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The Pilot Outcome-Based Investment in Natural Ecosystems Research:

 An Independent Evaluation

Executive Summary
1. Introduction
This independent evaluation of the “Outcome-based Investment” (OBI) pilot for funding of natural ecosystems research was commissioned by the Foundation for Research, Science & Technology (FRST) on behalf of its Minister. The Terms of Reference are provided as Attachment A.

The evaluation has involved considerable analysis and extensive consultations with research bidders, end-users and other stakeholders. It has examined both the design and implementation of the OBI model against various objectives and expectations, as detailed below. 

Based on these analyses and consultations, the Independent Evaluator has drawn together a number of recommendations on how the OBI model might be improved and considers how/where the improved model might be applied in the future. Finally, the report presents suggestions for how PGST funding might be further adapted to meet better the aims and objectives of the Government and the Foundation.
2. Performance of the OBI Model Against Objectives and Expectations

Outcomes focus:

1. There is overwhelming support amongst stakeholders for the increased focus on outcomes provided by the OBI model. There is a strong consensus that this approach will be good for research providers and ultimately for the ecosystems sector. 
2. The closer involvement of end-users through the new OBI governance arrangements has been the key instrument for implementing this outcomes-focused approach.


3. There is widespread recognition, nonetheless, that the innovative design of the OBI model, especially with regard to the role of Intermediate Outcomes and stakeholder governance structures, have inherent weaknesses and provide no guarantees of outcome achievement. 

4. There are also potentially large institutional and operational barriers within end-user organisations to the effective uptake of research outputs; these will also need to be addressed for successful achievement of outcomes. 

5. Clear evidence of the effectiveness of these structures and the impacts of this model on outcome achievement within the selected OBIs should begin to emerge after a period of about 4-5 years from the start of programme implementation.
Stability of Funding:

1. The principle of longer-term funding for research available through the OBI model is strongly supported and should contribute to improving the quality and relevance of most OBI research programmes. 


2. Funding over 12 years does, however, involve significant risks through locking-in lower quality programmes and locking-out other potential providers from the sector. 


3. The evidence from this evaluation suggests that the 12-years timeframe of the OBI model ought to be reviewed in favour of a shorter, more risk-averse, approach. 


4. The appropriate length of funding should also be determined in the context of the institutional structure of the sector and of the amount of additional research funds likely to be available in the future.

Devolved decision making:
1. The concept of devolved decision making – once a research programme has been approved - is widely supported within the sector and has been explicitly incorporated within the OBI model. It will enable many important decisions affecting the research programmes to be now taken closer to the research activity. This represents an important and potentially rewarding innovation within the research sector and is appropriate to a pilot funding exercise of this kind.


2. Devolved funding does, however, raise some issues regarding the Foundation’s accountability for expenditure of public funds. FRST has sought to maintain accountability through detailed scrutiny of governance proposals and detailed specification of milestones in particular. This latter measure has been perceived by some providers as diminishing the devolved funding objective to some degree. 


3. Neither governance arrangements, nor milestones, nor 4-yearly reviews with potential financial sanctions guarantee effective use of research funds. However, devolved funding does put provider reputations on the line and therefore offers an opportunity to introduce reputational criteria more effectively into future funding decisions.


4. Useful evidence of how well these devolved responsibilities work in practice – in the face of some potentially problematic issues - should become evident within the first 3-4 years of operation of the approved OBI programmes.

Increased collaboration and best teams:
1. The pilot has revealed that much increased research collaboration, including the formation of “best teams” is not a realistic objective for the OBI model. 


2. Some increased collaboration did occur, but not significantly greater than that of shorter-term, project funding mechanisms. 

3. Inhibiting factors included institutional structures and rivalries within the sector, the traditional dominance of some providers and recent government funding constraints – all of which are especially relevant, but not unique, to the ecosystems research sector. 

4. For the most part, these problems reflected significant institutional conflicts within the research sector, especially around funding issues, and could be expected to similarly constrain application of the OBI model in most other sectors.

Increased national capability
1. The OBI pilot did not demonstrate clear evidence of either success or failure in enhancing capability. This feature will require more time to emerge/evaluate. 


2. The ecosystems round has exposed the potential for long-term funding instruments to have both positive and negative impacts on capability (compared to project funding), especially in a constrained funding environment.


3. There is an important need for the downside effects on capability from OBI funding to be assessed carefully and, where possible, to be managed through project funding mechanisms.


4. If the Government wishes to target capability enhancement in the research sector directly, it should pursue this objective through much more finely calibrated funding instruments.

Reduced contestability
1. The effect of the OBI pilot was to increase, rather than decrease, perceived levels of contestability around ecosystems research funding. 


2. This impact can be explained partly by the design of the OBI model, by the way in which aspects of the model were implemented by the Foundation and by the institutional structures and rivalries within the ecosystems research sector.


3. While it has been argued that a significant increase in the level of funding available for this round would have mitigated this impact, this is not a viable position to take in assessing or defending the merits of any public financing mechanism.
Fairness of the process
1. There is consensus (but not total agreement) amongst stakeholders that the OBI process was managed fairly overall. There are however, two important qualifications:


2. The selection process gave much weight to institutional record and connections with end-users, and included subjective assessments of “national benefit”. There was much less emphasis on scientific merit. This characteristic of the OBI model tends to favour larger research organisations, especially the CRIs, which may have the resources for, and a longer history of, sector engagement.


3. The opportunity given to three bidders to reconstruct their bids generated a perception of unfairness amongst some other (excluded) bidders. The circumstances in which this process may be required, and is considered legitimate, should be tightly defined by FRST and generally described prior to any funding round.


Efficiency of Process:


1. The overall demands placed by the OBI process on bidders, end-users and Foundation staff were excessive and, for many, unsustainable. 

2. The Foundation needs to look at its communication processes to ensure that bidders etc.  receive fully consistent advice and information, from experienced sources.

3. Process improvements also need to focus especially on reducing pre-selection demands; in particular time-consuming negotiation of governance arrangements ought not to be required of all successful and unsuccessful proposals alike.


4. End-user organisations need to work more closely with FRST, prior to the investment round, to ensure they are well-prepared and well-informed.


5. Many process frustrations can be unduly exacerbated in a highly contestable environment, but providers also need to assess process demands more realistically – i.e. in relation to the funding levels at stake.


6. Much has been learned during the pilot round that can be used to improve the process in the future and the Foundation appears to have taken this responsibility on board.

Effective allocation of resources:
1. Any effective funding instrument should lead to an allocation of resources that is consistent with the Government’s strategic priorities and policy directions for research. The OBI model is less suited to some sectors/portfolios in this regard.


2. The selection of OBI projects involved relatively little emphasis on issues of “science content” and “science quality” compared, for example, to assessment of up-take potential from end-user engagement. This characteristic of the model needs re-balancing.


3. Although many apparently sound, high priority, research programmes were selected during this round, the number of innovative and collaborative projects that emerged was far fewer than expected. The shortage of new funds contributed to this result.

3. Recommended Modifications to the OBI Model

The findings and conclusions from this evaluation do not support roll-out of the OBI model in its present form. The ecosystems pilot revealed considerable strengths and weaknesses in the design and in the implementation process. Although several aspects of the OBI model represent significant enhancements over project funding, the pilot created problems, dissatisfactions and conflicts within the sector to a degree which the Independent Evaluator considers is incompatible with an effective funding approach. 

In particular, the pilot round does not appear to have brought out especially innovative or higher quality research proposals, nor elicited the best or most collaborative qualities in several research institutions. It also does not appear to have resulted in the kinds of efficient allocation decisions that are needed to encourage more innovative proposals, or improved bidding behaviours, in future funding rounds. 

A commendable and robust effort was made by Foundation staff (including Reference and Due Diligence group members) to apply the model effectively and fairly, but there is almost unanimous agreement amongst the researchers, end-users and Foundation staff that “we wouldn’t want to go through the same process again”. 

Revealing strengths and weaknesses is, of course, the expressed purpose of a pilot round. The lessons from this pilot have been valuable and varied and should be carried through into the design and implementation of future approaches to long-term research funding administered by the Foundation. The key objectives of the Independent Evaluator in formulating recommendations for improvements to the OBI model are to make it:

a. less administratively demanding, 

b. more productively contestable, and 

c. more strategically effective.

The following proposed modifications are each accompanied by a brief explanation of their rationale in Section 7 of the Main Report.

i. Contract duration: OBI contracts should extend up to a maximum of 8 (not 12) years, with formal reviews at years 3 and 6. 


ii. Bid ceilings: Individual research proposals must be limited to a fixed proportion (<100%) of the available funds within each Target Outcome (and/or Intermediate Outcome). These limits could vary for each sector and portfolio – and possibly for each Target and Intermediate Outcome - depending on the level of funding available in the relevant OBI and project pools. Bids exceeding stated limits should not be considered. 

iii. Outcome Specification: Given the very high level specification of Target Outcomes, initial Intermediate Outcomes within each Target Outcome should be proposed by the Foundation on the basis of prior sector consultation. This would require the Foundation to seek input from end-users on their own research strategies and intentions and outcome priorities, and how FRST funding might best complement these. Bidders would be requested to refine these IO statements, where necessary, in the context of their specific proposals for meeting them. 


iv. Alignment: Bidders should be required to clearly specify their proposed research programme “activities”, “outputs” and “results” to ensure effective alignment and monitoring of outcome achievement. (By “results”, it is meant the end-product(s) of the research programme that will be used/applied by end-users to achieve outcomes.) 

v. Milestones: Specification of the role and definition of “milestones” should be simplified to sit more effectively with the other components of outcome alignment. FRST should, if necessary, seek professional advice in developing milestone concepts and descriptions that are perhaps unique to, and consistent with, a research outcomes framework.


vi. Modified “due diligence” process: Each bidder should be required to present a standardised “track record” statement of activities and achievements within the relevant research sector or portfolio. These statements will be verified by the Foundation with sector participants and other referees, where necessary. 


vii. Governance arrangements: Proposed arrangements only should be detailed in bids. Detailed negotiations and discussions with proposed participants (involving bidders, end-users and FRST staff) should be held after “preferred” bids have been determined.


viii. Documentation: The volume and content of OBI RfP documentation should be standardised and reduced. 


ix. Maximum OBI funding: A maximum of 60 % of available sector funding should be assigned to long-term (OBI) contracts. The remaining 40% (minimum) should be reserved for projects funding of variable duration, up to four years.


x. The “Benefit” criterion: The “benefit to New Zealand” criterion for selection of proposals should be critically reviewed and modified to provide a far more informative and objective basis for assessment. The criterion could be assigned a lesser, or variable, weighting in particular circumstances, or applied simply as “pass/fail” test for all proposals, prior to their detailed assessment/ranking. 


xi. Contract roll-over/termination procedures: Research programmes (OBI or projects) which are not going to be completed by the conclusion of a contract funding cycle should be subject to a detailed performance review. 

4. Proposed Improvements to PGST Funding

In addition to the above modifications, this report proposes two approaches for improving the management of PGST-funded research. Approach 1 proscribes the sectors, or portfolios, in which a (modified) OBI model might be applicable. Approach 2 proposes a rather different method for funding research, but one which could nevertheless include the modified OBI mechanism for contracting longer-term research programmes. Both approaches are presented here in outline only. 
Approach 1: Modified OBI, with Limited Roll-Out

This evaluation supports the view of many stakeholders that even a modified OBI approach may not be suitable for all areas of PGST-funded research. There is much evidence from the pilot - and very broad agreement within the sector - that the OBI model is best suited to sectors in which:


a. the output of the contracted research is non-appropriable (i.e. the output of the research is closely related to the use or production of “public goods”), and 

b. the institutional structure of the research sector does not involve a significant level of provider dominance accompanied by high expectations of continued Government resourcing of that institution(s), through FRST funding in particular. 
There may be only a small number of research sectors which satisfy both of these conditions. The evaluation has sought suggestions that include: some areas of the environment (e.g. climate change, earthquake research and hazards mitigation), some areas of biological research (e.g. palaeontology) and most areas of social development, including some aspects of the health sector. The ecosystems round also indicated that the OBI model may fit quite well with the management and preservation of large databases/collections, since these can have significant “public/club good” characteristics, even within a quite limited and specific (e.g. scientific) community of interest. 

The Foundation should take responsibility for working through the full list of its portfolios in order to assess which might be suitable for OBI purposes. It may find, however, that a portfolio structure that clearly separates areas of potential research on the basis of appropriability of outputs would assist it in determining the applicability of the OBI model and in better designing and managing different funding instruments. 

Approach 2: Negotiated Funding
The Independent Evaluator considers that a modified OBI funding instrument, selectively applied, may still not adequately meet the Government’s objective of reduced contestability in research funding, nor adequately support the wide range of other ownership and stewardship interests and responsibilities which the Government holds in respect of the RS&T sector.
Approach 2 therefore proposes that FRST’s portfolio funding of research sectors is managed on a more “negotiated” basis, with only a portion of funds reserved for contestable bidding procedures (see Section 7.2 for details). In general terms, it is proposed that:


i. Between 60-70% of available funds within each sector are allocated between institutions on the basis of their organisation’s track record within the sector, their current and relevant core capabilities and their organisational charter (or equivalent statements of research purpose and objectives). 

ii. The assignment of these allocations to research activities within each institution would be determined in negotiation with the institutions and would be approved by the Minister for RS&T. The allocations could include a mix of short and longer-term funding contracts appropriate to sector needs and to the institution’s research interests, requirements and capabilities. Consultation with end-users within the sector would play a significant role, up-front, in assisting the Foundation to determine what the key research priorities should be and which institutions and capabilities (including researcher/researcher and researcher/end-user collaborations) may be appropriate for providing them. 


iii. The remaining 30-40% of available funds would be managed on a fully contestable project funding basis. However, these funds should be managed in ways which encourage both smaller and new bidders into the available funding pool (thereby enabling them to build up a competitive track record for acquiring negotiated allocations in future).


iv. This contestable segment of the portfolio would take place after the negotiation of institutional allocations. This would enable the Foundation to refine specification of the required Intermediate Outcomes within each Target Outcome area.
The Independent Evaluator considers that this “negotiated funding” approach may provide a more fruitful track for defining an efficient and fair funding system that better adheres to the Government’s public management principles and better supports it ownership and strategic objectives for the research sector.

The Pilot Outcome-Based Investment in Natural Ecosystems Research:
 An Independent Evaluation
Main Report

1. Introduction


This independent evaluation of the “Outcome-based Investment” (OBI) pilot for funding of natural ecosystems research was commissioned by the Foundation for Research, Science & Technology (FRST) on behalf of its Minister. The Terms of Reference are provided as Attachment A.

The Independent Evaluator (IE) has been assisted throughout this process by an “OBI Evaluation Steering Group” (Attachment B). This Group was appointed and chaired by FRST and comprised representatives from various organisations from within the research sector. It provided valuable advice and information throughout this evaluation. 
The Independent Evaluator is also grateful for the assistance provided by Don McGregor, Consultant and Emeritus Professor at University of Otago, and the staff of the Foundation. Many helpful comments and written submissions have also come from a range of stakeholders, including bidders, end-users, industry associations and central and local government agencies associated with the ecosystems sector. Nonetheless, responsibility for the views and conclusions contained in both the Preliminary Findings report (Attachment C) and this Final Report rests entirely with the Independent Evaluator.

Finally, it should be noted that considerable efforts have been made to enable interested and affected persons and organisations to contribute to this evaluation process. However, given the inevitable constraints on time and resources, it is possible that some persons or organisations may feel that their views have not been sufficiently canvassed or reflected strongly enough in compiling this report. The Independent Evaluator understands that the Foundation intends using the findings from this evaluation in its consultation process and that this will provide further opportunities for stakeholder input on these issues.

2. Structure and Scope of the Evaluation

This Evaluation was conducted in two phases over a period of several months from November 2004 to July 2005:

Phase 1

Phase 1 was conducted during November/December 2004 – prior to the announcement of the initial OBI funding decisions. It focussed on the design and implementation of the funding process, up to the point of FRST receiving proposals from the provider organisations. This phase provided important information on the strengths and weaknesses of the OBI bidding approach as perceived by bidders and end-users in a relatively “neutral” environment – i.e. in the absence of substantive indications of success or failure with their respective proposals. An interim report containing a number of (provisional) evaluation findings was submitted to the Foundation in December 2004 (see Attachment C).
Phase 2
Phase 2 of the evaluation was undertaken during April-June 2005 – i.e. after the initial OBI decisions had been announced, and in parallel with further OBI and project funding announcements. This second phase involved additional surveys, consultations and interviews with various stakeholders and focussed more explicitly on identifying the costs and benefits of the OBI approach and the prospects of it achieving its various objectives. A copy of the “Preliminary Findings” report was distributed during this period to OBI bidding organisations and to some other stakeholders for reaction and comment.

A key aim of this second phase was to test the robustness of the preliminary findings and to determine:

(a) whether the OBI model represents a significant improvement over project funding approaches, especially in terms of generating priority, user-oriented, ecosystems research:

(b) areas in which the OBI model requires improvements, in conceptual design and/or management and implementation,

(c) whether the results of this pilot are sufficiently promising to support wider “roll-out” of the OBI model, perhaps with modifications, to other areas of research funding. 
Substantial additional information and comments were received during the second phase. These were combined with an opportunity to note the actual funding decisions and their associated impacts and to review the OBI funding round against the Government’s wider RS&T policies and other relevant public management principles. As a result, this Final Report builds significantly on the preliminary conclusions of the Interim Report. In particular, it presents remedies for a number of problems identified in the OBI model and examines the results of the round from the perspective of the Government’s wider policy and strategic interests for research.
Method and Approach
The method of evaluation, as required by the Terms of Reference, has relied substantially on surveys and interviews with a wide range of stakeholders within the ecosystems sector. This involved consultation with about 60 persons drawn from: research providers, end-users, Government policy and operational departments and agencies, FRST policy and operational staff, reference group
 members, plus other scientists, researchers and individuals from within the ecosystems sector not directly involved in the bidding process. A list of these persons and organisations is contained in Attachment D. Comments and suggestions from many more persons were analysed from data collected by FRST and made available to the evaluation.

Full confidentiality with regard to specific comments and responses was assured and has been observed for all contributors to this evaluation. A number of stakeholders have chosen to provide public written submissions to the evaluation and some comments from these have been quoted as illustrations of a point of view, with acknowledgement.
In addition to the information obtained from these sources, the evaluation has also considered other publications, studies and policy papers concerning research funding and outcomes achievement. These have been referenced, where applicable, throughout this report.
The framework for this evaluation has consisted primarily of a comparison of the experience and achievements from this ecosystems funding round against its stated objectives (Section 4 below). These objectives were discussed with FRST management and the Evaluation Steering Group at the outset. The evaluation has not directly questioned these objectives, though it has pointed in some areas to possible or apparent inconsistencies in their purpose or effect.
As required by the Terms of Reference, the evaluation has also endeavoured to balance assessments of the new (mixed OBI/projects funding) approach against what has been, or would have been, achieved under purely “project funding” mechanisms. The main aim has therefore been to reach a balanced view of the apparent strengths and weaknesses of the OBI approach relative to the (project funding) status quo. The findings from this evaluation lead to a series of recommendations and options that address particular issues or complaints with the OBI model (see Sections 6 and 7).

3. The Context for this Evaluation 

Government Funding Policies for RS&T

This evaluation recognises explicitly that the recently completed ecosystems research funding round was a “pilot” that sought to test the OBI model within one sector, as a forerunner to possible application to other sectors receiving research funding administered by the Foundation. The principal purpose of the evaluation, therefore, has been to examine the application of the OBI model at an “operational” level – i.e. how well the model meets various policy, strategy and administrative objectives and to identify the scope and nature of proposed improvements.

At the same time, it has become clear during the evaluation that there are more general concerns within the Government, and within the science sector as a whole, with aspects of the Government’s current research funding regime. Much interest now focuses within the sector on what has been learned from this OBI round that may be useful for improving the design of research funding policies. 

The scope and importance of this evaluation have responded to these concerns and the focus has accordingly widened a little over the last 9 months. Specific efforts have been made to relate some of the findings to more general policy concerns such as research industry capability, contestability, structure and performance. However, notwithstanding these attempts to give the findings from this evaluation some wider policy relevance, it must be clearly stated that the Terms of Reference and resourcing of this evaluation have not extended to a full consideration of RS&T funding issues and needs.
Diversity of Views

As noted previously, a very wide range of opinions and ideas, many of them conflicting, have been expressed concerning the merits of the OBI model and the particular funding decisions reached by the Foundation. This is understandable given the importance of this source of funding to the operations, activities and future viability of many research organisations and individuals within this sector. 
The IE is confident that well-substantiated and robust conclusions have been reached in this report. However, the intensity of feelings and conflicting opinions aroused by this OBI funding round make it likely that some participants will disagree with aspects of the report or some of the conclusions reached in it. 
The reality, however, is that this funding round has been a very demanding learning process for all involved. The Foundation itself has made a heavy investment in making this approach work well and fairly for all and they are to be commended for those efforts. Nonetheless, there remain far more good research ideas and capability within the sector than there are Government funds currently available to utilise and engage them, irrespective of the funding model chosen.
Limits of the Evaluation

This evaluation has not examined, much less considered, the merits of individual research proposals, nor attempted to compare them with competing proposals in any way. The timing of the evaluation has also prevented it from comparing the overall quality and coverage of OBI proposals with project proposals from this or earlier ecosystems funding rounds. It is clear that reliable evidence of the quality of OBI proposals, including their actual achievement of target outcomes, will take several years at least to emerge. 

In addition, various issues (and objections) have been raised during the bidding process relating to the composition and/or neutrality of the professional reference persons and groups engaged by the Foundation for assessing bids under the OBI and project bidding rounds. Consideration of, or comment on, specific issues involving individual competence or conflict of interest within the selection process are entirely outside the scope of this evaluation.
4. Evaluation Criteria: Objectives of the Outcome-Based Investment Approach
This evaluation has developed a set of criteria, based on the stated objectives of the OBI approach, as a basis for assessment (Table 1 below). These objectives are either explicit or implicit in various FRST documents issued in connection with the funding round.
 It is important to note that FRST documents do not suggest that these objectives have a particular, or equal, weighting in their application of the OBI model. Similarly, the broad rationale assigned by this evaluation to each of them in Table 1 is not necessarily explicitly or fully documented. Nonetheless, the following six objectives, and the rationale underpinning them have been confirmed by various FRST staff, OBI bidders and members of the Steering Group as providing a fair and accurate basis for performance assessment of the OBI model.
Table 1: Objectives of the OBI Model
	OBI Funding Objectives
	Rationale / Intention


	1. An increased focus on outcomes in  research design and impact 
	The new OBI model involves an attempt by FRST to incorporate an increased emphasis on outcomes in its funding responsibilities. This objective was prompted by, and is directly in line with, the Government’s current focus on “managing for outcomes” within the public sector. A primary element in the OBI strategy for improving outcomes from ecosystems research (relative to project funding) is evidence of an increased and more explicit involvement of end-users in the governance of research programmes.
 

	2. Greater stability of funding for research 
	The objective of increased funding stability is interpreted by FRST, in this instance, as providing a longer term assurance of funding associated with approved/selected OBI research programmes. This means the allocation of funds for up to 12 years (in most cases) subject to periodic performance review. This 12-year funding contrasts with project funding which is typically for 2-4 year periods, but which has been frequently rolled-over in some form to provide continued support for longer-term research activities.


	3. More devolved decision-making within the approved research programmes
	This objective is defined within the OBI model in partnership with the objectives of increased focus on outcomes and greater stability of funding. It involves transferring much of the authority and responsibility for managerial overview and resource prioritisation within an approved OBI programme to the research provider and, more especially, to members of the governance board approved for each programme.  

	4. Increased collaboration between researchers leading to “best teams”
	The OBI model is intended to provide funding in a way that encourages increased collaboration between researchers from different organisations – both in the preparation of proposals and in the conduct of research programmes. The main aim of this collaboration is to generate teams of researchers that represent the best available expertise within a given field of ecosystems research.


	5. Increased support for developing and maintaining national research capability 
	Longer term funding, more devolved decision making and increased collaboration promoted by OBI contracts will assist research organisations to better develop, manage and retain their research capabilities.


	6. Reduced contestability in research funding 
	OBI bidding and selection procedures should help to “notch back contestability (between research providers) a peg or two”
 in this sector.



In addition to evaluating the OBI round against these specific objectives, it is also necessary to consider “quality of management” issues. Innovative policies and well-designed policies can be undermined by poor implementation. A sound process is even more essential where research providers are committing substantial time and resources to large programme bids, including asking associated researchers and end-users to make substantial commitments that contribute to and support their proposal.
Table 2 presents the broad process-oriented criteria that have been used in this evaluation and describes for each the major issues that have been addressed.

Table 2: Other “Process-oriented” Evaluation Criteria 
	Evaluation Criteria
	Assessment Issues


	1. A fair bidding process
	A fair process requires that the bidding documentation and instructions are clearly and consistently communicated to all bidders. It also requires that the selection criteria (bid scoring system and associated judgments) are applied in ways that ensure all bids are treated equally and that the “best” bids are selected.


	2. An efficient bidding process
	The demands placed on the bidders, bid supporters (nominated “end-users” especially) assessment groups and FRST management must be “reasonable” in relation to the volume of the funding available, its importance to the sector and the requirements for  efficient and accountable management of public funds.


	3. An effective allocation of available research funds? 
	The allocation of available research funds needs to ensure a “well-balanced” distribution of research activities that will encourage and support good science and innovation within the ecosystems sector. This partly includes what FRST describes as its “strategic mix” of funding decisions within this sector. However, “allocative efficiency”, as economists refer to this objective, also includes the impacts of funding procedures and decisions on the incentives faced by institutions within the sector, regardless of the level of funds available for investment or whether the “best” bids were necessarily selected. Good allocative decision-making, in this sense, should encourage future interest in and competition for ecosystem funding (i.e. not discourage unsuccessful or potential new entrants from future bidding rounds). 



Terms such as “best” bids, “reasonable demands” and “well-balanced” funding decisions are clearly both general and subjective and may be difficult to define precisely in a public management or contestable funding environment. Subsequent sections of this evaluation discuss whether, and to what degree, these management objectives, or criteria, have been met in this ecosystems bidding round, taking into account their inherent subjectivity.
5. Evaluation Findings: OBI Concepts and Objectives
5.1 Objective 1: An increased focus on outcomes 
The evaluation revealed broad and strong support for the principle of an increased focus on outcomes from ecosystems research. This support is common to most research providers, research users and policymaking and advisory organisations. The need to structure research proposals around outcomes was taken seriously by bidders and received considerable attention by FRST management and the reference groups in proposal selection.

An increased focus on outcomes was implemented through two main mechanisms:

1. the Target Outcomes/Intermediate Outcomes structure for the allocation of funding and presentation of proposals, and


2. a requirement for significant representation from research users within the governance arrangements proposed for OBI research programmes.

Each of these mechanisms revealed certain strengths and weaknesses that are important to an assessment of the OBI model.


i. The outcomes framework

The outcomes framework adopted by FRST is related to and derives much of its rationale and authority from the outcomes budgeting approach implemented by the public sector since 2002 through the Government’s “Managing for Outcomes” initiative.
 Some of the concepts and terminology adopted by FRST structure are, however, unique to the research sector. 

The outcomes framework for the ecosystems research funding consists primarily of six high level “Target Outcomes” determined by FRST. In practice, these are not so much high level goals for research, but rather broad subject areas for research within the ecosystems sector. 
 They help distinguish the areas in which FRST is committed to funding and provide the organisation with a useful means for aligning funds to principal research priorities.

The task of developing a meaningful “outcomes focus” within research programmes is delegated down to the next level of “Intermediate Outcomes”. The aim of the Foundation has been to shift the stated purpose of OBI proposals from generating research “outputs” – as required under previous project funding - to intermediate outcomes that more clearly describe the application or contribution of these outputs to improvements in the conditions or management of New Zealand’s ecosystems.
 It is a feature of the OBI model that the principal responsibility is placed on bidders for specifying an Intermediate Outcome for each proposal and for demonstrating and explaining how it will contribute to a selected goal (Target Outcome) for the ecosystems sector. The Foundation expected them to do this by consulting carefully and widely with end-users and other stakeholders, thereby increasing the relevance of OBI research proposals and the level of sector engagement around them. Most of the providers understood this requirement well and the resulting IOs reflected a much more collaborative approach with end-users. 

Most public sector organisations have experienced considerable challenges in developing good intermediate outcomes, including their supporting “intervention logic” - i.e. explaining how the proposed policies (or research activities in this case) will make a real difference. The ecosystems funding round has proved no exception. For most bidders, developing explicit intermediate outcomes as expressions of research purpose were a new and quite difficult requirement. 

The quality of expression of IOs in proposals submitted for OBI funding varied from modest to poor. Several of the IOs within proposals that were ultimately selected for funding by FRST still require considerable work before they are likely to provide an effective operational framework for managing the delivery of research outcomes. Both the Foundation and research providers clearly need further time, assistance and experience for developing this tool.

The two major problems identified in this area concern (i) the very high level at which Target Outcomes were pitched, and (ii) what is often referred to as “alignment” issues. 

The use of high level (“subject area”) Target Outcomes meant that research providers also tended to pitch their Intermediate Outcomes at a comparatively high level. Many considered that this was the best way to show and convince the Foundation’s assessors that their research would make a very significant contribution. As a result, the reference groups were often unclear about “what exactly they (the research teams) are actually going to do?” Broadly defined Intermediate Outcomes also carry risk of being less useful for managerial purposes during programme implementation – in effect creating a much harder job for governance and monitoring. They may also support a bias against research proposals that are very specific – e.g. in terms of a single research site or species (see Section 6.3).
 

These potential consequences were borne out in practice in the ecosystems round: very few tightly-focused research proposals were initially submitted for OBI funding and several of those that were later selected mostly talk of broad, high level contributions to the target outcome. The RfP for OBI providers did not emphasise science content and indeed the hurdle and selection criteria for OBI bids did not specifically include science merit
. Not surprisingly, then, there was often little information or attention given to science content within the various OBI proposals – an observation reinforced by the reference groups. 

During contract negotiations with successful bidders, FRST has tried to address this problem, in part, by tying contract performance to much more detailed “milestones”. This leap has generated some obvious practical challenges given the level of programme specification in proposals, but also frustrated bidders who see it as inconsistent with the devolved funding principle implicit in the IO framework.

Developing good alignment between Target Outcomes, Intermediate Outcomes and (research programme) outputs, activities and milestones is a common difficulty in the implementation of an outcomes-focused approach. Although FRST’s high level specification of Target Outcomes contributed to these difficulties, there is also considerable evidence that the terminology and distinct purpose of the various components of the outcomes framework – IOs, outputs, milestones and performance (“achievement”) measures - were not (and are still not) well understood within the research sector. FRST has acknowledged the weaknesses of many of the OBI proposals in this area and has commented that work is on-going to improve these alignments within the proposals of some of the contracted parties.
 For the future, it will also be desirable to develop the quality and precision of its guidance materials in this area.

ii. Governance Arrangements for OBI Programmes

Considerable attention was given to the role and design of governance arrangements within OBI programmes during both proposal preparation and selection processes. Some of these issues caused considerable frustration and debate during the bidding process and these matters are discussed at the relevant points throughout this report.

Despite considerable uncertainties around this aspect of the model and its implementation, there is a very broad consensus that the governance structures that were developed will play a major role in determining the success of OBI programmes, especially in terms of maintaining and achieving an outcome focus. This is because they provide a new and substantive opportunity for end-users to participate in decisions around major research programmes within their sector, including design, oversight, monitoring of the quality of research management and outputs, re-prioritisation of funding (where necessary) and the uptake of research results. In this sense, the governance arrangements proposed for OBIs respond directly to calls from end-users and policy makers in the ecosystems sector for greater engagement with Government-funded researchers.


There is much less agreement, at this early stage, about how successful the governance arrangements required of OBI research providers will prove over time. Involvement of end-users through this mechanism should ensure engagement, but not necessarily commitment, quality or consistency of input. It is impossible to judge yet the contribution these arrangements will make to the successful delivery of intermediate outcomes. However, it is clear that some end-users were able to provide a much more effective input to the design and assessment of OBI proposals. Much depended on the depth and quality of their strategic thinking around the role that research could play in better managing ecosystem resources and problems. This characteristic may also emerge as a critical factor in the effectiveness of governance structures during the implementation phase. 

Not all stakeholders regard the involvement of end-users in governance of research programmes as providing an assurance of better outcomes. The New Zealand Biodiversity Committee, for example, argue that for research to be effective, it must first meet strong criteria for scientific merit:

“….more emphasis needs to be placed on the scientific skills, methodologies, hypotheses to be tested, and international collaborations, than on the operational or policy needs of agencies charged with managing ecosystems.”

Another view focuses on the fact that no clear conclusions can yet been drawn about the benefits of end-user participation in ecosystems research decisions compared with measures that simply ensure that users have the information, skills and resources needed to pick up on the results of research. In other words, it questions whether participation in OBI governance entities will necessarily help to overcome the many other barriers facing end-users in better up-take of research.

Finally, it is noted that the Foundation has done considerable analysis of the governance arrangements that have been proposed and commissioned during this OBI round. It would be helpful if this work can be made available to the wider research sector as a way of developing a “best practice” guidelines, thereby minimising resource costs, and errors in any future funding rounds that incorporate this mechanism.
Conclusions

1. There is overwhelming support amongst stakeholders for the increased focus on outcomes provided by the OBI model. There is a strong consensus that this approach will be good for research providers and ultimately for the ecosystems sector. 
2. The closer involvement of end-users through the new OBI governance arrangements has been the key instrument for implementing this outcome-focused approach.


3. There is widespread recognition, nonetheless, that the innovative design of the OBI model, especially with regard to the role of Intermediate Outcomes and stakeholder governance structures, has inherent weaknesses and provides no guarantees of outcome achievement. 
4. There are also potentially large institutional and operational barriers within end-user organisations to the effective uptake of research outputs; these will need to be addressed for successful achievement of outcomes. 
5. Clear evidence of the effectiveness of these structures and the impacts of this model on outcome achievement within the selected OBIs should begin to emerge after a period of about 4-5 years from the start of programme implementation.
5.2 Objective 2: Stability of Funding

The principle of increased stability of funding has also been strongly endorsed by research organisations within the sector and by wider studies on ways to improve the quality and outputs of the science system in New Zealand. Although perceptions of funding instability are often closely linked to the quantity of available research funds – over which FRST has only limited influence or control – they are also undoubtedly connected to the limitations imposed by 2-4 years project funding cycles. 

The provision of OBI funding for 8-12 years has received widespread support during this evaluation as a means for achieving this increased stability. As the funding round progressed, however, it became clear that there are differing points of emphasis in organisations’ understanding of what stable funding means, of how the concept should be applied and managed within a tightly constrained pool of funds, and of the consequences of this policy for unsuccessful applicants. These issues warrant much careful consideration.
i. Interpretations of funding stability

FRST documents describing this objective within the OBI model correctly point to the research output/outcome advantages which may be gained by allocating funds for a longer period. Firstly, it enables the design of the research programme to take a more realistic approach to the management and speed of analysis and recording, to the confirmation of discovery, and to the communication and uptake of results. It should support better planning and assignment of human resources to the programme, the engagement of better scientific capabilities and increase the scope for external contributors via sub-contractual relationships. Each of these features strengthens the potential of the research for generating real outcomes. Finally, it reduces the administrative workload and the potential for “gaming” around the need for periodic roll-over of shorter-term funding.

Research providers, on the other hand, placed emphasis on the benefits of longer term funding more in terms of institutional stability. Long-term (12 year) funding is seen explicitly in terms of reducing planning uncertainty, strengthening financial viability, reducing cyclical bidding costs and helping to build “platforms” of expertise. 

This difference of perceptions may not matter if the concerns of both funders and providers are met through OBI allocations. In practice, however, the importance of institutional stability to providers seems to have greatly outweighed other objectives, thereby contributing to some of the more fiercely competitive behaviour observed during the pilot round (see Objective 5 below). 

ii. Locking-in effects

Greater stability of funding through 12-year programmes should be of considerable benefit where the programmes are well-designed and well-managed. Locking in funds for a longer period should also enable good programmes to be responsive to new ideas, requirements or conditions as they arise.

These advantages involve some key assumptions: that the programme was fundamentally well-designed at the outset, that the proposed governance structures will provide effective guidance and oversight of the research management, and that the four-yearly review process includes adequate sanctions if problems occur.
 In a sector with tightly constrained funding, such as ecosystems, poor selection decisions could have very costly consequences through these locking-in effects. The risks implied here raise two questions that are addressed in later sections of this report: was the ecosystems sector suitable for piloting the OBI approach, and was the level of funding split between OBI and projects the correct one under these conditions?

iii. Locking-out effects

There is no question from this evaluation that the advantages of locking in funds to OBI programmes may have a serious downside in locking out other providers for a much longer period of time than is the case with projects funding. Such locking out could have potentially serious consequences for the financial viability of those organisations and their development and retention of scientific capabilities. 

The probability and extent of these consequences from the ecosystems pilot can only be judged over time. They may not be as great as some of the unsuccessful providers have indicated. Nonetheless, it is clear that locking-out effects need to be considered carefully in determining both the appropriate length of long-term research contracts and the balance of funding allocated to OBI and shorter term project funding categories. These decisions need also to be informed by the level of additional financial resources likely to be available to the sector in the future – an issue on which very conservative assumptions are clearly the most sound.
Conclusions

1. The principle of longer-term funding for research available through the OBI model is strongly supported and should contribute to improving the quality and relevance of most OBI research programmes. 


2. Funding over 12 years does, however, involve significant risks through locking-in lower quality programmes and locking-out other potential providers from the sector. 


3. The evidence from this evaluation suggests that the 12-years timeframe of the OBI model ought to be reviewed in favour of a shorter, more risk-averse, approach. 


4. The appropriate length of funding should also be determined in the context of the institutional structure of the sector and of the amount of additional research funds likely to be available in the future.
5.3 Objective 3: Devolved decision-making

More devolved decision making has been a recurring theme with research providers over recent years and is a key principle within the OBI model. FRST documents and statements from staff have emphasised that on-going management of OBI programmes should be the responsibility of the governance and contract management teams established within each successful proposal. This proposed level of devolution contrasts with project funding where shorter time-frames and a more output-oriented focus require closer attention to progress and roll-over requests.


FRST has resisted suggestions that it should seek to reduce the risks of devolution by being represented within the OBI governance structures. It intends, instead, to take a less interventionist, or more “facilitating” type, role. While it may get involved in some discussions from time to time around issues such as the re-prioritisation of research funding within an OBI, it has argued that it does not expect (nor does it have the expertise or resources) to be regularly involved in management decisions. The evidence from this evaluation supports this position.

Public management disciplines do not, however, enable the Foundation to pass the responsibility for efficient and responsible management of OBI funds entirely to the contracted parties and their governance boards. A significant degree of accountability must be retained by the Foundation and this is where some tensions around the concept of devolved funding have arisen.

For the Foundation, the quid pro quo of devolved decision-making has emerged in the form of two specific requirements, or accountability mechanisms: (i) a detailed set of expectations around how governance boards should be constituted and operate, and (ii) a tightly defined set of milestones and achievement measures for each OBI. Most proposers of OBI research programmes have complained strongly of excessive specification from FRST on these issues and have even questioned whether the model really devolves responsibility only in principle, not in practice. Perceived inconsistencies in the information provided by FRST around these accountability mechanisms have added to provider irritations. 
As noted in the Preliminary Findings Report (p.4) the combination of (broadly specified) “intermediate outcomes” and devolved management and decision making have the potential to seriously weaken the accountability framework for management of OBI research funds. FRST’s later efforts to tighten the contractual specifications around milestones and other reporting components of the model are therefore a necessary and predictable reaction to this risk. However, their effectiveness is limited; it is reasonable, for example, to expect that milestones tightly defined at the outset of the programme could undergo major revision over a 10-12 year period.

It should also be acknowledged that the governance structures proposed around OBI contracts provide no guarantees whatsoever of effective performance. Much of their decision making process remains open to interpretation at this stage and there may be an on-going potential for internal conflict due to changing policies and priorities within the sector. The quality and consistency of end-user contributions over time are major unknowns, as is the willingness of the major research providers to accept the directions and decisions of the governance board that will inevitably affect core research activities and may influence financial viability. 


Clearly, the reputations of OBI providers will be “on the line” as from 2005 in terms of the degree to which they ensure that devolved decision making is exercised responsibly and effectively. This provides FRST with an excellent opportunity to introduce reputational criteria into future funding decisions (see Section 7.)

Conclusions

1. The concept of devolved decision making – once a research programme has been approved - is widely supported within the sector and has been explicitly incorporated within the OBI model. Many important decisions affecting the research programmes will now be taken close to the research activity. This represents an important and potentially rewarding innovation within the research sector and is appropriate to a pilot funding exercise of this kind.


2. Devolved funding does raise some issues regarding the Foundation’s accountability for expenditure of public funds. It has sought to maintain accountability through detailed scrutiny of governance proposals and detailed specification of milestones in particular. This latter measure has been perceived by some providers as diminishing the devolved funding objective to some degree. 


3. Neither governance arrangements, nor milestones, nor 4-yearly reviews with potential financial sanctions guarantee effective use of research funds. However, devolved funding does put provider reputations on the line and therefore offers an opportunity to introduce reputational criteria more effectively into future funding decisions.


4. Useful evidence of how well these devolved responsibilities work in practice – in the face of some potentially problematic issues - should become evident within the first 3-4 years of the approved OBI programmes.
5.4 Objective 4: Increased collaboration and “best teams”

Given the relatively small size of the ecosystems research sector in New Zealand and the limited (and largely stable) pool of government funding available, it is reasonable to aim for increasing levels of collaboration between researchers. In the case of the ecosystems OBI pilot, it was expected that a major benefit from this increased collaboration would be evident in the higher quality and levels of science capability within OBI proposals.
In practice, increased collaboration and the associated benefits for the ecosystems sector did not occur anywhere near the expected levels. Some OBI proposals did show evidence of significant partnering and several of these were among the programmes selected for funding. End-users were also drawn into explicit collaborations with researchers to a degree that had not previously occurred under FRST funding. 

On the whole, however, collaboration between researchers and the formation of best teams was a not a feature of this pilot – quite the opposite in some cases. Some smaller, mainly independent, providers have noted that they appear to have suffered worst in being squeezed out by the increased competition and absorption of funds associated with the OBI model. This claim is difficult to substantiate without more comprehensive analysis of research opportunities within the ecosystems sector. Nonetheless, FRST staff acknowledge that expectations around the collaboration and best teams objectives were probably set too high and that several factors combined to undermine their achievement.

A major impediment to greater collaboration was undoubtedly the limited additional funding available for ecosystems research and the dependence of some major research institutions, notably two of the CRIs, on this source of funding for continuing financial viability. Given that CRIs had traditionally secured a majority of the FRST funding available under the ecosystems portfolio, there was a strong and perhaps understandable reluctance to share these resources with partners and sub-contractors. However, there were expressions of hostility towards competitors that reflected more fundamental obstacles to some institutions taking a more enlightened approach to this issue.
Institutional rivalries were not solely a characteristic of the CRIs. Some potential partners disclosed to the evaluation their reluctance to take a minority, sub-contracting, role especially where it might compromise their ability to undertake teaching or other commercial activities around the core research activity. FRST’s largely unsuccessful efforts to push for collaboration between providers further confirmed the underlying weaknesses in this premise.

This result should not imply that no collaboration between these organisations occurred. There were several joint OBI proposals that partially reflected a positive intent. However, this collaboration was limited mostly to sub-contracting minor providers and did not meet the express objective of forming “best teams”. 
Conclusions
1. This experience showed that much increased research collaboration, including the formation of “best teams” is not a realistic objective for the OBI model. 


2. Some increased collaboration did occur, but not significantly greater than that of shorter-term, project funding mechanisms. 
3. Inhibiting factors included institutional structures and rivalries within the sector, the traditional dominance of some providers and recent government funding constraints – all of which are especially relevant, but not unique, to the ecosystems research sector. 
4. For the most part, these problems reflected significant institutional conflicts within the research sector, especially around funding issues, and could be expected to similarly constrain application of the OBI model in most other sectors.

5.5 Objective 5: Increased national capability

Increasing national capability is an important objective underpinning the search for improved Government policies and funding mechanisms for the RS&T sector. The objective is also explicit within the OBI model documentation, though the actual pathways to improved capability are less explicit and are largely connected to the longer-term funding and devolved management provisions within the model. 
In terms of the ecosystems pilot, it will be several years before one can tell whether the OBI funding received by the successful providers has been used to build capability in new ways. Several providers have emphasised that the greatest gains in this areas are likely to come through better retention of key staff as a result of the assurance of longer-term funding. 
In contrast, some of the research institutions that missed out on OBI funding have cited the potential loss of capability as a major (“disastrous”) impact of the pilot round. The principal explanation for this is the long period of time before which significant new funds are likely to be available for competition – i.e. the potential locking-out effects described above. These institutions have argued that this generates a high probability that some of their best researchers will move offshore, quite possibly setting up a cycle of diminishing capability. This effect is argued to apply to some core areas of ecosystems research.
Again, it is very difficult at this time to judge the quantitative or qualitative extent of this impact. Logically, however, it is the inverse consequence of the retention argument of successful bidders and needs to be viewed as a cause for real concern. There are undoubtedly several large unsuccessful bidders (and associated teams) within the terrestrial and aquatic sub-sectors for whom the funding outlook in relation to their specific areas of investigation and expertise may now be highly uncertain.
From the perspective of enhancing New Zealand’s research capability, it is evident that the OBI model holds both positive and negative implications. How the model is applied largely determines this balance of impacts. Areas which the Foundation needs to examine critically are the distribution of funding within a portfolio between OBI and project proposals, as well as the ideal duration of OBI contracts. The OBI/projects balance achieved in the ecosystems pilot does not appear to have paid sufficient heed to this issue. 

Finally, the OBI pilot has also indicated that there may be better ways to protect capability on existing areas of research when it comes to roll-over of funding decisions. Termination of projects which have been operating for two or four years, for example, on the basis that they appear less promising than some newly presented proposals is risky. An efficient funding system may be one in which existing programmes are subject to a process of formal review, prior to any decision to subject those investments, and their associated capabilities, to the vagaries of a new funding round.
Conclusions
1. On the question of capability enhancement, the OBI pilot has not demonstrated clear evidence of either success or failure. This will require more time to emerge/evaluate. 


2. What the ecosystems process has done is expose the potential for both positive and negative impacts on capability from long-term funding (more than is the case with project funding), especially in a constrained funding environment.


3. There is an important need for the downside effects on capability to be assessed carefully and, where possible, to be managed through project funding mechanisms.


4. If the Government wishes to target capability enhancement in the research sector directly it should pursue this objective through much more finely calibrated funding instruments.
5.6 Objective 6: Reduced contestability
The objective of reduced contestability for research funding is not so much a specific objective of the OBI pilot, but rather a broad policy directive placed on the Foundation by the Government. It is, of course, closely related to the explicit quest within the OBI to promote collaboration as discussed under Objective 4 above. A major aim of the Government’s directive has been to try to reduce the amount of competition and tension between major research institutions over funding issues in particular. 

As noted in the preliminary findings report, the effect of the OBI pilot was primarily to increase funding contestability within the sector. Several of the reasons for this are fundamental to the research environment in New Zealand as a whole, as discussed under Objective 4. However, the design and management of the OBI pilot round added to these tensions.
A principal factor in exacerbating competition was the long-term nature of the OBI funding. As noted previously, an assurance of 8-12 years funding for research activities is rare in New Zealand and several institutions saw the OBI round as providing an opportunity for core funding that could contribute very significantly to their on-going financial viability. Carving off significant pieces of that reliable financial stream for the purposes of sub-contracting or partnership objectives was seen very much as a secondary, and possibly conflicting, priority.
A second (and related) factor in the increased contestability was the degree of overbidding – for both OBI and projects funding in this round. The available OBI funds were overbid approximately four times in dollar terms, and project funds around seven times (exact figures depend on the eventual split between the two funding groups.) Although FRST was apparently reluctant – in the context of this initial, pilot, application of the OBI approach - to exclude bidders early in the process, it could have done much more to reduce the number and size of initial bids to more manageable amounts.
 Overbidding was a clear strategy of several providers for obtaining an increased share of the available funding. This was accommodated by FRST for apparently valid reasons, but arguably at a significant cost to the efficiency and integrity of the process.
FRST staff have noted that contestability may also have been ratcheted-up a further notch or two by the fact that the ecosystems pilot round was the only FRST-managed bidding process during this period. In other words, researchers engaged in the environmental research did not have other FRST-managed funding rounds in which to compete – thereby focusing their full attention and bidding energies on the ecosystems opportunities. 
Although this factor may have had a small impact, and may be a useful consideration for planning in some circumstances, it does not explain the very high levels of competition that occurred. Moreover, there is also no reason to expect that this situation could necessarily be avoided in any future application of the OBI model.
It has also been noted by some FRST staff and reference group members that the proposals received during this OBI pilot were more conservative in terms of their scientific aspirations than was expected, or hoped for. Some providers have indicated to the IE that they agree with this observation and attribute it largely to the contestability factor. The importance of competing successfully during this round may well have encouraged providers to take a more risk-adverse approach to their bidding.
Conclusions

1. The effect of the OBI pilot was to increase, rather than decrease, the perceived levels of contestability around ecosystems research funding. 


2. This impact can be explained partly by the design of the OBI model, by the way in which aspects of the model were implemented by the Foundation and by the institutional structures and rivalries within the ecosystems research sector. 


3. While it can (and has been) argued that an increase in the level of funding available for this funding round would have mitigated this impact, this is not a viable position to take in assessing or defending the merits of any public financing mechanism.
6. Evaluation Findings: OBI Process and Implementation

6.1 Fairness of the Process
Much comment has been made – both during and following the bidding process – about the fairness of the bidding procedures and decisions. This section of the report deals with some of these issues. It specifically excludes (as noted in section 3) any consideration of issues involving the competence or potential conflicts of interest amongst the reference groups. It also excludes issues of fairness around relative access to amounts of funding available within the portfolio, although some of these matters are considered in Section 6.3 below. 

Fairness of process as examined in this evaluation therefore relates to two key issues: (i) does the design of the OBI approach provide a level playing field for all potential bidders, as experienced in the pilot by the ecosystems research sector? and (ii) was the implementation of that process fair to all parties?

The community of research providers within the ecosystems sector displays several important, and in some cases unique, characteristics:


1. The sector is relatively small and most researchers are known to each other, in some cases there is already extensive areas of cooperation and overlap in research activity. 


2. The sector is dominated by a small number of major institutions that have significant advantages in terms of resources, sector relationships and government contacts compared to smaller research entities. 


3. The major institutions are drawn entirely from CRIs and universities – each of which group has quite different institutional objectives, priorities and constraints against which to manage its research activities.

4. The Government is the major funder of these principal institutions and of the research activities within the sector, and (through central and local government agencies) is also a principal user of their research outputs.
A net effect of these sector characteristics is that the design of the OBI model probably tended to favour the larger institutions. This is not only a matter of their greater resources; these organisations generally have wider and better developed sector/industry connections and research track records  - both of which were an important focus of the “due diligence” process. The funding results of the OBI pilot show that the larger institutions did in fact do extremely well in this pilot round, compared to any “normal” probability distribution. 


There is nothing inherently wrong with OBI funding being better suited to larger organisations – perhaps with small researchers picking up much smaller sub-contract opportunities. However, that bias within the model must be recognised if the inevitable downsides of this imbalance are to be managed more effectively in the future. 
In addition, point 4 above indicates that the Government may have difficulty (and perhaps should not be) making funding decisions entirely on a “best proposal” basis. It has significant wider “strategic mix” objectives within the sector, as well as “ownership” interests in the major organisations, which cannot easily be separated from institutional funding (income) opportunities and decisions. The results of the ecosystems pilot funding round do not reveal how, or on what basis, these various interests and objectives of the Government may have been combined. Foundation staff have stated only that decisions were determined through a combination of “best proposal” and “strategic mix” considerations. The latter is understood to involve, predominantly, the decisions implicit in the allocations of funding under the various Target Outcomes.
Nonetheless, the Foundation does have responsibility to consider the wider policy objectives of the Government within the science system, as well as the Government’s ownership interests, with regard to CRIs for example.
  It will, undoubtedly, be placed in a difficult position from time to time in considering those interests while maintaining a purely contestable funding process – irrespective of the particular funding model used. Moreover, this potential conflict is certainly not unique to the OBI model; it applies equally to project funding decisions. However, the consequences of OBI funding decisions are several magnitudes larger.

That said, the absence of an entirely level playing field should not imply that the OBI bidding and selection process was managed in favour in any particular participants. Quite the contrary, this evaluation found substantial evidence that the Foundation and its assessment groups took considerable efforts to ensure that all bidders received the same information, that the evaluation/selection criteria were pre-announced to all bidders and that they were applied fairly and consistently across proposals. Allocations of funds to the terrestrial and aquatic sectors within the portfolio, and between OBI and project proposals, were broadly in line with prior indications given by FRST. Finally, bidders were informed of how their proposals scored, including relative to the group average, against the various criteria, though some bidders considered that rather more information could have been provided on the background to some of those scoring decisions. 

An important result to emerge from the scoring process was the large number of bids that, although they were ultimately rejected, scored very close to the cut-off point. In other words, only very minor differences in overall scores separated a small number of successful proposals from large numbers of unsuccessful proposals within several of the Target Outcome groupings. In some cases, only the weightings applied to the main criteria determined the difference between selection and rejection of proposals. 

This closeness of the selection demonstrates the harsh consequences of a tightly constrained pool of available funds. It also demonstrates, however, how important it is to ensure that selection criteria are applied absolutely consistently, objectively and accurately across a large number of proposals. 
The reference groups appear to have recognised this responsibility and responded accordingly.  Nonetheless, the IE has some doubts in this respect that the “Benefit to New Zealand” criterion in particular enables sufficient rigour to be applied to the scoring process.
 There is a particular risk, noted earlier, that the application of this criterion militates against high quality, but tightly-focused, proposals which may benefit only one area, region or species. 

Finally, the view was expressed to the IE that the opportunity given to three bidders to re-submit (improved) proposals within the aquatic OBI category – essentially a closed tender process - conveyed an unfair advantage relative to other rejected bidders. The IE had neither the required access to information nor the resources to examine this issue in detail. As a matter of principle, however, the Foundation would appear to be operating well within established public sector tendering regulations and conventions in seeking to obtain improved proposals from selected bidders. This is provided that those bidders had demonstrated that their first proposals were significantly better than other submissions and could be improved through relatively minor refinements. These provisions in the tendering process need to be declared to all bidders in the general terms and conditions of the process.
Conclusions

1. There is consensus (but not total agreement) amongst stakeholders that the OBI process was managed fairly overall. There are however, two important qualifications.


2. The emphasis in the selection process was on institutional record and connections with end-users, including subjective assessments of “national benefit”, rather than on scientific merit. This characteristic of the model tends to favour larger research organisations, especially the CRIs, which may have the resources for, and a longer history of, sector engagement.

3. The opportunity given to three bidders to reconstruct their bids generated a perception of unfairness with other excluded bidders. The circumstances in which this approach may be required and legitimate should be tightly defined by FRST and generally explained prior to any funding round.

6.2 Efficiency of Process

As noted in the Preliminary Findings Report (Attachment C), bidders and end-users were generally critical of a variety of perceived inefficiencies surrounding the management of the OBI bidding process. In some respects, these comments have focused almost entirely on the “negatives” and may undervalue the enormous amount of hard work and dedication required of Foundation staff and reference group members in bringing this complex funding process together. Nonetheless, some of the criticisms are reasonable and are intended to be used constructively in improving future funding operations.

The principal “OBI process” concerns that were identified by all, or almost all, providers were:


i. an inadequate timeframe for preparation of proposals,, 

ii. the volume of work required of providers in preparing their OBI bids,
iii. aspects of the due diligence process, including especially substantial (“unnecessary”) documentation requirements relating to institutional track record and somewhat unclear or unstructured interview procedures with the Due Diligence team,
iv. the quality and consistency of some of the Foundation’s communications with bidders,
v. inconsistency and general lack of clarity in the definition of the “milestones” as required in contract negotiations,
vi. a perceived lack of trust from the Foundation in the successful bidders, resulting in extensive contract negotiations and arguable “over-specification” of contract documents,
vii. an excessive attention to process requirements, with correspondingly less time and attention for consideration of scientific content,
viii. a lack of “user friendliness” in the Foundation’s OBI submissions e-portal (a minority of providers reported this problem). 


End-users also cited common frustrations:


ix. the condensed timeframe,
x. the considerable (unsustainable) demands placed on several end-users to engage with several bidders around detailed outcomes and governance issues and to support their bid preparation, irrespective of their prospects of success,
xi. the difficulty in providing formal documentation that would usefully explain end-users strategic thinking and operational needs to reference groups etc.,
xii. the lack of sufficient new research money for taking full advantage of the substantial engagement process.

The evaluation considers that a fair assessment of these criticisms involves several important considerations:

· The ecosystems OBI funding round was explicitly implemented as a pilot. This means that many of the tasks and tools involved were being implemented for the first time by all parties. As a pilot, it is reasonable to expect that some requirements and procedures may need changes or refinements. It is also reasonable to expect that, with this experience, many of the tasks required by bidders, end-users and FRST management should be performed more efficiently and capably on subsequent occasions. Clearly, the pilot has been a productive learning experience (as intended) and the resulting debate around some of the less satisfactory processes, expectations and outcomes should contribute to significant improvements in the funding system.

· Implementation and completion of the pilot round was conducted within a compressed timeframe (approximately 12 months) due to the need to conclude the process and establish new research contracts by 30 June 2005. FRST staff acknowledge that this timeframe was too short and that a period of 18 months would be appropriate in future, if the same OBI model were to be used.

· The heavy demands placed on bidders are not considered by the IE to be necessarily disproportionate to the amounts of public money involved (up to $60- $80m in the case of some new OBI contracts). Contracts of this size within the private sector often require a comparable, if not greater, level of bidders’ time, inputs and resources. Moreover, the Foundation faces a responsibility to bidders, as well to the Government, to ensure that it has extensive information, documentation and argument from within their proposals on which to make the best and fairest selection decisions. 
· The high level of over-bidding undoubtedly added to perceptions of high proposal preparation costs and unreasonable process demands. This impact occurred through two channels: (i) directly, as a result of bidders electing to submit more and larger (in dollar terms) proposals than they could reasonably expect to be successful, and (ii) by lowering  actual and perceived probabilities of success, especially for new or smaller bidders.
 
· The highly contestable nature of this funding round (Section 5.5) has added to some of the tensions and may have influenced perceptions of fairness/unfairness of some procedures and decisions.
· Some of views presented above concerning the OBI process are not all unanimously held. For example, there is some debate amongst end-user organisations as to the quality of the process and the cost/benefit relationships of the demands it made on them. Nonetheless, the suggestion by one end-user of a “generic partnering agreement” (between providers and end-users) would appear to have merit in reducing demands and streamlining procedures significantly.
· Structural and staffing changes within some end-user organisations, by their own admission, hampered the quality and effectiveness of their involvement. (This issue may also have an important bearing on their contribution to the governance of OBI programmes; stability and seniority of engagement will be just two of the factors critical to effective participation by end users.)
· As noted first in the Preliminary Findings report, the devolved funding principles within the OBI model raise some significant issues of public sector accountability for the Foundation. Attempts by FRST during contract negotiations to tie down the specific obligations of the successful contractors seem to reflect a belated recognition of some of the accountability concerns presented in that report.
Conclusions


1. The overall demands placed by the OBI process on bidders, end-users and Foundation staff were excessive and, for many, unsustainable. 

2. The Foundation needs to look at its communication processes to ensure that bidders etc.  receive fully consistent advice and information, from experienced sources.

3. Process improvements also need to focus especially on reducing pre-selection demands; in particular time-consuming negotiation of governance arrangements ought not to be required of all successful and unsuccessful proposals alike.


4. End-user organisations need to work more closely with FRST, prior to the investment round, to ensure they are well-prepared and well-informed.


5. Many process frustrations can be unduly exacerbated in a highly contestable environment, but providers also need to assess process demands more realistically – i.e. in relation to the funding levels at stake.


6. Much has been learned during the pilot round that can be used to improve the process in the future and the Foundation appears to have taken this responsibility on board.

6.3 Allocation of Resources
As noted in Section 3, the quality of funding strategies and decisions determined by FRST is a major factor in the effective allocation of these resources. The key issues here are the degree to which these decisions (a) support and align with the Government’s strategic objectives for the development of the sector, (b) encourage the efficient use of relatively limited research funds, and (c) encourage effective competition between research providers for future research funding.

Allocation of funds across the set of Target Outcomes was the Foundation’s principal mechanism for ensuring that the Government’s key research priorities for ecosystems received an appropriate share of available funds. For the pilot round, the indicative amounts of funding allocated to each Target Outcome (OBI and projects combined) were determined primarily on an historical basis. (Note: this needs to be checked again with FRST management). In practice, the outturn (actual allocation of funds for these subject areas) was partly determined by the focus of research proposals (i.e. the interests, capabilities and programme/project cost estimates of successful bidders), and partly through efforts by the Foundation to massage funding decisions broadly into line with the indicative allocations. This does not imply that there were specific “quotas” to be filled, but nor were funding decisions purely reliant on the scoring system.
There are no easy ways to ensure that the twin goals of assigning funds by priority areas and contracting only high quality programmes can be met within a fully competitive funding model. By allocating even indicative amounts to subject areas, there is always the possibility that one or two medium-high quality proposals may succeed in one area, while higher scoring proposals are rejected in another. This may occur in any contestable funding process in which there are strategic objectives to be fulfilled. However, these risks are increased in the current OBI model if a relatively substantial proportion of the available resources in most Target Outcomes are committed on the basis of just one or two investments. More “strategic balancing” may be required with the remaining project funds.

Some higher scoring projects were disadvantaged in precisely this way in the ecosystems pilot, though there was no evidence of any serious imbalance in the quality of selected bids across the different subject areas. In fact, FRST staff expressed considerable satisfaction with the final overall quality and balance of the contracted investments. A number of the successful proposals have even been described by FRST and reference group members as holding “exciting” potential for the sector.
Whether the overall funding decisions from this round represent an efficient engagement of research resources and capabilities within the sector is less certain. Again, constrained funding levels meant that many relatively high scoring proposals just missed out on funding. What is of potentially greater concern, however, is that two institutions – one in the terrestrial and one in the aquatic sub-sector – received approximately 71% and 89% respectively of the total available amount of new OBI funds available.
 Overall, these two dominant providers did not receive significantly more or less funds from this particular round (OBI and projects combined on a per annum basis) than they had been receiving from FRST in previous years. However, it raises a question whether these allocations accurately reflect the current distribution of best long term research capabilities within New Zealand for each of the terrestrial and aquatic areas. This concern is connected to the issue raised earlier that final funding decisions were generally not determined on the basis of the scientific content of the various proposals.
Clearly, it is not an objective of a contestable funding round to “spread the available resources around” all competitors. However, it is very much within the Government’s interests and policy intentions to ensure that the research sector develops greater capability, innovation and collaboration. For this to occur, new long-term funding opportunities require an environment in which most bidders consider that they have both an equal and real chance of success. Assessment of scientific merit must be a key element in allowing this to happen.
The results of the pilot round were clearly discouraging to a large number of bidders, especially some university teams and smaller research organisations. Several have indicated to the IE that they would not be prepared to bid again under similar arrangements. They point especially to the potential damage done to their relationships with end-users as one the more unfortunate consequences of the model. This is not just sour grapes. There is a strong consensus within the research sector that subsequent funding rounds should not only be less administratively demanding, but should be managed in more productively contestable and more strategically effective ways.
Conclusions
1. Any effective funding instrument should lead to an allocation of resources that is consistent with the Government’s strategic priorities and policy directions for research. The OBI model is less suited to some sectors/portfolios in this regard.


2. The selection of OBI projects involved relatively little emphasis on issues of “science content” and “science quality” compared, for example, to assessment of up-take potential from end-user engagement. This characteristic of the model needs re-balancing.


3. Although many apparently sound, high priority, research programmes were selected during this round, the number of innovative and collaborative projects that emerged was far fewer than expected. The shortage of new funds contributed to this result.

7. Recommendations: Better Funding, Better Results 

7.1 Assessing What Has Been Learned

The findings and conclusions from this evaluation do not support roll-out of the OBI model in its present form. The ecosystems pilot revealed considerable strengths and weaknesses in the design and implementation process. Although several aspects of the OBI model represent significant enhancements over project funding, some aspects of the approach revealed major problems. 
This evaluation has established clearly that the pilot created problems, dissatisfactions and conflicts within the sector to a degree which is considered incompatible with an effective funding approach. The pilot round does not appear to have brought out especially innovative or higher quality research proposals, nor elicited the best or most collaborative qualities in several research institutions. It also does not appear to have resulted in the kinds of efficient allocative decisions that are needed to encourage more innovative proposals, or improved bidding behaviours, in future funding rounds. In some cases, the round further strained institutional tensions within the research sector around funding issues, may have harmed some researcher/researcher and researcher/end-user relationships (temporarily at least) and downgraded some sector capabilities. A robust effort was made by Foundation staff to apply the model effectively and fairly, but there is almost unanimous agreement amongst the researchers, end-users and Foundation staff consulted in this evaluation that “we wouldn’t want to go through the same process again”. 

Revealing strengths and weaknesses is, of course, the express purpose of a pilot implementation. This evaluation has endeavoured to analyse and describe both these aspects of the OBI model as revealed by the ecosystems pilot funding round. The lessons from this pilot have been valuable and varied and should be carried through into the design and implementation of future approaches to long-term research funding administered by the Foundation. 


An underlying assumption for the discussion of possible future actions that follows in Sections 7.1 and 7.2 is that there is no significant increase in the research funds available. In other words, as with any good policy design, there is an acceptance that public funds are invariably constrained and that real increases in funding are at best occasional and should never be assumed. Relying on an increase in funding to overcome or conceal the weaknesses in a funding model is not a viable position.
7.2 Modifications to the OBI Model


This section proposes a number of modifications to the OBI model that could enable it to operate more effectively. These proposed changes address the paramount conclusion reached in Section 6 above: i.e. that subsequent funding rounds should be managed in a less administratively demanding, more productively contestable and more strategically effective way.

Each proposed modification is followed by a brief explanation of the rationale for the change. It is expected that these proposals will be elaborated in follow-up discussions on this report.

i. Contract duration: OBI contracts should extend up to a maximum of 8 (not 12) years, with formal reviews at years 3 and 6. 

Eight-year contracts would provide sufficient time for most forms of outcome-focused (as opposed to blue skies) research and would still provide substantial funding stability. This shorter duration would have the considerable advantage of reducing the risks associated with both locking-in and locking-out.
ii. Bid ceilings: Individual research proposals must be limited to a fixed proportion (<100%) of the available funds within each Target Outcome (and/or Intermediate Outcome). These limits could vary for each sector and portfolio – and possibly for each Target and Intermediate Outcome - depending on the level of funding available within the relevant OBI and project pools. Bids which exceed the stated limit should not be considered. 

This measure would help reduce much of the gaming observed around the OBI bidding process where the unrealistic size of many bids was part of an attempt to protect/secure resource share.
iii. Outcome Specification: Given the very high level specification of Target Outcomes, initial Intermediate Outcomes within each Target Outcome should be proposed by the Foundation on the basis of prior sector consultation. This would require the Foundation to seek input from end-users on their own research strategies and intentions and outcome priorities, and how FRST funding might best complement these. Bidders would be requested to refine these IO statements, where necessary, in the context of their specific proposals for meeting them. 

This would shift the incentives faced by proposers in the current tendering/selection process – for “writing the best IO statement” - to a much more productive focus on “writing the best research proposal to meet the required IO”.
iv. Alignment: Bidders should be required to clearly specify their proposed research programme “activities”, “outputs” and “results” to ensure effective alignment and monitoring of outcome achievement. (By “results”, it is meant the end-product(s) of the research programme that will be used/applied by end-users to achieve outcomes.) 

This would ensure providers are much more explicit about what they intend to do and what they will produce; it should therefore lead to a much tighter and more accountable concept than the OBI currently requires.

v. Milestones: Specification of the role and definition of “milestones” should be simplified to sit more effectively with the other components of outcome alignment (above). FRST should, if necessary, seek outside professional advice in developing milestone concepts and descriptions that are perhaps unique to, and consistent with, a research outcomes framework.

There is currently too much uncertainty around the purpose and design of milestones. This is reflected in their current confusion with outputs and results. The longer term and devolved funding principles of the OBI also imply that it may be more practical at the start to establish procedures for periodic setting of milestones, rather than milestones themselves.

vi. Modified “due diligence” process: Each bidder should be required to present a standardised “track record” statement of activities and achievements within the relevant research sector or portfolio. These statements will be verifiable by the Foundation with sector participants and other referees, where necessary. 

This modification in particular should streamline the due diligence process and assist in enabling the whole bidding round to be completed within 12 months – i.e. no extended time would be required.
vii. Governance arrangements: Proposed arrangements only should be detailed in bids. Detailed negotiations and discussions with proposed participants (involving bidders, end-users and FRST staff) should be held after “preferred” bids have been determined.

End-users would therefore be spared the task of conducting multiple negotiations with providers and/or making choices between providers, prior to bidding selection.
viii. Documentation: The volume and content of OBI RFP documentation should be standardised and reduced. 

Some of the required reduction in documentation should occur as a result of the other modifications proposed here.
ix. Maximum OBI funding: A maximum of 60 % of available sector funding should be assigned to long-term (OBI) contracts. The remaining 40% (minimum) should be reserved for projects funding of variable duration, up to four years.

As with 8-year maximum proposal above, the intent here is to ensure greater strategic flexibility and fairness in the management of portfolio funds. However, it is recognised that the amount of funds available at any one time is not always clear-cut due to carry-overs etc, so these recommended maximum proportions should be viewed as indicative only.


x. The “Benefit” criterion: The “benefit to New Zealand” criterion for selection of proposals should be critically reviewed and modified to provide a far more informative and objective basis for assessment. The criterion could be assigned a lesser, or variable, weighting in particular circumstances, or applied simply as “pass/fail” test for all proposals, prior to their detailed assessment/ranking.
 
The process relating to the development of IOs referred to in iii above will help to ensure that proposals are already focused on widely-recognised and strategically determined priorities for research. Scoring proposals on the basis of “benefit” would then not only be highly subjective, but potentially contradictory to funding strategies.  

xi. Contract roll-over/termination procedures: Research programmes (OBI or projects) which are not going to be completed by the conclusion of a contract funding cycle should be subject to a detailed performance review. 

Based on these reviews, decisions can then be made on whether, or to what degree, the research programme should be submitted back into the next contestable funding pool, alongside other (new or existing) research proposals. 



The Independent Evaluator considers that the above proposed measures are mostly not onerous and could make a substantial improvement to the quality and impact of the OBI model. Moreover, they should serve to protect and enhance the inherent strengths of the OBI model relating to its longer-term research, outcome focus and stability of funding objectives.
7.3 Possible Funding Strategies
Notwithstanding the modifications to the OBI proposed above, the following section provides two specific approaches for managing PGST research funding in New Zealand. The first approach discusses in what sectors, or portfolios, a (modified) OBI model might be applicable. Approach 2 proposes an entirely different method of funding research, but which could nevertheless include the modified OBI model as one mechanism for contracting longer-term research programmes.
It should be noted that the terms of reference for this evaluation do not extend to detailed proposals for future funding arrangements – hence the description of Approaches 1 and 2 are presented in outline only. Considerable further work is required to develop all the parameters in each case, especially for Approach 2.


Approach 1: Modified OBI, with Limited Roll-Out

Section 7.1 listed a number of improvements to the OBI model which the Independent Evaluator recommends should be adopted before the model is applied again. Many stakeholders have commented, however, that even a modified OBI approach may not be suitable for all areas of PGST research. This evaluation supports that view.

There is much evidence from the pilot - and very broad agreement within the sector - that the OBI model is unsuited to sectors in which the output of the contracted research is highly appropriable (i.e. the output of the research is closely related to “industry (or private) goods”). The main argument here is that the governance mechanisms could not operate freely and effectively where end-users, or potential users, may be in positions of commercial competition or rivalry. Moreover, it is extremely likely that pressures to adapt or shortcut aspects of the research would be much increased due to the potential which an early release of results may have for market advantage and commercial gain. These tensions exist presently within research programmes addressing the productive and commercial sectors, but the OBI model, which relies on highly consultative governance/management inputs, could be expected to exacerbate their effects. This problem could not be mitigated, or “managed through”, without major adjustments to the governance/outcome focus of the model. 
The implication is that any decision to roll-out the OBI model, even in the proposed modified form, must be limited to research sectors where the fruits of the research are fully non-appropriable. In other words, the OBI model is only likely to be applicable where the research addresses outcomes which substantially involve “public goods”. In most cases, one would expect the users of such research will be public agencies and non-profit organisations. 
Non-appropriability of results is not the only condition for roll-out of the OBI model. A second consideration in the application of this approach concerns the institutional structure of the research sector. The particular issue here may be the extent to which there is a recent history of provider dominance within the sector and/or high expectations of institutional funding, from FRST in particular, linked to financial viability. Even the modified OBI mechanism may be perceived to favour certain bidders and thereby exacerbate any existing tensions. Also, in such situations, it simply may not be practical for FRST to ignore the Government’s ownership concerns and simply commit a large proportion of funds on a “best proposal” (i.e. purely competitive) basis. 
It appears there may be only a small number of research sectors which satisfy either of these conditions, and even fewer that would meet both. Consultations around this evaluation have led to a limited number of suggestions: some other areas of the environment (e.g. climate change, earthquake research and hazards mitigation), some areas of biological research (e.g. palaeontology) and social development, including some aspects of the health sector. The ecosystems round also indicated that the OBI model may fit quite well with the management and preservation of large databases/collections, since these can have significant “public/club good” characteristics, even within a quite limited and specific (e.g. scientific) community of interest.
Responsibility for working through the full list of FRST portfolios in order to assess which might be suitable for OBI purposes rests now with the Foundation. This should be done as soon as possible if only to develop a clearer sense of where the best potential for (modified) OBI funding might lie and to prepare the ground through consultation in those areas. 
It is very likely, however, that this task will encounter some “grey area” problems. These concern the degree to which the current design of FRST research funding portfolios largely ignore output appropriability issues. This issue sits at the core of many difficulties in managing the public funding of research, science and technology. 
The Independent Evaluator takes this opportunity to again urge the Foundation to develop a portfolio structure that clearly separates areas of potential research on this basis, thereby enabling it to design and manage better-targeted funding instruments. If nothing else, this re-alignment of portfolios – perhaps into three categories of “highly appropriable”, limited appropriability” and “non-appropriable” - would at least enable the Foundation and the Government to begin to place a much sharper and more meaningful focus on what it means by “benefit to New Zealand”.
Approach 2: Negotiated Funding
The second proposed funding mechanism is based on the following major premises:


· The OBI model, even with the modifications proposed in Section 6, may not adequately reduce research funding contestability in some sectors, in line with the Government’s policy intentions.

· The modified OBI model is also unlikely to fit comfortably with a wide range of ownership and stewardship responsibilities which the Government holds in respect of the RS&T sector and the public research institutions that make up the larger part of most sectors. These interests include a mix of stability, financial viability, collaborative, innovation and capability issues.



Approach 2 proposes that FRST’s portfolio funding of research sectors is managed on a more “negotiated” basis, with only a portion of funds reserved for contestable bidding procedures.  More specifically, it proposes that:


i. Between 60-70% of available funds within each sector are allocated between institutions on the basis of their organisation’s track record within the sector, their current and relevant core capabilities and their organisational charter (or equivalent statements of research purpose and objectives). Initially, allocations on this basis would be determined for a 2-3 year period through a “due diligence” process (involving FRST, with advice from independent advisers, end-users, and relevant sector/industry organisations, including MoRST and other government agencies). These initial allocations would be adjusted at the margin in subsequent funding rounds.

ii. The assignment of these allocations to research activities within each institution would be determined in negotiation with the institutions and would be approved by the Minister for RS&T. The allocations could include a mix of short and longer-term funding contracts appropriate to sector needs and to the institution’s research interests, requirements and capabilities. They would predominantly comprise specific programmes and projects, but could leave room for some non-specified funding. Consultation with end-users within the sector would play a significant role, up-front, in assisting the Foundation to determine what the key research priorities should be and which institutions and capabilities (including researcher/researcher and researcher/end-user collaborations) may be appropriate for providing them.



iii. The remaining 30-40% of available funds would be managed on a fully contestable project funding basis. However, these funds should be managed in ways which encourage both smaller and new bidders into the available funding pool (thereby enabling them to build up a competitive track record for acquiring negotiated allocations in future). Institutional bidders would also be able to compete within this managed contestability round, but could be limited to a minority share of the available pool.


iv. This contestable segment of the portfolio would take place after the negotiation of institutional allocations. This would enable the Foundation to refine specification of the required Intermediate Outcomes within each Target Outcome area. Furthermore, specific emphasis would be placed in the scoring system for this segment on less conservative and more innovative research activities, taking into account the Government’s and other end-users’ strategic interests.


The full details for Approach 2 require some further development, including arrangements for integration with other capability and non-specific funding. However, the Independent Evaluator considers that this Approach may provide a more fruitful track for defining an efficient and fair funding system that better adheres to the Government’s public management principles and better supports it ownership and strategic objectives for the research sector.

Attachments

Attachment A

Terms of reference for an evaluation of the ecosystems pilot 
for Outcome- based investments

Background

The Minister in his Letter of Expectations has requested an evaluation of the ecosystems pilot “to better understand the costs and benefits of implementing this investment approach over others”. 

This will be relevant to our advice and confirmation or otherwise of the continued development of outcome-based investments. 

It needs to be completed by 31st March 2005 to allow sufficient time for the Foundation to consider and inform investment strategy prior to the 2005/6 investment round. The Foundation also requires an interim evaluation report in November 2004 as a basis for briefing the Minister on progress. 

The evaluation will cover the areas of inquiry shown in the table below and seek information from a range of appropriate stakeholders. 

The methodology will involve a mixed method approach (short surveys, some interviews using structured questionnaires, review of proposals, etc). Systems will be established early in the process to collect relevant information. 

An independent person will be commissioned to lead the evaluation. That person will decide on the final choice of methodology.

Objective

Provide an independent report to the Foundation on the relative costs and benefits of implementing outcome-based investments based on the Foundation’s ecosystems pilot. An interim and final report is required. 

Terms of reference 

i. The assessment of indicative benefits is to include identification and analysis of the opportunities from outcome-based investments to increase benefits to New Zealand from ecosystems research compared to what would otherwise be achieved. This should recognise changes in behaviour, participation and strategy that increase the likelihood of outcomes from the research.

ii. The assessment of relative costs is to include identification and analysis of the relative transaction costs, positive and negative impacts on capability, and new and foregone opportunities. 

In both i and ii above alternative funding mechanisms should be considered.

iii. To ensure that the evaluation has both a transparent and a robust process a steering committee (see below) will be used to consult on methodology and conclusions from the evidence. The final report will be the responsibility of the independent evaluator alone.

The scope of enquiry is set out below. 

iv. The evaluation is to be completed by 31st March 2005 (amended), with an interim report by 30 November 2004.
	Scope of inquiry
	Evidence to be sought from stakeholders, e.g.

	1. What are the indicative long term benefits of the outcome-based Investments approach over other others?
	

	· Is there evidence of improved alignment of outcome-based Investments research with the Government’s science goals and output class objectives? 
	MoRST & FRST staff, Reference group, Selected users

	· Are there any beneficial impacts on strategies of research organisations and their management of Foundation funded research (e.g. better user engagement)?
	Providers (management & science leaders)

	· Are there any beneficial impacts on strategies of other stakeholders including environmental policy and management organisations, particularly with regard to interactions with Foundation funded researchers
	Reference group, Selected users  involved in the uptake and application of ecosystems research 

	· Are there any beneficial impacts for the Foundation and its management of research?
	FRST staff

	· Is there any other initial evidence that this approach will result in significantly enhanced outcomes from science implementation compared to others? 
	Reference group, selected users, FRST staff, providers

	2. What are the indicative long term costs of the outcome-based Investments approach over others?
	

	· Are there negative impacts on research organisations’ strategies and their management of Foundation funded research? (e.g. are there negative impacts on non-OBI funding)
	Research organisations

	· Are there any negative impacts on strategies of other stakeholders including environmental policy and management organisations, particularly with regard to interactions with Foundation funded researchers
	Reference group, Selected users  involved in the uptake and application of ecosystems research

	· Are there any negative impacts for the research community such as from loss of diversity in research organisation capacity? 
	OBI contracting organisations and non-OBI research organisations, science representative groups e.g. RSNZ, MoRST, ACRI, NZVCC?

	· Are there any negative impacts for the Foundation? 
	FRST staff

	3. Was the outcome-based investment selection and funding process efficient? 
	

	· Availability of information for potential applicants
	Applicants and potential applicants who did not apply

	· Any potential changes in costs over time
	

	· Clarity and predictability of the process
	

	· Short term costs for applicants associated with the  outcome-based investment process- particularly in comparison with other processes
	


Attachment B

OBI Independent Evaluation Steering Group

The evaluation Steering Group comprised:


1. MoRST representative:

Mr Mark Dingle / Mr Andrew Calder
2. Representatives identified by ACRI and NZVCC (one each):

Dr Sunil Vather / Dr Robin Falconer

Dr Richard Bedford

3. An independent expert in research:

Dr Don McGregor
4. FRST policy and evaluation managers: 
Mr Nick Allison

Mr David Bartle / Mr Don Baskerville

Attachment C
Foundation for Research Science & Technology

An Independent Evaluation of the Pilot 

Outcome-Based Investment in Ecosystems Research
Interim Report: Preliminary Findings 

1. Introduction
This Interim Report provides a summary of the Independent Evaluator’s Preliminary Findings on the implementation of the pilot Outcome-Based Investment (OBI) funding initiative undertaken by the Foundation (FRST) in the Ecosystems research sector.

These preliminary findings are based on documentation review, interviews with bidding organisations, some end-users, assessment officials and FRST staff, plus the responses of various other stakeholders to surveys and questions posed both by FRST staff and the Independent Evaluator. Although these preliminary findings are considered reasonably robust, expansion or amendment of these views is entirely possible in the light of further information and discussion obtained during the second phase of the Evaluation.

Phase 2 of the evaluation process will be undertaken during March-May 2005. This will involve further discussions and analysis aimed at testing and verifying the preliminary findings in this report. It will also enable the evaluation to review and assess the Foundation’s next steps in implementing the OBI funding round, in particular the negotiation and finalisation of selected OBI proposals and the parallel process of preparing and selecting project funding proposals. A final evaluation report is expected to be circulated for comment by stakeholders in early June. This will be presented to the Foundation, with stakeholder comments appended, by approximately 15 June 2005.

The Independent Evaluator is extremely grateful for the assistance received from Don McGregor (independent consultant) and Michele Morris (FRST Evaluation Unit) in conducting this evaluation and for the advice and comments from research providers, potential users, FRST staff and the OBI Evaluation Steering Group. However, responsibility for the opinions and conclusions presented in this Interim Report rests entirely with the Independent Evaluator.

2. Scope of this Report
In line with the evaluation framework, this report presents some Preliminary Findings from the evaluation in three broad areas:

· The validity and acceptance of the OBI funding concept,
· The quality of the process of OBI implementation (to 07 December 2004), and

· The implications and potential for roll-out of the OBI model to other areas of research.

It should be noted that the Independent Evaluation was tasked with examining or comparing proposals in any respect. All findings are therefore made without reference to the quality (or comparative value) of individual OBI research proposals. 

The evaluation’s preliminary findings on the above three issues are preceded by a brief consideration of the environment in which the evaluation has been conducted and the possible impacts this may have on the information available and views expressed by bidding organisations and others contacted so far.

3. The Environment for this Evaluation

The first phase of the evaluation was undertaken during November 2004 at the request of the Foundation. All OBI research bids had been prepared, submitted and assessed by the due diligence and reference groups during the previous 3-4 months – effectively August to October 2004. During November, the recommendations of these groups were under consideration by the Foundation and the announcement of its initial funding decisions is to be made in mid-December.

The current climate amongst bidders (and some end-users) involves, for many, a combination of “OBI fatigue” and considerable professional anxiety. To some extent, the comments received during the first phase of the evaluation reflect these factors – i.e. a degree of irritation with some aspects of the process, combined with the desire to remain positive and cooperative despite the current high levels of uncertainty concerning the outcome of OBI decisions.  

This Independent Evaluation has obviously attempted to look beyond the current climate in assessing the strengths and weaknesses of the OBI approach. The following findings and conclusions therefore do not support all of the criticisms received. Overall, it is clear that the OBI bidding process imposed new levels of rigour and methods of scrutiny that some providers found uncomfortable. Given the large sums of public money involved – compared to previous project funding rounds for example - these increased demands do not appear unreasonable.

4. The Composition, Neutrality and Performance of the OBI Assessment Groups

Issues have been raised concerning each of these matters. These are outside the terms of reference of this Evaluation and are being reviewed and considered by the Foundation through other mechanisms.
5. Preliminary Findings

A. OBI Concept
	Outcomes focus


	There is general and quite strong support amongst both providers and users for the OBI concept of funding research with a more explicit outcomes (i.e. uptake of results) focus. There is also unanimous agreement amongst these groups that the OBI concepts and process have forced them to address outcomes, and what is required to achieve them, in a more structured and effective way.

At the same time, there are concerns that end-user interests could dominate over the wishes/priorities of research providers in relation to the requirements for good science, including long term research objectives and benefits. Whether this occurs in practice will depend largely on the quality (composition and management) of the proposed governance structures. 


There are very mixed (at times conflicting) views on the quality of expression of Intermediate Outcomes (IOs). Much more work would appear to be required during negotiation of proposals to tie these down to more meaningful, more measurable and more accountable objectives for the research. (See also comments and findings on Accountability objectives below).



	Funding stability


	There are very positive responses to the funding stability objective. This aspect should work well for the successful bidders. However, some respondents have noted that inconsistency of objectives or interests amongst end-users and/or an undue propensity to re-prioritise research funds (perhaps towards short-term needs) could undermine the stability objective.

Other key issues that may impact on the funding stability benefit are the provision for inflation over time and the application of the +/- 20% provision. However, neither of these is considered a significant obstacle to improved stability compared to “project funding” based on 2-4 year cycles.



	Devolved management of research


	There is strong support for the devolved management principle within the OBI model. Notwithstanding the above concerns about end-user dominance over funds allocation decisions, and some scepticism amongst providers about FRST’s willingness to stand back from the research process, this objective should be achieved in practice.



	Accountability Strengthening


	An increased focus on outcomes can be a double-edged sword. For example, poor specification of IOs has the potential to weaken accountability relative to past “output-focused” investments. The quality of IOs is therefore a critical success/fail factor in the OBI model. This has yet to be tested.

A more immediate problem may arise from the fact that some providers do not consider that they can be held fully (or even predominantly) accountable for achieving the IOs they have specified. Much will depend, they argue, on the actions and responses of end users, including users’ policy, funding and operational constraints. Given that FRST contracts will be signed with the provider, this suggests a potentially serious weakness in the contractual and accountability aspects of the OBI model, especially when it comes to performance review. These potential problems in the model need to be addressed urgently.



	Capability Enhancing


	The evaluation has so far been unable to find support for the argument that OBI funding may enhance scientific capabilities – i.e. result in net gains in the human capacity of the research sector. 

Although stability of funding (for some providers) should support greater security and better management of scientific staff, and may increase the scope for acquiring some research capital, there are no providers who consider these gains will be significant. Conversely, existing capability may be seriously reduced in some areas if those providers are unsuccessful in securing at least existing levels of funding - through either OBI or project funding channels - for their “core” areas of research. 

The capability enhancing objectives of the OBI model could be easily over-stated. Scientific capability is related to many factors other than the funding framework, not least the on-going level of aggregate funding available to the sector(s).



	Improved Collaboration
	Judgement on this issue is difficult at this stage. On one hand, there have clearly been substantial gains in collaboration between some providers and end-users. This is highly positive. Also, some new alliances have been formed between different providers – also commendable and directly attributable to the OBI initiative.

Offset against these gains is a strong (though not quite unanimous view) that the OBI process has exacerbated existing tensions (funding competitiveness in most cases) between CRIs and other providers, universities in particular. If correct, this would be an unfortunate impact. However, it is important not to overstate the short term competitiveness effects relative to longer term commonality of interests amongst providers. The net outcome in this respect may depend on the actual funding decisions yet to be announced.

Nonetheless, the Independent Evaluator does not accept the view that exacerbated tensions between CRIs and universities are inevitable due to funding constraints, nor that the problem may be specific to the institutional structures (and traditional funding allocations) of the ecosystems sector. 

The OBI model, as it is presently formulated, undoubtedly increases contestability in most applications due to the high win/lose implications it entails. This problem is exacerbated by the fact that the longer term funding aspects of the model specifically encourage tenders for core research programmes. In most cases, these programmes are likely to be critical elements in the research operations and financial viability of the provider institution.



	Quality and Contribution of Research
	Providers, users and officials are near unanimous in the view that the OBI concept provides great opportunity for improving the quality and contribution of research in the ecosystems sector. However, there are also strong views that this opportunity may be missed unless:

· More time and effort is taken to ensure that research proposals can be aligned with more fully developed user strategies and implementation plans, and

· The proposed governance arrangements implied by OBI are robust (durable and effective) and are staffed by competent, knowledgeable and perceptive representatives from the relevant user agencies.

It is much too early (at December 2004) to assess whether the research proposed under the OBI model will make a significant contribution to the Foundation’s Target Outcomes, over and above project funding achievements.




B. OBI Process
	General Approach


	The “pilot” nature of the Ecosystems OBI is widely appreciated and accepted by participants in the process. Nonetheless, major funding and career issues hinge on the outcome of these current OBI decisions. The view that management of the OBI bidding process was sometimes frustrating and uncertain needs to be considered in this context. 

On balance, the evaluation has concluded that many of the process uncertainties resulted from the pilot nature of this OBI and need not be encountered in subsequent applications of the model. In retrospect, however, it may have been less controversial had the concept been tested across a smaller range of institutions and funding levels.



	Clarity and consistency of OBI briefings and documentation  


	This aspect was generally viewed very positively. If anything, the process may have suffered from too much documentation.

Less volume of documentation, more specific examples, less “FRST jargon” and clarification of terms (e.g. milestones) are familiar refrains in most research funding rounds. Nonetheless, they point usefully to areas for improving subsequent implementation of the OBI approach.



	Scheduling


	There is broad agreement that the overall OBI process was too rushed. There were some important managerial/budget funding explanations for the condensed timing, and the problem was probably compounded by some of the uncertainties of the new process. On balance, the condensed period for bid preparation did not unfairly disadvantage particular providers.

The scheduling of OBI decisions and project funding proposal requests across the Xmas/New Year period should be avoided in future. (See also Structure of Funding under C below.)



	Demands on Providers and Users


	Substantial comment has been received on this issue. Some of it reflects the timing of this first phase of the evaluation immediately after completion of proposal preparation, assessment interviews, etc.

For successful providers, the total demands associated with OBI proposal preparation do not appear excessive relative to the alternative – i.e. 2-3 repeated (project funding) applications. Also, some of the time given over to collating standard organisational documentation will not need to be repeated to support future bids (OBI or otherwise).

The transactions costs in OBI participation for a small number of end-users were substantial due to their pivotal role in the sector. For some, these demands from providers for engagement tended to come on top of internal restructuring and other work, staffing and funding pressures.

These increased demands may be inevitable to some degree given the large, long-term funding involved with OBI. However, a more clearly specified, less rushed process, could help to reduce these demands in future.

For FRST, the major issue here may not be the size of transactions costs per se, but the management of expectations amongst both providers and users. Some end-users associated with unsuccessful provider bids may be sufficiently disappointed that they are reluctant to engage in such intensive pre-selection activities in future. 



	Governance Arrangements 
	This issue has probably generated more debate and concern than any other in the OBI process.  This is perhaps not surprising since good governance will be a critical factor in the eventual impact of each OBI research programme.

FRST expectations of the proposed governance arrangements have evolved during the OBI process. This is reasonable, for a pilot, and probably explains some of the providers’ uncertainty. It would be important to streamline this aspect in any future roll-out.

Nonetheless, some providers have been concerned at specific aspects of the governance requirements and the process by which they have been examined. These include a perceived over-emphasis on governance (to the exclusion of “track record” and “science merit” in assessing proposals), a failure to recognise the potential conflict of a programme governance structure with existing provider governance and managerial responsibilities, and a sense that some aspects of the required OBI governance structures may have been “imposed” on providers. A parallel concern amongst some providers is a perceived inability, or unwillingness, on the part of assessors to consider alternative views, including provider’s “tried and true” mechanisms for research management. 

It was also apparently unclear at times to providers whether the due diligence process was following the OBI guidelines and/or whether Due Diligence Group members may have been acting from their own, or FRST-led, prescriptions of an appropriate governance structure.

The evaluation found reasonable support for these concerns. Views and feelings expressed on this issue were generally consistent across providers. Users were also concerned by a lack of prior consultation from FRST on this issue and expressed some uncertainty as to whether they will be able to deliver and sustain the required level and quality of their expected inputs to the governance arrangements.

Final judgements on this issue must be suspended until negotiations over proposals are complete. Only then will a clear picture emerge of the governance arrangements that FRST prefers (if indeed it has a preference), including the degree to which providers feel that a specific model has been imposed upon them. It is clearly important that this latter development does not occur. It is also important that mechanisms are found for ensuring an adequate and sustained level of buy-in from end-users.



	Proposal Negotiation and other aspects of the OBI process


	These will be examined during the second phase of the Evaluation.


C. Future Implementation

	Roll out of the OBI Concept


	The initial evidence from this evaluation is that the OBI model has the potential to provide a very valuable adjunct to project funding.  The concept is popular and the objectives are mostly sound.

However, the first phase of this evaluation has not generated sufficient confidence in the OBI concept to support immediate roll-out of the OBI model to other sectors. It will be essential for any such decision that some particular issues and shortcomings are first addressed. These can be grouped as follows:

· Applicability to different research sectors

· Measures to reduce contestability

· Structure of funding between OBI and projects, and subsectors 

· OBI process and proposal specification improvements

These issues are expanded slightly below, but will be examined in greater depth during the second phase and final reporting of this evaluation.



	Selective Application
	There is reasonable evidence (and some agreement) that the OBI approach will work much more effectively where research outputs are not easily appropriated. In other words, the model is likely to work best where the research is more of a “public good” nature. The evidence from this evaluation suggests FRST should be extremely cautious about applying the pilot model to sectors where the potential end-users comprise private sector interests. These interests may not only be highly competitive with regard to use/control of research outputs, but may drive research directions unduly towards shorter term objectives. It is most unlikely that the initial governance structures developed in the ecosystems pilot would succeed in this more competitive environment.

Secondly, even within predominantly “public good” research environments, the institutional structure of the sector should be carefully considered. This arises directly from the need to avoid exacerbating funding tensions, especially between different types of research providers. The potential for inflaming these funding conflicts can only be established on a case-by-case (sub-sector by sub-sector) basis. Some areas will be much more amendable to the OBI model.



	Structure of Funding
	The amounts of funding allocated between OBI and projects may eventually have an important bearing on its success. There is no easy way to establish what the appropriate split may be, and this may vary considerably from one sector to another.

In the case of the ecosystems pilot, it is possible to conclude that the (“maximum”) 80/20 split between OBI and projects is too high given:

· The pilot nature of this approach and the inherent uncertainties associated with it,

· The institutional structure of the sector – including the very different motivations/incentives facing potential bidders, and 

· The (well-recognised) advantage which the OBI model gives to CRIs in this sector over most other providers.

Longer term, this first phase of the evaluation also indicates that a greater degree of separation between OBI and project rounds could be desirable. These could be effectively staggered over successive years, giving both FRST and providers better opportunity to assess research opportunities in the light of OBI funding decisions and their implications for research needs, capabilities, organisational budgets and resource allocations.

	Reduction in Contestability
	This issue also requires much further and careful consideration. The expected benefits from the OBI model in terms of funding stability may easily be eroded by heightened contestability. Certain changes in the application of the model – as suggested above - may lower the potential for this undesirable trade-off. (The Independent Evaluator is not convinced, however, that a more rigorous pre-selection, or bid screening, process is the best way to achieve this.)



	Process Improvements


	As outlined above:

· More time for bid preparation

· Less documentation; more clearly stated requirements

· Clear guidance (but perhaps greater flexibility) on governance arrangements

· More support for the development of effective and measurable linkages between Intermediate and Target Outcomes

· More recognition of science content and science merit in proposal specification and assessment criteria.




David Webber

Independent Evaluator

Economics & Strategy Group

Wellington

07 December 2004
Attachment D
Organisations and Persons Contacted/Consulted
The following organisations and persons were approached directly or provided written comments during this evaluation. In addition, a large number of other ecosystems organisations and stakeholders, especially end-users were involved in surveys undertaken in conjunction with this evaluation.

	Research Providers
	Relevant Persons

	Landcare
	Rob Fenwick, Andrew Pearce, Ian Whitehouse, David Penman, Tamsin Braisher, Phil Cowan, Dave Choquenot

	NIWA
	Rick Pridmore, Rob Murdoch, Alan Grey

	Crop & Food
	Grant Smith, Andrew Smith, Chris Downs

	Geothermal & Natural Sciences
	Robin Falconer, Louise Harrington

	AgResearch
	Lora Hagemann

	University of Auckland
	Tom Barnes, Philippa Black, Ellen Forch, Nathan Hore

	University of Waikato
	Bruce Clarkson, Richard Bedford

	Massey University
	David Lambert, Gillian Nicholson, Susan Wright

	University of Otago
	Geoff White

	Victoria University of Wellington
	Susan Barrett

	Individual Researchers
	Barry Donovan, Janet Grieve, David Hawke, Terry Heiler

	
	


	End-User Organisations
	

	Dept. of Conservation
	Geoff Hicks,  Rod Hay, Rob McColl 

	Ministry of Agriculture
	Fiona Stuart

	Environment Canterbury
	Rob Phillips

	Animal Health Board
	Penny Fairbrother

	Horizons Regional Council
	Lindsay Fung

	NZ Ecological Restoration Network
	Mike Peters

	ESR
	Val Orchard

	NZ Mussel Industry Council
	Lorna Holton

	ERMA
	Geoff Ridley

	
	


	Other Stakeholders

	

	Ministry of Research, Science & Technology
	Helen Anderson, Roger Ridley, Marc Daglish

	Royal Society of New Zealand
	Kathleen Logan, Jez Weston

	RSNZ Biodiversity Committee
	Dennis Gordon 

	
	


	Foundation Staff / Reference Groups
	

	Management & Policy
	Murray Bain, John Smart, Nick Allison, Peter Morten, John Kape

	Investment Operations
	Helen Gear

	Evaluation
	David Bartle, Don Baskerville, Michele Morris

	Reference Group
	Peter John

	Due Diligence Group
	John Shirtcliffe


Attachment E
The Ecosystems Sector Outcomes Framework

	Target Outcomes


	Funds

Available
	Description

	1. Define New Zealand’s Biodata
	$6-9m p.a.
	Determine the identity, past and present geographical distribution, ecological requirements and range of genetic diversity in New Zealand’s biodata, and understand relationships and evolutionary relationships of priority taxa.



	2. Reverse the Decline in New Zealand’s Indigenous Biodiversity
	$7m 

+ 0.5m p.a.
	Reverse the decline in New Zealand’s indigenous biodiversity at a range of scales by maintaining biodiversity and the resilience of ecosystems processes; and by supporting recovery and rehabilitation of the indigenous biota where damaged or depleted.



	3. Biosecurity – Incursion Management 
	$2.5m

+ 0.25m p.a.
	Unwanted harmful and potentially harmful organisms are either prevented from crossing New Zealand’s border, or are detected and eradiated before establishing self-sustaining populations that cause harm to indigenous and other ecosystems.

	4. Biosecurity – Management of Existing Pests
	$4m

+ 0.25m p.a.
	Priority unwanted organisms are managed to levels that provide positive benefits to indigenous species and natural ecosystems; they are eradicated where feasible; there are reduced spread and low rates of establishment of harmful organisms along internal pathways; and there is a reduction in the adverse effects of harmful organisms.



	5. Protection of the Unique Ecosystems of the Southern Ocean and Antarctica
	$0.25m
+ 0.25m p.a.
	Ecosystems of the Southern Ocean and Antarctica over which New Zealand holds an interest are understood, valued and protected, in line with New Zealand’s international obligations and environmental goals for this region.



	6. Ecosystem-based Sustainable Resource Use
	$5m
+ 0.25m p.a.
	Resource management systems used in the New Zealand region are based on and respond to signals from the environment and ecosystems; knowledge of the dynamics, functioning and ecosystem services of aquatic and terrestrial ecosystems supports decision-making and maintenance of options for sustainable use. The species and ecosystems of importance to Maori are able to support use and harvest.


Continued on next page

	SPS Target Outcome: Sustainable Systems for Production, Use and Harvest of Aquatic Systems
	$2m

+ 0.1m p.a.
	Systems are in place under commercial, recreational and customary management regimes to support sustainable production, use and harvest in marine, estuarine and freshwater ecosystems.



	SRU Target Outcome: Effective Biosecurity Systems Across Sectors
	$2m 
+ 0.1m p.a.
	Biosecurity systems are operating effectively across productive sectors, diverse environments and across the whole incursion-establishment-management spectrum; the systems are forward-looking, integrated, widely-accepted, effectively contributing to a range of national goals and supportive of future options.




Attachment F

Final Summary of Allocations from Ecosystems Funding Round 2005 (OBI and Projects)

	Summary of Funding Allocations: 2005 Ecosystems Funding Round
	 

	 
	OBI (New)
	Total OBI (incl. Funds Transferred In
	Projects    (New Funds)
	Total new funds
	OBI as % of new funds 
	Projects as % of new funds
	Total funds influenced 

	 
	 
	 
	 
	 
	 
	 
	 

	Terrestrial Funds
	     13,070,000 
	                18,824,670 
	       4,184,975 
	   17,254,975 
	76%
	24%
	 23,009,645 

	of which awarded to Landcare
	       9,230,000 
	                 9,950,000 
	       3,216,000 
	   12,446,000 
	 
	 
	 13,166,000 

	Landcare results as a % of Terrestrial category
	70.62%
	52.86%
	76.85%
	72.13%
	 
	 
	

	 
	 
	 
	 
	 
	 
	 
	 

	Aquatic Funds
	       8,315,500 
	                 9,470,500 
	       5,991,174 
	   14,306,674 
	58%
	42%
	 15,461,674 

	of which awarded to NIWA
	       7,391,000 
	7391000
	       3,746,900 
	   11,137,900 
	 
	 
	 

	NIWA results as a % of Aquatic category
	88.88%
	78.04%
	62.54%
	77.85%
	 
	 
	 

	of which Landcare
	 
	 
	       1,060,000 
	    1,060,000 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 

	Totals
	     21,385,500 
	                28,295,170 
	     10,176,149 
	   31,561,649 
	68%
	32%
	 38,471,319 

	 
	 
	 
	 
	 
	 
	 
	 

	Total Landcare funds
	       9,230,000 
	 
	       4,276,000 
	   13,506,000 
	 
	 
	 

	
	
	
	
	
	
	
	

	* Note: data for Landcare projects funding includes some existing funding

	Source: Foundation for Research Science & Technology (provisional data)

	
	
	


� In this report, the term “reference groups” is used to refer to all the groups and individuals engaged by FRST during this round to advise on bid quality and selection – for both OBI and project funding.


� In particular: “Request for Proposals and Instructions to Applicants (v.2) for the Natural Ecosystems Investment Process”, 26 July 2004; “Due Diligence Manual for Outcome-Based Investments in Natural Ecosystems, 20 August 2004; “Guidelines for Reference Groups and Advisers in the Natural Ecosystems Investment Process 2004/05”, (undated); and various papers submitted by FRST management to the FRST Board of Directors during the round.


� Hon. P. Hodgson, (former) Minister of Research Science & Technology, “Planning for Your 2004-2007 Statement of Intent” (Letter of Expectations) to Chair of Foundation Board, dated 25 March 2004.


� For a description of the Government’s “Managing for Outcomes” Initiative, including the difficulties and achievements with this approach within the wider New Zealand public sector, see: David Webber, “Wrestling with Outcomes: The New Zealand Experience”, in Agenda, Vol.11 No. 4, 2004, Australian National University, Canberra.


� For a description of FRST’s outcomes framework for natural ecosystems, see Attachment E.


� Several stakeholders have noted that previous project funding rounds for ecosystems research also paid considerable attention to outcomes, or end-use, issues. The OBI model simply makes this focus more explicit, but also presents an objective framework and a requirement for governance arrangements that will help to ensure it.


� The natural ecosystems portfolios involved six Target Outcomes (Attachment E). The problems arising from high level specification of Outcomes could be significantly greater for funding rounds involving portfolios with as few as one or two Target Outcomes.


� The two sets of criteria were: A. Hurdle Criteria: 1. Relevant Track Record and Delivery Capability, and 2. Quality Assurance Systems; B. Selection Criteria: Benefit to New Zealand from Measurable Intermediate Outcomes that are well-aligned to Target Outcomes and 2. Relevant User Connections and the Pathway to Uptake.


� As stated, for example, by the Foundation’s operations managers during the OBI funding results presentation, Wellington, 4 July 2005. The issue is also raised in “Missing Links: Connecting science with environmental policy”, report of the Parliamentary Commissioner for the Environment, 2004.


� This was a major recommendation, for example, in a recent Government report: “Evaluation of the Environmental Output Class”, MoRST, 30 September 2004. 


� The OBI model includes provision to raise or lower the nominal level of contracted funding by 20% at each review, based on performance.


� It should be noted here that “overbidding” describes not just the aggregate amount of OBI proposals, but also the amounts bid for components of the available funding under various Target Outcomes, within both the terrestrial and aquatic research categories.


� “Ownership interests”, of course, apply specifically to CRIs. However, irrespective of whether one believes the Government holds “ownership” in the universities, it has substantial concerns about the effectiveness of its combined policies and funding, as applied to their research activities in this case, which are not materially different from its concerns with CRIs. The need for FRST to better “integrate” its funding policies with these wider ownership and stewardship concerns of the Government was made clear by the Minister in his 2004 Letter of Expectations to the Foundation Board.


� This criterion features significantly in the assessment of both OBI and project funding proposals.


� See Attachment F. Note, however, that these figures are provisional and should be interpreted with care as they include a significant volume of sub-contracting and carry-over funding in both cases.


� See footnote 13.


� End-users, especially Government agencies, will need to be much better prepared in the development of their research strategies and needs – compared with the recent ecosystems sector experience – for supporting this or any model aimed at outcome achievement.
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