March 11, 2014

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

Dear Administrator Shah and Director Hammink:

| am writing to alert you to our concerns about cost increases for the Kandahar Helmand Power
Program (KHPP) that | believe require your immediate attention. Specifically, | am concerned about
$75 million the U.S. Agency for International Development (USAID) has obligated for the installation
of an additional power generating turbine at the Kajaki Dam.1 In four years, the estimated cost of
installing this turbine has more than tripled. Moreover, according to USAID’s own analysis, the cost
increase outweighs the benefits derived from the entire KHPP.

In December 2010, USAID awarded a contract to Black
and Veatch Special Projects Corporation (Black & Veatch)
to complete the KHPP. According to USAID, the program is

Table 1: Kajaki Unit 2 Project Cost
Changes (2010-Present)

designed to fuel economic growth by addressing electrical

supply shortfalls in the Kandahar and Helmand provinces. ~ Original Estimated Cost $16,964,925

KHPP is one of USAID’s largest active programs in

Afghanistan, with a total estimated cost of about $266 Current Estimated Cost $75,000,000
million. This project has six components, including the

installation and commission of an additional turbine for Change ($) $58,035,075
the Kajaki Dam, known as the Kajaki Unit 2 Project. In

January 2013, at the request of the Afghan government, Change (%) 342%

USAID removed the requirement for the installation of
Kajaki Unit 2 from its KHPP contract with Black and Veatch  Source: USAID Data; SIGAR analysis

and transferred responsibility to the Afghan government.
However, USAID did not reduce the original total estimated
cost of $266 million for the program, but instead modified the contract to fund technical assistance
support to the Afghan government. USAID then obligated an additional $75 million under an existing
grant with the Afghan government to fund the installation of the turbine unit. As shown in Table 1,
the $75 million to be provided to the Afghan government is approximately $58 million more than the
original estimated cost of the turbine unit.

1 The funding was obligated under the existing USAID Strategic Grant Agreement for a Thriving Economy Led by the Private Sector. The
Kajaki Dam has long been recognized as a potential source of sustainable and renewable power to southern Afghanistan. The United
States first began construction on the Kajaki Dam in the early 1950s to provide irrigation and electricity to the region. The dam has been
plagued by problems and neglect throughout its history and remains incomplete.



With the additional funding provided for the Kajaki Unit 2 project, the cost for all six components of
the original KHPP consequently increased by $75 million to $345 million. This cost increase
indicates that the KHPP may no longer be economically viable. According to a 2011 USAID economic
analysis of KHPP, the costs of the program would outweigh its benefits if actual costs exceeded the
estimated costs by more than 16 percent.2 In other words, based on the original cost estimate of
$270 million for the KHPP, any cost increase exceeding $43 million (or 16 percent) would make the
KHPP economically unviable. Our analysis showed that the cost increase of $75 million for the
turbine unit represents a discounted increase of $59 million (or 22 percent) for the overall KHPP.3

Table 2 provides details of our cost calculations.

Table 2: Economic Viability of the KHPP

Total Estimated Cost before Program Is Unviable Actual Cost Discounted Actual Cost
Cost a
Dollar Amount $270,000,000 $313,200,000 $345,000,000 $329,789,541
Percent of Total 100% 116% 128% 122%

Estimated Cost

Source: USAID Economic Analysis of Kandahar Helmand Power Program; SIGAR Analysis
a Discounted to 2011 dollars, see footnote 3 for details.
b The USAID analysis rounded the $266 million cost up to $270 million.

Although USAID has obligated $75 million to the Afghan government to install the turbine unit, those
funds have not been disbursed. Because of our concerns over the cost increases, we are requesting
that before disbursing those funds, USAID explain why the cost of the turbine unit increased from
$16.9 million to $75 million. We would also like to know which considerations were factored into
USAID's decision to approve such an increase given that USAID was aware that the additional
funding would cause the program's costs to outweigh the benefits. We request that you provide a
formal written response no later than March 28, 2014.

2 United States Agency for International Development, Economic Analysis of Kandahar Helmand Power Program (KHPP), 2011. The authors
of the analysis states that “the economic analysis was conducted using traditional methodology of a cash flow analysis considering
economic opportunity costs and benefits. The methodology compares the anticipated benefits and costs of the KHPP against the
counterfactual, which models what the economic situation in Afghanistan would be if KHPP never existed. This economic analysis
compared the annual gross benefit stream against the annual gross costs for an overall analysis of the net benefits.”

3 To maintain consistency with USAID’s analysis, we calculated the net present value of the $75 million cost increase. For our calculations,
we used the same assumptions that USAID did in its Economic Analysis of Kandahar Helmand Power Program. USAID used a 12 percent
discount rate, a base year of 2011, and a base cost of $270 million. Given that the funds were obligated in 2013, we used 2 years for the
time variable in the expression. In order to calculate the value of $75 million in 2011 dollars, we used the following equation:
75,000,000/(1.122)=59,789,541. According to Office of Management and Budget guidance, the standard criterion for deciding whether a
government program can be justified on economic principles is net present value-the discounted monetized value of expected net benefits
(i.e. benefits minus costs). Net present value is computed by assigning monetary values to benefits and costs, discounting future benefits
and costs using an appropriate discount rate, and subtracting the sum total of discounted costs from the sum total of discounted benefits.
Discounting benefits and costs transforms gains and losses occurring in different time periods to a common unit of measurement. The
USAID analysis calculated the net social gain by subtracting the producer loss (costs to the program) from the consumer surplus gained by
the benefits of the program.
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Should you have any questions or need additional information, please contact Jack Mitchell, Director

of Special Projects, at | S ' ' I (hank you in advance

for your attention to this matter.

Sincerely,

John F. Sopko
Special Inspector General
for Afghanistan Reconstruction
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