MESSAGE FROM THE SPECIAL INSPECTOR GENERAL FOR
AFGHANISTAN RECONSTRUCTION

| congratulate the new 111" Congress of the United States, to whom we are pleased to submit this second formal
report prepared by the Special Inspector General for Afghanistan Reconstruction (SIGAR), as directed by Section
1229 of the National Defense Authorization Act of 2008. Our office is growing in its understanding and appreciation
of the tremendous responsibilities of its assigned tasks.

Having now met with leaders at nearly all levels of the Afghanistan reconstruction effort and having personally
conducted two extended visits to Afghanistan, | can state with confidence that there is much work for SIGAR to
perform in order to provide the depth and breadth of oversight the Congress has mandated. The reconstruction
effort is taking place in a complex, challenging, dangerous, and inhospitable environment. Participants at all levels
brave the difficulties in a gallant effort and should be commended for their many sacrifices. However, their sacrifices
will not bring about success if there is no clear and unified strategy on which to focus and to which all partners in
the reconstruction effort are unequivocally committed. Based on my recent trips to Afghanistan, | fear there are
major weaknesses in strategy. Although SIGAR has not completed an in-depth review of reconstruction strategies,
there is a broad consensus among those with whom | have spoken that reconstruction efforts are fragmented and
that existing strategies lack coherence. Furthermore, senior officials of the government of the Islamic Republic of
Afghanistan have expressed a strong desire for greater involvement and authority in the reconstruction of their
country. These officials believe that the institutions and people of Afghanistan have the capacity to effectively
participate more fully in the management and implementation of reconstruction contracts. The coherence of strategy
and the degree of involvement of the government of Afghanistan are matters of importance to the SIGAR mandate
and are among the many issues that will receive oversight attention from SIGAR.

| appreciate the funding support the Congress continues to provide our office that is allowing us to grow on a path
toward meeting the challenges ahead. The SIGAR Joint Announcement Memo, signed by the Deputy Secretaries
of State and Defense on October 21, 2008, has helped to advance the support those agencies are to provide, as
mandated by the NDAA Act of 2008. A copy of this memo is provided at Appendix 3 of this report. Additionally, | am
pleased to inform the Congress that SIGAR has established a permanent office at the U.S. Embassy in Kabul and
intends to provide strong oversight by expanding its presence in Afghanistan to over 30 employees located at three
locations in Afghanistan. | have assigned my Principal Deputy Inspector General to lead this critical element.

Respectfully submitted on January 30, 2009,

/. =

Arnold Fields
Major General, USMC (Ret.)
Special Inspector General for Afghanistan Reconstruction
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EXECUTIVE SUMMARY

EXECUTIVE SUMMARY

This is the second quarterly report of the Special Inpsector General for Afghanistan
Reconstruction (SIGAR) to the U.S. Congress, submitted under the provisions of the Fiscal Year
2008 National Defense Authorization Act. It adds to the first quarterly report submitted October
30, 2008, which provided a summary of funds devoted to the reconstruction of Afghanistan
since 2001; a review of relevant U.S. and international laws and agreements which govern
the approach to the reconstruction of Afghanistan; and a status report on the establishment of
SIGAR as an independent oversight agency. Building on the information provided in the first
report, this submission provides a summary of oversight reports on Afghanistan reconstruction
since 2002, discusses initial SIGAR observations on some of the challenges to Afghanistan
reconstruction, and concludes by outlining SIGAR’s methodology for oversight.

Section | of this report provides a definition of Afghanistan reconstruction oversight and a
summary of recent developments that have affected reconstruction efforts in Afghanistan. As
highlighted in the box below, Public Law 110-181 established the SIGAR oversight duties and
authorities to include the independent and objective fact-finding, coordination, and reporting
of key accountability measures of U.S. government appropriated funds and funds otherwise
made available for Afghanistan reconstruction. SIGAR is proceeding accordingly and will
include in its oversight all funds and activities contributing to the reconstruction of Afghanistan
that are of interest to the Congress and the U.S. taxpayer. Section | also includes an overview
of significant initiatives underway to improve the reconstruction strategy, a review of recent
command and control changes for the International Security Assistance Force (ISAF) and
the U.S. military command in Afghanistan, and a summary of the greatest challenges to the
effective reconstruction of Afghanistan.

Definition of Afghanistan Reconstruction Oversight

PL 110-181 defines SIGAR’s authority for oversight of Afghanistan reconstruction to
include any major contract, grant, agreement, or other funding mechanism entered into
by any department or agency of the United States government that involves the use of
amounts appropriated, or otherwise made available for the reconstruction of Afghanistan
with any public or private entity for any of the following purposes:

(A) To build or rebuild physical infrastructure of Afghanistan

(B) To establish or reestablish political or societal institutions of Afghanistan

(C) To provide products or services to the people of Afghanistan

(D) To provide security or other support functions to facilitate Afghanistan
reconstruction efforts
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EXECUTIVE SUMMARY

Section Il of this report offers a summary of Afghanistan oversight reports since 2002 produced
by other U.S. government oversight agencies with responsibilities within Afghanistan:
Department of State, Office of the Inspector General (State OIG); Department of Defense,
Office of the Inspector General (DoD IG); United States Agency for International Development,
Office of the Inspector General (USAID OIG); and Government Accountability Office (GAO).
This section is intended to highlight existing information and encourage action on findings
and recommendations by responsible authorities. SIGAR will use these existing assessments
and reports as an oversight baseline in order to better focus its efforts and avoid unnecessary
duplication of activities.

SIGAR’s review of existing reports reveals a number of common themes. State OIG oversight
reports generally found that reconstruction-related programs were well-executed, but that in
order to achieve success, a sustained effort was needed. DoD IG inspections reported on a
number of administrative and contracting issues and recommended actions to improve internal
controls and training. Reports by the USAID OIG focused on insufficient contract management,
an inability to obtain useful performance data, and poor contractor performance. GAQ’s reports
highlighted a lack of coordination of efforts and integrated strategy, deteriorating security,
insufficient Afghan capacity, and delayed funding, among other findings, with recommendations
focusing on the need for more efficient coordination of interagency efforts.

Other U.S. government agencies and departments have also prepared reports on
reconstruction activities in Afghanistan. SIGAR has asked the Army Audit Agency, the Federal
Bureau of Investigation (FBI), the Department of the Army, U.S. Central Command, USAID
Resource Management, the Office of the Secretary of Defense (OSD) Policy, OSD Comptroller,
and the U.S. Army Corps of Engineers to provide information on these reports. SIGAR will
summarize the information received from these agencies in its future quarterly reports and,
where appropriate, urge that action be taken.

Section Il of this report provides a summary assessment of reconstruction funding in
Afghanistan since 2002. This data reveals that substantial amounts of appropriated funds
for Afghanistan reconstruction have been allocated but not fully disbursed. Based on the
data provided to SIGAR, the amount of unexpended and unobligated funds is in the billions
of dollars. SIGAR will audit all appropriated funds and report the reasons why such large
amounts remain unobligated or unexpended, and to the fullest extent possible, determine the
implications of such matters to the overall reconstruction effort.

Section IV of this report brings the previous three sections into context by identifying several
broad areas within existing reconstruction efforts on which SIGAR will focus during the next 12
to 18 months. These include (1) reviews of internal controls, performance, and accountability of
major contracts of various U.S. government agencies; (2) assessments of the internal controls
and accountability of key Afghan ministries that have planning and management responsibility
for U.S. funded reconstruction projects; (3) reviews of Provincial Reconstruction Teams’
effectiveness and management, (4) reviews of reconstruction strategies, and (5) reviews
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EXECUTIVE SUMMARY

of crucial sectors, such as power generation, water, irrigation, and rule of law. As a number
of oversight reports indicate, U.S. efforts in these and other areas have not measured up to
expectations; SIGAR will examine past findings and recommendations, and what corrective
actions have been taken.

In its review of these focus areas, SIGAR will use three interrelated fact-finding methods:
audits, inspections, and investigations.

* Audits will be performed in accordance with established generally accepted government
auditing standards in order to assess the efficiency, effectiveness, performance and
results of programs.

* Inspections will provide oversight to ensure compliance with legal requirements,
regulations, contract terms, or other accepted criteria.

* Investigations will review allegations of corruption and wrong-doing in order to provide
an evidential basis for prosecution or other disciplinary action.

Section V of this report provides an update of significant SIGAR activities during the previous
quarter. As the agency continues to advance in capacity, SIGAR anticipates becoming
increasingly capable of fulfilling the full measure of its mandate described in Section IV of this
report. Since October 2008, SIGAR has conducted four separate visits to Afghanistan. More
importantly, SIGAR’s long-term presence
in Afghanistan will enable it to provide
proper oversight through the permanent
office established at the U.S. Embassy
in Kabul in late January 2009. SIGAR
appreciates the support provided by
State and the Embassy. The team is led
by the SIGAR Principal Deputy Inspector
General and will be staffed by auditors,
inspectors, investigators, interpreters and
translators. In addition to the Embassy-
based SIGAR Office, other smaller,
satellite offices at Bagram, Kandahar,
and the Combined Security Transition The Special Inspector General conducting a successful
Command - Afghanistan (CSTC-A) will  inspection of a new provincial police headquarters built by
also be established in the coming months. an Afghan contractor.

The SIGAR hotline is operational in the

U.S. and Afghanistan, and SIGAR can now receive, process, and investigate allegations of
waste, fraud, abuse, and other issues.

SIGAR notes with great appreciation the Congress’s ongoing support as it continues to perform
its oversight duties.
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SECTION | - BACKGROUND
Introduction

The second quarterly report of the Special Inspector General for Afghanistan Reconstruction
(SIGAR) to the U.S. Congress builds upon the first quarterly report SIGAR submitted on
October 30, 2008. These reports are required under provisions of the Fiscal Year (FY) 2008
National Defense Authorization Act (NDAA, Section 1229). SIGAR's reports summarize the
activities “of the Inspector General (IG) and the activities under programs and operations
funded with amounts appropriated or otherwise made available for the reconstruction of
Afghanistan....”

This second report provides a thematic summary of Afghanistan reconstruction oversight since
2002, as well as an overview of future SIGAR activities and operations.

Section | of this report introduces the purposes of the report, provides discussion of key
SIGAR terms, and presents updates on Afghanistan since the publication of SIGAR’s October
30, 2008 Report to Congress. Section Il summarizes and provides a baseline assessment of
published oversight reports to date conducted by the Government Accountability Office (GAO),
Department of State Office of the Inspector General (State OIG), Department of Defense
Inspector General (DoD 1G) and the United States Agency for International Development Office
of the Inspector General (USAID OIG). Section Ill presents an analysis of reconstruction
funding to date and a depiction of allocations and expenditures of the entities involved in
Afghanistan reconstruction. Section IV identifies the broad areas within the reconstruction
effort that SIGAR will focus upon in the next 12 months. Section V provides updates on the
status on SIGAR and its commencement of oversight efforts.

Defining SIGAR Key Terms

SIGAR was established to afford the Congress and the people of the United States assurance
that the money appropriated for Afghanistan reconstruction was spent as intended. The
meaning of two key terms, oversight and reconstruction, shape the scope of SIGAR’s activities.

Oversight

Legislation clearly establishes SIGAR’s oversight functions. PL 110-181 enumerates the duties
of the office as it relates to oversight of Afghanistan reconstruction as follows:?
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APPENDIX 4 — INSPECTOR GENERAL REFORM ACT OF 2008

122 STAT. 4310 PUBLIC LAW 110-409—OCT. 14, 2008

“(3) LEcAL ADVISOR.—The Chief of the Public Integrity
Section of the Criminal Division of the Department of Justice,
or his designee, shall serve as a legal advisor to the Integrity
Committee.

“(4) REFERRAL OF ALLEGATIONS.—

“(A) REQUIREMENT.—An Inspector General shall refer
to the Integrity Committee any allegation of wrongdoing
agaaliq?_t a staff member of the office of that Inspector Gen-
eral, if—

“(i) review of the substance of the allegation cannot
be assigned to an agency of the executive branch with
appropriate jurisdiction over the matter; and

“(ii) the Inspector General determines that—

“(I) an objective internal investigation of the
allegation is not feasible; or

“(II) an internal investigation of the allegation
may appear not to be objective.

“(B) DEFINITION.—In this paragraph the term ‘staff
member’ means any employee of an Office of Inspector
General who—

“(i) reports directly to an Inspector General; or

“(ii) is designated by an Inspector General under
subparagraph (C).

Deadline. “(C) DESIGNATION OF STAFF MEMBERS.—Each Inspector
General shall annually submit to the Chairperson of the
Integrity Committee a designation of positions whose
%mlders are staff members for purposes of subparagraph
B).

“(5) REVIEW OF ALLEGATIONS.—The Integrity Committee
shall—

“(A) review all allegations of wrongdoing the Integrity

' T Tispector General, or
of Inspector General

1gdoing to the agency
riate jurisdiction over

f the Integrity Com-
g determined by the
raph (A) to be poten-
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APPENDIX 4 — INSPECTOR GENERAL REFORM ACT OF 2008

PUBLIC LAW 110-409—OCT. 14, 2008 122 STAT. 4311

“(A) STANDARDS APPLICABLE.—Investigations initiated
under this subsection shall be conducted in accordance
with the most current Quality Standards for Investigations
issued by the Council or by its predecessors (the President’s
Council on Integrity and Efficiency and the Executive
Council on Integrity and Efficiency).

“(B) ADDITIONAL POLICIES AND PROCEDURES.—

“(i) ESTABLISHMENT.—The Integrity Committee, in
conjunction with the Chairperson of the Council, shall
establish additional policies and procedures necessary
to ensure fairness and consistency in—

“I) determining whether to initiate an inves-
tigation;

“(II) conducting investigations;

4 “(IIT) reporting the results of an investigation;

an

“(IV) providing the person who is the subject
of an investigation with an opportunity to respond
to any Integrity Committee report.

“(ii) SUBMISSION TO CONGRESS.—The Council shall
submit a copy of the policies and procedures estab-
lished under clause (i) to the congressional committees
of jurisdiction.

“(C) REPORTS.—

“(i) POTENTIALLY MERITORIOUS ALLEGATIONS.—For
allegations described under paragraph (5)C), the
Chairperson of the Integrity Committee shall make
a report containing the results of the investigation
of the Chairperson and shall provide such report to
members of the Integrity Committee.

“(ii) ALLEGATIONS OF WRONGDOING.—For allega-
tions referred to an agency under paragraph (5)(B),
the head of that agency shall make a report containing
the results of the investigation and shall provide such
report to members of the Integrity Committee.

“(8) ASSESSMENT AND FINAL DISPOSITION.—

“(A) IN GENERAL.—With respect to any report received
under paragraph (7)(C), the Integrity Committee shall—

“(i) assess the report;

“(ii) forward the report, with the recommendations Deadline.
of the Integrity Committee, including those on discipli-
nary action, within 30 days (to the maximum extent
practicable) after the completion of the investigation,
to the Executive Chairperson of the Council and to
the President (in the case of a report relating to an
Inspector General of an establishment or any employee
of that Inspector General) or the head of a designated
Federal entity (in the case of a report relating to an
Inspector General of such an entity or any employee
of that Inspector General) for resolution; and

“(iii) submit to the Committee on Government Executive
Oversight and Reform of the House of Representatives, summary.
the Committee on Homeland Security and Govern- Deadline.
mental Affairs of the Senate, and other congressional
committees of jurisdiction an executive summary of
such report and recommendations within 30 days after
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APPENDIX 4 — INSPECTOR GENERAL REFORM ACT OF 2008

122 STAT. 4312 PUBLIC LAW 110-409—OCT. 14, 2008

the submission of such report to the Executive Chair-

person under clause (ii).

Reports. “B) DisposIiTION.—The Executive Chairperson of the
Council shall report to the Integrity Committee the final
disposition of the matter, including what action was taken
by the President or agency head.

“(9) ANNUAL REPORT.—The Council shall submit to Con-
gress and the President by December 31 of each year a report
on the activities of the Integrity Committee during the pre-
ceding ﬁscal year, which shall include the following:

“(A) The number of allegations received.

“B) The number of allegations referred to other agen-
cies, including the number of allegations referred for
criminal investigation.

“C) The number of allegations referred to the Chair-
person of the Integrity Committee for investigation.

“(D) The number of allegations closed without referral.

“(E) The date each allegation was received and the
date each allegation was finally disposed of.

“F) In the case of allegations referred to the Chair-
person of the Integrity Committee, a summary of the status
of the investigation of the allegations and, in the case
of investigations completed during the preceding fiscal year,
a summary of the findings of the investigations.

“G) Other matters that the Council considers appro-
priate.

“(10) REQUESTS FOR MORE INFORMATION.—With respect to
paragraphs (8) and (9), the Council shall provide more detailed
information about specific allegations upon request from any
of the following:

“(A) The chairperson or ranking member of the Com-
mittee on Homeland Security and Governmental Affairs
of the Senate.

“B) The chairperson or ranking member of the Com-
mittee on Oversight and Government Reform of the House
of Representatives.

“(C) The chairperson or ranking member of the congres-
sional committees of jurisdiction.

“(11) NO RIGHT OR BENEFIT.—This subsection is not
intended to create any right or benefit, substantive or proce-
dural, enforceable at law by a person against the United States,
its agencies, its officers, or any person.”.

5USC 1211 (b) ALLEGATIONS OF WRONGDOING AGAINST SPECIAL COUNSEL

note. OR DEPUTY SPECIAL COUNSEL.—

(1) DEFINITIONS.—In this section—

(A) the term “Integrity Committee” means the Integrity
Committee established under section 11(d) of the Inspector
General Act of 1978 (5 U.S.C. App), as amended by this
Act; and

(B) the term “Special Counsel” refers to the Special
Counsel appointed under section 1211(b) of title 5, United
States Cotf
(2) AUTHORITY OF INTEGRITY COMMITTEE.—

(A) IN GENERAL.—AnN allegation of wrongdoing against
the Special Counsel or the Deputy Special Counsel may
be received, reviewed, and referred %r investigation by
the Integrity Committee to the same extent and in the
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APPENDIX 4 — INSPECTOR GENERAL REFORM ACT OF 2008

PUBLIC LAW 110-409—OCT. 14, 2008 122 STAT. 4313

same manner as in the case of an allegation against an

Inspector General (or a member of the staff of an Office

of Inspector General), subject to the requirement that the

Special Counsel recuse himself or herself from the consider-

ation of any allegation brought under this paragraph.

(B) COORDINATION WITH EXISTING PROVISIONS OF

LAW.—This subsection does not eliminate access to the

Merit Systems Protection Board for review under section

7701 of title 5, United States Code. To the extent that Deadline.

an allegation brought under this subsection involves section

2302(b)(8) of that title, a failure to obtain corrective action

within 120 days after the date on which that allegation

is received by the Integrity Committee shall, for purposes

of section 1221 of such title, be considered to satisfy section

1214(a)(3)(B) of that title.

(3) REGULATIONS.—The Integrity Committee may prescribe
any rules or regulations necessary to carry out this subsection,
subject to such consultation or other requirements as might
otherwise apply.

(c) EFFECTIVE DATE AND EXISTING EXECUTIVE ORDERS.—

(1) CounciL.—Not later than 180 days after the date of Deadline.
the enactment of this Act, the Council of the Inspectors General 5 USCapp. 11
on Integrity and Efficiency established under this section shall ™t
become effective and operational.

(2) EXECUTIVE ORDERS.—Executive Order No. 12805, dated Termination
May 11, 1992, and Executive Order No. 12933, dated March date.
21,1996 (as in effect before the date of the enactment of S31USCS01
this Act) shall have no force or effect on and after the earlier )
of—

(A) the date on which the Council of the Inspectors

General on Integrity and Efficiency becomes effective and

operational as determined by the Executive Chairperson

of the Council; or

(B) the last day of the 180-day period beginning on
the date of enactment of this Act.
(d) TECHNICAL AND CONFORMING AMENDMENTS.—
(1) INSPECTOR GENERAL ACT OF 1978,—The Inspector Gen-
eral Act of 1978 (5 U.S.C. App.) is amended—
(A) in sections 2(1), 4(b)(2), and 8G(a)1)(A) by striking
“section 11(2)” each place it appears and inserting “section
12(2)”; and
(B) in section 8G(a), in the matter preceding paragraph 5 USC app. 8G.

(1), by striking “section 11” and inserting “section 12”.

(2) SEPARATE APPROPRIATIONS ACCOUNT.—Section 1105(a)
of title 31, United States Code, is amended by striking the
first paragraph (33) and inserting the following:

“(33) a separate appropriation account for appropriations
for the Council of the Inspectors General on Integrity and
Efficiency, and, included in that account, a separate statement
of the aggregate amount of appropriations requested for each
academy maintained by the Council of the Inspectors General
on Integrity and Efficiency.”.

SEC. 8. SUBMISSION OF BUDGET REQUESTS TO CONGRESS.

Section 6 of the Inspector General Act of 1978 (5 U.S.C. App.)
is amended by adding at the end the following:
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