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Introduction

Mr. Chairman, Ranking Member Lowey, and members of the Committee -- thank
you for the opportunity to address you today on important matters regarding the United
States’ role in the reconstruction of Iraq and the oversight provided for the reconstruction
program by my Office, the Special Inspector General for Iraq Reconstruction or SIGIR. 1
look forward to a productive exchange of views with you, which I hope will shed light on
the most current issues now confronting the leadership of the Iraq reconstruction
program.

It is no secret that the reconstruction program continues to face many daunting
challenges; but, at the same time, I want to emphasize that we are making progress in
Irag. And I am optimistic about the reconstruction program’s next phase, which focuses
on executing projects while encouraging a deeper engagement by the Iraqis as we move
toward transitioning more completed projects to direct Iraqi management.

I recently returned from my ninth trip to Iraq since my appointment as Inspector
General 18 months ago. During this latest tour, I moved our Office’s oversight work
forward and met with the senior reconstruction leadership in Baghdad who are
aggressively engaged in executing the next phase of the program. I was encouraged by
their focus on what I see as the most important issues confronting the program now,
namely, the sustainability of the infrastructure we have constructed and the effective
management of remaining projects by controlling costs to complete.
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I had an especially productive meeting with Ambassador Zalmay Khalilzad and
came away optimistic that his vision and leadership will produce real results in Iraq.
Ambassador Khalilzad understands the authority that President Bush provided the Chief
of Mission through the NSPD, which makes him the leader of the reconstruction effort. I
believe he is prepared to exercise that authority.

Ambassador Khalilzad recognizes the compelling need to begin transitioning
leadership of the reconstruction program’s management responsibilities to the Iraqis, and
he is meeting with senior Iraqi leaders to move that transition process forward. I was
pleased to hear the Ambassador say that he fully supports my Office’s role in Iraq and
that he recognizes the importance of our oversight. To that end, my Office, along with its
ongoing oversight duties, continues to play a consultative role, serving in an advisory
capacity on a number of key reconstruction working groups in Iraq.

In my meeting with Ambassador Khalilzad, I urged him to express support for the
Iraqi anti-corruption program, which is a critical lynchpin in the long-term success of the
establishment of a free and democratic government in Iraq. The Ambassador agreed that
it is a central issue that needs attention.

I had a productive meeting with General George Casey, Commander of the Multi-
National Force — Iraq. He expressed support for our oversight, particularly with respect
to our review of the Commander’s Emergency Response Program or CERP. At the
request of the Deputy Secretary of Defense, we began an audit last year of CERP and
have recently announced a second phase, which will look at this year’s program.

General Casey asked me to look at ways that the Federal Acquisition Regulation
might be amended to provide more reasonable measures of contracting in a war zone. [
have directed my office to work cooperatively with the Department of Defense in
reviewing this issue. Complementary to that effort is SIGIR’s Lessons Learned Initiative,
through which we will take a close look at the overall experience of contracting in Iraq by
way of a series of forums that will gather experts on the key issues and produce separate
reports for Congress and the affected Departments.

Background on the Office of the Special Inspector General for Iraq Reconstruction

Permit me now to provide you with a brief background on my Office.

The SIGIR is a temporary organization with a very specific mission — to execute
oversight of the Iraq Reconstruction and Relief Fund through audits, investigations, and
inspections. In simple terms, the Congress created us to report on how the US spent
taxpayer dollars in the post-war reconstruction of Iraq.

Congress initially constituted SIGIR as the Coalition Provisional Authority Office

of Inspector General (CPA-IG) in November 2003 through Public Law 108-106. That
Law also provided $18.4 billion for the Iraq Reconstruction and Relief Fund (the IRRF),
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which we now oversee. I was appointed in late January 2004, made my first trip to Iraq
soon thereafter, and produced our first quarterly report to the Congress in March 2004.
SIGIR has produced five more Reports since then.

The CPA ceased operations on June 28, 2004, and the CPA-IG thus was
scheduled to expire in December 2004. However, the Congress, recognizing the need for
continued oversight, created the Office of the Special Inspector General for Iraq
Reconstruction through the 2005 National Defense Authorization Act, which President
Bush signed into law on October 29, 2004. I have served as the SIGIR since that date.

I report directly to the Secretaries of State and Defense, and I am charged with
auditing and investigating programs and operations funded by the Iraq Relief and
Reconstruction Fund. SIGIR is now operating optimally in executing its assigned
mission, and we will carry out that mission in the hazardous environment that is Iraq
today as long as Congress sees fit.

On-Going SIGIR Activities

During my latest tour in Baghdad, I worked with my staff to advance our audit,
investigative, and inspections work. To date, SIGIR has completed and issued 23 audit
reports covering a variety of matters affecting the management of Iraq reconstruction.
Right now, we have 16 more audits underway, with 20 auditors working them on the
ground in Baghdad. By October 15, we expect to have released 10 new audits. These
audits will provide our concluding reviews of Coalition Provisional Authority activities,
our first reporting on CERP, and our next phase of IRRF audits.

I also have several inspection teams, composed of engineers and auditors that
span out across Iraq visiting and reporting on projects, despite the significant personal
risk. These teams, which are part of an innovative Special Operations Division that I
stood up recently within SIGIR, has issued four reports examining water projects, with
five more out soon that will report on electricity projects. These reports and their
accompanying photographs will appear in SIGIR’s next Quarterly, which we will release
at the end of October. The effect of this rapid-results team is to provide program
managers with near real-time feedback on individual or systemic issues related to actual
IRRF projects so they can be addressed immediately. Our close teamwork with
reconstruction management has enabled us to identify key weaknesses and raise the
issues requiring management action. The next slate of SIGIR inspections, scheduled for
execution over the next 60 days, will provide detailed reviews of selected projects in the
electricity, facilities, and oil sectors. The Special Operations Division is also using
alternative (and safer) methods for exerting oversight, including overhead imagery and
the use of Iraqi nationals to visit and photograph sites to keep risk to personnel at a
minimum. This approach, if successful, will be shared with IRRF management as a
potential tool for improving oversight of our work on the ground in Iraq.

I have 10 investigators on the ground in Baghdad, and five in Arlington, who are
collectively handling 57 criminal cases as the only significant law enforcement entity on
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the ground in Iraq looking at corruption issues in the 18 billion dollar IRRF program.
These investigators average over 25 years of federal law enforcement experience each
and come from the FBI, IRS, and other federal agencies. The investigators are working
cases in close coordination with Department of Justice attorneys and several matters are
approaching the indictment stage. We also have initiated a task force called SPITFIRE,
which stands for the Special Investigative Task Force for Iraq Reconstruction. Itis a
partnership with the U.S. Immigration and Customs Enforcement (ICE) of the
Department of Homeland Security, the Internal Revenue Service, and the U.S.
Department of State’s Office of Inspector General. SPITFIRE’s purpose is to use
specialized capabilities that enhance our capacity to detect fraud, trace international
money laundering transactions, and monitor travel of suspects. Working closely with the
Money Laundering and Asset Forfeiture Section of the Department of Justice, SPITFIRE
is succeeding in applying advanced and effective investigative techniques to develop
cases for prosecution.

As mentioned previously, I had informative visits with management during my
latest trip. Along with Ambassador Khalilzad and General Casey, I met with most of the
US senior leadership for Iraq reconstruction in Baghdad, including Brigadier General Bill
McCoy, who is the new commander of the Corps of Engineers’ Gulf Region Division
(GRD), Ambassador Dan Speckhard, who is the new director of the Iraq Reconstruction
Management Office (IRMO), Major General Daniel “Chip” Long, the departing Director
of the Project and Contracting Office (PCO), and Dawn Liberi, who heads the USAID
Mission in Iraq.

The highlights of these visits include:

1. General McCoy reported that a business plan is in place for the Corps
of Engineers to gradually assume overall management control of all
construction activity that is not under USAID or the Multi-National
Security Training Command — Iraq (MNSTC-I). This means that PCO
will become part of the GRD’s management chain, which I believe
enhance project coordination and control.

2. Ambassador Speckhard provided me with an overall plan for
implementing a coordinated sustainability program in Iraq. Among
other things, this evinced a commitment by the Chief of Mission to
fully engage on this issue. Ambassador Speckhard also has wisely
included SIGIR as an observer on key reconstruction planning
meetings.

3. General Long provided me with information that revealed a dramatic
shift by the PCO to direct contracting and away from use of the design-
build contractors. This is an important development because it is
generally more cost effective and it stimulates the Iraqi economy.
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4. Dawn Liberi reported that there are very real funding shortfalls that are
now confronting USAID’s work in Iraq and that, absent new funding,
programs would be scaled back or eliminated.

I also had two productive meetings with the Iraqgi Commissioner of Public
Integrity, Judge Rahdi al Rahdi, and his Senior State Department Consultant, Christopher
King. Judge Rahdi, with whom I meet during each of my visits to Iraq, continues to take
the lead in anti-corruption efforts in Iraq. He and I discussed a process for exchanging
information on cases, and we are working on an agreement to achieve that end. He also
plays a role in supporting the Inspectors General within the Iraqi system, which SIGIR
has buttressed since their inception during CPA over a year ago; and the Board of
Supreme Audit.

SIGIR continues to build upon its accomplishments in Iraq, expanding our
capabilities to meet our significant mission. I was pleased that Ambassador Khalilzad
has agreed to permit SIGIR to station 10 more personnel in Baghdad. These additional
auditors, investigators, and inspectors are essential for me to address all of the important
issues that stand before us. As the leading U.S. entity reviewing use of the IRRF in Iraq,
SIGIR bears the responsibilities for promoting program success through oversight and
“near-real-time” auditing advice, and deterring fraud, waste, and abuse.

I believe that the overwhelming majority of US personnel assigned to the
reconstruction program in Iraq are doing their best and working long hours to make it
work. My job is to serve as an additional resource that promotes success by advancing
efficiency through oversight, to root out corrupt practices, and to report to the Congress
and the Secretaries of State and Defense what we find.

Given the fact that the SIGIR is a temporary organization, I want to ensure that
the effect of our oversight is “real time,” and that we discuss inefficiencies with
management as they are found, rather than wait for publication of a final report. Some of
our most recent audit reports are examples of this approach. These provided management
with a review of certain operating procedures, practices, and accountability measures;
upon publication of the reports, most of our recommendations had already been accepted
and implemented during the course of the audit. This balanced approach — working with
management to make changes now, while retaining our required detachment as an
oversight organization — maintains our reportorial integrity, while promoting our
collective goal, the highest and best use of U.S. resources in the Iraq reconstruction
program.

SIGIR has several initiatives that enhance our operations and add to the
effectiveness of our reporting. We created the Iraq Inspectors General Council, which
brings together each quarter representatives from all oversight organizations that have
jurisdiction over Iraq. This Council, which I chair, discusses and de-conflicts oversight
activities in Iraq. We have a parallel organization in Iraq, the Iraq Accountability
Working Group, which is led by my Assistant Inspector General for Audit and gathers
oversight personnel every other month in Baghdad for program updates. Finally, SIGIR
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developed a Lessons Learned Initiative that will look at the Iraq reconstruction
experience. We will examine human resources, contracting, and program management,
respectively, over the course of three day-long forums that gather experts and those with
Iraq experience to sift through the evidence and arrive at ground truth on these issues.
The first panel on human resources will meet on September 20, at The Johns Hopkins
University School of Advanced International Studies.

Issues

In our last Quarterly Report, SIGIR identified two leading challenges confronting
the reconstruction program:

e Cost-to-complete: Can the Iraq reconstruction managers produce reliable
estimates of the cost to complete ongoing projects?

e Sustainability: Can reconstruction projects funded by the U.S. government be
sustained by the Iraqis after transition?

We noted that failure on either of these points puts at risk the important legacy of
success that the U.S. intends to leave. My most recent trip to Iraq has convinced me that
the US reconstruction leadership, beginning with Ambassador Khalilzad, has recognized
the importance of these issues, and that the agencies involved are seeking workable
solutions. Much is left to be done; but I am encouraged.

On the cost-to-complete issue, SIGIR issued an audit in July examining whether
IRRF accounting and reporting systems were adequate to determine the cost-to-complete
for current or planned projects. We found that the Section 2207 Report compiled by the
Iraq Reconstruction Management Office (IRMO) did not meet the requirement, as
mandated by Congress, to include estimates of the costs to complete each project and that
information systems were not equipped to produce such. During the course of the audit,
the PCO began reporting cost-to-complete estimates to IRMO, and IRMO thus initiated
procedures for preparing and reporting cost-to-complete estimates. We have been
advised that IRMO will begin reporting cost-to-complete estimates in the Section 2207
Report for September 2005. We have two more cost-to-complete audits that will be out
by mid-October.

On sustainability, SIGIR has begun a series of audits that will look at the issue of
whether U.S. government organizations have developed and approved plans to fund and
support the transition and sustainment of completed projects and whether these plans are
being implemented at the sector and project level as well as on the Iraqi side of the
equation. This audit is well underway and we will have our first report out in mid-
October.

Beginning with our April 30 Report to Congress, the SIGIR outlined a number of

challenges facing the agencies and organizations involved in Iraq reconstruction. We
identified five categories of challenges:
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o Strategy and Interagency Coordination: At least a dozen offices representing
six U.S. agencies directly spend money from the IRRF. There is minimal, if
any, integration among the various systems that these offices use to manage
information on contracting, finance, and projects. Ambassador Khalilzad has

recognized this issue and is acting upon it, pursuant to his authority under the
NSPD.

e Program Management: Inadequate processes, systems, documentation,
training, and internal controls are regularly cited in oversight reports on Iraq
reconstruction. To make informed, effective decisions, management requires
more reliable data. Ambassador Speckhard and General Long have
recognized this issue and a single database solution is in process.

o Acquisition and Contract Management: The SIGIR is concerned that
insufficient management controls have created conditions for
mismanagement, inefficiencies, and ineffectiveness in acquisition and contract
management. [ continue to be concerned about invoice review and soon will
announce an audit on this issue.

e  Human Resources: The SIGIR has observed that Iraq reconstruction efforts
continue to be hampered by high turnover of key personnel and vacancies in
critical positions. SIGIR'’s first Lessoned Learned Forum will address this in
detail on September 20.

e Security: Providing security continues to exact a heavy cost on Iraq
reconstruction, slowing reconstruction efforts and reducing the potential
impact of reconstruction. The cost of security has clearly taken money away
from reconstruction.

Conclusion

The SIGIR is a specialized, temporary oversight organization with an unusual
mission. We seek to provide prompt and effective advice and recommendations to those
managing Iraq reconstruction, with the goal of working to promote efficiency, prevent
waste, and thus save taxpayer dollars. As the Iraq reconstruction program rapidly moves
forward, I believe that SIGIR can continue to play an important role in promoting
program success. [ was pleased that Ambassador Khalilzad welcomed SIGIR’s presence
within the process, and I agreed with him that SIGIR can and will make important
contributions to the success of the next phase of Iraq reconstruction.

I am proud of my staff’s willingness to serve in the highly hazardous environment
that is Iraq today. They are a dedicated cadre of professionals, and many could be
auditing or investigating in much safer and more stable environments. Instead, they have
volunteered to serve our country in these challenging times, bringing their expertise to
bear on this substantial and significant oversight issue.
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SIGIR is carrying out the mission that the Congress has assigned with vigor,
speed, and efficiency. In a nutshell, the SIGIR is succeeding and will continue to work as
the “Taxpayers’ Watchdog” to ensure effective oversight, timely reporting, and to
promote the ultimate success of the Iraq reconstruction program.

Thank you for your time and I look forward to answering any questions that the
committee may have.

Page 8 SIGIR 05-002T




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /ENU (Use these settings to create PDF documents with higher image resolution for high quality pre-press printing. The PDF documents can be opened with Acrobat and Reader 5.0 and later. These settings require font embedding.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308030d730ea30d730ec30b9537052377528306e00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /FRA <>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


