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Chairman’s Message

s chairperson of the PPAF, it has been
Avery satisfying for me to see the

evolutionary process through which the
PPAF has passed and its emergence as a lead apex
institution of the country, enjoying the goodwill
and support of all stakeholders.

For this, | am indebted to all the directors and
members of the PPAF who have given so much of
their valuable time towards refining the policies
and procedures of PPAF. Coming from diverse
backgrounds and experiences, they consistently
add new values and dimensions to the PPAF project.

It has been rewarding to see how well the
policies of the board have been translated into
actions by the management team. Their response
towards the challenges have been outstanding
as is evident from the fact that all targets set by
the board of directors have been surpassed.
As a result of these achievements, the Government
of Pakistan and the World Bank formally approved
a second US$ 238 M project for the PPAF well
before time. This project was put on a fast track
and was approved by the World Bank Board of
Directors within a record time of four months.

To my mind one of the enduring legacies
of PPAF to the civil society sector has been the
turn around of the partner organizations of
PPAF from being grant oriented entities to
professional institutions. This has been achieved
on account of the realization that although
financial resources are important for expanding

the outreach of organizations it is equally
necessary to capacitate the institutions to use
the resources effectively.

The building of trust and transparency has
been another hallmark of PPAF achievements.
Today there is complete understanding and
respect for the points of view of all stakeholders.
The importance of trust in the building of
sustainable organizations cannot be minimized;
they are the foundations on which any durable
edifice must be built.

I would like to take this opportunity to
thank the many new donors and international
agencies and organizations that are forging
partnerships with the PPAF. In particular, | am
happy to see the relationship that has been built
up with the USDA and USAID, both of whom
have entered into formal contractual agreements
with the PPAF, which will further strengthen and
deepen the outreach capabilities of the PPAF.

A word of caution may be appropriate at
this juncture. As expectations rise, the demands
on PPAF are likely to increase disproportionately.
Therefore, it is imperative to exercise due care
and diligence in the coming years so that the
strong foundations that have been laid may be
strengthened further.

Hussain Dawood
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Chief Executive’s Statement

it is satisfying to see that what started
off as an idea, has now materialized as
a flagship poverty reduction program of the
Government of Pakistan and the World Bank.

It would be impossible to list down all the
names of the people who have played an
important role in the development of PPAF. I
would however, like to express my sentiments
with regard to the understanding and support
we have received from Mr. Shaukat Aziz both
in his capacity as Federal Finance Minister and
Prime Minister of Pakistan.

Similarly, I would like to acknowledge the
role of the Chairman of the Pakistan Poverty
Alleviation Fund, Mr. Hussain Dawood, for
placing so much faith and trust in our hands
and sharing his vast experience of corporate
wisdom in building up the organization. | am
equally indebted to the Board of Directors and
General Body members for their encouragement
and goodwill.

I would like to acknowledge the close
support received from the World Bank. In
particular the genuine and quiet understanding
and appreciation of our efforts by Mr. John
Wall, Country Director World Bank, the guidance
received by Mr. Abid Hassan, Chief Operations
Officer, and of course the outstanding role as
facilitator and resource person played by Qazi
Azmat lIsa, Task Leader for the PPAF project

L ooking back to the early years of the PPAF

and community specialist.

The PPAF team has been remarkable to
work with. They are a blend of diverse disciplines
and experiences. Their integrity and purpose of
mission has been central to the success of the
PPAF. They have shown their ability to cope
with diverse circumstances, and not lose sight
of the ultimate goals.

The role of the Partner Organizations
has been central to the achievement of the PPAF.
Their leadership qualities and hardwork have
played an important role in strengthening their
institutions, and timely completion of targets
and objectives. | thank them all for their valuable
contributions and their willingness to share their
knowledge and experience with the PPAF team.

I look forward to the continued interaction
and facilitation of all stakeholders, so that the
work that has contributed towards improving
the lives of the poor, may be broadened to
touch the remotest parts of the country.

In the end I would like to pay my tribute
to all those communities living in distant villages
of Pakistan, who by dint of their courage and
fortitude have given us the gift of hope.

N

amal Hyat

Chief Executive’s Statement






he Credit and Enterprise
Development (CED) unit has
functional responsibility for
managing the microcredit component of
PPAF. The unit has focused on
identification of credible and capable
partner organizations (POs) through a
transparent and rigorous process. The
objective is to select institutions which
can, with the support and assistance of
PPAF, become efficient intermediaries
for cost effective and in the long run,
sustainable delivery of financial services
to the poor.

A diversified portfolio has been
maintained. At the same time, special
consideration has been given to gender,
equitable distribution of funds and up
scaling of small and emerging
organizations. The quantum of financing
to each organization is determined by the
strength of its track record as well as
absorption and debt service capacity. By
far the most significant aspect of financing
has been development of appropriate
credit synergies and risk management
frameworks.

The emphasis on performance based
lending played an important role in
assuring quality of programs and

T
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Credit & Enterprise
Development

outcomes. As a result of these efforts,
the credit program has expanded from
Rs. 1,314 million in FY 2003 to Rs. 1,462
million in FY 2004, indicating an increase
of 11% (figure 1.1). Corresponding with
this expansion of credit, the number of
borrowers has risen from 119,196 in FY
2003 to 148,735 by the end of FY 2004
indicating an increase of 25%.

By end FY 2004, PPAF funding had
been equitably disbursed in urban and
rural areas of 77 districts of Pakistan
through 35 Partner Organizations, of
which 10 are catering exclusively to
women. At the same time the number of
individuals who had availed of PPAF
credit rose to 369,812, the average loan
size being Rs 9,307, of which 48% went
to women. Repayments during the period
continued to be at 100%.

Sectoral distribution of credit
continued to be well balanced. Income
generating activities in agriculture
accounted for (32%) of the total portfolio,
while livestock activities represented
(31%). The share of commerce and trade
rose to (37%) indicating perhaps that
more of the rural population was engaging
itself in off-farm activities (Fig 1.2).

One of PPAF’'s major contributions

(Fig. 1.1)
CED Financing Disbursed,
FY 2001, 2002, 2003 and 2004

(Rs. in million)
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On the whole,
Partner
Organizations
have exhibited an
average growth
rate in excess of
150%.

has been to broaden the base of the
microcredit sector by investing in smaller
organizations, which not only meet
PPAF’s eligibility criteria but are also
willing to expand their outreach to the
most remote parts of the country.
Working with emerging partner
organizations has been quite a challenge
in terms of identifying institutional issues
and assisting in the development of
sustainable development plans for future
growth. This necessarily entails higher
investment in Institution Building and
Human Resource Development.

In order to meet the challenges of
growth and extended outreach, PPAF is
currently working with 13 emerging
organizations. These partner organizations
have experienced exponential rates of
expansion, while the more established partners
have sustained the momentum of growth.
On the whole, Partner Organizations have
exhibited an average growth rate in excess
of 150% after receiving PPAF support.

Empirical evidence suggests that
market segment in individual loan sizes
of Rs. 30,000 to Rs. 100,000 is currently
not served by any institution. Lower loan
sizes fall in the perceived domain of civil
society and larger amounts are more
attractive to formal sector financial
institutions, given their transaction costs.

While small loan size is preferable, in
terms of targeting as well as risk, and are
useful for protecting current income
levels. It is felt that relatively larger loans,
structured appropriately, have the potential
of relieving financial constraint of the
more dynamic members of the
community and taking them to a higher
level of sustainability.

2 Pakistan Poverty Alleviation Fund: Annual Report 2004

An Enterprise Development Facility
has been launched in collaboration with
United States Agency for International
Development. During 2004- the first year
of operations, partnerships with 4
institutions have commenced. The
beneficiaries of the programme have been
assisted, in addition to credit, through
appropriate technical skills; training
focusing on management as well as
marketing; and linkages with vendors and
the corporate sector through business
development services.

With a view to assessing the outcomes
of the microcredit programme PPAF
engaged Gallup Pakistan Ltd. to carry out
a rigorous study of PPAF's microcredit
interventions. This was the most extensive
study of its kind, covering 1700
households in various regions and areas
of Pakistan. The Gallup study examined
seventeen hypothesis covering various
aspects of poverty and came to the
conclusion that overall the programme
was making a difference in the lives of
the poor (Box 1.1) (Box 1.2).



Box 1.1 - Findings of Gallup Study

List of Hypotheses and Summary Assessment
Hypotheses regarding Effect of Micro-finance on the Socio-economic Status of Borrowers*

List of Hypothesis Held | Not |Partially
Held | Held

Participation in micro-credit leads to increase in personal income

Participation in micro-credit leads to increase in household income

Participation in micro-credit leads to increase net annual income from 3 key sectors

Participation in micro-credit leads to increase in consumption of household

Participation in micro-credit leads to increase in consumption of overall food

Participation in micro-credit leads to increase in consumption of key food items

Participation in micro-credit leads to increase in consumption of home produced items

NI NERENEN NN

Participation in micro-credit leads to increase in the possession of consumer durables

© O N> Ok w N

Participation in micro-credit leads to increase in the possession of
enterprise/livestock/agriculture related assets 4

10. | Participation in micro-credit leads to increase in the possession of financial assets

<

11. | Participation in micro-credit leads to increase in paid employment generated by

<\

3 key sectors

12. | Participation in micro-credit leads to increase in operating surplus

13. | Participation in micro-credit leads to increase in expenditure on house repair

14. | Participation in micro-credit leads to the use of better household facilities

NENEN

15. | Participation in micro-credit leads to increase in expenditure on miscellaneous

events and items v

16. | Participation in micro-credit leads to the use of better agriculture inputs v

17. | Participation in micro-credit leads to improvement in social status v

* Determined through counter-factual analysis carried out by a combination of “with-without” and “before-after” approaches.

Box 1.2 - Overall Assessment

“Our research shows that there is adequate evidence to suggest that on the average low income
households who borrowed from PPAF are better off today than they would have been if they had
not borrowed. On the average their income levels have risen, their consumption has increased,
there is improvement in their personal and business assets, their life-style by way of housing facilities
is better than before and their social status, particularly of the women borrowers, has undergone
a positive change. Admittedly the scale of change is limited, as is the scope and amount of the
loan. But the direction of change is on the whole positive. Our research shows that the benefits
of PPAF loan appear in terms of poverty alleviation and improvement in the basic life-style
indicators of the borrower. The direct impact on building business assets, generating employment
or the effect on other development indicators does not appear to be very significant. However the
improvement in the basic life-style indicators of the microcredit borrowers can
possibly have a second order positive effect on development indicators.”

Gallup, Pakistan
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Community Physical
Infrastructure

(Fig. 2.1)
CPI Financing Disbursed,
FY 2001, 2002, 2003 and 2004
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Sectoral Distribution of CPI Projects

FY 2001 — FY 2004
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T he Community Physical
Infrastructure (CPI) Unit works
through umbrella and community
based organizations to ensure
development of physical infrastructure
at the grassroots level. Poor living both
in urban and rural communities qualify
for this support. The support is not
restricted to providing funds, but also
includes technical supervision of
infrastructure projects, capacity building
and operational support to partner
organizations and beneficiary
communities. The core thrust of activity
is to provide potable water to the
communities, improve local
communication network, provide
irrigation facilities, and conserve land for
cultivation, while adequately safeguarding
the environment.

The community physical
infrastructure unit has rapidly expanded
the scale of its operations. Disbursements
rose from Rs.265m in FY 2003 to
Rs.766m by end of FY 2004, indicating
an increase of 189.1% (Fig 2.1). Total
projects approved during the period
(under PPAF-Phase-1) were 7018. Broadly
the projects were classified into Drinking
Water Supply, Communication, Irrigation,

Pakistan Poverty Alleviation Fund: Annual Report 2004

and others (flood protection dams,
causeways and retaining walls).
Distribution of projects by type, showed
that (43 %) projects were to provide
drinking water supply, (14%) projects
were to improve the local level
communication network, (28%) to
improve the local irrigation facilities,
(13%) projects were to provide sanitation
facilities and (2%) fell in other categories,
which included projects related to the
generation of hydroelectric power and
its distribution (Fig 2.2).

This year PPAF achieved headway in
the initiation and implementation of three
major types of programs. These are
indicated below:

m Integrated Area Upgrading Program,
(IAUP),

m Drought Mitigation and Preparedness
Program, (DMPP),

m Technological Innovations Program,
(TIP).

The first two of these programs aim at
accelerating the development process by
scaling up the work in underdeveloped
and drought prone regions and rapidly
reducing poverty and vulnerability in these
areas. The third follows a two pronged



strategy, involving the implementation of
specific projects involving appropriate
technologies, and diffusion of
technological innovations in all CPI
projects.

Unlike the traditional “single”
intervention project the IAUP begins with
the implementation of an integrated
package of community physical
infrastructure, including drinking water
supply, household latrines, environmentally
safe wastewater disposal and street
surfacing, which paves the way for
interventions in micro-credit, health and
education. The Year marked the
completion of the first IAUP at Dhok
Tabarak Shaheed, which is a small village
of a hundred households located about
25 km from Islamabad.

The Dhok Tabarak Shaheed project
was inaugurated by the then Finance
Minister, Mr. Shaukat Aziz, who greatly
appreciated the concept and the work
accomplished. The project created a
significant demonstration effect, and there
is now an ever increasing demand for a
similar undertaking by adjoining villages
and communities of the area.

The 1997-2002 drought swept through
the whole of Pakistan, with almost 50%
of its districts being severely affected.
The spread of drought was most extensive
in the case of the Balochistan province,
where lack of precipitation adversely
impacted the livelihoods in as many as 24
of its 26 districts. Owing to their greatest
dependence on natural resources for their
survival, the poor are most vulnerable to
the adverse effects of drought.

According to conservative estimates,
the prolonged drought directly hit a

minimum of 15 million people living
below the poverty line in Pakistan. In this
perspective, PPAF has launched a nation-
wide, phased program of drought
mitigation and preparedness, focusing on
the less endowed and poverty stricken
regions of the country. The Program
will be implemented by some of its most
mature Partner Organizations, with the active
participation of beneficiary communities.

The first of these pilot projects is
being implemented in a drought hit union
council - Rodh Malazai, in district Pishin
of the Balochistan Province. The Project
consists of environmentally sustainable
sub-projects in surface water retention,
groundwater recharging and extraction.
It also includes a public awareness and
education component, aimed at ensuring
natural resources conservation, improving
rangeland and on-farm management and
diffusing innovations at a household level,
with a view to improving internal
environment and conserving forests.

Under PPAF-I11 (2004-2008), a follow
up of the World Bank PPAF 1 project
an amount of Rs. 1,964 million has been
approved by the PPAF board of directors
for 2237 projects-to be implemented by
the CPI unit in the less advantageous
districts of Pakistan. These projects
include; DMPP-Pilot Projects, Integrated
Area Upgrading Projects, Technologically
Innovative, and Conventional Projects.
Second generation DMPP-Pilot Projects
have been initiated at Soon Valley located
in the Salt Range of Pothohar region of
the Punjab Province and in the Kirthar
area of the Dadu District in Sindh.

In addition to the above, financial
support from the US Department of

Unlike the traditional
“single” intervention
project the IAUP
begins with the
implementation of
an integrated
package of
community physical
infrastructure, which
paves the way for
interventions in
micro-credit, health
and education.




An important
contribu-tion of the
CPI Unit during the
year 2004 has been
the many steps it has
undertaken to forge
linkages with other
international
institutions

Agriculture (USDA) has now been
channeled as per terms of the agreement
with the PPAF, (Box 2.1).

This timely assistance will, amongst
other matters, provide a substantial boost
to our drought mitigation and
preparedness program. Twelve leading
partners involved with infrastructure
interventions have already been selected for
carrying out the implementation of these
ambitious drought mitigation projects.

In view of the global and national
focus on reduction of green house gases
emissions, shift from fossil fuel to the
cleaner renewable energy options, the
PPAF’s Technological Innovations
Program, (TIP), having learnt from pilot
projects such as the Shahtot microhydel
electricity (Box 2.2), now envisions scaling
up of the micro hydel projects through
out the country.

Desalination of water for drinking
purposes has been another technological
initiative of PPAF and its partner
organizations. In Tharparkar and many
other areas of Pakistan the underground
water is highly saline and unfit for drinking,
considering the intensity of the problem,
alow cost water desalination project, using
low-technology solar systems has been
completed in Tharparkar District (Sindh).

An important contribution of the CPI
Unit during the year 2004 has been the
many steps it has undertaken to forge
linkages with other international
institutions such as the United States
Department of Agriculture, World Wildlife
Foundation, United Nations Development
Program and ENI Pakistan Ltd. These
partnerships should go a long way in
improving the overall efficacy of the
project interventions.

Box 2.1 - Sustainable Agriculture Collaboration with USDA

Towards the end of the year 2004,
PPAF received the first installment of
Rs 400 million from the Government
of Pakistan out of the total
commitment of Rs 1,500 Million to be
provided over a period of four years.
This amount has been generated
through the sale of 37,800 MT of
soybean oil provided by the
Government of US under an agreement
signed between the two countries. The
Agreement concluded with the United
States Department of Agriculture
(USDA) requires that the sale proceeds
of the soyabean oil sold by the
government in the open market be

6 Pakistan Poverty Alleviation Fund: Annual Report 2004

channeled to PPAF for furthering its
poverty alleviation agenda. .

The principle poverty reduction
interventions to be carried out with this
assistance include Drought Mitigation
and Preparedness, Agricultural
Productivity Enhancement, and Micro
Hydro-Electric Power. PPAF is
currently in the process of finalizing a
four year Action Plan to be
implemented through 12 partner
organizations based in various poverty
stricken areas of the country. It is
anticipated that these projects will
benefit approximately 9000 people.



Box 2.2 - Shahtot Micro Hydel Electricity Project

The availability of electricity is the
key to sustainable economic and social
development for rural areas. It is also
an essential prerequisite for poverty
reduction, as electricity not only
provides mechanical power to drive
irrigation pumps, lighting to facilitate
performance of various tasks, and
refrigeration for the storage of
medicines. But also plays a major role
in preserving the natural resources of
the area. In this perspective, PPAF
working through a partner
organization, has successfully
completed a micro hydropower pilot
project in the Northern Areas of
Pakistan. This project (total cost Rs.
9.8 million) ensures uninterrupted
supply of electricity on sustainable
basis to two villages namely Shahtot
and Sasi. The cost of 11KV
transmission line between the two

villages is borne by the public sector
whereas the PPAF has contributed
Rs. 6.9 million.
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Human & Institutional
Development

(Fig. 3.1) he Human and Institutional

HID Financing Disbursed, .

FY 2001, 2002, 2003 and 2004 Development (HID) unit plays
(s, mion) a major role in developing the

250 capacities of partner organizations to

w0l 212 108 206 effectively manage their microcredit and

community physical infrastructure

projects. Recognizing the catalytic role

. of individuals and institutions, the focus

% J of the HID unit is on the professional

T 2000 FY 2002 FY 2003 Fv 2008 development of human resources and
institutional strengthening.

The Unit provides both financial and
non financial services with the objective
of supporting incremental expansion in
outreach of the partner organizations,

0,92 and attainment of long term financial
Sectoral Distribution of HID and institutional sustainability. In this
A regard an example of two institutions

namely Thardeep in the rural areas of
Sindh, and Damen in the peri urban areas
of the Punjab are highlighted for
reference. (Box 3.1)

In comparison to the previous year,
disbursements of the unit increased from
Rs.198m to Rs. 207m by the end of FY
2004 (Fig 3.1). In support of micro credit
and community physical infrastructure
demands the unit increased its outreach

150

o

B Operating Cost . .
Capital Cost from 178 field offices of partner

Training organizations at the end of the year 2003
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to 209 by close of the year 2004. Similarly
in comparison to the previous year the
number of community trainings and
partner organizations staff training
increased from 26,865 to 31,509 and from
661 to 1,245 respectively. The sectoral
distribution of PPAF resources by
category indicated that the major amount
of Rs.137m had been incurred as
operational costs (Fig 3.2).

For improvement in the effective
implementation of plans, the HID Unit
had initiated strategic planning exercises
with the partner organizations during the
year 2002. This initiative proved highly
successful as a result of which strategic
planning exercises were made mandatory
for all partner organizations wishing to
access PPAF resources. Accordingly
strategic planning exercises were
conducted with 21 partner organizations
during the year 2004 (Box 3.2).

With the objective of enhancing the
capacity of PPAF and the staff of the
partner organizations the HID Unit took
the initiative of arranging a number of
training programs in collaboration with
reputed international training institutions
In this respect, the Unit organized 5 events
by inviting Management Development



Foundation - South Asia (Colombo),
Consultative Group to Assist the Poor,
World Bank (Washington DC) and
Schuitema-South Africa. This provided
a cost effective mechanism for providing
state of the art training courses to
development practitioners at home.
Another laudable effort by the HID unit
has been the steps it has taken to develop
as a profit centre, and bearing some of
the cost of its training initiatives. During
the year 2004 the Unit was able to earn
1.1m by carrying out a number of
assignments for both national and
international level organizations, which
apart from earnings enhanced the
reputation of the HID training centre in
the market. These activities will be further
strengthened in the coming years with
the objective of making the Unit fully
sustainable by the year 2010.

Following the satisfactory results of
three Training of Trainers (TOTS)
workshops in Enterprise Development,
the Unit took an initiative to facilitate
establishment of an independent
Enterprise Development Section with
one of its partner organizations Their

staff went through comprehensive skill
trainings and were facilitated in business
planning. More initiatives of this type will
be encouraged in the future.

In the second phase of the PPAF
project there is an increasing emphasis
on providing support to partner
organizations in identification and
development of Business Development
Service Providers (BDSPs). The PPAF
supports development of this initiative
by providing information, referral and
training services. At present business
development services have been
developed with three partner
organizations on a self-sustaining basis
through a combination of fees for services
and other means of income.

After the success of the first two
exhibitions, the unit arranged a third
exhibition of products produced by poor
communities in October 2003. Twenty-
three partner organizations participated,
exhibiting exquisite handicraft of their
areas. The objective of such exhibitions
is to give exposure to entrepreneurs and
develop their linkages with markets,
outside their own area.

Box 3.1 - A typical example of incremental expansion of partner organizations

In support of
microcredit and
community physical
infrastructure
demands the unit
Increased its outreach
from 178 field
offices of partner
organizations to 209

Name of Disbursements No. of Borrowers No. of Trainees
PO
Before|  After % Before | After % Before | After | = %
PPAF| PPAF | increase | PPAF | PPAF | increase | PPAF | PPAF | increase
DAMEN 5.98 115.79 1836 614 17,208 2703 0 495 -
TRDP 19.44 | 240.21 1136 2,694 | 14,134 425 1,609 4,264 165




The objective of
such exhibitions is to
give exposure to
entrepreneurs and
develop their linkages
with markets, outside
their own area.

During the year 2002 the HID unit
had launched PPAF’s internship program
with the objective of providing learning,
training, and job opportunities to fresh
graduates, and giving them on the job
field exposure. This was done by attaching
them to different partner organizations
of the PPAF. After the success of the
first batch of 5 interns, a second batch
of 6 interns were inducted in October
2003. This batch had to go through a
period of 4 months of rigorous learning
and field exposure. The success of the
internship program can be measured by
the fact that out of 11 interns, 9 interns have
been recruited by different organizations.

Over the three years period of active
engagement of the PPAF with civil society
partner organizations one of the
important lessons learnt is that in order
for this sector to grow in a sustainable
and professional manner it is extremely
important to tone up the managerial
competencies of the partner
organizations. Accordingly the role of
the HID Unit will become pivotal in the
coming years for increasing the retail
capacities and performances of PPAF’s
civil society partners.

Box 3.2 - Strategic Planning and Envisioning

The strategic planning process
carried out by PPAF has established its
utility over time as one of the
interventions that helps Partner
Organizations to view their programs
in multidimensional ways and set a
future course of action. The process
applies a multiple set of tools aimed at
in-depth understanding of the subject
institutions, the process focuses on the
following outputs:

e Providing suitable competencies at
senior management levels.
e ldentifying the type or combination
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and sequencing of PPAF interventions
e Ensuring well structured

Implementation plans

The findings of the exercise assists
institutions to formulate their own
strategies for growth and expansion
while taking into account their strengths
and weaknesses. This process has
contributed in understanding the inner
dynamics of the partner organizations
and facilitates in formulating an effective
and focused terms of partnership.



ith enhanced geographical

W coverage, a range of new
sectoral initiatives, a more
comprehensive focus on poverty, the
scope of PPAF activities increased
manifold during FY 2004. The Monitoring
Evaluation and Research unit (MER) has
sought to play an active role, and provides
close support, to core operations of the
PPAF. The underlying theme of this role
is assuring quality and deliverability.
MER unit is playing the key role of
information dissemination on a regular
basis to all stakeholders enabling them to
track the progress of PPAF over time.
During the FY 2004, MER unit prepared
separate quarterly progress reports for
the World Bank, PPAF Board of Directors,
and The United States Agency for
International Development (USAID). Regular
quarterly PPAF updates were also
submitted to the concerned secretariats and
departments of the Government of Pakistan.
In the FY 2004 MER team members
participated in 19 strategic planning &
review exercises organized by the PPAF
HID unit. During these reviews, the MER
unit thoroughly examined the monitoring
and evaluation systems of the
organizations which included analyzing
their work plan, data collection formats,
reporting mechanisms, MIS systems, and

4

Monitoring, Evaluation
and Research

research methodologies. On the basis of
these findings; recommendations are
furnished by the MER Unit to the
operational units of the PPAF so that
issues pertaining to their work and
performance may be suitably addressed.

A two day ‘Dissemination and
Planning Workshop’ was organized by the
MER Unit in August 2003. This workshop
was attended by twenty partner
organizations, and its main purpose was to
share the results of the under noted studies:

m Partner Organizations Monitoring
and Evaluation Systems

m  Knowledge, Approaches and Practices
in Poverty Alleviation.

The workshop objectives were to
highlight and discuss some of the major
issues relating to their monitoring systems
and practices, and also to examine their
poverty targeting methodology and
strategy. Any shortcomings in these areas
were to be addressed by building the
requisite capacities and understanding.

One of the major outcomes of the
above workshops was an agreement by
all partner organizations to jointly prepare
an implementation plan which would
address the capacity building needs of
the participating groups. Another
important development was the decision

The underlying

theme of this role is
assuring quality and

deliverability.
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One of the major
studies involves a
comprehensive
review of the
microcredit,
community
participation, and
physical
infrastructure
projects of two of
the largest RSPs who
are receiving
substantial financial
and non-financial
support from the
PPAF

taken to improve their networking and
communication abilities.

In support of the above initiatives,
and with the aim of strengthening the
monitoring and evaluation capacities of the
partner organizations training events were
organized in all the provinces and regions
of Pakistan. MER related personnel from
all the partner organizations participated
in these training events. These trainings
will continue in the future.

MER unit was made responsible for
following up the ‘Expression of Interests’
received from civil society organizations
which were located in various parts of the
country. During the year, 166 organizations
were provided the relevant information,
and cases which conformed to the eligibility
criteria of the PPAF were forwarded for
further action to the unit concerned.

Various studies were undertaken
during the FY 2004 for impact assessment
of the on-going interventions by the
partner organizations of the PPAF.

One of the major studies involves a
comprehensive review of the microcredit,
community participation, and physical
infrastructure projects of two of the
largest RSPs who are receiving substantial
financial and non-financial support from the
PPAF. This is an ongoing study which
should be completed in the year 2005
(Box 4.1).

In view of the new social sector
(education and health) interventions to
be made in Phase-I1 of the PPAF project,
two baseline studies were conducted
during the FY 2004. The base line study
for health was initiated on December 15,
2003, and completed on April 30, 2004.
The main purpose of this study was as
follows:
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m To critically reflect on existing
strengths and weaknesses of the
partner organizations on going health
programs

m To analyze the same and suggest ways
of strengthening and improving the
projects.

Similarly a baseline study for
education was initiated on February 15,
2004 and completed in June, 2004. The
purpose of this study was to analyze the
partner organizations existing approaches,
processes, and methodologies in their
diverse geographical and cultural settings
and ascertain the preferred mode of
intervention by PPAF (Box 4.2).

In addition to the above keeping in
mind the extensive strategic planning
exercises, and trainings provided to
communities of the partner organizations
it was imperative to find out about the
impact of these activities. Accordingly
two impact studies to ascertain the
effectiveness of these exercises were
carried out in the FY 2004 (Box 4.3).

The MER Unit was the initiator in
building relationship for collaborative
efforts for poverty alleviation and net-
working with international organizations.

As a result a Memorandum of
Understanding has been signed with the
International Labor Organization for
optimizing benefits to poor communities
by voluntarily complementing each others’
programme activities in the field. Another
agreement is in the process of being
concluded with the World Food
Programme (WFP) to utilize their GIS
mapping system to prepare data sets based
on PPAF quarterly progress reports and
producing electronic maps to reflect
change visually over a period of time.



Box 4.1 - Outcomes and Impacts

With a view to understanding, in an
analytical and rigorous framework,
effects of PPAF interventions a
comprehensive study is being
undertaken to review PPAF's financial
and non-financial support to two large
rural support programs, who are major
recipients of PPAF funding.

A consortium consisting of the
Development Economics Research
Group of the World Bank
(Washington DC), Pakistan Poverty
Alleviation Fund, Pakistan Institute
of Development Economics and
private external experts from home
and abroad has been formed. PIDE
is the lead research organization
carrying out field work. The exercise
focuses on assessing: (a) The
performance of community
infrastructure schemes relative to
similar schemes delivered by the more
traditional delivery mechanisms (b)
Examining the methodologies likely

to make micro credit program
sustainable, and potential trade-offs
in doing so (c) quality of facilitation
carried out by field staff and its
optimization in the context of rapid
expansion; and (d) returns to social
mobilization— quality of the
institutions created by the program;
(e) their ability to engage in collective
action and in the distribution of
benefits where services are delivered
or infrastructure is created.

This will provide a useful feedback
about specific aspects of RSPs
programs. In a broader context the
evaluation is expected to make a
significant contribution to the literature
on Community Driven Development
(CDD) initiatives a fast growing
mechanism for channeling
development assistance, and be of
interest to a wide audience of policy
makers, donors, researchers and
academics.
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Box 4.2 Baseline Studies conducted during the FY 2004

Consultancies Date of Date of Purpose
Initiation Completion

1. Baseline Study of Health| Dec 15, 2003 | April 30, 2004 | 1. Critically reflect on existing strengths and

Program of partner weaknesses of partner organizations health program

organizations
2. In the light of the analysis, suggest ways and
means through which the partner organizations
health programs can be strengthened and sustained
over time.

2. Baseline Study of Feb 15,2004 | June, 2004 1. A comprehensive analysis of partner

Education Programs of
partner organizations

organizations existing education program
2. To ascertain the preferred mode of education
intervention by the PPAF.

Box 4.3 Impact Assessment Studies initiated during the FY 2004

Consultancies Date of Date of Purpose
Initiation Completion

1. Assessment of June 1, 2004 March, 05 The purpose of the study was to assess outcomes

Outcomes/Impacts of of the support extended to the partner organizations

Community Training with regards to their Community Training programs.

support extended by PPAF

to the partner organizations The findings and recommendations of the study
would ultimately affect policy and management
decisions with regard to future interventions.

2. Assessment of May 31,2004 | March, 05 To assess outcomes of the PPAF supported strategic

Outcomes of Strategic
Planning exercise
conducted by PPAF with
partner organizations

Pakistan Poverty Alleviation Fund: Annual Report 2004

planning exercises, which had been carried out by

PPAF staff in the following organizations:;

- Thardeep Rural Development Programme

- Organization for Participatory Development

- Development Action for Mobilization and
Emancipation

- Taraquee Foundation

- Sarhad Rural Support Programme

The study will amongst other matters help to

ascertain the change these interventions have been

able to bring in of the partner organizations

efficiency and effectiveness.



nternational experience suggests that
I raising consciousness and mobilizing
public opinion are implicit in the
process of successful social change. In
the wider context of poverty alleviation,
the PPAF has endeavored to integrate
this aspect of its work with its financing
operations. In recognition of the need of
mainstreaming these activities, a dedicated
media and communication unit was
established during FY 2001.

Reporting to the CEO, the unit
focuses on effective utilization of print
and electronic media for dissemination
of information on the nature and role of
PPAF and poverty related issues. The
achievements of PPAF beneficiaries as
well as their constraints has underpinned
the focus of the unit.

A regular activity of the media unit
is printing of the quarterly newsletter
‘Povertyline’, which is intended to serve
as a vehicle for exchange of ideas. As an
apex institution working with civil society
partners for alleviation of poverty the
PPAF disseminates regular updates on its
operational activities and invites feedback.
“Povertyline” is visualized as a forum for
the conduct of informed debate and
discussion to qualitatively raise the level
of our understanding of issues and
possible solutions.

5

Media and

Communications

During FY 2003-2004, the unit has
initiated some interesting case studies.
These studies are conducted with the
purpose of raising the level of
consciousness, and making stakeholders
aware about development activities in
Pakistan and as to how these are
empowering vulnerable communities and
people and helping them to improve their
lives.

The performing arts are a powerful
tool for highlighting social and
development issue. A series of interactive
street theater performances are being
organized at rural and urban locations in
all the provinces, with the collaboration
of PPAF’s partner organizations. Drawing
upon amateur talent from within the
communities, these performances explore
intra-household/intra-community
relationships and situations. Gender
related themes such as mobility, education,
economic opportunity, violence and social
status are being addressed, with the active
participation of women.

The interactive theater activity has
gained momentum within Partner
Organizations over the year, and many
of them are conducting the theatre activity
without PPAF assistance. The partner

The interactive
theater activity has
gained momentum
within Partner
Organizations over
the year, and many
partner organizations
are conducting the
theatre activity
without PPAF
assistance.
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The film visually
captures images of
individuals who have
made a difference to
their lives with
assistance from
PPAF and its POs.

organizations are using the theater activity,
not only as a tool for social mobilization
but also to create awareness on various
issues like sanitation and health education.
Two Partner Organizations have extended
this activity to the preparation of
community theater groups. Additionally,
some donor agencies have asked Partner
Organizations, trained by PPAF, to assist
in development of their theatre projects.

The Media unit has in-house expertise
to design and print Public Relations
materials. Currently, the unit is also in the
process of setting up an animation and
editing facility to be able to develop in-
house documentaries.

The scope and range of PPAF
interventions across the country have
expanded significantly over the last four
years. The institution is now recognized
as the lead agency for poverty focused
activities and is fully engaged with national
and international stakeholders. In order
to capture diversity and depth of PPAF
interventions and effectively document
outcomes, a specialist private production
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company has worked closely with the
media unit to produce a documentary
film which highlights the many facets of
PPAF's development initiatives.

The film visually captures images of
individuals who have made a difference
to their lives with assistance from PPAF
and its partner organizations. It speaks
of how their conditions have changed
for the better by access to microcredit
and community physical infrastructure
services. It narrates stories of those
courageous individuals, especially women,
who have striven against all odds to bring
a qualitative change to their lives.

The film has been shot on location
in all provinces and regions of Pakistan.
It also vividly catalogues geographical
and ecological diversity of the country.
Currently in post production stages the
film will be available for distribution by
June 2005.

We were privileged to have
Mr. Shaukat Aziz, presently the Prime
Minister of Pakistan launch the second
US$238 million project on March 26, 2004




at the National Insurance Corporation
Building, Islamabad.
The encouraging words spoken on the
occassion by Mr. Shaukat Aziz were very
uplifting for the PPAF team, who had
worked with full vigour and dedication
over the years to make the project a
success.

The ceremony was also attended by
Mr. John Wall, Country Director of the
World Bank, Mr. Qazi Azmat Isa, task
leader, senior government officials, foreign
dignitaries and a large number of civil
society organizations.

The second project will follow the

model of the first, channeling resources
through partner organizations to the poor.
Innovations over the initial design will be
introduced in the delivery of financial
and non-financial services. It is hoped
that by end of the second phase PPAF’s
outreach would have extended to the
remotest parts of the country.

The challenging task of the media
and communication unit in the coming
years will be to pro-actively engage with
all other units of the PPAF, keeping
abreast of the important developments
and disseminating the information at
national and international forums.
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Finance, Accounts & Audit

18

s a custodian of public funds,
A PPAF is conscious of the need

for prudence and appropriate
control in the management of finances.
In pursuance of this objective, the Finance
and Accounts (F&A) unit has been
assigned responsibility for executing and
recording all financial transactions in a
systematic and transparent manner. The
unit ensures compliance with the
regulations of Securities and Exchange
Commission of Pakistan and covenants
collectively stipulated in the Project and
Development Credit Agreements (World
Bank) and the Subsidiary Financing
Agreement (Government of Pakistan)
also rests with the unit.

F&A unit works closely with other
operational and support units of the
PPAF in order to ensure adherence to
due process and facilitate funding. The
activities of the unit are carried out in an
automated computerized environment
through customized software dedicated
to PPAF requirements. A comprehensive
manual for financial management has
been developed which governs the work
processes of the unit. Books of accounts
are being kept in accordance with the
statutory requirements and agreements
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with World Bank and Government of
Pakistan. The records are subject to both
internal and external audit as well as
review of World Bank Mission.

The unit generates internal and
external reports for management, World
Bank and stakeholders. The relevant
internal reports are submitted to Chief
Executive on a monthly basis to facilitate
timely decisions on the important aspects
of PPAF operations. External reports to
World Bank and stakeholders include
quarterly, half yearly and nine monthly
un-audited accounts, annual audited
accounts on Statutory and World Bank
formats, quarterly Financial Monitoring
Reports and Ratio Analysis Statement.

During FY 2004 operations of PPAF
were audited by Ford Rhodes Sidat Hyder
Qamar & Co., Chartered Accountants.
The external auditors furnished
unqualified opinions that financial affairs
of the company were being conducted
in accordance with approved accounting
standards and requirements of Companies
Ordinance 1984. Maintenance of books
and recording of entries was found to be
in order. These opinions were based on
inspection and review of records of funds
released to partner organizations. Field



visits form an integral part of the audit
exercise.

Similarly, withdrawal applications
submitted to the World Bank were found
to be eligible for reimbursement or
replenishment. Information and data
submitted were also in compliance with
disclosure requirements and formats as
well as International Accounting
Standards. In April 2004 World Bank
conducted Supervision Mission of PPAF
and noted that the financial management
system of the company has been
strengthened and financial management
team of PPAF has provided useful
guidance to POs to strengthen their
capacity. During appraisal of Project I,
the World Bank has recommended report
based disbursements for PPAF on the
basis of its good record and strong
financial management systems.

The unit looks after the corporate
affairs of PPAF. The Head of the unit
also acts as Company Secretary and

ensures full compliance with the
mandatory secretarial responsibilities
obligations as envisaged by the Companies
Ordinance, 1984. Adequate records
evidencing statutory meetings and other
formal requirements are being maintained
while reports to the Securities and
Exchange Commission of Pakistan are
submitted well in time.

The F&A unit also assists the
operational units in financial evaluation
of the Partner Organizations, and
thereafter, it plays an active part in
monitoring the financial flows to the
partner organizations and also ensures
that they are observing the legal covenants.
Reporting directly to the Chief Executive,
the internal audit function provides an
independent channel for monitoring of
activities. They are guided in their work
by the approved “Internal Audit Manual”
which provides guidelines for their range
of activity.
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Directors’ Report
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he Board of Directors of
T Pakistan Poverty Alleviation

Fund (PPAF) is pleased to
present its fourth Annual Report together
with the audited financial statements of
the Company for the year ended June 30,
2004.

For project 1 (1999-2004), PPAF
was allocated International Development
Association/World Bank (IDA/WB)
credit of US$ 90 million. In addition the
Government of Pakistan provided an
endowment of Rs 500 million. Half of
IDA/WB funds were dedicated for micro
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credit and enterprise development; and
the balance as a grant for community
based small scale infrastructure
schemes/subprojects and capacity
building and institutional assistance to
the POs and the PPAF.

PPAF has fully disbursed/utilized
IDA/WB credit ahead of closing date of
the project i.e. December 31, 2004. PPAF
poverty reduction interventions are having
positive impact on the lives of the poor
and its performance under phase |
surpassed most targets set at appraisal.
Detailed impact assessments of both




micro credit and infrastructure
components as well as individual case
studies tracked by World Bank/PPAF
Supervision Teams suggest that the
income as well as quality of life of
beneficiaries has improved as a
consequence of PPAF intervention.

PPAF has effectively enhanced retail
capacity in a country where the poor have
had very limited access to micro-credit.
It has been particularly successful in
graduating a number of small/emerging
partner organizations and taking them to
scale. Incremental disbursements and
borrowers of such institutions have, with
PPAF’s support, increased exponentially
demonstrating the capacity of these
institutions to increase outreach to the
poor. An excellent track record has also
been established in the use of IDA/WB
resources both in terms of quality and
rate of funds utilization.

By the end of FY 2004, the
cumulative outreach of the PPAF (under
credit, infrastructure and capacity building
components) had extended to 87 districts
of the country through 42 partner
organizations and PPAF’s financial and
non financial services were benefiting
over six million individuals, directly or
indirectly.

Operational and Financial Results:

The overall operational and financial
results of the Company during the year
under review were satisfactory.

Total financial limits approved during
FY 2004 were Rs. 7,477 million as against
Rs. 2,082 million during the corresponding
period last year — an increase of 259 %
[figure 7.1]. Similarly total disbursements

during the year increased from Rs. 1,777
million to Rs. 2,436 million — an increase
of 37%. Disbursements of credit;
infrastructure; and capacity building
during the year were Rs. 1,462 million
(FY 2003 : Rs. 1,314 million); Rs. 766
million (FY 2003 : Rs. 265 million); and
Rs. 208 million (FY 2003 : 198 million)
respectively [figure 7.2]. By the conclusion
of FY 2004, cumulative disbursements
amounted to Rs. 6,058 million. Credit
and enterprise development, the largest
component of the PPAF, accounted for
63% of the total disbursements followed
by community physical infrastructure
(26%). The capacity building assistance
provided in support of credit and
infrastructure financing had a share of
11% [figure 7.3]. The provincial
distribution of disbursements is given in
figure 7.4.

Total net assets crossed rupees three
billion mark and at June 30, 2004 stood
at Rs. 3.496 billion against Rs. 2.703 billion
as at June 30, 2003 — an increase of 29%.
Similarly loans receivable from partner
organizations were Rs. 1.1 billion as
against Rs. 1.2 billion as at June 30, 2003.
During the FY 2004, PPAF continued to
maintain 100% recovery rate in respect
of its lending operations.

Total income generated this year was
Rs. 222 million compared to Rs. 230
million last year. Income on loan to
partner organizations increased by 16%
due to high credit disbursements. Profit
on investments and term deposit/saving
accounts increased by 6% due to increase
in the level of investments. As per Project
Agreements, financing for PPAF
incremental operating cost which in
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s during financial year ending June 30, 2004.
Consequently, capacity building grant
from Government of Pakistan decreased
by 75% during the period. Due to this

61 the total income this year was lower than
the total income of last year. Despite non
availability of support for operating
expenses of PPAF; expansion in scale of
operations and inflationary impact, the
general and administrative expenses for
the period registered a nominal increase
of 8% only. This reflects that during the
year under review PPAF managed its
operations more economically and

Punjab

efficiently.

Future Prospects:

On the request of Government of
Pakistan, the World Bank Mission
appraised the institution in June 2003 for
a follow on project (PPAF I1). The Board
of Directors of World Bank in its meeting
on December 4, 2003 at Washington D.C.,
approved the US$ 238 million second
PPAF project. Consequent to Board
approval, Development Credit Agreement
between International Development
Association (IDA) and Government of
Pakistan (GoP) and; Project Agreement
between IDA and PPAF were signed on
January 20, 2004. In addition, Subsidiary
Financing Agreement between GoP and
PPAF was signed on March 24, 2004.

The project launch workshop of
PPAF Il was held on March 26, 2004 at
Islamabad. Mr. Shaukat Aziz, the Prime
Minister, inaugurated the workshop.

The second PPAF project (2004-08)
builds upon the strong foundation laid
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down by the first project and scales-up
operations. Whilst concentrating on its
main activities of providing micro-credit
and small scale infrastructure, the project
is also set to bring in second generation
innovations. For instance: offering
inclusive financial and business solutions
to the poor that consist of marketing,
enterprise and skill development and
choice of lending instruments; expanding
its agenda to support health and
education; encouraging linkages with local
government; and comprehensive institutional
development of partner organizations
and community organizations.

Under the new project, PPAF will
expand outreach and move from a
microcredit to a micro-enterprise approach,
offering more comprehensive financial
solutions to clients of its partner
organizations. Approximately one million
new loans are planned under credit and
enterprise development component.
Community Infrastructure will continue to
support small-scale community works
and initiatives. Over 7,000 schemes are
estimated to be completed under this
component. Training and skill development
will cover costs of training communities
as well as staff of PPAF and its partners.
Over 170,000 community members and 5,000
staff will be reached by this component.
Education and Health will focus on access
to the education and health facilities that
are critical for improving standards of living
and reducing poverty. New innovative
projects will be undertaken by the Credit
and Enterprise Development and
Community Physical Infrastructure units
of the PPAF, which will greatly improve
effectiveness and impact.



Auditors:

The existing auditors, Messer’s Ford
Rhodes Sidat Hyder and Company,
Chartered Accountants, have completed
their assignment for the year 2004 and
retire at the conclusion of 8th Annual
General Meeting. Being eligible, they have
offered themselves for re-appointment.

Conclusion:

The strong foundation that resulted in
approval of PPAF Il includes: (i) a solid
governance structure at the PPAF
comprising an independent board of
nationally-respected individuals, who have
ensured transparent, effective and non-
political decision making; (ii) a highly
professional management team ensuring
a well run institution; (iii) clear eligibility
criteria to access resources; (iv) pro-poor
institutions with enhanced capacity; (iv)
very close monitoring and audits at every
level and continuous feed back from
PPAFs clients.

The above was not possible without
the invaluable support and cooperation
of my colleagues on the Board for which
I sincerely thank them.

The Directors record their gratitude
to the Government of Pakistan and the
World Bank for their continued support
and guidance. We are indebted to our
general body members, partner
organizations and communities for their
support which contributed to our present
successes, and we look forward to their
continued support in the future.

The Board places on record its
appreciation for the invaluable advice and
guidance rendered by Dr. Akmal Hussain,
Mr. Humayun Murad, Mr. Muhammad

Tahseen, and Mr. Jahangir Tareen who
retired as Directors on completion of
their stipulated tenures. The Board also
takes the opportunity to welcome Mr.
Mueen Afzal, Ms. Maliha H. Hussein, Mr.
Kaiser Naseem, Mr. Aijaz Ahmed
Qureshi, Syed Ayub Qutub, and Dr.
Fareeha Zafar who were elected as
Directors by the General Body.

The Board would like to express its
appreciation to all employees of the
Company for their dedication,
commitment and hard work.

We have successfully completed
phase one of PPAF with the dedicated
and collective efforts of all employees
and | am confident that yet again,
together, we will achieve even better
results in the future.

Hussain Dawood
Chairman

Islamabad
September 27, 2004
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Four Years’ Financial Summary

(Rupees in millions)

2004 2003 2002 2001 2000

Operational Results

Total Disbursements 2,436 1,777 1,189 598 59
Total Income (including other income) 222 230 145 73 28
Surplus before provisions for taxation and loan loss 133 149 94 47 3
Surplus after provisions for taxation and loan loss 81 92 59 44 3

Balance Sheet

Total assets (less current liabilities) 3,496 2,703 1,656 931 472
Micro credit loans receivables 1,081 1,201 695 285 36
Total investments 2,287 1,465 833 588 211
Equity and reserves 791 710 618 559 216
Long term and deferred liability 2,705 1,993 1,038 372 256

Financial Ratios

Surplus before tax and loan loss ratio 60% 65% 65%  64% 11%
Return on assets 3% 4% 4% 6% 1%
Return on equity 11% 14% 10% 11% 2%
Repayment rate (micro credit) 100% 100% 100% 100%  100%
General and admin. expenses/average total assets 2% 3% 3% 3% 5%
Income on loans/General and admin. expenses 97% 89% 68%  46% 2%
Debt/equity 77:23 73:27 63:37 4159 3862
Current ratio 231 3211 181 80:1 351
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