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SPECIAL DEVELOPMENT FUND {SDF) AGREEMENT

BETWEEN THE

ISLAMIC REPUBLIC OF PAKTSTAN

UNITED STATES OF AMERICA

DATED: September 29, 1988
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ISLAMIC REPUBLIC OF

AND

UNITED STATES OF AMERICA

~~~~~~ ~ -l o ~ ~ - % ey o Toesry 1) - E O Timie s me e e e g 4
wWhnonIAao, L0€ President 2r the Islamic RepubliC Of Faxlstarn (rereinarter
g e By o W - p Tipyy v - e o - Y —~= P e
referrec o as tne "Grantes” ) anc the United States Or A =IiCG, aCting
~ 2 £ T - e "y T - om - i
tnrougn the agency 10r Internaticnal Development ("A.I.D.%7, on SEDTETOEY

A
Y]
=
1]
3
(e
n
wn
|
g
[
¢t
{1
3
[
% pl
@}
b
£y
ot
[§
ot
g
=
5
e
+ T
£,
|
o))
3
&£

WHEREZAS, pursuant to that Program Agreement, the Grantee agreed to
Y policy ana procedural steps to establish a

CO support the strengthening or non-governmental
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ana community based organizations, andg;

WHEREAS, the Program Agreement, prior to any disbursement of U.S. Dollars

thereunder, requires an agreement providing for establisament of the

Special Developrent Fund to be enterea into between the Grantee and

NCw, THEREFORE, the Grantee and A.I.D. agree as follows:



Lhie objectives of the Special Developrent Funa {(sL:. o are —o
institutionalize an inCigenous TEerit-Nased Grant TaxinI CaDaciT. oonaloe
the GOP and 1ts PC-1/ADP/Ministerial prccess, to Strengiren the
prograrming and monitoring capacilities of Non-Governmental Crganizations

R, - i P, R Jmcrnl I .
10 deve oprent anG Community DarTicipaltory develiopment aCUiViiies 3 S

social sector. The GOP during tne course of the progras and, as soon

possinie after making tne initial local currency depcsit 1nto the speciz.

acccunt as set fortn later in this Acreement, will issue a agecree forming

T

or enapling formation of

v

{

private sector implementation compeany (privarts
company) ancd appointment of a Board of Directors dedicated to suppor: of

Ve's

vGOs ana to carry out the purposes of the Special Development Fund

-

Agresment. A.I.D. will undertake a grant 1in the amount of U.S. dollars

[Ye]

thirty million to Pakistan conditional upon execution of this Special
Development Func Agreement {(SDF Agreement) including the Grantee's (1)

Find

agreeing to transfer 520 million Pakistan rupees to the Fund in five
annual installments as prescribed in Section III C.2.a. of this Agreement

and (2) deposit of the initial installment of Pakistan rupees 50 million.

A private company will pe formeda to manage the Fund. A Board of
Directors of this private company will be responsible for furnishing

policy direction and will consist of ten private sector notables and




three government representatives, The privats company will solicic,

revisw, select and monitor grantees, The privaze company, sublect Lo

grant-oy-grant prior approval by the Boara of Directors, will nave
autonomy to make grants 0 NGO's in general accordance wita the

provisions of Section III of this Agreement. The purpose of the support

provided througn SDF is to make funds available for the apove described
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Nich at present have relatively low pricrity
anc/or are too small or remote to have access to the normral government
bucgetary process. The SDF program constitutes a significanc policy
initiative. The estaplishment of the Fund will be a precegent setting
commitment to gecentralizea development financing anu will assure greater
allccation of ?oca¢ resources to NGOs and community aamknls*ratlve units

for WID anc community participatory aevelopment activities in the social

Zector.

It 18 uncerstood that not lese than Pakistan Rupees 520 miilion will be
devotea to the uses as set forth in this SDF Agreement. kAlthough the
Grantee may incluge this SDF activity within a broader program, the
Grantee agrees tO maintain a special account within that broader program
which is maintained ang allocated solely. for activities consistent with

this SDF Agreement.
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1. BACKCGRCUND

For purposes of the program, NGCS are thnose Various LNCLIGENOUS

institutions outside of puplic administration that contribuce to
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intermeciate anc local level. This definition incluces all non-profic

¢
N
D
8}
<
—
O
D
03]
&7
o
(1
)]
€3]
1
iy
8]
.,MJ
b
193]
0y
3
O
£
G
{7}
’_
§
{

/Sluntary agencies proviainc developrmen

the government. This definition also includes & wige variety of agencies

organizations, service anc social clubs, research institutes, and

Charitacle anc neighbornood groups found throughout the country,.  Formal

registration witn A.I.D. 1S not a prerequisite to being included as an

B. Apsorptive Capacity of the NGO Cormunity

Despite its considerable potential, the absorptive capacity ot

v

kistan's NGO community remains limited. Early grants under the SDF,

1

herefore, will focus primarily on strengthening indigenous NGOs as well

t
Y

as supporting specific project activities. Such strengthening grants may
be usea to finance a wide range of activities including training,
infrastructure, recurrent costs, selective commodities and technical

assistance,



Inoaztition, SDF may se USEC Lo SUPDOrt an WA Fesourss CEnTer wrlon o mlil
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te NGOs re donor programs and t;narpznc avalﬁatlilty, Telrnicas
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the Implementing Organization will pe sxpected airect
in KGO strengtnening throdgn provision Of technical assistance {(on a Cos:t

reimpursapie pasis) relevant to proposal writing, buageting, COSt

wnere availanle, intermeaiary orfices or organizations may pe utilized as

nE mechanism or grant coordination. Opportunities for using such

L)

ry Orcanizations exist 1in the Punjap (througn the Ministry ©
Sceial welfare in support of social welfare agencies}), in Sinc ana
Baiucnistan (through the highly trainea Commissioner /Deputy Commissioner
Civil Service in support of Union Councils and village committees) and

through some overpranching NGOs such as Sina Rural wWorkers Cooperative

(rganization, APWA and Behbud.



wille recognizing the irportant NGO strendguinening IunlTion oL Tik BILoyoanT

LS80 s¥pected thnat the SDEF wili fund specific pro

Pakistan's civil agministration ana electeq iocal podles proviae
arple opportunities to work witn local government/community-basea
acminiscractive units. Below the Provincial ang Divisicnal levels, there
are approximately BE District Councils with varying capacities ana
experience in cevelopment administration. The District Councils, in
turn, are cormprised of approximately 4,106 Union Counciis, with each
Union Council provicing services for approximately 3-10 villages. These
Unilon Councils have hac access to modest development funaing and nave

greatly varying capacities to qgeliver development benerlts. Wwithin ‘each

<

village, there may De a village committee which, although not a part of
the formal aaministrative structure, may be capable of responsiple
utilization of mocdest funaing. Villages frequently consist of 3-4

waras. Alrhough experimentation with ward-based support is possible, it
woulG appear that wara level development programming is inappropfiate for

the SDF.



i Districc Council: Until guite recsntly, District Jolnoils

plaved & major role in implementing COMMUNLtY QeVelstment re.arsc

f{‘j

rogeécs through tunas maae available to them througn :he’?:&v1ncia¢
Annual Development Plan. The 1985 decision to provige developnent fundas
to members of the Provincial ana National Assemplies ainminishea somewhat
‘the mportance Of the District Council as a proviaer or cevelopment
benerits. Wwith the c¢issolution ot the National Assercl, That program ra
pbeen discontinueca, The Deputy Cormissiconer or Chairman, District Councii

may pe the appropriate point of SDF aaministrative contact for

Z, Union Councils: The Provincial Annual Development Plans
provide for very moaest plock allocations for Union Councils for
cormunity cevelopment work. The Provincial Local Government ana Rural
Development Department (LG&RD) coversees funding in monitoring. The
execution of small sub-projects is uncertaken by a PrOJec; Committee,
cetermined by the Union Council. Mocest technical assistance, it
reguirea, 1is provided by tne Departmental engineers‘and sup-engineers.
In almost all instances, the sub-projects are modest, e.g. small gravity
flow arinking water supply schemes, hana pump schemes, rough roads,
smaller causeways. The Deputy or Assistant Commissioner or Chairman,
Union Council may be the appropriate point of SDF aaministrative contact

for programming at this level.



X, Village Cormittees: Within many villages, there are

village-pasea community organizations (Islani Commattees, Falani

Tanzesns, Benpuc Cormittees, small cooperatives, otC.) WNRiCh are rormed
Dy local resicents to implement small-scale gevelopment aczivities.
These organizations may or may not be registerea. These organizations
sclicit periociC contributions from villagers to undertake small
TIV1T1ES SUCh as construction or improverent of katcha roaas, pavernsnt
or local streets, installation or small pipelines, lining or wakter

COUrses, rebelr. anc maintenance of water courses ang arains ersc.

Depencing on level of sophistication and accountability, village-basec
organizations ray be candicates for direct financing py SDF or for

financing through local administration (Assistant Commissioner or Deputy

srable Village Committees, more than 4,000 Union Councils ané 86
District Councils provide poth an opportunity anc a challenge. The
existence of a highly developed aaministrative/elected local pody
structure provides important access points for funaingkofrgrass-root
initiatives. Ihé greatly varying levels of financial and implementation‘
experience, capacity and responsibility, however, require the greatest
circumspection in selection ana monitoring of grants to such
community-based organizations. Technical assistance in support of
potential grantees may prove important. In aadition, the sheer number of

tential applications for grant support from such organizations suggests
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allocation of SDF assets, lest thne LGU Component
unadly suffer. It may be appropriate Lo start a grants progran for
COMmIunlty D&ESEeC aaministrabtlve units on.a plidt DasSls Tl ZeTiel GI3ES
errecciveness of this Jrant mechanism and to estaplisn Criteria o lirmac

aemana upon the Fund.

*

he goal of the SDF Program 1s to ‘mprove the quallty of life of

¥

jlectea segments of tne Pakistani population. The primary purposes are
to: (1) strengtnen the contribution of NGOs and cammunity-pased
agministrative units te improving the status of women, and to community
participactory aevelopment in the social sector; (2) institutionalize an
indigencus merit-based grant-making capacity in Pakistan; ana (3) promote
institutional reform through decentralized programming for social sectors
wnich nistorically have had limited access to the penefits of the

s central develcopment financing.

B, Achievements:

Expectea achlievements under the SDF Program include:



1. Creation of one inaigenous gxant~making Entity Lo SUppoer:
process.
2. Increasea funaing for social sector activities.

3. InCreased utllization of decentralizea aevs.ODment

programting for the socizl sector.

4, Increasec NGO and community-basea cemand for continued

decentralized development programming.

5. trengthenec anc increased NGO ana community-based activity

in the social sector.

C. Operation Of the SDF Program

l.k Fund Activities

The Fﬁna, through its implementing brganization, will
provide grants and technlcal assxstance to NGOs and communlty—basea
aaministrative units to (1) strengthen and professionalize the NGO ana/or* 
administrative unit, and (2) support meritorious pro;ect proposals in the
areas of WID ana‘ccnmmnity’based‘participatory development-in the‘scciai‘

sector. Projects are to be cemand-driven ana, therefore, cannot be -



specifiea at this time. The experience of other donors, confirmec :n a
1966 USAID-funaed ICKw stuay of potential NGO/WID interventions, SLuests.
& consigeraple rancge of NGOs anc projects which Coula pelore Jranc

candidates.

Based on experience with cisbursement demand anc fund raising capacity,

the Boara of Directors may eventually consider converting ail or vart ot

-

LO an enaowment or, alternatively, enaow one or Tore NGUS o0

l“y)

tne 8D

furtner the SDE manaate.,

2 Structure ana Adninistration of the Fund

a. Rupee Funcing

£

e Grantee will proviae, ove:,thé life of the -
activity, not less than Rs.520 ﬁillion, inkannuai installments, to
finance the accivities of the SDF. The first installment of Rs. 50
miliion shall be ceposited in a special 3DF designatea account at
Naticnal Bank ot ?akiétan‘(or other designatea commercial bank) within 90

days of the signing of this agreement. A second installment or Rs. 50

million will be depositea within 240 days. Four subsequent annual

‘installments of Rs.105 million each shall be made on the anniverSary daté‘t‘”“”

of the signing ot this agreement; Any interest or profit earned 0n,funds
deposited in this account shall be considered part of the principal of
the fund and be used for the same purposes as the funds deposited by the

Grantee,
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PcliCy Boara (Boarc of Directors) comprisecd Of L1GH level representanives
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Crganization {private company), approve tne selection Criseriz ana

of funds to the private company for grant making, approve ail grants to
be mace Dy the private company ana ensure accountability ©f the private

The Fund is to be managec by a non-governmental boday

ey

gecicated ©o NCO support. A private company will be formed to manage the
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Private Company

The functions ¢f the private company will fall

into the following basic categories:



(&) Development of selection Criteria, selection
Process and grant-meling instruments for approval oy tne Bcarc of
Organization. AID Handbook 13 grants, as well as other grant mogels
(e.9. Ford Founcation, BCCI Founaation, MAF ang the Aga Knan Founaation)

Qr these purpose

ey

may be used as guidance

i

(o) Grant-taking: To incluce solici

; 3
i
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grant proposals, receiving grant broposais, processing anc reviewing

grant proposals, selecting grantees, aisbursing aavances and other funds

tO crantees, monitoring grantees and reporting to the Boara of Directors.

(¢} Technical Assistance: To include proviaing,
directly or through subcontract, assistance to potential anda actual
grantees, e.g. propusal writing, organizational registration, development

of financial/monitoring capacity and Support for specific projects,

{a} Fund Raising and Publicity for SDF.

{e) Special Reports: To incluae providing,
directly or through subcontract, reports in response to requests of the
Board of Directors, 2.d. 5ecCtor assessments, activity areas, tracking of

numoer ana gender of peneficiaries.
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d.  Accountability
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he ropees will pe urilizeo =xXolisive.. L2D bur
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ctivities, including costs of SDF aaministration. ACTOLNTAL 11T, will

——

o€ acnlevec tnrougn (a) Grantee oversignt ana (o) the private company's

monitoring of grantee financial reports and activities, oo include

PErI0GIC alalis Of grantee recoras as requlrec, Tnere will D& an annusl
4 = = - - - = - o~ - P e - ot
financial augit of the Specilal Developrment Fund oy an inGesencent iucal

30ard or DIrectors and to the Grantee. The grantee proposal format will

require that conflicts of interest {institutional, famil:al anc

3. A.I1.D. and Grantee Responsipilities:

The SDF prograin constitutes a significant policy change.
The estaplishment of this Fund is a prececgent setting GOP commitment to
gecentralize development financing. By making these funds available to
NGOs and community administrative units outside the establisheg
PC-1/2DP/Ministerial approval process, the Grantee is forgoing much of

its traditional control of development activities.,

- 14 -



T ™
Fhw i osada

¥

™
b

§

-]
L.

:w
@

3

C.2.d.

g
bl

I3 s Try
St ¥ &

N

A3

w..
i
¢

»
-

1 PVOs

i}
)
[9]
L4

2%

-
H

aKki

of non-

=

&

ing to the SD

vy
b4
-

1

-

from a

uired py the

AS reg

unaing of a proposea project.

pee f

o |

thd

ire
1

1

-

-~

-

roposed project will regu

&

Other foreign-based PVOs wi

istan,
- 15 -

PW andg its p

receive runaing from the Rs, 520 million cedicated to
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he Government of Pak

be eligiole to

not



&
i
ot
-
2
o
9]
Fos
pomt
s
(nd
<
Q
-t
b
o]
9]
).,r
o]
@
jon]
G
[
n
2’
G
i
n
(s
3
0
I
( b
B
£(
.
o1

i
YT O T

=1
3
5
PJ
=3
}.4
n
ot
i
[oF]
it
ot
<
1Y)
o
3
}
't
in

The eligipility cr

7 - - P AT -
Ceria fOr 1nClgenous NGUS 3¢

ot

community-pased aaministrative units will be Ceveloped py the privame

company for approval of its Board.

£

C. Selection Process:

institutional mocels will pe reviewed and technical assistance provigea,

as neeced. Factors Lo be consigered include:

i. The selection camnittee is to be drawn from

cotficers anc staff of the private company.
i1. The selection process must provide for trull
aisclosure of potential or actual conflicts of interest, ana address this

concern,

11i. All selection committee celiberations and

decisions are to be documented in writing.

- 16 -



Tne organization will cevelop sel=Ction Criteria Lor
-ne approval oOf the Boara., A palance 1S sougnt £O D€ STrUlK Letwesn

objective anda subjective Criteria.

i. Technical Assistance/Training

Technical assistance will be reguirea to help aevelop an
1nC1genous private organization with the reguisite conceptual orientatioﬁ
Lo administer a social sector grants program and acdress WID concerns.
Developing these capacities may require short-term expatriate technical

assistance whicCh, subject to availability of funas, may be provided by

-17 -



A.I.D. [rom otper Luncing sources. The private Company T&. &130 r=guirs
procran management, financial management, accounting, TCONITorind and
marketing skills which wiil pe hireg or contracted ov Trs Jompany Lron
within raxistan. The skills are generally avallaple witnlll Faxistan ooz,

11 necessary, limited snort—term technical assistance ang odb Of country
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ALTRCUEH 1T 1S 1TPOSSIlie LO Gelerline 1n agvance wnal acciruidnal

- et~ o sooso-o - vy st e s o~ \ NN -
teCchnical assistance reguirement nmay pe needed tC strencinen NGOs ang
COMMUNITY auminlstratlve UNnlts ang Lo support specific grant acuivities,

it is expecteq that the company will provide technical assistance througn
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In limiteg cases, U.S. and third country training may be requirea for
these DUrpCsSes anda may pe procured as aescribeg abcve, The ALILD.

nc Implementation Fund (391-0470) anc Development Support

{391-0474) on a funas available basis, may, in an
appropriate case, be used to fund aollar costs required for such

TA/training assistance.
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