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DRAFT OF THE PROPOSED
 

NWFP EDUCATION FOUNDATION ACT 1991
 

AN ACT
 

to provide for the establishment of the Frontier Education Foundation. 

it is expedient 	to make provisions for the establishment of thePreamble. WHEREAS 

Frontier Education Foundation to promote and finance the development of private sector 

education in the NWFP Province and matters ancillary, incidental and supplemental thereto; 

1. 	 Short title, extent and commencement. 

This Act may be called the Frontier Eeducation Foundation (Act) 1991.(1) 


It extends to the whole of the NVWFP Province.
(2) 

2. 	 Establishment of the Foundation 

(1) 	 The government may, by notification, establish a Foundation to be known as the 

"Frontier Education Foundation". 

body corporate having perpetual(2) 	 The Foundation shall be an autonomous 

succession and a common seal with power to acquire, hold and dispose of 

property, both movable and immovable, and shall by the said name sue and be 

sued. 

(3) 	 The Head Office of the Foundation shall be at Peshawar. 

3. 	 Board of Directors. 

(1) 	 The Board shall consist of: 

a. 	 Chairman - Chief Minister of NWFP 

b. 	 A nominee of the Government of NWFP 

c. 	 A nominee of the Federal Govt of Pakistan 

A nominee each of every International donor agency/organization whichd. 

contributes not less than 50 million Pak rupees as lump sum. 

A nominee of every Pakistani Organization or individual contributinge. 

not less than 30 million Pak rupees in lump sum. 

f. 	 Two distinguished educationists to be nominated by the Govt of NVWTP. 

g. 	 A distinguished social worker of NWFP. 



h. 	 A nominee of the Banking Council of Pakistan. 

.	 Executive/Secretary of the Foundation to be appointed by the 

Foundation. 

(2) 	 The BOD shall come into existence within 2 months of the passage of this 

Act and shall have a term of 4 years. 

4. 	 Management. The Administration and Management of the Foundation and its affairs 

shall vest in the Board of Directors which may exercise the powers exercisable, and do all acts 

and things that may be done by the Foundation 

5. 	 Executive Secretary 

an Executive Secretary of the Foundation whose(1) 	 BOD shall appoint 

qualifications and terms and conditions of service shall be such as may be 

determined by the BOD 

(2) 	 Subject to sub-section (3) , the term of office of the Executive Secretary shall be 

notthree years, but the Government may extend the same for a period 

exceeding one year at a time. 

the Executive Secretary on grounds of inefficiency,(3) 	 The BOD may remove 
being heard.unsuitability or misconduct after giving him an opportunity of 

of the Foundation shall perform such functions(4) 	 The Executive Secretary 


as may be prescribed or assigned to him by the Board.
 

6. 	 Committees. The Board may constitute such financial, technical and advisory 

committees as may be deemed necessary for carrying out the purposes of the Act. 

may employ such officers, advisors,
7. Appointment of Officers etc. The Foundation 

consultants and employees in its service as may be necessary for the efficient performance of its 

functions in such manner and on such terms and conditions as may be prescribed. 

8. 	 Immunity of the Foundation and its employees. 

of the Foundation shall be
(1) 	 Every Director, advisor, officer and employee 

against all losses and expenses sustained orindemnified by the Foundation 

incurred by him in the discharge of duties, save such losses and expenses as are 

sustained and incurred as a result of his own willful act or default. 



The Executive Secretary shall not be personally responsible for the acts of any(2) 

other Director, advisor, officer or employee of the Foundation which he could not 

have reasonably prevented by the due exercise of his powers and functions under 

this Act and the rules and regulations made thereunder or for any loss or 

expense resulting to the Foundation by reason of the insufficiency or defiien 

cy in value of, or title to any property or security acquired or taken on behalf of 

person under a liability to thethe Foundation by the wrongful act of any 

Foundation or anything done by him in good faith in execution of the duties of 

his office. 

9. Delegation of powers. The Board may delegate to any officer, authority or employee of 

the Fouiadation any of its powers, duties or functions. 

10. 	 Business of the Board. 

The meetings and the business of the Board 3hall be conducted in such manner(1) 

and according to such procedure as may be prescribed and until these maumers 

the Board.are prescribed, as may be determined by 

(2) 	 No act or proceedings of the Board shall be invalid merely on the ground of the 

existence of any vacancy in or any defect in the constitution of the Board. 

11. 	 Functions of the Foundation. 

as it deems necessary for the
(1) 	 The Foundation shall take all such measures 

promotion, development and financing of private sector education. 

Without prejudice to the generality of the functions mentioned in sub-section (1),
(2) 

the Foundation shall: 

Assist the Private Sector in the establishment of schools.a. 

Give interest free funds to eligible educational institutions for purchaseb. 

of land, construction of buildings, purchase of equipment, furniture and 

other sucheducational materials including books, stationery and 

for meeting recurring expenditure.materials and 

Give other soft term loans from the Foundation fund for the purposesc. 

mentioned in 2b.
 

Assist private sector in securing bank loans for establishment of schools.
d. 



e. 	 Assist in getting plots and land from Government, Development 

Authorities and Housing Agencies controlled by the Government. 

f. 	 Give financial assistance fo- the establishment of teachers training 

institutions. 

g. 	 Perform such other functions as may be assigned to it by the 

Government. 

12. 	 Foundation Fund. 

(1) 	 There shall be a Fund to be known as the "Foundation Fund" which shall ves in 

the Foundation and to which shall be credited: 

Grants made by NWFP Government and the Federal Government.a. 

b. 	 Income from investments made by the Foundation. 

c. 	 Donations and endowments from local and foreign entities. 

d. 	 Revolving funds placed by the Government at the disposal of the 

Foundation. 

e. 	 Grants made by the Local Bodies and 

f. 	 all other sums received by the Foundation and incomes from other 

sources. 

The Fund shall be kept in such custody and shall be utilized and regulated(2) 

in such manner as may be prescribed by the Board. 

Budget. Audit and Accounts. The budget of the Foundation shall be approved and its
13. 

accounts shall be maintained and audited in such manner as may be prescribed by the Board

14. 	 Rules. The Government may, by notification, make rules for carrying out the purposes of 

this Act. 

15. Regulations. Subject to this Act and the rules framed thereunder, the Board may make 

regulations for all matters not provided for in the rules for which provision is necessary for 

carrying out the purposes of this Act. 

GOVERNOR OF THE NWFPDated, Peshawar 



WORKING PAPER
 

ON THE
 

Proposed FRONTIER EDUCATION FOUNDATION
 

OVERVIEW OF THE 1989-90 AND '90-91 ALLOCATIONS FOR EDUCATION 

1. NWFP Govt spends approximately 25% of its budgetary resources on 

education which is the largest allocation for any sectoral activity in the Province. 

2. In the 1990-91 budget a sum of Rs.3180 million 	has been earmarked for 

education 	 - Rs.2605 million for current expenditure and Rs.575 million for 

current to developmentdevelopment expenditure in this sector. The ratio of 

to 4:1 which reflects the heavy imbalance existing within theexpenditure comes 

allocations of this sector. 

on education of Rs.2605 million constitutes 25% of3. The current expenditure 

the total current expenditure of Rs.105,58 million of the Province, while the 

development expenditure at Rs.575 million comprises 23% of the total development 

expenditure of Rs.2506 million. 

The constraints of the present approach to tackle this problem are already serious. 

Even though NWFP is spending a quarter of its budget on education abG it 80% of 

these resources are going into meeting current expenditure needs of the existing 

schools, and only 20% is available for opening up of new educational facilities. If the 

a, 5-10% increase inexisting pattern of expenditure on education continues, even 

allocation to this sector will not substantially decrease the deficit and the resource 

gap. 

4. Despite education receiving a substantial part of the provincial budgetary 

resources, the gap between demand and supply is widening and the province is not 

able 	 to launch an effective programme to provide Basic/Primary education for all 

tackle illiteracy for school drop-outs. The present primaryeligible children or to 

education cover for children of school going age is approximately 57%; when this is 

seen in the context of a dropout rate of 52% at the primary school level the gap is 

further widened. Enrollment and retention rates for female students are much lower 

than the above figures. 



However, what can the provincial Govt do? It is already spending a quarter of its 

budgetary resources on education in the face of competing demands from other 

sectors. Besides the resource position of the province being what it is-with all its 

ADP financed out of funds from Federal Govt - the chances of pumping substantially 

larger funds into education are minimal on an inelastic resource base. If the Govt 

wants to reverse this trend of the widening gap between supply and demand of 

it must think of a structural and qualitative change in itseducational facilities, 


approach to meeting the educational needs of its people.
 



PRIVATE SECTOR PARTICIPATION
 

With a new approach to education i.e. encouragemenL of private sector participation

it will be possible for Govt to shift larger resources towards opening of new facilitie 

without greatly increasing its overall budgetary allocations for education. But in the 

- private sector i.e. all non-governmental institutions and
existing scheme of things 

individuals tend to shy away from participating in this endeavor. There &rea number 

of reasons why the private sector even where it has the desire, the skill and resources 

to open and manage schools and educational 	facilities, is hesitant to undertake this 

activity. The main reasons are: 

Govt Policy and Education Deptt. procedural obstacles.a. 

b. 	 Non availability of credit to finance the endeavor.
 

rates.
c. 	 Prohibitive cost of land at commercial 

Rising commercial rates for utilities such as electricity, gas water and
d. 

telephone; and rapidly rising rents and school buildings
 

Multiple taxes such as property tax, income tax, education cess,EOA.
e. 

Shortage of trained teachers and virtual absence of training facilitiesf. 


for private school teachers.
 

Since the Nationalization of Education Act of 1974, provision of educational facilities 

remained mainly the responsibility of the Govt, till the early eighties when privse 

sector took the initiative itself to re-enter the education sector in NWFP, However, 

the private sector growth has been markedly slower than in Sind or Punjab. Most 

have dried upsources of financing educational efforts in NWFPnon-Governmental 
of the 

or have been diverted to other uses. Consequently the budgetary resources 

a
the mainly source of funding educational activities. As NWFP has been

Govt are 
able to meet its current expenditure requiremen its' 

deficit 	province and is barely 

entire ADP is financed by loans from the Federal Govt. This places serious 

limitations on increasing the development allocations for opening up new schools "id 

educational facilities. Furthermore, because of non fulfillment of certain conditiom-s, 

are also not being utilized to 
some foreign assistance loans and grants for 	education 



increase resource availability for education. Therefore, it has become imperative to 

mobilize all possible resources; Provincial contribution, Federal allocations, Foreign 

as well as resources
assistance, line of credit from Banks, local Council resources, 

from public & private sector organizations and individuals to supplement the existing 

the rising gap between
budgetary allocations, to mount an effective challenge to 

demand and supply of educational facilities. 

But the non-Governmental sectors/organizations and individuals will not participate 

unless a conducive atmosphere is created, wherein their
in this endeavor, 

participation and role is encouraged, actively supported and made attractive enough 

not only as a social and moral
for them to consider investment in education, 

obligation, but as a profitable investment. 



INSTITUTIONAL FRAMEWORK FOR FINANCING PRIVATE SECTOR 

EDUCATION THROUGH THE FRONTIER EDUCATION FOUNDATION 

Inspite of the Govt providing the largest budgetary allocation for this sector, the 

existing sources of financing education remain inadequate to meet the objective of 

increasing access to education. There is not much more that can be generated from 

these sources for new expanding educational facilities, since other sectorial demands 

are also pressing for more funds from budgetary allocations, while provincial 

resources and obligatory assistance from Federal Govt are barely enough to meet the 

current expenditure of the provinces. 

It is therefore felt that there is a need to find new sources of funding educational 

development. Such as a resource mix of govt and non-governmental sources which is 

elastic and is managed in a professional, business like manner to provide continuing 

support to private sector participation in education. 

Sources of Financing 

a. 	 It is proposed to set up a Frontier Education Foundation with a 

Foundation Fund (FF) which may initially be contributed by Provincial 

and Federal governments and to which contributions from local and 

foreign entities interested in supporting private sector education may 

be made. It would also be possible to create linkage of this Fund with a 

credit line from a Nationalized Commercial Bank or DFI to create a 

mix of soft government financing and bank lending to finance opening 

of new schools by private entrepreneurs at reasonably concessional 

rates to make this an attractive proposition. 

b. 	 A look at provincial sources of revenue indicates that the 

highest revenue yielding tax is the Motor Vehicle Tax levied under 

Motor Vehicle Act. It has a large base and is paid by owners of domestic 

& commercial vehicles who comprise the middle and upper middle 

classes of society. Thus the two main characteristics of good taxation 



elasticity and equity are comfortably met by using this tax to raise 

additional provincial resources for the FF. 

c. 	 Extra budgetary support from Federal Govt has been available to the 

NWFP Govt in the shape of Special Development Programme (SDP) 

and other grants and loans which in 1989-90 amounted to Rs. 748 

million but have not been indicated in the current years budget 

documents. This seems an appropriate source of contribution to the 

FF. Taken together, these provincial and Federal sources could be 

tapped to raise the initial seed money for FF (about Rs.200 million) 

made by local and foreignContributions to this fund may also be 

entities under certain guidelines, and a matching fund agreement 

could be worked out with an NCB/DFI to give line of credit to the 

projects financed out of'FED. The matching fund agreement would 

enlarge the resource base to support private sector participation in 

education. 

An important breakthrough in inducing private sector participation ind. 
of education would come when education-especiallydevelopment 

primary education is declared on industry and entitled to monetary 

area forand fiscal concessions and recognized as a priority 

provide for annual credit ceiling fordevelopment. This would 

financing of educational programmes by private and public sector to be 

utilized through various NCBs and DFIs. As concessionary credit has 

of the priority areas likebeen available under this facility for some 

loans, export finance, and locally manufacturedsmall agricultural 

machinery (LMM), it should be possible to provide a similar facility of 

concessionary credit to primary education, while secondary and higher 

education may have access to normal financing under this credit line. 



Line of Credit from Banks 

Through nationalized banks, Government has been following the policy of providing, 

adequate credit for preferred sectors of economy. This is achieved by fixing 

mandatory credit targets for banks in respect of such sectors. The objective of such a 

policy has been to provide adequate liquidity to accelerate growth in the desired 

of economy and to discourage credit flowing into speculative and lesssectors 

productive sectors. 

The nationalized banking sector also provides concessionary finance to select sectors 

e.g. 
-Export finance 

-Finance for sale export of locally manufactured machinery 

-Small agricultural production loans of upto Rs. 12000 

In the scheme of total credit supply through the banking sector the concessionary 

credit constitutes 10.4% of the total credit supply to private and public sector 

enterprises. A criterion for financing private sector schools, has been designed with a 

view to have a fair and rationalized system of funding to act as an incentive to private 

sector to invest in education. The quantum of concessional finance has been tied to a 

star system indicating priority areas and sections of society needing most attention. 

Total cost of Project (school) will be financed in the following manner: 

a. Sponsor's equity 10% 

b. Loan (Govt +Bank) 90% : 

The loan component will be divided between financing from FED (60%) and Bank 

loan (30%). while bank credit.would be available to tho sponsor at normal rates, 

concessionary finance from FED would be given under the criteria which requires 

setting up -schools in the most needy and backward areas/sections of society. 

Accordingly 30% concessionary credit from FED would be available for primanr 

- each of these categories are denotedschools, female schools, and rural schools 

by a star. Thus a school with 3 stars will be entitled to 90% concessionary credit from 

FED (i.e no interest charged); a two star school will be entitled to 60% concessionary 

credit, and one star school to 30% concessionary credit. The non-concessionary credit 



from FF would be available at 3% service charge. A no star school would therefore be 

entitled to FF financing at 3%. 

Financial Incentives for Private Sector Schools through a scheme of 

Mixed/Concessional Credit is illustrated in the attached table. 



Assuming cost of setting up a school is Re. 10 lacs. 

SOURCES OF 

FINANCING 

COST OF FINANCING 

10% Sponsor's Equity 1 Lac 
0 SCHOOL 

Equity 
1l SCHOOL 

Equity 
2'* SCHOOL 

Equity 
3*6* SCHOOL 

Equity 

90% Loan 60 0% (00) at 0% 

100% (6.0) at 3% 

30% (1.8) at 0%/F6Lc3% 
j 70% (4.2) at 3% 1 

2.10% 60% (3.6) at 0% 

40%(2.4) at 3% 

1.20% 90% (5.4) at 0% 

10% (0.6) at 3% j 

30% Bank 3 Lac 14% 14% 14% 140 

Net Cost of financing 7.45% 6.10% 5.46% 4.57

lI 

No * Schools 
'Aale, Middle, Urban 
Male, Secondary, Urban 

One* Schools 
Female, Secondary, Urban 
Female, Middle, Urban 
Male Primary, Urban 
Male Secondary, Rural 
Male Middle, rural 

Two* Schools 
Female, Primary, Urban 
Female, Secondary, Rural 
Female, Middle, Rural 
Male, Primary, Rural 

Three* Schools 
Female, Primary, Ri',fl 
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