April 17,2014

Mr. Donald L. “Larry” Sampler
Assistant to the Administrator for Afghanistan and Pakistan Affairs
U.S. Agency for International Development

Dear Mr. Sampler:

Thank you for your comments on SIGAR’s March 11, 2014, inquiry letter regarding our concerns
about cost increases for the Kandahar Helmand Power Program (KHPP) and the related Kajaki Unit 2
Turbine Installation Project.t Your comments focused on three main points. First, you mentioned that
the Kajaki Unit 2 installation cost was estimated to be $89 million, rather than the $17 million cited
in SIGAR’s inquiry letter. Second, you stated that, contrary to SIGAR’s inquiry letter, USAID not only
modified the KHPP contract to include technical assistance to the Afghan government, but also
decreased the total estimated cost of the contract by $38 million. Third, you claimed that KHPP
continues to be economically viable, despite the assertions in SIGAR’s inquiry letter. Let me cover
each of these points in turn.

With regard to the cost of Kajaki Unit 2 installation, your comments note that the $17 million figure
for the original estimated cost of the unit’s installation that was referenced from the original $266
million KHPP contract awarded in November 2010 was never an estimate of the full cost of
installation, but represented merely a “plug figure” place holder for equipment replacement and
installation costs. You further state that the full estimate for the project—$99 million, later
negotiated down to $89 million—had already been provided by Black and Veatch in 2011, prior to
the mid-2012 economic analysis.

However, the 2012 analysis assumed a total cost for KHPP that was similar to the original contract’s
estimated cost—$270 million in the economic analysis compared to $266 million in the November
2010 contract.2? It was, in our view, reasonable to assume that no individual costs had changed
significantly. We, therefore, question how the 2010 contract award value of $266 million and the
2012 economic analysis’s estimated value of $270 million could be so similar if the “plug figure” of
$17 million had, by the time of the 2012 economic analysis, already been more precisely estimated
to cost as much as $99 million and an additional $18 million in increased costs have since been
incurred because of project delays.3

1 SIGAR 14-40-SP, Inquiry Letter: Kajaki Unit 2 Project, March 11, 2014.

2 USAID Afghanistan, Economic Analysis of Kandahar Helmand Power Program (KHPP), 2012, pp. 1 and 5.

3 USAID project documents state that there is a fixed cost of $50,000 per day to maintain the Kajaki Unit 2 project site. To date, the
project has already been delayed by at least 1 year, resulting in over $18 million in increased costs to maintain the project site.
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Regarding your comment that USAID modified the KHPP contract to include technical assistance to
the Afghan government and decreased the total estimated cost of the contract by $38 million, we
acknowledge these modifications occurred. Our original source documentation was USAID’s
“Quarterly Pipeline Analysis Report,” as of December 31, 2013. Apparently, the KHPP contract
modification occurred on December 29, 2013, and was not included in USAID’s “Quarterly Pipeline
Analysis Report” issued 2 days later. As a result, we concur with USAID that the net total increase to
the project’s total estimated cost is $37 million, rather than the $58 million cited in SIGAR’s inquiry
letter.

You also claimed that KHPP continues to be economically viable. Specifically, your comments state
that SIGAR’s assertion that the costs of the program would outweigh its benefits if actual costs
exceeded the estimated costs by more than 16 percent was misconstrued to refer only to USAID
program costs and did not consider other costs, such as diesel, and operation and maintenance.
Instead, you state that costs could increase by up to 21.5 percent and the project would remain
economically viable, holding all other costs constant. However, your comments contradict the
language of the 2012 economic analysis, which stated that “the total costs can only increase by 16
[percent] before the project is no longer economically viable. This would be an approximate $43
million increase in the costs as they are now.”4 Although the economic analysis asserts that it is not
expected that the costs will increase by this amount, you acknowledge in your comments that costs
have increased by $37 million. Therefore, USAID spending on KHPP has very nearly reached the
analysis’s threshold of economic viability.

In addition, other factors affecting the project’s economic viability have changed since the 2012
economic analysis. The analysis stated that a 2-year delay would cause the project to “break even,”
and a 3-year delay would cause the project to no longer be economically viable.5 As noted above, a
1-year delay has already occurred.

The economic analysis also states that economic viability is sensitive to changes in technical losses
in the electrical distribution system and to the willingness of residential customers to pay for
electricity. SIGAR has previously reported on concerns with the Afghanistan national power utility’s
billing systems, particularly in Kandahar.6 In addition, USAID’s Office of Inspector General reported in
September 2013 that the utility currently “does not have adequate cash flow to keep the plants
operating full time” and “operates them on a limited basis to respond to peak demand until users
are willing and able to pay the market rate for diesel power on a full-time basis.””

4 USAID Afghanistan, Economic Analysis of Kandahar Helmand Power Program (KHPP), 2012, p. 12.

5 Ibid.

6 SIGAR Audit 13-7, Afghanistan’s National Power Utility: Commercialization Efforts Challenged by Expiring Subsidy and Poor USFOR-A and
USAID Project Management, April 18, 2013.

7 USAID Office of Inspector General, Audit of USAID/Afghanistan’s Kandahar Helmand Power Project, Audit Report No. F-306-13-001-P,
Sept. 25, 2013, emphasis added.
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In sum, because delays have already occurred and questions have been raised regarding the
willingness of customers to pay for electricity and the utility’s ability to bill customers for the use of
electricity, SIGAR believes that your assertion that the KHPP continues to be economically viable is
questionable. However, we are encouraged by your comment that USAID will conduct an updated
cost-benefit analysis later this year.

While we agree that projects should not be judged solely on the basis of economic cost, it is
important that the maximum value be obtained for U.S. taxpayer dollars. The potentially symbolic
achievements of KHPP do not give USAID a “blank check” to fund the project without limit. As
SIGAR’s analysis shows and your comments acknowledge, significant cost increases and schedule
delays have already occurred. We, therefore, encourage USAID to carefully consider the results of the
planned cost-benefit analysis to ensure that additional funding is adequately justified.

Sincerely,

John F. Sopko
Special Inspector General
for Afghanistan Reconstruction.

Enclosure(s): Attachment I: USAID Response to SIGAR-14-40-SP (March 28, 2014)
Attachment Il: SIGAR-14-40-SP Inquiry Letter: Kajaki Unit 2 Project (March 11, 2014)

CC:

The Honorable Dr. Rajiv Shah
Administrator, U.S. Agency for International Development

Mr. William Hammink
Mission Director for Afghanistan, U.S. Agency for International Development
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ATTACHMENT I: USAID RESPONSE TO SIGAR-14-40-SP (MARCH 28, 2014)
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ATTACHMENT II: SIGAR-14-40-SP INQUIRY LETTER: KAJAKI UNIT 2 PROJECT
(MARCH 11, 2014)
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