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MESSAGE FROM THE SPECIAL INSPECTOR GENERAL FOR IRAQ RECONSTRUCTION

The Office of the Special Inspector General for Iraq Reconstruction (SIGIR) provides oversight of all appro-
priations, obligations, and expenditures associated with relief, reconstruction, and rehabilitation activities in
Iraq. Since 2004, SIGIR has produced 20 Quarterly Reports to the Congress (including this one), 135 audits,
141 inspections, and 4 lessons-learned reports. SIGIR’s oversight work has saved or recovered more than
$81 million in U.S. taxpayer funds and has put $224 million to better use.

This 20th Quarterly Report appears virtually upon the anniversary of my appointment as Inspector General
five years ago and precedes by two days the release of Hard Lessons: The Iraq Reconstruction Experience, which
completes SIGIRs Lessons Learned Initiative. Taken together, these two new reports provide a comprehensive
and coherent picture of both the course and the current state of Iraq reconstruction. The full text of Hard
Lessons will be available on SIGIR's website, www.sigir.mil.

As Section 1 of this Report observes, Iraq is entering a new era, embodied by a number of important changes:

« new elections—local, provincial, and national—that will change the face of Iraq’s government

o new leadership for the U.S. reconstruction program, with the approaching appointment of a new
U.S. Ambassador to Iraq

o anew level of sovereignty for the Iraqi government effected by the new U.S.-Iraq Security Agreement

o anew Administration in Washington, bringing new policies that will shape the continuing U.S.
commitment to Iraq

Section 1 also applies recommendations from SIGIR's Hard Lessons report to the current reconstruction
program and provides important insights on Iraq reconstruction in 2009 through interviews with Ambassador
Ryan Crocker, General Raymond Odierno, and Minister of Planning Ali Baban.

In November 2008, I made my 21st trip to Iraq, and it proved, in many respects, to be the best to date.
Traveling with a SIGIR inspection team to see the new Anbar Rule of Law Complex in Ramadi, I was pleased
to find a good project nearing completion. Part 4 of this Report contains a detailed summary of SIGIR’s
assessment of this justice center. Also notable during our visit was the absence of any violence, a salutary sign
in a place formerly plagued by lethal insurgent activity. A visit to the provincial reconstruction team in Hilla,
about a 40-minute helicopter flight southwest of Baghdad, revealed progress exemplifying the positive findings
contained in a new SIGIR audit of the Provincial Reconstruction Team (PRT) program. The Hilla PRT—like
each of the PRTs that SIGIR auditors visited this quarter—has achieved demonstrable progress in its many
capacity-building initiatives. Finally, our SIGIR Baghdad team journeyed just west of the capital to an open-
air market in Abu Ghraib to review the effects of Commander’s Emergency Response Program (CERP) grants
on local commerce. Traveling with Brigadier General Robin Swan, Deputy Commander of the Multi-National
Division-Baghdad, we found the Jameela Market bustling with many new businesses freshly painted and
refurbished by CERP grants.
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SIGIR’ audits and inspections this quarter provide continuing insight into the latest developments of the

U.S. program in Irag, including:

» afocused contract review of the KBR oil contract for work in southern Iraq, finding that poor
government oversight and high contractor overhead costs led to significant waste of taxpayer
dollars

 an audit of the State Departments Quick Response Fund, underscoring the need to develop better
metrics for measuring outcomes of QRF-supported programs and projects

 are-inspection of the Baghdad Police College, finding that maintenance problems and vandalism
continue to burden the project

+ an inspection assessment of two completed Primary Healthcare Centers, reporting a number of
construction deficiencies, although both clinics were serving patients

Ambassador Crocker recently requested that SIGIR provide four more investigators in country—a request
with which SIGIR is pleased to comply; that new contingent will arrive in Iraq this quarter to supplement
the six investigative staff already there. In addition, SIGIR will produce reports this quarter on, among other
things, the Basrah Childrens Hospital and the U.S.-Iraqi asset-transfer process. I look forward to departing
soon for Iraq to continue SIGIR's oversight work alongside the 35 auditors, inspectors, and investigators now
carrying out our mission to protect taxpayer dollars in Baghdad and beyond.

Yo Gomesent

Stuart W. Bowen, Jr.
Special Inspector General for Iraq Reconstruction



SIGIR SUMMARY OF PERFORMANCE

AS OF JANUARY 30, 2009

AupITS

Reports Issued 135
Recommendations Issued 358
Dollars Saved and Recovered $81,600,000
Dollars Put to Better Use $224,720,000
Challenged Payments $14,930,000
INSPECTIONS

Project Assessments Issued 141
Limited On-site Assessments Issued 96
Aerial Assessments 695
INVESTIGATIONS

Investigations Initiated 394
Investigations Closed or Referred 322
Open Investigations 72
Arrests 20
Indictments 19
Convictions 14
Court-ordered Restitution/Forfeiture $17,414,000
HOTLINE CONTACTS AS OF DECEMBER 31, 2008

Fax 18
Telephone 75
Walk-in 110
E-mail 335
Referrals 26
Mail 28
SIGIR Website 107
Total Hotline Contacts 699
NON-AuDIT PRODUCTS

Congressional Testimony 26
Lessons Learned Reports Issued 3
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SIGIR OBSERVATIONS

IRAQ RECONSTRUCTION 2009:

A NEW ERA BEGINS

This year will bring change in Iraq that will
fundamentally affect every aspect of the recon-
struction program. This change began on
January 1 when the Security Agreement and
the Strategic Framework Agreement became
effective, redefining the bilateral relationship
between Iraq and the United States. The turn-
of-the-year transfer of the International Zone to
Government of Iraq (GOI) control symbolized
the new era that has begun to unfold in U.S.-
Iraqi relations. As this new era begins, several
salient challenges confront the reconstruction
program.
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This section provides insight into these
challenges. It begins by applying some of the
hard lessons learned from the Iraq recon-
struction experience to the evolving U.S. aid
program of 2009. Then follow three interviews
with top reconstruction leaders—Ambassador
Ryan Crocker, General Raymond Odierno,
and Minister of Planning Ali Ghalib Baban—
shedding light on the way forward. The section
also provides an update on the political and
economic situations in Iraq, the status of ongoing
U.S. reconstruction efforts, and a summary of
SIGIR audits, inspections, and investigations
accomplished this quarter.





















TABLE 2.26

U.S. SUPPORT FOR GOl BUDGET EXECUTION

National  Assisted GOl in documenting existing accounting framework to clarify budget
Support  reporting requirements

Provincial Assisted several provinces in developing and submitting documentation that
Support  would allow them to receive GOI fund allocations

Assisted the Ministry of Planning and Development Cooperation in conducting
its national conference, where provincial officials submit their 2009 project
plans

Conducted workshops for 75 PRT and ePRT officials, training them in GOI
budget execution processes

Established a Provincial Project Tracking Initiative to provide updates on
provincial projects

Completed PRT Budget Execution Advisors Handbook (Second Edition)

Visited Ninewa, Anbar, Basrah, Salah Al-Din, and Erbil provinces to answer

ECONOMY

budget questions

Source: U.S. Treasury, response to SIGIR data call, 12/31/2008.

Monetary Policy Measures

On January 4, 2009, the Central Bank of

Iraq (CBI) cut its interest rate to 14%—a full
percentage point reduction. Interest rate cuts are
employed to encourage banks to lend money, in
turn promoting private sector growth.’**

The CBI is also focused on limiting dinar
inflation. Inflation rates have remained steady
through 2008.**> As of November 2008, the
inflation rate for the Iraqi dinar was only 1%,
compared with 2% inflation last year.*

Considering the weakened state of the Iraqi
banking system, the exchange rate is CBI's main
policy instrument. As of December 2008, the
Iraqi dinar exchange rate was 1,172 per U.S.
dollar.*” CBI has decided to gradually appreciate
the rate of dinar exchange as a means of encour-
aging price stability within Iraq.**® Between

November 2006 and October 2008, the dinar
appreciated by more than 20%.**

A lower inflation rate and an appreciating
dinar have increased Iraq’s buying power, thereby
improving access to basic needs. For the status
of Iraqs key rates, see the graphic factsheet that
leads the Economy section.

Since October 2008, no progress has been
made toward rebasing the value of the Iraqi
dinar against the U.S. dollar. Treasury continues
to recommend measures to improve the rates of
exchange. Further, it recommends that the GOI
reissue banknotes in denominations that are
more convenient and less costly to produce.*

Economic Development
Although Iraq continues to face challenges
in economic development, the country has

JANUARY 30, 2009 | REPORT TO CONGRESS | 89



IRAQ RECONSTRUCTION FUNDING SOURCES AND USES

TABLE 2.27

IRAQ STOCK EXCHANGE STATISTICS

AcTIvITY 2007

2008

Listed Companies 94 companies

96 companies

Trading Sessions 119 sessions

139 sessions

Domestic Shares Traded 153 billion shares

148 billion shares

Value of Domestic Trades $357 million $251 million

Foreign Shares Traded 7 billion shares 15 billion shares

Value of Foreign Trades $14 million $19 million

Source: U.S. Embassy CETI, response to SIGIR data call, 12/31/2008.

experienced growth in private banking, and responsibilities

improved access to micro-grants for small busi-
nesses, and increased value in the Iraqi stock
market.

Iraq Stock Exchange

The Iraq Stock Exchange (ISX) experienced
some growth in 2008.! Table 2.27 shows the
year-end numbers. Although the number of
shares traded dropped between 2007 and 2008,
there has been noteworthy growth in the number
of foreign shares traded.* The ISX opened to
foreign investors in August 2007.%3

State-owned Banks

In mid-December 2008, a private accounting

firm completed financial and operational audits

of Rafidain and Rasheed, Iraqs largest state-

owned banks. In addition to a recapitalization

need of 15.7 trillion Iraqi dinars ($13.08 billion),

the audits identified operational weaknesses,

including:**

 no documented strategy, business plan, or
objectives

« no clear operational rules or regulations for
employees

o 10 clearly allocated reporting requirements
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« inadequate and outdated information tech-
nology and infrastructure

« inadequate risk management

o limited product offerings, including no letters
of credit

The audits also included suggestions to
help the MOF restructure the banks. Under the
current restructuring plan, the MOF will take
responsibility for all foreign debts and liabilities
incurred by the banks under the old regime. The
expectation is that this shift of responsibility will
strengthen the banks’ balance sheets.”

World Bank assistance has been requested,
and other international organizations are
expected to provide aid as well. Although the
IMF considers these audits to be complete, the
Iraqi government has yet to sign them, and the
U.S. government will not consider the audits
final until the GOI does s0.”*

As of April 2008, state-owned banks
accounted for 90% of total assets in the banking
sector.*” There are currently seven state-owned
banks in Iraq. These banks comprise nearly two-
thirds of all domestically owned bank branches
in Iraq, with a total of 397 located around the



ECONOMY

TABLE 2.28

IRAQI DOMESTIC BANKS

BANK TYPE NAME OF BANK # BRANCHES

State-owned Banks Rafidain Bank 150
Rasheed Bank 150
Agricultural Cooperative Bank 52
Real Estate Bank 20
Industrial Bank 14
Irag Bank 6
Trade Bank Of Iraq 5
Total State-owned Banks 397

Domestic Private Banks Al-Warka Bank for Investment and Funding 68
Investment Bank of Iraq 22
Basrah International Bank for Investment 19
Bank Economic Investment and Funding 17
Iragi Middle East Investment Bank 15
Gulf Commercial Bank 1"
Iraqi Islamic Bank for Investment and Development 9
Mosul Bank for Development and Investment 6
Sumer Commercial Bank 6
Ashur International Bank for Investment 5
Ilaf Islamic Bank 5

Kurdistan International Bank for Investment and

Development >

North Bank 2

Babylon Bank 1

Union Bank of Iraq 1

National Bank Islamic 1

Al-Huda Bank 1

United Bank for Investment N/A

Total Domestic Private Banks 194
Total 591
Source: U.S. Treasury, response to SIGIR data call, 12/31/2008, p. 14; Central Bank of Iraq, “Banks List,” 12/31/2008,
www.chi.ig, accessed 1/9/2009.
country. Rafidain and Rasheed each maintain private banks are able to open branches in new
150 bank branches. Table 2.28 lists these state- areas. Table 2.28 details private banking branches
owned banks.** throughout Iraq. The largest of these is Al-Warka

bank, with 68 operating branches. Several private

Private Banks banks are establishing themselves in provin-
Private banking development in Iraq requires a cial areas, reflecting the increasingly secure

stable security situation. As the violence drops, environment.>’
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IRAQ RECONSTRUCTION FUNDING SOURCES AND USES

TABLE 2.29

U.S. SMALL BUSINESS ASSISTANCE PROGRAMS

PROGRAM

PROGRAM UPDATE

CERP Micro-grants

As of December 2008, over 240 projects had received CERP micro-grant funding. All $1.16
million in CERP micro-grant funds has been obligated, and all but $50.00 has been expended.
The remaining $50.00 has been obligated as part of a $1,150 project to establish a fish farm in
Golden Hills, a town in Babylon.

Tijara Program

(also known as the
Provincial Economic
Growth (PEG) program)

A Board of Directors and staff have been hired to run a new Microfinance Institution in Mosul.
65 officials from the GOl and Iraqi banking sector attended the first Small and Microenterprise
Banking Networking Forum.

Community Stabilization
Program

The CSP BDP grants program has created 25,293 long-term jobs (greater than 3 months). In a
recent study of grants completed before 10/2007, 98% of the grantees were still in business.

Quick Response Fund

OPA has almost completed its portion of the QRF program; $33.6 million of $35 million has
been obligated. USAID has distributed $51.5 million of its funding under the QRF. USAID
considers $100 million fully obligated because it has signed a contract with a private contractor
to manage IRAP funds; however, only $51.5 million had been spent as of December 2008.

Iraqi Company for Bank
Guarantees (ICBG)

Originally formed with 11 banks, the ICBG has increased its membership to 13 banks.
ICBG issued 75 new loan guarantees this quarter.
ICBG also met the requirements needed to receive a third USAID grant of $1.5 million.

Sources: OSD, response to SIGIR data call, 1/9/2008; USAID, responses to SIGIR data call, 12/19/2008 and 12/31/2008; SIGIR Audit 09-011, “Opportunities to

Improve Management of Quick Response Fund,” 1/5/2009.

Micro-grants and Small Business
Development

Several U.S. agencies have funded programs to
promote small businesses in Iraq. Table 2.29
provides updates on U.S. funding for business
development.

Quick Response Fund

The Quick Response Fund (QRF) has

received $135 million to provide Provincial

Reconstruction Teams (PRTs) with funding

to support community projects, administered

through two components:

o Quick Response Fund-State (QRF-S)—run
by the DoS Office of Provincial Affairs (OPA),
this piece of the QRF manages grants, micro-
purchases, and direct purchases under $25,000
and grants over $500,000 (received $35 million
for QRF activities).

o Iraq Rapid Assistance Program (IRAP)—run
by USAID, this program includes grants
and direct purchases of $25,000 to $500,000
(received $100 million for QRF activities).**

This quarter, SIGIR completed an audit of

the QRE finding that OPA had established a
thorough process for choosing projects to give
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QREF funds. However, SIGIR also found that
both OPA and USAID need to improve their
processes and documentation for assessing the

success of projects in meeting intended goals.*!

Iraqi First Program
In an effort to bolster the Iraqi economy, DoD
reconstruction managers developed the Iraqi
First Program in 2006. The program encourages
the use of Iraqi contractors and Iraqi personnel.
During FY 2008, Joint Contracting Command
Iraq/Afghanistan (JCC-I/A) reports that it
awarded more than $2.34 billion in contracts to
Iraqi vendors—an increase of $300 million over
FY 2007

JCC-1/A encourages the use of Iraqi vendors
by U.S. contractors as well. As of January 2, 2009,
it reported 76,128 Iraqis employed within the
U.S. contracting workforce.** Figure 2.11 shows
the amount of U.S. funding awarded to Iraqi
vendors in each province through the Iraqi First
Program.

State-owned Enterprises

In June 2006, DoD established the Task Force
to Improve Business and Stability Operation
(TF-BSO) and tasked the organization with



