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SPECIAL INSPECTOR GENERAL FOR IRAQ RECONSTRUCTION

January 29, 2008

MEMORANDUM FOR SECRETARY OF DEFENSE

UNDER SECRETARY OF DEFENSE, ACQUISITION,
TECHNOLOGY, AND LOGISTICS

COMMANDING GENERAL, MULTI-NATIONAL FORCE-IRAQ

COMMANDING GENERAL, U.S. ARMY CORPS OF ENGINEERS

DIRECTOR, IRAQ TRANSITION ASSISTANCE OFFICE

COMMANDING GENERAL, GULF REGION DIVISION, U.S.
ARMY CORPS OF ENGINEERS

COMMANDER, JOINT CONTRACTING COMMAND-
IRAQ/AFGHANISTAN

AIR FORCE CIVIL ENGINEER

DIRECTOR, AIR FORCE CENTER FOR ENGINEERING AND THE
ENVIRONMENT

SUBJECT: Audit Report on Differences in Services and Fees for Management and
Administration of Iraq Reconstruction Contracts (SIGIR-08-005)

We are providing this audit report for your information and use. We performed this audit in
accordance with our statutory responsibilities contained in Public Law 108-106, as amended.
This law provides for independent and objective audits of policies designed to promote economy,
efficiency, and effectiveness of programs and operations and to prevent and detect fraud, waste,
and abuse. This report discusses the management and administration of Iraq reconstruction
contracts by the U. S. Army Corps of Engineers-Gulf Region Division (USACE-GRD) and the
Air Force Center for Engineering and the Environment (AFCEE). These organizations play a
major role in Iraq reconstruction project management and contract administration. This review
was conducted as SIGIR project 7016.

We considered comments from the Office of the Under Secretary of Defense and USACE-GRD,
and informal comments from AFCEE when preparing the final report. The comments are
addressed in the report, where applicable, and a copy is included in the Management Comments
section of this report.

We appreciate the courtesies extended to the staff. For additional information on this report,
please contact Mr. Barry Holman at 703-604-0942 or (barry.holman@sigir.mil).

WYhmnd osen)y

Stuart W. Bowen, Jr.
Inspector General

400 Army Navy Drive ¢ Arlington, Virginia 22202
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Differences in Services and Fees for Management and
Administration of Iraq Reconstruction Contracts

SIGIR-08-005 January 29, 2008

Executive Summary

Introduction

After the U.S. government discovered that Iraq’s infrastructure was in far worse condition than
pre-war assessments had indicated, billions of dollars were appropriated to assist in reviving the
infrastructure and economy. Early on a number of different organizations were involved in
managing and administering the reconstruction contracts awarded under the U.S. programs.
However, the Gulf Region Division (GRD) of the U.S. Army Corps of Engineers (USACE) and
the Air Force Center for Engineering and the Environment (AFCEE), a field operating agency of
the Air Force Civil Engineer, are two primary organizations providing project management and
contract administration services for major Iraq reconstruction projects. Officials involved in
reconstruction efforts have expressed interest in an analysis of the two organizations’
management and administration procedures, particularly the fees they charged.

The SIGIR reporting objective was to (1) compare and contrast GRD and AFCEE management
and administration of Irag reconstruction projects, including the services provided and fees
charged, and (2) determine the extent to which DoD has assessed the efficiency and cost
effectiveness of these activities.

Results in Brief

Collectively, as of September 30, 2007, USACE-GRD and AFCEE have managed and
administered over $10.3 billion of Iraq reconstruction contracts and charged about $535 million
in fees for their services. GRD managed and administered about $6.3 billion, or over 60 percent,
of the total amount and charged about $418 million in fees. AFCEE had about $4.0 billion of
reconstruction contracts and charged about $117 million in fees.

Both USACE-GRD and AFCEE provided construction services that included project
management and design, contract administration, fiscal and administrative management, and
quality assurance; however, they used differing approaches to managing and administering U.S.-
funded reconstruction projects. A major difference was GRD’s work on design-build contracts
that required more direct and extensive involvement in the design and construction phases, and
AFCEE’s use of an approach that did not include detailed design. Another distinction between
the organizations’ business models is that GRD primarily depended on its military and civilian
employees for quality assurance and other management and administrative services, while
AFCEE relied on contractors to provide many of its services.



SIGIR’s ability to make a full comparative analysis was limited by insufficient data regarding the
differences in fee structures and services provided and a lack of comparability and transparency
in the fees and services. At the same time, SIGIR found that no DoD analysis of the two
organizations’ business models, services provided, and fee structures has been made and that
such an analysis could provide the basis for enhanced policy guidance.

USACE-GRD and AFCEE Differ in Approaches, Services, and Fees

Most of GRD’s early project management and contract administration work involved major
design-build,* cost-plus contracts that were awarded by its predecessor organization and
employed large multi-national firms. In 2004, USACE-GRD began to move away from these
types of contracts to ones with local and regional firms for smaller, shorter—term projects. With
the shift, GRD began to engage more directly in reconstruction contracting, as opposed to its
previous role that was largely confined to project management and quality assurance. As of
September 29, 2007, GRD Reconstruction Snapshot reported 3,641 projects completed, including
424 projects in the electricity sector, 76 in the oil sector, 667 in the water sector , and others in
the transportation and communication, health and education, and security and justice sectors.

Initially, AFCEE’s role in Iraq reconstruction was to meet an urgent reconstruction
requirement—estimated at $238.6 million—for the New Iraqi Army. Later, AFCEE took on an
expanded role and began awarding task orders for reconstruction of schools, government office
buildings, and other projects. A 2004 SIGIR report® addressed this expanded scope and, based
on the report’s recommendation, AFCEE revised the agreement governing this work. As of
September 30, 2007, AFCEE had awarded a total of 245 task orders for 590 projects (a task
order may involve multiple projects) and completed over 4,217 facilities—including barracks,
schools, border forts, and police stations—with more than 60 million total square feet.

Both GRD and AFCEE provided such services as project and cost management, contract
administration, construction quality assurance, and construction fiscal and administrative
management. However, the specific services provided varied based on customer needs, and the
project and contract type. Those variances made side-by-side comparison between GRD and
AFCEE difficult. However, major differences in management and administration of Iraq
reconstruction projects were most evident in the pre-design and construction phases of their
projects. GRD’s initial work involved design-build contracts that required more direct and
extensive involvement in the design and construction phases. AFCEE, on the other hand,
provided none of the detailed design services, and used Indefinite Delivery, Indefinite Quantity
(IDIQ) contracts and cost-plus fixed-fee task orders to expedite reconstruction projects. It
accomplished the construction through the use of conceptual work plans without detailed design
packages. Also, for quality assurance efforts, AFCEE used contractor services, while GRD
relied on its military and civilian employees.

In a gross comparison, GRD’s fees appeared much higher than AFCEE’s. GRD’s fees ranged
from 4% to 9.2% depending on the program and the required work. For full contract supervision
and administrative services, it generally charged 6.5%. AFCEE’s initial fee for comparable

! A design-build contract makes one contractor responsible for both the design and construction of a project,
although the selected contractor may use others to complete the work.
2 SIGIR 04-004, Task Orders Awarded by the Air Force Center For Environmental Excellence, July 28, 2004



services was 1.5% of project cost, but its fee in the past year has increased to just over 3%. In
general, (1) both charged fees intended to recover costs, (2) both recognized that costs would be
higher than the fee on some projects and lower on others, with total fees adjusted to recover
costs, (3) neither recorded actual costs on individual projects, and (4) neither recovered security
and life support costs in their fees. However, there is little comparability and transparency of the
fees charged and services provided by the two organizations.

DoD Has Not Assessed Differences

The Under Secretary of Defense, Acquisition, Technology and Logistics (USD, AT&L) is
responsible for monitoring the execution of military, emergency, and contingency construction
programs to ensure their efficient, expeditious, and cost-effective accomplishment. However,
SIGIR found that no analysis exists at that level to determine the merits of the differing USACE-
GRD and AFCEE approaches, services, and fees.

USACE and AFCEE each made limited and incomplete assessments highlighting the benefits of
their approaches. But these comparisons, for the most part, were based on generalizations rather
than specific analysis, and SIGIR found each contained unsubstantiated claims and did not fully
resolve questions related to differences in approaches, services, and fees.

A more thorough analysis could provide lessons learned to improve the efficiency of project
management and administration, reduce costs, and make more efficient and effective use of
reconstruction funds. It could also provide the basis for enhanced policy guidance concerning
the use of the organizations and their approaches. The issues that could be addressed go beyond
a comparison of services and fees, and extend to the business models used by the organizations
to award, manage, and administer construction contracts, and to account for and report on costs
and fees. A comparative analysis could also consider the benefits of a managed degree of
competition between the organizations. Competition serves as an effective incentive to improve
performance and reduce costs.

Recommendation

Because of the potential for involvement and interest of several organizations within DoD and
the Military Departments, SIGIR recommends that the Secretary of Defense direct a thorough
and detailed comparative analysis of the construction administrative and management services
provided by USACE-GRD and AFCEE. The analysis should examine the business models used,
types of services provided and means by which they are provided, the fees charged and means by
which costs are recovered and accounted for, and the elements of costs that are being recovered.

Management Comments and Audit Response

The Office of the Under Secretary of Defense for Acquisition Technology, and Logistics and
USACE-GRD provided written comments on a draft of this report, and AFCEE provided
informal comments. The Office of the Under Secretary of Defense stated that the SIGIR effort
justified further study of how best to meet reconstruction and contingency construction
requirements and that a “best practice” approach will be undertaken. The Office non-concurred
with the overall report, suggesting it lacked a comparative analysis to support the report’s
recommendation. SIGIR reported that a full comparative analysis was not done, but believed the



work completed and the issues identified justified a recommendation for further DoD analysis.
DoD agreed with the need for further analysis. USACE-GRD’s comments contained suggestions
for technical changes in the report. SIGIR considered these comments in preparing this final

report and made changes as appropriate. AFCEE, in informal comments, generally concurred
with the report.



Background

Pre-war relief and reconstruction planning for Iraq focused chiefly on preparing for humanitarian
assistance and the restoration of essential services. The contracting and procurement efforts
during that phase reflected this focus. After the Iragi government collapsed in 2003, the shape of
these efforts began to shift. The U.S. government discovered that Iraq’s infrastructure was in far
worse condition than some pre-war assessments had indicated and that reconstruction would be
far more extensive and costly than originally anticipated.

The U.S. government responded to this challenge by appropriating billions of dollars to assist
Irag in reviving its infrastructure and economy. Early on, a number of different organizations
were involved in efforts to administer and manage the contracts awarded. The efforts engaged
multiple U.S. government agencies with overlapping jurisdictions and diverse capacities. These
agencies applied a variety of approaches to similar contracting and procurement requirements,
resulting in methodologies and outcomes that occasionally came into conflict. However, the two
primary U.S. military organizations providing management and administration of reconstruction
contracts were the Gulf Region Division (GRD) of the U.S. Army Corps of Engineers (USACE)
and the Air Force Center for Engineering and the Environment (AFCEE), a field operating
agency of the Air Force Civil Engineer. Officials involved in reconstruction efforts, including
those of USACE-GRD, AFCEE, and their customers, have raised questions about the
organizations’ management and administration of reconstruction contracts, particularly the fees
they charge.

Responsible Organizations

USACE-GRD

USACE has been involved in Iraq reconstruction efforts since March 2003, providing
contingency engineering support through the deployment of field engineering teams and
electricity/oil-restoration task forces. To consolidate its Iraq operations under a single general
officer and to provide long-term engineering support for military operations, the USACE
activated GRD in January 2004.

GRD initially served as construction manager for the Program Management Office (PMO) that
was created in August 2003 by the Coalition Provisional Authority (CPA) Administrator to
execute the Irag reconstruction program. In May 2004, National Security Presidential Directive
36, United States Government Operations in Irag, established the Project and Contracting Office
(PCO) to provide acquisition and project management support for activities in Irag. In June
2004, the Deputy Secretary of Defense established the PCO within the Department of the Army
and directed the new office to provide support to the Chief of the U.S. Mission in Iraq for all
activities associated with financial, program, and project management for both construction and
non-construction activities.

In February 2005, the Assistant Secretary of the Army for Acquisition, Logistics and Technology
requested a business plan to consolidate PCO and GRD. A month later, the PCO provided a
plan that recognized GRD’s increasing role in the reconstruction program and helped streamline



management of the overall reconstruction effort. For efficiency purposes, the two agencies
merged on December 4, 2005, and subsequently GRD assumed full responsibility for providing
engineering services and construction capabilities. GRD’s mission is to provide full-spectrum,
high-quality, sustainable, and responsive engineering and logistical services in support of the
civil/military reconstruction. In addition, it is assisting the Government of Iraqg to assume full
responsibility for national infrastructure.

Throughout the country, GRD is responsible for executing a wide variety of infrastructure
reconstruction projects. It manages them from GRD Headquarters in Baghdad and its three Iraq
Districts—Gulf Region North, Central, and South. To keep GRD’s size to a workable minimum,
the Corps of Engineers’ Transatlantic Program Center, in Virginia, provides support—including
administration services, contracting, design and technical assistance—on a cost-reimbursable
basis. GRD has operated without specified authorized positions; uniformed military personnel
and civilian volunteers were diverted from other USACE divisions and districts, as well as
Army, Navy, and Air Force commands, to staff the organization.

During FY 2005, GRD had 115 military personnel and 383 civilian employees. As of September
2007, GRD had a total staff of over 1,000, including 178 military personnel, 333 civilian
employees, and about 500 contract employees. At that time, the organization’s stated
requirement was for 190 military personnel—93 for Headquarters and the remaining 97 for the
Districts—and for 442 civilian employees, with 131 for Headquarters and 311 for the Districts.

GRD personnel are primarily providing the construction management and quality assurance for
Iraq reconstruction projects, but they do not work exclusively in that area. Additional
responsibilities involve them in U.S. military construction, logistics operations, and other
military operations and maintenance efforts in Irag.

AFCEE

In 1991, AFCEE—known as the Air Force Center for Environmental Excellence until June
2007—was created as a Field Operating Agency of the Air Force Civil Engineer, headquartered
in Texas. AFCEE’s mission is to provide military housing construction and privatization as well
as technical and professional services in environmental and installation planning and
engineering. Throughout the 1990’s, construction became a larger part of its mission.

AFCEE began operations in Iraq early in the reconstruction process, when the CPA started to
look for ways to quickly renovate facilities for the New Iragi Army. Because of urgent
reconstruction requirements and limited time—six months—to meet its June 2004 construction
targets, the CPA sought faster ways to execute contracts than doing it through USACE. In
December 2003, the CPA requested, with the Joint Chief of Staff’s approval, that AFCEE be
authorized to use its existing Worldwide Environmental Restoration and Construction (WERC)
Indefinite Delivery, Indefinite Quantity (IDIQ) contracts as a temporary vehicle to begin this
work.

The WERC contracts were the fifth in a series of worldwide environmental/construction
contracts that began in the early 1990’s. They were awarded after a two-tiered competition
process. At first, 40 contractors submitted proposals, and in November and December 2003,
contracts were awarded to 27, including 16 small businesses. The 27 awarded contracts were



identical, with the exception of the contractor’s rate structure and its various partners and
subcontractors. A second level of competition began when an individual task order was issued.
Any of the 27 contractors could submit proposals. AFCEE officials awarded the task order after
evaluating the contractors’ proposals using technical and cost selection criteria.

The WERC contracts were followed by Heavy Engineering Repair and Construction (HERC)
contracts that were awarded in April 2006 and remain active today. The same two-level
competition process that existed for WERC contracts exists for HERC contracts. For the latter,
20 contractors, including six small businesses, were awarded contracts. Each of the contracts has
a five-year basic ordering period plus up to three one-year options.

AFCEE, as of September 2007, employed 401 civilians and 34 military personnel. However,
only a small portion of them are involved in Iraq reconstruction, which is under AFCEE’s
Capital Investment Execution Division, Contingency Operations Branch. The Branch has offices
located in Baghdad and Texas. As of September 2007, the Branch had 21 government
employees and 20 on-site contractors provided by two Global Engineering, Integration, and
Technical Assistance (GEITA) firms. (GEITA is an IDIQ contract maintained by AFCEE to
provide program- and project-level technical support to AFCEE and its customers.) Although
AFCEE has no contracting officers in Iraq, it maintains, on a rotating basis, two military and four
civilian personnel there. The civilian positions are assigned on a four-month rotation basis, with
military rotations for a longer period. Some of the GEITA contractors’ employees are also based
in Iraqg.

Most of AFCEE’s services, including construction quality assurance, are provided by
professional-services contractors. As of September 2007, the organization’s quality assurance
contractor, Versar, was providing 336 quality assurance personnel, including expatriate, third-
country, and Iragi nationals to support the Iraq program. According to AFCEE, these
contractors’ quality assurance personnel act as the “eyes and ears” for its contracting officer.
They are to provide conventional Title Il (quality assurance) services for Iraq construction
projects. The services include, but are not limited to, contractor- performance monitoring,
management and inspection services, job-site evaluations, contractor-payment reviews, submittal
reviews, plan reviews, and construction documentation. Inspection services include routine, pre-
final, and final walk-through assessments of the projects.

AFCEE operates on the concept that government staffing can be kept to a minimum by
leveraging the contracting officer representative with contractor support and quality assurance
personnel. AFCEE officials state that contractor staffing is continually assessed and adjusted as
needed. Even though AFCEE does not have a set number of projects assigned to a contracting
officer representative on a formula basis (i.e., one for 25 projects), it does expect its contracting
officer representative to manage many task orders when augmented by support and quality
assurance personnel. In general, AFCEE plans to have a minimum of two quality assurance
inspectors at each site, but, depending on the size of the site and level/complexity of the work, as
many as six inspectors could be required.



Objective

The SIGIR reporting objective was to (1) compare and contrast GRD and AFCEE management
and administration of Iraq reconstruction projects, including the services provided and fees
charged, and (2) determine the extent to which DoD has assessed the efficiency and cost
effectiveness of these activities.

For a discussion of the audit scope and methodology and a summary of prior audit coverage, see
Appendix A; Appendix B identifies the acronyms used in this report; and Appendix C lists the
audit team members.



USACE-GRD and AFCEE Differ in Approaches,
Services, and Fees

USACE-GRD and AFCEE combined have managed and administered over $10.3 billion of Iraq
reconstruction contracts and charged about $535 million in fees for their services. As of
September 30, 2007, GRD had managed and administered about $6.3 billion, or over 60 percent
of the total amount, and charged about $418 million in fees; the corresponding numbers for
AFCEE were about $4.0 billion and about $117 million. GRD’s primary customers were the
PMO and the PCO, its predecessor organizations. GRD customers have also included the Multi-
National Force-Irag (MNF-I), the U.S. Agency for International Development (USAID), and
other organizations. AFCEE has performed almost all of its work for the Multi-National
Security Transition Command-lraq (MNSTC-1), which was established by the MNF-I to help
build the New Irag Army.

Both USACE-GRD and AFCEE have provided construction services that included project
management and design, contract administration, fiscal and administrative management, and
quality assurance. Specific services varied according to such factors as type of project and
contract, and customer needs. In providing these services, the organizations must comply with
the myriad of laws and regulations that govern DoD contracting and construction activities.

The major differences in GRD’s and AFCEE’s initial responsibility for construction projects in
Irag were most evident in the pre-design and construction phases of their projects. At the
beginning of reconstruction, GRD’s work involved design-build contracts, awarded by PMO,
that required more direct and extensive involvement in the design and construction phases.
AFCEE, on the other hand, provided no pre-design services for any of its contracts and did not
include detailed design in its approach. Also, because AFCEE was able to use its existing IDIQ
awards as a vehicle to begin approving reconstruction projects, it was able to minimize
procurement activities. Another distinction between the organizations business models is that
GRD primarily depended on its military and civilian employees for quality assurance and other
management and administrative services, while AFCEE relied on contractors to provide many of
its services.

In a gross comparison, GRD’s fees appeared much higher than AFCEE’s. GRD’s fees ranged
from 4% to 9.2% depending on the program and the required work. For full contract supervision
and administrative services, it generally charged 6.5%. AFCEE’s initial fee for comparable
services was 1.5% of project cost, but its fee in the past year has increased to just over 3%. In
general, (1) both charge fees intended to recover costs, (2) neither recorded actual costs on
individual projects, and (3) both recognized that costs would be higher than the fee on some
projects and lower on others, with total fees adjusted to recover costs. However, there is little
comparability and transparency of the fees charged and services provided by the two
organizations.

The following sections provide additional details on USACE-GRD and AFCEE projects,
services, and fees.



USACE-GRD

USACE-GRD uses a number of options to solicit and award new contracts—from the traditional
design-build contracts to awarding a task order on an existing IDIQ contract. For the Iraq
reconstruction program, many of the projects managed by GRD were done under contracts
awarded by Joint Contracting Command-Irag/Afghanistan (JCC-I/A), which was created in
November 2004 to centralize contracting in the region, or its predecessor organizations.

During the initial reconstruction phase of Operation Iragi freedom, design-build, cost-plus
award-fee contracts were determined to be the appropriate acquisition vehicle, given the
magnitude of the program, the high levels of technical, schedule, and cost uncertainties, and the
need for flexibility in a changing security environment. Eleven design-build, cost-plus contracts
were awarded in March 2004 using full and open competition. These contracts allowed USACE-
GRD to issue both cost-plus and fixed-price type task orders. The majority of task orders were
issued on a cost-plus basis. USACE-GRD officials noted that issuing fixed-price orders is
contrary to Federal Acquisition Policy if high levels of risk and uncertainties exist. Fixed-price
orders, they noted, can drive contractors to factor in costs to cover high levels of risks and to
submit prices that cover all potential costs related to mitigating these risks, resulting in
unreasonably high prices.

In the summer of 2004, USACE-GRD began to move away from contracts with large multi-
national firms for design-build projects to contracts with local and regional firms for smaller,
shorter—term projects. With the shift, USACE-GRD engaged more directly in reconstruction
contracting, as opposed to a previous role that was largely confined to project management and
quality assurance. According to USACE-GRD, the current reconstruction program relies almost
exclusively on direct, fixed-price contracts using full and open competition. GRD notes that in
September 2007, about 90% of its construction contracts were awarded to Iragi firms. As new
construction requirements arise, awards can be made by GRD, the JCC-I/A, or other USACE
contracting offices.

Numbers and Types of Projects

Of GRD’s funding for reconstruction projects, about 40% has been directed toward the
electricity sector for projects involving generation, transmission, and distribution. GRD’s
Reconstruction Snapshot as of September 29, 2007 reported 3,641 projects completed and
summarized projects by sector:

Electricity

e Atotal of 581 planned projects, 424 completed with 113 ongoing

e Of the 1,983 megawatts planned, 1,520 megawatts had been added and restored,
increasing electrical capacity to serve 1.3 million households.

e Electrical transmission grid strengthened and stabilized through the completion of 26
132/400 kilovolt substations and one overhead-line project.

e Construction of 68 33/11 kilovolt substations completed.



Oil
[ ]

A total of 102 projects were planned, 76 completed, and 14 ongoing.
Production-capacity goals for natural gas and liquefied petroleum gas had been met.

Water

A total of 883 projects planned, 667 completed, and 165 ongoing.
Of those, 581 were water treatment and sewage projects, with 462 completed and 105
on-going.

Of the 1.1 million cubic meters per day of potable water planned, 537,000 cubic
meters per day of water treatment capacity had been achieved, with the remaining
capacity under construction.

Facilities

A total of 2,785 projects were planned, with 2,474 completed and 224 ongoing.

Transportation and Communication

1,032 village road projects completed. An additional 88 village road projects were
ongoing.

100 railroad-renovation projects completed.
15 of 25 aviation projects, affecting three airports, completed.

8 port projects completed.

Health and Education

63 Primary Healthcare Centers turned over to the Irag Minister of Health, with 57
projects ongoing.

Of 26 hospital-renovation projects planned, 16 completed and 10 ongoing.

Renovation or construction of 1,004 schools completed.

Security and Justice

Construction of 155 border forts and 10 point-of-entry facilities completed (includes
MNSTC-I projects).

Renovation of 97 fire stations completed.
Work on 40 courthouses completed, with 10 others ongoing.

Construction/rehabilitation of five correctional facilities—to provide 8,000 beds and
improve conditions in the facilities—in progress.



Basis for and Amount of Fees

When GRD was being established, USACE proposed, and the Principal Deputy, Office of the
Secretary of Defense, Comptroller approved, charging for GRD construction management
services on an actual-cost basis and using target rates for budgeting purposes; each project was to
be charged the same flat rate, with the rate adjusted periodically to match actual costs incurred.
Except for those relating to security, GRD planned to recover all construction management costs
incurred by its Districts. USACE recognized that security-related costs would be additional and
need to be funded from other sources. Also, recognizing that receipts from established rates and
actual costs would not always be equal, USACE anticipated recovering actual costs by increasing
or reducing rates according to the actual costs. However, under the USACE business model,
costs were not charged against individual projects, but are charged against program accounts.

For that reason, there is no basis for readily determining costs incurred on specific projects.

The rate structure used for Iraq reconstruction projects was based on traditional USACE rates
used for military construction and operation and maintenance projects outside the continental
United States. GRD charged a fee of fee of 4% of construction placement if it did not award and
administer the contract, but provided supervision, inspection and overhead (SIOH). If GRD
awarded and administered the contract and provided the full range of project management and
contract supervision and administrative (S&A) services, it usually charged a fee of 6.5% of
construction placement. However, for Commanders Emergency Response Program (CERP)
projects, GRD charged its Operation & Maintenance (O&M) fee of 9.2% instead of the 6.5% fee.
USACE used its 9.2% fee because it views CERP projects as smaller than reconstruction projects
and more like O&M projects.

If contract management or administrative services for reconstruction projects were not provided
by GRD’s Districts, but by GRD Headquarters or JCC-1/A, the costs were paid from Global War
on Terrorism (GWOT)? funds and not recovered through fees. For example, USACE planned to
recover actual costs when GRD Districts provided planning and design for a project and to
budget the planning and design at about 3%. However, USACE and GRD officials stated that
most planning and design work was done not by the Districts but by its Headquarters, with the
costs paid from GWOT funds. USACE and GRD officials said that in addition to planning and
design, GRD Headquarters was involved in other aspects of managing and administering
reconstruction projects. For these projects, costs were paid with GWOT funds, not from charged
fees.

USACE did not have data on the amount of construction and/or GWOT funds involved in these
GRD Headquarters projects. Officials stated that this was not the traditional USACE model for
division/district operations, but was based on the PCO business processes in place before
construction management was transferred to GRD. They added that efforts had been made to
move all project related efforts from Headquarters to its Districts and to recover costs through
charged fees and that by June 2007 virtually all project activities were moved to the Districts.

® GWOT includes various military, political, legal, and personnel actions taken to curb the spread of terrorism.
Funds were appropriated primarily to support military operations and maintenance, procurement, construction, and
military personnel.



USACE charged actual costs for services on projects that did not directly support U. S. forces,
such as those involving other U. S. government agencies. For example, GRD charged USAID
for actual costs for oversight and assistance on an Irag reconstruction contract with Bechtel. At
the end of the contract, in February 2007, total costs reported were $1.33 billion, and physical
construction costs were about $700 million; GRD was paid about $24 million for construction
quality assurance, or about 3.4% of physical construction costs.

As shown in Table 1, a major portion of GRD’s fees were for its supervision, inspection, and
overhead services charged at the 4% rate. The FY 2007 amounts for construction placement and
fees include obligations at the end of the fiscal year.

Table 1: GRD Construction Placement and Fees Charged by Fiscal Year
as of September 30, 2007 (dollars in millions)

2004 2005 2006 2007 Total
Construction Placement $479.5 $2,021.0 $1,772.8 $2,020.7 $6,294.0
Fees (including “at cost” income)
Planning & Design (At Cost) 6.7 6.4 34.8 22.8 70.7
Supervision & Administration (6.5%) 0 32.1 19.9 30.0 82.0
Supervision & Administration (9.2%) 0 0 0.7 19.8 20.5
Supervision, Inspection & Overhead (4%) 4.0 53.2 54.2 50.8 162.2
Other than U.S. Forces (At Cost) 9.0 11.7 8.0 54.0 82.7
Totals Fees $19.7 $103.4 $117.6 $177.4 $418.1

Source: SIGIR table compiled from USACE-provided data.

Note: Numbers may not add due to rounding.

While GRD’s fees have not been revised since their establishment in 2004, some security and
life support costs that were initially being charged against construction projects are now being
centrally funded by U. S. Army Operation and Maintenance (O&M) appropriations. GRD
officials did not intend the fees to cover project-related security charges for its District offices.
USACE initially planned that U. S. Army Central Command (CENTCOM) would provide
security for all GRD operations.

However, in FY2004 and FY2005, only GRD Headquarters’ security costs were centrally paid,
with the security costs at the Districts being charged against construction projects. Then, in June
2004, when the Department of Army advised that security costs for the Districts must be paid
from project funds, a policy decision was made to establish a security surcharge rate of 9%
beginning in October 2004. However, the surcharge was implemented for only a short period,
and a deficit was incurred through the end of FY 2005. The PCO provided funds to eliminate the
deficit for security and life support, and subsequently, all such costs have been paid by



CENTCOM. For GRD projects, therefore, neither fees nor total construction cost includes the
expenditures for security and life support.

Table 2 shows the amounts and types of GRD costs incurred—as of September 30, 2007—on
reconstruction projects and charged against the 4% SIOH fee and 6.5% S&A fee. The costs
covered under these two fee categories are provided to illustrate the amounts and types of GRD
costs. As can be seen in the table, the bulk of these costs were for services provided by private
contractors and for employee salaries and benefits. The costs do not include salaries and benefits
for military personnel, which are paid from military personnel appropriations and not recovered
by fees. USACE officials report that GRD’s income from these two fees, as of September 2007,
exceeded costs by about $25 million. However, the officials note that reconstruction projects are
not finished, and that GRD will incur additional costs. If funds remain, USACE will use the
balance to pay audit, and contract and program close-out costs.

Table 2: GRD’s Project Management and Administrative Costs for
Selected Fees as of September 30, 2007 (dollars in thousands)

2004 2005 2006 2007 Total
SIOH (4%)
Labor/Salaries $2,056 $17,262 $10,374  $7,516 $37,208
Employee Benefits 381 3,197 1,842 1,472 6,892
Overhead (includes travel & training) 503 4,223 2 4,376 9,104
Private-Sector Construction Services 3,950 33,168 26,478 7,897 71,493
Total SIOH Costs $6,890 $57,850 $38,696 $21,261 $124,697
S&A (6.5%)
Labor/Salaries 32 7,792 5,728 6,311 19,863
Employee Benefits 6 1,461 1,027 1,231 3,725
Overhead (includes travel & training) 20 4,838 4,077 3,399 12,334
Private-Sector Construction Services 37 9,134 5,582 8,531 23,284
Total S&A Costs $95 $23,225 $16,414 $19,472 $59,206

Source: SIGIR table compiled from USACE-provided data.

Note: Numbers may not add due to rounding.

AFCEE

After receiving a requirement for Irag’s reconstruction, AFCEE provided contract and project
management services by using government and contractor personnel. All contracting actions
were conducted from its Texas headquarters. AFCEE lists 18 contracting services that it
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provides, including releasing requests for and receiving proposals, conducting negotiations,
making awards, and managing day-to-day oversight of task orders.

AFCEE’s business model for managing its Iraq projects was initially set forth in a November
2005 draft concept of operations that was finalized in January 2007. The concept provides for
using task orders that involve cost-plus fixed-fee awards, to allow greater flexibility in
accomplishing the scope of the work on schedule and to avoid work stoppages to renegotiate the
orders. AFCEE officials reported that construction contracts and task orders are awarded to
companies that subcontract predominantly to Iragi firms, which in turn employ local workers.
AFCEE reports that for its Iraq contracts, 90% of the construction labor and 72% of the
construction management labor was provided by Iraqis.

AFCEE’s business model also uses its Conceptual Work Plan (CWP)/Implementation Work Plan
(IWP) approach to streamline the start of work by allowing the modification and updating of
construction plans as revisions are approved. Under AFCEE’s approach, a contractor, upon
receiving notice to proceed, initiates planning activities, site preparation, and subcontracting
activities as part of developing the CWP. The latter is to include simple diagrams and
preliminary schedules laying out how the work will be accomplished. After CWP approval, the
contractor begins construction and transitions into the IWP.

AFCEE describes the IWP as a living document that is modified and updated as needed to reflect
changes in project-completion requirements. The work plans are to provide sufficient details to
enable the customer to determine the acceptability of the construction product and to facilitate
local su