were allocations, and 11 445 were reserved allocations,
including one provisional allocation.*® A further 8390 allocations or reserved allocations were no
longer available through the scheme, having been withdrawn or revoked.

4.3 Management of the stock of reserved allocations is a key part of the administration of
NRAS. Since March 2009, more than 145 000 changes to the conditions of reserved allocations
have been made.*” On average, nearly four changes have been made to each of the dwellings
currently available or expected to become available through NRAS. Table 4.1 presents information
about the number of changes to the agreed available for rent date, location, style and size of
dwellings.

46  From 23 December 2014, the delegate has been required to make a provisional allocation where the agreed
available for rent date has been reached, but other conditions of a reservation have not been satisfied. The
effect of a provisional allocation is that the 10 year incentive period commences, with the approved
participant only entitled to receive the incentive once the conditions of the reserved allocation are satisfied.

47  This total includes changes to reserved allocations that have subsequently been activated; identified changes
to the conditions of activated dwellings have not been included in the total. The changes to reserved
allocation have included: the location of the proposed dwelling, the style (studio, townhouse etc.) or size of
the dwelling (number of bedrooms) and agreed rental availability date. These details are presented in
Table 4.1.
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Management of reserved allocations

Framework for varying reserved allocations

4.4 In establishing the scheme, limited consideration was given to the risk that approved
participants would not be able to deliver dwellings into the scheme as originally expected and/or
in accordance with the conditions of the reserved allocations. In response to this emerging risk,
during the early stages of the scheme FaHCSIA sought internal legal advice about the basis for
varying the conditions of reserved allocations. Advice received in August 2009 stated that if a
proposed change to a reserved allocation was consistent with the description in the original offer,
and the dwelling would otherwise remain compliant with the conditions of the allocation, then no
variation to the offer would be required. For example, where a dwelling’s location was only
identified by postcode, then a change in location within the same postcode would not require the
approved participant to submit a variation request. In relation to other variations to a dwelling’s
location, style or size the advice suggested that the delegate could withdraw and remake the
offer, setting out the new conditions applying to the reserved allocation.

4.5 Subsequent advice in February 2010 disagreed with the previous advice to the extent that
it stated that any re-offer of an allocation would have to be made based on whether the proposal
met a set assessment criterion applicable to an open call for applications. The Regulations were
later amended on 11 May 2010, providing an express legislative basis for the existing
administrative practice of approving changes to the location, style and size of proposed dwellings.

Departmental guidance, policy and procedures

4.6 Over time various documents relating to the administration of variation requests were
prepared. This included several iterations of the variation/change request form, policy guidelines,
and advice and guidance for approved participants. However, there were gaps in the
documentation, including, an absence of guidance material relating to the assessment and/or
processing of change requests prior to the May 2010 Regulation amendments.

4.7 The guidance and process documents relating to varying the conditions of reserved
allocations generally accord with the Regulations, although it is evident that changes to the
conditions of reserved allocations were expected to occur only in exceptional circumstances.
Consequently, the early guidance to approved participants and internal policy guidance not did
establish a framework for the assessment of change requests. As understanding of the operating
environment and the requirements of the scheme developed the approach to assessing change
requests evolved.

Assessing variation requests

4.8 To request a change to the conditions of a reserved allocation, approved participants are
required to enter the requested change into FOFMS, and submit a separate variation request and
supporting documents. Prior to mid-2010, change requests took the form of an email from
approved participants. A change request form was subsequently developed, to assist with
consistently capturing required information, although updates to forms used by the department
did not always correspond with the amendments to the Regulations.
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Submission of change requests and advice to the delegate

4.9 While guidance setting out how change requests were processed prior to 11 May 2010 has
not been identified, legal advice in 2009 described the process as the department examining the
appropriateness of the proposed alternative dwelling, contacting the relevant state and territory
government to gain their view on the proposal and then seeking the approval of the delegate. The
delegate was provided with a minute for consideration, outlining the details of the change request
and the recommended action.

4.10 From mid-2010 a template was used by the department for change requests. The
template has been updated multiple times since 2010 and DSS now uses an individual request
form and two templates for advice to the delegate, depending on the complexity of the variation
request. The information provided to the delegate varied over time and the advice provided has
not always been sufficient for the delegate to make fully informed decisions or identify how
change requests have been assessed. Further, complete records of the assessment of change
requests undertaken by the department have not been retained and some decisions of the
delegate were not available for review by the ANAO.

Changes not requiring submission of a formal variation request

4.11  Prior to 23 December 2014, approved participants were able to update the street address
field in FOFMS without submitting a formal variation request. This accorded in part with
departmental legal advice which indicated that a change to a dwelling that did not alter the
conditions of a reserved allocation would not constitute a variation requiring approval. In this
respect, the street address field was updated in FOFMS for around 9500 dwellings where the field
was previously blank or undefined. In excess of 40 000 changes were also made to the street
address field of reserved allocations where some form of identifying street address information
had already been entered into FOFMS.*® DSS advised that in this respect it has processed requests
for changes of location where the existing address recorded in FOFMS does not reflect the
location approved by the delegate (as stated in the original offer or approved through a previous
variation request). Changes to the location of a dwelling are no longer permissible except in the
circumstances of a natural disaster resulting in the agreed location no longer being suitable.
Consequently, the functionality to allow approved participants to amend the street address field
in FOFMS has been disabled.

Withdrawal of reserved allocations

4.12 Where a change request is not supported, the delegate can approve the withdrawal of a
reserved allocation from an approved participant. Approved participants can also request, with
the approval of the delegate, to withdraw a reserved allocation. Up to 10 April 2015,
7857 reserved allocations were withdrawn. Where the department was seeking to withdraw a
reserved allocation/s, records indicate that generally t he approved participant was consulted
prior to a recommendation being made to the delegate. This provided the approved participant
with an opportunity to discuss their position and/or submit an amended change request.

4.13 In at least one instance reserved allocations were withdrawn from an approved
participant, without prior consultation with the approved participant. This was despite the advice

48  Excluding where other fields in FOFMS were also changed.

ANAO Report No.8 2015-16
Administration of the National Rental Affordability Scheme

44



Management of reserved allocations

to the delegate stating that the approved participant had been contacted and had confirmed that
the dwellings could not be delivered by the expected available for rent date. The advice to the
approved participant also stated that it had sought to withdraw the allocations, which was
incorrect. The approved participant raised these matters with the department, but there was no
record of a response.*

Maintaining an accurate record of variation requests

4.14 DSS has used its electronic records management system (FIRSt) and FOFMS to capture
information about allocations, reserved allocations, variation requests and associated dwellings.
However, due to the poor quality of the records retained over the life of the scheme, there is no
accurate or complete record of dwellings as originally approved and/or subsequent approved
changes.* This arose as:

° data migrated into FOFMS in 2010 cannot be confirmed for accuracy;

° data has been over-ridden in FOFMS where a transfer between participants was
approved by the delegate;

° approved participants were able to change some information recorded in FOFMS
without formal delegate approval;

° records held in FIRSt do not consistently correlate with data held in FOFMS; and

° records retained in FIRSt are incomplete.

Considerations guiding the assessment of variation requests

4.15 The Regulations provide the overarching framework for the administration of variation
requests. This has been supplemented by guidance and advice, of varying quality and
completeness, developed for both approved participants and departmental officers.

The requirement of the original set of assessment criteria

4.16 Since 11 May 2010 the Regulations included a provision allowing the delegate to assess
change requests against the set of assessment criteria used in assessing the original application.
While this requirement was discretionary, guidance in place between 11 May 2010 and
23 September 2014 stated that the delegate must make a decision based on the original
assessment criteria.

4.17 Bearing in mind the limitations of the records retained in relation to the scheme, there was
only limited evidence of change requests having been assessed against the original set of
assessment criteria. The advice template to the delegate used from June 2013 included a section
for analysis against the original assessment criteria. However, the advice provided, particularly
since 23 September 2014, generally only refers to whether the change request meets the ‘intent’
of the original assessment criteria, without providing information about the reassessment
undertaken. This is despite approved participants being required to provide a statement about

49  During this process the department dealt with a third-party (engaged by the approved participant to assist
with the administration of NRAS) not the entity holding the reserved allocations.
50 This has also impacted on the quality of data extracted from FOFMS for the purposes of the audit.
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compliance with the original assessment criteria and supporting evidence when submitting a
variation request .

Capacity of approved participants to deliver eligible dwellings into the scheme as
scheduled

4.18 Offers of reserved allocations were made to applicants and/or approved participants
based on agreed timeframes for the delivery of the dwellings, and the location, style and size of
the dwellings. An important consideration in assessing variation requests should have been the
capacity of approved participants to deliver dwellings in accordance with the agreed conditions of
reserved allocations and/or approved variations. Where a participant was unable to meet the
conditions of a reserved allocation and was seeking to vary these conditions, consideration should
have given to the participant’s past experience with the scheme. Examining previous change
requests may have assisted with identifying risks, particularly where an approved participant
submitted multiple change requests over time.

4.19 The requirement to consider deliverability when assessing variation requests has on
occasion been identified in internal policy guidance. DSS advised that in the context of adopting a
risk-based approach to managing variation requests, the number of previous variation requests
was one measure of risk applied during the assessment process. As noted in paragraph 4.3, over
the life of the scheme more than 145000 changes of location, size, style and agreed rental
availability date have been made to reserved allocations. Table 4.2 provides a breakdown of the
distribution of variations to dwellings based the number and type of variation.

Table 4.2: Distribution of dwellings by the number and type of variation

Number of dwellings

Variation type

1-2 variations | 3-4 variations 5+ variations Total
Agreed available for rent date 24 258 4643 290 29 191
Location 20 511 1438 23 32 448
Style 8 844 103 0 8947
Size 11903 225 1 12129

Note:  This table excludes in excess of 40 000 changes to location where the approved participant may have
updated FOFMS without submitting a formal variation request.

Source: ANAO analysis of DSS data.

4.20 The department advised that since the 23 September 2014 amendments to the
Regulations, greater consideration has been given to variation requests received from some
approved participants. In this respect, information has been sought from approved participants on
the deliverability of proposed projects in terms of commitments and agreements in place when
the application was lodged and/or when the reserved allocations were made. Variation requests
approved after 23 September 2014 continued to have had a high number of previously approved
variations. DSS advised that participants lodge variation requests in good faith and in assessing
these requests the department has to take account of past practice in the interests of procedural
fairness. DSS also indicated that consideration was given to the best interests of the scheme,
although this approach was not consistent with the basis for the 23 September 2014 amendments.
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Support of the relevant state or territory governments

4.21 In assessing change requests significant emphasis has been placed on the advice received
from the relevant state and territory governments. The guidance provided to approved
participants between 2010 and 2013 also recommended that participants seek input from the
relevant state or territory government prior to submitting a change request.

4.22 DSS considered that it was reasonable to rely on the views of the state and territory
governments given their financial commitment to the scheme and knowledge of the housing
sector, although this was not an explicit requirement of the Regulations. The reliance the delegate
placed on the advice of the state and territory governments’ was not without risk. In some
jurisdictions, there has been a close relationship between approved participants and the state or
territory governments. This has had the potential to create, at a minimum, the perception of a
conflict of interest. For example, one approved participant, where the relevant state government
held a financial interest, submitted a change request in late 2014. The request was referred to the
relevant state government for review and advice, the state government supported the change
request, and the request was subsequently approved by the delegate. The department advised
the delegate of the conflict of interest, but did not retain a record of its own assessment of the
change request.

Compliance with the NRAS Regulations

4.23  Approved participants are required to meet a range of conditions in relation to reserved
allocations. In this respect, the department had been largely passive in encouraging approved
participants to comply. There was no documented compliance strategy for actively monitoring the
status of reserved allocations or compliance with the conditions of reserved allocations. The
approval of change requests that were received for proposed dwellings after the agreed available
for rent date is an indication of the limited attention which had been given to monitoring
compliance over the life of the scheme.

Change requests relating to overdue dwellings

4.24  Guidance available to approved participants states that the approved participant should
bring delays in the delivery of dwellings to the attention of the department at the earliest possible
time to mitigate any issues that may arise. The department advised that, where the agreed
available for rent date has expired and a request to change the date is subsequently received, the
request is processed in the same manner as requests received before the agreed date. In
reviewing these requests, DSS advised that it has often given consideration to procedural fairness,
lobbying by approved participants, and the views of the relevant state or territory government.
Advice to the delegate has not generally reflected that these matters were considered.

4.25 The options available under the Regulations to address the slower than expected delivery
of dwellings into the scheme were for the delegate to approve the extension of the available for
rent date or withdraw the reserved allocation. During the early years of the scheme, withdrawal
should have been given greater consideration as withdrawn allocations could have been reoffered
to applicants in later rounds. Adopting a stronger approach to the approval of requests to extend
the available for rent date of overdue dwellings may have prevented some of the subsequent
delays in the delivery of dwellings. Records indicate that up to 10 April 2015, the department
agreed to extend the available for rent date of more than 13 800 or around 94 per cent of change
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requests relating to dwellings where the existing date had lapsed. Withdrawn allocations are now
treated as a saving measure with the associated funding to be returned to the Budget.

4.26 Despite the risks associated with delays in the delivery of dwellings being identified as
early as 2010, the department has not systematically monitored or assessed over time the
prevalence, nature and/or impact of these risks on the achievement of the Australian
Government’s policy objectives for the scheme. Rather, with respect to monitoring the delivery of
dwellings, between August 2012 and the second quarter of 2014, a spreadsheet outlining the
status of each dwelling was periodically emailed to approved participants. The participants were
requested to update the spreadsheet and were advised to submit a change request where a
dwelling had not been or was not expected to be delivered within the agreed timeframe. The
department advised that throughout this process discussions were had with approved
participants. Records of these discussions and any other substantive follow-up are limited. The
department further advised that from late 2014 approved participants were contacted directly
about the status of reserved allocations and the impact of the 23 September 2014 amendments to
the Regulations.

Impact of approved variations on the delivery of NRAS eligible
dwellings
4.27 Taking into account the number of variations that have been agreed by the delegate, there

has been a significant shift in profile of dwellings either delivered, or expected to be delivered,
into the scheme. Overall:

° 37 per cent of dwellings have changed location more than five kilometres;

° the number of bedrooms has increased by five per cent from 72 048 to 75 815. This is
largely accounted for by a number of one bedroom dwellings being substituted with
three bedroom dwellings;

° the style of dwellings has shifted, resulting in an increase in the number of houses and
townhouses and a corresponding reduction of 5 per cent in the number of apartments;
and

° the delivery profile of dwellings has shifted, with peak delivery moving from the 2011-12

and 2012-13 NRAS years to the 2013-14 and 2014-15 NRAS years.

Variations to location

4.28 Variations to a dwelling’s geographical location can impact on the accessibility to services
and may result in the dwelling becoming available to a different socio-economic or demographic
group of eligible tenants. Of the dwellings either delivered into the scheme or expected to be
delivered into the scheme, 28 783 or more than 76 per cent, had a geographical location change.
These ranged from less than 100 metres to in excess of 1500 kilometres. Table 4.3 provides a
breakdown of location changes for the 37 679 dwellings either delivered into or expected to be
delivered into the scheme.
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Management of reserved allocations

Table 4.3: Geographical distance between proposed locations and actual/current
estimated locations

Geographical distance Number of dwellings

Less than 100m (including no variation) 13 986 (no variation to 8896 dwellings)
Greater than 100m up to 1km 5592
Greater than 1km up to 5km 7 154
Greater than 5km up to 20km 5087
Greater than 20km up to 100km 3 806
Greater than 100km 2 054

Source: ANAO analysis of DSS data.

4.29 Of the 28 783 dwellings with a change in geographical location, 1746 changed remoteness
classification based on the Australian Statistical Geography Standard Remoteness Structure of the
Australian Bureau of Statistics (ABS). This change was significant for 210 reserved allocations,
moving from a location that was remote or very remote to a major city or inner regional location.
The movement of dwellings between remoteness classifications is presented in Table 4.4.

Table 4.4: Changes to the remoteness classification of dwellings

Original location Changes in location—increase/(decrease)

Remoteness Dwellings Major Inner Outer Remote Very
cities regional regional remote

Major cities 22 005 (766) 693 73

Inner regional 3 840 362 (482) 119 1

Outer regional 2 388 108 56 (222) 54 4

Remote 451 158 12 70 (240)

Very remote 90 30 6 (36)

Total/net 28774 (108) 285 40 (185) (32)

change

Note:  The total number of dwellings is 28 774 as nine dwellings could not be matched to a remoteness
classification.

Source: ANAO analysis of DSS and ABS data.

4.30 Of the dwellings with a change in location, 12 876 also had a shift in relation to the ABS’
Index of Relative Socio-economic Advantage and Disadvantage. The variances in socio-economic
status were relatively balanced with 6878 dwellings changing to a more socio-economically
advantaged location and 5998 to a more socio-economically disadvantaged location.
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Changes to the size and style of dwellings

4.31 Changes in the size (number of bedrooms) and/or the style of a dwelling can affect the
accessibility of a dwelling to different types of eligible tenants, including larger families and people
with special needs. There has been a shift to reduce the number of apartments, in favour of
houses and townhouses as shown in Figure 4.1. Similarily, there has been a reduction in the
number of one and two bedroom dwellings with a corresponding increase in the number of three
and four bedroom dwellings as shown in Figure 4.2.

Figure 4.1:  Shift in the style profile of dwellings from originally proposed to
actual/current status

Proposed Current

)

Note: A further 20 dwellings with a style of ‘Boarding House’ make up less than one percent of total dwellings in
NRAS.

Source: ANAO analysis of DSS data.
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m Studio

Townhouse

Figure 4.2:  Shift in the size profile of dwellings from originally proposed to
actual/current status

Proposed Current

17%

& = 1 Bdrm

= 2 Bdrm

= 3 Bdrm
= 4 Bdrm

v Studio

Note: A dwelling in the style of a studio is to be recorded in FOFMS as having 0 bedrooms. Three dwellings with a

record of ‘0’ bedrooms in a different style have been counted as studios and 985 studios with ‘1’ and ‘2’
bedroom counts have also been counted as studios in the current graph.
Five bedroom dwellings and individual subsidiary dwellings make up less than one percent of dwellings in
NRAS. Over time there has been a reduction in the number of dwellings of both size categories. Five
bedroom dwellings reduced from 85 to four, subsidiary dwellings reduced from 44 to nil (subsidiary dwelling
details are not always complete in FOFMS). The current size of a further 106 dwellings is not recorded.

Source: ANAO analysis of DSS data.
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Variations to agreed available for rent date

432 A revised target of 38000 dwellings was reflected in the 2014-15 Budget; as at
10 April 2015 26 234 dwellings had been delivered into the scheme with the remaining dwellings
to be delivered by 30 June 2016.%" Analysis of data captured in FOFMS indicates that, based on the
total number of dwellings to be delivered, more than:

° 4400 dwellings proposed for delivery by the 2010-11 NRAS year were not delivered until
2011-12;

° 4900 dwellings proposed for delivery by 2011-12 were not delivered until 2013-14; and

° 4400 dwellings proposed for delivery by 2012—-13 were not delivered until 2014-15.

4.33  For dwellings entered into the scheme the delays in delivery have on average been nearly
16 months, with an average delay of in excess of two years for proposed dwelling. Due to these
delays the peak period for delivery of dwellings has shifted from the 2011 to 2013 NRAS years into
the 2013 to 2015 NRAS years. As a result, the funding commitment for the Australian Government
has also shifted. Figure 4.3 shows the shift in delivery of dwellings across NRAS years.

Figure 4.3: Delivery of dwellings: proposed and actual/estimated delivery date

40 000

At 10 April 2015 there were 26 234 active dwellings
35000 in FOFMS, a further 4924 had an actual or
estimated delivery date in the 2014—15 NRAS year.
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Note:  The data recorded in FOFMS indicates that 202 dwellings subject to a reserved allocation have a recorded
current estimated delivery date pertaining to a prior NRAS year.
NRAS Regulation 14(2A), which took effect from 23 December 2014, states that all dwellings must be
delivered by 30 June 2016 (and by 31 July 2015 for dwellings selected under the Shovel Ready Round). One
dwelling has a current estimated delivery date in FOFMS of 30 September 2016.

Source: ANAO analysis of DSS data.

51 Afurther 221 dwellings were activated and subsequently revoked. The department advised that there were
27 614 dwellings delivered into the scheme by 30 June 2015.
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Trading of incentives

4.34  Lengthy and successive extensions to the available for rent date for dwellings also created
an environment where the trading of reserved allocations, also referred to the trading of
incentives, became a viable commercial activity for approved participants. This refers to the
practice of approved participants charging fees to access unused reserved allocations. Anecdotal
evidence gathered by the department suggests that the fees charged for access to reserved
allocations ranged from $1500-530 000. The Act and Regulations do not prohibit approved
participants from entering into third-party contractual and financial arrangements, but media
reports have raised concerns about the impact that the trading of incentives has had on the
scheme.

4.35 The trading of incentives was identified in 2010 as a potential risk to the delivery of
dwellings into the scheme. Following media reports about this practice in March 2013, the
government adopted a ‘use it or lose it’ approach to managing the stock of reserved allocations to
encourage delivery. Specifically, the Regulations were amended in December 2014, restricting
extensions to the available for rent date for eligible dwellings and changes in the location and/or
style of dwellings. Approved participants are also now required to disclose all commercial
arrangements associated with proposed variations.

4.36 Over the life of the scheme, emerging risks including the slower than expected delivery of
dwellings into the scheme and the trading of reserved allocations were drawn to the attention of
successive governments, largely from late 2012. However, the advice to Government prior to
2014 did not adequately canvas options for improving the delivery of dwellings into the scheme,
or advise the Government in relation to the shortcomings in the overall policy design and
approach, and the likelihood that the program would not fully achieve its intended outcomes.

(. A e

Grant Hehir Canberra ACT
Auditor-General 18 November 2015
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Appendix 1 Entity response

Australian Government

Department of Social Services

Finn Pratt AO PSM
Secretary

Mr Grant Hehir
Auditor-General

Australian National Audit Office
GPO Box 707

CANBERRA ACT 2600

Dear M/ruehf el

Thank you for the letter of 8 October 2015 providing a copy of the ANAO's proposed
audit report on the Administration of the National Rental Affordability Scheme (NRAS),
issued under s19 of the Auditor-General Act 1997.

The Department of Social Services acknowledges the findings of the report and agrees
with the key learnings identified in the report. The Department has recently undertaken
significant reform of the administration of the NRAS, as well as implementing
enterprise-wide reforms that will reduce the risk of administrative shortcomings in the
future.

| also note the recognition in the report of improvements made to the NRAS, as well as
acknowledgement that issues with the Scheme were exacerbated by several moves
between departments as a result of Machinery of Government changes, along with the
tight timeline for implementation.

Attachment A to this letter details the Department's overall response to the proposed
report and to each of the lessons learned.

Attachment B to this letter provides a summary response to be included in the report
summary.

If you would like further information on the Department's response, my contact is
Damian Coburn, Branch Manager, NRAS on 02 6146 6137 or
damian.coburn@dss.gov.au.

Yours sincerely

P (CV

Finn Pratt
; November 2015

PO Box 7576 Canberra Business Centre ACT 2610
Email Finn.Pratt@dss.gov.au e Facsimile 02 6293 9692 ¢ Telephone 02 6146 0010
National Relay Service: TTY — 133 677, Speak and listen — 1300 555 727, Internet relay — www.relayservice.com.au
www.dss.gov.au
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Formal response from the Department of Social Services to the proposed audit on the
Administration of the National Rental Affordability Scheme

The Department of Social Services (DSS) acknowledges the findings of the ANAO audit of the
administration of the National Rental Affordability Scheme (NRAS). The Department recognises
that the delivery of dwellings into the Scheme has been slower than anticipated, and that
administration of the application and assessment process, and the management of reserved
allocations, has not been fully effective.

As noted in the report, the Department has recently undertaken significant reform of the
administration of NRAS, including regulatory amendments to address the key risks. Significant
effort has gone into improving the Scheme’s administration more broadly and the Department
will continue to seek opportunities to improve the Scheme’s administration, including working
closely with the Department’s legal areas to support well-based administrative decision making.

The report highlights that in the early years there was a lack of understanding of the Regulations
and the operating environment which led to the Scheme being administered in a manner that
did not fully accord with the requirements of the Regulations. In addition, the processes for
assessing applications, managing reserved allocations and the overall administration of the
Scheme could have been better planned and implemented.

While acknowledging the deficiencies in the original design and management of the Scheme,
recent reforms have resulted in a more rigorous administration which will reduce the risk of
administrative shortcomings for the remaining life of the Scheme.

We also note that issues with the Scheme were exacerbated by several moves between
departments as a result of Machinery of Government changes, as well as the tight timeline
resulting in significant time constraints for implementation.

As outlined, the report contains no recommendations as no further NRAS round are anticipated
and recent regulatory amendments have imposed tight restrictions on changes to the conditions
of reserved allocations. However, the report does provide key learnings which will be of value to
the Department and other APS agencies in the future.

The table below outlines a DSS response to each of the lessons learned. DSS has recently
undertaken major internal reform processes that have improved its capability in policy
development and programme management. These reforms, and other lessons learned, will form
an important part of the documentation and procedures to be followed for staff designing and
delivering similar programmes in the future.

ANAO Report No.8 2015-16
Administration of the National Rental Affordability Scheme

56



Appendix 1

Key learnings — Administrative Arrangements
and Overall Progress

DSS Comments

Effectively planning for the implementation of
programs, including allowing sufficient time for the
administrative design features and any supporting
legislative and regulatory frameworks to be settled
prior to commencing formal implementation.

DSS has recently undertaken two major internal
reform processes that have improved its capability
in policy development and programme
management. As a result of these reforms, the
Department has improved the way it designs policy
and programmes, and its focus on implementation.
The programme management reforms have
established more rigorous systematic and
consistent approach to designing, implementing
and managing programmes across DSS. They
have enhanced DSS’ capability to meet future
objectives and challenges.

Integrating risk management processes into the
overall design, governance, strategy, planning and
administration, to effectively manage risks to the
achievement of objectives and outcomes of
programs.

The programme management reforms established
a single DSS Programme Delivery Model, with best
practice processes, and clearly defined roles and
responsibilities; this is overseen by the Programme
Office. This new approach includes an overarching
framework for designing programmes and selection
processes, an improved focus on risk management,
and consistent and centralised selection processes.

Key learnings — Application and Assessment
Process

DSS Comments

Identifying the required mix of essential skills,
experience and capability to assist with the efficient
and effective design, implementation and
administration of policy measures, in accordance
with broader government policy and underlying
legislative and regulatory frameworks.

DSS has implemented a workforce planning
framework. The aim of the framework is to create a
systematic workforce planning process for DSS to
assist in aligning people planning activities with
business outcomes. The objectives are:

e To ensure workforce structure and capability is
considered during budget and business
planning.

e To understand people and process requirements
for identification of key workforce issues and
risks.

e To ensure people strategies are aligned with the
identified workforce risks by addressing specific
business needs.

DSS has also implemented a Project Management
Framework which promotes a disciplined approach
to the planning, management, delivery and
monitoring of projects which is core to the way DSS
delivers on Government priorities.

ANAO Report No.8 2015-16
Administration of the National Rental Affordability Scheme

57




Key learnings — Application and Assessment
Process (continued)

DSS Comments

Conducting application and assessment processes
in a manner that accords with policy, legislative and
regulatory requirements, including establishing
robust probity and sound decision making
processes, and complying with procedural fairness
and other administrative law requirements.

The programme management reforms established
a single DSS Programme Delivery Model, with best
practice processes, and clearly defined roles and
responsibilities; this is overseen by the Programme
Office. The Model supports the way DSS designs
and manages grants and administered procurement
funding. The model covers each phase of the
activity lifecycle and provides a single point of
access to guidance, supporting tools and
references to ensure administered funds are used
in the most efficient and effective way. The model
includes processes for ongoing support for legal
frameworks. The Programme Office seeks advice
from the DSS Legal Services Group when required.

Key learnings — Management of Reserved
Allocations

DSS Comments

Evaluating programs with a focus on understanding
their impact, whether the policy objectives and
expected outcomes are being achieved, and
whether the underlying policy approach is an
effective intervention.

DSS is currently transitioning to a new centralised
model for programme and service evaluations. All
evaluation activities will be centralised with the
recently established policy office. The policy office
will undertake impact evaluations of policies and
programmes that aim to improve lifetime wellbeing
and are the basis for effective policy and
programme development.

Departments drawing to the attention of the
Government, as early as possible, key risks and
shortcomings in policy design and the likelihood
that policy measures may not fully achieve their
intended objectives or outcomes.

As part of the new model for undertaking
evaluations, DSS has developed clear roles and
responsibilities for responding to the findings of an
impact evaluation. The line area, in conjunction with
the policy office, is responsible for advising the
Minister of any necessary policy or operational
responses to evaluation findings.

The Policy office has also developed a DSS
Approach to Policy Advice (the policy frame). The
frame provides a consistent, rigorous and
systematic basis for policy development and
captures the issues to consider when providing
advice to Ministers. A key focus of the frame is to
provide advice to the Minister on when and why a
policy should be changed or terminated when it is
not achieving its intended effect.

Creating and maintaining a minimum standard of
documentation in relation to administrative
processes and decisions in order to support
accountability and transparency.

The Department is currently implementing a new
approach to records and information management.
The new approach will include clearly defined
processes, procedures and business rules
supported by a single Electronic Document
Records Management System. This will ensure all
DSS records are stored in a compliant, categorised,
sharable and reusable digital environment.
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Appendix 2  Key legislative features relevant to the application and

assessment process

NRAS Act

Section 11 Delegation

s.11(1) The Secretary may, by written instrument, delegate all or any of the following powers to an
SES employee in the Department:
a) the Secretary’s power to approve a participant in the National Rental Affordability

Scheme;

b) the Secretary’s power to approve a rental dwelling for the purposes of the Scheme;
c) the Secretary’s power to decide whether to make an allocation under the Scheme.

s.11(2) The Secretary may, by written instrument, delegate to an APS employee in the Department
all or any of the Secretary’s powers or functions under this Act or the regulations (other than
the powers mentioned in subsection (1)).

s.11(3) In exercising powers or functions under a delegation, the delegate must comply with any
directions of the Secretary.

Regulations

Regulation 7 Call for applications

7(1)

The Secretary may, from time to time, make a call for applications for allocations under the
Scheme.

7(2) The Secretary may, with a call for applications or later, issue guidelines about how a person
or entity may apply for allocations in response to the call.
7(3) A call for applications must specify the set of assessment criteria in Schedule 1 that will

apply to applications in response to the call.

Regulation 8 Form of application

8(1)

An application for allocations in response to a call for applications may be made by:

a) a person or entity to whom Division 380 of the Income Tax Assessment Act 1997 applies;
or

b) an endorsed charitable institution.

8(2) An application must:
a) be in writing; and
b) comply with any guidelines for the call; and
c) contain a proposal for 1 or more projects of rental dwellings to be approved for the
Scheme; and
d) describe the style, size and special attributes (if any) of the proposed dwellings
8(3) A project may include dwellings that will not be available for rent until a time in the future,

including dwellings that have not yet been built and cannot yet be individually identified.
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Regulations

Regulation 12 Assessment of applications

12(1) The Secretary must assess applications in accordance with the assessment criteria
specified for the call for applications, taking into account the overall goals expressed in the
criteria as well as considering the individual applications.

12(1A) If a set of assessment criteria specified in a call for applications is divided into subsets, the
Secretary:

a) must assess applications in accordance with the criteria in subset 1; and
b) if an application does not meet 1 or more of the criteria in subset 1, either:
(i) decide not to make an offer of allocation for the application; or
(i) assess the application against the criteria in subset 2, before making a decision
whether to make an offer of allocation; and

c) if the application meets the criteria in subset 1, assess the application against the criteria
in subset 2, before making a decision whether to make an offer of allocation.

12(2) The Secretary may seek additional information from an applicant, or any other person, and
may invite an applicant to vary an application.

12(3) The Secretary may choose any combination of dwellings from an application.

Regulation 13 Offers of allocations

13(1) The Secretary may make offers to applicants in accordance with an assessment made
under regulation 12.
13(2) An offer must:
a) identify:
(i) for an allocation—the location of each dwelling by title reference or street
address; and

(ila) for a reservation of allocation—the location of each dwelling by postcode or
region or other regional reference; and

(i) the number of dwellings in each postcode of region; and
(iii) the style, size and special attributes (if any) of each dwelling; and

b) set out any conditions (special conditions) that will apply to an allocation in relation to
particular dwellings or groups of dwellings covered by an offer; and

c) specify whether the offer may be accepted in part; and
d) set a period of not less than 4 weeks during which the offer remains open.

13(3) An offer that relates to a dwelling that is not yet available for rent must specify conditions,
which may include a reporting timetable, that must be satisfied before an allocation (other
than a provisional allocation) will be made for the dwelling.

13(4) When the Secretary is satisfied that no offer is likely to be made to a particular applicant, he
or she must notify the applicant.

Source: NRAS Regulations and the NRAS Act, current as at 13 July 2015.
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Appendix 3

Allocation

Applicant

Approved participant

Dwelling

Eligible tenant

FIRSt

FOFMS

Incentive

Investor

NRAS year

Reserved allocation

Glossary

An allocation is made by the administering department where a dwelling is
available for rent in accordance with the conditions of an offer made following
an open call for applications.

An applicant is a person or entity that has made an application through an
open call for applications made in accordance with the conditions of the
National Rental Affordability Scheme Regulations 2008.

An approved participant is a person or entity which has accepted an offer of
allocations or reserved allocations, or a person or entity to which allocations
have been transferred at the discretion the delegate.

A property constructed and entered in the scheme to which an allocation
relates, or a property proposed to be constructed to which a reserved
allocation has been made.

An eligible tenant is a person or persons with a household income less than
the eligibility limits set-out in the Regulations. For the 2015-16 NRAS year the
base income limit for a one person household is $47 904, this amount
increases to $113 895 for a household made up of two adults and three
children.

The department’s electronic records management system.
The system used by the department to administer the NRAS.

An incentive is the annual entittement which becomes payable to an approved
participant, where the conditions of the scheme have been met in relation to
an eligible dwelling. Incentives can take the form of a refundable tax offset, or
a payment.

A third-party to which an NRAS eligible dwelling has been on-sold.
Responsibility for reporting in relation to the dwelling and submission of the
annual statement of compliance (claim for the NRAS incentive) rests with the
approved participant. The approved participant may charge the investor a
management fee for this service.

The NRAS year is from 1 May to 30 April.

A reserved allocation converts to an allocation once a dwelling is constructed
and all conditions set out in the letter of offer or as otherwise approved have
been met.
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