SPECIAL INSPECTOR GENERAL FOR IRAQ RECONSTRUCTION

Congress created SIGIR as a temporary organization to provide independent

oversight of the Iraq Relief and Reconstruction Fund by:

e promoting economy, efficiency, and effectiveness in the administration of programs
and operations

e preventing and detecting waste, fraud, and abuse in such programs and operations

¢ keeping the Secretary of State, Secretary of Defense, Congress and the American
taxpayers informed about problems and deficiencies relating to administration of
programs and operations and about recommendations for corrective action

Inspector General Stuart W. Bowen, Jr., was appointed in late January 2004. This past
November, the IG made his tenth trip to Iraq to review progress on the reconstruction effort.

HIGHLIGHTS: SIGIR January 2006

Cash confiscated at the time of seizure. Other items included coins,

platinum, and gold bars.
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Quarterly Report and Semiannual Report

A Year of Transition

2006 will be a year of transition in
Iraq reconstruction. To aid in that effort,
SIGIR is announcing an audit to review
overall transition planning. The audit will
answer whether the United States has
effectively planned to sustain what it has
built in Iraq. SIGIR is concerned about
whether there are sufficient resources

to support capacity development for national and local government

officials, operations and maintenance, infrastructure security,

development of strategic cities, and private sector development.

SIGIR INVESTIGATIONS LEAD TO

FOUR ARRESTS

SIGIR investigations have led to the arrest of
four Americans for their roles in a major brib-
ery and kickback scheme involving millions of

dollars in rebuilding contracts.

As a result of a SIGIR Hotline
tip in the spring of 2004, SIGIR
conducted a series of 5 audits
addressing controls over cash,
contract management, and grant
management for the Coalition
Provisional Authority (CPA),
South-Central Region, in Hilla,
Iraq. The pattern of financial mis-
conduct revealed by the audits led
to a series of SIGIR investigations.

SIGIR auditors identified

material control weaknesses and subsequently
found that U.S. government agents and coalition
partners did not properly control and account
for Iraqi cash assets.

The auditors found indications of potential
fraud and referred these matters
to SIGIR investigators. A lengthy
KEY THEMES
SIGIR focuses on these key
themes in this Quarterly
Report to Congress:
*TRANSITION

series of investigations ensued,
and arrests were made during
this reporting period. CPA offi-
cials and private contractors have
been charged in federal court for

*RECONSTRUCTION GAP crimes associated with the Hilla

© SUSTAINABILITY

scheme. A significant number of
*COST-TO-COMPLETE

assets have been seized, includ-
ESTIMATES

ing vehicles, an airplane, cash,
*FIGHTING CORRUPTION

¢ INFORMATION SYSTEMS
MANAGEMENT

jewelry, watches, real estate, and
weapons.



http://www.sigir.mil
mailto:publicaffairs@sigir.mil

SPECIAL INSPECTOR GENERAL FOR IRAQ RECONSTRUCTION

AuUDITS
SEVEN SIGIR AUDITS
HIGHLIGHT CURRENT ISSUES

During this reporting period, SIGIR released 7 audits,
bringing the total to 40 since inception. Many focused
on the sustainability of projects and the ability of the
United States to meet reconstruction goals.

o One audit found that managers failed to estimate
and report reliable and transparent
cost-to-complete information for the IRRF projects
that SIGIR reviewed, preventing important proj-
ect visibility essential for program managers and

Congress to make informed decisions during IRRF
program execution.

« An audit of the Commander’s Emergency Response SIGIR HARNESSES SATELLITE TECHNOLOGY
Fund (CERP) found considerable progress to TO REVIEW PROJECTS
improve management of the fund, but cautions that The SIGIR Satellite Imagery Group has launched a new aerial
managers must better coordinate CERP projects project assessment initiative to increase visibility and trans-
with the Department of State and USAID. parency of reconstruction projects. SIGIR has partnered
o The reconstruction gap audit looked at the reason with two federal agencies that have provided SIGIR with
for the difference between planned and 53 satellite assessments and unclassified
completed projects. This audit finds that imagery products. Although the majority
the U.S. government will not complete the DANGEROUS WORKING of the projects appear to be on track, three
number of projects anticipated because CONDITIONS projects were identified as not meeting
funds were reprogrammed for security. The lethal environment for contract specifications.
Some funds were also redistributed to reconstruction in Iraq has
sustainment activities. claimed 467 contractor SECTORS
lives since March 2003. NEW REPORTING SECTION REVEALS
ASSESSMENT UPDATE High costs for contractor CURRENT PROGRESS IN RECONSTRUCTION

SIGIR INSPECTIONS IMPROVE PROJECT

security continues to A new section of this Quarterly Report
QUALITY AND PROMOTE SUSTAINABILITY

impact reconstruction tackles the question, “What is the current

SIGIR inspectors completed 13 assessments efforts. progress of U.S. reconstruction pro-
during this reporting period, looking at a grams in Iraq?” by looking at Activities,
cross-section of projects from each of the Outputs, and Outcomes in three sectors
major sectors. — Electricity, Oil and Gas, and Water.
o SIGIR assessed the construction of four border forts SIGIR analysis finds that although projects completed in the

and found that the projects had not been construct- last 18 months have gen-

ed as required under the contract, and they were not erally delivered expected

yet functional. SIGIR plans to follow up to ensure outputs—more capacity LESSONS LEARNED

that repairs are completed and that cost increases in megawatts, increases in Look for SIGIR's first report

are justified. barrels of oil per day, mil- o L.essons LEameds Human
o SIGIR’s assessment of the Qudas electric project, lions of additional treated Capital Management on

which will help produce electricity for the Iraqi grid, cubic meters of water per SIGIRSWEB site‘ -

focused on sustainability. The sustainability plans day—these outputs have not athttp:// www.s!g|r.m|.l.

for the project were deficient. Because the Electric- enabled Iraq to meet current Next, SIGIR contmue.s IS

ity sector is vital for Iraq’s economy and its people, demand, and in many cases, Lessons‘ Leamed series by

SIGIR will continue to inspect electrical projects for services have not returned evaluating th.e procurement

sustainability. to pre-war levels. and contracting processes

for Iraq reconstruction.
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MESSAGE FROM THE SPECIAL INSPECTOR
GENERAL FOR IRAQ RECONSTRUCTION

It has been two years since my appointment as Inspector General for the Coalition Provisional
Authority (CPA-IG). Shortly after that appointment, I embarked on my first trip to Iraq to assess
how to establish effective oversight of the CPAs programs and operations.

After stepping off the plane in Baghdad in February 2004, I quickly recognized the scope of the
enormously complex and significant mission that confronted us and the lethal, chaotic environment
in which we would have to do our work. I told my staft that our overarching goal would be to provide
oversight that promoted economy, efficiency, and effectiveness and prevent fraud, waste, and abuse.

By the time the CPA-IG was fully operational in Baghdad, only a few months remained before
CPA’s tenure expired. The end of the CPA in June 2004 signaled the potential end of the CPA-IG, but
the publication of our July 2004 Report caused the Congress to conclude that there was a need for
continuing oversight in Iraq. Billions of dollars and the future of Iraq reconstruction were at stake.
And the Congress responded by re-designating the CPA-IG as the Special Inspector General for Iraq
Reconstruction (SIGIR) and assigning it the important mission of overseeing the Iraq Relief and
Reconstruction Fund.

Now, nearly two years since the inception of our unique oversight organization, I am pleased
to submit SIGIR’s eighth Quarterly Report to Congress and to the Secretaries of State and Defense.
With the issuance of this Report, SIGIR has completed 40 final audit reports and 29 detailed
assessments and inspections that collectively provide an important perspective on U.S. progress
in Iraq.

President Bush correctly observed in December 2005 that “in all three aspects of our strategy—
democracy and security and reconstruction—we’re learning from our experiences [in Iraq], and we're
fixing what hasn’t worked.” SIGIR has played an important role in contributing to both the “learning”
and the “fixes” When SIGIR auditors and inspectors identify a need for changes in reconstruction
practices, procedures, or policies, they provide immediate guidance to reconstruction management
about necessary action. Our Reports document that reconstruction managers tend to concur with
SIGIR recommendations, and they have usually taken immediate steps to implement money-saving
modifications. This process amounts to “real-time” auditing—oversight that remains independent but
is designed to effect rapid improvement.

Throughout 2005, SIGIR played an important role in identifying key issues confronting and
impeding the U.S. reconstruction effort in Iraq. For example, SIGIR inquiries signaled deficiencies in
the information management systems for reconstruction projects, and SIGIR pressed for measures,
now underway, to ameliorate this serious shortfall. SIGIR illuminated the need for securing concrete
policies that will ensure that reconstruction projects are sustainable when they are finally turned over



to Iraq. This prompted a new emphasis on the need to provide additional funding for capacity-
building operations and maintenance programs. The need for more funding has reached a critical
point; there is a compelling basis to increase support for sustainability. SIGIR pointed out problems
with the contractor award-fee processes, and those problems were fixed before our Report was issued.
And we identified and brought attention to the “reconstruction gap” that exists between initial
reconstruction expectations and current reconstruction outcomes.

The recent arrests of four individuals charged with criminal fraud committed in Iraq underscores
the axiom that oversight works well when it works hard. And oversight would have worked even
better if SIGIR had been in Iraq from the beginning. By the time I was appointed Inspector General
in January 2004, the recently arrested perpetrators were already months into their criminal scheme.
We had to play catch-up to track them down and bring them to justice.

SIGIR continues to support national capabilities for stabilization and reconstruction by
documenting the Iraq reconstruction experience in an analytic report of lessons learned. A key
lesson of the SIGIR experience is that oversight works best when it is up-front, highly visible, and
forward-leaning. Recently, the Congress again extended our mandate, and as we complete our first
two years in Iraq and move into a year of transition, SIGIR will continue to execute its important
mission while always remembering those who have sacrificed so much for the successes achieved
so far in Iraq. At the same time, we want the relatively few who believe they will never be called to
account for their misdeeds to know that SIGIR is on the case, and we will be seeing them soon.

Submitted January 30, 2006

Y0 et

Stuart W. Bowen, Jr.



SIGIR SUMMARY OF PERFORMANCE

February 1, 2004 — January 31, 2006

AUDIT
Reports issued 40
Recommendations issued 107

INSPECTIONS

Special Assessments issued 29

Limited preliminary assessments issued 60
Satellite imagery reports issued 53

INVESTIGATIONS

Investigations initiated 91

Investigations closed 34

Open investigations 57

Arrests 4

Value of assets seized/recovered $6,669,904

HOTLINE CONTACTS
Fax 12

Telephone 53

Walk-in 108

E-mail 233

Standard mail 21
Referrals 23

Total Hotline Contacts 450

NON-AUDIT PRODUCTS
Congressional Testimony 3
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SIGIR OBSERVATIONS

During the past quarter, the Special Inspec-
tor General for Iraq Reconstruction (SIGIR)
continued to advance aggressive oversight of
the use of U.S. funds in Iraq’s reconstruction.
In executing its responsibilities, SIGIR pro-
motes the efficiency and effectiveness of the
U.S. reconstruction program and ensures that
taxpayer dollars are spent wisely. Moreover,
SIGIR’s role in Iraq’s reconstruction aims to
help secure the overall success of the U.S. effort
and thereby honor the sacrifices of the soldiers
and contractors killed or wounded.

SIGIR’s most notable achievements during
the past quarter were the arrests of four U.S.
citizens for bribery, fraud, and theft involving
Iraq reconstruction funds on contracts valued

OVERVIEW

at more than $13 million. These arrests signal
that the United States is unequivocally com-
mitted to fighting corruption and promoting
accountability on all fronts in Iraq.

SIGIR’s Audit and Inspections divisions
continued to focus oversight on the recon-
struction gap, the cost to complete reconstruc-
tion projects, the sustainability of completed
projects, the effort to fight corruption in Iraq,
and the persistent need to develop an effective
reconstruction project database. Future audits
and inspections will provide further reporting
on these and other issues.

With the issuance of this Quarterly Report,
SIGIR introduces the review of a new issue—
transition.

2006: A YEAR OF TRANSITION
IN IRAQ RECONSTRUCTION

2006 will be a year of transition for the U.S.
reconstruction program in Iraq. The successful
December 2005 elections launched Iraq into a
new phase of its history. The first government
elected under Iraq’s new constitution is now
forming and will soon assume responsibility
for managing Iraq’s economy and infrastruc-
ture. These developments will fundamentally
alter the nature of the U.S./Iraq relationship on
many levels, including reconstruction.

By the end of FY 2006, the United States
expects to have fully obligated the Iraq Relief
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and Reconstruction Fund (IRRF)!. IRRF
dollars represent only a portion of the amount
estimated by the World Bank and United
Nations (UN) to be necessary to restore Iraq’s
infrastructure, and the IRRF has provided a
substantial down payment on what will be a
lengthy restoration process. The progress made
thus far with U.S. reconstruction funds has
supplied the new Iraqi government with a sig-
nificant start toward establishing an effective
infrastructure and eventual prosperity.

As more and more IRRF projects are



SIGIR OBSERVATIONS

Are there sufficient resources to support capacity

development for national and local government

officials, operations and maintenance, infrastructure

security, development of strategic cities, and private

sector development?

completed, the U.S. agencies and elements

that currently manage and implement the

overall U.S. reconstruction effort—including

the Iraq Reconstruction Management Office

(IRMO) and the U.S. Army Corps of Engineers

Gulf Region Division Project and Contract-

ing Office (GRD-PCO)?>—will implement

transition strategies to ensure that completed
projects and related assets are turned over to
the appropriate Iraqi officials who have the
training and budgetary resources necessary to
sustain them. As the transition process gains
momentum, the U.S. reconstruction presence
in Iraq will begin to shift toward foreign assis-
tance programs managed by the Department
of State (DoS) and the U.S. Agency for Interna-
tional Development (USAID).

Regarding the reconstruction transition,

SIGIR has several concerns:

e Do all of the U.S. reconstruction imple-
menting agencies in Iraq have strategic
plans in place for transitioning their respec-
tive parts of the reconstruction program?

o Are there sufficient resources to support
capacity development for national and local

government officials, operations and main-
tenance, infrastructure security, develop-
ment of strategic cities, and private sector
development?

e Have Iraqi officials sufficiently budgeted
and planned for the essential maintenance
of the new, U.S.-provided infrastructure?

o Is the United States prepared to sustain
the reconstruction presence required to
complete planned projects that may take
another three or four years to complete?

SIGIR has learned that an IRMO transition
team is reviewing the critical issue of funding
sustainment in the near term. Additionally, the
Department of Defense (DoD) and DoS have
begun transition planning for their respective
areas of responsibility. This quarter, USAID
presented a plan for transitioning U.S. assis-
tance from the infrastructure-focused IRRF
reconstruction effort to a more traditional
technical assistance strategy. Thus, there are
significant signs that transition planning is
being implemented. But the importance of this
issue compels SIGIR to announce a new audit
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CONTINUING CHALLENGES

that will review all reconstruction transition
planning. SIGIR continues to follow a number
of critical issues raised in earlier Quarterly
Reports:

e the “reconstruction gap”

e sustainability

e cost-to-complete estimates

e anticorruption efforts in Iraq

e information systems management

The Reconstruction Gap

The SIGIR October 2005 Quarterly Report

initially examined the “reconstruction gap”—

the difference between what was originally
planned for reconstruction in the various sec-
tors and what will actually be delivered. This is
not an alarm bell but merely an observation of

a current reality: changing conditions in Iraq,

including deteriorating security conditions

and evolving political and economic priorities

required IRRF reprogramming that altered

sector funding levels and projected outcomes.
This quarter, SIGIR conducted an audit of

the reconstruction gap that found that the U.S.

government will not complete the number of

projects anticipated by the IRRF program allo-
cations in the November 2003 legislation. In
two key sectors, the audit found these notable
shortfalls:

e Ofthe 136 projects originally planned in
the Water sector, only 49 (36%) will be
completed. Most of the projects planned in
sewerage, irrigation and drainage, major
irrigation, and dams have been terminated.
DoS reports that Iraq’s water treatment
capacity will be increased only by 2.25 mil-
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lion cubic meters per day.

e Of the 425 projects originally planned
by CPS in the Electricity sector, only 300
(70.5%) will be completed. Of the 3,400
additional megawatts planned for the Gen-
eration sub-sector, only 2,200 megawatts
will be delivered.

These shortfalls are substantially attribut-
able to the autumn 2004 IRRF reprogramming,
which reduced the allocations to the Water
sector from $4.3 billion to $2.1 billion (down
51.2%). The Electricity sector dropped from
$5.560 billion to $4.309 billion (down 22.5%).
Allocations to certain other sectors concomi-
tantly increased: the Private Sector Develop-
ment sector grew by 420%, and the Justice,
Public Safety, Infrastructure, and Civil Society
sector rose by 70%.

A number of factors combined to make
these program changes necessary, the most
significant being the rise of the insurgency. A
new strategy that was more responsive to the
new security and political situation in Iraq
resulted in the reallocation of $5.6 billion in
IRRF funding. Additionally, administrative
costs of the U.S. agencies using the IRRF pro-
duced approximately $425 million in program
changes. Another $350 million is now bud-
geted for new sustainment activities that were
not included in original planning. Finally, the
following factors have also contributed to the
reconstruction gap:

e inadequate or non-existent cost estimates
for many projects in the original November
2003 plan



e increased costs of materials, particularly in
the Oil and Gas sector, aggravated by smug-
gling of subsidized construction materials
across Iraq’s borders

e high costs of contractor security

e high costs of project delays caused by
intimidation and violence

e evolving reconstruction priorities to fit the
Multi-National Force-Iraq campaign plan
and political requirements

e lack of oversight of reconstruction projects
as they developed

Security has been a significant cost-driver.
In July 2004, DoS reallocated $1.8 billion to
training and equipping Iraqi security forces
and associated expenditures. Security costs for
contractors have risen on average from an ini-
tial 10-12% to more than 25%, adding greatly
to the costs of major construction projects. The
need for this increase in security spending is
demonstrated most clearly by the number of
contractors kidnapped, wounded, and killed
since March 2003. Intimidation of workers
continues to delay projects, and the insecure
environment has driven away critically needed
foreign technicians in the essential services
sectors.

Sustainability

SIGIR has repeatedly emphasized the impor-
tance of ensuring the sustainability of U.S.
reconstruction efforts in Iraq and commended
the early efforts by IRMO, PCO, and USAID
officials to include sustainability costs in proj-
ect budget planning. But SIGIR continues to be

SIGIR OBSERVATIONS

concerned about the realization of sustainment

goals. SIGIR believes that more resources must

be allocated to sustainability. Sustainability is
defined as the ability of a program to deliver
its intended benefits for an extended period

of time after major financial, managerial, and

technical assistance from an external donor is
terminated.

As SIGIR reported in an October 24, 2005
audit: “There is a growing recognition that the
Iraqi government is not yet prepared to take
over the near- or long-term management and
funding of infrastructure developed through
the IRRF projects.” SIGIR notes that the key
recommendations from the last Quarterly
Report—including the creation of a Sustain-
ment Coordinator—have been implemented.
The coordinative function should continue to
be a high priority for reconstruction managers
in Iraq.

SIGIR audits conducted this quarter made
these key sustainability reccommendations:

e Create a single database of IRRF-related
assets and provide it to the Iraqi govern-
ment to support planning and budgeting.

e Coordinate plans and funding for the
sustainment of Commander’s Emergency
Response Program (CERP) construction
projects with DoS, IRMO, GRD-PCO, and
USAID.

SIGIR inspections have also provided
insight into the sustainability of projects in
Iraq.

Thirteen SIGIR inspections are included
in this Report, and each includes a review of
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the planning for sustainment. SIGIR plans to
continue using inspections as a key tool to
assess the sustainability of Iraq reconstruction
projects.

Cost-to-complete Estimates

Nearly a year ago, SIGIR reported that the U.S.
reconstruction program did not have reliable
cost-to-complete estimates for its projects.
Since that time, SIGIR auditors have continu-
ally pressed for accurate cost-to-complete data.
DoS confronted the issue last spring: in March
2005, a DoS team went to Baghdad to press for
cost-to-complete data from agencies imple-
menting the IRRE Its efforts met with limited
success.

The cost to complete a project is defined as
the total estimated cost of the project less the
actual cost of work performed to date. The
estimated cost of the project is the actual direct
cost, plus indirect costs or allocable costs to the
contract, plus the estimate of costs (direct and
indirect) for authorized work remaining. The
actual cost of work performed to date is the cost
(direct and indirect) to date of completed work
packages and the completed portion of work
packages begun and not yet completed.

The failure to compile and report cost-
to-complete information, as required by
Public Law 108-106, has made it difficult for
implementing agencies to exercise effective
fiscal management of IRRF dollars. This has
deprived SIGIR of the financial visibility it
needs to execute its oversight responsibility.
Without current and accurate cost-to-complete
data, management cannot determine whether
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sufficient funds will be available to complete
ongoing work, nor can it project the availabil-
ity of funds for any new programs or projects.
During this quarter, SIGIR completed an
audit to determine the adequacy of method-
ologies used to estimate and report the costs
to complete IRRF-funded projects. The audit
reviewed how cost-to-complete numbers were
tracked in the Facilities and Transportation
sector. SIGIR also followed up on a previous
recommendation to IRMO to create a single
set of unified cost-to-complete procedures.
IRMOs first cost-to-complete report (October
2005) showed serious underfunding in several
reconstruction sectors. The cost-to-complete
report for this quarter is overdue; therefore, no
observations about progress can be made.

Anticorruption Efforts in Iraq
SIGIR remains committed to intensifying U.S.
efforts to promote an effective anticorrup-
tion system within the Iraqi government and
commends the U.S. Mission’s efforts thus far
to support anticorruption institutions in Iraq.
In the October 2005 Quarterly Report, SIGIR
urged the Ambassador to hold an anticorrup-
tion summit, which he did in November 2005.
The summit resulted in a proposal for a joint
U.S.-Iraqi Anticorruption Working Group and
initial agreement on the need for more training
for officials from the Board of Supreme Audit,
the Commission on Public Integrity, and the
Inspectors General of the Iraqi ministries.

The Embassy Anticorruption Working
Group previously identified several major
priorities, including:



e promoting market reforms and reducing
subsidies

e helping to reinforce the weak law enforce-
ment structure

e creating a public education campaign on
the corruption issue

In 2006, SIGIR will announce an audit to
evaluate the progress of the U.S. anticorruption
initiative.

Information Systems Management
Throughout 2005, SIGIR advised IRMO of the
need for a single database for reconstruction
projects in Iraq. Last quarter, IRMO man-
dated the creation of a consolidated database
by December 2005, but this system has yet to
become operational. As a result, it is difficult
for SIGIR to assess the current progress of the
overall project portfolio or to identify potential
problems with individual projects. The recon-
struction effort is too large and too important
to be managed without access to accurate and
complete data about the projects involved.
IRMO and the implementing agencies in
Baghdad are trying to develop a common
policy and process to facilitate the legal,
financial, and logistical transfer of assets to the

SIGIR OBSERVATIONS

Iraqi government. Two interagency working
groups in Baghdad are addressing the problem.

SIGIR continues to develop the SIGIR Iraq
Reconstruction Information System (SIRIS),
but the difficulties in extracting data from U.S.
government agencies in Iraq hinder SIGIR’s
responsiveness.

The Human Toll

The lethal environment in Iraq continues to
pose extraordinary challenges to reconstruc-
tion contractors. Since reconstruction began

in March 2003, 467 death claims for contrac-
tors of all nationalities have been submitted
under the Defense Base Act, according to the
U.S. Department of Labor. The daily situation
reports of the Gulf Region Division of the U.S.
Army Corps of Engineers present the full range
of dangers facing those who work on recon-
struction projects in Iraq. The reports routinely
list kidnappings, murders, attacks, bombings,
armed vandalism, and threats. The January 13,
2006 report, for example, listed a car bomb-
ing, a gunshot through a car window, armed
vandalism, a threat delivered by five armed and
masked men on a jobsite, and six attacks on
contractors.
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INTRODUCTION

This section reviews and analyzes the U.S.
reconstruction effort in Iraq to answer the
question: “What is the current progress of U.S.
programs in specific reconstruction sectors in
Iraq?” The Special Inspector General for Iraq
Reconstruction (SIGIR) applies three metrics
to answer this important question:

e Activities measure the day-to-day actions
that are within the direct control of imple-
menting agencies and are managed at the
contract or contractor level. This metric
relies on current project data obtained from
the U.S. Agency for International Develop-
ment (USAID) and U.S. Army Corps of
Engineers, Gulf Region Division, Project
and Contracting Office (GRD-PCO.)!

e Outputs measure the direct results of com-
pleted projects and expended dollars; that
is, the actual effects produced by the U.S.
investment in Iraq’s reconstruction.

e Outcomes measure the broader benefits
realized by Iraqis from investment in each
reconstruction sector.

To date, the U.S. reconstruction effort has
been managed primarily through the use of
Activity metrics, including the number of proj-
ect starts and completions and the total dollars
obligated and expended. However, the reliabil-
ity of the data driving these Activity metrics
is questionable, as revealed by SIGIR reviews
of the reconstruction program’s information
systems.

Adding Output and Outcome metrics to the
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analytic mix will deepen and clarify SIGIR’s
analyses of U.S. reconstruction performance in
Iraq. These metrics link expenditures of U.S.
funds to both specific restorations of essential
services and overall improvements in the qual-
ity of life for Iraqis. This section reviews prog-
ress in each reconstruction sector, which will
include a comparison of current Output and
Outcome metrics to the original goals stated
by the Coalition Provisional Authority (CPA)
in 2003. Although these CPA numbers are
obviously obsolete, they nevertheless provide
discrete historical benchmarks for comparative
measurement.

This section focuses on three essential
service sectors—Electricity, Oil and Gas, and
Water. In later Reports, SIGIR will expand the
analytical effort to all reconstruction sectors.
For information about the definitions of these
and other sectors, see Appendix J.

Recent Progress

SIGIR’s initial analysis of reconstruction

progress through Activities, Outputs, and

Outcomes metrics leads to two critical

conclusions:

1. Although completed reconstruction
projects generally have delivered expected
outputs—more capacity in megawatts,
increases in barrels of oil per day, and
millions of additional cubic meters of
treated water per day—these outputs have
not enabled Iraq to meet current demand.
After 18 months of intense reconstruction
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activity, many services have not returned to any confidence the end-date for U.S. gov-
pre-war levels, particularly in the Electric- ernment construction programs. With the
ity sector and the Oil and Gas sector. untenable costs of an extended presence in
2. Based on the pace of construction project Iraq, this becomes a critical concern and
starts and completions, and the rate of Iraq warrants further review. Figure 2-1 offers
Relief and Reconstruction Fund (IRRF) an overview of reconstruction progress.

expenditures, it is difficult to forecast with

Figure 2-1

OVERVIEW OF RECONSTRUCTION PROGRESS
As OF DECEMBER 31, 2005

SECTOR SHARES OF IRRF FUNDS
% of $18.439 Billion
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STATUS OF THE ELECTRICITY SECTOR

The SIGIR Electricity sector review examines
projects intended to rebuild Irag’s infra-
structure for the generation, transmission,
and distribution of electricity. U.S. efforts to
reconstruct the sector have focused largely on
reconstructing and rehabilitating generation,
transmission, and distribution networks, as
well as system control and communications.
Figure 2-2 shows the locations of completed
and ongoing projects in this sector.

IRRF-funded Activities in the
Electricity Sector

Although 253 projects have been completed in
this sector, 207 (34%) have yet to begin. There
are several reasons for this apparent lag. First,
the substantial funding re-allocations in this
sector caused project delays and cancellations.
Second, in design-build projects, the initial
design and procurement work that precedes
construction can take significant time. Third,
many of these cancellations demonstrated that

Figure 2-2

ELECTRICITY PROJECTS BY GOVERNORATE
Number as of January 1, 2006

ONGOING
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officials and contractors decided during the
design process that a project may be too risky
or costly to complete effectively.

The completion of projects in the Electric-
ity sector (41%) lags behind other sectors. Last
quarter, 15 projects were completed and 47
were started. GRD-PCO expects all of its proj-
ects, 425 out of 616 total sector projects, to be
completed by January 2008.> Figure 2-3 shows
the status of projects in the Electricity sector.

Almost $2 billion of the funds designated
for electricity reconstruction-42% of the
cumulative allocated total-have been expend-
ed. Last quarter, $144 million were expended
in the sector. Figure 2-4 shows the status of
funds in the Electricity sector.

In 2003 and 2004, U.S. reconstruction
efforts in the Electricity sector began with
USACE Task Force-Restore Iraqi Electricity
(RIE), which managed $1 billion in mostly
Development Fund for Iraq (DFI) monies.

COMPLETED

O
O © O
©)

O O
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STATUS OF ELECTRICITY SECTOR

AS OF DECEMBER 31, 2005

Figure 2-3

Figure 2-5

ELECTRICITY SECTOR AS A SHARE OF IRRF FUNDS

% of $18.439 Billion

STATUS OF ELECTRICITY PROJECTS

Number of Projects

Figure 2-4
STATUS OF ELECTRICITY FUNDS
$ Billions

ALLOCATED ~ OBLIGATED  EXPENDED
JAN 06
0CT 05

Initial projects focused on immediate needs.
Construction and rehabilitation projects in
the sector were later transferred to PCO,

and USACE-GRD retained the construction
management of projects. Thus, many projects
in the sector were started under RIE contracts,
while other projects were added later using
IRRF dollars.

In 2004, according to PCO, the contracting
approach began to shift from large, design-
build, indefinite delivery-indefinite quantity
(IDIQ) contracts to direct contracting meth-
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ods, in an attempt to speed work and lower its
costs. SIGIR currently has an audit underway
to examine the efficiencies of design-build
compared to direct contracting.

MAJOR PROJECTS COMPLETED
AND ONGOING

The U.S. program has three major types of

Electricity sector projects:

e Generation facilities produce the total
megawatt capacity of power for the system.




o Transmission networks then carry that
power throughout the country.

o Distribution networks deliver the transmit-
ted power to local areas and homes.

Most U.S. projects focus on the distribution
system while a limited number are large-scale
generation projects that feed that system.

Generation

Two of the largest power generation recon-
struction projects will significantly affect the
Baghdad area when completed. The Al-Doura
power plant, estimated to be completed in Feb-
ruary 2006, is expected to add 280 megawatts
(MW) to the electric grid, which will serve
more than 1.5 million people.’ Like many
other power facilities in Iraq, Al-Doura was in
great need of repair at the cessation of hostili-
ties. U.S. officials chose to refurbish it rather
than build a new plant. The second facility, the
Baghdad South power plant, received two new
power generators, adding 216 MW of power to
the grid last quarter and serving the equivalent
of 122,000 homes.*

Additionally, the installation of two gas
turbine units at the Khor Al Zubayr power
plant will supply 250 MW of power for 1.5
million residents in Basrah and can be distrib-
uted to the rest of Iraq as well.> According to
GRD-PCO, this project was completed in early
January 2006.

SECTOR SUMMARIES

Transmission

Two important initiatives for improving trans-
mission capabilities are ongoing in this sector.
The Project Partnership Agreement (PPA),
signed on November 30, 2005, is intended to
execute specific projects in partnership with
the Iraqi Ministry of Electricity, which in turn
awards contracts for these projects to Iraqi
firms.® According to GRD-PCO, the Ministry
is reimbursed based on verification of work
completed or milestones met by the contrac-
tor. The PPA is also expected to reduce overall
costs, promote capacity development for the
Ministry and contractors, and direct more
work toward Iraqi firms.

Since 2004, the Direct Contracting Initiative
(DCI) has shifted the emphasis from design-
build contracting to a more standard firm
fixed-price approach. This shift is designed
to transfer risk from the U.S. agencies to the
contractor and to position the U.S. government
to limit cost increases and schedule delays.
The downside, however, is that it takes the U.S.
government longer to award contracts because
of staffing constraints.”

Distribution

Similar to the DCI, the Rapid Contracting Ini-
tiative (RCI) was initiated in late 2004 to focus
on the direct contracting of small distribution
projects by using fixed-price contracts that are
fully competitive. This potentially can make
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CURRENT STATUS OF ELECTRICITY RECONSTRUCTION VS. GOALS
(Megawatts)

STATED GOAL BY END-STATE AFTER CURRENT STATUS AS OF

END-STATE METRIC PRE-WAR LEVEL CPA (2003) DEFERRAL™ 11/30/05

. . 4,400 by late 2003, 3,995
Generation Capacity 4,500 6,000 long-term 3500 (5. Contribution 2,710)
Transmission Capacity 4,500 6,000* 5,500 5,500

*There does not seem to be a record of a transmission capacity goal, but the current goal is to match the generation capacity

of 6,000 MW.
Sources:

Pre-war levels: United Nations/World Bank Joint Iraq Needs Assessment, 2003
Goals: Coalition Provisional Authority FY 2004 Supplemental Request to Rehabilitate and Reconstruct Irag, September 2003;

Letter from L. Paul Bremer to White House, March 24, 2004

Current Status and End-state: Department of State Briefing by U.S. Embassy Baghdad, November 30, 2005.

TABLE 2-1

the contracting process better, faster, and less
expensive than more traditional contracting
strategies. Most of the projects not yet started
in the Electricity sector will be executed as RCI
projects to local Iraqi firms.®

O&M/Sustainability

GRD-PCO has begun a host of projects aimed

at addressing the operations and maintenance

(O&M) and sustainability concerns in the

Electricity sector. GRD-PCO has allotted just

more than $120 million to the O&M Program

and proposed $340 million in funding to the

Sustainability Program, including:

e efforts to train workers and officials to
maintain U.S. assets

e critical parts and inventory support

e long-term O&M support services

Even though these initiatives present a
significant start toward addressing an impor-
tant concern, a SIGIR audit estimates that total
costs for sustainment and O&M in the Elec-
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tricity sector for 2006-2007 will be approxi-
mately $720 million.’

Monitoring and Control

The Supervisory Control and Data Acquisition
(SCADA) system, signed on October 5, 2005,
is designed to enable real-time control of the
transmission system and to improve
monitoring and the overall stability of the
electricity system. SCADA can automatically
isolate disruptions to a line or station, which
should protect the rest of the grid and reduce
the risk of larger, nationwide blackouts. '

SECTOR FUNDING CUT

Initially, the Electricity sector was funded by
$5.56 billion," from a total reconstruction
appropriation of $18.4 billion. A series of
reallocations that resulted in a 22% cut of
sector funding, to $4.31 billion. Figure 2-5
shows the percentage of IRRF funds
committed to the Electricity sector.
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Figure 2-6
ELECTRICITY LOAD SERVED
MWh = Megawatt Hour

eekly Average

Load Served

O9/285 1219 26 2 9 16 23 30 7 14 21 28
OCTOBER NOVEMBER DECEMBER
2005
Outputs of IRRF-funded Projects original CPA goals.

The primary output metrics for the Electricity
sector are generation and transmission capac-
ity, both measured in megawatts.'? Both areas
have fallen short of the original reconstruction
goals set by the CPA. Before U.S. operations in
Iraq in 1991, Iraqs electricity capacity (9,295
MW) was more than enough to meet the
nation’s demand (5,100 MW). But the Persian
Gulf War severely reduced capacity to 2,325
MW. By March 2003, capacity had increased to
4,500 MW." Today, demand is nearly double
the total generation capacity.

Table 2-1 compares current electricity gen-
eration and transmission capacities with the

Electricity sector output is still falling
short of goals. Generation capacity is more
than 2,000 MW below the goal stated in
2003. Because all parts of the grid must work
together, this shortfall in generation means
that the benefits of increased transmission and
distribution capacity cannot be realized. A
USAID audit found that this shortfall is partly
caused by external factors, such as security and
budget shifts."”

Outcomes
Completed projects are meeting expected
outputs in this sector, but the Iraqi populace is

ELECTRICITY SECTOR OUTCOMES

CURRENT
STATUS, AS OF

STATED GOAL END-STATE AFTER

OuTCOME METRIC PRE-WAR LEVEL BY CPA DEFERRAL*® 01/02/06°
Iraq Hours of 48 NA 10-12 10.2
Power/Day

Baghdad Hours of 16-24 NA 10-12 37

Power/Day

@Hours of power/day has reached higher levels during this reporting quarter. The data in the table is the most recent information available.
It is difficult to assess the overall benefits provided nationwide in this sector. Iraqis living in Baghdad have only 10-12 hours of power per
day—Iless than Baghdad received under Saddam Hussein’s regime when electricity was diverted from other parts of the country to power
the capitol. Those living outside Baghdad, however, will likely have more hours of power than before the war. SIGIR interviews indicate that
there was a strategic shift by the Iraqis to provide power more equitably throughout the country, instead of focusing on Baghdad as Sad-
dam Hussein did.

Sources:

Pre-war level and End-state: DoS Briefing by U.S. Embassy-Baghdad, November 30, 2005.

Current: DoS Iraq Weekly Status report, January 3, 2006.

TABLE 2-2
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not yet seeing the benefits of additional power.
One important reason is that demand contin-
ues to grow faster than capacity can be brought
online.

The number of hours of electricity service
that Iraqis receive each day is a key measure of
the benefits of the improved Electricity sector.
Table 2-2 presents these metrics in relation to
the pre-war levels, as of the end of this report-
ing period. Figure 2-6 shows the electricity
load served in 2005.

Challenges

Progress in reconstructing the sector faces
significant challenges, including security, high
demand, and deteriorated infrastructure.

SECURITY ABSORBS MORE FUNDING
THAN EXPECTED

One of the most important challenges facing
the U.S.-led effort to develop the Electric-
ity sector is insurgent attacks. Well-orga-
nized attacks on the electricity infrastructure
have caused power outages, sometimes on a
national level. These attacks were linked to the
Oil and Gas sector by targeting the delivery
of Iraqs limited refined fuel stocks for use in
electric generation.'” Attacks on infrastructure
and personnel have also slowed reconstruction
progress by forcing funds to be diverted from
project development to increased security. In
March 2005, two USAID electricity generation
task orders were cancelled to shift $15 million
to security.'®

This makes effective Iraqi assumption of
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security duties essential. It may take several
years for the threat to diminish significantly.

RISING DEMAND

During summer 2005, generation capacity
peaked at 5,375 MW but fell short of pro-
jected demand for that period. But even if all
project goals were met, the Electricity sector
still would not be able to meet the increasing
demand. Iraq’s demand for power remains
high [currently 7,000+ MW according to the
Iraq Reconstruction and Management Office
(IRMO)], which the Ministry of Electricity
attributes to the creation of new jobs, indus-
tries, and factories as the economy begins to
recover from the former regime. Additionally,
an influx of new appliances and new customers
has increased the grid’s exposure to consumer
demand. The Government Accountability
Office (GAO) also reported in July 2005 that
electricity requirements are affected to some
degree by illegal taps into the grid and by a
lack of metering."” According to the U.S. Insti-
tute of Peace, electricity subsidies have contrib-
uted to this spike in demand and have played
a large role in electricity shortages around the
country.?

The consequences are still a major con-
cern, particularly as demand increases in the
winter and summer. The Department of State
(DoS) Iraq Weekly Status report shows that
the estimated demand for electricity outpaces
what is generated: The load-served falls short
of demand by almost 60,000 megawatt hours
(MWHh).?! GRD-PCO reports that the key



to addressing excess electricity demand and
consolidating the long-term viability of the
Iraqi power supply is to reform the process of
charging consumers for usage.

DETERIORATED INFRASTRUCTURE

Compounding the problems associated with
operating in a highly insecure environment,
the electricity infrastructure was kept in
significant disrepair throughout the 1990s
and leading up to the March 2003 conflict.
This disrepair extended throughout all three
components of the Electricity sector—genera-
tion, transmission, and distribution—and was

SECTOR SUMMARIES

characterized by decades of constant operation
without regular maintenance. GAO reports
that spare parts were largely unattainable
throughout the 1990s because of international
sanctions following the Persian Gulf War, thus
requiring extensive overhaul of antiquated
equipment that is now difficult to procure. The
effects of this degraded infrastructure were
worsened by post-war looting and sabotage.”
Immediately after Operation Iraqi Freedom,
Iraqs ability to generate electricity dropped

to less than 2,000 MW and all of the nation’s
power stations were in poor condition from
years of deferred maintenance.?®
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STATUS OF THE OIL AND GAS SECTOR

This review of the Oil and Gas sector exam-
ines projects intended to rebuild Iraq’s oil and
natural gas wells, pipelines, and refineries.
Projects in the Oil and Gas sector contribute
to crude oil production, processing, gas and
oil separation plants, and distribution. U.S.-
funded activities in the Oil and Gas sector
have primarily been limited to the rehabilita-
tion, repair, and expansion of existing facili-
ties.”* Rehabilitated oil projects accounted for
approximately 75% of oil production in Iraq,
as of November 30, 2005.> However, less than
half of the allocated funds have been expended,
and less than a quarter of the planned projects
have been completed.

This section measures progress in the Oil
and Gas sector by reviewing capacity, produc-
tion, and exports. Capacity is the potential
output in the Oil and Gas sector if production
is at 100% efficiency. The U.S. reconstruction

Figures 2-7

OIL AND GAS PROJECTS BY GOVERNORATE
Number as of January 1, 2006

ONGOING
ONGOING COMPLETED
O O
Other
Governorate

20 | SPECIAL INSPECTOR GENERAL FOR IRAQ RECONSTRUCTION

program has significantly increased the output
potential of the Oil and Gas sector. GRD-PCO
reports that Iraq has the capacity to produce
2.5 million barrels per day (MBPD) of crude
oil, which is the same capacity it had before the
war. Production is the actual per day output in
the Oil and Gas sector. The rough average for
crude production output during the quarter
was 2.0 MBPD, according to DoS Iraqg Weekly
Status reports. Exports measure how much of
Irag’s oil production actually makes it to the
foreign markets.

The potential for return on investment has
been one of the key factors for project pri-
oritization. GRD-PCO officials estimate that
every dollar invested in the oil infrastructure is
expected to yield a recurring annual return of
five dollars. Efforts have focused on the recon-
struction or refurbishment of facilities in the
two primary areas of oil production: Kirkuk in

COMPLETED



STATUS OF OIL AND GAS SECTOR
As oF DECEMBER 31, 2005

Figure 2-10
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OIL AND GAS SECTOR AS A SHARE OF IRRF FUNDS

% of $18.439 Billion

Figure 2-8
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the north and Basrah in the south.
Figure 2-7 shows the location of completed
and ongoing projects.

IRRF-funded Activities in the

Oil and Gas Sector

Of the 136 Oil and Gas projects, 67 are Engi-
neering and Procurement (EP) projects, and 69
are Engineering, Procurement, and Construc-
tion (EPC) projects. Of the 69 EPC projects, 10
are reported to be administration projects, and
59 are construction projects. In this report,
SIGIR includes supporting data for the 59 EPC
projects shown in Figure 2-8.

Almost half of the 59 planned EPC proj-
ects have been initiated, and 22% have been
completed, according to the Department of
Defense (DoD) data. During the past quarter,
two projects were completed, five were started,
and one was slated to begin on December 31,
2005. Despite schedule delays and an apparent
lag in the project completion rate, GRD-PCO
expects that this rate will increase as long-term
projects draw closer to completion. The pace
of work on these projects should also increase
significantly as the Iraqi role continues to
expand. Figure 2-8 shows the status of projects
in the Oil and Gas sector.

JANUARY 30, 2006 | REPORT TO CONGRESS | 21



SECTOR SUMMARIES

Despite progress in Iraq on many important
ongoing projects, less than half of the sector’s
allocated funds have been expended. Figure
2-9 shows the status of funding for the Oil and
Gas sector.

KEY PROJECTS COMPLETED AND UNDERWAY

During this reporting period, several impor-
tant oil projects made substantial progress.
One of the most important, the Al Fatah
Pipeline River and Canal Crossing Project in
the Tameem governorate, is now roughly

72% complete, with an estimated termina-
tion date of March 1, 2006.%° This facility is a
key transfer point in moving crude oil from
northern fields to local refineries and then to
export. When complete, the project is expected
to provide at least an additional 300,000 bar-
rels per day (BPD) through the Iraq-Turkey
Pipeline for export via the port of Ceyhan.”” Al
Fatah currently has working temporary lines
installed, as well as an additional operating oil
line under the river. Included in this Quarterly
Report is a project assessment of Al Fatah. The
assessment reports on the original planning
and implementation of the project, as well as
some of the challenges it initially faced.

The Qarmat Ali water injection system and
treatment plant project in southern Iraq is
another important initiative that made good
progress during the quarter. As of the middle
of December, the plant was 70% complete, and
the next phase of work is slated to increase
injection capacity to 100% of goal. The initia-
tive aims to boost oil production by as much
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as 200,000 BPD.?® This project will improve oil
extraction at more efficient rates and thus will
boost production levels.

On October 6, 2005, repairs began on the
Al Basrah Oil Terminal (ABOT). Slated for
completion on December 31, 2006, the ABOT
Task Order was approximately 31% complete
as of late December 2005. It comprises 13
individual projects, the first of which is cur-
rently 61% complete. The scope of the project
is to refurbish three hydraulic control units for
loading arms and to replace one damaged unit,
giving the facility the capability to load four
cargo ships at once.”’

The ABOT facility is an important proj-
ect for improving Iraqi export capabilities in
the south. GRD-PCO officials noted that the
usefulness of the repaired ABOT will still be
limited by inadequate on-shore pipeline and
pumping capabilities. They also state that the
primary benefit of ABOT is the implementa-
tion of a new metering system for exports that
will help prevent theft and reduce corruption.
This metering system also meets a key require-
ment for Iraqi debt management milestones.

FUNDING FOR THE SECTOR REMAINS
MOSTLY CONSTANT

In November 2003, Congress allocated $1.89
billion for reconstruction projects in Iraq’s Oil
and Gas sector. Most of these funds ($1.2 bil-
lion) were allocated to infrastructure recon-
struction; the remainder (about $690 million)
was used to purchase emergency supplies of
refined petroleum products. As a result of



subsequent allocation changes—primarily
from the IRRF Strategic Spending Review in
2004—funding for infrastructure develop-
ment jumped to $1.697 billion, and funding
for emergency refined stocks decreased to $26
million.”® The current allocation to the Oil and
Gas sector is $1.72 billion.

In 2004, CPA estimated that $8 billion
would be required to adequately meet the
needs for reconstructing the Oil and Gas
sector.”! U.S. officials have consistently main-
tained that the purpose of the reconstruction
program is to get the reconstruction effort
moving. It was always assumed that inter-
national donors and Iraqi oil exports would
provide sufficient additional financing for the
remainder of the effort. Figure 2-10 shows
IRREF allocation for the sector.

SECTOR SUMMARIES

Outputs of IRRF-funded Projects
There are at least two ways to measure prog-
ress in reconstructing the Oil and Gas sector,
and output goals in this sector abound. One
method is to focus on production capacity,
which measures how many units of energy the
country as a whole is capable of producing on
a daily basis. The other is a simple measure-
ment of current production per day. Table 2-3
focuses on current Iraqgi production capac-

ity goals. This information, from GRD-PCO,
provides insight into how production capacity
is progressing, but it does not offer a clear pic-
ture of current production. Table 2-4 focuses
on actual production and U.S. reconstruction
goals, using measurement information from
U.S. Embassy-Baghdad. According to the
report, rehabilitated oil projects accounted

for approximately 75% of oil production, as of
November 30, 2005.

PETROLEUM PRODUCT PRODUCTION RATES AND GOALS

IRAQI GOVERNMENT

END-STATE GOAL REMAINS To BE

OBJECTIVE CURRENT (DECEMBER 2006) ACHIEVED
Crude Oil Production Capacity

(MBPD) 2.5 3.0 0.5
Crude Oil Exports (Actual)? 17 24 0.7
(MBPD)

Natural Gas Production

(MSCFD) 600 800 200
Liquefied Petroleum 1200 3.000 1800

Gas (LPG) Production (TPD)"

2 PCO reports 1.7 MBPD in its Oil and Gas Sector History, but the average for the quarter
according to figures in the DoS Iraq Weekly Status report is about 1.16 MBPD.
> MSCFD = million standard cubic feet per day

¢ TPD = tons per day

Source: GRD-PCO Sector History for the Oil and Gas sector, received on January 13, 2006.

TABLE 2-3
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ACTUAL OIL SECTOR PRODUCTION VS. U.S. RECONSTRUCTION GOALS AS OF NOVEMBER 30, 2005

IRAQI

GOVERNMENT

PRE-WAR POST-WAR U.S. END-STATE  END-STATE GOAL
END-STATE METRIC LEVEL (2003)  LEVEL (2003) GOAL (TEN-YEAR) CURRENT STATUS'
Crude Oil Production Capacity? 26 06 3.0 6.0° 26

(MBPD) ' ' ' : '

Crude Oil Production (MBPD) 26 0.6 28 6.0 2.1
: ’ U.S. Contribution: 1.9 ’ U.S. Contribution: 1.5
Exporteda 2.0 - 2.2 5.0 1.6
800 600
Natural Gas Utilization (MSCFD)® 850 200 U.S. Contribution: 600 5000 5. contribution: 400
Liquefied Petroleum Gas® 5000 1.200 3000 6.000 1,700

U.S. Contribution: 1800 U.S. Contribution: 500

Production (TPD)®

2U.S. Embassy-Baghdad reports different capacity numbers than GRD-PCO, probably due to the date difference.

6.0 MBPD is also the crude production capacity goal set forth in the Iragi National Development Strategy, June 30, 2005.

¢ MSCFD = million standard cubic feet per day

dCritical refined fuels are measured in a metric amount (as are these), or in days of supply. The text focuses on days of supply to use more stable numbers.
¢ TPD = tons per day

f According to the IRMO Senior Consultant to the Ministry of Oil, the methodology for determining the U.S. contribution to overall production levels was
to subtract post-war production (about 600,000 BPD were attributed to Iraqi restoration efforts) from the production level as of November 30, 2005 (2.1
MBPD), thus resulting in a total U.S. contribution of 1.5 MBPD.

Source: DoS Briefing by U.S. Embassy-Baghdad Oil Metrics, November 30, 2005.

TABLE 2-4

The unsurprising fact revealed in these
tables is that production capacity has improved
as the reconstruction effort has picked up
momentum. The end-state goal is 3.0 MBPD
in production capacity, which will exceed the
pre-war production rate.

Although U.S.-funded projects are having
a positive effect on output in the Oil and Gas
sector, it remains difficult to meet the pre-war
production level goals that CPA first set in
October 2003. Security problems primarily
account for the shortfall. The continued flat oil
production rate is a point of particular con-
cern because oil must fuel the engine of Irag’s
economic growth.

Outcomes

Oil exports account for more than 95% of
Iraq’s national income. Irag’s highest produc-
tion peak was in December 1979, when the
country produced 3.7 MBPD. Much of its
infrastructure and production capacity never
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fully recovered from the damage suffered in
the Iran-Iraq and Persian Gulf Wars.*® Iraq was
producing approximately 2.5 MBPD from 1999
to 2001 and peaked at around 2.58 MBPD in
January 2003.%* The current Ministry of Oil
goal for oil production is 2.5 MBPD, and the
maximum consumption target for each of the
four refined petroleum products is a 15-day
supply.** As Figure 2-11 shows, crude oil
production has hovered around 2.0 MBPD for
most of this reporting period.*

A variety of problems have hindered exports
of oil, which have remained much lower than
expected, declining to about 1.1 MBPD in
December.*® For example, in late December
2005, threats against oil tanker operators and
refinery workers at the Baiji refinery led many
to refuse to work, effectively shutting down
the facility. The good news for Iraqgs oil export
industry, however, is that high oil prices con-
tinue. Oil exports in 2005 earned almost $23
billion—up from approximately $17 billion in
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2004, as Figure 2-12 demonstrates.

Reaching production targets for critical
refined fuels has also been a problem. Only lig-
uefied petroleum gas (LPG) reached its target;
diesel, kerosene, and gasoline have all lagged
behind.”” Figure 2-13 shows the stock levels
for Iraqg’s refined fuels. Many of these supplies
are imported into Irag, costing approximately
$200-250 million per month®® while the gov-
ernment struggles to consolidate and sustain
improved production and export levels. Fuel
supplies are further strained when Iraq fails
to pay exporters on time, which is likely to
happen more often if the economy does not
recover soon.

FUEL SUBSIDIES

Fuel subsidies kept prices abnormally low, thus
encouraging unrestrained demand and a black
market in smuggled fuel, which combined

to further diminish the supplies of critical
refined fuels. Direct and indirect subsidies

also cost the Iraqi economy an estimated $8
billion per year, according to the U.S. Depart-
ment of Energy.” In late December 2005, the
International Monetary Fund (IMF) approved
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a Stand-By Arrangement for Iraq, which
provides $685 million to support the Iraqi
economic program over the next 15 months.*
One critical aspect of this arrangement is that
the Iraqi government must reduce fuel subsi-
dies, price distortions, smuggling, and corrup-
tion.* Measures taken by the Iraqi govern-
ment to address the subsidy issue since late
December 2005 should help mitigate high fuel
demand, smuggling, and corruption concerns,
but the subsequent riot in Kirkuk and the tem-
porary upheaval in the Ministry of Oil suggest
that the issue is not yet fully resolved.

For the most part, reconstruction levels for
the Oil and Gas sector have not reached target
levels since October 2004, and some industry
experts question whether the sector has the
capacity to do so in a sustainable manner. For
instance, one recent commodities industry
report suggests that investment dollars are
being distributed too slowly and to the wrong
projects.*? The October constitutional referen-
dum and the December election of a new Iraqi
government, however, indicate that Iraq is
moving toward a greater degree of coherence,
and therefore will be better prepared to execute
reconstruction priorities going forward.



Challenges

Three challenges have been associated with
slow project start and funding expenditure
rates: security, sustainment, and the deterio-
rated infrastructure.

SECURITY

Security threats against the oil and gas infra-
structure take many forms, ranging from

the illicit acts of individual looters to the
organized activities of complex crime syndi-
cates. Although criminal threats such as these
remain a serious concern for the integrity and
security of Irags oil infrastructure, no threat
has been more debilitating than the inces-
sant insurgent attacks. According to one study
cited by the U.S. Department of Energy, there
have been close to 300 attacks on Iraq’s energy
infrastructure since June 2003. These attacks
have cost Iraq billions of dollars in infrastruc-
ture repairs and lost revenues,® as well as
slowing the pace of reconstruction.

Insurgent attacks have clearly taken a heavy
toll on the Oil and Gas sector in the north.
For example, nearly continuous attacks on
the Iraq-Turkey Pipeline have significantly
reduced its capacity to generate sustained
export revenues. Iraqi workers have also been
targeted for attacks, especially when working
at reconstruction sites. In early January 2006,
for example, insurgents attacked a convoy
of approximately 60 oil transport vehicles
from the Baiji facility; about one-third of the

SECTOR SUMMARIES

vehicles were reportedly destroyed or disabled.
According to GRD-PCO, the economic
importance attributed to developing the Oil
and Gas sector serves as a potential “single
point of failure” that will require diligent appli-
cation of security and military forces to protect
the oil and gas infrastructure from further
attacks. The Iraqi military is currently meeting
the threat through increased security and field
activities, supplemented by coalition forces.**

SUSTAINMENT

Sustainability continues to be an important
factor in explaining the lack of significant
progress in Oil and Gas sector reconstruction.
In October 2005, a SIGIR audit found that
sustainment among Iraqi workers remains a
crucial requirement for the successful recon-
struction of the sector. The audit estimated that
approximately $178 million would be required
for Oil and Gas sector sustainment in 2006-
2007.* The preparedness of Iraqi workers to
operate and maintain modern technology in
producing and refining oil is still as important
in the reconstruction process as preventing
insurgent attempts to destroy that equipment.
Crude re-injection continues to cause con-
cern. Iraqis use this technique to return excess
pumped crude oil back into the ground—
mostly because they lack sufficient storage and
export capacity to handle the volume of crude
oil currently being pumped. Unfortunately,
crude oil re-injection increases oil viscosity,
making it more difficult and costly to extract
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oil. The viscosity problem has already occurred
at Kirkuk, and may have permanently dam-
aged the fields.*

Although outputs generated by U.S.-funded
projects provide a significant improvement
in this sector, oil production levels still have
not reached the stated target. This is due in
no small part to sustainment issues related to
O&M and capacity development. O&M is a
particular concern for southern export and
pumping stations. U.S. agencies and offi-
cials recognize the importance of this issue:
both GRD-PCO and IRMO are working on
initiatives to mitigate the risks to project
sustainment in the reconstruction process.

More than a year ago, PCO joined IRMO
and other U.S. agencies to begin working
toward sustainability of U.S.-built facilities
through a process called Capacity Develop-
ment (CD). CD is one of the basic tools used
to transfer knowledge, skills, and abilities to
Iraqi workers at various infrastructure facili-
ties. As a result, U.S. activities have helped to
provide 300,000 hours of Oil and Gas sector
training, operational testing and commission-
ing, and spare parts.”’

INFERIOR QUALITY OF
INFRASTRUCTURE HARDWARE

In the pre-war period, U.S. planning officials
and energy experts underestimated the extent
to which Irags oil infrastructure was degraded,
as is highlighted by the testimony of a Kellogg
Brown and Root, Inc. (KBR) official:
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Once our engineers began work, they found that
many oil facilities were in complete disrepair
due to decades of neglect, as well as recent loot-
ing and sabotage. Many pipelines in the south
were damaged during battles. Wellheads were
rigged with explosives, some of which were trig-
gered, causing greater damage and again creat-
ing significant risk for our employees... We found
that the Iraqi oil equipment was old, neglected
and often desperately in need of repair.*®

Alfred V. Neffgen—Chief Operating
Officer of the KBR Government
Operations unit—testifying before Congress

Most of the infrastructure consisted of
antiquated technology that was no longer
available, which forced contractors to overhaul
entire structures. Post-conflict looting and
sabotage aggravated the integrity of the sector’s
infrastructure. Government assessments as of
June 2003 stated that more than $900 mil-
lion would be needed just to replace looted
oil equipment, and this assumed a peace-time
reconstruction environment.*

The capacity of the current infrastructure
raises an additional problem for the Oil and
Gas sector. For example, the lack of significant
storage capacity for fuel in Iraq has caused
shutdowns, leading to delays, revenue losses,
and workers employing harmful techniques,
such as fuel re-injection. Also, field decline is
a particular problem in the southern oil fields,
which currently account for a large majority of
Irag’s oil production because insurgents have
consistently targeted the northern oil pipelines.
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STATUS OF THE WATER SECTOR

This review examines U.S. reconstruction proj-
ects intended to increase Iraqi citizens’ access
to clean water and sewerage services. Gener-
ally, U.S. efforts in this sector have focused on
large-scale projects, but SIGIR notes a recent
trend toward smaller projects that will yield
quicker benefits. Over the past two years, more
than half of the IRRF funding for the Water
sector has been shifted to other sectors, reduc-
ing this sector’s allocation from $4.33 billion to
the current $2.13 billion. Figure 2-14 shows the
locations of completed and ongoing projects in
the Water sector.

IRRF-funded Activities in the
Water Sector

Of the projects planned for this sector, 61%
have been completed. But the rate of comple-
tion of the ongoing projects appears to be

slowing, and 16% of the planned projects have
not yet started. The problem of the slowing
completion rate in this sector could be offset
by rapidly initiating projects that have not yet
started and by accelerating work on ongoing
projects. Figure 2-15 shows the status of proj-
ects in the Water sector.

Last quarter, $295 million was expended in
the Water sector. However, SIGIR expects that
the rate of expenditure should rapidly increase
in the coming months as projects shift from
the design phase to the build phase.”

The $2.1 billion in U.S. funding in the
Water sector primarily has funded large-scale
projects. In 2003 and early 2004, USAID and
PCO awarded five contracts that represented
the majority of IRRF dollars obligated in this
sector. The contracts went to a small number of
firms, including a USAID contract to Bechtel

Figure 2-14
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STATUS OF WATER SECTOR
As OoF DECEMBER 31, 2005
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for work across multiple sectors in April
2003. In January 2004, Bechtel was awarded
a second, competitively bid, multi-sector
reconstruction contract. And in March 2004,
two different competitively bid PCO contracts
were awarded for Water sector reconstruction.
Both contracts went to joint ventures—one
between Washington Group International and
Black & Veatch, and another between Fluor
and AMEC.*!

During the past quarter, the U.S. govern-
ment continued emphasizing smaller-scale,
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Irrigation & Drainage
Systems (7) $0.063

Miscellaneous
(19) $0.031

Pumping Stations &
Generators (1) $0.006 1
Other Solid Waste

Mgmt. (2) $0.004 1

100%
Bars show status as a percent of subsector

quick-impact projects. GRD-PCO’s Small Scale
Potable Water Program has funded nearly

150 projects throughout Iraq, with an average
value of $270,000 per project. The program
used more than $40 million in funding to
directly contract local Iraqi firms.** USAID has
funded 296 small-scale projects in the Water
sector, with an average value of $47,000. The
Commander’s Emergency Response Program
(CERP) and Commanders Humanitarian
Relief and Reconstruction Program (CHRRP)
funding streams, in addition to the IRRF



allocations, have obligated $56 million and $74
million, respectively, toward Water sector proj-
ects.”® Figure 2-16 shows the status of Water
sector funding.

KEY PROJECTS COMPLETED AND UNDERWAY

In November 2005, the Special Inspector Gen-
eral visited the Erbil Water Treatment Plant, a
project that began in June 2004 and was 76%
complete, as of late December 2005. The IG
was impressed by the quality of work at the site
but was concerned about cost overruns that
occurred because of subcontractor shortfalls.
The project was estimated to be complete by
late April 2006, but an insurgent attack in
December 2005 on a 16-truck convoy may
cause a delay. Plans are underway to maintain
the project timeline, and 12 of the trucks have
been recovered.” SIGIR personnel previously
completed several on-site water project inspec-
tions, including assessments of two water treat-
ment plants in Baghdad, with mixed results.
The results of those site visits are in the SIGIR
July 30, 2005 Quarterly Report.

According to GRD-PCO, cost increases and
schedule delays have caused the deferral of a
number of Water sector projects. Design work
is being completed for these projects, and will
potentially be funded by Iraq or international
donors at a later date.”® Although only 25 proj-
ects were completed this quarter, others made
substantial progress during the last quarter.
Two projects were recently completed at the
Sweetwater Canal, a man-made canal that runs
slightly west of Basrah. The projects will ensure
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water quality and reliability for many years.*®
More than two million residents of the Basrah
area rely on the nearly 150-mile-long canal

to supply water for cleaning, cooking, and
bathing.

During the past quarter, the Nassriya Water
Treatment Plant progressed from 45% to 53%
of completion. The project, which began in
August 2004 and will benefit 550,000 people,
is estimated to be completed in June 2006.”
Sustainment efforts continue on Baghdad’s
first major sewerage plant renovations in more
than 12 years—Kerkh and Rustimiyah North
and South—which were completed on June
20, 2005. These plants together serve 80% of
Baghdad.”®

ORIGINAL FUNDING FOR SECTOR CUT IN HALF

The World Bank estimated in 2003 that $6.8
billion would be required to restore the sector
in the short- and medium-term.”® U.S. fund-
ing has laid substantial groundwork for the
long-term reconstruction effort that Iraq must
execute to bring its water infrastructure up to
modern standards.®® CPA originally requested
$3.71 billion to reconstruct the Water sector in
Iraq.®' U.S. allocations exceeded this request in
November 2003: Congress allocated $4.33 bil-
lion through the IRRF for the Water sector. In
October 2004, allocations for the sector were
reduced to $2.31 billion when funding was
shifted to security, oil, and economic develop-

t.°2 Water sector allocations continued to

men
be shifted to other sectors and are now reduced

to $2.13 billion. Figure 2-17 shows the current
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level of funding in the Water sector—less than
half of its original allocation.®®

Outputs of IRRF-funded

Projects

Although the United States has successfully
met CPA goals for sewerage projects, water
project outputs have fallen well short of the
2003 goals. GAO previously reported that
better performance measures and indicators
are needed in the Water sector to help evaluate
U.S. reconstruction efforts.**

Table 2-5 compares the status of current
water project outputs relative to CPA goals.

A USAID audit published in June 2005
found that USAID Water sector projects were
achieving their intended outputs.®® But if indi-
vidual projects are achieving their intended
outputs, then the shortfall revealed by this

chart could be explained by the low project
completion rate. IRMO should examine the
possibility of accelerating project starts.

Outcomes

From 1991 to 2003, access to safe drinking
water in Iraq decreased. Before 1991, 95% of
urban Iraqis and 75% of rural Iraqis had access
to clean water, according to a needs assess-
ment conducted by the United Nations (UN)
and World Bank. By 2003, these figures had
declined to 60% in urban areas and 50% in
rural areas. Sanitation services reported similar
decreases during this time period. Before 1991,
sanitation services reached 75% and 40% of
urban and rural Iraqis, respectively. By 2003,
nearly 80% of Baghdad had sanitation access,
but power outages caused shutdowns and
blockages so severe that sewage backed up into

CURRENT WATER PROJECT OuTPUTS VS. CPA GOALS

PRE-WAR LEVEL

STATED GOAL END-STATE GOAL CURRENT STATUS

OUTPUT METRIC (2003) BY CPA (2003) AFTER DEFERRAL® AS OF 11/30/05
Water-People with Potable Water L s s 8.25 million
Availability 12.9 million 23.4 million 12.85 million 2.75 million added*
Sewerage-People with Sewerage 6.2 million 2.5 millionés 5.6 million 5 million

System Coverage

Water Treatment Capacity 3 million m3/day

10 million m3/day®’ 2.25 million m3/day 1.1 million m3/day

*Qutputs include total added since war and include IRRF and other funding streams

Sources:

Pre-war level: Department of Defense Working Paper on Iraq Status, November 2003; USAID Water Accomplishments, 2005.
Goals: Coalition Provisional Authority FY 2004 Supplemental Request to Rehabilitate and Reconstruct Irag, September 2003;

UN/World Bank Iraq Needs Assessment, 2003.

Current Status and End-state: Department of State Reconstruction Progress in Iraq — Briefing by U.S. Embassy Baghdad,

November 30, 2005.

TABLE 2-5
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PERCENT OF IRAQI POPULATION WITH ACCESS TO POTABLE WATER

CURRENT AS OF
11/30/05

END-STATE GOAL
AFTER DEFERRAL"3

STATED GOAL BY CPA

BENEFIT METRIC PRE-WAR LEVEL (2003) (2003)

Potable Water Access 50% 90% of population 49% 32%

15% of urban

0,
population 22%

Sewerage Access 24% (countrywide) 19%

Sources:

Pre-war level: Department of Defense Working Paper on Iraq Status, November 2003.

Goals: Coalition Provisional Authority FY 2004 Supplemental Request to Rehabilitate and Reconstruct Irag, September 2003.

Current Status and End-state: Department of State Reconstruction Progress in Iraq — Briefing by U.S. Embassy Baghdad, November 30, 2005.

TABLE 2-6

the streets. In other urban areas, only 9% of
the population had sewerage access, and there
were no sewage pipes to rural areas of Iraq.
The decreases in water and sewerage capability
were in large part due to human and physical
capital constraints (staff, funding, equipment,
and spare parts).*

In 2003, Operation Iraqi Freedom largely
spared water and wastewater treatment plants,
but water treatment facilities were only operat-
ing at 35% capacity and wastewater treatment
facilities at 25%, according to USAID.”® Severe
damage to the water distribution network had
a significant impact on the Iraqi populace. In
particular, Baghdad’s water network suffered
severe bomb damage that led to illegal tapping
of the water supply.”! Water problems were
estimated to affect about 12.5 million people in
Iraq.”

Currently, the status of the Water sector in
Iraq is improving, but it is still in poor condi-
tion. Only 32% of Iraqis have access to potable
water, and only 19% have sewerage access. The
goals originally established for this sector were
to increase potable water access to 90% of the
population and sewerage access to 15% of the
urban population (16.9 million people).

Table 2-6 summarizes data on Iraqi access
to water relative to the original goals stated by
the CPA.

Challenges

Three major issues confront the Water sector:
sustainability, security, and program manage-
ment.

SUSTAINMENT

SIGIR continues to be concerned about the
sustainability of Water sector projects. A recent
GAO report underscores the problem. Of the
$200 million in completed Water sector proj-
ects that GAO reviewed, more than a quarter
were not operating at all or were operating at
lower capacity than expected. Several reasons
were cited for these shortfalls, including theft
of key equipment, unreliable power supply,
insufficient spare parts and chemicals, and

a shortage of adequate Iraqi staft to sustain
projects.”*

In March 2005, USAID was allocated $25
million to support O&M and logistics for one
year.”” With this money, USAID implemented
the Water Sector Institutional Strengthening
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Project, which provides on-site job direction to
more than 1,000 Iraqi workers. And in March
2005, PCO provided $10 million to a major
contractor for a 12-month training initiative
in capacity development.”® A major factor in
sustainability, capacity development is defined
in PCO’s area of work as “the strengthening of
human and institutional capabilities to sup-
port a society in its development of a more
secure and sustainable economy, government,
and infrastructure””” PCO also began using a
formal risk matrix to evaluate the potential risk
of failure for strategic and high-cost projects
after hand-over to Iragis.”®* GRD-PCO is also
reworking its 2004 Capacity Development Plan
for release soon. The main purpose of the plan
is to lay out the basic roles and responsibilities
for the sustainability of all agencies working in
Iraq. The plan will also identify coordination
and assessment mechanisms.”

Most recently, DoS set aside $110 mil-
lion for sustainment in the Water sector.*
Despite the increase in funding during the
past few quarters, a SIGIR audit estimates that
sustainment for the sector will cost $235 mil-
lion for 2006-2007.°"

SECURITY

The security concerns endemic to all sectors
have had a significant impact on the Water sec-
tor. Last quarter, a key water main in Baghdad
was sabotaged, leaving more than two million
residents without drinking water according to
government sources. A month later, a mortar
attack led to the temporary closure of one of
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the main water purification plants. The closure
affected more than three million Iragis and,
combined with the previous incident, led to
demonstrations in Baghdad. Entire projects
or components of projects must be cancelled
to offset these increased security costs. Proj-
ects that are not cancelled are often severely
delayed. For example, work on a sewer repair
project was suspended for more than 100 days
in 2004 because of security concerns. Another
project on a wastewater plant was delayed for
two months in early 2005 because insurgent
threats drove away civilian contractors.®?

PROGRAM MANAGEMENT

Program management issues have also had

an impact on the effectiveness of U.S. efforts
in the Water sector. Original CPA budget
estimates assumed that operating conditions
would be more benign. In general, PCO found
that those estimates were 25-50% below actual
costs.®? Funding shifts allowed for far less U.S.
allocations, and underestimated costs and
funding delays became an enormous issue for
this sector. The management challenges do
not stop there: Finalizing the terms of con-
tracts and actually executing projects have
been a problem. In 2005, a senior GAO official
reported that “U.S. agency and contractor
officials have cited difficulties in initially defin-
ing project scope, schedule, and cost, as well
as concerns with project execution, as further
impeding progress and increasing program

costs”8



OTHER SECTORS

SIGIR groups the remaining IRRF funds into
four categories:

e Security and Justice

e Transportation and Communications

e Facilities and Services

e Reconstruction Management

Summary information for these sectors is
provided below. A more detailed update on
these sectors will appear in a future SIGIR
Quarterly Report.
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security of the Iraqi people, including both
national security and internal policing. This
SIGIR sector review includes projects that
DoD categorizes as Security and Justice and
projects that DoS categorizes as Security and
Law Enforcement; Justice, Public Safety, and
Civil Society; or Democracy projects. This
sector review does not attempt to capture the
indirect security costs that may be included as
part of contracts in other sectors. Tables 2-7
and 2-8 present an overview of the Security

and Justice sector.
Security and Justice
Activities in the Security and Justice sector are
aimed primarily at increasing the safety and

SECURITY AND JUSTICE SECTOR STATUS OF FUNDS, AS OF
JANUARY 4, 2006
(BILLIONS)

ALLOCATED OBLIGATED EXPENDED

Security and Justice $6.27 $5.89 $4.77

TABLE 2-7

SECURITY AND JUSTICE SECTOR STATUS OF PROJECTS, AS OF JANUARY 1, 2006

ToTAL PROJECT COST

SUBSECTOR (Biuions)  NOT STARTED ONGOING  COMPLETED
Military Facilities $0.9482 36 60 73
Democracy Building Activities $0.6651 24 627 6885
Police Facilities/Training $0.3170 35 90 287
Prisons/Courts $0.2087 5 16 19
Border Enforcement $0.1322 27 100 136
Fire Facilities $0.0320 0 28 62
Points of Entry $0.0255 1 4 8
Witness Protection $0.0141 3 2 0
Investigations of Crimes Against
Humanity $0.0038 3 0 29
Total $2.35 134 927 7,499
TABLE 2-8
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Transportation and
Communications

Activities in the Transportation and Commu-
nications sector are generally intended to link
Iraqi people and cities together. This sector
includes projects that DoD categorizes as
Transportation and Communications projects
and projects that DoS categorizes as either
Roads, Bridges, and Construction projects or
Transportation and Communications projects.
Tables 2-9 and 2-10 present an overview of the
Transportation and Communications sector.

Facilities and Services
SIGIR wuses analysis of the Facilities and Ser-
vices sector to capture all other reconstruction

activities funded by IRRF 2 dollars. This
sector includes projects that DoD catego-
rizes as Buildings, Health, and Education and
projects that DoS categorizes as Health Care;
Education; Refugees, Human Rights, and
Governance; or Private Sector Development.
Tables 2-11 and 2-12 present an overview of
the Facilities and Services sector.

Reconstruction Management

The Reconstruction Management sector
includes funds dedicated to the administration
and management of the reconstruction enter-
prise. It does not attempt to capture overhead
costs of individual projects.

TRANSPORTATION AND COMMUNICATIONS SECTOR STATUS OF PROJECTS, AS OF JANUARY 1, 2006

ToTAL PrROJECT COST Not

SUBSECTOR (BILLIONS) STARTED ONGOING COMPLETED
Communications $0.1386 0 5 5
Roads and Bridges $0.0832 21 38 276
Expressways $0.0434 0 3 0
Railroad Stations $0.0371 3 17 79
Airports $0.0365 4 7 5
Ports $0.0256 3 4 17
Public Buildings Construction and Repair $0.0052 0 19 1,382
Misc. Facilities $0.0036 0 0 1
Postal Facilities $0.0016 0 1 23

Total $0.37 31 94 1,788

TABLE 2-9

TRANSPORTATION AND COMMUNICATIONS SECTOR STATUS OF FUNDS, AS OF

JANUARY 4, 2006 (BILLIONS)

ALLOCATED

OBLIGATED EXPENDED

Transportation and Communications $0.84

Table 2-10
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FACILITIES AND SERVICES SECTOR STATUS OF PRO]ECTS, AS OF ]ANUARY 1, 2006
ToTAL PROJECT COST

SUBSECTOR (BILLIONS) NOT STARTED ONGOING COMPLETED
Vocational Training $0.1313 1 2 1
Primary Health Care Centers/Clinics $0.1017 1 141 1
Hospitals $0.0933 3 17 5
Schools $0.0607 2 15 784
Market-based Reforms $0.0600 0 1 0
Children’s Hospital in Basrah $0.0411 0 1 0
Agriculture $0.0366 2 80 155
Institutional Reforms $0.0318 0 0 1
Public Buildings $0.0214 2 0 4
Education $0.0214 0 89 897
Migration and Refugee Assistance $0.0174 0 84 140
Business Skills Training $0.0121 0 1 0
Civic Programs $0.0103 0 6 447
Misc. Facilities $0.0086 0 1 0
Health Care Equipment Procurement $0.0020 0 41 595
Nationwide Hospital and Clinic Improvements $0.0001 0 1 3

Total $0.65 1 480 3,033
TABLE 2-11

FACILITIES AND SERVICES SECTOR STATUS OF FUNDS, AS OF
JANUARY 4, 2006 (BiLLIONS)

ALLOCATED OBLIGATED EXPENDED

Facilities & Services $2.95 $2.72 $1.75

TABLE 2-12
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SECTOR SUMMARIES

SOURCES AND USES OF FUNDS

SIGIR is required to report on the oversight

of and accounting for funds expended in Iraq

relief and reconstruction, as prescribed in P.L.

108-106, as amended. Three primary fund-

ing sources support reconstruction and relief

activities: U.S. appropriated funds, Iraqi funds,
and donor funds.

To date, U.S. appropriated funds total more
than $30 billion, including:

o reconstruction and relief funding autho-
rized in April 2003 (IRRF 1)

o reconstruction and relief funding autho-
rized in November 2003 (IRRF 2)

o funding for urgent humanitarian and
reconstruction efforts authorized in Sep-
tember 2004

 funding approved in May 2005 to support
the Iraqi Ministry of Defense and Ministry
of Interior security forces

Iraqi funds—comprising vested funds,
seized funds, and the DFI—have been an
important source for reconstruction efforts,
particularly during the CPA’s tenure. As of
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December 31, 2005, these funds totaled $39.9

billion:

o Vested (frozen) funds amounted to $1.72
billion.

o Seized funds, including confiscated cash
and property, totaled just under $1 billion.

o The DFI—drawn primarily from oil
proceeds, the Oil for Food program, and
repatriated funds—comprised 93% of the
overall total of Iraqi funds.

Donor funds and humanitarian assistance
totaled $17.8 billion, as of the end of 2005.
Nearly 78% or $13.9 billion of this total was
derived from donor pledges in bilateral sup-
port of loans and grants for Iraqi reconstruc-
tion. Most pledged donor funds have yet to be
delivered.

For a detailed look at the sources and uses
of funds for Iraq reconstruction, see Appendi-
cesC,D,E,and E.



CONTRACTS UPDATE

SIGIR’s enabling legislation requires a
reporting of contract data related to IRRE. No
single U.S. government information system
currently captures comprehensive project,
contract, and financial information. To address
this deficiency, SIGIR designed and built
the SIGIR Iraq Reconstruction Information
System (SIRIS) as a repository for all project,
contract, and financial data on Iraq recon-
struction. SIRIS is not intended as a financial
management, contract management, or project
management system. SIRIS is not a
transaction-based system, but rather a
‘warehouse’ of Iraq reconstruction data from
all of the organizations authorized to
obligate IRRF monies. SIRIS houses project
data reported by each executing agency, as
well as contracting actions from either elec-
tronically scanned documents or manual data
entry, using copies of the contract documents
themselves.

Since the last Quarterly Report to Congress,
SIGIR received 361 new contracting actions

SECTOR SUMMARIES

from Joint Contracting Command-Iraq con-
tracting officers that obligated more than $119
million. These contracting actions comprise
modifications to existing contracts, as well as
new task orders issued and contracts awarded.
More than $18 million in IRRF obligations
were issued in 29 new contracting actions.

The majority of the contracting actions were
funded by the Iraq Security Forces Fund: 199
contracting actions were awarded using this
fund type, obligating nearly $55 million. Addi-
tionally, SIGIR received 91 modifications to
previously awarded contracts, which increased
overall obligation amounts by almost $43
million.

To date, SIGIR has received 3,637 contract-
ing actions, which have obligated $12.7 billion.
Of those, 1,603 have been funded by the IRRF
with total value exceeding $7.8 billion. More
than $5.2 billion of that total was obligated.

For a complete list of all contracting actions
received by SIGIR to date, see Appendix I.
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The Inspector General Act of 1978 [Section
4(a)(2)], which applies to the Special Inspec-
tor General for Iraq Reconstruction (SIGIR),
requires SIGIR to:
review existing and proposed legislation
and regulations relating to programs and
operations of the office and to make recom-
mendations in the semiannual reports...
concerning the impact of such legislation
or regulations on the economy and effi-
ciency in the administration of programs
and operations administered or financed
by such establishment or the prevention
and detection of fraud and abuse in such
programs and operations.

Appendices A and B cross-reference the pages
and content of this Report that relate to these
specific reporting requirements.

Legislation

In November 2005, the 109th Congress took

two noteworthy actions that affect SIGIR:

e Congress passed an amendment to the
law extending the term of the mandate of
SIGIR.

e Congress expressed in a conference report
the intent that SIGIR has jurisdiction over
Coalition Provisional Authority (CPA)
programs and operations, regardless of the
source of funds.

Foreign Operations appropriations legisla-
tion for FY 2006 [H.R. 3057, enacted as Public
Law (P.L.) 109-102] contained a provision to
amend the statute from which authorization
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LEGISLATIVE UPDATE

for SIGIR is drawn (P.L. 108-106, as amended),
extending the period of oversight by SIGIR of
Iraq reconstruction. This provision modifies
the termination of SIGIR. The termination is
now based on Iraq Relief and Reconstruction
Fund (IRRF) expenditures, instead of IRRF
obligations. Obligated funds back up a legal
and binding contract for goods or services to
be provided. Expended funds are paid out for
goods or services that have been delivered
satisfactorily.

The termination language, as amended,
reads:

TERMINATION—The Office of the Inspector

General shall terminate on the date that is

10 months after the date, as determined

by the Secretary of State and the Secretary

of Defense, on which 80% of the amounts

appropriated or otherwise made available

to the Iraq Relief and Reconstruction Fund

by Chapter 2 of Title Il of this Act have been

expended.

PL. 108-106, Section 3001 (0), as amended

Before this provision was enacted, SIGIR
was authorized to operate until 10 months after
80% of the IRRF has been obligated. Without
this modification, the 80% threshold would
have been reached by the end of October
2005, and it would have likely resulted in the
termination of SIGIR as early as August 2006.
As significant expenditures of the IRRF would
have yet to be expended, the termination of
SIGIR would have been premature. The legisla-
tive modification effectively extended SIGIR’s
tenure probably through FY 2007.



The approved Foreign Operations appro-
priations legislation did not include additional
funds for the extended period of oversight, as
proposed in the Senate version. The discus-
sion of the agreement of House and Senate
conferees was contained in the statement of
the managers of the Conference Report that
accompanied the Foreign Operations appro-
priations bill:'

The conference agreement includes a
provision, similar to that proposed by the
Senate, which addresses authorities and
funding for SIGIR, amended to extend the
period of oversight for the SIGIR without
providing additional funds as proposed by
the Senate.

The conferees understand that SIGIR has
sufficient funds to carry out its activities
through FY 2006, and they expect that any
additional funds necessary to complete
SIGIR’s work in FY 2007 will be included

in the FY 2007 budget request for con-
sideration in the FY 2007 appropriations
process.

SIGIR has submitted a proposed budget
for FY 2007 to the Office of Management and
Budget (OMB).

The statement of the managers of the
Conference Report also includes language to
address a jurisdictional ambiguity stemming
from the 2004 re-designation of CPA-IG as
SIGIR:

The conferees endorse oversight of U.S.
reconstruction efforts in Irag and therefore
support the work of the SIGIR. The confer-
ees intend that programs and operations of
the CPA that had been within the oversight
jurisdiction of the CPA-IG remain within the
jurisdiction of its successor, SIGIR.

This Conference Report language
supports the continued work of SIGIR on
matters involving oversight of all programs
and operations of the CPA, regardless of the
sources of funds utilized.

Contractors on the Battlefield
A House of Representatives bill that would
establish certain requirements for contrac-
tors on the battlefield—particularly those not
accompanying a military force—failed to win
support in the Senate. Earlier in 2005, the Sec-
retary of Defense issued regulations address-
ing the issue of contractors on the battlefield.
However, the regulations issued by the Depart-
ment of Defense (DoD) applied only to con-
tractors accompanying a military force.
House and Senate conferees on this bill
stated that it is important for DoD to address
issues raised by the presence of contractors
on the battlefield who are not accompanying
a military force. This includes contractors and
subcontractors at any tier under contract with
any federal government agency, if the work to
be performed is related to:
e private security
e reconstruction
e humanitarian assistance
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e peacekeeping

e other activities in an area of combat
operations or where there is the risk
of hostile fire
Accordingly, the conferees directed the

Secretary of Defense to revise all relevant

policy, guidance, and instructions issued under

section 1205 of the Ronald W. Reagan National

Defense Authorization Act for Fiscal Year 2005

(P.L. 108-375).

The revised guidance should, at a mini-
mum, address these issues:

e measures to ensure that security issues
raised by contractors not accompanying the
force are addressed in integrated planning
by the combatant commanders

e measures to ensure visibility and account-
ability of employees of contractors not
accompanying the force (including
accounting for U.S. nationals, local nation-
als, and third-party nationals)

e measures to ensure the communication of
relevant threat information to contractors
not accompanying the force

e measures addressing force protection and
weapons issuance matters for contractors
not accompanying the force (including
accounting for the number and qualifica-
tions of all personnel carrying weapons)

e measures to ensure that the data gathered
in the implementation of this guidance is
kept and maintained in a central location
for a reasonable period of time
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Policy Directives

During the past quarter, two major policy
documents were issued to improve the United
States’ ability to manage reconstruction and
stabilization efforts. Both documents clarify
efforts by the U.S. government to transform
its national security institutions to meet new
challenges and opportunities, such as those
presented in the Iraq reconstruction program.

The first, National Security Presidential
Directive 44 (NSPD-44), signed December
7, 2005, empowers the Secretary of State to
improve coordination, planning, and imple-
mentation of reconstruction and stabilization
assistance for “foreign states and regions at
risk of, in, or in transition from conflict or civil
strife”

NSPD-44 institutionalizes an interagency
office within the Department of State (DoS)—
the Coordinator for Reconstruction and
Stabilization? (S/CRS)—and tasks that office
to coordinate and lead integrated U.S. govern-
ment reconstruction and stabilization efforts.
NSPD-44 also requires S/CRS to harness the
expertise of other federal departments and
agencies and to encourage these federal enti-
ties to build global capacity through interna-
tional partners.

NSPD-44 notes that operations can be
conducted with or without U.S. military
engagement. When the military is involved,
the directive calls on the Secretary of State and
the Secretary of Defense, when appropriate, to
integrate contingency plans for stabilization
and reconstruction with military contingency
plans. NSPD-44 also creates the framework



for integration of planning responsibilities,
especially between DoS and DoD.

The second policy document, DoD Direc-
tive 3000.05 (issued on November 28, 2005),
establishes how DoD will address and develop
functions for security, stabilization, recon-
struction, and transition. It also commits DoD
to supporting reconstruction and stabilization
efforts as a core U.S. military mission—a mis-
sion to be given priority comparable to combat
operations.

The DoD directive states that stability
operations are conducted to help establish
order that advances U.S. interests and values.
The immediate goal often is to provide the
local populace with security, restore essential
services, and meet humanitarian needs. The
long-term goal is to help develop indigenous
capacity for securing essential services, a
viable market economy, rule of law, demo-
cratic institutions, and a robust civil society.
Appendix K reprints the complete text of this
directive.

Although DoD recognizes that “many
stability operations tasks are best performed
by indigenous, foreign, or U.S. civilian profes-
sionals,” the directive notes that U.S. military
forces “are to be prepared to perform all tasks
necessary to establish or maintain order when
civilians cannot do so” The success of stabil-
ity operations is linked with securing a lasting
peace and facilitating a timely withdrawal of
U.S. and foreign forces.

This directive is an effort to integrate mili-
tary and civilian efforts. To that end, DoD will
work closely with other government depart-
ments and agencies, international and non-
governmental organizations, and the private
sector. In particular, DoD will provide advice
and assistance for other government depart-
ments and agencies for developing stability
operations capabilities; it will also seek appro-
priate advice and assistance from these same
sources.
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During this reporting period, SIGIR auditors
produced seven final reports. Table 3-1 lists
information about these reports, as well as
those completed from July 31, 2005, to January
30, 2006. The full text of all final audit reports
can be found at the SIGIR Web site:
http://www.sigir.mil/.

SIGIR performs audit work under gener-
ally accepted government auditing standards
prescribed by the U.S. Comptroller General.
For a list of all SIGIR audit work completed as
of January 30, 2006, see Appendix G.

SIGIR AUDITS

Final Audit Products

Fact Sheet on the Use of S50 Million
Appropriation To Support the
Management and Reporting of the Iraq

Relief and Reconstruction Fund
SIGIR-05-026, JANUARY 27, 2006

This fact sheet discusses the use of the $50
million appropriation earmarked to support
the management and reporting of IRRE.
Congress authorized $50 million to meet
reporting and monitoring requirements in

CoMmPLETED SIGIR FINAL AuDIT PRODUCTS, SINCE OCTOBER 30, 2005

RECOMMENDATIONS

REPORT

NUMBER REPORT TITLE DATE ISSUED TotaL ~ CLOSED  IN-PROCESS
Fact Sheet on the Use of $50 Million Appropriation To Support the

05-026 Management and Reporting of the Iraq Relief and Reconstruction 01/27/2006 0 0 0
Fund

05-027 Methodologies for Reporting Cost-to-complete Estimates 01/27/2006 14 0 0

05-029 Challenggs. Eaced in Carrying Out Iraq Relief and Reconstruction 01/26/2006 0 0 0
Fund Activities

05-028 GRD-PCO Management of the Transfer of IRRF-funded Assets to 01/24/2006 1 0 0
the Iraqi Government

05-024 Management of the Mansuria Electrical Reconstruction Project 01/23/2006 0 0 0

05-025 Mana_xgement of the Commander’s Emergency Response Program 01/23/2006 5 0 0
For Fiscal Year 2005

05-023 Management of Rapid Regional Response Program Contracts in 01/23/2006 3 0 >
South-Central Iraq

TABLE 3-1
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PL. 108-106, as amended, the Emergency Sup-
plemental Appropriations Act for Defense and
for the Reconstruction of Iraq and Afghani-
stan, and to prepare and maintain public
records required by the Act. These funds were
to remain available until September 30, 2005.
This correspondence addresses how the funds
earmarked for the preparation, maintenance,
monitoring, or reporting of the IRRF informa-
tion required by the Act were used.

SIGIR determined that the $50 million was
initially apportioned by the Office of Manage-
ment and Budget (OMB) to DoD as “Oper-
ating Expenses of the Coalition Provisional
Authority” The Department of the Army obli-
gated $26.2 million in FY 2004 under the sub-
account “Reporting” and made disbursements
of $9.2 million in FY 2004 and $9.7 million
in FY 2005, with the remaining $7.3 million
obligated for additional disbursements under
the “Reporting” sub-account requirement.

When CPA was terminated, the Depart-
ment of the Army transferred the remaining
$23.8 million in “Reporting” funds back to
OMB. OMB reapportioned the $23.8 million to
DoS. DoS allocated the funds to the Near East
Asia Bureau where $22.1 million paid for Iraq
Reconstruction Management Office (IRMO)
3161° salary expenses, and the remaining $1.7
million was transferred to the DoS Office of
Inspector General. DoS did not provide further
documentation of how these expenses support-
ed the preparation, maintenance, monitoring,
or reporting of the IRRF information.

SIGIR does not question DoS’s authority to
obligate and expend the $23.8 million. SIGIR
does, however, question expending the remain-

ing earmarked funds for salary expenses with-
out being able to provide either the rationale or
support for how these expenditures complied
with the congressional intent for the appro-
priation. This fact sheet contains no recom-
mendations.

Methodologies for Reporting

Cost-to-complete Estimates
SIGIR-05-027, JANUARY 27, 2006

This report is one of a series of reports* that
addressed the reporting of cost-to-complete
information for projects funded by IRRE.

Objective

The objective of this audit was to determine the
adequacy of methodologies used to estimate
and report the costs to complete projects
funded with IRRF.

Methodology

SIGIR reviewed the cost-to-complete meth-
odologies in the Gulf Region Division-Project
and Contracting Office’s (GRD-PCO) Facilities
and Transportation sector, specifically those
used in the October 2005 Section 2207 Report.
SIGIR also reviewed similar U.S. Agency for
International Development (USAID) projects
and conducted a follow-up on its previous
recommendation to IRMO regarding the for-
malization and finalization of cost-to-complete
procedures.
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Findings

SIGIR found internal control weaknesses in the
procedures used for developing and reviewing
cost-to-complete data. IRMO and the report-
ing agencies did not develop and communicate
effective guidance, maintain documentation
supporting calculation of significant numbers
in the reports, or adequately review reports
before issuance.

SIGIR also found that GRD-PCO, Multi-
National Security Transition Command-Iraq
(MNSTC-I), and USAID failed to estimate
and report reliable and transparent cost-to-
complete information for the IRRF projects
that SIGIR reviewed. This condition occurred
because IRMO did not provide formal written
guidance to the reporting agencies as SIGIR
had previously recommended. The condition
also occurred because the reporting agencies
failed to:

e develop and communicate effective internal
guidance

o identify and correct errors in the reports
before issuance

e maintain adequate documented support
for the calculation of reported estimates at
completion

e adequately report project scope changes

MNSTC-I did not submit a report for
the September 30, 2005 Project Assessment
Report. GRD-PCO and USAID submit-
ted reports with errors that were significant
enough to undermine user confidence in the
reporting.
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Failure to effectively compile and report
cost-to-complete information prevents impor-
tant project visibility essential for program
managers and Congress to make informed
management decisions during IRRF program
execution. Without current and accurate cost-
to-complete data, the funds available for the
completion of the IRRF program cannot be
determined and the availability of funds for the
initiation of new projects cannot be accurately
projected.

Recommendations

SIGIR recommended that the Director, IRMO,

require IRMO management to take these

actions:

1. Formalize its cost-to-complete action
plan by issuing a formal policy to finalize
consistent procedures across all supporting
IRRF organizations for the collection and
compilation of cost-to-complete informa-
tion.

2. In the next DoS Section 2207 Report, pro-
vide data to Congress on the adequacy of
cost-to-complete in the other sectors.

SIGIR recommended that the Commanding
General, GRD, require the GRD-PCO sector
management to:

1. Finalize the draft of official written guid-
ance covering the methodology, including
roles and responsibilities, for generating
cost-to-complete reports. The guidance
should be issued as a policy directive and
should cover all of the construction



subsectors, as well as non-construction
projects. The guidance should include a
future costs projection element to assure
full consideration of potential costs. The
guidance should be consistent with the
guidance provided by IRMO.

. Ensure that the decision not to use com-
puter modeling in the calculation of cost-
to-complete is updated and reflected in all
current and future guidance.

. Develop a thorough review process to elim-
inate errors in the reporting spreadsheets.
The review process should be written into
the guidance.

. Create and maintain a permanent central
file to document the calculation of esti-
mates at completion (EAC) by project. The
requirement to create and maintain the
central file should be written into the guid-
ance.

. Develop policies to define significant scope
changes. For example, variances reflecting
a 15% change in schedule, scope, or budget
could be used as a metric to define
“significant” The changes should be report-
ed in the quarter the changes occurred by
adding supporting schedules to the cost-
to-complete report. Require the supporting
schedule to be sufficiently descriptive to
inform users of differences between what is
expected to be completed relative to what
was planned.

SIGIR recommended that the Commanding

to guidance relating to the calculation of
the EAC for construction projects. Develop
guidance for non-construction projects,
including the future cost projections
component and the requirement to docu-
ment calculation of the EACs. The guidance
should be consistent with the guidance
provided by IRMO.

. Develop a thorough review process to elim-

inate errors in the reporting spreadsheets.
The review process should be written into
the guidance.

. Develop policies to define “significant”

scope changes. For example, variances
reflecting a 15% change in schedule, scope,
or budget could be used as a metric to
define significant. The changes should

be reported in the quarter the changes
occurred by adding supporting schedules
to the cost-to-complete report. Require
the supporting schedule to be sufficiently
descriptive to inform users of differences
between what is expected to be completed
relative to what was planned. Identify all
projects to be completed with funds other
than IRRF by adding footnotes to the cost-
to-complete report.

SIGIR recommended that USAID Mission

Director-Iraq, require USAID management to:
1. Develop and distribute official written

guidance covering the entire methodology,
including roles and responsibilities, for
generating cost-to-complete reports. The

General, MNSTC-I, require MNSTC-I man-
agement to:

guidance should be issued as a policy direc-
tive. The guidance should cover both

1. Add the future cost projections component construction and non-construction proj-
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ects, and should include a future costs
projection component to assure full con-
sideration of potential costs. This guidance
should be consistent with guidance pro-
vided by IRMO.

2. Develop a thorough review process to elim-
inate errors in the reporting spreadsheets.
The review process should be written into
the guidance.

3. Create and maintain a permanent cen-
tral file to document the calculation of
estimates at completion by project. The
requirement to create and maintain the
central file should be written into the
guidance.

4. Develop policies to define significant scope
changes. For example, variances reflect-
ing a 15% change in schedule, scope, or
budget could be used as a metric to define
significant. The changes should be reported
in the quarter the changes occurred by
adding supporting schedules to the cost-
to-complete report. Require the supporting
schedule to be sufficiently descriptive to
inform users of differences between what is
expected to be completed relative to what
was planned.

Management Comments

SIGIR did not receive written comments from
IRMO. However, in discussions with IRMO,
senior managers stated that they would develop
formal policies and procedures for the partici-
pating agencies. They also said that the January
2006 Section 2207 Report would discuss the
adequacy of cost-to-complete methodologies in
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the other sectors.

GRD-PCO officials concurred with the
recommendations and provided information on
activities that have occurred since the prepara-
tion of the draft report. In addition, GRD-PCO
officials stated that because of the number of
scope changes to projects, rather than footnoting
the automated cost-to-complete report, GRD-
PCO will develop a supporting schedule summa-
rizing the scope changes by quarter.

USAID concurred with SIGIR’s recommenda-
tions and provided technical corrections to the
report.

MNSTC-I concurred with most of SIGIRs
recommendations but did not concur that it
should provide cost-to-complete information for
non-construction projects. MNSTC-I stated that
it already reported cost-to-complete informa-
tion in the quarterly Section 2207 Reports in the
form of obligation and outlay data. However,
SIGIR believes that this information does not
provide decision-makers with the necessary
transparency as to the actual cost to com-
plete non-construction projects. For example,
MNSTC-I sometimes uses non-IRRF funds to
complete projects after IRRF funds are fully
expended. Without information on actual pro-
gram costs, decision-makers cannot determine
where future investments should be made.

Challenges Faced in Carrying Out Iraq

Relief and Reconstruction Fund Activities
SIGIR-05-029, JANUARY 26, 2006

This audit discusses the challenges faced by
CPA and its successor, DoS, in carrying out
program activities of IRRE



Objectives

The objectives of this audit were to:

e determine the effectiveness of U.S. agencies
in carrying out plans for Iraq reconstruc-
tion activities

o identify the reasons, if any, for changes in
the plans

SIGIR reviewed IRRF-funded reconstruc-
tion projects to determine how they changed
from the original CPA plans and, where pos-
sible, reasons for the changes.

Findings

SIGIR found that, although significant progress

has been made in developing Iraq’s infrastruc-

ture, the United States will not complete all of

the projects it originally planned to construct

through its Iraq relief and reconstruction

program. For example, only 49 of 136 projects

in the Water Resources and Sanitation sector

will be completed, and only about 300 of 425

planned projects in the Electric sector will be

completed. The completion of planned proj-

ects has been affected by a number of factors,

including:

e dramatically increased spending for
security needs

e strategy changes as DoS has responded to
the changing environment in Iraq

e needed increases in spending for
sustainment

e the need to fund IRRF administrative
expenses not considered in initial planning

e plans made without a clear understanding
of actual situational conditions

Data are available on the impact of some,
but not all, of these factors. For example,
strategy changes have resulted in the realloca-
tion of $5.6 billion in IRRF monies from their
originally planned purposes; the unbudgeted
administrative costs of the IRRF implementing
agencies has resulted in $400.6 million in proj-
ect changes; and the unbudgeted sustainment
costs have resulted in approximately $425
million in project changes, with another $350
million currently budgeted for additional
sustainment activities. However, other fac-
tors, such as unforeseen security costs and
unexpected conditions at many planned job
sites, affected the projects but are less measur-
able. Table 3-2 shows changes from the CPA’s
original November 2003 IRRF allocations, its
allocations as of October 2005, and some indi-
cation of how these factors have cumulatively
impacted U.S. plans.

The Iraq reconstruction programs have
shown tangible results; however, the large-scale
program changes mean that their original
goals will not be fully achieved in some sec-
tors. As Table 3-2 shows, the Water Resources
and Sanitation sector and the Electric sector
incurred the largest reduction of funds. How
this funding reduction affects the original
plans for the sectors is not entirely certain,
however, because the CPA established broad
goals for each sector and did not link the indi-
vidual projects to these goals. Moreover, there
was a lack of detailed and accurate data on the
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IRAQ RELIEF AND RECONSTRUCTION FUNDING ALLOCATION CHANGES,
NOVEMBER 2003 TO OCTOBER 2005 (IN MILLIONS)

CONGRESSIONAL CURRENT
ALLOCATION ALLOCATION CHANGE IN PERCENT

SECTORS NOVEMBER 2003 OCTOBER 2005 DOLLARS CHANGE
Sectors with Increases

Private Sector Development? $153.0 $443.0 $290 190%
Iraq Debt Forgiveness No allocation $352.3 $352.3

Justice, Public Safety Infrastructure & $1,318.0 $2,242.5 $924.5 70.1%
Civil Society

Security & Law Enforcement $3,243.0 $5,017.6 $1,774.6 54.7%
Education, Refugees & Human Rights $280.0 $363.0 $83.0 29.6%
Transportation & Telecommunication $500.0 $508.5 $8.5 1.7%
Administrative® No allocation $213.0 $213.0 0.0%
Sectors with Decreases

Water Resources & Sanitation $4,332.0 $2,146.6 ($2,185.4) (50.4%)
Electric $5,560.0 $4,309.8 ($1,250.2) (22.5%)
Oil Infrastructure $1,890.0 $1,723.0 ($167.0) (8.8%)
Roads, Bridges & Construction $370.0 $333.7 ($36.3) (9.8%)
Health Care $793.0 $786.0 ($7.0) (.99%)
Total $18,439 $18,439 ($0.00) 0

Source: SIGIR analysis of Office of Management and Budget and Department of State data.

2 In September 2004, Private Sector Development received $352.3 million for Iraq Debt Forgiveness. Because debt forgiveness is not a
program, it has been reported separately to provide a clearer picture of how sector programs changed.

°An additional $601.3 million was used to cover the FY2004 and 2005 operating expenses of the CPA and its successor, and the
administrative costs of the implementing agencies. These costs are not identified and are spread across the sectors. Total FY2004 and 2005
administrative costs are actually $785.3 million.

TABLE 3-2
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actual status of some sectors before the start of

reconstruction activity.

For example, a recent Government
Accountability Office (GAO) report on
progress in the Water sector reported that the
original CPA planners did not have good data
on the number of Iraqis with access to clean
water before the war. Similarly, Electric sector
officials recently acknowledged that the CPA
underestimated the decrepit state of Irag’s elec-
tric infrastructure before the war. Responding
to the GAO report, DoS acknowledged its lack
of metrics, stating that it was in the process of
refining its performance metrics in the Water
sector and in all other sectors. Because DoS
was still working on this issue at the time
of this audit, SIGIR focused the review on
information in the DoS and OMB Section 2207
Reports and on interviews with sector officials.
For the two sectors with the largest change,
Water and Electric, SIGIR identified these
changes:

e Water Resources and Sanitation: About 60%
of the originally planned Water sector proj-
ects were not implemented. Potable water
projects and water pumping stations and
generators retained the largest number of
projects. Most of the projects were termi-
nated in these subsectors: sewerage, irriga-
tion and drainage, major irrigation, and
dams. Nonetheless, DoS reports that Iraq’s
water treatment capacity will be increased
by 2.25 million cubic meters per day.

e Electric: CPA originally planned about 425
projects in the Electric sector and will com-
plete approximately 300. The largest change

will occur in the generation subsector,
which will add only about 2,109 megawatts
of additional power, rather than the origi-
nally planned 3,400 megawatts.

Recommendations

SIGIR made no recommendations because
DoS is developing or refining metrics for all
sectors in response to the GAO report on the
Water Resources and Sanitation sector.

GRD-PCO Management of the Transfer
of IRRF-funded Assets to the Iraqi

Government
SIGIR-05-028, JANUARY 24, 2006

This report is one of a series that discusses

the management by U.S. government orga-
nizations of the transfer of completed recon-
struction projects to the Iraqi government.

The Gulf Region Division (GRD) of the U.S.
Army Corps of Engineers and the Project and
Contracting Office (PCO) have managed the
completion of 1,692 projects valued at approxi-
mately $1.4 billion through December 28,
2005, but the largest projects will not be fin-
ished until 2006-2007. Thousands of completed
projects funded by IRRF and other programs
will be transferred to the Iraqi government
during 2006-2007. Combined, these projects
represent the eventual transfer of billions

of dollars of assets. A formal asset-transfer
process is necessary to enable Irag’s govern-
ment to integrate the completed project assets
into a nationwide infrastructure management
plan, to adequately budget for sustaining the
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transferred project assets, to account for the
assets, and to leverage the project assets to
obtain financing for additional projects from
world markets.

Objective

The objective of this audit was to determine
whether the U.S. government organizations
responsible for managing IRRF projects have
developed and approved policies and proce-
dures for transferring the billions of dollars of
assets purchased, renovated, and constructed
with IRRF funds to the Iraqi government and
its citizens.

SIGIR focused specifically on asset
recognition and transfer policies and pro-
cedures used by two organizations manag-
ing IRRF projects—the GRD and PCO. On
December 4, 2005, the responsibilities of
GRD were consolidated with those of PCO.
This report uses the term GRD-PCO for the
consolidated entity. SIGIR will report on
other U.S. government organizations in future
reports.

Findings

SIGIR found that GRD-PCO recognized the
need for formal asset recognition and transfer
policies and procedures and is working, in
coordination with IRMO and others, to resolve
the issue. Current GRD-PCO policies and
procedures were geared toward asset transfer
to Iragi government representatives at the
local level and did not address the information
needs of the Iraqi government and the Iraqi
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Ministries responsible for planning the integra-
tion and sustainment of completed projects.

Acknowledging the need to further address
the asset recognition and transfer issue, PCO
dispatched a team to Iraq in November 2005 to
provide an in-depth assessment of the current
contract close-out and asset-transfer processes.
In addition, GRD-PCO participates in two
multi-agency working groups—the Informa-
tion Technology Working Group and the Asset
Recognition and Transfer Team Working
Group—which comprise representatives from
principal U.S. government agencies charged
with the relief and reconstruction effort in Iraq.
These groups are working together to develop a
common policy and process for facilitating the
legal, financial, and logistical transfer of assets
to the Iraqi government.

The Information Technology Working
Group was formed to consolidate, into one
database, all U.S. government-funded and U.S.
government-managed Iraq relief and recon-
struction project asset information across all
infrastructure sectors and organizations. The
name for this consolidated database is the Iraq
Reconstruction Management System (IRMS).
One of the intended goals for IRMS is the
capability to turn over to the Iraqi government
an archive of the U.S. government’s relief and
reconstruction project information, which will
help the Iraqi government in its budgeting for
sustainment of transferred facilities and future
master planning.

DoS, via the IRMO, established the Asset
Recognition and Transfer Team Working
Group, which includes representatives from
GRD-PCO, IRMO, USAID, MNSTC-I, Multi-



National Force-Iraq (MNF-I), and others,

to develop a common policy and process for
the represented agencies to facilitate the legal,
financial, and logistical transfer of assets to the
Iraqi government.

Recommendations

SIGIR recommended that the Commanding
General, GRD, direct GRD-PCQO, in coordina-
tion with IRMO, to complete the development
of a common policy and process facilitating the
transfer of completed project assets to the Iraqi
government. The process should, at a mini-
mum, provide formal notification of the project
asset transfer to the Iraqi Ministry of Planning,
Ministry of Finance, and the appropriate oper-
ating ministry central headquarters (Electricity,
Water, Oil, Health, Education, Transportation,
Roads, Communications, Justice, Interior, and
Defense). Notification should also include, at

a minimum, relevant data, such as operation
start date, asset cost, estimated short-term and
long-term sustainability costs, terms of war-
ranties, and the location of maintenance and
systems manuals and instructions.

SIGIR also recommended that the trans-
fer of all assets developed or funded by U.S.
government programs should be governed by a
common set of policies and procedures.

In the course of its review, SIGIR also noted
that in addition to IRREF, Iraq reconstruction
activities are also being funded by the Develop-
ment Fund for Iraq (DFI), the Commander’s
Emergency Response Program (CERP), and
the Commanders Humanitarian Relief and

Reconstruction Program (CHRRP), as well

as various other U.S. government-adminis-
tered funding sources. As with IRRF-funded
projects, formal asset recognition and transfer
policies and procedures are similarly needed
for the transfer of additional billions of dollars
worth of assets.

Management Comments

The Commanding General, Gulf Region Divi-
sion, U. S. Army Corps of Engineers concurred
with the findings and recommendations, and
the comments to all recommendations are fully
responsive.

Management of the Mansuria Electrical

Reconstruction Project
SIGIR-05-024, JANUARY 23, 2006

This audit evaluated the effectiveness of project
management and the monitoring and controls
over this project by USAID and IRMO. Specifi-
cally, SIGIR reviewed the approval, planning,
monitoring, and cancellation of the Mansuria
Project.

In November 2003, the U.S. Congress
appropriated $18.4 billion for IRRF to support
security, relief, rehabilitation, and reconstruc-
tion projects in post-war Iraq. One of the many
projects to address reconstruction of the Iraq
Electricity sector was the Natural Gas Devel-
opment for Power Generation (the “Mansuria
Project”).

The Mansuria Project resulted from a Feb-
ruary 2004 task order issued by the Coalition
Provisional Authority-Program Management
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Office (CPA-PMO) in response to a request by
the Iraqi Ministry of Electricity. The task order
directed USAID to proceed with develop-
ment and construction of electrical generation
facilities in the Baghdad area. The approved
estimated direct cost of the resulting Mansuria
Project job order was $381.3 million. The proj-
ect was subsequently cancelled; the final job
order direct costs are currently estimated to be
$62.7 million as of December 22, 2005.

Of the projected $62.7 million in Mansuria
Project direct costs,” USAID transferred to
the Iraqi Ministry of Electricity approximately
$47.9 million in combustion turbines, gen-
erators, transformers, and related items to
support another project planned and funded
by the Ministry. USAID also transferred $2.8
million in gas-line piping that could support
future Ministry projects.

Although the Mansuria Project was can-
celled, management actions to approve, plan,
monitor, and cancel the project were generally
appropriate and effective. Specifically, CPA-
PMO properly issued a task order to USAID
addressing a specific need identified by the
Iraqi Ministry of Electricity to provide electri-
cal production to the Baghdad area. SIGIR
found that USAID had implemented sufficient
management controls to plan, monitor, and
control the resulting Mansuria Project. Fur-
ther, IRMO and USAID actions to cancel the
project were supported by appropriate docu-
mentation and approved by the Iraqi govern-
ment. Consequently, this report contained no
recommendations.
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Management of the Commander’s
Emergency Response Program (CERP) for

Fiscal Year 2005
SIGIR-05-025, JANUARY 23, 2006

This audit discussed the management of $718
million allocated to the MNF-I for use in FY
2005 for CERP to support Operation Iraqi
Freedom. CERP enables U.S. military com-
manders in Iraq to respond to the urgent hu-
manitarian relief and reconstruction require-
ments of the local population by providing
funds for repairs and condolence payments
after combat operations, the provision of
equipment, such as electrical generators to
support critical infrastructure, and large-scale
civic cleanup and construction activities to
employ as many Iraqis as possible.

For FY 2005, MNF-I reported that it obligat-
ed $718 million for 7,678 CERP projects; 4,805
of these projects were completed by September
30, 2005. SIGIR reported® in October 2005 that
U.S. forces did not fully comply with regula-
tions and guidance for maintaining controls
over appropriated funds or for maintaining the
documentation required to account for projects
in FY 2004. SIGIR’s concerns over these condi-
tions generated this audit, which addresses
MNF-TI's management of the FY 2005 CERP.

Objectives

The objectives of this audit were to determine

whether MNF-I:

e implemented controls to effectively manage
FY 2005 CERP projects, funds, and records

e coordinated CERP projects effectively,



where appropriate, with DoS and USAID
to optimize available resources for the
sustainment of projects and the reconstruc-
tion of Iraq

Findings

SIGIR reviewed program plans, guidance, proj-
ect management data, and 207 project records
(including a statistical sample at the 90% confi-
dence level for 187 projects).

SIGIR found that MNF-I had made consid-
erable progress to improve the management of
CERP. This included the improved alignment
of projects with MNF-I strategic objectives,
centralized tracking of project status and
management of project records, and coordina-
tion of CERP with other U.S. reconstruction
programs. SIGIR found, however, that the
project data MNF-I used to track the progress
of projects and report the status of projects to
higher headquarter units contained several
errors, and MNF-I units still did not fully
comply with requirements for project records.
In addition, SIGIR found that MNF-I lacked a
consistent process to coordinate CERP projects
with DoS and USAID when CERP was used
in conjunction with other reconstruction
programs in Iraq, and that it did not coordinate
with DoS for the sustainment of large CERP
construction projects.

During the course of this audit, SIGIR noti-
fied MNF-I of its concerns about errors in the
project tracking tool. As a result, MNF-I initi-
ated its own review of its FY 2005 project data.
Also, in November 2005, MNF-I began
transitioning to the IRMS as its project track-

ing tool, which should reduce the errors in the
current project management data that SIGIR
identified.

In addition, MNF-I and the U.S. Embassy-
Iraq published a Joint Mission Statement
on December 6, 2005, which stated that all
political, military, and economic tools available
to U.S. agencies in Iraq will be integrated in
FY 2006 to maximize the effectiveness of U.S.
efforts to rebuild Iraq.

Recommendations

SIGIR recommended that the Commanding
General of MNF-I, direct his program manag-
ers and subordinate commands to take these
actions:

e Conduct a thorough examination of all FY
2005 CERP funds and projects to account
for project status reporting errors. In
addition, if it is determined that funds were
inappropriately obligated against the FY
2005 appropriation, MNF-I should initiate a
de-obligation from FY 2005 funds and
re-obligate projects with the appropriate
funds.

e Conduct a quarterly review of CERP to
ensure the data contained within its project
tracking tool is valid and is as consistent as
possible with the data for project obliga-
tions in the Army financial systems.

e Clarify and enforce existing guidance on
the collection of required project records.
MNFEF-I should conduct quarterly reviews of
project records to improve the management
of project files. MNF-I should also consider
developing a plan to provide training for all
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current and future MNF-I units on project
documentation requirements and how to
maintain and store these records. Methods
for storing records in electronic formats
should also be considered.

e Formalize the process of coordinating
CERP projects with DoS and USAID where
CERP is used in conjunction with other
reconstruction programs, particularly those
projects that are of strategic importance.

e Coordinate plans and funding for the
sustainment of large CERP construction
projects and projects that have strategic
value with DoS.

Management Comments

On behalf of MNF-I, the Multi-National Corps-
Iraq (MNC-I) concurred or partially concurred
with four of five recommendations of the report.
SIGIR generally agreed with the comments pro-
vided by MNC-I and, in some cases, changed its
report accordingly. However, SIGIR also noted
that MNC-I has apparently misunderstood parts
of two of the recommendations and therefore
SIGIR reaffirmed its position that coordination
on sustainment of reconstruction projects is a
key component of the overall success of the U.S.
government in Iraq.

USAID also provided technical comments
for this report. SIGIR agreed with the comments
and changed the audit report accordingly. The
comments received are fully responsive.

SIGIR plans to perform a follow-up audit
later this year to determine the quality of CERP
data contained within financial systems.
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Management of Rapid Regional Response

Program Contracts in South-Central Iraq
SIGIR-05-023, JANUARY 20, 2006

This audit report is the last in a series of reports
SIGIR has produced addressing controls over
cash, contract management, and grant man-
agement for CPA’s South-Central Region. The
audit addresses the processes used for the
authorization, award, execution, and oversight
of contracts within the CPA South-Central
Region.

During 2003-2004, the CPA used contracts
to purchase products or services that helped
carry out programs or projects that directly
benefited the Iraqi people or assisted in the
reconstruction and recovery of Iraq. Between
October 2003 and June 2004, CPA South-
Central Region used funds provided from the
DFI through the Rapid Regional Response
Program (RRRP) to award 907 contracts and
1,212 micro-purchases worth approximately
$88.1 million.

Objective

The overall audit objective was to determine
whether disbursing officers in selected
locations in southern Iraq complied with
applicable guidance and properly controlled
and accounted for DFI cash assets and expen-
ditures. During the audit, SIGIR observed
deficiencies in contract award documentation
and expanded the scope to determine whether
CPA South-Central Region personnel properly
managed contracts.



Findings

SIGIR found that South-Central Region per-
sonnel, under the direction of CPA, did not
effectively manage 907 contracts and 1,212
micro-purchase contracts that were awarded
through the RRRP, amounting to $88.1 mil-
lion. As a result:

e 4 projects, using 20 contracts (2.2%) and
several contract modifications, totaling
approximately $9.1 million, apparently split
requirements to keep the contract awards
below the $500,000 approval threshold so
as to circumvent the required reviews and
reporting.

e 158 contracts (17.4%), totaling approxi-
mately $16.3 million, were either not com-
petitively awarded or lacked documenta-
tion that showed a competitive process had
taken place, and 26 contract files (3.0%),
totaling approximately $2.6 million, did not
contain a signed contract.

e 11 contracts (1.2%), totaling more than
$5.6 million, were issued without proper
authorization, and 38 contracts (4.2%),
totaling approximately $7.0 million, were
awarded after the transfer of responsibil-
ity for the DFI to the Iragi government on
June 28, 2004.

e 91 projects (10.7%), totaling approximately
$11.6 million, were paid in full at the time
of contract signing, and the completion of
the project work was not verified; 11 con-
tracts (1.2%) were overpaid by $571,823;
approximately $515,000 was disbursed for
CPA salaries and operations in violation
of Program Review Board Guidance 06.2

(amended); approximately $47,000-$87,000
in cash was lost but not reported to the
CPA Comptroller; and approximately

$23 million was transferred to unauthor-
ized personnel, but documentation showed
only $6.3 million disbursed to contractors
resulting in the loss of oversight of $16.7
million.

286 contract files (31.5%), totaling
approximately $31 million, did not contain
certificates of completion, yet $24 million
had been disbursed for the projects. Other
contract files were missing documentation
for approximately $12.6 million in dis-
bursements and consequently, it could not
be determined whether contractors were
properly paid for work actually performed.
A property record book to document the
property purchased with RRRP funds

was not maintained; contract files for 160
vehicles, totaling approximately $3.3 mil-
lion, did not document the receipt of the
vehicles, and there was limited documenta-
tion in the contract files to identify whether
the beneficiary actually received the
vehicles; ammunition and weapons were
purchased, but detailed records of deliver-
ies and distribution were not maintained;
and not all of the weapons could be located.
346 micro-purchase contracts (28.5%)
exceeded the micro-purchase dollar limita-
tion of $5,000 yet did not maintain the
required documentation in the files for
awards greater than $5,000; 387 micro-
purchase contract files (31.9%) did not
contain disbursement documentation;

786 files (64.9%) did not contain a vendor
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invoice; and 838 files (69.1%) did not have a
completion document.

SIGIR also identified material internal
control weaknesses. U.S. government agents
and coalition partners did not comply with
applicable guidance and did not properly con-
trol and account for Iraqi cash assets. Further,
SIGIR found indications of potential fraud and
referred these matters to the SIGIR Assistant
Inspector General for Investigations for action.
Related investigations are continuing.

Based on the documentation examined,
SIGIR concluded that CPA South-Central
Region failed to adequately manage its RRRP
contracts and micro-purchases.

Recommendations

Because CPA was dissolved on June 28, 2004,
SIGIR is addressing the recommendations to
two of the four successor organizations: the
Joint Area Support Group-Central (JASG-C)
and the Joint Contracting Command-Iraq/
Afghanistan (JCC-I/A). SIGIR recommended
that:
e the U. S. Ambassador to Iraq recover the
$571,823 that was overpaid on 11 contracts
e the Commanding General, JCC-I/A, estab-
lish adequate and required documentation
to record the receipt and disposal of all
purchased property
o the Commander, JASG-C, require paying
agents to obtain proper contract approval
documentation before making disburse-
ments
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SIGIR issued four previous reports address-
ing controls over cash, contract management,
and grant management for the CPA South-
Central Region.” SIGIR made a total of 31
recommendations to management in those 4
reports. In response to the recommendations
made in those four reports, management gen-
erally concurred, agreed to take the necessary
actions to resolve the problems discussed, and
initiated actions on the specific recommenda-
tions. Therefore, the recommendations made in
those previous four reports that are applicable
to this report will not be repeated.

Management Comments

Both the Commanding General, JCC-I/A and
the Commander, JASG-C concurred with the
findings and recommendations. Both Com-
mands have actions underway to implement
the recommendations, and the comments to all
recommendations are fully responsive.

SIGIR did not receive comments from the
Chief of Mission regarding the recommendation.

Draft Reports Issued

The Evolution of the Iraq Reconstruction

Management System
DRAFT SIGIR-06-001, JANUARY 30, 2006

The overall objective of this audit is to deter-
mine whether information systems used by
U.S. government organizations support the
effective management of IRRF programs.

In May 2005, SIGIR initiated an audit to
determine whether the information systems
used by U.S. government organizations resulted



in the effective management of IRRF pro-

grams. The original audit report was delayed as

a result of management improvement actions

taken in September 2005 by the Director of

IRMO, which:

e required that a unified IRRF reporting
system be developed

e directed all agencies spending IRRF dollars
to input and maintain current data in the
system

This audit report is one of a series of reports
addressing the ability of information technol-
ogy (IT) and management systems to produce
reliable and accurate information in support of
IRRE

Prompt Payment Act: Analysis of Expen-
ditures Made from the Iraq Relief and

Reconstruction Fund
DRAFT SIGIR-06-002, JANUARY 15, 2006

The objective of this audit is to determine
whether expenditures by U.S. government
organizations responsible for the manage-
ment of IRRF were made in compliance with
the Prompt Payment Act and other applicable
policies and regulations.

Ongoing Audits

Audit of Policies and Procedures for Data
Quality Assurance in the Collecting and

Reporting of IRRF
SIGIR-2005-16

The objective of this audit is to determine
whether policies, procedures, and internal con-

trols established by U.S. government organiza-
tions ensure valid and reliable data for effective
management of Iraq reconstruction projects.
SIGIR is evaluating the general controls for
assessing the integrity, confidentiality, and
availability of computerized data in the Iraq
Reconstruction Management System (IRMS).
The review does not address controls over
individual applications within IRMS.

Survey of INL Funding for Iraq

SIGIR 2005-18

In conjunction with the DoS Office of In-
spector General, SIGIR initiated a survey of
Bureau of International Narcotics and Law
Enforcement Affairs (INL) funding for Iraq.
The survey concentrates primarily on major
INL programs to determine whether INL
has implemented appropriate management
and accounting controls to ensure that funds
provided by Congress are properly expended
in accordance with federal regulations. The
survey will be performed at INL and other
DosS facilities in Washington, D.C.

Policies and Procedures Used for Iraq
Relief and Reconstruction Fund Project

Management
D2005-DCPAAP-0005.2

The overall objective of this audit series is to
determine whether policies, procedures, and
internal controls established by U.S. govern-
ment organizations result in the effective
management of Iraq reconstruction projects.
These audits will also determine whether those
policies, procedures, and internal controls were
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adequately coordinated among U.S. govern-
ment organizations and resulted in sufficient
consistency among those organizations for the
effective management and timely completion
of Iraq reconstruction projects.

The next audit in this series will assess the
adequacy of the policies, procedures, and
management controls of the IRMO.

Review of Administrative Task Orders

(ATOs)
SIGIR 2005-19

The objectives of this audit are to determine:

e To what extent did ATOs accomplish their
intended purpose—to capture the design-
build contractors’ fixed administrative
costs for the total indefinite delivery order?
Contract audits will also determine whether
those information systems were adequately
reliable and sufficiently coordinated among
those organizations to ensure accurate,
complete, and timely reporting to senior
government officials and Congress on the
use of IRRF funds.

e To what extent did the de-scoping of
projects impact the necessity for certain
administrative costs included in the ATO?

e To what extent did increased or decreased
periods of contract/task order performance
impact the value of ATO cost, and to what
extent did ATOs vary from one design-
build contractor to another?

Review of the Management of the Transfer
of Assets to the Government of Iraq that
Were Purchased, Renovated, and/or
Constructed with IRRF Funds
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SIGIR-2005-22 AT USAID; SIGIR-2005-20 AT MNSTC-

The overall objective of this audit series is to
determine whether the U.S. government orga-
nizations responsible for the management of
the Iraq Relief and Reconstruction Fund (IRRF)
have developed and approved adequate policies
and procedures to support the transfer of assets
purchased, renovated, and constructed with
IRRF monies to the Iraqi government and its
citizens and whether those policies and proce-
dures have been implemented.
e Multi-National Security Transition
Command, Project Number SIGIR 2005-20
e U.S. Agency for International Develop-
ment, Project Number SIGIR 2005-22

Audit of Parsons Delaware, Inc., Contract
Number W914NS-04-D-0006, for the
Primary Health Care Clinics Construction

Projects
SIGIR-2005-26

The overall objectives of this audit are to
determine whether the contractor is in com-
pliance with the terms of the contract or task
orders and whether the government represen-
tatives are complying with general legislative
and regulatory guidance concerning contract
administration and financial management and
to evaluate the effectiveness of monitoring and
controls that are in place by administrative
contract officers.

Survey of the Program, Contract, and
Financial Management Systems and
Reporting for the Iraq Relief and

Reconstruction Fund (IRRF)
SIGIR-2005-24



The objectives of this survey are to obtain suf-
ficient information on the program, contract,
and financial management processes, systems,
and transaction-level data maintained in order
to have an understanding of the management
information available. SIGIR will also obtain
information on the official reporting require-
ments from each of the U.S. government agen-
cies that administer IRRE

SIGIR will use the results of this survey to
develop specific audit plans to evaluate the
effectiveness of controls and the accuracy and
timeliness of reconciliations of the budget
authorities, fund allocations, disbursements,
and contract actions that comprise the majority
of IRRF monies. Each audit will be announced
with specific objectives.

Analysis of Risk in Contracting Methods
Used for Iraq Reconstruction Projects
SIGIR-2005-25

The overall objective of this audit is to obtain
sufficient information on the procurement
processes, contract management, and finan-
cial management relating to design-build and
direct contracting to conduct a risk assessment
of each alternative approach.

Follow-up to the South-Central DFI

Cash Control and Contracts Review
SIGIR-6002

This review is a follow-up on actions taken by
the U.S. government to implement recommen-
dations for improvements to

management controls over cash and Develop-
ment Fund for Iraq (DFI) contracts.

Reconstruction Transition to Iraq

Government Management

SIGIR-6003

The questions SIGIR will ask in this review are:

e Do each of the U.S. reconstruction manage-
ment offices in Iraq have strategic plans in
place for transitioning their respective parts
of the reconstruction program?

o Are there sufficient resources to operate
and maintain new U.S.-provided plants and
equipment?

e Have Iraqi officials sufficiently planned and
budgeted for the essential maintenance of
the new U.S.-provided infrastructure?

e How will the pace of reconstruction and
project completion affect transition?

Review of the Task Force Shield Program
SIGIR-6004

This review will determine if program manag-
ers of Task Force Shield, which was created to
provide infrastructure security, efficiently and
effectively used funds to meet the intended
goals of the program.

Review of the Use of Definitization
of Contracts Supporting the

Reconstruction in Iraq
SIGIR-6005

This audit will determine whether contracts
funded by the Iraq Relief and Reconstruc-
tion Fund (including letter contracts and task
orders) are being definitized in a timely and
whether the definitization process complied
with applicable regulations, policies and
procedures.
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Review of Close-out Processes and

Procedures for IRRF Contracts
SIGIR-6006

This audit will determine whether contracts
funded by IRRF (including task orders, grants,
and cooperative agreements) are being closed
out in a timely manner and comply with the
Federal Acquisition Regulation (FAR) 4.804-
1(a) and other applicable regulations, policies
and procedures.

Planned Audits

SIGIR will conduct performance audits that
assess the economy, efficiency, effectiveness,
and results of Iraq reconstruction programs
and operations as necessary. These audits will
be accomplished through individual audit
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projects of specific issues, as well as an audit
series that will evaluate several components
of related topics. Each of these audits will be
announced before the start of any audit field
work. For the full text of the Audit Plan, see
the SIGIR Web site:

http://www.sigir.mil/.

Status of SIGIR Audit
Recommendations

SIGIR has made several recommenda-
tions to management officials for corrective
actions needed in reconstruction and relief
activities. Table 3-3 lists the status of prior
recommendations for this semiannual
reporting period.



STATUS OF SIGIR AUDIT RECOMMENDATIONS, AS OF DECEMBER 31, 2005
RECOMMENDATIONS STATUS

REPORT

NUMBER  REPORT TITLE DATE ISSUED Total Closed In-process
Managing Sustainment for Iraq Relief and Reconstruction Fund

05-022 Programs 10/24/2005 4 0 0
Management of Iraq Relief and Reconstruction Fund Programs

05-021 10/24/2005 1 0 0
Management of the Contracts, Grant and Micro-Purchases Used

05-020 to Rehabilitate the Kerbala Library 10/26/2005 4 0 0
Attestation Engagement Concerning the Award of Non-
Competitive Contract DACA63-03-D-0005 to Kellogg, Brown and

05-019 Root Services, Inc. 09/30/2005 0 0 0
Acquisition of Armored Vehicles Purchased Through Contract

05-018 W914NS-05-M-1189 10/21/2005 5 0 0
Award Fee Process for Contractors Involved in Iraq

05-017 Reconstruction 10/25/2005 4 0 0
Management of the Contracts and Grants used to Construct and

05-016 Operate the Babylon Police Academy 10/26/2005 3 0 0

05-015 Management of Rapid Response Program Grants in 10/26/2005 3 0 0
South-Central Iraq

05-014 Management of Commander’s Emergency Response Program for 10/13/2005 0 0 0
Fiscal Year 2004

05-013 Controls Over Equipment Acquired by Security Contract 09/09/2005 0 0 0
Policies and Procedures Used for Iraq Relief and Reconstruction

05-012 Fund Project Management Construction Quality Assurance 07122/2005 0 0 0

05-011 Cost-to-Complete Estimates and Financial Reporting for the 07/26/2005 5 0 0

Management of the Iraq Relief and Reconstruction Fund

Interim Briefing to the Project and Contracting Office Iraq and
05-010 the Joint Contracting Command-Iraq on the Audit of the Award 07/26/2005 5 0 0
Fee Process

05-009 Reconciliation of Reporting Differences of the Source of 07/08/2005 0 0 0
Funds Used on Contracts after June 28, 2004

05-008 Administration of Contracts Funded by the Development 04/30/2005 6 0 6
Fund for Iraq

05-007 Administra}tion of Iraq Relief and Reconstruction Fund 04/30/2005 7 0 0
Contract Files

05-006 Control of Cash Provided to South-Central Iraq 04/30/2005 6 5 1
Accountability and Control of Materiel Assets of the Coalition 10/25/2004

05-002 ! e . 3 0 1
Provisional Authority in Kuwait
Audit of the Accountability and Control of Materiel Assets of the

04-011 Coalition Provisional Authority in Baghdad 07/26/2004 2 ! !

04-001 .. . . N
Coalition Provisional Authority Coordination of Donated Funds 06/25/2004 2 0 2

TABLE 3-3
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The SIGIR Inspections Division conducts

assessments of individual relief and recon-

struction projects across Iraq to ascertain the

adequacy and efficacy of reconstruction work.

To further its mission, SIGIR Inspections

leverages the work of other government agen-

cies and contractors, using a variety of tools,

including eyewitness reviews and satellite

imagery.
Since the October 2005 Report to Congress,

SIGIR inspectors have:

e completed 13 project assessments

e completed a special assessment of hori-
zontal directional drilling (HDD) for oil
pipelines under the Tigris River

e processed and summarized 60 limited pre-
liminary assessments on projects provided
by U.S. government quality control and
assurance staff

e analyzed satellite imagery to identify poten-
tial sites for future inspections

Approach

During this quarter, SIGIR conducted 13 eye-
witness inspections of reconstruction project
sites. To accomplish assessments, teams of
SIGIR engineers and auditors gather contrac-
tual specifications, travel to the project sites,
examine on-site efforts and accomplishments,
and review their results with reconstruc-

tion managers. The initial success of the first
integrated assessment team during the quarter
ending June 2005 prompted SIGIR to establish
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SIGIR INSPECTIONS

three more teams. Two additional assessment
teams became operational during this quar-
ter, and a third new team will be added next
quarter.

SIGIR has begun to conduct analyses using
satellite imagery on projects that are remote
or inaccessible because of security concerns.
This satellite imagery helps inspection teams in
their preliminary research on site. This quarter,
SIGIR continued to expand its satellite imag-
ery operation, conducting 53 imagery assess-
ments.

Planning

SIGIR has selected a cross-section of projects

from each of the major reconstruction sectors

to assess, survey, and analyze, including:

e water, electricity, oil, facilities, and trans-
portation projects

e projects involving large and small contract
amounts

e projects with different general contractors

e projects in different sections of the country

e projects in the programs of each of the
major U.S. agencies

e fully completed projects and projects in
various stages of completion

e construction and non-construction
projects

Results
SIGIR’s presence across Iraq continues to
promote and achieve better accountability



by contractors, prompting them to perform
more effectively. The assessments conducted
in Iraq this quarter revealed a mix of problems
and progress in contractor performance. As
indicated in the reports, SIGIR has concerns
about inadequate construction at some sites,
as well as the failure to comply with contract
provisions at four border forts, which required
more perimeter security than was found at the
time of the assessment. SIGIR also reviewed
projects in Hilla, revisiting sites that were

the subject of a series of highly critical SIGIR
audits in 2004. These audits led to several
significant investigations that have produced

PROJECTS ASSESSED THIS QUARTER (DOLLARS IN THOUSANDS)

four arrests to date. Unfortunately, SIGIR’s
latest review at Hilla revealed that corrective
action still needs to be taken to reach the goals
initially identified in those projects. SIGIR’s
project assessments this quarter were quite
positive regarding the sustainability plans in
place at the sites visited. Specifically, SIGIR
inspectors found that GRD-PCO had initiated
actions to address sustainability deficiencies at
some sites.

Table 3-4 presents a summary of SIGIR
project assessments completed during this
reporting period.

BUDGETED GRD-PCO

PROJECT NAME GOVERNORATE  ToTAL CoST EXECUTING AGENCY CONTRACTOR REGION
Hilla SWAT Facility Babylon $2,219 GRD-PCO Foreign South
Al Balda Police Station Babylon $135 GRD-PCO Foreign South
Border Post As Sul #37- Bnawasuta-Issawa Sulaymaniyah $272 GRD-PCO Parsons Delaware North
Border Post As Sul #29- Kuralau Bnaw-Azmik Sulaymaniyah $275 GRD-PCO Parsons Delaware North
Border Post As Sul #20- Marwa Sulaymaniyah $272 GRD-PCO Parsons Delaware North
Border Post As Sul #23- Bargurd-Safrah Sulaymaniyah $272 GRD-PCO Parsons Delaware North
Military Base Um Qasr Ammo Supply Point Basrah $253 GRD-PCO Foreign South
Operation Center and Security Basrah $1,175 GRD-PCO Foreign South
Port of Um Qasr Security Upgrades Basrah $3,747 GRD-PCO Foreign South
Project Phoenix Restore Qudas Gas Turbines Baghdad $11,391 GRD-PCO FluorAmec Central
Hilla Police Academy CN W914NS-04-C-9046 Babylon $9,135* JCC-I/A Foreign South
Kerbala Library Kerbala $1,294 CPA (South-Central) Global Business Group South
Horizontal Drilling Tameem $75,500 GRD-PCO KBR North

*Construction Portion of the Life Support Contract

TABLE 3-4
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On-site Project Assessment

Program Approach

Since June 2005, SIGIR has completed 29

project assessments, including one special

assessment. During this most recent quarter,

SIGIR inspected and completed assessments

of 13 project sites and one special assessment.

The general objectives governing the project

assessments included:

e Were the project results consistent with the
original objectives?

e Were the project components adequately
designed before construction or
installation?

Figure 3-1
LOCATION OF PROJECTS

INSPECTED IN IRAQ
4th quarter 2005, locations approximate

Ml Current quarter
[ Previous quarters
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e Did the construction or rehabilitation ade-
quately meet the standards of the design?

e Were the contractor’s quality control plan
and the U.S. government’s quality assurance
(QA) program adequately carried out?

e Were project sustainability and operational
effectiveness addressed?

For a list of project assessments completed
in previous quarters, see Table 3-5.

For the approximate location of each proj-
ect assessment, see Figure 3-1.

[



PROJECTS ASSESSED IN PREVIOUS QUARTERS (DOLLARS IN THOUSANDS)

GRD-
GRD- BUDGETED  EXECUTING PCO
PCO ID PROJECT NAME GOVERNORATE TotAL CosT  AGENCY CONTRACTOR REGION
3532 Al Wahda Water Treatment Plant  Baghdad $4,712 GRD-PCO FluorAmec Central
3529 Al Wathba Water Treatment Plant Baghdad $8,698 GRD-PCO FluorAmec Central
18462 Al Nahrwan Water Supply Project Baghdad $348 GRD-PCO Foreign Central
18079 Al Sumelat Water Network Baghdad $764  GRD-PCO SIMA International Central
1654 Al Hakamia Substation Basrah $5,934 GRD-PCO Perini Corporation Central
1657 Hamdan Substation Basrah $5,001  GRD-PCO Perini Corporation Central
1655 Al Kaffat Substation Basrah $5,934 GRD-PCO Perini Corporation Central
1656 Al Seraji Substation Basrah $5,709 GRD-PCO Perini Corporation Central
1659 Shat Al Arab Substation Basrah $5,298 GRD-PCO Perini Corporation Central
18183 Al Fatah Pipe Crossing Tameem $29,715  GRD-PCO Parson PJIV North
18185 Kirkuk Canal Crossing Tameem $2,088 GRD-PCO Parson PJIV North
19604 Al Fatah River Crossing Tie-ins Tameem $8,156  GRD-PCO Parson PJIV North
18427 Seif Sa’ad Police Station Babylon $153  GRD-PCO Foreign South
13607 :253 Maternity and Children's Babylon $7,414  GRD-PCO Parsons Global South
11812 Al Imam Primary Care Center Babylon $533  GRD-PCO Parsons Delaware South
21950 Babil Railway Station Babylon $274  GRD-PCO Foreign South
TABLE 3-5
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SIGIR Project Assessments

Hilla Police Academy in Southern Iraq
PROJECT ASSESSMENT NUMBER: SIGIR-PA-05-032

SIGIR conducted audits and assessments of six
contracts performed at the Hilla Police Acad-
emy; the contracts are valued at more than $13
million. In October 2005, SIGIR presented the
results of its audit of the first five of those con-
tracts, which used Development Fund for Iraq
(DFI) funds to set up the initial 600-student
Police Academy in Hilla. The sixth contract,
which used IRRF funds, continued life sup-
port for the Police Academy and constructed
semi-permanent facilities to accommodate an
additional 600 students. SIGIR performed an
on-site assessment and inspected the construc-
tion component of the IRRF-funded project,
focusing on the quality of work completed as
required in the contract. Although the IRRF-
funded contract is complete, the on-site assess-
ment confirmed that deficiencies still exist:
cracks in the walls, inadequate backup power
capability, poorly constructed sidewalks,
poorly designed wastewater system, roof leaks,
and inadequate security systems.

These were SIGIR’s objectives for the
construction portion of the IRRF-funded life
support contract (W914NS-04-C-9046):

e Were project results consistent with
original objectives?

e Were project components adequately
designed before construction or
installation?

e Did construction or rehabilitation meet the
standards of the design?
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e Were the Contractor’s Quality Control
(CQC) plan and the U.S. government’s
quality assurance program adequate?

e Were remedies for existing deficiencies on
the completed contract initiated?

SIGIR’s objectives for the five DFI con-
tracts were to determine whether the com-
pleted projects were consistent with original
objectives. In addition, SIGIR focused on the
evaluation of previously known deficiencies to
determine if appropriate corrective action was
taken.

SIGIR on-site assessments disclosed gaps
still existing in the perimeter walls that would
allow insurgents to fire weapons into or place
bombs inside the academy. Although some of
the gaps were filled with sand bags and Hesco
walls were installed next to many of the wall
deficiencies, there are still force-protection
issues that need correction to provide maxi-
mum security to the academy occupants. In
addition, the perimeter walls were not sup-
ported with concrete. Also, there were prob-
lems with the sanitary system design, and the
grinder pump appears to have never been
maintained.

This DFI contract was for security upgrades,
including an external lighting system, steel
guard towers, and hydraulic steel lifts at each
gate, which were not delivered or installed.
Instead, makeshift towers were constructed
in-house.



Makeshift Guard Tower at the
Hilla Police Academy

Crack in hallway wall in Instructor
Billeting Area (Photo courtesy of
contracting officer representative)

Finally, the DFI contractor did not deliver
or install the two generators. One generator
removed for overhaul was not returned. The
two generators that are currently on-site will
not sustain the academy in case of a power
outage.

If these problems are not addressed, contin-
ued degradation of the Police Academy infra-
structure will occur. SIGIR recommended that
U.S. management agencies conduct a compre-
hensive facility inspection and repair construc-
tion deficiencies at the Police Academy.

Kerbala Library, Kerbala, Iraq
PROJECT ASSESSMENT NUMBER:
SIGIR-PA-2005-033

The objective of this project assessment was
to provide real-time relief and reconstruction
project information to interested parties to
enable appropriate action when warranted.
Specifically, SIGIR determined whether con-
tract deficiencies were remedied in these four
contracts:

e Contract DABV01-04-R-8339, March 30,
2004, $373,400 for construction and repairs
throughout the building

e Contract DABV01-04-Q-8342, March 31,
2004, $197,500 for landscaping the library
grounds

e Contract DABV01-04-Q-8343, March 31,
2004, $224,010 for furniture

e Contract DABV01-04-R-8353, April 4,
2004, $498,900 for computers and Internet
connections

JANUARY 30, 2006 | REPORT TO CONGRESS | 71



Bomb-damaged bridge crossing
the Tigris River at Al Fatah, Iraq

This project comprised four contracts
totaling $1.3 million, which were awarded to
the same contractor. These contracts were for
various upgrades to the Kerbala Library. The
upgrades included minor construction and
repair, landscaping, new furniture, and com-
puters with Internet connections.

The minor construction and repairs
contract required, but the contractor did not
provide, sealing around the windows, Jor-
danian wooden frames (double) for wooden
doors, 411 square meters of carpet, 10 ceiling
fans, glass panels, slate boards, D-section end
trim, and 24" x 6" and 24" x 10" shelves with
supports. None of these items were provided
by the contractor.

For the landscaping contract, the contrac-
tor provided a paved parking lot half the size
of the specifications, no hedge plants, and two
fountains (one broken and one inoperable).
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Only 22 of 42 required landscaping lights, and

all of the park benches were broken.

The furniture contract required, but the
contractor did not provide, 180 book shelves,
4 rolling ladders, 110 reading tables, 182
upholstered chairs (plastic chairs were deliv-
ered instead), 24 glass and wooden tables,
computer tables, 68 swivel chairs, card catalogs
with trays, and 60 computer desks. None of the
items were provided except the chairs, which
were thin plastic chairs—not upholstered
chairs as specified.

Finally, for the Internet contract, the
contractor provided only 14 of 68 computers,
no workstations, no servers, no hardware or
software, and no installation.

SIGIR recommended that U.S. management
agencies coordinate and correct these long-
standing deficiencies.



Horizontal Directional Drilling Project
SPECIAL ASSESSMENT NUMBER:
SIGIR-SA-2005-001

SIGIR responded to a Hotline referral that
questioned the USACE decision to use hori-
zontal directional drilling for routing 16 pipe-
lines under the Tigris River despite predictions
from a geologist that soil conditions under-
neath the Tigris River may not be conducive to
drilling.

The river crossing project, located close to
the town of Al Fatah, Iraq, replaces 16 pipe-
lines that were contained in a bridge over the

Tigris River. The lines were severed when the

bridge was attacked by coalition bombing dur-
ing Operation Iraqi Freedom.

Repairing the severed pipelines to provide
crude oil to the Baiji refinery and the Iraq-Tur-
key pipeline is critical to Iraq’s oil production
and export goals. These repairs are expected
to increase the flow rate from 300,000 bar-
rels of oil per day (BPD) to 500,000 BPD. At
a unit price of $25 per barrel, the potential
daily increase in revenue for 200,000 BPD is
$5 million per day. The Al Fatah, Iraq, project
was awarded to a contractor by the USACE
Southwest District Contract #DAACA63-03-
D-0005, Task Order #6, on December 8, 2003.

Bridge cross-section
showing melted pipes
from bomb damage
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SIGIR performed this special assessment
to determine why the HDD project achieved
only 32% of the planned pipeline throughput.
SIGIR focused on the processes used by CPA
and USACE to:

e arrive at the HDD decision

e award the subcontract

e develop the construction design
e manage project performance

The project failed because subsurface geo-
logic conditions—such as loose, unconsolidat-
ed gravels and cobbles—made it impossible to
retain open boreholes for large-diameter pipe-
lines. Although the contractor was warned of
these conditions by a consultant, the company
awarded the drilling subcontract in Septem-
ber 2003. Neither USACE nor the contractor
acted on the consultant’s recommendation to
perform additional research, which should
have prevented the failure. These factors also
contributed to the project’s failure:

1. The contractor’s project design did not
provide the necessary flexibility to support
HDD and conflicted with the security rea-
sons that overturned an original decision
to repair the bridge. Specifically, the design
included valve manifolds located above
ground on each side of the river for routing
product through different lines. Placing
the manifolds at designated locations on
both sides of the river fixed the drilling
area and the underground trajectory for
the boreholes. Unfortunately, the geologi-
cal conditions in this particular area were
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the same as those cited in the consultant’s
desktop study and not conducive to HDD.
USACE did not recognize the contractor’s
inexperience with HDD and should have
required design reviews and approvals
before mobilizing the HDD project team.

. 'The contractor awarded a firm fixed-

price subcontract to Willbros, Inc., which
required the subcontractor to perform
drilling services for a six-month period.
The contract converted to a daily-rate time
and materials contract after the six-month
firm fixed-price period expired. There was
no requirement for the subcontractor to
complete any boreholes and install pipes.
Because the terms and conditions of
the subcontract did not provide comple-
tion requirements, the contractor and
USACE assumed full completion risk for
the project. However, USACE and the
contractor did not adequately structure the
project into manageable phases that should
have increased the probability of success
or confirmed the consultant’s warnings
before full-scale mobilization. These phases
should have been implemented: a thorough
geological analysis, a construction-design
review and approval process, and a formal
project management system.

. The project’s compartmentalized manage-

ment structure did not foster effective com-
munications between the subcontractor,
general contractor, and USACE. Although
communication protocols between gen-
eral contractors and subcontractors are



necessary, the critical nature and technical
complexities associated with this project
required expert technical input from all
parties involved. The contractor’s policy,
which restricted the subcontractor to route
all communication through the contrac-
tor company, appears to have impeded an
effective exchange of ideas and solutions. A
project management team comprising rep-
resentatives from USACE, the contractor,
and the subcontractor would have fostered
a decision-making process that effectively
identified and resolved technical problems.

. USACE’s direction to the contractor was

neither adequate nor timely. USACE’s
first formal direction to the contractor
was provided more than two months after
the contractor had already awarded the
HDD subcontract. On December 8, 2003,
USACE issued Task Order #6 instructing
the contractor to analyze alternatives for
using either a dedicated bridge or tunnel
under the river. The direction incorrectly
implied that alternatives were still being
considered even though the contractor had
awarded the HDD subcontract two months
earlier.
Appropriate procurement oversight by
USACE should have provided the timely
direction necessary to mitigate the govern-
ment’s risk for the project, including:
e formal engineering and
geotechnical studies that could
have invalidated the HDD concept
e aproject design review and

approval process

e aformal performance reporting
system that demonstrated progress
against a detailed baseline plan

e formal program management
reviews that identify and resolve
performance issues

5. USACE’s on-site technical management

did not comprehend the problems encoun-
tered by the drilling subcontractor, did not
adequately surface issues to USACE senior
management, and/or senior management
did not take timely and aggressive action to
resolve performance issues.

Because the government and con-
tractor failed to adequately research, plan,
design, and manage the project, $70 mil-
lion allocated to the project was exhausted
while only 32% of the drilling scope was
completed. The HDD project was replaced
by a contract awarded to Parsons Iraqi
Joint Venture, at a cost of $29 million—
the amount SIGIR attributes to the cost
overrun.

Additionally, the hostile environment
where the project is being performed has
protracted the personal risk to contractor
and government personnel working in the
vicinity by more than a year. Finally, failure
to complete the project may have been
instrumental in losing more than $1.5 bil-
lion in potential oil revenues critical to the
Iraqi government.
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Border Forts in Sulaymaniyah, Iraq

PROJECT ASSESSMENT NUMBER:

SIGIR-PA-05-021, 022, 023, & 024

SIGIR assessed the in-process construction
work being performed at four border-de-

nial points (border forts) to determine their
status and whether intended objectives will

be achieved. The border forts were being built
under a task order issued as part of a cost-plus,
design-build, indefinite-delivery, indefinite-
quantity contract. The objective of the task
order was to build 57 new border forts using
essentially the same standard design. The bor-
der forts will provide the Iragi border police
bases of operation along the Irag-Iran border
in the Sulaymaniyah and Diyala governorates.
The estimated cost of the definitized task order
for design and construction of the 57 border
forts is $35,900,149. The four border forts that
SIGIR assessed were all located on the moun-
tainous Iraq/Iran border in remote areas of the
Sulaymaniyah governorate.

During the design phase, to reduce con-
struction time, the contractor proposed
replacing steel-reinforced concrete columns
and beams with structural steel I-beams. The
contractor prepared 90% design drawings
for the structural steel construction. There is
no record that the Project and Contracting
Office (PCO) reviewed or approved the design
changes. During construction, USACE per-
sonnel observed that the horizontal I-beams
supporting the roof were deflecting under the
weight of the roofing material, and some of the
I-beams were improperly installed. Further
investigation determined that the I-beams
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Vertical steel I-beams installed
out of proper alignment (not

were smaller than design requirements, and plumb) at border fort

normal-strength A36 steel was used instead

of high-strength A50 steel. In addition, the
design calculations used for the structural steel
design did not include snow-load require-
ments, and the drawings did not specify the
required type of steel to be used.

The assessment determined that the con-
tractor did not prepare a properly designed
facility and did not obtain written approval
from PCO for the design before construction.
Correcting the problem will require significant
rework, including a design modification and
retrofit of the I-beams at the four forts assessed
by SIGIR. Although the original design was
intended to reduce construction time, it
resulted in increased construction time. Fur-
ther, because the construction of the border
forts was done under a cost-plus contract, the
U.S. government may be required to pay for
the rework.

The four border forts are scheduled for
structural steel retrofit to reinforce the



Example of steel I-beam deflection during construc-
tion of border forts
(Photo courtesy of the Project and Contracting Office)

installed undersized and standard-strength
I-beams and to incorporate the additional
snow-load requirements. The retrofit of the
structural I-beams had not yet begun at the
time of the site visit.

The SIGIR on-site assessment found that
perimeter security walls, berms, concertina
wire, and entrance gates had not been con-
structed as required under the contract. The
jail facility, generator units, fuel tanks, and
water system were not secured within perim-
eter security walls or berms. There were no
physical restrictions on access to the border-
post buildings.

The assessment showed the border forts
were not yet functional because the perimeter

security requirements had not been addressed.

If the border fort construction is completed
in accordance with the contract requirements,
however, and the perimeter security walls or

Exterior view of border fort

berms are constructed, the project should

result in functional border forts.

SIGIR will follow up to ensure that rework
is completed and that cost increases are justifi-
able because of two factors:

o the risk to human life caused by the inad-
equate construction and the lack of perim-
eter security found at the time of SIGIR’s
assessment

e the increase in contract costs, which will
likely be significant

Project Phoenix Restore Qudas Gas

Turbine Units to Operation, Baghdad, Iraq
PROJECT ASSESSMENT NUMBER:
SIGIR-PA-05-029

The purpose of “Project Phoenix—Restore
Qudas Gas Turbine Units to Operation” was to
commission six power generation units (two
Frame 9E and four LM-6000 Units) installed
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under a previous DFI project at the Qudas
Electrical Power Plant. The previous project
did not result in an operational system. The
current IRRF-funded project was to put the
power generation units into commission to
produce electricity for the Iraqi grid. The com-
bustion gas turbine commissioning at Qudas,
which cost $11,390,750, was reported complete
in October 2005.

SIGIR’s assessment of the Qudas project
focused solely on sustainability. To assess sus-
tainability, SIGIR addressed a number of key
aspects, including:

e the availability of consumables—such as
fuel, lubricating oil, and chemical addi-
tives—to keep the plant operational

e spare parts inventory management

e presence and utilization of operation and
maintenance (O&M) manuals

e implementation of preventive maintenance
and monitoring system

o the presence and effectiveness of a formal
training program, including on-the-job
training

Although improving the supply and quality
of consumable products, such as fuel, was not
an objective of the Qudas project, the cur-
rent supply and quality of fuel and the lack of
natural gas at Qudas does not support efficient
and effective combustion turbine operation.

In addition, the current method for delivering
diesel fuel for the LM-6000 units by truck can-
not sustain long-term continuous operations.

Maintenance manuals for the Frame 9E
Units and the LM-6000 were on hand. The LM-
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6000 manuals were in the two control room
facilities adjacent to each unit and appeared to
be used by the plant technicians. Alternatively,
Frame 9E manuals were located in a cabinet at
the Qudas administration building conference
room and not readily available for the opera-
tors. Preventive maintenance was not per-
formed, and documentation was not available
to demonstrate the presence of a preventive
maintenance program. Instead, maintenance
on the LM-6000s and Frame 9E units was reac-
tive—not preventive.

Functional parts and emergency spare parts
were not part of the scope for the Qudas proj-
ect. However, in a separate project for Qudas,
more than $2 million had been expended for
emergency spare parts, and $2.5 million had
been expended for functional spares.

During the contract period, two separate
training classes were conducted, which focused
on the operation and maintenance of the LM-
6000 units.

GRD-PCO, USACE, and IRMO are direct-
ing current and future efforts at sustaining
Iraq’s entire power generation capability.
GRD-PCO has issued a request for proposal
for the development, implementation, and
sustainment of an effective operations and
maintenance plan in coordination with the
Iraqi Ministry of Electricity. This contract is
intended to enhance production and long-term
reliability and availability at the Ministry’s
power stations by having embedded and
mobile teams assist plant operators in a num-
ber of activities, including:

e developing and implementing O&M proce-



dures

e developing and implementing O&M
reports

e providing an overall spare parts plan and
inventory control

e implementing on-the-job training activities

GRD-PCO, USACE, IRMO, and USAID
are currently in the planning stages of devel-
oping requirements for comprehensive bid
documents to fulfill the complete routine
maintenance needs for ten Iraqi power plants,
including the Qudas Gas Turbine Plant. These
needs, which currently are not fully funded,
include hot-gas path inspections, combustion
inspections, aero-derivative turbine change-
outs, as well as functional parts identification
and procurement to support the combustion
turbine overhauls and to maintain an on-hand

Qudas Power Plant gas
turbine generator units

strategic spare reserve. This initiative also
emphasizes that the Ministry should become
more involved in funding some of the
requirements.

Although GRD-PCO is initiating actions
that address sustainability deficiencies identi-
fied in the SIGIR on-site assessment, the initia-
tives have not yet been implemented. Because
of the significance of the electrical sector to the
well-being of the Iraqi people and economy,
SIGIR will continue to inspect electrical proj-
ects for sustainability.

Security Upgrades at the Port of Um Qasr,

Southern Iraq
PROJECT ASSESSMENT NUMBER:
SIGIR-PA-05-025, 026, & 027

SIGIR conducted assessments of three re-
lated projects (under construction or re-
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cently completed) to enhance the security

and sustainability of the port of Um Qasr in

southern Iraq:

e an Armory/Ammunition Supply Point
(ASP)

e Operations Center Renovation

e Port of Um Qasr Security Upgrades

All three projects support the increased
security at the port of Um Qasr. Increased
security is one requirement needed to obtain
the International Ship and Port Facility Securi-
ty Code (ISPS) certification for an internation-
al transfer point of shipping goods. Increased
security will support the ISPS certification
that will enhance the shipping and receiving
of Iraqi goods and foreign merchandise to and
from Iraq.

Um Qasr is located at the southern edge of
the country’s 53-kilometer-long Persian Gulf
shoreline adjacent to the border with Kuwait.
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Cranes and patrol boats
at the port of Um Qasr

Um Qasr is a historic operational port that
has undergone mine clearance and dredging
since April 2003. It is a deepwater port on the
Persian Gulf and a critical link for commerce
with other countries.

SIGIR found that the ongoing or completed
construction at all three projects appeared to
meet the contractual specifications. The con-
tractor quality control program was in place
at only one of the three projects. However, the
U.S. government’s quality assurance programs
were sufficient to ensure quality construc-
tion at all three projects. Project sustainability
and operational effectiveness appeared to be
adequately addressed in the statements of work
or in the modifications to the contracts.

Ammunition Supply Point, Um Qasr, Iraq
PROJECT ASSESSMENT NUMBER: SIGIR-PA-2005-025

The project’s contract cost is approximately
$252,650, and the work was complete when



assessed. The statement of work (SOW) sub-
mitted for the contract stated that this work
was to provide materials and equipment to
construct an ammunition supply point (ASP)
at the Um Qasr Naval Military Training Base.
The contract and the original SOW required
substantial modifications to provide an ASP
building that was acceptable to meet the intent
of the project. The SIGIR team found that the
work completed by the contractor was con-
sistent with the contractual specifications and
addressed both sustainability and operational

effectiveness. The ASP was being used for its

intended purpose by the Iraqi Navy at the time
of the assessment. Through an interpreter, the
Iraqi Navy representative interviewed on-site
expressed satisfaction with the results of the
project.

On September 19, 2005, after the final
USACE inspection, the ASP building was
turned over to the Iraqi Navy. As-built draw-
ings and information on the operation and
maintenance of the fire alarm system and
the heating, ventilation, and air conditioning
(HVAC) were provided to the Iraqi Navy to
enhance sustainability. The contract included

Ammunition
supply point
building
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warranties on all equipment for 12 months
after the issuance of the Taking Over cer-
tificate. In addition, the contract certified all
operations for 12 months. During SIGIR’s visit
to the site, a large crack in a stucco wall outside
the ASP was identified. The USACE Resident
Engineer noted that 6-month and 12-month
reviews of completed projects are done to
identify any corrective actions required by the
contractor. During the warranty period, the
customer is required to provide a list of defects
in workmanship and equipment to the USACE
representative for resolution. The USACE
Resident Engineer stated that this crack would
be noted and addressed during the 6-month
review.

A

[ P
|
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Operations Center and

Security Facilities Construction
PROJECT ASSESSMENT NUMBER: SIGIR-PA-2005-026

This project’s contract cost is approximately
$1,175,040, and the work was almost complete
when assessed. The contract’s Statement of
Work (SOW) stated that this work consisted of
all construction services for the renovation of
the operations building with security upgrades
and kiosk renovation. The major tasks to be
accomplished included earthwork; perimeter
fence and vehicle gate construction; roofing
replacement; utilities replacement; and interior
work, such as doors, windows, walls, floors,
and ceiling repair and finishing.

The SIGIR team found that the work
completed by the contractor was consis-

" Renovated kiosks
- adjacent to Operations
3 Center

New tile roof at
Operations Center



Security fencing and util-
ity trench at Um Qasr

tent with the contractual specifications and
addressed both sustainability and operational
effectiveness.

Port of Um Qasr Security Upgrades

PROJECT ASSESSMENT NUMBER: SIGIR-PA-2005-027
This project had an awarded contract cost of
approximately $3,747,000. The contract called
for a secure perimeter for the port of Um Qasr
through the construction of chain-link fences,
points of entry, observation posts, roads,
lighting, electrical power, back-up power, and
telecommunications.

Construction of this project was in the early
stages at the time of the assessment. Significant
work had been accomplished on the earthwork
and fence line construction. Based on the cur-
rent performance of this project and on the
U.S government quality assurance program at
the other two projects at Um Qasr, it is very
likely that quality will meet contractual speci-
fications.

The original contract solicitation and
subsequent awarded contract consisted of an
approximately 9,600 meter fence alignment.
However, the project was conceived without
input from the local community. The Um Qasr

SIGIR OVERSIGHT

community was concerned that this security
fence would block an existing road critical to
the town. Following the contract award and

meetings with the Iragi Port Authority, Um
Qasr Town Council, IRMO, and the Ministry
of Transportation, it was determined that the
proposed alignment depicted in the award
documents was not acceptable.

The revised fence alignment caused several
changes to the contract scope, including add-
ing a North Port-South Port connector road
to increase efficiency and security, adding a
reinforced concrete railroad crossing, reduc-
ing perimeter lighting alignment, reducing the
number of points of entry, reducing perimeter
access road alignment, reducing observation
posts, and adding renovations (upgrades) to
the portion of existing wall structure.

In addition to the required contract addi-
tions, portions of the contract were either
unclear in original scope, incorrect in the orig-
inal scope, or missed requirements that were
in the original scope. These are the changes:

e increasing truck staging area for the port

e adding manual railroad-crossing swing
gates

e reducing perimeter light wattage from

JANUARY 30, 2006 | REPORT TO CONGRESS | 83



1000W to 400W

e adding galvanized barbed wire support
arms

e revising the points of entry configuration

e providing a 1-megawatt high-voltage
generator instead of two 625-kilowatt
generators

The net result of these changes was a reduc-
tion of the contract price by $48,485. The
contract was decreased from $3,747,000 to
$3,678,515.

Al Balda Police Station, Hilla, Iraq
PROJECT ASSESSMENT NUMBER:
SIGIR-PA-05-015

SIGIR assessed a $134,655 renovation and
construction project at the Al Balda Police
Station. The overall objective of this project
was to renovate and reconstruct the Al Balda
Police Station, an active station in Hilla. The
existing police station, although structurally
sound, needed rehabilitation. Major project
tasks included an upgrade in perimeter secu-
rity, installation of a new water supply system,
installation and rehabilitation of the septic
system, and installation of a new electrical
generator. Other tasks included construc-
tion of an arms storage building, information
building, dormitory, and cafeteria building.
The contract did not specifically require
design drawings, and they were not provided
by the contractor. Nevertheless, this did not
significantly influence the outcome of the proj-
ect. Minimal design was required, which the
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USACE Project Manager and Quality Assur-
ance Representative ultimately accomplished.
All work observed by SIGIR appeared to be
consistent with the contract specifications.

Because of the renovation and reconstruc-
tion of the Al Balda Police Station, the Iraqi
Security Forces now have another operational
police station. This occurred primarily because
the USACE Project Engineer and Quality
Assurance Representative effectively managed
the project.

SWAT Police Station, Hilla, Iraq
PROJECT ASSESSMENT NUMBER:
SIGIR-PA-05-018

The rehabilitation of the Special Weapons and
Tactics (SWAT) Police Station project was bud-
geted at $2,219,092. The project consisted of
demolition and removal of existing damaged

Exterior view of the Al
Balda Police Station
Information Building




Improper anchoring of
staircase railing

|
|

facilities, renovation of existing facilities, and
the design and construction of an operations
building, armory, jail facility, dormitory, and
dining facility. The construction also incorpo-
rated additional security measures, including
perimeter controls, stand-offs, blast protection,
and interior-controlled entry and passage.
The contractor was required to submit a
30% design package to USACE for review.
Concurrent with the review, the contractor
was required to continue developing plans
and specifications, adjust the design based
on review comments, and provide a 95%
design package to USACE for final review
and approval. Although USACE approved the
contractor’s final design submittal and con-
struction start, the SIGIR assessment team
found that the contractor had failed to submit
a complete design package. The SIGIR team
found that the contractor’s design submittal
did not include design drawings to illustrate
existing and proposed work for the road net-

work, water and distribution systems, sanitary
sewer collection systems, electrical power
distribution systems, electrical power genera-
tor, and mechanical systems. In addition, the
contractor’s design submittal did not include
an overall sidewalk plan, design of the sanitary
sewer system for the entire facility, and a com-
prehensive site storm-water management plan.
The contract also did not provide required
construction specifications for the project.

The SIGIR on-site inspection found the
demolition of facilities to be complete, with
no discrepancies. The inspection also found
the dormitory building to be complete and
occupied by Iraqi SWAT personnel. The dining
facility was also complete, but the assessment
team noted discrepancies in the quality and
type of appliances in the food preparation
area. With respect to exterior construction
and renovation work, the on-site assessment
disclosed an improperly constructed helicopter
pad, improperly anchored light poles, improp-
erly positioned hand railings on exterior
building stairs, cracks in the stucco
exterior of buildings, and cracks and
rough finish in concrete sidewalks.

The contract required a Quality
Control Plan, which the contractor had
not submitted. However, the contractor
did submit quality control reports for
each day that work activities occurred
on-site. The contractor also provided
test results to the contracting officer
as required by the contract. Similarly,
the assessment team determined the
USACE Quality Assurance Reports and

External staircase
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Quality Assurance Deficiency Logs were suf-

ficiently complete, accurate, and timely.

Ground Project Survey Program

The SIGIR’s Ground Assessment Program

is an important component of SIGIR’s
program for ensuring the broadest possible
coverage of construction sites in Iraq. This
component involves conducting ground-

level general reviews of project construction
sites, noting deficiencies, assessing overall
progress, and taking photographs. The
information is subsequently analyzed for
contract compliance, shared with program
management, and used to identify locations for
more detailed engineering assessments. The
program was initiated toward the end of the
previous quarter, with 60 surveys conducted to
date. SIGIR is in the process of analyzing these
surveys.

Figure 3-2
GROUND SURVEY PROJECTS

4th quarter 2005, locations
approximate
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Newly installed concrete and
asphalt helicopter pad

The 60 surveys include 7 medical clinics, 2
maternity and children’s hospitals, 3 schools, 7
police station checkpoints, 15 police stations,
22 border posts, 2 road projects, a fire station,
and a railway station. Projects were predomi-
nantly located in the northeast of Iraq and
throughout southern Iraq.

For the approximate locations of the proj-
ects where surveys were conducted, see Figure
3-2. For a list of the individual projects, see
Table 3-6.

Aerial Project Survey Program
The SIGIR Satellite Imagery Group, based in
Washington, D.C., has begun an aerial projects
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GROUND SURVEY PROJECT LIST

GRD-PCO PrOJECT

NUMBER PROJECT NAME GOVERNORATE
11943 Clinic Thi-Qar
19220 Police Station Checkpoint Thi-Qar
19218 Police Station Checkpoint Thi-Qar
19219 Police Station Checkpoint Thi-Qar
19990 Police Station Thi-Qar
10630 School Thi-Qar
10613 School Thi-Qar
10588 School Thi-Qar
17867 Thi-Qar Village Roads Thi-Qar
11941 Clinic Thi-Qar
10072 Fire Station Thi-Qar
10318 Maternity & Pediatric Hospital Thi-Qar
12781 Border Post - #03 Sulaymaniyah
20560 Border Post - #53 Sulaymaniyah
12787 Border Post - #29 Sulaymaniyah
20567 Border Post - #57 Sulaymaniyah
20568 Border Post - #65 Sulaymaniyah
20565 Border Post - #45 Sulaymaniyah
12840 Border Post - #20 Sulaymaniyah
12141 Border Post - #14 Basrah
12144 Border Post - #12 Basrah
12801 Border Post - # 10 Sulaymaniyah
12145 Border Post - # 11 Basrah
12842 Border Post - # 21 Sulaymaniyah
12161 Border Post - #04 Basrah
20569 Border Post - # 64 Sulaymaniyah
12802 Border Post - #11 Sulaymaniyah
11863 Clinic Basrah
1270 Maternity & Children’s Hospital Qadissiya
17783 Village Roads Segment 2 (3.5 km) Basrah
12800 Border Post - #9 Sulaymaniyah
12856 Border Post - #24 Sulaymaniyah
12142 Border Post - #13 Basrah
12149 Border Post - #10 Basrah
11860 Clinic Basrah
11897 Clinic Najaf
19217 Police Station Checkpoint Thi-Qar
20347 Police Station Barracks Phase | Thi-Qar
18243 Police Station Basrah
20333 Police Station Thi-Qar
19991 Police Station Thi-Qar
19222 Police Station Checkpoint Thi-Qar
18346 Police Station Qadissiya
19114 Police Station Thi-Qar
19160 Police Station Thi-Qar
19221 Police Station Checkpoint Thi-Qar
12137 Border Post - #17 Basrah
18241 Police Station Basrah
19480 Police Station Basrah
18263 Police Station Basrah
21251 Railway Station Rehabilitation Basrah
11866 Clinic Basrah
19223 Police Station Checkpoint Thi-Qar
18248 Police Station Basrah
12138 Border Post-#16 Basrah
18268 Police Station Basrah
18223 Police Station Basrah
18273 Police Station Basrah
20562 Border Post-#39 Sulaymaniyah
11862 Clinic Basrah

TABLE 3-6
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assessment initiative to increase the visibil-

ity and transparency of U.S.-funded project
construction in Iraq. Information obtained

by satellite imagery analyses will be provided
as information to SIGIR Project Assessment
teams in Iraq and to the respective contracting
offices.

SIGIR has partnered with two federal agen-
cies that specialize in aerial satellite imagery
analysis, the National Geospatial-Intelligence
Agency (NGA) and National Ground Intel-
ligence Center (NGIC). This quarter SIGIR
has received from NGA and NGIC 53 satellite
assessments and unclassified imagery products
of forts located on the Iraq border. Figure 3-3
shows the approximate location of the aerial
imagery assessments conducted by SIGIR,
NGA, and NGIC during this quarter.

The aerial assessments have identified
projects that are in compliance with contract
specifications and several that were not. Of the
58 projects tasked, 49 were observed to be in
accordance with contract specifications. These
are some of the significant findings of the proj-

|
| Figure 3-3
iE ™1 APPROXIMATE LOCATIONS OF
AERIAL IMAGERY ASSESSMENTS
| 4th quarter 2005, locations approximate
]
|
|
u
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ects that were not in accordance with contract

specifications:

e Five projects could not be located using the
coordinates provided by the contracting
office.

o Three projects were not meeting contract
specifications based on measured dimen-
sions of the observed buildings.

e One project reported as 100% complete
was observed to be 80% complete.

NGA and NGIC images are supplied for

analysis and exploitation by SIGIR imagery Imagery provided by Iraq
analysts and are then reported to SIGIR Proj- ~ andArabian Peninsula
Division, NGA

DIGITAL GLOBE 2005 ©

DIGITAL GLOBE 2005 ©




Imagery provided by the 3% Military
Intelligence Center, NGIC, Geospatial
Intelligence Directorate

ect Assessments staff and the various contract-
ing offices in Iraq that have oversight of these
projects. Satellite imagery is provided from
multiple government commercial satellite
imagery libraries. Images contained in these
libraries come from either of two main com-
mercial satellites—Digital Globe’s Quickbird
satellite and Space Imaging’s Ikonos satellite.
Imagery from both satellites is represented
above. The images on the previous page are
examples of imagery of various IRRF-funded
projects provided to SIGIR by NGA. The
images above are provided by NGIC.

NGA imagery reviewed from May 5, 2005,
shows two completed border forts near the
northwestern region of the Iraq-Syria border.
Visual assessment shows that both forts gener-
ally appear to be built according to project
specifications.

On the left is an NGIC image taken on
December 20, 2005, that that shows a com-

pleted border fort near the southeastern
region of the Iraq-Iran border. Construction
began on November 5, 2004, and was com-
pleted on August 31, 2005. Visual assessment
shows that contract requirements generally
appear to be met.

On the right is an NGIC image taken on
September 28, 2005, near the southeastern
region of the Irag/Iran border, that confirms
the location and construction of an Iraq
border post. Construction at this site began
on November 24, 2004, and was completed on
September 22, 2005. Visual assessment shows
that the project appears to be generally in
accordance with contract requirements.

SIGIR Imagery Analysis

In addition to the collaborative efforts with
NGA and NGIC, SIGIR has been conducting
its own satellite imagery analyses of project
sites located throughout Iraq. In November
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2005, SIGIR hired an Imagery Analyst to
conduct analyses of project sites and compare
this with the contract’s statements of work and
records made available to SIGIR by the respec-
tive contracting agencies.

Images displayed above, taken between
March 2005 and November 2005, show the
progress of a police station and checkpoint
construction project in the southeastern region
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Imagery provided by SIGIR
imagery analysts

of Iraq. The first image at the left, taken on

March 22, 2005, shows initial ground-clearing
and preparation. The second image, taken on
April 19, 2005, shows the framework of the
police station being built. The last image, taken
on November 11, 2005, shows a completed
police station and nine guard posts. The visual
indicators show that the project generally com-
plies with the contract specifications.



SIGIR INVESTIGATIONS
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During this quarter, SIGIR achieved
significant results through a series of extensive
investigations into alleged fraud and
corruption regarding the use and expenditure
of U.S.-controlled funds for Iraq reconstruc-
tion. A leading initiator of these recent
successes was the Special Investigative Task
Force for Iraq Reconstruction (SPITFIRE),
which SIGIR established in spring 2005 to
coordinate interagency investigations into
alleged crimes involving reconstruction funds.
Members of SPITFIRE working on these
investigations include:
e U.S. Immigration and Customs Enforce-
ment, Department of Homeland Security

e Criminal Investigations Division, Internal
Revenue Service

e Office of the Inspector General, U.S.
Department of State

The Federal Bureau of Investigation (FBI)
and the Bureau of Alcohol, Tobacco, Firearms,
and Explosives (ATF) also have contributed to
the investigative effort.

With 57 matters currently under investi-
gation and a heavy investigative presence in
Baghdad, SIGIR continues to pursue investiga-
tive leads in Iraq and throughout the Middle
East, Europe, and the United States. Coopera-
tion and coordination with a number of U.S.
government agencies in Iraq, including the
Joint Contracting Command, continues to
generate quality cases involving alleged con-
tract fraud and malfeasance.

SIGIR Accomplishments:

Multiple Arrests

This quarter saw the initiation of the first
significant prosecutions of procurement fraud
originating in Iraq. These prosecutions, which
resulted from the joint efforts of SPITFIRE
investigators and Department of Justice pros-
ecutors, reached three continents and spanned
several months. The potential criminal con-
duct came to SIGIR attention in spring 2004
when the SIGIR Hotline received information
about financial discrepancies at CPA’s southern
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regional headquarters in Hilla, Iraq. Millions
of dollars in reconstruction funds were being
allocated to this region at the time.

In response to the Hotline contact, SIGIR
initiated a number of audits in the Hilla
regional headquarters and discovered that
$96.6 million of reconstruction funds could
not be properly documented, of which $7
million was simply missing. SIGIR auditors
uncovered a pattern of financial misconduct
that caused them to involve SIGIR criminal
investigators. In November and December
2005, as a result of lengthy and continuous

investigations, four Americans were arrested
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VEHICLES SEIZED IN HILLA INVESTIGATION

VEHICLE ASSET VALUE
Cadillac Escalade $41,400
Harley Davidson MC $23,000
GMC Denali $31,000
Toyota Sienna $16,320
Chevy Colorado $13,730
Lexus LS430 $55,460
Recreational Vehicle $170,000
Porsche $160,000
TABLE 3-7

Porsche at time of
seizure. Other vehicles
include an RV, Lexus,
Sienna, Colorado, Denali,
Escalade, and motorcycle.



2004 Harley Davidson
at time of seizure.

An assortment of military
equipment, automatic
pistols, assault rifles,
40-mm grenade launch-
ers, submachine guns,
silencers, and holographic
sights seized at one of the
sites. Also found at site
were boxes of ammunition
for seized weapons.

and charged in federal court for their roles in a
major bribery and kickback scheme involving
millions of dollars in rebuilding contracts.
The charges allege that CPA officials and a
contractor conspired to rig the bids on con-
tracts being awarded by CPA-South Central
Region (CPA-SC) so that numerous contracts
were wrongfully awarded to the contractor’s
businesses. The government officials were two
U.S. Army Reserve Lieutenant Colonels and
a DoD contract employee who was serving as
the CPA-SC Comptroller and Funding Officer.
The charges allege that the conspiring officials
accepted money and gifts in return for using

their official positions to award significant con-
tracts to the contractor and his companies. The
officials allegedly accepted more than $200,000
per month over several months to steer con-
tracts to the co-conspirator contractor and his
companies.

It is also alleged that these CPA officials
directly stole and laundered CPA funds. The
defendants allegedly smuggled some of the
currency into the United States. Several defen-
dants are also charged with federal firearms
violations, including conspiring to embezzle
and possess several .45-caliber, semi-automatic
handguns; 5.56- and 7.76-caliber, automatic
machine guns; and several grenade launchers
purchased with CPA funds. Two of the
defendants are in federal custody awaiting trial,
and two have been released on property bonds.

Seizures and Forfeitures
As a result of the Hilla investigation, a
significant number of assets have been seized
and are being forfeited criminally, including
vehicles, cash, jewelry, watches, real estate, an
airplane, cameras, commemorative coins,
weapons, presentation boxes, and associated
military equipment.
Table 3-7 shows seized vehicle information.
A cumulative total has not been finalized
because valuation of some items is pending.
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Crime Trends

SIGIR continues to track crime trends in
reported violations. Table 3-8 presents the 57
ongoing investigations by investigative cat-
egory. The category “other” includes computer
crimes, administrative inquiry, and assistance
to other law enforcement agencies.

Other SIGIR Partners

SIGIR continues to work closely with other
investigative agencies on corruption issues in
Iraq. As reported in the October 2005 Report,
SIGIR has established a cooperative relation-
ship with the U.S. Army Criminal Investigation
Command’s Major Procurement Fraud Unit
(MPFU). As a result, MPFU has established a
presence in Iraq and assigned a liaison agent to
SIGIR. This mutual relationship will result in
shared information and cooperation in investi-
gative matters.

SIGIR is currently working closely with the
National Security Section, U.S. Immigration &
Customs Enforcement, Department of Home-
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CASE ALLEGATIONS OPENED OR CONVERTED SINCE

OCTOBER 31, 2005

multiple watches, diamond
rings, tennis bracelets, and

NUMBER OF
INVESTIGATIVE CATEGORY VIOLATIONS
Theft 15
False Claims 7
Bribery/Kickbacks/Gratuities 19
Cost Mischarging/Product Substitution 2
Procurement Fraud 6
Conflict of Interest 4
Other 4
Total 57
TABLE 3-8

land Security, and National Security Investiga-
tions on a matter of mutual interest regarding
alleged financial misconduct in Iraq. SIGIR
has been conducting investigations in Iraq that
have greatly assisted this major investigation.



SIGIR HOTLINE

The SIGIR Hotline facilitates the reporting
of fraud, waste, abuse, mismanagement, and
reprisal in all programs associated with Iraq
reconstruction efforts funded by the U.S.
taxpayer. Cases received by the SIGIR Hotline
that are not related to the IRRF or to programs
and operations of the former CPA are trans-
ferred to the appropriate entity. The SIGIR
Hotline receives walk-in, telephone, mail, fax,
and online contacts from people in Iraq, the
United States, and throughout the world.
During this reporting period, SIGIR Hot-
line personnel continued to analyze and direct
complaints received by the Hotline to SIGIR
Investigations, Audit, and Inspections or to the
appropriate responsible agency.

SIGIR HOTLINE CASES

Fourth Quarter Reporting

As of December 31, 2005, the SIGIR Hotline
had initiated 449 Hotline cases. A summary of
these cases is provided in Table 3-9.

New Cases

From October 1 to December 31, 2005, the

SIGIR Hotline opened 24 new cases, classified

in these categories:

e 17 involved fraud

e 1 involved waste

e 1 involved abuse

e 1 involved discrimination

e 4 were categorized as “other,” which
includes issues such as contract payment
assistance and award of contracts

SIGIR HOTLINE RECEIVED CLOSED ONGOING

FOURTH QUARTER OcT-DEC 2005 CUML.;.;‘;I\'IYE OcT-DEC 2005 CUM%‘;Z'IYE OcT-DEC 2005 CUML.;.;‘;I\'IYE

Admin Investigation 3 350 2 77 3 6
Dismiss 3 NA 4 70 0 0
Transfer 12 NA 13 113 0 0
Referral 0 NA 0 45 0 0
Assist 1 NA 2 43 0 0
FOIA 0 4 0 4 0 0

Admin Totals 19 354 21 352 3 6
Investigations 3 81 1 41 3 37
Audits 1 12 0 4 1 7
Inspections 1 2 0 0 1 2

Totals 24 449 22 397 8 52

*The cumulative totals cover the period since the SIGIR Hotline began operations—from March 24, 2004, to December 31, 2005.

TABLE 3-9
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The SIGIR receives most reports of per-
ceived instances of fraud, waste, abuse, mis-
management, and reprisal by electronic mail.
Of the 24 new cases that SIGIR opened during
this period, they were received as follows:

e 19 by electronic mail
e 5 by the SIGIR Hotline phone calls

Closed Cases

During the reporting period, 22 cases were

closed:

e 13 were transferred to other Inspectors
General.

e 2 were closed following administrative
investigations.

e 2 were closed following assists (requests for
information or administrative assistance).

o 1 was closed following criminal investiga-
tion.

e 4 were dismissed for lack of sufficient
information, unreachable complaintants, or
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were outside SIGIR purview.
The two cases closed following administra-
tive investigations were unsubstantiated.

Transferred/Referred Cases
More than half of the cases that were closed

during this reporting period (13) were trans-

ferred to other Inspectors General:

e 6 were sent to the Department of the Army
Office of Inspector General.

e 3 were sent to the Joint Contract
Command-Iraq office.

e 1 was sent to the DoD Office of IG.

e 1 was sent to the Air Force IG.

e 1 was sent to the USAID OIG.

e 1 was sent to the Department of Justice.



SIGIR LESSONS LEARNED INITIATIVE

Begun in September 2004, SIGIR’s Lessons
Learned Initiative focuses on three substan-
tive areas that have affected the success of Iraq
reconstruction programs and operations:

e Human Capital Management

e Contracting

e Program and Project Management

This initiative’s express purpose is to identi-
fy and catalogue the most significant challeng-
es the U.S. government has faced while execut-
ing the ongoing reconstruction mission in Iraq
and to derive concise and helpful solutions.
SIGIR researches each substantive subject
area by interviewing people with first-hand
experience and policy perspectives, collecting
the information, and providing it to a panel
of senior executives and experts from the U.S.
government, industry, and academia—many of
whom served in Iraq.

The participating experts then convene
for a full-day forum to evaluate the findings
and provide recommendations to increase the
effectiveness of U.S.-led stability and recon-
struction operations in Iraq and to inform
future reconstruction efforts. For each of the
forums, SIGIR will publish a separate report
with findings and recommendations based
on SIGIR research and the input of forum
participants.

Human Capital Report

The SIGIR Lessons Learned Report on Human
Capital Management will be released in the
winter of 2006. The Report is the product of

SIGIR audits, other research, and the Human
Capital Management Forum, held in Septem-
ber 2005 at Johns Hopkins University’s Wash-
ington, D.C. facility. The document identifies
and discusses four key “pillars” in forming
effective human resources management in Iraq
reconstruction:

e policy alignment

e workforce planning

e recruitment

e continuity

The report will be available at the SIGIR
Web site: www.sigir.mil.

Contracting Lessons
Learned Initiative
Contracting for Iraq reconstruction continues
to be an exceptionally complex process. It has
involved multiple agencies with overlapping
authority, multiple sources of funds with dif-
ferent rules and timelines, and the applica-
tion of varying sets of regulations. It also has
required the obligation and expenditure of tens
of billions of dollars, including funds appropri-
ated by the U.S. Congress, Iraqi oil revenues
and frozen/seized assets, and foreign donor
contributions. Examining these processes to
identify the challenge areas, successes, and
shortcomings is a primary goal of the Lessons
Learned Initiative and of SIGIR’s auditing and
oversight responsibility.

In December 2005, SIGIR hosted two
lessons learned forums to evaluate the
contracting processes associated with Iraq
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reconstruction. At the first panel, held at the

George Washington University School of Law

in Washington, D.C., participants included

senior officials from key U.S. government
agencies and distinguished experts from the
academic and independent research com-

munities. A second panel of executives from a

broad spectrum of industry service providers

supporting the reconstruction mission in Iraq
was held at the Professional Services Council
in Arlington, Virginia.

The data used as the foundation for review
by both panels included unique primary
sources: SIGIR interviews and surveys of Iraq
reconstruction participants, audit reports,
and investigations. SIGIR also examined a
wide range of secondary sources: government
reports, think-tank studies, reports by inter-
national organizations, articles in books and
periodicals, and academic studies. Analysis
and discussion focused on these periods:

o Pre-War (August 2002 to January 2003):
preparing for an expected humanitarian
crisis

e Office of Reconstruction and
Humanitarian Assistance (ORHA)/
early CPA (January to September 2003):
providing essential services

e CPA (September 2003 to May 2004):
shifting the emphasis to wide-spectrum
reconstruction

e IRMO and the U.S. Mission in Iraq
(May 2004 to Present): the transfer of
governance authority sovereignty and
deterioration of the security situation
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Within each of these time periods, SIGIR is
analyzing the evolution of the contracting sys-
tem to address the challenges associated with:
e planning
e funding
e agency roles and responsibilities
e legal/regulatory/contracting structures and

processes
e availability and suitability of human

resources

SIGIR’s Lessons Learned Report on Con-
tracting and Procurement will be released in
spring 2006 after formal interagency review.

Program and Project

Management Initiative

The third topic in the lessons learned series
will focus on program and project manage-
ment of the U.S.- and coalition-led reconstruc-
tion mission. SIGIR researchers are completing
the preliminary phase of their research. The
third forum will be held in spring 2006, at the
National Defense University. During sum-
mer 2006, SIGIR expects to publish the forum
discussion and a final report with findings and
recommendations.

The Story of Iraq Reconstruction
The materials developed in the SIGIR Lessons
Learned Initiative will be a primary source for
SIGIR’s Story of Iraq Reconstruction, a compre-
hensive study of the entire Iraq reconstruction
process, which SIGIR plans to publish at the
end of 2006.



SIGIR WEB SITE

Quarterly Reports to Congress, audit reports,
and other SIGIR oversight products are avail-
able on the SIGIR public Web site at www.
sigir.mil. The SIGIR Web site also provides
comprehensive information on SIGIR, includ-
ing facilities for the public to submit informa-
tion to the SIGIR Hotline, to make general
inquiries, or to request information under the
Freedom of Information Act (FOIA). Web
pages in Arabic provide translated versions of
SIGIR reports.

During this quarter:
e The SIGIR Web site received approximately

12,900 visits, averaging more than 140

per day.

The majority of users visited the SIGIR
Reports section. The most frequently
viewed document was the SIGIR October
30, 2005 Quarterly Report to Congress.
The Arabic language section of the site
received approximately 590 visits.

90% of users were from within the United
States; other users were from more than

30 different countries, including those
within the Middle East (1.8%) and Western
Europe (5.4%).

Fewer than 20% of SIGIR Web site users
represented U.S. government agencies, and
most of those visits were made from either
DoD or DoS.
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U.S. PROGRAMS TO ASSIST ANTICORRUPTION
INSTITUTIONS IN IRAQ

Assisting Iraqi government institutions in
their fight against corruption is an important
U.S. policy objective. Corruption directly
undermines the effectiveness of U.S. recon-
struction efforts and impedes Irag’s progress
toward becoming a democratic, market-orient-
ed society. For this reason, and because IRRF
funds directly support important U.S. anticor-
ruption programs in Iraq, SIGIR continues to
pay close attention to U.S. support for Iraqi
anticorruption efforts.

To that end, SIGIR urged Ambassador
Khalilizhad in the October 30, 2005 Quar-
terly Report to call an Anticorruption Sum-
mit. SIGIR believed that such a summit was
necessary to reinvigorate U.S. programs that
assist Iraq fighting corruption and to ensure
that those programs were fully coordinated.
The summit, which included both U.S. and
Iraqi officials with direct responsibilities in the
anti-corruption area, took place on November
12, 2005.

The summit resulted in a proposal for
a joint U.S.-Iragi Anticorruption Working
Group, similar to the joint working groups the
Ambassador has established for a number of
high-priority issues. Consultations between
embassy staff and Iraqi officials are currently
underway to produce a statement of work,
declaration of principles, and some deliverable
goals for a first plenary meeting sometime in
February 2006. Although more refinement is
expected, there is initial agreement on these
issues:

e the need for more training for Iraqi
anticorruption officials from the Board of
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Supreme Audit, the Commission on Public
Integrity, and the Inspectors General of the
Iraqi ministries

e the need to depoliticize and protect Iraqi
IGs from political interference

e creation of a public education campaign
on the corruption problem and the work
of anti-corruption institutions, and an
imperative to drastically reduce incen-
tives for “grand corruption” by eliminating
subsidies for fuels and commodities and
pursuing other market reforms

The U.S. side has ongoing programs that
address each of these issues, but Iraqi buy-in
and more intense cooperation should increase
the impact of the U.S. Mission’s work.

The U.S. Embassy internal interagency
working group on corruption, chaired by the
Economic Counselor, had previously identi-
fied its own priorities that encompassed those
adopted by the joint working group and oth-
ers, including:

e promoting market reforms as a central ele-
ment in the fight against corruption

¢ helping reinforce the weak and uncoordi-
nated law enforcement structure

e supporting anticorruption non-govern-
mental organizations (NGOs) and civil
society organizations

e supporting the development of an anticor-
ruption network between U.S. and Iraqi

IGs
e encouraging coalition and donor support

for anticorruption initiatives



To achieve these goals, the following efforts
and initiatives are underway:

e USAID economic reform and private-sec-
tor development programs, each funded at
$80 million, to provide numerous activities
to assist the government in implementing
a variety of economic reforms, including
subsidy reduction and encouragement of
the private sector.

e USAID and Treasury are actively assisting
the Iraqis in developing a transparent, elec-
tronic budget system for all ministries that
would make budget numbers much more
difficult to manipulate.

e IRRF-funded programs in the Security and
Justice sector—including police training,
prison administration, and judicial train-
ing—have helped develop the law enforce-
ment structure crucial to fighting corrup-
tion over the long term.

e IRRF-supported advisers to the Iraq Com-
mission on Public Integrity help promote
civil society, support anticorruption efforts,
and boost public awareness of the problem.

e Iraqi officials involved in anticorruption
institutions have participated in visitor
exchanges to the United States, helping to
expand networks with their U.S. counter-
parts.

e U.S. Embassy Baghdad incorporates
anticorruption messages in all of its public
outreach campaigns and regularly reminds
the Iraqi political leadership of the impor-
tance of this issue.

SIGIR Audit of Embassy
Anticorruption Initiative

The Interagency Anticorruption Working
Group (ACWG) establishes U.S. priorities
for anticorruption efforts, and a joint U.S.-
Iraq anticorruption working group has been
established. Nevertheless, the effectiveness of
these programs and the coordination of U.S.
and international efforts need to be examined.
SIGIR intends to announce an audit and evalu-
ation of the progress in the U.S. anticorruption
initiative to help establish the necessary bench-
marks in the Embassy Anticorruption Strategy.
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Other Agency Oversight

OTHER AGENCY AUDITS
Department of Defense Office of Inspector General
Department of State Office of Inspector General
U.S. Agency for International Development Office of Inspector General
Government Accountability Office
Defense Contract Audit Agency
U.S. Army Audit Agency
Department of the Treasury

Department of Commerce

OTHER AGENCY INVESTIGATIONS
U.S. Agency for International Development Office of Inspector General
Defense Criminal Investigative Service
Department of State Office of Inspector General

Federal Bureau of Investigation

SECTION




OTHER AGENCY OVERSIGHT I
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The Special Inspector General for Iraq Recon-

struction (SIGIR) formed the Iraq Account-

ability Working Group (IAWG) to provide

coordination of audit efforts in Iraq. The

forward-deployed audit staffs of the various

federal agencies with audit presence in Iraq

use the IAWG to coordinate audits, share

data relative to Iraq relief and reconstruction,

minimize audit disruption to clients, and avoid

duplicative efforts. This quarter, the IAWG met

on January 18, 2006, in the former Republican

Presidential Palace in Baghdad, Iraq. These

organizations attended:

e SIGIR

e Iraq Reconstruction Management Office
(IRMO)

e U.S. Agency for International Development
Office of Inspector General (USAID OIG)

e Defense Contract Audit Agency (DCAA)

e U.S. Army Corps of Engineers Gulf Region
Division (USACE)

e Multi-National Security Transition Com-
mand-Iraq (MNSTC-I)

During the meeting, audit representatives
from each agency discussed their current and
planned work, discussed ways to improve
coordination, and validated their primary
audit contact for each activity. Bob Raggio of
RMLI, Inc., a guest invited by SIGIR, briefed the
group on a program to collect documentation
of Development Fund for Iraq (DFI) expendi-
tures throughout Iraq. The RMI program uses
Iraqi nationals exclusively and collects data to
populate a database that will be provided to the
Iraqi government and SIGIR.

In March 2004, SIGIR formed the Iraq

I  OTHER AGENCY OVERSIGHT

Inspectors General Council (IIGC)' to provide
a forum for discussion regarding oversight

in Iraq and to enhance the collaboration and
cooperation among the inspectors general of
the agencies that oversee the Iraq Relief and
Reconstruction Fund (IRRF). Representatives
of member organizations meet quarterly to
exchange details about current and planned
audits, to identify opportunities for collabora-
tion, and to minimize redundancies.

The most recent meeting was held on
November 15, 2005, with participants in Wash-
ington, D.C., and Baghdad. Inspector General
Bowen, who was in Baghdad, provided an
on-the-ground perspective, while other IIGC
members shared information regarding their
oversight activities.

Each quarter, SIGIR requests updates from
member organizations on their completed,
ongoing, and planned oversight activities. This
section summarizes the audits and investiga-
tions reported to SIGIR this quarter by these
agencies:

e Department of Defense Office of Inspector
General (DoD OIG)

e Department of State Office of Inspector
General (DoS OIG)

e USAID OIG

e Government Accountability Office (GAO)

e DCAA

e US. Army Audit Agency (USAAA)

e Department of the Treasury (Treasury)

e Department of Commerce (DoC)

e Defense Criminal Investigative Service
(DCIS)

e TFederal Bureau of Investigation (FBI)
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SIGIR formed the IIGC to help coordi-
nate oversight of IRRF programs. This sec-
tion provides updates on the audits that IIGC
member agencies reported to SIGIR. Table 4-1
summarizes oversight report activity of other
U.S. agencies during this reporting period. For
a complete list of audits and reviews on Iraq
reconstruction by all entities, see Appendix H.

Department of Defense

Office of Inspector General

In this quarter, DoD OIG performed lim-
ited audit activities related to Iraq relief and
reconstruction. During this reporting period,
one audit was completed. Six audits are still
ongoing.

Currently, DoD OIG does not have any
auditors in Iraq. DoD OIG is establishing a
field office in Qatar. By February 2006, this
office will provide oversight, audit, inspec-
tion, and investigative support to ongoing
DoD operations in the U.S. Central Command
(CENTCOM) area of responsibility. This office

OTHER AGENCY AUDITS

will be manned with eight personnel from
DoD OIG. In December 2005, two DoD OIG
inspectors completed a two-month mission

in Baghdad to advise, assist, and train IG

staff members of the two largest Iraqi minis-
tries—the Ministry of Defense and Ministry
of Interior. Currently, one DoD OIG evaluator
is assigned full-time to assist the Ministry of
Defense Inspector General.

COMPLETED AUDIT AND REVIEWS

Audit of Contract Surveillance for
Service Contracts

(PROJECT NO. D-2006-010),
ISSUED OCTOBER 28, 2005

This project is related to the Global War on
Terrorism. The overall objective is to deter-
mine whether the U.S. government provides
sufficient oversight to ensure that contractors
perform in accordance with their contracts.
Specifically, auditors determine whether
personnel have been appointed to monitor

RECENT OVERSIGHT REPORTS OF OTHER U.S. AGENCIES, AS OF DECEMBER 30, 2005

AGENCY REPORT NUMBER REPORT DATE  REPORT TITLE
1 DoD D-2006-010 10/28/2005 Audit of Contract Surveillance for Service Contracts
2 USAID A.R. 9-267-06-001-P 12/20/2005 Audit of USAID/Iraq’s Basic Education Activities
Audit of the Accuracy of Biographical Datasheets provided by
3 USAID A-R.9-267-06-001-P 10/06/2005 International Resources Group to USAID for Contracts in Iraq
4 USAAA A-2005-ALE-0376.000  09/30/2005 Follow-up of Commander’s Emergency Response Program
’ (CERP) and Quick Response Fund (QRF)
TABLE 4-1
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contractors’ performance, contractors’ work
is adequately monitored, contractors perform
in accordance with contractual obligations,
and contractor performance has been prop-
erly documented for future use. Overall, DoD
OIG found that DoD could not be assured it
received the best value when contracting for
services.

ONGOING AUDITS AND REVIEWS

Audit of Equipment Status of Deployed

Forces within U.S. Central Command
(PROJECT NO. D2006-D000LA-0092.00)

The overall objective of this audit is to
determine whether units deployed to Iraq
have been equipped in accordance with
mission requirements.

Antideficiency Act Investigation of the
Operation and Maintenance Appropriation

Accounts 2142020 and 2152020
(PROJECT NO. D2005FD-0300)

The investigation was requested by the Army
IG on a potential Antideficiency Act (ADA)
violation that occurred when Army person-
nel funded a prison in Camp Bucca, Iraq. The
objective is to determine whether an ADA
violation occurred.

Review of the United States Government’s
Relationship with the Iragi National

Congress
(PROJECT NO. D2005-DINTEL-0122)

This review was announced on February 14,
2005. The objective is to respond to a request
from the House Appropriations Committee.

I  OTHER AGENCY OVERSIGHT

Specific objectives are classified. Fieldwork
continues on the project.

Review of Detainee/Prisoner Abuse

Investigations and Inquiries
(PROJECT NO. IPO2004-C005)

This is a review of all closed DoD criminal
and non-criminal investigations into detainee
deaths and allegations of detainee abuse. The
objective is to evaluate the investigative suf-
ficiency and gaps in reporting detainee deaths
and allegations of detainee abuse. DoD OIG

is nearing completion of a draft report that is
intended to be distributed to the affected
components for comment by January 30, 2006.

Review of Detainee/Prisoner Abuse

Investigations and Reviews
(PROJECT NO. D2004-DINTo1-0174)

DoD OIG continues to provide oversight of
the investigations and reviews conducted
into detainee abuse allegations and detention
operations in Iraq. DoD OIG has completed
an assessment of the 13 primary reports on
detainee abuse and is preparing a draft report
to be published in February 2006.

DoD OIG Support to the Iraqi

Ministry of Defense OIG

(PROJECT NO. D2006-DIPoE3-0038.000)

To help the Iraqi Ministry of Defense Office
of the Inspector General to promote economy
and efficiency, and to identify and prevent
fraud, waste, abuse, and mismanagement in
the Ministry of Defense, the DoD OIG created
an IG Support Team and deployed a senior
advisor to Baghdad to serve as a member of
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the IRMO advisory team. In response to the
official petition from the Iraqi IGs to part-
ner with the U.S. IGs in 2005, the DoD OIG
brought the IG for the Ministry of Defense to
the United States to encourage the President’s
Council on Integrity and Efficiency (PCIE)
and the Defense Council on Integrity and
Efficiency (DCIE) to engage in this desired
U.S.-Iraqi IG partnership. This partnership is
being studied by other U.S. IGs. The U.S. advi-
sory team to the MOD OIG participated in a
number of other activities, including creating
the joint U.S.-Iraqi standards for inspecting
detainee facilities, facilitating a joint U.S.-Iragi
cross-organizational team investigating the
recent acquisition scandal in the Ministry

of Defense, and facilitating the November

12 meeting of U.S. and Iraqi anticorruption
officials, which established the Joint U.S.-Iraqi
Anticorruption Task Force. It is hoped that
the other Iraqi IGs will follow the example set
by the Ministry of Defense IG, and thereby
contribute to the Coalition goal of increasing
the capacity of Iraqi institutions.

Department of State

Office of Inspector General

Since the SIGIR October 30, 2005 Report,
DoS OIG has not completed any audits. One
of the ongoing audits is being performed
jointly with SIGIR.

ONGOING AUDITS

Contract Procurement of Armored Vehicles
(Phase 1) - Contract Performed by Regis
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DoS OIG engaged a Certified Public Accoun-
tant (CPA) firm under contract to perform a
review of the procurement competition for
contracts to provide armored vehicles for use
in Iraq. Specifically, the contractor will assess
the adequacy of the competition for contracts
that provide vehicle armoring and specialized
glass. The final audit report will be issued in
January 2006.

DECO Agreed-upon Costs

DoS OIG is conducting an agreed-upon
procedures engagement on an Iraqi security
contractor, DECO, to determine whether its
loaded hourly rates are duplicative of what
DoS Overseas Building Operations (OBO)
paid as direct travel reimbursement, and
whether DECO’s policies for including costs in
the hourly rate comply with Federal Acquisi-
tion Regulation (FAR), Part 31. This audit is in
the draft report stage.

DynCorp Invoicing

DoS OIG is performing an agreed-upon

procedures engagement to:

e determine whether the Bureau for Inter-
national Narcotics and Law Enforcement
Affairs (INL) has a process to effectively
review and approve invoices from Dyn-
Corp for the support of the Jordan Interna-
tional Police Training Centre (JIPTC)

e identify best practices for approving
invoices

e determine whether invoices provided by
DynCorp in FY 2005 for the support of
JIPTC are adequately supported



This audit is in the fieldwork stage.

INL Funding (Joint Survey with SIGIR)

DoS OIG is conducting a joint survey with
SIGIR to identify funding arrangements flow-
ing through INL to Iraq. This survey is expect-
ed to be completed in January 2006.

U.S. Agency for International
Development Office of Inspector
General

Since the SIGIR October 30, 2005 Report,
USAID OIG completed two audits and started
one audit to determine if USAID/Iraq’s local
governance activities are achieving their
intended outputs. One audit started last
quarter is still ongoing. USAID OIG has seven
auditors in Iraq as of December 31, 2005.

COMPLETED AUDITS

In addition to the USAID OIG audits
discussed below, DCAA completed two
financial audits for the USAID OIG of costs
incurred under various contracts for services.
These audits covered $25.3 million in USAID
funds. These audits contained questioned costs
totaling $29,700. At the end of the report-

ing period, 12 DCAA audits were in process,
which were being performed at the request of
USAID/OIG.

Audit of USAID/Iraq’s Basic
Education Activities

(A.R. NO. 9-267-06-001-P),
ISSUED DECEMBER 20, 2005

I  OTHER AGENCY OVERSIGHT

The objective of this audit was to determine if
USAID/Iraq’s basic education activities have
progressed toward their intended outputs. The
audit found that, of the 82 intended outputs
included in the June 2005 USAID-approved
implementation plan, work had commenced
and progress was being made on 33 outputs.
Work was planned for, but not yet started on,
22 outputs; a revised implementation plan
deleted the remaining 27. The audit also found
that the Ministry of Education did not have
appropriate computer equipment to operate
an education management information system
being developed by USAID’s implementing
partner. USAID OIG recommended that the
Mission develop a plan to ensure that appro-
priate computer equipment was available or
discontinue the funding of the program.

Audit of the Accuracy of Biographical
Datasheets Provided by International
Resources Group to USAID for Contracts
in Iraq

(A.R. 9-267-06-001-P),

ISSUED OCTOBER 6, 2005

This audit’s objective was to determine wheth-
er selected information on the biographical
data sheets provided to USAID by Interna-
tional Resources Group (IRG) was accurate.
No significant discrepancies were noted on the
biographical data sheet information that was
tested during the audit. The audit also noted
that IRG ensured accuracy by verifying infor-
mation—such as education, salary, and citizen-
ship—shown on the form. The audit contained
no recommendations.
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Ongoing Audits

Audit of USAID/Irag’s Non-Expendable
Property

Objective: Did USAID/Iraq manage its non-
expendable property in accordance with
Agency guidelines? This audit is in the draft
report stage.

Government Accountability Office
Since the SIGIR October 2005 Report, the
GAO has issued 2 reports and has 13 ongoing
audits on Iraq reconstruction, 2 of which are
new audits.

COMPLETED REPORTS

Defense Transportation: Air Mobility
Command Needs To Collect and Analyze

Better Data To Assess Aircraft Utilization
(GAD-05-819),
ISSUED SEPTEMBER 29, 2005

Airlift is a flexible, but expensive, transporta-
tion method. From September 2001 to April
2005, DoD has spent about $9.5 billion using
airlift to transport equipment, supplies, and
troops for Operation Enduring Freedom
(OEF) and Operation Iraqi Freedom (OIF).
As of December 2004, airlift accounted for
about 13% of all cargo and passengers trans-
ported for these operations. DoD has stated
that high demand for available airlift assets
requires DoD to use airlift assets as efficiently
as possible. However, DoD’s primary objective
emphasizes delivering “the right items to the
right place at the right time” over using aircraft
capacity as efficiently as possible.

Under the Comptroller General’s author-
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ity, GAO sought to determine whether DoD
used capacity on strategic military aircraft
transporting cargo and passengers between the
United States and overseas theaters for OEF
and OIF as efficiently as possible.

GAO is making recommendations to
improve DoD’s collection and analysis of
information on operational factors that impact
payloads transported on strategic airlift mis-
sions. DoD concurred with the recommenda-
tions. However, based on DoD’s comments,
GAO has modified one recommendation.

Rebuilding Iraq: Enhancing Security,
Measuring Program Results, and
Maintaining Infrastructure Are
Necessary To Make Significant and

Sustainable Progress
(GAO-06-1797),
ISSUED OCTOBER 18, 2005

The United States, along with coalition part-
ners and various international organizations,
has undertaken a challenging and costly effort
to stabilize and rebuild Iraq following multiple
wars and decades of neglect by the former
regime. This enormous effort is taking place
in an unstable security environment, concur-
rent with Iraqi efforts to complete a constitu-
tional framework for establishing a permanent
government. The U.S. goal is to help the Iraqi
government develop a democratic, stable, and
prosperous country, at peace with itself and its
neighbors, a partner in the war against terror-
ism, enjoying the benefits of a free society and
a market economy.

In this testimony, GAO discusses the fund-
ing used to rebuild and stabilize Iraq and the



challenges that the United States faces in its
rebuilding and stabilization efforts.

This statement is based on several reports
that GAO has issued to Congress over the past
three months. In July, GAO issued two reports
on the status of funding and reconstruction
efforts in Iraq and the use of private security
providers in Iraq. GAO issued two additional
reports in September on U.S. reconstruction
efforts in the Water and Sanitation sector and
U.S. assistance for the January 2005 Iraqi
elections. Finally, GAO expects to issue shortly
areport on U.S. efforts to stabilize the
security situation in Iraq (a classified report).
This statement includes unclassified informa-
tion only.

ONGOING AUDITS

United Nations Oil for Food: Oversight and
Accountability
United Nations (UN) Security Council Resolu-
tion 986 established the Oil-for-Food program
in 1996 to allow Iraq to use oil revenues to
purchase certain goods after sanctions were
imposed in 1990 following Iraq’s invasion of
Kuwait. The overall objectives of the humani-
tarian assistance program were to prevent Iraq
from having weapons of mass destruction
while allowing Iraq to use its oil revenues to
import food, medicine, and other needed
supplies.

GAO, other congressional investigators,
the Defense Intelligence Agency Iraq Survey
Group, and others have reported that Iraq
gained billions in illicit revenues through
smuggling and corruption. Allegations have
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also surfaced about misconduct by UN and

contractor personnel involved in the program.

In October 2004, Congress mandated that the

GAO review the program (P.L. 108-375).

e What programs and activities did Resolu-
tion 986 authorize?

e What were the internal controls and exter-
nal challenges associated with the selling of
Irag’s oil?

e What were the internal controls and exter-
nal challenges associated with the humani-
tarian assistance program?

e What is the mandate of the UN Compensa-
tion Commission, and how is it structured
to carry it out?

Private Security Contractors

This work is in response to congressional inter-

ests related to the reliance of the U.S. govern-

ment and its contractors on private firms to
provide security in Iraq:

e To what extent have U.S. government
agencies and contractors working in Iraq
acquired security services from private
providers?

e To what extent have U.S. military and pri-
vate security providers in Iraq developed a
cooperative working relationship?

e To what extent have U.S. government agen-
cies assessed the costs associated with using
private security providers on reconstruc-
tion contracts?

The report also assesses the impact of the

increased use of private security providers on
attrition in key military skills.
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DoD Logistics Transformation Initiatives
DoD has undertaken logistics improvement
initiatives but has not achieved a logistics
system responsive to the asymmetric threat
now facing DoD. Earlier logistics transforma-
tion efforts lacked an overarching plan to tie
numerous service initiatives to DoD’s strategic
logistics objectives:

e To what extent has DoD defined the
desired end-state for its initiatives and
identified goals, resources, and timeframes?

e How successful have logistics initiatives
been to date, and what are the challenges/
barriers to broader implementation?

e To what extent are DoD’s initiatives inte-
grated, and do they complement DoD’s
overall force transformation plans?

e To what extent have these initiatives
improved the effectiveness of support to the
warfighter?

Use of Funds in Support of the Global

War on Terrorism

Since September 11, 2001, Congress has

appropriated about $275 billion for the Global

War on Terrorism. Based on April 2005 data,

spending is running about $6 billion per

month. The GAO’s objectives are to determine:

e whether DoD’s reported war costs are
based on reliable data

e the extent to which DoD’s financial
management guidance applies to war
spending

e whether spending controls for the war can
be strengthened as operations mature
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Improving Irag’s Security

As of March 2005, the United States had

obligated about $5.8 billion to train, equip,

and develop Iraqi security forces and transfer
security responsibilities to them. The President

requested an additional $6 billion in early 2005

to accelerate this process.

e What is the current multinational force
strategy for transferring security missions
to Iraqi security forces?

e What are the challenges to this transition?

e What are the current trends in the security
situation in Iraq?

Use of Airlift Capacity for Operations in

Afghanistan and Iraq

The DoD’s ability to airlift cargo is critical to

supporting contingency operations, such as

OEF and OIE

e How did the Air Mobility Command man-
age the use of airlift capacity, including the
Civil Reserve Air Fleet, for OIF and OEF
and for current containment operations?

e What barriers exist, if any, to maximizing
airlift capacity?

Post-transition Management of Iraq
Reconstruction
When the United States transferred gover-
nance authority to Iraq in June 2004, the
Secretary of State assumed responsibility from
the DoD and the CPA for setting requirements
and priorities for managing the U.S. recon-
struction program in Iraq, including $18.4
billion in FY 2004 emergency funding.
e How is the U.S. government organized to
supervise and direct the reconstruction



effort in the post-transition phase?

e How are program management contracts
used to manage and support the recon-
struction effort in Iraq?

e What factors are challenging U.S. efforts
to rebuild Iraq, and how are they being
addressed?

National Strategy for Iraq

In November 2005, the President issued a

new national strategy for Iraq. This engage-

ment will assess the strategy’s goals, scope,
performance measures, and costs.

e What is the U.S. government strategy for
stabilizing and rebuilding Iraq?

e To what extent does the new strategy
include the desirable elements of an
effective strategy?

e What key challenges could affect the
implementation of the U.S. strategy?

Accountability, Maintenance, Utilization,
and Strategy for OIF Stay-behind
Equipment

During OIF, vast amounts of equipment were

used in-theater and are being retained for

possible use by follow-on forces. The Army

National Guard, alone has reportedly left more

than $1.5 billion worth of its equipment, con-

sisting of 80,000 items. Army prepositioned
equipment is also still in use.

e Do DoD, CENTCOM, and the military
services have visibility over stay-behind
equipment?

e What is the condition of the equipment
and is it being maintained to meet CENT-
COM's and the services' requirements?
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e What is DoD's strategy for utilizing or
disposing of the equipment?

Logistics Support for the Stryker Vehicle

and Stryker Brigade

DoD has deployed Stryker Brigades to OIF

and may make additional deployments. GAO

will review the logistics support.

e How effective has maintenance support
been, and how does it compare with the
logistics plan?

e What have been the force protection
arrangements for the contractors who pro-
vide maintenance support?

e What adjustments, if any, is the Army
planning for contractor-supported mainte-
nance?

e What other logistical support activi-
ties were provided by contractors for the
Stryker Brigades in Iraq?

Review of FY 2006 Global War on

Terrorism Cost and Funding

As part of its ongoing work on the cost and

funding of the global war on terrorism, GAO

will be (1) providing Congress with a series
of quarterly updates on the reported costs of

OIF and OEEF as required by section 1221(c)

of the National Defense Authorization Act for

FY 2006, and (2) assessing the adequacy of FY

2006 funding for the global war on terrorism.
These are GAO’s specific objectives:

(1) Comply with the requirement of section
1221 (¢) of the FY 2006 National Defense
Authorization Act regarding providing
Congress with quarterly updates on the
reported costs of OIF and OEE
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(2) Determine what progress has been made
in improving the reliability of reported war
costs since GAO’s September 2005 report
(GAO-05-882).

(3) Assess the adequacy of the funding for the
global war on terrorism in FY 2006, and, if
it appears that costs may exceed funding,
the actions planned to cover any potential
gaps.

(4) Determine the extent to which changes in
ongoing operations, such as force draw-
downs, may affect funding needs.

Screening of DoD Contractors

This work is in response to congressional

concerns regarding DoD contractors’ use of

U.S. nationals, third-country nationals, and

host-country nationals in Iraq and

Afghanistan.

These are GAO’s specific objectives:

(1) To what extent do DoD contracts require
contractor employees supporting deployed
U.S. forces to undergo background screen-
ings, and what standards and procedures
has DoD established for contractors to use
in screening their employees?

(2) How do contractors supporting deployed
U.S. forces screen their employees and what
difficulties, if any, are encountered when
screening U.S. nationals, third-country
nationals, and host-nation nationals?

(3) What role do DoS, FBI, and other national
agencies play in assisting DoD and contrac-
tors in screening their employees?
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Contractors on the Battlefield

This work is in response to congressional

interest in revisiting issues raised in prior

GAO reports on the use of contractors on the

battlefield.

These are GAO’s specific objectives:

(1) What progress has DoD made in address-
ing the issues raised in GAO’s June 2003
report and related requirements in the
Defense Authorization Acts?

(2) To what extent are additional steps nec-
essary for DoD to more effectively use
contractors to support deployed forces and
more fully integrate contractors as part of
the total force?

Defense Contract Audit Agency
DCAATs services include professional advice
to acquisition officials on accounting and
financial matters to assist them in the negotia-
tion, award, administration, and settlement of
contracts.

In addition to DCAA’s involvement in the
negotiation and award of contracts, significant
resources are also dedicated to overseeing the
allowability, allocability, and reasonableness
of incurred and billed costs. Procedures that
govern the costs incurred in-country are also
tested through reviews of contractor timekeep-
ing, subcontract management, and cash man-
agement/disbursement. Finally, to ensure that
adequate internal controls are in place regard-
ing the contractor’s policies and procedures,
DCAA performs audits associated with critical
internal control systems, with an emphasis on
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DCAA AupiITs RELATED TO IRAQ FOR FY 2005 & FY 2006, AS OF DECEMBER 31, 2005

FY 2005 FY 2006 FY 2006 FY 2006
CLOSED CLOSED OPEN PLANNED
Price Proposals’ 186 37 2 2
Agreed-Upon Procedures Price Proposal? 50 8 0 0
Other Special Requested Audits? 190 47 132 16
Incurred Cost* 8 2 35 35
Labor Timekeeping® 82 24 27 47
Internal Controls® 59 4 45 50
Pre-award Accounting Survey’ 20 8 3 1
Purchase Existence and Consumption? 19 3 12 21
Other® 92 23 118 65
Total 706 156 374 237

Notes:

1 Price Proposals — Audits of price proposals submitted by contractors in connection with the award, modification, or re-
pricing of government contracts or subcontracts

2 Agreed-Upon Procedures Price Proposal - Evaluation of specific areas, including actual labor and overhead rates and/or cost
realism analysis, requested by customers in connection with the award of government contracts or subcontracts

3 Other Special Requested Audits — Audit assistance provided in response to special requests from the contracting community
based on identified risks

4 Incurred Cost — Audits of costs charged to government contracts to determine whether they are allowable, allocable, and
reasonable

5 Labor Timekeeping — Audits to determine if the contractor consistently complies with established timekeeping system
policies and procedures for recording labor costs

6 Internal Controls — Audits of contractor internal control systems relating to the accounting and billing of costs under
government contracts

7 Pre-award Accounting Survey — Pre-award audits to determine whether a contractor’s accounting system is acceptable for
segregating and accumulating costs under government contracts

8 Purchase Existence and Consumption — The physical observation of purchased materials and services and related inquiries
regarding their documentation, and verification of contract charges

9 Other - Significant types of other audit activities, including financial capability audits and Cost Accounting Standards
compliance audits

TABLE 4-2
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estimating, subcontract management, and bill-
ing systems.

DCAA plans and performs work on a fiscal
year basis (October 1 — September 30). Table
4-2 shows both the Iraq-related audits closed
during FY 2005 and the audits closed, opened,
and planned in FY 2006 (as of December 31,
2005).

U.S. Army Audit Agency

USAAA has completed one audit since the
SIGIR October 30, 2005 Report and has three
audits in progress.

COMPLETED AUDITS

Follow-up of Commander’s Emergency
Response Program (CERP) and Quick

Response Fund (QRF)
(PROJECT CODE: A-2005-ALE-0376.000),

ISSUED SEPTEMBER 30, 2005

MNSTC-I received, accounted for, and
reported funds according to applicable laws,
regulations, and guidance. The CERP and QRF
projects met the intent of the program guid-
ance. Command personnel demonstrated ade-
quate oversight over administrative processes,
and processed cash disbursements properly for
both programs. However, MNSTC-I needed
to ensure that its personnel reviewed QRF
projects for reasonableness and tracked the
status of military interdepartmental purchase
requests.
MNSTC-I did not exercise management
oversight responsibilities over the programs:
e Of the 90 CERP-funded projects, 41 proj-
ects valued at about $2.7 million were past
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their completion dates by an average of
68 days.

e Ofthe 14 Iraqi Interim Government
Emergency Response Program projects, 8
projects valued at about $2.6 million
were an average of 110 days old, with
no obligations.

e J8 Comptroller personnel did not have
a current status for about 350 Quick
Response Fund projects, and many were
past the performance period.

This happened because project oversight
was not normally a function of the typical J8
Comptroller office, and Command had not
assigned it to a specific section. As a result,
Command funded projects and then lost over-
sight. Without this oversight function, projects
that are no longer valid remained listed as
“active,” tying up resources that could have
been redirected to other projects.

In addition, USAAA discovered a $553,202
overage when reviewing the turn-in of Devel-
opment Fund for Iraq Emergency Response
Program cash. The command did not perform
a reconciliation or investigation when the
funds were turned in. Because records were
not reconciled, the risk was high that funds
may have been mishandled.

USAAA also followed up on its prior report
(A 2005-0173-ALE, 2 May 2005, Commander’s
Emergency Response Program and Quick
Response Fund, Multi-National Security
Transition Command-Iraq). MNSTC-I imple-
mented the recommendations in the report,
and the corrective actions fixed the conditions
identified.



The final report was issued on September
30, 2005. MNSTC-I agreed with the recom-
mendations and said it had taken or would
take corrective action.

ONGOING AUDITS

Audit of Fund Accountability for Iraq Relief

and Reconstruction Funds 2 (IRRF 2)
(PROJECT CODE: A-2005-ALA-0240.000)

At the request of the former Acting Secretary
of the Army, USAAA reviewed the Project
and Contracting Office’s (PCO’s) fund control
and accountability over FY 2004 IRRF monies.
USAAA also reviewed PCO’s fund control over
Operation and Maintenance, Army (OMA)
funds used for administrative expenses. PCO
is responsible for managing and overseeing a
majority of the $18.4 billion in IRRF appropri-
ated by Congress in FY 2004.

This report focuses on these objectives:

e Do PCO’s financial management system
and processes have the controls needed to
make sure commitments, obligations, and
disbursements are accurately recorded?

e Does PCO have adequate controls in place
to make sure operating costs are properly
recorded?

PCO’s financial management system and
processes were generally effective for ensur-
ing the accurate recording of commitments,
obligations, and disbursements. PCO used the
Corps of Engineers Financial Management
System (CEFMS) as its main accounting and
financial system for recording and tracking
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PCO’s financial transactions. The system has
several internal controls to ensure that only
authorized transactions are processed. PCO
established general guidance, which incor-
porated some of the processes and controls
of CEFMS and the regulatory guidance of
DoD financial management. However, con-
trol weaknesses existed related to handling
Military Interdepartmental Purchase Requests
(MIPRs) and non-construction contract pay-
ments, making Iraqi vendor payments, and
performing fund status reviews.

In addition, while USAAA found that PCO
generally had adequate controls to make sure
that operating costs were properly recorded,
they did identify some areas needing improve-
ment. Although some supporting documenta-
tion was lacking, PCO properly developed the
FY 2005 operating budget estimate of $329.5
million. PCO recorded contract costs accu-
rately and properly supported the costs, but
needed to improve the timeliness and coding
of contract transactions. PCO recorded payroll
costs accurately, but needed to improve how
timecards were submitted, approved, and rec-
onciled. Additionally, while PCO was gener-
ally effective at reviewing the fund status of its
operating budget, it needed to monitor funds
status at a budget line item level. USAAA also
identified $12.4 million in unused payroll
funds that should be used to offset other bud-
get requirements.

Strengthening these controls should give
Army leadership added assurances that PCO is
making the most of its resources and accu-
rately recording and reporting commitments,
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obligations, and disbursements.

During the audit, PCO was proactive and
initiated several actions to improve control
over fund accountability. USAAA is still work-
ing with Command on the Official Army Posi-
tion and plans to issue the final report during
the second quarter of FY 2006.

Follow-up Il of Commander’s Emergency
Response Program (CERP) and Quick

Response Fund (QRF)
(PROJECT CODE: A-2006-ALE-0108.000)

The Commander of Multi-National Secu-

rity Transition Command-Iraq (MNSTC-I)

requested this audit. Objectives of the audit
include:

e Were disbursements consistent with the
intent of the charter or implementing
guidance?

e Did MNSTC-IL:

o adequately implement agreed-to
recommendations of audit
A-2005-ALE-0332.000, and did
corrective actions fix problems?

o have an effective follow-up system
for tracking the implementation of
corrective actions until fully
implemented?

On December 2, 2005, USAAA issued a
draft report to the command and is awaiting
the official Army position.

Audit of Logistics Civil Augmentation

Program
(PROJECT CODE: A-2005-ALS-0340.000)
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The Commander, Multi-National Force-Iraq
(MNFE-I), requested this audit. Preliminary
audit planning began on January 3, 2005, and
audit work began in both Kuwait and Iraq on
May 3, 2005. In-country work was delayed

at the command’s request. The audit focuses

on evaluating the adequacy of the Logistics

Civilian Augmentation Program (LOGCAP)

throughout the Iraq area of operations.

The specific objectives include determining

whether:

e services acquired under the LOGCAP con-
tract are reasonable and are cost-effective
solutions for satisfying force requirements

e adequate management structures are in
place to plan, acquire, and manage services
obtained under the LOGCAP contract

o the contract administration of LOGCAP
work in Iraq is adequate

e adequate management/internal controls are
in place for LOGCAP operations in Iraq,
especially for those areas highly susceptible
to fraud, waste, and abuse

e adequate information exists to enable
higher management levels to provide suf-
ficient oversight over LOGCAP operations
in Iraq

USAAA auditors are traveling to operat-
ing bases in Iraq, principal sites of contractor
operations in Kuwait, and the prime contrac-
tor’s home office in Houston, Texas. They have
received authority from DoD OIG (Auditing)
to audit the Defense Contract Management
Agency in relation to its LOGCAP contract
administration operations in Iraq and Kuwait,



and the Defense Logistics Agency in relation
to its food service operations in support of the
Iraq area of operations. USAAA has issued or
is completing reports focusing on conversion
of LOGCAP statements of work to sustain-
ment contracts, unliquidated obligations for
Task Order 59, program management in the
area of operations, base closure process, non-
tactical vehicles, distribution operations, food
supply operations, and dining facility opera-
tions. They have on-going audits of sustain-
ment contracting practices in Kuwait, contract
administration management, and contractor
labor and equipment assigned to Iraq forward
operating bases. USAAA has 18 auditors in
Iraq and Kuwait working on the audit.

Department of the Treasury

The Department of the Treasury did not
complete any audits since SIGIR’s October
30, 2005 Report, but currently has one
audit ongoing.
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ONGOING AUDITS

Review of Treasury Activities for Iraq
Reconstruction

The objective of this audit is to identify the
Treasury activities and funding involved in
Iraq reconstruction, and to determine the
accuracy and completeness of the financial
information periodically provided to SIGIR by
the Treasury. A final report is due in January
2006.

Department of Commerce

During this period, the Department of Com-
merce initiated no new cases relative to Iraq
reconstruction and relief and has not closed
any cases.
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OTHER AGENCY INVESTIGATIONS

SIGIR regularly coordinates with other gov-
ernment agencies conducting investigations in
Iraq. This quarter, SIGIR received information
from USAID and FBI.

U.S. Agency for International
Development Office of Inspector
General

CLOSED INVESTIGATIONS

USAID closed one case during this reporting

period:

e Program Integrity: USAID OIG received
an allegation that a subcontractor on
a USAID-funded prime contract was
engaged in a variety of financial irregulari-
ties. The investigation disclosed no evi-
dence to support the alleged misconduct.

ONGOING INVESTIGATIONS

USAID currently has two ongoing investiga-
tions, with one investigator currently in Iraq:

e A USAID contractor is alleged to have
submitted false and/or fraudulent costs
associated with its work in Iraq. In addi-
tion, information was developed indicating
that this contractor may have used USAID
funds to make improper payments to Iraqi
government officials.

e Employees of a USAID contractor are
alleged to have solicited kickbacks in
exchange for the awarding of subcontracts
for work in Iraq.

Defense Criminal Investigative
Service

DCIS is coordinating with SIGIR to continue
the investigations regarding Iraqi reconstruc-
tion funds and activities. In addition, DCIS
continues its investigations regarding the
expenditure of DoD funds in the region. Table
4-3 shows the status of DCIS investigations.

OPEN CASES

DCIS currently has one open case.

DEFENSE CRIMINAL INVESTIGATIVE SERVICE INVESTIGATIONS

Weapons False
Investigative Conflict Recovery/  Claims/ Bribery/
Status of Interest  Counterfeit  Security Statements Theft/Drugs  Corruption
Open — — — 1 — —
Closed 2 3 6 2 20 9
Total 2 3 6 3 20 9
TABLE 4-3
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CLOSED CASES

One investigation involved a U.S. Air Force
Colonel who was the former Executive Officer
assigned to the Office of Reconstruction and
Humanitarian Assistance (which became
CPA). Allegations surfaced and were con-
firmed that the Colonel used her position to
steer contracts to a South African company,
which provided personal security services for
the U.S. military and civilian components of
DoD. In addition to steering contracts, the
Colonel was paid to establish a U.S.-based
portion of the South African company for
possible future contracts in Iraq. The investi-
gation was presented to the U.S. Air Force for
prosecution. The Colonel admitted to commit-
ting violations of the conflict of interest and
pled guilty to several Article 15 violations. The
Colonel and the South African-based company
were debarred by the Air Force for a period of
three years. This investigation is now closed.
The second investigation involved the
wrongful leasing and transfer of government
property between CPA contractors and local
Iraqi nationals. Investigation uncovered that
there were not adequate controls in place for
the leasing of green zone property, which
resulted in unauthorized individuals leasing
property within the confines of the green zone.
Investigation was limited in scope; however,
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several unauthorized occupants were evicted
as a result of the investigation. This investiga-
tion is now closed.

Department of State Office of
Inspector General

During this period, DoS OIG initiated no new
cases relative to Iraq reconstruction and relief
and has not closed any cases. Two DoS crimi-
nal investigators are supporting SIGIR opera-
tions in Iraq on an as-needed basis.

Federal Bureau of Investigation

The FBI Washington Field Office has not
formally opened or closed any Iraq-related
public corruption or governmental fraud cases
since the SIGIR October 30, 2005 Quarterly
Report, but has recently become a member of
the Special Investigative Task Force for Iraq
Reconstruction (SPITFIRE). Other members
include SIGIR; Department of Justice; the
Internal Revenue Service; U.S. Immigration
and Customs Enforcement; the Bureau of
Alcohol, Tobacco, Firearms and Explosives;
and DoS. The FBI plans to report on at least
two public corruption investigations related

to allegations developed via an investigation
already underway by SPITFIRE. Additional
cases are anticipated in the future as a result of
the FBI's involvement with the task force.
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ACRONYMS AND DEFINITIONS

This section contains all of the abbreviations and acronyms found in the SIGIR Quarterly Report
to the Congress.

ACRONYMS DEFINITIONS

ACWG Anti-corruption Working Group

ADA Antideficiency Act

ASRB Accounting Standards Review Board

ASP Ammunition Supply Point

ATF Bureau of Alcohol, Tabacco, Firearms, and Explosives
ATO Administrative Task Order

BSA Board of Supreme Audit

CAP Combined Action Program

CAP-IG Combined Action Program-Inspector General

CEFMS Corps of Engineers Financial Management System
CENTCOM U.S. Central Command

CERP Commander’s Emergency Response Program

CHRRP Commanders Humanitarian Relief and Reconstruction Program
CPA Coalition Provisional Authority

CPA-IG Coalition Provisional Authority-Inspector General
CPA-OPS Coalition Provisional Authority-Operations
CPA-PMO Coalition Provisional Authority-Program Management Office
CPI Commission on Public Integrity

CQC Contractor’s Quality Control

DCAA Defense Contract Audit Agency

DCIS Defense Criminal Investigative Service

DFARS Defense Federal Acquisition Regulation Supplement
DFAS Defense Finance & Accounting Service

DFI Development Fund for Iraq

DHS Department of Homeland Security

DIILS Defense Institute of International Legal Studies
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ACRONYMS DEFINITIONS

DoC Department of Commerce

DoD Department of Defense

DoD OIG Department of Defense Office of Inspector General

Dol Department of Labor

Dol Department of Justice

DoS Department of State

DoS OIG Department of State Office of Inspector General

DoT Department of Transportation

ECON Department of State, U.S. Mission Irag, Economic Affairs

FAR Federal Acquisition Regulation

FARs Federal Acquisition Regulations

FBI Federal Bureau of Investigation

FOIA Freedom of Information Act

GAO Government Accountability Office

GRD Gulf Region Division

GRD-PCO Gulf Region Division-Project and Contracting Office

HDD Horizontal Directional Drilling

HHS Department of Health and Human Services

HVAC Heating, Ventilation, and Air Conditioning

IBRD International Bank for Reconstruction and Development

IDA International Development Association

IFF Iraq Freedom Fund

1G Inspector General

IIG Iraqi Interim Government

IIGC Iraq Inspectors General Council

IMF International Monetary Fund

INL Bureau of International Narcotics and Law Enforcement Bureau

IRG International Resources Group

IRMO Iraq Reconstruction Management Office

IRRF Iraq Relief and Reconstruction Fund

IRRF 1 Iraq Relief and Reconstruction Fund-$2.4B IRRF set up in P.L. 108-11

IRRF 2 Iraq Relief and F_{econstruction Fund?fun'ded with $18.6_B ($18.4B after subtracting
$210M fund assistance for Jordan, Liberia, and Sudan) in P.L. 108-106

IT Information Technology

ITG Iraqi Transitional Government

JASG-C Joint Area Support Group-Central

JCC-I/A Joint Contracting Command-Irag/Afghanistan

JIPTC Jordon-Iraq Police Training Center
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ACRONYMS DEFINITIONS

KBR Kellogg Brown & Root, Inc.

LGP Local Governance Programs

LOGCAP Logistics Civilian Augmentation Program

MANPADS Man-Portable Air Defense System

MIPR Military Inter-departmental Purchase Request

MNF-| Multi-National Force-Iraq

MNSTC-I Multi-National Security Transition Command-Iraq

MPFU Major Procurement Fraud Unit

NGA National Geospatial-Intelligence Agency

NGIC National Ground Intelligence Center

NRRRF Natural Resources Risk Remediation Fund

O&M Operations & Maintenance

OBO Bureau of Overseas Buildings Operations

OEF Operation Enduring Freedom

OFF Oil For Food

OIF Operation Iraqi Freedom

OIG Office of Inspector General

OMA Operations and Maintenance, Army

OMB Office of Management and Budget

P.L. Public Law
As amended by P.L. 108-375, mandates the independent and objective conduct and

P.L. 108-106 supervision of audits relating to the programs and operations funded with amounts
appropriated or otherwise made available to the Iraq Relief and Reconstruction Fund

PL 108-375 The Ronald W. Reagan National Defense Authorization Act for FY 2005, enacted on
October 29, 2004

PCO Project and Contracting Office

PMO Program Management Office

PRDC Provincial Reconstruction Development Committees

Public Law 108-106 (P.L. 108-106)

$87.5 B appropriation measure passed 11/6/03 that includes CPA-IG creation and
$18.6B ($18.4B after subtracting $210M fund assistance for Jordan, Liberia, and Sudan)
Iraq Relief and Reconstruction Fund

Public Law 108-11 (P.L. 108-11)

First $74 B appropriation measure that included the $2.475 B Iraq Relief and
Reconstruction Fund

QA Quality Assurance

QRF Quick Response Fund

R3P Rapid Regional Response Program

RIE Restore Iraqi Electricity

RIO Restore Iraqi Oil

RRRP Rapid Regional Response Program

SDR Special Drawing Rights

SIGIR Special Inspector General for Iraq Reconstruction
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SIRIS SIGIR Irag Reconstruction Information System

SOwW Statement of Work

SPITFIRE Special Investigative Task Force for Iraq Reconstruction
Treasury United States Department of Treasury

UN United Nations

UNDG United Nations Development Group

USAAA United States Army Audit Agency

USACE United States Army Corps of Engineers

USAID United States Agency for International Development
USDA United States Department of Agriculture

U.S. Embassy-Baghdad

United States Embassy located in Baghdad

U.S. Mission-Iraq

U.S. Mission-Iraq assumed authority after the Coalition Provisional Authority
transferred governance authority to the Iraqi Governing Council on June 30, 2004.

usIp

United States Institute of Peace

WBITF

World Bank Iraq Trust Fund
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ENDNOTES

This section contains the endnotes for the Quarterly Report to Congress. They are listed
numerically and consecutively within each section, both in the Report and in the
following section.

Section 1: SIGIR Observations

! In this Report, unless otherwise noted, IRRF refers to the $18.4 billion of funds appropriated
under Title II of the Emergency Supplemental Appropriations Act for Defense and for the
Reconstruction of Iraq and Afghanistan, 2004 (P.L. 108-106). The SIGIR’s statutory duties are
directly linked to this appropriation, which is funding current relief and reconstruction programs
and operations in Iraq. It is distinguished from the $2.475 billion appropriation to the IRRF
under the Emergency Wartime Supplemental Act, 2003 (P.L. 108-11). This appropriation is
identified in this Report as IRRF (2003).

2 Until December 4, 2005, this office was known as PCO. It is now known as GRD-PCO.

? The original allocations were high for water and electricity and modest for other programs,
which makes the percentage changes appear extreme. Also, Water and Electricity were the only
sectors that had significant “free funds” given legislative constraints.

Section 2: Iraq Reconstruction Progress Report

! The number of projects reported in SIGIR audit 05-029 is different from the number of projects
reported in this section. The SIGIR audit uses the original number of contracts identified by the
CPA and PCO in January 2004.

2 GRD-PCO, “Sector History for Electricity; received on January 13, 2006, p. 6.

3USACE-GRD, “Reconstruction Continues in Iraq,” October 2, 2005; USAID vetting comments,
January 19, 2006, p. 2.

* USACE-GRD, “Reconstruction Continues in Iraq,” October 2, 2005; USAID vetting comments,
January 19, 2006, p. 2.

> USACE-GRD, “Daily Situation Report,” January 8, 2006, pp. 1 and 3.

¢ USACE-GRD, “Bi-WeeKkly Situation Report,” December 12, 2005, p. 7; GRD-PCO vetting
comments, January 13, 2006, p. 10.

7 GRD-PCO vetting comments, January 13, 2006, p. 10.

8 GRD-PCO, “Sector History for Electricity, received on January 13, 2006, p. 3.

? SIGIR 05-022, “Managing Sustainment for Iraq Relief and Reconstruction Fund Programs,’
October 24, 2005, p. 8.

0 USACE-GRD, “Bi-Weekly Situation Report,” December 9, 2005, p. 8; GRD-PCO vetting
comments, January 13, 2006, p.10.

! Office of Management and Budget, “Section 2207 Quarterly Report,” January 2004.

12 These metrics have limitations. Most notably, the capacity measures do not indicate whether
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generation is uninterrupted for the specified period. To factor in interruptions, total electricity
over time in megawatt hours (MWh) is typically used. The metrics also do not include any
geographic indications of power generated, nor do they explain how much power is actually
reaching Iraqi homes. To measure these factors, the U.S. tracks the hours/day of power. These
data are reported in section 2.4.3.

13 United Nations/World Bank, “United Nations/World Bank Joint Iraq Needs Assessment,’
October 2003, p.28.

! Definition of “End-state after deferral” pending from U.S. Embassy-Baghdad.

1> USAID Audit E-267-05-003, “Audit of USAID/Iraq’s Electrical Power Sector Activities,” June
2005.

!¢ Definition of “End-state after deferral” pending from U.S. Embassy Baghdad.

7 GAO Report 05-876, “Rebuilding Iraq: Status of Funding and Reconstruction Efforts,” July
2005, p. 18.

8 GAO Report 06-179T, “Rebuilding Iraq: Enhancing Security, Measuring Program Results,
and Maintaining Infrastructure Are Necessary to Make Significant and Sustainable Progress,”
Testimony of Joseph Christoff to the House Committee on Government Reform, October 18,
2005, p. 14.

 GAO Report 05-876, “Rebuilding Iraq: Status of Funding and Reconstruction Efforts,” July
2005, p. 26.

2 Anne Ellen Henderson, “The Coalition Provisional Authority’s Experience with Economic
Reconstruction in Iraq,” Special Report 138 issued by the U.S. Institute of Peace, April 2005, p. 12.
2! Department of State, “Iraq Weekly Status Report,” January 18, 2006, p. 11.

22 GAO Report 05-876, “Rebuilding Iraq: Status of Funding and Reconstruction Efforts,” July
2005, pp. 20-21.

2 USAID vetting comments, January 19, 2006, pg. 4.

2 GRD-PCO, “Sector History for Oil,” received on January 13, 2006, p. 6.

» U.S. Embassy — Baghdad, “Reconstruction Progress in Iraq,” November 30, 2005, p. 1

26 USACE-GRD, “Daily Situation Report,” January 8, 2006, p. 3.

# USACE-GRD, “Bi-WeeKkly Situation Report,” December 23, 2005, p. 9.

2 Merriam Mashatt, Sheryl Lewis (PCO-GRD), “Oil Reconstruction Progress in Iraq,” Oil &
Gas Journal, December 19, 2005, p. 4; this is a significant achievement because the CPA asserted
in the September 2003 “Request to Rehabilitate and Reconstruct Iraq” that the repair of the
Qarmat Ali Water Plant and associated Cluster Pump Stations is a pre-requisite to providing
water injection for the Southern Rumaylah oil fields, which is a critical process in maintaining
production rates and preventing damage to the reservoir during the production cycle (p. 25).

# USACE-GRD, “Bi-WeeKkly Situation Report,” December 23, 2005, p. 9; errors in the Situation
Report were addressed by a PCO-GRD official to SIGIR via email on January 19, 2006, to provide
more accurate status updates.

30 SIGIR 05-029, “Reconstruction Gap Report — Challenges Faced by the Department of State in
Carrying Out Iraq Relief and Reconstruction Fund Program Activities,” January 7, 2006, p. 26.
3! GRD-PCO, “Sector History for Oil,” received on January 13, 2006 p. 1.

32 “Throughout most of the 1990s, Iraq did not generally have access to the latest, state-of-
the-art oil industry technology (3D seismic, directional or deep drilling, gas injection, etc.),
sufficient spare parts, and investment. Instead, Iraq reportedly utilized sub-standard engineering
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techniques (i.e., overpumping), obsolete technology, and systems in various states of decay

in order to sustain production” (U.S. Department of Energy, “Iraq Country Analysis Brief;’
December 2005, p. 4).

#3 U.S. Department of Energy, “Iraq Country Analysis Brief,” December 2005, p. 3.

3 U.S. Department of State, “Iraq Weekly Status Report,” January 4, 2006, pp. 19 and 22; the 15
days target is based on maximum consumption throughout the year and not taking into account
seasonal variations

3 U.S. Department of State, “Iraq Weekly Status Report,” January 4, 2006, p. 19; 2.0 MBPD is the
estimated production average for the quarter.

3¢ U.S. Department of State, “Iraq Weekly Status Report,” January 4, 2006, p. 17; the December
export figures were caused by security issues in the north and bad weather in the south.

7 U.S. Department of State, “Iraq Weekly Status Report,” January 4, 2006, p. 22; during the
reporting quarter, the four critical refined fuels have averaged the following supply stocks: diesel
(3.7 days), kerosene (7.7 days), gasoline (4.3 days), and LPG has met its 15-day target.

# U.S. Department of Energy, “Iraq Country Analysis Brief,” December 2005, p. 8.

* U.S. Department of Energy, “Iraq Country Analysis Brief,” December 2005, p. 8.

“ International Monetary Fund, “IMF Survey; January 9, 2006, p. 8.

*! International Monetary Fund, “IMF Country Report No. 06-15,” January 2006, p. 18.

*2Paul Horsnell and Kevin Norrish, “Barclay’s Capital Weekly Oil Data Review,” A Commodities
Research Report by Barclay’s Capital, December 7, 2005, p. 2.

# U.S. Department of Energy, “Iraq Country Analysis Brief,” December 2005, p. 5; the report cites
the Institute for the Analysis of Global Security, “Iraq Pipeline Watch,” January 20, 2006; also, on
October 3, 2005, insurgents attempted to assassinate Iraqi Oil Minister Al-Ulum

* GRD-PCO, “Sector History for Oil,” received on January 13, 2006, p. 8.

# SIGIR 05-022, “Managing Sustainment for Iraq Relief and Reconstruction Fund Programs,”
October 24, 2005, p. 8.

¢ U.S. Department of Energy, “Iraq Country Analysis Brief,” December 2005, p. 3.

¥ GRD-PCO, “Sector History for Oil,” received on January 13, 2006, pp. 5-7.

8 Statement by Alfred V. Neffgen, Kellogg Brown & Root, Inc., to the House Committee on
Government Reform, July 22, 2004, p. 8.

* GAO Report 06-179T, “Rebuilding Iraq: Enhancing Security, Measuring Program Results,
and Maintaining Infrastructure Are Necessary to Make Significant and Sustainable Progress,”
Testimony of Joseph Christoff to the House Committee on Government Reform, October 18,
2005, p. 8.

> Interview with former Senior Advisor to Iraqi Ministry, January 2006.

> GAO 05-872, “Rebuilding Iraq: U.S. Water Efforts Need Improved Measures for Assessing
Impact and Sustained Resources for Maintaining Facilities,” September 2005.

2 GRD-PCO, “PCO PW-90 Small Scale List,” received on January 14, 2006.

>3 For example, construction began on the Aski Mosul Drinking Water Treatment Plant, using
$1.8 million in CERP funding. When the project is completed, the plant will provide additional
water to 350,000 people of Tall ‘Afar. Another CERP project in Tall ‘Afar began during the last
quarter and will benefit 66,000 people. (USACE-GRD, “Bi-Weekly Situation Report,” October 19,
2005, p. 17-18).

> USACE-GRD, “Bi-Weekly Situation Report,” December 26, 2005, p. 11.
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> GRD-PCO, “History of Water Sector,” received on January 13, 2006, p. 4.

> Denise Calabria, “Canal Projects Deliver Water, Self-sufficiency;” USACE-GRD article on
DefendAmerica.mil, December 5, 2005.

7 USACE-GRD, “Bi-Weekly Situation Report,” December 26, 2005, p.10.

8 USAID, “Water Accomplishments,” 2005.

> United Nations/World Bank, “United Nations/World Bank Joint Iraq Needs Assessment,’
October 2003, p.23.

% GRD-PCO, “History of Water Sector,” received on January 13, 2006, p. 3.

1 CPA, “FY 2004 Supplemental Request to Rehabilitate and Reconstruct Iraq,“September 2003, p.
28.

2 U.S. Department of State, “Section 2207 Report,” October 2004.

% The sector has also received help from various other sources, including $384 million from
Iraqi and international funds, $239 million from DFI, $133 million from the International
Reconstruction Fund Facility for Iraq, and $12 million from seized assets (GAO 05-872,
“Rebuilding Iraq: U.S. Water Efforts Need Improved Measures for Assessing Impact and
Sustained Resources for Maintaining Facilities,” September 2005).

# GAO 05-872, “Rebuilding Iraq: U.S. Water Efforts Need Improved Measures for Assessing
Impact and Sustained Resources for Maintaining Facilities,” September 2005, pp. 29-30.

% Definition of “End-state after deferral” pending from U.S. Embassy Baghdad.

% CPA set the goal as 15% of the urban population, which was 16.9 million people in 2003,
according to the UN World Urbanization Prospects.

% United Nations/World Bank target

¢ USAID Audit # E-267-05-004-P, “Audit of USAID/Iraq’s Water Rehabilitation Activities,” June
30, 2005, p. 1.

% United Nations/World Bank, “United Nations/World Bank Joint Iraq Needs Assessment,
October 2003, cited in GAO 05-872, “Rebuilding Iraq: U.S. Water Efforts Need Improved
Measures for Assessing Impact and Sustained Resources for Maintaining Facilities,” September
2005, p. 5.

70 USAID, “Water Accomplishments,” 2005.

7! United Nations/World Bank, “United Nations/World Bank Joint Iraq Needs Assessment,’
October 2003, p. 21.

72 USAID, “Vision for Post-Conflict Iraq,” February 2003, p. 3.

73 Definition of “End-state after deferral” pending from U.S. Embassy Baghdad.

"GAO 05-872, “Rebuilding Iraq: U.S. Water Efforts Need Improved Measures for Assessing
Impact and Sustained Resources for Maintaining Facilities,” September 2005, p. 25.

> GAO 05-872, “Rebuilding Iraq: U.S. Water Efforts Need Improved Measures for Assessing
Impact and Sustained Resources for Maintaining Facilities,” September 2005, p. 27.

6 GAO 05-872, “Rebuilding Iraq: U.S. Water Efforts Need Improved Measures for Assessing
Impact and Sustained Resources for Maintaining Facilities,” September 2005, p. 27.

7 GRD-PCO, “Iraq Capacity Development,” PowerPoint Presentation received on January 14,
2006.

# GAO 05-872, “Rebuilding Iraq: U.S. Water Efforts Need Improved Measures for Assessing
Impact and Sustained Resources for Maintaining Facilities,” September 2005, p. 28.

7 GRD-PCO vetting comment, January 19, 2006.
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80 TRMO vetting comment, January 20, 2006.

81 SIGIR 05-022, “Managing Sustainment for Iraq Relief and Reconstruction Fund Programs,”
October 24, 2005, p. 8.

82 GAO Report 06-179T, “Rebuilding Iraq: Enhancing Security, Measuring Program Results,
and Maintaining Infrastructure Are Necessary to Make Significant and Sustainable Progress,”
Testimony of Joseph Christoff to the House Committee on Government Reform, October 18,
2005, p. 16.

8 GAO 05-872, “Rebuilding Iraq: U.S. Water Efforts Need Improved Measures for Assessing
Impact and Sustained Resources for Maintaining Facilities,” September 2005, p. 3.

8 GAO Report 06-179T, “Rebuilding Iraq: Enhancing Security, Measuring Program Results,
and Maintaining Infrastructure Are Necessary to Make Significant and Sustainable Progress,”
Testimony of Joseph Christoff to the House Committee on Government Reform, October 18,
2005, p. 16.

Section 3: SIGIR Oversight

! The discussion of the agreement of House and Senate conferees on this was contained in the
statement of the managers (Title V — General Provisions) of the Conference Report (House
Report 109-265) that accompanied the Foreign Operations appropriations bill (H.R. 3057).

> The Coordinator for Stabilization and Reconstruction (S/CRS) was first approved as a concept
by the National Security Council in April 2004. It was formally established within DOS in August
2004. This NSPD-44 further clarifies the role of the office.

> Employees that are appointed as 3161 employees are Excepted Service employees governed by 5
U.S.C. 3161 and provisions of Title 5 of the United States Code.

* SIGIR audit report, “Management of Iraq Relief and Reconstruction Fund Programs: Cost-to-
Complete Estimate Reporting,” Report Number SIGIR-05-021, October 24, 2005.

> USAID could not provide an estimate that reflected any allocation of all indirect costs and fixed-
fees. Consequently, the estimates presented in this report are estimates of job order direct costs
only and may not represent all costs associated with the Mansuria Project.

¢ SIGIR audit report, “Management of the Commander’s Emergency Response Program for FY
2004,” Report Number SIGIR 05-014, October 13, 2005.

7 Those four reports were SIGIR Report No. 05-006, “Control of Cash Provided to South-
Central Iraq,” April 30, 2005; SIGIR Report No. 05-015, “Management of Rapid Regional
Response Program Grants in South-Central Iraq,” October 25, 2005; SIGIR Report No. 05-016,
“Management of the Contracts and Grants Used to Construct and Operate the Babylon Police
Academy;” October 26, 2005; and SIGIR Report No. 05-020, “Management of the Contracts,
Grant, and Micro-Purchases Used to Rehabilitate the Karbala Library,” October 26, 2005.
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Section 4: Other Agency Oversight

'TIGC members: SIGIR (Chair), DoS IG (Co-Vice Chair), DoD IG (Co-Vice Chair), Army IG,
USAID IG, Treasury IG, DoC IG, DCAA, USAAA, GAO (observer member), USACE Chief

Audit Executive (observer member)
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STATUTORY REQUIREMENTS

This appendix cross-references the pages of this Report to the reporting requirements
under Public Law 108-106, Section 3001 (amended by section 1203).
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APPENDIX A

SECTION STATUTE SIGIR AcTION PAGE #
Supervision
Section 3001(e)(1) The Inspector General shall report directly to, and be under the general Report to the Secretary of State 1-121
supervision of, the Secretary of State and the Secretary of Defense. and the Secretary of Defense.
Duties
It shall be the duty of the Inspector General to conduct, supervise, and
coordinate audits and investigations of the treatment, handling, and Review appropriated funds. 2-39
Section 3001(f)(1) expenditure of amounts appropriated or otherwise made available to the Iraq Programs, operations, contracts 46-94
Relief and Reconstruction Fund, and of the programs, operations, and contracts  using appropriated funds. App. C, |
carried out utilizing such funds, including—
Review obligations and
Section 3001(f)(1)(A)  The oversight and accounting of the obligation and expenditure of such funds;  expenditures of appropriated App.C E
funds.
Section 3001(f)(1)(B)  The monitoring and review of reconstruction activities funded by such funds; Review reconstruct!on_ activities 2-39
funded by appropriations.
Section 3001(f)(1)(C) The monitoring and review of contracts funded by such funds; Review c_ontracts using 46-94
appropriated funds. App. |
The monitoring and review of the transfer of such funds and associated Review internal and external 46-94
Section 3001(f)(1)(D) information between and among departments, agencies, and entities of the transfers of appropriated funds A c
United States, and private and nongovernmental entities; pprop : Pp.
. The maintenance of records on the use of such funds to facilitate future audits s . 46-102
Section 3001(f)(1)(E) and investigations of the use of such funds. Maintain audit records. App. G
The Inspector General shall establish, maintain, and oversee such systems, . N 3
Section 3001(f)(2) procedures, and controls as the Inspector General considers appropriate to Establish, maln(;cam, anddoverseel 46-102
discharge the duty. systems, procedures, and controls.
. In addition, the Inspector General shall also have the duties and responsibilities . e s :
Section 3001(f)(3) of inspectors general under the Inspector General Act of 1978. Duties as specified in IG Act. 42-45
The Inspector General shall coordinate with, and receive the cooperation of,
Section each of the following: The Inspector General of the Department of State, The Coordination with 1Gs of State, 106-121
3001(f)(4)(A)(B)&(C) Inspector General of the Department of Defense, and The Inspector General of DoD & USAID.
the United States Agency for International Development.
Personnel, Facilities, and Other Resources
Upon request of the Inspector General for information or assistance from any
department, agency, or other entity of the Federal Government, the head 9-39
Section 3001(h)(4)(A)  of such entity shall, insofar as is practicable and not in contravention of any Expect support as requested. 12-102
existing law, furnish such information or assistance to the Inspector General, or
an authorized designee.
Reports
Not later than 30 days after the end of each fiscal-year quarter, the Inspector
General shall submit to the appropriate committees of Congress a report
summarizing for the period of that quarter and, to the extent possible, the B
period from the end of such quarter to the time of the submission of the z:?k?glei%:fysu:g:: tShuer:r?lgr(i)zfe
. . report, the activities of the Inspector General and the activities under programs A, a o
Section 3001(i)(1) - A ; : activities of IG. Detailed statement ~ 1-121
and operations funded with amounts appropriated or otherwise made of all obligations. expenditures
available to the Iraq Relief and Reconstruction Fund. Each report shall include, and reven%es < €XP '
for the period covered by such report, a detailed statement of all obligations, .
expenditures, and revenues associated with reconstruction and rehabilitation
activities in Iraq, including the following —
. . L . . Obligations and expenditures of
Section 3001(i)(1)(A)  Obligations and expenditures of appropriated funds. appropriated funds. App. C
A project-by-project and program-by-program accounting of the costs ot i .
incurred to date for the reconstruction of Iraq, together with the estimate of tP)rc_neth ?Zmp;c?f;f,:gg p:)?cgc:)asrg A
Section 3001(i)(1)(B) the Department of Defense, the Department of State, and the United States y-prog 9 : Pp.
Estimate cost to complete each CEF

Agency for International Development, as applicable, of the costs to complete
each project and each program.

project or program.
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SECTION STATUTE SIGIR AcTION PAGE #
Revenues attributable to or consisting of funds provided by foreign nations Revenues. obligations. and
Section 3001(i)(1)(C) or international organizations, and any obligations or expenditures of such di ’ %d . fund App. F
revenues. expenditures of donor funds.
. . . . Revenues, obligations, and
Section 3001(i)(1)(D) Revenugs a‘_[trlbutable to or consisting of foreign assets seized or frozen, and expenditures of funds from seized App. E
any obligations or expenditures of such revenues.
or frozen assets.
. . -, L . Operating expenses of agencies
. . Operating expenses of agencies or entities receiving amounts appropriated or L 2=
Section 3001()(1)(E) otherwise made available to the Iraq Relief and Reconstruction Fund. or any organization receiving App. C
appropriated funds.
) . . ) .
Section 3001()(1)(F) In the case of any contract described in paragraph | (2) (*see Section 3001 (i) (2) N/A
below)
Section i Amount of each contract or other
3001 (1)E)) The amount of the contract or other agreement; agreement. App. |
Section - . . Brief discussion of each contract
3001()(1)(F) (i) A brief discussion of the scope of the contract or other agreement; scope. App. |
A discussion of how the contracting department or agency identified, and CDéi\ctL:';SCI‘?onr:\f\:ler:'zvivdgﬁzief?;:IhoW
Section solicited offers from, potential contractors to perform the contract, together offers were solicited. and allist Ao, |
3001(i)(1)(F)(iii) with a list of the potential contractors that were issued solicitations for the f h ' . d Pp-
offers (o) _ct?ntr_actors that were issue
’ solicitations.
Section The justification and approval documents on which was based the Justification and approval
30010 (1) (F)iv) determination to use procedures other than procedures that provide for full documents for contracts that were  App. |
and open competition. not full and open competitions.
A contract described in this paragraph is any major contract or other
agreement that is entered into by any department or agency of the United
Section 3001(i)(2) States Government that involves the use of amounts appropriated or otherwise  Describes a contract. N/A
made available to the Iraq Relief and Reconstruction Fund with any public or
private sector entity for any of the following purposes:
Section 3001(i)(2)(A) To build or rebuild physical infrastructure of Iraq. Describes a contract. N/A
Section 3001(i)(2)(B) To establish or reestablish a political or societal institution of Iraq. Describes a contract. N/A
Section 3001(i)(2)(C) To provide products or services to the people of Iraq. Describes a contract. N/A
The Inspector General shall submit to the appropriate committees of Congress
semiannual reports meeting the requirements of section 5 of the Inspector .
Section 3001()(3) General Act of 1978. The first such report for a year, covering the first six ifjllalg?eo?ut%?;tt:grn::c;att:er than N/A
months of the year, shall be submitted not later than July 31 of that year, and sec)(I)nd such re yort'
the second such report, covering the second six months of the year, shall be port.
submitted not later than January 31 of the following year.
SIGIR will take final written report
The Inspector General shall publish each report under this subsection in both in electronic format, translate
Section 3001(i)(4) English and Arabic on the Internet Website of the Secretary of State and the and post to Website; encourage 99
Secretary of Defense. the DoD and State to link to SIGIR
Website.
Section 3001(i)(5) Each report under this subsection may include a classified annex if the Inspector  If necessary, develop a classified N/A
General considers it necessary. annex.
Report Coordination
Section 3001()) The Inspector General shall also submit each report under subsection (i) to the Submit report to Secretary of N/A

Secretary of State and the Secretary of Defense.

State and Secretary of Defense.
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CROSS-REFERENCE OF REPORT TO IG
ACT OF 1978

This appendix cross-references the pages of this report to the reporting
requirements under Inspector General Act of 1978.
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SECTION STATUTE SIGIR AcTION PAGE #
"Description of significant problems. abuses. and e Extract pertinent information from IIGC member semi annual
Section deﬁcier?cies " 9 P ' ' reports 46-96
5(a)(1) o List problems, abuses and deficiencies from SIGIR audit reports, 106-121
investigations and inspections
Section "Description of recommendations for corrective e Extract pertinent information from IIGC member semi annual 46-65
5(a)(2) action...with respect to significant problems, abuses, reports 106-121
and deficiencies... ” e List recommendations from SIGIR audit reports
Section “ldentification of each significant recommendation
5a)@3) described in previous semiannual reports on which o 46-65
corrective action has not been completed...”
Section “A summary of matters referred to prosecutive e Extract pertinent information from IIGC member semi annual
5(a)(4) authorities and the prosecutions and convictions which reports 66-96
have resulted... ” e List SIGIR Investigations that have been referred
"A summary of each report made to the [Secretary of ¢ Extract pertinent information from 1IGC member semi annual
gectlon Defense] under section 6(b)(2)... ” (instances where n.epc?rts . . . 46-96
(a)(5) information requested was refused or not provided) e List instance where information was refused SIGIR Auditors, 106-121
a P Investigators or Inspectors
“A listing, subdivided according to subject matter, of . . . .
Section each audit report issued...” showing dollar value of ° Eé(tr;iz pertinent information from IIGC member semi annual 46-65
5(a)(6) questioned costs and recommendations that funds be e li P £ SIGIR audi 106-121
put to better use. ist of SIGIR audit reports
Section “A summary of each particularly significant report... ” ¢ Eé(’t)?:tts pertinent information from IIGC member semi annual 46-65
@) e Provide a synopsis of the significant SIGIR audits 106-121
“Statistical tables showing the total number of audit e Extract pertinent information from IIGC member semi annual
Section . " reports 46-65
5(a)(8) reports and the total dollar value of questioned costs... ¢ Develop statistical tables showing dollar value of questioned cost  106-121
from SIGIR audits
“Statistical tables showing the total number of audit ¢ Extract pertinent information from 1IGC member semi annual
section reports and the dollar value of recommendations that reports - . 46-65
5(a)(9) fund be but to better use by management...” ¢ Develop statistical tables showing dollar value of funds put to 106-121
P Y 9 better use by management from SIGIR audits
“A summary of each audit report issued before the
a%mmn;ir;;eer?neen:t?e?g;ﬁ%ﬁ?'ggeﬁe,ggg:%;m::nd e Extract pertinent information from IIGC member semi annual 46-65
section of reporting period an explanation of the reasons reports . . 106-121
5(a)(10) L ¢ Synopsis of SIGIR audit reports where no management decision
such management decision has not been made, and has been made App. G
a statement concerning the desired timetable for
achieving a management decision...”
"A description and explanation of the reasons for any ¢ Extract pertinent information from IIGC member semi annual
Section S . L " reports 46-65
5()(11) significant revised management decision... e Explanation of SIGIR audit reports where significant revisions 106-121
have been made to management decisions
“Information concerning any significant management e Extract pertinent information from IIGC member semi annual
section decision with which the Inspector General is in reports . . . 46-65
5(a)(12) disagreement...” ¢ Explanation of SIGIR audit reports where SIGIR disagreed with 106-121
9 management decision
F(IarZJf:rraT?itrl10ar:\cc::ISCIVI”zla)r?ggue?g:r:tsleéilcr):vz(r):e[:tckg'f (t)};e e Extract pertinent information from IIGC member semi annual
section 1996..." (instances and reasons when an repo_rts . . 46-65
5(a)(13) agency has not met target dates established in a ¢ Provide information where management has not met targets 106-121
regmed);ation plan) 9 from a remediation plan
Section “Information concerning the number and types of e List SIGIR audits that have concerned contract audits. 46-65
8(f)(1) contract audits...” e List pertinent information from IIGC members. 106-121
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Figure C-1

SOURCES OF FUNDING

$ Billions

Appropriated

|1||

New lragi Army
05

DoS 0.07
- CPA Ops 035

- USAID Programs®
041

- NRRRF 0.80

| SIGIR 0.075
- IRMO 0.14°
- CERP 0.14°¢

- CPA Operations
0.77

CERP 0.72

APPENDIX C

U.S. APPROPRIATED FUNDS

Public Law 108-106 (P.L. 108-106), as
amended, requires the Special Inspector
General for Iraq Reconstruction (SIGIR) to
report on the oversight and accounting of the
obligation and expenditure of funds used for
Iraq reconstruction.

Status of Reconstruction Funding
Reconstruction activities have been funded by
three main sources:

o U.S. appropriated funds

o Iraqi funds

o donor funds

As of December 31, 2005, U.S. and inter-
national donors pledged approximately $33.2

Iraqi Funds

Us. 39.86

Funds
30.09

- IRRF 1 2.44
- Other 3.52

| Iraq Security Forces Fund
5.7 PL.109-13 (5/05)

Development
Fund for Iraq

- Oil Proceeds 9

- Oil for Food (OFF)
- Repatriated Funds
37.21

- IRRF 2 18.439

Seized Funds 0.93 (Cash and confiscated property)
Vested Funds 1.72 (From frozen funds)

billion for Irag’s reconstruction (excluding
pledged bilateral support and humanitarian
aid). The continuing operation of the Iraqi gov-
ernment is funded primarily by oil revenues.
Figure C-1 presents summary information
about sources of funding for Iraq reconstruc-
tion, as of December 31, 2005.

U.S. Appropriated Funds

This appendix provides an accounting of U.S.
appropriated funds under these laws:

o PL.108-11, April 16, 2003

o PL.108-106, November 6, 2003

o PL.108-287, August 5, 2004

e PL.109-13, May 11, 2005

IMF Emergency
Post Conflict
Assistance 0.44

Donor Funds &

Humanitarian Humanitarian Aid
Assistance 0.85
17.81

,/Hrm

Committments

387
Donor Bilateral Assistance
Pledges 1.19
13.94

|:| Public Law 108-11 (April 2003)
I:l Public Law 108-106 (Nov 2003)

IRFFI Commitments ©

[ Pbiic Law 108-287 (sep 2004)

2 USAID funding from PL. 108-11 in addition to $1.818 million received from

FY 2003 IRRF.

b IRMO includes $23.75 million for reporting requirements.

€ As of January 5, 2005; estimate includes non-DFI non-oil revenue of $310 million.
dCY 2005 Iraqi Oil Revenue estimated at $17.46 billion through September 2005.
€ From the UN and World Bank as of December 31, 2005.

Non-U.S. funds are not subject to audit and cannot be verified.

Program numbers affected by rounding.

1.39
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APPENDIX C

U.S. Appropriated Funds

under Public Law 108-11

In April 2003, Congress passed P.L. 108-11 to:

o fund the war in Iraq and to appropriate
money to begin the relief and reconstruc-
tion effort

o establish the Natural Resources Risk
Remediation Fund (NRRRF) “for expenses
necessary, in and around Iraq, to address
emergency fire fighting, repair of damage to
oil facilities and related infrastructure...”

o create the Iraq Freedom Fund (IFF) “for
additional expenses for ongoing military
operations in Iraq...for stability opera-
tions...and for other costs...”

The IFF provided Coalition Provisional
Authority (CPA) operating expenses, trans-
ferring $300 million to NRRRE. The act also
funded additional relief and reconstruction
activities by the Department of State (DoS)

($66 million) and U.S. Agency for Interna-
tional Development (USAID) ($412 million).
Funds were available for obligation through
December 31, 2004. Public Law 108-11 funded
the daily operations of CPA until P.L. 108-

106 was passed in November 2003. Although
CPA ceased operations on June 28, 2004,
contractual payment of obligations resulting
from contracts awarded by the CPA during its
tenure are still being made. Most of the funds
(55%) allocated in P.L. 108-11 were used for
the rehabilitation of Iraqi infrastructure—pri-
marily oil production and electricity genera-
tion. Other major uses include humanitarian
relief, governance initiatives, and health and
social services. Table C-1 provides the status
of PL. 108-11 funds by agency. Tables C-2 and
C-3 provide the status of P.L. 108-11 funds by
program and by objective.

STATUS OF SUPPLEMENTAL APPROPRIATION, P.L. 108-11, AS OF DECEMBER 31, 2005 (Millions)

SOURCE AGENCY APPORTIONED OBLIGATED EXPENDED
NRRRF DoD $802.0 $800.6 $790.6
USAID 1,781.4 1,781.3 1,662.3
DoD IRRF 1 518.3 514.4 501.8
DoS 125.4 125.4 116.0
IRRF 1
Treasury 6.0 6.0 4.8
USTDA 5.0 5.0 2.8
Subtotal 2,436.1 2,432.1 2,287.7
USAID 411.8 391.1 389.1
’;‘L’_”{ IoRsFEL DoS 66.0 66.0 60.4
Subtotal 477.8 457.1 449.5
CPA-OPS 352.4 440.5 406.2
IFF New Iragi Army 51.2 51.2 49.8
Subtotal 403.6 491.7 456.0
Total $4,119.5 $4,181.5 $3,983.8

Note: data not formally reviewed or audited

TABLE C1
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STATUS OF P.L. 108-11 IRRF1 FUNDS BY PROGRAM AND BY USAID STRATEGIC OBJECTIVES,

AS OF DECEMBER 31, 2005 (Millions)

APPENDIX C

AGENCY PROGRAM NAME APPORTIONED OBLIGATED EXPENDED
IRRF1 Funds
Restore Critical Infrastructure $1,124.4 $1,124.4 $1,020.4
Improve Efficiency & Accountability of Government 174.7 174.7 174.7
Food Aid: Office of Food for Peace 124.8 124.8 124.8
Support Education Health and Social Services 118.5 118.5 111.9
Relief: Office of Foreign Disaster Assistance 70.5 70.5 65.1
USAID
Office of Transition Initiatives 69.8 69.7 68.8
Expand Economic Opportunity 65.9 65.9 64.8
Program Support & Development of Gulf Region 18.0 18.0 17.7
Administrative Expenses 14.9 14.9 13.9
Subtotal 1,781.4 1,781.3 1,662.3
Restore Iraq Electricity (RIE) 300.0 299.9 299.9
Restore Iraq Oil (RIO) 166.0 162.7 161.0
DoD
First Responder Network/DIILS 52.3 51.8 40.9
Subtotal 518.3 514.4 501.8
Police/Prison Programs 61.5 61.5 55.5
Relief Efforts 27.0 27.0 26.9
DoS Law Enforcement 24.6 24.6 214
Humanitarian Demining 12.3 12.3 12.3
Subtotal 125.4 125.4 116.0
Technical Assistance 6.0 6.0 4.8
Treasury
Subtotal 6.0 6.0 4.8
U.S. Trade and Technical Assistance/Training 5.0 5.0 2.8
Dev. Agency Subtotal 5.0 5.0 2.8
Total IRRF1 Funds $2,436.1 $2,432.1 $2,287.6

Note: data not formally reviewed or audited

TABLE C2

Commander’s Assistance

Programs under Public Laws
108-106, 108-287, and 109-13
Military assistance programs continue to play

a vital role in the reconstruction of Iraq. In a
secure environment, area commanders can
develop the necessary relationships with Iragi
civic leaders to initiate crucial projects. Initially
funded with Iraqi assets [seized assets and

Development Fund for Iraq (DFI) monies], the
Commander’s Emergency Response Program
(CERP) received its first U.S. appropriated
funds in November 2003, with the passage of
PL. 108-106. Subsequent additional funding
for CERP was provided under section 9007

of PL.108-287. Later amendments to this act
brought the total to $718 million. In addi-
tion, the Iraqi Transitional Government (ITG)
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STATUS OF P.L. 108-11 NRRRF AND NON-IRRF1 FUNDS BY PROGRAM AND BY USAID STRATEGIC
OBJECTIVES, AS OF DECEMBER 31, 2005 (Millions)

AGENCY PROGRAM NAME APPORTIONED OBLIGATED EXPENDED
NRRRF Funds
DoD Restore Iraq Oil (RIO) $802.0 $800.6 $790.6
Total NRRRF Funds $802.0 $800.6 $790.6
Non-IRRF1 Funds
Food Aid: Office of Food for Peace $138.1 $118.5 $117.7
USDA? 106.8 106.8 106.8
Restore Critical Infrastructure 51.6 51.6 51.6
Support Education Health and Social Services 34.0 34.0 33.8
Relief: Office of Foreign Disaster Assistance 331 32.2 31.6
USAID Operating Expenses 23.7 235 233
Program Support & Development of Gulf Region 10.6 10.6 10.6
Improve Efficiency & Accountability of Government 8.9 8.9 8.9
Expand Economic Opportunity 5.0 5.0 5.0
Subtotal 411.8 391.1 389.1
Coalition Support 66.0 66.0 60.4
DoS
Subtotal 66.0 66.0 60.4
Total Non-IRRF1 Funds $477.8 $457.1 $449.5

Note: data not formally reviewed or audited
2 Funds appropriated to the U.S. Department of Agriculture, then transferred to USAID

TABLE C3

IRAQ CERP PROGRAM TOTALS FY 2004-2005, AS OF DECEMBER 31, 2005 (Millions)

FUND SOURCE

TOTAL PROGRAM

CuMULATIVE FUNDS

CUMULATIVE FUNDS

FUNDING OBLIGATED DISBURSED
Seized Assets $180.19 $178.48 $177.40
U.S. Appropriated FY 2004 P.L. 108-106 $140.00 $137.37 $128.22
U.S. Appropriated FY 2005
P.L. 108-287
P.L. 108-375 $718.00 $716.01 $445.19
P.L. 108-447
P.L. 109-13
DFI $368.11 $360.15 $353.20
Total $1,406.30 $1,392.01 $1,104.01

Note: data not formally reviewed or audited

TABLE C4
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SELECTED CERP PROJECTS BY TYPE, 15" QUARTER ENDING DECEMBER 31, 2005

PRojec TvPe Pl PRoke o Fowss
Agriculture 2 0 $189,450
Battle Damage Repair 21 5 $392,500
Civic Cleanup Activities 25 6 $364,877
Civic Support Vehicles 1 1 $480,400
Condolence Payments 167 57 $3,280,280
Economic, Financial, and Management Improvements 10 0 $324,630
Education 74 14 $4,075,547
Electricity 109 14 $6,765,349
Food Production and Distribution 6 2 $88,531
Healthcare 23 9 $1,758,611
Infrastructure Hardening 1 1 $21,000
Irrigation 4 0 $269,043
Other Humanitarian or Reconstruction 53 17 $11,522,130
Repair of Civic or Cultural Facilities 15 5 $395,155
Rule of Law and Governance 87 43 $5,586,936
Telecommunication 68 5 $5,589,623
Transportation 60 14 $3,870,777
Water and Sanitation 95 19 $20,634,455
Total 821 212 $65,609,294

Note: data not formally reviewed or audited

TABLE C5

funded a similar CERP-equivalent program,
which was not subject to U.S. oversight.

COMMANDER’S EMERGENCY
RESPONSE PROGRAM

CERP is a program that coalition military
commanders can use to rapidly respond to
urgent humanitarian, relief, and reconstruc-

tion needs in their geographic areas of respon-

sibility. Specifically exempt from the Federal
Acquisition Regulation (FAR), CERP projects
are relatively small—less than $500,000—and
meet these kinds of needs:

repair and refurbishment of water and
sewer lines

cleaning of highways through removal of
waste and debris

transportation of water to remote villages
purchase of equipment for local police
stations

upgrade of schools and clinics

purchase school supplies

remove ordnance from public places
(including schools)

refurbish playgrounds, youth centers,
libraries, other recreational facilities, and
mosques
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CHRRP AND ITG FUNDS, AS OF DECEMBER 31, 2005 (Millions)

FUND SOURCE

TOTAL PROGRAM

CUMULATIVE FUNDS CUMULATIVE FUNDS

FUNDING OBLIGATED DISBURSED
CHRRP Projects $84.00 $83.69 $49.13
ITG Projects $136.00 $128.66 $98.93
Total $220.00 $212.35 $148.06

Note: data not formally reviewed or audited

TABLE C6

The aim of CERP is more tactical than
strategic, with a focus on smaller-scale, highly
visible projects that yield immediate benefits
and nurture positive relations with the local
populace. The Iraqi CERP program received
$140 million in U.S. FY 2004 funds and has
received to date $718 million from FY 2005
money (PL. 108-287, as amended). For a sum-
mary of CERP expenditures, see Table C-4.

Table C-5 provides a profile of selected
CERP projects funded by U.S. appropriations,
and a small segment of those funded by the
DFI.

COMMANDERS HUMANITARIAN RELIEF AND
RECONSTRUCTION PROGRAM AND IRAQI
RECONSTRUCTION ASSISTANCE PROGRAM

In response to an Iraqi demand to match the
Iraqi Interim Government (IIG) grants for
CERBP, a separate program, the Command-

ers Humanitarian Relief and Reconstruction
Program (CHRRP), was created. CHRRP was
funded out of IRRF 2 monies, requiring adher-
ence to the FAR. The IIG, which is now the
ITG, initially funded CHRRP for $86 million in
response to a U.S. request. This was increased
by an additional $50 million on December 30,
2004. The U.S.-provided matching CHRRP
fund was initially set at $86 million; however,
this was adjusted to $84 million in February
2005. ITG projects must be selected from a
project list approved by the ITG and the Multi-

C-6 | SPECIAL INSPECTOR GENERAL FOR IRAQ RECONSTRUCTION

National Force-Iraq (MNF-I). For a summary
of CHRRP and ITG data, see Table C-6.

In the July 2005 Section 2207 Report, DoS
reported that the U.S. government made $241
million available for coordination with the
Provincial Reconstruction Development
Committees (PRDC) for these programs:
 $80 million for CERP
o $161 million for the USAID-administered

Community Action Program
o USAID Local Governance Program funds

The October 2005 Section 2207 Report
indicated that a great deal of coordination with
PRDCs took place over the last few months, as
determinations were made as to which projects
were approved for local areas. In particular, the
Ministry of Construction has continued to pro-
ceed with implementation of the $72 million
IRRF grant for construction of eight major road
and bridge projects around Iraq.

APPORTIONED COMMITTED ~ OBLIGATED

DISBURSED

Figure C-2
STATUS OF FUNDING
$ Billions
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IRRF2 PROGRAM STATUS, AS OF JANUARY 4, 2006 (millions)

2207 REPORT

SECTOR SPENDING PLAN APPORTIONED  COMMITTED  OBLIGATED EXPENDED
Security & Law Enforcement $5,020.6 $5,020.6 $4,948.3 $4,782.2 $4,097.1
Electric Sector 4,309.8 4,077.2 3,832.9 3,052.3 1,799.0
Water Resources and Sanitation 2,131.1 1,819.1 1,585.0 1,433.1 695.1
Justice, Public Safety, and Civil Society 2,255.0 2,255.0 2,183.9 2,074.0 1,327.8
Oil Infrastructure 1,723.0 1,723.0 1,683.9 1,403.4 657.8
EZ‘\’;TE:;‘:?{ Employment 7953 7953 793.5 7823 556.2
Health Care 786.0 786.0 727.3 633.9 344.7
Transportation and

Telecommunications 508.5 508.5 446.3 396.7 209.5
Projects

Eggcgg\‘l’:r'n"a‘fc”egees' Human Rights, 363.0 363.0 339.0 3348 198.7
Roads, Bridges, and Construction 333.7 333.7 291.0 262.4 159.0
Administrative Expense 213.0 213.0 151.0 151.0 57.5
Total by Sector $18,439.0 $17,894.4 $16,982.1 $15,306.1 $10,102.4
Construction 9,723.0 8,393.8 5,046.0
Non-construction 6,290.8 5,944.5 4,402.2
Democracy 968.2 967.9 654.2
Total by Program $16,982.0 $15,306.2 $10,102.4

TABLE C7

IRRF 2 Funds under
Public Law 108-106

As of January 4, 2006, the IRRF 2 totals
reported by the Resource Management Office

On November 6, 2003, Congress passed P.L. were:

108-106 to provide $18.4 billion for IRRF2to  « $17.89 billion had been apportioned
address the extensive requirements for Iraq (97.05%)

reconstruction identified during the summer + $16.98 billion had been committed
and fall of 2003. The act mandates specific (92.10%)

sector aid funding totals, with limitations on
the transfer of funds among sectors without
congressional notification or, in the case of
larger modifications, without congressional
approval. Apportioned funds are restricted to
five departments or agencies: the Department
of Defense (DoD), DoS, USAID, Department
of the Treasury (Treasury), and the Depart-
ment of Health and Human Services (HHS).

o $15.31 billion had been obligated (83.01%)
o $10.10 billion had been expended (54.79%)

Figure C-2 shows the current totals for
IRRF 2.

Of the $17.89 billion that have been appor-
tioned, slightly more than $10 billion of the
funds have been apportioned to construction
projects, $6 billion have been apportioned
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to non-construction projects, and nearly $1
billion have been apportioned for democracy
building.

The current funding status for IRRF 2—with
corresponding commitments, obligations,
and expenditures—is outlined in Table C-7.
Appendix D details IRRF apportionments by
agency.

IRRF FUNDING CHANGES

Since September 2004, a number of major
reallocation efforts have occurred. On Decem-
ber 31, 2004, the first major reallocation shifted
$1.94 billion from the Water and Sanitation
sector and $1.07 billion from the Electricity
sector to the Security sector ($1.8 billion), the
Justice sector ($461 million), the Education
sector ($80 million), and the Private Employ-
ment Development sector ($660 million).
An additional $450 million were reallocated
entirely within the Oil sector.

In December 2004, an additional $457 mil-
lion were reallocated to meet emerging needs

in the Electricity sector ($211 million) and to
provide post-battle damage reconstruction
and rehabilitation in Sadr City, Najaf, Samarra,
and Fallujah ($246 million). In March 2005,
an additional $832 million were reallocated
for management initiatives. The management
initiatives included money for operations and
maintenance programs at various power and
water plants, urgent work in the Electrical
and Oil sectors, and cost growth incurred by
design-build contractors.

The DoS§ July 2005 Section 2207 Report
reallocated $255 million for PRDC,
security forces, and election support. In the
DoS October Section 2207 Report, $63 million
in program reallocations were dedicated to
three program activities that required
congressional notification. In preparation for
the December elections, $35 million were
reallocated to increase short-term work
opportunities for Iragis in several areas.
Another $15 million were reallocated to
increase awareness regarding civil society,
electoral, and constitutional processes. In

FINANCIAL STATUS OF IRAQ SECURITY FORCES FUND, P.L. 109-13, AS OF JANUARY 2, 2006 (uiltions)

SECTOR APPORTIONED COMMITTED OBLIGATED DISBURSED
Ministry of Defense Forces

Sustainment $500.0 $348.0 $229.0 $126.0
Infrastructure 942.0 706.0 553.0 186.0
Equipment and Transportation 1,499.0 728.0 435.0 59.0
Training and Operations 110.0 71.0 38.0 9.0
Ministry of Interior Forces

Sustainment 179.0 86.0 55.0 20.0
Infrastructure 197.0 148.0 95.0 29.0
Equipment and Transportation 176.0 95.0 68.0 24.0
Training and Operations 754.0 617.0 389.0 165.0
Quick Response Fund 125.0 62.0 59.0 28.0
TOTAL $4,482.0 $2,861.0 $1,921.0 $646.0
TABLE C8

C-8 | SPECIAL INSPECTOR GENERAL FOR IRAQ RECONSTRUCTION



AGENCY-SPECIFIC IRRF-FUNDED OPERATING EXPENSES, AS OF DECEMBER 31, 2005 (Millions)

APPENDIX C

AGENCY FY 2005 FY 2005 FY 2005 FY 2004 FY 2004 FY 2004
APPROPRIATED OBLIGATED EXPENDED  APPROPRIATED OBLIGATED EXPENDED

DoD® $12.80 $12.80 $11.90° $198.90 $198.90 $52.62
USACE $0.05 $0.04 $0.442 $12.58 $9.33 $6.41
Treasury $0 $0 $0 $0.00 $0.00 $2.08
DHS $3.95 $2.46 $2.46 - - -
DoJ¢ $61 $75.09 $63.01 $75.00 $12.54 $6.24
Dos¢ NA $2.71 $2.15 NA $3.01 $2.47
HHS $0 $0 $0 $0 $0 $0
DoT $0 $0 $0 $0 $0 $0
DoC $0 $0 $0 $0 $0 $0
Dol $0 $0 $0 $0 $0 $0
USDA $0 $0 $0 $0 $0 $0
IRRF2 IRRF2 IRRF2 IRRF1 IRRF1 IRRF1

Appropriated Obligated Expended Appropriated Obligated Expended

USAID® $154.20 $153.42 $133.54 $38.55 $38.47 $37.34

Note: Data not formally reviewed or audited. These operating expenses do not include mission-direct operating expenses.
2The majority of FY 2005 operating expenses cover PCO campus rehabilitation, which will be reclassified as reconstruction

assets by 2007. This does not include logistics costs directed in FY 2005 by OMB as program costs for goods.

PFY 2005 expenditures include funds disbursed from FY 2004 obligated.

‘Includes partial update only from

Dol.

4 Figures provided for DoS INL only. Allocated figures not available.
¢ USAID reported information by fund type, not by fiscal year.

TaBLE C9

STATUS OF SUPPLEMENTAL IRAQ RECONSTRUCTION FUNDING, P.L. 108-106,
AS OF DECEMBER 31, 2005 (Millions)

SOURCE APPROPRIATED APPORTIONED COMMITTED OBLIGATED EXPENDED
IRRF2 $18,439.0 $17,894.4 $16,968.1 $15,263.9 $10,061.6
CPA-OPS 768.8 768.7 0.0 0.0 0.0
IRMO 139.2 139.2 139.0 139.0 123.7
SIGIR 75.0 443 0.0 0.0 0.0
Total $19,422.0 $18,846.6 $17,107.1 $15,402.9 $10,185.3
TaBLE C10
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addition, $3 million helped to increase
participation by women in the political
process. The balance was dedicated to an
electricity transmission project in the
governorate of Suleimaniyah.

U.S. Appropriated Funds under
Public Law 109-13: Iraq Security
Forces Fund

PL. 109-13 provided $5.7 billion for the Iraq
Security Forces Fund, to remain available until
December 31, 2006. This law supports the
Multi-National Security Transition
Command-Iraq (MNSTC-I), funding the
provision of equipment, supplies, services,
training, facility and infrastructure repair,
renovation, and construction. The Secretary of
Defense is authorized to transfer these funds to
appropriations for military personnel,
operations and maintenance, and other pur-
poses. The status of these funds is described in
Table C-8.

Operating Expenses

Under PL. 108-106, as amended, SIGIR

is required to report information on the
operating expenses funded by IRRF for U.S.
government agencies or departments involved
with the reconstruction of Iraq. Table C-9
provides the status of operating funds derived
from the IRRF for each agency with opera-
tional activities in Iraq. IRRF funds can be
apportioned only to DoD, DoS§, Treasury,
USAID, and HHS; therefore, other organiza-
tions receive funds only through one of these
five organizations. This table does not include
mission-direct operating expenses.

Since the establishment of U.S. Mission-Iraq
and the transfer of governance authority on
June 28, 2004, various groups involved with
Iraq reconstruction received support from the
budget of U.S. Mission-Iraq. This support is
outside SIGIR’s IRRF reporting requirements.

C-10 | SPECIAL INSPECTOR GENERAL FOR IRAQ RECONSTRUCTION

Since its inception as the Coalition Provi-
sional Authority Inspector General (CPA-IG),
SIGIR has tracked the operational expenses
of CPA. CPA daily operations from April to
November 6, 2003, were initially supported by
the IFE, which was created by P.L. 108-11 in
April 2003. From November 6, 2003, to June
28, 2004, CPA operations were funded from
P.L. 108-106.

As U.S. Mission-Iraq became operational
and the Iraq Reconstruction Management
Office (IRMO) assumed the duties of CPA,
$105.75 million was transferred from CPAs P.L.
108-106 appropriation to DoS to fund these
operations. The status of these transferred
funds is included in Table C-10, as of Decem-
ber 31, 2005. Congress also authorized funding
for CPA-1G operations (now SIGIR) with $75
million from the 2004 Defense-wide operations
and maintenance (O&M) appropriations.

Sources and Uses of Iraq Relief and
Reconstruction Funding: Data
Clarification

SIGIR compiled data on the sources, uses, and
status of Iraq reconstruction funds from The
Office of Management and Budget (OMB),
Defense Finance and Accounting Service, U.S.
Army, DoS, USAID, Treasury, DoD Wash-
ington Headquarters Service, Multi-National
Corps-Iraq, U.S. Trade and Development
Agency, International Monetary Fund, and
World Bank. SIGIR analyzed the data for
reasonableness and consistency across sources
of data. SIGIR did not review or audit the pro-
cesses, controls, or systems in place at the pro-
viding agency or organization. SIGIR accepted
the validity of the data provided and believes
that the presentation of sources and uses of
funds in this report is a reasonable compilation
of the status of Iraq relief and reconstruction
funding through December 31, 2005 (unless an
alternative date is noted).
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APPENDIX D: IRRF APPORTIONMENTS BY AGENCY

Iraq Relief and Reconstruction Fund
Apportionments by Agency
This appendix presents a table detailing the
apportionment of Iraq Relief and Reconstruc-
tion Fund (IRRF) monies, by agency. The
source of this data is the Office of Management
and Budget (OMB) and reflects both the new
Section 2207 Report allocations requested by
the Department of State (DoS) and the latest
round of OMB apportionment.
As of December 31, 2005, OMB appor-
tioned these IRRF funds as follows:
e Department of Defense (DoD), $13.07 bil-
lion (70.88% of the $18.439 billion total)
e U.S. Agency for International Development
(USAID), $3.00 billion (16.28%)

Figure D-1

OMB APPRORTIONED FUNDS

$ Billions

e DoS, $1.21 billion (6.6%)

e Department of Treasury (Treasury), $391
million (2.12%, including $352.7 million in
Iraqi debt relief)

e United States Institute of Peace (USIP), $10
million (.05%)

Figure D-1 shows OMB-apportioned IRRF
funds.

UsIP 0.01
Total Treasury 0.39
17.68 DoS 1.21
USAID 3.00
DOD 13.07
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APPENDIX E

APPENDIX E: IRAQI FUNDS

This appendix provides an update on Iraqi
funds used for reconstruction. It includes
information on these categories of funds:
o seized

o vested

o Development Fund for Iraq (DFI)
 Oil-for-Food (OFF) Program

Iraqi funds available for reconstruction

can be grouped into three categories—seized,

vested, and DFI deposits:

o Seized funds are former Iraqi regime mon-
ies confiscated by coalition forces

o Vested funds are Iraqi funds in U.S. banks
that were frozen by executive order, vested
in the U.S. Department of Treasury (Trea-
sury), and authorized for use to benefit the
people of Iraq

o The DFI was created by the Coalition
Provisional Authority (CPA), and the Unit-
ed Nations (UN) concurred in May 2003
(UNSCR 1483). The DFI contains proceeds
from Iraqi oil sales, repatriated assets from
the United States and other nations, and
deposits from unencumbered OFF program
funds. Since the transfer of governance
authority to the Iraqi Interim Government
(IIG) on June 28, 2004, total deposits to the
DFI can only be estimated, because
the Special Inspector General for Iraq
Reconstruction (SIGIR) does not have
access to information on the status of DFI
monies now under the control of the Iraqi
government. DFI totals for funds obligated
and disbursed are not available. The DFI
provides funds for the Iraqi National Bud-
get, primarily from current oil sales

SEIZED FUNDS

Coalition military forces seized $926.8 million

in funds from the former Iraqi regime. Virtu-

ally all of the seized funds have been allocated.

Current Defense Finance and Accounting

Service (DFAS) accounting data indicate that

$898.4 million (96.9%) were obligated and

$869.5 million (93.8%) expended as of Decem-

ber 31, 2005. U.S. Army accounting officials

have not reconciled or fully audited the totals

for seized funds. Most seized assets were used

for:

o non-ministry repairs and humanitarian
assistance

o Iraqi ministry operations

o Rapid Regional Response Program (RRRP
or R3P)

« Commander’s Emergency Response Pro-
gram (CERP)

o fuel products (propane, diesel, heating oil,
etc.) for the Iraqi people

For a detailed list of seized funds program
expenditures, see Table E-1.

VESTED FUNDS

In response to a UN resolution passed after the
Persian Gulf War, the United States froze Iraqi
assets (UNSCR 661, August 1990; Presidential
Executive Order 12817 of October 23, 1992).
Presidential Executive Order 13290 of March
20, 2003, vested frozen funds for use in Iraq.
As of December 31, 2005, $1.724 billion had
been transferred for use in Iraq, of which
$1.707 billion (99%) had been obligated, and

JANUARY 30, 2006 | REPORT TO CONGRESS | E-1
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SEI1ZED CURRENCY, AS OF DECEMBER 31, 2005

PROGRAM CATEGORY

CEILINGS

OBLIGATIONS

DISBURSEMENTS

Non-ministry Repair/Reconstruction/ Humanitarian Assistance

$317,775,547

$317,721,698

$289,877,607

Ministry Operations

$268,551,462

$262,732,709

$262,720,899

Brigade Commanders Discretionary Fund & CERP $200,128,000 $199,201,009 $198,364,443
Benzene and Liquid Propane Gas Purchase $90,000,000 $87,219,622 $87,219,622
Stipend Pay $45,000,000 $30,837,109 $30,837,109
Iragi Constitutional Convention IT Support $3,823,000 $0 $0
Ministry of Finance-MANPADS Weapons Buyback Program $1,500,000 $715,325 $457,225
Undistributed Disbursements

Total $926,778,009 $898,427,472 $869,476,905
TABLE E-1

$1.689 billion (98%) had been expended,
according to current accounting records pro-

vided by DFAS.
Vested funds are used primarily for:

o Iraqi civil servant salaries, pensions, and

individual relief payments
o Iraqi ministry operations
o repair and reconstruction

Although most frozen Iraqi assets were
vested and sent to Iraq, a balance of $396.6

VESTED ASSETS, AS OF DECEMBER 31, 2005

PROGRAM CATEGORY

million remained. The U.S. government trans-

ferred $208.6 million to the DFI and set aside

$128 million for perfected judgments.

For a detailed list of expenditures from

vested funds, see Table E-2.

DEVELOPMENT FUND FOR IRAQ

The DFI was established by CPA with UN con-
currence in May 2003 to serve as the primary

financial vehicle to channel revenue from Iraqi

CEILINGS

OBLIGATIONS

DISBURSEMENTS

Salaries Regular Payments Iraqi

$1,009,825,000

$1,009,274,635

$1,006,383,958

Ministry Operations

$375,555,000

$364,457,311

$356,818,300

Non Ministry Repair

$129,532,000

$125,685,360

$120,571,956

Regular Pension Payments $99,510,000 $99,509,995 $99,509,995
Salaries Emergency Payments $79,924,000 $78,841,040 $78,826,590
Mobile Radios (Emergency) $15,800,000 $15,800,000 $15,424,582
Hospital Generators $9,000,000 $9,000,000 $8,197,645
Emergency Projects <200k $2,475,000 $2,474,705 $2,474,705
Fire Stations $2,186,000 $1,239,965 $1,094,965
Stipend Pay $190,000 $89,480 $0
Other Salaries Special Workers $134,000 $133,620 $133,620
Total $1,724,131,000 $1,706,506,111 $1,689,436,316
TABLE E-2

E-2 | SPECIAL INSPECTOR GENERAL FOR IRAQ RECONSTRUCTION



oil sales, unencumbered OFF deposits, and
repatriated Iraqi assets to the relief and recon-
struction of Iraq.

DFI TRANSITION SUB-ACCOUNT

When the IIG assumed governance authority,
responsibility for the DFI sub-account was
transferred to the Chief of Mission on June 28,
2004. SIGIR no longer has access to or visibil-
ity of DFI account status, beyond the portion
of DFI authorized by the Iraqi Minister of
Finance for the U.S. government to disburse
against DFI-funded contracts awarded by the
CPA.

Before the transfer of governance author-
ity to the IIG, the administration of contracts
awarded by the CPA from DFI funds was
delegated to the U.S. government. A separate
sub-account, the “Central Bank of Iraq/Devel-
opment Fund for Iraq/Transition,” was created
at the Federal Reserve Bank of New York, to
enable payment for work on those contracts.
In addition to the Federal Reserve funds, cash
has been provided to enable payment in Iraq
for those projects that require this method of
payment.

APPENDIX E

On June 15, 2004, the Iraqi Minister of
Finance designated the Director of the Pro-
gram Management Office (PMO), now the
Project and Contracting Office (PCO), to
administer and make payments on those DFI
contracts that:

o were entered into before June 28, 2004
o were not secured by a letter of credit
o did not exceed the limit of $800 million

This initial limit was intended as a first
step toward continuity for these contracts, as
their overall liability substantially exceeds this
amount. The Minister of Finance increased
the amount provided to the DFI transition
sub-account to meet contract obligations at his
discretion.

A total of $217.7 million of DFI cash that
was in the possession of CPA officials when
governance transferred to the Iraqi Transi-
tional Government (ITG) was retained for
payment of DFI obligations. An additional $84
million of Iraqi funds passed through
the DFI sub-account to U.S. military units
to fund a matching grant by the ITG
[Commanders Humanitarian Relief and
Reconstruction Program (CHRRP)]. This

DFI TRANSITION SUB-ACCOUNT DEPOSITS, AS OF DECEMBER 31, 2005 (Millions)

TRANSFER/DEPOSIT DATE AMOUNT
Starting Balance for DFI Sub-account 06/28/2004 $800.00
Transfer of Vested Funds into the DFI to Buy Specific Letters of Credit 08/17/2004 3.33
Transfer of Vested/Seized Funds to the DFI to Buy Specific Letters of Credit 08/31/2004 18.04
Request $400M Increase 09/20/2004 400.00
Transfer of Seized Funds to DFI to Buy Specific Letters of Credit 10/8/2004 0.45
Request $800M Increase 11/23/2004 800.00
Request $800M Increase 12/24/2004 800.00
Interest Earned & Posted by Federal Reserve Bank? 12/31/2005 11.10
Total $2,832.92

Note: data not formally reviewed or audited

2Includes prior period interest of $5.59M + current period interest of $5.51M. Interest earned on account balances is

credited to Iraqi Transitional Government fund (See Table E-4).

TABLE E-3
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DFl SUB-ACCOUNT FUND STATUS, AS OF DECEMBER 2005 (millions)

SOURCES OF FUNDS BANK CASH
Beginning Balance $800.00 $217.70
New Income Additional IIG Funds $2,027.32

Total $2,827.32 $217.70
Uses of Funds Bank Cash
Allocated and Paid $2,023.18 $174.60
Allocated and Unpaid $103.93 $0.00
DFI Balance $700.73 $43.10
TABLE E-4

transfer was executed for ease of currency
disbursement and is not part of the execution
of DFI sub-account contracts.

In December 2004, outstanding DFI sub-
account liabilities were estimated at $3.5 bil-
lion. After subtracting the $3.017 billion pro-
vided by the ITG, there remained an unfunded
liability of $486.8 million. In the April 2005
Section 2207 Report, the Department of State
revised this liability to $42 million. Table E-4
provides the December 31, 2005 DFI fund bal-
ance of $43.1 million.

OTHER IRAQI POTENTIAL REPATRIATED
FUNDS

The ITG retains primary responsibility for
seeking worldwide recovery, under UN resolu-
tions, of Iraqi assets frozen in response to past
actions of the former regime. The U.S. govern-
ment continues to actively assist the ITG in

its search and recovery effort, but no longer
has access to information on recovered asset
balances.

THE OIL-FOR-FOOD PROGRAM
The UN OFF program traded Iraqi oil for
goods and services (primarily food) to alleviate

suffering caused by the UN embargo on Iraqi
oil exports. The program’s oil sales operation

E-l‘. | SPECIAL INSPECTOR GENERAL FOR IRAQ RECONSTRUCTION

began in December 1996, and its last oil sales
occurred in March 2003—just before Opera-
tion Iraqi Freedom began. Food distribution
was interrupted during hostilities. On May 22,
2003, the UN lifted its sanctions and gave the
OFF program six months to conclude opera-
tions. On November 21, 2003, the UN OFF
program officially ended.

In March 2005, the UN released unaudited
financial statements for calendar year 2004,
but not for calendar year 2003. This omission
precludes any substantive further analysis
because activities in 2003 included vital sur-
plus uncommitted OFF funds to the DFI when
previously obligated amounts become available
as unexecuted letters of credit expire. As of
June 30, 2004, $8.6 billion was transferred to
the DFI from the OFF program ($8.1 billion
while under U.S. control). The ITG is now
responsible for the oversight of OFF contracts.
The ITG will decide which contracts will be
allowed to expire unexecuted or partially
executed, and which will be honored with the
delivery of goods and services already paid for
by OFF past revenues.
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APPENDIX F: DONOR FUNDS

This appendix provides an update on interna-

tional financial support pledged to Iraq. The

funds described in this section include:

e donor funds

e humanitarian aid

e bilateral aid

e International Reconstruction Fund Facility
for Iraq (IRFFI)

e World Bank, International Monetary Fund
(IMF), and Loan Programs

e Iraqi debt relief

In response to the relief and reconstruc-
tion requirements in Iraq, many countries
and several international organizations have
donated aid. At the Madrid Donor Confer-
ence in October 2003, non-U.S. donor nations
and international organizations pledged $13.5
billion for the medium-term reconstruction of
Iraq (2004-2007). Since then, periodic donor
meetings have been held to coordinate inter-
national activities and implementation of the
Madrid pledges. Donors met in Abu Dhabi,
Doha, Tokyo, and last summer at the Dead Sea,
Jordan.

Table F-1 provides a comprehensive list of
the Madrid pledges. Individual donor nations
pledged approximately $8.4 billion for recon-
struction aid, supplementing their previous
humanitarian aid. The World Bank and IMF
pledged the balance in aid through loans.

At the most recent donor conference in
Jordan, donors reiterated their support for the
reconstruction program and welcomed the
introduction of an Iraqi-led donor coordina-
tion mechanism. At the next, meeting to take

place early this year, position papers will be
circulated to donor nations by the Minister

of Planning, the World Bank, and the United
Nations (UN). The papers will outline the
donors’ potential role in support of a new con-
stitutional government in Iraq.

Humanitarian Aid

In the immediate aftermath of Operation Iraqi
Freedom, various countries and UN organiza-
tions provided $849 million in humanitarian
aid through December 2003 (excluding U.S.
and Oil-for-Food assistance). This aid was not
counted as part of the Madrid Donor Confer-
ence reconstruction pledge amounts.

Bilateral Aid

Bilateral project aid is provided directly from a
donor country to Iraq. As of December 2005,
the Department of State (DoS) estimates that
approximately $1.5 billion in bilateral project
assistance has been donated to Iraq. This does
not include about $1.3 billion in contributions
by these donors to the multilateral trust fund
for Iraq. In addition, the IMF has also dis-
bursed $436 million for a total of $3.2 billion
in bilateral project aid. Much of the bilateral
aid has been donated by Japan, the largest
non-U.S. donor. Highlights of individual donor
country activities are included in the DoS Sec-
tion 2207 Report of October, 2005. The time
period applicable for Madrid Donor Confer-
ence pledges is 2004-2007. The change of Iraqi
governance authority on June 28, 2004, led sev-
eral Persian Gulf nations to initiate discussions
with Iraqi authorities about fulfilling their
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PLEDGES OF RECONSTRUCTION AID TO IRAQ BY COUNTRY, AS OF DECEMBER 31, 2005

DONOR UPDATED PLEDGES
Australia $45,590,000
Austria 5,480,000
Belgium 5,890,000
Bulgaria 640,000
Canada 187,470,000
China 25,000,000
Cyprus 120,000
Czech Republic 14,660,000
Denmark 26,950,000
Estonia 80,000
Finland 5,890,000
Greece 3,530,000
Hungary 1,240,000
Iceland 2,500,000
India 10,000,000
Iran 10,000,000
Ireland 3,530,000
Italy 235,620,000
Japan 4,914,000,000
Korea 200,000,000
Kuwait 2 565,000,000
Lithuania 30,000
Luxembourg 2,360,000
Malta 27,000
Netherlands 9,420,000
New Zealand 3,350,000
Norway 12,870,000
Oman 3,000,000
Pakistan 2,500,000
Qatar 100,000,000
Saudi Arabia 500,000,000
Slovenia 420,000
Spain 220,000,000
Sri Lanka 75,500
Sweden 33,000,000
Turkey 50,000,000
United Arab Emirates 215,000,000
United Kingdom 452,330,000
Vietnam 700,000
Subtotal 7,868,272,500
European Commission ' 518,119,988
Subtotal 8,386,392,488
International Financial Institutions

IMF (low range) 2,550,000,000
World Bank (low range) 3,000,000,000
Subtotal 5,550,000,000
Total (without the United States) $13,936,392,488

! Includes additional January 2005 pledge of 200 million Euros (approximately $260 million), not yet formally committed to
UNDG or World Bank Iraqi Trust Fund.

2 Includes $65M in additional pledges from Kuwait.
Note: data not formally reviewed, audited, or verified

TABLE F-1
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Madrid pledges. Furthermore, the recent elec-
tion of the current Iraqi government provides
an opportunity for the Gulf States to develop
the personal relationships that may encourage
action.

International Reconstruction Fund
Facility for Iraq

In addition to the direct bilateral aid, much

of the assistance pledged by individual nation
states is being channeled through international
organizations. The Madrid conference estab-
lished IRFFI to give donor countries a multilat-
eral channel for their assistance to Iraq.

IRFFI has two trust funds, one administered
by the World Bank and the other by the United
Nations Development Group (UNDG). These
two trust funds are the primary delivery mech-
anisms for multilateral aid to Iraq. A Facility
Coordination Committee coordinates the
two trust funds. The committee, which meets
monthly, includes members of the World Bank
and UNDG. A member of the IMF participates
as an observer.

As of December 2005, these are the current
commitments to the two trust funds:

o $457.9 million committed to the World

Bank trust fund
o $928.0 million committed to the UNDG

APPENDIX F

trust fund

These are the deposits to the funds:

o $450.2 million deposited with the World
Bank

+ $900.3 million deposited with the UNDG

A donor committee, with representatives
from each government that has contributed at
least $10 million to IRFFI, meets semiannually
to provide oversight and approve programs
and priorities. The committee also may have
one or two members—chosen by consensus
from among donor nations—whose contribu-
tions are less than $10 million.

The IRFFI UNDG trust fund developed
a strategic planning framework, organized
around seven functional area “clusters,” in
which various UN-specialized agencies work
together under a cluster lead agency. The cur-
rent seven clusters reflect a streamlining of the
UN’s original eleven clusters. Table F-2 shows
the funding amount by cluster, combined with
one Emergency Response Project.

Detailed project and program descriptions
for the World Bank Iraq Trust Fund (WBITF)
and UNDG can be found at the IRFFI web-
site: http://www.irfli.org. The site also includes
detailed donor conference information.

FUNDING OF UN IRAQ RECONSTRUCTION CLUSTERS, AS OF DECEMBER 31, 2005

UN CLUSTER FUNDED AMOUNT
Agriculture, Food Security, Environment and Natural Resource Management $86,406,525
Education & Culture 116,763,153
Governance & Human Development 43,719,804
Health & Nutrition 85,996,174
Infrastructure Rehabilitation 228,896,302
Refugees, IDPs & Durable Solutions 17,857,515
Support to Electoral Process 174,771,470
Emergency Response Project 300,000
Total Approved Funding $754,710,943

Note: data not formally reviewed, audited, or verified

TABLE F-2
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ToTAL IRRFI DONOR CONTRIBUTIONS AND WORLD BANK IRAQ TRUST FUND ALLOCATIONS

COMMITMENTS DEPOSITS

DoNoR

WORLD BANK UNITED NATIONS WoORLD BANK UNITED NATIONS
Australia $16,400,000 $13,457,000 $16,100,000 $13,457,000
Australia (Dept. of Immigration) N/A 3,292,000 N/A 3,292,000
Belgium N/A 1,321,000 N/A 1,321,000
Canada 22,300,000 46,400,000 22,300,000 46,400,000
Denmark N/A 10,046,000 N/A 4,526,000
European Commission 151,800,000 283,724,000 149,800,000 266,615,000
European Commission (RRM)' N/A 25,142,000 N/A 23,573,000
European Commission (Human Rights)’ N/A 7,307,000 N/A 6,937,000
Finland 2,600,000 6,234,000 2,600,000 6,234,000
Greece' N/A 3,901,000 N/A 764,000
Iceland 1,000,000 500,000 1,000,000 500,000
India? 5,000,000 5,000,000 5,000,000 5,000,000
Ireland N/A 1,226,000 N/A 1,226,000
Italy N/A 29,782,000 N/A 29,782,000
Japan 130,000,000 360,951,000 130,000,000 360,951,000
Luxembourg N/A 200,000 N/A 200,000
Luxembourg N/A 1,037,000 N/A 1,037,000
Korea 3,000,000 11,000,000 3,000,000 11,000,000
Kuwait 5,000,000 5,000,000 5,000,000 5,000,000
The Netherlands 6,200,000 6,697,000 6,200,000 6,697,000
New Zealand N/A 2,361,000 N/A 2,361,000
Norway 6,800,000 7,009,000 4,500,000 7,009,000
Qatar 5,000,000 5,000,000 2,500,000 5,000,000
Spain 20,000,000 20,000,000 20,000,000 20,000,000
Sweden 5,400,000 10,622,000 5,800,000 10,622,000
Turkey 1,000,000 200,000 0 200,000
United Kingdom 71,400,000 55,542,000 71,400,000 55,542,000
United States 5,000,000 5,000,000 5,000,000 5,000,000
Total** $457,900,000 $927,951,000 $450,200,000 $900,246,000

'USD equivalent of commitments not yet deposited are estimates based on UN Operational Exchange rates.

2Agreement letter signed for U.S. $2.5 million. Actual pledge is U.S. $5.0 million.
3Figures deposited may vary from figures initially pledged due to fluctuation of the exchange rate between the dollar, the
currency in which the pledge was made, and over the time from when the pledge was made until the date of deposit.

“Deposit figures reported by the World Bank as of 12/14/2005; UN as of 12/31/2005

Note: data not formally reviewed, audited or verified

TABLE F-3

Although current commitments to the
IRFFI total about $1.39 billion, donor nations
pledged more than $8 billion at the Madrid
Donor Conference. Another approximately
$1.53 billion is the bilateral aid already dis-
bursed by countries such as Japan, the United
Kingdom, Spain, and Canada. Of the undis-
bursed amount, about half represents the
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of the top ten pledging countries

pledge by the government of Japan to extend
$3.5 billion in concessionary loans for Iraq
reconstruction. The remaining $1.7 billion, to
be disbursed by 2007, comes mainly from eight

(excluding Japan and the United Kingdom). As
of December 31, 2005, about $1.35 billion had
been deposited into the IRFFI. Table F-3 sum-



marizes international trust fund commitments
and deposits by country.

IRFFI project oversight remains outside
the Project and Contracting Office (PCO)
program, but efforts between PCO and IRFFI
must be coordinated on all levels. The Iraq
Strategic Review Board (ISRB) and the Iraqi
government serve as central points of coor-
dination to encourage direct communication
between the organizations.

World Bank, International Monetary
Fund, and Donor Loan Programs

In Madrid, the World Bank and IMF pledged
potential assistance packages to Iraq worth
between $5.5 billion and $9.25 billion. Aid to
Iraq from Japan, the largest non-U.S. benefac-
tor, is primarily in the form of a concessional
loan ($3.5 billion). The World Bank currently
envisions an initial lending envelope of $500
million from the International Development
Association (IDA) and $500 million from the
International Bank for Reconstruction and
Development (IBRD) during FY 2004 and FY
2005. During the second week of December
2004, the World Bank country director for Iraq
received a written request for IDA funding.
On December 16, 2004, Iraq cleared its arrears
to the World Bank. As of September 2005, the
World Bank and Iraq agreed in principle on
the projects that would comprise the $500 mil-
lion IDA loan package.

The IMF pledged assistance to Iraq with an
initial $850 million in emergency post-conflict
assistance and follow-up assistance loans of
$850 million to $1.7 billion. On September 29,
2004, the executive board of the IMF approved
a disbursement of approximately $436.3 mil-
lion, denominated in special drawing rights
(SDR). This initial grant of emergency post-
conflict assistance occurred after Iraq settled
its arrears to the fund of SDR 55.3 million
(approximately $81 million U.S.) on September

APPENDIX F

22, 2004. In addition to settling its IMF arrears,
Iraq has paid for an increase in its quota under
the IMF’s Eleventh General Review of Quotas.
Irag’s quota has increased from SDR 504 mil-
lion ($740.1 million U.S.) to SDR 1.19 billion
($1.75 billion U.S.). This quota increase was a
combination of a payment of $251 million in
cash and a non-interest bearing promissory
note for the balance (total payment of $1.08
billion U.S.). Iraq can draw on its quota with
the concurrence of IMF leadership.

The World Bank provides valuable analytical
and administrative support for the reconstruc-
tion of Iraq, including participation in the joint
needs assessment with the UN in October 2003
and administration of WBITE. The World Bank
uses WBITF resources for finance projects and
internally budgeted resources for economic
and sector work, as well as policy advice. The
bulk of the initial round of World Bank proj-
ects has focused on emergency needs, primar-
ily in water supply and sanitation, health care,
and education.

By 2009, the World Bank expects to lend an
additional $2-4 billion beyond its initial set of
loans, but subsequent lending is “predicated
on an optimistic scenario of improvements
in political stability and security, rapid eco-
nomic recovery (including the oil sector), and
generous debt relief;” according to the Interim
Strategy Note of the World Bank Group for
Iraq, January 14, 2004. This document outlined
three objectives for the interim period (the first
six to nine months of 2004):

o prepare and implement emergency opera-
tions to address urgent needs

o Dbuild Iraqi institutional capacity

o lay the groundwork for Iraq’s medium-term
program (2005-2007)

IMEF shares the same concerns and may not

provide the full amount pledged in Madrid if a
sound macroeconomic framework and
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government commitment to key structural
reforms are not place.

Another objective of the WBITF is to build
Iraqi institutional capacity. The first project
($3.6 million), completed in August 2004,
trained 581 Iraqi civil servants from 19
ministries to define and prioritize international
programs of support. The project focused on:
o managing the project cycle
o sector-specific training for Iraqi ministries
o private sector capacity enhancement

In FY 2005, the second Iraqi institutional
capacity building project, funded at $7 million,
trains senior Iraqi policy-makers and technical
specialists in economic reform and transition,
public sector management, and management
of the project cycle. The first private sector
development project ($55 million) is currently
under implementation. This project finances
part of the Iraqi telecommunications infra-
structure and an electronic payment system to
promote direct investment and trade with Iraq,
as well as to support private sector opportuni-
ties.

The third objective, laying the groundwork
for Irag’s medium-term program (2005-2007),
is addressed by internal World Bank resources.
The economic and sector work program is
grouped in three clusters:

o economic reform and transition

o poverty alleviation, safety nets, and social
development

o public sector management

The World Bank, in collaboration with
counterpart Iraqi ministries, is finalizing policy
notes on key issues, which include reforms to
investment climate, state-owned enterprises,
trade, telecommunication sector, financial
sector, the oil and gas sector, as well as social
protection and social safety net structures.
Working versions of the following policy notes
are currently available: Investment Climate,
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Reform of State-Owned Enterprises, Food
Grain Market Reform, and World Trade Orga-
nization Accession.

Iragi Debt Relief
External debt relief is vital to Irag’s reconstruc-
tion and long-term economic health. The
November 21, 2004 agreement between Iraq
and the members of the Paris Club to reduce
Iraq’s $38.9 billion Paris Club debt by 80% was
a crucial first step. More specific terms of the
agreement were outlined in the Special Inspec-
tor General for Iraq Reconstruction (SIGIR)
January 2005 Report. Iraq has committed
to seek comparable treatment from its other
external creditors. The vast majority of those
other creditors are official bilateral creditors
(primarily Gulf States) estimated by the IMF
to hold $67.4 billion in debt. In addition to
official bilateral debt, Iraq owes approximately
$15-20 billion to commercial creditors. The
Iraqi Transitional Government is implement-
ing the initial phase of its commercial debt
restructuring, and continues efforts at reaching
bilateral agreements. Agreements were recently
signed with the United States, Canada, Roma-
nia, Malta, and Italy. The United States and
Malta canceled 100% of their Iraqi claims, and
the others canceled 80% (standard Paris Club
terms under the November 2004 agreement).

On December 23, 2005, the IMF also
approved the first-ever Stand-By Arrangement
for Iraq, designed to support the country’s eco-
nomic program over the next 15 months. This
includes $685 million in financing to assist the
country with improved governance and move-
ment toward a market economy.

More details on Iraqi debt relief are available
at these Web sites:
o http://www.imf.org/external/pubs/ft/

scr/2006/cr0615.pdf
o http://www.iragieconomy.org/home/macro/

debt
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This appendix contains a list of completed audits on Iraq Reconstruction activities from the Spe-
cial Inspector General for Iraq Reconstruction (SIGIR), as of January 30, 2006.

SIGIR AupiTs COMPLETED, AS OF JANUARY 30, 2006
REPORT

# AGENCY NUMBER REPORT TITLE DATE ISSUED

1 SIGIR 04-001 Coalition Provisional Authority Coordination of Donated Funds 06/25/2004

2 SIGIR 04-002 Managgmgnt of Personnel Assigned to the Coalition Provisional 06/25/2004
Authority in Baghdad, Iraq

3 SIGIR 04-003 Leigg]al Deployment Center Forward Operations at the Kuwait 06/25/2004
Task Orders Awarded by the Air Force Center for Environmental

4 SIGIR 04-004 Excellence in Support of the Coalition Provisional Authority 07/28/2004

5 SIGIR 04-005 Award of Sector Design-Build Construction Contracts 07/23/2004

6 SIGIR 04-006 Corporate G_overnance for Contractors Performing Iraq 07/21/2004
Reconstruction Efforts

7 SIGIR 04-007 _OiI For Food Cash Controls for the Office of Project Coordination 07/26/2004
in Erbil, Iraq

8 SIGIR 04-008 Coalition Provisional Authority Control over Seized and Vested 07/30/2004
Assets

. Coalition Provisional Authority Comptroller Cash Management

9 SIGIR 04-009 Controls over the Development Fund for Iraq 07/28/2004
Audit of the Accountability and Control of Materiel Assets of the

10 SIGIR 04-011 Coalition Provisional Authority in Baghdad 07/26/2004

11 SIGIR 04-013 Coalition Provisional Authority’s Contracting Processes Leading 07/27/2004

Up To and Including Contract Award
12 SIGIR 05-001 Coalition Provisional Authority Control of Appropriated Funds 10/22/2004
Accountability and Control of Materiel Assets of the Coalition

13 SIGIR 05-002 Provisional Authority in Kuwait 10/25/2004

14 SIGIR 05-003 Task Order 0044 of the Logistics Civilian Augmentation Program IlI 11/23/2004
Contract

15 SIGIR 05-004 Ove_rsight of Funds Provided to Iragi Ministries through the 01/30/2005
National Budget Process

16 SIGIR 05-005 Com_pllance with antragt l_\lo. W91150-04-C-0003 Awarded to 04/20/2005
Aegis Defence Services Limited

17  SIGIR 05-006 Control of Cash Provided to South-Central Iraq 04/30/2005

18 SIGIR 05-007 ?;:jer;nmstratlon of Iraq Relief and Reconstruction Fund Contract 04/30/2005

19 SIGIR 05-008 ﬁ)o:nl':gw(;stratlon of Contracts Funded by the Development Fund 04/30/2005

20 SIGIR 05-009 Reconciliation of Reporting Differences of the Source of Funds 07/08/2005

Used on Contracts after June 28, 2004

Interim Briefing to the Project and Contracting Office-Iraq and
21 SIGIR 05-010 the Joint Contracting Command - Iraq on the Audit of the Award 07/26/2005
Fee Process
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SIGIR AupITS COMPLETED, AS OF JANUARY 30, 2006

REPORT
#  AGENCY NUMBER REPORT TITLE DATE ISSUED
g Cost-to-complete Estimates and Financial Reporting for the

22 SIGR 05-om Management of the Iraq Relief and Reconstruction Fund 07/26/2005
Policies and Procedures Used for Iraq Relief and Reconstruction

23 SIGR 05-012 Fund Project Management-Construction Quality Assurance 07122/2005

24 SIGIR 05-013 Controls over Equipment Acquired by Security Contractors 09/09/2005

25 SIGIR 05-014 Management of Commander’S Emergency Response Program for 10/13/2005
Fiscal Year 2004

26 SIGIR 05-015 Management of Rapid Regional Response Program Grants in 10/25/2005
South-Centrl Iraq

27 SIGR 05-016 Management of the Con_tracts and Grants used To Construct and 10/26/2005
Operate the Babylon Police Academy

28 SIGIR 05-017 Award Fee Process for Contractors Involved in Irag Reconstruction 10/25/2005
Acquisition of Armored Vehicles Purchased through Contract

29 SIGIR 05-018 W914NS-05-M-1189 10/21/2005
Attestation Engagement Concerning the Award of

30 SIGIR 05-019 Non-competitive Contract DACA63-03-D-0005 to Kellogg 09/30/2005
Brown and Root Services, Inc.
Management of the Contracts, Grant and Micro-purchases Used

31 SIGR 05-020 To Rehabilitate the Karbala Library 10/26/2005

32 SIGIR 05-021 Management of Iraq Relief and Reconstruction Fund Programs 10/24/2005

33 SIGIR 05-022 Managing Sustainment for Iraq Relief and Reconstruction Fund 10/24/2005
Programs

-~ Management of Rapid Regional Response Program Contracts in

34 SIGIR 05-023 South-Central Iraq 01/23/2006

35 SIGIR 05-024 Management of the Mansuria Electrical Reconstruction Project 01/23/2006

36 SIGIR 05-025 Manggement of the Commander’s Emergency Response Program 01/23/2006
for Fiscal Year 2005
Fact Sheet on the Use of $50 Million Appropriation To

37 SIGIR 05-026 Support the Management and Reporting of the Iraq Relief 01/27/2006
and Reconstruction Fund

38 SIGIR 05-027 Methodologies for Reporting Cost-to-complete Estimates 01/27/2006

39 SIGIR 05-028 GRD-PCO Management of the Transfer of IRRF-funded Assets 01/24/2006
to the Iraqi Government

40 SIGIR 05-029 Challenges Faced in Carrying Out Iraq Relief and Reconstruction 01/26/2006

Fund Activities
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SUMMARY OF U.S. OVERSIGHT IN IRAQ

This appendix contains a list of completed « U.S. Agency for International Development
audits, reports, and testimonies on Iraq Office of Inspector General (USAID OIG)
reconstruction activities, as of December 31,
2005, released by the Special Inspector General The audits from this list are further
for Iraq Reconstruction (SIGIR) and these five  categorized according to the sector of the Iraq
agencies: Relief and Reconstruction Fund (IRRF) that
o US. Army Audit Agency (USAAA) they cover and the types of recommendations
o Department of Defense Office of Inspector ~ made.
General (DoD OIG) This appendix does not involve the SIGIR
« Department of State Office of Inspector audits released during this reporting period.
General (DoS OIG) For the most recent SIGIR audits, see the

o Government Accountability Office (GAO) SIGIR Audits Section of this report.
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CONTRACTS

As required in PL. 108-106, Section 3001 (i)(1)(F), as amended, Table I-1 lists contracting actions
funded by the Iraq Relief and Reconstruction Fund that have been entered into the SIGIR Iraq

Reconstruction Information System.
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SECTOR CROSS-REFERENCE

APPENDIX]}

This appendix provides a cross-referenced display of how sectors from the Department of
Defense Project and Contracting Office (DoD PCO), Section 2207 Report by Department of State,
and Public Law 108-106, as amended, are depicted under the SIGIR-defined sectors.

PROPOSED DEFINITIONS OF SIGIR SECTORS (CROSS REFERENCE)

PROPOSED
# SIGIR SECTORS PCO SECTORS 2207 SECTORS PuBLIC LAW 108-106 SECTORS
1 Oil Oil & Gas Oil Infrastructure Oil Infrastructure
Potable Water & Water Resources and s
2 Water Wastewater (PW&W) Sanitation Water Resource and Sanitation
3 Electricity Electrical Electricity Sector Electric
Security & Justice security & Law Security & Law Enforcement
Enforcement
4 Security SMNSTC-1" Justice, Pub Safety,
and Civil Society Justice, Public Safety Infrastructure,
and Civil Society
Democracy
zﬁ;ﬁg;ﬁi:ﬁgr‘f Transportation & Telecommunications
5 Transportation and Transportation &
Communications Communications .
Roads, Brldges, Roads, Bridges, & Construction
& Construction
Health Care Health Care
Education, Refugees, . .
Facilities and Buildings, Health, Human Rights, Education, Refugees, Human Rights,
6 - ! and Governance
Services & Education Governance
Private Sector Private Sector Development
Development
7 Reconstruction N/A Administrative Administrative Expenses

Management

Expenses
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] APPENDIX K

DEPARTMENT OF DEFENSE DIRECTIVE 3000.05 -
MILITARY SUPPORT FOR STABILITY, SECURITY,
TRANSITION, AND RECONSTRUCTION (SSTR)

OPERATIONS

This appendix presents the Department of Defense directive that provides guidance on stability
operations, establishes DoD policy, and resolves conflicting elements of existing DoD issuance.
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Department of Defense

DIRECTIVE

NUMBER 3000.05
November 28, 2005

USD(P)

SUBJECT: Military Support for Stability, Security, Transition, and Reconstruction (SSTR)
Operations

References: (a) Sections 113 and 153 of title 10, United States Code
(b) Strategic Planning Guidance, Fiscal Years 2006-2011, March 2004'
(c) DoD Directive 1322.18, “Military Training,” September 3, 2004
(d) DoD Directive 8910.1-M, “DoD Procedures for Management of Information
Requirements,” June 30, 1998

1. PURPOSE
This Directive:

1.1. Provides guidance on stability operations that will evolve over time as joint operating
concepts, mission sets, and lessons learned develop. Future DoD policy will address these areas
and provide guidance on the security, transition, and reconstruction operations components of
SSTR operations and DoD’s role in each.

1.2. Establishes DoD policy and assigns responsibilities within the Department of Defense
for planning, training, and preparing to conduct and support stability operations pursuant to the
authority vested in the Secretary of Defense under reference (a) and the guidance and
responsibilities assigned in reference (b).

1.3. Supersedes any conflicting portions of existing DoD issuances. Such instances shall be
identified to the office of primary responsibility for this Directive as listed at web site
hitp.//www.dtic. mil/whs/directives.

2. APPLICABILITY AND SCOPE

This Directive applies to the Office of the Secretary of Defense, the Military Departments, the
Chairman of the Joint Chiefs of Staff, the Combatant Commands, the Office of the Inspector
General of the Department of Defense, the Defense Agencies, the DoD Field Activities, and all

' The Strategic Planning Guidance is classified. For access to the document contact the Director, Executive
Services, refer to document control number OSD 75774-04.
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other organizational entities in the Department of Defense (hereafter referred to collectively as
the “DoD Components™).

3. DEFINITIONS

3.1. Stability Operations. Military and civilian activities conducted across the spectrum from
peace to conflict to establish or maintain order in States and regions.

3.2. Military support to Stability, Security, Transition and Reconstruction (SSTR).
Department of Defense activities that support U.S. Government plans for stabilization, security,
reconstruction and transition operations, which lead to sustainable peace while advancing U.S.
interests.

4. POLICY
It is DoD policy that:

4.1. Stability operations are a core U.S. military mission that the Department of Defense
shall be prepared to conduct and support. They shall be given priority comparable to combat
operations and be explicitly addressed and integrated across all DoD activities including
doctrine, organizations, training, education, exercises, materiel, leadership, personnel, facilities,
and planning.

4.2. Stability operations are conducted to help establish order that advances U.S. interests
and values. The immediate goal often is to provide the local populace with security, restore
essential services, and meet humanitarian needs. The long-term goal is to help develop
indigenous capacity for securing essential services, a viable market economy, rule of law,
democratic institutions, and a robust civil society.

4.3. Many stability operations tasks are best performed by indigenous, foreign, or U.S.
civilian professionals. Nonetheless, U.S. military forces shall be prepared to perform all tasks
necessary to establish or maintain order when civilians cannot do so. Successfully performing
such tasks can help secure a lasting peace and facilitate the timely withdrawal of U.S. and
foreign forces. Stability operations tasks include helping:

4.3.1. Rebuild indigenous institutions including various types of security forces,
correctional facilities, and judicial systems necessary to secure and stabilize the environment;

4.3.2. Revive or build the private sector, including encouraging citizen-driven, bottom-
up economic activity and constructing necessary infrastructure; and

4.3.3. Develop representative governmental institutions.

JANUARY 30, 2006 | REPORT TO CONGRESS | K-3



APPENDIX K ]

DoDD 3000.05, November 28, 2005

4.4. Integrated civilian and military efforts are key to successful stability operations.
Whether conducting or supporting stability operations, the Department of Defense shall be
prepared to work closely with relevant U.S. Departments and Agencies, foreign governments and
security forces, global and regional international organizations (hereafter referred to as
“International Organizations”), U.S. and foreign nongovernmental organizations (hereafter
referred to as “NGOs”), and private sector individuals and for-profit companies (hereafter
referred to as “Private Sector”).

4.5. Military-civilian teams are a critical U.S. Government stability operations tool. The
Department of Defense shall continue to lead and support the development of military-civilian
teams.

4.5.1. Their functions shall include ensuring security, developing local governance
structures, promoting bottom-up economic activity, rebuilding infrastructure, and building
indigenous capacity for such tasks.

4.5.2. Participation in such teams shall be open to representatives from other U.S.
Departments and Agencies, foreign governments and security forces, International
Organizations, NGOs, and members of the Private Sector with relevant skills and expertise.

4.6. Assistance and advice shall be provided to and sought from the Department of State and
other U.S. Departments and Agencies, as appropriate, for developing stability operations
capabilities.

4.7. The Department of Defense shall develop greater means to help build other countries’
security capacity quickly to ensure security in their own lands or to contribute forces to stability
operations elsewhere.

4.8. Military plans shall address stability operations requirements throughout all phases of an
operation or plan as appropriate. Stability operations dimensions of military plans shall be:

4.8.1. Exercised, gamed, and, when appropriate, red-teamed (i.e., tested by use of
exercise opposition role playing) with other U.S. Departments and Agencies.

4.8.2. Integrated with U.S. Government plans for stabilization and reconstruction and
developed when lawful and consistent with security requirements and the Secretary of Defense’s
guidance, in coordination with relevant U.S. Departments and Agencies, foreign governments
and security forces, International Organizations, NGOs, and members of the Private Sector.

4.9. The Department of Defense shall support indigenous persons or groups — political,
religious, educational, and media — promoting freedom, the rule of law, and an entrepreneurial

economy, who oppose extremism and the murder of civilians.

4.10. DoD intelligence efforts shall be designed to provide the optimal mix of capabilities to
meet stability operations requirements, taking into account other priorities.
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4.11. Stability operations skills, such as foreign language capabilities, regional area
expertise, and experience with foreign governments and International Organizations, shall be
developed and incorporated into Professional Military Education at all levels.

4.12. Information shall be shared with U.S. Departments and Agencies, foreign governments

and forces, International Organizations, NGOs, and the members of the Private Sector supporting
stability operations, consistent with legal requirements.

5. RESPONSIBILITIES

5.1. The Under Secretary of Defense for Policy, in coordination with the Chairman of the
Joint Chiefs of Staff, shall:

5.1.1. Develop stability operations policy options for the Secretary of Defense.

5.1.2. Coordinate DoD relations with the Department of State’s Office of the
Coordinator for Reconstruction and Stabilization (hereafter referred to as “S/CRS”) or any
successor organization.

5.1.3. Represent the Secretary of Defense in discussions on stability operations policy
and strategy with other U.S. Departments and Agencies, including S/CRS, foreign governments,
International Organizations, NGOs, and members of the Private Sector.

5.1.4. Identify DoD-wide stability operations capabilities and recommend priorities to
the Secretary of Defense.

5.1.5. Submit a semiannual stability operations report to the Secretary of Defense,
developed in coordination with responsible DoD Components. This report shall:

5.1.5.1. Identify tasks necessary to ensure the Department of Defense implements the
responsibilities prescribed in this Directive; and

5.1.5.2. Evaluate the Department of Defense’s progress in implementing this
Directive using the measures of effectiveness directed herein.

5.1.6. Develop a list of countries and areas with the potential for U.S. military
engagement in stability operations in consultation with relevant DoD Components and U.S.
Departments and Agencies. This list shall be submitted semiannually to the Secretary of
Defense and the Chairman of the Joint Chiefs of Staff.

5.1.7. Ensure stability operations are incorporated into the strategic policy guidance for

the preparation and review of contingency plans the Secretary of Defense provides to the
Chairman of the Joint Chiefs of Staff pursuant to Section 153 of reference (a).
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5.1.8. Create a stability operations center to coordinate stability operations research,
education and training, and lessons-learned.

5.1.9. Develop a process to facilitate information sharing for stability operations among
the DoD Components, and relevant U.S. Departments and Agencies, foreign governments and
security forces, International Organizations, NGOs, and members of the Private Sector while
adequately protecting classified information and intelligence sources and methods, in
coordination with relevant DoD and non-DoD entities (such as the Director of National
Intelligence).

5.1.10. Develop measures of effectiveness that evaluate progress in achieving the goals
of subparagraphs 5.1.6. through 5.1.9.

5.2. The Under Secretary of Defense for Intelligence (USD(I)) shall:

5.2.1. Ensure DoD intelligence and counterintelligence capabilities are developed to
support stability operations, in coordination with relevant U.S. Government intelligence entities
and DoD Components.

5.2.2. Ensure the availability of suitable intelligence and counterintelligence resources
for stability operations, including the ability to rapidly stimulate intelligence gathering and
assign appropriately skilled intelligence and counterintelligence personnel to such missions.

5.2.3. Support the Combatant Commanders’ development of intelligence support plans
and intelligence campaign plans, in coordination with the Chairman of the Joint Chiefs of Staff.

5.2.4. Ensure intelligence career paths attract and retain the quantity and quality of
skilled intelligence personnel required for stability operations, in coordination with the
Secretaries of the Military Departments and the Under Secretary for Personnel and Readiness
(USD(P&R)).

5.2.5. Coordinate with the Chairman of the Joint Chiefs of Staff, the relevant Combatant
Commanders, and members of the U.S. intelligence community to ensure the effective use and

employment of intelligence activities and resources in stability operations.

5.2.6. Develop measures of effectiveness that evaluate progress in achieving the goals of
subparagraphs 5.2.1. through 5.2.5., in coordination with the USD(P).

5.3. The Under Secretary of Defense for Personnel and Readiness shall:

5.3.1. Identify personnel and training requirements for stability operations and evaluate
DoD progress in developing forces to meet those requirements, according to DoD Directive
1322.18 (reference (c)).

5.3.2. Develop a joint and combined stability operation training policy that promotes
interoperability with relevant U.S. Departments and Agencies, foreign governments and security

K-6 | SPECIAL INSPECTOR GENERAL FOR IRAQ RECONSTRUCTION



] APPENDIX K

DoDD 3000.05, November 28, 2005

forces, International Organizations, NGOs, and members of the Private Sector, in coordination
with the Chairman of the Joint Chiefs of Staff.

5.3.3. Develop methods to recruit, select, and assign current and former DoD personnel
with relevant skills for service in stability operations assignments, and recommend necessary
changes to laws, authorities, and regulations related thereto.

5.3.4. Develop opportunities for DoD personnel to contribute or develop stability
operations skills by:

5.3.4.1. Undertaking tours of duty in other U.S. Departments and Agencies,
International Organizations, and NGOs;

5.3.4.2. Participating in non-DoD education and training programs relevant to
stability operations; and

5.3.4.3. Learning languages and studying foreign cultures, including long-term
immersion in foreign societies.

5.3.5. Develop opportunities for personnel from other U.S. Departments and Agencies,
foreign governments, International Organizations, and NGOs to participate, as appropriate, in
DoD training related to stability operations.

5.3.6. Identify personnel with skills required to support intelligence campaign plans, in
coordination with the USD(I) and the Combatant Commanders.

5.3.7. Ensure DoD medical personnel and capabilities are prepared to meet military and
civilian health requirements in stability operations.

5.3.8. Develop measures of effectiveness that evaluate progress in achieving the goals of
subparagraphs 5.3.1. through 5.3.7., in coordination with the USD(P).

5.4. The Under Secretary of Defense for Acquisition, Technology, and Logistics
(USD(AT&L)) shall:

5.4.1. Ensure research, development, and acquisition programs provide the Department
of Defense with robust stability operations capabilities compatible with relevant U.S.
Departments and Agencies, foreign governments, and International Organizations.

5.4.2. Streamline acquisition processes for science, technology, and products used in
stability operations by encouraging acquisition planning and the training of DoD personnel in

rapid acquisition processes.

5.4.3. Ensure stability operations capabilities are a key focus of the Defense Science and
Technology planning, programming, and budgeting process, including the ability to identify pre-
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conflict indicators of instability and collect information on key ethnic, cultural, religious, tribal,
economic and political relationships, and non-military security forces.

5.4.4. Ensure logistics support policies, procedures, and products are in place to support
stability operations.

5.4.5. Identify technologies available through the Department of Defense, the U.S.
Government, and off-the-shelf Private Sector programs that could bolster U.S. stability
operations capabilities and direct those technologies into rapid demonstration, experimentation,
and fielding.

5.4.6. Ensure oversight of contracts in stability operations and ensure U.S. commanders
deployed in foreign countries are able to secure contract support rapidly.

5.4.7. Develop measures of effectiveness that evaluate progress in achieving the goals of
subparagraphs 5.4.1. through 5.4.6., in coordination with the USD(P).

5.5. The Under Secretary of Defense Comptroller shall:

5.5.1. Ensure the Planning, Programming, Budgeting, and Execution process addresses
resource requirements for stability operations

5.5.2. Institutionalize procedures to achieve rapid distribution of funding, goods, and
services, with appropriate accountability safeguards, by U.S. commanders deployed in foreign

countries in support of stability operations.

5.5.3. Develop measures of effectiveness that evaluate progress in achieving the goals of
subparagraphs 5.5.1. and 5.5.2., in coordination with the USD(P).

5.6. The Assistant Secretary of Defense for Public Affairs shall:

5.6.1. Ensure Defense Information School activities support stability operations training
and education for DoD public affairs professionals.

5.6.2. Design and articulate DoD visual information requirements to support stability
operations.

5.6.3. Ensure American Forces Information Service activities support stability
operations.

5.6.4. Develop measures of effectiveness that evaluate progress in achieving the goals of
subparagraphs 5.6.1. through 5.6.3., in coordination with the USD(P).
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5.7. The Assistant Secretary of Defense for Networks and Information Integration shall:

5.7.1. Ensure effective information exchange and communications among the DoD
Components, U.S. Departments and Agencies, foreign governments and security forces,
International Organizations, NGOs, and members of the Private Sector involved in stability
operations, in coordination with the USD(P) and the USD(AT&L).

5.7.2. Develop processes that shorten the acquisition period for communications
capabilities, including in-country indigenous capabilities, in coordination with the USD(AT&L).

5.7.3. Assist the USD(AT&L) in nominating science and technologies for information
exchange and communications that support stability operations into rapid demonstration,

experiment, and fielding.

5.7.4. Develop measures of effectiveness that evaluate progress in achieving the goals of
subparagraphs 5.7.1. through 5.7.3., in coordination with the USD(P).

5.8. The Chairman of the Joint Chiefs of Staff shall:

5.8.1. Identify stability operations capabilities and assess their development.

5.8.2. Develop stability operations joint doctrine in consultation with relevant DoD
Components, U.S. Departments and Agencies, foreign governments and security forces,
International Organizations, NGOs, and members of the Private Sector.

5.8.3. Support the USD(P) and appropriate U.S. Departments and Agencies through
participation in U.S. Government and multinational stability operations planning processes.

5.8.4. Provide annual training guidance that addresses stability operations capabilities
and analyze training results.

5.8.5. Develop curricula at joint military education and individual training venues for the
conduct and support of stability operations, in coordination with the Secretaries of the Military
Departments and the Commander, U.S. Special Operations Command.

5.8.6. Ensure instructors and students from other U.S. Departments and Agencies are
able to attend DoD schools to receive or provide instruction on stability operations, in
coordination with the USD(P&R).

5.8.7. Ensure that U.S. Armed Forces have the training, structure, processes, and
doctrine necessary to train, equip, and advise large numbers of foreign forces in a range of
security sectors, in coordination with the Secretaries of the Military Departments.

5.8.8. Develop measures of effectiveness that evaluate progress in achieving the goals of
subparagraphs 5.8.1. through 5.8.7. and report on force readiness for stability operations, in
coordination with the USD(P).
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5.9. The Commanders of the Geographic Combatant Commands, through the Chairman of
the Joint Chiefs of Staff, shall:

5.9.1. Designate an appropriate military officer as the Joint Force Coordinating
Authority for Stability Operations to ensure proper emphasis is given to preparing for stability
operations. The Joint Force Coordinating Authority for Stability Operations shall:

5.9.1.1. Identify stability operations requirements.

5.9.1.2. Incorporate stability operations into military training, exercises, and
planning, including intelligence campaign plans and intelligence support plans.

5.9.1.3. Engage relevant U.S. Departments and Agencies, foreign governments and
security forces, International Organizations, NGOs, and members of the Private Sector in
stability operations planning, training, and exercising, as appropriate, in coordination with the
Chairman of the Joint Chiefs of Staff and the USD(P).

5.9.2. Conduct intelligence campaign planning for stability operations, in coordination
with the USD(I). These intelligence campaign plans shall be tested and shall include, at a
minimum:

5.9.2.1. Information on key ethnic, cultural, religious, tribal, economic and political
relationships, non-military security forces, infrastructure, sanitation and health structure,
munitions facilities, border controls, and customs processes.

5.9.2.2. Requirements for the order of battle, open source data, and numbers of
personnel with appropriate language and cultural skills and proficiency levels.

5.9.2.3. Means to meet these requirements by specifying particular national and DoD
intelligence capabilities.

5.9.3. Submit stability operations ideas and issues to Commander, U.S. Joint Forces
Command (USJFCOM), for further exploration as part of the joint experimentation program.

5.9.4. Develop measures of effectiveness that evaluate progress in achieving the goals of
subparagraphs 5.9.1. through 5.9.3., in coordination with the USD(P).

5.10. The Commander, U.S. Joint Forces Command, through the Chairman of the Joint
Chiefs of Staff, shall:

5.10.1. Explore new stability operations concepts and capabilities as part of the joint
concept development and experimentation program, in coordination with the USD(P) and the
Chairman of the Joint Chiefs of Staff.
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5.10.2. Develop organizational and operational concepts for the military-civilian teams
described in paragraph 4.5. including their composition, manning, and sourcing, in coordination
with relevant DoD Components, U.S. Departments and Agencies, foreign governments,
International Organizations, NGOs, and members of the Private Sector.

5.10.3. Establish, design, and conduct experiments to identify innovative ideas for
stability operations, in coordination with the Combatant Commanders, the Secretaries of the
Military Departments, the USD(P), and the Chairman of the Joint Chiefs of Staff.

5.10.4. Support Combatant Commander stability operations training and ensure forces
assigned to USJFCOM are trained for stability operations.

5.10.5. Gather and disseminate lessons-learned from stability operations.

5.10.6. Participate in the Defense Science and Technology planning process to ensure
stability operations requirements are supported by Defense Technology Objectives and
Advanced Concept Technology Demonstrations (ACTDs). Recommend sponsors for ACTDs as
appropriate.

5.10.7. Participate in the Defense Operational Test and Evaluation planning process to
ensure stability operations requirements are supported by Joint Test and Evaluations (JT&Es)
programs. Recommend sponsors for JT&Es as appropriate.

5.10.8. Develop Joint Public Affairs capabilities for stability operations.

5.10.9. Develop measures of effectiveness that evaluate progress in achieving the goals
of subparagraphs 5.10.1. through 5.10.8., in coordination with the USD(P).

5.11. The Secretaries of the Military Departments and the Commander, U.S. Special
Operations Command, in coordination with the Chairman of the Joint Chiefs of Staff and the
USD(P), shall each:

5.11.1. Appoint a senior officer to lead stability operations initiatives.
5.11.2. Develop stability operations capabilities.

5.11.3. Ensure curricula in individual and unit training programs and service schools
prepare personnel for stability operations, in coordination with the USD(P&R) and the Chairman
of the Joint Chiefs of Staff.

5.11.4. Ensure Foreign Area Officer, Enlisted Regional Specialist, Civil Affairs, Military
Police, Engineer, and Psychological Operations programs develop the quantity and quality of
personnel needed for stability operations.

5.11.5. Support stability operations joint concept development, experimentation, and
capability development.
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5.11.6. Ensure research, development, and acquisition programs address stability
operations capabilities and are integrated, in coordination with the USD(AT&L).

5.11.7. Support interagency requests for personnel and assistance to bolster the
capabilities of U.S. Departments and Agencies to prepare for and conduct stability operations as
appropriate, in coordination with the USD(P).

5.11.8. Ensure Public Affairs programs effectively support stability operations.

5.11.9. Develop measures of effectiveness that evaluate progress in achieving the goals
of subparagraphs 5.11.1. through 5.11.8., in coordination with the USD(P).

5.12. The Heads of the DoD Components with responsibilities assigned in this Directive
shall provide semiannual reports to the USD(P) and the Chairman of the Joint Chiefs of Staff on
the relevant measures of effectiveness identified in this Directive.

6. INFORMATION REQUIREMENTS

The reporting requirements in this Directive have been assigned a Report Control Symbol
DD-POL(SA)2207 according to DoD 8910.1-M (reference (d)).

7. EFFECTIVE DATE

This Directive is effective immediately.
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