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SUMMARY

This report presents the results of the Office of Inspector General's (OIG)
survey of  Department of  State (Department) funding for Iraqi-related activities.
OIG's objectives in conducting the survey were to identify and quantify funding
received by the Department that was earmarked for Iraq, ascertain methods or
instruments used to convey such funds to others (e.g. contractors, grantees), and
compile an inventory of  auditable entities.  OIG included in this survey funding
received and obligated between October 1, 2002, and June 28, 2004, the date of
the transfer of  authority from the Coalition Provisional Authority (CPA) to the
Department.

According to the Bureau of  Resource Management's Office of  Foreign Assis-
tance Programs and Budget (RM/FA), as of  the end of  June 2004, the Department
had been apportioned about $1.2 billion in Iraq Relief  and Reconstruction Funds
(IRRF),1 which included related program funding specifically supporting Iraqi-
associated activities.  Of  this amount, RM reported that seven bureaus within the
Department had obligated cumulatively about $768 million as of June 2004.  OIG's
survey results showed, however, that 17 of  31 bureaus obligated about $1 billion
for Iraqi-related activities, as shown in Appendix A.  Of the remaining 14 bureaus,
13 did not obligate funds for Iraqi activities, and one did not respond.  Owing to
differences in the scope of  data captured, OIG could not fully reconcile RM/FA's
and the survey data.  The difference of  nearly $262 million between the amount
reported by RM/FA and the survey results may be attributed to survey respondents
not always identifying the source of funding for activities, nor limiting their re-
sponse to obligations using IRRF funding.  OIG did not attempt to quantify the
amount of non-IRRF funds or other operational funds available for use by the
Department.

1These funds were provided under Pub. L. No. 108-11, Emergency Wartime Supplemental Appropriations Act,
2003 (referred to by Department officials as IRRF 1 funds) and Pub. L. No. 108-106, Emergency Supplemental
Appropriations Act for Defense and for the Reconstruction of Iraq and Afghanistan, 2004 (IRRF 2 funds).
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Of the various methods the Department employed to obligate funds, OIG's
survey results found that procurement instruments, such as contracts and purchase
orders, were utilized most frequently.  Department bureaus and offices obligated
about 65 percent (or about $674 million), of the approximate $1 billion, in
procurement transactions.  Other methods and instruments the Department utilized
to obligate funds included, but were not limited to, grants, cooperative agreements,
contributions, transfers, and interagency acquisition agreements.  OIG also consoli-
dated the information provided by the responding bureaus and offices into a
database, which will facilitate future audit efforts.

Although some bureaus or offices could provide OIG with meaningful, usable
end-use data, others, such as NEA, could not provide the basic details requested.
In a previous audit examining the Department's management of financial assis-
tance,2 OIG experienced similar difficulties in obtaining data and found a lack of
uniformity in the systems that the bureaus and offices were using to manage grants.
In that report, OIG recommended modifications to Department systems, and until
the Department implements its new systems, it will continue to have difficulty
gathering the type of  data sought in this survey.  The Bureau of  Administration,
Office of  Acquisitions, has been able to provide timely information related to
contractors receiving funding for Iraq.  Thus, OIG is not making a recommendation
in this report.  However, the lack of a centralized source for data remains an area
of concern, which OIG may revisit at another time.

2Review of  the Department's Management of  Financial Assistance (AUD/CG-03-29, March 2003).
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BACKGROUND

On March 20, 2003, coalition forces began military operations in Iraq.
Approximately one month after the United States and coalition forces took control
of  Baghdad, the CPA began to provide for the temporary governance of  a free Iraq
until it assumed sovereignty.

Congress has appropriated more than $23 billion since April 2003 to support
rebuilding efforts in Iraq.  This represents the largest aid initiative since the
Marshall Plan.  Congress passed two emergency supplemental appropriations that
provided almost all of the Iraq assistance funds, nearly $21 billion out of $23.7
billion.3  The funds have supported a variety of projects of multiple federal agen-
cies, including but not limited to, improving the security capabilities of  the Iraqi
police and armed forces, improving the infrastructure, and promoting democratiza-
tion efforts.

On May 11, 2004, President Bush issued a directive that upon the termination
of  the CPA, "...the Secretary of  State shall be responsible for the continuous
supervision and general direction of  all assistance for Iraq...".  Thus, with the
transfer of  power from the CPA to the Iraqi interim government on June 28, 2004,
authority over the Iraq effort transferred to the Department.  On June 29, 2004,
President Bush issued a memorandum directing that all unobligated funds appropri-
ated for the operating expenses of  the former CPA be transferred to the Secretary
of State.

Section 2207 of Public Law 108-106 requires the submission of a report (2207
report) to Congress every three months that updates the estimates and assumptions
for the IRRF funds appropriated in the act.  Before the transfer of responsibility
from the CPA to Embassy Baghdad, the Office of  Management and Budget (OMB)
and CPA worked together on the preparation of  the required reports with input
from participating agencies, such as the Department.  As of October 2004, the
2207 report was prepared and submitted by the Department rather than OMB.

3 Pub. L. No. 108-11 and Pub. L. No. 108-106.
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OBJECTIVES, SCOPE, AND METHODOLOGY

OIG's objectives in conducting the survey were to identify and quantify ear-
marked funding received by the Department for Iraq, ascertain methods or instru-
ments used to convey such funds to others (i.e. contractors, grantees, etc.) and
compile an auditable universe of  contracts, grants, and other instruments, thereby
facilitating future OIG work.  OIG examined funding received and obligated
between October 1, 2002, and June 28, 2004, the date of the transfer of authority
from the CPA to the Department.

To gather this information, OIG developed a questionnaire, distributed it to 31
bureaus and offices within the Department, listed in Appendix A, and compiled the
data submitted.  OIG did not specifically request data from overseas missions;
however, if  a bureau included this information in its submission, OIG included it
in the computations.  In addition, some bureaus forwarded information on adminis-
trative costs (travel, danger pay, etc.) related to Iraqi activities.  When provided,
OIG included these data as well.  The totals noted in the results section are based
on unaudited information provided by Department bureaus and offices.  Although
OIG was able to reconcile certain pieces of data provided by the bureaus and
offices, OIG did not conduct a full reliability assessment of the data provided.
Therefore, OIG cannot ensure the data's overall accuracy.

Although OIG asked bureaus to report information on funds for Iraqi activities
obligated between October 1, 2002, and June 28, 2004, their submissions did not
always correspond with the cutoff date.  Therefore, OIG excluded all transactions
clearly awarded after this date in calculating the totals presented in the results
section of this report.

Generally, OIG included the data as reported, only adding, in some cases, a
category identifier to assist in sorting the data.  OIG did eliminate, to the extent
possible, instances of double-counting when more than one bureau reported the
same information.  When OIG identified a duplicate data item, OIG assigned
"ownership" to the regional or functional bureau as opposed to awarding bureau.4

4 Some bureaus did not have officers warranted to award the various mechanisms (e.g. contracts, grants,
etc.) and instead used the services of  another bureau.  For example, the Bureau of  Administration's, Of-
fice of Logistics Management, Office of Acquisitions Management (A/LM/AQM) awarded a contract on
behalf of the Bureau of Overseas Buildings Operations (OBO).
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Owing to the lack of  sufficient identifying information for some entries (e.g.,
obligation, award, modification, or amendment number), OIG cannot ensure that
there is not duplication of  data in the inventory.

In addition, in examining the data provided by A/LM/AQM,5 OIG used the
allotment and operating allowance codes contained in the Department's Foreign
Affairs Handbook to assign an item to a bureau.  OIG could not, however, assign
all items to a regional or functional bureau.  To avoid presenting a misleading
figure, OIG did not include data provided by A/LM/AQM for which OIG could
not reassign "ownership" in the total presented for the A bureau in Appendix A.
Instead, this figure is presented separately in the appendix.

OIG met with RM representatives to gather information on how the De-
partment is tracking IRRF funds.  OIG obtained and reviewed copies of  spread-
sheets utilized by RM/FA in preparing reports for Congress.  OIG compared the
information noted in the spreadsheets to the data submitted in response to OIG's
survey.  However owing to differences in the types of  data captured, OIG could
not fully reconcile RM/FA's spreadsheet and the survey data.

OIG conducted this survey in accordance with government auditing standards,
except as noted above.  The procedures were limited to those necessary to support
the conclusions reached in this survey report.  OIG's Office of  Audits, Contracts
and Grants Division conducted this survey from July to September 2004.  OIG
considered comments on the draft report received when preparing the final report
and incorporated comments and changes as appropriate.

5 A/LM/AQM provided this information independent of  our survey request for data and A's submission.
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SURVEY RESULTS

Amount and Source of Funds

The Department received funds for Iraq relief  and reconstruction under
Public Laws 108-11 (IRRF 1 funds) and 108-106 (IRRF 2 funds).  According to
RM/FA officials, approximately $1.1 billion had been apportioned to the Depart-
ment, as of  June 30, 2004, as shown in Table 1.  IRRF 1 also provided the Depart-
ment the authority to use other funds, totaling approximately $129 million to
support Iraqi-related relief  and reconstruction activities, as shown in Table 2.
Thus, the cumulative total apportioned from IRRF 1 and 2 (Table 1) and other
funding for specific Iraqi-related activities (Table 2) was approximately $1.2 billion.



UNCLASSIFIED

UNCLASSIFIED

OIG Report No. AUD/CG-05-18,  Survey of Department of State’s Funding for Iraq  - February  20058 .

The Department also received approximately $106 million as a result of the
transfer of  unobligated operating expense funds from the CPA upon the transfer of
sovereignty.  In addition to funds specifically appropriated for Iraqi efforts, some
elements within the Department also used other funds to support such efforts.

On January 6, 2005, OIG met with RM/FA and RM's Office of  State Pro-
grams, Operations, and Budget (RM/BP) officials to discuss the draft report in lieu
of  receiving written comments.  These officials indicated that the amounts noted in
the draft report differed considerably from the funding for Iraqi-related activities
that the Department actually received.  They stated that the information provided
by RM/FA represented only a portion of  the funding.  They explained that RM/FA
was responsible for tracking foreign assistance funds, such as IRRF, while RM/BP
was responsible for operational funds, some of which may have been designated for
Iraqi-related activities.  They noted, however, that it would be difficult to quantify
an exact amount because OIG's scope terminated in the middle of  a fiscal year.
Also, their system would not be able to identify amounts for certain funds, such as
Fulbright, where a bureau has some discretion in the use of  the funds.  According
to these officials, any additional data RM/BP could provide would not yield any
further information on specific contracts, grants, etc.  Additionally, they were
unable to provide a specific time frame when such data could be provided to OIG.
OIG chose not to delay further the issuance of this report.

Utilization of Funds

On the basis of  survey results, OIG found that 17 of  31 bureaus and offices
surveyed within the Department obligated funds for Iraqi-related activities.  Of  the
remaining 14 bureaus and offices, 13 responded that they did not obligate funds for
Iraqi activities, and one did not respond.6  (Appendix A summarizes the responses
received.)  However, according to RM/FA, only seven bureaus have received IRRF
money:  the Bureaus of  Democracy, Human Rights, and Labor (DRL); Diplomatic
Security (DS); International Narcotics and Law Enforcement (INL); Near Eastern
Affairs (NEA); Nonproliferation (NP); Political-Military Affairs (PM); and Popula-
tion, Refugees, and Migration (PRM).  The difference between the amount reported
by RM/FA and OIG's survey results may be attributed to the different scopes
utilized by RM/FA and OIG in collecting data.  RM/FA tracked data from fewer
bureaus, limiting its calculations to IRRF funding, while OIG considered any
funding obligated for Iraqi-related activities because a primary goal was to identify
a universe for potential future OIG audit efforts.

6 The Counterterrorism Office (S/CT) did not respond to our request for information.
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According to RM/FA, as of  the end of  June 2004, the Department had obli-
gated about $768 million of the IRRF 1 and IRRF 2 funds apportioned to the
Department.  Yet based on OIG's survey results, bureaus and offices obligated
about $1 billion for Iraqi-related activities, a difference of about $262 million.  This
variance may also be attributable to the same differences in the universes of
interest of  RM/FA and OIG, as detailed above.

Of  the approximate $1 billion, two bureaus, INL and DS, obligated the largest
amounts of  funding for Iraqi-related projects.  INL obligated 60.2 percent, which
totaled approximately $621 million, as illustrated in Figure 1.  DS obligated 14.7
percent or about $152 million.  Other bureaus that had significant amounts obli-
gated for Iraqi activities included PM, PRM, OBO, and DRL.

Obligating Methods, Recipients, and Amounts

OIG found that the Department used a variety of  methods or instruments to
obligate the approximate $1 billion for Iraqi activities.  The Department obligated
the majority of the funding, about 65 percent (or about $674 million), using pro-
curement actions that included contracts, purchase orders, and delivery orders, as
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shown in Figure 2.  Of  these, the most frequently used instrument was a contract.
Assistance actions (e.g., grants, cooperative agreements, and contributions) repre-
sented only about 12 percent (or approximately $119 million) of  the obligations.
Owing to insufficient information, OIG was unable to classify the remaining 23
percent (or about $239 million) of the actions as either procurement or assistance
actions.

Of the approximate $674 million obligated for procurement actions, the major-
ity went to one recipient.  Transactions to DynCorp International LLC represented
85 percent (or $574 million) of  the amount obligated in procurement actions.  The
remaining 15 percent was comprised of  transactions to 132 other organizations.
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OIG found that the amount obligated per action varied greatly.7  For example,
one action reported by INL obligated over $188 million for the civilian police
program and support, while another from PRM obligated just $500 for miscella-
neous supplies.  As a result of  this wide range, the average amount of  an action
was about $2 million.  Yet the majority of  the actions were valued at less than
$100,000, as shown in Figure 3.8  Individual actions valued at greater than $1
million are provided in Appendix B.

7 OIG used the term "action" to represent a line item of data submitted by a bureau or office.
8 In analyzing the data, OIG noted that bureaus and offices may have reported multiple actions (e.g., a
grant and subsequent amendments) as a single entry.  As a result, the number of  transactions reported
may be understated.
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Inventory of Iraqi-related Activities

In attempting to compile an inventory of Iraqi-related activities, OIG found
that no one bureau, office, or system within the Department could provide readily
accessible and comprehensive data that would identify the magnitude, end-user,
and end-use of funds received and obligated by the Department for Iraqi-related
activities.  The decentralized approach used by Department hampered OIG's
efforts to gather such information.

For example, RM was able to identify the amounts apportioned and obligated,
but could not identify specifics on the end-use of  such funds.  RM/FA tracks the
status of IRRF funds by requesting periodic updates from each bureau or office
obligating these funds.  RM uses the information to provide data on the IRRF funds
for inclusion in a quarterly report submitted to Congress under the requirements of
section 2207 of Public Law 108-106, referred to as the "2207 report."  At present,
RM/FA is not tracking other funds used for Iraqi-related activities in the same way
because this information is not needed for its input into the 2207 report.  RM/FA
stated that the bureaus that are implementing the programs would be the appropri-
ate source for additional information, such as recipient or end-user.

When queried by OIG, some bureaus or offices were able to provide meaning-
ful, usable end-use data.  For example, the Bureau of  Intelligence and Research
(INR) provided, electronically, a spreadsheet detailing the bureau's Iraqi-related
activities.  Yet others could not provide the basic details requested, which included
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type of  instrument, identifying number, recipient or vendor, amounts, purpose,
dates, and manner awarded.  For example, NEA reported that it could not provide
OIG with information on specific transactions and recipients because it did not
maintain such information in a manner that would permit it to respond to OIG's
survey.  Instead, NEA provided reports obtained through the Department's finan-
cial management system.  These reports however lacked the specificity required for
inclusion into OIG's database.  For this reason, the amount shown in Appendix A
includes only those transactions awarded by A/LM/AQM on NEA's behalf that
OIG was able to attribute to NEA.  As a result, this amount may be significantly
understated.

In addition, bureaus and offices did not always respond in a timely manner to
OIG's request.  For example, it took almost 6 weeks and repeated follow-up con-
tact from OIG before INL responded to the survey questionnaire.  Reasons pro-
vided by the bureaus and offices for the delays included:  lack of readily available
information, unavailability or turnover of  staff, and competing priorities.

In a previous audit examining the Department's management of financial
assistance,9 OIG experienced similar difficulties in obtaining data and found a lack
of  uniformity in the systems that the bureaus and offices were using to manage
grants.  These systems were not integrated into a unified system to facilitate over-
sight, management, and reporting.  In that report, OIG recommended that RM, in
coordination with other bureaus and offices, develop a Department-wide grants
management system that is fully integrated with or linked to the Department's
official accounting system.  RM is working with A, which is implementing new
systems, to ensure the systems meets applicable requirements and that the financial
data in these systems are reflected in the Department's financial management
records.  When the systems are implemented, the type of  information OIG sought
in this survey should be available.  The Office of  Acquisitions already provides
OIG with data related to contractors receiving funding for Iraq.

Given the above factors, OIG decided not to include a recommendation, which
focused on tracking for a specific point of interest, in this report.  However, the
more global issue, the lack of  a centralized source for information, remains a
concern, which OIG may revisit at another time.

9 AUD/CG-03-29.
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ABBREVIATIONS

A/LM/AQM Bureau of Administration, Office
of Acquisitions Management

CPA Coalition Provisional
Authority

Department Department of State

DRL Bureau of  Democracy,
Human Rights and Labor

DS Diplomatic Security

INL International Narcotics and Law
Enforcement

NEA Near Eastern Affairs

NP Nonproliferation

OIG Office of Inspector General

OMB Office of Management and
Budget

PM Political-Military Affairs

RM/BP Bureau of Resource Management,
Office of State Programs,
Operations, and Budget

RM/FA Bureau of Resource Management,
Office of  Foreign Assistance
Programs and Budget
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