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PAKISTAN POVERTY ALLEVIATION FUND
DIRECTORS' REPORT

The Board of Directors of Pakistan Poverty Alleviation Fund (PPAF) is pleased to present the
Seventeenth Annual Report along with audited financial statements of the Company for the year
ended June 30, 2017.

As a sector developer, PPAF continued its efforts to improve and consolidate its work for
poverty graduation and helping people move into the economic mainstream. Through its ongoing
programs such as Livelihood Support and Promotion of Small Community Infrastructure
Program (LACIP), Program for Poverty Reduction (PPR), Hydropower and Renewable Energy
program (HRE), Prime Minister’s Interest Free Loans scheme (PMIFL) and a range of other
projects, PPAF spread its cherished values and approaches of building institutions, developing
social capital, ensuring equality and inclusion and propelling economic sustainability.

During the year 2016-17, PPAF contributed its efforts in aiding conflict areas by carrying out the
interventions through LACIP project. The project continued its focus on creating opportunities
and building institutions and pathways out of poverty for the poor and disadvantaged
communities across Pakistan through empowering community institutions which acts as the
foundation for sustainable poverty alleviation. PPAF continued to grow its alliances and
networks and strongly acknowledge its Partner Organizations (POs) for implementing its
developmental initiatives.

In order to add value in aiding Pakistan’s continuous energy crisis the independent Renewable
Energy Unit of PPAF under the HRE Project continued development of indigenous renewable
energy resources (small scale hydropower, solar, wind and biomass) to generate electricity
locally to off grid communities in KPK. PPAF has completed projects of different types and
sizes through grants and microcredit funded by various development partners including
development of mini hydroelectric plants, decentralized solar lighting and solar home systems,
wind energy projects, solar-wind hybrid systems, solar water pumping projects and biogas
plants. During the year PPAF received global recognition for its community managed
hydropower plants from the prestigious Energy Institute (EI), UK.

Under the PPR programme, PPAF has taken some new initiatives resulting in some strategic
shift from its standard approach. The programme provided new challenges for PPAF to
reprogram itself in the light of those learning, best practices and experiences. A fresh approach
had been introduced in the selection of POs, preparing for entering an area, socio economic
development programme and union council development plans. Additionally, the programme
aims to establish social and productive systems of infrastructure and the creation of a sustainable
social safety net. The programme also aims to enhance and promote local artisans who play a
significant role in preserving heritage, developing and promoting cultural industries. Keeping in
view the potential of local artisans, PPAF is promoting handicraft through special platforms to
showcase their work.

Resulting in successful experiences working with PPAF, the Government of Pakistan had
requested PPAF to design, mobilize, implement and monitor the PMIFL scheme through its POs.
PPAF is targeting least developed and the most deserving areas where it has already invested in



terms of social mobilization, livelihood projects, training, health, education, water, small
infrastructure and rehabilitation projects. The scheme has been successful in making interest free
loans available to men, women and youth from vulnerable and marginalized households. The
loans are aimed at identifying and strengthening common interest groups, asset establishment,
creating employment centers and developing linkages to foster growth.

During the year PPAF achieved something it set out to do 15 years earlier, which was to develop
the microfinance sector in Pakistan. Financial inclusion is critical to achieve inclusive growth
and it is a prerequisite for sustainable economic growth and development, reducing inequality
and mitigating poverty. With the incorporation of Pakistan Microfinance Investment Company
(PMIC) the dream of financial inclusion for all came closer than ever. PPAF was an integral part
of the development of the microfinance sector and PMIC is going to move the sector to the next
level. PMIC will build upon the foundations PPAF laid fifteen years ago by providing
responsible financial services to the millions of poor and financially excluded individuals of
Pakistan.

PMIC was incorporated on August 10, 2016 as an Investment Finance Company under NBFCs
regulations with SECP. It is setup jointly by PPAF, Karandaaz Pakistan (financed by
Development Fund for International Development, UK) and KfW (Development Bank of
Germany) to catalyze and lead the next phase of growth in the microfinance sector of Pakistan.
The purpose of PMIC is to improve financial inclusion, employment and wellbeing of the poor
by providing wholesale financing to the microfinance service providers in the country. The
institution also has a role in the development and strengthening of the microfinance sector by
actively contributing to policy and regulations for microfinance, capacity building of
microfinance players as well as to promote innovation and responsible financial practices in the
sector.

The shareholding percentage and amount of investment in PMIC is as follows:

Equity Board
Investor Share Investments Nominations Remarks
%age PKR in billions Numbers
PPAF 49% 2.85 3 1 Independent Director
KARANDAAZ 38% 2.16 2 1 Independent Director
Kfw 13% 0.82 1
CEO - - 1
Total 100% 5.83 7

The following agreements were executed between the shareholders of PMIC on April 28, 2016:
1) Shareholders’ Agreement;
i) Shares Subscription Agreement;
111) Non-Compete Agreement

The Shareholders’ Agreement signed between PPAF, KfW and Karandaaz stipulates percentage
shareholdings of the three shareholders; purpose of PMIC; matters relating to registration and
incorporation of PMIC; terms and timing for equity investment in PMIC; composition,



remuneration, replacement, nomination, obligations and powers of Board of Directors;
Committees of Board; matters related to Board, Shareholders and Management etc.

The Share Subscirption Agreement stipulates authorised and subscribed capital of PMIC, capital
financing obligations of each shareholder with respect to initial and subsequent equity injections
in PMIC; and financing for license fee under Non Banking Finance Companies Rules 2003 etc.

Under the Non-Compete Agreement, shareholders agreed that they themselves or their affiliates
shall not compete directly or indirectly with PMIC in respect of its microfinance business. They
also agreed not to invest, manage, control or participate in the management, operation or control
any person seeking to establish microfinance business which is similar to or competitive with
that of PMIC. PPAF has ceased to provide new loans to POs, with effect from 21 February,
2017.

PMIC is an associated company of PPAF by virtue of one common director (Mr. Qazi Azmat Isa)
and PPAF having 49% shareholding in PMIC. PPAF nominees on PMIC Board are:

1. Mr. Qazi Azmat Isa, CEO PPAF

2. Mr. Noor Ahmed, Additional Finance Secretary, Finance Division

3. Dr. Tariq Hassan, (Independent Director)

PPAF is one of the founding sponsors of PMIC. In order to provide impetus and financing for the
next generation of wholesale microfinance lending and strengthening of microfinance institutions
in Pakistan, PPAF has spin off its entire wholesale microfinance lending operations and
programs into PMIC. The financial services group within PPAF which was managing the credit
portfolio was transferred to PMIC. For management of loan portfolio a Loan Portfolio
Agreement was signed between PPAF and PMIC on November 17, 2016. PPAF has appointed
PMIC to provide the PMIC Services which are stipulated in the Loan Agreement. In
consideration for payment of the fee PMIC has agreed to perform services which include (i) desk
and field monitoring; (ii) follow-up on late payments upon intimation by PPAF; (iii) providing
recommendations on restructuring requests by POs. PPAF will pay to PMIC at the end of each
calendar quarter, as full compensation for PMIC Services rendered, a fee of one percent (1%)
p.a. based on the actual average daily value (calculated on the basis of a 365-day calendar year)
of the outstanding principal. PPAF will prepare sheet for calculation of the fees and provide the
same to PMIC on the basis of which PMIC shall generate an invoice for PPAF for the Fees.

PPAF agreed to provide the amount received from its POs on account of principal repayment of
loan as subordinated debt to PMIC. It was agreed that as and when repayments are received from
the POs the same will be transferred by PPAF to PMIC as a shareholder loan. The loan period
for PMIC matches PPAF’s loan repayment period to the Government of Pakistan. For provision
of shareholder loan PPAF and PMIC signed Master Loan Framework Agreement on November
17,2016. The subordinated loan was agreed to be provided on the following terms:

The subordinated loan facility from PPAF to PMIC priced on commercial terms with 6 months
KIBOR plus 1%. The rate of six months KIBOR (offer) prevailing on first working day of January
and July for first and second half of the year. Provision will be made to revise/reset the loan price
on events such as (i) If and when PMIC secures an Investment Grade credit rating from a
recognized rating agency in Pakistan. PMIC would be incentivized and rewarded for lowering
credit risk to its lender by lowering the cost of debt; (ii) if another shareholder provides a loan to



PMIC of a defined minimum size at a cost lower than or higher than PPAF; (iii) as spreads on
bank loans reduce over time, proportional % reduction in Shareholder Loan coupon could take
place. Interest will be paid as per payment schedule agreed between PPAF and PMIC.

PPAF signed a Memorandum of Understanding (MOU) with PMIC on September 29, 2016 for
provision of accounting and human resource services to PMIC. As per MOU it was agreed that
PPAF would provide these services till February 28, 2017. It was also agreed that PPAF would
record all expenditure and maintain separate books of accounts for PMIC and deal with tax
matters on behalf of PMIC for which the PMIC would reimburse the expenditures to PPAF on
actual basis.

Progress Review:

Lending operations of PPAF had diversified over last seventeen years and in August 2016 PPAF
spun off its microfinance operations into a separate independent entity i.e. PMIC. As agreed
under the Non-Compete agreement with PMIC, PPAF has w.e.f. February 21, 2017 stopped
extending Credit Enhacement Facilities (CEF) to POs besides ceasing microcredit
disbursements. As per the Master Loan Framework Agreement (between PPAF and PMIC) the
amounts recovered from POs are now being disbursed by PPAF to PMIC as Subordinate Loan.

Lending portfolio with POs:

As a result of this strategic shift the loan portfolio of PPAF with POs reduced by 27% to Rs.
10,708 million at June 30, 2017 (June 30, 2016: Rs. 14,716 million). The CEF was also reduced
to Rs. 420 million on June 30, 2017 (June 30, 2017 : Rs 2,150 million).

Transfer of Financial Services Group to PMIC envisaged the need for monitoring and
management of existing microcredit portfolio of PPAF with POs. Accordingly, Loan Portfolio
Agreement was signed with PMIC for management of microciredit portolio on behalf of PPAF
for a fee (1% of the outstanding principal.) Mangement of portfolio of Rs. 14,214 million was
handed over to PMIC with effect from December 1, 2016. The said portfolio as at June 30, 2017
stood at Rs. 10,170 million. Rs 74 million accrued as management fee to PMIC for the period
December 1, 2016 to June 30, 2017. PPAF retains all risks, rewards and contraol over these
loans.

Subordinated Debt to PMIC:
During the year PPAF has provided subordinated of Rs. 1,818 million to PMIC as follows:

Date of Amount | First recovery | Last recovery No. of Interest rate*
disbursement Rs. due on due on installment
In millions

Jun 1, 2017 824 Oct 7, 2018 Oct 7,2031 43 7.15% pa
(Six months
KIBOR+1%)

Jun 29, 2017 994 Oct 7, 2018 Oct 7, 2031 43 7.15 pa
(Six months
KIBOR+1%)

* Interest rate payment will be on quartlery basis commncing from October 2017.




Investment in PMIC:

PPAF has during the year invested Rs. 2,883 million in share capital of PMIC as its 49%
shareholding. As per the audited financial statements of PPAF for the period ended December
31, 2016 and un-audited financial statements for the half year ended June 30, 2017, PMIC
incurred a loss of Rs 67.5 million and generated profit of Rs. 63.9 million respectively. The
cumulative net loss after tax during the FY 2016-17 amounts to Rs. 3.6 million. Accordingly,
PPAF has recognized loss of Rs. 1.75 million (as its 49% share) during the year. Summary of
income statement of PMIC is as follows:

Rs in million

Income 266.6
Administrative expenses (218.4)
Other income 23.8
Fiannce costs — borrowings (4.8)
Finance cost — bank charges (0.4)
Loan loss provision (42.0)
Profit before taxation 24.8

Taxation (28.4)
Loss for the period (3.6)
PPAF share of loss (49%) (1.7)

The amount of loss has been adjusted from PPAF’s investment in PMIC. The net investment in
PMIC as of June 30, 2017 is reflected as follows:
Rs in million

Investment during the year 2,883.258
Share of loss of PMIC 1.749
2.881.509

Grant Operations:

Disbursements for grant based interventions during the year were Rs. 2,160 million as against
Rs. 4,247 million in FY 2015-16, a decrease of 49%. The overall reduction in grant operations is
on account closure of US$ 255 million World Bank financed PPAF-III project in FY 2015-16.
Of Rs 4,247 million total disbursements in FY 2015-16 disbursements related to PPAF III were
Rs. 3,003 million.

Disbursements for water and

Rupees in millions Variance

SIS 2017 2016 Orrae  infrastructure components

Water & Infrastructure 879 1,512 (42)| decreased by 42% to Rs 879

Livelihood Enhancement & Protection 249 1,255 (80)] million (FY 2015-16 - Rs

Health & Education 481 713 (33) 1,512 million).

Institutional Development 400 359 11 Disbursements for livelihood
Project activities 151 408 (63)

Grand Total 2,160 1,247 (49) component  showed — a

reduction of 80% and were
Rs 249 million (FY 2015-16 — Rs. 1,255 million). Majority of funding for this component was
disbursed under PPAF III Project. Disbursements for health and education component decreased
by 34% to Rs. 481 million (FY 2015-16 — Rs. 713 million). Institutional development and social
mobilization disbursements were Rs. 400 million (FY 2015-16 — Rs. 359 million), increase of
11% from last year. The increase is on account of disbursements under PPR project which



accounted for Rs. 220 million during current year as against Rs. 154 million for FY 2015-16. In
addition to core operations, Rs 151 million (FY 2015-16 — Rs 408 million) were spent on
projects and relief activities [fig.1].

Interest Free Loans:

During the year PPAF disbursed Rs. 177 million (FY 2015-16 — Rs. 1,617 million) on account of
operational cost for POs under PMIFL scheme for management of revolving fund of Rs. 3.1
billion. PPAF has completed disbursement of project funds for this scheme which constitute the
amount to be utilized for issuance of interest free loans to the beneficiaries. During the FY 2016-
17, PPAF has received additional operational cost of Rs. 310 million from Government of
Pakistan.

H&E, BISP/ Cumulative disbursements since inception to June 30, 2017,
3% relief, stood at Rs 186 billion out of which credit disbursements were
12% 61% followed by project and relief activities, including Prime

Minister Interest Free Loan Scheme and Waseela-e-Haq

Program (12%); community physical infrastructure (9%);

human and institutional development and social mobilization

9%; livelihood enhancement and protection (13%) and health

MC, & education (3%) [fig. 2].
61%

PPAF leveraged its strengths, expertise, and resources to help

the partners to make a real impact on development by driving economic growth, promoting
inclusiveness, and ensuring sustainability. PPAF’s primary role is to support the disadvantaged
people as they find ways to improve their income, reduce poverty, and build communities which
are resilient and adapt to climate change.
By the end of June 2017, PPAF had expanded its partnership with more than 130 POs which
deployed resources in both urban and rural areas of 130 districts of the country in over 100,000
villages/rural and urban settlements. Aggregately, PPAF enumerated a record spread of 8 million
microcredit loans, of which 4.8 million (60%) were to women with 80% of the financing
extended in rural areas, completed over 38,100 health, education, water and infrastructure
projects, transferred 109,000 assets to poor and organized over 18,000 training events for
1,127,000 staff and community members nationwide. PPAF also responded to the natural
calamity by facilitating over 1.8 million individuals through provision of relief items followed by
rehabilitation and reconstruction. This included financing to 122,000 households during the
previous years for construction of earthquake resistant homes and to build capacities of over
100,000 individuals in seismic construction and related skills.

Operational and Financial Highlights
_ PPAF generated sufficient profits to run its
e B o o w2017 operations smoothly.

2016
1500 103 973 0. o Total income earned during the year was
Rs 2,332 million as against Rs 2,963

1000 538

207 145
110
500

0
SCon loans Income on Operational Amortization
invest/banks support from and other
donors income



million in FY 2015-16, a reduction of 21%.

Service charges on loans to POs and associate increased by 6% to Rs 1,036 million in FY 2016-
17 (FY 2015-16: Rs 973). The increase is on account of higher average outstanding portfolio
with POs, Rs. 14,528 million in FY 2016-17 as against Rs. 13,698 million in FY 2015-16. Loans
to POs were effectively deployed at 8% per annum. Income on investments/saving accounts had
decreased by 16% to Rs 1,041 million (FY 2015-16: Rs 1,245 million). Main contributors to this
reduction were (i) deployment of funds in microcredit activities resulting in increased average
lending portfolio; and (ii) deployment of microcredit reserve towards equity investment in share
capital of PMICL of Rs. 2,883 million on which no return was received during the period.

Grant in support of operational expenses decreased by 47% to Rs 110 million in FY 2016-17 (FY
2015-16 — Rs. 207 million) mainly on account of closure of PPAF-III project.

During the year other income of Rs. 3 million (FY 2015-16 — 415 million) was realized on sale
of assets and employee loans. Other income for FY 2015-16 included Rs. 408 million realized
against projects which were closed in previous years against which all related project activities
were completed.

In line with the requirement of International Financial Reporting Standard, Loans (payable by
PPAF) were carried at present value computed at market based interest rate. The difference
between present value and loan proceed was recorded as deferred benefit which would be
recognized as income over loan period. Amortized income during the year was Rs. 142 million
(FY 2015-16: Rs 123 million).

The general and administrative
expenses related to  the
operations of PPAF decreased
by 12% to Rs 505 million (FY
2015-16 — Rs 576 million).
Major reduction was in salaries
expenses which decreased by
10% to Rs. 325 million (FY
2015-16 — Rs 360 million),
travelling  expenses  which
reduced by 36% to Rs. 42
million (FY 2015-16 Rs. 66
million); legal and professional
charges which reduced by 37%
to Rs 6 million (FY 2015-16 Rs
9.5 million); vehicle running
and maintenance reduced by
16% to Rs 16.8 million (FY
2015-16 Rs 20 million).

During the FY 2016-17, PPAF handed over its loan portfolio deployed with POs to PMIC for
monitoring purposes with effect from December 1, 2016. As per the agreement, PMIC is entitled

to service fee at 1% of outstanding portfolio which amounted to Rs. 74 million for FY 2016-17
(FY 2015-16: nil)



Seminar, workshops and training expenses of Rs 16 million for FY 2016-17 (FY 2015-16 - Rs 20
million) included Rs 6 million (FY 2015-16 - Rs 10 million) spent on trainings and Rs 10 million
(FY 2015-16 - Rs 10 million) incurred on seminar and workshops.

Technical and other studies reduced by 50% to Rs 77 million in FY 2016-17 (FY 2015-16 - Rs
155 million). Reduction is on account of reduced consultancies required under donor financed
project.

The following new policy was approved by Board of Directors of PPAF for creating provision
for doubtful loans and service charges receivable:

The rate for general provision against loans to POs was approved as 3% (FY 2015-16: 5%).
Specific provision against the non-performing loans to be created on the basis of following
criteria:

Criteria Percentage of
amount provided for
Overdue for 30 days to 59 days Nil
Overdue for 60 days to 89 days 25%
Overdue for 90 days to 179 days 50%
Overdue for 180 days or more 100%

Categories and provision percentages for Service Charges receivables is as follows:

Classification of Service Charges Receivable Provision
Service
Charges
Overdue for 30 days or more but less than 60 days Nil
Overdue for 60 days or more but less than 90 days 50%
Overdue for 90 days or more 100%

Based on the above policy an amount of Rs. 108 million was charged as expense for FY 2016-17
(FY 2015-16 Rs 45 million). Rs. 32 million was charged against loans (FY 2015-16 — Rs. 27
million) and Rs 76 million against service charges receivable (FY 2016 — Rs. 18 million)

As per the audited financial statements of PMIC for the period ended December 31, 2016 and
un-audited financial statements for the half year ended June 30, 2017, PMIC incurred a loss of
Rs. 67.5 million and generated profit of Rs. 63.9 million respectively. The cumulative net loss
after tax amounts to Rs. 3.6 million as at June 30, 2017. Accordingly, PPAF has recognized loss
of Rs. 1.75 million as its 49% share for FY 2016-17 (FY 2015-16: Nil).

The financial charges of Rs 248 million (FY 2015-16 - Rs 235 million) included Rs 106 million
as service charges on long term loans and Rs 142 million amortization of deferred benefit of
below market interest rate on long term loans and bank charges.

PPAF spent Rs 151 million for FY 2016-17 (FY 2015-16 - Rs 408 million) on project and relief
activities financed from its own resources. This includes Rs. 23 million reimbursed to POs on
completion of projects for flood relief in the areas of districts Muzaffargarh and Sher Afzal
Banda. Moreover, disbursements were also made for various activities including Institutional
development Rs. 9 million, infrastructure schemes Rs. 42 million, health and education



interventions Rs. 46 million, endowment funds Rs. 11 million and livelihood enhancement
schemes Rs. 20 million respectively.

Rs 3 million has been recognized as re-measurement loss on account of actuarial valuation of
PPAF staff gratuity during the year.

Total expenditure reduced by 1% to Rs 1,030 million (FY 2015-16 - Rs 1,043 million). Surplus
before project and relief activities and actuarial losses was Rs 1,302 million as against 1,920
million in FY 2015-16. Net surplus for the year decreased by 24% to Rs 1,148 million (FY 2015-
16 — Rs 1,512 million).

Financing Agreements signed with the Government of Pakistan (GoP) required repayment of
loan amounts along with service and commitments charges from PPAF on the stipulated rates
each year. PPAF remained current in all its repayments to GoP. During the year, Rs. 856 million
(FY 2015-16 - Rs. 791 million) was repaid on account of principal amount of loan and Rs 106
million (FY 2015-16 - Rs 112 million) as service charges to the GoP.

During the year under review, PPAF has revised the policy for appropriation of its accumulated
surplus as follows:

e An amount equal to 15% of loans outstanding with POs and PMIC are kept as capital
adequacy reserve to safeguard against any future losses.

e Microcredit reserve is kept at an amount equal to equity investment of PPAF in PMIC i.e.
Rs. 2,883 million.

e An amount equivalent to 85% of the balance funds (after accounting for capital adequacy
and microcredit reserve) is kept as grant fund. Interest allocated from interest on
investments was allowed for deployment in grant based health, education, infrastructure,
emergency and any other activities that fell within the overall strategic purview of PPAF
objectives. Moreover, any unutilized income on grant fund at the end of the year is also
made part of the grant fund for next year.

e Remaining balance are retained as general reserve to cover any future cost for financing
land and building for PPAF, working capital requirements and to cater for any
future/further losses.

The revised policy for accumulated surplus/reserves and the financial figures for the FY 2016-17
are as follows:

Description Old policy New Policy
Criteria Rs in
millions
Capital adequacy 15% of outstanding loans 15% of outstanding loans with 1,879
Reserve with POs POs
Disaster Reserve 5% of outstanding loan with = Nil -
POs
Microcredit reserve 35% of surplus funds after Equal to equity investment in 2,883

deduction of capital adequacy PMIC of Rs. 2,883 million
and disaster reserve

Grant Fund 65% of surplus funds after 85% of surplus funds after 9,341
deduction of capital adequacy deduction of capital adequacy



and disaster reserve and microcredit reserve
General reserve Nil 15% of surplus funds after 1,564
deduction of capital adequacy
and microcredit reserve
Reserve for grant based Income earned on marked Allocated as a ratio of grant -

activities investments. fund to average investments.
Carried forward to next year ~ Added back to grant fund at
year end
Total Reserves 15,667

Total funds and reserves increased by 7% to Rs 16,667 million (includes Rs 1,000 endowment
fund) as at June 30, 2017 from Rs 15,519 million as at June 30, 2016. Total assets of the
Company reached Rs. 31,259 million on June 30, 2017 against Rs 30,857 million as at June 30,
2016, an increase of 1%. Total loan receivables were Rs 12,526 million on June 30, 2017 as
against Rs 14,716 million as at June 30, 2016. The debt equity ratio improved to 43:57 (FY
2015-16 - 46:54).

Deferred liability and deferred income constitute advance amounts received from donors in
respect of ongoing projects. These funds are used for disbursements to POs under respective
financing agreement as well as for operational support for project activities to PPAF. The
balances for deferred liability & income at the end of year represent amounts to be disbursed to
POs/ to be utilized by PPAF for project specific activities. Total funds under these have
decreased by 8% to Rs. 924 million for FY 2016-17 (FY 2015-16: Rs. 1,006 million)

PPAF invests its surplus funds and reserves including capital adequacy reserve (Rs. 1,878
million) and grant fund (Rs. 9,341 million) in short term, medium term and long term
investments. All the investment are done as per Treasury Management Strategy approved by
Board of Directors of PPAF. Total investments as at June 30, 2017 were Rs. 13,373 million
(2016: Rs. 13,202 million). These investments carry markup rates ranging from 5% to 11.25%
per annum. In addition to these investments, Endowment Fund received from Government of
Pakistan is invested in government securities as per the terms of Endowment Deed and carry
markup rate of 12% per annum (FY 2015-16: 12% per annum).

During the year the cash and bank balances increased by Rs 258 million as compared to last year.
The main increase is on account of increase of project specific funds under the Project for
Poverty Reduction (funded by Italian Government) and PMIFL project of the Government of
Pakistan. The project funds were utilized for programme/operational activities as per the
respective financing agreements whereas own funds were used as per the Company’s policy for
short term and long term investments. The Company had cash and bank balances of Rs 1,442
million at the end of FY 2016-17 (FY 2015-16: Rs. 1,184 million). Detailed financial projections
are prepared and regularly updated to ensure availability of adequate funds for operations at all
times while generating optimum returns through placement of surplus liquidity in various
available investment avenues.

The Company actively monitors its funds to ensure that the investment portfolio of the Company
is secured and well diversified. Current cash requirements are adequately financed through
internal cash generation by Company’s sound treasury management without recourse to external



financing. However the Company has substantial borrowing capacity and is well positioned to
meet its future commitments and development plans.

Auditors:

M/s EY Ford Rhodes, Chartered Accountants have completed the annual audit for the year ended
June 30, 2017, and shall retire at the conclusion of 21™ Annual General Meeting. Being eligible,
they offered themselves to be re-appointment. The Audit Committee considered and
recommended their re-appointment for the financial year ending June 30, 2018. The Board also
endorsed the recommendations of the Audit Committee.

Conclusion:
The fact remains that there is still about 38.8% of the population of Pakistan living in absolute

poverty across the country. A lack of infrastructure continues to limit economic growth, inhibit
poverty reduction, and restrict improvements to quality of life.






Annexures

1. PPAF STRATEGY AND APPROACH

Continued reduction of extreme poverty will require targeted interventions to help the poorest
increase their standard of living. Effective social protection programs are critical to this effort.
Livelihood development programs, lump-sum cash transfers, and graduation programs have the
potential to help the very poor increase incomes to move out of extreme poverty.

In 2009, with the aim to graduate destitute households to a level where they could access
mainstream microfinance, a pilot was launched by PPAF with International Fund for
Agricultural Development (IFAD) assistance called the Social Safety Net-Targeting Ultra Poor
(SSN-TUP) programme. This model operated on the premise that the poorest households needed
tailored support matched to their circumstances and capacities to help them graduate out of
poverty. Depending on each household’s situation, it could comprise of cash grants, food aid,
subsidized employment, a productive asset or a combination of them to initially meet their basic
survival needs to then build sustainable streams of income to ultimately graduate them out of
poverty. Total cost of the package averaged US$ 500. At the end of the intervention, statistically
significant impacts on all 10 key outcomes, ranging from food security, assets creation, women
decision making, to consumption and mental health etc. had been observed. These outcomes
were validated by the Global research study published in the May 2015 issue of Science using
evidence from randomized control trials.

Pakistan is currently spending around US$ 1.2 billion through Benazir Income Support Program
(BISP) unconditional cash transfers and there is still no evidence to show whether any of the 5.4
million beneficiary households are moving out of poverty. PPAF in consultation with
Government of Pakistan has devised an effective poverty graduation strategy that would lessen
the current load of 5.4 million BISP beneficiaries with over US$ 1.2 billion expenditure a year.
Under the proposed graduation programme a number of ultra and poor families can be graduated
to the next level of wellbeing where they have opportunities to link up with other sources of
assistance including interest free loans and microfinance. Experience in previous small-scale
pilots have shown that there are a large number of BISP beneficiary households that have some
inherent potential which, if properly identified and addressed, can help them get out of poverty.

The graduation strategy aims at enabling the poorest to expand their capacity to lead sustainable
livelihoods, thereby increasing earnings, ensuring food security and freeing them from long term
dependence on charity. It builds on existing programs in Pakistan that have proven to be
successful. These include:
e Unconditional Cash Transfer (UCT) program implemented by BISP;
e Prime Minister’s Interest Free Loan (PMIFL) program implemented by Pakistan Poverty
Alleviation Fund (PPAF); and
e Livelihood, Employability and Enterprise Development (LEED) program, implemented
by PPAF.

The overall goal of the graduation programme is to assist the ultra-poor and very poor
beneficiaries particularly of BISP in graduating out of poverty on a sustainable basis. The
development objective is to enable the rural poor and especially women to realize their



development potential and attain a higher level of social and economic wellbeing through a
proven flexible and responsive menu of assistance. PPAF has shaped its Graduation Program in
line with goals of PPAF’s strategic framework objectives i.e. (i) increase poor rural peoples’
productive capacities; (i1) increase poor rural people benefits from market participation; and (ii1)
strengthen the environmental sustainability and climate resilience of poor rural people economic
activities. PPAF’s Graduation Program aims at moving people out of extreme poverty and into
sustainable livelihoods. Driven by the idea that with the right mix of interventions, offered in the
right sequence, the extreme poor could “graduate” from extreme poverty into a sustainable
livelihood within a defined time period. PPAF Graduation Approach recognizes that financial
services have a role in participants’ trajectories beyond graduation. Continuing to save after the
end of the program can help participants protect assets and accumulate money for future
investments or emergencies. A shared goal across the pilots is that by the end of the program,
members have access to a wide range of financial services. The Graduation Approach is not a
short-term escape from extreme poverty but instead seeks to equip participants with the tools,
livelihoods, and self-confidence to sustain themselves when the program is over.

The scale of extreme poverty and its complexity demand a diverse range of responses. The
Graduation Approach is one such pragmatic response. It holds significant purpose if
implemented at scale to move people out of extreme poverty and into sustainable livelihoods.

The initial phase of the program focuses on social protection and safety nets for the ultra-poor
through skills/vocational trainings, regular coaching and asset transfers. This is supplemented by
development of an enabling ecosystem through provision of small scale infrastructure schemes,
energy, health and education.

After the asset transfer the beneficiaries who demonstrate entrepreneurial skills and have
business plan are provided interest free loans to help them expand their business. Key areas of
scale and innovation include facilitation of rural and value chain finance, assistance to women
and youth in establishing businesses/finding remunerative employment at home and abroad,
creation of linkages with the private sector as well as the government, promoting entrepreneurial
activities and capacity building. Funding requirement of interest free loans is met through
allocation already proposed in the budget under Prime Minister’s Interest Free Loans.
Households are also organized into common interest groups, asset(s) strengthening, development
of linkages and business expansion.

The entrepreneurial households are provided micro credit and related services which include pro-
poor value chains, micro insurance products and access to need based financial services, savings
and banking services. The cash transfers are provided under BISP’s social protection program.
PPAF provides financing for asset transfer, related trainings and interest free loans whereas
PPAF’s associate company PMIC provides microfinance and related service.



Poverty Graduation — Our Strategy

Inclusion and mainstreaming of lagging regions:

Certain groups— whether migrants, indigenous people, or other minorities — confront barriers
that prevent them from fully participating in their nation’s political, economic, and social life.
Left unaddressed, exclusion of disadvantaged groups can also be costly. And the costs—whether
social, political, or economic—are likely to be substantial. Acknowledging this, PPAF has
committed to “leaving no one behind” in an effort to help promote inclusive growth and achieve
the Sustainable Development Goals (SDGs). Social inclusion is an integral part of—and vital
to—achieving PPAF’s goals of ending extreme poverty and boosting shared prosperity.

Including those who are most likely to be left behind is a complex global challenge, which
affects developed and developing countries alike. But it can be planned and achieved. PPAF’s
work on inclusion aims to broaden and deepen the participation of underprivileged people and
their access to public infrastructure and other facilities such as community centers, recreational
facilities, public libraries, resource centers, public schools, clinics, water supplies and
sanitations. The allocation of resources, whether financial or personnel with the relevant
knowledge and skills, to the different stages of the policy cycle is important for the success of
mainstreaming social inclusion.

PPAF is playing a leading role in undertaking measures that ensure equity, inclusion and
women’s representation within the poor communities. PPAF is committed to bringing
empowerment and improving representation of women, poor, youth, minorities, migrants, highly



vulnerable individuals, people with special needs, and other marginalized community through a
transformative framework.

PPAF committed itself to tackling poverty and social exclusion and to put in place the structures
and mechanisms to achieve this objective on the basis of the following four features:

e Policy development: The mainstreaming of poverty and social exclusion into all public
policy-making is central to achieving social inclusion

e Stakeholder involvement and participation: The challenge in public policy-making is
how to engage those experiencing poverty or their representatives in the process. PPAF
sought to explore the existing structures of governance which could be utilised and
developed as part of the process of mainstreaming social inclusion.

e Evaluation framework for measuring the impact of mainstreaming social inclusion on
the policy process, including the development of criteria and indicators that might be
used.

e Cross-departmental working arrangements: Influencing the policy-making process is
the structure of the public services and the interaction across the wide range of policy
areas.

Poor people have traditionally lived on the margins of society and had limited connections with
other people, markets, and government. Incorporating poor people into formal networks removes
these limits and unleashes new possibilities for poverty reduction. Poor people are more capable
of navigating their own way out of poverty when they have greater access to markets and
information and can assert their identity. Additionally, governments, charities and international
donors are better able to target the poor and determine their needs, raising the scope of what anti-
poverty programs can hope to achieve. PPAF emphasizes on active participation of women in
Community Organizations formed as part of any social mobilization process. Having
representation of youth and minorities is also another dimension of PPAF’s outreach strategy to
communities.

Governance:

Involvement and participation are considered a key development in governance and, in
particular, in combating poverty and social exclusion and the mainstreaming of social inclusion
into the public policy process. Consultation with the relevant national and local representative
organisations which gives them the opportunity to participate in the development of policies
through inclusion process is important in capturing the views of excluded people and in ensuring
that policies meet their needs.

In order to ensure that this process is effective, both the structures for involvement and the
necessary resources need to be in place. For mainstreaming to be effective it would necessitate a
shift in how policy is made. This change would be required simultaneously at three public policy
levels:

e Political — Mainstreaming should imply the inclusion of poverty elimination and social
inclusion in political vision and goals which will then be translated into measures,
programmes and policies, backed up with political commitment.

e Institutional — Mainstreaming should produce more focused policy-making and delivery
of services for people experiencing poverty.

e Service delivery — The focus should be on finding solutions and services that can prevent,
ameliorate and reduce poverty and social exclusion.



Given its mandate to empower poor people to help themselves out of poverty through self-
organizing and institutional transformation, PPAF has adopted a strategy that:

1. Helps build the capacity of a wide range of organizations of poor rural people.

2. Facilitates the development and transformation of the institutional landscape (i.e. rules,
norms and policies) to empower poor people, especially women, and to enable secure
access to productive resources;

3. Promotes forums for dialogue among communities, grass-roots organizations,
governments, civil society and donors, to ensure comprehensiveness and full
complementarities in the coverage of pro-poor institutional transformation needs.

4. Creating the right linkages for improved public services (education and health, water and
sanitation, nutrition).

5. Conlflict prevention and management and civic engagement at local levels.

Strategic Delivery Framework

In a rapidly changing world the ability to deliver on an organisations’ strategic ambition is key to
creating competitive advantage. PPAF recognizes that great ideas and plans without a way of
clearly aligning actions to deliver these plan leads to frustration and a waste of scarce resource.
The ability to turn strategy into action is therefore a defining capability to success for PPAF.

PPAF’s Strategic Delivery Framework offers:

. A structured framework required to successfully realise transformational change

. Enables organisation to define strategic ambition and put in place the steps to turn
ambition into reality

. Creates a roadmap that allows the organisation to improve strategic effectiveness and

hence competitive advantage

PPAF through its Program Framework have developed a pragmatic yet comprehensive approach
to building a strategic delivery capability in organisation that allows absolute clarity on the
“what” and “how” of delivering transformational change.

PPAF, since its incorporation in 1997, has played a leading role in economic and development
progression by providing quality income generating products and allied services to improve
people’s lives in the country. Since commencement of operations in the year 2000 till August
2016 PPAF managed its functions and delivered services to the vulnerable across multiple
sectors through two platforms (i) financial services focusing on microcredit and Interest Free
loan and (ii) grants focusing on infrastructure, health, education, livelihood and institutional
development.

With a view to provide a wide range of financial services, including wholesale funding to
promote financial inclusion in Pakistan to alleviate poverty and contribute to broad based
development PPAF span off its microcredit operations and set up a new company Pakistan
Microfinance Investment Company (PMIC) on August 10, 2017.



PPAF is now carrying on grant and interest free loan interventions while the microcredit is being
managed by PMIC in which PPAF is the largest shareholder having 49% share, Karandaaz
Pakistan and KfW are the other shareholders having 38% and 13% shareholding respectively.

PPAF programme framework is developed to illustrate the linkages between programme inputs,
outputs and outcomes. The framework is structured to reflect the individual shelter
characteristics. PPAF operations are divided into following four groups:

Grants/Operational Group
All grant based interventions are managed by this group. Separate units exist for each project. A
dedicated unit exists for Programme/activity monitoring.

Institutions, Inclusion and Innovation “III” Group

This group support the cascade of community institutions set up by PPAF. The Group ensures
that PPAF’s values are embedded into and implemented by its grants operations. “III”’ is also
responsible for taking forward ‘Funds’ (created from time to time) including three existing ones
(1) Capacity Building of Small Organizations of Balochistan, KP and FATA (ii) Lifeline Fund
for Community Organization; and (iii) Social Enterprise Challenge Fund. Corporate Relations
Management Unit is part of the group and provides support for fundraising from private sector.

Quality Assurance, Research and Design (QARD) Group

The QARD Group comprises of (i) Monitoring and Evaluation; (ii) Research and Design; (iii)
Communication and Media; (iv) MIS/IT (v) Donor Development and (vi) ISO, Environmental
and Social Management.

Financial Management and Corporate Affairs (FMCA) Group

The FMCA group comprises of (i) Financial Monitoring & Compliance Unit primarily
responsible for POs related activities and monitoring; and (ii) Financial Planning and Reporting
Unit which manages core finance functions including reporting, audits, budgeting, record
keeping etc. Both these Units (iii) Corporate Affairs section to manage the secretarial affairs
related to Board and General Body; (iv) Treasury/Funds Management and (v) Administration.

HR and Procurement units directly report to CEO. Human resource unit under the supervision of
CEO plans, develops, and administers policies and programmes designed to make expeditious
use of human resources. Procurement Unit ensures timely actions, procedures, systems and
methods used to purchase and obtain the goods and services required to execute projects.
Procurement Unit is therefore, very conscious of its responsibility and accountability in the
expenditure of public funds. There is also a dedicated Internal audit Unit reporting to Audit
Committee of the Board. For administrative purposes it reports to CEO.



2. PROGRAMME OVERVIEW

a) Program for Poverty Reduction:

The objective of the project (financed by GoP through Italian Government funding)is
establishment of a social and productive infrastructure system and an effective/sustainable social
safety net in project area (Balochistan, KPK and FATA). As of June 30, 2017 EUR 27.06 million
were disbursed (68% of the total financing). Implementation progress as of June 30, 2017 is as
follows:

Status as of June
30,2017

Indicators with Components

Social Mobilization and Institution Building

Formation & strengthening of community organizations 3,825
Formation & strengthening of 2nd tier community institutions 578
Formation & strengthening of 3rd tier community institutions 41
Number of Community members trainings 19,313
Number of staff members trainings 1,007

Livelihoods, Enhancement and Protection (LEP)

No. of Livelihood Investment Plans (LIPs) developed 5,049
No. of Common Interest Groups (CIGs) formed 179
Number of Community Resource Persons (CRPs) developed 233
No. of individuals received skills/entrepreneurial training 11,712
No. of ultra and vulnerable poor received productive assets 5,049
N_um‘t_)er of Loan center established through Community 5
Livelihood Fund (CLF)

Community Physical Infrastructure (CPI)

No. of Water and Infrastructure projects completed 774
No. of beneficiary households (completed projects) 69,238
No. of population beneficiaries (47% female) completed projects 516,999
Basic Health & Education Services

Total No. of school facilities constructed or renovated 728
Total no. of children benefitting from schools 88,084
Totgl no. of health centers constructed, renovated and/or 33
equipped

Total no. of beneficiaries/patients treated from health centers 779,054




b) Prime Minister’s Interest Free Loan:

The Government of Pakistan announced Rs. 3.5 billion Prime Minister’s Interest Free Loan
(PMIFL) Scheme to support productive microenterprise activities of poor, vulnerable and
marginalized households, not yet tapped by the microfinance sector, so that they may
engage in productive economic activities that will improve their lives and allow them to
positively contribute to the economy. Based on its previous experience, PPAF was mandated
by the Government of Pakistan to design, mobilize, implement and monitor the PMIFL Scheme.

The POs have established loans centers at UC levels and funds are disbursed to beneficiaries as
interest free loans as per predefined eligibility criteria. The community institutions are involved
in different activities within this model under the supervision of POs. Eventually, the funds will
be transferred to eligible Community Institutions which will continue revolving these funds on
sustainable basis. Implementation progress as of June 30, 2017 is as follows:

Partner Organizations (POs) 26
Coverage Districts: 44 UCs: 436

. Total Received Total Approved
Loan Applications 353,578 334.164
No. of Loan Centers/Branches 233
established

. C PPAF — PO PO — Borrowers
Funds Disbursed (Rs in million) 32747 73148
318,763
No. of Loans Disbursed to Borrowers Male Female
117,419 (37%) | 201,344 (63%)

Average Loan Size (Rs) 22,948

¢) Livelihood Support and Promotion of Small Community Infrastructure Project:

The project (financed by GoP through funding of KfW — Development Bank of Germany) started
in the year 2012 and is being implemented in 8 districts of KPK. The overall project size is EUR
31.5 million.

The project involves support to livelihood measures and promotion of small community
economic and social infrastructure in KPK. The purpose of the project is to increase access to
and sustainable utilization of social and economic infrastructure by the population of the project
region; increase employment and income opportunities, especially for the poor; strengthen local
civil society and enhanced participation of the population in the decision making at the local
level. As of June 30, 2017 EUR 30.48 million were disbursed (77% of the total financing).
Implementation progress as of June 30, 2017 is as follows:



Status as of
Sr. Indicators with Components

30-Jun-17
Component: Institutional Development & Social Mobilization
1 No. of community organizations formed/revitalized 4,750
2 No. of village organizations formed 398
3 No. of local support organizations formed 38
4 Membership in community institutions (35% female) 95,019
Component: Water and Infrastructure
5 No. of Water and Infrastructure projects completed 1,991
No. of beneficiary households 161,340
7 No. of population beneficiaries (51% female) 1,199,555
Component: Livelihood, Employment and Enterprise Development
No. of ultra/vulnerable poor received productive assets (44%
9 8,759
female)
10 No. of individuals received skills/entrepreneurial training 5979
(34% female) ’
Component: Education, Health and Nutrition
11 Total Enrolment 32,033
Boys 18,150
Girls 13,883
12 Total Patients (A+B) 94,411
Adults (A) 58,381
- Men 12,009
Women 46,372
Children (B) 36,030
Boys 20,898
Girls 15,132

d) Hydropower and Renewable Energy (HRE) Project:

The project (financed by GoP through funding of KfW — Development Bank of Germany) started
in the year 2013 in KPK. The overall objective of the Project is to contribute to the improvement
of the general living conditions and quality of life of the poor in KPK province. The project
concerns about the financing of micro/mini hydropower plants, solar lighting systems, integrated
water efficient solar irrigation systems and pilot projects in renewable energy in KPK. The
overall project size is EUR 10 million. The project is being implemented in 10 districts of KPK;
Swabi, Chitral, Lower Dir, Upper Dir, Swat, Buner, Bannu, Lakki Marwat, Karak, and Hangu.



As of June 30, 2017 PPAF had disbursed EUR 6.76 million (68% of total financing).
Implementation progress as of June 30, 2017 is as follows:

Status as of
i June 30, 2016 |

Indicators with Components

1 Micro Hydropower Project (MHP)
1.1 No. of Sites Identified 05
1.2 No. of Projects Designed 05
1.3 No. of Projects Initiated 05
2 Solar Lighting Systems (SLS)
2.1 No. of Projects Identified 96
2.2 No. of Projects Designed 96
2.3 No. of Projects Initiated 96




3. PAKISTAN MICROFINANCE INVESTMENT COMPANY — ASSOCIATE
COMPANY OF PPAF

Pakistan Microfinance Investment Company (PMIC) was incorporated on August 10,
2016 as an Investment Finance Company under NBFCs regulations with SECP. It is
setup jointly by, PPAF, Karandaaz Pakistan (financed by DFID) and KfW to catalyze and
lead the next phase of growth in the microfinance sector of Pakistan.

The purpose of PMIC is to improve financial inclusion, employment and wellbeing of the
poor by providing wholesale financing to the microfinance service providers in the
country. The institution also has a role in the development and strengthening of the
microfinance sector by actively contributing to policy and regulations for microfinance,
capacity building of microfinance players as well as to promote innovation and
responsible financial practices in the sector.

To achieve its objectives, PMIC intends to attract funding from development agencies,
financiers, commercial banks and capital markets to meet the liquidity needs of the sector
which requires USD 3 billion to reach a target of 10 million active clients by the year
2020.

In connection with PMIC, the following agreements were signed between the
shareholders (PPAF, Karandaaz, KfW) on April 28, 2016:

1) Shareholders’ Agreement;

1) Shares Subscription Agreement;

i11)  Non-Compete Agreement

The Shareholders’ Agreement signed between PPAF, KfW and Karandaaz stipulates percentage
shareholdings of the three shareholders; purpose of PMIC; matters relating to registration and
incorporation of PMIC; terms and timing for equity investment in PMIC; composition,
remuneration, replacement, nomination, obligations and powers of Board of Directors
Committees of Board; matters related to Board, Shareholders and Manangement etc.

The Share Subscirption Agreement stipulates authorised and subscribed capital of PMIC, capital
financing obligations of each shareholder with respect to initial and subsequent equity injections
in PMIC; and financing for license fee under Non Banking Finance Companies Rules 2003 etc.

Under the Non-Compete Agreement, shareholders agreed that they themselves or their affiliates
shall not compete directly or indirectly with PMIC in respect of its microfinance business. They
also agreed not to invest, manage, control or participate in the management, operation or control
any person seeking to establish microfinance business which is similar to or competitive with
that of PMIC. PPAF has ceased to provide new loans to POs, with effect from 21 February,
2017.

The CEO-PPAF was authorized by the Board to negotiate and execute Shareholders’ Agreement
and other transaction agreements related to PMIC. The above agreements were ratified by the
Board of Directors of PPAF in its meeting held on May 19, 2016.



PPAF AND PMIC
The shareholding percentage and amount of investment in PMIC is as follows:

Equity Board
Investor Share Investments Nominations Remarks
%age PKR in billions Numbers
PPAF 49% 2.85 3 1 Independent Director
KARANDAAZ 38% 2.16 2 1 Independent Director
Kfw 13% 0.82 1
CEO 0% 0 1
Total 100% 5.83 7

PMIC is an associated company of PPAF by virtue of one common director (Mr. Qazi Azmat Isa)
and PPAF having 49% shareholding in PMIC. PPAF nominees on PMIC Board are:

1. Mr. Qazi Azmat Isa, CEO PPAF

2. Mr. Noor Ahmed, Additional Finance Secretary (EF) Finance Division

3. Dr. Tariq Hassan, (Independent Director)

PPAF is one of the founding sponsors of PMIC. In order to provide impetus and financing for the
next generation of wholesale microfinance lending and strengthening of microfinance institutions
in Pakistan, PPAF spin off its entire wholesale microfinance lending operations and programs
into PMIC. The financial services group within PPAF which was managing the credit portfolio
was transferred to PMIC. For management of loan portfolio a Loan Portfolio Agreement was
signed between PPAF and PMIC on November 17, 2016.

PPAF has appointed PMIC to perform services which include (i) desk and field monitoring; (ii)
follow-up on late payments upon intimation by PPAF; (iii) providing recommendations on
restructuring requests by POs. PMIC has agreed to perform the PMIC Services in consideration
for payment of the fee. PPAF will pay to PMIC at the end of each calendar quarter, as full
compensation for PMIC Services rendered, a fee of one percent (1%) p.a. based on the actual
average daily value (calculated on the basis of a 365-day calendar year) of the outstanding
principal. PPAF will calculation sheet to PMIC on the basis of which PMIC shall generate an
invoice for fee.

The distribution of activities between PPAF and PMIC was agreed as follows:

No. | Activity Current Responsibilities of the Parties under this
Procedure Agreement
1 | Appraisal of POs | FSG Activities will be discontinued as PPAF shall not
2 | Financing FSG/F&A/ enter into any new contracts with POs after financial
Agreements Legal close (i.e., Subscription of the Committed Equity
3 | Disbursements to | FSG/F&A Amount under the Subscription Agreement dated
POs April 28, 2016); PPAF shall disburse all funds
committed under current Partner Organization
Financing Agreements. After issuance of the ‘notice
of effectiveness’ referred to above, PMIC will enter
into fresh contracts with its partner institutions




based on its own criteria.

(which may include the Partner Organizations)

4 | Recovery from F&A but Continue to be carried out by PPAF but follow-ups
POs* follow-ups on on late payments by PMIC upon intimation from
late payments PPAF
by FSG
5 | Desk Monitoring* | FSG / F&A PMIC
6 | Field Monitoring* | FSG PMIC
7 | Rescheduling of FSG/F&A o After a request receipt from PO, PPAF will
Loans approach PMIC to review/analyze the case for re-
scheduling.
e PMIC will review the case and make its
recommendations.
¢ PPAF will consider PMIC recommendations and
make a decision.
e Final decision of PPAF will be intimated to PMIC.
8 | Legal Proceedings | F&A PPAF will continue to perform this function

FSG: Financial Services Group of PPAF
F&A: Finance and Accounts section/group of PPAF

Recovery from POs

Prepare and send quarterly recovery schedule to PMIC, fourteen working
days prior to a calendar quarter end, for due payments. PMIC shall
communicate the quarterly recovery schedules to POs, however PMIC will
not be responsible for any discrepancy in calculations of mark-up or
principal amounts in the schedules received from PPAF.

PPAF

Receipts of amounts as per schedules from POs and reconcile the recoveries
with amounts due in PPAF bank accounts

PPAF

Monthly information to PMIC of amounts recovered from POs, by the 7
Business Day of every month. PPAF shall intimate PMIC regarding late
payments (if any) for follow-up.

PPAF

Follow up with POs for overdue portfolio (if any) through meetings and
written communication

PMIC

y

Reconciliation of differences with POs (if any)

PPAF

Desk Monitoring

1

PMIC shall procure quarterly management accounts from POs within 30
days after a quarter end and intimate PPAF of not receiving of any
management accounts within seven days after the due date

PMIC

Analysis on the management accounts within 30 days after receipt of the
management accounts

PMIC

Submission of quarterly management accounts and analysis to PPAF

PMIC

iv

Submission of annual financial statements and analysis of POs to PPAF
within four months after the financial year ends.

PMIC




Field Monitoring
i | POs shall be visited once every six months. Based on the Risk Profile of the | PMIC
POs determined periodically, the frequency of the field visit may be
increased.
ii | Submit the monitoring visit report to PPAF, as per the PMIC field PMIC
monitoring report format, within 30 days of the visit conducted.
iii | PPAF will continue to monitor the performance of POs through Internal PPAF
Audit, Monitoring and Evaluation Unit, Finance Unit and PPAF External
Auditors.

Mangement of PPAF microcredit portfolio of Rs. 14,214 million was handed over to PMIC with
effect from December 1, 2016. The said portfolio as at June 30, 2017 stood at Rs. 10,170 million.
Rs 74 million accrued as management fee to PMIC for the period December 1, 2016 to June 30,
2017. PPAF retains all risks, rewards and contraol over these loans.

PPAF agreed to provide the amount received from its POs on account of principal repayment of
loan as subordinated debt to PMIC. It was agreed that as and when repayments are received from

the POs the same will be transferred by PPAF to PMIC as a shareholder loan. The loan period

for PMIC matches PPAF’s loan repayment period to the Government. For provision of
shareholder loan PPAF and PMIC signed Master Loan Framework Agreement on November 17,

2017. The subordinated loan was agreed to be provided on the terms:

The subordinated loan facility from PPAF to PMIC priced on commercial terms with 6 months
KIBOR plus 1%. The rate of six months KIBOR (offer) prevailing on first working day of January
and July for first and second half of the year. Provision will be made to revise/reset the loan price
on events such as (i) If and when PMIC secures an Investment Grade credit rating from a
recognized rating agency in Pakistan. PMIC would be incentivized and rewarded for lowering
credit risk to its lender by lowering the cost of debt; (ii) if another shareholder provides a loan to
PMIC of a defined minimum size at a cost lower than or higher than PPAF; (iii) as spreads on
bank loans reduce over time, proportional % reduction in Shareholder Loan coupon could take
place. Interest will be paid as per payment schedule agreed between PPAF and PMIC.

The above terms were approved by Board of Directors as well as General Body through special
resolution. In terms of section 208 of the Companies Ordinance 1984 approval of SECP was also
obtained for shareholder loan.

As of June 30, 2017 PPAF transferred Rs 1,818 million as subordinated loan to PMIC.

On the request of PMIC, PPAF provided the following services to PMIC for a period of six
months commencing from September 1, 2016 and ending on February 28, 2017 or any other date
mutually agreed between the parties.
Human Resource Services
During the initial phase of its operations, PMIC would require PPAF’s support in provision of
Human Resource services. These services will include
1. Drafting of offer letters and contracts preparation for transfer of PPAF team to PMIC.
il. Payroll services.
iii. HR operations related support for medical services, leaves, personnel files, etc.




Accounting Services

During the initial period of PMIC, PPAF would pay all establishment and operational expenses.
Once the bank accounts of PMIC are operational the expenses would be paid through those
accounts. However, up until PMIC has a functional finance department and starts preparing its
books of accounts, PPAF would record all expenditure and maintain separate books of accounts
and deal with tax matters on behalf of PMIC.

Office Space

Until the time that PMICL’s office building is fully operationalized, PMICL staff will utilize
PPAF’s office space for its operations.

General Administration Services

1. Facilitate establishment and operationalization of new office,

ii. IT Services

iii. Utilities

v. Arrangements for PMIC staff travel

V. Arrangements for meetings with both internal and external stakeholders etc.

Vi. Use of PPAF assets i.e. Vehicles, Laptops, Furniture, Equipment etc.

Compensation
PMIC agreed to compensate PPAF for the aforementioned services rendered.

As per the audited financial statements of PPAF for the period ended December 31, 2016 and un-
audited financial statements for the half year ended June 30, 2017, PMIC incurred a loss of Rs
67.5 million and generated profit of Rs. 63.9 million respectively. The cumulative net loss after
tax during the FY 2016-17 amounts to Rs. 3.6 million. Accordingly, PPAF has recognized loss
of Rs. 1.75 million (as its 49% share) during the year. Summary of income statement of PMIC is
as follows:

Rs in million

Income 266.6
Administrative expenses (218.4)
Other income 23.8
Fiannce costs — borrowings (4.8)
Finance cost — bank charges (0.4)
Loan loss provision (42.0)
Profit before taxation 24.8

Taxation (28.4)
Loss for the period (3.6)
PPAF share of loss (49%) (1.7)

The amount of loss has been adjusted from PPAF’s investment in PMIC. The net investment in
PMIC as of June 30, 2017 is reflected as follows:
Rs in million

Investment during the year 2,883.258
Share of loss of PMIC 1.749
2,881.509

Pre-incorporation expenses

PPAF, DFID-UK and KfW had jointly agreed that all pre-incorporation expenses will be
borne by parties in proportion to their shareholding in the new entity as defined in the
Shareholders' Agreement to be entered into subsequently.



These pre-incorporation expenses were agreed collectively and incurred before the process
of incorporation/registration of PMIC. These mainly included fees and expenses paid to
professionals for:

1. Facilitation/moderation

2. Internal process review

3. Financial modeling

4. Legal advice

Collaboration between PPAF & PMIC
PPAF and PMIC identified some possible areas of collaboration. The key areas identified
included:

1. Graduation of clients to Microfinance

2. Renewable Energy

3. Micro Insurance

4. Value Chains

5. Relationship and Knowledge Management.

Graduation of clients to Microfinance:

e PMIC and PPAF agreed that PMIC would promote access to microfinance and financial
services to clients that are graduating from the PPAF supported LEED, PMIFL and other
grant based programs that have established their businesses and are now seeking a larger
and market based financing opportunities.

e PMIC and PPAF will work together to develop institutions that can provide microfinance
services to areas and individuals that are presently only being offered PMIFL or
livelihood grants.

Renewable Energy:

e Another possible area of collaboration is renewable energy where PPAF and PMIC could
interact to provide solar, bio-gas and other energy solutions to households and
communities. This could be made possible with the interaction between PPAF’s RE unit
and microfinance product development initiatives using microfinance as source of
financing to clients.

e PPAF’s expertise in mobilization, prequalifying vendors and providing the much needed
training to community resource persons, clients and technicians in communities will be
leveraged with PMIC extending credit lines to MFIs to deliver financial services to
clients to buy high quality equipment to meet their energy requirements.

e PMIC will also use resources to train credit officers to access energy requirements of the
households and design financial packages accordingly. Mechanisms will be devised to
deliver mini grids to communities to maximize installed capacity and efficient use of
resources.

Micro-insurance:
e As PPAF has made significant investments in the agriculture sector, Micro-insurance was
identified as another area where PPAF’s communities being supported with grant based
interventions could benefit from the micro-insurance.



However, with the large number of beneficiaries involved with agriculture in PPAF
supported communities falling within the eligible poverty score card threshold but are not
availing financial services could also benefit from micro-insurance. PPAF could provide
support for the development of indices for crops and livestock in different regions,
provide grants for tagging of animals and make partial payments of insurance premiums
by building these costs into the financial support offered to individuals. This would
secure the assets of the individuals providing them financial security and opportunity to
expand their enterprises.

PMIC also plans to develop insurance product providing health coverage to its clients.
The product would be developed with the support of insurance companies, medical
service providers, MFIs and clients. PPAF could also support extension of the insurance
and related services to its communities by supporting product development and
subsidizing premiums.

Value chains

PPAF in the past had included beneficiaries in the value chains it had developed for
microfinance clients in the areas of livestock management, crops, enterprises, poultry and
handicrafts. The clients had benefitted from capacity building trainings, knowledge
management, linkages and collective bargaining opportunities offered by these initiatives
to microfinance clients to increase their household incomes.

With PMIC planning to invest in various business verticals like livestock, chilies,
fisheries, dates, olives and catering to various backwards and forward elements of the
entire value chain and providing specialized microfinance products to cater to the
financial needs of the various actors, PPAF communities and beneficiaries will also be
added in the larger groups to avail advantages accruing for microfinance clients.

PPAF will invest in their trainings, support investments in linkages and initial support for
their businesses while PMIC through its Partners can offer microfinance when their
business needs for capital grow.

Relationship and Knowledge Management:

PMIC will support PPAF to carry out a study gauging social and economic benefits to
clients over an extended borrowing period and document how PPAF through
microfinance has helped individuals grow out of poverty. The study would cover the
microfinance initiatives over the last ten years (2006-2016).

PPAF and PMIC also agreed to collaborate for a Research Conferences where studies on
Microfinance and its link to poverty reduction would be discussed.

PPAF and PMIC teams will also interact to draw a set of indicators and a matrix to
measure PMIC’s performance on social and economic indicators which would be used by
PPAF to report to its stakeholders

Collaboration on CITI PPAF awards, organizing conferences, events pertaining to
microfinance.



4. ASSESSMENTS AND RATINGS

Third Party Assessments:

Assessments and evaluations are integral part of PPAF to improve future policy, programs and
projects through feedback and lessons learnt. PPAF place high priority on the third party
assessments/studies and on their significance to ensure consistency persists in the operations
implemented by PPAF.

The Project Completion Report (PCR) for the Pakistan Poverty Alleviation Fund III project has
been prepared jointly by PPAF and The World Bank along with a team of technical specialists
who were given the responsibility of examining PPAF’s implementation of the project and its
achievements, outcomes, best practices and lessons learnt. Key findings on PPAF III operations
are summarized as follows:

a) PPAF III Project — Return on PPAF investments under different components

Returns on Institutional Building: Community Institutions have successfully realized the main
objective of establishing linkages with local governments, markets and other development
programs, especially at the Community Organization (CO) and Local Support Organization
(LSO) levels. As a result, CO members have benefited from additional incomes through market
linkages and from investments in their communities through resources leveraged from
government and donors. Overall monetary benefits are estimated at about USD 100 million and
the total investment in the component was USD 33.7 million, which translates into a Benefit
Cost Ratio of 2.99. Such investments have led to an Internal Rate of Return of 58% and a Net
Present Value of USD 30.85 million. The high efficiency of the implementation modality is
demonstrated by the fact that overall resources channeled through COs for the implementation of
livelihood, community infrastructure and social sector programs are five times higher than costs
of establishing a community organization and sustaining it under PPAF III for six years (USD
2,500 channeled through CO on average vs. a cost of USD 515 per CO)".

Returns on Livelihoods activities: The cost benefit analysis of the Livelihoods Employment
and Enterprise Development (LEED) component focuses on the benefits accruing to poor and
ultra-poor households as a result of receiving productive assets and technical training.
Incremental incomes per month range between USD 43 and USD 107 for productive asset
recipients and average USD 70 monthly for technical and vocational trainees®. Aggregated
increases in incomes add up to about USD 455 million, against USD 85 million for component
implementation costs, which leads to an Internal Rate of Return of 138% and a Net Present
Value of USD 180 million.

Returns on Microfinance activities: The PPAF-III micro-credit component has effectively
reached 588,000 clients of which 379,884 were first-time users of formal credit. Based on the
number of loans extended by sector and the average incremental benefits experienced by

I Result of the Economic and Financial analysis carried out for the Project Completion Report.
2 User Beneficiary Assessment Survey, Apex Consulting 2014 and data collected from the field.



borrowers®, an aggregated incremental income from productive investments in agriculture,
livestock and various enterprises can be roughly estimated and PKR 2.2 billion. The analysis
shows that for every 1 PKR borrowed, additional 0.20 PKR were generated.

Returns on Community Infrastructure Projects: Financial and Economic Rates of Returns for
irrigation schemes in all four provinces are the higher than Economic Internal Rate of Returns
(EIRRSs) for other infrastructure types. Irrigation Financial Internal Rate of Return (FIRRs) range
between a 39% and 50% and EIRRs between 36%-52%, with highest values estimated for
Punjab and lowest for Baluchistan. Drainage and sanitation schemes had the lowest EIRRs,
between 19% and 34%. Rates of Return for drinking water supply systems and roads and bridges
are well above the opportunity cost of capital.

Returns on health and education interventions: The “value for money” analysis of health and
education interventions is based on the following parameters: (i) savings in transportation costs
and the opportunity costs of lost working days due to illnesses, for beneficiaries of health
facilities, and (i1) wage premiums as a result of higher education for both male and female
students who graduate at different levels, plus monetarized health benefits for a poor households
in which women are educated up to the middle and high school level. The analysis shows a 73%
EIRR and a Benefit Costs Ratio of 1.30 for community-based health facilities and a 22% EIRR
and 1.31 Benefit Costs ratio for community-managed schools.

PPAF III — Achievements against Program Development Objectives.

Program Development Objectives Achievements

(as per draft Implementation Completion And
Results Report - ICRR)

1. At least 60% of community institutions are
viable and sustainable

2. At least 60% of community members report a
minimum of 20% increase in household

3. At least 33 % of targeted community
groups/institutions report improved access to
municipal/local services.

4. At least 60% of targeted poor and 60% of
poorest households are members of
community organizations.

67% of community institutions were found to be viable
and sustainable

61% of community members reported an increase in
average household income of 22% and a 29% increase
in average personal income.

76% community institutions reported to have improved
access to municipal/local services as linkages were
developed at the UC level.

It was found that 86% of the households earned less
than PKR10,000 per month (one third of the amount
required to be above the poverty line for a household
of 7 members) and 68% of the members were either in
the lower bands of poverty or transitory vulnerable.
Out of about 1.3 million total membership of 1st Tier
organizational membership, 827,000 are women
representing 64% of total beneficiaries.

3 Gallup (2013). PPAF Micro Credit Financing: Assessment of Outcomes.



10.

11.

Program Development Objectives

At least 55% of Community Institutions are
performing  satisfactorily in terms of
effectiveness, transparency and
accountability.

At least 70% of those who have received skills
training and or community livelihood fund
(CLF); and/or assets — are using them
productively.

At least 50% of the new livelihoods platforms
formed have developed productive linkages
with  markets, input/service provider,
service/product buyer, or technology provider
- measured in terms of at least one
transaction/ contract.

At least 60% of the targeted households where
LEED programming/investment has taken
place have developed livelihoods investment
plans and mobilized resources for enhanced
income and quality of life

At least 50% of the livelihoods grant recipients
are women

At least 25% of all micro-credit loans received
by women in PPAF-IIl targeted districts

Institutional review of PPAF microfinance
portfolio, management and governance
structure completed and agreed by mid-term
of PPAF-IIl and made operational by end of
project

Achievements

(as per draft Implementation Completion And
Results Report - ICRR)

57% of community institutions were performing
satisfactorily based on their ability to keep savings in
verifiable accounts (bank account status); frequency of
financial audits and maintenance of record of meeting
proceedings.

A total of 397,000 beneficiaries received
skills/entrepreneurial training and about 96,000 ultra-
poor and vulnerable poor received productive assets.
97% of skills training recipients reported using their
training productively while 94% of the productive
assets recipients were using them productively.

7 Nokari ya Karobar (NyKs) (96%) have signed 10 MoUs
with local councils; 80 Digital Hubs (95%) were trained
and linked to “Enclude”, a WB funded project, for
digital market research; and 40 Production Centres
(97%) participated in Pakistan Arts and Craft Mela in
Islamabad (sales of more than Rs.1,000,000) and linked
to Mohenjoz, an online platform

89% of targeted households that have developed
livelihood investment plans to mobilize resources for
enhanced income and quality of life

Out of 96,000 recipients of productive assets, about
44,000 were women, representing 46% of total
number of recipients.

A total of about 588,000 active borrowers had accessed
microcredit, out of which about 423,000 were women,
representing 72% of borrowers that received loans

PPAF, Karandaaz (DFID) and KfW agreed to jointly
create PMIC and invest in the newly-formed
Investment Finance Company (Non-Banking Financial
Institution) under SECP regulations — PPAF: 49%,
Karandaaz: 38%, KfW: 13%. The necessary
amendments to PPAF’s operations were approved by
SECP, PPAF Board of Directors and government in June
2016. PMIC incorporated as an International Finance
Cooperation (IFC) in August, 2016; license to operate as
an NBFC issued in August, 2016; PMIC commenced
business — 1 September 2016



Program Development Objectives

Achievements

(as per draft Implementation Completion And

12. At least 50% of COs are benefiting from
improved infrastructure and 30% have
accessed other sources of funding for
infrastructure/local services

13. Minimum ERR of 20% and FRR of 25% of
investment in Water and infrastructure

14. At least 60% of the beneficiaries report
satisfaction with the PPAF supported health
and education facilities

Results Report - ICRR)
A total of 6,225 water and infrastructure sub-projects
were initiated and 6,196 completed benefiting about
484,000 households. 42% of COs reported improved
infrastructure and 24% have accessed other sources of
funding for other services.

The economic and financial rate of return on water and
infrastructure sub-projects was found to be 36.1% and
33.8% respectively.

PPAF supported 896 schools that enrolled over 127,000
and trained about 3,700 teachers and related staff.
504 health facilities were supported and about 1,600

health workers were trained. The total number of
patients that accessed health services over the course
of the project totalled 12.6 million individuals. Based
on the User Beneficiary Survey (2014), 93% of the
respondents reported satisfaction with PPAF supported
education facilities while 79% of the Households (HHs)
reported an improvement in the quality of their lives as
a direct result of PPAF supported health interventions

15. Net enrolment growth rate of 7.5% per annum
maintained over the project period

An enrolment growth rate of more than 7.5% per
annum was maintained over the project period.
Further, total enrolment in schools supported by the
project was 63% for Government schools and 28% for
community schools:

16. At least 40% of beneficiaries of infrastructure,
health and education interventions are
women

Of the combined 16,000,000 individuals that accessed
both infrastructure and health and education services,
880,000 were women, representing 55% of the
beneficiaries of infrastructure, health and education

International Conference on Research and Learning

The 2nd International Conference on Research and Learning was hosted by PPAF from 25th
April to 26th April, 2017 at Islamabad. The conference was a reaffirmation of PPAF’s
commitment to eradicating poverty through research and learning, the ‘ilm’ that is at the centre
of PPAF’s motto. PPAF has continually invested its energy and resources in in-depth research of
the highest quality in order to improve its own efforts and by sharing its own experiences, enable
the development sector to reflect, grow and be effective.

The primary objective of conducting this conference was to share the results of all the on-going
and completed research studies at PPAF with a wider audience in order to enrich existing
literature on development work within the country. The event was attended by members of PPAF
and its POs, academia, government and guests from corporations, embassies, institutes and
international development organizations. The 2nd International Conference on Research and
Learning built on the concrete groundwork laid by the 1st International Conference, which was
held in April 2014. The major objective of the first iteration of this conference was to evaluate



the approaches and components being employed for Community Driven Development (CDD)
and to appropriately intervene with course correction. The theme of 2nd International
Conference was “From Knowledge to Action”. The conference was divided into 4 sessions, each
highlighting an essential component of inclusive growth:

The geography and typography of poverty: This session focused on the types of poverty
that existed in Pakistan and the regional disparities that could be found within the
country. Implications of these disparities in poverty were presented and discussed.
Results from PPAF-III’s impact evaluations: The platform was used to provide the results
from the research done on the impact of PPAF-III on the treatment communities.

Poverty graduation: The session focused on the efficacy of the type of programmes in
bringing out the extreme and chronic poor out of abject poverty. In addition new
approaches towards poverty graduation were discussed that would bear long term
implications on the poor.

A research focus on women and girls: This session emphasized the need for data
disaggregation around the needs of women and girls, and the impacts on poverty
alleviation and quality of life indices that these can hold for households and communities.

The presenters and the participants of the Conference agreed on following two categories of
outcomes that need to be incorporated into future endeavours.

Design Recommendations

Inclusion mandate: All practitioners and researchers agreed at the conference that making
institutions inclusive for all groups within society has been hard. Inclusion has not
developed organically within the communities in Pakistan. PPAF-III has been successful
in not only making decision making bodies inclusive but also encouraging an attitude
change in the non-poor and privileged sections of society with regards to gender and
income redistribution. This approach need to be persisted with in future programmes.
Research foci: While research conducted by PPAF and its POs has been enlightening, the
reality of poverty in Pakistan and its inelastic nature has compelled researchers and
practitioners to find out the missing links in the reasons and drivers behind extreme
poverty. There have been two key areas that have been identified by the presenters at the
conference (i) In-depth qualitative studies: There is a lack of understanding of local
realities when implementing development programmes in Pakistan, that either lead to
inefficiency or inefficacy at its worst. Qualitative research must be done to map out these
local realities; and (ii) Migration has consistently emerged as a major influencing factor
by POs and researchers in the field but the migration statistics in Pakistan have not been
collected in any of the major surveys.

Indigenous models of poverty alleviation: The primary reason behind the failure of
poverty alleviation programmes is the gulf between the reality on the ground and the
theoretical knowledge that forms the ideological core of development programmes in
Pakistan. Development models cannot be applied without any adjustment for local
realities. The need of the hour is to open windows of communication between
communities and practitioners & researchers and incorporate this knowledge when
rolling out the interventions in any given area.

Policy level Recommendations

The ‘hinterlands’: There was much talk at the conference about the dire conditions of
poverty in the rural hinterlands of Pakistan, sparsely populated areas with high incidences
of poverty that have not received much attention either from the government or the



development sector. The policymakers must focus on these areas where poverty is at its
starkest to engineer true national level change in the country.

» Access to services: Public service delivery was deficient in all poverty stricken areas of
Pakistan, particularly in the areas of health and education which were consistently high
drivers of poverty in all provinces of Pakistan. The difference between the delivery of
services between the poor and non-poor is alarmingly high and efforts need to be made to
redress this imbalance in Pakistani society.

» Effective decentralization: The devolution of power has helped change the centre-
periphery relationship that has existed between the affluent and poor areas of Pakistan.
Extreme poverty can only be eradicated if the decision making process is devolved and
the poor gain agency in the wider political economy.

» Institutional development: Decentralization is only effective if there is a stable and clear
social infrastructure present at the village level to take up the duties that had been
previously assigned at the higher level. Third Tier Organizations (TTOs) and COs should
be present and linkages with government and political bodies should be established so
that villages can make their own decisions to the best of their knowledge and capability.

* Urban and rural poverty: It has become increasingly evident that poverty in urban and
rural areas is different in nature and need to be tackled in different nuanced ways. These
areas have different communal structures and institutions and approach poverty in varied
ways. To employ the same strategy for both areas is redundant and ineffective.

* Resilient infrastructure: Pakistan has been afflicted with natural hazards regularly in the
recent past but no capacity has been built within poor households to absorb the
calamitous effects of foreseeable hazards. Infrastructure, both physical and social, should
be developed in such a way that they can escape the vicious cycle of ensuring short run
stability and remaining in transient poverty for life.

Third Party Audit
Auditor General Pakistan (AGP) audited the financial statements of the following projects for the
year ended June 30, 2016
- WB Funded PPAF-III Project
- KfW Funded LACIP Project
- KfW Funded RE Project
- Italian Funded PPR Project
Following opinion was given in respect of the above projects:
- The financial statements present fairly, in all material respects. The cash receipts
and payments by the project for the year ended 30" June, 2016 in accordance with
Cash Basis IPSAS Financial Reporting under the Cash Basis of Accounting
Standard.
- The expenditures have been incurred in accordance with the requirements of legal
agreements.




5. CORPORATE GOVERNANCE

PPAF acknowledges that long term sustainable success is driven from good governance to
protect stakeholders’ values. The Board of Directors has developed a robust governance
mechanism surpassing the legal requirements and regularly evaluates the processes to ensure
sustainable stakeholders’ value. Transparency, accountability and adherence to ethical practices
lie at the core of PPAF’s practices and are implemented through the Code of Conduct, corporate
governance regulations, the Code of Business Ethics, and sound internal controls.

Corporate Governance

PPAF’s corporate governance is a reflection of its value system encompassing its culture,
policies, and relationships with its stakeholders. Integrity and transparency are key to PPAF’s
corporate governance practices to ensure that PPAF gain and retain the trust of its stakeholders at
all times.

Compliance with the Best Corporate Practices

The management of the Company is committed to good corporate governance and compliance
with best practices. On the recommendation of Management, the Board of Directors has adopted
Principles of Corporate Governance for Non-listed Companies (NLCs). PPAF is complying with
following principles of the Corporate Governance for NLCs:

e Existence of an appropriate governance framework for the company contained in its
constitutive document.

e Existence of an effective Board which is collectively responsible for the long-term
success of the company. The Board promotes the company’s and all its stakeholder’s
interests. The size and composition of the Board reflects the scale and complexity of the
company’s activities.

e Regular meetings of the Board are held to help discharge its duties. The Board is supplied
with appropriate and timely information.

e Structure of remuneration is sufficient and appropriate to attract, retain, and motivate
executives and nonexecutives of the quality required to run company successfully.

e The Board is responsible for risk oversight and has maintained a sound system of internal
control to safeguard shareholders’ investment and the company’s assets.

e There is a dialogue between the Board and the stakeholders based on the mutual
understanding of objectives. The Board ensures that a satisfactory dialogue with
shareholders takes place.

e There is a clear division of responsibilities between the running of the board and the
running of the company’s business

e Board structures contain Directors with a sufficient mix of competencies and experiences
in order to act objectively in their opinion and judgment.

e The Board has established appropriate Board Committees with terms of reference in
order to allow a more effective discharge of its duties.

e The Board presents a balanced and understandable assessment of the company’s position.

Guidelines have been issued in the areas of Directors’ trainings and appraisals. In addition
mechanism has also been agreed to have gender balance and due representation of provinces in the
composition of General Body.



The Board has defined a set of corporate governance best practices and guidelines to help fulfill
PPAF corporate responsibility towards its stakeholders. These guidelines ensure that the Board
has the necessary authority and processes to review and evaluate Company’s operations as and
when required. Further, these guidelines allow the Board to make decisions that are independent
of the Management. The Board reviews these guidelines regularly to achieve its stated
objectives. The Board is committed to foster healthy corporate culture, implant ethical business
practices, open communication channels with shareholders and compliance with laws and
regulations. As a result good corporate governance principles have been deeply embossed in the
structure of the Company.

To demonstrate PPAF’s commitment towards adherence to the highest levels of moral and
ethical values, the Company follows best business practices in addition to stipulated legal
requirements. The Company takes all reasonable actions for compliance, with all applicable
laws, rules and regulations of state or local jurisdiction in which it conducts business. Every
director and employee, no matter what position he or she holds, is responsible for ensuring
compliance with applicable laws.

The Management places high priority on true and fair presentation and circulation of periodic
financial and non-financial information to governing bodies, donors and other stakeholders of the
Company. The Company produces separate financial statements for different donors’ projects,
duly audited by its external auditors in addition to preparing financial statements abreast with
statutory requirements.

All periodic financial statements, annual audited financial statements alongwith Directors’
Report as well as half yearly un-audited financial statements alongwith Management Reviews, of
the Company were endorsed and circulated to the stakeholders. These statements were also made
available on the Company website. Other non-financial information to be circulated to governing
bodies and other stakeholders were also delivered in a timely manner.

The Directors confirm compliance with the Corporate and Financial Reporting Framework of the
Securities and Exchange Commission of Pakistan’s Code of Corporate Governance for the
following:

e The financial statements prepared by the Management, present fairly its state of affairs, the
result of its operations, cash flows and changes in equity.

e Proper books of accounts of the Company have been maintained.

e Appropriate accounting policies have been consistently applied in preparation of the financial
statements. Accounting estimates are based on reasonable and prudent judgment.

e International Accounting Standards, as applicable in Pakistan, have been followed in the
preparation of financial statements and any departure therefrom has been adequately
disclosed.

e The system of internal control is sound in design and has been effectively implemented and
monitored with ongoing efforts to improve it further.

e The Company’s ability to continue as a going concern is well established.

e There has been no material departure from the best practices of corporate governance.

Board of Directors:
The Board exercises the powers conferred to it by the Companies Act, 2017 and the
Memorandum and Articles of Association of the Company, through Board meetings.



Size and composition of the Board

We believe that our Board needs to have an appropriate mix of executive and independent
directors to maintain its independence, and separate its functions of governance and
management. As on June 30, 2017, PPAF Board comprised of 8 members, one of whom was
executive director by virtue of being CEO, while the remaining seven members were non-
executive independent directors. One out of 8 Board members is women. The Board periodically
evaluates the need for change in its composition and size. The Chairperson of the Board is an
independent non-executive director. Except for the CEO, all members of the Board are non-
executive Directors and serve in an honorary capacity, without compensation.

The prerequisites and configuration of the Board of Directors are defined by the legal and
regulatory framework parameters for smooth running of operations and promotion of corporate
culture. The Company has on its Board highly experienced competent and committed personnel
with vast expertise, integrity and strong sense of responsibility necessary for shielding the
interest of all stakeholders.

Chairperson of the Board
Ms. Roshan Khurshed Bharucha, an independent director, is the Chairperson of the Board with
effect from February 02, 2017.

Role and Responsibilities of the Chairperson and the Chief Executive Officer:

The Chairperson and the Chief Executive Officer are assigned segregated and distinct
responsibilities by the Board of Directors vested under law and the Articles of Association of the
Company, as well as duties assigned by the Board. In particular, the Chairperson coordinates the
activities of the Directors and various committees of the Board, and presides over the meetings
of the Board and General Body. The Chief Executive Officer is responsible for the operations of
the Company and conduct of its business. The Chief Executive Officer recommends policy and
strategic business plans for Board approval and is responsible for exercising the overall control,
discretion, administration and supervision for sound and efficient management and conduct of
the business of the Company.

Role and Responsibilities of the Board

The primary role of the Board is that of trusteeship to protect and enhance shareholder value
through strategic direction to the Company. As trustees, the Board has fiduciary responsibility to
ensure that the Company has clear goals aligned to shareholder value and its growth. The Board
exercises its duties with care, skill and diligence and exercises independent judgment. It sets
strategic goals and seeks accountability for their fulfillment. It also directs and exercises
appropriate control to ensure that the Company is managed in a manner that fulfills stakeholders’
aspirations and societal expectations.

A formal schedule of responsibilities has been specifically ordained for the Board by virtue of
provisions of the Articles of Association of the Company, the Companies Act, 2017 and other
applicable regulations.

The Board participates actively in major decisions of the Company including appointment of the
Chief Executive Officer; review and approval of operational policies and procedures; projects of
different donors and sponsors; minutes of Board Committee meetings, financial assistance for
POs; quarterly progress; annual work plans, targets and budgets; un-audited financial statements
alongwith Management Reviews; audited financial statements alongwith Directors’ and
Auditors’ Reports.



Meetings of the Board
The Board is required to meet at least every quarter to monitor the Company’s performance
aimed at effective and timely accountability of its management.

During the period under review, four meetings of Board of Directors were held. The Board
reviewed/approved financial assistance for POs; quarterly progress; annual targets and budget;
un-audited financial statements alongwith Management Reviews; audited financial statements
alongwith Directors’ and Auditors’ Reports; Project specific audit reports; minutes of Board
Committee meetings; amendments in Memorandum of Association of PPAF.

The notice and agenda of the meetings were circulated in a timely manner beforehand. Decisions
made by the Board during the meetings were clearly stated in the minutes of the meetings
maintained by the Company Secretary, which were duly circulated to all the Directors for
endorsement and were approved in the following Board meetings. All meetings of the Board had
the minimum quorum attendance as stipulated in the Articles of Association. The Chief Financial
Officer/Company Secretary attended the meetings of the Board in the capacity of non-director
without voting entitlements as required by the Code of Corporate Governance. The number of
meetings attended by each director during the year is shown below:

ﬁg Name No. of meetings No. of meetings
' attended Eligible to attend
1 Ms. Roshan  Khursheed 3 4
Bharucha
2 | Ms. Humaira Ahmad 1 1
3 Syed Ahmed Raza Asif 4 4
4 Mr. Omar Hamid Khan 2 3
5 | Dr. [jaz Nabi 2 4
6 | Mr. Aijaz Ahmad Qureshi 3 4
7 Dr. M. Suleman Shaikh 4 4
8 Mr. Ahlullah Khan 4 4
9 | Mr. Qazi Azmat Isa 4 4

Appointment of Directors:

As per the Articles of Association of the Company, all Members of the Board, except
Government nominees, are appointed for a term of three years, on completion of which they are
eligible for re-election through a formal election process. However, no such Member of the
Board of Directors shall serve for more than two consecutive terms of three years each except for
Government nominees.

Change of Directors:

The Government of Pakistan replaced Mr. Omar Hamid Khan with Ms. Humaira Ahmad,
Additional Secretary, Economic Affairs Division as Director of the Company. The Board placed
on record its appreciation for the valuable contributions made by the outgoing Director. The
Board extended welcome to new Director and resolved to work in partnership with her to benefit
from her vision and valued experience which would go a long way in the future growth and
prosperity of the Company.



Board Committees

Board Audit Committee:

The Audit Committee comprises of three non-executive directors, including the Chairman,
having relevant expertise and experience. The Chairman is an independent non-executive
Director. The Chief Internal Auditor acts as Secretary of the Committee.

The primary objective of the audit committee is to monitor and provide an effective supervision
of the Management’s financial reporting process, to ensure accurate and timely disclosures, with
the highest levels of transparency, integrity and quality of financial reporting. The committee
oversees the work carried out in the financial reporting process by the Management, the internal
auditors and the independent auditors, and notes the processes and safeguards employed by each
of them.

The Audit Committee met four times during the year. During the meetings the Committee
reviewed the internal control systems and risk management mechanisms in conjunction with the
Internal Audit reports presented to the Committee. The Committee also reviewed and approved
the Internal Audit plan of the Internal Audit unit. Furthermore the Committee recommended for
the approval of the Board the appointment of external auditors; un-audited condensed interim
financial statements alongwith Management Review; audited financial statements alongwith
Auditors’ and Directors’ Reports of the company; and project specific audited financial
statements as per donors requirements.

As per the best practices under the Code of Corporate Governance, the Committee held separate
meetings with the Chief Financial Officer and the External Auditors to discuss issues of concern,
if any.

Board Compensation Committee:

The Compensation Committee comprises of two members of the Board including the Chairman
who is appointed by the Board from the non-executive Directors. The Head of Human Resource
Unit acts as Secretary of the Committee.

The Committee assists the Board in overseeing the Company’s human resource policies and
framework, with particular emphasis on ensuring fair and transparent compensation policy; and
continuous development and skill enhancement of employees.

Risk Oversight Committee:

The Committee assists the Board to review the effectiveness of overall risk management
framework including risk policies, strategies, risk tolerance and risk appetite limits.

The Committee reviews and recommends for Board’s approval: pricing policy for the
microfinance loan portfolio; per party exposure limits; new clauses of financing agreements for
for-profit institutions etc.

Management:

The Company Management is supervised by the Chief Executive Officer who is responsible for
the operations of the Company and conduct of its business, in accordance with the powers vested
in him by law, the Articles of Association of the Company and authorities delegated to him
through a General Power of Attorney and Board resolutions from time to time.



6. WHISTLE BLOWING POLICY

In order to ensure accountability and integrity in course of conduct, the Company has devised a
transparent and effective whistle blowing mechanism for alerting against deviations from
policies, controls, applicable regulations, or violation of the code of professional ethics / conduct.
The Whistle Blowing Policy is applicable to all employees, management and the Board. The
policy extends to every individual associated with the Company, who can participate effectively
and in confidentiality, without fear of reprisal or repercussions.

The policy has been designed to encourage all stakeholders to raise questions and concerns,
monitor the progress of resultant inquiries, provide feedback and where required, also voice
concerns against any unsatisfactory inquiry or proceeding.

The Policy covers unethical conduct, offence, breach of law or failure to comply with legal
obligations and possible fraud/corruption. Due emphasis has also been placed on health, safety
and environmental risks. Inappropriate or malicious reporting leading to wrongful convictions
have been specifically forbidden, with clear definition of consequences for the persons making
wrongful accusations.

The management encourages whistle blowing culture in the organization and has adopted a
culture to detect, identify and report any activity which is not in line with the Company policies,
any misuse of Company’s properties or any breach of law which may affect the reputation of the
Company. The Company has adopted the best corporate policies to protect employee(s) who
report corporate wrongdoings, illegal conduct, internal fraud and discrimination against
retaliation. The Company promotes transparency and accountability through publication of
accurate financial information to all the stakeholders, implementation of sound, effective and
efficient internal control system and operational procedures.

All employees have signed a code of conduct and the Company takes any deviation very
seriously.

The management understands that through the use of a good Whistle Blowing Plan, they can
discover and develop a powerful ally in building trust with its employees and manage fair and
transparent operations. The Company therefore provides a mechanism whereby any employee
who meets the above referred conditions can report any case based on merit without any fear of
retaliation and reprisal.

7. CONFLICT OF INTEREST

In addition to the compliance of regulatory requirements, a formal code of conduct is in place for
avoidance of known or perceived conflicts of interest among Board members and employees.

PPAF policy aims to identify and apply appropriate safeguards in situations which may create
such a conflict with the support of PPAF employees and directors and to ensure that all actions
taken by PPAF officials in their official capacities are in the best interests of PPAF.



The Board of Directors and employees have the responsibility to administer the affairs of PPAF
honestly and prudently, and of exercising their best care, skill, and judgment for the sole benefit
of PPAF. Those persons shall exercise the utmost good faith in all transactions involved in their
duties, and they shall not use their positions with PPAF or knowledge gained therefrom for their
personal benefit. The interests of the Organization must be the first priority in all decisions and
actions. This above fiduciary responsibility also requires these persons to disclose and safeguard
PPAF against any situation which creates a conflict of interest.

8. GRIEVANCE/REDRESSAL POLICY

PPAF aims to facilitate employees and management to resolve grievances raised by employees
and creates a healthy work environment. The objective of the policy is to maintain a congenial
work environment by defining a process for resolving employee grievances regarding terms of
employment, working conditions or work relationships.

All staff members are expected to contribute to developing a work environment, which fosters
positive attitude and good working relationships. However, problems or grievances can arise in
the course of working with others. The policy provides guidelines to resolve any kind of
grievance in a positive way as well as to allow an employee to raise any complaint regarding
terms of employment, work conditions or work relationships which affects him/her and where
s’he wants assistance in correcting the problem. Purpose of Grievance Policy is to (a) facilitate
employees and management to resolve grievances rose by employees; and (b) create a healthy
work environment. This policy is applicable to all regular employees of PPAF.

Salient features of Grievance policy are:

1. All Grievance issues are handled in a fair and just manner and where applicable within
the stipulated PPAF Policy and legal boundaries of the applicable laws of Pakistan.

2. PPAF has an open door policy where complainants are encouraged to talk over their
Grievance with Immediate Supervisor or Unit Head or Grievance Redressal Officer
(GRO), whoever employee deems appropriate.

3. All Grievance cases are considered on merit, with relevant circumstances being carefully
investigated before any action is taken.

4. All investigations, proceedings, witness statements and records of Grievance appeals and
actions are kept confidential.

5. Complainants and Defendants are to be informed of the date set for the hearing of the
appeal in a timely manner.

6. Defendant is given the opportunity during enquiry and at the hearing of the appeal to
challenge any allegations and evidence before a decision is made.

7. All Complainants and Defendants have the right to appeal against any decision taken.

8. All grievances must be addressed within stipulated time.

Selection of GRO and grievance committee is through election. All the staff members are given
the opportunity to elect one GRO and six staff members for the Grievance Committee from a
pool of senior and middle management.



9. HUMAN RESOURCE MANAGEMENT

PPAF is investing in its people. PPAF is continuously investing in hiring, retaining and
developing people who are leading the successful delivery of PPAF’s objectives and driving the
corporate strategy. PPAF is rated amongst the top preferred employers in the country. PPAF
have an unequivocal belief that its organizational culture coupled with the commitment and
professionalism of its people, is pivotal to driving excellence and delivering results. PPAF foster
an environment that is conducive to generating the best possible results by following a resilient
leadership development model. PPAF celebrate achievements together and rely on teamwork
when it comes to formulating future strategies.

PPAF is in the perennial pursuit of attracting, developing and retaining the best talent in the
country whilst cultivating a corporate environment conducive to driving performance, as PPAF
has an unequivocal belief that its organizational culture coupled with the commitment and
professionalism of its people is pivotal to driving excellence and delivering results.

PPAF treat performance as an explicit output and foster an environment that is conducive to
generating the best possible results. This can only be accomplished by following a resilient
leadership development model that focuses on balancing priorities between its people and
commercial interests. PPAF excellence spreads across its people and processes and with the
same spirit, its talent acquisition processes and systems is comprised of leading practices where
employees go through cultural match tests coupled with shared value screenings. All this can be
broken down to a simple philosophy, attract and hire the best talent, develop and grow them
organically in the organization and provide them with the best technology possible so they can
be at their best.

Since the last decade, PPAF has been on the forefront of advocating equal opportunities
including alleviation of gender discrimination in the Country, a principle that is instilled in its
human capital strategy.

Human Resource Management Policy & Succession Planning

The Company has a demonstrated track record of employing talented human resources across all
its functions, which ensures availability of competent personnel for each department, in terms of
an individual’s potential, qualification, period of service and professional attitude amongst other
factors.

PPAF form and retain a motivated workforce fully equipped to steer the Company towards
achieving its vision and mission through its consistent focus on grooming by way of training and
development in addition to providing them with market commensurate compensation packages.
This is in line with Company’s progressive and forward looking Succession Planning Policy,
which transforms existing talent into a competent workforce capable of occupying future
strategic positions. The Policy is constantly updated in line with the Company’s requirements
and career growth objectives.

The Human Resource strategy is continually redeveloped and redefined by proactively
anticipating, evaluating and evolving itself to meet the emerging needs and challenges faced by
the Company, while promoting diversity including representation of genders and special persons,
in an equitable and unbiased manner.



10. TREASURY & FUNDS MANAGEMENT

The Company maintains a dynamic and flexible portfolio of investments for placement of
surplus cash in different portfolio of securities. To diversify the portfolio the approved treasury
management strategy (TMS) includes the securities issued by the Government of Pakistan (GoP),
placements in commercial banks as well as placements in microfinance banks. The TMS
revolves around the principles of maintaining liquidity, security of capital & obtaining
competitive rate of return.

The placement of funds is arranged with target maturity dates to ensure availability of sufficient
liquidity for working capital / investment requirements, besides generation of maximum returns.

A portfolio of long term and short term investments is maintained after thorough financial
evaluation of available investment opportunities. The credit risk in short term investments is
controlled through diversification in investments among top ranking financial institutions and
sovereign guarantee security in the form of Treasury Bills issued by the GoP. For the long term
credit risk, the deployed portfolio includes only the sovereign guarantee security in the form of
Pakistan Investment Bonds issued by the GoP.

The diversification of portfolio is guided in TMS through defining maximum exposure to a
single issuer in the form defining per party exposure limits. Thus, the element of risk and return
is well balanced amongst the defined portfolio of securities.



11. RISK MANAGEMENT

PPAF understands the relationship between risk and value which ensures sustainable funds
management. PPAF analyses internal, external, and economic risks in detail to develop targeted
mitigating strategies. PPAF recognizes that a sound risk culture is a fundamental requirement of
an effective risk management framework. The long-held foundations of PPAF’s risk culture are
the principles of What We Stand For — Opportunity, Accountability and Integrity. Staff is made
aware that these principles are expected to form the basis of all day-to-day behaviours and
actions.

Preparation of financial statements in conformity with the approved accounting standards
requires management to make judgments, estimates and assumptions that affect the application
of accounting policies and the reported amounts of assets, liabilities, income and expenses. The
long term success of a company depends on its ability to find, acquire and develop its reserves.
These activities are speculative in nature and are characterized by inherent uncertainties and
complexities which may have a potential impact on the Company’s financial conditions and
results of development operations. PPAF regularly monitor such risks using information obtained
or developed from external and internal sources and take appropriate actions to mitigate their
adverse impact.

Effective risk management strategies and proactive risk mitigation techniques are cornerstone in
accomplishing the strategic objectives and protecting business assets, personnel and reputation.
The role of Risk Oversight Committee of the Board is to identify key business risks and devise
and implement measures to mitigate the potential impact of the risks with the aim to ensure
quality decision making. Management at PPAF periodically reviews major financial and
operating risks faced by the business.

Business Risks and Challenges

Operating in a business environment involves developing objectives, making decisions and
undertaking transactions and hence inevitably bears some form of risk. PPAF has effective
systems in place for the timely identification, assessment and mitigation of various risks it is
exposed to in the normal course of business as detailed in the following sections.

The strategic, commercial, operational and financial risks can emanate from uncertainty in
financial markets, system breakdowns, project delays, fluctuations in product markets including
competitive position, legal liabilities, credit risk, accidents, natural causes and disasters, or other
events of uncertain or unpredictable nature. These key sources of uncertainty in estimation carry
a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities
within the next financial year.

Risks are broadly categorized between financial and nonfinancial risks. Key operational and non-
operational risks including strategic risks are outlined below:

1. Strategic Risks

Strategic risks include risks created by the Company’s strategic objectives and business strategy
decisions that could affect its long term positioning and performance. They are monitored at the
highest level with active oversight by the Board of Directors.



Strategic risk management is the response to uncertainties and opportunities faced by a company.
It involves a clear understanding of corporate strategy, the risks in adopting it and the risks in
executing it. These risks may be triggered from inside or outside the organization. PPAF
management clearly understands its role in identifying the strategic risks. The project appraisal
documents, business plans and strategies identify the key risks along with mitigation strategies.

2. Operational Risks

These are risks that can affect the Company’s ability to execute its plans and objectives including
operational and administrative procedures, such as workforce turnover, supply chain disruption,
IT system shutdowns or control failures. By adopting an integrated approach, PPAF ensures that
all operational risk management initiatives are aligned with the corporate strategy.

3. Financial risk management

The Company’s activities expose it to a variety of financial risks: credit risk, liquidity risk and
market risk (including currency risk, interest rates risk and price risk). The Company’s overall
risk management policy focuses on the unpredictability of financial markets and seeks to
minimize potential adverse effects on the Company’s financial performance.

4. Concentration of credit risk

Credit risk is the risk of financial loss to a company if a customer or counterparty to a financial
Instrument fails to meet their contractual obligations, and arises principally from investments,
loans and advances, deposits, trade debts, other receivables, short term investments and bank
balances.

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation
and cause the other to incur a financial loss. The Company's credit risk is primarily attributable
to loans to Partner Organizations, receivable from donors and POs, investments and bank
balances. The Company is exposed to credit related losses in the event of non-performance by
Partner Organizations of micro-credit loans to the extent of Rs. 10,708,004 thousand (2016: Rs.
14,716,386 thousand) (including loans to five major POs of Rs. 6,021,286 thousand) (2016:
loans to five major POs of Rs. 8,334,507 thousand). The Company controls the credit risk
through credit appraisals, assessing the credit-worthiness of POs and creating charge on the
assets of POs. The Company is also exposed to credit related risk on loans to an associate
amounting to Rs. 1,818,000 thousand. The Company controls the credit risk on loans to
associates via participating in associate's operations. The credit risk on investments and bank
balances is limited because the counter parties are banks and Government of Pakistan. The credit
risk on grant receivable is also limited, as the receivable is in respect of amounts disbursed to
POs in accordance with the provisions of an agreement with the donor.

5. Liquidity risk

Liquidity risk reflects an enterprise's inability in raising funds to meet commitments. The
Company manages liquidity risk by maintaining sufficient cash and investments. The Company's
financial position is satisfactory and the Company does not have any liquidity problems.

6. Market risk
i. Currency risk
Currency risk is the risk that the fair value or future cash flows of a financial instrument will
fluctuate due to changes in foreign exchange rates. It arises mainly where receivables and



ii.

iii.

payables exist due to transactions with foreign buyers and suppliers. The Company is not
exposed to currency risk, as there are no foreign currency assets and liabilities.

Interest rate risk

Interest rate risk represents the risk that the fair value or future cash flows of a financial
instrument will fluctuate because of changes in market interest rates.

Financial assets include balances of Rs. 25,923,113 (2016: Rs. 28,263,170) thousand and
financial liabilities include balances of Rs. 13,448,029 (2016: Rs. 14,304,338) thousand
which are subject to interest rate risk. Applicable interest rates for financial assets and
financial liabilities have been indicated in respective notes.

If interest rates had been 1% higher / lower with all other variables held constant, surplus for
the year would have been Rs. 124,751 (2016: Rs. 139,588) thousand higher / lower.

Other price risk

Price risk represents the risk that the fair value or future cash flows of a financial instrument
will fluctuate because of changes in market prices (other than those arising from interest rate
risk or currency risk), whether those changes are caused by factors specific to the individual
financial instrument or its issuer, or factors affecting all similar financial instruments traded
in the market.

At the year end, the Company is not exposed to price risk since there are no financial
instruments, whose fair value or future cash flows will fluctuate because of changes in
market prices.

Fair value of financial instruments

Fair values of financial and non-financial assets and liabilities are determined for
measurement and/or disclosure on the basis of accounting policies disclosed in the financial
statements. As at the reporting date, carrying value of the Company's financial assets and
liabilities are reasonable approximation of their fair value.

Capital risk management

The Company's objectives when managing capital is to safeguard the Company's ability to
continue as a going concern so that it can achieve its primary objectives, provide benefits for
other stakeholders and to maintain a strong capital base to support the sustained development
of its businesses in line with the objects of the Company.

Risk Governance
The roles and responsibilities at various levels of our risk management program are outlined in
our risk governance structure.

Board and Committees:
Oversees the risk management process primarily through its committees:

Risk Oversight Committee reviews the effectiveness of overall risk management framework
including risk policies, strategies, risk tolerance and risk appetite limits.

Audit Committee monitors the Company’s risk management process quarterly, or more
frequently if required, focusing primarily on financial and regulatory compliance risks.
Compensation Committee focuses on risks in its area of oversight, including assessment of
compensation programs to ensure they do not escalate corporate risk, in addition to
succession planning with a view to ensure availability of talented human resources in each
area of critical Company operations.



Policies & Procedures

Policies and procedures have been adopted by the Board and its committees and integrated into
the Company’s risk governance framework to ensure management of financial, operational and
compliance risks. These are based on best practices, promoting a culture of ethics and values
with authority delegated to senior management for appropriate implementation.

Performance Management

Continuous monitoring is carried out to evaluate the effectiveness of implemented controls and
identify areas of weakness to devise strategic plans for improvement, which has enabled aversion
of majority of performance risks.

Internal Audit

Internal Audit function provides independent and objective evaluations while reporting directly
to the Audit Committee on the effectiveness of governance, risk management and control
processes.

Internal Control Compliance
Each Group/Unit identifies and manages risks pertaining to their respective areas of
responsibility in addition to ensuring compliance with established internal controls.



12.

KEY ACTIVITIES

The Pakistan Microfinance Investment Company (PMIC), a private-sector firm which aims
to use public funding to invest commercially in people and businesses on lower incomes, was
launched on October 27, 2016 by Finance Minister Senator Muhammad Ishaq Dar. The
launch ceremony was held at the Prime Minister Office. PMIC, a specialized, for-profit
wholesale investment finance company, was established to fund the expansion of
microfinance in Pakistan. It is the first publically funded, privately managed, commercial
development finance institution dedicated to accelerate the development of microfinance in
Pakistan.

PPAF organized an event to mark the “Journey of 250,000 Households to Self-Reliance” at
the Prime Minister Office on December 22, 2106. The event commemorated a significant
milestone of the Prime Minister Interest Free Loan Scheme (PMIFL) as PPAF reached
quarter of a million borrowers. Finance Minister Senator Ishaq Dar was the chief guest at the
occasion. PPAF is implementing the Prime Minister’s Interest Free Loan (PMIFL) Scheme in
431 Union Councils of 44 Districts across Pakistan. As of June 30, 2017 Rs. 3,274.7 million
have been disbursed to our 26 Partner Organizations (POs) who have disbursed an amount of
Rs.6.636 billion to 294,140 borrowers (62% women) as per eligibility criteria against the
allocated amount of Rs. 3,100 million for on-lending funds. The recovery rate is reported as
99%. The loans are provide for productive purposes and are disbursed to those HHs which
fall in the range of 0-40 on the Poverty Score Card.

PPAF won Energy Institute (EI) award 2016 for community managed hydropower project.
The EI award is the annual competition run by Energy Institute (UK) a professional body for
the energy industry developing and sharing knowledge, skills and good practice towards a
safe, secure and sustainable energy system. The purpose of the ward is to celebrate
outstanding achievements in the energy sector by both individuals and organizations. For EI
awards there were over 140 entries from across 23 counties.

PPAF celebrated International Women’s Day by conferring Amtul Raqgeeb Award to
recipients. The award serves as a tool of encouragement to hardworking and dedicated
women of Pakistan. This year, the award was given to seven members who have contributed
to the socio-economic development of PPAF supported communities. Mr. Stefano
Pontecorvo, the Ambassador of Italy in Pakistan was the chief guest at the occasion. He was
overwhelmed by the examples that these women are setting.

PPAF organized 11" Citi-PPAF Microentrepreneurship Awards ceremony to celebrate
achievements of outstanding microentrepreneurs across Pakistan. The Citi-PPAF Micro-
entrepreneurship Awards Programme is collaboration through which entrepreneurial skills,
leadership and best practices of individual micro-entrepreneurs are being recognized and
rewarded. The CMA program is a signature initiative of Citi Foundation aimed at raising
awareness about importance of microfinance in supporting financial inclusion and economic
empowerment of the low-income individuals. Over the past 11 years, PPAF has recognised
more than 400 micro-entrepreneurs who have transformed their own lives and whose impact
on their surrounding communities is remarkable, as they continue to contribute economically,
create employment and most importantly, serve as inspiration to those around them.



PPAF and FAO signed Memorandum of understanding on Balochistan Initiative. The
partnership involves agriculture and livestock intervention particularly in Qila Saifullah and
Kech districts.

PPAF signed MoU with Mari Petroleum Company Ltd. for the implementation of Education,
Infrastructure, Renewable Energy, and Social Sector Services in districts Quetta and Harnai.
The project was funded by Mari petroleum Co. Ltd under its corporate social responsibility
and was executed through partner organization of PPAF. Under the first phase of a pilot
project was undertaken for rehabilitation of three government schools i.e. Govt. Girls and
Boys School Astangi Margat, Quetta, Govt. Girls High School, Harnai and Government
Primary School Ziarat Kach Khost. The project was mainly focused to ensure the missing
basic facilities. Total 1275 students have been direct beneficiaries of this project out of which
1084 are girls.



13.MOVING FORWARD

As we look ahead there is a lot more to be done. Climate change, natural disasters, and manmade
and man-caused tragedies have presented challenges for Pakistan and the communities we work
with. At the same time, there is immense potential in this nation which demonstrates formidable
resilience in the face of tragedy nevertheless we must not lose sight of our priorities, which are to
provide access to opportunities and choices to the marginalised communities of Pakistan.

For the future, large-scale development projects such as the China-Pakistan Economic Corridor
(CPECQ) linking Chinese markets with the Gwadar seaport in Balochistan offer a significant
opportunity to improve the infrastructure and economic activities in many of the poorest districts.
It can be a somewhat equalizing force in the wake of highly unequal landscape of poverty in
Pakistan. At the same time, it also risks exacerbating the sense of alienation and deprivation
unless the communities along the route of the projects are connected to the Corridor. PPAF is,
also, striving for a Community Connectivity Fund which will build a community development
component into the overall CPEC project. Connectivity will give the communities more reliable
and quicker access to outside products, services, information, and social linkages and give
external service product providers improved access to rural communities. Participation in the
benefits of CPEC will bring hope and stability into communities and regions that have felt
marginalized from the national mainstream.

Achieving positive development outcomes will increasingly rely on engagement with a diversity
of stakeholders. Collaboration with stakeholders continued to grow stronger. PPAF has made
important strides toward unlocking nontraditional sources of development finance and moving
beyond official development assistance alone.

e National Poverty Graduation Program — On the request of GoP International Fund for
Agricultural Development has appraised PPAF for national poverty graduation program. This
will be a multisectoral project covering primarily livelihood interventions. The program will
also be supported by USD 50 million of the already deployed funds under Prime Minister’s
Interest Free Loan Scheme. IFAD will finance USD 100 million and total project size would
be USD 150 million. The project is for a period of six years and extends to whole of
Pakistan. The project implementation is expected to commence in January 2017.

e KfW Follow on project - PPAF and KfW have signed Agreements for next phase of the
'Livelihood Support and Promotion of Small Community Infrastructure Program' (LACIP II).
This project involved financing of Euro 10 million. The project would be executed in three
years and would contribute to greater political participation of villagers in decision making in
tehsil and village councils by supporting the implementation of decentralization reform in
selected districts of KPK. The project implementation is expected to commence in January
2017.

e Graduation project with Government - The overall goal of the graduation strategy is to
assist the ultra-poor and very poor BISP beneficiaries in graduating out of poverty on a
sustainable basis. The development objective is to enable the rural poor and especially
women to realize their development potential and attain a higher level of social and economic
wellbeing through a proven flexible and responsive menu of assistance. The programme
involves graduation of 250,000 BISP beneficiaries in FY 2017-18 involving financing of Rs.
15 billion. Modalities for the implementation of the project are being worked out by GoP,
PPAF and BISP.



PAKISTAN POVERTY ALLEVIATION FUND

FINANCIAL HIGHLIGHTS
2017 2016 2015 2014 2013
Funds deployment - Rs. in million
Microcredit
Loans receivable from POs (Gross) 10,708 14,716 13,913 13,985 13,300
Loan to PMIC 1,818 - - - -
Equity investment in PMIC 2,883 - - - -
Gurantee facility 420 2,150 3,600 3,820 3,265
15,829 16,866 17,513 17,805 16,565
Grant
Core Operations 2,186 5,456 6,934 5,349 6,079
Relief & Reconstruction Operations 151 408 219 665 108
2,337 5,864 7,153 6,014 6,187
Total funds deployment 18,166 22,730 24,666 23,819 22,752
Balance Sheet - Rs. in million
Total assets 31,259 30,857 32,285 35,914 31,656
Endowment Fund 1,000 1,000 1,000 1,000 1,000
Reserves
Capital adequacy reserve 1,879 2,207 2,087 2,098 1,995
Grant fund 9,341 7,520 6,706 5,659 4,853
Reserve for lending activities 2,883 3,653 3,236 2,671 2,256
General reserve 1,564 - - - -
Income on grant fund - 1,139 978 582 754
15,667 14,519 13,007 11,010 9,858
Total equity (endowment + reserves) 16,667 15,519 14,007 12,010 10,858
Long term loans 12,348 13,448 14,236 14,801 15,003
Operational Results - Rs. in million
Total income 2,332 2,963 3,250 2,880 2,896
General and admin expenses 505 576 587 591 509
Surplus before loan loss prov. and relief work 1,409 1,964 2,250 1,845 2,094
Net Sutplus 1,148 1,512 1,998 1,152 1,953
Financial Ratios - Percentage
Surplus brefore provisions & relief/total income 60% 66% 69% 64% 72%
i;t;l;;lcct);;cilsnz (s:ilf:;s before provision and 9% 1% 17% 16% 22
ieéiirtrilc(;rtloaji:;z t(Surplus before provision and relief 5% % 79, 5, 79,
General and admin expenses/funds deployed 2.78% 2.53% 2.38% 2.48% 2.24%
Debt/equity 43:57 46:54 50:50 55:45 58:42
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PAKISTAN POVERTY ALLEVIATION FUND
(A Company incorporated under Section 42 of the Companies Act, 2017)
STATEMENT OF CHANGES IN FUNDS AND RESERVES
FOR THE YEAR ENDED 30 JUNE, 2017

FUNDS RESERVES
Reserve for
Endowment Grant grant based Accumulated TOTAL
fund fund oo surplus
activities
Note Rupees '000

Balance as at 30 June, 2015 1,000,000 6,706,090 978,017 5,323,306 14,007,413
Total comprehensive income for the year

Surplus for the year - - - 1,511,400 1,511,400

Other comprehensive income = - - 428 428

- - - 1,511,828 | 1,511,828

Transfer from accumulated surplus to reserve :

for grant based activities 39 - - 161,385 (161, 385) i -
Transfer from accumulated surpius to grant fund - 813,494 - (813,494) ? -
Balance as at 30 June, 2016 1,000,000 7,519,584 1,139,402 5,860,255 | 15,519,241
Total comprehensive income for the year

Surplus for the year, = - - 1,150,411 | | 1,150,411

Other comprehensive income - - - (2,694)] | (2,694)

- - - 1,147,717 1,147,717

Transfer from reserve for grant based activities to grantfund 5.9 - 1,139,402 (1,139,402) - -
Transfer from accumulated surplus to grant fund ‘

in respect of income 39 - 476,728 - (476,728) | -
Transferfrom accumulated surplus to grant fund 5.9 - 204,877 - (204,877) ’ -
Balance as at 30 June, 2017 ' 1,000,000 9,340,591 - 6,326,367 16,666,958

The annexed notes, from 1 to 48, form an integral part of these financial statements.

DIRECTOR ' |V OFFICER
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PAKISTAN POVERTY ALLEVIATION FUND

(A Company incorporated under Section 42 of the Companies Act, 2017)

PROPERTY AND EQUIPMENT WRITTEN DOWN
COST ACCUMULATED DEPRECIATION VALUE
As at . . As at : As at Charge for . As at As at
01 July Additions Disposals 30 June Ratd 01 July the year On:dispasaly 30 June 30 June
2017 Rupees '000 % Rupees '000 Rupees "000
Furniture and fixtures 19,435 230 - 19,665 20 13,515 1,744 - 15,259 4,406
Vehicles 113,383 5,686 (15,452) 103,617 20 69,431 16,212 (13,931) 71,712 31,905
Office equipment 40,976 1,047 - 42,023 20 30,651 3,729 - 34,380 7,643
Computer equipment 71,010 4,833 (137) 75,706 25 60,483 7,249 (137) 67,595 8,111
244,804 11,796 (15,589) 241,011 174,080 28,934 (14,068) 188,946 52,065
WRITTEN DOWN
COST ACCUMULATED DEPRECIATION VALUE
As at - . As at ; As at Charge for . As at As at
01 July — Dlaposals 30 June Rate 01 July the year Ondisposals 30 June 30 June
2016 Rupees '000 % Rupees '000 Rupees 000
Furniture and fixtures 18,909 2,883 (2,357) 19,435 20 13,861 1,939 (2,285) 13,515 5,920
Vehicles 101,248 29,395 (17,260) 113,383 20 70,828 15,312 (16,709) 69,431 43,952
Office equipment 53,841 1,375 (14,240) 40,976 20 40,477 3,949 (13,775) 30,651 10,325
Computer equipment 71,783 5,916 (6,689) 71,010 25 58,174 8,779 (6,470) 60,483 10,527
245781 39,569 (40,546) 244,804 183,340 29,979 (39,239) 174,080 70,724
Depreciation for the year is charged to General and Administrative expenses (refer to note 33).
INTANGIBLE ASSETS WRITTEN DOWN
COST ACCUMULATED AMORTIZATION VALUE
As at i ; As at As at Charge for . As at As at
01 July Additions Sl 30 June — 01 July the year Swiitaalt 30 June 30 June
2017 % Rupees ‘000 Rupees ‘000
Satellite imageries 19,078 - - 19,078 25 19,078 - - 19,078 -
Computer software 19,411 - (275) 19,136 25 18,432 463 (127) 18,768 368
38,489 - (275) 38,214 37,510 463 (127) 37,846 368
WRITTEN DOWN
COST ACCUMULATED AMORTIZATION VALUE
As at g . As at As at Charge for . As at As at
01 July Additions Disposals 30 June Rate 01 July the year On disposals 30 June 30 June
2016 Rupees '000 % Rupees '000 Rupees '000
Satellite imageries 19,078 - - 19,078 25 19,078 - - 19,078 -
Computer software 19,259 152 - 19,411 25 14,943 3,489 - 18,432 979
38,337 152 - 38,489 34,021 3,489 - 37,510 979

Amortization for the year is charged to General and Administrative expenses. (refer to note 33).

































24.2

Movement during the year:

Opening balance

Receipts during the year

Transfers to the deferred income - grant fund
Project activities reported by POs

Transfers to other income

Less: (Recovery) / Disbursements for
Water and infrastructure
Social sector development
Capacity/Institutional building
Social mobilization
Livelihood enhancement and protection
Micro credit access

Represented by:
Deferred liabilities - grant fund
Grant fund receivable
Receivable from POs

Note

25
171
32

24.8
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PAKISTAN POVERTY ALLEVIATION FUND
(A Company incorporated under Section 42 of the Companies Act, 2017)

IDA Il KWRE KfwLAclp [allan PMIFL Others 2017 2016
Project

(15,000)] [ 115,330 | [ 370,655 |[ (556.208)| [ 412,123 12.831 [ 339,722 [ 3,155,221
- - 229,813 || 2,328995 || 310,000 13,402 || 2,882210 ]| 3,261,952
- (19,245)|| (36.272)||  (54,494) 5 - (110011)]| (213.442)

6,193 ] " - - - 6,193 )
= - - ] - : . (407,677)
(8.816) 06,085 564196 1718293 722123 26233 3418114 5,796,054
@42)| [ 75,980 |[ 306,889 || 496,443 g - 879,070 [ 1.511.775
- y 9,307 {| 469,742 - 2000|| 481,049|| 713494
(8,271) R 66,605 || 220416 12,041 12,907 || 303698 || 256512
- R - 27,316 - - 27,316 44,357
(242) - 76.439 || 173177 - . 249,374 || 1,254,780
@]l 80232 ) ] 165,111 : 245,282 | | 1675414
(8,816) 156,212 450240 1387004  177.152 14,907 2185789 5,456,332
. 60.127) 104056 331,199 ~ 544.971 71326 932325 339722
- - 104,956 331199  544.971 11,326 992452 910,939
- (60,127) - - - : (60,127)  (556,208)
- ) - ) ’ ; ) (15,009)
" (60127) 104956 331199  544.971 11326 932325 339722































40

40.1

40.2

41

37
PAKISTAN POVERTY ALLEVIATION FUND
(A Company incorporated under Section 42 of the Companies Act, 2017)

2017 2016
REMUNERATION OF CHIEF EXECUTIVE OFFICER @ cuvceuiens Rupees '000 -
Managerial remuneration ‘ 21,043 20,430
House rent allowance 5100 5,100
Contribution to staff Provident Fund 1,913 1,857
28,056 27,387
Number of persons 1 1

In addition, the Chief Executive Officer is provided with the medical insurance and a company
maintained car. Gratuity is payable to the Chief Executive Officer in accordance with the terms of
empioyment.

No remuneration was paid fo the directors, during the year except reimbursement of actual expenses
for attending the meetings of Board of Directors at actual.

TRANSACTIONS WITH RELATED PARTIES

The Company has related parties which comprise of the Government of Pakistan, an associate,
Employees Gratuity Fund, Employees Provident Fund, directors and key management personnel.
Amounts due from / (to) related parties are disclosed in the relevant notes to the financial statements.
The carrying vaiue of investment in associate is disclosed in note 8 to the financial statements. The
Company in the normal course of business pays for electricity, gas and telephone (utility bills} to
entities controlled by the Government of Pakistan, which are not material, and hence not disclosed in
these financial statements. Unless otherwise stated, the transactions with related parties are carried
out at arms length basis. The transactions with related parties not disclosed elsewhere are:

2017 2016
Transactions with associate Rupees '000 Rupees '000
Expenses incurred on behalf of PMICL 74,231 -
Payments in lieu of contributions made to the provident fund 28,515 7,921

%
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42 FINANCIAL INSTRUMENTS AND RELATED DISCLOSURES
421 Financial assets and liabilities 2017 2016
Held to maturity  Loans and Held to maturity Loans and
: . Total : X Total
investments receivables investments receivables
Financial Assets: Rupees '000
Maturity up to one year:
Current maturity of long-term investments 875,000 - 875,000 300,000 - 300,000
Current maturity of loans to Partner Organizations - 8,923,734 8,923,734 - 12,037,609 12,037,609
Short-term investments 11,698,012 - 11,698,012 11,227,080 - 11,227,080
Loans to employees - 15,346 15,346 - 19,209 19,209
Other receivables - 18,320 18,320 - 48,484 48,484
Profit / service charges receivable - 503,409 503,409 - 702,606 702,606
Bank balances - specific to projects - 991,610 991,610 - 898,004 898,004
Cash and bank balances - 449,569 449,569 - 286,287 286,287
Maturity after one year:
Long-term deposits - 7,556 7,556 - 7,425 7,425
Long-term investments 1,783,356 - 1,783,356 2,657,798 - 2,657,798
Long-term loans to associate . - 1,818,000 1,818,000 - = =
L ong-term loans to Partner Organizations - 809,665 809,665 - 1,735,675 1,735,675
14,356,368 13,537,209 27,893,577 14,184,878 15,735,299 29,920,177
Financial Liabilities: » 2017 2016
--------- — Rupees '000 ----=~~eer--
Maturities up to one year:
Deferred liabilities - grant fund 992,452 910,939
Current portion of long-term financing 1,100,515 856,307
Service charges payable 24,002 25,489
Trade and other payables 95,185 58,931
Maturity after one year but before five years:
“Long-term financing 5,118,330 4,939,300
Maturity after five years:
Long-term financing 7,229,184 8,508,731
14,559,668 15,299,697
Off balance sheet items:
11,887,292 3,597,053

Commitments













