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I. INTRODUCTION 

1. 
following proposals: (i) additional financing o f  the Multi-Sectoral AIDS Project 
(Grant No. H0620-MW) in the amount o f  SDR 19.4 million (US$30 million 
equivalent) IDA grant for scale-up o f  activities under the original financing; (ii) a 
modification in the wording o f  the original Project Development Objective, in 
accordance with new Regional requirements for HIV/AIDS operations, as delineated 
in paragraphs 2 1-22; and (iii) a three-year extension o f  the project closing date from 
September 30,2009 to September 30,2012. No change in project components i s  
planned. The only proposed change to the project’s implementation modalities 
involves the funds flow, with respect to holding the Designated Account at the 
Reserve Bank o f  Malawi, instead o f  a commercial bank. Implementation o f  activities 
under the original financing has been satisfactory, as per the requirement o f  BP 13.20 
(Additional Financing). It i s  noted that the project has been largely in compliance 
with grant covenants and that earlier fiduciary challenges have been satisfactorily 
addressed. 

This Project Paper seeks the approval o f  the Executive Directors for the 

2. The proposed additional financing would continue to support and strengthen 
the national response to the HIV/AIDS epidemic in Malawi in line with the 
Government’s National HIV and AIDS Action Framework (NAF). Like the original 
grant, this additional financing would contribute towards the implementation o f  the 
joint program o f  work agreed to in the context o f  the HIV/AIDS Sector Wide 
Approach (SWAP) in Malawi. This common funding mechanism for the HIV 
Response (Le., the HIV/AIDS “Pooled Funding”) has been operational since 2004. 
The Malawi HIV/AIDS Pooled Financing i s  jointly supported by the Government and 
multiple key development partners, including the World Bank. The Implementation 
Status and Results Report (ISR) ratings for the Project Development Objectives 
(PDO) and overall Implementation Progress for the project have been consistently 
classified as “Satisfactory” since effectiveness in 2004, and the original Project 
Development Objectives are likely to be met by the scheduled end o f  the project. 

3. Implementation o f  activities under the original financing, including substantial 
compliance with grant covenants, has been satisfactory. See, however, Appendix E to 
this Project Paper, in relation to certain fiduciary issues that arose under the original 
financing and under another Bank financing in the Malawian health sector. The 
Additional Financing i s  economically justified (as per the requirements OP 13.20- 
Additional Financing for Investment Lending, paragraph 2), and the planned activities 
are consistent with the proposed revised PDO and with the current Malawi Country 
Assistance Strategy (CAS). The proposed Additional Financing operation wi l l  be 
carried out in accordance with the World Bank’s 2006 Anti-Corruption Guidelines. 
In addition, the “Guidelines: Procurement under IBRD Loans and IDA Credits” 
published by the Bank in May 2004, and revised in October 2006, and the 
“Guidelines: Selection and Employment o f  Consultants by World Bank Borrowers,” 
dated May 2004, and revised October 2006, wi l l  be the versions governing this 
project and the accompanying standard bidding documents for any new procurement. 
These operational requirements have been reflected in the Financing Agreement. 
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11. BACKGROUND AND RATIONALE FOR ADDITIONAL FINANCING 

4. 
an average income per capita o f  around US$171. The population i s  currently 
estimated at 13.6 mi l l ion people and has been growing at a rate o f  2 percent per 
annum. Malawi has a relatively high inequality in income distribution, with a Gini 
coefficient o f  0.38. The poverty headcount was measured at 54 percent in 2004/05 
household survey, and has remained largely unchanged since the previous household 
survey was undertaken in 1997/98. HIV/AIDS coupled with poverty and food 
insecurity constitute the major long-term human development challenges in Malawi. 
Human development indicators remain very weak. The 2007/2008 Human 
Development Index ranks Malawi as 1 64th out o f  177 countries. The maternal 
mortality rate i s  currently 984 per 100,000 live births and remains one o f  the highest 
in the world. Adult literacy for males i s  75 percent while that o f  females i s  only 54 
percent. A third o f  the population s t i l l  only has access to unsafe water. 

Country Context: Malawi  i s  one o f  the poorest countries in the world, with 

5. 
at the epicenter o f  the HIV/AIDS pandemic. Estimates indicate that 12 percent o f  
adults (1 5-49 years) in the country are currently living with HIV infection. The 
general epidemiologic trend over the past few years has been that o f  stabilization o f  
the antenatal HIV seroprevalence, although mainly in semi-urban areas. 
Significantly, there have been recent increases in prevalence in some urban and rural 
areas, particularly in the rural northern, central, and southern parts o f  Malawi. Given 
the limited impact o f  rural prevention programs thus far and that over 85 percent o f  
Malawi’s population lives in rural areas, the 2009 Joint Annual HIV/AIDS Review 
concluded that an upward trajectory in national prevalence i s  likely in the coming 
years. 

Epidemiological Context: Malawi i s  among the countries in Southern Africa 

6. Current estimates o f  epidemic morbidity and mortality, based on projections 
from antenatal and population-based data, indicate that about 100,000 new HIV 
infections and 68,000 AIDS-related deaths occur each year in Malawi, and also that 
about 930,000 Malawians are living with HIV infection. Figure 1 (below) depicts the 
estimated growth o f  Malawi’s HIV/AIDS epidemic between 1990-2007. 

Figure 1 : Estimated number o f  people living with HIV/AIDS (1990-2007) I 

Source: WHOAJNAIDS (2008). Malawi: Epidemiological Country Profile on HIV and AIDS. 
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7. 
individuals possess an elevated risk o f  HIV infection. The drivers and risk factors o f  
Malawi’s predominantly heterosexual epidemic are complex and diverse, but include 
behaviors such as early sexual debut, high levels o f  longer-term multiple concurrent 
sexual partnerships (especially for men), intergenerational sex, gaps in consistent 
condom use with casual and longer-term partners, low acceptability o f  condom use in 
cohabiting couples, and biological co-factors such as low levels o f  male circumcision 
and the presence o f  sexually transmitted infections (especially viral infections). High 
levels o f  HIV-related stigma, gender based violence (including sexual coercion and 
violence in marriage), and gender inequality, result in rapid and continuing spread o f  
HIV in the general population, leading to and sustaining (and, at present, increasing) 
Malawi’s very high national prevalence. Stigma also may lead individuals to avoid 
risk reduction behaviors (e.g. abstinence, partner limitation, disclosure o f  serostatus to 
sexual partners, condom use) because o f  the association o f  these behaviors with being 
HIV-positive. 

In a largely hyper-epidemic context, such as Malawi, most sexually active 

8. 
recent analyses indicate that exceptionally rapid and extensive HIV transmission can 
occur through heterosexual networks when many adults have long term, concurrent 
(versus sequential) sexual partnerships. In Malawi, a 2007 study found that among 
adult residents o f  L ikoma Island, whose sexual relationships were mapped over a 
three-year period, an estimated 65 percent were connected in the same sexual 
network2. This study, thought to be the first to investigate both the structure o f  sexual 
networks in the general population and the position o f  HIV-positive individuals 
within these networks, highlights the manner in which the interaction o f  
socioeconomic variables, behavioral dynamics, epidemiological factors, and 
community responses can substantially exacerbate or mitigate the spread o f  the 
epidemic. 

With respect to  the relative risk o f  the noted drivers o f  Malawi’s epidemic, 

9. 
remain four times more l ikely to be infected than adolescent men in the same age 
cohort. Prevalence also remains unacceptably high among groups at increased risk o f  
infection, such as commercial sex workers, cross-border traders, migrant workers, 
sexual minorities, and prisoners. Although few generalizable estimates regarding the 
magnitude o f  the HIV epidemic among these highly vulnerable groups exist, 
geographically focused sero-surveys have noted prevalence rates over 50 percent for 
sex workers, over 30 percent for men who have sex with men, and over 40 percent 
among prisoners3. There consequently i s  a demonstrated and urgent need for more 
intensified and more targeted prevention efforts addressing the needs and 
vulnerabilities o f  these populations. A comprehensive approach to  HIV prevention in 
Malawi must address not only risk, but also deep-rooted causes o f  vulnerability which 
reduce the ability o f  individuals and communities to protect themselves and others 
against infection. 

In terms o f  gender and age vulnerabilities, adolescent women (1 5-19 years) 

*Source: Helleringer, S. & Kohler, H. (2007). Sexual network structure and the spread of HIV in Akica: 
Evidence from Likoma Island, Malawi. AIDS, 21 (2323-2332). 

Sources: U.S. Census Bureau. (2009). HIV/AIDS Surveillance Database; Baral, S. et al(2009). HIV 
prevalence, risks for HIV infection, and human rights among men who have sex with men in Malawi, Namibia, 
and Botswana. (Unpublished). 
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10. The development consequences o f  the HIV/AIDS epidemic have been 
profound. L i fe  expectancy at birth in Malawi today i s  estimated at 40 years, having 
declined from 48 years in the early 1990s, and remains significantly below the 
projected 54 years that would have been attained in the absence o f  HIV/AIDS. The 
impact o f  HIV/AIDS on GDP in Malawi i s  estimated to be yielding a negative impact 
o f  1-2 percent per year. The social impact o f  the epidemic has been especially 
profound due to the magnitude o f  deaths among adult family members during what 
would otherwise be their most productive years, leaving widows, orphans, and elderly 
parents destitute. It i s  estimated that Malawi i s  home to about one million orphans 
and vulnerable children, over 50 percent o f  whom have been orphaned by AIDS. 
Given this context, the impact mitigation needs in Malawi have increased in parallel 
with the maturing epidemic. 

1 1. 
have been further strained by increasing demands to provide care, treatment and 
prevention services for HIVIAIDS. The health sector impact o f  the epidemic has been 
compounded by the re-emergence o f  tuberculosis as an opportunistic infection among 
HIV-positive individuals. Malawi has a high incidence o f  tuberculosis (TB) cases 
(377 per 100,000 population), fuelled by the severity o f  i ts HIV/AIDS epidemic. 
Reported TB cases increased by more than 500 percent between 1985 and 2004. An 
estimated 70 percent o f  new TB cases involve co-infection with HIV and 2.4 percent 
o f  new TB cases are multi-drug resistant. TB has emerged as the leading cause o f  
death among AIDS patients in Malawi necessitating that TB/HIV programmatic inter- 
linkages be rapidly strengthened at country-level. 

The financial and human resources o f  the already weak public health sector 

12. 
on the National HIV/AIDS Policy and outlined in the NAF (2005-2009), and now 
updated to 2012. The implementation o f  the NAF i s  supported by the priority areas o f  
the national response in Malawi which include strong political support at all levels, 
partnerships o f  a wide range o f  stakeholders, a coordinated response based on the 
principle o f  the “Three Ones4,” consideration for gender, stigma and involvement o f  
people living with HIV/AIDS , and use o f  evidence-based interventions. The NAF 
was developed through a consultative and participatory process, informed by an 
assessment o f  previous national frameworks and strategies. 

Government Response to HIV/AIDS: Malawi’s national response i s  based 

13. 
grant in support o f  the Malawi Multi-Sectoral HIV/AIDS Project was approved by the 
Board o f  Executive Directors on July 29,2003 and became effective on February 6, 
2004. The project i s  expected to close on September 30,2009. As o f  July 21,2009, 
the project has been disbursed i t s  entirety, although disbursements presently include 
US$2.1 million equivalent (about 6 percent o f  the original IDA financing) as an 
advance to the Designated Account (Le. funds which have not yet been utilized in 
support o f  eligible Grant expenditures). The project components included: (i) 
prevention and advocacy; (ii) treatment, care and support; (iii) impact mitigation; (iv) 
sectoral mainstreaming; (v) capacity building and partnerships; (vi) monitoring, 
evaluation, and research; and (vii) national leadership and coordination. The project 
has supported a comprehensive range o f  prevention, treatment, and social support 

Original Grant: An SDR 25.4 million (US$35.0 million equivalent) IDA 

The “Three Ones” are a set o f  principles developed by UNAIDS for the coordination o f  national 
HIV/AIDS responses. These principles include one agreed national HIV/AIDS framework, one 
national AIDS coordinating authority, and one country-level monitoring and evaluation system. 
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services and has focused on increasing and strengthening programmatic and 
management capacity. This FY04 operation was part of the first phase of the World 
Bank’s Multi-Country HIV/AIDS Program (MAP) for Africa. The MAP for Africa, 
which was launched in 2000, enabled flexible and rapid funding to African countries‘ 
to assist in scaling-up national HIV/AIDS efforts. 

14. 
operation in Malawi supported the initiation of the first HIV/AIDS-specific Sector 
Wide Approach framework in Africa. This includes a common funding mechanism 
for the HIV Response (Le. the HIV/AIDS “Pooled Funding”) that has been 
operational since 2004. Currently, the major funding partners to the HIV/AIDS 
Pooled Funding comprise: the Government of Malawi, the International Development 
Association (IDA), the Global Fund to Fight AIDS, Tuberculosis, and Malaria, the 
U.K. Department for International Development (DffD), and the Kingdom of Norway 
Government of Sweden. In the Original Grant, while the rest of the pooled funding 
partners were providing their funding directly through the pooled account at the 
Reserve Bank of Malawi, IDA was channeling i t s  funding through a designated 
account at a commercial bank (Standard Bank). The government has proposed that 
IDA now channel i t s  funding to the Pooled Account at the Reserve Bank of Malawi. 
This will both fully align IDA with other donors with respect to funding mechanisms 
and reduce related transaction costs. The further rationale for the proposed change in 
financial management arrangements and the revised funds flow diagram are presented 
in Appendix D. 

Pooled Financing Arrangement: The World Bank’s current HIV/AIDS 

15. The Global Fund i s  currently contributing the largest share (over 70 percent) 
to the pooled funding mechanism, followed by IDA. The counterpart funding from 
the Government o f  Malawi i s  expected to be an annual US$2 million commitment 
(about 4 percent share of current HIV/AIDS Pool commitments). Other key 
development partners who are not able to directly support a common financing 
approach, such as the U.S. Government, contribute to the national program through 
non-pooled earmarked funding and fully participate in the Joint Annual HIV/AIDS 
Reviews. 

16. The partners to the pooled financing mechanism support the NAF and 
subscribe to agreed common systems for planning, financial management, financial 
and program reporting, procurement, auditing and monitoring and evaluation and 
program reviews. The mechanism of operation of this pooled funding mechanism i s  
outlined in a Memorandum of Understanding (MOU) signed by al l  involved agencies, 
on June 20,2003, at the inception of the original IDA investment. The Government 
and Pooled Funding Partners have signed the revised MOU (2009-2012), which 
covers the planned implementation period of the Additional Financing. Through the 
HIV/AIDS Pool, the partners fund implementation of a joint integrated annual work 
plan with agreed outputs and timeframes. I t  should be noted that the Malawi 
HIV/AIDS Pooled Financing i s  the first HIV/AIDS-related sector-wide approach 
implemented in Africa. As noted, earlier (paragraph 3), Bank-financed projects 
would be subject to the Bank’s fiduciary framework, including its financial 
management, procurement, and anti-corruption guidelines. 

17. 
HIV/AIDS Pooled Funding mechanism, i s  the responsibility of the National AIDS 

The overall coordination of  the national response to HIV/AIDS, as well as the 
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Commission (NAC). NAC i s  a semi-autonomous agency established under the Office 
o f  the President and Cabinet in 200 1. The NAC Board provides strategic oversight o f  
the NAC and, consequently, o f  the implementation o f  the NAF. As a result, whereas 
coordination o f  the annual work plan preparation for the HIV/AIDS Pooled Funding 
i s  the responsibility o f  the NAC, the actual implementation o f  activities i s  conducted 
by various stakeholders including public sector institutions and line ministries, Non- 
Governmental Organizations (NGOs), private sector entities, Faith-Based 
Organizations, and Community Based Organizations (CBOs), including organizations 
of People Living with HIV/AIDS. Program funding i s  made available to 
implementers through an internal Grant Management Unit (GMU) managed by the 
NAC . 
18. The HIV/AIDS national response has an agreed set o f  monitoring indicators 
which align in a hierarchical matrix to NAF outputs, health outcomes to be achieved 
in the Malawi Growth and Development Strategy (MGDS) and also the Millennium 
Development Goals’ targets. There are two National HIV/AIDS Program Reviews 
each fiscal year: a Joint Annual Review (September/Octo’ber) and a smaller mid-year 
review (MarcWApril). Pooled Financing Donors have aligned their reporting 
requirements and review missions to the Government reviews. Use ofjoint systems 
for planning, implementation and financial management contribute to the achievement 
o f  harmonization o f  partners to country cycles for budgeting, reporting, program 
review, financial management, and procurement as endorsed in the Paris Declaration. 

19. Project Performance: The Multi-Sectoral HIV/AIDS Project has been rated 
satisfactory for implementation progress and achievement o f  development objectives 
in all ISRs since project inception. The project’s Mid-term Evaluation (late-2006) 
confirmed that: (i) the project implementation was on track; (ii) the original 
development objectives were likely to be met; and (iii) the Development Objective 
rating i s  “Satisfactory.” Results o f  the project Mid-Term Review and the Six Monthly 
Joint Implementation Reviews show that the impact so far has been consistent with 
original Project Appraisal Document expectations. Although Development Objective 
rating o f  the current operation i s  “Satisfactory”, it should be noted that the Financial 
Management rating remains as “Moderately Satisfactory,” the Counterpart Funding 
rating remains as “Moderately Unsatisfactory,” and both the Procurement and 
Monitoring and Evaluation ratings remain as “Moderately Satisfactory.” Key aspects 
o f  the technical and fiduciary performance o f  the national program are summarized 
below. 

Technical Performance 
20. 
summarized below (by project component). 

Key technical achievements o f  the national HIV/AIDS response, to date, are 

(a) Component 1 - Prevention and Advocacy: There has been an increase in 
the number o f  HIV counseling and testing sites from 21 1 in 2003 as 
compared to 636 in 2008. This expansion has paralleled an increase in the 
number o f  people obtaining H I V  testing and counseling from 283,462 in 
2004 to 1,212,376 in 2008. Innovative approaches such as door-to-door 
campaigns, National HIV Testing weeks, and mobile campaigns have been 
used to increase access to these services. There has been an increase in 
sites providing services supporting the prevention o f  mother-to-child 
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transmission o f  HIV infection from 36 in 2004 to 488 in 2008. The 
number o f  young people (1 5-24 years) exposed to l i f e  skills-based AIDS 
education increased from 133,946 in 2004 to 3.5 million in 2008. 

(b) Component 2 - Treatment Care and Support: There has been an increase 
in number o f  sites providing antiretroviral treatment (ART) from 9 in 2003 
to 221 in 2008. This has enabled an increase in number o f  people ever 
started on ART from 3,000 in 2003 to 196,368 (60 percent females and 40 
percent males) by December 2008 with 75 percent survival rate. Out o f  
the total number o f  patients ever started on ART, 9 percent were children 
under the age 13 years. N o  stockouts o f  ART drugs have been reported 
since the inception o f  the ART program in 2003. 

(c) Component 3 - Impact Mitigation: There has been an increase in the 
number o f  orphans and vulnerable children supported with nutritional, 
psychosocial, financial, educational support from 200,000 in 2004 to 
2,651,700 in 2008. The introduction o f  social cash transfer program in 
2006 has benefitted a total o f  70,125 individuals from 18,180 households, 
as o f  December 2008. There has been an increase in number o f  
households receiving external assistance in the past 12 months to care for 
the adults who have been chronically ill for three or more months from 
19,706 households in 2003 to 744,062 in 2008. There also has been an 
increase in the number o f  community-based organizations providing 
support to orphans and vulnerable children from 300 in 2003 to 2,000 in 
2008. 

(d) Component 4 - Sectoral Mainstreaming An estimated 73 percent o f  
Government ministries and 57 percent o f  private companies implementing 
H I V  and AIDS mainstreaming programs by December 2008, compared to 
61 percent o f  government ministries and 47 percent o f  Private Companies 
in 2004 respectively. NAC has developed an “HIV/AIDS Mainstreaming 
Conceptual Framework” and also “HIV/AIDS Mainstreaming Guidelines” 
to enable stronger implementation o f  this program component. 

(e) Component 5 - Partnerships and Capacity Building: With respect to 
capacity development, the National HIV/AIDS Program has supported the 
training o f  additional 100 medical doctors and 40 pharmacists, and 
provision o f  salary top-ups to 6,798 health workers to improve staff 
retention. District AIDS Coordinator positions have been created and 
supported in a l l  Local Authorities. NAC also has supported the 
strengthening o f  local authority systems through the provision o f  
equipment, transport and infrastructure. 

(f) Component 6 - Monitoring, Evaluation, and Research: NAC has 
supported the introduction o f  a bio-marker component into upcoming 
Demographic and Health Surveys (DHS) and Behavioral Surveillance 
Survey (BSS). NAC has developed a national monitoring and evaluation 
(M&E) framework that has been aligned to global, regional and national 
indicators. There has been an increase in Sentinel Surveillance Survey 
sites from 19 to 54, improving the generalizability o f  this data. 
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(g) Component 7 - National Leadership and Coordination: The NAC remains 
under the authority o f  the Office o f  the President and Cabinet. Notably, 
HIV/AIDS was included as one o f  the seven priority areas within the 
MGDS. NAC has supported the institutionalization o f  the “Three Ones” 
principle at central and local levels and has held Joint Annual Reviews o f  
the National HIV/AIDS response. The Malawi Partnership Forum for 
HIV/AIDS has been established, in addition to sectoral coordinating 
structures such as the Department o f  Human Resource Management and 
Development for the public sector; the Malawi Business Coalition Against 
HIV/AIDS for the private sector; the Malawi Interfaith AIDS Association 
for the faith-based community; the Malawi Network o f  People Living with 
HIV/AIDS; and Malawi Network o f  AIDS Service Organizations. 

21, Key Challenges: Despite the significant progress made in the national 
response, specific areas have been identified as requiring particularly close 
monitoring and improvement over the course o f  the proposed Additional Financing. 
These areas include prevention, impact mitigation, and mainstreaming. 

(a) Prevention: With respect to prevention, at present, as noted during the 
February 2009 Joint Annual HIV/AIDS Review, the scale o f  prevention 
efforts remains a challenge in Malawi. Most prevention programs and 
services remain centralized in urban and peri-urban areas, and lack 
adequate targeting for core groups that are highly vulnerable to the 
epidemic including sex workers, mobile populations, and men who have 
sex with men. In addition to the lack o f  systematic targeting o f  highly 
vulnerable populations, the lack o f  synergy between treatment scale up and 
prevention scale-up also i s  o f  substantial concern. A combined prevention 
and treatment strategy would entail substantial synergies, and i s  the only 
approach that could yield a sustained decline in prevalence, which, in turn, 
increases the likelihood that the Malawi’s national HIV/AIDS response 
would eventually become financially sustainable. The overdue draft 
National HIV Prevention Strategy and Action Plan i s  nearing completion. 
The Additional Financing wi l l  heavily focus on enabling effective 
implementation o f  the revamped, targeted, and evidence-based prevention 
agenda. 

(b) Mainstreaminq: In terms o f  mainstreaming, public sector ministries have 
been involved in the national response since the inception o f  the Pooled 
Financing, but have not been held accountable for their engagement nor 
results. Where they exist, strategies to address HIV/AIDS are not well 
integrated into the departmental work-plans and routine functions. The 
long-term goals o f  reversing the spread o f  infections and providing care 
and support to those infected and affected by the epidemic wi l l  not be 
achieved without stronger public sector performance. Effective multi- 
sectoral capacity wi l l  need to be enhanced to perform core functions o f  
planning, prioritizing investments and setting policies and standards. The 
pool fund will support scaling up o f  multi-sectoral activities which 
demonstrate impact on the epidemic. 
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(c) Impact Mitigation: With respect to impact mitigation, there remains a 
crucial need for applied research to examine priority issues related to rural 
poverty and food insecurity, and what feasibly can be done through N A C  
to strengthen policy and program assistance for affected populations. It i s  
clear that an expansion o f  food support will be necessary and that orphans 
and vulnerable children will require targeted health and nutrition 
programs, as wel l  as ensured access to education. The latter are critical to 
enabling Malawi’s fbture human resource base to benefit from access to 
educational and other programs relating to skill development, which 
ultimately enhances productivity and reduces poverty. These increasing 
needs are reflected in the increased proportional allocation o f  the proposed 
Additional Financing resources for impact mitigation in comparison with 
the original project. 

Fiduciary Performance 
22. 
below. A more detailed summary o f  the project and sector-specific fiduciary 
challenges appears in Appendix E. 

Fiduciary aspects o f  project performance are summarized in the sections 

23, 
procurement audits have been undertaken annually by independent auditors and the 
results have been acceptable. The project currently possesses a “Moderately 
Satisfactory” procurement performance rating, as deemed appropriate following 
review o f the  FY08 Procurement Audit Report. This marks an improvement from the 
corresponding FY07 rating. A recent assessment o f  NAC procurement, conducted by 
the Bank, yielded results consistent with most o f  the procurement audit findings. The 
major issues in procurement performance have been found at the level o f  grant sub- 
recipient organizations, particularly with respect to  delayed reporting and weak 
accounting practices. In order to address procurement capacity constraints faced by  
sub-grantees, NAC’s revised procurement arrangement have enabled the introduction 
o f  centralized procurement for commonly procured and high value capital goods. 
N A C  has consistently provided responses to audit queries, and resolution always has 
been achieved. Procurement cycle management (and supply chain management) has 
improved over the course o f  the current operation. The Procurement Improvement 
Action Plan (Appendix C) has been developed to fbrther strengthen NAC 
procurement capacity and has been endorsed by Government. An abbreviated 12- 
month Procurement Plan was exceptionally agreed at Negotiations, and an updated 
1 8-month Plan was required to  be prepared by June 30,2009, which was been done. 
The Bank reviewed this updated Procurement Plan and found it satisfactory. 

Procurement Performance: Wi th respect to procurement performance, 

24. The “Guidelines: Procurement under IBRD Loans and IDA Credits” 
published by the Bank in M a y  2004, and revised in October 2006, and the 
“Guidelines: Selection and Employment o f  Consultants by World Bank Borrowers,” 
dated M a y  2004, and revised in October 2006, will be the versions governing this 
operation and the accompanying standard bidding documents for any new 
procurement, including the same range o f  procurement and consultant employment 
methods utilized under the original grant. 

25, Financial Management Performance: The project currently has a “Moderately 
Satisfactory” financial management performance rating. The Financial Audit Reports 
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for FY06, FY07, and FY08 have all been received between 2-7 months late. To date, 
however, all financial audit reports have had unqualified audit opinions. The auditors 
did raise issues in each management letter and there has been follow up on the audit 
recommendations by both NAC and the Bank’s fiduciary teams. Agreed Financial 
Management Action Plans have generally been implemented and, in instances where 
the Action Plan has not been fully implemented, N A C  has provided a satisfactory 
explanation to justify not taking an indicated action. The Financial Management 
Report (FMR) for the quarter ending March 3 1,2008 and corresponding withdrawal 
application has been received. The previously pending withdrawal application for the 
period ending December 3 1,2008 also has been received. 

26. A challenge noted in the FY07 Financial Audit, derives from ineligible 
expenditures by sub-grants recipients. These ineligible expenditures, which primarily 
involve the National Youth Council, result from their inability to account for 
resources (due to missing receipts), in addition to some workshop allocations that 
exceeded Government ceilings (including for participant allowances). These 
expenditures constitute the equivalent o f  US$146,000. Additional ineligible 
expenditures noted in the FY07 Financial Audit included NAC staff advances o f  
US$196,935 equivalent. I t  should be noted that the full amount o f  the indicated 
ineligible expenditures were reimbursed to the HIV/AIDS Pool Fund by Government 
by Apri l  17,2009. As a result, this issue (previously classified as a Negotiations 
condition) has been satisfactorily addressed. The 2008 audit did not indicate any 
further ineligible expenditure. To offset the amount disbursed from the original IDA 
Grant for the ineligible expenditures, and as agreed with the Loans Department, the 
forthcoming FMR application for June 2009 wi l l  be revised to deduct the ineligible 
expenditures o f  US$6,043 equivalent. This amount was not offset in March 2009 
since this FMR application was processed “for documentation only and no payment.” 
The June 2009 FMR has not yet been received, but i s  expected by August 30,2009. 
As a result, this Board condition has been substantially, rather than fully, met. 

27. The only pending fiduciary challenge i s  the resolution o f  the current arrears in 
counterpart payments to the HIV/AIDS Pooled fund under the original financing. As 
o f  April 1,2009, US$1.3 million equivalent in counterpart funds had not been 
received from Government. As per the original MOU, Government committed to an 
annual contribution o f  US$2.0 million, which would be paid into the Pooled Fund 
quarterly. Thus, Government i s  around nine months behind in their Pooled Fund 
contributions out o f  a five-year implementation period. Government has committed 
to the payment o f  this balance toward the beginning o f  their new fiscal year. This 
payment wi l l  therefore constitute an effectiveness condition. The delayed counterpart 
payments have not materially impacted project performance. Overall, past project 
and sector fiduciary challenges are further detailed in Appendix E. 

28. 
has been developed in response to these challenges and has been agreed to with 
Government, as has been reflected in the Minutes o f  Negotiations. Given the above 
governance concerns, the Bank’s Internal Audit Department included the current 
operation as part o f  i ts December 2008 Malawi Portfolio Review, and recommended a 
downgrade to an “Moderately Unsatisfactory” financial management rating. 
However, given the progress to date, a “Moderately Satisfactory” rating has been 
retained. Apart from agreement on the Financial Management Improvement Action 

The attached Financial Management Improvement Action Plan (Appendix D) 
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Plan, the retention of “Moderately Satisfactory” rating i s  viewed as justified by the 
responsible fiduciary team for the following reasons: 

(a) There have been improvements in NAC’s fiduciary oversight systems 
since the indicated ineligible expenditures were discovered in 2007. 
NAC’s subsequent 2008 audit reports (both external and internal) do not 
indicate any further ineligible expenditures. Also, as previously noted, the 
related Board condition has been substantially met. 

own financial management system o f  Internal Audits (Le. self-detected and 
self-reported). 

(c) NAC’s last three financial audit reports (FY06, FY07, and FY08) have 
been unqualified. 

(d) The principle o f  materiality has been considered and applied to yield the 
current “Moderately Satisfactory” financial management rating. The NAC 
manages an estimated annual expenditure o f  over US$lOO million. The 
above noted ineligible expenditures constitute less than 0.10 percent o f  
NAC’s annual expenditures and were captured by their financial oversight 
controls. 

(b) The FY07 ineligible expenditures were identified as a result o f  NAC’s 

29. 
Financing operation (US$30 million over three years) assumes higher per annum 
financing than the original operation (US$35 million over five years). However, these 
more ambitious disbursement targets are justified on the basis o f  the financial gaps in 
the national program, in addition to the increase in absorption capacity at country- 
level and demand for HIV/AIDS service delivery over the implementation period o f  
the original operation. 

Disbursement Performance: With respect to disbursements, the Additional 

30. In terms o f  funding levels, within the original pooled financing arrangement, 
IDA contributed an average of  12 percent o f  the total funding committed during this 
period. Given current declared donor commitments over the three year period o f  the 
proposed Additional Financing, and anticipated new commitments, IDA’s relative 
proportion o f  financing will likely remain between 10-1 5 percent of  total 
commitments over the duration o f  the Additional Financing. The detailed estimated 
program costing and commitment table i s  included as Appendix F of  the Project 
Paper. 

3 1. Rationale for Requesting the Additional Financing: Despite the 
challenging development context o f  Malawi, substantial progress has been made 
during the last four years o f  IDA financing, especially in testing, treatment and care o f  
those affected by HIV/AIDS. The proposed Additional Financing builds on these 
achievements and seeks to ensure that the momentum developed to date i s  continued 
and intensified, while also focusing on the identified and substantial gaps. The 
national program i s  now in a position to substantially increase i t s  reach and impact, 
particularly with respect to strengthening prevention and the ruraVdecentralized 
response to HIV/AIDS. The Government views IDA’s continuing financial support 
as critical to addressing fiduciary and technical needs over the next three years, a 
“bridging period” during which the next NAF, supporting a stronger evidence-based 
approach, will be finalized (the current NAF expires in 2012). The final year o f  the 
proposed Additional Financing operation will support the development o f  the next 
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NAF, thereby continuing and strengthening the evidence-based approach o f  the 
previous period. As a result, the proposed operation i s  in accordance with OP13.20 
(Additional Financing for Investment Lending) since it wil l support the scale-up o f  
activities under the original financing. 

32. 
that scale-up the original project’s impact and development effectiveness, including 
the strengthened focus on evidence-based prevention strategies for vulnerable groups. 
Additional Financing has been assessed by IDA and Government as the appropriate 
instrument to consolidate and expand gains from the original IDA operation. 
Addressing HIV/AIDS in a comprehensive and sustained manner requires a long-term 
commitment and the continued involvement o f  the Bank i s  consequently viewed as 
both politically and financially critical. As noted earlier, the proposed Additional 
Financing operation would finance a further three year time slice o f  a national 
program. 

The Additional Financing wil l support the financing o f  expanded activities 

33. 
o f  the previously noted change in financial flows regarding the proposed use o f  the 
Reserve Bank o f  Malawi  instead o f  a commercial bank. The proposed changes 
consist primarily o f  extending the Bank’s financial contribution to  the project by 
US$30 mill ion. The economic, financial, and technical justifications remain the same 
as in the original project. The project components and implementation modalities 
also remain unchanged. The waste management plan from the original operation 
remains relevant given the consistency in program design, structure, and activities, as 
has been confirmed by the Africa Regional Safeguards Unit. A new MOU between 
Government and the Pooled.Financing Partners has been signed to  extend the current 
program arrangements to  2012, in line with the current NAF and also the proposed 
Additional Financing operation. 

The project remains as originally designed and appraised, with the exception 

111. PROPOSED CHANGES 

34. 
proposed to be modified to reflect changes in the Regional requirements regarding 
PDO structure o f  new HIV/AIDS operations. At the time at which the original project 
was approved (FY04), task teams were largely expected to construct PDOs with 
wording alluding to  overall objectives o f  “reducing prevalence” and/or “reducing 
transmission” o f  HIV infection. Use o f  the phrase “reduction in 
prevalence/transmission” as a PDO for an HIV/AIDS operation, however, i s  no longer 
accepted as an appropriate measure o f  efforts to respond to the epidemic in the short 
to medium-term. This Regional change was necessitated by the mismatch between 
the original PDO statement o f  most MAP projects, and actual project components. It 
was noted by the Region that PDOs for many HIV/AIDS operations were set at too 
high a level, given the activities financed, and contributed to many projects being 
rated unsatisfactory by the Bank’s Independent Evaluation Group. The detailed 
rationale for this change was presented and endorsed in the “Memorandum and 
Recommendation o f  the President for the Umbrella Restructuring for Projects under 
the Multi-Country HIV/AIDS Program for Africa”, which was approved by the Board 
o f  Executive Directors on  June 29,2007 (Report No. 39906-AFR). 

Restructuring o f  the Project Development Objective: The PDO i s  
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35. 
opportunity to restructure the PDO and address this challenge. As a result, this 
Additional Financing operation proposes a restructuring/revision o f  the wording o f  the 
PDO, in congruence with these new Regional requirements. The indicators for the 
proposed Additional Financing are aligned with the Africa Regional HIV/AIDS 
Regional Scorecard. Malawi’s National HIV/AIDS Monitoring and Evaluation 
framework was already aligned with the agreed United Nations General Assembly 
Special Session on HIV/AIDS indicators, requiring no additional adjustments to meet 
this standard. The original PDO, i ts proposed revision, and the key performance 
indicators are presented in Table 1 (below). The results framework for the Additional 
Financing i s  presented in Appendix B. 

Preparation o f  the Malawi Additional Financing project provides an 

Original P DO: 

Proposed Revised PDO: 

To reduce the transmission o f  HIV, to improve the quality o f  l i fe  o f  
those infected and affected by AIDS, and to mitigate the impact o f  
HIV/AIDS in all sectors and all levels o f  Malawian society. 

To increase access to prevention, treatment, and mitigation services, 
with a focus on behavioral change interventions and addressing the 
needs o f  highly vulnerable populations, including those affected and 
infected by the epidemic. 

Key performance 
Indicators: 

36. 
opportunity to address Government’s earlier request for a change in the financial 
management arrangements for the Grant, as compared with the Original Grant. This 
proposed modification in financial management arrangements would involve use o f  
the Reserve Bank o f  Malawi for the Designated Account, instead o f  the commercial 
bank currently being used. As noted earlier in the Project Paper (Paragraph 14), this 
change i s  further detailed in Appendix D. 

Financial Management: Preparation o f  the Additional Financing provides an 

Proportion o f  sexually active males and females who report having had 
sex with a non-regular partner within the previous 12 months (by age 
cohort). 
Proportion o f  sexually active males and females who report condom use 
during last high-risk sexual encounter (sex with a non-cohabitating or 
non-regular partner) within the last 12 months (by gender and age 
cohorts, 15-24 years, 25-49 years). 
Median age at first sex among 15-24 year olds (by gender). 
Proportion o f  young people (15-24 years) who both correctly identify 
ways o f  preventing transmission and who reject major misconceptions 
about HIV transmission (by gender). 

37. Extension and Reallocations: A six-month extension o f  the closing date o f  
the original financing (from December 3 1 , 2008 to June 30,2009) was approved on 
November 2 1 , 2008. This constituted the first closing date extension o f  this 
operation. A subsequent three month extension o f  the original financing (from June 
30,2009 to September 30,2009) was approved on May 5,2009. The proposed 
Additional Financing operation would further extend the closing date by three years, 
until September 30,2012. The closing date o f  the original grant also has been 
extended to September 30,20 102 to coincide with the closing date o f  the Additional 
Financing. There i s  no reallocation o f  the Original Grant. 
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Component Original Proposed 
Project Financing Additional Financing 

(US$ million) (US$ million) 

1. Prevention & Advocacy 
2. Treatment, Care and Support 

4. Sectoral Mainstreamine 
3. Impact Mitigation 

IV. CONSISTENCY WITH THE COUNTRY ASSISTANCE STRATEGY 

14.55 16.00 
4.00 3.00 
0.95 2.00 
4.85 3.00 

39. The proposed Additional Financing i s  consistent with the FY07-10 Malawi 
CAS and also supports the Government’s MGDS. The proposed new HIV/AIDS 
financing was included among the planned FY09 lending deliverables noted in the 
CAS. The activities o f  the proposed operation remain consistent with results 
stemming from the CAS (Outcome 3), which seeks to decrease vulnerability at the 
household level to HIV/AIDS and malnutrition. The proposed Additional Financing 
wil l address the CAS objective o f  translating awareness o f  HIV/AIDS into behavior 
changes, improving the availability o f  medical commodities, and increasing access to 
prevention, treatment, and mitigation services. 

5. Capacity Building & Partnerships 
6. Monitoring, Evaluation and Research 
7. National Leadership and Coordination 

Total: 

V. APPRAISAL OF SCALED-UP PROJECT 

3 -40 2.00 
2.90 2.00 
4.35 2.00 
35.0 30.0 

L 

40. Project Implementation Arrangements: The institutional arrangements for 
the Additional Financing remain unchanged from the original operation. The N A C  
remains the institutional home o f  the national multi-sectoral response in Malawi. The 
N A C  has been a stable agency in terms o f  both governance and management over the 
past seven years - a particularly notable achievement within the challenging context 
o f  Malawi. 

41. 
environmental analyses and justifications remain the same as in the original Project 
Appraisal Document. 

Project Analyses: The fiduciary, economic, technical, social, and 

(a) Fiduciary Analysis: The project’s regular financial reporting i s  
provided through quarterly FMRs submitted to the N A C  Board and to 
the Pooled Donors. The N A C  has established acceptable financial 
management systems to account for i ts funding, including an internal 
GMU. There has been an increase in fiduciary capacity to  plan and 
manage financial management and procurement processes effectively 
over the past two years. This fiduciary assessment was validated by 
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the 2007 NAC Financial Management and Procurement Assessment, 
which was conducted by the Pooled Funding partners under the 
leadership o f  the World Bank. 

(b) Economic Analysis: The National HIV/AIDS Program (2005-2012) 
has been costed at US$607 million. Based on the current costs o f  ARV 
treatment in Malawi, it i s  estimated that the cost effectiveness o f  
prevention activities i s  at least 10 times that o f  treatment. As 
previously noted, a reduction in HIV prevalence levels i s  expected to 
correspondingly reduce the AIDS-related reductions in GDP growth in 
Malawi. Though not included in macroeconomic indicators, averted 
death and disability among other population groups (e.g. informal 
sector workers or unemployed) also would affect the macro economy, 
through reduced AIDS-related poverty or income inequalities. 

‘ 

(c) Technical Analysis: The technical aspects o f  the NAF have been 
aligned with international best practice, particularly given the 
increasing focus and resource allocation on prevention. Assuming 
continued strong financial and technical support through the Pooled 
Funding approach (in addition to support from discrete donors), it i s  
l ikely that many key prevention, treatment, and mitigation targets will 
continue to  be met. The next phase o f  NAC’s work plan will also 
support the Malawi decentralization process hr ther  and expand 
operational partnerships with District Assemblies. A new prevention 
strategy i s  being developed and will address the noted issues and 
challenges to  the national response. The new prevention strategy wil l 
address the fact that risk behaviors and vulnerabilities involve a 
complex web o f  economic, legal, political, cultural and psychosocial 
determinants that must be analyzed and addressed at the policy and 
program levels. It wil l focus more heavily on operations research, 
given that effective prevention programming required a thorough 
understanding o f  the critical relationships between the epidemiology o f  
HIV infection, the risk behaviors that transmit HIV, and the cultural, 
institutional, and structural factors that aid or impede peoples’ abilities 
to access and use HIV information and services, and subsequently 
make them more or less vulnerable to HIV infection. 

(d) Environmental Analysis: There are no unresolved safeguard issues 
associated with the current operation. All legal covenants have been 
met and the implementation o f  the waste management plan i s  
proceeding in a satisfactory manner. The proposed Additional 
Financing will not change the environmental category o f  the project or 
trigger any new safeguard policies, and, consequently, does not involve 
any exception to  Bank policies. The Health Care Waste Management 
Plan for the original project was developed in a participatory manner 
with Government and key stakeholders and finalized in June 2003. The 
implementation o f  this plan was assessed as satisfactory by the Mid- 
Term Review. The Health Care Waste Management Plan remains 
valid and will continue to  be implemented under the Additional 
Financing. 
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(e) Social Analysis: The 2006 Mid-Term Review noted that progress has 
been made in raising the profile o f  the HIV/AIDS challenge in Malawi, 
and in improving the voice o f  people living with HIV/AIDS within the 
national response. These are encouraging signs and, especially 
through continued funding o f  civil society organizations, the NAC wil l  
be able to support further community-based mobilization and program 
implementation. However, stigma, the low status o f  women, 
discrimination against vulnerable groups, and some traditional 
practices continue to hamper progress in addressing the socioeconomic 
context o f  the HIV/AIDS epidemic in Malawi. Such issues provide the 
substrate for the rising H I V  prevalence in rural areas o f  Malawi, where 
traditions remain strongest, where stigma i s  highest, where service 
access i s  weakest, and where the adoption o f  behavior change 
strategies has been most limited. As previously noted, there remains 
an urgent need for more intensified and more targeted prevention 
efforts addressing the needs and vulnerabilities o f  populations at 
increased risk o f  HIV infection. Prevention strategies in Malawi need 
to address both risk and deep-rooted causes o f  vulnerability. In view 
o f  existing social challenges, the Additional Financing will strengthen 
the NAC’s capacity to design and implement HIV/AIDS interventions 
targeting vulnerable groups. In the process, the NAC wi l l  be supported 
to develop measurable targets against which it wi l l  assess progress and 
effectiveness in responding to the needs o f  specific vulnerable 
populations. The NAC i s  working with the Ministry o f  Women and 
Child Development, among other agencies, to more effectively address 
these issues. 

42. 
sustainability o f  the proposed Additional Financing are summarized below. 

Sustainability: Key issues related to the institutional, technical, and financial 

(a) Institutional Sustainabilitv: The Malawi N A C  was established in July 
2001 and administratively reports to the Office o f  the President and 
Cabinet. The NAC has developed substantial experience in managing and 
coordinating the national response over the last seven years. Most o f  the 
program i s  being implemented through existing institutions in the country, 
particularly the Ministry o f  Health and other l ine ministries. While there 
are capacity challenges related to the line ministries, as noted above, there 
are also continuing efforts to address these issues over the longer term. 
The planned greater focus on decentralized structures, including Local 
Authorities, wi l l  also help to assure longer term institutional sustainability. 
The planned establishment o f  a Trust to replace the current Central 
Medical Stores wi l l  help enable greater institutional sustainability in the 
pharmaceuticals sector, which i s  particularly critical given the expanding 
national ARV treatment program. 

(b) Technical Sustainabilitv: A significant proportion o f  the national program 
i s  related to the bio-medical response (testing and treatment), which i s  
implemented through the Ministry o f  Health and the Christian Health 
Association o f  Malawi. They have put in place quality assurance systems 
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to improve the technical quality o f  their HIV/AIDS services. Impact 
mitigation activities are implemented through districts, NGOs and CBOs. 
Funding to these organizations i s  on the basis o f  their existing activities in 
supporting individuals, families and communities. 

(c) Financial Sustainabilitv: Financial sustainability o f  the national response 
continues to be the major risk o f  this program. The national HIV/AIDS 
response i s  heavily dependent on donor funding, with an estimated 3 
percent o f  resources from Government and 97 percent from external 
sources. In addition to the annual US$2 million counterpart financing to 

. the HIV/AIDS Pool, the Government i s  providing 2 percent o f  i t s  other 
recurrent transactions budget to ministries in support o f  HIV/AIDS 
activities. A significant proportion o f  the national health budget i s  spent 
on HIV/AIDS-related services (estimated at up to 60 percent), and if 
projections for the number o f  people to be provided ARVs are realized, 
then it i s  likely that demands for HIV/AIDS funding could dwarf the entire 
national health budget. 

VI. EXPECTED OUTCOMES 

43. 
HIV/AIDS program, as well as the supporting monitoring and evaluation system to 
collect and analyze data on the epidemic and the national response. The project 
indicators are derived from the original Results Framework and are detailed in 
Appendix B. 

The NAC has developed a comprehensive results framework for the national 

VII. BENEFITS AM) R I S K S  

44. 
remain relevant, and two additional risks have been included for the Additional 
Financing as noted below. The original operation was assessed as possessing a 
“Substantial” overall risk level, given both the epidemic and country context. With 
respect to project benefits, containing and reversing the HIV/AIDS epidemic requires 
balancing the need to achieve short-term results with efforts towards the longer term 
goal o f  creating an environment that reduces HIV risk, promotes innovation, and 
supports sustained and universal access to H I V  prevention, treatment, and mitigation. 
Ultimately, the proposed Additional Financing would contribute to slowing the spread 
o f  the epidemic and to alleviating the burden on individuals and households, in 
addition to supporting enhancing institutional capacity among counterparts. 

The benefits and risks as stated in the original Project Appraisal Document 

45. 
system, poor district level coordination, and limited capacity at all levels. An 
additional risk for the proposed Additional Financing derives from the magnitude and 
maturity o f  Malawi’s HIV/AIDS epidemic, as this may limit the measureable 
effectiveness o f  interventions in the short-term. A more comprehensive and evidence- 
based NAF has been developed by NAC and i t s  Development Partners in response to 
this risk. A second additional risk for the proposed Additional Financing i s  the high 
level o f  external financing to the national HIV/AIDS response (3 percent Government 
resources versus 97 percent external resources), which increases the risk to program 
sustainability. In recognition o f  the above risks and challenges, Development 

The majority o f  program risks relate to weaknesses in the national health 
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Partners are making substantial investments in strengthening the NAC, the Ministry o f  
Health, c iv i l  society organizations, and the Malawi health/AIDS service delivery 
systems, more generally. * 

VIII. FINANCIAL TERMS AND CONDITIONS FOR THE ADDITIONAL 
FINANCING 

46. 
Agreement signed by the Government o f  Malawi and IDA. 

The additional financing wil l be provided as an IDA grant through a Financing 

Effectiveness conditions: 
47. 
the following: 

In addition to standard conditions, the effectiveness conditions will include 

(a) The Recipient has deposited the equivalent o f  US$l.3 mi l l ion into the 
Project Account for amounts outstanding pursuant to Section 3.04 (b) o f  
the Original Financing Agreement and required to finance the Recipient's 
contribution for expenditures under the Original Project. 

(b) The Recipient has made into the Project Account the f i rst  o f  the quarterly 
deposits into the HN/AIDS Pooled Fund. 

(c) The Recipient has adopted a national HIV/AIDS prevention plan, in form 
and substance satisfactory to the Association. 

Disbursement condition: 
48. The Annual Work Plan and Budget for each Fiscal Year will have has been 
approved by the Association, in advance o f  disbursement for the given Fiscal Year. 

Covenants: 
49. The dated covenants will include the following: 

(a) No later than December 3 1,2009, the Government will have established a 
Trust, to replace the current Central Medical Stores, with an institutional 
framework, functions, and resources satisfactory to  the Association, for 
purposes o f  public healthlmedical procurement (so that the Trust can 
assume the procurement role currently fil led by UNICEF). 

(b) No later than two months after the Effective Date, the Government will 
have adopted audit terms o f  reference that are satisfactory to  IDA. These 
Terms o f  Reference will specifically include the verification o f  al l  FMRs 
used as a basis for submission o f  grant Withdrawal Applications. 

(c) Deposit into the Project Account, on a quarterly basis throughout Project 
implementation, an amount equivalent to $500,000, or such other amount 
as agreed with the Association, required to finance the Recipient's 
contribution for expenditures under the Project, other than those financed 
from the proceeds o f  the Grant. 
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APPENDIX A: PREPARATION AND TIMETABLE OF KEY PROCESSING 
STEPS 

Technical Discussions / Project Negotiations 
RVP Approval 
Board Presentation 
Date o f  Planned Effectiveness 
Grant Closing 

Project Milestone 

April 7-8,2009 / June 25-26,2009 
July 30,2009 
August 25,2009 
September 2 1,2009 
September 30,2012 

Date I 

Name Title Unit 

IDA staff and consultants involved in the preparation o f  this project included: 

Cecile Ramsay 
Warren Waters 
Elizabeth Ninan 

Operations Adviser AFTQK 
Adviser (Environmental & Safeguards) AFTQK 
Public Sector Specia l isW AFTHV 
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APPENDIX B: MONITORING INDICATORS AND ACTION PLAN 

50. 
July 2003. Four years after the writing o f  this M&E Plan, many elements o f  the 
central-level structure necessary to  the M&E system are now in place. The N A C  
Activi ty Reporting System has been developed and operationalized and N A C  i s  
working with institutional partners collecting other data relevant to the National 
Response. Meanwhile, the National Strategic Framework (2000-2004) has been 
replaced by the NAF (2005-2009, now updated to 2012). The National HIV/AIDS 
M&E Plan was revised in 2007/2008 in response to implementation challenges and to 
be in line with international standards. Efforts to decentralize the M&E system by 
devolving responsibility to  the districts are underway. The aim i s  to have districts 
take greater ownership o f  the collection, analysis, and use o f  data to improve 
implementation o f  programs. 

The National HIV/AIDS Monitoring and Evaluation Plan was completed in 

5 1. 
Reporting Form to capture data on all non-health related HIV activities in the district, 
and to share this information with N A C  on a quarterly basis using the Local Assembly 
Quarterly Service Coverage Report. Health related data i s  captured through the 
Health Management Information System (HMIS). Data i s  collected from health 
facilities on a monthly basis and reported to Local Assemblies (District Health 
Officers) on a quarterly basis. A comprehensive review o f  the HMIS i s  underway. 
After the review, the HMIS will be upgraded to capture more HIV/AIDS related 
indicators. N A C  will s t i l l  be responsible for consolidating the data from the districts 
into National Service Coverage Reports. Population-based surveys are periodically 
conducted as part o f  the national M&E system. In addition, BSS and Multiple 
Indicator Cluster Surveys are undertaken to  capture HIV/AIDS prevalence and related 
behaviors for various sub-populations. The N A C  also plans to  commission impact 
evaluation studies in prioritized areas. 

Districts will be responsible for completing the Local Authority HIV/AIDS 

52. 
and lack o f  data quality assurance. These have been critical challenges for many o f  
the data sources, particularly the N A C  Activity Reporting System and the H M I S .  
Currently, data i s  not being consistently used to inform the approaches used in the 
National Response. Efforts are underway to improve quality o f  data collection, and 
management within the National M&E system. The Monitoring and Evaluation 
Information System Technical Working Group has been appointed by the N A C  to 
advice on the M&E system. It i s  comprised o f  representatives o f  line ministries, 
research institutions, development partners, and NGOs, and other coordinating bodies. 
In addition, standardized data quality protocols have been developed in which roles 
and responsibilities have been clearly allocated. Key M&E personnel have been 
trained on the use o f  the protocol. Data quality audits have been instituted to enhance 
the quality o f  data that i s  captured. 

Data quality has been severely compromised by underreporting, late reporting, 

53. 
reports. While in-depth analysis and use o f  data i s  occurring in isolated instances, it 
has not yet become national practice. This will be strengthened as part o f  the national 
capacity building effort for the M&E system. The basic structures are in place to 
collect data that i s  vital to the National Response to HIV/AIDS. Improvements in the 
coordination and cohesiveness o f  the M&E system, the quality o f  the data produced, 

In recent planning meetings, NAC has made use o f  evidence from existing 
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and the use o f  that data to implement HIV/AIDS programs more effectively are 
possible. Higher-level leadership, fill synchronization o f  efforts, and adequate 
technical support and finding wi l l  help to ensure that the M&E system in Malawi i s  a 
reliable and useful system that plays a vital role in informing the planning and 
implementation processes that comprise the National Response to HIV/AIDS. 

Item 

54. The results framework for the proposed Additional Financing i s  a subset o f  the 
overall framework for the NAF and also i s  congruent with Malawi’s Universal Access 
indicators and targets. The Results Framework adheres to the guidelines presented in 
the HIV/AIDS Score Card, as required for World Bank-financed projects in Africa, 
and derives from the M&E framework o f  the original project. 

Observed Actions Required Responsible 
Deficiencies Entity 

Monitoring and Evaluation Improvement Action Plan 
55. 
HIV/AIDS M&E system, immediate improvements need to be made. The following 
Action Plan (Table 3) includes the key recommendations from the 2009 Independent 
Review o f  the Malawi National Response to HIV/AIDS. Table 4 presents the 
proposed Results Framework for the Additional Financing. 

In order to improve the quality and use o f  data and enable a strong National 

Need to provide missing baseline 
and performance targets for key 
indicators included in the National 
M&E Framework to enable 
stronger program monitoring and 
use o f  data for decision-making. 

N A C  
- 
1 

2 

Missing data 
(target & baseline 
measures) for the 
National M&E 
Framework 

Dataquality Need to develop a strategy to N A C  
concerns ensure all key performance 

indicators are updated at input and 
output levels. 

3 Central reporting 
for national 
HIV/AIDS 
activities 

supporting that all agencies 
implementing HIV/AIDS 
activities report to NAC. 

I I I 

Completion 
Date 

December 
2009 

December 
2009 

Continuous 
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APPENDIX C: PROCUREMENT IMPROVEMENT ACTION PLAN 

Item 

1 

- 
2 

- 
3 

- 
4 

- 

Observed 
Deficiencies 

Actions Required 

Overall procurement 
plan does not include 
prior review contracts 
to be executed by 
Grant Recipient 
Organization. 
Procurement 
monitoring is  
inadequate 

Model template for 
request for quotations 
has deficiencies. 
Specifications are 
either not prepared 
and included in the 
Request for Quotation 
or they are too 
detailed for objective 
evaluation 
Bid evaluation i s  only 
based on price. Post 
qualification o f  lowest 
evaluated bidders not 
consistently 
undertaken 

Contract 
administration i s  
inadequate with no 
acceptance reports for 
goods and reports 

Prepare a twelve monthly 
procurement plan to include all prior 
review contracts by Grant Recipient 
Organizations 

Update procurement plan regularly 
showing actual vs. planned and 
share with IDA procurement 
progress report quarterly 

Introduce centralized procurement 
planning for common capital goods 
such as vehicles and office 
equipment required by many GROs 

Improve model document for 
Request for Quotation to include 
specifications, deadline for 
submission, delivery terms and 
payment terms 

Improve specifications and highlight 
main functionality requirements 

Undertake evaluation o f  quotations 
including evaluation o f  adherence to 
specifications 

Undertake post qualification o f  
lowest evaluated bidders to 
determine their capability to execute 
contracts 

Undertake inspection and 
acceptance o f  goods and reports 
submitted by suppliers and 
consultants. Reports should be 
available on f i le  

Responsible 
Entity 

N A C  

N A C  

N A C  

N A C  

N A C  and 
GROs 

N A C  and 
GROs 

N A C  and 
GROs 

N A C  and 
GROs 

Completion 
Date 

May 15 o f  
each year 

Quarterly 

July 2008 
(Done) 

Completed 

Continuous 

Continuous 

Continuous 

Continuous 
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Item I Observed 

6 

- 
5 

Procurement staff at 
NAC needs 
strengthening and 
Central Medical 
Stores (CMS) 
procurement requires 
strengthening 

deficiencies 
Capacity building 
required for NAC 
Grant Officers and 
GROs 

Actions Required 

Translate grant facility manual to 
local languages 

Hold procurement workshop for 
NAC Grant Officers who are the 
main interface with GROs 

Hold training workshop for GROs 
soon after grant approval but before 
disbursement o f  funds 

Train key NAC management staff in 
Bank procurement policies and 
procedures 

Train CMS and NAC procurement 
staff in procurement of health sector 
goods 

Strengthen NAC procurement unit 
by employing additional staff to 
ably undertake centralized 
procurement and supervise Grant 
Recipient Organizations 

CMS Trust in place 

Responsible 
Entity 

NAC 

NAC 

NAC 

NAC/MOH 

World Bank 

NAC 

Ministry o f  
Finance 

Completion 
Date 

September 
30,2009 

One every 
year 

As required 

August 30, 
2009 

August 30, 
2009 

Done 

December 
31,2009 
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APPENDIX D: FINANCIAL MANAGEMENT IMPROVEMENT ACTION PLAN 

Item 

4 

5 

6 

Observed Deficiencies 

Persistently delayed audit 
reports. There i s  need to 
improve on the timeliness of 
audits and audit reports. 

There i s  no empirical 
evidence that the external 
auditors review the FMRs as 
a basis o f  disbursements. 

Refund of  ineligible 
expenditures (primarily by 
the National Youth Council) 
o f  about K20 million 
(US$146,000). 

Refund o f  ineligible 
expenditures (staff 
advances) o f  US$196,935. 

IDA’S percentage 
contribution to the pool was 
not clear 

Government o f  Malawi i s  in 
arrears of  MK185.2 million 
(US$1.3 million) in terms o f  
counterpart funding 

Actions Required 

Timeliness of  the audit report to 
be part o f  the terms o f  reference 
(TORs). Auditors and agreed 
audit TORs should be in place 
two months after effectiveness 
for the FY 2009 audit. An audit 
plan has been agreed with the 
auditors. I t  i s  noted that the 
current auditors have been 
contracted for three years and 
therefore, there should be no 
delays due to procurement in 
the next two years. 

The external audit TORs should 
specifically refer to the work 
the auditors are expected to 
perform on the FMRs that were’ 
used as a basis for 
disbursement. 

Government has provided an 
equivalent o f  ineligible 
expenditures 

Government has provided the 
equivalent of outstanding 
advances. 

NAC wil l  provide a calculation 
and explanation with future 
withdrawal applications 

NAC wil l  follow-up discussions 
with MOF to clear the arrears. 

Responsible 
Entity 

NAC 

NAC 

NAC 

MOF 

NAC 

MOF 

Completion 
Date 

Two months after 
effectiveness 

Two months 
after 
effectiveness 

Substantially 
met. TheFMR 
application for 
June 2009 wil l  be 
revised to deduct 
the ineligible 
expenditures of  
US$6,043 
equivalent. 
Completed 

On-going 

Effectiveness 
condition 
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Item 

7 

Observed Deficiencies 

UNICEF i s  acting as 
both Procurement Agent 
as well as distributor o f  
drugs for NAC 

UNICEF account i s  not 
being reconciled 
regularly 

NAC does not have a 
formally documented 
and approved Business 
Continuity Plan 

Actions 
Required 
Government 
should build 
capacity at CMS 
to take up the 
responsibility. In 
this regard, the 
CMS Trust 
should be in 
place before 
January 2010. 

The deliveries by 
UNICEF should 
be reconciled to 
the liquidation 
reports. 

Develop a 
Business 
Continuity Plan 
for use when 
systems fail or 
are disrupted. 
This i s  in 
progress. 

Responsible 
Entity 
MOF 

NAC 

NAC 

Completion Date 

December 3 1,2009 

On-going 

December 3 1,2009 

IDA Funds flow mechanism through the Reserve Bank o f  Malawi Foreign Currency 
Denominated Designated Account 

56. The Government o f  Malawi and the funding partners o f  the National AIDS 
Commission have signed a M O U  for the period to 20 1 1. The IDA has signed the M O U  as 
a Pooled Funding partner. The other Pooled funding partners include the Global Fund, the 
Kingdom o f  Nonvay/Government o f  Sweden, DfID, and the Government o f  Malawi. 

57. 
(pooledhasket) account and subscribe to common reporting principles. Currently all the 
Pooled partners, except for IDA (which currently uses a commercial bank), have agreed 
and started to channel their disbursements through the Reserve Bank Malawi (RBM) 
Account in order to harmonize the funding flow operation. I t  i s  therefore desirable that the 
IDA funding i s  also now channeled through this account in order to reduce transactional 
costs and ensure full alignment with the donors with respect to funding mechanisms. 

The Pooled funding partners provide their funding contribution through a joint 

58. Following this proposed modification, as a Pooled funding partner, the IDA shall 
deposit their share o f  the projected funding requirements into the NAC/Office o f  the 
President and Cabinet (OPC) Pooled Foreign Currency Denominated Designated account 
held at the RT3M. The draw downs from the account shall be made into the local operating 
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account to meet forecasted expenditures in Malawi Kwacha. Draw downs shall also be 
made to meet foreign currency payments for goods and/or services. 

59. 
funding partners. 

The figure below illustrates the revised funds f low mechanism for the Pooled 

Figure 2: Funds flow diagram 
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APPENDIX E: PROJECT AND SECTOR FIDUCIARY CHALLENGES 

60. 
project and sector-specific fiduciary challenges. A summary o f  the key challenges and 
their current status o f  resolution i s  presented below. 

The processing o f  the proposed Additional Financing was delayed by a number of 

61. 
following: 

Project-specific fiduciary challenges under the original project grant included the 

(a) Reimbursement of resources used for ineligible expenditures: A challenge 
noted in the FY07 Financial Audit, derives from ineligible expenditures by sub- 
grants recipients. These expenditures, which primarily involve the National 
Youth Council, result from the inability to account for resources (due to missing 
receipts), in addition to some workshop allocations that exceeded Government 
ceilings (including for participant allowances). These expenditures constitute 
the equivalent o f  US$146,000. Additional ineligible expenditures noted in the 
FY07 Financial Audit included NAC staff advances o f  US$196,935 equivalent. 
The full amounts o f  the indicated ineligible expenditures were reimbursed to the 
HIV/AIDS Pool Fund, as required, by April 17,2009. As a result, this issue 
(previously classified as a Negotiations condition) has been satisfactorily 
addressed. The proportion o f  ineligible expenditures to be refunded to IDA o f  
US$6,043 equivalent will be effected in the Withdrawal Application for June 
2009. This amount was not offset in March 2009 since this FMR application 
was processed “for documentation only and no payment.” The June 2009 FMR 
has not yet been received, but i s  expected by August 30,2009. As previously 
noted, this Board condition i s  viewed as having been substantially met. 

(b) Counterpart funds under the original grant: The only pending fiduciary 
challenge, related to the project, i s  the resolution o f  the current arrears in 
counterpart payments to the HIV/AIDS Pooled fund under the original 
financing. As o f  April 1 , 2009, US$1.3 million in counterpart funds had not 
been received from Government. As per the original MOU, Government 
committed to an annual contribution o f  US$2.0 million, which would be paid 
into the Pooled Fund quarterly. Government i s  around three quarters (9 months) 
behind in their Pooled Fund contributions, out o f  a 20 quarter (5 year) 
implementation period. Government has committed to addressing the 
repayment o f  this balance at the start o f  their new fiscal year. Following the 
Technical Discussions, it was agreed that this payment would constitute an 
effectiveness condition. This agreement has been reflected in the Minutes o f  
Negotiations. As previously noted, the delayed counterpart payments have not 
materially impacted project performance. 

62. 
preparation were related to the Health Sector Support Project and the Avian Influenza 
Prevention and Control Project, as noted below: 

Sector-specific fiduciary challenges to the HIV/AIDS Additional Financing 
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(a) Health Sector Support Project (Grant Nos. H1380 and H2480): The Malawi 
Health Sector Support Project closed on September 15,2008. At the time o f  
Technical Discussions (April 8 , 2009), there remained two pending fiduciary 
challenges related to  this US$20 mi l l ion equivalent IDA grant operation, as 
detailed below. Bo th  o f  these issues have since been fully resolved. 

(i) Reimbursement of funds used towards misprocured items under the 
Health Sector Support Project: A Declaration o f  Misprocurement in 
the amount o f  US$33,8 18 was issued by the Bank on October 17,2008. 
Fol lowing extensive dialogue with Government, the full amount o f  the 
misprocurement was refunded to IDA on April 2 1 , 2009. As a result, 
this previous condition o f  Board o f  the HIV /A IDS Additional Financing 
has been satisfactorily addressed. 

(ii) Submission of the overdue audit reports under the Health Sector 
Support Project: The audit report for the Health Sector Support Project 
was due o n  December 3 1 , 2008. I t  was received on April 28,2009. As 
a result, this previous condition o f  Negotiations o f  the HIV/AIDS 
Additional Financing has been satisfactorily addressed. The audit was 
submitted with an “except for” qualification. However, the issues that 
led to the qualified audit opinion have since been fully addressed and 
the auditors have issued a letter to Government dated May  4,2009 to 
this effect. 

(b) Avian Influenza Prevention and Control Project (Grant No. TF58316): This 
US$1 .O mil l ion trust  funded operation was approved on July 17,2007 but did 
not initiate expenditures until September 2008. As noted in the f i rs t  Interim 
Unaudited Financial Report (IFR) for this operation, which covered the period 
July-December 2008, given this implementation delay, a waiver o f  the audit for 
the period ended June 30,2008 was obtained from the Regional Financial 
Management Unit. The IFR will be submitted for disbursement by August 3 1 , 
2009. This audit waiver was recorded in the Audit Report Compliance System 
on March 9,2009. As a result, the receipt o f  this Trust Fund audit was removed 
as a pre-requisite for the processing o f  the HIV/AIDS Additional Financing 
operation. In the absence o f  this waiver, the Avian Influenza audit would have 
been required as a condition for Negotiations for the HIV/AIDS Additional 
Financing, as per B P  10.02/Annex A. Given weak performance and reporting 
over the past two years, i t has been agreed with Bank management that this trust  
fund will be closed, in advance o f  i t s  August 3 1 , 20 10 closing date. 

63. 
in response to  the above project and sector challenges and has been agreed with 
Government, as has been reflected in the Minutes o f  Negotiations. 

The Financial Management Improvement Action Plan (Appendix D) was developed 
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