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Cover Captions (clockwise from the left):

An Afghan miner unloads coal outside a mine in
Samangan province on April 3. Experts estimate the
value of the nation’s mineral resources at $1 trillion.
A key reconstruction goal is to improve Afghanistan’s
ability to exploit these resources and to attract
foreign investment. (© AFP 2012, Qais Usyan)

Farmers spread soil on a field in Nahr-i in
Kunduz province on March 30. After a particularly
severe winter, USAID continued to help distribute
food to the most vulnerable Afghans. The World
Food Programme estimates that 7.6 million
Afghans will need food assistance this year—more
than a third of the population. (© AFP 2012,
Johannes Eisele)

An Afghan schoolboy washes his face at a water-
pump in Mazar-e Sharif in Balkh province on April 9.
Last quarter, Afghans

assumed responsibility for security in this city. This
quarter, the transition to Afghan control continued

in many other districts and cities throughout the
country. (© AFP 2012, Qais Usyan)

Unaccompanied Afghan women walk along a
road in Bazarak in Panjshir province on April 7. The
status of women has improved dramatically since the
overthrow of the Taliban, who denied them the right
to work, vote, be educated, receive medical care, and
walk in public without a male escort. This quarter,
Secretary of State Clinton reaffirmed the U.S. com-
mitment to maintaining this progress.

(© AFP 2012, Johannes Eisele)
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The National Defense Authorization Act for FY 2008 (PL. 110-181)
established the Special Inspector General for Afghanistan
Reconstruction (SIGAR).

SIGAR’s oversight mission, as defined by the legislation, is to provide for the inde-

pendent and objective

¢ conduct and supervision of audits and investigations relating to the programs and
operations funded with amounts appropriated or otherwise made available for the
reconstruction of Afghanistan.

¢ Jeadership and coordination of, and recommendations on, policies designed to pro-
mote economy, efficiency, and effectiveness in the administration of the programs
and operations, and to prevent and detect waste, fraud, and abuse in such programs
and operations.

e means of keeping the Secretary of State and the Secretary of Defense fully and
currently informed about problems and deficiencies relating to the administration of
such programs and operation and the necessity for and progress on corrective action.

Afghanistan reconstruction includes any major contract, grant, agreement, or other

funding mechanism entered into by any department or agency of the U.S. government

that involves the use of amounts appropriated or otherwise made available for the
reconstruction of Afghanistan.

Source: P.L. 110-181, “National Defense Authorization Act for FY 2008,” 1/28/2008.



SIGAR RESULTS TO DATE
AUDITS

56 reports completed, 12 audits ongoing.

177 recommendations made.

up to $259.9 million identified in funds that should be returned to the U.S. government.
- 3 forensic audits under way of $39 billion in reconstruction funds managed by DoD, DoS, and USAID.
+ 4 ongoing inspections.

INVESTIGATIONS

$52.9 million recovered.

- approximately $131 million in contract monies protected.
164 ongoing investigations.

- 20 convictions, 20 arrests, 10 charges.

- 88 referrals for suspension or debarment, resulting in 21 finalized debarments and 20 suspensions.
781 Hotline complaints received.

@ Current SIGAR offices

Provinces where SIGAR has conducted
audit and investigation work
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I am pleased to submit SIGAR’s quarterly report to the Congress on U.S. reconstruction in Afghanistan. Over the last
quarter, several troubling incidents strained U.S.-Afghan relations and hampered reconstruction. Going forward, two
developments will have a direct impact on the reconstruction effort: the President’s reduced budget request for FY 2013
and the transition of private security services to the new Afghan Public Protection Force (APPF).

The President has requested approximately $9.7 billion for reconstruction programs in FY 2013. This request
represents a 34% reduction from the $14.8 billion that the Congress provided in FY 2012 and reflects a change in U.S.
priorities, principally in the security sector. The President has requested about $5.7 billion to support the Afghan
security forces in FY 2013, compared with $11.2 billion appropriated in FY 2012. This 49% decrease signals a major shift
from building infrastructure and providing equipment for the Afghan security forces to sustaining these forces through
the 2014 transition. If approved, the President’s request will bring the total appropriated for Afghanistan’s reconstruction
since 2002 to approximately $100 billion.

The APPE, a state-owned enterprise established by the Afghan government to replace private security companies,
began assuming responsibility for providing security for development projects during this reporting period. On
March 29, I testified before the Congress about SIGAR’s ongoing audit work, which has identified a number of
concerns about the transition to the APPF, including the potential for rising costs and the possible disruption or
termination of reconstruction projects if the APPF cannot provide the required security.

In addition to these developments, corruption remains a major threat to the reconstruction effort. During my visit to
Kabul this quarter, I met with U.S. and Afghan officials to discuss and assess their anti-corruption efforts. I also shared
with them SIGAR’s work to combat corruption: nearly 30% of our investigations involve public corruption and bribery.
This quarter, our investigators partnered with other federal and Afghan law enforcement agents to recover $446,000 in
stolen fuel and $175,000 in cash in cases involving Afghan attempts to bribe U.S. officials. In addition, three individuals
who had been convicted of bribery were sentenced to prison terms and ordered to pay fines and restitutions totaling
$269,000. The three had been arrested and charged in cases in which SIGAR participated.

Also this quarter, SIGAR investigations resulted in the termination for default or voiding of five contracts, protecting
$131 million in unspent funds. In addition, SIGAR issued seven referrals for the suspension or debarment of individuals
and companies for illegal activities or poor performance.

Our Audits Directorate continues to identify issues of significant concern. This quarter, SIGAR completed three
audits, including one that found problems with USAID’s implementation of its stabilization programs. Our auditors also
continued to advance an oversight community initiative to develop a strategic framework for audits and inspections in
FY 2013.

Afghan reconstruction has reached a critical turning point. The shift in strategy, decline in funding, and persistent
violence and corruption underscore the need for aggressive oversight. SIGAR remains committed to fulfilling its oversight
responsibilities and keeping the Congress and the U.S. public fully informed about the status of this historic effort.

Very respectfully,

el —
- :} ST IV Wian
Steven J Trent
Acting Special Inspector General for Afghanistan Reconstruction

2530 CRYSTAL DRIVE  ARLINGTON, VIRGINIA 22202
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SIGAR ACTIVITIES Q2, FY 2012

This quarter, SIGAR participated in investigations that led to five contracts with $131 million in
unspent funds being terminated for default or voided; recovered $446,000 in stolen fuel; seized
$175,000 in illicit cash; and helped disrupt a bribery scheme at the U.S. Embassy Kabul. Three indi-
viduals who had been convicted of bribery last quarter were sentenced to prison terms and ordered
to pay fines and restitutions totaling $269,000. SIGAR participated in the investigations that led

to their arrests and convictions. In addition, SIGAR issued a management alert letter and testi-

fied before the Congress about the potential for rising security costs as private security contracts
are transitioned to the Afghan Public Protection Force (APPF). Since SIGAR’s last report to the
Congress, it has published three audit reports and announced three new audits.

ALERT LETTER TO USAID

In March, SIGAR sent a letter to the U.S. Agency for
International Development (USAID) detailing SIGAR’s
concerns that the imminent transition from private
security companies (PSCs) to the state-owned APPF
is likely to increase security costs significantly and

to put 10 major reconstruction projects at risk if the
APPF proves unable to provide the required security.

CONGRESSIONAL TESTIMONY

The House Subcommittee on National Security,
Homeland Defense, and Foreign Operations invited
SIGAR’s Acting Inspector General, Steven Trent, to
testify about how the dissolution of PSCs would affect
USAID projects. Mr. Trent noted that the Afghan
decision to disband PSCs will affect all U.S. and inter-
national reconstruction programs. Under the original
two-year transition strategy, the APPF was expected
to provide security for all development projects

and convoys by March 20, 2012, and for all military
construction sites and bases by March 2013. Mr. Trent
emphasized that SIGAR is primarily concerned about
increased costs and potential disruption of recon-
struction projects.

Vi

STRATEGIC PLANNING GROUP
IDENTIFIES 13 AUDIT PRIORITIES

This quarter, SIGAR and the Offices of Inspector
General (OIGs) of the Department of Defense, the
Department of State, and USAID signed a charter
formalizing the new Strategic Planning Group. The
group is developing a strategic oversight framework
to guide audit and inspection planning. It has identi-
fied 13 overarching issues that will be the focus of
FY 2013 audits and inspections related to recon-
struction in Afghanistan.

AUDITS

This quarter, SIGAR completed three audit reports.
One examined the steps that the U.S. Central
Command’s Joint Theater Support Contracting
Command (C-JTSCC) has taken to improve the
accuracy of its contract data. The audit examined the
discrepancies in C-JTSCC’s data to determine how
they occurred, evaluated the measures C-JTSCC had
taken to address the cause of these discrepancies,

and identified what additional steps, if any, C-JTSCC
needs to take to ensure that contract data is accurate
and reliable. Another audit assessed the cost and
outcomes of the Local Governance and Community
Development project and evaluated USAID’s oversight
of the project. The third audit identified the awards
that USAID has funded for Afghanistan reconstruction



EXECUTIVE SUMMARY

since 2002 and assessed the status of the agency’s
financial oversight of its contracts, cooperative agree-
ments, and financial instruments.

This quarter, SIGAR announced three new audits,
two assessing aspects of the U.S. effort to build the
Afghan security forces, and one examining a USAID
agriculture project.

INVESTIGATIONS

During this reporting period, SIGAR’s integrated
approach to detecting and deterring waste, fraud, and
abuse of U.S. reconstruction funds paid dividends in
three critical areas: protecting U.S. tax dollars from
being wasted, recovering stolen property, and build-
ing cases for criminal prosecution.

SIGAR is conducting two programs to protect U.S.
funds from being wasted. In one, SIGAR investiga-
tors are working closely with contracting officials to
terminate or void contracts that are at risk of wasting
significant public funds. In the other, SIGAR’s sus-
pensions and debarment program seeks to improve
contractor accountability and to ensure that only
responsible and reliable companies receive U.S.-
funded reconstruction contracts.

This quarter, SIGAR opened 45 new investigations
and closed 7, bringing the number of open investiga-
tions to 164. SIGAR works all investigations jointly
with the International Contract Corruption Task
Force. SIGAR is the lead agency on 36 of the new
cases (80%).

SIGAR Initiative Identifies Poorly Performing
Contracts

This quarter, SIGAR investigations led to five con-
tracts being terminated for default or voided. These
contracts had unspent funds totaling $131 million.
Contracting officials voided an $80 million trucking
contract after investigators provided information
indicating that the Afghan-owned company that had
been awarded this contract was closely affiliated with
another transport company that U.S. officials had

deemed ineligible to receive such contracts. In addi-
tion, the U.S. Army Corps of Engineers terminated for
default three construction contracts to build facilities
for the Afghan security forces. These contracts had
unexpended funds totaling $51 million.

Suspensions and Debarments

This quarter, SIGAR referred 7 cases for suspension
or debarment, bringing the number of referrals to 8§,
as of March 31, 2012. This includes 53 individuals and
35 companies working on U.S.-funded reconstruction
programs. As of December 31, 2011, these referrals
had resulted in 21 suspensions, 45 proposals for
debarment, and 5 finalized debarments. During this
reporting period, SIGAR also prepared documentary
support for proposals to debar companies accused
of theft or poor performance under the Host Nation
Trucking Contract, from May 2009 to September 2011
for the shipment of fuel and bulk cargo throughout
Afghanistan.

Cash Seizures and Recoveries

SIGAR’s collaboration with other federal agents and
Afghan law enforcement officials led to the seizure of
$175,000 in cash, the recovery of more than $446,000
in stolen fuel, and the repossession of a stolen tanker.
Because the U.S. reconstruction effort relies on
U.S.-funded imports of petroleum products, SIGAR is
working closely with other federal investigative agen-
cies to detect pilfering. SIGAR is also working with
federal prosecutors assigned to the Department of
Justice to build criminal cases against individuals and
companies stealing fuel.

Three U.S. Citizens Receive Sentences for Bribery
This quarter, three individuals were sentenced to
prison terms and ordered to pay fines and restitu-
tions totaling $269,000 for the crime of bribery in
Afghanistan. The three had previously been arrested
and charged in cases in which SIGAR participated.

vii
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The Relationship Remains Strong

ISAF Commander Gen. John R. Allen meets with ANA

Maj. Hanifullah Shinwari at Forward Operating Base Marjah
in Helmand during a mission to Regional Command -
Southwest on March 5. Credit: U.S. Army photo, MSG

Kap Kim.
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AFGHANISTAN OVERVIEW

“Now, each of these events is
heart wrenching, and my
thoughts and my prayers go out to
all of those affected by this violence,
coalition and Afghan alike. But I
assure you the relationship
between the coalition and our
Afghan security forces
remains strong.”

—General John Allen,
Commander, ISAF

Source: Gen. John Allen, Testimony before the House Committee on Armed Services, 3/20/2012.

SPECIAL INSPECTOR GENERAL | AFGHANISTAN RECONSTRUCTION
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During this quarter, which U.S. officials described as “tumultuous” and “trying,”

a series of unfortunate incidents jeopardized the already strained U.S.-Afghan

relationship and hampered the U.S reconstruction effort.! These events—the

Koran burning, widespread protests, the massacre of Afghan citizens, the killing

of coalition soldiers by members of the Afghan National Security Forces (ANSF),

and multiple attacks by the insurgents on April 15—Ileft U.S. and Afghan officials

struggling to keep transition plans on track. Other significant developments this

quarter included the following:

¢ The President submitted his FY 2013 budget request, which was about
34% less than the FY 2012 appropriation for reconstruction funding for
Afghanistan.

¢ The new Afghan Public Protection Force (APPF) began assuming responsi-
bility for private security of development projects.

¢ International Security Assistance Forces (ISAF) Commander General Allen
provided an update to the Congress on transition progress.

¢ Command of Task Force 2010 changed.

¢ The United States and its coalition partners prepared for the upcoming
NATO summit that will establish a framework for the Alliance’s commitment
to Afghanistan through the 2014 transition and beyond.

THE PRESIDENT REQUESTS $9.7 BILLION FOR
RECONSTRUCTION IN FY 2013

On February 13, 2012, President Obama submitted his FY 2013 budget to the
Congress, requesting about $12 billion to rebuild Afghanistan, including

$9.7 billion for the major reconstruction funds and $3.3 billion for civilian
operations. The budget divides the $9.7 billion among funds managed by the
Department of Defense (DoD), Department of State (DoS), and the U.S. Agency
for International Development (USAID) to strengthen the Afghan National
Security Forces (ANSF), improve Afghan governing capacity, and promote
economic and social development. This request is 44% less than the $17.4 billion
the President requested for these funds for FY 2012, and about 34% less than the
estimated $14.8 billion the Congress appropriated for these funds this fiscal year.
The decline reflects a major shift in U.S. reconstruction priorities in Afghanistan
as the U.S. government refocuses its resources on transitioning from a military to
civilian-led mission by 2014.

REPORT TO THE UNITED STATES CONGRESS | APRIL 30, 2012
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SIGARAUDIT

In its audit of the U.S. civilian uplift,
SIGAR found that from January through
June 2011, U.S. agencies had more
than tripled the number of civilians
deployed to Afghanistan, at a cost

of nearly $2 billion. For details, see
SIGAR Audit 11-17, “The U.S. Civilian
Uplift in Afghanistan Has Cost Nearly
$2 Billion, and State Should Continue
to Strengthen its Management and
Oversight of the Funds Transferred to
Other Agencies,” which is available at
the SIGAR website (www.sigar.mil).

As of March 31, 2012, the Congress had appropriated $89.4 billion to rebuild
Afghanistan, including civilian operating costs. If the President’s budget is approved,
it would bring the amount appropriated since 2002 to more than $100 billion.

In his submission to the Congress, the President said that the budget would
continue to support the ANSF as they increasingly take responsibility for secu-
rity in Afghanistan. It would also lay the “groundwork to expand the civilian
footprint in Afghanistan as U.S. forces draw down and focus civilian assistance
on foundational investments in economic growth, reconciliation and reintegra-
tion, and capacity building.”?

In FY 2012, more than 77% of reconstruction funding—$11.2 billion—has been
used to recruit, train, equip, and sustain the ANSF. Under the proposed FY 2013
budget, funding for the ANSF would drop 49% to $5.7 billion; this accounts for
most of the decline in the budget request for Afghanistan’s reconstruction. In
the security sector, the budget signals a shift from building the Afghan security
forces to sustaining them.

To support short-term stabilization and long-term development programs, the
President requested more than $1.8 billion—only slightly less than the estimated
$1.9 billion provided in FY 2012. At the same time, the President’s budget would
maintain other reconstruction funds at the same or slightly higher levels than the
FY 2012 appropriations: the Commander’s Emergency Response Program (CERP),
Afghanistan Infrastructure Fund (AIF), Task Force for Business and Stability
Operations (TFBSO), DoD Drug Interdiction and Counter-Drug Activities (DoD CN)
fund, and International Narcotics Control and Law Enforcement (INCLE) account.

As in FY 2012, the Administration divided its FY 2013 international affairs
budget into two parts: a core budget that reflected “enduring” or “base” needs,
and an Overseas Contingency Operations (OCO) budget that combined extraor-
dinary, temporary costs in Iraq, Afghanistan, and Pakistan. For the second year,
the President has provided a unified OCO budget that amalgamates the requests
for the operations and activities of DoD, DoS, and USAID in these conflict areas.
The OCO budget aligns priority missions across these agencies, including the
U.S. reconstruction of Afghanistan.?

Of the $1.8 billion that the President is requesting for the Economic Support
Fund (ESF), about $1 billion is for the ESF (OCO) budget, and $811 million is for
the ESF (base) budget. In its budget justification, DoS said that the ESF (OCO)
funds “will support programs linked to stabilization needs, foundational invest-
ments in critical sectors, and capacity building essential for a sustainable transition
of security and governance to the government of Afghanistan.”* The base por-
tion of the ESF request will support programs critical to Afghanistan’s long-term
development: economic growth, agriculture, health, education, rule of law, and
governance.® Secretary of State Hillary Clinton told the Senate Foreign Relations
Committee that the President’s budget “will support the ongoing transition helping
Afghans take responsibility for their own security and their own future and ensur-
ing that this country is never again a safe haven for terrorists.”® Table 1.1 compares
the FY 2012 appropriations and the FY 2013 budget requests, including enduring
and OCO funds, for the major reconstruction programs.

SPECIAL INSPECTOR GENERAL | AFGHANISTAN RECONSTRUCTION
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TABLE 1.1

FY 2012 APPROPRIATIONS AND FY 2013 BUDGET REQUESTS
FY 2012 Enacted ($ Millions) FY 2013 Request ($ Millions) Change (%)

DoD
ASFF 11,200.0 5,749.2 -48.6
AF 400.0 400.0 0.0
CERP 400.0 4250 +6.3
DoD CN 381.5 4054 +6.3
DoD CN (0CO) 325.3 3789
DoD CN (Base) 56.2 265
TFBSO 150.0° 179.0 +19.3
DoS/USAID
ESF 1,836.8 1,849.3 +0.7
ESF (0CO) 1,836.8 1,037.9
ESF (Base) 0.0 8114
INCLE 324.0 600.0 +85.2
INCLE (0CO) 324.0 200.0
INCLE (Base) 0.0 400.0
MRA 81.0 65.0 -19.8
MRA (0CO0) 20.0 0.0
MRA (Base) 61.0 65.0
ECE 7.4 80 +8.1
ECE (0CO) 7.4 0
ECE (Base) 0.0 8.0
BBG 18.4 17.6 -4.3
BBG (0C0) 22 0.0
BBG (Base) 16.2 17.6
Total 14,799.1 9,698.5 -34.5

Notes: Numbers affected by rounding. DoD = Department of Defense. ASFF = Afghanistan Security Forces Fund. AIF = Afghanistan
Infrastructure Fund. CERP = Commander’s Emergency Response Program. DoD CN = Department of Defense Counter-Narcotics. OCO =
Overseas Contingency Operations. TFBSO = Task Force for Business and Stability Operations. DoS = Department of State. USAID = U.S.
Agency for International Development. ESF = Economic Support Fund. INCLE = International Narcotics Control and Law Enforcement.
MRA = Migration and Refugee Assistance. ECE = Education and Cultural Exchange. BBG = Broadcasting Board of Governors.

a. Excludes “Operations and Maintenance, Army” funds, which are included in TFBSO figures in “Status of Funds” and Appendix B.

Source: OMB, response to SIGAR data call, 4/17/2012.

SIGAR NOTES CONCERNS ABOUT THE AFGHAN PUBLIC
PROTECTION FORCE

This quarter, the APPF, a state-owned enterprise established by the Afghan
government to replace PSCs, began assuming responsibility for providing
security for reconstruction programs. Under a two-year “bridging strategy,” the
Afghan government planned for the APPF to take over security for all interna-
tional development projects and convoys on March 20, 2012, and for all military
construction sites and bases a year later. On March 18, the Afghan government
announced that it had granted 30- to 90-day provisional licenses to some imple-
menting partners to give them time to finalize contracts with the APPF.

REPORT TO THE UNITED STATES CONGRESS | APRIL 30, 2012
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SIGAR has completed three audits related to PSCs and is conducting an audit of
the costs of PSCs used by USAID’s implementing partners. On March 9, with the tran-
sition deadline looming, SIGAR alerted USAID to issues raised by its ongoing audit.
SIGAR is primarily concerned about increased costs and the possible disruption or
termination of reconstruction projects if the APPF cannot provide the necessary
security. (For details on SIGAR’s management alert letter, see Section 2.)

On March 29, 2012, SIGAR’s Acting Inspector General (IG) testified before
the House Committee on Oversight and Government Reform’s Subcommittee on
National Security, Homeland Defense, and Foreign Operations about the poten-
tial impact on reconstruction of the Afghan government’s decision to dissolve
all PSCs and transfer their responsibilities to the APPF. Although the hearing
focused on the immediate effect of the transition on USAID, the largest single
funder of development projects in Afghanistan, SIGAR pointed out that the
Afghan government’s decision to disband PSCs will ultimately affect all U.S. and
international reconstruction programs. For the full testimony, see the SIGAR
website (www.sigar.mil).

Building the APPF

After President Hamid Karzai issued a decree ordering the dissolution of all
domestic and foreign PSCs, the international community and the Afghan govern-
ment developed a strategy to build the new APPF and transition private security
functions to it over two years. In March 2011, an APPF Advisory Group was
tasked to support the development of the APPF. The group consisted of 130 advi-
sors and 40 translators from the NATO Training Mission - Afghanistan (NTM-A)
and the Combined Security Transition Command - Afghanistan (CSTC-A), DoS,
USAID, the Department of Justice, and several other U.S. government agen-

cies. The “bridging strategy” also called for a team of officials from the Afghan
Ministry of Interior, ISAF, and the U.S. Embassy Kabul to conduct assessments
after six months and every three months thereafter to determine whether the
APPF has the capability to provide the necessary security services as the transi-
tion progresses.

The six-month assessment, which was completed in September 2011, raised
significant questions about the APPF’s ability to provide the necessary security
for reconstruction projects. A second joint Afghan and U.S. government assess-
ment was conducted in December 2011, but its findings have not been released.
A third assessment was supposed to take place in this quarter, in March, but had
not been completed at press time.

The Six-Month Assessment

The six-month assessment found that the APPF did not have sufficient capacity
or capability to perform six essential tasks and met only 46 of 166 transition-
readiness standards. It concluded that the APPF was not on track to assume
PSC responsibilities by March 20, 2012. The assessment team made a number of
urgent recommendations, including the following:

SPECIAL INSPECTOR GENERAL | AFGHANISTAN RECONSTRUCTION
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e Establish a framework to manage the business functions inherent in transi-
tioning and executing the security service contracts.

e Develop a phased plan and implementation guidance to transition PSC con-
tracts, people, and equipment to the APPF.

¢ Provide an operating budget to support APPF development and initial busi-
ness costs.

e Recruit and train personnel and provide resources for the APPF headquar-
ters, the APPF Training Center, and the zone/provincial headquarters.

e Approve the charter for the state-owned enterprise.

¢ Develop command and control, and operational procedures for convoy secu-
rity and personnel security details.

The assessment noted that the risk for Afghanistan of not accomplishing these
tasks was “the possible loss of billions of dollars in development projects, loss of
revenue and jobs, a diversion of counter-insurgency forces to self-security roles,
and general lack of confidence by the international community and Afghans alike
in the ability of the Government to provide security.” It added, “A commitment by
the GIRoA and specifically the Ministry of Interior is essential in order to expedi-
tiously develop the capability and capacity of the APPF to provide the security
services acceptable to the international community.””

The APPF Is Evolving

During this transition period, the APPF has been continually adapting to meet
the needs of the international community. For example, in January 2012, in
response to U.S. and coalition concerns about the capabilities and management
of APPF guards, President Karzai authorized the creation of risk management
companies (RMCs) to provide advice on security issues. A PSC corporate entity
may disband or establish a new legal corporate entity and apply for a license as
an RMC. A single corporate entity may not hold both a PSC license and an RMC
license. The RMCs may not provide security services, but they may provide secu-
rity consulting services and on-site training of APPF guards. The regulations also
permit them to carry light arms for self-defense. Moreover, the regulations allow
them to assist an implementing partner in contracting for security services with
the APPF. The Afghan government is charging international RMCs $124,000 for a
license to operate. These companies must also post a bond of about $300,000.

The APPF employs personnel who voluntarily transfer from their current jobs
with PSCs; it is also recruiting and training new guards. Those who have been
trained and certified by PSC employers are assumed to have been trained and
thus do not have to attend training at the APPF Training Center. At the end of
2011, the APPF reported having authorized 6,558 of the 11,000 trained security
personnel that the advisory group estimated it needed to provide security for
development projects and convoys. The APPF’s goal is to have 25,000 guards on
its roster by March 2013.

In March 2012, the APPF reported it had signed 18 contracts to provide guard
services for development activities and issued licenses to 12 RMCs. However,
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as SIGAR’s Acting IG told the Congress, “the current rush to establish contracts
with the APPF is not the end game.”® The real test is whether the APPF can pro-
vide the security required to implement reconstruction projects.

SIGAR To Conduct Additional Audits

The transition to the APPF poses a significant challenge to the reconstruction
effort. SIGAR’s audit work highlights a number of factors that make the transi-
tion particularly difficult—increased costs, difficulty complying with changing
rules and regulations, and the lack of U.S. control over the current process. U.S.
government agencies are making concerted efforts to comply with the man-
date to transition security services from PSCs to an Afghan government entity.
The APPF Advisory Group, for example, has worked closely with the APPF to
develop a template for contracting with USAID implementing partners. However,
it is too early to assess whether the work of agencies like USAID will be enough
to enable security to transition to the APPF without adversely affecting the
reconstruction effort.

Because successful reconstruction depends on the capability of the APPF to
provide security services, SIGAR will begin two additional audits later this year.
One will assess the security costs of transitioning PSCs that currently provide
security services for projects funded through the DoD-managed Afghanistan
Security Forces Fund (ASFF). The Congress has appropriated more than half of
all U.S. reconstruction dollars to the ASFF, which supports the ANSF. SIGAR will
also be conducting an audit to examine costs and other issues related to the tran-
sition of PSCs to the APPF and its effect on U.S.-funded reconstruction projects.

SIGAR will continue to closely monitor the transition to the APPF, assess
transition outcomes, and keep key policy and decision makers informed about
the results of its work.

GENERAL ALLEN PROVIDES UPDATE ON TRANSITION
This quarter, ISAF Commander General John Allen sought to reassure the
Congress that the United States and its coalition partners were on track to com-
plete the transition of security responsibilities to the ANSF by December 2014. He
acknowledged that “the last couple of months have been trying,” but he said, “the
relationship between the coalition and the Afghan security forces remains strong.”®
General Allen told the Congress that over the last year the ANSF had
expanded from 276,000 to 330,000 and would reach its full strength of 352,000
before October 2012. He said that the Afghan security forces were becoming
increasingly professional and capable of providing security for their country.
According to General Allen, these forces have taken the lead in more than 42% of
the joint operations conducted over the last five months. He said, “As they move
to the fore, they are gaining more and more confidence and they're gaining more
and more capability.” General Allen told the Congress that over the next two
years, coalition forces would remain combat-ready “but increasingly focused on
security force assistance and supporting Afghan combat operations.” '
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ISAF Commander Gen. John R. Allen appeared before the Congress on March 20 to report on
the transition of responsibility for security to the ANSF by December 2014. Gen. Allen testified
that Afghan security forces are becoming increasingly professional and capable of providing
security for their country. Credit: U.S. Army photo, MSG Kap Kim.

General Allen said the transition is proceeding in five tranches across the
country. The first phase began in July 2011; the second phase, in December 2011;
U.S. and Afghan authorities are deliberating on when to begin the third phase.
General Allen said he expected that President Karzai will announce the transition
of the fifth tranche in summer 2013.

General Allen also pointed out that the transition plan faces serious long-term
challenges from resilient terrorist networks and from government corruption. He
said that the Taliban remains a “resilient and determined enemy” and predicted
that insurgents would try to regain lost ground through assassination, intimida-
tion, high-profile attacks, and improvised explosive devices. He added, “We know
that corruption still robs Afghan citizens of their faith in their government and
that poor governance itself often advances insurgent messages.” 2

During his testimony, General Allen highlighted the roles of two military orga-
nizations established in 2010 to prevent and combat corruption—the Combined
Joint Inter-agency Task Force-Shafafiyat (transparency) and Task Force 2010.
Task Force Shafafiyat works with Afghan and coalition law enforcement person-
nel to identify corrupt activities and coordinate anti-corruption efforts. Task
Force 2010 was established in July 2010 to track the flow of contracting dollars
through the Afghan economy and prevent U.S.-funded contracts from inadver-
tently enriching power brokers, criminals, and insurgents. SIGAR is working
closely with both Task Force Shafafiyat and Task Force 2010.
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TASK FORCE 2010 CHANGES COMMAND

During this reporting period, Major General Richard Longo replaced Brigadier
General Ross Ridge as the commander of Task Force 2010. The task force falls
under the authority of U.S. Forces - Afghanistan. It leverages intelligence, law
enforcement, and forensic investigations to (1) gain visibility over subcontrac-
tors, (2) identify accountability issues, and (3) determine what action needs to be
taken to mitigate financial risks and other threats to coalition forces.

According to task force officials, since its inception Task Force 2010 has
reviewed 2,000 contracts, contract modifications, and cooperative agreements to
identify connections to criminal networks and insurgent groups. Based on these
reviews, the task force has made hundreds of recommendations to command-
ers to mitigate risk. Task force officials estimate that commanders have saved
about $1.2 billion by implementing these recommendations. Equally important,
task force officials say that preventive measures have minimized the potential
of contracting funds going to criminal elements and unscrupulous vendors.
These measures have also prevented projects from failing and helped ensure
that U.S. contracting officials and contractors are following proper accounting
procedures.

Task Force 2010 has reported recovering more than 290,000 stolen military
items valued at $180 million since January 2011. Working jointly with U.S. and
Afghan law enforcement entities, the task force has recovered this property
through undercover sting operations, targeted raids, and container recovery
missions. SIGAR, the International Contract Corruption Task Force, and the
Criminal Investigation Task Force at Fort Belvoir in Virginia have supported Task
Force 2010 in these efforts.

In a major effort to improve accountability of transportation contracts, Task
Force 2010 also helped the Joint Support Theater Contracting Command estab-
lish the National Afghan Trucking Contract to replace the Host Nation Trucking
Contract in September 2011. During the first 90 days of the new contract, the U.S.
government spent $38.5 million less than during the same period in 2010. The task
force is continuing to work with SIGAR, the Department of Justice, and the Defense
Criminal Investigative Service to pursue civil forfeiture and asset seizure actions
against companies that had contracts under the Host Nation Trucking Contract.

Task Force 2010 has taken a number of steps to institute best practices for
contingency contracting and to propose reforms that would improve regulations
and policies related to contracting. For example, the task force worked closely
with DoD’s Office for Procurement and Acquisition Policy to propose legislation
that would give contracting entities the authority to rescind or void contracts with
companies that clearly associated with enemy groups. The Congress incorporated
these changes in the National Defense Authorization Act for FY 2012.

SIGAR has a special agent assigned to the task force. SIGAR investigators
have also collaborated with Task Force 2010 under Brigadier General Ridge to
document and prepare nearly 100 proposals for suspensions and debarments
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over the last 18 months. Brigadier General Ridge, who has been nominated for
promotion to Major General, will become the new Deputy Inspector General of
the Army. SIGAR looks forward to continuing to work closely with Task Force
2010 under Major General Longo.

LOOKING FORWARD: THE NATO SUMMIT AND TOKYO DONOR
CONFERENCE

During this reporting period, the United States and its coalition partners
prepared for two major meetings that will define international support for
Afghanistan through the transition in 2014 and beyond: the NATO Summit in May
and the Tokyo Conference in July. These meetings will establish a framework for
international security and development assistance for the future.

More than 50 heads of state will attend the May 20-21 NATO Summit in
Chicago to evaluate the status of the security transition in Afghanistan and pres-
ent a plan for continued funding of the ANSF. Although NATO has expressed
a determination to support Afghanistan after the security transition has been
completed, the summit is expected to identify the resources required as U.S. and
NATO combat troops withdraw. A major topic will be the projected size of the
ANSF. This quarter, U.S., coalition, and Afghan officials all acknowledged that
the force strengths of the Afghan National Army and the Afghan National Police
will likely be reduced after the transition. In his congressional testimony, General
Allen said he expected the forces to draw down to approximately 230,000 by
around 2017, depending on the security situation in Afghanistan.

In July, Japan will host a donor’s conference to assess Afghanistan’s develop-
ment needs beyond 2014. During this reporting period, Afghanistan’s Ministry of
Finance has held several meetings with representatives of other Afghan institu-
tions and with international partners to establish Afghan priorities for the Tokyo
Conference. Both the Afghan government and the international donor commu-
nity are particularly concerned about how the withdrawal of international forces
is going to affect the Afghan economy.

Last quarter, the Afghan government outlined its economic transitions strat-
egy in a report, entitled “Towards a Self-Sustaining Afghanistan.” It analyzed the
economic impact of the military drawdown, promised government reform, and
called for continued international support of the country’s national priority pro-
grams in the key sectors of security, governance, and development. The Afghan
government said it must look to donors to help finance government operations,
development programs, and the cost of its security forces until 2030.3 The
Afghan government is looking to the NATO Summit and the Tokyo Conference to
build an international consensus for this long-term support.

REPORT TO THE UNITED STATES CONGRESS | APRIL 30, 2012



ENDNOTES

S

10.
11.
12.
13.

Dr. James Miller, Acting Under Secretary of Defense for Policy, Testimony before the Senate Armed Services Committee, 3/22/2012.
Gen. Allen, Testimony before the Senate Armed Services Committee, 3/22/2012.

OMB, Fiscal Year 2013 Budget of the U.S. Government, 2/13/2012, p. 90.

DoS, FY 2013 Budget.

DosS, FY 2013 Budget.

Secretary of State Hillary Clinton, Testimony before the Senate Foreign Relations Committee, Hearing on the FY 2013 Budget Proposal for the
State Department and International Operations, 2/28/2012.

U.S.-GIRoA, “Final Report of the 6-Month Assessment of the Bridging Strategy for Implementation of Presidential Decree 62 (Dissolution of
Private Security Companies), Bridging Period 3/22/2011 to 3/20/2012.”

SIGAR, Testimony before the House Subcommittee on National Security, Homeland Defense, and Foreign Operations, 3/29/2012.
Gen. Allen, Testimony before the Senate Armed Services Committee, 3/22/2012.

Gen. Allen, Testimony before the Senate Armed Services Committee, 3/22/2012.

Gen. Allen, Testimony before the Senate Armed Services Committee, 3/22/2012.

Gen. Allen, Testimony before the Senate Armed Services Committee, 3/22/2012.

GIRo0A, “Towards a Self-Sustaining Afghanistan,” 11/29/2011.

SPECIAL INSPECTOR GENERAL | AFGHANISTAN RECONSTRUCTION






Building the Capacity To Heal

An Afghan anesthesiologist applies a cast to the arm of a
member of the 67th Forward Surgical Team (Airborne). The
surgical team and PRT Farah conducted a class for Afghan
medical providers at Farah City Hospital on February 11.
Credit: ISAF photo, 1st Lt. Mark Graff.
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“As a result of our prior and
ongoing audit work and discus-
sions with U.S. government
officials and contractors, SIGAR
has a number of concerns about
security costs and the ability of
U.S. agencies and their imple-
menting partners to successfully
provide and oversee the neces-
sary security for reconstruction
projects.”

—Steven J Trent, Acting Special Inspector
General for Afghanistan Reconstruction

Source: House Oversight and Government Reform Subcommittee on National Security, Homeland Defense, and Foreign Operations,
“Statement of the Acting Special Inspector General for Afghanistan Reconstruction Steven J Trent,” 3/29/2012.
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During this reporting period, SIGAR prevented taxpayer dollars from being
wasted, recovered cash and stolen property, identified issues that need to be
addressed to protect reconstruction funds, and worked with the oversight
community to develop a strategic framework for audits and inspections in the
upcoming fiscal year. Acting Inspector General Steven Trent provided testimony
to the Congress. SIGAR highlights this quarter include the following:

¢ issued a management alert letter and testified before the Congress concern-
ing the increasing security costs for development projects that may result
from the transition of private security responsibilities to the Afghan Public
Protection Force (APPF).

e completed three audits addressing the reliability of U.S. Central Command
(CENTCOM) contract data, a $400 million U.S. Agency for International
Development (USAID) local governance and development program, and
USAID’s financial oversight of its contracts.

¢ conducted investigations that led to contracts with $131 million in unspent
funds being terminated for default or voided.

¢ recovered $446,000 in stolen fuel and $175,000 in cash.

¢ participated in investigations that resulted in three individuals being sen-
tenced to prison and penalized with fines and restitutions totaling $269,000.

¢ helped disrupt a bribery scheme at the U.S. Embassy Kabul in coordination
with partners from the International Contract Corruption Task Force (ICCTF).

AUDITS

This quarter, SIGAR sent a management alert letter to USAID about the potential
rise in security costs resulting from the Afghan government’s decision to dissolve
private security companies (PSCs) and transition their responsibilities to the
APPF. This critical issue was a focus of the IG’s testimony.

Also this quarter, SIGAR and the Offices of Inspector General (OIGs) of the
Department of Defense (DoD), Department of State (DoS), and USAID agreed to
develop a joint oversight plan for audits and inspections focusing on 13 strategic
issues that are fundamental to the U.S. reconstruction effort.

Since its last report to the Congress, SIGAR completed 3 audit reports and
announced 3 new audits, bringing the number of ongoing audits to 12, including
3 forensic reviews of the major reconstruction funds. SIGAR also has 4 ongo-
ing inspections. The audit reports published this quarter examine the reliability
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» Audit 12-7: Reliability of Data on Prime
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« Audit 12-8: USAID Contracts for LGCD
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= Audit 12-9: USAID’s Financial Audit
Coverage of Incurred Costs.

NEW AUDITS

= ANA Logistics Capability for Petroleum,
Qil, and Lubricants.

= Construction of ANA Facility in Badghis
Province.

= USAID’s Partnership with International
Relief and Development, Inc.

ONGOING AUDITS

» USAID’s Task Order in Support of
Afghanistan Stabilization Initiative.

= USACE 0&M Contracts for ANSF
Facilities.

= USAID’s Costs for Private Security
Support Services.

= OQutcomes of DoS Public Diplomacy
Grants.

» Oversight of A-TEMP for the ANP
= Implementation of the AIP

ONGOING INSPECTIONS

= Four USACE Construction Projects.

FORENSIC AUDITS

= DoD Transaction Data Related to
Reconstruction.

« USAID Transaction Data Related to
Reconstruction.

= DoS Transaction Data Related to

Reconstruction.
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of DoD contract data, assess USAID’s $400 million Local Governance and
Community Development (LGCD) project, and evaluate the status of USAID’s
financial oversight of its contracts, cooperative agreements, and other financial
instruments.

Management Alert Letter to USAID

On March 9, 2012, SIGAR provided a management alert letter to USAID that

(1) detailed SIGAR’s concerns about the imminent transition from PSCs to the

APPF and (2) offered suggestions to mitigate the risks the transition poses to

U.S. reconstruction projects. U.S. agencies and their implementing partners have

depended on PSCs to provide security for reconstruction programs. The Afghan

government planned for the APPF to assume PSC responsibilities for all inter-

national development projects and convoys on March 20, 2012. On March 18,

the Afghan government announced that it had granted 30- to 90-day provisional
licenses to some implementing partners to give them time to finalize contracts
with the APPF.

While conducting an audit of the costs associated with PSCs used by USAID
and its implementing partners for FY 2009 through FY 2011, SIGAR identified
three major issues:

e The transition to the APPF may raise labor costs for Afghan security guards
by as much as 46%, and labor costs for expatriate security personnel by as
much as 200%.

o Atleast 10 ongoing USAID projects valued at about $899 million were at risk
of termination if the APPF cannot provide the needed security.

e Four PSCs working on USAID projects were not properly licensed by the
Afghan government.

SIGAR made the following suggestions to help address these three issues:

e USAID should analyze security costs for projects that are to continue after
the transition and determine whether funding will be available to cover
increased costs. SIGAR also encouraged USAID to include security costs as a
factor in the decision to award future contracts, cooperative agreements, and
grants.

e [fthe APPF is unable to provide adequate security services, USAID should
plan for the full or partial termination of as many as 29 projects.

e USAID should ensure that its implementing partners are in full compliance
with Afghan regulations on the provision of security for projects and on
implementing partners’ personnel.

In response to SIGAR'’s letter, the USAID Mission Director in Afghanistan

acknowledged the issues that SIGAR identified but questioned their scope and

magnitude. SIGAR provided additional comments in support of its findings. The

Congress invited SIGAR and USAID to testify about how the Afghan govern-

ment’s decision to dissolve PSCs and transfer their responsibilities to the APPF

would affect USAID’s reconstruction projects.
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SIGAR’s Acting Inspector General, Steven J Trent, testifies before the Congress on March

29 about a number of concerns that SIGAR identified relating to the transition from private
security companies to the APPF. Credit: Courtesy of House Subcommittee on National Security,
Homeland Defense, and Foreign Operations.

SIGAR Testifies Before the Congress

On March 29, 2012, Acting Inspector General Steven Trent appeared before
the House Committee on Oversight and Government Reform’s Subcommittee
on National Security, Homeland Defense, and Foreign Operations to discuss
changes in Afghanistan’s PSC policies and their impact on USAID reconstruction
projects and personnel in Afghanistan. He noted that Afghan President Hamid
Karzai’s decision to disband PSCs and transfer their responsibilities to an Afghan
state-owned enterprise—the APPF—will ultimately have an impact on all U.S.
and international reconstruction programs. Under a two-year “bridging strategy,”
the APPF was to provide security for all development projects and convoys by
March 20, 2012, and for all military construction sites and bases by March 2013.
On March 18, two days before the deadline for the transition, the Afghan govern-
ment announced that it had granted 30- to 90-day provisional licenses to some
implementing partners to give them time to finalize contracts with the APPF.
The transition most immediately affects USAID, which is the single larg-
est funder of development projects in Afghanistan. Mr. Trent emphasized that
SIGAR’s primary concerns are increased costs and the possible disruption or
termination of reconstruction projects if the APPF cannot provide the neces-
sary security. He said that SIGAR has more questions than answers about how
the APPF will operate. The bridging strategy called for developmental assess-
ments of the APPF at the 6-, 9-, and 12-month marks. The 6-month assessment,
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completed in September 2011, found that the APPF was not ready to assume
any of the essential PSC responsibilities to meet contract requirements—such
as training, equipping, and deploying guard forces. Mr. Trent pointed out that the
December assessment, which would have been at the 9-month mark, has not yet
been made public and that the deadline for the 12-month assessment has passed.
The questions raised by the 6-month assessment of the APPF’s capability still
need to be addressed.

SIGAR had suggested that USAID determine whether funding will be available
to cover additional security costs for projects that will continue after the transi-
tion and that the agency assess the effect that increased security costs will have
on project implementation. SIGAR also had suggested that USAID “carefully and
objectively consider whether the expected benefits of a reconstruction project
outweigh the rising costs of security.”

Mr. Trent assured the Congress that SIGAR would continue to closely monitor
the transition to the APPF, assess transition outcomes, and keep key policy mak-
ers and decision makers informed about the results of its work.

Strategic Planning Group Identifies 13 Oversight Priorities

This quarter, SIGAR, DoD OIG, DoS OIG, and USAID OIG signed a charter for-

malizing the Strategic Planning Group and its commitment to develop a strategic

oversight framework to guide audit and inspection planning for the reconstruc-

tion effort in Afghanistan. The group identified 13 overarching strategic issues

that will be the focus of audits and inspections for FY 2013:

e building the capacity and capabilities of the Afghan National Security
Forces (ANSF)

e ensuring accountability and proper financial management of the Afghanistan
Security Forces Fund (ASFF)

¢ building Afghan governance capacity

¢ ensuring the sustainability of Afghan programs and infrastructure

e increasing revenue generation within the Afghan government

¢ implementing civil service and pay reforms within the Afghan government

¢ planning and coordinating U.S. assistance programs

e supporting electoral reforms and preparation for the 2014 presidential
election

e executing and sustaining counter-narcotics programs

e expanding the capacity of the overall justice system

¢ implementing anti-corruption initiatives

* ensuring good stewardship of direct assistance funds

® overseeing contract awards and administration

SIGAR, DoD OIG, DoS OIG, and USAID OIG are preparing a strategic oversight

plan that will define the strategic issues and their importance to the achievement

of the U.S. government’s objectives in Afghanistan. The OIGs will use this plan,

to be released in June 2012, as a strategic guide for developing audits and inspec-

tions for the FY 2013 Comprehensive Oversight Plan for Southwest Asia.
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Completed Audit Reports

This quarter, SIGAR completed 3 audit reports. They examined the reliability
of DoD contract data, assessed a USAID project, and evaluated the status of
USAID'’s financial oversight of its contracts, cooperative agreements, and other
financial instruments.

Audit 12-7: Agency Oversight
C-JTSCC Has Taken Steps To Improve the Accuracy of Its Contract Data, But Should Assess the
Feasibility of Correcting its Data for Fiscal Year 2009 and Earlier
Since 2001, the United States has provided more than $85.5 billion to DoD, DoS,
USAID, and other U.S. agencies for the reconstruction of Afghanistan. Within
DoD, numerous contracting authorities, including the U.S. Central Command’s
(CENTCOM) Joint Theater Support Contracting Command (C-JTSCC), use
reconstruction funds to implement security and development assistance projects.
In 2010, C-JTSCC reported to SIGAR that it obligated about $6.7 billion from
reconstruction funds to contracts from FY 2007 through FY 2009. In June 2011,
the Congress questioned the accuracy of C-JTSCC'’s FY 2009 data after observing
that the reported obligations for two contractors appeared overstated. C-JTSCC
later confirmed that data was inaccurate—in the case of one contractor, the
reported data overstated obligations by 38 times.

OBJECTIVES

This audit had three objectives:

¢ Examine the discrepancies in C-JTSCC’s data to determine how they occurred.

e Evaluate the measures C-JTSCC had taken to address the cause of these
discrepancies.

¢ Identify what additional steps, if any, C-JTSCC needs to take to ensure the
accuracy and reliability of contract data.

FINDINGS

1. C-JTSCC officials reported that the query used to generate the data provided
to SIGAR in 2010 had design flaws that resulted in C-JTSCC overstating its
FY 2009 contract obligations by about $2.6 billion. Moreover, C-JTSCC’s data
included contracts funded from sources other than reconstruction funds.
Although contracting officials are supposed to identify the source of funds
for a contract, SIGAR found that 5,600 of the 14,700 contract records it
reviewed did not provide a funding source.

2. C-JTSCC has taken a number of steps to improve its ability to report accu-
rate data. C-JTSCC officials must now complete a training course in query
design prior to accessing procurement data systems. C-JTSCC also imple-
mented a three-level process to review data prior to providing information
to external customers. In addition, C-JTSCC increased the frequency of
program management reviews and finalized policies and procedures to stan-
dardize data entry.
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3. Although C-JTSCC took steps in FY 2010 to help minimize long-standing
data entry errors, it had not corrected the information entered into its data-
base for FY 2009 and earlier. As of October 2011, C-JTSCC had more than
3,600 active contracts for which more than $1 billion had been obligated in
FY 2009.

RECOMMENDATION

Because C-JTSCC implemented measures to improve the accuracy of its data

queries, SIGAR did not make any recommendations in this area. However,

C-JTSCC had not taken any action to correct its contract data for FY 2009 and

before. Therefore, SIGAR made one recommendation that the CENTCOM

Commander direct the C-JTSCC Commander to take the following action:

1. Assess the feasibility of and the time and resources required to correct
C-JTSCC’s contract records for FY 2009 and earlier years. If the assessment
determines that prior years’ records cannot be corrected or the expense is
not worth the effort, C-JTSCC should notify those who use its databases
that its historical records are not reliable. In addition, C-JTSCC should
report to the Office of Federal Procurement Policy and the General Services
Administration that its FY 2009 and earlier records may not be accurate.

AGENCY COMMENTS

Overall, C-JTSCC concurred with SIGAR’s recommendation and reported that it
has taken steps to determine the feasibility of correcting its data for FY 2009 and
previous years.

Audit 12-8: Governance and Economic Development

USAID Spent Almost $400 Million on an Afghan Stabilization Project Despite Uncertain
Results, But Has Taken Steps To Better Assess Similar Efforts

In October 2006, USAID awarded two task orders to Development Alternatives,
Inc. (DAI) and Associates in Rural Development (ARD) to implement the Local
Governance and Community Development (LGCD) program in Afghanistan.
Although the LGCD changed over time, it was designed to contribute to the
creation of a stable environment for medium- and long-term political, economic,
and social development. Since September 2003, USAID has obligated more than
$1.1 billion for 20 major contracts or grants that supported stabilization efforts.
As of September 2011, USAID had expended about $373 million for the LGCD.
This LGCD has ended, but USAID is continuing to support stabilization efforts,
including two contracts totaling $151 million for the Stabilization in Key Areas
(SIKA) program.

OBJECTIVES

This audit had two objectives:

® Assess the cost and outcomes of the LGCD program.
e Evaluate USAID oversight of the project.
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FINDINGS

1. USAID increased the LGCD’s funding and extended the life of this program
despite project delays, unexpectedly high contractor operating costs, dif-
ficulty setting and measuring program outcomes, and indications that the
program had mixed results, at best. USAID initially approved a funding
ceiling of $150 million that was to last no more than three years; however,
USAID increased funding for LGCD to nearly $400 million and extended the
project by almost two years. The LGCD posed a number of challenges for
USAID. Less than half of all LGCD funds were spent on subproject activity,
even though the original task orders called for the majority of funds to be
spent for that purpose. USAID also had difficulty determining the effective-
ness of the program and, over time, changed its expectations of what it could
achieve. Available evaluations of the program indicated that it had mixed
results. For example, USAID requested an independent evaluation that found
that the LGCD program had pockets of success but had not met its overarch-
ing goals of extending the legitimacy of the Afghan government, bringing the
government closer to the people, or fostering stability.

2. Travel and other security restrictions hindered USAID’s ability to monitor
the LGCD program. The U.S. government accepts a certain amount of risk in
undertaking programs like the LGCD. This makes it particularly important
that implementing agencies obtain supporting data from contractors for
their invoices and that independent financial audits are conducted. However,
SIGAR found that the LGCD task orders and related contracts did not require
contractors to submit supporting documentation for their invoices. In addi-
tion, USAID only recently committed to contract for a financial audit of the
LGCD projects. That audit is scheduled to occur in 2012.

RECOMMENDATION

SIGAR remains concerned about the extent to which USAID will successfully
define and measure outcomes for its stabilization activities. However, because
USAID has issued a Request for Task Order Proposal to measure the impact of
stabilization initiatives and review previous and ongoing stabilization efforts,
among other things, SIGAR did not make any recommendations related to this
issue.

To strengthen oversight of contractor costs and allow the Contracting Officer’s
Representative to link invoiced costs to the goods and services intended to be
provided, SIGAR recommended that the USAID Mission Director in Afghanistan
take the following action:

1. Direct contracting officers to ensure that the SIKA contract and others, as
appropriate, require contractors to provide complete supporting detail with
invoices.
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AGENCY COMMENTS

In commenting on a draft of the audit report, USAID stated that its current policy
guidance already addresses SIGAR’s concern about strengthening oversight of
contractor costs. However, USAID’s policy guidance depends on annual audits of
contractors’ costs to provide reasonable assurance that contractors are claiming
only eligible, supported costs for reimbursement. Because USAID has a signifi-
cant backlog of audits of contractor-incurred costs, relying on this policy is not
sufficient for addressing SIGAR’s concerns. In programs like the LGCD, the risk
that the U.S. government accepts is particularly high. Therefore, additional cost
verification measures are necessary. USAID further stated that if SIGAR retained
the recommendation, it should be addressed to the USAID Administrator
because it pertains to the entire agency. Although the recommendation may have
broader applicability, SIGAR addressed it to the mission level because of the
unique risks posed by stabilization programs, such as the LGCD, in Afghanistan.
Therefore, SIGAR kept the recommendation addressed to the Mission Director.
If USAID believes that the recommendation has broader applicability, SIGAR
welcomes USAID’s efforts to apply it throughout the agency.

Audit 12-9: Agency Oversight

USAID Has Disbursed $9.5 Billion for Reconstruction and Funded Some Financial Audits as
Required, But Many Audits Face Significant Delays, Accountability Limitations, and Lack of
Resources

Since 2002, USAID has awarded $15.2 billion in Afghan reconstruction funds

to its implementing partners through 305 contracts, grants, cooperative agree-
ments, and other funding mechanisms worth more than $100,000 each. Financial
audits of funds expended under such awards provide USAID with independent
assessments of how those funds were used. Ensuring that financial audits are
conducted in a timely manner is critical to provide accountability over recon-
struction funds in Afghanistan, where USAID has experienced challenges in
monitoring program implementation. Moreover, financial audits of award recipi-
ents often result in savings to the U.S. government by identifying costs that may
be disallowed and recovered because they do not comply with the terms of an
award, lack adequate supporting documentation, are not allowable to a specific
program, or are deemed unreasonable. SIGAR sampled $2.4 billion of the

$9.5 billion disbursed by USAID.

OBJECTIVES

This audit had two objectives:

e Identify the awards that USAID has funded for Afghanistan reconstruction
since 2002.

® Assess the extent to which financial audit requirements had been met for the
various types of awards and implementing partners.
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FINDINGS
1. Since 2002, USAID has made 305 awards with a total estimated value of
$15.2 billion to 149 implementing partners to fund reconstruction activities
in Afghanistan. As of September 30, 2011, USAID had disbursed $9.5 bil-
lion through these awards, which included 136 contracts and task orders,
93 cooperative agreements, 53 grants, and 23 inter-agency agreements. The
majority of USAID funding has gone to U.S. contractors, U.S. nonprofit
organizations, and multilateral organizations. Ten implementing partners
accounted for about 70% of total USAID funding.
2. Based on SIGAR’s sample of 64 awards, SIGAR found a number of issues
with USAID’s financial oversight:
¢ Incurred-cost audits of U.S.-based contractors were delayed because of
a backlog of such audits caused by understaffing at the Defense Contract
Audit Agency (DCAA) and lack of funding by USAID. As a result, nearly
$1.1 billion disbursed by USAID since 2003 to the 13 U.S. contractors
in the sample had not been audited by DCAA as of September 30, 2011.
Annual audits of U.S.-based nonprofit organizations were conducted in
accordance with Office of Management and Budget Circular A-133, but
many did not include specific USAID Afghanistan awards, thereby provid-
ing limited accountability over reconstruction funds.
¢ Annual financial audits of awards to multilateral organizations and other
non-U.S. entities were often conducted. However, in some instances,
these audits only partially met requirements, or the results were not pro-
vided to USAID.
¢ Audit requirements for funds provided to other U.S. agencies were vague,
or audits were not required in many cases.
¢ Although the majority of the 305 awards had been completed or had
expired as of September 30, 2011, most had not been closed, partly
because of delays in conducting close-out audits as required. Therefore,
USAID lacked assurance over the use and disposition of its funds and
property for completed or expired awards. Not closing the awards also
delayed the potential recovery of $103 million in unliquidated obligations
and $27.3 million in unpaid cost share, which are resources that the imple-
menting partner is responsible for providing.
¢ Finally, although as much as half of the funds that USAID provides for
contracts, grants, and cooperative agreements may flow down to sub-
recipients, USAID lacked transparency with regard to whether financial
audits of sub-awards were being conducted as required.

RECOMMENDATIONS

To improve financial audit coverage of U.S.-based contractors, SIGAR recom-

mended that the Administrator of USAID take the following action:

1. Increase the quantity and timeliness of incurred cost audits of U.S. contrac-
tors by (a) using appropriations for program funds to help finance those

REPORT TO THE UNITED STATES CONGRESS | APRIL 30, 2012



SIGAR OVERSIGHT

NEW AUDITS

« Afghan National Army (ANA) Logistics
Capability for Petroleum, Oil, and
Lubricants.

= Construction of the 3rd Brigade, 207th
Afghan Army Corps Garrison in Badghis
Province.

= USAID’s Southern Region Agricultural
Development Project’s Partnership with
International Relief and Development,
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audits and (b) contracting with private audit firms for those instances in
which DCAA cannot respond to audit requests.

To provide better accountability over funds provided to contractors and grantees

for Afghanistan reconstruction, SIGAR recommended that the Administrator of

USAID take the following actions:

2. Develop a system to identify and prioritize awards to U.S. nonprofit organi-
zations to determine whether USAID should (a) request that the awards be
audited as major programs by the organizations’ OMB Circular A-133 audi-
tors or (b) contract for award-specific financial audits of those awards.

3. Expedite close-out audits for expired awards, especially for (a) the 90
expired awards with $103 million in unexpended obligations and (b) the 13
expired awards with $27.3 million in unpaid cost share as of September 30,
2011.

4. Amend USAID’s awards for Afghanistan reconstruction to include a require-
ment that prime recipients develop and submit to the respective contract or
agreement officer a plan for ensuring that financial audits of expenditures
under sub-awards are conducted, as required.

AGENCY COMMENTS

In commenting on a draft of this report, USAID found the report informative
and objective. USAID noted that it fully recognizes the need to conduct more
financial audits in a timely manner to ensure accountability for the billions of
dollars channeled by USAID through its implementing partners. Overall, USAID
concurred with the recommendations and has taken some steps to address
them, but USAID noted some issues in implementing them. Specifically, the lack
of qualified audit firms in Afghanistan will require USAID to hire U.S. and inter-
national audit firms. This will likely increase audit costs. In regard to SIGAR’s
recommendations to expedite close-out audits and ensure that financial audits
of sub-awards are conducted as required, USAID suggested that such actions
should apply across USAID—not just USAID Afghanistan. SIGAR’s audit work
does not address other USAID missions, but SIGAR encourages USAID to take
the steps it deems necessary to ensure that its financial oversight requirements
are implemented uniformly across its missions.

New Audits Announced This Quarter

This quarter, SIGAR announced three new audits. Two are assessing aspects of
the U.S. effort to build the ANSE, and one is examining a USAID agriculture proj-
ect. Building the ANSF and developing Afghanistan’s agriculture sector are U.S.
government priorities.

Afghan National Army (ANA) Logistics Capability for Petroleum,
Oil, and Lubricants

The United States is working through the Combined Security Transition
Command - Afghanistan (CSTC-A) to help the ANA build an independent and
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sustainable logistics capability. This quarter, SIGAR began an audit to assess the
status of CSTC-A’s efforts to develop the ANA capabilities to manage and distrib-
ute petroleum products. This audit will also determine whether the ANA has the
internal controls needed to account for petroleum products and prevent fraud,
waste, and abuse, including the unauthorized diversion or theft of fuel.

Construction of the 3rd Brigade, 207th Afghan Army Corps
Garrison in Badghis Province

In January 2012, SIGAR received an allegation that the NATO Training

Mission - Afghanistan/CSTC-A did not consider less expensive options before the
U.S. Army Corps of Engineers (USACE) awarded an $81.3 million construction
contract for an ANA garrison. After meeting with U.S. military officials and the
USACE to discuss the concerns, SIGAR initiated an audit to assess the basis for
the decision to proceed with the construction contract.

USAID’s Southern Region Agricultural Development Project’s
Partnership with International Relief and Development, Inc.

USAID is funding the Southern Region Agricultural Development Project to
combat regional instability, increase agricultural employment and income, and
assist the region’s transition from an insecure area to one with a sustainable and
prosperous agricultural economy. In February 2012, SIGAR received allegations
that USAID’s implementing partner—International Relief and Development,

Inc. (IRD)—had failed to coordinate sufficiently with the local government and
military officials and was spending funds on solar panels and farm tractors with-
out justification. SIGAR is conducting this audit to (1) assess the basis for the
acquisition and distribution of solar panels and farm tractors and (2) determine
whether IRD’s expenditures complied with the terms of its strategic partnership
agreement and the intended goals of the program.

Ongoing Audits

SIGAR has six additional ongoing audits. These audits are evaluating contracts
and programs funded by the three main U.S. implementing agencies—DoD, DoS,
and USAID—in security, governance, and economic development.

USAID’s Task Order in Support of the Afghanistan Stabilization
Initiative—East Program

In June 2009, USAID’s Office of Transition Initiatives awarded a three-year task
order with a funding ceiling of $151 million to Development Alternatives, Inc., to
support the U.S. government’s Afghanistan Stabilization Initiative program in the
eastern regions of the country. The initiative seeks to improve the economic and
social environment in target districts of Afghanistan though small community-
enhancement projects. SIGAR is assessing the cost, schedule, and outcomes of
the initiative, as well as the oversight and progress made toward transitioning to
the build phase of the U.S. counter-insurgency strategy.
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A SIGAR team visits a wastewater pumping station at an ANA garrison built with U.S. recon-
struction funds. SIGAR is conducting an audit of the operations and maintenance of a contract
to provide ANSF facilities. Credit: SIGAR photo.

USACE Operations and Maintenance Contracts with ITT Systems
Corporation for ANSF Facilities

In July 2010, USACE awarded two firm-fixed-price contracts to ITT Systems
Corporation to provide operations and maintenance for ANSF facilities. Valued
at a total of $800 million, these contracts cover Afghan army and police facilities
in northern and southern Afghanistan. According to the program manager, these
contracts may cover more than 660 sites. The contracts consist of one base year
plus four option years; they require that the contractor train Afghan workers in
all aspects of operations and maintenance. SIGAR is assessing cost, schedule,
and compliance with contract terms, contract oversight, and sustainability. DoD
OIG is conducting a separate audit on the training aspect of the contracts.

Costs of Private Security Contractors Utilized by USAID
Contractors for Reconstruction in Afghanistan

The U.S. government has relied on PSCs to provide security for USAID recon-
struction and development programs in Afghanistan, but information about their
costs is limited. This audit will identify the PSCs used by USAID’s implementing
partners and determine their costs and their status in light of the ongoing trans-
fer of PSC security functions to the APPF.
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Outcomes of DoS’s Public Diplomacy Grants in Support of
Reconstruction in Afghanistan

SIGAR has identified 21 DoS public diplomacy grants totaling $78 million in
reconstruction funding and may identify additional public diplomacy grants for
reconstruction during fieldwork. This audit will review the cost, schedule, and
outcomes, as well as the administration and oversight of the grants.

Oversight and Costs Associated with the Afghanistan - Technical
Equipment Maintenance Program (A-TEMP) for the ANP

To support the ANP under the A-TEMP, CSTC-A is funding contracts with
Automotive Management Services and PAE Government Services, Inc. This audit
will focus on government oversight of the prime contractors and any subcontrac-
tors, the costs associated with the contracts, accountability for vehicle parts and
maintenance supplies, and the status of efforts to transition vehicle maintenance
to the ANP.

Implementation of the Afghanistan Infrastructure Program (AIP)
In FY 2011, the Congress created the AIP and authorized DoD and DosS to jointly
develop high-priority, large infrastructure projects to support the civil-military
campaign in Afghanistan. The Congress has provided more than $800 million for
the Afghanistan Infrastructure Fund which supports the AIP. The audit will focus
on project selection; cost, schedule, and outcomes; and compliance with legisla-
tive requirements.

Forensic Audits

Public Law 110-181, as amended, requires that before SIGAR is terminated, it

must prepare and submit to the appropriate congressional committees a final

forensic audit report on programs and operations funded with amounts appro-

priated or otherwise made available for the reconstruction of Afghanistan. To

identify waste, fraud, and abuse of taxpayer dollars, SIGAR is conducting foren-

sic reviews of three major reconstruction funds:

¢ the Afghanistan Security Forces Fund (ASFF), managed by DoD.

e the Economic Support Fund (ESF), managed by USAID.

¢ the International Narcotics Control and Law Enforcement (INCLE) account,
managed by DoS.

Forensic Review of DoD Transaction Data Related to Afghanistan
Reconstruction

In March 2010, SIGAR initiated a review of DoD appropriation, obligation, and
expenditure transaction data related to the ASFF. Since the fund was created in
FY 2005, the Congress has appropriated more than $50.6 billion to the ASFF.
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SIGAR has conducted a forensic analysis of approximately $11.2 billion—
including $9.5 billion of Foreign Military Sales (FMS) disbursements through FY
2010, and $1.7 billion in disbursements from the USACE through FY 2009. This
amount accounted for 97% of actual FMS disbursements through FY 2010. The
review covered more than 80,000 transactions. SIGAR screened the results, using
a risk-scoring methodology to identify high-risk transactions that warranted
additional review. DoD granted SIGAR direct access to its electronic document
system, and SIGAR began the review of potential duplicate payments and other
payment anomalies; however, the documentation stored within the system pro-
vided limited insight into the actual invoices and nature of transactions. SIGAR
is working with DoD to identify other methods to isolate exceptions with the
highest risk, such as service contracts. SIGAR is also coordinating with DoD
to obtain direct access to other DoD systems that will enable further review of
more detailed source documentation.

Obtaining data to perform testing has been a challenge because when DoD
obligates ASFF funds, it transfers a significant amount of these funds to an
FMS trust-fund account to await disbursement through a variant of FMS called
pseudo-FMS. Most of these funds are used to procure equipment and training
for the ANA and ANP. SIGAR intends to issue a formal notification letter to
the Defense Security Cooperation Agency requesting the reporting of pseudo-
FMS case obligations and disbursements to further identify how the funds are
assigned, implemented, and tracked, and for what purpose the funds were
disbursed.

Forensic Review of USAID Transaction Data Related to
Afghanistan Reconstruction

SIGAR has completed a secondary review of USAID transactional data totaling
approximately $10 billion in disbursements from FY 2002 through FY 2011. The
data covers more than 100,000 transactions. SIGAR has screened the results,
using a risk-scoring methodology to identify high-risk transactions that war-
ranted additional review. SIGAR has requested source documentation from
USAID to review exceptions related to duplicate vendors, potential duplicate
payments, and other payment trending anomalies. There has been a significant
delay in obtaining this source documentation; as a result, SIGAR has limited its
request to documentation related to F'Y 2009 and later. SIGAR is awaiting this
outstanding documentation for additional review.

Forensic Review of DoS Transaction Data Related to
Afghanistan Reconstruction
SIGAR has completed an initial forensic review of $2.4 billion in DoS transac-
tional disbursement data from 2002 through June 2011. The review covered
25,000 transactions. SIGAR screened these results, using a risk-scoring methodol-
ogy to identify high-risk transactions that warranted additional review.

Upon reviewing these results in December 2011, SIGAR identified a number
of transactions that did not appear to be related to Afghanistan reconstruction.
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Working with DoS, SIGAR determined that one of the two allotment codes used
to pull the data set was not utilized strictly for Afghanistan. SIGAR is waiting for
DoS to provide a new data set that includes only Afghanistan-related transac-
tions. There has been a significant delay in obtaining this information owing to
the difficulty of identifying the correct information at the transactional level that
is required for a comprehensive forensic review.

INSPECTIONS

SIGAR is conducting four inspections of construction projects contracted by the ONGOING INSPECTIONS
USACE for ANSF facilities in three provinces: Kunduz, Nangarhar, and Wardak.
SIGAR is examining the quality of construction and assessing whether the facili-
ties are being operated and maintained for the purposes intended.

SIGAR audits have found that in the security sector alone, the U.S. govern-
ment planned to have built at least 900 facilities for the ANA and the ANP by
the end of FY 2012. DoD has provided $8 billion for the construction of ANSF
facilities from FY 2010 through FY 2012. SIGAR launched its inspections program
last quarter because earlier audits identified a number of issues that put the U.S.
investment in infrastructure at risk, including sustainability.

INVESTIGATIONS

During this reporting period, SIGAR’s integrated approach to detecting and
deterring waste, fraud, and abuse of U.S. reconstruction funds in Afghanistan
paid dividends in three critical areas: protecting U.S. tax dollars from being
wasted, recovering stolen property, and building cases for criminal prosecution.

In addition to conducting traditional criminal and civil investigations, SIGAR
investigators seek to protect U.S. funds in several ways. SIGAR is working
closely with contracting officials to identify poorly performing contractors.
During this reporting period, this initiative contributed to the termination
for default or voiding of five contracts with unspent funds totaling $131 mil-
lion. SIGAR has also developed a robust suspension and debarment program
to improve contractor accountability and to ensure that only responsible and
reliable companies receive U.S.-funded reconstruction contracts. This quarter,
SIGAR issued seven referrals for the suspension or debarment of individuals and
companies for illegal activities or poor performance.

SIGAR’s collaboration with other federal agents and Afghan law enforcement
officials led to the seizure of $175,000 in cash, the recovery of more than $446,000
in stolen fuel, and the repossession of a stolen tanker. Three individuals, who
had previously been arrested and charged for bribery in cases in which SIGAR
participated, received sentences this quarter that included fines and restitutions
totaling $269,000.

SIGAR and its partners in the International Contract Corruption Task Force
(ICCTF) investigated a scheme by foreign nationals at the U.S. Embassy Kabul
to solicit bribes in exchange for contracts. SIGAR and ICCTF agents also worked
jointly with the Anti-Corruption Unit of the Afghan Attorney General’s Office

» Wardak ANP Training Center (USACE).

= Nangarhar Border Police Company
Headquarters Facility (USACE).

« Jalalabad ANA Garrison (USACE).

« Kunduz ANA Facility-2/209th
Headquarters (USACE).
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FIGURE 2.1
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on a bribery case, which resulted in the arrest of an Afghan national who was
subsequently convicted of bribery and theft-related charges under Afghan law.
As a result of another investigation, a subcontractor received the $125,000 it was
owed by the prime contractor.

SIGAR has built an integrated investigations team of experienced special
agents, investigative analysts, suspension and debarment attorneys, Special
Assistant U.S. Attorneys (assigned to the Department of Justice), Afghan inves-
tigators, and support staff to address waste, fraud, and abuse in the complex
and extremely high-risk environment in Afghanistan. SIGAR has deployed 22
investigators in 7 locations across the country—almost as many agents as the rest
of the ICCTF members combined. This enables SIGAR to successfully focus its
resources in critical areas and conduct a broad range of investigations that not
only build criminal cases but also deter fraud and protect U.S. taxpayer dollars.

Ongoing Investigations

From January 1 to March 31, SIGAR opened 45 new investigations and closed

7, bringing the total number of open investigations to 164. All investigations are
worked jointly with ICCTF members, but SIGAR is the lead investigative agency
in 108 of these open cases. Of the 45 new investigations, SIGAR is the lead
agency on 36 (80%). SIGAR’s Hotline generated 23 of these cases.

Of the 164 ongoing investigations, 51.8% involve procurement fraud and 28.7%
involve public corruption and bribery, as shown in Figure 2.1. The remaining
19.5% are investigations of theft and other illegal activities. The SIGAR Hotline
received 70 complaints—nearly double the number received last quarter.

SIGAR Initiative Leads to Contract Cancellations and Protects
Unspent Funds

During this reporting period, SIGAR’s initiative to prevent waste resulted in the
termination for default or voiding of five contracts, with unspent funds totaling
$131 million. SIGAR investigators provided contracting officials with the informa-
tion they needed to terminate or void these contracts that were at risk of wasting
significant public funds. In addition to conducting traditional investigations
focused on building cases for prosecution, SIGAR investigators have increased
their support of efforts to use other tools to better protect U.S. reconstruction
funds from waste, fraud, and abuse—such as contract terminations for default
and suspensions, and debarments of individuals and companies. SIGAR believes
it is as important to quickly identify and stop potential waste as it is to build
cases to prosecute criminal activity, particularly in Afghanistan where many
contractors are not U.S. citizens and are less likely to be successfully prosecuted
in the United States. The assistance and support provided by the USACE was
particularly valuable in several of this quarter’s investigations.

$80 Million Transport Contract Voided
U.S. contracting officials voided a contract valued at about $80 million after
SIGAR investigators provided information indicating that the Afghan-owned
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trucking company that had been awarded this contract was closely affiliated
with another transport company that U.S. officials had deemed ineligible to
receive U.S. government contracts. SIGAR discovered the connection between
the contractors during an investigation of trucking companies and alerted con-
tracting officials.

The Afghan National Trucking Contract, which was established by the U.S.
Army, is one of three theater-wide trucking contracts under which the U.S.
government funds and manages trucking contracts for the transport of all fuel
and materials in the sectors where U.S. forces operate. Transport for fuel and
dry goods to support the reconstruction effort is procured through subcontracts
awarded by the Bagram Regional Contract Center under the Afghan National
Trucking Contract.

$31 Million USACE Contract Terminated

The USACE terminated a $31 million contract with a company owned by a third-
country national after a SIGAR investigation uncovered an illegal partnership
agreement between that company and an Afghan construction company. SIGAR
discovered the connection during an investigation of alleged misconduct by

that company and its nonperformance on at least five USACE prime contracts
in Afghanistan. The $31 million contract was for the construction of the ANA
Regional Military Training Center in Gardez.

Two USACE Contracts Valued at $20 Million Terminated

The USACE terminated two contracts that had a remaining value of $20 million
after a SIGAR investigation identified several significant contract issues, includ-
ing evidence of nonperformance and nonpayment of subcontractors. In support
of a USACE contract review, SIGAR investigated allegations that a company
owned by a third-country national was not fulfilling the terms of two contracts
valued at $59 million for the construction of an ANSF facility in Gardez and two
ANSF facilities in Gamberi. The contract terminations resulted in a cost savings
of $11 million on the $33 million Gardez contract and $9 million on the $26 mil-
lion Gamberi contract.

Contract Terminated for Failing To Provide a Forward Operating
Base with Protective Barriers
On March 4, 2012, in response to a SIGAR investigation, the Regional Contracting
Center at Forward Operating Base Salerno, in Khowst, terminated a contract
for the contractor’s failure to deliver large concrete barriers—known as “Alaska
barriers”—which protect military and civilian personnel from gunfire and explo-
sions. The SIGAR investigation determined that the contractor had delivered
only 299 of the 456 protective barriers it had contracted to provide. The Regional
Contracting Center’s termination for default resulted in a cost savings to the
United States of approximately $104,650.

As SIGAR noted in its investigation, the failure to deliver the Alaska barri-
ers increased the risk of injury or death for civilian and service personnel. The
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protection provided by the barriers may be the only difference between life and
death in a forward operating area. Based on SIGAR's investigation and the results
of an independent contract review, the Regional Contracting Center plans to seek
the debarment of the contractor from future contracts with the U.S. government.

SIGAR Recovers $175,000 in Cash and More Than $446,000 in
Stolen Fuel

Because the U.S. reconstruction effort relies on U.S.-funded imports of petro-
leum products that are at a high risk for fraud, SIGAR is working closely with
other federal investigative agencies to detect pilfering. SIGAR is also working
with federal prosecutors assigned to the Department of Justice to build criminal
cases against individuals and companies stealing fuel. This quarter, three inves-
tigations yielded $175,000 in cash and the recovery of fuel worth an estimated
$446,000.

Cash Seizure of $160,000 and Recovery of $180,000 in

Stolen Fuel

During this reporting period, SIGAR and its partners in the ICCTF seized about
$160,000 in cash and recovered almost 12,000 gallons of stolen fuel valued at
about $180,000 at Forward Operating Base Fenty. A tip to the SIGAR Hotline
alerted investigators to the planned theft, and SIGAR immediately launched

an investigation. SIGAR and other ICCTF investigators identified the Afghan
subjects and intercepted the stolen fuel when the subjects attempted to leave the
base. During this investigation, SIGAR and ICCTF agents identified and inter-
viewed several U.S. service members involved in the scheme to steal fuel. The
case has been referred to Department of Justice prosecutors.

SIGAR Agents Recover Stolen Tanker and $116,000 in Stolen Fuel
SIGAR—together with other federal investigators and Task Force 2010—recov-
ered a stolen fuel tanker truck and fuel valued at approximately $116,000. SIGAR
initiated this investigation based on information it received from a confidential
informant. Working in cooperation with the ICCTF and the Supreme Group—a
company contracted to deliver fuel to U.S. bases—SIGAR identified an organized
theft ring operating at Camp Leatherneck. The gate guards at Camp Leatherneck
subsequently detained a truck that the thieves said contained contaminated fuel.
Because of the fuel’s particular characteristics, investigators were able to deter-
mine that it was Supreme-supplied fuel. The tanker truck was recovered, and the
fuel was returned to the Supreme Group’s inventory. No funds were seized. As a
result of this investigation, the Supreme Group terminated five of its employees
and barred them from U.S. facilities.

Afghan Citizen Charged with Bribery and Theft of $150,000
in Fuel

On January 24, 2012, a joint investigation by SIGAR, other members of
the ICCTF, and Afghan authorities led to the arrest of an Afghan national,
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Esrarceddin Burhanuddin, at Forward Operating Base Fenty for stealing fuel. He
was subsequently convicted under Afghan law, sentenced to four years imprison-
ment, and fined $15,000. Three other Afghan nationals who were associated with
Burhanuddin have been banned from U.S. facilities.

This successful joint operation resulted from a briefing SIGAR gave at the for-
ward operating base on how to combat fraud. During the briefing, SIGAR agents
told service members that U.S. officials and contractors have been approached
and were offered bribes, and the agents described the steps that anyone who was
offered a bribe should take. Subsequently, SIGAR agents received a phone call
from a U.S. service member who had attended the fraud briefing. He informed
SIGAR that Burhanuddin had offered him a bribe to facilitate the theft of fuel
from the forward operating base. Burhanuddin worked for a trucking company
that had a U.S.-funded contract to deliver fuel and dry goods.

The service member cooperated with SIGAR and other agents of the ICCTF
in this investigation to protect U.S. assets. In a joint operation, the U.S. agents
and Afghan law enforcement partners had Burhanuddin under surveillance
when he gave the service member $15,000 and tried to divert two fuel tanks with
10,000 gallons of fuel. The Afghan authorities arrested Burhanuddin on the spot,
recovered the fuel tankers, and seized the $15,000 as evidence. Burhanuddin had
smuggled the U.S. currency onto the base in a potato chip can.

Together with its partners in the ICCTF and Afghan law enforcement, SIGAR
is continuing to investigate large fuel thefts at various U.S. military installations.

SIGAR Investigates Two Bribery Schemes at Kabul Embassy
During this reporting period, SIGAR participated in two investigations in sup-
port of investigators from DoS OIG. As a result of these investigations, the U.S.
Embassy Kabul fired 7 foreign nationals for soliciting bribes for contracts and
suspended 17 companies—and the aliases that these companies were using—
from receiving U.S. government contracts. Together with agents from the
Federal Bureau of Investigation (FBI) and DoS, SIGAR agents investigated two
separate allegations that foreign nationals working as procurement clerks for
the U.S. Embassy Kabul had solicited and received bribe payments from Afghan
contractors in exchange for embassy contracts. In one scheme, investigators
determined that the former embassy employees created fictitious companies to
receive contracts.

In addition to terminating the employment of the 7 foreign nationals involved
in the schemes, the DoS Suspension Debarment Official suspended 2 Afghan
nationals, 17 companies, and the aliases that these companies were using from
receiving U.S. government contracts.

DoD Official Sentenced for Bribery

On March 28, 2012, the U.S. District Court for the Northern District of Georgia
sentenced Desi Deandre Wade to one year and eight months in prison for using
his position as a DoD official to solicit and receive nearly $100,000 in bribes from
a military contractor based in Afghanistan. The prison term will be followed by

REPORT TO THE UNITED STATES CONGRESS | APRIL 30, 2012



SIGAR OVERSIGHT

three years of supervised release. Wade pled guilty to a one-count violation of
18 U.S.C. 201, bribery of a public official. The judge also ordered Wade, a former
DoD employee who had been chief of Fire and Emergency Services with U.S.
Forces - Afghanistan, to pay a fine of $4,000.

In August 2011, after a joint investigation by the FBI, SIGAR, the Defense
Criminal Investigative Service (DCIS), and other ICCTF partners in Afghanistan
and the United States, Wade was arrested for soliciting kickbacks from a DoD
contractor. Wade admitted to having solicited and received two bribes—one for
$4,000, paid in Afghanistan, and the other for $95,000, paid in Atlanta. He also
admitted that he requested the bribe payments in exchange for directing DoD
contracts to a contractor. During a debriefing by SIGAR, FBI, and DCIS investi-
gators, Wade also admitted to being aware of contractors who were engaged in
fraudulent billing practices involving U.S. reconstruction funds.

After the sentencing, U.S. Attorney Sally Quillian Yates said, “Bribery costs
our taxpayers countless millions every year. When a corrupt contractor like this
defendant demands a bribe, he builds that cost into the bid—meaning that, in the
end, the taxpayer bears the expense of the corrupt contractor’s greed. Rooting
out this type of corruption overseas is a difficult task; the investigative agencies
involved in this case should be proud of their agents’ work.”*

Two Former U.S. Soldiers Sentenced for Bribery

On January 20, 2012, as the result of a joint investigation by SIGAR, the FBI, and
other ICCTF partners, the U.S. District Court for the District of Hawaii sen-
tenced a former sergeant and a sergeant major in the U.S. Army to prison terms
for accepting bribes from an Afghan trucking company to procure a lucrative
trucking contract. The judge sentenced former Sergeant Charles O. Finch to

51 months in prison, followed by 3 years of supervised release. Finch was also
ordered to pay $200,000 in restitution to the DoD. Sergeant Major Gary Canteen
received a 31-month sentence followed by 3 years of supervised release. The
judge ordered Canteen to pay $50,000 in restitution to DoD.

In August 2011, Finch and Canteen pled guilty for their roles in conspiring to
receive a $50,000 bribe from a military contractor in return for the award of a
DoD trucking contract. Finch pled guilty to one count of conspiracy to commit
bribery and one count of bribery, and Canteen pled guilty to one count of con-
spiracy to commit bribery. These cases were related to another investigation by
SIGAR and ICCTF members that led to the successful criminal prosecution of
two Afghan trucking companies for bribery-related offenses.

The investigation revealed that Finch and Canteen served on an Army logisti-
cal task force at Bagram Airfield from January 2004 until January 2005. Finch
was responsible for coordinating trucking or “line haul” services to ensure the
distribution of all goods destined for U.S. and coalition soldiers throughout
Afghanistan; Finch served under Canteen’s command. Finch also participated in
evaluating, recommending, and facilitating the award of line haul contracts to
various military contractors.
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Canteen and Finch agreed to accept a $50,000 bribe from two brothers—John
and Tahir Ramin—who owned AZ Corporation, in return for Finch’s recom-
mendation and facilitation of the award of a line haul contract to AZ. As part of
his plea agreement, Finch admitted that in addition to the $50,000 bribe from
the Ramins and AZ, he also accepted at least $150,000 in additional bribe money
from the Ramins and other line haul contractors at Bagram Airfield.

The cases against Finch and Canteen stemmed from a broad investigation
conducted and supported by SIGAR, the U.S. Army Criminal Investigation
Command, and the U.S. Air Force Office of Special Investigations. That investiga-
tion had led to the arrest, conviction, and sentencing of five other individuals.

SIGAR Investigation Results in $125,000 Contract Payment

A SIGAR investigation into allegations that a prime contractor had not paid a
subcontractor resulted in a $125,000 settlement. In January 2012, the subcontrac-
tor reported to SIGAR that the prime contractor had failed to make the contract
payments it owed. SIGAR confirmed that the prime contractor had not paid the
subcontractor and referred the issue to the Regional Contracting Center. The
contracting center issued a letter of caution to the prime contractor for nonpay-
ment. On February 29, 2012, the prime contractor, which had a contract from
Regional Contracting Command at Camp Leatherneck, made the contract pay-
ment to the subcontractor, a United Arab Emirates company that provides air
transportation services.

Suspensions and Debarments

This quarter, SIGAR referred 7 cases for suspension or debarment, bringing the
total number of referrals to 88, as shown in Figure 2.2 on the following page. This
includes 53 individuals and 35 companies working on U.S.-funded reconstruction
programs. As of March 30, 2012, these referrals had resulted in 20 suspensions,
and 21 finalized debarments.

SIGAR makes referrals for suspensions and debarments—actions taken by
U.S. agencies to exclude companies or individuals from receiving federal con-
tracts or assistance because of misconduct—based on completed investigations.
SIGAR provides all of the documentation needed for an agency to take action.

During this reporting period, SIGAR also prepared documentary support for
proposals to debar companies accused of theft or poor performance under the
Host Nation Trucking Contract from May 2009 to September 2011. Transportation
contracts for the shipment of fuel and bulk cargo throughout Afghanistan fall
under the umbrella Host Nation Trucking Contract. SIGAR has prepared a
comprehensive analysis of the documentation related to allegations against a
number of former contractors for the U.S. Army, which managed the Host Nation
Trucking Contract. SIGAR is continuing to analyze contracts and prepare materi-
als to support the debarment of trucking companies alleged to have engaged in
misconduct or performed poorly under the Host Nation Trucking Contract.
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FIGURE 2.2

SIGAR INVESTIGATIONS: CUMULATIVE REFERRALS FOR SUSPENSION AND DEBARMENT,
Q2 FY 2011-Q2 FY 2012

Q2 FY Q3 FY Q4 FY Q1 FY Q2 FY
2011 2011 2011 2012 2012

Source: SIGAR Investigations Directorate, 4/10/2012.

Suspensions and debarments are important tools to ensure that agencies
award contracts only to responsible entities. SIGAR’s program addresses three
challenges posed by U.S. policy and the contingency contracting environment
in Afghanistan: the need to act quickly, the limited U.S. jurisdiction over Afghan
nationals and Afghan companies, and the vetting challenges inherent in the use
of multiple tiers of subcontractors.

SIGAR Strengthens Partnership with Task Force 2010

During this reporting period, SIGAR hosted a meeting at its headquarters with
the outgoing and incoming commanders of Task Force 2010 to discuss ways to
improve U.S. efforts to combat contract fraud, corruption, and other criminal
activities related to the U.S. reconstruction effort in Afghanistan. SIGAR has
assigned an agent to work full time with the task force.

In July 2010, DoD established Task Force 2010 under U.S. Forces - Afghanistan
to combat contract and procurement fraud and to prevent U.S. funds from being
used to support insurgents. SIGAR has worked closely with the task force, sup-
porting its mission to recover stolen property, review contracts, and prevent
questionable companies from being awarded U.S.-funded contracts. SIGAR has
collaborated with Task Force 2010 to document and prepare nearly 90 proposals
for suspension and debarment. SIGAR investigators are developing a methodol-
ogy to allow Task Force 2010 greater access to a large amount of information
available through the SIGAR Hotline and SIGAR investigations.

In April, Brigadier General Ross Ridge relinquished command of Task Force
2010 to Major General Richard Longo. Brigadier General Ridge, who has been
nominated for promotion to Major General, will become the Deputy Inspector
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General for the Department of the Army. He said that SIGAR’s decision to assign
an investigator to work with Task Force 2010 in Afghanistan ensures the timely
and reciprocal flow of information. SIGAR intends to build on its strong rela-
tionship with Task Force 2010 to detect waste, fraud, and abuse, and protect
U.S.-funded reconstruction programs.

SIGAR Deploys New Case Management System

This quarter, SIGAR began using its new Investigative Case Management System
(ICMS), which is accessible to SIGAR investigative personnel in Afghanistan
and the United States. The new ICMS has robust search capabilities that will
enable SIGAR investigators to review and analyze stored information. The ICMS
improvements allow SIGAR investigators to quickly and efficiently search data
developed in Afghanistan and the United States to identify related investigations
or fraudulent schemes, fraud activity within specific regions in Afghanistan,
trends involving fraud affecting U.S. and foreign agencies, and geographic or
program areas requiring additional investigative resources to address emerging
trends or risks.

SIGAR expects to complete the process of merging stored legacy data from its
predecessor system into the ICMS database during the next quarter. Once fully
implemented, the ICMS database will provide SIGAR investigators with a highly
effective tool to support SIGAR’s mission to detect and deter waste, fraud, and
abuse of U.S. reconstruction funding.

SIGAR STAFF

During this reporting period, SIGAR increased its staff from 133 to 147 federal
employees. SIGAR extended offers of employment that will bring the number of
full-time staff to 171 by the end of June 2012. SIGAR is on target to reach its cur-
rent goal of 180 full-time employees.

This quarter, SIGAR had 33 authorized positions for personnel at the U.S.
Embassy Kabul and 16 authorized at locations outside the U.S. Embassy. SIGAR
has staff members stationed at seven locations across the country, including
Kandahar and Bagram airfields, Camp Stone, Camp Leatherneck, Forward
Operating Base Salerno, USFOR-A headquarters in Kabul, and the U.S. Consulate
in Herat. SIGAR employs two local Afghans in its Kabul office to support
investigations and has on open billet for a translator/Hotline administrator. In
addition, SIGAR supports its work with staff assigned to short-term temporary
duty in Afghanistan. This quarter, SIGAR had 7 personnel on temporary duty in
Afghanistan for a total of 133 days.

ENDNOTE

14. U.S. Attorney’s Office, Northern District of Georgia, press release, “Former Department of
Defense Employee Sentenced to Prison for Taking $99,000 in Bribes,” 3/28/2012.
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Quality Control

U.S. Navy engineers from PRT Farah conduct a quality
assessment mission at a construction site in Khak-e
Safayed on March 29. Heightened security restrictions this
quarter limited the ability of PRTs in some regions to travel
and engage with their Afghan counterparts. (U.S. Air Force
photo, SSgt Jonathan Lovelady)
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“In Lisbon, we set a goal of transition-
Ing full responsibility for security to
Afghan security forces by 2014, and
they’re making real progress toward

that goal...Today, roughly 50 percent
of the Afghan population lives in an
area where they are taking responsi-

bility for security. And this spring, the
number will go up to 75 percent.”

—U.S. Secretary of State
Hillary Rodham Clinton

Source: U.S. Secretary of State Hillary Rodham Clinton, “Remarks to the World Affairs Council 2012 NATO Conference, " 4/3/2012.
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OVERVIEW

Section 3 presents a holistic view of reconstruction efforts in Afghanistan during
this reporting period. Updates on accomplishments, challenges, and local initia-
tives provide context for the oversight that is needed in reconstruction efforts.
Sidebars throughout the section identify SIGAR audits—both completed and
ongoing—related to those efforts; for ongoing audits, cross-references direct the
reader to more information in Section 1.

Section 3 is divided into four subsections: Status of Funds, Security,
Governance, and Economic and Social Development. The Security, Governance,
and Economic and Social Development subsections mirror the three pillars
reflected in the Prioritization and Implementation Plan announced by the Afghan
government in 2010 and originally set forth in the 2008 Afghanistan National
Development Strategy.

TOPICS

Section 3 discusses four broad topics: historical and current information on fund-
ing, security conditions, governance-related activities, and economic and social
development programs. The section also provides information on the progress of
efforts to reduce corruption and combat the narcotics trade in Afghanistan.

The Status of Funds subsection contains a comprehensive discussion of
the monies appropriated, obligated, and disbursed for Afghanistan reconstruc-
tion. It includes specific information on major U.S. funds and international
contributions.

The Security subsection details U.S. efforts to bolster the Afghan National
Security Forces and highlights developments affecting the security environment
in the country. This subsection focuses on programming to build the capacity
of the Afghan National Army and Afghan National Police. It reviews the status
of private security contractors. It also discusses the ongoing battle against the
narcotics trade in Afghanistan.

The Governance subsection provides an overview of the Afghan govern-
ment’s progress toward achieving good governance. This subsection focuses on
the status of reconciliation and reintegration. It also reviews the level of Afghan
government control in various eastern and southern provinces. It discusses
capacity-building efforts, rule of law initiatives, and human rights development.
This subsection also reviews U.S. and Afghan government initiatives to combat
corruption.
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The Economic and Social Development subsection looks at reconstruction
activities by sector, ranging from energy to mining to health. It provides a snap-
shot of the state of the economy and updates on progress in regulating financial
networks, achieving fiscal sustainability, and delivering essential services.

METHODOLOGY

Section 3 was compiled using information and data from open sources and U.S.
agencies. All data and information is attributed to the reporting organization in
endnotes to the text or notes to the tables and figures; because multiple organiza-
tions provide the data, numbers may conflict. Except for references to SIGAR
audits or investigations in the text or in sidebars, SIGAR has not verified this
data, and it does not reflect SIGAR opinions. For a complete discussion of SIGAR
audits and investigations this quarter, see Section 1.

Data Call

The data call is a series of questions directed to U.S. agencies about their contri-
butions and involvement in reconstruction programming, and the state of affairs
in Afghanistan. The U.S. agencies that participated in the data call for this quar-
terly report include the following:

e U.S. Department of State.

e [.S. Department of Defense.

e U.S. Agency for International Development.

e U.S. Department of the Treasury.

A preliminary draft of the report was provided to the responding agencies before
publication to allow these agencies to verify and clarify the content of this
section.

Open-Source Research

Open-source research draws on the most current, publicly available data from
reputable sources. A representative list of sources used in this quarterly report
includes the following:

e U.S. agencies represented in the data call.

¢ International Security Assistance Force.

¢ United Nations (and relevant branches).

¢ International Monetary Fund.

* World Bank.

¢ Afghan ministries and other government organizations.

e U.K. Foreign and Commonwealth Office.

* Amnesty International.

Most of the open-source research is included in the preliminary draft that is
distributed to agencies participating in the data call for review before this report
is published.
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GRAPHICS KEY

UNDERSTANDING THE GRAPHICS AND DATA TERMS

All figures and tables report data for this quarter, except where identified in titles or notes.

BAR CHARTS

This report discusses many funds and projects with
dollar values ranging from millions to billions. To
provide an accurate graphical representation of these
numbers, some bar graphs appear with a break (a
wavy line) to indicate a jump between zero and a
larger number.

$200
$150 -
$100 ----
$50 -
$0
Bar chart with a Bar chart without
break in scale a break in scale
CALENDAR AND SOLAR YEARS

The Afghan government follows the solar Hejri
calendar, which began in 622 A.D. SIGAR converts
these years to the Gregorian calendar. The current
Afghan solar year is 1391; it began on March 21,
2012, and will end on March 20, 2013.

2011 2012
h o o

1390 1391
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UNITS IN BILLIONS AND MILLIONS

Because this report details funding in both billions
and millions of dollars, it uses a visual cue to distin-
guish the two measurement units. Dollars reported in
billions are represented in blue, and dollars reported
in millions are depicted in green.

A 4

Pie Chart in Billions Pie Chart in Millions

FUNDING MARKERS

Funding markers identify individual funds discussed
in the text. The agency responsible for managing the
fund is listed in the tan box below the fund name.
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STATUS OF FUNDS

STATUS OF FUNDS

To fulfill SIGAR's legislative mandate, this section details the status of U.S.
funds appropriated, obligated, and disbursed for reconstruction activities in
Afghanistan. As of March 31, 2012, the United States had appropriated approxi-
mately $89.42 billion for relief and reconstruction in Afghanistan since FY 2002.
This total has been allocated as follows:

¢ $52.15 billion for security.

e $22.33 billion for governance and development.

e $5.97 billion for counter-narcotics efforts.

¢ $2.36 billion for humanitarian aid.

¢ $6.62 billion for oversight and operations.

Figure 3.1 shows the major U.S. funds that contribute to these efforts.

FIGURE 3.1

U.S. FUNDS SUPPORTING AFGHANISTAN RECONSTRUCTION EFFORTS (s siLLions)
.

ASFF: Afghanistan Security Forces Fund

FUNDING SOURCES (TOTAL: $89.42)

CERP: Commander's Emergency

‘ ‘ ‘ ‘ ‘ . Response Program
Other
AIF: Afghanistan Infrastructure Fund

! d ! 5 . 14.95 3.58 13.20 E
e 3050 S0:28 2228 $ $ $ TFBSO0: Task Force for Business and

Stability Operations

DoD CN: DoD Drug Interdiction and
ESF: Economic Support Fund

Note: Numbers affected by rounding. INCLE: International Narcotics Control
a. Multiple agencies include DoJ, DoS, DoD, USAID, Treasury, and USDA.

Sources: DoD, responses to SIGAR data call, 4/19/2012, 4/18/2012, 4/17/2012, 4/11/2012, 3/30/2012, 10/14/2009, and and Law Enforcement

10/1/2009; DoS, responses to SIGAR data call, 4/17/2012, 4/6/2012, and 4/14/2011; Treasury, response to SIGAR data call,

4/20/2012; OMB, response to SIGAR data call, 4/17/2012; USAID, responses to SIGAR data call, 4/3/2012, 10/15/2010, Other: Other Funding

1/15/2010, and 10/9/2009; DoJ, response to SIGAR data call, 7/7/2009; USDA, response to SIGAR data call, 4/2009; P.L. 112-74,
12/23/2011, P.L. 112-10, 4/15/2011; P.L. 111-212, 10/29/2010; P.L. 111-118, 12/19/2009; FY 2010 Defense Explanatory
Statement.
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U.S. RECONSTRUCTION FUNDING FOR AFGHANISTAN
ASFF | CERP ' TFBSO . . INCLE As of March 31, 2012, cumulative appropriations for relief and reconstruction
in Afghanistan totaled approximately $89.42 billion. This total can be divided
into five major categories of reconstruction funding: security, governance and
development, counter-narcotics, humanitarian, and oversight and operations. For
complete information regarding U.S. appropriations, see Appendix B.

As of March 31, 2012, appropriations for Afghanistan relief and reconstruction
for FY 2012 amounted to nearly $16.44 billion, increasing total camulative funding
more than 22.5% over total cumulative funding through FY 2011. Figure 3.2 dis-
plays the increase in cumulative appropriations by funding category from FY 2002

DoD USAID DoS

The amount provided to the seven major U.S.
funds represents approximately 85.2%
(nearly $76.22 billion) of total reconstruction
assistance in Afghanistan since FY 2002.

Of this amount, more than 74.3% (nearly to FY 2012. These figures reflect amounts as reported by the respective agencies
$56.65 hillion) has been obligated, and more and amounts appropriated in legislation.

than 63.0% (nearly $48.04 billion) has been In FY 2010, 2011, and 2012, Congress appropriated more than $16 billion for relief
disbursed. The following pages provide ad- and reconstruction, as shown in Figure 3.3 on the facing page. Together they make
ditional details on these funds. up more than 55.7% of the approximately $89.42 billion appropriated since 2002.
FIGURE 3.2

CUMULATIVE APPROPRIATIONS BY FUNDING CATEGORY, AS OF MARCH 31, 2012 (s siLLions)

2002-2005 2006 2007 2008 2009 2010 2011 2012

| Security Governance/Development M counter-Narcotics M Humanitarian Oversight and Operations Total

Note: Numbers affected by rounding. Updated data resulted in a lower total for 2009.

Sources: DoD, responses to SIGAR data call, 4/19/2012, 4/18/2012, 4/17/2012, 4/11/2012, 3/30/2012, 10/14/2009, and 10/1/2009; DoS, responses to SIGAR data call, 4/17/2012, 4/6/2012,
and 4/14/2011; Treasury, response to SIGAR data call, 4/20/2012; OMB, response to SIGAR data call, 4/17/2012; USAID, responses to SIGAR data call, 4/3/2012, 10/15/2010, 1/15/2010, and
10/9/2009; DoJ, response to SIGAR data call, 7/7/2009; USDA, response to SIGAR data call, 4/2009; P.L. 112-74, 12/23/2011; P.L. 112-10, 4/15/2011; P.L. 111-212,10/29/2010; P.L. 111-118,
12/19/2009; FY 2010 Defense Explanatory Statement.
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As in FY 2011, efforts to build, train, and equip the Afghan National Security
Forces (ANSF) received the majority of FY 2012 reconstruction funding. Since
FY 2006, virtually all reconstruction funding allocated for security was appro-
priated for the Afghanistan Security Forces Fund (ASFF). The $11.20 billion
appropriated for the ASFF for FY 2012 is approximately 68.1% of all FY 2012
reconstruction funding. Funding for the ASFF is trending downward as respon-
sibility for security transitions to the ANSF. The amount appropriated for the
ASFF in FY 2012 is a decrease of more than $419.28 million from the nearly
$11.62 billion appropriated for the ASFF in FY 2011. On February 13, 2012,
President Obama submitted to Congress his proposed budget for FY 2013. In it,
he requested nearly $5.75 billion for the ASFF—about half the amount appropri-
ated for the ASFF in FY 2012.°

FIGURE 3.3

APPROPRIATIONS BY FISCAL YEAR AND FUNDING CATEGORY (s BILLIONS AND PERCENT)

2002-2005 2006 2007 2008 2009 2010 2011 2012
[ | Security Governance/Development B Counter-Narcotics B Humanitarian Oversight and Operations Total

Notes: Numbers affected by rounding. Updated data resulted in a lower total for 2009.

Sources: DoD, responses to SIGAR data call, 4/19/2012, 4/18/2012, 4/17/2012, 4/11/2012, 3/30/2012, 10/14/2009, and 10/1/2009; DoS, responses to SIGAR data call, 4/17/2012,
4/6/2012, and 4/14/2011; Treasury, response to SIGAR data call, 4/20/2012; OMB, response to SIGAR data call, 4/17/2012; USAID, responses to SIGAR data call, 4/3/2012, 10/15/2010,
1/15/2010, and 10/9/2009; DoJ, response to SIGAR data call, 7/7/2009; USDA, response to SIGAR data call, 4/2009; P.L. 112-74,12/23/2011; P.L. 112-10, 4/15/2011; P.L. 111-212,
10/29/2010; P.L. 111-118, 12/19/2009; FY 2010 Defense Explanatory Statement.

REPORT TO THE UNITED STATES CONGRESS | APRIL 30, 2012




STATUS OF FUNDS

[

ASFF FUNDS TERMINOLOGY

DoD reported ASFF funds as available,
obligated, or disbursed.

Available: Total monies available for
commitments

Obligations: Commitments to pay monies
Disbursements: Monies that have been
expended

Source: DoD, response to SIGAR data call, 4/13/2010.

AFGHANISTAN SECURITY FORCES FUND

The Congress created the Afghanistan Security Forces Fund (ASFF) to provide
the ANSF with equipment, supplies, services, and training, as well as facility

and infrastructure repair, renovation, and construction.!® The primary organiza-
tion responsible for building the ANSF is the North Atlantic Treaty Organization
(NATO) Training Mission - Afghanistan/Combined Security Transition Command -
Afghanistan.!”

The Consolidated Appropriations Act of 2012 provided $11.20 billion for the
ASFF, bringing the total cumulative appropriations for this fund to nearly
$50.63 billion. ® As of March 31, 2012, more than $37.00 billion of this amount
had been obligated, of which more than $32.59 billion had been disbursed.
Figure 3.4 displays the amounts made available for the ASFF by fiscal year.

DoD reported that cumulative obligations as of March 31, 2012, increased by
more than $1.31 billion over cumulative obligations as of December 31, 2011.
Cumulative disbursements as of March 31, 2012, increased by more than
$1.63 billion over cumulative disbursements as of December 31, 2011.%

Figure 3.5 provides a cumulative comparison of amounts made available,
obligated, and disbursed for the ASFF.

FIGURE 3.4 FIGURE 3.5

ASFF AVAILABLE FUNDS BY FISCAL YEAR

($ BILLIONS)

ASFF FUNDS, CUMULATIVE COMPARISON

($ BILLIONS)

< Available < Available
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< Disbursed
< Disbursed $32.59
$30.0 1 $30.96 ke
$25.0 f e
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Note: Numbers affected by rounding.

Sources: DoD, responses to SIGAR data call, 4/11/2012
and 1/13/2012; P.L. 112-74,12/23/2011; P.L. 112-10,
4/15/2011.

Note: Numbers affected by rounding.

Sources: DoD, response to SIGAR data call, 4/11/2012;
P.L. 112-74,12/23/2011; P.L. 112-10, 4/15/2011.
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ASFF Budget Activities

DoD allocates funds to three budget activity groups within the ASFF:

¢ Defense Forces (Afghan National Army, ANA).

¢ Interior Forces (Afghan National Police, ANP).

¢ Related Activities (primarily Detainee Operations).

Funds for each budget activity group are further allocated to four sub-activity
groups: Infrastructure, Equipment and Transportation, Training and Operations,
and Sustainment.*

As of March 31, 2012, DoD had disbursed more than $32.59 billion for ANSF
initiatives. Of this amount, nearly $20.96 billion was disbursed for the ANA, and
nearly $11.47 billion was disbursed for the ANP; the remaining nearly $0.17 bil-
lion was directed to related activities.?

As shown in Figure 3.6, the largest portion of the funds disbursed for the
ANA—nearly $9.07 billion—supported Equipment and Transportation. Of the
funds disbursed for the ANP, the largest portion—more than $3.84 billion—
supported Sustainment, as shown in Figure 3.7.2

FIGURE 3.6 FIGURE 3.7

ASFF DISBURSEMENTS FOR THE ANA
BY SUB-ACTIVITY GROUP,
FY 2005-MARCH 31,2012 ($ BILLIONS)

ASFF DISBURSEMENTS FOR THE ANP
BY SUB-ACTIVITY GROUP,
FY 2005-MARCH 31,2012 ($ BILLIONS)

Total: $20.96 Total: $11.47

Training and Infrastructure
Operations $1.74
$2.04

Training and
Operations
$2.39

Infrastructure
$2.97

Note: Numbers affected by rounding.
Source: DoD, response to SIGAR data call, 4/11/2012.

Note: Numbers affected by rounding.
Source: DoD, response to SIGAR data call, 4/11/2012.

REPORT TO THE UNITED STATES CONGRESS | APRIL 30, 2012

Budget Activity Groups: categories within
each appropriation or fund account that
identify the purposes, projects, or types of
activities financed by the appropriation or
fund

Sub-Activity Groups: accounting groups
that break down the command’s disburse-
ments into functional areas

Sources: DoD, “Manual 7110.1-M Department of Defense
Budget Guidance Manual,” accessed 9/28/2009;
Department of the Navy, “Medical Facility Manager
Handbook,” p. 5, accessed 10/2/2009.
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cerr (D ()

DoD

CERP FUNDS TERMINOLOGY

OMB reported CERP funds as appropriated.

Appropriations: Total monies available for
commitments

DoD reported CERP funds as appropriated,
obligated, or disbursed.

Appropriations: Total monies available for
commitments

Obligations: Commitments to pay monies
Disbursements: Monies that have been
expended

Sources: OMB, response to SIGAR data call, 4/19/2010;

DoD, response to SIGAR data call, 4/14/2010.

COMMANDER’S EMERGENCY RESPONSE PROGRAM

he Commander’s Emergency Response Program (CERP) enables U.S. command-
ers in Afghanistan to respond to urgent humanitarian relief and reconstruction
requirements in their areas of responsibility by supporting programs that will
immediately assist the local population. Funding under this program is intended
for small projects that are estimated to cost less than $500,000 each.?* Projects
with cost estimates exceeding $1.00 million are permitted, but they require
approval from the Commander of U.S. Central Command; projects over $5.00
million require approval from the Deputy Secretary of Defense. CERP-funded
projects may not exceed $20.00 million.?

As of March 31, 2012, DoD reported that the total cumulative funding for
CERP amounted to nearly $3.44 billion.? DoD reported that of this amount,
nearly $2.21 billion had been obligated, of which nearly $2.03 billion had been
disbursed.?” Figure 3.8 shows CERP appropriations by fiscal year.

DoD reported that cumulative obligations as of March 31, 2012, increased
by nearly $9.61 million over cumulative obligations as of December 31, 2011.
Cumulative disbursements as of March 31, 2012, increased by more than
$87.81 million over cumulative disbursements as of December 31, 2011.%

Figure 3.9 provides a cumulative comparison of amounts appropriated, obligated,
and disbursed for CERP projects.

FIGURE 3.8 FIGURE 3.9

CERP APPROPRIATIONS BY FISCAL YEAR

($ MILLIONS)

CERP FUNDS, CUMULATIVE COMPARISON

($ BILLIONS)
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Notes: Numbers affected by rounding. Data may include inter-
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Sources: DoD, response to SIGAR data call, 4/18/2012; P.L.
112-74,12/23/2011; OMB, response to SIGAR data call,
4/17/2012; P.L. 112-10, 4/15/2011.

Notes: Numbers affected by rounding. Data may include inter-
agency transfers.

Sources: DoD, responses to SIGAR data call, 4/18/2012 and
1/17/2012; P.L. 112-74, 12/23/2011; OMB, response to
SIGAR data call, 4/17/2012; P.L. 112-10, 4/15/2011.
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AFGHANISTAN INFRASTRUCTURE FUND
The Ike Skelton National Defense Authorization Act for FY 2011 established
the Afghanistan Infrastructure Fund (AIF) to pay for high-priority, large-scale
infrastructure projects that support the U.S. civilian-military effort. Thirty days
before obligating or expending funds on an AIF project, the Secretary of Defense
is required to notify the Congress with details of the proposed project, including
a plan for its sustainment and a description of how it supports the counter-
insurgency strategy in Afghanistan.?

The Consolidated Appropriations Act of 2012 appropriated $400.00 million
for the AIF, bringing the total cumulative appropriations for this fund to
$800.00 million. DoD reported that as of March 31, 2012, approximately
$271.20 million of this amount had been obligated, of which approximately
$28.10 million had been disbursed.?® Figure 3.10 shows AIF appropriations by
fiscal year.

DoD reported that cumulative obligations as of March 31, 2012, increased
by nearly $46.55 million over cumulative obligations as of December 31, 2011.
Cumulative disbursements as of March 31, 2012, increased by more than $18.05
million over cumulative disbursements as of December 31, 2012.3! Figure 3.11
provides a cumulative comparison of amounts appropriated, obligated, and dis-
bursed for AIF projects.

FIGURE 3.10 FIGURE 3.11
AIF APPROPRIATIONS BY FISCAL YEAR AIF FUNDS, CUMULATIVE COMPARISON
($ MILLIONS) ($ MILLIONS)
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Sources: P.L. 112-74,12/23/2011; P.L. 112-10, Sources: DoD, responses to SIGAR data call, 4/19/2012
4/15/2011. and 1/17/2012; P.L. 112-74,12/23/2011; P.L. 112-10,
4/15/2011.
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AIF FUNDS TERMINOLOGY

DoD reported AIF funds as appropriated,
obligated, or disbursed.

Appropriations: Total monies available for
commitments

Obligations: Commitments to pay monies
Disbursements: Monies that have been
expended

Source: DoD, response to SIGAR data call, 4/13/2010.

SIGAR AUDIT

In an ongoing audit, SIGAR is focusing
on selection, inter-agency coordination,
and sustainability of projects in the
Afghanistan Infrastructure Program
(AIP), which is supported by the AIE.
For more information, see Section 2,
page 27.
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(l' TFBSO ||)

DoD

TFBSO FUNDS TERMINOLOGY

DoD reported TFBSO funds as appropriated,
obligated, or disbursed.

Appropriations: Total monies available for
commitments

Obligations: Commitments to pay monies
Disbursements: Monies that have been
expended

Source: DoD, response to SIGAR data call, 4/13/2010.

TASK FORCE FOR BUSINESS AND STABILITY OPERATIONS
The Task Force for Business and Stability Operations (TFBSO) was established
in June 2006 and operated for several years in Iraq. In 2010, the TFBSO began
operations in Afghanistan aimed at stabilizing the country and countering
economically motivated violence by decreasing unemployment and creating eco-
nomic opportunities for Afghans. TFBSO projects include activities that facilitate
private investment, industrial development, banking and financial system devel-
opment, agricultural diversification and revitalization, and energy development.
For FY 2012, the TFBSO received funding of $245.71 million, bringing the total
cumulative funding for the task force to nearly $559.21 million.* As of March 31,
2012, nearly $359.69 million of this amount had been obligated, of which nearly
$165.46 million had been disbursed.* Figure 3.12 displays the amounts appropri-

ated for TFBSO projects by fiscal year.

DoD reported that cumulative obligations as of March 31, 2012, increased
by nearly $37.79 million over cumulative obligations as of December 31, 2011.
Cumulative disbursements as of March 31, 2012, increased by more than
$28.55 million over cumulative disbursements as of December 31, 2011.%
Figure 3.13 provides a cumulative comparison of amounts made available,
obligated, and disbursed for TFBSO projects.

FIGURE 3.12

TFBSO APPROPRIATIONS BY FISCAL YEAR

($ MILLIONS)
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Notes: Numbers affected by rounding. Data may include inter-
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Sources: DoD, response to SIGAR data call, 3/30/2012;

P.L. 112-74, 12/23/2011; P.L. 11210, 4/15/2011.

FIGURE 3.13

TFBSO FUNDS, CUMULATIVE COMPARISON
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DOD DRUG INTERDICTION AND COUNTER-DRUG ACTIVITIES

DoD’s Drug Interdiction and Counter-Drug Activities fund (DoD CN) supports ‘ ‘
efforts to stabilize Afghanistan by combating the drug trade and related activi-

ties. DoD uses the DoD CN to provide assistance to the counter-narcotics effort

by supporting military operations against drug traffickers; expanding Afghan DoD
interdiction operations; and building the capacity of Afghan law enforcement
bodies—including the Afghan Border Police—with specialized training, equip- DOD CN funds terminology

ment, and facilities.

DoD CN funds are appropriated by Congress to a single budget line for all mil- DoD reported DoD CN funds as appropri-
itary services. To allow for greater execution flexibility, funds are reprogrammed ated, obligated, or disbursed.
from the Counter-narcotics Central Transfer Account (CTA) to the military ser- Appropriations: Total monies available for
vices and defense agencies in the year of execution. The services and agencies corrllmlt.men.ts . .
have internal accounting systems to track obligations of the transferred funds. As gibsllloguz::;rr]\s;nf:mMn:r:?;zntLSa"[cohz\z rbneoenr:es
aresult, DoD reported DoD CN accounts for Afghanistan as a single figure for all expended
appropriated, obligated, and disbursed amounts for each fiscal year.*

As of March 31, 2012, DoD reported that DoD CN received more than
$376.37 million for Afghanistan for FY 2012, bringing the total cumulative funding
to more than $2.26 billion since FY 2004. Figure 3.14 shows DoD CN appro-
priations by fiscal year, and Figure 3.15 provides a cumulative comparison of
amounts appropriated, obligated, and disbursed for DoD CN projects.

Source: DoD, response to SIGAR data call, 4/13/2010.

FIGURE 3.14 FIGURE 3.15
DOD CN APPROPRIATIONS BY DOD CN FUNDS,
FISCAL YEAR ($ miLLIoNS) CUMULATIVE COMPARISON (s BiLLIONS)
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Source: DoD, response to SIGAR data call, 4/17/2012.
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ECONOMIC SUPPORT FUND

‘ . ‘ Economic Support Fund (ESF) programs advance U.S. interests by helping
countries meet short- and long-term political, economic, and security needs. ESF
programs support counter-terrorism; bolster national economies; and assist in

el the development of effective, accessible, independent legal systems for a more
transparent and accountable government.
ESF FUNDS TERMINOLOGY As of March 31, 2012, USAID reported that the total cumulative funding for the
ESF amounted to more than $14.95 billion. Of this amount, nearly $11.47 billion
USAID reported ESF funds as appropriated, had been obligated, of which nearly $8.82 billion had been disbursed.? Figure 3.16
obligated, or disbursed. shows ESF appropriations by fiscal year.
Appropriations: Total monies available USAID reported that cumulative obligations as of March 31, 2012, increased
for commitments

by nearly $806.16 million over cumulative obligations as of December 31, 2011.
Cumulative disbursements as of March 31, 2012, increased by nearly

$277.19 million over cumulative disbursements as of December 31, 2011.%
Figure 3.17 provides a cumulative comparison of the amounts appropriated,

Sources: OMB, response to SIGAR data call, 4/19/2010; Obligatedy and disbursed fOI' ESF programs.
USAID, response to SIGAR data call, 4/15/2010.

Obligations: Commitments to pay monies
Disbursements: Monies that have been
expended

FIGURE 3.16 FIGURE 3.17
ESF APPROPRIATIONS BY FISCAL YEAR ESF FUNDS, CUMULATIVE COMPARISON
($ BILLIONS) ($ BILLIONS)
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OMB, response to SIGAR data call, 4/17/2012.
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INTERNATIONAL NARCOTICS CONTROL AND LAW
ENFORCEMENT 000 bice

The U.S. Bureau of International Narcotics and Law Enforcement Affairs (INL)
manages an account for advancing rule of law and combating narcotics produc-

DoS
tion and trafficking—the International Narcotics Control and Law Enforcement °
(INCLE) account. INCLE supports several INL program groups, including police,
counter-narcotics, and rule of law and justice.*! INL FUNDS TERMINOLOGY
As of March 31, 2012, DoS reported that the total cumulative funding for
INCLE amounted to nearly $3.58 billion. Figure 3.18 displays INCLE allotments INL reported INCLE and other INL funds as
by fiscal year. Of this amount, nearly $3.08 billion had been obligated, of which allotted, obligated, or liquidated.
nearly $2.15 billion had been liquidated. *? Allotments: Total monies available
for commitments

DoS reported that cumulative obligations as of March 31, 2012, increased by
more than $228.23 million over cumulative obligations as of December 31, 2011.
Cumulative liquidations as of March 31, 2012, increased by more than $78.37
million over cumulative liquidations as of December 31, 2011.% Figure 3.19
provides a cumulative comparison of amounts allotted, obligated, and liquidated Source: Do, response to SIGAR data call, 4/9/2010.
for INCLE.

Obligations: Commitments to pay monies
Liquidations: Monies that have been ex-
pended

FIGURE 3.18 FIGURE 3.19
INCLE ALLOTMENTS BY FISCAL YEAR INCLE FUNDS, CUMULATIVE COMPARISON
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INTERNATIONAL RECONSTRUCTION FUNDING FOR
AFGHANISTAN

In addition to assistance provided by the United States, the international commu-
nity provides a significant amount of funding to support Afghanistan relief and
reconstruction efforts. As noted in previous SIGAR quarterly reports, most of the
international funding provided is administered through trust funds. Contributions
provided through trust funds are pooled and then distributed for reconstruction
activities. The two main trust funds are the Afghanistan Reconstruction Trust
Fund (ARTF) and the Law and Order Trust Fund for Afghanistan (LOTFA).#

Contributions to the Afghanistan Reconstruction Trust Fund

The largest share of international contributions to the Afghan operational and
development budgets comes through the ARTF. From 2002 to March 19, 2012,
the World Bank reported that 33 donors had pledged more than $5.35 billion, of
which more than $5.17 billion had been paid in.* According to the World Bank,
donors have pledged $1.12 billion to the ARTF for the past Afghan fiscal year—
solar year 1390—which ran from March 21, 2011, to March 20, 2012.4 Figure 3.20
shows the 12 largest donors to the ARTF for SY 1390.

FIGURE 3.20

ARTF CONTRIBUTIONS FOR SY 1390 BY DONOR, AS OF DECEMBER 21, 2011 (s miLLioNs)
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Source: World Bank, “ARTF: Administrator's Report on Financial Status as of December 21, 2011,” p. 1.
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As of March 19, 2012, the United States had paid in its entire ARTF commit-
ment through solar year 1390—more than $1.37 billion.*” The United States and
the United Kingdom are the two biggest donors to the ARTF, together contribut-
ing nearly 46% of its total funding, as shown in Figure 3.21.

Contributions to the ARTF are divided into two funding channels—the
Recurrent Cost (RC) Window and the Investment Window.*® As of March 19,
2012, according to the World Bank, nearly $2.45 billion of ARTF funds had been
disbursed to the Afghan government through the RC Window to assist with
recurrent costs such as salaries of civil servants.* The RC Window supports the
operating costs of the Afghan government because the government’s domestic
revenues continue to be insufficient to support its recurring costs. To ensure
that the RC Window receives sufficient funding, donors to the ARTF may not
“preference” (earmark) more than half of their annual contributions for desired
projects.”

The Investment Window supports the costs of development programs. As
of March 19, 2012, according to the World Bank, more than $2.15 billion had
been committed for projects funded through the Investment Window, of which
more than $1.61 billion had been disbursed. The World Bank reported 23 active
projects with a combined commitment value of nearly $1.15 billion, of which
approximately $607.67 million had been disbursed.?!

Contributions to the Law and Order Trust Fund for Afghanistan
The United Nations Development Programme administers the LOTFA to pay
ANP salaries and build the capacity of the Ministry of Interior.52 Since 2002,
donors have pledged nearly $2.13 billion to the LOTFA, of which more than
$2.12 billion had been paid in as of September 30, 2011, according to the most
recent data available.?

The LOTFA’s sixth support phase started on January 1, 2011, and runs through
March 31, 2013. In the first nine months of 2011, the LOTFA had transferred
more than $356.35 million to the Afghan government to cover ANP salaries,
nearly $11.60 million for Central Prisons Directorate staff remunerations, and an
additional $6.67 million for capacity development and other LOTFA initiatives.**
As of September 30, 2011, donors had committed more than $598.35 million to
the LOTFA for Phase VI. Of that amount, the United States had committed more
than $257.07 million, and Japan had committed $240.00 million. Their combined
commitments make up more than 83% of LOTFA Phase VI commitments as of
September 30, 2011.% The United States had contributed nearly $812.74 million
to the LOTFA since the fund’s inception.® Figure 3.22 shows the four largest
donors to the LOTFA since 2002, based on the latest data available.
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FIGURE 3.21

ARTF CONTRIBUTIONS PAID IN BY DONORS
SINCE SY 1381,
AS OF MARCH 19, 2012 (percenT)

Total Paid In: $5.2 billion
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Source: World Bank, “ARTF: Administrator’s Report on
Financial Status as of December 21, 2011, p. 5.

FIGURE 3.22

DONORS’ CONTRIBUTIONS TO THE LOTFA SINCE
2002, AS OF SEPTEMBER 30, 2011 (PERCENT)
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and annual LOTFA reports, 1/20/2012.




ENDNOTES

15.

16.
17.
18.
19.
20.
21

22.
23.
24.
25.
26.
27.
28.
29.

30.
31
32.
33.
34.
36.
36.

37.

38.
39.
40.
41.
42.
43.

45.
46.
47.

OMB, “The Budget Message of the President,” 2/13/2012; DoD, “Department of Defense Budget for Fiscal Year 2013: Financial Summary
Tables,” 2/2012.

PL. 111-32, “Supplemental Appropriations Act 2009,” 6/24/2009.
DoD, response to SIGAR vetting, 7/20/2009.

See Appendix B of this report.

DoD, response to SIGAR data call, 4/11/2012.

DoD, responses to SIGAR data call, 4/11/2012 and 1/13/2012.

DoD OIG, “Distribution of Funds and the Validity of Obligations for the Management of the Afghanistan Security Forces Fund - Phase 1,”
11/5/2007, p. 2.

DoD, response to SIGAR data call, 4/11/2012.

DoD, response to SIGAR data call, 4/11/2012.

DoD, Financial Management Regulation, “Commander’s Emergency Response Program: Vol. 12, Ch. 27,” 1/2009, p. 27-3.
USFOR-A, “Commander’s Emergency Response Program (CERP) SOP,” USFOR-A Pub 1-06, 2/2011, p. 35; PL. 112-74, 12/23/2011.
See Appendix B of this report.

DoD, response to SIGAR data call, 4/18/2012.

DoD, responses to SIGAR data call, 4/18/2012 and 1/17/2012.

U.S. Senate Committee on Armed Services, press release, “Senate Passes Ike Skelton National Defense Authorization Act for Fiscal Year 2011,”
12/22/2010.

DoD, response to SIGAR data call, 4/19/2012; PL. 112-74, 12/23/2011; P.L. 112-10, 4/15/2011.
DoD, responses to SIGAR data call, 4/19/2012 and 1/17/2012.

TFBSO, “About TFBSO,” accessed 10/20/2011; DoD, response to SIGAR data call, 7/22/2011.
See Appendix B of this report.

DoD, response to SIGAR data call, 3/30/2012.

DoD, responses to SIGAR data call, 3/30/2012 and 1/2/2012.

DoD, “Drug Interdiction and Counter-Drug Activities, Defense FY 2009 Supplemental Request Drug Interdiction and Counterdrug Activities,”
accessed 4/13/2010.

DoD OIG, “Independent Auditor’s Report on the DoD FY 2011 Detailed Accounting Report of the Funds Obligated for National Drug Control
Program Activities,” Report No. DODIG-2012-04, 1/30/2012.

OMB, response to SIGAR vetting, 7/16/2009.

USAID, response to SIGAR data call, 4/3/2011.

USAID, responses to SIGAR data call, 4/3/2012 and 1/5/2012.

DosS, response to SIGAR data call, 10/13/2009.

DoS, response to SIGAR data call, 4/6/2012.

DoS, responses to SIGAR data call, 4/6/2012 and 1/10/2012.

SIGAR, “Quarterly Report to the U.S. Congress,” 7/30/2010, p. 51.

World Bank, “ARTF: Administrator’s Report on Financial Status as of March 19, 2012,” p. 4.
World Bank, “ARTF: Administrator’s Report on Financial Status as of March 19, 2012,” p. 1.
World Bank, “ARTF: Administrator’s Report on Financial Status as of March 19, 2012,” p. 4.

SPECIAL INSPECTOR GENERAL | AFGHANISTAN RECONSTRUCTION




ENDNOTES

48.
49.
50.
51.
52.
53.

54.
55.

56.

World Bank, “Quarterly Country Update: Afghanistan,” 4/2011, p. 16.

World Bank, “ARTF: Administrator’s Report on Financial Status as of March 19, 2012,” p. 6.
World Bank, “Quarterly Country Update: Afghanistan,” 4/2011, p. 16.

World Bank, “ARTF: Administrator’s Report on Financial Status as of March 19, 2012,” p. 6.
EC, “Afghanistan: State of Play, January 2011,” 3/31/2011, p. 7.

UNDP, “LOTFA Phase VI Quarterly Progress Report Q3/2011,” Table 1, 10/27/2011; SIGAR analysis of UNDP’s quarterly and annual LOTFA
reports, 1/20/2012.

UNDP, “LOTFA Phase VI Quarterly Progress Report Q3/2011,” Table 2, 10/27/2011.

UNDP, “LOTFA Phase VI Quarterly Progress Report Q3/2011,” Table 1, 10/27/2011; SIGAR analysis of UNDP’s quarterly and annual LOTFA
reports, 1/20/2012.

UNDP, “LOTFA Phase VI Quarterly Progress Report Q3/2011,” Table 1, 10/27/2011; SIGAR analysis of UNDP’s quarterly and annual LOTFA
reports, 1/20/2012.

REPORT TO THE UNITED STATES CONGRESS | APRIL 30, 2011







SECURITY

SECURITY

As of March 31, 2012, the U.S. Congress had appropriated more than $52.1 billion
to support the Afghan National Security Forces (ANSF). Most of these funds
($50.6 billion) were appropriated through the Afghanistan Security Forces Fund
(ASFF) and provided through the Combined Security Transition Command -
Afghanistan (CSTC-A). They were used to build, equip, train, and sustain the
ANSF—which consists of the Afghan National Army (ANA) and the Afghan
National Police (ANP)—and for related activities such as detainee operations.
(For more information on detainee operations, see “Governance.”) Of the
$50.6 billion appropriated for the ASFF, approximately $37.0 billion had been
obligated, and $32.6 billion had been disbursed, as of March 31, 2012.%"

This quarter, the U.S. Department of Defense (DoD) released its FY 2013
budget request for the ASFF. This request, which is for 49% less than the
amount appropriated for FY 2012, marks a shift in emphasis as the building and
equipping phase draws to a close and the focus turns to professionalizing and
sustaining the ANSF. 5

This section discusses assessments of the ANSF and the ministries of Defense
and Interior, and gives an overview of U.S. funds used to support the ANSF. It
also provides an update on efforts to combat the cultivation and trade of illicit
narcotics in Afghanistan.

FY 2013 BUDGET REQUEST FOR THE ASFF

The ASFF has provided the resources needed to train and equip 352,000
members of the ANSF and 30,000 members of the Afghan Local Police (ALP),
according to DoD. For FY 2013, DoD requested $5.75 billion to fund the ASFF—a
significant decrease from the $11.2 billion appropriated for FY 2012.%° Although
in most funding categories the amounts requested were reduced from prior-year
levels, the most dramatic decreases were for infrastructure and equipment.® For
example, the amount requested for ANA infrastructure was reduced by 85% from
the amount appropriated for FY 2012, and the amount for ANP infrastructure by
96%. By contrast, the amount requested for sustainment efforts was reduced by
only 17% for the ANA and by 27% for the ANP, as shown in Table 3.1 on the fol-
lowing page.
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A private security contractor passes

a rifle to a member of the Afghan Public
Protection Force, symbolizing the transfer
of responsibility for security at the Tarakhil
Power Plant on March 15. This quarter, the
Afghan government began to implement
its strategy to disband all national and
international PSCs. (USAF photo, SSgt Terri
L. Barriere)

TABLE 3.1

AFGHANISTAN SECURITY FORCES FUND
Consolidated Appropriations FY 2013 Overseas Contingency

Act, 2012 (P.L. 112-74) Operations (0CO) Request Change
MoD/ANA
Infrastructure 1,304,350,000 190,000,000 -85%
Equipment and Transportation 1,432,490,000 241,521,000 -83%
Training and Operations 751,073,000 758,380,000 +1%
Sustainment 3,033,984,000 2,523,825,000 -17%
Mol/ANP
Infrastructure 1,128,584,000 50,000,000 -96%
Equipment and Transportation 601,915,000 84,859,000 -86%
Training and Operations 1,102,430,000 569,868,000 -48%
Sustainment 1,800,425,000 1,305,950,000 -27%
Related Activities
Infrastructure 15,000,000 1,200,000 -92%
Equipment and Transportation 1,218,000 1,239,000 +2%
Training and Operations 7,344,000 4,000,000 -46%
Sustainment 21,187,000 18,325,000 -14%
TOTAL 11,200,000,000 5,749,167,000 -49%

Notes: Numbers affected by rounding. MoD = Ministry of Defense. Mol = Ministry of Interior.

Sources: P.L. 112-74,12/23/2011, p. 58, accessed 4/13/2012; U.S. Congress, “Joint Explanatory Statement of the Committee of
Conference,” H. Rept. 112-331, accessed 4/13/2012; DoD, “Justification for FY 2013 Overseas Contingency Operations, Afghanistan
Security Forces Fund (ASFF),” 2/2012, pp. 2-3.

KEY EVENTS THIS QUARTER

This quarter, several events affected the security environment in Afghanistan,
strained U.S.-Afghan relations, and hampered U.S. and coalition efforts to train
and advise the ANSF. This quarter also marked the first phase of transition-

ing security responsibilities for project sites and convoys from private security
contractors (PSCs) to the Afghan Public Protection Force (APPF). Assessments
during the quarter showed that the ANSF and the ministries of Defense and
Interior have continued to make progress toward operating effectively and inde-
pendent of coalition support.

Koran Burning Incident and Effects

In February, International Security Assistance Force (ISAF) personnel inadver-
tently burned Islamic religious materials, including Korans. Demonstrations and
riots sparked by the incident resulted in the deaths of 32 Afghans and attacks on
ISAF troops by ANSF personnel.

ANSF Personnel Attacks on Coalition Troops

Attacks on ISAF troops by ANSF personnel—what DoD calls “green-on-blue”
incidents—are on the rise, according to DoD.% From May 2007 to January 2012,
approximately 70 coalition personnel had been killed and 110 had been wounded
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in 42 such attacks, according to testimony by DoD officials before the House
Armed Services Committee on February 1.9

Since the start of the year, 13 ISAF troops had been killed by ANSF person-
nel, according to testimony on March 20 by ISAF Commander General John R.
Allen before the same committee.% He noted that some of the attacks by ANSF
personnel may have been motivated by the burning of Korans by ISAF personnel
in February.% In one such attack this quarter, an ANP intelligence officer killed
two U.S. military officers serving as advisors at the Ministry of Interior (MoI)
headquarters. That incident prompted ISAF to temporarily recall its personnel
from Afghan ministries. %

On March 27, the Chairman of the Joint Chiefs of Staff, General Martin E.
Dempsey, stated that the North Atlantic Treaty Organization (NATO) will have to
build up Afghan counter-intelligence capabilities to prevent insurgents from infiltrat-
ing the ANSF to kill coalition personnel. General Dempsey noted that an eight-step
vetting process is in place, which includes obtaining letters from tribal leaders and
conducting biometric screening. He also stated that resolving the problem will
require the Afghans to adopt the same vetting process used by the United States.
According to the General, the NATO Training Mission - Afghanistan (NTM-A) has
expanded counter-intelligence training and bolstered the vetting process.®

Attack on Civilians in Kandahar

On March 23, 2012, a U.S. Army staff sergeant was formally charged under the
U.S. Code of Military Justice with 17 counts of premeditated murder. The charges
alleged that on March 11 the accused killed 17 residents in the Panjwai district of
Kandahar and tried to Kkill 6 others.% Following the incident, initial media reports
quoted Afghan witnesses who said that U.S. forces entered homes in a village
during the early hours and opened fire on civilians.* DoD officials stated that
only one U.S. soldier was suspected in the attack and that an investigation was
ongoing.™ In the aftermath of the tragedy, several high-ranking U.S. officials—
including President Barack Obama and ISAF Commander General Allen—offered
their condolences; in accordance with cultural norms in Afghanistan, compensa-
tion payments were made to the families of the victims.™

Private Security Contractors and the Afghan Public
Protection Force

This quarter, the Afghan government began transitioning responsibility for the
security provided by PSCs for development and humanitarian projects to the
MoI's APPF." This marked the first phase of a bridging strategy to implement
President Karzai’s 2010 decree to disband all national and international PSCs,

as noted in the January 2012 SIGAR quarterly report. As part of the transition,
several companies that had been providing security for development projects
registered with the Mol as a risk management company (RMC). RMCs work

with and advise the APPF and their clients on security-related issues but do not
provide security.” Another part of the transition is the recruitment into the APPF
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SIGARAUDIT

In a June 2011 special report to
Congress on contracting in Afghanistan,
SIGAR found that Afghan deaths
caused by PSC personnel had not
been systematically tracked and that
casualty data may not be complete.
For details, see SIGAR Audit 11-1SP,
“Analysis of Recommendations Con-
cerning Contracting in Afghanistan, as
Mandated by Section 1219 of the Fis-
cal Year 2011 NDAA,” at www.sigar.mil.

Risk management company (RMC): An
organization that advises on the security
of sites, buildings, people, logistics, trans-
portation of goods and equipment, and
contract management of security service
operations based on professional norms
derived from industry best practices. RMCs
do not provide security services: they pro-
vide training and security advisory services
to the APPF. They also contract for such
services with the APPF on behalf of organi-
zations and individuals.

Source: GIRoA, APPF, “For PSCs/RMCs,” accessed
3/22/2012.
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TABLE 3.2

ANA UNIT ASSESSMENTS: QUARTERLY CHANGE

111th Division 201st Corps 203rd Corps 205th Corps 207th Corps 209th Corps 215th Corps Commando HSSB

Dec Feb Dec Feb Dec Feb Dec Feb Dec Feb Dec Feb Dec Feb Dec Feb Dec  Feb
Rating 2011 2012 2011 2012 2011 2012 2011 2012 2011 2012 2011 2012 2011 2012 2011 2012 2011 2012
Independent with 0 1 0 2 1 1 3 7 0 0 2 3 0 0 0 0 1 1
Advisors
Effective with Advisors 9 19 15 19 12 16 17 18 5 13 9 13 11 21 5 0 2 3
Effective with Partners 1 4 11 10 25 29 19 18 8 11 8 9 14 10 3 0 0 0
Developing with 1 1 2 3 2 3 2 1 2 6 1 3 4 1 5 0 0 0
Partners
Established 0 0 0 0 0 0 0 1 1 0 0 1 1 1 0 0 0 0
Not Assessed 9 0 1 1 0 0 0 0 1 0 0 0 1 1 0 0 0 0

Total Units Assessed 11 25 28 34 40 49 41 45 16 30 20 29 30 33 13 0 3 4

Notes: Rating categories are explained on page 63. HSSB = Headquarters Security and Support Brigade (ministry-level unit).
Sources: ISAF-IJC, responses to SIGAR data call, 3/30/2012 and 1/3/2012.

of Afghan guards who had been trained and employed by PSCs by offering them
salaries and benefits commensurate with those they received as private guards.™

As of March 27, 2012, the APPF had 6,762 personnel, according to CSTC-A. Of
those, 5,722 were assigned and present for duty, including 319 national and zone
headquarters personnel who are funded through the Law and Order Trust Fund
for Afghanistan (LOTFA).”™

SIGARAUDIT This quarter, the United Nations (UN) Secretary-General noted that the

In an ongoing audit, SIGAR is identify- Afghan government’s decision to replace PSCs with the APPF had “met legal and
ing the PSCs used by USAID’s imple- operational difficulties.”” He also noted that the UN and diplomatic missions
menting partners and determining their in Afghanistan would be allowed to continue using their current security within
costs and status in light of the Afghan their compounds, but that the government’s demand for the removal of security
government’s intention to transfer PSC barriers on Kabul roads “will inevitably compromise the level of mandatory mini-
security functions to the APPF. For mum operating security standards.””

details, see Section 2, page 26.

ANSF ASSESSMENT
This quarter, the operational effectiveness of the ANA continued to improve,
according to the ISAF Joint Command (IJC). This assessment was based on a
February 2012 Commander’s Unit Assessment Tool (CUAT) report, which rated
249 units of the ANA's six corps, as well as its Special Operations Force, 111th
Capital Division, and Headquarters Security and Support Brigade. The assess-
ment reported a total of 251 units—an increase of 35 since the December 2011
report (2 were not assessed this quarter). In the highest rating categories, 15
units were rated “independent with advisors” (compared with 7 in the December
report), as shown in Table 3.2. In addition, 122 were rated “effective with advi-
sors” (compared with 85), and 91 were rated “effective with partners” (compared
with 89). Nearly half of those rated “independent” were in the 205th Corps.™

The operational effectiveness of the ANP also continued to improve this quar-
ter. Within the three main ANP components—the Afghan Uniform Police (AUP),
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TABLE 3.3

ANP UNIT ASSESSMENTS: QUARTERLY CHANGE

AUP ABP ANCOP

Dec Feb Dec Feb Dec Feb
Rating 2011 2012 2011 2012 2011 2012
Independent with Advisors 19 31 6 4 4 6
Effective with Advisors 106 144 20 26 8 4
Effective with Partners 91 68 14 10 3 6
Developing with Partners 19 24 4 7 3 3
Established 12 11 2 2 1 1
Not Assessed 68 57 0 4 2 2
Total Units Assessed 247 278 46 49 19 20

Notes: Rating categories are explained on this page. AUP = Afghan Uniform Police. ABP = Afghan Border Police. ANCOP = Afghan
National Civil Order Police.

Sources: ISAF-JC, responses to SIGAR data call, 3/30/2012 and 1/3/2012.

the Afghan Border Police (ABP), and the Afghan National Civil Order Police
(ANCOP)—41 units received the “independent with advisors” rating, according
to IJC.™ Most were rated “effective with advisors” (42%) or “effective with part-
ners” (20%), as shown in Table 3.3.

CUAT Ratings

In assessing the capability of ANA and ANP units, ISAF’s CUAT uses five ratings:%

¢ Independent with Advisors: plans and executes missions, maintains com-
mand and control of subordinates, calls on and coordinates quick reaction
forces and medical evacuations, exploits intelligence, and operates in a
wider intelligence system.

e Effective with Advisors: conducts effective planning, synchronizing,
directing, and reporting of operations and status with only limited, occa-
sional guidance from coalition forces and enablers as needed, and occasional
augmentation from coalition forces.

e Effective with Partners: requires routine advising for planning, synchro-
nizing, directing, and reporting operations and status; coordinating and
communicating with other units; and maintaining effective readiness reports.
Unit enablers augmented by coalition force enablers.

¢ Developing with Partners: requires partnering and assistance for planning,
synchronizing, directing, and reporting operations and status; coordinating
and communicating with other units; and maintaining effective readiness
reports. Some effective unit enablers but most enablers and support from
coalition forces.

¢ Established: beginning to organize but barely capable of planning, synchroniz-
ing, directing, or reporting operations and status, even with the assistance of a
partner unit; barely able to coordinate and communicate with other units. Few
effective unit enablers; most support. Coalition forces provide most support.
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SIGAR AUDIT

In a June 2010 audit, SIGAR made

10 recommendations to 1JC and 3

to NTM-A/CSTC-A to improve the ac-
curacy and usefulness of the Capability
Milestone (CM) rating system. During
the audit, 1JC replaced the CM rating
system with the Commander’s Unit As-
sessment Tool. For details, see SIGAR
Audit 10-11, “Actions Needed to Im-
prove the Reliability of Afghan Security
Force Assessments,” at www.sigar.mil.
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MINISTRY OF DEFENSE AND MINISTRY OF INTERIOR
ASSESSMENTS

Assessments of the Ministry of Defense (MoD) and the Ministry of Interior (MoI)
this quarter showed continued progress. To rate the operational capability of
these ministries, the NATO Training Mission - Afghanistan (NTM-A) uses the
Capability Milestone (CM) rating system. This system assesses staff sections
(such as the offices headed by assistant or deputy ministers) and cross-func-
tional areas (such as general staff offices), using four primary and two secondary
ratings:®

e (CM-1A: capable of autonomous operations.

e (CM-1B: capable of executing functions with coalition oversight only.

® (CM-2A: capable of executing functions with minimal coalition assistance.

e (CM-2B: can accomplish its mission but requires some coalition assistance.

e (CM-3: cannot accomplish its mission without significant coalition assistance.
e (CM-4: exists but cannot accomplish its mission.

At the MoD, 38 of 47 staff sections and cross-functional areas were assessed
this quarter. Of those, 26% had achieved a rating of CM-2A (the same percentage
as last quarter), and 37% had achieved a rating of CM-2B (a 4% increase over last
quarter), as shown in Figure 3.23. Eight staff sections and cross-functional areas
improved (two achieved a CM-1B rating—the second highest rating—bringing
the number rated CM-1B to 3), and 29 were stable. One section regressed—the
office of the Assistant Minister of Defense for Intel Policy, which fell two levels
from a CM-2B last quarter to a CM-4 (the lowest rating). Three of the nine sec-
tions that were not assessed this quarter were rated CM-4 last quarter.®

At the Mol, 29 of 30 staff sections were assessed this quarter; 20% had
achieved a rating of CM-2A or higher—a 5% increase from last quarter. Seven
staff sections improved, 19 were stable, and none regressed.® Most staff sections
were rated CM-2B (8 sections) or CM-3 (11 sections), as shown in Figure 3.23.

ANSF STRENGTH GOALS

This quarter, the force strength of the ANSF was 337,516 (187,874 in the ANA;
149,642 in the ANP).8 In June 2011, the Afghan government approved an
increase to 352,000 by October 2012—195,000 in the ANA and 157,000 in the ANP.
According to DoD, the ANA and ANP are on track to achieve those goals.%

Table 3.4 shows the progress in achieving strength goals since last quarter.

On April 10, 2012, the Afghan Minister of Defense and the Minister of Interior
met with the U.S. Secretary of Defense.® Among topics discussed at their
meeting was the possibility that the ANSF will need to undergo a significant
reduction—possibly to 230,000 personnel—after the NATO mission ends in 2014.
According to media reports, the reductions projected beyond 2014 were based
on plans to ensure that the ANSF can defend Afghanistan and remain sustainable
as international contributions decrease.®”
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FIGURE 3.23
CAPABILITY MILESTONE RATINGS OF MoD AND Mol: QUARTERLY CHANGE

MoD Mol

CM-1A: capable of
autonomous operations

CM-1B: capable of
executing functions with
coalition oversight only
CM-2A: capable of
executing functions with CM-2A
minimal coalition assistance

CM-1B
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CM-2B: can accomplish its
mission but requires some CM-2B
coalition assistance

CM-3: cannot accomplish its
mission without significant
coalition assistance

CM-4: exists but cannot

accomplish its mission
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Sources: CSTC-A, responses to SIGAR data call, 3/27/2012 and 1/3/2012.

TABLE 3.4

ANSF FORCE STRENGTH AGAINST TARGET GOALS

Change Since

Priority Targets Status Last Quarter
Afghan National Army 195,000 troops by 10/2012 187,874 personnel (as of 3/2012) +11,520
Afghan National Police 157,000 personnel by 10/2012 149,642 personnel (as of 3/2012) +5,845

Sources: DoD, “Report on Progress Toward Security and Stability in Afghanistan,” 10/2011, p. 4; CSTC-A, responses to SIGAR data
call, 3/27/2012 and 1/3/2012; ISAF-1JC, ANP Personnel Status Report, 2/2012.

SECURITY HIGHLIGHTS

This quarter, the UN released a report on civilian casualties that noted an
ongoing rise in civilian deaths. The transition to ANSF-led security in areas
throughout Afghanistan continued to progress as planned.
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SIGARAUDIT

This quarter, SIGAR’s audit of the
CENTCOM Joint Theater Support Con-
tracting Command’s (CJTSCC) contract
data recommended that CJTSCC
assess the feasibility of correcting data
for FY 2009 and earlier. For details, see
Section 2, page 19.

Transition Progress

In his March 5, 2012 report to the UN Security Council, the UN Secretary-General
noted that the transition to ANSF-led security had progressed as planned in

the 18 areas that comprise the second tranche of transition areas.® According

to DoD, the ANSF is providing effective security in these transitioning areas

and is demonstrating its readiness to assume responsibility for a third tranche.
Approximately 50% of Afghanistan’s population lives in the areas in Tranches 1

and 2; transition is expected to