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MEMORANDUM January 8. 2014

TO: John F. Sopko
Special Inspector General for
Afghanistan Reconstruction (SIGAR)

FROM: William Hammink. Mission Director (}M

SUBJECT:  Response Letter to SIGAR Alert Letter Regarding Oversight
Provisions for the Kajaki Unit 2 Turbine Installation Project

This letter is in response to the SIGAR Alert Letter issued on December 31, 2013
regarding oversight provisions for the Kajaki Unit 2 Turbine Generator Installation
Project (aka Kajaki Dam Unit 2 Project'). We value SIGAR’s intention to accurately
assess the oversight of this investment and provide the following observations.

In the Alert Letter, SIGAR states the on-budget Kajaki Dam Project has three
weaknesses related to USAID agreement oversight provisions when contrasted with
the USAID Power Transmission Expansion and Connectivity (PTEC) project.
SIGAR highlights the three specific weaknesses:

e USAID review of key procurement actions,
e USAID vetting of organizations and key individuals, and
e USAID access.

USAID concurs with SIGAR’s request to incorporate conditionalities into the
agreements that govern the Kajaki Dam Unit 2 Project similar to those that govern the
USAID PTEC project. As reflected below, the oversight provisions are already
embedded within existing Strategic Objective Grant Agreement (SOAG) documents
and the DABS contract with the Kajaki Unit 2 Project contractor.

USAID Review of Kev Procurement Actions

USAID Implementation Letter (IL) Number IL-36 for the Installation of Turbine
Generator Unit 2 at Kajaki Dam Hydropower Plant references SOAG Number 306-
05-00 titled “"USAID Strategic Objective Grant Agreement for a Thriving Economy
Led by the Private Sector.” IL-56 (Attachment 1) is issued in accordance to SOAG
306-05-00 and is governed by its provisions.

"To clarify SIGAR s title. the “Kajaki Dam Project.”™ USAID support for this project does not involve
structural construction. repairs or improvements to the dam itself: instead. the project involves
installation of a hydropower turbine and appurtenances in the powerhouse at the Kajaki Dam site.
USAID would prefer the project be referred to as the “Kajaki Dam Unit 2 Turbine Generator
Installation Project™ or “Kajaki Unit 2 Project.”
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Under Annex 2 of the SOAG: Standard Provisions. Article C: Procurement
Provisions. Section C.3 Plans. Specifications and Contracts specifies that USAID will
have authority to obtain documentation and to review key procurement actions.
Relevant items under this section state:

(a) The Grantee will furnish to USAID upon preparation:

(1) any plans, specifications, procurement or construction schedules,
contracts, or other documentation between the Grantee and third
parties, relating to goods or services to be financed under the
Agreement, including documentation relating to the
prequalification and selection of contractors and to the solicitation
of bids and proposals. Material modifications in such
documentation will likewise be furnished USAID on preparation;

(b) Documents related to the prequalification of contractors, and to the
solicitation of bids or proposals for goods and services financed under the
Agreement will be approved by USAID in writing prior to their issuance, and
their terms will be in United States standards and measurements;

(c) Contracts and contractors financed under the Agreement for engineering
and other professional services, for construction services, and for such other
services, equipment, or materials as may be specified in Implementation
Letters, will be approved by USAID in writing prior to execution of the
contract. Material modifications in such contracts will also be approved in
writing by USAID prior to execution.

The SOAG language above provides USAID with substantial control over
procurement activities conducted under the Kajaki Unit 2 Project by DABS and the
DABS contractor, including vetting of contractors.

To date, DABS has readily provided USAID with procurement documents related to
the Kajaki Unit 2 Project. Upon review, USAID has provided written consent to the
issuance of the contract to the contractor, who will act as the construction manager-at
risk (CMAR). USAID Implementation Letter IL-56-02 providing this consent is
attached (Attachment 2).

USAID Vetting of Organizations and Key Individuals

In addition to the above provisions in the USAID SOAG with the Government of the
Islamic Republic of Afghanistan (GIROA), several provisions are included in the
DABS contract with its contractor that USAID approved. Item 4 of Section 7,
Requirements for Provider of Funds in the Contract for Kajaki Unit 2 between DABS
and the Contractor states:

USAID shall have the right, but not the obligation, to obtain information and
to review for security and compliance purposes all companies, organizations,
and individuals involved in award of any subcontracts resulting from this
contract. USAID may prohibit subcontract award based upon the information
obtained and/or the results of such review.
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Based on this language. USAID has the ability to vet any and all entities that arc
proposed for the Kajaki Unit 2 Project by DABS or its Contractor.

It should also be noted that the Contractor selected under this contract by DABS was
vetted through the USAID vetting unit prior to award. The USAID vetting
determination of the DABS contractor. GFA Consulting Limited, for this assistance is
attached (Attachment 3).

USAID Access

Regarding USAID access to DABS on-budget implementation of the Kajaki Unit 2
Project, Section G Item 7 of the Kajaki Unit 2, IL-56 addresses SIGAR s access issue
as follows:

Monitoring and Evaluation: Due diligence reviews of the Kajaki Unit 2 project
through program monitoring and evaluation is fundamental to reporting on
progress and the quality of the work performed. USAID, through its staff or
through contracts with third parties, will provide monitoring and evaluation
support services for the Kajaki Unit 2 Project. Pursuant to Section B.5
(Reports and Information, Agreement Books and Records, Audits and
Inspections) of Annex 2 (Standard Provisions) of the Agreement, the Grantee
will ensure that necessary access is provided to perform these functions.™

The SOAG's Annex 2: Standard Provisions, Article B: General Covenants, Section
B.5: Reports and Information, Agreement Books and Records, Audits, and
Inspections, item (i) states:

Opportunity to Audit or Inspect: The Grantee shall afford authorized
representatives of USAID the opportunity at all reasonable times to audit or
inspect activities financed under the Agreement, the utilization of goods and
services financed by USAID, and books, records and other documents relating
to the Agreement.

These provisions clearly show that USAID has the requisite access to the project for
appropriate oversight.

Attachments:
1) Implementation Letter, IL-56

2) Implementation Letter, [L-56-02
3) Vetting Determination

ccC:

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