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HIGHLIGHTS

1 The last quarter of the year experienced heightened volatility in the socio-economic
environment; political instability continued to increase. To date, the nation has
experienced over 18 months of high inflation with periods of stagflation which adversely
af fected Kashf dGuwthetmmnre, ghe powen arisik @ntinued, and peaked in
this quarter with some Kashf catered districts experiencing over 18 hours of power cuts.
This, coupled with the increasing perception at the grass-root level of the diminished writ
of the state in controlling the law and order situation, resulted in increased instability in
repayments.

1 A Crisis Management Team has been set up by the Foundation to better manage the
current set of business challenges. This team comprises of stakeholders from all
departments who are working on formulating a holistic problem-solving mechanism for
the short and the long run.

1 To complement the work of the Crisis Management Team, a Communications Team has
been set up effectively communicate with the field teams vis-a-vis the current situation.
The Communications Team has been charged with communicating standardized
messages to the field and branches. To achieve this end, a number of flyers have been
printed to communicate information into the field, and the communications taskforce has
been in direct contacts with branches.

1 Kashf Foundation has been in constant touch with the Grameen Foundation, and
Women& World Banking regarding the repayments issue. On advice of the Grameen
Foundati on and Wo meareading Micafihance eent, IDi. $ulor Kasim,
is scheduled to arrive at Kashf Foundation in the first quarter of 2009. The TORs for the
consultant and key deliverables have been formulated in this quarter. The consultant will
be coming to Kashf Foundation for a period of 3 -4 weeks in the first quarter of 2009.

1 The Compliance department was also fomally established and area controllers were
introduced in each area to ensure that the overall environment and working with respect
to policy compliance would improve in the organization.

1 The Gender Empowerment and Social Advocacy (GESA) department was merged with the
Research and Business Development Department. This merger was undertaken to align
the goals of both departments. The Research and Business Development Department
along with GESA has instituted a brand management and brand recognition strategy
based on multiple channels, such as television commercials, print advertisements, and FM
advertisements.
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QUARTER AT A GLANCE
Table 1- Total Outreach
As on Sg As on D| Percentage Change
Active Clients 305,665 319,652 5%
# of GL Loans (Cum.) 877,780 981,502 12%
# of EL Loans (Cum.) 576,763 631,209 9%
Total Loans (Cum.) 1,454,543 1,612,711 11%
Attrition Rates (%) 28% 37% 30%
Table 2- Efficiency Ratios
Sept emb Decembe
Administrative Efficiency 15.68% 14.75%
Operating Efficiency 29.08% 31.44%
Operational Self Sufficiency (OSS) 132.00% 124.00%
Financial Self Sufficiency (FSS) 98.00% 96.00%
Table 3- Profitability Ratios
Juy-Sept Oct-Dec.
Return on Assets (Adj.) -0.37% -0.99%
Return on Equity (Adj.) -1.18% -3.25%
Yield on Portfolio 32.20% 31.22%
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Program Overview during October- December 2008

Fig. 1 Distribution of Loans across
Sectors- Q4

m Cottage
Industry/Handicrafts

1%

m Food Production and
Services

m Manufacturing
W Services
m Small scale agricultural

enterprises
MW Trade

Miscellaneous

Changes this Quarter

Replicating trends from last quarter, the percentage of loans used for Trade have increased by 1
percent compared to Quarter 3- the possible reason for this can be the increase in inflation
whereby the higher price of products can be passed on to the final consumer.

The percentage of loans used for cottage industry have increased by 2 percent in this quarter,
this can be understood in light of the current energy crisis in the country; the production of
handicrafts and other products produced by the cottage industry sector does not require large
scale machines that require fuel or electricity. Therefore, the power crisis and increased fuel
prices have not affected the sector as badly as it has hit other sectors. Furthermore, it has been
observed that an increasing number of clients are looking at the cottage industry option to
diversify their livelihoods, especially as the macroeconomic situation worsens.

A 1 percent decrease in the loans consumed for Manufacturing has also been seen in this
quarter compared to the last quarter; this decrease can be a possible consequence of the rising
costs of inputs, such as high energy and fuel costs for running small scale machinery (electricity
and diesel, mainly), and excessive load shedding and power failures.
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Overall growth:

Growth was slow in Q-4; this was a result of the chronic political and economic problems in the

country. The number of active clients increiase8ep®0®B.1°

The percentage increase in the number was 5 percent.

Active Clients and Cumulative
Disbursement
1,200,000
1,000,000
800,000
600,000
400,000
200,000
July-Sept 08 Oct- Dec 08
W Active Clients W # of Loans (GL) (Cum.)
Fig 2- Active Clients and Cumulative Disbursement
Exit Trends:

Higher exits were observed in the program. The exit rate for this quarter increased by 30%- the
percentage of exit clients rose f mprehengve %trategy
is being planned at the management levels to address these high exits and understand the core
reasons behind exit. The Research and Business Development department has undertaken
comprehensive exit client studies in Multan, Faisalabad and Lahore. Findings from these studies
are being incorporated in the Kashf business model.
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General Loan:

The number of active clients increased to 319, Table 4- GL Outreach

121 clients by the end of the 4™ quarter, July-Sept |Oct Dec
showing slow growth. The reason for this slow 608
growth has been the hostile socio-economic | Active Clients

conditions in the country. (cumulative) 305,132 319,121
The number of new disbursements made in the | Exit Clients 82,953 110,724
quarter was conservative, keeping in mind the | Client Attrition 28% 37%
economic crunch, and resultant decreased (%) (Cum.)

repayment capacity of clients.

The attrition rate for the 4™ quarter i ncreased from 28% in SepdO
representing an increase of 30% over the last quarter. Rs. 1.79 billion were disbursed in Oct-

D e ¢ Gdhtpared with last quarter where Rs. 1.4 billion was disbursed. The 32% increase over

the third quarter, despite the slow growth and higher exits, can be explained by two
complementary trends, firstly even though the increase in active clients is low, an increase in the

number of clients increases the number of loans disbursed. Secondly, some clients jumped loan

cycles which meant that they were eligible for a greater amount of money in their new loan

cycle.

Table 5- GL i Quarter in Brief

Juy-Sept Oct-Dec . % Change
Loan Amount Disbursed (Rs.) 1,363,187,500 | 1,793,064,000 32%
Number of Loans 81,916 103,722 27%
Average Loan Size (Rs.) 16,641 17,287 4%
Table 6- Disbursement i GL
As on S Oct 60 Nov 060 Dec 60 As on D
FTM FTM FTM

Loan Amount
Disbursed 12,188,162,666 560,641,000 713,393,000 519,030,000 | 13,981,226,666
(Cum.)
MIilei=r Gl 877,780 33,416 40,586 29,720 981,502
Loans (Cum.)
R L 13,885 16,778 17,577 17,464 14,245
Size (Rs.)
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Figure 3 Cumulative GL Disbursement

Emergency Loan:

EL disbursement increased by 5% from Rs. 195
million in Ju-Sep608 to 205 -
D e ¢ 6BYed though, it is assumed that the use
of consumption loans increases during periods
of inflation, however, the overall environment
of repayment has resulted in risk-averse EL
lending behavior at the field level. Staff felt that
increasing EL disbursements addition to the GL
loans will increase the overall indebtedness of
the client. Hence a visible decrease in number
of loans can be seen also showing a minute dip
in the average loan size (ALS).

Table 7 - EL Outreach

July- Sept | Oct- Dec %
608 608 change
Loan
Amount 195,198,400 | 205,013,000 | 5%
Disbursed
(cum)
Number | 52,331 4%
of Loans 54,446
Average | 3,730 1%
Loan Size 3,765

Kashf Foundation, 19 Aibak Block, New Garden Town, Lahore. 042-111-981-981
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Table 8 - Disbursement i EL

As on Sg

Oc t

Nov

(¢

Dec

q

As on Dge

Loan Amount
Disbursed
(Cum.)

1,932,370,469

62,679,000

86,295,000

56,039,000

2,137,383,469

Number of
Loans (Cum.)

576,763

16,659

22,814

14,973

631,209

Average Loan
Size (Rs.)

3,350

3,762

3,783

3,743

3,386
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Figure 4- Cumulative EL Disbursement
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FINANCIAL SUSTAINABILITY

Overall performance

The recovery percentage.for the quarter was 104 Table 9- Portfolio Quality in Q4
percent as a substantial amount of advance July i =

. . uly i Octi Dec
recoveries were made in the month of October. The Sep 60608

recovery percentage for December was 90 percent.
Recovery % | 100% 104%

The organizationds equit
stood at Rs 1.037 billion (compared to the end of the Overdue 35,243,992 | 124,720,803
last quarter Sep 2008, when it was Rs 1.629 billion). | @amount(Rs.)

The decline is mainly due to the provisioning amount
of PKR 1.2 billion. The income in the fourth quarter was Rs. 379 million compared to the income
inJuy-Sep608 which was Rs. 310million.

The total asset base for the Foundation rose to Rs. 4.96bi I | i on from | ast
5.48 billion. The asset mix showed higher unspent cash balances of over 33% [ S e:pld4)].8lt
is prudent to maintain higher levels of liquidity as lack of liquidity, in such conditions, could result
in the higher rates of borrowing, drop in credit rating, and could lead to a possible impairment of
brand image.

The sources of finances changes during the Quarter and on-lending funds were met through
PPAF funds. Rs. 1 billion have been utilized in this quarter from PPAF funds. The average Cost of
Funds (COF) for the quarter is 12.91%.

The total overdue amount as on December 2008 is much higher as compared to previous
quarter and reached to Rs. 124 million.

The increase in overdue amounts during the fourth quarter can be attributed to:
1 Change and instability in political regime
1 High rate of food inflation
1 Heightened power crisis accompanied by increased power outages
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Income Generation

Table 10- Source of Income Generation

Income from Jul y-868p060 Oct &¢Mec 6 0| %age Change Share (%)
Financial

Services (InRs.) (InRs.)

Service Charge 256,081,609 270,599,241 5.67% 71.26%
Investments 36,146,597 89,520,864 147.66% 23.58%
Other Income 18,582,824 19,581,260 5.37% 5.16%
Total Income 310,811,030 379,701,365 22.16% 100%

Income from portfolio has increased by 5.67% which is the major source of income of the
company. The income mix for the current quarter is significantly different from the previous
quarter, as income from investment has increased by almost two times, mainly because of high
liquidity and low growth of portfolio.

Efficiency Ratios

Table 11- Efficiency Ratios

Efficiency Ratios Sep 608 |[Dec 060
Administrative 15.68% 15.81%
Efficiency
Operating 29.08% 66.23%
Efficiency
Operational-Self 0 0
Sufficiency (OSS) 132.00% 73.00%
Financial-Self

0, 0]
Sufficiency (FSS) 98.00% 63.87%

The efficiency ratios for the quarter declined
across each category, this can be explained
through the provisioning for loan loss. An
amount of PKR 1.2 billion was set aside for
loan loss.
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Life Insurance

The table shows the number of
life insurance clients during the

two quarters. Life insurance
claims showed a decrease as
compared to the previous
quarter.

The total number of lives insured
cumulatively in the GL
programme is about 594,661 and
adding the clients insured under
other lending programmes (i.e.
BSL) takes the number of clients
insured to 748,444. The total
number of claims for the quarter
was 593 totaling to a payout of
9,662,584. The premium collected

Table 12- Insurance- Enroliment

July-Sep Oct- Dec
08 08 Total
Lives 86,369 98,198 184,567
Premium | Covered
Received | Amount 30,228,428 | 32,788,360 | 63,016,788
(InRs.)
Cumulative Lives 650,246 748,444 748,444
Insured
No. of 665 593 1258
Claims Claims
Received | Amount 10,167,620 | 9,662,584 | 19,830,204
(InRs.)
increased by 8% which is mainly due to the increase in

number of clients insured during the quarter.
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HUMAN RESOURCES

Staff Recruitment and Gender Balance

Table 13- HR Trend Analysis for Oct-Dec 2008

The total staff head count
currently stands at 1,513, which
includes 99 staff at Head Office
and 1,414 in the field.

The female gender ratio at the
organizational level stood at
44% at the close of 2008. A
total of 225 employees were
recruited in the field in which
44% were female and an
additional 13 employees were
hired for Head Office positions
during the last quarter of 2008.

Table 14- Staff Recruitment Oct-

Dec 2008

Juli Sep 2008 | Oct-Dec 2008
Total Staff (Trainee and 1,817 1,700
Permanent)
Total Permanent HO 112 120
Staff
Total Permanent Field 1,418 1,398
Staff
9 12
Total Trainee HO Staff
278 170
Total Trainee Field Staff
Male | Female | Male | Female
Gender Ratio (Total 59% 1% 59% 41%
Staff)

Total Staff Recruited 238
Total Staff Recruited(HO) 13
Total Staff

Recruited(Field) 225

The recruitment focus remained on quality and the
employment of talented and committed staff. The field
position included LOs, COs, BMs, Tellers as well as
more senior positions of AMs.
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Staff Turnover Rates

The quarterly turnover rate Table 15 - Staff Turnover Rates Oct- Dec 2008
for this quarter for July- August

voluntary exits was 60 | Turnover
(compared to 44 in the last (Quarterly) | Voluntary | Involuntary | Voluntary | Involuntary

quarter). The increase in | Number = 2 2l >
number is a normal | Qyeral| 4% 6%
phenomenon, at the close | Turnover

of the year. It did not stand | Number 73 65

out as an anomaly from
past behavior at the same time of the year.

This increased turnover is largely due to some employees looking for alternative work options
and finding opportunities as other institutions also prepare for growth in the next year. From a
Human Resource perspective, this change is welcome, as the recycling of staff bring in a new
level of energy and a desire to perform within the staff that is hired, and that staff that
continues with the organization.

New HR Initiatives during the last quarter of 2008

1 Revised Grading structure with improved salaries scales. (Presented to and approved by the
Board of Directors)

Renewal of Health and Life Insurance Policy with improved benefits

Provident Fund Trust balance invested and profit will be distributed to employees.
HR policy review and updated

133 claims were processed for Employee Health Insurance

Employee loans policy for Assistant Managers and above was finalized

= = =4 =4 =4 =

Finalized Increments for the year 2009, with a portion selected for inflationary adjustment, a
portion for performance and with room for adjustment due to the change in grading
structures.
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Learning and Development

Table 17- Learning Centre- Internal Trainings
Trainings Target Planned

Actual Achievement

Training No. of No. of No. of No. of
_Training __ Participants _ Training __ Participants

LO

Orientation 4 100 5 119

Delinquency

Management 6 12 3 76

CO

Orientation 2 40 2 34

Accounts / Finance

Session 1 30 0 0

Teller

Orientation 1 12 1 11

BM

Orientation 1 17 1 11

Delinquency

Management 1 20 0 0

Area Controller

Orientation 1 31 1 31

Assessment session by

Hamad 0 0 1 29

LO, CO, Teller

Customer Care, Ethics &

FM 2 50 0 0

GAD Workshop 2 50 2 33

Customer Care Outreach Programme

Total Branch Staff 14 170 14 170

Total 35 532 30 514

As the dynamics of work changed during the last quarter, and the priority shifted towards
problem solving, and building a strong relationship with clients, the Operations and Learning
Team agreed to minimize time for staff, away from the field.
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At the same time, the Learning Team conducted 14 customer care session in two days. The
program covered 23 branches without significantly impacting the key priorities of staff. This
training program was used as a means to reach out to ALL of the Kashf Foundation field staff
and ensuring that they understand the Code of Consumer Protection and signing off on the
document.

In addition, the following table represents the trainings conducted in the Karachi Region.

Table 18 - Karachi Trainings (

Training Trainings Target Planned | Actual Achievement
No. of No. of No. of | No. of
Training | Participants Training | Participants

Orientation

LO 1 15 1 9

LO-BM-Regional

office Staff 1 20 1 18

Delinquency

Management

LO 2 60 1 51

TOT

AM, BM, QA Team,

HR Team, RM 1 13 1 13

Total 5 108 4 91
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RESEARCH AND BUSINESS DEVELOPMENT

Kashf Social Entrepreneurship Awards

The Research and Business Development department along with GESA organized the first-ever
fKashf Micro-Entrepreneurship Awards, 200806 in December. The aim of the awards was to give
recognition to Kashf female entrepreneur clients who had employed their entrepreneurial
acumen for creating successful businesses with the loans taken from Kashf Foundation. Ten
clients from different Kashf branches were selected after a series of interviews. Ms. Marvi
Memon, Member National Assembly, was the chief guest at the event. GESA arranged press
coverage for the Award Ceremony event, and also provided logistical support to the Research
Department which was organizing the event. Guests from various walks of life, NGOs and
prominent media houses also attended the Awards ceremony. The presentation of awards was
followed by fellowship over tea.

Exit Client Studies

Two exit client studies were undertaken by a market research firm, Aftab Associates. These exit
studies were carried out in Lahore and Faisalabad. The Research Department provided support
to the consultants in all stages of the study- including question setting, field staff training,
identification and verification of client addresses, and commenting on the initial drafts of the exit
reports. The findings from the reports showed that there was a marked difference of opinion
between the exit clients of Lahore and Faisalabad, with the former being more dissatisfied by
their experience with Kashf than the latter.

Additionally, the Research and Business Development department undertook an Exit Client Study
in Multan; this study targeted 94 clients across 7 branches. The field work for this project was
undertaken in October, and the report for this study was compiled in November.

The major reasons for exits were; too many meetings, too frequent installments, loan officer
interaction, and most importantly no further need for the loan.

The key findings and analyses of these studies suggest that the Kashf experience could be
improved by undertaking the following steps:

1 Having smaller center sizes
1 Decreasing the frequency of repayment to monthly from bimonthly

1 Decreasing the frequency of credit committee meetings to monthly from bimonthly
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1 One-fifth of the survey participants suggested they would like Kashf Foundation to offer
products like HIL and health insurance in their areas.

The findings of the Exit Client Studies have been shared with the senior management which is
being incorporated into the business model.

Social Performance Indicators Pilot

The Monitoring and Evaluation wing of the Research and Business Development department
participated in the Social Performance Indicators (SPI) pilot follow-up meeting at PMN in
Islamabad and contributed to the finalization process of the SPI reporting framework. This was a
follow-up to a pilot conducted earlier in the year (in the second quarter) in which Kashf
Foundation also participated.

PILDAT Seminar

The department has prepared an information package aimed at educating parliamentarians
about microfinance. The package is being converted into a seminar which will be undertaken
under the auspices of PILDAT. The seminar is planned for the next quarter.

Health Insurance

Total
. Table 19- HI cumulati
During the WL Total ve
fourth  quarter | Premium | Lives
2,639 lives were | Received | Covered 2447 767 1,080 792 2,639 13,229
covered in three Amount
b h (In Rs.) 856,450 | 268,450 | 378,000 | 277,200 | 923,650 | 4,630,150
ranches. Cumulative Lives
These numbers | 1nsured
are 10,590 | 11,357 | 12,437 | 13,229
comparatively Claims No. of
high even Claims
th h Reported
oug |Paid 14|12 8|7 15/10 11 24|18 60|48
disbursements Amount
have not been Claimed
made since mid (inRs.) | 270,478 | 135,840 | 241,110 | 8,508 | 385,458 | 1,008,698
December.
Amount
Paid 194,670 87,208 93,771 8,508 | 189,487 631,293
(In Rs.)
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A total of 24 claims totaling Rs. 385, 458 were made during this quarter. Out of these, 18 were
approved by the insurance company. Out of the 18 claims that were approved, 10 were cashless
and 8 were reimbursements. A total of 14 reimbursement claims were made which is high ratio
as compared to the last quarter. Moreover, the reimbursement claim processing time is
comparatively low. The average claim processing time by the insurance company was about 21
days in the fourth quarter; this puts the total turnaround time at 48 days contrasted with a total
turnaround time 55-56 days in the third quarter. The reasons for the decrease in turnaround
time are:

1 Increased awareness in the clients about the claim processing method due to continuous
contact with the field by the Research and Business Development department

1 Faster processing at the branch level due to increased experience with processing claims.
This is mainly the result of trainings conducted by the department

1 Faster processing by the insurance company due to change in processing methodology
and increased follow-ups by the New Product Development wing of the Research and
Business Development department

However, improvements need to be made in expediting the completion of documentation and
lodging of claim by the customer. Additionally, changes have been suggested by the Research
and Business Department in the mode of issuance of insurance cards- a speedier solution of card
issuance on the spot is being looked at, to optimize client care at hospitals, and to increase
visibility of the insurance scheme at the panel hospitals.

GENDER EMPOWERMENT AND SOCIAL ADVOCAGESA)

Theater

In this quarter GESA conducted 80 theater performances; including video sessions and image
building sessions in Rawalpindi, Kasur, Faisalabad and Multan. The theater program was
extended to new districts such as Bahawalpur and Rahim Yar Khan. In these programs 18,485
clients were covered.

Clients from all branches participated actively in theater programs; they were of the opinion that
the theater program is providing them with opportunities to discuss their views regarding gender
issues and is helping them debate various solutions to these problems.
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Gender Sensitization Workshops

In the fourth quarter, GESA conducted 4 workshops on gender sensitization, in which 92 staff
members from different tiers including Computer Operators, Loan Officers, Branch Managers,
Area Controllers and Head Office associates were trained. The workshops aimed to give
participants clarity on gender-related issues in the context of Pakistani society and Islam.
Participants shared that they found the information from the workshops very useful- not just for
their professional life, but also for their personal lives. Participants also shared their views on the
l'inkages bet ween vari ous aspects of Kashf
recommendations.

Leadership and Five promises

A monitoring system for the ALeadership and Five promiseso packages was developed with input
from the Operations Department. The plan was implemented at centres in a number of branches
in this quarter. The results from this monitoring process showed that these packages were not
being implemented fully at the centre level. GESA hence, made recommendations to the
branches to improve compliance.

Health Awareness Program

In this quarter six sessions on HIV/AIDs were conducted in different communities in Faisalabad.
The areas targeted were Nashat Abad, Waris Pura and GM Abad. These sessions were conducted
with collaboration of Caritas and covered around 320 clients. The purpose of these sessions was
to disseminate information regarding the nature of HIV/AIDs, common myths surrounding the
disease, methods of contagion, and preventive measures. Clients were found to be largely
unaware of the disease; GESA has thus decided to continue these sessions in the future.
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