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 Can a 3.4 % price difference substantiate a 30 % budget overrun?

Prague March 25, 2003 – With less than one week to go for Minister Simonovsky to present the Czech government with his final recommendations regarding the D47 Implementation Agreement, Housing & Construction (CZ) published construction price estimates from three different sources. As per H&C’s own calculation the construction of the D47 under the BOT arrangement would cost CZK 49.8 billion. In its ISPROFIN semiannual report for 2001, the Directorate of Roads and Motorways (DRM) estimated the total construction cost at CZK 48.1 billion. At the request of H&C, EC Harris, a leading world pricing authority, provided its own D47 estimate based on British motorway projects experience totaling CZK 47.4 billion for a 
non-BOT method. The price difference between the estimates fluctuates from 3.4 to 4.9 %.

“Given the fact that in line with the Implementation Agreement Housing & Construction must not exceed the agreed fixed sum of CZK 49.8 billion, the price difference between the individual estimates is immaterial. On top of that the DRM and EC Harris price estimates relate to the traditional state budget financing method which regularly suffers substantial budget overruns,” claims Amir Ronen, the D47 Project Director. “As per the January 30, 2002 statement of the Czech Supreme Audit Office, budget overruns on Czech highway and road projects amount up to 30 %. According to the EC Harris analysis such budget overruns in Great Britain amount to 29,44 % on the average. Should D47 be built by the state rather than under the BOT procurement method, the total price might thus grow up to CZK 62.5 billion 
(48.1 + 30 %). This compares very favorably with the fixed construction cost CZK 49.8 billion, “ Mr. Ronen explained.

According to Mr. Ronen the BOT based price also includes risks for the project company that are in traditional state budget financing based models born by the state. The scope of BOT risks is relatively wide. They range from archeological through geological to special financial risks.
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