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PROJBCT PAPER AfNDtET NO. 3 

EGYPT: CAIRO WhTER SYSTEIM 

SUMMAY AND RECtMMENDATION 

1. Grantee: : Government of the Arab ipublic of Bgypt 

2. Implementing : Ministry of Housing and Public Utilities
Agency General Organization for Greater Cairo 

Water Supply
 

3. Amount 
 : Amendment to add US $6.0 Million
 

4. Total Project Cost : The total foreign exchange component of the 
project is $91.4 Themillion. increase will 
raise USAID's obligation to $97.4 million.
 
The GOE's local currency obligation is 
(dollar equivalent) 48.5 million. The 
increase will raise tne GOE ooligation to 
49.8 million. 

5. Terms : E tire amount as a grant. 

6. Purpose : To increase the quantity and quality of
 
potable water for the central aistrict of 
Cairo. The expansion of the Rod El Farag
Water Treatment Plant will increase the 
treatment capacity by 450,000 cun/d. 

7. Project Description A. Pehabilitation and expansion of the bd 
El Farag Water Treatment Plant to increase 
treatment capacity by 450,000 cu m/d while
 
ensuring continuation of current treatment
 
capacity of about 200,000 cu m/d;
B. Laying of six km of transmission line;
 
and
 
C. Training of CGCWS personnel.
 

The additional funds will cover unforeseen
 
construction engineering services, operation

and maintenance assistance, hanas-on
 
training of plant personnel, and continued
 
management assistance for CCGCWS 
departmental executives. 



8. 	 Grant Application : 7he GOE has requested an additional $6
 
million to finance the foreign exchange
 
costs of the proposed activities. Funds
 
will be allocated as follows:
 

1. 	 Construction Contractor 
Increased ;,ork $2.5 million 

2. 	 Extension of Engineering
Construction Supervision 
Services 0.8 million 

3. 	 Extension of Management
Assistance Service 0.8 million 

4. Plant Operations and 
Maintenance Assistance 1.7 million


5. Audit and EValuation 0.2 million 

9. Source of U.S. Funds: 	 Ezonomic Support Fund 

10. Mission Views : The Mission fully endorses thre Amendment. 
In accordance with Section 611 (e), FAA, the 
Mission Director has certified GOE 
capabilities to effectively maintain and 
support this project.
 

11. Project Analysis : Technical, financial, economic, social and 
environmental issues have been addressed in 
previous amendments. Updates are provided 
where necessary. 

12. Project Activity : The PACD of the Project Agreement is
 
Completion Date extended to Septenber 28, 1987. New LCP is
 

10 years.
 

13. Recommendation : Authorize a $6.0 million grant to the GOE to
 
close out phase I of the project on terms
 
and conditions set forth in the draft Second
 
Amendment of the Project Grant Agreement and
 
Authorization (Annex A).
 

i~i
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I. BAckground
 

A. Introduction 

USID's extensive commitment to the water and wastewater sector of Egypt
was launched with the initial support for Cairo's Greater Water Supply needsin 1977. The initial colmitment to Cairo has been expanaed geographically tomeet the potable water and wastewater collection and treatment needs of other
cities and towns. USAID capital and technical assistance currently isprovided to Alexandria, Cairo, Port Said, Ismailia and Suez, Fayoum, Beni Suefand Minia. Included in the comprehensive assistance program is the managerial
support to national and municipal agencies responsible for provision of
services, including the operation and maintenance of the facilities
 
constructed with US resources
financial and expertise. 

The effort in Cairo was initiated with a USAID financed study by the jointventure of Engineering Science, Inc. and Ralph M. Parsons Corporation
(ES-PARSONS) under a contract with the Ministry of Housing and Reconstruction(MaiR) which was the responsible Host Country agency. The Ministry currentlyresponsible for providing overall guidance to the sector is the Ministry otHousing and Public Utilities, while the implementing agency is the GeneralOrganization for Greater Cairo Water Supply (GOGQNS), a senad independent
authority under the 3urisdiction of the Cairo Governor, acting on behalf ofthe three governorates which constitute the Greater Cairo Water District, i.e. 
Cairo, Giza and Calyubeya. 

The ES-PARSONS study had two objectives: to develop an immediate program tosatisfy Cairo's water demands through the year 1982 and to outline a staged
- 'evlo.erit program of waterworks to satisfy the projected potable andnonpotable water needs from 1982 through the year 2000. The study wascompleted in 1978 and recormended a series of short and long range systemimprovements. Fbllowing review of the study recommiendation, the (DE forTally

requested ULAID assistance in financing the foreign exchange (FX) cost of i)the rehabilitation and expansion of one section of the Nod El Farag WaterTreatment Plant and 2) the construction of lateral distribution and house
connections for approximately 40,000 households 
 in the central district
(Cairo) which were not served by piped water and had to rely on public stana 

pipes. 

The proposed household connection program, although included in the originalproject authorization (at $10 million) was subsequently eliminated primarily
because overall funding limitations and the cost ofincreased treatment plantrehabilitation forced a shifting of piorities and the consequent reallocation
of funds. The reconrnyndation to concentrate available financial resources onthe R)d El Farag treatment plant was based on the critical position of the
plant within the total water supply system. Although Cairo derives its
potable water from 16 sources, i.e., 
 eight Nile surface water treatment
plants, four plants with surface water and well fields and four well fields,

the Rod El Farag plant is by far the most important facility.
1bd El Farag is the oldest plant in the system. Its location in the heart ofthe metropolitan area and its iunction as the central distribution point for

the system at large made it essential to maintain and enhance 
 the originalinvestment. From a technical point of view, there was no feasible alternativefor supplying water to the central district of Cairo without a prohibitive
 
investment in a new plant.
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B. History of Finance Commitments
 

The original cost estimates suggested an FX expenditure of $20 million for
 
upgrading the water treatment plant and $10 million for the house connection
 
program. The GOE local currency contribution was placed at LE 15 million.
 
The estimates of need 
were revised upwards and the first project amendment in 
August of 1981 fixed the FX component at $61 million. With the elimination of

the house connection program the additional resource requirements were 
estimated at $31 million. 
The GOE's local currency contribution was also
 
increased to LE 38 million.
 

The additional $31 million were approved on August 17, 1981, three months

prior to the receipt of bids from tne contractors on November 15, 1981. Bias
 
were received from two consortia of US contractors representing five of the

eight prequalified firms. Qne bid was for the dollar equivalent of $114.7 
million and the other was for $148 million. Both bids were significantly
above the consultant's original estimate or $49.6 million and LE 34.7 million.
 

Extensive negotiations over a period of eight months, involving USAID Cairo,
AID/W, several host country agencies and the contractor resulted in a. 
significantly scaled dan project and redistributed cost burden.a 

Accordingly, the cost for the construction of the plant 
was pegged at $75 
million and LE 34.1 -miilion. Including other associated cost elements, such 
as construction engineering and management studies, the second project
amendnent increased the life-of-project cost for AID to $91.4 million with a 
GOE contribution of LE 48.4 million. 

It is noted that the original Project Agreez ent called for the GOE to provide
all additiunal resources needed to complete the project beyona the AID 
contribution of (then) $31 million. However, the GOE's contribution of LE 
48.4 million is already substantial and it would be unrealistic, especially
with the CGE now in a very adverse foreign exchange position as a result of
 
falling oil prices, to expect a still greater FX contribution.
 

I I. PROJECT DESRI PTION AND STATUS 

A. Project Descrition 

The project finances the rehabilitation and expansion of the South
portion of the Rod El Farag Water Treatment Plant and installation of 
approximately six kilorrters of new water transmission lines. This project
will increase the capacity of the facility from a current 200,000 cu a/d to a 
rated capacity of 650,000 cu m/d. The following new facilities will be 
provided: raw water intake and punp station, chemical feeding and handling 
systems, clarifiers, filtering units, filtered water pumping station, backwash
 
pump station, administration building, 3.2 km of 1000 mm and 2.8 km or 1400 mm 
diameter ductile iron transmission lines with the necessary valves, fittings, 
and appurtenances, and a training element aimed at strengthening the 
administrative and management capabilities of GC(C1S. 
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B. Supporting Elements
 

1. Engineering Services (construction supervision): The consulting joint
 
venture, ES-PARSONS, was engaged oy GOGCS to perform the engineering
 
supervision of construction. The ES-PARSONS contract expired April 30, 1986.
 

2. Management Consulting Services: 
 GOCS engaged the consulting firm J.M.
 
Montgomery to perform management services and studies vital 
o improvement of
 
GOGCWS" operating procedures. The J.M. Montgomery contract expired April 30,
 
1986.
 

3. Spare Parts: To assure that the new treatment plant will continue to
 
function as designed USAID made $1.5 million available in the Commodity Import

Program for purchase of spare parts.
 

Table 1
 

July 1982 Project Cst Estimate 
(From Table 4, PP Amencinent No. 2) 

ITEM 	 LE (Equiv $) 

-Transmission Mains 4,602,000 1,300,000

-Pumping & Treatnent Facilities 75,000,000 41,127,000
 

& FX Costs of Equip. for Admin Bldg.
-Administration Bldg. Local Construction - 1,000,000
-Engineering Services 6,481,000 2,893,000 
Design & Supervision
 

-U.S. Maiagement Consultant Services 2,500,000 1,500,000 
-Treatment Plant Spare Parts 1,500,000 
- Other* 1,317,000 645,000 

IOTAL 	 91,400,000 
-

48,465,000 
* 	 $1.3 million & 535,000 LE disbursed for engineering design services 

for the metered house connections element. 
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C. Project Status
 

The project was subdivided into five separate procurements and/or 
construction contracts. The type of contracts md completion dates are listed below. 

Table 2 

T2ype of Contracts and Completion Dates 
(LE Shown in $ Equiv) 

Actual 
Contract (Firm) Eqxpected Contract Value 

Completion Date US $ LE 

Procurement of Transmission Pipes, Valves 
and Appurtenances (US Pipe and Foundry Co.) 137,766 

(American Cast Iron Pipe Co.) 4-15-84 4,393,637 
(100% as of 3/86) 

Installation of Transmission Pipelines 
(General ajyptian Co. for Building) 6-15-86 967,507
 

(100% as of 3/86)
 

Construction.of ALhiinistration Building 
(Hussein Megahed Company of Cairo) 6-15-86 1,072,289 

(65% as of 3/86) 

Construction of the Treatment Plant 
(Howard Harbert Jones) 10-15-86 75,000,000 39,319,698 

(85% as of 3/86) 

GOX3CS Management Support Services 
(James M. Montgomery, Inc.) 4-30-86 2,398,998 522,686 

(95% as of 3/86) 

Construction Management Services
 
(ES-PARSONS 3-15-87 7,700,083 3,593,257
 

Other (House Connections inc. design) 1,769,516 2,989,563 

TOTAL COXTPACT VALUE: 691,400,00048,465 000 

Procurement of Spare Parts 
(ANE/SE.VOJM for HIJ) 12-15-86 1,500,000 

0% as of 3/86)
 

The procurement and installation of transmission pipes, valves and appurtenances is 
essentially complete, except for the testing of the facilities.
 

http:Construction.of
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Construction of the GOE funded Administration Building is proceeding at a very

slow rate, which in turn is causing a delay in the installation by HHJ of
 
electrical plant monitoring and fire alarm equipment procured under the USAID
 
funded contract. Rate of completion of the administration building will not
 
directly affect the plant's capacity.
 

Construction of the treatment plant and its various components started in
 
January of 1983. Stage I of the facilities, i.e., provision of new treatment
 
capacity to meet demand while the old plant is being rebuilt, was completed in
 
October 1984. The total project is now approximately 85 percent complete and
 
the rehabilitated treatment plant is expected to be placed in operation in
 
November of 1986. The contract also includes a limited amount of classroom
 
and on-the-job training of plant employees.
 

Procurement of spare parts is funded under a supplemental financing
 
arrangement (CIP). The necessary change order to HHJ's contract has been
 
processed and the procurement is expected to be finalized by September 30,
 
1986.
 

Construction engineering services will continue throughout the extended period

of construction. The contract completion date for the engineering services
 
was April 30, 1986.
 

Unrelated to facility construction contracts at Rod El Farag, USAID-has funded
 
the provision of management advisory services to the chairman and executives
 
of GOGiS. The organizational support effort was completed April 30, 1986.
 
There is need for additional support to install organizational reform and
 
institute administrative efficiencies.
 

D. Work Items To Be Funded By This Amendment
 

This amendment will provide funding for tbe following project
 
elements:
 

1. Additional Construction Costs
 

Reduction of bid prices, shifting of project elements from dollar
 
denominated to local currency funding (provided by GOE) and, significantly,
 
elimination of a contingency resulted from negotiations prior to execution of
 
the construction contract. Consequently, project implementation flexibility
 
was severely constrained. As construction Work progressed, unforeseen and/or
 
changed site conditions required extra work. Examples:
 

1) Piling nearly twice the design lengths were required to obtain the
 
design bearing capacity. Apparently, the bearing capacity of the
 
underlying strata in the test area was greater than that of the
 
major portion of the construction site.
 

2) Unknown underground pipes, both water and sewer, were encountered
 
and had to be moved.
 

3) Extensive modifications to the electrical connections and
 
substation designs were required.
 

4) Modifications to the existing "Patterson" filters were ordered to
 
make them serviceable, thereby increasing the total plant
 
capacity. Modifying the existing filters was less costly than
 
building additional new filters.
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2. Extension of Consulting Services for Construction Supervision 

Extra time will be required for the construction contractor to
 
accomplish the unforeseen above. is that
extra and work noted It estimated 

all contract work will be completed by November 30, 1986. The construction
 
supervision services contract with ES-PARSONS will have to be extended
 
accordingly. Performance of tasks such as preparation of final payment
certificates, settlement of claims, preparation of final change orders and
 
turn-over of government owned equipment will require that the construction
 
supervision contract be extended, on a reduced scale, for a 
period of three
 
months beyond the conclusion of the construction work, i.e. to Feb 28, .1987.
 

ES-PARSONS' intimate knowledge of the plant design and construction operations
combined with its superior field supervision performance to date provides 
justification to extend their contract (Justification for waiver of
 
competition is included in Section V-D). 

3. Extension of Management Assistance Services 

On March 15, 1983, GCG(qS engaged the firm of James fri. Montgomery,
Inc. in a two year contract to assist in developing detailed plans to satisfy
several covenants in Section 6.5 of the Amended Loan Agreement and in Section 
5.5 of the Grant Agreement. The covencnts required develownent ot: 

a) A training program for management, etc. 
b) A detailed plan to upgrade the water transmission lines 
c) A detailed plan to reduce water wastage 
d) A financial plan to generate income through user charges 
e) A meter installation plan 

In addition to the activities required under the project covenants, the
 
contract scope of work also reflects USAID's concern for organizational

improvements and policy change detailed in the Memorandum of Understanding

(MO) signed by USAID and GOE representatives in January 1984. The policy

objectives of the MOU provided a further framework for the consultant's 
analytical activities. The MOU objectives call for the enhancement of: 

-organizational effectiveness,
 
-financial viability,
 
-trained manpower availability, and
 
-service delivery capability.
 

The consultant has completed its contract work and has presented his findings
and conclusions in several reports. 
The response to the management assistance
 
program has been consistently positive and the GOCS has asked that the
 
services of the consultant be extended to inciuae execution of several 
recommended organizational imrovements. The Mission would like to support
these organizational improvements by the GCGCiS. It is rare that we see such 
a strong demand for change in a GOE public utility. The GCGOS holds the 
consultant in high esteem ana trusts its judgment. (Justification for waiver
 
of competitive procurement is attached in Annex V-D.)
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Under the proposed amendment, James Montgomery would perform the following 
tasks: 

a) Preparation of the Terms of Reference for high priority
project elements for early implementation under the Cairo 
Water II Project. These elements include; 

-automated financial accounting system, 
-training program,
-central inventory management and control system. 

b) Esteblishment of an improved cost accounting system and 
data series to assist GOGONS in analyzing its options with 
regard to increasing cost recovery through revenue 
increases or internal efficiency measures. 

c) Development of an organizational structure and staffing 
pattern for the Rod El Farag water treatment plant, which 
is consistent with the proposea organization-wide 
inanagenynt model developed by the consultant. The 
consultait will assist in establishing the framework within 
which the operation and maintenance tasks and hands-on 
training of GC=C4vS employees will be conducted at the Fod 
El Farag Plant by an 0 & M contractor. 

d) Continuation of data collection and analysis of the 
meterinq prcqram to obtain seasonal data of wacer 

pilot 

consumption patterns of representative consumer groups.
The consultant will evaluate the feasibility of metering of 
principal user groups. 

e) Continuation of assistance in designing and implementing
model storaqe facility as part of the proposed inventory 
management and control system. The consultant will 
demonstrate the principles of efficient inventory 
management at a preselected facility. 

a 

4. Plant Operation and Maintenance: 

The obligation of the construction contractor is limited to 
very basic training in the use of various items of equipment. This task 
will be completed prior to expiry of the warranty. Te contractor's 
warranty obligation is limited to workmanship and materials, and there 
is no warranty provision in the contract against misuse or lack of 
maintenance. An O&M1 contract between the construction contractor and 
the GCGCWS would provide continuity between the construction phase, the 
warranty period and the actual O&M by the owner, and would ensure that 
the plant personnel assume full responsibility gradually as their 
knowledge and skills develop through on-the-job training. A 14 month 
O&M contract should be sufficient to provide hands-on instruction in the 
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O&M of the plant and its various subsystems. The construction 
contractor is in the best position to provide these services since he

built 	the plant and will be involved in the initial start-up and basic
 
training on plant operation. The long-term training needs of plant
personnel and continued 0 & M program, if required, will be addressed in 
the manpower development program being proposed in the Cairo Water II
 
project.
 

5. Audit and Evaluation
 

Funds for audit and evaluation were not provided in

previous authorizations. To assure that the required audit and
 
evaluation can be performed, funding is included 
 in this amendment. 

III. 	 PRO0JCT ANALYSIS
 

A. Financial Plan and Analysis 

1. Cost Es timates 

Table 3 below shaqs the proposed additional expenditures in suramaryform. Table 4 shows the prior authorized funding schedules and additional 
funding proposed by this Amendment. 

Table 3 

Cost Fstinate This Amendment
(Millions Dollar Equivalent)-

ContributionsTask USAID GOE 

1. 	 Construction Contractor 
Increased work 2.5 0.5 

2. Extension of Engineering Construction 
Supervision Services 
 0.8 0.4


3. Extensioh off tlinagement Assistance Service 	 0.8 0.2
4. Plant Operations and fintenance Assistance 	 1.7 0.2
5. Audit and Ealuation 0.2 

TOTALS 6.0 1.3 
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Table 4 

Authorized Expenditure Levels and Proposed Addition of Funds 
(In Dollars ana Dollar Bquiv. L.E.) 

(Authorized) (Propoted) (Total)
PP Amendment No. 2 PP Amendment No. 3

As amended by IL No 21 April 1986
Item $ LE $ LE $ LE 

1. Engineering Svcs 8,084,567 
 3,593,257 
 800,000 400,000 8,884,567 3,993,257
2. Equipment 4,545,400 967,507 - 4,545,400 967,507
3. Construction 75,143,291 39,319,698 2,500,000 500,000 
 77,643,291 39,819.698
4. Management 3,626,742. 
 522,686 800,000 200,000 4,426,742 722,686
5. Administration Bldg - 1,072,289  - - 1,072,2896. O&M Assistance  - 1,700,000 200,000 1,700,000 200,0007. Audit and Evaluation 
 - - 200,000 - 200,0008. Other 
 - 2,989,563  - - 2,989,563 

TCTAL 91,400,000 48,465,000 
6,000,000 1,300,000 97,400,000 49,765,000-

*.See Table I. 

The financial analysis of the project as a whole was presented in the original
project paper and in the two subsequent PP amendments. The activities

proposed in this amendment should lead to organizational changes that will

improve the efficiency and financial viability of GOC(JS. 

2. Cost Recovery Trou.h Tariff Increases
 

The original project paper envisioned GGC S to achieve financial
self-sufficiency over a period of time through regular increases in tariffs

and appropriate elficiency measures, such as a reduction in the waste of
potable water, automation of billing and revenue collection, improved

management of fixed assets and inventory control, etc. 
The central issues
 
were analyzed in a study, undertaken by Black and Veatch International andA.T. Kearney with Sabbour Associates in 1979. The financial aspects of thestudy were updated in 1933 by the same firm with a specific focus on C._CGCS
current and future revenue requirements and the rate structure necessary to cover the cost of delivering water to the population in the metropolitan

service area. 
The study was conducted to meet one of the covenants of the 
1982 PP amendnent requiring such a plan. 

GOGCWS actions to date have been supportive of the objective of achieving a
degree of financial viability. A ministerial committee recommended a
sector-wide policy for tariff increases in 1985 which called for incremental 
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increases over a five year period to achieve the goal of 100%0 &M cost 
recovery by 1990. The 0 & M coverage ratio for the base year of 1985 was set 
at 35%. GOGCJS was also mandated to collect a surcharge for wastewater 
collection and treatment, which was to cover at least 10% of C/GOSD 0 & M 
costs. Recent water bills reflect a 10% surcharge. 

The management consultant has reviewed the accounts of the organization and 
has concluded that the current tariff structure has indeed met the target 0 & 
Mcoverage ratio of 35% in 1985. The consultant will continue to monitor the 
financial affairs of GGCWS and assist the establishment of a flexible rate 
structure and annual adjustment process. 

Though the GOE had earlier stated its intention of implementing incremental 
tariff increases to achieve 100% 0 & Mcost recovery by 1990, it has recently 
stated that there will be no tariff increase by the Greater Cairo Governorates 
in 1986. USAID will encourage the GOE to make large enough tariff increases
 
in1987 to maintain planned progress on its cost-recovery goal. 

B. Technical Analysis 

The technical analysis sunmarized in the August 1981 Amendment to 
the project authorization remains essentially unchanged except for the revisea 
project cost estimates, as stated in the previous section. The August 1981 
Amendent described the source and quality of raw water, the number and 
condition of production facilities serving Greater Cairo, the characteristics
 
of treatment plants ana well fields and the size and ca[2city of the storage 
transmission and distribution system. The PP sLnarized ES-PARSONS 
engineering decisions concerning the location selection, the siza of plant and 
treatment process, and it detailed the various critical elements of the plant 
design, i.e. chemical feeding, clarification, filtration, disinfection, 
pumping of treated water, electrical facilities, controls and 
instrumentation. Finally, the technical analysis chapter pcesented the 
various implementation alternatives regarding the staged construction and 
rehabilitation of facilities. 

The project is based on sound engineering judgment of an experienced US 
consulting firm. USAID has reviewed the plans and found them reasonable and 
accurate and has concluded that the requirements of Section 611 (a) of the 
Fbreign Assistance Act of 1961, as amended, have been met. Also, in 
accordance with Section 611 (e) of the FAA, the capability of the 
borrower/grantee to install, maintain and utilize the facilities effectively 
has been reviewed and confirmed. The appropriate certification was provided 
by the USAID Director at this time. The validity of the 1981 certifications 
are reconfirned in this amendment. In order to safeguard the facilities and 
to ensure proper operation and maintenance practices, USAID will finance an 0 
& M assistance program, including hands-on training. 

There are no technical issues associated with the construction activities 
funded under the present amendment. The soil conditions at the plant required 
the use of longer piles than originally anticipated. The associated costs are 
the main item for which additional funding is sought. No substantial claims 
outside of the piling issue are expected.
 



C. hL-onomic Analysis
 

An economic analysis was performed for the initial project

authorization in 1977 and was presented in
a slightly revised version in the
August 1981 and July 1982 Amendments. A tariff study prepared in 1981 byBVI/ATK and updated in 1983 in response to a covenant of the July 82
Amendment, identified the magnitude of tariff increases required to guarantee

an acceptable (10%) internal rate of return. 
Calculations in 1981 arrived at
the conclusions that tariffs of approximately 60 millimes per cubic meter wererequired to achieve economic feasibility for the project. The 60 millimes 
rate was five times higher than the prevailing rate for residential use.
Since 1981 the conditions hav.e changed significantly. Rates have been raised
by more than 100% and have been adjusted to reflect the ability to pay
principle. Industrial, co~mnercial and institutional users are paying asignificantly higher rate than the average residential consumer. 
The
 
population in Cairo and in the Fbd El Farag service area has also increased

drastically and so has the pattern and volume of consumption, due in part to
the ever changing mix of land use activities and densities. 

The project has been justified on the assumption that a cost recovery through
tariff increases is achievable and various calculations have identified rate
schedules for implezentation by GOGC!qS. Progress to date has been
 
satisfactory.
 

D. Environental Analysis 

The environmental analysis presented in the original project paper
remains valid. No further investigation is necessary, the impact ok
as 

project was found to be positive-in general, and no specific issues were 

this
 

raised in any of the amendments, that may have required tollow-up action.

original analysis described the land use characteristics, water quality, 

le 

atmospheric conditions, natural and cultural resources effected, and public
health considerations. Concerning the latter, the fear was expressed in the
August 1981 Amendment, that the increased water supply of 450,000 cu m/d will
result in corresponding wastewater flows, which may strain the capacity of the
existing sewerage network and may result in localized flooding incidents.

Given the status of the sewerage system in 1981, that fear of flooding and theconsequent health hazards, was indeed justified. However, USAID has since

initiated a wastewater system rehabilitation program (263-0091), which was

aimed at cleaning 
 the central district collection network, rehabilitating 51
pumping stations, 39 pneumatic ejectors and constructing six new pumping
stations. The project also included training for sewer cleaning crews and 
pump station operators. The project, which will be completed prior to the
release of additional volu.mes of water from Fbd El Farag, should alleviate the 
fear of major system breakdowns.
 

The construction of the water treatment plant, raw water intake and
transmission mains has had an impact. on the physical environment of the site
itself. The construction contract provides for the e.xpendituroe of funds to 
restore and landscape the site, not just to the original conditions, but at a
quality commensurate with the value and the importance of the water treatment 
plant to the community at large. 
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E. Social Analysis
 

The analysis of the project's potential impact on various
beneficiary target groups, as outlined in the original project paper, is still 
considered valid. The population character is cics identified in the August
1981 Amendment relied on the 1966 and 1976 Census conducted by the Central
Agency for Public Mobilization and Statistics. 
Data from the 1986 census is
 
not yet available to show the changes, particularly with regard to the
 
percentage of households with utility hook-ups and the density of occupancy
per dwelling or room. Attempts will be .ade to obtain early results of the 
census for use in the project evaluation and the socio-economic analysis of
 
the next phase of the project. 

IV PROJECT IMPLRENTATION 

A. Contract Extensions 

The contracts of the three firms engaged on this project expire on or
 near April 30, 1986, ha;ever, work remains to be performed by each of the
 
firms (see Section II C).
 

The CGOfiS has requested that the contracts ot each contractor be extended so
the work as described in this amendment can be perforned. A waiver of
competitive procurement will be required to extend each of the contracts. 
Justitication for each waiver is included in Section V-D.
 

B. Extension of PACM 

To provide sufficient time to accomplish the additional work outlined
in section II C of this document, the PACD of the Project must be extended
the statuatory limit of ten years which is September 28, 1987. 

to 

C. Monitoring 

The three contractors have maintained a regular monthly schedule forissuing progress reports and holding coordination meetings which include 
representatives from both the client/owner and the funding agency. The
quality arid quantity of information provided in the reports and during the
coordination meetings has been sufficient to judge the rate of progress ani to
understand the nature of the problems to be resolved. USkID will continue to
monitor the construction related activities, as well as the dialogue between
the management consultant and GCG(>iS executives concerning the irplementation
of a number of the policy recormndations. 



- 13 -


D. Method of Financing 

Provision of the additional funding will affect three contracts; all
 
are host country contracts. Two of the contracts, those of ES-Parsons and
 
J.M. Montgomery are funded through AID direct letters of commitments. A 
continuation of that funding mechanism is recommended. 

The construction contract, with Howard Harbert Jones, is presently funded 
through a bank letter of connitment. Being that the contract work is in the 
final stages and execution of several change orders is pending, it is
 
recommended that the bank letter of conitment funaing procedure be continued 
for the existing contract work. The bank letter of coinmitment would be 
increased by $2.5 million. Funding from the bank letter of commitment will bE 
completed by November, 1986. The funding for the new 0 and M work, $1.7 
million, can be handled through an AID direct letter of coninitment. 

V. REOM3RENDATION, CONDITIONS, OVEhANTS AND WAIVERS 

A. Recoiimndation 

.•Subject to the conditions and covenants listed below:, it is 
recommended that: 

a) USID authorize a grant to the C0E in the amount of $6.0 million for 
the Lurpose of completing the project as. defined in previous project 
papers and in the current docurent. 

b) 'Thie wa ivers of competitive prcocurement, as outlined in Section V-D, be 

approved. 

B. Conditions Precedent to DisburseTent of Funds 

The conditions attached to the 6riginal authorization and the two 
subsequent amendments have all been met. It is recommended that there be no 
additional conditions precedent to disbursenent of funds. 

C. Covenants 

No additional covenants are necessary.
 

As a result of efforts undertaken by the management and engineering
 
consultants, the GOC&IS now has acceptable plans and policy recommendations
 
for action concerning issues which USAID had covenanted in the project 
amendments. 
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D. 	 Waivers for the Extension of agineering Services
 
and Operation and maintenance Services
 

As described in Section II C and IV A, additional engineering

services and provision of operation and maintenance services are 
required to complete the Rod El Farag water treatment plant and to 
assure that it will be operated and maintained in a manner that expected
benefits will be derived from the investment. 

To accomplish these objectives, it is logical to extend the services of 
the 	three firms presently engaged on the project. AID procedures
require that a waiver of competitive procurement procedures be granted
before out of scope or additional work is added to existing contracts.
 

The 	following sections provide justification for a waiver of competition
 

for 	each of the contractors. 

1. 	 ENGINEERING SERVICFS FOR CDNSTRUJTION NNAGI/qT 

Issue 

A waiver of competitive procurement procedures is required to extend the 
engineering construction management services being provided by

ES-PARSONS on the Rod El Farag project (Cairo Water I). 

Background
 

The joint-venture firm, ES-PARSONS was competitively selected to perform
the engineering construction management services required for the 
execution of the Rod El Farag treatmentwater plant rehabilitation and
 
-ons truction.
 

Extra construction work encountered: Construction work was originally

scheduled to be comoleted on IYIbruary 28, 1986. To provide time for 
contract close-out procedures, the ES-PARSONS services contract extends 
to April 30, 1986. As described in Section II C of this document,
additional construction work of a nature that could not be foreseen by
prudent planners or estimators has been encountered. To properly 
complete the project and provide a safe facility, it is mandatory that 
the extra work be performed. ALthough the value of the additional work 
is small for a large scale project such as this (2% of the original
dollar contract amount) extra time is required to perform the work. 
Engineering services are required throughout the work period and for a 
period of three months, on a declining basis after construction work is
 
complete, to properly close out the construction contract.
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Basis for Waiver to Negotiate with ES-PARSONS for an Increased Level
 
of Effort (HB 11, Chapter II, Section 2.4.2 a 4 and 5)
 

Presently Engaged in the Project: ES-PARSONS is presently engaged in 
the project and clearly has "special capability" as a result of that 
engagement. GOGCXS has requested that their services tobe extended 
provide engineering services throughout the construction and contract 
close out period, Careful review of all pertinent facts clearly
highlights the logic of extending the services contract of the 
engineering firm that is the complexfully familiar with construction 
work and has initiated the sensitive procedures of negotiating final
 
contract change orders and claims with the construction contractor. 

Best Interests of the United States: The time required to employ
competitive procedures to procure the required engineering services 
would completely disrupt the project. The resultant impairment of the 
program would not be in the best interests of the United States. 

Authority
 

Paragraph 8 of Redelegation of Authority Nb. 13.8 delegates to the

Director the authority to waive formal competition and authorize a

sole source negotiated contract amnendment in accordance with criteria 
of AID Handbook II. 

Recorrendation 

That a waiver of competition to allow sole source negotiation of a
 
contract aincient with ES-PARSONS, estimated to total approximazely

$800,000 for an increase in the level of effort for provision of
 
engineering construction management services for the RDd El Farag 
water treattnnt plant project be approved. 

Approval of Project Paper Amendment No. 3 will signify approval of 
this waiver. 

2. ENGINEERING SEWICFES FORMANAGNE11T ASSISTALNCE 

Issue 

A waiver of competitive procurement procedures is required to extend 
the Engineering management Assistance Services being provided by James 
M. Montgomery on the Rod El Farag water treatment plant project. 

Background 

James M. Montgomery was competitively selected: The firm James M. 
Montgomery Consulting Ehgineers, Inc. was competitively selectd to 
perform engineering management assistance services for the GOGGIS 
concurrently with the execution of the RDd El Farag plant 
rehabilitation and construction. 
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Ihe consultant has performed the services outlined in its contract
 
with GOGCOS. Although the consultant performed the services in a
 
superior manner and the benefits are readily visible, performance of
 
certain additional tasks, as outlined in Section II-C of this
 
document, were identified as critical needs to enhance the success of
 
the project and provide operational modernization and economies for
 
GOGOiS.
 

Basis for Waiver to Negotiate with James M. Montgomery for an
 
Increased Level of Effort (HB 11, Chapter il, Section 2.4.2 a 4 and 5)
 

Presently Engaged in the Project: James M. Montgomery is presently
 
engaged in the project and has gained "special capability" thereby.
 
COGCS has requested that their services be extended to provide
 
additional management services. The work being performed by James M. 
Montgomery is not unique nor does it require rare skills, however, 
James M. Montgomery is fully familiar with the GOCCGS and knows its 
requirements. more important the consultan has been able to gain the 
trust and high esteem of the CQCWS as indicated by GCaq4S willingness 
to iiwnediateiy rove on implementing several of the key recormindations 
made in the James Montgomery final reports. We believe that it is 
very important to rroe in these key areas which are supportive of the 
L'AGU as quickly as possible. The firm is in a position to perform the 
required tasks on a timely basis so as to not lose the momentum that 
hasbeen developea to date. 

Careful review of all pertinent facts indicate that only James F.
 
Montgomery is in a position to perform the engineering management
 
services in an economical and timely manner.
 

Best Interests of the United States: The time required to employ
competitive procedures to procure the required engineering services 
would completely disrupt the project. The resultant inpairment of the 
program would not be in the best interests of the United States. 

Authority
 

Paragraph 8 of Redelegation of Authority No. 113.8 delegates to the 
Director the authority to waive formal coampetition and authorize a 
sole source negotiated contract amendment in accordance with criteria 
of AID Handbook I I. 

Recoirunenda tion 

That a waiver of competition to allow.sole source negotiation of a
 
contract amendment with James M. Montgomery estimated to total 
approximately $800,000 for an increase in the level of effort and
 
added scope of work be approved.
 

Approval of Project Paper Amendment No. 3 will signify approval of
 
this waiver.
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3. CONPACT FOR OPERATION AND MAINTENANCE SERVICES 

Issue
 

A waiver of competitive procurement procedures is required tonegotiate a contract with Harbert Jones to provide operation and
maintenance (0 & M) services thefor new Rod El Farag water treatment 
plant. 

tackground 

Howard Harbert Jones (later changed to Harbert.Jones) was low bidder
for the rehabilitation and construction of the Rod El Farag treatmentplant. The new plant is nearly completed and will soon be turned overto GIjCWS as the major treatment plant in the Cairo water supply 
sys tern.
 

As described in Section II-C of 
this document, a period of 0 & M isdeemed essential to assure that GCUGqS. will be able to efficiently andeconomically operate the plant treat waterto in the required volume
and to the required health standard.
 

Basis for Waiver to Neqotiata with Harbert Jones 
 for Sole Source
Procureimnt oL Operation ani blfntenance Services
 

Presently Enqaged in the Project: 
 Harbert Jones "has constructed theplant. = ,;S bas requesced that Harbert Jones be engaged to provide
0 & .: services.
 

Provision of 0 & Mservices 
 for a plant of this type is not a uniquetask, however, Harbert Jones is intimately familiar with all of the
new plant details and has a vested 
interest in assuring that the plant
will operate as specified. 

Careful review of the pertinent facts leads to the conclusion thatnegotiation with Harbert Jones for 0 & M of the plant it hasconstructed is an economical, sound procedure and is fully justified
under paragraph 2.4.2-a.4, Chapter I, Handbook II which allows such
negotiations when the grantee wishes to use the contractor previously
engaged in the project for follow-on work and the contractor clearlyhas special capability by virtue of previous experience in the workbut the Contracting Aency did not advise all comnpeting firms that a

follow-on contract might result.
 

Peconmnenda tion 

That a waiver of competition to allow sole negotiationsource of acontract with Harbert Jones estimated to total approximately
$1,700,000 for additional scope of work be approved. 

Approval of Project Paper Amendment No. 3 will signify approval of 
this waiver. 
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5C (2) - PROJECT CHECKLIST 

Listed below are statutory criteria applicable generally tz ;r.ojects
with FAA funds and project criteria applicable to indiviua.: -.--ding
sources; Development Assistance (with a subcategory for crriaapplicable only to loans); and Econcmic Support Fund. 

CROSS PL=EFENCES: IS COUNTRY CH:QIST UP TO DATE? 
HAS 	 STA.NDARD IT1-4 CHECKLIST BEEN REV=E,- -CR 
THIS PROJECT? 

A. 	 GENERAL CRIERD. FOR PROJECT 

1. 	 Continuir Resolution Unnumbered: An "Advice of m,,F.-	 -- Chanze" has henSec. ro-A: ec. 653(b). prepared for Z---- itta! to the 
Appropriate C(a) 	 te of Con-rezs :nDesribe h w authorizia_3 and accordance standard azencvappropriaticn- Cc=ittees of 	

.-.:z 
procedures. intended- cb2iigatiorSenate and House have been or will is within thr=--Lejel of fundsbe notified concen-ing the appropriated -r E t for Fy 1986project; 
 (b) is assis tance within 

(Oerational Year 1,, zet) CccLltt-y 
or interratioreal cr-anizaticn 
allocation reported to Ccrgress or
 
not more than $1 million over that
 
figure)?
 

2. 	FAA Sec. 611(a) ).- Prior to
 
oblizaticn in 
excess of $1OO,O00,

will there be (a)engi-eering, 
 a) Yes
 
financial, and othe.- plans
 
necessary to carry out the
assistance and (b) a reasorably b) Yes
firm eztLmte of the cost to the 
U.S. of the assistance?
 

Note:
 

Project check list 5C(2) and (3) remain unchanged from the originalappended to the initial Project Paper and the two subsequent amendments: 



ANNEX D 
Schedules of Cost Increases 

I 	 Construction Contract 
1. Change orders. Several minor and semi-major changes 

(increases and decreases) have been made during the 
course of work, mainly associated with the electrical 
components and water piping.
 
The net result is an approximate cost increase of 

2. 	 The actual cuantity of foundation piling required was 
significantly greater than called for by the design. 
The cost increase is expected to be approximately 

TOTAL 


II Engineering Contract
 
Engineering services will need to be extended on a full 
time basis for six months and on a reduced scale for 
four months. 
ApLroximately forty-four manmnnths at $15.000 per month 
plus misc costs = 


III Management Assistance Service 
kditional Services will be supplied for a period of 

approximately one year. An effort of approximately 
forty-four nunxmonths will be required.
 
The cost of this effort is estimated at $15.000 per 
manmonth plus misc costs = 

IV Plant Operation and Maintenance
 
It is estinated that 0 & M services will be required
 
for 14 months. Tlhe effort wil require about 140
 
marunonths of rime at approximately $12,000 per 
manmonth = 


V Audits and EValuations
 
To make provisions for expected audits and project
 
evaluations, an
 
amount of $200,000 is provided. 


TMAL 


$ 200,000 

$2,300,000 

$2,500,000
 

$800,000
 

$800,000
 

$1,700,000
 

$200,000
 

$6,000,000
 



A..I.D. Project Number 263-0038 

SECOND 

AMENDMENT 

' TO 

GRANT AGREEMENT 

BE2WFAN 

THE ARAB REPUBLIC OF EGYPT
 

AM THE.
 

UNITED STATES OF AMERICA
 

FOR
 

CAIRO WATER SUPPLY PROJECT 

Dated: Draft May 6,1986
 



Second Amendment, dated to the Grant Agreement, dated 

I 

September 22, 1981, as amended on August 16, 1982, between the Arab
 

Republic of Egypt ("Grantee") and the United States of America, acting
 

through the Agency for International Development ("A.I.D."), for the
 

Cairo Water Supply Project.
 

SECTION 1. The Grant Agreement, as previously amended, is hereby
 

further amended as follows:
 

A. Section 3.1 is amended by deleting "Sixty-On& Million, Four
 

Hundred Thousand United States ("U.S.") Dollars ($61,400,000)" and by
 

substituting "Sixty-Seven Million, Four Hundred Thousand United States
 

("U.S.") Dollars ($67,400,000)" therefor.
 

B. Section 3.2 (b)is deleted in its entirety and the following is
 

substituted therefor: "The resources provided by the Grantee for the
 

Project will be not less than Forty-Nine million, Seven Hundred and
 

Sixty-Five Thousand EgyptianPounds (L.E. 49,765,000), including
 

resources furnished on an in-kind basis."
 

C. Section 3.3 is amended by deleting "April 30, 1986" and
 

substituting "September 28, 1987" therefor.
 

D. New Section 5.4 (d)is hereby added as follows:"Grant funds made
 

available under the Second Amendment to the Grant Agreement shall be made
 

available to the General Organization for Greater Cairo Water Supply, on
 

a grant basis, as a contribution to its budget for its fiscal years 1986
 

and 1987. Such contribution shall not affect that organization's regular
 

budget allocation."
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E. The following new covenant, Sezt-ion 5.7, is hereby added: 

"Ratification: The Grantee will take all necessary action to complete
 

all legal procedures necessary to ratification of this Second Amendment
 

and will notify A.I.D. as promptly as possible of the fact of such 

ratification".
 

.F. Section 8.i is amended by deleting "Ministry of Investment and
 

International Cooperation" and substituting "Ministry of Planning and 

International Cooperation" therefor.
 

G. Section 8.2 is deleted in its entirety and replaced by the 

following: "Representatives. For all purposes relevant to this 

Agreement, The Grantee will be represented by the individual holding or 

acting in the office of Deputy Prime Minister and Minister of Planning 

and International Coopertion and/or the Administrator of the Department 

for Economic Cooperation with U.S.A. and/or the Chairman of the General 

Organization for Greater Cairo Water Supply, and A.I.D. will be
 

represented by the individual holding or acting in the office of
 

Director, A.I.D. Mission to Egypt, each of whom, by written notice, may 

designate additional representatives for all purposes other than
 

exercising the power under Section 2.1 to revise elements of the
 

amplified description in Annex 1. The names of the representatives of 

the Grantee, with specimen signatures, will be provided to A.I.D., which 

may accept as duly authorized any instrtument signed by such 

representatives in implementation of this Agreement, until receipt of 

written notice of revocation of their authority."
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H. New Section 8.4 is hereby added as follows: 'Lanquaqe of Second
 

Amendment. This Second Amendment is prepared in both English and
 

Arabic. In the event of ambiguity or conflict between the two versions,
 

the English language version will control.'
 

I. The Project Budget. The Attachment to Annex 1 to the Grant
 

Agreement, is deleted in its entirety and replaced by the attachment to
 

the Second Amendment.
 

SECTION 2. Except as specifically amended or modified herein, both
 

the Grant Agreement, as previously amended, and the Project Loan
 

Agreement dated September 29, 1977 (A.I.D. Loan No. 263-K-042), shall
 

remain in full force and effect in accordance with all of their terms.
 

SECTION 3. This Second Amendment shall enter into force when signed
 

by both parties hereto.
 



-4-


IN WITNESS WHEREOF, the Arab Republic of Egypt and the United States 

of America, each acting through its respective duly authorized
 

representatives, have caused this Agreement to be signed in their names
 

and delivered as of the day and year first above written.
 

ARAB REPUBLIC OF EGYPT 	 UNITED STATES OF AMERICA
 

BY __BY _ 

NAME Kamal ?Mhnied El Ganzoury NAME William Clark, Jr. 

TITLE: 
Minister of Planninq and 

International Cooperation 

Deputy Prime minister and TITLE: Charge d'Affaires, a.i. 

BY 	 __BY 

w1 E : Ahred 7,bdel Salz-ri Zaki. NAME Frank B. Kinmball 

TITLE: 	 Administrator of the Deortment TITLE: Director, USAID/EF.t 

for Economic Cooperation with 
U.S.A.
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Implementinq Organizations 

In acknowledgement of the foregoing Agreement, representatives of the
 

implementing organizations have subscribed their names:
 

GOVEM\NORATE OF CAIRO 	 GENERAL ORGANIZATION FOR 

GREATER CAIRO WATER SUPPLY 

BY : 	 BY : 

Chairma
ITLNAME
NITE Governor 

TITLE: Governor 	 TITLE: Chairman
 



ATTAMI.E NT TO SECOND D'ZtF/T 

REVISFD PROJECT BUDGET 

ITEM AID BORROWR/GRANTEE 

1. Engineering Services $8,884,567 L.E. 3,993,257
 
2. Equipment Procurement 4,545,400 967,507
 
3. Construction 77,643,291 - 39,819,698 

4. Management Support 4,426,742 722,686
 
5. Administration Building - 1,072,289
 
6. O&M Assistance 1,700,000 200,000
 
7. Audit and Evaluation 200,000 

8. Other - 2,989,563
 

TOTAL $97,400,000 L.E.49,765,000
 

Above are combined totals for Grant No. 263-0038 and Loan No. 263-K-042.
Note: 




ANNEK D
 

UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT
 

CAIRO, EGYPT 

CERTIFICATION PURSUANT TO SECTION 611 (E) 
of FAA 1961 AS AMENDED 

I, Frank B. Kimball, Director, the principal officer of the Agency for
 
International Development in Egypt, having taken into account, among other 
thing;, the maintenance and utilization of projects in Egypt previously
 
financed or assisted by the United States, do hereby certify that in my 
judgment Egypt has both the financial capability and the huiTan resources to 
effectively operate, maintain and utilize the capital assistance which USAID
 
has provided for the rehabilitation and expansion of the Rod El Farag Water
 
Treatment Plant. The additional financial resources provided under this
 
Amendment will ensure that appropriate operation and maintenance standards and
 
practices are introduced and sustained.
 

This judgment is based upon general considerations discussed in the Project 
Paper Amend.nent to which this certification is attached. 

FRANK B. KIMBALL 

v-1kAM 



UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT 

CAIRO, EGYPT 	 PROJECT AUTHORIZATION 

NAME OF COUNTRY: ARAB REPUBLIC OF EGYPT 	 NAME OF PROJECT: CAIRO WATER SUPPLY
 
PROJECT NUMBER: 263-0038
 
NUMBER OF LOAN: 263-K-042 

1. Pursuant to the Foreign Assistance Act of 1961, as amended, the Cairo
 
Water Supply Project for the Arab Republic of Egypt (the "Cooperating

.Country") was authorized on September 23, 1977. That Project Authorization is
 
hereby amended as follows:
 

(a) In paragraph 1, the phrase "Sixty-One Million Four Hundred Thousand
 
Dollars ($61,400,000) in Grant' funds" is replaced with the phrase

Sixty7Seven Million Four Hundred Thousand Dollars ($67,400,000) in
 

Grant Funds."
 

(b) 	In paragraph 1, the following sentence shall be added, "The planned
 
life of the Project is ten (10) years from the date of initial
 
obligation.
 

2. The Cooperating Country shall covenant in substance as follows: 'Grant 
funds available under the Second Amendment to Grant Agreement shall be made 
available to the General Organization for G,:eater Cairo Water Supply, on a
 
grant basis, as a contribution to its btLdge= for its fiscal years 1986 and
 
1987. Such contribution shall not affect that organization's regular budget

allocation."
 

3. Based upon the justifications set forth inAmendment No. 3 to the Project

Paper, I hereby waive corip'titive procurement procedures to allow the 
negotiation of contracts and contract amendments as follows: (a) approximately
$800,000 for an increase in the level of effort of engineering construction
 
management services provided by ES-PARSONS, (b) approximately $800,000 for an 
increase in the level of effort and scope of work for engineering management

services provided by James M. Montgomery, and (c) approximately $1,700,000 for
 
a contract with Harbert Jones to provide operation and maintenance services
 
for the Project. 

4. The Project Authorization remains in full force and effect except as
 
hereby amended.
 

Frank B. Kimball 
Director USAID/Egypt 

Clearance:
 
AD/DR:FZobrist
 

/ 	 AD/DPPE:GLaudato A
 

ADIFM: Gl: am/le6/8\
 

Drafted: LEG:1M6 iams :ss: 5/6/86
 


