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UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT
 

CAIRO, EGYPT 

ACTION MEMO 	FOR THE MISSION DIRECTOR
 

FROM: 	 Christopher D. Crowley, AD/PDS
 

SUBJECT: 	 Project Paper Supplement
 
Power Sector Support Project
 
USAID Grant No. 263-0215.01
 
Cairo South Component
 

I. PROBLEM
 

The Life of Project (LOP) funding for the Cairo South
 
subproject of the Power Sector Support Project is insufficient
 
to fully finance the installation of a 150 MW Combined Cycle
 
Plant at the existing Cairo South Power Station. It is
 
estimated that an additional $40 million will be needed over
 
the LOP. This will raise the previously authorized LOP amount
 
of $72 million to a total USAID contribution of $112 million.
 

II. PURPOSE
 

The purpose of this action memorandum is to request your
 
approval to increase the authorized LOP funding for the
 
subject project by $40 million to finance the turnkey contract
 
for the Cairo South 150 MW Combined Cycle Plant.
 

III. BACKGROUND
 

The Power Sector Support Project, authorized on September 27,
 
1989 and subsequently amended on August 21, 1990, September
 
30, 1990 and September 9, 1991, consists of seven subprojects.
 
One subproject is the installation of a 150 MW Combined Cycle
 
Plant at the existing Cairo South Power Station to be proc-ured
 
and installed under a single responsibility "turnkey"
 
contract. The Grant Agreement budget for the turnkey contract
 
was $68 million with a contingency of $4 million dollars. The
 
budget was based on a competitive selection process with
 
turnkey contract signing anticipated in March 1991. The
 
Combined Cycle Unit includes a 100 MW gas turbine generator,
 
a heat recovery steam generator, a 50 MW steam turbine
 
generator and auxiliary equipment including a water treatment
 
system. The Project Authorization approved the proprietary
 
procurement of a General Electric gas turbine and steam
 
turbine generators.
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In February 1990, the EEA's consultant for the subproject, Gas
 
Turbine Combined Cycle Associates (GTCC), a joint venture
 
between Gilbert/Commonwealth International Incorporated and
 
Overseas Bechtel Incorporated, working closely with the EEA
 
staff began preparation of the IFB. The Consultant's initial
 
cost estimate (Tab 1), prepared on May 2, 1990, was
 
$72,940,000 and LE 17,240,000, which was equivalent to a U.S.
 
dollar price of $79,545,364. On November 7, 1990, GTCC
 
revised their cost estimAte (Tab 2) to reflect intenening

changes in the project, including a change in scope and a
 
three month delay, and prevailing conditions in the Middle
 
East due to the Persian Gulf situation. The revised cost
 
estimate was $73,582,000 and LE 27,860,000, which was
 
equivalent to a U.S. dollar price of $84,095,000.
 

On September 17, 1990, EEA requested USAID's approval of the
 
IFB and the announcement of its release to interested U.S.
 
firms. USAID approved the IFB on September 27, 1990, and
 
subseque..ly transmitted the advertisement for publication in
 
the Comrerce Business Daily, (CBD).
 

The CBD notice, published on October 1, 1990, requested

qualification data, technical proposals and sealed price bids
 
from U.S. firms and joint ventures interested in bidding on
 
the procurement. The scope of work included, but was not
 
limited to, the engineering, design, fabrication, delivery,

construction, installation, start-up and training services
 
including all related civil, architectural, mechanical and
 
electrical work to provide the 150 MW Cairo South Combined
 
Cycle Power Unit. In addition, modifications of the existing

facilities were required to integrate the Combined Cycle Plant
 
into the existing operating power station and transmission
 
substation. Bidders were instructed to maximize the use of
 
local materials and products in the plant design.
 

Two bidders, ABB Susa, Inc./Townsend and Bottum (ABB/TB) and
 
General Electric Company-International Power Systems (GE)

responded. Both ABB/TB and GE were determined to be qualified

bidders. GTCC and EEA reviewed each firm's tecnnical proposal

to determinn compliance with the tecnnicaI specifications and
 
the commercial terms and conditions. Both proposals were
 
found to take exception to the technical specificaticns and in
 
several instances to the commercial terms and conditions. On
 
May 29, 1991, EEA notified ABB/TB and GE that their respective

proposals had been determined to be non-responsive to the
 
requirements of the IFB and each firm's bid price data,
 
unopened, was returned.
 

On June 27, 1991, EEA requested USAID approval to issue a new
 
IFB that included new Irtructions to Bidders and revised
 
technical requirements. USAID con,urced with the new IFB on
 
July 24, 1991. ABB/TB and GE, having been previously
 



determined to be qualified bidders, were requested to submit
 
new technical proposals and priced bids in sealed envelopes.
 
Both ABB/TB and GE submitted new technical proposals on August
 
26, 1991. Based on an analysis of the technical data
 
contained in the new IFB, ABB/TB and GE were determined to be
 
responsive. On September 26, 1991, ABB/TB's and GE's sealed
 
price bids were opened by the EEA. The prices as read out
 
were:
 

ABB Susa, Inc./ $111,257,990.00
 
Townsend and Bottum LE 28,817,681.00
 

Equivalent U.S. Dollar Price $119,952,514.00
 

General Electric - $115,280,345.00
 
International Power Systems LE 64,221,690.00
 

Equivalent U.S. Dollar Price $134,656,541.00
 

A Bid Price Justification Report, transmitted to EEA on
 
October 17, 1991, and a Project Cost Estimate Reconciliation
 
Report, transmitted to EEA on October 26, 1991, were prepared
 
by EEA's consultant, GTCC. The consultant's Bid Price
 
Justification Report (Tab 3) compared the ABB/TB bid price
 
with the capital cost of a similar plant built on the east
 
coast of the U.S. and provided adjustments in the U.S. plant
 
cost to reflect installation in Egypt. The report concluded
 
that the ABB/TB bid price in U.S. equivalent dollars was
 
reasonable. The Reconciliation Report (Tab 4) compared the
 
consultant's May 2, 1990 cost estimate and the amended
 
November 7, 1990 cost estimate to the evaluated ABB/TB bid
 
price and added adjustments to the GTCC estimate as
 
appropriate. The reconciliation resulted in a GTCC total
 
estimate of $ 119,438,000 equivalent dollars and therefore,
 
GTCC concluded that the ABB/TB bid price was reasonable.
 

On November 27, 1991, the EEA's High Purchase Committee
 
concurred in the selection of ABB/TB as the lowest priced,
 
responsive and responsible bidder and subsequently, in a
 
letter dated November 28, EEA requested USAID approval to
 
commence negotiations with ABB/TB. On December 4, 1991, USAID
 
confirmed the selection of ABB/TB as the lowest bidder and
 
acknowledged the total equivalent U.S. dollar bid price as
 
reasonable. EEA was encouraged to enter into discussions with
 
ABB/TB to maximize the Egyptian Pound content of the bid price
 
and clarify other items and conditions not material in nature.
 

Section 3.2.(a) of the Grant Agreement provides that the
 
Government of Egypt will provide or cause to be provided for
 
the project, all funds in addition to the Grant, and all other
 
resources required to implement the project effectively and in
 
a timely manner. In fullfilling this requirement, the GOE
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could utilize foreign exchange owned by the GOE or utilize AID
 
funding planned for commitment in a fourth tranche of funding
 
to be provided in 1992 after a substantial increase in
 
electricity prices. The GOE has elected to utilize the 1992
 
tranche and by letter dated November 7, 1991, the Minister of
 
Electricity and Energy requested $40 million from the fourth
 
tranche to be allocated to the Cairo South subproject.
 

AID has agreed to provide sufficient fund& to fully finance
 
the Cairo South subproject upon receipt ct a Memorandum of
 
Understanding (MOU) signed by the responsibit Ministers from
 
the Government of Egypt. The attached MOU (Tab 5) when signed

by the Minister of Electricity and Energy, and the Minister of
 
International Cooperation affirms the GOE intent to increase
 
electricity prices in 1992 to result in an average price of
 
electricit' equal to 69 percent of the Long Run Marginal Cost
 
(LRMC) as determined in the 1991 Electricity Pricing Strategy

Study. The EEA has reviewed the draft report and has
 
identified certain refinements to be made by the consultant.
 
The consultant is reviewing EEA's suggestions and does not
 
expect a significant change in the study results or their
 
recommendations. The additional funds needed to fund the
 
Cairo South subproject will represent a $40 million advance in
 
the $80 million fourth tranche of funding. The balance of
 
funding from the fourth tranche will be provided following

confirmation of a 1992 electricity price increase conforming
 
to the MOU.
 

IV. MODIFICATION IN APPROACH TO ACRIEVE PROJECT OBJECTIVE
 

The ultimate objective of the Project is significant increases
 
in the selling price of electric energy based on a program of
 
annual price increases sufficient to eliminate the electricity
 
sector subsidy by the late 1990's. There is no need to modify

the Project Paper as the objective remains valid for the
 
present and for the life of the project, barring any major or
 
unanticipated occurrences.
 

V. JUSTIFICATION FOR INCREASE IN PROJECT FUNDING
 

The GTCC cost estimate was based on recent contract awards,
 
industry cost data, and cost data on similar plants in Egypt.

The cost estimate has been further adjusted based on economic
 
estimates on inflation rates, local costs, economy of scale,
 
market conditions and specific cost estimates for major items
 
of equipment. For an estimate of this type, GTCC reports that
 
a cost estimate with an accuracy of ±25 percent would be
 
expected.
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The consultant's cost differentials between ABB/TB's bid price

and GTCC's November 7, 1990 Project Cost Estimate Addendum No.
 
1 has been attributed to eight factors: a) larger percentage

of the total equivalent U.S. Dollar plant cost financed in
 
U.S. dollars; b) failure to include the cost of financing a
 
less than desirab!e payment schedule; c) increase in cost of
 
U.S. equipment due to world supply and demand; d) inflation of
 
the U.S. dollar; e) inaccurate shipping costs; f) failure to
 
include the cozt of insurance; g) understated indirect costs;

and h) escalatien, devaluation and currency fluctuations of
 
the Egyptian pound (LE).
 

A summary of the consultant's cost differentials attributed to 
each of the preceeding eight factors, results in an increase
 
of $35.3 million to the consultant's cost estimate of $84.1
 
million, a total adjusted equivalent U.S. dollar estimate of
 
$119.4 million. DR/UAD has reviewed the eight factors (Tab 6)

to determine the reasonableness of the consultant's cost
 
increase. Based on DR/UAD's review of the consultant's cost
 
differentials, we estimate the project cost to be
 
approximately $112.3 million.
 

A comparison of ABB/TB total equivalent U. S. dollar bid of
 
$119,952,514 to DR/UAD's reconciled total equivalent dollar
 
cost, results in a difference of $7.7 million or a 6.4%
 
difference. We believe the GTCC cost reconciliation is
 
reasonable.
 

VI. CONCLUSION
 

The lowest bid price of $111,257,990.00 and LE 28,817,681
 
submitted by ABB/TB for the Cairo South Combined Cycle Unit
 
has been thoroughly reviewed by EEA and their consultant,
 
GTCC. GTCC has identified the major differences between the
 
consultant's cost estimate and the low bid price and concluded
 
that the bid price is reasonable. USAID has reviewed the
 
consultant's analysis and reconciliation and find the ABB/TB

total equivalent U.S. Dollar bid price to be reasonable. EEA
 
and ABB/TB are discussing means of increasing the local
 
currency portion of the procurement and alternative payment

schedules which will reduce the U.S. dollar cost.
 

VII. AUTHORITY
 

Under paragraph 3 of Delegation of Authority No. 653, you have
 
authority (without dollar limitation) to approve an amendment
 
of the project authorization to increase the LOP funding.

Under paragraph 5 of Mission Order No. 5-4, your authority has
 
not been redelegated.
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VIII. PCOMMND TLQN
 

That you approve by signing the attached Project Data Sheet
 
and Project Authorization Amendment to provide an additional
 
$40 million to fully finance the turnkey contract for the
 
Cairo South 150 MW Combined Cycle Plant.
 

APP _ _ _ _ _ _ _ _ 
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THIRD AMENDMENT TO PROJECT AUTHORIZATION
 

Name of Country: 	 Arab Republic Name of Project: Power Sector
 
of ESupport
 

Number of Project: 263-0215
 

1. Pursuant to Section 532 of the Foreign Assistance Act of
 
1961, as amended, the Power Sector Support Project was originally

authorized on September 18, 1989, and amended on June 13, 1990
 
and June 27, 1991. The authorization is hereby further amended
 
as follows:
 

Paragraph 1 is amended by deleting "$351 million" and
 
inserting "$391 million" therefor.
 

2. The authorization cited above remains in force except as
 
hereby amended.
 

Henry I Bassfqrd/
 
Director, USAI&/&pt
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