September 17, 2014

Major General Kevin R. Wendel
Commanding General, Combined Security Transition
Command - Afghanistan/Ministerial Advisory Groups

Major General Todd T. Semonite
Deputy Commanding General, Combined Security Transition
Command - Afghanistan

Dear General Wendel and General Semonite:

I am writing to express my continuing concern with the Law and Order Trust Fund for Afghanistan
(LOTFA), program to fund the Afghan National Police (ANP).

As you know, the United Nations Development Programme (UNDP) is responsible for administering
LOTFA. After traveling to Afghanistan, meeting with UNDP officials responsible for LOTFA, interviewing
LOTFA employees, and obtaining additional information regarding UNDP’s oversight of LOTFA, | am
concerned that UNDP officials are not proactively addressing many of the problems plaguing this
program. In the face of evidence of fraud, dubious “deductions” taken from ANP salaries by the
Afghan Ministry of Interior (Mol), and concerns expressed by donors regarding the integrity of LOTFA,
UNDP now claims that it lacks the authority to conduct comprehensive oversight of this multibillion
dollar program.

In a letter to SIGAR dated June 6, 2014, UNDP Administrator Helen Clark stated that “LOTFA has
been in the limelight for many reasons; including for issues which LOTFA has no institutional
mandate to oversee...” In an attachment to her letter, the Administrator went on to assert that
“LOTFA... has no institutional mandate to conduct auditing and investigation of MolA internal
processes including tax deductions and pension payment” [sic] and that “LOTFA does not exercise
direct actions of control and oversight [of pension funds] due to the mandate of the LOTFA project
itself...”1

It is SIGAR’s position that UNDP has a duty to oversee the expenditure of LOTFA funds and to ensure
that donor money is spent for its intended purposes. Rather than attempting to shift blame for
LOTFA’s shortcomings, UNDP must acknowledge its responsibility for properly overseeing a trust fund
that has paid out more than $1.62 billion since January 1, 2011. A copy of my letter replying to
UNDP is attached. Oversight of payments for the ANP is critical, particularly in light of a recent

1 Letter from Helen Clark, UNDP Administrator to John F. Sopko, SIGAR (June 6, 2014), see Attachment |.
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Department of Defense Inspector General audit report stating that from December 21, 2012 to
December 20, 2013, the Mol and the Afghan Ministry of Interior could not account for $17.4 million
in pension withholdings and $9.9 million in cooperative fund withholdings.2 The audit continues to
identify 4,579 improper ANSF payroll payments made during the same time period by the Mol
totaling approximately $40 million.3

| believe CSTC-A shares my view and | appreciate the steps CSTC-A has taken to improve
accountability for LOTFA. CSTC-A’s October 2013 commitment letter indicates an intent to conduct
aggressive oversight of LOTFA funding, which | applaud.4 In that regard, | was stunned to learn that
when CSTC-A auditors “questioned Mol personnel on the cooperative budget, they were told that the
cooperative budget resided outside of Mol’s budget and was run on its own. As the auditors
proceeded with interviews they were warned that if they continued to look into the Cooperative
[deduction] further their lives may be in jeopardy [emphasis added].”s This and your 2013 payroll
audit report, which | have attached, highlight just how serious the problems are.

However, | have very little confidence that UNDP is taking meaningful steps to address the problems
of dubious deductions from ANP salaries and payments to individuals who may not be reporting to
work. At the same time, | believe these problems are continuing and that they are very serious. Yet
UNDP has apparently not demanded an accounting for these illicit deductions and to recover the
proceeds. The United States is not the only donor to express significant concerns with the
management of LOTFA. When | was last in Afghanistan, European Union officials informed me of
their plans to condition a large portion of their future contributions to LOTFA. According to those
officials, during the next phase of the program the European Union intends to incentivize more than
30% of its financial commitment by making disbursements dependent on increased Mol cooperation
and transparency. Moreover, it is my understanding that the European Union has requested to see
the full results of the Mol’s investigation into the police cooperative deductions taken from ANP
salaries.

The financing agreement under which donor funds are provided to LOTFA expires in December 2014.
As CSTC-A participates in negotiations for the next phase of LOTFA funding, | recommend that CSTC-A
insist on clarifying UNDP’s oversight role and responsibilities for administering LOTFA. These
negotiations present an excellent opportunity for CSTC-A and the other donors to demand that the
new financing agreement include provisions guaranteeing full oversight access and accountability for
all donor countries and the UNDP. In SIGAR’s view, this issue should be a non-negotiable
prerequisite for continued LOTFA funding.

2 U.S. Department of Defense Inspector General, Government of the Islamic Republic of Afghanistan Needs to Provide Better
Accountability and Transparency Over Direct Contributions, DODIG-2014-102. Washington, DC: Department of Defense Office of Inspector
General, August 29, 2014.

3/d.at 13.

4 Bilateral Financial Commitment Letter Between Combined Security Transition Command - Afghanistan and the Government of the
Islamic Republic of Afghanistan Ministry of Interior (Oct. 22, 2013).

5 CSTC-A, Ministry of Interior Payroll Audit, Report No. Mol 1392-001 (Nov. 5, 2013), p.9, see Attachment II.
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| appreciate your continued cooperation, both in this matter and in SIGAR’s continuing audit
examining ANP data verification procedures. | will continue to monitor issues arising from LOTFA and
look forward to working with CSTC-A officials to protect this enormous investment of U.S. taxpayer

dollars.

Should you have any questions or need additional information, please contact me directly, or have

your staff contact Jack Mitchell, Director of Special Projects, at_ or

Sincerely,

7,

Special Inspector General
for Afghanistan Reconstruction

Encl:

Attachment | - SIGAR-14-98-SP Inquiry Letter titled UNDP LOTFA Oversight Response, dated
September 11, 2014

Attachment Il - CSTC-A Audit Report No. MOI 1392-001 of the MOI Payroll for Solar Year
1392 (22 June - 22 July 2013)
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ATTACHMENT I: SIGAR-14-98-SP INQUIRY LETTER TITLED UNDP
LOTFA OVERSIGHT RESPONSE, DATED SEPTEMBER 11, 2014
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* An accounting of the amount of LOTFA funds UNDP has recovered from or intends to recover
from monthly advances and other past payments made to the Mol for “stand-by” officers and
“ghost employees”.

+ All audits, investigative reports, assessments, and other records concerning direct cash
disbursements and other payments made by UNDP-LOTFA to Mol and ANP personnel.

+ Acopy of the Mol investigation report provided to LOTFA at the International Police
Coordination Board meeting on May 19, 2014, as noted on page 1 of the attachment to your
letter.

Should you have any questions about this request or need additional information, please contact me
directly, or have your staff contact Jack Mitchell, Director of Special Projects at

I, -
Sincerely,
John F. Sopko
Special Inspector General
for Afghanistan Reconstruction
Attachment(s):

| - UNDP Response to SIGAR-14-57-5P Inquiry Letter, dated June 6, 2014
Il - SIGAR-14-57-SP Inquiry Letter titled UNDP LOTFA Oversight, dated May 13, 2014
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ATTACHMENT II: CSTC-A AUDIT REPORT NO. MOI 1392-001 OF THE
MOI PAYROLL FOR SOLAR YEAR 1392 (22 JUNE - 22 JULY 2013)
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CSTC-ADCG
SUBJECT: Audit Report No. Mol 1392-001 of the Ministry of Interior (MoI) Payroll for the

month of Saratan Solar Year 1392

Methodology: Mol 1392-001: The methodology used when conducting this audit consisted of
the extraction, review and analysis of data obtained from the WEPS system and audit interviews
with key personnel. The data points consisted of pay entitlement for Mol personnel within the
ANP; e.g. base pay, temporary pay increases, combat/regional pay and various skills based
incentives pays. The audit was designed to determine:
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a. Whether personnel were paid base pay, temporary pay increases (1000/2250 Afs),
combat/regional pay (2250/3750 Afs), and various skill based incentives in
accordance with regulatory guidance
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b. Whether pension and tax deductions were properly calculated in accordance with
applicable laws and policies
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Overall Conclusion: Mol 1392-001: Except as noted in the findings below, it was determined
that there is a lack of understanding and application of the Government of the Islamic Republic
of Afghanistan (GIRoA) laws. rules and regulations when it comes to payroll at both the LOTFA

as well as at the Ministry of Interior-Finance (Mol-I'). It was also determined that this has
negatively impacted internal controls in place at both the Mol-F and LOTFA.
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Finding & Recommendations: Mol 1392-001:
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Finding A: Pension deductions were erroneously calculated for officers and NCOs.
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CSTC-ADCG
SUBJECT: Audit Report No. Mol 1392-001 of the Ministry of Interior (MoI) Payroll for the

month of Saratan Solar Year 1392
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Discussion A: During the Pay Audit of Afghan National Security Forces (ANSF), the
auditor discovered that deductions were not calculated at five percent (5%) of gross pay of
officers and NCOs. Gross pay is comprised of base pay plus all allowances. According to the
Draft Handbook for Military Personnel Officers for Implementation of the Pension Regulation
for Arrangement of Pension Benefits of Officers, Satanmans and Breedmal (Dated May 2011),
p.6, “Officers and Saatanmans, or Breedmal have five (5%) percent contribution from their
monthly salary along with its allowances (khader and professional) in pension treasury account”.
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Impact A: The total impact is an over deduction of pension in the amount of 12,722,978
Afs ($245,522) at the exchange rate of 51.82 Afs to 1 US$ for the month of Saratan. The
auditor’s monthly pension calculation according to Afghanistan Law for ANP in the WEPS is
supposed to be 3,318,086.55 Afs or $102,626. The actual WEPS data for pension deductions was
18,041,005 Afs or $348,148.69. 20,804 of 21,181 officers and NCOs overpaid into their pension,
this resulted in overpayment of 12,722,978 Afs or $245,522 into the GIRoA pension fund.
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Recommendation A.1: (Mol-F Advisors) Advise and assist Mol-F to develop and
implement a corrective action plan designed to properly train each payroll officer from the
different locations on the law, policies and procedures in calculating pension deductions.
Currently, payroll is being calculated using an Excel spreadsheet making the payroll preparation
process susceptible to errors.
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CSTC-A DCG
SUBJECT: Audit Report No. Mol 1392-001 of the Ministry of Interior (Mol) Payroll for the
month of Saratan Solar Year 1392
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Management Comment A.1: No comments provided.
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Recommendation A.2: (Mol-F Advisors) Advise and assists MoI-F in developing
metrics to track training and provide an update on a quarterly basis for the payroll officers that
do/don’t receive training.
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Management Comment A.2: No comments provided.
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Recommendation A.3: (Mol-F Advisors) Advise and assist Mol-F to provide all Payroll
Officers with a copy of the Draft Handbook for Military Personnel Officers for Implementation
of the Pension Regulation for Arrangement of Pension Benefits of Officers, Satanmans and
Breedmal (Dated May 2011).
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Management Comment A.3: No comments provided.
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Recommendation A.4: (LOTFA) Recommend hiring additional independent oversight
personnel and re-train current personnel to provide quality assurance that all M-41 (Payroll
document) pension deductions are in accordance with the Draft Handbook For Military

Personnel Officers for Implementation of the Pension Regulation for Arrangement of Pension
Benefits of Officers, Satanmans and Breedmal (Dated May 2011).
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CSTC-ADCG
SUBJECT: Audit Report No. Mol 1392-001 of the Ministry of Interior (MoI) Payroll for the

month of Saratan Solar Year 1392

O sad 4T g nd B gua g 0 5ls0 Gl S sel 5 Jiane o UE Blal 05 g alasid gy (L) 2 4l Sgidg
(2011 oo ol i L5e) Oy 5 lialiln O puadl 201 (gL 3 aalB o) )

Management Comment A.4: Report has been referred to LOTFA, awaiting comments.
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Recommendation A.S: (LOTFA) Develop an standard operating procedure (SOP)
governing the payroll process in accordance with the Draft Handbook for Military Personnel
Officers for Implementation of the Pension Regulation for Arrangement of Pension Benefits of

Officers, Satanmans and Breedmal (Dated May 2011).
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Management Comment A.5: Report has been referred to LOTFA, awaiting comments.
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Finding B: The Saratan Audit of ANP payroll revealed late payment of ANP salaries,
and inadequate payroll tax being withheld from ANP Pay.
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Discussion B: An estimated 71,607.8 Afs (51,381) was not withheld as payment of taxes
for the month of Saratan. ANP pension contributions were not deducted from their gross pay
prior to income tax calculations in accordance with the Income Tax Manual published by the
Ministry of Finance May 2010 page 52 which follows paragraph 2 of Article 17 of the Income
Tax Law 2009 published in Official Gazette No. 976 dated 18 March 2009. There was also an
issue of late payments to the ANP during the month audited with 1,415 of 38,437 ANP not being

paid on time. The late payments had no deductions taken from them.
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CSTC-A DCG
SUBJECT: Audit Report No. Mol 1392-001 of the Ministry of Interior (Mol) Payroll for the
month of Saratan Solar Year 1392
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Impact B: The estimated annual lost revenue by the GIRoA is 1,491,812 Afs ($28,788).
Also, 1,947 of 38,347 Mol personnel were overtaxed while 19,992 of 38,347 were under taxed.
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Recommendation B.1: (Mol-F Advisors) Advise and assist Mol-F to develop and

implement a corrective action plan designed to properly train each payroll officer from the
different locations on the law, policies and procedures in calculating income taxes.
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Management Comment B.1: No comments provided.
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Recommendation B.2: (Mol-F Advisors) Advise and assist Mol-F to develop a metric

by which to track training and provide an update on a quarterly basis of Payroll Officer training
status.
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Management Comment B.2: No comments provided.
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Recommendation B.3: (Mol-F Advisors) Advise the Mol-F to require the reading and

retention of the Income Tax Law 2009 and the Income Tax Manual published by the Ministry of
Finance May 2010 for all Payroll Officers.
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CSTC-ADCG
SUBJECT: Audit Report No. Mol 1392-001 of the Ministry of Interior (MoI) Payroll for the
month of Saratan Solar Year 1392
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Management Comment B.3: No comments provided.
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Recommendation B.4: (Mol-F Advisors) Advise and assist the Mol in developing and
implementing a Mol wide payroll SOP that addresses payroll deductions, methods to ensure
timely pay, and the imperative that late pay still subject to payroll deductions.
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Management Comment B.4: No comments provided.
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Recommendation B.5: (LOTFA) Maintain and implement the Income Tax Laws
outlined in the Income Tax Law 2009 and the Income Tax Manual published by the Ministry of
Finance May 2010. Develop an SOP that addresses oversight of payroll deductions, especially
those personnel who are not paid on time.
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Management Comment B.S: Report has been referred to LOTFA, awaiting comments.
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Finding C: Cooperative Stores funding is unconstitutional; the stores aren’t adequately

supporting or accessible to its contributors and the fees collected exceeded its estimated
operating costs.
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CSTC-A DCG
SUBJECT: Audit Report No. Mol 1392-001 of the Ministry of Interior (Mol) Payroll for the
month of Saratan Solar Year 1392
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Impact C: The estimated monthly deductions for the cooperative fund (utilizing the 24%
sample as representative of all of Mol) is roughly 37,592,795 Afs or $725,449 which is an
annual deduction of 451,113,540 Afs or $8,705,394 from the Mol TASHKIL of 85,160 officers
and NCOs.
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Recommendation C.1: (Mol MININT/Inspector General Advisors) Advise the MININT
to publish an immediate cease and desist letter on all Cooperative deductions until such a time
that Mol can provide the following: the operating budget of the cooperative fund, the number of
cooperative “stores” across Afghanistan with supporting documentation of their existence and
the cooperative account total and account number with supporting documentation.
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Management Comment C.1: MININT supports any further inquiry into the cooperative
store by CSTC-A and Mol, no comments regarding a cipher being issued to put an immediate
stop to cooperative deductions.
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Recommendation C.2: (Mol MININT/Inspector General Advisor) Advise the MININT
to direct his Inspector General to do a full scope investigation into the Cooperative Fund with the
intent to provide additional transparency, accountability and oversight within the Mol.
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CSTC-A DCG
SUBJECT: Audit Report No. Mol 1392-001 of the Ministry of Interior (Mol) Payroll for the
month of Saratan Solar Year 1392
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Management Comment C.2: MININT supports any further inquiry into the cooperative
store by CSTC-A and Mol, and MININT advisor referred the cooperative issue to the IG advisor
and Shafafiyat for further action.

s A 558 cla s Sl a0 Alla el ol 5y 5 e a3 ) il CBBaT Al jpal 535027 ot JBI
Luad 03 gl aad ) s Slee Cign el 5 I lde A0 1y o ) S p sl ga dlady Hsel 5155 ) shie caBi

Recommendation C.3: (LOTFA) Initiate an immediate withholding of 2.5% of all
payroll funding until such time that Recommendation C.1 has been implemented and fully
executed.
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Management Comment C.3: Report has been referred to LOTFA, awaiting comments.
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Recommendation C.4: (CSTC-A) In the event that LOTFA does not take action on
withholding of funds, CSTC-A DCG should direct an immediate withholding of 2.5% of US

funding to LOTFA until such a time that Recommendation C.1 has been implemented and fully
executed.
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Management Comment C.4: No comments provided.
223 B3 bl by SR 51 g Csade B
Recommendation C.5: (Shafafiyat) Conduct a full scope investigation into the

Cooperative Fund and provide the results to the auditor, FMO Chief, CJ8 Director and the
Director of Law and Order Trust Fund Afghanistan upon completion of the inquiry.

11

SIGAR-14-99-SP Inquiry Letter: CSTC-A Role of UNDP Oversight and Financial Management of LOTFA

Page 28



SIGAR-14-99-SP Inquiry Letter: CSTC-A Role of UNDP Oversight and Financial Management of LOTFA Page 29









	SIGAR-14-99-SP
	ATTACHMENT I: SIGAR-14-98-SP Inquiry Letter titled UNDP LOTFA OVERSIGHT RESPONSE, Dated September 11, 2014
	ATTACHMENT II: CSTC-A Audit Report No. MoI 1392-001 of the MOI Payroll for Solar Year 1392 (22 June – 22 July 2013)

	SIGAR 14-99 Response Memo_Redacted



