SPECIAL INSPECTOR GENERAL FOR IRAQ RECONSTRUCTION

Congress created SIGIR to provide independent oversight of U.S. funds used

for the reconstruction of Iraq 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 American
taxpayers informed about problems, deficiencies, and recommendations for
corrective action relating to the administration of programs and operations

Stuart W. Bowen, Jr., was appointed Inspector General in January 2004. This past September,
the IG returned from his thirteenth trip to Iraq to review progress on the reconstruction effort.

The Year of Transition Enters the Fourth Quarter

Foremost among the challenges confronting transition this quarter was the U.S.

governments effort to ensure the obligation of remaining money in the Iraq Relief
and Reconstruction Fund (IRRF) by the September 30, 2006 statutory deadline. As of

October 18, 2006, SIGIR had
yet to obtain complete infor-
mation on this effort, but it
appears that the goal of full
and effective obligation of the
IRRF was met.

Challenges Confronting Transition
As the U.S.-led phase of Iraq reconstruction
nears its conclusion, it is vital that the Iraqi
government attract broader international
donor and private-sector support to finance continued
development and reconstruction efforts. The Iraqi govern-
ment faces several serious challenges to this endeavor.

DETERIORATING SECURITY SITUATION
Continued violence and the resulting lack of security have
seriously impeded progress on reconstruction programs,
causing construction delays, preventing travel to project
sites, increasing security costs, and endangering the lives
of contractors. Baghdad suffered the most acute security
problem this quarter. The electricity sector was especially
hard hit. Recent attacks on power lines providing electric-
ity to Baghdad isolated the capital from the national power
grid, and power-line repair continues to be difficult. Iraq’s
Minister of Electricity recently stated:

Every day | send repair teams, but they can’t get to the area:

there are too many insurgents...I've spoken to [everyone]

...no one can help.

WEAK IRAQI CAPITAL BUDGET EXECUTION

The execution of the Iraqi capital budget for 2006 is well
behind schedule. Many government ministries, particularly
the Ministry of Oil, are seemingly unable to obligate capital

Water storage facility at the Al Kasik Military Training Base

funds to programs and projects. SIGIR is concerned that,
unless the Iragi government demonstrates an ability to
spend its own funds more effectively, international donors
will likely be reluctant to provide further financial support
to Iraq.

TRANSPARENCY AND THE FIGHT AGAINST CORRUPTION
SIGIR continues to support Iraq’s anticorruption institu-
tions. This quarter, SIGIR worked to build support for

the Board of Supreme Audit, the Commission on Public
Integrity, and the inspectors general of the Iraqi ministries.
Without visible and authoritative oversight, corruption
could derail Iraqs efforts to rebuild and sustain itself.

INCOMPLETE TRANSFER OF U.S. ASSETS

TO IRAQI MINISTRIES

The asset recognition and transfer process, begun in 2005 to
catalogue and transfer IRRF assets to the Iraqi government,
appears to have broken down. The Iraqi government and
the U.S. Embassy must work together to complete the asset
transfer process and ensure that Iraq is in a position to take
responsibility for IRRF facilities and inventories.
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SPECIAL INSPECTOR GENERAL FOR IRAQ RECONSTRUCTION

Continued violence and the resulting lack of security have seriously impeded progress
on reconstruction programs, causing construction delays, preventing travel to project
sites, increasing security costs, and endangering the lives of contractors.

The Need for Continued U.S. Assistance

In SIGIRs view, any future relief and reconstruction funding
for Iraq should be tied to specific actions by the Iraqi govern-
ment to meet concrete milestones and political and econom-
ic benchmarks. Providing a portion of future U.S. assistance
through conditional loans should be considered.

RULE-OF-LAW EFFORTS NEED DO) EXPERTISE

U.S. support of rule-of-law reform in Iraq has been frag-
mented and has not taken full advantage of the expertise and
resources of the Department of Justice (DoJ). Do]J should
have a greater role in developing the strategic approach in
this key area.

PROVIDE THE PROVINCIAL RECONSTRUCTION TEAMS
(PRTs) MORE PERSONNEL AND RESOURCES
The PRTs were created to help build local governance capac-
ity in Iraqg’s provinces and to help identify, prioritize, and
implement U.S.-funded projects.
Four concerns about the PRT program emerged from
SIGIR’s audit:
1) DoD and DoS need to clarify their respective responsi-
bilities to the PRT mission.
2) The PRTs need more resources and appropriate personnel.
3) Security concerns continue to inhibit the work of most
PRTs.
4) The PRTs require more funding and more time to accom-
plish the mission.

BUILD THE CAPACITY OF THE IRAQI MINISTRIES

SIGIR is concerned that the current capacity-building efforts
in Iraq might not be adequate to ensure that IRRF-funded
infrastructure projects are effectively managed and main-
tained after transfer to the Iraqi government. Because there
is no generally agreed-on baseline for the capacity of the
Iraqi ministries, it is difficult to measure the results of the
U.S.-funded capacity-building programs.

PROMOTE THE INTERNATIONAL COMPACT FOR IRAQ

The International Compact for Iraq is intended to create a
partnership that commits the Iragi government to specific
reforms. In return, the international community will commit
to supporting Iraq’s recovery program, including a five-year
goal of financial self-sufficiency.

Notable SIGIR Activities this Quarter

SIGIR continues to apply a balanced approach to provide
insight, foresight, and oversight (through audit and non-
audit activities) to organizations working on reconstruction
projects both in Iraq and those who support these organiza-
tions outside Iraq.

AUDITS

Among the eight audit reports issued by SIGIR this quar-
ter, two addressed Iraq Security Forces logistics. They were
requested by the Chairman of the Senate Armed Services
Committee. Another audit examined the overhead costs of
the largest IRRF contractors. For executive summaries of
these and other audits, see Section 3 of the SIGIR Quarterly
Report.

INSPECTIONS

SIGIR inspectors have now completed 65 project assess-
ments, including the 9 project assessments executed this
quarter. In addition, 96 limited on-site inspections and 220
aerial assessments have been completed to date. Most IRRF
projects that SIGIR assessed this quarter met contractual
specifications, although problems with contractor perfor-
mance and quality assurance resulted in deficiencies at some
sites, most notably at the Baghdad Police College.

INVESTIGATIONS

SIGIR continues to field the largest number of U.S. criminal
fraud investigators in Iraq and has formed a new interagency
task force to investigate contract fraud. SIGIR has 92 open
cases; 25 of those are at DoJ, and many are in the final stages
of prosecution. Four cases have resulted in convictions and
are currently pending sentence.

Financial Impact of SIGIR Operations

SIGIR audits—which have secured cost savings, recovery

of funds, improved use of funds, challenged payments, and
recommendations for improved property accountability—
have provided a net potential beneficial impact of approxi-
mately $405.1 million. Recommendations by SIGIR inspec-
tions could potentially increase Iraq’s annual oil revenues by
$1.278 billion. SIGIR investigators have seized or recovered
$11.69 million.
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I am pleased to submit to the Congress, Secretary Rice, Secretary Rumsfeld, and the American people, the
11th Quarterly Report from the Special Inspector General for Iraq Reconstruction (SIGIR). SIGIR’s mission, in
simple terms, is to account for U.S. taxpayer funds invested in the reconstruction of Iraq. As this Report indi-
cates, that accounting reveals a mixed story, with many successful projects completed while others fall short.
This story underscores the importance of ensuring that the next phase of Iraq reconstruction stays on track.
SIGIR remains committed to doing its part toward achieving that goal. Of significant note, the Department of
State continues to provide exemplary support for the reconstruction mission and SIGIR’s oversight of it.
The work for this Report was executed primarily in Iraq by the nearly 60 auditors, inspectors, and investi-
gators who accomplish SIGIR’s mission with diligence, skill, and integrity. The Report provides summaries of
eight audits that focus on a variety of compelling issues and present a number of significant findings, including:
o Progress in the important Provincial Reconstruction Team program has been hampered by security prob-
lems and resource limitations.

o Overhead costs for design-build contractors were high in 2004 because of delays between the mobilization
of these contractors and the actual start of construction work.

o A contractor sought to limit SIGIR’s oversight this quarter by improperly using the proprietary informa-
tion exception to the Federal Acquisition Regulation.

At the request of the Chairman of the Senate Armed Services Committee, SIGIR’s auditors completed a
review of logistics capability training for Iraq’s Security Forces. SIGIR found that certain areas need improve-
ment, particularly within the Ministry of Interior, before Iraq can be deemed ready to sustain its security
forces.

SIGIR inspectors continued their visits across Iraq this quarter to assess the quality of construction activity.
Some projects failed to meet expectations usually because of inadequate oversight. More frequently, however,
SIGIR inspectors found projects that succeeded because management had executed effective quality assurance
programs. The 65 inspection reports produced by SIGIR to date yield an unsurprising axiom: effective quality
assurance and quality control programs at project sites produce success.

SIGIR investigators continued to make progress on a broad spectrum of cases this quarter. Although many
of those cases arose from alleged wrongful conduct that occurred during the days of the Coalition Provisional
Authority (CPA), an increasing number of new cases have their genesis in post-CPA activity. Of note, 25 SIGIR
cases are at the Department of Justice under prosecution; two defendants pleaded guilty this quarter to fraud.
SIGIR investigations initiated a new task force in early October to enhance efforts to root out fraud in Iraq with
a variety of agencies participating, including the Federal Bureau of Investigation.

The Iraq relief and reconstruction program has entered the fourth quarter in this Year of Transition. Section
1 of the Report contains SIGIR’s observations about this development, emphasizing several urgent matters that
require action:

. Security must be improved in Baghdad for reconstruction to progress.

. Iraq’s ministries must better execute their capital budgets.

. The ministries’ collective governance capacity must be enhanced.



. The International Compact for Iraq must energize broad donor support for Iraq’s further
relief and reconstruction.

Section 2 of this Report provides SIGIR’s sector-by-sector analyses of reconstruction; Section 3
summarizes SIGIR’s audits, inspections, and investigations; and Section 4 provides reporting on other
agencies’ oversight activity.

SIGIR is working closely with the Department of Defense’s Business Transformation Agency
(BTA), created by Deputy Secretary of Defense Gordon England and led by Deputy Undersecretary of
Defense Paul Brinkley. This extremely important endeavor aims to catalyze private sector development
in Iraq through international contracting. The strategy for success in Iraq has a significant economic
component, and the BTA promises to be a big part of that solution.

The John Warner National Defense Authorization Act, which became law this quarter, expanded
SIGIR’s mandate and defined an end-date for SIGIR’s oversight mission. The Act states that, in addi-
tion to its existing jurisdiction, SIGIR now has oversight of all FY 2006 funds for Iraq reconstruction.
Further, the Act provides that SIGIR’s oversight role will terminate on October 1, 2007, followed by a
three-month transition of operations to other inspectors general. SIGIR and the inspectors general of
the Department of State, Department of Defense, and the U.S. Agency for International Development
will collaborate on a transition plan, which must be submitted to the Congress by April 2007.

I am gratified to report that on October 24, 2006, the President’s Council on Integrity and Effi-
ciency awarded SIGIR the Gaston L. Gianni, Jr. Better Government Award. SIGIR was given the award
“for demonstrating determination and courage in providing independent oversight and unbiased
review of the United States’ reconstruction efforts in Iraq. SIGIR’ efforts greatly increased the public’s
confidence in government by detecting fraud, waste, and abuse, while also providing recommenda-
tions on policies to promote economy, efficiency, and effectiveness in the reconstruction of Iraq.
SIGIR continues to perform its mission under difficult and dangerous circumstances, exemplifying the
highest ideals of government service as envisioned by the tenets of the Inspector General Act and the
values of their mission: integrity, honesty, and dedication”

I was proud to accept this award on behalf of all the dedicated members of the SIGIR team in
Baghdad and Arlington, who earned this well-deserved recognition through their continued

professionalism, productivity, and perseverance.

Submitted October 30, 2006.

Y0 Geusect

Stuart W. Bowen, Jr.
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SIGIR SUMMARY OF PERFORMANCE
FEBRUARY 1, 2004 — OCTOBER 30, 20062

AupIT
Reports Issued 73
Recommendations Issued 243

Dollars Saved

$10,900,000°

Financial Benefit of SIGIR Audits

$405,140,000°

INSPECTIONS

Project Assessments Issued 65
Limited On-site Assessments Issued 926
Satellite Imagery Products Created 220

Financial Benefit of SIGIR Inspections

$1,436,900,000

INVESTIGATIONS

Investigations Initiated 256
Investigations Closed or Referred 164
Open Investigations 92
Arrests 5
Convictions 4
Value of Funds Seized and Recovered $17,841,304
HOTLINE CONTACTS

Fax 13
Telephone 61
Walk-in 109
E-mail 290
Mail 25
Referrals 25
Total Hotline Contacts 523
NON-AUDIT PRODUCTS

Congressional Testimony 8
Lessons Learned Reports Issued 2

2 For details on financial benefits, see Appendix B.

b As of June 30, 2006.
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THE YEAR OF TRANSITION ENTERS

THE FOURTH QUARTER

This 11th Quarterly Report from the Special
Inspector General for Iraq Reconstruction
(SIGIR) covers a period of significant activity
fraught with challenge and filled with transi-
tional events.

The quarter’s most notable transitional event
was the U.S. government’s effort to ensure that
the money remaining in the Iraq Relief and
Reconstruction Fund (IRRF) was fully obli-
gated by the statutory deadline of September
30, 2006. During an early August hearing on
U.S. contracting in Iraq, Senate Committee on
Homeland Security and Governmental Affairs
Chairman Susan Collins raised concerns with
SIGIR about potential waste in the “race to
obligate” Thus, SIGIR monitored this process

throughout the quarter, issuing a quick reac-
tion audit on improper IRRF obligations in late
September. For an executive summary of this
audit, see Section 3.

As of October 18, 2006, most U.S. agencies
had not yet provided SIGIR with complete
data on the status of IRRF obligations. The
Joint Contracting Command-Iraq/Afghani-
stan, however, reported that it effectively had
executed its plan to obligate the IRRF within its
purview by the September 30, 2006 deadline.
Some flexibility remains with regard to IRRF
funds. They can still be de-obligated from one
project and re-obligated to another, as
necessary, until the end of FY 2007.

CHALLENGES CONFRONTING TRANSITION

Reaching the IRRF obligation deadline empha-
sizes that the U.S.-funded phase of Irag’s relief
and reconstruction has entered its concluding
stages. The Government of Iraq’s (GOI) suc-
cess in building on the foundation established
by the U.S. relief and reconstruction program
will now depend in part on the GOT’s ability to
attract more support from other donors and
the private sector.

In the last Quarterly Report, SIGIR termed
the next phase of the reconstruction program
the “multilateral phase” To that end, negotia-

tions continue on the International Compact
for Iraq, which will generate more financial
support from and active participation by the
broader international community.

For transition to succeed, the GOI must
improve security, especially in Baghdad.
GOI progress on national reconciliation
and strengthening its rule-of-law system are
essential elements to resolving the serious and
continuing security crisis that plagues Iraq.
With respect to reconciliation and rule of law,
there exists a particular problem in Baghdad:

OCTOBER 30, 2006 | REPORT TO CONGRESS | 3
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all local government offices are held by mem-
bers of Shia political parties. This means that
the Sunnis have virtually no voice in Baghdad’s
governance.
Some of the obstacles to a successful
transition include:
o the deteriorating security situation across
Iraq
o poor capital budget execution by the GOI
o corruption within certain Iraqi ministries
o breakdowns in the transfer of IRRF assets
to Iraq

Security Situation
The deteriorating security situation across Iraq
continues to impede progress in the recon-
struction program, causing project delays, pre-
venting travel to many sites, increasing security
costs, and endangering contractors’ lives. This
situation directly affected SIGIR’s operations
during this quarter: SIGIR inspectors canceled
or altered a number of visits to sites across Iraq
because of security threats.

The security problems in Iraq are fueled
by several groups seeking to undermine the
country’s government, including Al Qaeda,
sectarian militias, and criminal gangs. The
lethality of the threat generated by these
groups was especially acute this quarter in
Baghdad. Moreover, October 2006 was the
deadliest month for U.S. forces since January
2005: 98 soldiers had been killed as of October
29, 2006.

Major General William Caldwell alluded
to the security crisis in Baghdad when he
reported in mid-October that Operation

4 | SPECIAL INSPECTOR GENERAL FOR IRAQ RECONSTRUCTION

Forward Together IT had “not met our overall
expectations of sustaining a reduction in the
levels of violence... We are working very
closely with the government of Iraq to deter-
mine how best to refocus our efforts.” Deci-
sions regarding this strategic refocusing are
expected to be made public soon.

Sabotage of Irag’s infrastructure, particu-
larly in the electricity sector, hindered recon-
struction efforts this quarter. On October
20, 2006, a series of attacks on power lines
providing electricity to Baghdad isolated the
city from the national power grid, leaving only
about 800 megawatts of power available within
the “Baghdad Ring” (the grid supporting the
capital). There was thus only enough power
that day to generate a few hours of electricity
for Baghdad’s 7 million inhabitants.

The power problem in Iraq is compounded
by the fact that repairing power lines is nearly
impossible because of sniper attacks and death
threats to repair crews. As Iraq’s Minister of
Electricity reported to SIGIR:

Every day | send repair teams [to repair power
lines], but they can’t get to the area: there

are too many insurgents...I’ve spoken to
[everyone]...no one can help.

To address the power lines’ vulnerability,
the U.S. Army Corps of Engineers Gulf Region
Division (GRD) has ordered 25 Lindsey
Towers—temporary towers that can be used
for rapid repair efforts. GRD also has a pro-
gram to reinforce the existing towers so that
they can better survive attacks.



Security threats across Iraq inhibited prog-
ress by the Provincial Reconstruction Teams
(PRTs), which comprise the most important
U.S. capacity-building initiative at the local
government level. During this quarter, SIGIR
visited seven of the ten PRTs. For details on the
challenges that this program faces, particularly
with respect to security and resources, see the
summary of SIGIR’s PRT audit in Section 3.

GOl Budget Execution

Although Iraq’s Unity Government has been

in power since May 2006, Iraq’s ministries still
struggle with capital budget execution as they
have since the first sovereign government took
office in mid-2004. The GOT’s capital budget is
estimated at $6 billion, which is nearly 20% of
the total budget. Part of the problem reportedly
arises from bureaucratic resistance within the
Ministry of Finance, which traditionally has
been slow to provide funds. Iraqi ministries
generally can pay salaries and execute admin-
istrative budgets, but many—in particular, the
Ministry of Oil—have difficulty executing their
capital budget programs.

The U.S. government is working intensively
with the GOI to help resolve the budget execu-
tion problem. However, unless GOI ministries
execute their 2006 capital budgets, interna-
tional donors will likely be reluctant to provide
new funds to Iraq in 2007.

SIGIR OBSERVATIONS

Transparency and the

Fight Against Corruption

Corruption afflicts a number of GOI minis-
tries. Building capacity within the GOI’s trans-
parency institutions—the Board of Supreme
Audit, the Commission on Public Integrity,
and the ministry inspectors general—is the
most important initiative in the fight against
corruption.

During his seven-week visit to Iraq this
quarter, the SIGIR met with all the Iraqi
inspectors general, the President of the Board
of Supreme Audit, and the Commissioner of
Public Integrity. Significantly, in a meeting
with the SIGIR and the Iraqi inspectors
general, Prime Minister Nouri al Maliki
pledged his strong support for the Iraqi
inspector general system.

The SIGIR and the Department of State
Inspector General met in Baghdad with the
Iraqi inspectors general to advise them on
strategies for training and structuring their
respective departmental organizations. The
SIGIR also met with the Minister of Defense
and his IG, and found that the current condi-
tion of the oversight program at that ministry
is excellent.

The U.S. Embassy’s Anticorruption Working
Group became more active during this quarter.
In conjunction with that development, SIGIR
worked with the Embassy to build more sup-
port for the Board of Supreme Audit and the
Iraqi inspectors general: these organizations
will now have a specially designated U.S. senior
consultant advising them. The Commission on
Public Integrity already has a senior consul-
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tant advising it. Additionally, the Embassy

designated a new transparency coordinator to

ensure that Embassy programs supporting GOI
transparency efforts complement one another.

SIGIR remains concerned about challenges
confronting the fight against corruption within
the GOL. This concern stems from a number of
issues, including:

o The Ministry of Finance has explored the
possibility of moving its foreign exchange
accounts from the New York Federal
Reserve Bank to other foreign banks, which
may cause concern within the international
community about the continuing transpar-
ency of these accounts.

o The mandate of the International Advisory
and Monitoring Board (IAMB), created
by UN Security Council Resolution 1483,
expires at the end of 2006, ending the inde-
pendent and external oversight of Iraqi oil
revenues.

o The Council of Representatives has passed
a resolution asking the Prime Minister of
Iraq to close the two largest media outlets
in Iraq because of their coverage of the new
law on regionalization.

 International contractors still working on
Coalition Provisional Authority-era (CPA)
contracts funded by the Development Fund
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for Iraq have indicated that, if these con-
tracts are turned over to the GOI, they will
ask for termination for convenience because
they do not have confidence that they will
continue to be paid for their services.

o Iraqranks 137th of the 158 countries in
Transparency International’s 2005
Corruption Perception Index.

Incomplete Transfer of U.S. Assets
to Iraqi Ministries

The asset recognition and transfer process,
begun in 2005 to catalogue and transfer IRRF
assets to the GOI, appears to have broken
down. The Ministry of Finance is not pro-
cessing the data, as required by the agreed-
upon procedures, and some data in the U.S.-
developed Iraq Reconstruction Management
System is incomplete or inaccurate.

The GOl is currently re-evaluating the
overall asset transfer process, while the Iraq
Reconstruction Management Office IRMO) is
intensifying efforts to develop a complete and
accurate record of U.S. assets. The GOI must
commit to taking appropriate measures that
will ensure successful completion of the asset
transfer process and thus secure the continuing
operation and management of IRRF facilities
and inventories.



THE NEED FOR CONTINUED

U.S. ASSISTANCE

Although more U.S. aid to Iraq will inevitably
be necessary, SIGIR believes that future relief
and reconstruction funding should be tied to
specific actions by the GOI. That is, the Iraqi
government should meet concrete milestones
and political and economic benchmarks as a
condition of future aid. One approach to con-
sider toward achieving these goals is to provide
new U.S. reconstruction assistance through
conditional loans.

SIGIR believes that the U.S. government
should pursue these important relief and
reconstruction initiatives and issues:
¢ Engage the Department of Justice (DoJ)

more fully in supporting the development

of effective rule of law in Iraq.

¢ Finalize the memorandum of agreement
between the Department of State (DoS) and
the Department of Defense (DoD) on the

PRT program.

e Invest more in building the operational

and administrative capacities of the Iraqi

ministries.

e Promote the International Compact for Iraq
as the catalyst for the next phase of Iraq’s
relief and reconstruction.

Expand Rule-of-law Efforts
U.S. government support to the GOI on rule-
of-law reform has been fragmented because of
poor coordination and insufficient definition of
various agency responsibilities.

During the course of the IRRF program, the

U.S. government channeled much of the rule-
of-law funding through the DoS Bureau for
International Narcotics and Law Enforcement
Affairs (INL), which had hundreds of contrac-
tors in Iraq but relatively few U.S. government
personnel in actual operational control. The
Multi-National Security Transition Com-
mand-Iraq (MNSTC-I), which was given the
lead on police training in October 2005, used
significant IRRF funding to support training
and equipping Iraqi police.

The DoJ has significant inherent
capability in criminal law, civil law,
prosecutorial development, judicial training,
and police training, but it received limited
IRRF funding and thus has played a relatively
minor role in the rule-of-law program. Because
of its expertise, Do] should play a larger role
in defining and coordinating the strategic
approach to the rule-of-law mission. Thus, the
Embassy should consider appointing a senior
rule-of-law coordinator from Do] to bring the
wide array of rule-of-law programs in Iraq
under one umbrella. The new coordinator
initially should execute an assessment of the
entire program.

Provide the PRTs More

Personnel and Resources

The PRTs were created to help build local gov-
ernance capacity in Iraqs provinces and to help
Provincial Reconstruction and Development
Councils identify, prioritize, and implement
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U.S.-funded projects.

Four concerns about the PRT program
emerged from SIGIR’s audit of it this quarter:
1. DoD and DoS should more clearly define

the allocation of responsibilities between

them with respect to the PRT mission.

Specifically, the memorandum of under-

standing between the two agencies address-

ing these key issues must be immediately
finalized.

2. The PRTs need to be more consistently
resourced and provided with the appropri-
ate personnel to execute their mission.

3. Security concerns continue to inhibit the
work of most PRTs, especially those not
located with Regional Embassy Offices.

4. The PRTs should be funded for a sufficient
period to ensure that their mandate is
fulfilled. SIGIR strongly supports increasing
the funding and extending the time for the
PRTs.

For an executive summary of this audit, see
Section 3.

Build Capacity in the

Iraqgi Ministries

SIGIR continues to raise concerns about

the capacity of Iraqi ministries to operate
effectively. The current U.S. capacity-building
efforts are relatively modest in scope and may
not ensure that IRRF-funded infrastructure
will be adequately managed and maintained
after transfer. A core concern is the current
inability of some ministries to take responsi-
bility for managing IRRF facilities.

8 | SPECIAL INSPECTOR GENERAL FOR IRAQ RECONSTRUCTION

There is no generally agreed-on baseline for
the capacity of the Iragi ministries; thus, it is
difficult to measure the results of U.S.-funded
programs. Several ministries—oil, electricity,
water, and defense—appear to have benefited
from U.S. efforts to build capacity, but it
remains unclear whether the GOI will commit
the resources necessary to ensure the sustain-
ment of IRRF projects and programs.

SIGIR raised concerns this quarter about
the need for a revised strategic plan to better
guide capacity building within the GOI. The
current approach relies heavily on contractors
to implement capacity-building programs, and
the overall program does not have a single U.S.
government official providing comprehensive
operational direction.

IRMO has a $65 million program for
capacity building, but the list of needs is so
long that this program will meet only a few of
them. The U.S. Agency for International Devel-
opment (USAID) has focused its capacity-
building efforts on establishing a training
school for Iraqi government technocrats. The
two programs should be better coordinated.
Both the Government Accountability Office
(GAO) and SIGIR are conducting audits on
capacity-building programs in Iraq.

Promote the International

Compact for Iraq

The International Compact for Iraq, currently
under negotiation and expected to be com-
pleted soon, is designed to create a new part-
nership between the Iraqi government and the
international community. It will also provide



a framework for further multilateral engage-
ment on economic, political, and security
issues in Iraq.

The Compact requires the GOI to commit
to specific reforms, milestones, and bench-
marks. Critical among these is the passage of a
comprehensive hydrocarbon law. The interna-
tional community concomitantly will commit
to supporting Iraq’s reform program, particu-
larly the GOI’s goal of financial self-sufficiency
within five years.

SIGIR OBSERVATIONS

From a financial perspective, the Compact is
expected to galvanize international donors to:
 provide funds already pledged
« increase pledges to Iraq over the next

several years

To ensure coordination of expanded donor
programs and to avoid duplication of effort, the
Compact is expected to use the existing Donor
Committee and other coordinative mecha-
nisms created in connection with the 2003
Madrid Donors Conference.

NOTABLE SIGIR ACTIVITIES

THIS QUARTER

In executing its oversight mission this quarter,
SIGIR issued 8 audits, which made 29 recom-
mendations; and SIGIR’s 9 project assessments
presented many construction-related find-
ings. SIGIR opened 20 new investigations this
quarter, most arising from allegations of fraud,
waste, and abuse in U.S. spending on Irags
reconstruction.

Appendix A cross-references the pages and
content of this Report that relate to SIGIR’s
statutory reporting requirements.

Audits

The 8 final audit reports produced this quarter
bring the total number of completed SIGIR
audits to 73. SIGIR also issued 2 draft reports

and has 16 ongoing audits. Eight new audits

are planned for next quarter.

SIGIR completed two audits this quarter
that were requested by the Chairman of the
Senate Armed Services Committee:

o Iraqi Security Forces: Review of Plans to
Implement Logistics Capabilities (SIGIR-
06-032)

o Iraqi Security Forces: Weapons Provided
by the U.S. Department of Defense Using
the Iraq Relief and Reconstruction Fund
(SIGIR-06-033)

These two reports present nine recommen-

dations to improve planning, accountability,
capacity development, and resource manage-
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ment of the Ministries of Defense and Interior.
The two reviews were coordinated with GAO,
the DoD Office of Inspector General, and the
Under Secretary of Defense for Acquisition,
Logistics, and Technology.

SIGIR also completed an audit of the
overhead costs of the largest IRRF contrac-
tors. These costs, which were charged through
“administrative task orders,” were very high
in 2004 when little reconstruction work was
getting done.

In conjunction with the DoS Office of
Inspector General, SIGIR is conducting a
review of an INL contract supporting the Iraqi
police training program. SIGIR is also coordi-
nating several oversight efforts with GAO and
other accountability organizations.

Inspections

SIGIR’s 9 project assessments completed this
quarter brings the total number of project
assessments completed to 65. Since the begin-
ning of the program, SIGIR has completed

96 limited on-site inspections and 220 aerial
assessments.

Most IRRF projects that SIGIR visited this
quarter met contractual specifications. Quality
control (QC) and quality assurance (QA) pro-
grams were essential to ensuring that contract
specifications were met. Contractor perfor-
mance and weak quality assurance programs
were issues at a few of the project sites SIGIR
visited.

SIGIR found some projects with design and
construction deficiencies, including:

o At the Baghdad Police College, the contrac-
tor installed inferior wastewater piping and
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joined it together improperly. The resulting
wastewater leakage in the newly construct-
ed buildings on the campus caused severe
damage to the facilities and may pose seri-
ous health risks.

o At the Ninewa Provincial Police Head-
quarters in Mosul, the GRD terminated
the contract because the work by an Iraqi
contractor was substandard. The deficien-
cies involved the guard house, roof, air-con-
ditioning units, water supply and distribu-
tion system, wall construction, bathrooms,
generator installation, septic and sewer
system, and electrical wiring.

At most of the other sites that SIGIR
assessed this quarter, the government QA
programs were effective in monitoring the
contractor’s construction progress and
workmanship.

Investigations

SIGIR continues to field the largest number of
U.S. criminal fraud investigators in Iraq. They

are supported by staff at SIGIR headquarters in
Arlington, Virginia.

During this quarter, SIGIR Investigations
opened 20 new cases and closed 10 cases. To
date, SIGIR has opened 256 cases and has
either referred or unsubstantiated 164. Cur-
rently, SIGIR has 92 open cases; 25 of those
cases are at DoJ, many in the final stages of
prosecution. Four cases have resulted in con-
victions and are currently pending sentence.

This quarter, two SIGIR targets were con-
victed: Faheem Salam and LTC Bruce Hopfen-
gardner, USAR. Faheem Salam pled guilty to



one count of a violation of the Foreign Corrupt
Practices Act of 1997; he will be sentenced

on November 3, 2006. Hopfengardner pled
guilty to two conspiracy charges in a scheme to
defraud the CPA in Hilla, Iraq. For details on
these and other cases, see Section 3.

SIGIR formed a new task force this quarter
to investigate contract fraud in Iraq. The mem-
bers of this task force include:

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

SIGIR OBSERVATIONS

o U.S. Army Criminal Investigations Division
Major Procurement Fraud Unit

o Department of Defense Criminal Investiga-
tive Service

o Department of State Office of the Inspector
General

« Federal Bureau of Investigation

On October 2, 2006, the task force’s
Joint Operations Center opened at SIGIR
headquarters.

FINANCIAL IMPACT OF SIGIR OPERATIONS

SIGIR oversight continues to produce tangible
financial benefits. To date, SIGIR audits have
saved $10.9 million, recovered $1.4 million,
and improved the use of $20.6 million. SIGIR
auditors have challenged payments of $306.9
million, which include possible duplicate
payments, overpayments, payments for ghost
workers, and work that was not completed.
SIGIR also has made recommendations that
improved property accountability valued at

$65.3 million. The net potential beneficial
impact of SIGIR audits is approximately $405.1
million, as of September 30, 2006.

SIGIR inspections have produced recom-
mendations that could potentially increase
Iraq’s annual oil revenues by $1.278 billion.

SIGIR investigations have seized or recov-
ered $11.69 million in cash and assets in the
course of SIGIR investigations. For the data
supporting these benefits, see Appendix B.
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THE HUMAN TOLL

More than 300,000 of those have been
displaced since the early February 2006

The human toll in Iraq reveals the risks that
confront the men and women working to pro-
mote Irag’s rehabilitation and transition to a attack on the Golden Mosque in Samarra.
fully democratic society. Recently described by

the UN Secretary General’s Special Representa- Contractors and civilians working in Iraq

tive as one of the most violent conflict areas in

the world," Iraq faces an increasingly complex

and dangerous series of challenges to main-

taining a safe and secure environment.

Evidence of the human toll is greatest

among Iraqi civilians who continue to

be killed, wounded, or displaced from

their homes:

The Iraqi Ministry of Health reported

that more than 2,600 civilians were killed
in September 2006, adding to the total of
more than 6,600 civilians killed in July and
August.? The UN estimated that more than
8,100 persons were wounded in July and
August 2006 combined.

Many Iragis have been forced or have
chosen (for security reasons) to leave their
homes. The number of internally displaced
persons® in Iraq is estimated at 1.3 million.

12 | SPECIAL INSPECTOR GENERAL FOR IRAQ RECONSTRUCTION

continue to be victimized by violence:

Since the beginning of the Iraq reconstruc-
tion effort, 646 death claims for civilian
contractors working on U.S.-funded proj-
ects in Iraq have been filed. In the quarter
ending September 30, 2006, the Depart-
ment of Labor reported 68 new death
claims.

DoS reports that eight U.S. civilians died in
Iraq this quarter. Since the beginning of the
U.S. reconstruction effort, there have been
196 U.S. civilian deaths in Iraq.

Since March 2003, 85 journalists and 35
media support workers have been killed,
according to the Committee To Protect
Journalists. In the most recent quarter, 10
media-affiliated professionals were killed.
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INTRODUCTION

This is the fourth Report in which SIGIR pro-

vides a sector-by-sector review of Iraq recon-

struction. In the January 2006 Report, SIGIR
analyzed progress in three essential infrastruc-
ture sectors—electricity, oil and gas, and water.

The April 2006 Report added four new sectors:

security and justice; health care; transporta-

tion and communications; and economic and
societal development. In the July 2006 Report,

SIGIR added a new subsection on agriculture

projects and provided additional focus on

non-construction activities.

To assess overall progress, SIGIR reviews
three aspects of reconstruction—activities,*
outputs, and outcomes:

o Activities: reconstruction at the project level
(e.g., an electric turbine, a water treatment
plant, a primary healthcare center (PHC), a
training program for teachers)

o Outputs: results of the reconstruction proj-
ects (e.g., increased electricity generation,
increased capacity to treat wastewater, more
trained teachers)

o Outcomes: potential effects of the project
outputs for the people of Iraq (e.g., hours
of power, more Iraqis with access to clean
water, more Iraqi children vaccinated for
polio, higher literacy rates)

Overview

During this quarter, the average national elec-
tricity generation peak capacity surpassed pre-
war levels—4,770 vs. 4,500 megawatts (MW).
Because of interdictions on the northern trans-
mission lines and the reluctance of the south to
send power, electricity in Baghdad this quarter

SECTOR SUMMARIES

was less available than before the 2003 conflict.

This quarter, oil production again
approached production levels of 2.5 million
barrels per day (BPD) for one week in early
August and averaged a little more than 2.2
million BPD for the entire quarter. Oil exports
averaged 1.66 million BPD, slightly surpassing
the Iraqi goal of 1.65 million BPD.

The PHC program continued to face chal-
lenges. To date, only 7 PHCs have been handed
over to Iraqi control (6 are operational) out
of a combined total of 142 PHCs funded by
the Iraq Relief and Reconstruction Fund 2
(IRRF 2).

This section also provides information on
contracts, including costs to complete recon-
struction projects in Iraq, updates on the
sources of funding for Iraq reconstruction, and
a review of the continuing effort to support
Iraqi anticorruption programs.

SIGIR, the Gulf Region Division-Project
and Contracting Office (GRD-PCO), the
Department of State (DoS) Section 2207
Report, and Public Law 108-106, as amended,
use different definitions of the Iraq reconstruc-
tion sectors. To compare the various defini-
tions of sectors, see Appendix C.

General Challenges

Based on the sector reviews, SIGIR makes

these general observations about the recon-

struction program in Iraq:

o The contracting phase of the IRRF is
ending. All of the funds have been allo-
cated, around 98% have been obligated,
and approximately 74% have been
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expended. Any IRRF funds not obligated
by September 30th are “expired,” and can
only be used for limited activities, as identi-
fied under U.S. law.

Al IRRF 2 financial data in Section 2
is derived from the DoS Iraq Weekly Status
report. The financial data in these status
reports was the most accurate and current
on IRRF 2 funding available at the time of
publication.

o Approximately 88% of U.S. projects have
been completed, and only slightly more
than 4% are left to start. With approxi-
mately 74% of IRRF 2 expended, many key
projects are still not finished.

o With the obligation of the IRRF nearly
complete, the importance of effectively
transitioning U.S.-funded infrastructure
improvements, programs, and projects to
Iraqi control has become an even more
significant issue. A SIGIR audit of transi-
tion released last quarter found no overall
strategic plan for transitioning program
control to the Iraqi government, although
several working groups are addressing key
issues. The Iraq Reconstruction Man-
agement Office (IRMO) is leading the
short-term plan for the National Capacity
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Development program ($65 million) to
address the high-priority needs of the Iraqi
government.® The U.S. Agency for Interna-
tional Development (USAID) is leading the
medium- and long-term effort ($165 mil-
lion), which includes institution-building
and training programs.” Recently, the FY
2006 supplemental provided $285 million
for further operations and maintenance
(O&M) activities in key sectors.?

For an overview of reconstruction status,
see Figures 2-1 and 2-2.

Figure 2-1

SECTOR SHARES OF IRRF FUNDS
Percent of $18.44 Billion®

Source: DoS Iraq Weekly Status report
(9/27/2006)

Note: Percentages do not total

due to rounding.

Reconstruction
Management
1%

Transportation &
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Figure 2-2

STATUS OF IRRF PROJECTS, ALL SECTORS
Source: IRMS and USAID Activities Report
(10/6/2006)

Completed .
88.0% Ongoing 7.7%

‘ Not Started 4.3%

13,578 Projects |:| |:|

Planned NOT ~ ONGOING
STARTED
Not
Subsector Started Ongoing Total

Economic and Societal | 277 305 582

Development

Electricity | | 129 183 312

water [ [ ] 79 142 2
Security and Justice :|:| 76 137 213
Health Care 2 150 152

Transportation and

Communications 27 92 119

Oil and Gas 0 31 31

Total 590 1,040 1,630
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STATUS OF THE
ELECTRICITY SECTOR

This review updates the status of U.S. recon-

struction projects to restore Iraq’s capacity to

generate, transmit, and distribute electricity.
SIGIR makes these observations about

progress in the electricity sector this quarter:

o By the end of this quarter, 48.2% of planned
projects were complete, and 62% of the
allocated dollars were expended. As of
September 27, 2006, nearly 98% of alloca-
tions were obligated. For the status of IRRF
funds, see Figure 2-3.

o U.S. projects have contributed 2,710
megawatts (MW) to Iraq’s generation
capacity. Peak capacity was above pre-war
levels (4,500 MW) for most of the quarter,
averaging 4,770 MW. The average daily load
served, however, is a better measure of how
much power reaches Iraqis. During this
quarter, the load served averaged 101,900
megawatt hours (MWh), continuing an
upward trend begun during the early
summer months.

o Iraqis outside Baghdad continue to receive
more hours of power than before the
U.S.-led invasion (11.3 hours per day). In
Baghdad, the power loss caused by sabotage
of feeder lines became acute in mid-
October, with available power dropping
to only two hours per day over the course
of several days. Thus, Iraqis in Baghdad
rely more and more on generators that use

SECTOR SUMMARIES

Al Qudas Power Plant

refined fuels. This has had an inflationary
effect on overall fuel prices."

o Slow progress in this sector can be attrib-
uted to many challenges: lack of funding,
rising demand, O&M, fuel shortages, and,
paramount for this quarter, security.

IRRF-funded Activities in the
Electricity Sector

In this sector, 129 projects (21.4%) have yet to
begin, although 48.2% have been completed.
All projects in this sector will be completed by
January 2008."" All but two electrical genera-
tion projects have started, and 80.8% have been
completed.'? However, nearly a quarter of dis-
tribution and transmission projects have yet to
start, mainly because these projects have been
added later in the reconstruction program. The

Figure 2-3

ELECTRICITY SECTOR AS A

SHARE OF IRRF FUNDS

Percent of $18.44 Billion

Source: DoS Iraq Weekly Status Report 9/27/2006

Electricity
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30.4%

Not Started
21.4%

Ongoing

Figure 2-4
STATUS OF ELECTRICITY PROJECTS
Source: IRMS and USAID Activities Report 10/6/2006

L] O

602 Projects Planned
NOT ONGOING
STARTED
Not
Subsector Started Ongoing Total
Distribution 112 139 251

Transmission

Generation

Automatic Monitoring
& Control System

Total

remaining distribution and transmission
projects are generally smaller and less complex
than the large-scale generation projects.*

For the status of electricity projects by
sector, see Figure 2-4.

During this reporting period, $270 mil-
lion was expended in this sector—down from
last quarter’s expenditure of $320 million—
bringing total sector expenditures to $2.62
billion. At the end of last quarter, $740 mil-
lion was left to be obligated. As of September
27,2006, $100 million (2.4%) was reported
as unobligated. GRD-PCO later updated that
total, reporting all but $8,000 in IRRF 2 sector
funds obligated by September 30, 2006."
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2 8 10

[ | ] 14 31 45
[
I

1 5 6

129 183 312

Key Projects Completed

and Underway

The U.S. reconstruction program funds three

major types of projects in the electricity sector:

o Generation facilities produce power for the
system.

o Transmission networks carry that power
across the country.

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

Additionally, seven U.S. projects valued at
$108 million will provide an automatic moni-
toring and control system for selected strategic
portions of the electric grid (SCADA). To date,
one of these SCADA projects is complete.'



GENERATION FACILITIES

All remaining generation projects will be
finished by January 2008.'° The Al-Doura
Power Plant will add 280 MW to the power
grid, serving more than 1.5 million people in
the Baghdad area.'” Last quarter, one Al Doura
unit was commissioned, and a second is sched-
uled for commissioning in February 2007.'
Many of the sector’s remaining genera-
tion projects address sustainability, including
training. Maintenance is nearly complete at the
Baiji Power Plant ($59 million) to sustain 320
MW of generation capacity. Work at Baiji was
estimated to be completed by June 6, 2006, but
the ongoing work'® has been rescheduled for a
December 2006 completion.?

TRANSMISSION NETWORKS

Only 12 transmission projects have been
completed to date, and 14 have yet to begin

ELECTRICITY DISTRIBUTION PROJECTS
ToTAL
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ELECTRICITY

because funds from this sector were reallocated

from the program in 2005.%! These are the

highlights of the transmission projects this
quarter:

o Construction was completed this quarter
on the Washash Substation in the
Kadhamiyah district of Baghdad. The
$20.3 million project will benefit more than
500,000 Iragis.”

o This quarter, $550 million was awarded and
executed in transmission projects, accord-
ing to GRD-PCO.”

DISTRIBUTION NETWORKS

Distribution projects are key to getting gener-
ated power into Iragi homes, but 112 of 487
total distribution projects have yet to start. For
summaries of ongoing projects by region, see
Table 2-1.

This quarter, SIGIR completed an inspec-
tion in Mosul (PA-06-073) of the Bab Eshtar

ESTIMATED

REGION CONSTRUCTION COST COMPLETION DATE CURRENT STATUS

North $177 million 8/17/2007 86% complete

Baghdad Local Network $75 million 4/22/2007 17% complete

Infrastructure

Central (excluding Baghdad Local L o .

Network, Sadr City, and Fallujah) $112 million 5/02/2007 74% projects complete
6% construction, 79%

Sadr City $95 million 7/29/2007 materials (Note: according to
Electricity Sector PM)

South $277 million 4/11/2007 72% complete

Fallujah $45 million 6/30/2007 46% complete

Source: GRD-PCO, vetting comments, October 17, 2006.

TABLE 2-1
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Substation 11 kV Feeder Cable project to
install the underground feeder cable system to
the new Bab Eshtar substations. SIGIR assess-
ment teams found that the contractor had
sufficiently planned, designed, and constructed
the project. For a summary of this and other
inspections, see Section 3 of this Report.

The Outputs of IRRF-funded
Electricity Projects

The outputs of U.S. electricity projects are
measured by generation capacity added to the
grid in MW. To compare the current U.S. con-
tributions with the U.S. goal for contributions,
see Table 2-2. U.S. reconstruction projects
have contributed 2,710 MW of generation
capacity—no change from the previous two
quarters.

ELecTRICITY OUTPUT OF U.S. PROJECTS

ToTAL PLANNED U.S.
CONTRIBUTION

CURRENT U.S. CONTRIBUTION,
AS OF SEPTEMBER 30, 2006

Although U.S. contributions to genera-
tion capacity did not increase this quarter, the
quarter average for peak generation capacity
was above pre-war levels. The increase can
be attributed partly to the cyclical nature of
generation: generation units are taken off-line
during periods of lower demand.?* Although
the current level is above pre-war levels, it is
still well below the Iraqi goal for summer 2006.
To compare the pre-war level and summer
goal to the average capacity for the quarter, see
Table 2-3.

The 2007 action plan for electricity does not
have a specific target for outputs or outcomes:
the objective of the plan is to “provide elec-
tricity in a reliable and efficient manner to
as many Iraqi citizens as possible, and for as
many hours as possible”*

U.S. PROGRESS TOWARD

END-STATE GOAL

2,710 MW 3,710 MW

Source: DoS response to SIGIR data call, October 11, 2006.

TABLE 2-2

73%

CURRENT ELECTRICITY GENERATION CAPACITY VS. PRE-WAR LEVEL (MEGAWATTS)

PRE-WAR LEVEL,

OUTPUT METRIC AS OF MARCH 2003

IRAQ GOAL FOR

JuLy 2006 QUARTER AVERAGE

Generation Capacity 4,500

6,000 4,770

Source: Pre-war level: UN/World Bank Joint Iraq Needs Assessment, 2003, p. 28.

Note: GAO recently reported the pre-war level as 4,300 MW (GAO Report 06-697T, April 25, 2006, p. 19).
Goal: Joint U.S.-Iraqi Electricity Action Plan, March 12, 2006, p. 2.

Current Status: IRMO, Weekly Status Reports, July-September 2006.

TABLE 2-3
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Outcomes of IRRF Projects
During this reporting period, the daily load
served averaged 101,900 MWh—an increase
over last quarter’s average of 94,000 MWh. The
daily average load served during this quarter is
closer to the target of 110,000 MWh and actu-
ally exceeded the target for a couple of weeks
in the quarter, as shown in Figure 2-5.
Distributing power from generation facili-
ties to Iraqi homes remains a major challenge.
For the hours of power available to Iragis com-
pared to pre-war levels, see Table 2-4.
Although the goal of 12 hours of power
per day has been met in other areas of Iraq,

Figure 2-5
ELECTRICTY LOAD SERVED
Source: IRMO Weekly Status Reports

(9/28/2005-9/26/2006) Gigawatt Hours (GWh)

10% —

5%—

*lraqi Target —
110 GWh
_5%_

Weekly Average Electricity Load Served
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Baghdad continues to lag below that goal
because of the increase in attacks on power
lines feeding Baghdad. Another part of Bagh-
dad’s power deficit stems from the system’s
inability to transfer power from plants in the
north and the reluctance of the south to send
power to Baghdad. * The capital has received
no significant power from the north since
September 1, 2006, receives only limited power
from the south, and receives no power from
Haditha Dam.?” The current plan is to build
more generation facilities around Baghdad to
decrease the reliance on power transfers from
other parts of the country.?® Figure 2-6 shows

2005 !

2006

Weekly Average GWh

I Previous Quarters
B Current Quarter

*Target is a constant based on a goal set in summer 2005
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CURRENT OUTCOMES VS. PRE-WAR LEVELS AND GOALS
DAILY AVERAGE,

IRAQ GOAL LAST WEEK OF
OUTCOME METRIC PRE-WAR LEVEL FOR JULY 2006 SEPTEMBER 2006
Iraq Hours of Power/Day 4-8 12 11.3
Baghdad Hours of Power/Day 16-24 12 4.7

Sources: Pre-War level: DoS Briefing by U.S. Embassy Baghdad, November 30, 2005; Goals: Joint U.S.-Iraqi Electricity Action
Plan, March 12, 2006, p. 2.; Current Status: DoS, Iraq Weekly Status Report, September 27, 2006, p. 14.

TABLE 2-4

Figure 2-6

ELECTRICITY DISTRIBUTION AND HOURS OF POWER
Source: IRMO Electricity Daily Units Performance Report
(7/1/2006 - 9/29/2006)

—— IMPORT POWER
-== DRYGASLINE
— 400KV LINE
@  THERMAL POWER STATION Sl
(O NATURAL GAS POWER STATION

/A SUBSTATION

B HYDROELECTRIC STATION
IMPORT

TOTAL HOURS

NATIONWIDE AVERAGE 11.47 HRS
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the distribution of power throughout the
country in relation to the hours of power by
governorate.

Challenges

Major challenges in this sector include limited
funding, rising demand, sustaining U.S. proj-
ects through O&M programs, fuel shortages,
and security.

FUNDING CONCERNS

With more than 74% of the IRRF expended,
a major challenge for the sector continues to
be funding. Iraq will need an estimated $20
billion in investment in this sector by 2010 to
bring generation capacity to 18,000 MW.*

From 2005 to 2006, the Ministry of Elec-
tricity operating budget increased by nearly
130% ($367 million to $840 million), but
almost all of the increase went to electricity
projects.*® The Minister of Electricity told
SIGIR this quarter that the increase still leaves
the budget at only a fraction of what the
Ministry needs per year.*!

RISING DEMAND

Demand for electricity continues to surpass
Iraq’s peak generation capacity: nearly 9,200
MW demanded on average this quarter com-
pared to a peak generation average of 4,770

MW. Figure 2-7 shows the generation capacity

versus demand. The high demand is attrib-
utable to government subsidies, a growing
economy, and a surge in the consumer pur-
chases of appliances and electronics.

SECTOR SUMMARIES
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OPERATIONS AND MAINTENANCE

When U.S. funding for O&M programs ceases,
and responsibility for IRRF-funded projects
shifts to the Iragi government, this sector
will face a significant maintenance challenge,
according to GRD-PCO. All U.S. organizations
are “working to assist the [Iraq Ministry of
Electricity] in a number of ways to facilitate a
smooth and successful transition from U.S.-
funded O&M support to an Iraqi-led effort,”
GRD-PCO reports.”> The following U.S. pro-
grams aim to meet this goal:
o Last quarter, SIGIR reported on a planned
$80 million long-term O&M program.
This quarter, the program chose a contrac-
tor that will provide support to develop,
implement, and sustain an effective O&M
plan. The contractor will help the Ministry
develop an O&M program, while providing
O&M services at thermal and gas turbine
power plants. According to GRD-PCO,
the onsite O&M team already assisted in
restarting three units at Al Qudas, which
added approximately 120 MW to the
Baghdad ring.
o The Electricity Ministerial Advisory
Team (MAT) agreed to develop a specific
scope of work for the capacity-develop-
ment program in the Ministry of Electricity.
The MAT draws input from the Ministry,
IRMO, USAID, GRD-PCO, World Bank,
and the United Kingdom to implement
recommendations from previous stud-
ies to train 750 ministry employees. The
MAT focuses on training several hundred
engineers in strategic planning, contracting,
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Figure 2-7

ELECTRICITY DEMAND VS. CAPACITY
Source: IRMO Weekly Status Reports
(12/14/2005 - 9/26/2006))

Average Weekly Demand vs. Total Available Capacity (Peak Output + Imports)

Gigawatt Hours (GWh)
10 —

/\/\/\/_\/\DEMAND*

2006

Weekly Average GWh

[ Peak Output
B Imports

*The demand for electrical output is not constant; during this period
the demand ranges from 6.39 to 9.61 GWH per week.

management organization, tariffs, metering
and billing, and regulation.*

o The FY 2006 Supplemental provided $278.6
million for O&M in the electricity sector.*
As of September 2006, $224 million was
programmed for Operations, Maintenance,
and Sustainment (OMS), with 17 proj-
ects ($124 million) in progress and 5 ($96
million) complete. The OMS program is
scheduled to finish by October 2007.

FUEL SHORTAGES

As reported in previous quarters, fuel short-
ages continue to pose a challenge in the elec-
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tricity sector. U.S. reconstruction projects have
installed 35 natural gas turbines in power gen-
eration plants in Iraq. However, 16 of the 35
gas turbines are using diesel, crude, or heavy
fuel oil instead of natural gas.*® This causes
rapid deterioration of parts, longer mainte-
nance downtimes, and more pollution.?”

The actual average production of gas tur-
bines is far below feasible production, as Figure
2-8 shows. According to DoS, the solution to
fuel shortages requires coordination between
the Ministries of Oil and Electricity, but joint
discussions have not yet produced a coordi-
nated plan.®®



Figure 2-8

QUARTERLY AVERAGE OF ELECTRICITY
PRODUCTION CAPACITY BY GENERATION TYPE
Source: IRMO Electricity Daily Units Performance Report
(7/1/2006 - 9/30/2006)
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Figure Répresented as Percenfagé of Feasible Cépadty (MW)=8,555

Feasible Capacity
8,555 MW

Actual Average Production
4,317 MW*

4% 342 MW 17%

40%
3,381MW
23%
1,926 MW

1,472.80 MW

9%

779.89 MW
DIESEL
GAS TURBINE 0%
- HYDRO 1,748.07 MW
THERMAL
7%
B (MVPORTS -
Note: Due to rounding, figures do not add up to 100%.
* Actual diesel generated production represents only 0.01367% and 1.17 MW
HOURS OF AVAILABLE POWER IN IRAQ
SECURITY ON OCTOBER 16, 2006
Security continues to challenge the electricity . |'50AD éOAD HOgRS OF
, , , OVERNORATE EAK HED OWER
sector, leading to project delays and increased
. o Baghdad 590 1569 0.20
costs for security services.* Last quarter, SIGIR
. . Dahuk 145 31 19.50
Audit 06-009 found that a security program e
for the electricity sector—the Electrical Power Erbil >30 134 1910
Security Service (EPSS)—was unsuccessful and Sulaymaniyah 205 71 12.10
“barely got started before it was cancelled”* Ninewa 270 154 14.10
A new audit this quarter reviewed the Tameem 160 104 14.20
efforts to increase the protection of the energy  salah al-Din 210 78 17.00
infrastructure. This audit (SIGIR-06-038), Anbar 240 8 23.10
which is summarized in Section 3 of this Diyala 132 100 13.20
Report, found that IRMO and the Ministry Babylon 140 9 13.60
of Electricity took steps to improve data on Kerbala 130 1 2130
attacks on the electricity infrastructure. Attack -
i . Najaf 140 60 16.00
rates varied between January 2005 and April —
. Qadissiya 80 64 12.50
2006, but they were down from April to June
. . Wassit 120 80 13.90
2006. Despite fewer attacks, the audit high-
. . . Muth 95 25 18.50
lights that power generation was still far below hanne
demand, and the Iraqi government has much Thi-Qar 220 36 20.00
to do to implement U.S. proposals on security ~ Missan % 2 18.00
of the energy infrastructure. Basrah 630 82 20.80
To see the effects of these challenges on Iraq 4132 2827 15.95

recent available power in Iraq, see Table 2-5.

Source: IRMO Electricity, October 18, 2006

TABLE 2-5
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STATUS OF THE OIL
AND GAS SECTOR

This review updates the status of U.S. recon-
struction projects designed to increase Iraqgi oil
production and exports, improve natural gas
production, and enhance critical fuel-refining
capabilities. Project work in this sector is
designed to maintain major production fields
and to repair key facilities and infrastructure.

Although U.S.-funded projects have helped
increase crude oil production capacity and
exports, the security situation, poorly main-
tained infrastructure, corruption, and a con-
strained budget and procurement execution
process at the Ministry of Oil continue to pose
significant challenges to sustained develop-
ment in the sector.

SIGIR makes these observations about
progress in the oil and gas sector this quarter:
o As of September 27, 2006, more than 97%

of the sector’s original allocation was

obligated, and 66% was expended.

o Oil production this quarter peaked at 2.47
million barrels-per-day (BPD) for one week
in late- August/early-September, but aver-
aged 2.27 million BPD for the quarter.

« Exports averaged 1.66 million BPD
throughout the quarter and closed at 1.62
million BPD in September; the Iraqi goal
for exports is 1.65 million BPD.

o Fuel shortages, particularly for kerosene
and liquefied petroleum gas (LPG), have
been a serious problem throughout the

SECTOR SUMMARIES

Al Basrah Oil Terminal (ABOT)

quarter and may continue through
the winter.

o Cumbersome funding procedures between
the Ministry of Finance and the Ministry
of Oil are constricting needed sustainment
activities.

Funding the Oil and Gas Sector

The original allocation to this sector was $1.72
billion. For the current allocations in oil and
gas sector funding as a percentage of total
IRRF funding, see Figure 2-9.

IRRF-funded Activities in the

Oil and Gas Sector

A number of significant oil and gas facilities
are nearing completion. U.S. reconstruction
officials estimate that all U.S. construction
projects in the sector will be completed by

July 2007.*! For a summary of U.S.-funded
construction projects to date, see Figure 2-10.*

Figure 2-9

OIL AND GAS SECTORAS A
SHARE OF IRRF FUNDS

Percent of $18.44 Billion

Source: DoS Irag Weekly Status Report

(9/27/2006)
Oil & Gas .&
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Completed
44.6%

Ongoing
55.4%

56 Construction Projects Planned

Figure 2-10

STATUS OF OIL AND GAS PROJECTS
Source: IRMS and USAID Activities Report
(10/6/2006)

[]

ONGOING
Not
Subsector Started Ongoing Total
Water Injection Pump Station 0 10 10
Northern Region Projects | 0 7 7
LPG/LNG Plant Refurb | 0 6 6
Southern Region Projects | 0 5 5

Dedicated Power
General Projects

Total

During this reporting period, $140 million
was expended. As of September 27, 2006, a
total of $1.14 billion had been expended, and
$1.68 billion had been obligated.*®

IRRF-funded Project Status

Currently, 185 projects are planned in this
sector; 129 non-construction, and 56 Engi-
neering, Procurement, and Construction
(EPC) projects.* For the completion status for
non-construction and EPC projects, as of the
end of this quarter, see Table 2-6.

Key Oil and Gas Projects

Completed and Underway
IRRF-funded construction initiatives in the oil
and gas sector have focused mostly on produc-
tion and transmission, but some construc-
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tion and non-construction projects have also
helped rehabilitate refining and gas facilities.
Figure 2-11 shows the critical oil and gas infra-
structure across Iraq.

CONSTRUCTION

The Al Basrah Oil Terminal (ABOT) task
order was 38% complete as of September 29,
2006.* As of August 2006, 7 of the 14 projects
under this task order had been completed.
These projects focus mostly on sustainability
and measurable operations, rather than
providing additional capacity to help reduce
the likelihood of a catastrophic failure at this
crucial export node.* The ABOT metering
system—33% complete last quarter—made
little progress this quarter and is now reported



] SECTOR SUMMARIES

@S,

) 4

OIL AND GAS
EP vs. EPC PROJECT STATUS SUMMARY
ToTAL Not
TyPE PROJECTS STARTED ONGOING COMPLETED
Non-construction 129 0 60 69
EPC 56 0 32 24
Source: Non-construction info: USACE-GRD, Bi-weekly Situation Report, September
29, 2006, p. 11; EPC info: GRD-PCO vetting comments, October 17, 2006.
TABLE 2-6
@ Oilfield
——— Qil pipeline
fk  Operational refinery
= Tanker terminal
Figure 2-11
GAS AND OIL INFRASTRUCTURE
BY GOVERNORATE

Source: CIA Country Profile Map

Babylon

Majnun
Nahr ‘Umar
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to be 38% complete. The slow rate of progress
on this initiative has been caused by technical
issues associated with terminal shutdown.”
The estimated completion date for the ABOT
task order is April 5, 2007. *¢

The Qarmat Ali project is designed to
provide treated water for injection wells to
maintain oil reservoir pressure and to help
sustain production levels in one of the largest
southern oil fields. Phase I is complete. Phase
II is currently 28% complete, and GRD-PCO
reports that it is scheduled for completion by
the end of December 2006. The schedule
has slipped because of the poor condition of
original pumps, motors, and valves. Phase II
of the task order is expected to increase water
injection to full capacity, resulting in a crude
oil production increase of 200,000 BPD.*® An
oil expert with IRMO, however, disputes this
projected production increase, stating that
the project “has actually taken wells out of
production in Rumailya because of watercut”
that drives excess water into the reservoir. The
IRMO expert also noted that “this project will
not increase capacity by 200,000 BPD*!

As of late September 2006, 12 gas-oil
separation plants (GOSPs) were undergoing
refurbishments throughout southern Iraq to
increase processing capacity by 600,000 BPD.
All eight GOSP projects in the north have been
completed, increasing processing capacity by
300,000 BPD.*2 The GOSP projects in the south
were 93% complete as of late September 2006
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Oil meter at ABOT

and are expected to be complete by November
15, 2006.

On September 28, 2006, one gas com-
pressor station was completed in the Basrah
governorate to supply the gas feed for pro-
duction of 3,000 tons per day of LPG at Khor
Zubair.>* Rehabilitation continues for one
natural-gas liquids (NGL) plant at North
Rumaila, one NGL plant and two LPG plants
at Khor Zubair, and bulk storage facilities at
Umm Qasr.”

The refurbishment of the Shuaiba Refinery
Power Plant in Basrah was 97% complete as
of late September; final completion is expected
by November 2006. The objective of this
project is to improve the continuous long-term
power supply to the Basrah Refinery.** GRD-
PCO reported that a training project for plant
operators currently underway is expected to be
complete by December 28, 2006.”

South Well Workover in the Basrah
governorate began on August 1, 2006, and is
currently 8% complete. This project aims to
refurbish wells throughout the governorate,
including the workover of 30 wells in the
Rumaila fields and completion and replace-
ment of tubing in 30 wells in West Qurna. The
objective is to increase crude oil production
capacity in the south by more than 300,000
BPD.*® GRD-PCO reports that this project is
scheduled to be finished by July 2007.%



NON-CONSTRUCTION

Although construction projects are vital to
rebuilding the oil and gas sector, non-con-
struction initiatives maintain and sustain those
projects. These non-construction initiatives
focus on administrative task orders, training,
spare parts, long-term service agreements, and
ministerial capacity development.®

In addition to current capacity develop-
ment and training initiatives by the U.S. Trade
and Development Agency and the National
Capacity Development Program, GRD-PCO
is heavily involved in non-construction,
sustainment, and activities to develop capacity
in the ministries. To date, $184 million has
been allocated to procure vehicles and heavy
equipment. As of September 10, 2006, $179
million worth of equipment had been deliv-
ered, and $11 million had been allocated to
capacity development initiatives for operating
company personnel. Overall, GRD-PCO has
overseen the training of 1,027 oil and gas
workers throughout Iraq.®

IRMO notes that its advisors have helped
introduce the latest management techniques to
the Ministry of Oil, emphasizing an increase in
transparency of oil revenue and procurement.
These activities include advising the Ministry
of Oil on the proper methods to repair and
upgrade existing export meters, developing a
financial management information system, and
supporting programs to improve oversight by
the Board of Supreme Audit and the ministe-
rial inspectors general.®?
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Outputs of IRRF-funded

Oil and Gas Projects

Last quarter, SIGIR reported that crude oil
production had reached 2.5 million BPD for
one week in mid-June. IRMO reported that
those production gains were largely the result
of the South Oil Company’s well completion
efforts and U.S. reconstruction and rehabilita-
tion projects.®® These gains from rehabilita-
tion projects are expected “to be overtaken

by production losses in the near future due to
inadequate expenditures for maintenance and
lack of replacement of critical parts, material,
and equipment if nothing is done to change the
current constricting budgetary system for the
Ministry of Oil”** Funding sustainment activi-
ties appropriately continues to pose a signifi-
cant challenge for the development of Irag’s oil
and gas sector.

Although many IRRF-funded construc-
tion projects in this sector have continued to
add to Irags production capacity, the work
underway under the ABOT task order has suf-
fered chronic schedule slippages. The Inspector
General plans to visit ABOT on an inspection
during the next quarter. GRD-PCO reported
to SIGIR that these delays were caused by a
variety of challenges, including a large number
of scope changes during the engineering and
design phase, minimizing terminal shutdowns
to mitigate southern export losses, and estab-
lishing a safer working environment.*
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Outcomes of IRRF-funded

Oil and Gas Projects

Table 2-7 presents reconstruction project met-
rics against pre-war levels and U.S. and Iraqi
end-state goals.

The 2006 Iraqi budget assumes a crude oil
production average of 2.3 million BPD.® As of
October 2, 2006, the Ministry of Oil’s produc-
tion target for the north was reported as being
580,000 BPD, and the target for the south was
2 million BPD.*” The overall capacity and pro-
duction target for Iraq is expected to reach 2.8
million BPD by September 30, 2007.% For the
production breakdown between northern and

southern fields, see Figure 2-12.

The crude oil production surge in late
August/early September to a high of 2.47 mil-
lion BPD was a result of the old 40-inch pipe-
line flowing in the northern pipeline system;
it was subsequently taken off line because of
an interdiction.®” An IRMO oil expert noted
that when this and other key pipelines are
flowing in the north and tankers are in proper
alignment in the Persian Gulf, total crude oil
production could easily reach approximately
2.6 million BPD.” Figure 2-13 shows crude oil
production nationwide.

CURRENT OIL AND GAS PROJECT BENEFITS VS. PRE-WAR LEVEL AND GOAL

PRE-WAR LEVEL QUARTER  U.S. END-STATE  IRAQI END-STATE
OUTCOMES METRICS (2003) AVERAGE GOALS GOALS
Oil Production Capacity (million BPD) 2.8 2.5 3.0 2.8
QOil Production (Actual) (million BPD) 2.58 2.27 Not Available 2.8
Export Levels (million BPD) Not Available 1.66 2.2 (capacity) 1.65
Natural Gas Production Capacity (MSCFD) Not Available 600* 800 Not Available
LPG Production Capacity (TPD) Not Available 1,200* 3,000 Not Available

*Data for these figures is taken from a GRD-PCO report of September 10, 2006, and does not constitute a full

quarterly average.

Sources: Pre-war numbers—DoE Country Analysis Brief, meeting with DoE officials on May 31, 2006. Quarter Average—
GRD-PCO, "Iraq Reconstruction Report,” October 5, 2006, p. 3 (production capacity); DoS, Iraq Weekly Status Reports, July-
October, 2006 (oil production and exports); GRD-PCO, “Sector Consolidated Results Update Meeting,” September 10, 2006,
p. 3 (natural gas production capacity and LPG production capacity). U.S. end-state goals—GRD-PCO, “Iraq Reconstruction
Report,” October 5, 2006, p. 3 (production capacity); DoS response to SIGIR data request, July 24, 2006 (export capacity);
Iraqgi end-state goals—meetings and discussions with DoS officials for April 2006 Quarterly Report; DoS, IRMO Weekly

Status Report, May 16, 2006, p. 9 (Iraqi export target).

TABLE 2-7
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Figure 2-12

CRUDE OIL PRODUCTION BY REGION

Source: IRMO Monthly Import Production, Export Report
(September 2006)
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EXPORTS

The oil and gas sector remains Irag’s eco-
nomic mainstay: crude oil exports are pro-
jected to account for approximately 90% of
the government’s revenue in 2006.”" In early
October, year-to-date Iraqi revenues from oil
exports for 2006 reached $24.8 billion.”> From
January 2004 to March 2006, however, Iraq
lost a potential $16 billion in revenue from oil
exports because of limitations on its ability

Target Oil Production and Actual Oil Production
Millions of Barrels Per Day (MBPD)

212

30%—

28

20%—
10%—
Target —
-10%—
-20%—
-30%—
93
-40%—
-50%—

60% ¢

to export crude oil, in addition to incurring
billions of dollars in fuel import costs to meet
domestic demand. SIGIR Audit 06-038, sum-
marized in Section 3 of this Report, discussed
this loss. For a timeline of monthly exports and
associated revenues, see Figure 2-14.

Exports averaged 1.62 million BPD for Sep-
tember and 1.66 million BPD throughout the
quarter; the Iraqi goal is 1.65 million BPD.”
However, Iraq’s revenue base from crude oil
exports remains vulnerable if global oil prices

Figure 2-13
MONTHLY CRUDE OIL PRODUCTION

Source: IRMO Monthly Import, Export and Production Report

(9/2006)
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Figure 2-14

MONTHLY CRUDE OIL EXPORT AND REVENUE RAISED
Source: DoS Iraq Weekly Status Report

(6/03-9/2006), IMF SBA (1/2006)
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continue to decline and domestic crude pro-
duction levels cannot be sustained.” Persistent
insurgent attacks on the northern pipeline
system will continue to put the export burden
almost exclusively on the south. This increases
the southern system’s susceptibility to long-
standing vulnerabilities, including low storage
capacity and volatile winter weather conditions
affecting shipping at southern ports.

REFINING

The main fuels produced and used throughout
Iraq are kerosene, gasoline, diesel, and LPG.
This summer Iraqis suffered from severe
shortages in all fuels. The shortage resulted
from high summer demand for power” and
O&M issues with pipelines in the Baiji-Kirkuk
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corridor—mostly because of sabotage and
dilapidated infrastructure. The unreliability of
these fuel pipelines has forced Iraq to transport
fuel from Baiji to Baghdad via truck fleets,
which are scarce throughout Iraq and suscep-
tible to smuggling and attack.” The shortage
has also been exacerbated by a recent lack of
Turkish imports caused by the Iraqi Ministry
of Finance’s failure to pay its debt to Turkey.
GAO reported on Iraq’s weak domestic
refining capacity in late April, citing attacks,
dilapidated infrastructure, and poor O&M
budgeting practices as the main causes.”” This
weak domestic refining capacity, in addition
to import-related difficulties, has contributed
significantly to Iraqs inability to supply enough
of the critical refined fuels to meet market
demand. The Ministry of Oil reported that
storage levels of refined products, especially
kerosene and LPG, for September were sharply
down and noted that this could lead to a
serious shortage during the winter.”®
Throughout the quarter Iraq imported 8.5
million liters per day of gasoline (approxi-
mately the same as its quarterly average daily
production rate of 8.8 million liters per day).
And Iraq produced 40% of LPG domestically
this quarter, relying on imports to help address
supply needs. For assessments of Iraqs critical
refined fuel production rates, see Figure 2-15.
The combination of domestically produced
refined fuels and fuels imported from abroad
failed to meet any of the four Iraqi targets cited
under the Consumption Plan for September
2006.” In fact, Iraq did not meet any of its total
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critical refined product targets this quarter,
although it briefly met the national stock level
target of 15 days worth of supply for kerosene
in July and August.® See Figure 2-16.

Iraqis use kerosene mostly as a home
heating fuel. The national stock level of kero-
sene surged this quarter and last quarter as
Iraqis built their supply in advance of winter.
LPG, diesel, and gasoline are not seasonal
fuels, however, and are generally produced
at steady rates year-round, assuming a con-
stant production capacity. According to a

Figure 2-15

QUARTERLY AVERAGE OF CRITICAL
REFINED FUELS PRODUCTION RATE
Source: IRMO Monthly Import, Production,
and Export Report

DoS energy expert, saboteurs have focused
mostly on interdicting gasoline and LPG lines
because these products are in higher demand
throughout Iraq.*!

To help alleviate this problem and provide
a stable supply in the future, the Iraqi govern-
ment has begun to make plans to upgrade two
of its main refineries and to build two new
ones in northern and central Iraq.*” In the
shorter term, however, Iraq is trying to import
more refined products from abroad. Currently,
Iraq receives refined fuels from Turkey, Kuwait,
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the United Arab Emirates, Iran, Turkmenistan,
and Syria. Most imports, however, come from
Turkey,® and the failure of the Ministry of
Finance to pay its debt has strained this rela-
tionship considerably. An agreement to remedy
this problem is currently in place: Iraq paid

$80 million on October 20 and will do so again
on November 20, 2006; it will pay another $40
million by December 20.%

Figure 2-16

QUARTERLY AVERAGE INVENTORY OF
CRITICAL REFINED FUELS

Source: DoS Irag Weekly Status Report
(09/2004-09/2006)

Quarterly Average Days of Stock
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Finally, on September 6, 2006, the Iraqi
Council of Representatives approved the
Fuel Import Liberalization Law, which allows
private companies to bid for import licenses to
supply fuel directly to the open market in an
attempt to ease gasoline shortages and reduce
smuggling. Before the approval of this law, the
State Oil Marketing Organization conducted
all oil imports.®

DIESEL

GASOLINE
~——— KEROSENE

=== LIQUID PETROLEUM GAS
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Challenges

Projects in this sector continue to face a
number of challenges, including difficulty in
budget execution, attacks on key infrastruc-
ture, corruption, smuggling, and providing for
the sustainment of operations.

BUDGET EXECUTION

During his visit to Iraq this quarter, the
Inspector General visited the Ministry of Oil
to confer with the Deputy Minister, the Chief
Budget Officer, and the Director of Plans. It
became clear during those meetings that the
Ministry of Oil has a capacity problem in
executing its capital budget. Only a fraction
of the budget was executed last year, and that
problem apparently continues this year. This
is a government-wide problem in Iraq, but it
is most serious at the Ministry of Oil because
of the importance of capital investment in
this sector. The Ministry of Oil is the major
revenue-generating ministry in the country;
therefore, investment in this sector is critical
for the nation’s revenue growth.

The Ministry of Oil also does not provide
IRMO with complete budgets. This lack of
transparency must be corrected if the U.S. is to

be able to reasonably advise the Ministry of Oil

on its strategic investment plan.®
SECURITY
The challenge of providing security for

oil facilities and installations continued
throughout this quarter. GAO reported “that
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major oil pipelines continue to be sabotaged,
shutting down oil exports and resulting in lost
revenues.”® In late August, DoD also reported
that, in addition to worksites, “terrorists have
attacked crude export and petroleum product
pipelines, impeding exports and the refining
and distribution of petroleum products, such
as gasoline and diesel” For instance, the late
August/early September surge in crude oil
production was tempered by a subsequent
interdiction that crippled the 40-inch pipeline
along the ITP. In response to this event, the
Iraqi government deployed Iraqi Army units
to better protect this key pipeline.* For more
information on SIGIR’s audit of protection for
the energy infrastructure, see Section 3 of this
Report.

IMPLEMENTING AND FUNDING
SUSTAINMENT ACTIVITIES

Sustaining U.S.-funded projects continues to
be a critical challenge for successfully devel-
oping the oil and gas sector. U.S. reconstruc-
tion agencies have been administering pro-
grams to bolster capacity development and to
improve O&M practices at oil and gas facilities.
These agencies have also launched a number
of initiatives to address petroleum refining,
project management, distribution and mar-
keting, leadership, human resource manage-
ment, and financial methods.

The Ministry of Oil has struggled to operate,
maintain, and replace aging and deteriorated
infrastructure, according to IRMO. IRMO
recently noted that even though the Ministry



of Oil “has a good chance in reaching its stated
production goals, it stands little chance in
maintaining it unless it starts a serious reha-
bilitation program of the facilities [that] were
designed and constructed decades ago.”

This problem is compounded by the
funding procedures implemented by the
Ministry of Finance, the Ministry of Planning,
and the Council of Ministers High Contracting
Committee to control procurement corruption.
As of mid-June 2006, the Ministry of Oil had
received only a fraction of its 2006 budget of
$3.5 billion.”® These financial and procurement
restrictions are the main cause of the Min-
istry of Oil’s lack of spending on new capital
projects for infrastructure rehabilitation, which
include completing natural gas pipelines and
improving key refinery facilities.”’ As a result
of these sustainment and budgeting issues,
the International Monetary Fund (IMF) has
reported that Iraq’s main source of economic
growth for both 2005 and 2006 is expected to
come from non-oil economic activity.”>

CORRUPTION AND SMUGGLING

Corruption continues to impede the develop-
ment of Iraq’s oil and gas sector. In August
2006, the IMF reported that corruption “dam-
ages Irags ability to manage its oil resources
effectively and siphons off much needed
wealth to improper ends” The Ministry of Oil
reported to SIGIR that corruption is a chal-
lenge in storage and depots, transport and
supply, and maintenance. Major concerns
include robbery and bribery, as well as truancy
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by employees, external agents, and procure-
ment committees.

The Minister of Oil has acknowledged that
corruption is significant in the production and
distribution of refined fuels, but the Ministry
of Oil is reportedly working to combat this
problem.”* The Ministry of Oil has completed
454 audits thus far in 2006 and has developed
revised practices/standards for 33 aspects of
the ministry’s work, including marketing of
crude oil, salary scales, and transportation of
oil products. Many Iraqi inspectors general still
complain, however, about insufficient budgets,
shortage of experienced auditors and investi-
gators, and a lack of independence within the
ministry.

The Iraqi government is also planning
to combat corruption and smuggling in the
oil and gas sector by installing production
metering systems throughout the country. This
project is funded by the Ministry of Oil, which
has leveraged the advice of international oil
companies to expedite the process, though it
is unlikely that these meters would be opera-
tional for some time.*

In mid-June and early July 2006, the Iraqi
government raised prices for diesel, kero-
sene, gasoline, and LPG,” as required by the
December 2005 IMF Stand-By Arrange-
ment (SBA). These steps were part of price
adjustments, slated to occur at three-month
intervals, to bring domestic fuel prices in line
with the prices of neighboring countries and
diminish the incentive to smuggle fuel. IRMO
also reports that the official price of diesel was
raised on October 1, 2006 (in accordance with
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the SBA), but the government has delayed
raising the prices of the other fuels until
Turkey resumes exports to Iraq.”

Despite these structured price increases, the
gray market rate for petroleum was approxi-
mately $4 per gallon—almost eight times the
official price—as of early September 2006.””
Overall, the combined amount of fuel that
Iraq produces domestically and imports from
abroad is still not enough to meet current
domestic demand, which fuels the gray market
for such scarce commodities.”®

Most smuggling occurs in-country and
that smuggled fuel tends to be sold around the
same area from where it was stolen.”” Further-
more, DoD noted in August that “a significant
portion of illegal trade results in constraining
the supply of gasoline in Baghdad, giving
motorists few alternatives to purchasing black-

market fuel at increased prices”!®
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ENABLING LEGISLATION

The passage of the Fuel Import Liberalization
Law was one important step toward improving
the oil and gas sector, but the passage of a
national hydrocarbon law remains the most
important future milestone. There are sig-
nificant discrepancies, however, between the
hydrocarbon legislation being considered by
the Kurdistan Regional Government and that
being considered by the central Iraqi govern-
ment. The legislation differs in many ways, but
most prominently in the question of regional
rights to receive direct revenue from both cur-
rent and future fields, as well as the status of
Kirkuk.'!



STATUS OF THE
WATER SECTOR

This review updates the status of U.S. recon-
struction projects to increase access to clean
water and sewerage services in Iraq and
improve water resource management
capabilities.

SIGIR makes these observations about
progress in the water sector:

o Allocations to this sector total $2.13 billion.
Figure 2-17 shows this sector’s funding as
a share of the total IRRE. Only about 8%
of projects have yet to start, and 79% are
complete.

o Asof September 27, 2006, formal report-
ing information for the sector showed that
funding was almost completely obligated
(98.1%). GRD-PCO later updated this
information, reporting that all funds were
obligated by September 30, 2006.

« One of the major challenges is to ensure
that U.S. efforts are sustainable. The Water
Sector Sustainment Program (WSSP) is
underway, providing $116 million for
facility assessments, technical assistance,
supplying parts and other consumables,
specialized follow-on repair, and other
sustainment activities.
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Al Kasik Water Treatment Facility

o U.S. projects have provided an estimated
4.6 million people with access to water—
more than half the anticipated end-state
of 8.2 million people. Also, 5.1 million
people have access to sanitation services
from U.S. projects; the end-state goal is
5.3 million people.

IRRF-funded Activities in the

Water Sector

More than two-thirds of sewerage projects are
finished, and 80.2% of potable water projects
are complete. For the status of projects in the
water sector, see Figures 2-18 and 2-19.

This quarter, $150 million was expended
in the water sector, a decrease from previous
quarters:
 $250 million last quarter
o $202 million two quarters ago
o $295 million three quarters ago

Figure 2-17

WATER SECTOR AS A SHARE OF IRRF FUNDS
Percent of $18.44 Billion

Source: DoS Iraq Weekly Status Report (9/27/2006)

et
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Figure 2-18
STATUS OF WATER PROJECTS

Source: IRMS and USAID Activities Report (10/6/2006)

Ongoing 13.4%

Not Started 7.5%

1,056 Projects I:I D
Planned NOT  ONGOING
STARTED
Not

Subsector Started Ongoing Total
Potable Water | 66 124 190
Sewerage D] 1 1 22
Pumping Stations and Generators D 0 6 6
Dam Repair, Rehabilitation, & 0 1 1

New Construction
Major Irrigation Projects 1 0 1
Umm Qasr/Basrah Water Supply 1 0 1

Project
Miscellaneous* 0 0 0
Other Solid Waste Management* 0 0 0
Water Conservation* 0 0 0
Total 79 142 221

As of September 27, nearly all (98.1%) of

the sector’s funding had been obligated, but
only 60.6% had been expended. According to
GRD-PCO, all IRRF funds under its control
were obligated by the September 30, 2006
deadline,'®* but published reports of the data
were not available to verify the data.

Key Projects Completed

and Underway

All US.-funded projects in this sector are
scheduled to be complete by October 2008.'
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*All Completed

After a short delay, one of the largest projects
in this sector—the Erbil Water Treatment
Plant'*—was completed in July. The con-
tractor is now providing O&M training and
support.'® The $201 million project provides
144,000 cubic meters (m?) of water per day to
333,000 residents of Erbil and the surrounding
area.'%

The $262 million Nassriya Water Treatment
Plant project is 97% complete, as of October
2006."" The original completion date of June
2006' was pushed back to October 2006'” and



Figure 2-19
PCO POTABLE WATER PROJECTS
Source: PCO Water Metrics (9/2006)

Population Served by PCO Water Projects
. 1,000,000 - 1,300,000

. 600,000 - 999,999
|:| 300,000 - 599,999

|:| 1-299,999
|:| 0

Salah al-Din

Diyala

Qadissiyah

now back to March 2007. The delay stems from
an increased scope to provide network connec-
tions to five cities.!" The completed water treat-
ment plant will provide 240,000 m* of water
per day to more than 555,000 people.'! The
Nassriya Drainage Pump Station is scheduled
for completion in March 2007.'"

The recently completed $63.1 million Rural
Water Program provided 70 water treatment
sites in underserved rural areas of Iraq, with

@ Sulaymaniyah
dad Basrah
Dahuk
Anbar
Kerbala ' Babylon Najaf
Ninewa
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PCO Project Status by Governorate

Completed | Total

Nationwide 1 32
Sulaymaniyah 3 4
Qadissiyah 3 5
Salah al-Din 5 14
Tameem 4 8
Muthanna 4 12
Kerbala 5 8
Erbil 6 20

Missan 6 7
Thi-Qar 6 n
Wassit 7 9
Babylon n 18
Diyala 12 22

14 30

20 36

21 80

21 27

24 56

Baghdad 32 64

TOTAL 205 | 463

the capacity to serve 492,000 Iraqis nationwide.
The $22.9 million project to restore the Sharq
Dijla Water Treatment Plant is nearly com-
plete. After restoration, the plant will produce
an additional 216,000 m® per day, serving an
additional 432,000 people.''

GRD-PCO initiated a number of programs
this quarter that focus on contracting directly
with Iraqi construction firms to construct
small water projects. In total, the programs
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are receiving $122 million in funding to

conduct multiple small potable water projects

throughout all 18 governorates in Iraq. There

are many benefits from contracting directly

with Iraqis, including:

o increasing local employment

o strengthening private business infrastruc-
ture and capacity development

« using resources more effectively

« reducing security and overhead costs

The largest such program is the Small
Water Rehabilitation Program ($63 million),
which will benefit 1.65 million Iraqis.'*

As of September 2006, those programs had
completed 158 of the 324 total planned
projects.'®

Other progress this quarter included the
start of automatic operations at the Wathba
Water Treatment Plant. The Basrah Sewerage
Facility is expected to be finished by October

2006.11

Outputs of IRRF-funded Projects

To date, the United States has repaired or reha-
bilitated 21 potable water treatment facilities
and 56 smaller water treatment plants.'”” Addi-

tionally, nine centralized sewage treatment
facilities have been completed to date.'’® The
outputs of these IRRF-funded projects appear
in Table 2-8, which shows the current and
anticipated capacity provided by completed
water projects.

Outcomes of IRRF-funded Projects
in the Water Sector

To determine the outcome of U.S. projects,
IRMO measures the number of people esti-
mated to benefit from these projects. For a
summary of the data on the effects of U.S.
projects on Iraqi access to water and sanitation
services, see Table 2-9.

U.S. projects have provided potable water
access to an estimated 4.6 million people—an
increase from last quarter’s 4.2 million and
more than half the anticipated end-state of
8.2 million people. The United States has now
completed 80.2% of planned potable water
projects. If all planned projects are completed,
end-state goals will be reached, according to
IRMO. A number of large projects have yet to
be completed, including Sadr City, Balad Rooz,

and Nassriya water-supply projects.'”®

CURRENT U.S. WATER PROJECT OUTPUTS AND ANTICIPATED END-STATE

OuTPUTS METRIC

CURRENT STATUS, AS OF 9/30/06

ANTICIPATED END-STATE (APRIL 2007 )

Potable Water—Maximum Additional
System Capacity

1.4 million cubic meters per day

2.5 million cubic meters per day

Sanitary Sewage—Maximum Additional
System Capacity

Sources: DoS response to SIGIR data call, October 11, 2006.

TABLE 2-8
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1.2 million cubic meters per day

1.2 million cubic meters per day
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CURRENT U.S. WATER PROJECT OUTCOMES AND ANTICIPATED END-STATE

OUTCOME METRIC

ANTICIPATED
END-STATE!

CURRENT STATUS,
AS OF 9/30/06

Potable Water—additional people potentially served at a
standard level of service, considering actual system conditions

4.6 million people 8.2 million people

Sanitary Sewage—additional people potentially served at a
standard level of service, considering actual system conditions

Sources: DoS response to SIGIR data call, October 11, 2006.

5.1 million people 5.3 million people

'The estimated end-state is based on the estimated date for completing all water projects. All planned PCO projects will
be completed by April 2007 (IRMO, Information Memorandum from Acting IRMO Director to Deputy Chief of Mission,

April 19, 2006).

TABLE 2-9

Challenges

SIGIR continues to track the major ongoing
challenge in the water sector—sustaining U.S.-
funded projects. As programs shift to Iraqi
control, ensuring the sustainability of these
new projects has become a priority for U.S.
agencies and contractors.

SUSTAINMENT

A 2005 GAO audit noted the challenge of
sustaining U.S.-funded facilities in the water
sector.’?’ In response to this challenge, a new
$116 million sustainment program was
initiated for 2006. The WSSP intends to “assist
the Iraqi people in the proper operation and
maintenance of 40+ selected U.S.-government
supported water and wastewater facilities.”
The program includes facility assessments,
technical assistance, supplying parts and

other consumables, and providing follow-on

specialized repair.’?! The WSSP builds on these

other sustainment projects that have been
completed:

o USAID’s Water Sector Institutional
Strengthening Program ($25 million)'*
ended in April 2006, providing O&M sup-
port for 11 major water and wastewater
treatment facilities.'*

« GRD-PCO’s Management Systems Train-
ing Program ($14.5 million) for the Min-
istry of Municipalities and Public Works'**

will help build capacity in Baghdad and

eight local governorates.'?

The ongoing WSSP program is scheduled
to be completed in March 2007. The program
will provide O&M support at almost all of the
major water facilities that the United States has
constructed or restored. The program uses a
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scorecard to rate key operational areas at each

of the facilities.’* These program activities

occurred during the quarter:

Plant optimization contracts for 40 facilities
were completed, and 18 more optimizations
are underway.

Operations support at 11 major facilities
and 69 rural water projects continued.
Rural water O&M support activities include
providing operators, maintenance techni-
cians, instruction material, security, chemi-
cals, and minor repair support.
Productivity of the Najaf Water Treatment
Plant was increased to 100% of the design
capacity over three months.

Emergency generator O&M services were
provided throughout Iraq for assigned gen-
erators of the Ministry of Water Resources,
including necessary spare parts and con-
sumable supplies.

50 | SPECIAL INSPECTOR GENERAL FOR IRAQ RECONSTRUCTION

» Contractors for O&M oversight and super-
vision support were hired for 13 major
Basrah Sewerage Pump Stations.

o Diesel and chemicals were provided to all
40 U.S.-government supported water facili-
ties throughout Iraq.'”

The WSSP is also implementing Phase II of
the Capacity Development Initiative. This will
provide training for personnel at the Minis-
tries of Water Resources, Municipalities and
Public Works, as well as the Baghdad Amanat
(the public works directorate for the city of
Baghdad).'*®
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STATUS OF THE ECONOMIC AND
SOCIETAL DEVELOPMENT SECTOR

SIGIR makes these observations about prog-
ress in this sector:'*

« IRRF allocations total $2.21 billion, and
$1.88 billion had been expended, as of Sep-
tember 27, 2006.

94% of projects have been completed in this

sector, and only 3% have yet to start.

The ARDI program (Agriculture Recon-
struction and Development Program for
Iraq) in the agriculture subsector is closing
out. MNF-I and MNC-I have already begun
to replicate similar activities in many areas
in Iraq.

In the democracy subsector, the security
situation continues to limit the fielding and
effectiveness of Provincial Reconstruction
Teams (PRTs).

In the education subsector, most project

funding will be exhausted this quarter.
Unless there are further updates, SIGIR will
not report on this subsector in the future.

Financial management and economic
development activities focus on economic
governance, trade, bank lending, capital
markets, and microfinance.

o There are more than 200 independent
media sources in Iraq, but only $3 million
of the IRRF has been obligated in this sub-
sector.

Figure 2-19 shows the percentage of IRRF
funding committed to this sector.

By the end of this quarter, more than 98%
of the sector’s funding had been obligated, and
85.1% had been expended. As of early October
2006, 8,770 projects (94%) had been completed
in this sector.* For the status of projects in
this sector, see Figure 2-20.

Figure 2-19

ECONOMIC AND SOCIETAL DEVELOPMENT SECTOR
AS A SHARE OF IRRF FUNDS

Percent of $18.44 Billion

Source: DoS Iraq Weekly Status Report (9/27/2006)

Economic & Societal ﬁ

Development
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Figure 2-20

STATUS OF ECONOMIC AND SOCIETAL DEVELOPMENT PROJECTS
Source: IRMS and USAID Activities Report

(10/6/2006)

Completed
93.8%

— Ongoing 3.2%
— Not Started 3.0%

9,352 Projects
Planned D I:l
NOT ONGOING
STARTED
Subsector Not Started Ongoing Total
Democracy-building Activities 273 231 504
Agriculture 0 70 70
Schools [l 3 1 4
Vocational Training 0 2 2
Market-based Reforms 0 1 1
Public Buildings Construction and 1 0 1
Repair
Civic Programs* 0 0 0
Education* 0 0 0
Migration and
Refugee Assistance* 0 0 0
Total 277 305 582

*Completed

Agriculture

Agriculture supports a rural population of

7 million people, provides employment to
approximately 20% of the nation’s workforce,
and accounts for 8% of Iraq’s GDP."*' As SIGIR
reported last quarter, however, this subsector
has a record of low productivity and negative
growth rates caused by years of poor policy
decisions under the former regime, sanctions,
isolation, and war."*? Post-war looting also
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damaged a variety of government and private
agricultural production and service facilities,
especially in central and southern Iraq.'*
USAID estimated this past summer that
Iraq’s grain yields were less than half the yields
of neighboring countries because of variable
rainfall in the north, increasing soil salinity
in the south, and years of poor planning.'**
Addressing the subsector’s short- and medium-
term needs—not including operations and



maintenance would cost approximately

$3.03 billion, according to 2003 World Bank

estimates.'”
USAID has been responsible for almost

all IRRF funding for the agriculture sub-

sector. ARDI is designed to help Iraqgi farmers

increase productivity and income through

these components:

o revitalizing agricultural production

o generating income and employment
through agro-enterprise and market devel-
opment

« promoting rural finance

o reclaiming and improving the management
of soil and water resources

The initial ARDI contract was awarded in
October 2003 with IRRF 1 funds and later
extended with IRRF 2 funds. The ARDI pro-
gram has spent nearly all of the $101.4 mil-
lion it was allocated; the program is currently
demobilizing. Additionally, the $4 million allo-
cated for the Iraq Marshlands Restoration Pro-
gram was almost fully expended this quarter.'*
The ARDI contract will not be extended, but
other organizations, like the U.S. Department
of Agriculture (USDA), still have IRRF funds
to support agriculture programs.'?’

MNF-I and MNC-I are also currently
working to carry forward certain ARDI initia-
tives and project ideas, including:

o purchasing and distributing more seed
cleaners throughout Iraq

o assisting in setting up beekeeper operations
for honey production

« cleaning and rehabilitating irrigation
infrastructure
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« expanding vocation training programs
throughout Iraq

o preparing SOWs for greenhouse construc-
tion, sheep dip tanks, and mushroom

farms'®

AGRICULTURE PROJECTS COMPLETED
AND UNDERWAY

Current ARDI activities focus on increasing
crop production, expanding market-oriented
reforms, improving livestock management, and
enhancing agriculture-related private sector
development. As of early October 2006, 304

of the 374 IRRF-funded projects in the agri-
culture subsector had been completed, and an

additional 70 were still in progress.'*

OUTPUTS OF IRRF-FUNDED AGRICULTURE
PROJECTS

The ARDI program works directly with the
Ministry of Agriculture, presenting an “Iraqi
face” that helps keep security costs relatively
low.'* Although outputs are important mea-
surements of current improvements in the
agriculture subsector, one IRMO official notes
that “outputs are not what are needed...Out-
comes are the measurables that make a differ-
ence to the sector’s sustainability and, there-
fore, the difference for the country’s future”'*!
For the ARDI outputs to date, see Table 2-10.
According to USAID officials, the ARDI
grants program implemented more than 250
grants, which directly impacted more than
385,000 people. Furthermore, the number of
workers employed by ARDI on any given day
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ARDI OuTPUTS

CROP AND LIVESTOCK
MANAGEMENT

The first batch of approximately 225,000 fish fingerlings was successfully distributed on July 3, 2006, to
the Al Hammar Marsh in Basrah.?

ARDI demonstrated 40% average wheat-yield increases on one-hectare test plots in three northern
governorates by using a cost-effective technical package in 2004 and 2005. From 2005 to 2006, ARDI
implemented large seed multiplication programs in those three northern governorates in different
one-hectare areas, showing yield increases of over 50%.°

ARDI planted 83,500 date palm offshoots in 18 mother orchards in 13 governorates.

68 veterinary clinics were reconstructed, serving more than 5.7 million animals and 135,000 breeders.4

LAND IRRIGATION

ARDI has rehabilitated irrigation systems impacting 283,500 hectares (700,300 acres).

ARDI-rehabilitated irrigation infrastructure has benefited 85,300 families, or approximately 511,800
rural residents.

TRAINING AND CAPACITY
DEVELOPMENT

7,400 farmers cleaned their saved seeds between September 2005 and January 2006, producing 31,500
metric tons of cleaned seed. This amount would be enough to plant 242,000 hectares, benefiting an
estimated 48,000 farmers.c

ARDI trained more than 215 mechanics, mostly in rural areas, as part of the tractor-repair program to
improve infrastructure for repair and maintenance services for agricultural machinery.c

More than 3,400 Iraqgi government and private sector-stakeholders have participated in ARDI training,
conferences and workshops designed to improve their ability to form policies and collect and manage
information.¢

ARDI has also provided business management, association-building, and facilitation training to
more than 700 entrepreneurs.©

PRIVATE SECTOR
DEVELOPMENT

Activities developed and strengthened the capacity of 98 private sector organizations.©

A wholesale price information system was established in 18 major urban markets for dissemination to
producers and merchants.¢

MECHANICAL REPAIRS

4,633 tractors were rehabilitated out of a goal of 5,000.¢

2 DoS Iraq Weekly Status report, July 19, 2006, p. 18.

> USAID responses to SIGIR data calls, October 17 and 18, 2006.
¢ USAID responses to SIGIR data call, October 17, 2006.

4 USAID Agricultural Development Fact Sheet, October 2, 2006.

TABLE 2-10
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reached as high as 29,000, including both tem-
porary and permanent jobs.'*?

The ARDI program will close out by the end
of the year, and the next USAID agriculture
project will focus more on agribusiness devel-
opment, although some funding will remain
for technical assistance to agricultural produc-
tion. The private sector will need to provide
farm machinery to assist in agricultural pro-
duction, and credit programs are being set up
to assist where necessary.'*?

USDA has two officers operating at the U.S.
Embassy in Baghdad, as well as three others
who have been identified for a one-year tem-
porary duty assignment. They will help with
planning, food safety/veterinarian services,
and extension,'* through a program funded
with $7.8 million reallocated from the IRRE'*

OUTCOMES OF IRRF-FUNDED AGRICULTURE
PROJECTS

Project outcomes in the agriculture subsector
depend mainly on activities that can offer
returns on investment over the long term.
IRRF projects have demonstrated that such
returns are feasible. For example, wheat pro-
duction per hectare has dramatically increased:
the governorates of Erbil, Dahuk, and Sulay-
maniyah reported yields of 1,160 kilograms of
wheat per hectare (kg/ha), up from 804 kg/ha
last year. The barley yield estimate in these
governorates also rose from 664 kg/ha last year
to 832 kg/ha this year.™*¢

USAID offers several possible reasons for
these increases, including a better distribu-
tion of rainfall during the growing season;
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improved seed from USAID’s cleaning pro-
gram; increased access to needed agricultural
inputs; better access to fertilizers; and plans by
the Iragi government to buy more wheat from
farmers.'*’

Opverall, Irag’s Public Distribution System
(PDS) requires 4 million metric tons per year
of wheat—the amount needed to distribute the
tull ration of wheat flour to all PDS recipi-
ents. Domestic production, however, ranges
between 1 and 2 million metric tons per year
(of which less than half is of grade 1 quality),
significantly below the PDS requirement.'**

As a result, Iraq imports almost $3 billion in
wheat and other commodity foodstuffs annu-
ally for the PDS.#

CHALLENGES

SIGIR sees three major challenges in this
subsector: security, the need to develop mar-
ket-friendly laws and policies, and the project
selection process.

Security

As with all sectors in Iraq, security problems
affect the rehabilitation of Iraq’s agricultural
infrastructure. USAID officials reported to
SIGIR last quarter that security has accounted
for only 5-8% of ARDTI's total budget; neverthe-
less, the lethal environment has slowed the rate
of investment in this subsector.'*®* Moreover,

an IRMO agriculture expert noted that the
greatest challenge is deciphering how to work
efficiently and effectively in light of the present
security climate and difficulties.’"
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Develop Market-friendly Laws and Policies

Last quarter, SIGIR reported that moving

the subsector to a market-driven system will
require substantial training, capacity building,
investment capital, mercantile infrastructure
development, and coordination. These issues
are being addressed as the Iraqi government
moves to gradually reduce food subsidies,
which would help create a more rational
market for agricultural products and allow
farmers to respond to market demand by
increasing production accordingly.'** This
challenge is also being addressed through
programs to build ministerial capacity and
support agricultural business development, as
well as a USDA program to improve the Iraqi

extension service.!*?

Project Selection Process

Another significant challenge is choosing

the most appropriate projects to initiate,
according to an IRMO agriculture expert. The
key is to select projects that will be sustainable
and promote Iragi ownership within a short
timeframe. The question is how much forward
movement can be generated by Iraq’s public

and private sectors in this area.’*

Democracy

In mid-September 2006, the UN Secretary
General’s Special Representative reported to
the Security Council that the Iraqi govern-
ment’s key challenge is to develop a national
agenda that would be responsive to the needs
and aspirations of all Iraqis. This quarter, the
foundation for such an agenda has been estab-
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lished with the presentation of the National
Reconciliation and Dialogue Project to the

Council of Representatives.'*®

DEMOCRACY PROJECTS COMPLETED
AND UNDERWAY

Most IRRF funds in this subsector have been
used to support the national elections, draft the
constitution, and conduct the constitutional
referendum. Concurrently, there has been an
effort to strengthen Iraq’s new democracy at
the grassroots level by bolstering the legitimacy
of the political system, developing institutional
capacity, strengthening civil-society organiza-
tions, and inculcating a stronger sense of civic
involvement among Iraq’s citizens."*® As of
early October 2006, 7,204 of the 7,708 IRRF
projects in the democracy subsector had been
completed (93.5%)."’

This quarter, ten PRTs have been assessed as
operational.”*® The PRTs focus on generating
short-term employment opportunities and
civic education initiatives.”® PRT staff work
with leaders in the governorates to prioritize
initiatives to address the needs of the local
people. These initiatives are funded as funds
become available.'®

According to SIGIR Audit 06-034, the
security situation continues to pose a sig-
nificant challenge for every aspect of the PRT
mission. The audit found that the PRTs and the
local governance satellite offices have varying
degrees of ability to carry out their respective
missions. Finally, the adverse security condi-
tions prevent many civilian billets from being



filled adequately, leaving a void of requisite
skills. For an executive summary of this audit,
see Section 3 of this Report.

The National Capacity Development Pro-
gram (NCDP) aims to help the Iraqi govern-
ment strengthen its core functions. Its activities
include further developing important minis-
tries, the Prime Minister’s office, participating
inspectors general, and various anticorrup-
tion organizations. The short-term goal of the
NCDP is to use Ministry Advisory Teams to
provide public policy and programmatic advice
and work with the ministries to develop and
address their respective priorities. Over the
longer term, the NCDP focuses on increasing
capacity of national public administration cen-
ters to train ministry employees and develop
core competencies.'® Finally, the International
Republican Institute (IRI), National Demo-
cratic Institute (NDI), IFES, and other grantees
continue to conduct IRRF-funded democracy
activities at the national level.

OUTPUTS OF IRRF-FUNDED DEMOCRACY
PROJECTS

Persistent difficulties and delays in deploying
PRTs throughout Iraq have slowed the effort to
help develop capacity in the provincial gov-
ernments. Other efforts to engage at the local
level of governance have been more successful.
The Community Action Program (CAP)

has operated throughout Iraq since 2003 to
promote democracy and help mitigate conflict
at the local level. This program has established
more than 1,400 community action groups
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(CAGs) throughout the country, creating
more than 88,000 short-term jobs.'®* The Iraq
Civil Society Program (ICSP) has issued 413
small grants, totaling more than $3.4 million,
for initiatives in civil society, human rights,
civic education, anticorruption, and women’s
advocacy.'® Many initiatives have focused on
developing a more robust media in Iraq.

Last quarter, SIGIR reported on the
activities that NDI and IRI are engaged in
throughout Iraq. Those activities continued
this quarter, primarily with funding through
the 2006 Emergency Supplemental Funds.
This quarter, NDI continued to focus on
democratic development seminars, promoting
womenss rights, voter training, and a variety of
other issues. In September, NDI held a 3-day
Voter Contact Academy with 16 members of
the Iragi National Party to help them better
communicate with and address the concerns
of their constituents.'** Also in September,
members of several Iraqi political parties par-
ticipated in training forums in Dahuk to clarify
concepts of democracy.'*®

IRI has also continued its democratiza-
tion efforts in Iraq by supporting civil society
groups, working with political parties to
strengthen their structures and broaden their
bases of support, and by supporting the devel-
opment of institutions in the Council of Rep-
resentatives. IRI reports that it held two sets
of three-day training programs for the major
Shiite parties and the major Sunni party in
Amman, Jordan, in September 2006. Training
focused on the importance of intra-party
democracy, leadership and candidate selection
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within political parties, platform and message
development, the use of survey research and
focus groups in politics, and candidate
recruitment.'®

OUTCOMES OF U.S. AND INTERNATIONAL
DEMOCRACY PROJECTS

These are the milestones reached in the

democracy subsector this quarter:

o On August 26, 2006, a conference of tribal
leaders issued a statement condemning vio-
lence and endorsing the national reconcilia-
tion plan.'”

o On September 24, 2006, Iraqi political par-
ties reached a deal under which the Council
of Representatives established a Consti-
tutional Review Committee to review the
constitution and debate the bill on creating
federal regions.'®®

o The Council of Representatives approved
the federal regions law on October 11,
2006. This law will allow Iraq’s provinces
to hold referenda to merge themselves into
larger federal regions, but delays the merg-
ing process for another 18 months.'®

The National Reconciliation and Dialogue
Project is a very important test of whether the
Iraqi government will be able to confront and
mitigate the escalating violence throughout
Iraq through political means; this project will
operate at national, provincial, and field-com-
mittee levels.'”

GAO recently cited information from
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the Defense Intelligence Agency that “the
December 2005 elections appeared to heighten
sectarian tensions and polarize sectarian
divides” GAO also cited a March 2006 U.S.
Institute of Peace report noting that Iraq’s
political process has sharpened ethnic and
sectarian identities, while simultaneously
weakening notions of nationalism and Iraqi
identity.'”*

Well-trained and well-equipped security
forces can help foster a more permissive
environment for a political dialogue to occur,
but these forces alone cannot guarantee peace
in the long term until Iraq reaches a political
understanding. Milestones in the future
include passing and enforcing enabling legisla-
tion and holding provincial elections.'”

CHALLENGES

General concerns for this subsector include
“implementation of the National Reconcilia-
tion Plan, passage of enabling legislation for
the constitution, a constitutional review
process and possible constitutional referendum
and provincial elections”'”® These concerns
stem from the following challenges.

Governing Effectively and Cooperatively

GAO has reported that, although strength-
ening “national and provincial institutions

is a key step in improving governance and
supporting efforts to build Iraqi self-reliance
and defeat the insurgency; coalition assess-
ments show that Iraqi ministries have limited



capacity to provide government services to
the people. These assessments showed “limita-
tions in managers’ skills and training, weak
technical expertise, outdated work processes
and procedures, and an inability to identify
and articulate strategic priorities”’”* The Iraqi
government has moved to remedy some of
these governing concerns at the strategic level,
and there may be some leadership changes in
the near term.

On the national level, the federal regions
law was approved on October 11, 2006, with
the largest Shiite political party advocating the
creation of autonomous southern regions sim-
ilar to the model followed in Kurdistan. How-
ever this remains a controversial issue among
Sunni and some Shiite groups: some leaders
fear that it could lead to the break-up of Iraq.
175'This is a valid concern given the power that
the Constitution as currently written accords
regions once they are formed. If the Constitu-
tion is not amended, regional law would trump
all federal law in conflict; the federal govern-
ment would not be able to tax the regions; and
the regions, once formed, would be able to
establish their own militias.

A challenge on the provincial level is that
Iraqi governorates have limited capacity to
provide governmental services.'”® Although
NDI, IR], other organizations, and the CAP
program have made significant contributions
under the USAID democracy and governance
program, their overall strategic impact appears
to be relatively modest thus far. The challenges
facing those governing Iraq are not simply
structural: much of the population mistrusts
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the political institutions after “a generation of
divide-and-conquer politics”'”’

Security

The security situation in Iraq has hampered
progress on democracy efforts funded by the
IRRE. Security for PRTs remains a constraint
to effective democracy-building activities
throughout Irag, and DoD has reported that
“[t]he security situation in some provinces
hampers interaction between team and provin-
cial leaders”'”® Additionally, the UN recently
reported that women are increasingly limited
in their ability to move freely outside their
homes, access health and educational ser-
vices, and participate in public life. Reports of
“honor killings” are on the rise, and lawyers are
reportedly unwilling to work on such cases, for
fear of being targeted by extremists.'”

In August 2006, the U.S. Ambassador to
Iraq noted that “the next three to four months
are critical for this government to reverse the
sectarian violence, particularly in Baghdad”
Further, he stated that the militias must be
brought under control for Iraq to progress as
a successful state.'® Using the Iraqi Security
Forces to mitigate violence throughout the
country is necessary, but the UN has made
clear that “there can ultimately be no military
solution to the many challenges facing Iraq”**!
This places a significant premium on the
successful development and sustainment of a
functional democratic structure.
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Education

Funding in the education subsector was fully
expended by the end of this quarter although
some residual expenditures remain, involving
additional school equipment.’®? The FY 2006
supplemental funding does not provide addi-
tional funding directly to the subsector, but
funding for capacity development will affect
training in the subsector. Unless there is fur-
ther development, this is the last quarter that
SIGIR will review the subsection.

The final outputs in the education subsector
are reviewed in Table 2-11. A total of 5,270
school projects have been completed with
funding from all sources (Development Fund
for Irag, Commander’s Emergency Response
Program, etc). U.S. projects also trained more
than 60,000 teachers'®* and provided hundreds
of thousands of desks, chairs, and chalkboards,

and more than 3 million school kits.!%

Refugees, Human Rights,

and Governance

This quarter, the United Nations High Com-
missioner for Refugees (UNHCR) shifted
focus from aiding returning Iraqis to pro-

viding help for displaced citizens who con-
tinue to flee because of increased sectarian
violence. Since last quarter, when SIGIR
reported one million internally displaced
Iraqis, UNHCR has increased that estimate
to over 1.5 million displaced persons living
within Iraq itself. After the war, more than
500,000 Iragis were estimated to reside in
neighboring countries. That number is now
estimated at 1.6 million living outside their
country, most of them in Jordan and Syria.'®
The United States has allocated $186 million to
migration and refugee assistance.'®

UNHCR operates in Iraq on an FY 2006
budget of $29 million, relying significantly
on donor governments. At the end of this
quarter, UNHCR was running a $9 million
deficit in funds."’ Last quarter, $15 million in
IRRF funding was approved for UNHCR and
International Committee of the Red Cross
projects.'s

Despite Iraqi government efforts to estab-
lish standards for human rights and the rule
of law, the UN Assistance Mission for Iraq
reports human rights violations occurring at
increasing rates.'® Security has been a sig-

ScHoOLS REPAIRED BY U.S. RECONSTRUCTION PROJECTS

TOTAL SCHOOLS  ScHOoOLS NEEDING  PROJECTS PROJECTS IN PRrROJECTS NoT
(2003) REPAIR (2003) COMPLETED PROGRESS YET STARTED
14,121 11,000 2,358 — USAID IRRF 1 N/A — USAID IRRF 1 N/A - USAID IRRF 1

741 - USAID IRRF 2
806 — PCO IRRF 2
1,365 — MNF-I

77 USAID IRRF 2
1 (PCO)
N/A — MNF-I

N/A USAID IRRF 2
3-PCO IRRF 2
N/A — MNF-I

Sources: DoS, Section 2207 Report, Executive Summary, July 2006, p. 17 (Total Schools and Schools Needing
Repair, MNF-I data); GRD-PCO vetting comments, October 17, 2006 (PCO projects); all other metrics unchanged

since last quarter.

TABLE 2-11
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nificant challenge in addressing these rising
humanitarian issues. According to the UN,
local aid groups have been receiving threats for
helping displaced families of different religious
affiliations.'®® As a result, many volunteers are
leaving their agencies, reducing the capacity
of these organizations to respond.”! The
United States allocated $15 million to promote
human rights in Iraq; current funding status is

unavailable.'??

Financial Management and
Economic Development

This section presents the key U.S. financial
management and economic development
projects, as well as a general overview of the
outputs of these projects.

PROJECTS COMPLETED AND UNDERWAY

Financial management and economic devel-
opment programs have been allocated $805
million of the IRRF; $360 million was required
to offset Iraqi debt forgiven by the United
States.'”* Of the remaining $445 million,

more than $100 million was allocated to the
agriculture subsector; the remainder went to
programs in economic governance and private
sector development. All funding in the sector
has been obligated.'**

USAID manages the vast majority of the
funds in all three of these subsectors. USAID’s
private sector development funds (other than
agriculture) are concentrated in two major
contracts: one for economic governance and
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one for private sector development. USAID
also manages the microfinance program,
under Izdihar, that was started by the CPA.'*

The IRMO Office of Private Sector Develop-
ment (OPSD), established under the Coalition
Provisional Authority (CPA), was allocated
$64 million from the IRRE** OPSD manages
contracts for several important components
of the private sector, including automation of
the Iraq Stock Exchange (ISX), support for a
sustainable Business Center model, analysis
and recommendations for establishment of
Economic Zones, and the drafting of the
permanent Securities Law. Additional funds—
$25.9 million—were provided to the Overseas
Private Investment Corporation (OPIC) for
expanding the Iraq Middle Market Develop-
ment Fund (IMMDF), a loan program that
provides Iraqi companies with credit facilities
of $35,000 to $5 million.'”

OPIC has provided $100 million of its own
(non-IRRF) funds to the IMMDE program
managed by an international non-govern-
mental organization (NGO). To date, OPIC
has expended more than $28 million and
approved another $8 million.'*®

Additionally, USAID has used most of the
funding in the subsector—$95 million in initial
funds and $29.6 million in emergency funds—
for a number of programs to create an enabling
environment for the private sector to grow and
generate employment. USAID has focused on
trade policy and World Trade Organization
(WTO) accession, capacity building within
business associations and the banking sector,
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investment promotion, privatization efforts,
strengthening accounting and auditing func-
tions, and microfinance activities.'”

Economic Governance

The USAID Economic Governance (EG)
program is designed to help “create an enabling
environment for private sector development.”**
This is particularly important for the Iraqi
economy, which has been constrained by gov-
ernment subsidies and state-owned enterprises
for decades. The $146 million contract has

a base period completion date of September
2007 and two one-year options, which USAID
can exercise in response to continuing need,
performance, and the availability of funding.
Current funding will take the activity through
early spring 2007.2!

The EG program involves working with
Iraqi ministries to help them reform outdated
macroeconomic policies—fiscal, tax, customs,
budget, insurance, pensions, and others. The
program also includes capacity development
for Iraqi officials. These efforts feed into the
overall goal of helping Iraq comply with the
Stand-By Arrangement (SBA) with the IME
The EG program involves 35 international
advisors and more than 100 Iragi advisors who
work directly with ministry officials.** The
project works to support the Iraqi government
reforms required to meet 28 of the 58 IMF
targets. USAID collaborates closely with Trea-

sury on this program.?®
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PRIVATE SECTOR DEVELOPMENT PROGRAM
(IZDIHAR)

The EG program has focused on helping
reform an antiquated banking system; the pri-
vate sector development program (Izdihar)**
has implemented programs to increase lending
opportunities for Iragis. Izdihar helped
create the Iraq Company for Bank Guaran-
tees (ICBG), which will offer loan guarantees
to private banks. The ICBG will allow Iraq’s
microfinance industry to receive loans from
private banks rather than just international
donors.”® Eleven private Iraqi banks have
contributed $3.7 million of their own funds to
provide the ICBG initial capital. Also, USAID
is awarding a $5 million grant to capitalize the
ICBG.>¢

Izdihar has awarded nearly $10.5 mil-
lion of $20 million in grants to microfinance
institutions.?” USAID’s overall support to the
microfinance and private banking industry is
more than $35 million, which reflects a com-
bination of grants for loan capital, operational
and infrastructural support, and technical
assistance.?®

At the end of last quarter, the program also
developed a competitiveness study on the
Iraqi economy. The study identified “indus-
tries which possess intrinsic advantages (or
relatively fewer disadvantages), and therefore
should be able to compete in an open market
with as little assistance from the public sector
as possible®” The study identified 30 high-
potential industries in Iraq, describing in detail
the competitive characteristics of 10 of these



industries, including cement, tourism, and
plastics.?'?

WTO accession is being supported by a
program designed to draft accession docu-
mentation, respond to questions posed by
WTO member countries, conduct conformity
assessments, and ultimately train Iraqi govern-
ment officials to assess, respond, draft docu-
mentation, and move forward independent of
external assistance as much as possible.?!!

OUTPUTS OF U.S. PROJECTS IN
FINANCIAL MANAGEMENT AND
ECONOMIC DEVELOPMENT

U.S. projects have helped generate some clear
outputs in this subsector. The 2003 currency
exchange in Iraq under CPA—a combined
effort of Iraq, the IRRF 1 Economic Gover-
nance contract, and the United Kingdom—was
universally heralded as a success.?'? For the

Figure 2-20
CURRENCY EXCHANGE RATE
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Iraqi dinar’s exchange rate during the past few
years, see Figure 2-21.

Also, Iraq continues to comply with the
December 2005 SBA with the IMF, which calls
for a series of economic reforms, including the
gradual removal of subsidies on oil, electricity,
and food. EG and Izdihar experts have helped
the Iragi government develop strategies to
meet the SBA requirements.*'?

This quarter, the Iraqi government affirmed
its commitment to the SBA, and IMF released
the first and second reviews under the SBA >
The reviews show that inflation remains a
serious concern as the ongoing insurgency;,
shortage of goods, and supply disruptions in
the non-oil economy push prices upward.?*

o Consumer price inflation in 2004 was

31.7% and is estimated at 31.5% for 2005—

below the SBA goal of 20%.%'¢

Dinars against the U.S. Dollar, index (June 2004 = 100)
Source: IRMO Weekly Status Report and Central Bank of Iraq

(10/6/2006)
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o The 2006 goal of 15% is also in jeopardy:
Irag’s Central Office for Statistics reported
an 8.3% surge in July to bring the year-to-
date total to 32%. From July 2005 to July
2006, inflation in Iraq was nearly 70%.%"

For further information on inflation in Iraq,
see the insert to this Report. Other economic
indicators in Iraq include:

o DPer capita GDP is rising in Iraq, from $949
per person in 2004 to an estimated $1,189
in 2005 and $1,635 in 2006. These increases
are above the pace set by the SBA.*'8

o External debt remains large in Iraq. The lat-
est estimates show that debt was $63 billion
(183% of GDP) at the end of 2005. Iraqi
external debt is expected to decline to about
$48 billion (102% of GDP) by the end of
2006.2

Media

This section presents the key projects in
media development and reports on outputs.
According to USAID, the two primary aims
of media development projects in Iraq are
strengthening Iraq’s commercial media sector
and increasing capacity within the indepen-

dent news and public affairs sector.?

PROJECTS COMPLETED AND UNDERWAY

The Development Fund for Iraq (DFI) financed
the creation of the Iraq Media Network (IMN)
through a $95 million contract awarded

in 2004. From the existing organization of
integrated media networks, IMN established
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the Republic of Iraq Radio (RIR) network;
al-Iraqiya satellite television channel; and Iraqgs
largest newspaper, Al Sabah.**!

The second major media development
project is a $3 million USAID contract funded
by the IRRF that supports training and
technical assistance for media outlets. These
programs focus on training journalists in
professional writing and business techniques,
sustaining the National Iraqi News Agency
(NINA), and providing grants to media outlets
for equipment upgrades.??

Outputs of U.S. Media Projects

The Iraq Media Network (IMN) serves as the
public service broadcaster in Iraq, operating
from newspapers, television, and radio. IMN is
operated and maintained by Iraqis to provide
quality, independent coverage of international
and local news. Iraq boasts 218 media outlets
nationwide, with Erbil, Baghdad, and Basrah
showing the highest concentrations of media.
Irag’s media outlets are shown in Figure 2-22.

CHALLENGES

Media development in Iraq faces many chal-
lenges. Journalists and news publications in
Iraq continue to be the target of threats and
attacks. According to the Committee to Protect
Journalists, 85 journalists and 35 media sup-
port workers have been killed since March
2003. # In August of this quarter, a suicide
bomber attacked Al Sabah, killing two people
and wounding 20.2**
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Figure 2-22
MEDIA OUTLETS IN IRAQ BY GOVERNORATE
Source: IREX - ICSP Media Team, 10/1/06

Total Number of
Media Outlets Nationwide: 218

Total Number of Media Outlets
per Governorate

Type of Media Outlet(s) Present
in Governorate

@ MAGAZINE

@ TELEVISION

® RADIO

® NEWS AGENCY

® NEWSPAPER

@) RADIO/TELEVISION

Muthanna

Violence affects more than just the safety of
journalists: broadcasts of violence are believed
to inflame sectarian tensions in the country. In
late August, the Iraqi government banned the
airing of violent images.”” In September, the
Iraqi government ordered the Arabic satellite
network, Al-Arabiyz, to shut down its Baghdad
operations for one month. The United States
responded by urging Iraq’s government to
respect press freedoms.?
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Amzick Border Fort

STATUS OF THE SECURITY
AND JUSTICE SECTOR

This section covers IRRF funding for the .

security and justice sector. It does not include

security-related funding obligated for projects

in other sectors. .
DoD has reported that the levels and nature

of the violence continue to pose a serious

challenge to the reconstruction effort. Further,

DoD sees conditions in Iraq that could poten-

tially lead to civil war.*>
GAO cited a DoS assessment that “a base-

line of security was a prerequisite for moving .

forward on the political and economic tasks.”

GAO also reported that the lack of adequate

security has diverted considerable resources

from the reconstruction effort that have

precipitated project cancellations or scope

reductions.**®
IRRF funding intended to support the .
progress of security and justice resources

in Iraq has been almost fully obligated and

expended, but more funding has been added

through the Iraq Security Forces Fund (ISFF)

from the FY 2007 DoD budget. Figure 2-23

shows the sector funding as a portion of the

IRRE
SIGIR makes the following observations

about IRRF- and ISFF-funded activities in this

sector:

o More US. funds have been committed to
security and justice than any other recon-
struction sector; almost $15 billion of the
IRRF and ISFF has been allocated.

As of September 27, 2006, more than 88%
of the $6.31 billion IRRF allocation in this
sector had been expended.

As of October 18, 2006, 43% of the cumula-
tive $8.4 billion ISFF allocation had been
expended.

An additional $1.7 billion was approved for
ISFF in the FY 2007 Defense Appropria-
tions Bill. These funds will remain available
until September 30, 2008.

As of October 18, 2006, 312,400 members
of the Iraqi Security Forces, which include
both military and police personnel, have
reportedly been trained, equipped, and
fielded, according to DoS. Some questions
persist about whether all the trained police
are actually operational.

As of October 6, 2006, 88% of IRRF-funded
projects had been completed in the security
and justice sector.””

Figure 2-23

SECURITY AND JUSTICE SECTOR AS A

SHARE OF IRRF FUNDS

Percent of $18.44 Billion

Source: DoS Iraq Weekly Status Report (9/27/2006)

Security
& Justice
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Activities in the Security

and Justice Sector

As the number of trained and equipped mem-
bers of the Iraqi Security Forces approaches
the targets set by coalition and Iraqi offi-

cials, activities in the sector have shifted to
improving logistical, command and control,
and leadership capabilities—particularly
within the Ministry of Defense and the Min-
istry of Interior.

For executive summaries of two SIGIR
audits this quarter of non-construction
activities in the security and justice sector, see
Section 3 of this Report. For summaries of
inspections of the Ninewa Provincial Police
Headquarters and Baghdad Police College, see
Section 3.

The Inspector General visited the Baghdad
Police College during his visit to Iraq this
quarter. This project stands out as one of the
most problematic major IRRF construction
projects that SIGIR has inspected in Iraq.

Programs and Activities

Completed and Underway

IRRF projects focus on facilities construction

and refurbishment. For a detailed list of proj-

ects funded by the IRRE, see Figure 2-24.
Approximately 88% of IRRF funds for mili-

tary and police forces have been expended.>*

As of October 18, 2006, 43% of ISFF-funding

had been expended.?
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MILITARY/POLICE FORCE
DEVELOPMENT AND SUPPORT

Work in this sector has focused on building
military and police forces, mostly with ISFF-
funding; the effort has resulted in 312,900
trained and equipped military and police
personnel, as of October 18, 2006.%* The initial
force generation plans for the Ministry of Inte-
rior and the Ministry of Defense are expected
to be completed by the end of 2006, when the
effort will shift to replacing force losses.”*

CONSTRUCTION

In this sector, IRRF has funded the construc-
tion and rehabilitation of border forts, fire
stations, police stations, public safety training
academies, prisons and corrections facilities,
courthouses, and witness-protection facili-
ties.”* These projects have been implemented
steadily, and the last IRRF-funded construc-
tion project in the sector is scheduled to be
completed by December 2007.2%

Last quarter, SIGIR reported that work on
the Baghdad Police College was scheduled to
be completed in summer 2006. This quarter,
however, SIGIR Inspections identified a variety
of construction deficiencies associated with
this facility and health concerns that require
prompt attention. SIGIR Inspections also
completed an assessment on the construction
performed at the Ninewa Provincial Police
Headquarters in Mosul, which has suffered
major schedule delays because of the contrac-
tor’s inability to correct deficiencies and com-
plete tasks outlined by the contract. GRD-PCO



Figure 2-24

STATUS OF SECURITY AND JUSTICE PROJECTS
Source: IRMS and USAID Activities Report

(10/6/2006)

Completed
87.6%

L] O

ONGOING

1,722 Projects
Planned NOT
STARTED
Subsector

— Ongoing 8.0%

— Not Started 4.4%

SECTOR SUMMARIES

<&

SECURITY AND JUSTICE

Not
Started Ongoing Total

Facilities Repair

Iraqi Civil Defense Corps
Establish New Iraqi Army
Police Training & Assistance
Miscellaneous

Border Enforcement

Judicial Security & Facilities

Reconstruction of Detention
Facilities

Security & Law Enforcement
Witness Protection Program
Penal Facilities

Public Safety Training & Facilities

Commanders Humanitarian Relief
& Reconstruction Program

Investigations of Crimes Against
Humanity

Facilities Protection Services*

National Security
Communications Network*

Total

| 7 38 45

18 6 44

| 10 29 39

19 12 30

[ ] 8 6 14
] 2 0 12
[ ] 2 7 9
[T] 2 2 4
[ T] 2 2 4
[ T] 2 2 4
[ ] 2 1 3
] 2 0 2
] 0 1 1
] 0 1 1
0 0 0

0 0 0

76 137 213

*Completed
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terminated the contract and turned it over to
MNSTC-I to be re-awarded. As of September
22, 2006, the construction of this project was
50% complete.”® Finally, SIGIR Inspections
assessed the quality of work performed at the
now-operational Al Kut Training Academy.
For the executive summaries of these three
inspections, see Section 3 of this Report.

As SIGIR reported last quarter, two cor-
rectional facility design-build contracts were
cancelled. They have since been re-awarded
to local Iraqi firms as fixed-price contracts.
The design-build contract for the Khan Bani
Saad Correctional Facility in central Iraq
was re-awarded on September 15, 2006, and
is estimated to be completed by June 2007.
The Nassriya Correctional Facility was
re-awarded on September 25, 2006, and is
estimated to be completed by May 2007. Both
facilities are 65% complete.?”

Renovations on the Al-Zab Courthouse
in Kirkuk began in October 2005 and were
reported as being complete as of September
28, 2006.%® Finally, 265 border forts have been
constructed to date, 10 are ongoing, and 2 have
not yet begun.”*

NON-CONSTRUCTION INITIATIVES

In addition to training and fielding the Iraqi
Security Forces, several initiatives are in prog-
ress to promote oversight and transparency in
the security and justice sector. The Department
of Justice (Do]J) has been working with DoS

to support the expansion and functioning of
the Central Criminal Court of Iraq (CCCI), in
addition to advising and training Iraqi judges.
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The CCCI has 12 panels operating throughout
Iraq but focuses most of its work in Baghdad,
processing an average of 118 insurgency-
related cases per month. As of August 2006,
the CCCI had 826 criminal cases pending or
under active prosecution.?*

The Ministry of Defense reported to SIGIR
that corruption in its ranks seems to be under
control and that Iraqi inspectors general
recorded 69 complaints for 2006, resulting
in 51 investigations. The Ministry of Interior,
however, reported corruption in its contracting
process, including bribery. The Ministry’s
inspectors general received 573 complaints in
2006, resulting in 350 investigations. Several
U.S. government agencies—including GAO,
INL, and USAID—have programs to help the
Iraqi government mitigate corruption. For
a more detailed assessment of current U.S.-
funded anticorruption activities in the security
and justice sector, see “Anticorruption
Activities,” later in this section.

Outputs of Programs Funded by
IRRF 2 and ISFF

Outputs of U.S. projects in this sector include
prison construction, as well as several non-
construction outputs, including the fielding,
training, and equipping of Iraqi military and
police forces.

FIELDING AND EQUIPPING TRAINED
TROOPS AND POLICE

As of October 18, 2006, the breakdown of the
312,400 Iraqi military and police forces that



have been trained and equipped for security

operations:

o 131,600 Iraqi Army, Navy, and Air Force
personnel**!

» 180,800 police, highway patrol, and other

Ministry of Interior officers®

The coalition and the Iraqi Ministry of Interior
intend to field 188,200 trained and equipped
personnel, and the force-generation plan

for Iraqi Army Forces under the Ministry of
Defense proposes an end-strength of approxi-
mately 137,500 soldiers.?

SIGIR Audit 06-033 reports that 277,600
weapons had been issued as of August 2006,
with plans to equip the entire Iraqi Security
Force. For an executive summary of the SIGIR
audit of weapons provided by DoD and funded
by the IRRE, see Section 3 of this Report.

The coalition is also focusing its efforts on
building combat service support forces to pro-
vide key enablers to Iraqi combat forces, such
as logistics and transportation support, intel-
ligence, surveillance, and reconnaissance.***
For an executive summary of the SIGIR audit
of U.S. efforts to develop logistics capabilities
within the Iraqi Security Forces, see Section 3
of this Report.

The United States has invested more than
$320 million to improve Iraq’s capability to
protect its oil and electric infrastructure, a
responsibility that is shared by the Ministries
of Defense, Oil, and Electricity. Such U.S.-
funded initiatives include training and equip-
ping the Strategic Infrastructure Battalions
(SIBs) and partnering coalition forces with
Iraq’s various energy infrastructure protection
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forces.” For the executive summary of the
SIGIR audit of energy infrastructure protec-
tion, see Section 3 of this Report.

To determine the readiness of Iraqi security
and police forces, the coalition uses the Transi-
tion Readiness Assessment (TRA) process.*
These metrics have changed over time as
key personnel rotate, equipment is added or
replaced, and the tempo of unit operations
changes. Because the unit-level TRA assess-
ments are classified,*” however, this Quarterly
Report will not assess the unit-level readiness
of the Iraqi Security Forces in terms of per-
sonnel, command and control, equipment, and
leadership shortfalls.

Since September 18, 2006, 114 Iraqi Army,
Special Operations, and SIBs were at various
levels of assessed capability and regularly
conducting counter-insurgency operations.
Of these, 92 battalions are assessed as capable
of operating “in the lead” or independently,
and 88 Iraqi Army battalions control their
respective areas of responsibility. All 27 of the
National Police battalions conduct counter-
insurgency operations, and two of these
currently have the lead in their respective
areas of responsibility. Finally, one-third of the
company-sized operations in Iraq were report-
edly being conducted independently by Iraqi
forces.”*

CONSTRUCTION

When all of the prison facilities currently
underway are completed, which is tentatively
scheduled for April 2007, Iraq’s prison capacity
is expected to increase by 4,800 beds. Despite
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this increased capacity; however, it is esti-
mated that an additional 20,000 beds will still
be needed to meet Iraq’s correctional facility
needs. DoD reported that the “Iraqi Correc-
tions System has not demonstrated the capa-
bility to effectively resource and run a major
facility”**

This lack of prison capacity contributes to
an environment that allows abuses in Iraqi
detention facilities and forces detainees to wait
for long periods of time before charges against
them are resolved. The inability of the judicial
infrastructure to process cases quickly, train an
adequate number of judges, and shield offi-
cers of the court from coercion enhances this
problem. To mitigate the challenge of threats to
judges, U.S. marshals have assisted in pro-
viding security for judges and judicial facilities
and have worked with the MNF-I to begin
training an Iraqi Marshals Service.>

TRAINING INITIATIVES

The 2006 Training Plan for the Ministry of
Interior establishes common training stan-
dards and emphasizes human rights, ethics,
and the rule of law. However, these programs
do not appear to have yet succeeded in
changing the culture of the police, who have
traditionally relied on coercive measures to
obtain confessions.?"

Training academies are expected to be
turned over to Iraqi control by the end of
2006.%? But the largest training facility, the
Baghdad Police Academy, has a number
of significant infrastructure problems and
may not be ready to transfer on schedule. In
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August, the Iraqi Police Service graduated
1,100 officers from its advanced specialty
courses in Baghdad and Erbil, as well as 5,326
police recruits from various 10-week basic
training courses throughout the country.
Overall, more than 84,000 Iraqi Police have
completed basic training courses, and an addi-
tional 43,000 have completed the Transitional
Integration Program.?® There is no accurate
data to account for how many of these trainees
are operational.

Aside from in-class training, the coalition
has fielded more than 160 Police Transition
Teams (PTTs), as of August 2006. These teams
include International Police Liaison Officers
who go out to police stations throughout Iraq
to assist with in-station training and devel-
opment. In addition to the PTTs, there are
27 Border Transition Teams (BT Ts) and 38
National Police Transition Teams.**

There has been a particular focus this
quarter on further developing the National
Police, a paramilitary force that can bridge the
gap between the police and the military. In
early August 2006, a three-step phased training
process was initiated for the National Police:**°
Phase 1: Assessment teams of coalition and
Ministry of Interior forces conduct leader-
ship assessments and unit inspections.
Phase 2: An entire brigade travels to a
training area for three weeks to focus on
civil policing skills at both the individual
and unit levels. This phase was slated to
begin in October 2006.

Phase 3: A National Police Training Center
of Excellence is established to evaluate
police officers and battalions on their



combat and policing skills. This is slated to
begin in 2007.

Outcomes of Programs Funded by
IRRF and ISFF

To better assess the outcomes of IRRF and
ISFF projects in the security and justice sector,
this section reviews the current transition of
security responsibilities to Iraqgi control and
the status of capacity development at both the
Ministries of Interior and Defense.

TRANSITION TO IRAQI CONTROL

These transition milestones were reached

during this reporting period:

o OnJuly 13, 2006, security responsibilities
for the southern governorate of Muthanna
were transferred to the Iragi Police Service,
leaving security for that area in the hands of
the provincial governor and police force.**

« On September 21, 2006, the governor of the
Thi-Qar governorate in southern Iraq took
over governmental and security responsi-
bilities from coalition forces. This event is
particularly significant because Thi-Qar is
three times the size of Muthanna, contains
critical oil and transportation infrastruc-
ture, and includes the city of Nassriya.>*’

o 51 Forward Operating Bases have been
turned over to Iraqi control, out of a total of
110.»8

o The Iraqi Ground Forces Command (IGFC)
assumed command and control responsi-
bilities for the 8th Iraqi Army Division in
early September and for the 4th Iraqi Army
Division in mid-September. During the
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next few months, the IGFC is expected to
assume control of the remaining ten Iraqi
Army divisions.”*

There are significant concerns, however, that
sectarian divisions permeate the leadership
ranks of the Iraqi Security Forces, with Sunni,
Shia, and Kurdish soldiers serving mostly in
their respective geographic areas and under
commanders from their own sectarian or

regional backgrounds.®

CAPACITY DEVELOPMENT

As the initial force generation plans for the
Ministries of Defense and Interior approach
completion, there is increased emphasis on
developing Iraq’s institutional capacity to
direct, support, and sustain security forces.
DoD reports that the overall TRA for the
Ministry of Interior is “partly effective” DoD
stresses that the Ministry’s Transition Team is
working to improve this assessment and that
DoD has requested $151 million for Ministry
of Interior sustainment in the FY 2007 Budget
Amendment request. Throughout the next
quarter, this team will focus on improving the
logistics system for the Ministry of Interior.>!
This quarter, a SIGIR audit (06-032) found
that some progress has been made in building
logistics capabilities within the Iraqi Army and
in transitioning these capabilities to the Min-
istry of Defense. The audit notes, however, that
successfully transitioning the logistics opera-
tion to the Ministry of Defense by January 1,
2008, will face significant challenges. The audit
further notes that the planning for logistics
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capabilities for the Ministry of Interior is
incomplete and that there will be serious
challenges in successfully implementing and
transitioning logistics capabilities to support
the Iraqi police force in the near term.

Challenges

Violence in Iraq continues to pose a significant
challenge to progress in this sector.

MITIGATING THE VIOLENCE

On September 14, 2006, the UN Secretary
General’s Special Representative told the
Security Council that Iraq has become one of
the most violent conflict areas in the world and
that the challenges facing Iragis have never
been more daunting.* In late August, DoD
reported that the average number of weekly
attacks increased by 15% since May 2006, and
Iraqi casualties increased by 51% over that
same timeframe, with much of the violence
occurring in Baghdad. Violence has also been
on the rise throughout southern Irag, par-
ticularly in Basrah.** And at publication time,
October 2006 was the most lethal month for
U.S. forces since January 2005.

The Inspector General of the Ministry of
Human Rights told SIGIR in an interview last
quarter that kidnappings, killings, corruption,
and overall security are all getting worse,***
and the DoD has reported that conventional
criminal elements are increasingly capital-
izing on instability and that their activities are
becoming more difficult to distinguish from

those of insurgents and terrorists.?*®

74 | SPECIAL INSPECTOR GENERAL FOR IRAQ RECONSTRUCTION

Two recent efforts to mitigate the volatile
security situation were announced late last
quarter:

o On June 14, Operation Together Forward
was launched to increase security through-
out Baghdad. The second phase of this
operation was launched in early August
2006; as of early October, there were more
than 60,000 coalition and Iraqi forces in
Baghdad.**® The UN subsequently reported
that the number of casualties in Baghdad
dropped from July to August, though the
rate began to increase again toward the end
of August for both Baghdad and the other
governorates.” The overall effectiveness of
this operation has yet to be determined, but
coalition assessments reported in the media
suggest that it has not achieved its objec-
tives (see Table 2-12).

o On June 25, the Prime Minister announced
the National Reconciliation Plan, and the
High Committee for National Reconcilia-
tion held its first session on July 22, 2006.
On August 26, 2006, a conference of tribal
leaders took place in Baghdad, resulting in
a condemnation of sectarian violence and
endorsement of the plan.*®

According to DoD, “[s]ectarian tensions
increased over the past quarter, manifested
in an increasing number of execution-style
killings, kidnappings, and attacks on civilians,
and increasing numbers of internally displaced
persons.” Sectarian violence has also been
increasing in Kirkuk and in the Diyala gover-
norate.”® The UN Secretary General recently
issued a report expressing concern “that militia
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AVERAGE ATTACKS BY BALADIYAH COMPARISON

3/14/2006— 6/14/2006— 8/7/2006- 9/24/2006—
BALADIYAHS 6/13/2006 8/06/2006 9/23/2006 10/6/2006
Mansour 7.0 6.1 7.3 10.7
Bayaa 23 2.8 3.5 6.0
Kadhamiya 1.1 1.1 1.8 3.2
Thawra 0.8 0.9 0.4 0.2
New Baghdad 1.7 1.4 2.1 1.5
Karrada 1.1 1.1 0.9 1.3
Rusafa 0.9 1.3 1.3 1.9
Doura 3.8 5.6 5.6 6.5
Karkh 0.5 0.9 0.6 0.9
Adhamiya 3.1 4.1 4.7 3.9
Totals 22.32 25.3° 28.2° 36.1¢

Sources: DoS, Iraq Weekly Status report, October 18, 2006, p.7.

Notes: a Scales of Justice daily average
b Operation Together Forward daily average
¢ Operation Together Forward daily average (Ramadan)

TABLE 2-12

elements have infiltrated governmental and law
enforcement institutions, thus undermining
the confidence of the Iraqi people in State

institutions.”?”°

INFRASTRUCTURE SECURITY

Critical infrastructure remains a high-value
target for insurgent attack. Although the SIBs
continue to increase in size and capacity, only
one has been assessed as capable of planning
and executing independent operations. All of
the SIBs still require logistical support from the
coalition.””!

This issue was particularly evident this
month in the areas around Baghdad. The
capital has been virtually isolated from the
national power grid by attacks targeting the
electrical lines into the city. Repair of these

power lines has become nearly impossible
because of death threats and sniper attacks on
repair crews. As a result, the city has had to
rely solely upon production from within the
Baghdad Ring, where only about 800 MW of
power is available—Dbarely enough to provide a
few hours of electricity to the 7 million people
living in the capital. The other provinces, in
contrast, have 14-22 hours of power per day.
Sabotage of this type, combined with aging
and poorly maintained infrastructure, and
criminal activity continues to constrain Iraqg’s
oil and electricity production nationwide. It
also affects oil exports, and the availability of
refined oil products for domestic use. All of
these factors have contributed to electric pro-
duction and distribution that is far below the
ever-increasing consumer demand.
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STATUS OF THE HEALTH CARE SECTOR

U.S. reconstruction spending in this sector has
focused on building, rehabilitating, and equip-
ping medical facilities, as well as providing
immunization, training, and other health
services.

SIGIR makes these observations about
progress in the health care sector:

o More than 65% ($530 million) of the
sector’s $819 million had been expended by
the end of this quarter. For sector alloca-
tions as a share of the total IRRF, see Figure
2-25.

o Approximately 36% of all projects in this
sector funded by the IRRF have been com-
pleted, but progress has been impeded by
security and management problems.

o GRD reported to SIGIR that management
of the Primary Healthcare Center (PHC)
program has improved during this quar-
ter because GRD has taken a more direct

role in management oversight of the direct
contracts with Iraqi companies. Construc-
tion started between August and September
for the majority of these re-awarded PHC
contracts;”’* only 7 of 142 planned Model
PHCs, however, have been completed

to date.

o Of the 20 hospitals undergoing rehabilita-
tion, 12 have reportedly been completed.
The original design-build contract was
cancelled for eight hospitals, and the work
on those hospitals was re-awarded under a
series of fixed-price contracts to Iraqi firms.

IRRF-funded Activities in the

Health Care Sector

As of September 27, 2006, approximately 95%
of the sector’s funding had been obligated, and
more than 65% had been expended.”” By early
October, 85 of 237 health care sector projects
Figure 2-25

HEALTH CARE SECTOR AS A

SHARE OF IRRF FUNDS

Percent of $18.44 Billion

Source: DoS /rag Weekly Status Report
(9/27/2006)

Health Care
4%

OCTOBER 30, 2006 | REPORT TO CONGRESS | 77



SECTOR SUMMARIES

<

HEALTH CARE

were reportedly completed,”* with security
delays and contractor failure significantly
limiting construction initiatives to date.
Figure 2-26 shows hospital construction
projects in Iraq by governorate.
Figure 2-27 shows the status of projects in
the health care sector.

Key Projects Completed
and Underway

MODEL PRIMARY HEALTHCARE CENTERS

SIGIR reported in a previous audit that 150
PHCs were originally planned for Iraq using
IRRF 2 funding, but because of cost increases,
that planned total was reduced to 142. One of
those projects was funded separately through
the Commander’s Emergency Response Pro-
gram. After the PHC design-build contract was
cancelled for all but 20 of these PHCs, GRD
re-awarded the remaining 121 to on-site Iraqi
firms under fixed-price contracts.””® As of late
September 2006, 37 PHCs were slated to be
completed by the end of November 2006.7¢
Moreover, seven PHCs have been delivered
to the Ministry of Health, with six of those
currently open to serve patients and the sev-
enth set to open by the end of October 2006.

During his visit to Iraq this quarter, the
Inspector General met with the Deputy
Minister of Health, who reported that the
quality of construction work at one of the
PHCs in Baghdad was very poor and that,
although it had been “turned over,” it was not
being used. ¥7
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o Of the unfinished PHCs, 32 are 90-100%
complete, and 31 are 75-90% complete.

o The remaining 72 are at various stages
of completion between 10% and 75%
complete, averaging a completion rate of
approximately 53%.

Overall, the PHC program administered by
GRD-PCO is 69% complete, and it is estimated
that it will be finished by August 2007.%

HOSPITALS

The hospital rehabilitation program has also

been delayed. The program’s original goal

was to renovate 17 maternity and children’s

hospitals, but this number was increased to 20

in December 2004.”° Currently, GRD-PCO

oversees the refurbishment of 20 hospitals
under the original design-build contract, as
well as the construction of one additional hos-
pital that was being overseen by USAID until
this quarter.

o Ofthe 20 hospitals under the design-build
contract, 12 have been completed by the
contractor, and the other 8 have been re-
awarded with $17 million of the IRRF in
fixed-price contracts to Iraqi contractors.
One hospital—the Ramadi Women’s and
Children’s Hospital —was completed on
September 16, 2006.**° GRD-PCO reported
that all hospital rehabilitations in its hos-
pital program are currently 85% complete,
with completion expected by February 1,
2007.%8
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Figure 2-26 \

HOSPITALS BY GOVERNORATE

Number of Projects HEALTH CARE
Source: IRMS and USAID Activities Report

(10/6/2006)

Hospitals

.>3

9 Projects Ongoing
12 Projects Completed

Figure 2-27

STATUS OF HEALTH CARE PROJECTS
Source: IRMS and USAID Activities Report
(10/6/2006)

Completed
35.9%

——— 1 Not Started 0.8%

Ongoing
63.3%

237 Projects l:’ I:l

Planned NOT  ONGOING
STARTED
Sub Not
ubsector Started Ongoing Total
Primary Healthcare Centers 0 135 135
Hospitals D 2 11 13
Equipment Procurement :l 0 4 4

Nationwide Hospital and
Clinic Improvement*

Total 2 150 152

*Completed
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BASRAH CHILDREN’S HOSPITAL
Until this quarter, USAID was managing
construction of the Basrah Children’s Hos-
pital. In early June, however, USAID issued
a stop-work order to the contractor, and
the subcontract was terminated in early
August 2006. A new fixed-price contract
was awarded on September 30, 2006. Man-
agement of the contract was subsequently
turned over from USAID to GRD-PCO.*
GRD-PCO reported to SIGIR that 30% of
the construction was completed as of mid-
October. The hospital is estimated to be fin-
ished by July 2008, with equipment inte-
gration and other move-in items slated to
continue into early 2009. Once completed,
the hospital will have 94 beds, two utility
buildings, and a 36-bed residence building;
its total cost will be funded from a number
of funding streams, including IRRF 2.%3

NON-CONSTRUCTION ACTIVITIES

USAID’s non-construction activities in the
health care sector were expected to be closed
out by August,?® but one of the contractors was
granted a no-cost extension until the end of
December. The extension will provide training
for between 2,700 and 3,100 health care provid-
ers in a range of important topics, such as infec-
tion prevention, referral and follow-up, team
building, problem solving, and PHC manage-
ment. The contractor reports excellent coopera-
tion and collaboration from the Ministry

of Health.?
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Outputs of IRRF-funded
Health Care Projects

HEALTH CARE FACILITIES

The prime contractor for IRRF-funded health
facilities was to provide and install medical and
dental equipment sets for each of the 150 PHCs.
Medical equipment and furniture sets have
been purchased for all PHCs using $120 million
in IRRF funding.?®® The equipment and sets
that have not already been installed have been
warehoused for future installation. To date,
only six PHC:s are serving the needs of Iraqi
patients, though GRD-PCO notes that it has
assumed more direct involvement in managing
the re-awarded fixed price contracts in the PHC
program this quarter.?®”

The PHC program was expected to provide
health care services to an average of approxi-
mately 35,000 people, or 112 people per clinic
daily. The strategic purpose was to provide
service in remote locations at which there
were few previous services available.”®® See
Table 2-13 for the status of health care
facilities funded by IRRF 1 and IRRF 2.

NON-CONSTRUCTION PROJECTS

The United States has supported a broad range
of non-construction activities, including the
training program previously mentioned. Proj-
ects have also included vaccination campaigns
for measles, mumps, rubella, and polio, as well
as vaccine supplies to ensure the availability of
routine immunizations. For details on these
programs, see Table 2-14.
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IRRF PLANNED

HEALTH CARE FACILITIES AS OF 9/30/06 END-STATE
Hospitals Rehabilitated’ 12 20
Hospitals Built’ In progress 1
Egrr;r;abri)lligizht:\care Centers 147 147
Primary Healthcare Centers Equipped? 600 600
Small Primary Healthcare Centers Built

and Equipped? 6 6
Model Primary Healthcare Centers 6 142

Completed to Operational Stage'

Sources: GRD vetting response, October 17, 2006 (Hospitals and Model PHCs); DoS
Section 2207 Report, Tab 5 (Selected Metrics), July 2006, p. 16 (all other data);
(" represents work overseen by GRD-PCO; 2 work overseen by USAID)

TABLE 2-13

VACCINATION AND TRAINING PROGRAMS

OUuTPUTS METRIC

CURRENT STATUS, AS OF 6/30/06

Vaccination Programs

3.6 million children vaccinated against MMR (98% of target population)
4.6 million children vaccinated against polio (97% of target population)

Number of Ministry of Health
Professionals Trained in Maternal
and Child Health Service Delivery

3,707
[3,200 from IRRF 1]

Community Leaders and Other Non-
ministry Personnel Trained in Health
Promotion

3,100
All IRRF 1 Funding

Sources: DoS response to SIGIR data request, July 3, 2006.

TABLE 2-14

Other non-construction projects included:

« providing vitamin A and iron folate to two
million lactating mothers and young chil-
dren*®

o training health workers at more than 2,000
community child-care units to conduct
growth monitoring and manage malnutri-
tion, including screening of more than 1.3

million children®®

The United States has also procured and
delivered approximately $214 million in new
medical equipment and supplies for Iraqi
hospitals and PHCs.*!

Outcomes of IRRF-funded

Health Care Projects

Although the hospital rehabilitation program
seems to be making slow progress following
the re-awarding of fixed-price contracts to
local Iraqi firms, the Model PHC Program has
not yet delivered many operational facilities
to Iraqi patients. Although it is too early to tell
how the Model PHC Program will benefit the
Iraqi people over the long term after it is fully
closed out, the short-term gains to date have
been largely marginal.
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STATUS OF THE TRANSPORTATION
AND COMMUNICATIONS SECTOR

This section examines the progress of recon-
struction in the transportation and communi-
cations sector. Projects in this sector improve
transportation systems in Iraq, such as ports,
railways, roads, bridges, and airports. This
sector also includes U.S.-funded telecommuni-
cations projects.”*

SIGIR makes these observations about
progress in the transportation and communi-
cations sector this quarter:

o As of September 27, 2006, 64% of the $798
million allocated to this sector had been
expended. Figure 2-28 shows sector fund-
ing as a portion of total IRRF allocations.
Sector projects are 78.5% complete.

o US. reconstruction efforts at the Port of
Umm Qasr on the Iraq-Kuwait border were
75% complete, as of the end of this quarter.

o U.S. projects have completed repairs at 86 of
98 railway stations, but the effects of these
projects are not yet apparent. Although the
weekly average number of train trips nearly
doubled during the quarter, only a small
number of trains continue to run nation-
wide because of security concerns.

o Iraqis continue to subscribe to landline
and mobile phone services at a rapid pace.
More than 7 million Iragis now have access
to mobile phone service, financed by the
private sector.

IRRF-funded Activities

in the Transportation and
Communications Sector

As of September 27, 2006, 95% of the sector’s
funding had been obligated, and $510 million
had been expended.

Projects in the transportation and commu-
nications sector focus on five major areas:
 shipping
o railways
 air transportation
« roads and bridges
+ telecommunications

Figure 2-28

TRANSPORTATION AND COMMUNICATIONS

AS A SHARE OF IRRF FUNDS

% of $18.44 Billion

Source: DoS Irag Weekly Status report (09/27/2006)

Transportation &
Communications
4%
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For the status of projects in this sector, see
Figure 2-29. Sector construction is expected to
be completed by December 2008.%*

For the sector projects by location, see
Figure 2-30.

SHIPPING

Shipping projects have focused on improving
the Port of Umm Qasr with rehabilitations
and equipment funded by $45 million of the
IRRE All funds had been obligated by the end
of the reporting period.** GRD-PCO has com-
pleted four of seven projects, and the overall
program is 75% complete.”> No projects were

2% or this

completed at the port last quarter
quarter.”” The program is expected to be fin-

ished in February 2007.%®

Outputs of IRRF-funded Shipping Projects

As aresult of U.S. projects, 16 docks are

now functioning.** Other projects focus on
increasing handling capacity, enhancing opera-
tional efficiency, and strengthening security, all
of which will allow for increased movement of
cargo in and out of the port.>®

Outcomes of IRRF-funded Shipping Projects
The number of berths averaged 18 per week
this quarter, the same as last quarter.®”
Umm Qasr is a busy port with long queues
of ships waiting to dock. IRMO reports that
more berths must be refurbished to meet the

demands for docking.*”
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RAILWAYS

Current allocations in this subsector amount
to $198 million.** The bulk of expenditures
in this sector—$125 million—is for non-
construction material. Most of this funding
has been used to purchase track mainte-
nance machinery, spare parts, and tools and
materials.’* Phase 1 ($16 million) of the $60
million project is expected to be completed in
March 2007, providing communications for
a train-control system. The backbone portion
of the project ($41 million) was awarded this

quarter.>®®

Outputs of IRRF-funded Railway Projects

U.S. projects have helped bring the number
of operational locomotives up to 125 (from
25 immediately after the war).**® Most railway
funding has been allocated to non-construc-
tion projects, but construction projects have
repaired 86 of 98 stations planned as part of

the $51 million program.*”’

Outcomes of IRRF-funded Railway Projects

This quarter, an average of 27 trains ran per
week—almost double last quarter’s average
of 15.2 per week and the previous quarter’s
average of 13 per week.’® The increase is attrib-
uted to the start-up of new train operations
in western Anbar province, and the growth

is expected to continue. The Iraqi Republic
Railway is currently meeting demands for
materials movement—including transporting
sulphur from Mosul to Al-Ka'im and potash
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Figure 2-29
STATUS OF TRANSPORTATION AND COMMUNICATIONS PROJECTS
Source: IRMS and USAID Activities Report 10/6/2006

Completed
78.5%

Not Started 4.9%

Ongoing
16.6%

553 Projects |:| |:|

Planned NOT  ONGOING
STARTED
Not
Subsector Started Ongoing Total
Roads and Bridges | | 18 66 84

Railroad Rehabilitation &

Restoration 3 10 13

Civil Aviation

Expressways

Telecommunications Business

]
Umm Qasr Port Rehabilitation [_] 0 7 7
il
I
[
|]
|

Modernization ! 2 3
Miscellaneous 0 1 1
Telecommunications Systems 0 1 1
Consolidated Fiber Network* 0 0 0
Telecommunications Operations/ 0 0 0
Regulatory Reform*

Total 27 92 119

* Completed
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Figure 2-30

RAILROAD STATION AND AIRPORT REHABILITATION
PROJECTS BY GOVERNORATE

Source: IRMS and USAID Activities Report, 10/6/2006

Kerbala

Total Number of Projects

86 | SPECIAL INSPECTOR GENERAL FOR IRAQ RECONSTRUCTION

A

Baghdad Diyala

Sulaymaniyah

® Mosul Airport Rehabilitation

Baghdad International Airport Rehabilitation
(© Basrah International Airport Rehabilitation
@ Ninewa Railroad Station Rehabilitation
@ Tameem Railway Station Rehabilitation
@ Baiji Commercial Railway Station

@ Salah al-Din Railway Station Rehabilitation
@ Falluja Railway Station

@ Baghdad Railway Station Rehabilitation
@ Babil Railway Station Rehabilitation

@ Qadissiyah Railway Station Rehabilitation
@ Muthanna Railway Station Rehabilitation
@ Thi-Qar Railway Station Rehabilitation

@ Basrah Railway Station Rehabilitation

@ Anbar Railway Station Rehabilitation

Total Projects/Project Status

12 | ONGOING
98 | COMPLETED

110 | GRAND TOTAL




from Akashat to Al-Kaim. IRMO expects
significant future demand for agricultural and
mineral materials.*”

Despite the increase in rail travel this
quarter, the rate is still far below the planned
number of trains for previous quarters. Data
is not available for this reporting period, but
the plans for the past two quarters totaled 266
trains per week—far more than the 27 average
number of trains running this quarter.*' This
shortfall is primarily because of security, which
continues to hinder the flow of rail traffic
in Iraq. No trains have operated along the
Baghdad-Basrah-Umm Qasr route since Feb-
ruary 2006.%"! The railway is also under insur-
gent threat at Baiji and Dora, which especially

affects the capacity of train operations.**?

AIR TRANSPORTATION

Civil aviation has been allocated $67 mil-

lion of the IRRE>" This quarter, a number of
repairs and renovations were completed at the
Baghdad International Airport (BIAP). The
work, valued at $7 million, was required to
meet the International Civil Aviation Authority
Cat 2 standards of safety and operational effi-

STATUS OF U.S.-LED PROJECTS AT IRAQI AIRPORTS

AIRPORT CONTRACT S1ZE  NUMBER OF PROJECTS

SECTOR SUMMARIES

TRANSPORTATION AND
COMMUNICATIONS

ciency.”* An additional project was also added
this quarter at BIAP, with completion expected
by October 2006.%"

Three new projects were awarded at the
Basrah International Airport (BIA) this
quarter, including upgrades and repairs of
navigational aids and communications, a new
radar system, and renovations of the airport’s
water system. Completion of these projects is
expected by March 2007. The other projects at
BIA are nearly complete.’'¢

Table 2-15 summarizes the work done at
BIAP, BIA, and Mosul and shows that U.S.-led
reconstruction efforts in this subsector are near
completion.

Outputs and Outcomes of IRRF-funded

Air Transportation Projects

U.S. projects have helped rehabilitate five Iraq
airports that were not functioning at the end
of the war.*"” During this quarter, BIAP aver-
aged 473 flights per week—an increase from
last quarter’s 414 and 371 two quarters ago.>'®
This total includes both military and civil
operations, and the rise is attributed to a recent
increase in military operations. Currently, only
charter flights are approved for entry into the

ESTIMATED COMPLETION DATE ~ STATUS AS OF 9/30/2006

Baghdad (BIAP) $17 million 7 October 2006 99% complete
Basrah (BIA) 