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The National Defense Authorization Act for FY 2008 (Pub. L. No.
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

independent 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 promote 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: Pub. L. No. 110-181, “National Defense Authorization Act for FY 2008,” 1/28/2008.

(For a list of the congressionally mandated contents of this report, see Section 3.)

Cover photo:

Procurements in Afghanistan include vast amounts of fuel and other
supplies. Here, shipping barrels at an outpost in Paktika Province
await recycling. (DOD photo by Staff Sgt. Luke Graziani)
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SPECIAL INSPECTOR GENERAL ror
AFGHANISTAN RECONSTRUCTION

I am pleased to submit to Congress, and the Secretaries of State and Defense, SIGAR’s 34th
quarterly report on the status of the U.S. reconstruction effort in Afghanistan.

With a new Administration and Congress taking office, this is a prime opportunity to
reflect on the U.S. investment in Afghanistan. Since 2002, Congress has appropriated more
than $117 billion for Afghanistan’s reconstruction. It is the largest expenditure to rebuild a
country in our nation’s history. This tremendous amount of taxpayer money has been used
to train Afghan security forces, stand up the Afghan government, provide health care and
education to the Afghan people, and develop the Afghan economy. U.S. and international
donors recently pledged to continue supporting Afghanistan through 2020, with our contri-
bution expected to remain at or near current levels of about $5 billion per year.

Congress established the Special Inspector General for Afghanistan Reconstruction
(SIGAR) in 2008 to detect and prevent the waste, fraud, and abuse of the unprecedented
U.S. funds being poured into Afghanistan. Since that time, SIGAR has issued 410 audits,
inspections, alert letters, and other products—including over 700 recommendations—that
identified roughly $1 billion in potential savings to U.S. taxpayers. In addition, our crimi-
nal investigators have conducted 960 investigations, resulting in 104 arrests, 142 criminal
charges, 107 convictions or guilty pleas, and 99 sentencings, and achieving over $1 billion in
U.S. government cost savings, fines, recoveries, and restitutions.

The body of SIGAR’s work shows that reconstruction remains tenuous and incomplete.
The Afghan security forces need continued donor support, plus mentoring and limited
tactical support from the U.S. military, to block insurgent advances. Likewise, the Afghan
government cannot survive without continued donor financial assistance.

This quarter, SIGAR issued an updated High-Risk List outlining the most critical issues
threatening reconstruction. Of the eight issues identified, the two most critical are the
questionable capabilities of the Afghan National Defense and Security Forces (ANDSF)
and pervasive corruption. If these two risk areas are not addressed, I fear that our recon-
struction efforts could ultimately fail, to the detriment of our national-security goals
in Afghanistan.

This quarterly report also points out some of the successes of our struggle to rebuild
Afghanistan. For example, the essay in Section 1 of this report examines the issue of
national procurement reform in Afghanistan, an area that the civil-society organization
Transparency International calls “a bright spot” in the country’s fight against corruption.
Since 2015, SIGAR has supported the Afghan National Unity Government’s efforts to cre-
ate a national procurement organization to reform procurement for all 64 ministries and
procurement entities across Afghanistan. So far, these efforts have resulted in at least $200
million in savings that might have been lost to corruption. SIGAR is the only U.S. civil-
ian agency invited to observe the weekly sessions of President Ashraf Ghani’s National
Procurement Commission, in which President Ghani personally reviews all major Afghan
government procurement and construction contracts.
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This quarter, SIGAR issued 13 audits, inspections, alert letters, and other products,
including an audit alert letter in response to a congressional inquiry about the Department
of Defense’s Task Force for Business and Stability Operations’ use of private villas in
Afghanistan. SIGAR also published a performance audit report that examined the accu-
racy of data the U. S. Agency for International Development used to report progress in
Afghanistan’s health-care sector.

SIGAR completed three financial audits of U.S.-funded contracts, grants, and cooperative
agreements to rebuild Afghanistan. These financial audits identified more than $2.4 million
in questioned costs as a result of internal-control deficiencies and noncompliance issues.
To date, SIGAR’s financial audits have identified nearly $380 million in questioned costs.

SIGAR also published a follow-up inspection report examining the Sheberghan teacher
training facility and SIGAR’s Office of Special Projects issued six products, expressing
concern on a range of issues, including the abandonment of a large Overseas Private
Investment Corporation-funded hotel and apartment building construction project in Kabul
and a U.S. Embassy Kabul grantee’s unsuccessful efforts to increase Afghan women’s par-
ticipation in the sport of cricket. Special Project products also included observations from
site visits to 25 USAID-funded schools in Herat Province and site inspections of 30 USAID-
supported health facilities in Baghlan Province.

During the reporting period, SIGAR criminal investigations resulted in one convic-
tion and six sentencings; nearly $2 million in criminal fines and restitutions; a recovery of
$320,000 from a civil settlement; and the termination of a $99 million, improperly awarded,
sole-source contract. SIGAR initiated 18 new investigations and closed 13, bringing the total
number of ongoing investigations to 259.

SIGAR’s suspension and debarment program referred six parties for suspension or
debarment based on evidence developed as part of investigations conducted by SIGAR in
Afghanistan and the United States. These referrals bring the total number of individuals
and companies referred by SIGAR since 2008 to 809, encompassing 453 individuals and 356
companies to date.

SIGAR remains committed to its reconstruction oversight mission. My staff and I look
forward to working together with the new Administration and Congress to ensure that
American taxpayer dollars are spent wisely in Afghanistan.

/

John F. Sopko

Sincerely,
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EXECUTIVE SUMMARY

This report summarizes SIGAR’s oversight work and updates developments in
four major sectors of Afghanistan’s reconstruction effort from October 1, 2016
to December 31, 2016.* It also includes an essay on Afghanistan’s need for
continued procurement reform. During this reporting period, SIGAR issued 13
audits, inspections, alert letters, and other products assessing U.S. efforts

to build the Afghan security forces, improve governance, facilitate economic
and social development and combat the sale and production of narcotics. The
reports identified a number of problems, including the eight issue areas of the
reconstruction currently most at risk of waste, fraud and abuse. During the
reporting period, SIGAR criminal investigations resulted in one conviction and
six sentencings; nearly $2 million in criminal fines and restitutions; a recov-
ery of $320,000 from a civil settlement; and the termination of a $99 million,
improperly awarded, sole-source contract. SIGAR initiated 18 new investiga-
tions and closed 13, bringing the total number of ongoing investigations to
259. Additionally, SIGAR’s suspension and debarment program referred six
parties for suspension or debarment based on evidence developed as part of
investigations conducted by SIGAR in Afghanistan and the United States.

SIGAR OVERVIEW

AUDITS

This quarter, SIGAR issued one audit alert
letter, one performance audit, three financial
audits, and one follow-up inspection report.

The audit alert letter responded to a
congressional inquiry about DOD’s Task
Force for Business and Stability Operations’
use of private villas in Afghanistan.

The performance audit found that the
U.S. Agency for International Development
(USAID) did not disclose quality limitations
in the data the agency relied upon to mea-
sure its achievements in Afghanistan’s health
care sector. This lack of disclosure calls into
question the extent of the achievements
claimed in this sector for which USAID has
obligated nearly $1.5 billion since 2002,

The financial audits identified $2,417,088
in questioned costs as a result of internal
control deficiencies and noncompliance
issues and $109 in unremitted interest on

advanced federal funds or other revenue
amounts payable to the government.

The follow-up inspection report
found that the Sheberghan teacher training
facility, which was funded by USAID and
constructed under a U.S. Army Corps of
Engineers (USACE) contract, had been com-
pleted and was being used. SIGAR also found
that although the facility’s construction was
substantially delayed, it was generally com-
pleted according to engineering standards
and the electrical deficiencies SIGAR identi-
fied in its first inspection report had been
resolved. However, the facility’s water qual-
ity and funding for fuel to meet generator
requirements remain concerns.

SPECIAL PROJECTS

This quarter, SIGAR’s Office of Special
Projects wrote six reviews, review letters,
and inquiry letters, expressing concern on
a range of issues including:

iV SPECIAL INSPECTOR GENERAL | AFGHANISTAN RECONSTRUCTION



EXECUTIVE SUMMARY

¢ the abandonment of a large hotel and
apartment building construction project
in Kabul funded by $85 million in loans
from the Overseas Private Investment
Corporation

e observations from site visits of 25
schools in Herat Province constructed or
rehabilitated by USAID

e USAID’s implementation and oversight of
the Promoting Gender Equity in National
Priority Programs (Promote), USAID’s
largest gender-focused initiative

® the results of site inspections of 30
USAID-supported health facilities in
Baghlan Province

e a U.S. Embassy Kabul grantee’s
unsuccessful efforts to increase Afghan
women’s participation in the sport
of cricket

¢ non-payment of Afghan contractors
working on U.S.-funded contracts

INVESTIGATIONS

During the reporting period, SIGAR criminal
investigations resulted in one conviction and
six sentencings; nearly $2 million in criminal
fines and restitutions; a recovery of $320,000
from a civil settlement; and the termina-

tion of a $99 million, improperly awarded,
sole-source contract. SIGAR initiated 18
new investigations and closed 13, bringing
the total number of ongoing investigations
to 259, SIGAR’s suspension and debarment
program also referred six individuals for
debarment based on evidence developed as
part of investigations conducted by SIGAR in
Afghanistan and the United States.

Investigations highlights include:

¢ an Afghan major general convicted
of bribery

e an investigation that resulted in a
$99 million sole-source contract
being terminated

e a U.S. contractor convicted for
tax evasion

e aformer U.S. contracting official
sentenced for signing a false tax return

e three former U.S. military members
sentenced for fuel theft

e aformer U.S. Army specialist sentenced
for bribery conspiracy

e a U.S. Army captain sentenced for
solicitation and receipt of gratuity

RESEARCH AND ANALYSIS

This quarter, SIGAR’s Research and Analysis

Directorate issued an updated High-Risk

List identifying the eight issue areas of the

U.S.-funded reconstruction most vulner-

able to waste, fraud and abuse. The eight

areas are:

e Afghan Security Forces Capacity and
Capabilities

¢ Corruption

e Sustainability

¢ On-Budget Support

¢ Counternarcotics

¢ Contract Management

e Oversight

e Strategy and Planning

*  SIGAR may also report on products and
events occurring after December 31, 2016, up
to the publication date.
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“Without efficient procurement, money
gets wasted on a very large scale. ...
Lack of transparency and corruption in
procurement directly affects citizens, and
the losses to corruption are estimated in
the billions of dollars every year.”

—The World Bank

Source: The World Bank, "Three Reasons Procurement is Essential for Development," Governance for Development weblog,
blogs.worldbank.org, 11/6/2014.
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Afghan President Ashraf Ghani presides at a session of
the National Procurement Commission that he established
to review major procurements. Chief Executive Abdullah
Abdullah is at the president’s right. (Photo by Afghanistan’s
Office of the President)



AFGHAN PROCUREMENT REFORM

THE NEED TO CONTINUE AFGHAN
PROCUREMENT REFORM

Government procurement spending worldwide—purchases and contracts
for goods and services—accounts for 13-20% of countries’ gross domestic
product, according to Transparency International. “With such vast sums

at stake,” the civil-society organization notes, “few government activities
create greater temptations or offer more opportunities for corruption than
public sector procurement.”! Even among European Union countries with
well-developed administrative systems, for example, the Organization for
Economic Cooperation and Development reports, “Studies suggest that up
to 20-25% of the public contracts’ value may be lost to corruption.”

In Afghanistan, the potential for monetary losses from corruption—not
to mention other losses from poor management and oversight practices—is
almost certainly more substantial. As SIGAR and other organizations have
repeatedly found, Afghanistan suffers from limited institutional capacity to
conduct basic governmental functions, and from widespread and systemic
corruption that consistently places it near the bottom of international rank-
ings for public perception of corruption.

The Special Inspector General for Afghanistan Reconstruction (SIGAR)
has taken an active role in supporting procurement reform in Afghanistan.
SIGAR views vigilant oversight and Afghan reform initiatives as important
means of protecting American taxpayers’ aid money as more of it passes
into budgetary control by Afghan ministries.

A nearly $1 billion fuel procurement initiated by the Afghan Ministry of
Defense (MOD) illustrates both the need for reform and SIGAR’s involve-
ment in problematic cases.

Until 2013, the U.S.-led Combined Security Transition Command-
Afghanistan (CSTC-A) handled fuel procurements for the Afghan MOD and
the Ministry of Interior (MOI), which control the Afghan army and police
forces, respectively. In 2013, the ministries took over the function of solicit-
ing bids for fuel contracts, with CSTC-A providing money to pay the bills via
direct assistance.?

The MOD awarded a fuel contract that year to four Afghan vendors for
a total value of nearly $1 billion. SIGAR’s Investigations Directorate heard
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AFGHAN PROCUREMENT REFORM

Supplies are trucked across Afghanistan. (USAID photo)

complaints about the award and launched an investigation into claims
that the winning contractors had colluded to rig their bids and to jack up
their prices above the competitive levels previously reflected in the MOI
fuel contract.

Six companies had notified the MOD they planned to submit bids.
However, two companies failed to submit their bids by the deadline.
Reportedly the employees attempting to deliver bid documents for the
companies were delayed by an unwarranted traffic stop in one case and a
collision with a truck in another.

SIGAR later received allegations that representatives of the four con-
tractors who submitted bids in time had met at a hotel in Dubai 10 days
beforehand. SIGAR'’s investigation determined that the four companies who
met in the hotel had fixed their prices and rigged their MOD contract bids.
The four vendors offered exactly the same prices for diesel and gasoline
for seven lots of fuel: exactly 86.25 cents per liter for diesel and exactly
83.84 cents per liter for gasoline.* They claimed they were obtaining fuel
from four different sources and figuring their costs by completely different
methods, so their pricing might represent a truly remarkable coincidence.
But SIGAR consulted fuel and procurement experts who agreed the odds
against multiple vendors’ independently arriving at bids identical to within
one one-hundredth of a cent were astronomical, and that they had never
seen such a phenomenon.

Investigators also found evidence that the four colluding contractors
had bribed several military personnel at the MOD, contracting officials, and
financial advisors to make sure that no one else got any of the business. In
addition, two competing firms—the two prevented, perhaps coincidentally,
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from entering bids because of the traffic stop and the truck collision—had
been offered bribes if they agreed not to submit competing bids. Both
refused. When one of the competitors lodged a complaint about the alleged
bribe, another bribe was offered to have the complaint withdrawn. The
competitor refused that bribe as well.

The MOD contract award was worth $999.5 million. Investigators dis-
covered that the two vendors who could not reach the bid-submission
office on time would have entered lower bids than the four who did. The
lower of their two bids would have yielded a contract value of $784.8 mil-
lion—more than $200 million below the contract value settled upon by
the MOD.

SIGAR investigators briefed the commanding general of CSTC-A, and on
February 1, 2015, presented their findings to President Ghani. The president
reacted strongly. He cancelled the MOD contract, excluded the colluding
contractors from award competitions, and removed five senior military
personnel and a civilian advisor from the MOD.® Because CSTC-A pays
for MOD's fuel, President Ghani’s response to the SIGAR briefing saved
U.S. taxpayers more than $200 million that might have gone for illegally
rigged prices.

The full story of the MOD fuel contract has yet to be told, however. After
the bidding scandal broke, President Ghani ordered an Afghan investigation
of the contract, but an Afghan news site reported in March 2016 that MOD,
the investigative committee, and its head, Kabul University economist and
former Minister of Economy Hamidullah Farooqi, refused to discuss it.°
Nearly a year later, the investigative report has not been formally released.

A new twist to Afghan fuel-contract scandals was the January 9, 2017,
conviction of MOI Major General Abdul Wase Raoufi for taking a $150,000
bribe in exchange for awarding one of that ministry’s fuel contracts. The
general drew a 14-year prison sentence and a $150,000 fine, subject to
appeal. He was tried at Afghanistan’s newly established Anti-Corruption
Justice Center. SIGAR helped develop the case. See the Investigations por-
tion of Section 2 of this report for more information.

PROCUREMENT: NEARLY 50% OF AFGHAN BUDGET

Public procurement—of fuel, roads, buildings, textbooks, medical sup-
plies, consulting, and other goods and services—is a big budget item in
Afghanistan. The director of the country’s National Procurement Authority
recently said procurement accounts for nearly 50% of the Afghan national
budget.” That important fact intersects with another: the United States,
like other international donors, has officially committed to give at least
50% of its civilian development aid to Afghanistan on budget, whether
through direct government-to-government grants or by channeling aid
through multilateral trust funds. The generally stated aim of delivering aid
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On-Budget Assistance

According to USAID, “Assistance is
qualified as ‘On-Budget’ [OBA] when
USAID development funds are delivered
through GIRoA [Government of the
Islamic Republic of Afghanistan] Public
Financial Management (PFM) systems,
which includes all components of
GIRoAs budget process—both upstream
(including strategic planning, medium-
term expenditure framework and annual
budgeting) and downstream (including
revenue management, procurement,
control, accounting, reporting, monitoring
and evaluation audit and oversight). OBA
financing should comply with the following
conditions: (i) a legal agreement (an OBA
bilateral agreement or implementation
letter(s) exists between USAID and GIRo0A;
(ii) assistance is implemented and
executed by a GIRoA implementing entity,
through national arrangements covering
PFM systems at both the government-
wide and ministerial/sectoral level; and
(iiii) assistance is reflected in the national
budget and approved by the Parliament”

Source: USAID, “Mission Order 220.03,” 3/24/2015.
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on budget—as distinct from off-budget expenditures controlled by the U.S.
government or nongovernmental organizations and never incorporated
into Afghan government budgets and control—is to cut costs, increase the
host-country sense of ownership of reconstruction projects, and help build
institutional capacity as ministries gain experience in financial manage-
ment, procurement, and project oversight.

SIGAR understands the logic of increasing the proportion of aid deliv-
ered on budget. As a matter of oversight, however, whether the on-budget
aid is delivered directly or via trust funds, U.S. ability to monitor, influ-
ence, and account for the distribution of its aid declines as more funds
are executed by the Afghan government. As Special Inspector General for
Afghanistan Reconstruction John F. Sopko warned the House Oversight and
Governmental Reform Committee in 2013, “SIGAR does not oppose direct
assistance. But if the Administration and Congress proceed with plans to
increase direct assistance, we believe it is critical that they focus on three
issues that could dramatically threaten our reconstruction objectives: the
lack of Afghan government capacity to manage and account for donor
funds, the effect of pervasive corruption, and the need to ensure adequate,
long-term oversight.”

SIGAR has urged that oversight of U.S. aid delivered on budget should
include agreements on measurable outcomes and on access to relevant
Afghan records, facilities, and staff.? SIGAR’s reports to Congress have also
registered concerns about limited visibility into the stewardship and uses of
U.S. funds that flow into Afghan budgets via multinational entities like the
Afghanistan Reconstruction Trust Fund and the Law and Order Trust Fund
for Afghanistan.!

Without comprehensive visibility into U.S. funding delivered to the
Afghan government, U.S. law enforcement loses effective oversight and
criminal jurisdiction for those who embezzle, steal, bribe, extort, or
misappropriate in connection with procurements made with on-budget
assistance funds.

That threat is aggravated by persistent concerns about ministry capa-
bilities and the unintended consequences of large aid flows. Despite some
statutory and administrative gains by the Afghan government, the reality
since the 2001 U.S.-led intervention can be summed up in a recent assess-
ment by the Norwegian Agency for Development Cooperation. That agency
found attempts to set up and maintain agencies within multiple depart-
ments suffered from “the shortage of management and implementation
capacity within the Afghan government, particularly at the provincial
level.”'! Meanwhile, the Norwegian report adds, “High levels of aid, together
with limited absorptive capacity and a poorly functioning public administra-
tion, meant that the international presence in Afghanistan itself became a
driver of corruption.”’? That last observation echoed a finding of SIGAR’s
Lessons Learned Program in its September 2016 report, Corruption in
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Conflict: Lessons from the U.S. Experience in Afghanistan. For years after
the 2001 intervention in Afghanistan, SIGAR noted, “The U.S. government
... failed to recognize that billions of dollars injected into a small, under-
developed country, with limited oversight and strong pressures to spend,
contributed to the growth of corruption. . . . The influx of money from aid
and military contracts was not always accompanied by strong oversight.
Controls were sometimes insufficient to prevent embezzlement, bribery,
fraud, and other forms of corruption—by both Afghan and international
actors—that drained resources from the reconstruction effort.”3

These and like concerns have been noted by other oversight bodies:

e A 2008 report by the Public Procurement Unit of the Afghan Ministry of
Finance noted that ongoing reforms were then attempting to address
issues including “limited procurement capacity at all levels in the
government,” lack of adequate training, inadequate regulations, non-
uniform procurement structures among agencies, and “no incentives
for improvement and ownership.”* The Commission on Wartime
Contracting in Iraq and Afghanistan estimated in its 2011 final report
that “At least $30 billion, and possibly as much as $60 billion, has been
lost to contract waste and fraud” in the contingency operations in the
two countries.”” U.S. aid has continued to both countries, especially to
Afghanistan, where more than $8.4 billion of the $117 billion already
appropriated has yet to be disbursed, and the United States has
committed to spend billions more for years to come.

¢ In November 2016, the independent organization Integrity Watch
Afghanistan (IWA) declared that “In the last 14 years, the Afghan
government has failed in the fight against corruption. . . . Lack of
political will and inappropriate institutional arrangements were
amongst the key factors behind the total failure.” The IWA did, however,
see some progress in the establishment of external oversight of the
procurement process through the National Procurement Commission
and the National Procurement Authority.'* Working with civil-
society experts, international representatives, and Afghan officials,
Transparency International found last year that only two of 22 Afghan
anticorruption commitments since 2014 deemed “most crucial to
tackling corruption in Afghanistan” have been fully implemented.'”

SIGAR ASSISTANCE TO AFGHAN PROCUREMENT
In addition to SIGAR’s work in the MOD fuel-contract case, another SIGAR
investigation revealed weakness in Afghan ministerial procurement capa-
bility and helped avoid the award of an Afghan ministry of a $99 million
road-building contract to a suspect and weakly credentialed consortium.

In 2015, the Afghan Ministry of Public Works (MOPW) used a sole-source
selection process to award a contract for building two sections of the
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U.S.-funded procurements include
goods like this shipment of cold-weather
gear for the 205th Corps of the Afghan
National Army. (U.S. Air Force photo by

MSgt Paul Hughes)

Qaisar to Laman Ring Road.!® The sole-source process selected ASM JV, a
joint venture among three companies, for the $99 million award. The funds
were provided by the Asian Development Bank (ADB), to which the United
States and Japan are the leading contributors of capital.

In May 2016, SIGAR began a criminal investigation based on allegations
that ASM JV was paying bribes and secretly enlisting officials’ help at both
the ADB and MOPW to secure the contract award, that ASM JV lacked the
technical and financial capacity to competently perform this major project,
and that it had failed a December 2015 pre-qualification evaluation con-
ducted by consulting engineers. Persons at ADB and MOPW nonetheless
continued advocating for ASM JV to receive the contract. In July 2016, a
request for proposal (RFP) for the contract was given to ASM JV, while no
RFP was given to two companies with higher pre-qualification scores.

In August 2016, after an extensive investigation involving numerous inter-
views and reviews of emails and official records, SIGAR notified Afghan
President Ashraf Ghani by official letter of its investigative findings, includ-
ing evidence of corruption in the selection process. Officials of the National
Procurement Authority (NPA) and presidential advisors voiced appreciation
for SIGAR'’s investigative work; advisors to President Ghani said SIGAR’s
investigation confirmed their suspicions about the contract process.

MOPW officials agreed the award process could not move forward as
planned, and that ASM JV appeared to have an inappropriate relationship
with individuals representing ADB. In October 2016, SIGAR was notified
that the presidential palace had terminated the sole-source selection and
would proceed to an “open tender” in which any company could bid and
compete in a transparent and honest process.

Because the United States is one of the ADB’s main capital subscribers,
SIGAR’s investigation and subsequent close coordination with officials of
the NPA and the palace thus avoided millions of dollars of improper costs
being drawn from U.S.-supplied funds at the ADB.

CREATING AN APPARATUS FOR REFORM

The initial investigation by SIGAR of the MOD fuel price-fixing scandal
highlighted some of the deficiencies of the Afghan procurement system, but
others also demanded mitigation. CSTC-A’s Procurement Reform Branch
has worked with the Ghani administration to identify shortfalls that con-
tribute to the system’s inefficiency and ineffectiveness, and foster a culture
of corruption.

According to the director of CSTC-A’s Contracting Enabler Cell in Kabul,
the shortcomings include “antiquated procurement law, a purely paper-
based, lengthy bureaucratic process, untimely planning, lack of adequately
trained professionals, lack of systemic accountability and a lack of contract
management and oversight.”® The Afghan government has acknowledged
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that although its early-2000s procurement law “was one of the better laws in
the region, it still had vagueness and impreciseness.”?

Procurement reform is not simply a matter of designing structures and
cleaning up practices. “Aspirations to de-politicize public procurement
face major hurdles,” a trio of procurement researchers warns. Reform can
involve “financial hardships and job losses for various regional or sectional
constituencies;” tensions among political, regulatory, and administrative
objectives; and conflicts among government agencies.*

Afghanistan has nonetheless taken several positive steps toward reform
and correction of procurement processes.

Since early 2015, Afghan public-procurement contracts whose values
exceed $300,000 for operations and maintenance, or $1.5 million for con-
struction, undergo review by the National Procurement Commission (NPC),
whose members are President Ghani, Chief Executive Abdullah, the second
vice president, and the ministers of finance, economy, and justice. President
Ghani personally presides at the NPC’s weekly meetings. A September 2016
report by Transparency International estimates the total savings from the
NPC'’s oversight as “at least $350 million.”?

For one example of the NPC’s work, consider the session of
December 31, 2016. The NPC approved 20 contracts with a total value of
12.5 billion afghanis (about $187 million). The projects involved included
electric substations and transmission lines, road and dam construction,
information-technology gear for the presidential office, and dishware and
foodstuffs for the Ministry of Defense. The NPC turned back contracts
for technical studies of reservoir dams for further review, and told three
ministries to look into technical, social, financial, and capacity issues with
various projects under their control.”

Afghan laws have also changed. On October 7, 2015, President Ghani
ratified Legislative Decree No. 75, revising existing procurement law with
the stated aims of increasing transparency, controlling expenditure, improv-
ing value received, and offering equal tendering opportunities for eligible
bidders. The law’s 67 articles apply to “all procurement proceedings by all
budgetary units.”**

Procurement oversight also benefits from the operations of the National
Procurement Authority (NPA). Transparency International has called the
NPA “one bright spot” in Afghanistan’s procurement operations, saying it has
“saved more than US$200 million that might have been lost to corruption.”®

The National Unity Government established the NPA in late 2014 to
increase transparency and otherwise improve the country’s public procure-
ment system. The NPA assimilated three ministerial procurement entities:
the Procurement Policy Unit of the Ministry of Finance, the Ministry of
Economy’s Afghanistan Reconstruction and Development Services, and
the Contract Management Office of the Ministry of Finance. The NPA’s
mission is to reform procurement for all 64 ministries and procurement
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Many millions of dollars flow into road-building contracts in Afghanistan. (USAID photo)

entities across Afghanistan with the aim of producing an effective, effi-
cient, transparent procurement system. The NPA also serves as secretariat
organization to the NPC. Since October 2014, the NPA has operated under
the direction of Yama Yari, who holds degrees in engineering and man-
agement, and has worked in engineering and construction as well as in
government positions.*

The NPA reviews proposed contracts, and recommends approval, disap-
proval, or other action to the NPC. In its first 18 months of operation, the
NPA says it assessed 2,000 contracts, of which 1,800 were approved. The
NPA’s reviews also led to blacklisting 83 companies from contracting for
two to five years for falsifying documents or other procurement violations,
and had referred cases to the Afghan attorney general’s office.”” The NPA
has also trained 1,600 Afghan government personnel in procurement law
and practice, and has instituted a tracking system to monitor NPC-approved
contracts for cost, scope, schedule, and quality data.?

In September 2016, the NPA signed a memorandum of understanding with
the Open Contracting Partnership, a nongovernmental organization based in
Washington, DC, and with Integrity Watch Afghanistan. The memorandum
calls for assessing current levels of transparency and accountability in the
Afghan public procurement system, building capacity for public participation
and feedback, cooperating on contract-implementation monitoring for a major
infrastructure project, and documenting and publishing project results.?

Both CSTC-A and SIGAR work with the NPA to improve the Afghan pro-
curement system. In September 2015, CSTC-A established the Procurement
Reform Branch within its Contracting Enabler Cell to train, advise, and
assist the NPA. As CSTC-A has observed, “One of the underlying challenges
facing the National Procurement Authority is how to bring reform to a
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system fraught with corruption for decades, and still keep a functioning
procurement system during a time of war.”?® CSTC-A aims to transition the
use of congressionally appropriated Afghan Security Forces Fund money to
the Afghan government over the course of several years for “cradle-to-grave
execution and management” of requirements procurement.?!

In response to the additional responsibility the NPA will shoulder as the
Afghan government handles more procurement funds itself, SIGAR has
prepared fraud-awareness briefings to help NPA specialists recognize fraud
indicators and select appropriate responses. SIGAR staff have also met with
NPA personnel to discuss new Afghan regulations on debarment under the
country’s public-procurement law, the need for reviewing the responsibility
of owners and affiliates of contractors accused of fraud and poor perfor-
mance, the use of online databases to provide publicly available information
about debarment decisions, and to review the way SIGAR’s suspension and
debarment program operates.

Imposing a reform-oriented entity in a problematic environment has
been a challenge. “From the very beginning,” says Murtaza Noori, former
NPA director of procurement policy, “the reform process faced protests
from government officials and members of parliament. Criminal patronage
networks extended into the government itself, and were trying to manipu-
late and sabotage procurement reforms.”*

Using suspension and debarment procedures is one way Afghanistan can
clamp down on the networks of corruption and patronage that plague its
procurement operations. In the United States, suspension and debarment
are long-established administrative tools to ensure that the U.S. government
contracts or otherwise transacts business only with responsible persons,
as statute mandates.?* Suspension is an immediate but temporary bar on
doing business with the government; debarment is not immediate, but after
anoticed proceeding, can be long-term.*

By cooperating with Afghan procurement authorities, SIGAR aims to foster
sharper oversight and more effective accountability for vendors doing busi-
ness with the Afghan government—and to a large extent being paid with U.S.
taxpayers’ dollars. As of December 30, 2016, the NPA reports that 137 Afghan
companies have been debarred from doing business with the Kabul govern-
ment. Reasons for the debarments include providing phony bank statements,
false documents about other contracts, and fake bid-security documents.?

One reflection of the influence SIGAR and CSTC-A have had on the
course of procurement reform in Afghanistan is that SIGAR Investigations
Directorate staff and CSTC-A representatives are invited observers—
and typically the only non-Afghans attending—at the weekly sessions of
President Ghani’s National Procurement Commission. SIGAR has found this
access to be valuable as a means of gaining insight into Afghan government
operations and to offer recommendations on matters that come before
the NPC.
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PROGRESS AND CAVEATS

Afghanistan’s recent steps toward procurement reform are encouraging.
But concerns and reservations remain.

One recent indicator appears in Benchmarking Public Procurement
2016, aresearch report on 77 countries prepared by the International Bank
for Reconstruction and Development within the World Bank Group. With
procurement accounting for about half of developing countries’ budgets,
the report says, “it provides numerous opportunities for all involved to
divert public funds for private gain.”® The report team collected data and
compared use of good procurement practices among 77 countries ranging
from Afghanistan and Haiti, to Sweden and the United States. Each coun-
try was then assigned to a comparative quintile—quintile 1 being lowest,
quintile 5 being highest—in three stages of procurement and two types of
complaint and report mechanisms.

Generally, Afghanistan scored well. On the 1-5 quintile scale, Afghanistan
was graded at 3 in preparing bids, 5 in submitting and evaluating bids, 5
in awarding and executing contracts, 4 in availability of complaint and
reporting mechanisms, and 2 in first-tier review (initial processing of com-
plaints).*” The varying grades indicate areas for improvement, but also
suggest that recent years’ legal and administrative reforms have helped.

The Bank’s new 2017 benchmarking report is not directly comparable
to the 2016 edition: the coverage expanded to 180 countries, and the topics
measured and scoring methodology changed. Afghanistan has some low
marks, but also a few passable grades. On a 1-100 scale, Afghanistan earns
a 56 for needs assessment, call for tender, and bid preparation score; 83 for
bid submission; 43 for bid opening, evaluation, and award; 73 for content
and management of procurement contract; 74 for performance guarantee
rules and practices; and 33 for payment of suppliers.®

Overall, as Transparency International said in a September 2016
report, “There is evidence of success and savings made by the National
Procurement Commission in holding public procurement processes and
contracts to account. . . . Moreover, the National Procurement Authority has
successfully implemented a number of key reforms, including recent leg-
islative approval of the National Law on Procurement.”® The same report
added, however, that the “high-level political intervention and oversight”
required to carry out the reforms “threatens to undermine the sustainability
of stable public procurement procedures and institutions throughout state
bodies,” and cites reports of parliamentary obstruction of implementing
measures affecting the NPA.

The inspector general of the U.S. Department of Defense (DOD IG)
recently noted the creation of the NPA and the NPC, as well as CSTC-A’s
new process for developing requirements and imposing conditions in finan-
cial-commitment letters with Afghan ministries, as steps that “improved
[the Afghan government’s] capacity to reduce corruption and independently
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identify and develop requirements.”* The DOD IG also observed, however,
that Afghan provincial leaders without authority to obligate government
funds were entering into informal agreements with contractors for goods
and services, and that CSTC-A was inconsistently applying penalties for
ministry failures to meet commitments.

The DOD IG said allowing provincial leaders to enter into unofficial pro-
curement arrangements invites corruption and favoritism. Further, “Until
CSTC-A is able to help [the Afghan government] address its contracting
deficiencies,” the DOD IG warned, “future U.S. direct assistance fund-
ing continues to be vulnerable to fraud, waste, and abuse.”* In general,
the DOD IG reported, “CSTC-A officials believe the NPC involvement has
enforced contracting standards and decreased corruption in the contracting
process.” However, “CSTC-A has not identified any metrics to determine the
NPC'’s effectiveness.”®? CSTC-A had, however, earlier commented that the
new NPC process produced the Afghan fiscal year “1394 procurement cri-
sis” that left many MOD contracts incompletely executed or not awarded by
the end of the fiscal year.*

Delays in the reformed procurement process may in part reflect leader-
ship’s and procurement officers’ backgrounds, generally in policy rather
than practice, according to former NPA official Noori: “They have little
experience with the procurement process. . . . During my time at NPA, I
heard many complaints from the infrastructure sector that approval of con-
tracts or even small contract extension or alterations would take months at
NPA and NPC to be approved.”*

Integrity Watch Afghanistan likewise saw “some progress” in President
Ghani’s transparency commitments, the creation of the NPA and NPC, and
reshuffling of justice-sector staff, but “in terms of having a clear and com-
prehensive strategy and the institutionalized approach to fight corruption,
as well as in terms of the prosecution of corruption cases, the [National
Unity Government] has not been particularly successful.”® That is a con-
cern for procurement reform, because visibly effective anticorruption
measures help keep vendors and procurement officials honest, or at least
deterred from dishonesty.

Afghanistan is, of course, not alone in struggling to improve public pro-
curement. The Asian Development Bank (ADB), of which Afghanistan is
a member, has a technical-assistance project under way to improve pro-
curement in several developing member countries; the initial focus was on
Bangladesh, Indonesia, Pakistan, and Vietnam.*® The ADB notes that devel-
oping countries’ reform efforts “have primarily focused on first-generation
reforms at the national level,” such as changes in legal and regulatory
frameworks, but adds, “a huge task remains to translate these into actual
changes in procurement practices and outcomes.” The aim of ADB’s techni-
cal assistance is to strengthen the capacity of ministries, local governments,
and other procuring entities.*”
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Most procurements are for small
items, such as vehicle parts at this
depot in Afghanistan. (SIGAR Audits
Directorate photo)

Afghanistan’s recent efforts appear to continue a top-down approach
that a review of post-2001 reform efforts found to be a consistent flaw in the
Afghan state. Professor Jennifer Murtazashvili of the Graduate School of
Public and International Affairs at the University of Pittsburgh writes that
“the structures existing at the dawn of the state building effort basically
reflected the old Soviet model of governance,” with heavy emphasis on cen-
tralized bureaucracy and “little tolerance for local autonomy.” Experience
might suggest that reforms would favor more cooperative relations between
the capital and provinces or districts, but “Reform has thus far reinforced
centralization and the previous bureaucratic system.”

This last caveat illustrates the tension between exerting effective over-
sight and control over direct-assistance funds, and the need to change and
disseminate attitudes and practices among all levels of Afghan governance.
Concentrating power and money at the center may invite and reward eva-
sion and subversion at the periphery. For example, the DOD IG noted that
provincial officials have obligated public funds outside of the central sys-
tem. Another potential issue is that bidders or corrupt procurement officials
might divide work into a number of small contracts to stay under value
thresholds that would trigger a high-level review.

Centralized systems with high monetary thresholds for review also face
the problem that in most countries, public-sector transactions are typically
small transactions of relatively low value.* Therefore, without consistent
application of standard procedures, training requirements, safeguards, and
accountability measures at all levels of government procurement and at all
steps in the process—requirements definition, solicitation, review, award,
monitoring, termination or closeout, and appeal processing—carelessness
and dishonesty can multiply around weak spots in the system.

Meanwhile, the reformed procurement structure itself is still a work in
progress. According to former NPA official Noori, mechanisms for moni-
toring contracts and settling disputes are incomplete, and the strategy for
creating an e-procurement system is not developed. Nonetheless, he adds,
the NPA “has made relatively good progress in a short time, mostly due
to personal political support from [President] Ghani.” But after the end of
Ghani’s term in office, Noori fears, “The NPA will be unable resist pressure
and interruption from corrupt forces.”

Too-limited reform can allow large numbers of poor-quality and corrupt
lower-cost procurements to occur, undermining governance objectives and
sustaining public suspicions about the integrity and effectiveness of the
central government. As SIGAR has long reported, this is a particular point
of concern for Afghanistan and for its international donors.
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THE STAKES REMAIN HIGH

SIGAR encourages the continuing work of the international Resolute
Support train-advise-assist mission, CSTC-A, and of the Ghani adminis-
tration, to improve the oversight and effective use of foreign on-budget
assistance in Afghanistan. The Resolute Support mission, for example, has
set up a contract-fraud unit—as recommended in SIGAR’s lessons-learned
report on corruption in Afghanistan—and might also usefully offer to under-
take joint vetting of contractors with Afghan entities.

But clearly there is much more work to be done by both Afghanistan
and the United States to protect on-budget aid funds from waste, fraud, and
abuse as greater proportions of aid flow directly onto the Afghan budget
and under Afghan ministerial control. As any systems engineer can attest,
the success of any new and improved system requires continued monitoring
and oversight—something that SIGAR, CSTC-A, and the Afghan law-
enforcement community will hopefully continue to perform.

The risks affect both Afghan and U.S. interests. “Misprocurement,” the
NPA observes, “would result in a waste of public money, ineffective service
delivery, and public disenfranchisement” for Afghans.?! From the stand-
point of U.S. objectives, aid flowing through poor procurement processes
risks inadequately funding security forces, strengthening corrupt networks,
enriching insurgent sympathizers, and alienating U.S. public support for
foreign-policy objectives.

SIGAR’s responsibilities include working to find new ways to prevent and
detect waste, fraud, and abuse in Afghanistan reconstruction. That is why,
in addition to its support for the reforms embodied in the NPA and NPC,
SIGAR maintains close contact with U.S. military and civilian implement-
ing and oversight personnel, and with allied nations who also provide aid
to Afghanistan, as well as with the National Unity Government and its new
attorney general. SIGAR remains the largest U.S. oversight entity still oper-
ating in Afghanistan, with a unique institutional memory supported by its
long-term staff presence.

The success of the reconstruction effort in Afghanistan is closely related
to the extent to which the Afghan government can effectively manage and
protect the funds provided by the United States and other donors for pro-
curing needed goods and services. As Colonel Charles Worshim III, director
of CSTC-A’s Contracting Enabler Cell in Kabul, put it:

The government of the Islamic Republic of Afghanistan
must realize a transparent procurement system if there is
any chance of legitimacy taking hold in the country. In the
absence of a transparent system, Afghanistan will always
struggle to break free of its designation as one of the most
corrupt countries in the world.”
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“Unfortunately in the nearly five years
I've been traveling to Afghanistan, I first
witnessed the United States put in way

too much, way too fast. More recently,

['ve watched the U.S. remove way too

much, way too fast. Policy makers
both in Congress and the new Trump
Administration should take note of this.”

—Inspector General John Sopko

Source: Inspector General John Sopko, “Prepared Remarks of John Sopko, Special Inspector General for Afghanistan
Reconstruction,” The Center for Strategic and International Studies, Washington, DC, January 11, 2017.
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SIGAR OVERSIGHT ACTIVITIES

This quarter, SIGAR issued 13 audits, inspections, alert letters, and other
products. SIGAR work to date has identified about $2 billion in savings for
the U.S. taxpayer.

SIGAR issued an updated High-Risk List identifying the most critical
issues facing reconstruction. The eight areas currently most at risk are:
Afghan security forces capacity and capabilities, corruption, sustainability,
on-budget support, counternarcotics, contract management, oversight, and
strategy and planning. The first High-Risk List was issued in December 2014.

SIGAR published one audit alert letter in response to a congressional
inquiry about the Department of Defense’s (DOD) Task Force for Business
and Stability Operations’ use of private villas in Kabul and other locations
in Afghanistan. SIGAR also published one performance audit report this
period. The audit examined the quality of data USAID used to report prog-
ress in Afghanistan’s health care sector.

SIGAR completed three financial audits of U.S.-funded contracts, grants,
and cooperative agreements to rebuild Afghanistan. These financial audits
identified more than $2.4 million in questioned costs as a result of internal-
control deficiencies and noncompliance issues. To date, SIGAR’s financial
audits have identified nearly $380 million in questioned costs.

This quarter, SIGAR published one follow-up inspection report. The
report examined the Sheberghan teacher training facility.

SIGAR'’s Office of Special Projects issued six products expressing con-
cern on a range of issues including: abandonment of a large hotel and
apartment building construction project in Kabul funded by the Overseas
Private Investment Corporation (OPIC), observations from site visits of 25
schools in Herat constructed or rehabilitated by the United States Agency
for International Development (USAID), site inspections of 30 USAID-
supported health facilities in Baghlan Province, and a U.S. Embassy Kabul
grantee’s unsuccessful efforts to increase Afghan women’s participation
in cricket.

During the reporting period, SIGAR criminal investigations resulted in
one conviction and six sentencings; nearly $2 million in criminal fines and
restitutions; and a recovery of $320,000 from a civil settlement. Additionally,
as the result of a SIGAR investigation, and subsequent coordination
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COMPLETED SPECIAL PROJECT
PRODUCTS

- Special Project Review 17-17-SP:
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- High-Risk List 17-25-HRL

ALERT LETTERS

- Audit Alert Letter 17-14-AL: Response
to Congressional Request for
Information about TFBSO Villas

with officials within the Ghani administration, a $99 million, improperly
awarded, sole-source contract was terminated, avoiding excessive costs to
the financing entity, to which the United States is a lead contributor. SIGAR
initiated 18 new investigations and closed 13, bringing the total number of
ongoing investigations to 259.

This quarter, SIGAR’s suspension and debarment program referred
six parties for suspension or debarment based on evidence developed as
part of investigations conducted by SIGAR in Afghanistan and the United
States. These referrals bring the total number of individuals and companies
referred by SIGAR since 2008 to 809, encompassing 453 individuals and 356
companies to date.

AUDITS

SIGAR conducts performance audits, inspections, and financial audits

of programs and projects connected to the reconstruction effort in
Afghanistan. Since its last report to Congress, SIGAR has issued one audit
alert letter, one performance audit, three financial audits, and two follow-up
inspection reports. This quarter, SIGAR has 14 ongoing performance audits.

Audit Alert Letter

U.S. military and civilian officials have asked SIGAR to provide them with
real-time information to prevent waste and increase the effectiveness of
U.S. reconstruction programs. One of SIGAR’s main goals is to provide
implementing agencies and Congress with actionable information while
there is still time to make a difference. To achieve that goal, SIGAR sends
audit alert letters to highlight concerns.

During this reporting period, SIGAR sent one audit alert letter in
response to a congressional inquiry about DOD’s Task Force for Business
and Stability Operations’ use of private villas in Kabul and other locations
in Afghanistan.

Audit Alert Letter 17-14-AL: Response to Congressional
Request for Information about TFBSO Villas

On December 5, 2016, SIGAR wrote to Representative Walter Jones with a
response to his information request about DOD’s Task Force for Business
and Stability Operations’ (TFBSO) use of private ‘villas’ in Kabul and other
locations in Afghanistan. Representative Jones requested that SIGAR pro-
vide information on the cost, occupancy, and use of the villas.

To answer these questions—Ilisted below by number with an abridged
version of SIGAR’s response—SIGAR auditors searched the TFBSO hard
drive that DOD delivered to SIGAR on January 14, 2016, which DOD
claimed contained all of its remaining electronic records on the task force.
Additionally, SIGAR contacted all the agencies that performed contracting
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on TFBSO’s behalf for the villas in Afghanistan and reviewed their contract
documents. SIGAR also contacted three contractors identified as having
provided services at the villas: Triple Canopy, Defense Group Incorporated
(DGI), and Muscogee Nation Business Enterprise (MBNE). SIGAR also
contacted former contractor employees with knowledge of the use and
operation of the TFBSO villas.

Question 1 sought the names and employment status (for example:
TFBSO staff member, other government agency employee, contractor
employee, or TFBSO guest or visitor) of all persons who stayed at these
villas while they were leased by TFBSO, the purpose of their visit and the
duration of their stay.

After reviewing the TFBSO hard drive, records from relevant contrac-
tors, and contract documents, SIGAR was unable to definitively state the
names and employment status of everyone who stayed at the villas, the pur-
pose of their visits, or the duration of their stays. However, SIGAR did find
“travel trackers” that contained information regarding who may have stayed
at the villas between September 18, 2010, and July 20, 2012; the villas were
in operation until December 31, 2014. Information from those trackers was
included as an enclosure in the alert letter.

Question 2 asked for a breakdown of the costs incurred by TFBSO to
operate, furnish, and maintain these villas.

On November 25, 2015, SIGAR's Office of Special Projects reported
that DOD spent nearly $150 million on private housing and private secu-
rity guards to support TFBSO’s operations in Afghanistan. This figure
was derived from information provided by legal representatives for Triple
Canopy, DGI, and MNBE.

Based on SIGAR auditors’ analysis of the TFBSO hard drive, contract
documents retained by relevant U.S. contracting agencies, and discus-
sions with the contractors regarding their operation of TFBSO’s villas,
SIGAR concluded that $183,213,210 was obligated to 13 contracts or deliv-
ery orders that partially or fully supported TFBSO'’s villas in Afghanistan.
However, because the documentation was either incomplete or did not con-
tain enough detail to delineate villa versus non-villa costs, SIGAR could not
identify an exact amount.

For four of the 13 contracts or delivery orders, SIGAR could not deter-
mine the final obligated amount because the U.S. contracting agencies were
either unable to locate the contract closeout documentation, or the contract
documentation purportedly had been disposed of in accordance with nor-
mal agency procedures.

For all contracts that lacked closeout documentation, SIGAR’s alert let-
ter included an enclosure with obligation data and each contract’s original
obligation amount or final costs as reported by the contractor, as available.

Question 3 sought descriptions of the various types of villas TFBSO
used. For example, SIGAR’s November 25, 2015, inquiry letter refers to
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“leadership villas” and “investor villas.” How did these villas differ from
one another and what might have been more basic villas? How did TFBSO
decide who would occupy each type of villa?

SIGAR could not find a documented distinction between the “leadership
villas” and “investor villas” based on analysis of the TFBSO hard drive, the
contract files, and information provided by Triple Canopy, DGI, and MNBE.
In addition, SIGAR could not find any documents indicating how TFBSO
decided who would occupy each type of villa.

Only Triple Canopy’s contracts contained language distinguishing the
types of villas; however, the contract documents do not make a clear dis-
tinction between villas types beyond calling for separate office spaces,
kitchens, and dining rooms for investor villas, and requiring upgraded fur-
nishings. The contracts did not specify which villas were for investors or
how many there were.

Question 4 asked for copies of all contract-related documents pertain-
ing to services at the villas provided by Triple Canopy, DGI, and MNBE.
“Contract-related documents” includes contracts, delivery and task orders,
modifications and amendments, as well as contract proposals, solicita-
tions, award decisions, justifications (for single-bid contracts and contracts
awarded with less than full and open competition), contract audits and
reviews, and contractor past performance reviews.

SIGAR requested copies of all contract-related documents for the vil-
las from each of the four relevant contracting offices. The U.S. Air Force
Acquisition Directorate notified SIGAR that it could not find its TFBSO con-
tract files, possibly because it had disposed of them. The General Services
Administration provided SIGAR with partial files electronically. The
Department of Interior and DOD’s Washington Headquarters Service pro-
vided SIGAR access to all the contract files, but did not give SIGAR copies.
This is because many of the contract files related to TFBSO villa operations
consist of hundreds, if not thousands, of paper pages, making them prohibi-
tively burdensome to scan or photocopy in their entirety. SIGAR therefore
reviewed each contract file in its entirety, but retained copies of only rel-
evant information, including closeout documentation.

DOD’s records for TFBSO are incomplete. In fact, in response to a
separate congressional request, SIGAR attempted to perform a full finan-
cial audit of TFBSO’s activities in Afghanistan. Because DOD could not
produce basic contract files and other financial information related to
TFBSO’s expenditure of the $640 million in appropriations it received,
SIGAR determined that it would be impossible to conduct a full financial
audit that would allow SIGAR to express a meaningful opinion on TFBSO'’s
financial records.

SIGAR continues to make inquires to DOD, the contracting agencies,
TFBSO’s contractors, and former task force employees as part of SIGAR’s
ongoing audit of TFBSO activities in Afghanistan.
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Performance Audit Reports Published

SIGAR published one performance audit report this quarter. The audit
examined the quality of data USAID used to report progress in Afghanistan’s
health care sector.

Performance Audit 17-22-AR: Afghanistan’s Health Care Sector
USAID’s Use of Unreliable Data Presents Challenges in Assessing Program Performance
and the Extent of Progress

Since 2002, USAID has obligated nearly $1.5 billion in assistance to develop
Afghanistan’s health care sector and publicly cites numerous achieve-
ments made in life expectancy, child and infant mortality, and maternal
mortality. However, SIGAR found that USAID did not disclose data qual-

ity limitations. This lack of disclosure calls into question the extent of the
achievements claimed. Given the difficulties in collecting data, USAID’s
Automated Directive System allows USAID missions to choose the best
available evidence. However, missions are required to be transparent and
to communicate “any limitations in data quality so that achievements can
be honestly assessed.” In all cases SIGAR reviewed, USAID did not disclose
data limitations.

For example, for life expectancy, USAID publicly reported a 22-year
increase from 2002 to 2010. USAID did not disclose that the baseline data
came from a World Heath Organization report which cited that due to the
severe scarcity of information in countries like Afghanistan, indirect esti-
mating methods were used. In addition, a later World Health Organization
report only shows a six-year increase for males and an eight-year increase
for females in life expectancy between 2002 and 2010. For maternal mor-
tality, USAID’s public documents cite a decrease from 1,600 to 327 deaths
per 100,000 live births between 2002 and 2010. However, upon reviewing
USAID’s data, SIGAR found that the 2002 information was based on a sur-
vey conducted in only four of Afghanistan’s then-360 districts. USAID’s own
internal documentation acknowledged the limitations.

USAID has also relied on data from the Ministry of Public Health’s
(MOPH) Health Management Information System (HMIS), which contains
information entered by Afghans working at clinics and hospitals throughout
the country. This includes information on the number of patients seen and
number of births that occurred at each facility. However, according to the
director general of the MOPH department that oversees the system, “The
data in HMIS [are] not 100% complete.” Furthermore, in 2014, the World
Bank found that although HMIS officials in Kabul require provincial officers
to verify the accuracy of reports collected in their provinces by visiting the
health facilities themselves, the officials indicated that “they rarely travelled
outside the provincial capital and rarely verified the reports.”

SIGAR found that USAID’s project evaluations and performance reports
were not linked to the broader health care assistance objectives included in
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the PMP for Afghanistan, and the agency’s performance-monitoring effort
lacked the information needed to prove that its efforts helped achieve its
objectives. For example, USAID provided us with final performance reports
for eight of the 20 completed projects. Based on our review of these eight
reports, SIGAR determined that there was not a direct link between these
reports and the five health-assistance objectives listed in the U.S. Mission in
Afghanistan’s Post Performance Management Plan (PMP), which State and
USAID developed in 2010 to help U.S. Embassy Kabul plan, set, manage,
and assess its assistance efforts for 2011 through 2015. For example, the
final performance report for the Basic Support for Institutionalizing Child
Survival-III project discussed child malnutrition, one of the five health care
assistance objectives, but calculated child malnutrition differently than the
metric used in the PMP.

USAID guidance requires at least one external evaluation, but does not
specify when that evaluation is to be conducted. Not having an independent
final evaluation forces USAID to rely on reports from implementing part-
ners that may have a conflict of interest because the implementing partner
also performed the project. These reports could be biased, increasing the
risk that USAID is using inaccurate information to influence decisions about
future health care projects. For example, in August 2012, a final report writ-
ten by the implementing partner for the $100.5 million Tech-Serve project
claimed that it strengthened the MOPH Grants and Contract Management
Unit’s capacity to handle donor funds. However, only four months later,
USAID’s own assessment directly contradicted the Tech-Serve implement-
ing partner’s final report, and USAID concluded that it cannot rely on the
MOPH’s systems and internal controls to manage donor funds.

Additionally, USAID did not contract for an external evaluation of the
$259.6 million Partnership Contracts for Health (PCH) project, the agency’s
largest health care project in Afghanistan. According to USAID, the PCH
project did not need an external or final evaluation because both the USAID
Office of Inspector General and SIGAR had reviewed the project. USAID
justified waiving its own requirement for an external evaluation of PCH on
the basis of these prior reviews. However, the USAID Office of Inspector
General’s and SIGAR’s reviews did not examine the project’s overall effec-
tiveness or how it related to the health objectives in the PMP.

Finally, Afghanistan faces several challenges to developing a strong,
sustainable health care sector. The Afghan government lacks funds to oper-
ate and sustain its health care facilities; hospitals are unable to provide
adequate care; health care facilities lack qualified staff; and corruption
throughout the system remains a concern. Because of these challenges,
many Afghans seek health care services abroad. According to a 2014
Medecins Sans Frontieres report, Afghans have limited faith in the quality
of their health care system. The report states that four out of five Afghans
bypassed their closest public clinic primarily because they believed there
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were problems with the availability or quality of staff, services, or treat-
ments there. As a result, according to MOPH, USAID, and World Health
Organization officials, Afghans spend approximately $285 million annually
on health care services in other countries, depriving the health care sec-
tor of a vital source of revenue and further weakening the government’s
ability to sustain the facilities that donors are now funding. Furthermore,
according to MOPH surveys, 99% of respondents said the medical care they
received abroad was better than the care they received at home.

SIGAR made three recommendations to USAID. To ensure that gov-
ernment decision makers and the general public have an accurate
understanding of progress in the Afghan health care sector and ensure that
USAID has more insight into the accuracy and reliability of implementing
partners’ final performance reports, SIGAR recommended that the USAID
Mission Director for Afghanistan: (1) acknowledge in external reporting
the limitations associated with surveys and data the agency uses to demon-
strate its achievements in the health care sector in Afghanistan; (2) amend
mission guidelines for conducting project reviews in Afghanistan to require
an explicit discussion of the applicable PMP objectives; and (3) take action
to validate the accuracy of final health care project reports submitted by
implementing partners in Afghanistan.

Financial Audits

SIGAR launched its financial-audit program in 2012, after Congress and the
oversight community expressed concerns about oversight gaps and the grow-
ing backlog of incurred-cost audits for contracts and grants awarded in support
of overseas contingency operations. SIGAR competitively selects independent
accounting firms to conduct the financial audits and ensures that the audit
work is performed in accordance with U.S. government auditing standards.
Financial audits are coordinated with the federal inspector-general community
to maximize financial-audit coverage and avoid duplication of effort.

This quarter, SIGAR completed three financial audits of U.S.-funded
contracts, grants, and cooperative agreements to rebuild Afghanistan. The
audits question expenditures that cannot be substantiated or are potentially
unallowable. The total number of ongoing financial audits is 21 with nearly
$707 million in auditable costs, as shown in Table 2.1.

SIGAR issues each financial-audit report to the funding agency that
made the award(s). The funding agency is responsible for making the final
determination on questioned amounts identified in the report’s audit find-
ings. Since the program’s inception, SIGAR’s financial audits have identified
nearly $380 million in questioned costs and $363,244 in unremitted inter-
est on advanced federal funds or other revenue amounts payable to the
government. As of December 31, 2016, funding agencies had disallowed
nearly $16.9 million in questioned amounts, which are subject to collection.
It takes time for funding agencies to carefully consider audit findings and
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TABLE 2.1

SIGAR’S FINANCIAL AUDIT
COVERAGE (s BILLIONS)

86 Completed Audits $6.9
21 Ongoing Audits $0.7
Total $7.6

Note: Numbers have been rounded. Coverage includes audit-
able costs incurred by recipients of U.S.-funded Afghanistan
reconstruction contracts, grants, and cooperative agreements

Source: SIGAR Audits and Inspections Directorate.

Questioned amounts: the sum of poten-
tially unallowable questioned costs and
unremitted interest on advanced federal
funds or other revenue amounts payable to
the government.

Questioned costs: costs determined to be
potentially unallowable. The two types of
questioned costs are ineligible costs (viola-
tion of a law, regulation, contract, grant,
cooperative agreement, etc., or an un-
necessary or unreasonable expenditure of
funds) and unsupported costs (those not
supported by adequate documentation or
proper approvals at the time of an audit).
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Special Purpose Financial Statement:
a financial statement that includes all

revenues received, costs incurred, and any
remaining balance for a given award during

a given period.

COMPLETED FINANCIAL AUDITS

- Financial Audit 17-20-FA: USAID
Contract with Black & Veatch Special
projects Corporation for the Kandahar-
Helmand Power Program

- Financial Audit 17-23-FA: State Grant
with Aga Khan Foundation USA for
the Strengthening Afghan Governance
and Alternative Livelihoods (SAGAL)
Program

- Financial Audit 17-24-FA: State
Grant with Sayara Media and
Communications for Afghanistan
Counternarcotic Program

recommendations. As a result, final disallowed cost determinations remain

to be made for several of SIGAR’s issued financial audits. SIGAR’s financial

audits have also identified and communicated 325 compliance findings and

347 internal-control findings to the auditees and funding agencies.
SIGAR’s financial audits have four specific objectives:

¢ Express an opinion on whether the Special Purpose Financial
Statement for the award presents fairly, in all material respects,
revenues received, costs incurred, items directly procured by the U.S.
government, and balance for the period audited in conformity with the
terms of the award and generally accepted accounting principles or
other comprehensive basis of accounting.

¢ Evaluate and obtain a sufficient understanding of the audited entity’s
internal control related to the award; assess control risk; and identify
and report on significant deficiencies, including material internal-
control weaknesses.

¢ Perform tests to determine whether the audited entity complied, in
all material respects, with the award requirements and applicable
laws and regulations; and identify and report on instances of
material noncompliance with terms of the award and applicable laws
and regulations.

¢ Determine and report on whether the audited entity has taken adequate
corrective action to address findings and recommendations from
previous engagements.

A list of completed and ongoing financial audits can be found in Appendix C

of this quarterly report.

Financial Audits Published

This quarter, SIGAR completed three financial audits of U.S.-funded con-
tracts, grants, and cooperative agreements to rebuild Afghanistan. These
financial audits identified $2,417,088 in questioned costs as a result of inter-
nal control deficiencies and noncompliance issues and $109 in unremitted
interest on advanced federal funds or other revenue amounts payable to the
government. These deficiencies and noncompliance issues included receiv-
ing reimbursement for subcontractor costs that were never incurred, failing
to meet a grant’s cost-sharing requirements, charging unallowable laundry
expenses to a grant, employing a foreign currency conversion process that
did not follow U.S. generally accepted accounting principles, failing to
adjust indirect cost rates to reflect actual costs, and neglecting to complete
a cost or price analysis for a mobile phone service procurement.
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Financial Audit 17-20-FA: USAID’s Kandahar Helmand

Power Project

Audit of Costs Incurred by Black & Veatch Special Projects Corporation

On December 9, 2010, USAID awarded a $266 million, 34-month contract to
Black & Veatch Special Projects Corporation (BVSPC) to fund the Kandahar
Power Initiative. As a critical component of the U.S. government’s coun-
terinsurgency strategy in southern Afghanistan, the initiative was part of a
national program to improve the Southeast Power System and connect it
with other electrical grids in Afghanistan. Over the course of 18 modifica-
tions, the program was renamed the Kandahar Helmand Power Project
(KHPP), the budget was reduced to $229 million, and the period of perfor-
mance was extended to November 30, 2015. USAID authorized BVSPC to
conduct contract closeout activities through December 31, 2015. SIGAR’s
financial audit, performed by Crowe Horwath LLP (Crowe), reviewed
$227,372,464 charged to the contract from December 9, 2010, through
December 31, 2015.

Crowe identified four material weaknesses and four significant deficien-
cies in BVSPC’s internal controls and 10 instances of noncompliance with
the terms and conditions of the KHPP contract. Of note, Crowe found that
BVSPC was reimbursed for more than $1.3 million in subcontractor costs
that were not reimbursable. Another $34,473 was called into question
because BVSPC did not complete cost and price analysis for a procurement
for mobile phone service. Crowe also reported several findings arising from
deficiencies in BVSPC’s property and inventory records.

As aresult of these internal-control weaknesses and instances of
noncompliance, Crowe identified $1,350,382 in total questioned costs, con-
sisting of $1,313,191 in ineligible cost and $37,191 in unsupported costs.

Crowe reviewed five prior audit reports applicable to the KHPP and con-
ducted follow-up procedures on seven matters that could have a direct and
material effect on the Special Purpose Financial Statement (SPF'S) or other
financial information significant to the audit objectives. Crowe concluded
that BVSPC had not taken adequate corrective action on three of the items.

Crowe issued an unmodified opinion on BVSPC’s SPF'S, noting that it
presents fairly, in all material respects, revenues received, costs incurred,
and the balance for the period audited.

Based on the results of the audit, SIGAR recommends that the respon-
sible contract officer at USAID:

1. Determine the allowability of and recover, as appropriate, $1,350,382
in questioned costs identified in the report.

2. Advise BVSPC to address the report’s eight internal-control findings.

3. Advise BVSPC to address the report’s 10 noncompliance findings.
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Unsupported costs: costs not supported
with adequate documentation or that did
not have required prior approval.

Ineligible costs: costs prohibited by the
award, applicable laws, or regulations.
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Financial Audit 17-23-FA: Department of State’s Strengthening
Afghan Governance and Alternative Livelihoods Program

Audit of Costs Incurred by the Aga Khan Foundation USA

On July 17, 2014, the Department of State (State) awarded an $11,884,816
grant to the Aga Khan Foundation USA (AKF) to support the Strengthening
Afghan Governance and Alternative Livelihoods program. Its purpose was
to improve alternative livelihoods for vulnerable populations in Afghanistan
and to complement similar past and current programming funded by the
U.S. government. According to AKF’s website, the activities were designed
to “strengthen farmers’ capacity to improve their livelihoods with better
inputs (seeds, fertilizers, and access to extension services), training on new
technology, and mechanisms that connect farmers with markets to increase
sales of their crops.” The award was active from July 21, 2014, through
January 20, 2016, with total obligated funding of $11,078,002. SIGAR’s
financial audit, performed by Crowe Horwath LLP (Crowe), reviewed
$11,078,002 in expenditures charged to the grant from July 21, 2014, through
January 20, 2016.

Crowe identified two material weaknesses and one significant deficiency
in AKF’s internal controls. In addition, Crowe found three instances of
noncompliance. The first instance deals with the terms and conditions of
the grant; AKF did not meet the cost-sharing requirement and did not make
the required in-kind contributions. As result, Crowe questioned $928,370
because of the cost sharing, and AKF was eligible to receive only 85.4% of
the funds the U.S. government authorized for the program.

In the second instance, Crowe found that AKF did not have a policy that
explained the foundation’s responsibilities in monitoring and classifying its
subgrantees which resulted in $133,155 questioned costs. The last instance
involved charging unallowable laundry expenses.

In addition, AKF’s foreign-currency conversion process did not follow
U.S. generally accepted accounting principles, which require the exchange
rate to be recorded when a transaction occurs. AKF instead recorded its
currency-exchange transactions at the beginning of the month.

As aresult of these internal-control deficiencies and instances of non-
compliance, Crowe identified $1,061,510 in total questioned costs, all of
which were unsupported costs. Crowe did not identify any ineligible costs.

Crowe identified three previous audit reports that could have a material
impact on the Special Purpose Financial Statement (SPFS). However, after
review, Crowe concluded that there were no applicable findings and there-
fore no follow-up action was required.

Crowe issued a modified opinion on AKF’s SFPS due to the amount of
material questioned costs related to the cost-share requirement not being
met and inadequate subrecipient monitoring procedures and classification.

Based on the results of the audit, SIGAR recommends that the respon-
sible agreement officer at State:
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1. Determine the allowability of and recover, as appropriate, $1,061,510
in questioned costs identified in the report.

2. Advise AKF to address the report’s three internal-control findings.

3. Advise AKF to address the report’s three noncompliance findings.

Financial Audit 17-24-FA: Department of State’s Afghanistan
Counternarcotics Program

Audit of Costs Incurred by Sayara Media and Communications

On April 3, 2013, State awarded an $8,219,255 cooperative agreement to
Sayara Media and Communications (Sayara) to support State’s Afghanistan
Counternarcotics Program. The two-year program sought to deliver orga-
nizational reform to the Afghan Ministry of Counternarcotics and increase
the capacity of its staff. According to the agreement, Sayara was required
to engage in activities such as collecting reliable information on the Afghan
drug trade, initiating a public information and awareness campaign, and
shifting ownership of program implementation, oversight, and responsibil-
ity to the ministry in the program’s second year.

After four modifications, the total obligated amount of the agreement
increased to $12,678,720, and the period of performance was extended to
November 6, 2017. SIGAR’s financial audit, performed by Crowe Horwath
LLP (Crowe), reviewed $9,719,662 in expenditures Sayara charged to the
agreement for the period from April 4, 2013, through April 3, 2016.

Crowe identified one significant deficiency, two deficiencies in Sayara’s
internal controls, and three instances of noncompliance with the terms and
conditions of the cooperative agreement and applicable regulations. For
example, Crowe found that Sayara did not adjust its indirect cost rates to
reflect actual costs, but instead charged the agreement based on estimated
rates. Crowe also found that Sayara did not use $5,196 that State provided.
Finally, Crowe found that in nine of 11 instances tested, Sayara withdrew
more federal funds than it needed to pay program costs, which was con-
trary to the cooperative agreement’s requirements.

Because of these internal-control deficiencies and instances of non-
compliance, Crowe identified $5,196 in total questioned costs categorized
entirely as unsupported. Crowe did not identify any ineligible costs. Crowe
calculated $109 in imputed interest on the excess funds Sayara withdrew.

Crowe identified four previous audit reports. However, because they
did not have any findings or recommendations, no follow-up action
was required.

Crowe issued a modified opinion on the SPFS because of the issues
noted with respect to Sayara’s charges for indirect costs. Crowe concluded
that indirect costs may be misstated in the statement.

Based on the results of the audit, SIGAR recommends that the respon-
sible agreement officer at State:
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COMPLETED INSPECTION REPORTS

- Inspection Report 17-19-IP:
Sheberghan Teacher Training Facility

1. Determine the allowability of and recover, as appropriate, $5,196 in
questioned costs identified in the report.

2. Collect $109 in interest from Sayara.

3. Advise Sayara to address the report’s three internal-control findings.

4. Advise Sayara to address the report’s three noncompliance findings.

INSPECTIONS

Inspection Report Published
This quarter, SIGAR published a follow-up inspection report that examined
the Sheberghan teacher training facility.

Inspection Report 17-19-IP: Sheberghan Teacher Training Facility
Electrical System Deficiencies Were Corrected, but Water Quality and Funding for
Generator Fuel Remain Concerns

This report discusses the results of SIGAR’s follow-up inspection of the
Sheberghan teacher training facility, which was funded by USAID and con-
structed under a U.S. Army Corps of Engineers (USACE) contract. SIGAR’s
objectives for this inspection were to assess whether the facility (1) had
been completed in accordance with contract requirements and applicable
construction standards, and (2) was being used.

On July 17, 2013, SIGAR reported that four years after construction
began, the facility was still not complete, and Mercury Development, the
original contractor, had walked away from the project after being paid
$3.1 million, despite poor performance, the facility’s being incomplete,
and unresolved electrical issues. SIGAR also noted that USACE dismissed
Zafarkhaliq Construction Company, the second contractor, for its inability
to complete the project. In addition, SIGAR reported that the facility’s elec-
trical wiring did not meet the U.S. National Electrical Code, as the contract
required, and that an improper entry, known as a “tap,” into the electrical
system exposed occupants to potential electrocution and fire hazards.

During SIGAR’s follow-up site visits conducted in April 2015 and
September 2016, SIGAR found that the facility had been completed and was
being used. SIGAR also found that although the facility’s construction was
substantially delayed, it was generally completed according to engineering
standards and the electrical deficiencies SIGAR identified in the first inspec-
tion report had been resolved. The facility’s water quality and funding for
fuel to meet generator requirements remain concerns.

SIGAR provided a draft of this report to USAID for comment. In its com-
ments, USAID stated that the Sheberghan teacher training facility has been
completed, and all recommendations from SIGAR’s July 2013 report have
been resolved. With regard to water quality, the agency noted that because
the facility was officially transferred to the Ministry of Higher Education, it

SPECIAL INSPECTOR GENERAL | AFGHANISTAN RECONSTRUCTION



SIGAR OVERSIGHT ACTIVITIES

is now the ministry’s responsibility to purchase chlorine to ensure that the
water-treatment system works as designed. USAID said it would alert the
ministry about the need for chlorine. With regard to funding the generator
fuel, USAID stated that the amount of fuel required has decreased signifi-
cantly because the facility is now connected to the city power grid for its
primary source of electricity.

Because the deficiencies SIGAR identified in the July 2013 inspection
report have been corrected and the Ministry of Higher Education is now
responsible for the facility’s operation and maintenance, SIGAR is not mak-
ing any new recommendations.

Status of SIGAR Recommendations

The Inspector General Act of 1978, as amended, requires SIGAR to report
on the status of its recommendations. This quarter, SIGAR closed four rec-
ommendations contained in two audit and inspection reports. These reports
contained recommendations that resulted in the recovery of $68,605 in ineli-
gible or unsupported contract costs paid by the U.S. government.

From 2009 through December 2016, SIGAR published 244 audits, alert
letters, and inspection reports and made 714 recommendations to recover
funds, improve agency oversight, and increase program effectiveness.
SIGAR has closed over 82% of these recommendations. Closing a recom-
mendation generally indicates SIGAR’s assessment that the audited agency
has either implemented the recommendation or otherwise appropriately
addressed the issue. In some cases, a closed recommendation will be the
subject of follow-up audit work.

The Inspector General Act of 1978, as amended, also requires SIGAR to
report on any significant recommendations from prior reports on which
corrective action has not been completed. In this quarter, SIGAR continued
to monitor agency actions on recommendations in 52 audit and inspection
reports. There were no recommendations over 12 months old where the
agency had yet to produce a corrective-action plan that SIGAR believes
would resolve the identified problem or otherwise respond to the recom-
mendations. However, there are 30 audit and inspection reports over 12
months old for which SIGAR is waiting on the respective agencies to com-
plete their agreed-upon corrective actions.

SPECIAL PROJECTS

SIGAR'’s Office of Special Projects was created to examine emerging

issues and deliver prompt, actionable reports to federal agencies and the
Congress. The team conducts a variety of assessments, producing reports
on all facets of Afghanistan reconstruction. The directorate is made up of
auditors, analysts, investigators, lawyers, subject-matter experts, and other
specialists who can quickly and jointly apply their expertise to emerging
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COMPLETED SPECIAL PROJECTS

- Special Project Review 17-12-SP:
Schools in Herat Province: Observations
from Site Visits at 25 Schools

- Special Project Review Letter 17-13-SP:
Abandonment of OPIC Projects in Kabul

- Special Project Inquiry Letter 17-
16-SP: USAID Implementation and
Oversight of the Promoting Gender
Equity in National Priority Programs
(Promote) Initiative

- Special Project Review 17-17-SP:
Women’s Cricket Leadership Exchange
Grant: Efforts to Increase Women’s
Participation in Cricket Hindered by
a Lack of Support from Afghanistan
Cricket Board

- Special Project Review Letter 17-18-
SP: USAID-Supported Health Facilities
in Baghlan

- Special Project Review 17-21-SP:
Nonpayment to Afghan Subcontractors
Update

problems and questions. This quarter, SIGAR’s Office of Special Projects
wrote six products, including reviews, review letters, and inquiry letters,
expressing concern on a range of issues including: the abandonment of a
large OPIC-funded hotel and apartment building construction project in
Kabul, observations from site visits of 25 schools in Herat Province con-
structed or rehabilitated by USAID, site inspections of 30 USAID-supported
health facilities in Baghlan Province, and a grantee’s unsuccessful efforts to
increase Afghan women’s participation in cricket.

Review 17-12-SP: Schools in Herat Province

Observations from Site Visits at 25 Schools

This report is the first in a series that will discuss SIGAR’s findings from site
visits at schools across Afghanistan. The 25 schools discussed in this report
were either built or rehabilitated using taxpayer funds provided by the
USAID. As of September 30, 2016, USAID has disbursed about $868 million
for education programs in Afghanistan. The purpose of this Special Project
review is to determine the extent to which schools purportedly constructed
or rehabilitated in Herat province using USAID funds were open and opera-
tional, and to assess their current condition.

SIGAR was able to assess the general usability and potential structural,
operational, and maintenance issues for each of the 25 schools. SIGAR’s
observations from these site visits indicated that there may be problems
with student and teacher absenteeism at many of the schools SIGAR vis-
ited in Herat that warrant further investigation by the Afghan government.
SIGAR also observed that several schools in Herat lack basic needs includ-
ing electricity and clean water, and have structural deficiencies that are
affecting the delivery of education.

SIGAR provided a draft of this review to USAID for comment on
October 7, 2016. USAID provided comments on November 2, 2016. In
its comments, USAID pointed out that it rehabilitated 21 of the schools
SIGAR visited and constructed four of them. USAID also stated that it
is no longer building new schools in Afghanistan and that it had trans-
ferred these 25 schools to the Afghan Ministry of Education (MOE) by
2006. USAID also stated that “a single 1-2 hour site visit during only one
of two or potentially three shifts during a school day cannot substanti-
ate claims of low attendance.” As stated in the report, SIGAR agrees
and acknowledges that it “cannot draw any firm conclusions based on
[its] observations, because site visits only represent a snapshot in time.”
Additionally, USAID stated that it “will ensure that the MOE is notified of
the data issues identified by SIGAR for further analysis, and follow-up as
well on the other issues raised in the SIGAR review.” SIGAR conducted
its work in Herat and Kabul Provinces, and in Washington, DC from
November 2015 through September 2016 in accordance with SIGAR’s
quality-control standards.
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Review Letter 17-13-SP: Abandonment of OPIC Projects in Kabul
SIGAR sent OPIC a review letter to alert the corporation to serious deficien-
cies in the management and oversight of $85 million in loans made by OPIC
for the construction of a hotel and an adjacent apartment building, directly
across the street from the U.S. Embassy in Kabul, Afghanistan.

The proposal for the so-called Marriott Kabul Hotel project was submit-
ted to OPIC in December of 2006 by Fathi Taher, a Jordanian citizen, and his
U.S. sponsor, General Systems International LLC. The project called for the
construction of “a 209-room, five-star hotel in Afghanistan . . . that [would]
provide accommodation for foreign investors, an important boost to recon-
struction efforts in the country, and a gateway for returning Afghan citizens
who have spent time outside of their homeland.” According to an OPIC
report, “The foreign exchange generated from official government and busi-
ness travelers will contribute to the economic development of other sectors
in the Afghan economy. These foreign exchange earnings are expected to
total over $80 million annually.”

In January 2007, OPIC approved the proposed loan for $60 million. An
initial disbursement of a portion of the loan was made in February 2009 and
construction was originally expected to be completed by the end of 2010.
Ultimately, there were four loan disbursements made, totaling $57,771,796.

In 2010, Fathi Taher and his United States sponsor, Apus Apartments
LLC, submitted a proposal to OPIC for the construction of an apartment
building adjacent to the hotel, referred to as the “Kabul Grand Residences”.
The apartment building was intended to provide “secure housing to local
residents, expatriate workers, foreign diplomats, international aid work-
ers, and U.S. government personnel.” The loan was approved by OPIC in
September 2011, for $27 million. OPIC made three loan disbursements total-
ing $27 million for the project. The developer and the project manager for
both the hotel and the apartment building was the same Fathi Taher entity,
Tayl Investors Group.

SIGAR found the hotel and the apartment building to be abandoned
empty shells, and both loans were in default, possibly as the result of fraud.
SIGAR’s preliminary investigation of these projects indicated troubling man-
agement practices and lax oversight by OPIC. The loans for both projects
were disbursed in increments over time based on progress reports submit-
ted by the borrower. However, OPIC did not regularly visit the sites or have
an on-site monitoring presence at either construction project, but instead
relied almost exclusively on representations made by the loan recipients
regarding the status of the projects. As a result, the $85 million in loans is
gone, the buildings were never completed and are uninhabitable, and the
U.S. Embassy is now forced to provide security for the site at additional
cost to U.S. taxpayers.

While SIGAR'’s investigation of these two projects and a third OPIC proj-
ect in Afghanistan is ongoing, SIGAR believes the issues raised by these
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loans have broader implications which deserve OPIC’s immediate attention.
The failure to properly manage and oversee these loans may indicate sys-
temic problems in the management and oversight of OPIC loans for other
projects in Afghanistan and elsewhere around the world, putting additional
millions of dollars at risk.

OPIC has a long history of providing financing and insurance for suc-
cessful projects in developing countries under difficult circumstances,
and SIGAR believes that OPIC has a potentially valuable role to play in
Afghanistan. However, SIGAR’s investigation indicates that OPIC’s oversight
practices for the Marriott Kabul Hotel and the adjacent apartment project
in Kabul did not provide adequate assurance that OPIC’s loan funds were
properly spent.

OPIC provided nearly $85 million to the same developer for these two
projects, but did not employ or contract with a project supervisor or moni-
tor willing to be on-site to provide an objective, independent assessment of
construction progress.

In the letter, SIGAR expressed concern that the projects did not have
an appropriate level of oversight considering the risk and size of the loans.
SIGAR encouraged OPIC to use more robust oversight practices, appropri-
ate to the dynamic nature of Afghanistan’s security environment, when
funding any future large-scale construction projects in Afghanistan. Further,
given that these projects have been abandoned for the last three years,
SIGAR encouraged OPIC to take immediate action to recoup the loan funds
from the recipients.

The USAID Office of Inspector General is tasked with providing inde-
pendent oversight that promotes the efficiency, effectiveness, and integrity
of OPIC programs and operations. Therefore, SIGAR is coordinating with
them regarding the issues raised in this letter because these management
and oversight issues may extend to OPIC projects beyond Afghanistan.

SIGAR conducted this special project in Washington, DC and Kabul,
Afghanistan from February 2016 to October 2016, in accordance with
SIGAR'’s quality-control standards.

Inquiry Letter 17-16-SP: USAID Implementation and Oversight
of the Promoting Gender Equity in National Priority Programs
(Promote) Initiative

On December 7, 2016, SIGAR sent an inquiry letter to USAID Administrator
Gayle Smith requesting information regarding USAID’s implementation and
oversight of the Promoting Gender Equity in National Priority Programs
(Promote), USAID’s largest gender-focused initiative.

Promote launched in July 2013. USAID designed Promote to facilitate
the advancement of Afghan women into leadership positions in govern-
ment, the private sector, and civil society through education and training
programs. In October 2014, USAID announced the award of five-year,
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indefinite-delivery/indefinite-quantity contracts for Promote to three
prime contractors to implement the program: Chemonics International,
Development Alternatives Inc., and Tetra Tech Inc.

As of October 30, 2016, USAID has committed $280 million to Promote
and has sought to raise an additional $200 million from foreign donors.
When USAID announced the program in 2013, then-Administrator Rajiv
Shah, stated, “The program will make available more than $400 million dol-
lars with contributions of nearly $200 million dollars from the United States,
and we seek to raise more the $200 million dollars from other international
donors many of which have already expressed a willingness to invest.”

However, more than a year later when the contracts were awarded in
October 2014, no other donors had committed funds to the program.

In March 2015, SIGAR wrote to then-Acting Administrator Alfonso
Lenhardt to request information related to the development and initial
implementation of the Promote program. SIGAR's letter expressed concern
about whether USAID would be able to effectively implement, monitor, and
assess the impact of Promote.

In response to the inquiry about international donor commitments,
USAID stated that it “realized early on that the Promote project had great
potential to engage other donors increasingly interested in the issue of
women’s rights” and that it “is evaluating potential Promote partnership
opportunities with other international donors.” However, since then, USAID
has reported that it has still not obtained any international commitments to
the program.

In addition, SIGAR was concerned that a large portion of the funding
USAID has committed to Promote may go mostly to U.S. contractors, rather
than spent to directly benefit Afghan women. These concerns are shared by
Afghan women themselves. In late August and early September 2016, a team
of female SIGAR officials went to Afghanistan on a fact-finding mission to
identify the major challenges facing Afghan women. The SIGAR team inter-
viewed more than 40 prominent Afghan women, including President Ghani’s
wife, First Lady Rula Ghani. Among other things, SIGAR’s interviews
showed that, “As with many other U.S. aid projects, they fear that despite
what appears to be generous funding, a large portion will be absorbed by
U.S. contractors, leaving little to actually reach Afghan women.”

To help ensure that the Promote program is successful in achieving
important benefits for Afghan women, SIGAR recently initiated an audit
to examine USAID’s efforts to implement, oversee, and evaluate Promote
since its launch in November 2014. In support of that audit, and to better
understand the reasons for the lack of international donor support and
ongoing concern related to security and overhead costs, SIGAR inquired
about: (1) international donor outreach for Promote and potential donors
reasons provided, if any, for opting not to donate; (2) steps USAID took
to identify and eliminate duplication of efforts by Promote activities and
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other genderrelated programs implemented by international donors in
Afghanistan; and (3) the percentage of total program disbursements spent
on security and overhead costs for the three contractors and program
implementers.

Review 17-17-SP: Women'’s Cricket Leadership Exchange Grant
Efforts to Increase Women’s Participation in Cricket Hindered by a Lack of Support
from Afghanistan Cricket Board

In September 2014, U.S. Embassy Kabul’s Public Affairs Section (PAS)
approved a grant of $470,392 to develop, coordinate, and implement a
regional women’s leadership exchange for female cricket players from
Afghanistan, India, and Pakistan. In February 2016, SIGAR received a com-
plaint questioning whether the funds provided under the grant were used
as intended. SIGAR initiated this review in response to that complaint and
to determine the extent to which the grant achieved its intended objectives.
SIGAR found that the grantee failed to develop, coordinate, and imple-
ment the women'’s cricket exchange largely due to a lack of support from
the Afghanistan Cricket Board (ACB), and that the grantee and PAS jointly
agreed to terminate the grant on February 1, 2016. In July 2016, SIGAR
verified that the grantee returned $329,991 to PAS, or approximately 90%

of the original $376,313.42 grant funds disbursed, as well as six unused
mobile phones.

SIGAR provided a draft of this report to the State Department on
October 11, 2016. SIGAR received comments from PAS Kabul on
November 19, 2016. In its comments, PAS stated that “it appears that
SIGAR may not have spoken with any women cricket players or to Ms.
Tuba Sengar, the Director of Women'’s Cricket at the Afghanistan Cricket
Board,” and that doing so “would have been very helpful in clarifying many
of the points that the draft report left as inconclusive.” However, SIGAR
interviewed Ms. Sengar in conjunction with its meeting with Shafiqullah
Stanikzai, the chief executive officer of the ACB, and revised text in the
Special Project report to reflect that meeting. SIGAR was unable to speak
with the women who participated in the exchange, due to the inability of
either PAS or the grantee to provide a roster of participants.

PAS also reported that while it was disappointed that it was unable
to achieve the goals outlined in the project, both “PAS and [the grantee]
intensely monitored the project from its inception in September 2014 until
its end in January 2016.” However, SIGAR’s primary observation is that PAS
and the grantee gave significant leeway to the ACB to implement project
activities and did not exercise sufficient control and oversight of the com-
pletion of grant activities, including team selection and coordination with
partner cricket boards to ensure that intended outcomes were met.

On December 9, 2016, State requested that SIGAR not publish their com-
ments as an appendix to the review, as is SIGAR’s normal practice, because
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their comments included some identifying references to the grantee that
could endanger personnel in Afghanistan. Given the nature of State’s
request and its ongoing concern for the safety and security of grantee per-
sonnel, SIGAR agreed not to publish State’s comments. SIGAR conducted
this special project in Washington, DC, and Kabul, Afghanistan from April
2016 to October 2016, in accordance with SIGAR’s quality-control standards.

Review Letter 17-18-SP: USAID-Supported Health Facilities

in Baghlan

SIGAR sent USAID a review letter to inform them of the results of site
inspections conducted by SIGAR to verify the locations and operating con-
ditions at 30 public-health facilities in Baghlan Province, Afghanistan.

These facilities are supported by USAID through the World Bank-
administered Afghanistan Reconstruction Trust Fund (ARTF). Previously,
the Afghan Ministry of Public Health (MOPH) received funds through direct
bilateral assistance from USAID to fund operations at these health facilities.
SIGAR found substantial inaccuracies in the geospatial coordinates USAID
previously provided for many of these 30 health facilities, and observed
that not all facilities had access to electricity and drinking water. This is
the fourth in a series of health facility reviews SIGAR is conducting in prov-
inces throughout Afghanistan.

All of the 30 facilities SIGAR inspected were supported by USAID’s
$259.6 million Partnership Contracts for Health (PCH) program from July
2008 through June 2015. The PCH program provided funding to support the
operations of approximately 600 health facilities in 13 Afghan provinces,
including 50 in Baghlan Province. A key component of the PCH program
in Baghlan was the use of detailed geospatial location information—in the
form of global positioning system (GPS) coordinates—to ensure health
facilities were in the appropriate locations. SIGAR selected 30 of the 50
facilities to visit and observe operational conditions based on initial findings
from geospatial analysis and site-security assessments.

Following the conclusion of the PCH program on June 30, 2015,
USAID immediately began providing funding to support the same health
facilities through the World Bank-administered System Enhancement
for Health Action in Transition (SEHAT) program, which is scheduled
to run through June 2018. The total USAID contribution to the SEHAT
program is expected to be approximately $228 million. USAID contrib-
utes funds to the ARTF, and these funds are “preferenced” (earmarked)
to support the SEHAT program, specifically to support the same health
care facilities in the 13 provinces where USAID previously administered
its PCH program.

Since 2014, SIGAR has expressed concern regarding the oversight of
facilities supported by PCH. Those concerns have continued with the
administration of SEHAT. Over the past year, SIGAR has issued multiple
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letters calling into question the accuracy of the geospatial coordinates of
PCH- (now SEHAT-) supported health facilities throughout Afghanistan.

In response to SIGAR’s initial Alert Letter on the topic of GPS coor-
dinates, USAID stated that the MOPH was “currently collecting new
coordinates for its health facilities.” As part of SIGAR’s June 2016 review
of health facilities in Badakhshan Province, SIGAR requested updated data
from USAID. However, an agency official stated that USAID no longer main-
tained such data and that obtaining it would require a specialized request to
the Afghan government, which USAID was unwilling to make.

Accurate location-specific information, including geospatial coordinates,
is critical to effective oversight. To test the accuracy of USAID’s informa-
tion, SIGAR used data USAID provided in July 2015 to conduct limited site
inspections and verify the location and condition of 30 USAID-supported
health facilities in Baghlan Province.

At each site inspection, our team took time-, date-, and location-stamped
photographs. Where possible, the following activities were also completed
during the course of each site inspection:

¢ an overall assessment of the facility (outside and inside), recording,
among other information, the geospatial coordinates of the facility,
whether the facility appeared to be open and operational, and whether
the facility had reliable access to electricity and water, and an

on-site pharmacy

e an interview with a facility staff member
¢ an interview with a member of the community served by the
health facility

Site inspections were conducted from October 26 through
December 1, 2015, using the most recent location data provided by USAID.
SIGAR conducted limited site inspections lasting 1-2 hours and focused on
the location of the health facility, whether the health facility was open or
active at the time of the visit, and the physical structures and systems.

SIGAR found that geospatial coordinates reported by USAID for 13 of
the facilities ranged from more than 1 kilometer to more than 10 kilome-
ters from the actual facility location, and that USAID documentation for 20
clinics not inspected by SIGAR included no geospatial-stamped photos or
monitoring reports.

All 30 of the health facilities SIGAR visited were open and operational. In
addition, at each location SIGAR sought input from a community member
near the facility to determine whether the facility was generally benefiting
the population. SIGAR spoke to 29 community members who had visited
the facility either for treatment themselves or in connection with the treat-
ment of a family member. Twenty-two of those community members stated
that the health facility was very useful for the community, while five stated
the health facility was somewhat useful, and one had no opinion. One
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community member stated the health facility was not useful because the
doctors had irregular hours and did not have a good working relationship
with the community.

SIGAR’s site inspections and analysis revealed concerns about the
operational condition of several facilities and indicated that several suffer
from poor maintenance and basic operational challenges. These challenges
include lack of reliable power and water. For example, SIGAR concluded
that nine facilities did not have electricity at the time of the site visit and
that others did not have adequate or consistent power required for proper
lighting and refrigeration of some pharmaceuticals and vaccines. SIGAR
further concluded that six of the 30 facilities did not have running water at
the time of the site visit.

SIGAR's site inspectors also observed some basic structural concerns at
most of the facilities, such as cracked walls, leaking roofs, exposed wiring,
and shattered windows. These concerns did not appear to be negatively
affecting operations in most cases, but they raise concerns regarding sani-
tation and safety. Electrical deficiencies, such as exposed live wires, pose
serious hazards that could endanger the patients and staff. Improper wiring
connections and installation are a potential shock hazard.

USAID officials have previously told SIGAR that their agency is not col-
lecting, is not asking for, and has no insight as to how the World Bank or the
MOPH are recording GPS coordinates for the health facilities supported by
USAID through SEHAT. USAID officials also noted that the agency does not
intend to maintain coordinates for SEHAT clinics going forward, would not
submit specialized data requests to obtain updated GPS coordinates, and
would instead rely on World Bank publications and the MOPH.

In previous letters, SIGAR has repeatedly cited USAID’s own contracts,
Requests for Proposals, and other documents that highlight reliable project
location data as a critical tool in providing effective oversight and mitigating
corruption. Moreover, USAID’s own implementation letter for the SEHAT
program clearly calls for the agency to conduct site visits, and to analyze
and verify HMIS data (which could include GPS location data). However,
SIGAR'’s review of World Bank reports submitted to USAID showed that the
World Bank is not reporting any specific location-based information or the
operational status of individual facilities to USAID.

SIGAR encouraged USAID to work with the MOPH and the World Bank
to confirm and update the coordinates for the 30 clinics SIGAR detailed
in an enclosure to the review letter. The enclosure was withheld from
public release due to safety and security concerns related to location
information. SIGAR also encouraged USAID to urge the World Bank and
the MOPH monitoring teams and implementing partners to use cameras
that are capable of producing photos with embedded geospatial data and
to conduct more robust site inspections that include descriptions of facil-
ity condition and operations. Finally, SIGAR encouraged USAID to request
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and maintain this information, in order to help ensure that funding spent
to improve the health of specific populations is actually reaching the
intended communities.

SIGAR provided a draft of this letter to USAID for comment. In response,
USAID stated that it informed the MOPH and World Bank about the issues
SIGAR raised in the letter.

SIGAR conducted this special project in Washington, DC; Baghlan,
Afghanistan; and Kabul, Afghanistan from October 2015 to October 2016, in
accordance with SIGAR’s quality-control standards.

Review 17-21-SP: Nonpayment to Afghan Subcontractors Update
In 2009, SIGAR began receiving hotline complaints alleging that Afghan con-
tractors working on U.S.-funded contracts in Afghanistan were not being
properly compensated for the work they performed.

By the end of 2012, nonpayment complaints represented approximately
one of every four complaints received on SIGAR’s Hotline. In response
to these complaints, SIGAR analyzed the problems associated with
the nonpayment of Afghan contractors and issued Management Alert:
Subcontractor Nonpayment Issues in June 2013. That letter provided
general information concerning complaints SIGAR received, highlighted
the risks associated with contractor nonpayment, and identified possible
actions to mitigate the problem of contractor nonpayment.

The complaints SIGAR received and continues to receive suggest that
contractor nonpayment remains a significant problem in Afghanistan.
SIGAR continues to collect testimonial and documentary evidence indicat-
ing that subcontractors are being victimized by prime contractors who
refuse to pay them for the work they had performed. However, SIGAR has
also found that subcontractors are alleged to have made death threats,
engaged in work stoppages and strikes, seized worksite equipment,
obtained questionable legal orders leading to arrests, and engaged in extor-
tion in order to obtain payment from prime contractors. Of particular
concern are reports that thousands of Afghan workers remain unpaid and
that they may contribute to security concerns because they might align with
insurgents out of frustration. The nature and frequency of the complaints
made to SIGAR regarding subcontractor nonpayment and the actions of
some subcontractors to obtain payment indicate a relative lack of remedies
or resources that would assist Afghan subcontractors in resolving nonpay-
ment disputes.

This report provides an update to SIGAR’s 2013 analysis of nonpay-
ment complaints, explains the results of SIGAR’s recent work in this area,
and suggests additional actions to address the problems associated with
contractor nonpayment disputes. In conducting this review, SIGAR sought
input from the Departments of Defense (DOD) and State (State), the U.S.
Agency for International Development (USAID), a government services

SPECIAL INSPECTOR GENERAL | AFGHANISTAN RECONSTRUCTION



SIGAR OVERSIGHT ACTIVITIES

advocate representing a number of U.S. contractors in Afghanistan, and

representatives of Afghan subcontractors who had filed complaints with

SIGAR, DOD, Congress, and the Afghan Minister of Justice. In particular,

SIGAR requested that DOD, State, and USAID:

¢ identify nonpayment complaints received by their agency since January
2013, including how nonpayment issues may have affected projects (i.e.,
projects temporarily shutting down, or individuals unwilling to work or
receiving threats) and how complaints were resolved;

e provide agency observations on the extent and cause of the issue and
recommendations with respect to what the Afghan government is doing
or can do to help alleviate subcontractor nonpayment problems; and

¢ jdentify contracting mechanisms available to the contracting officer that
have been effective in alleviating nonpayment disputes.

Attorneys from the U.S. Army Corps of Engineers (USACE) Middle
Eastern District responded and provided insights related to its chal-
lenges in ensuring appropriate and timely payments to subcontractors in
Afghanistan. SIGAR also received feedback from several State contracting
officers in Afghanistan and spoke with State’s Afghanistan Public Affairs
Section Program Manager and contracting officer’s representative. USAID’s
Afghanistan Office of Acquisition and Assistance advised SIGAR that they
were not aware of any recent instances or complaints regarding subcontrac-
tor or prime contractor nonpayment related to USAID activities.

SIGAR also reviewed hotline complaints, during the course of which,
SIGAR determined that the SIGAR Hotline received 164 new nonpayment
complaints between October 2012 and August 2015. Those complaints
involved contracts valued at more than $493 million in total, of which con-
tractors disputed more than $82 million as unpaid.

SIGAR was able to link 80 of the 164 complaints to a specific contract.
All but one of the contracts were administered by DOD. SIGAR held meet-
ings with senior DOD officials and agreed to provide DOD with relevant
data related to each of the complaints and DOD agreed to review the com-
plaints and take appropriate action. SIGAR and DOD also agreed to review
their respective reporting processes to ensure that DOD is provided future
DOD-related complaints in a timely fashion. SIGAR has resolved, closed, or
referred all but 14 of the complaints and DOD was reviewing several others.

Challenges continue to hinder nonpayment recoveries, but SIGAR
efforts have helped resolve a number of contracting disputes. Since issu-
ing the 2013 report on subcontractor nonpayment, SIGAR has updated its
procedures to better address the growing number of nonpayment com-
plaints SIGAR receives. Now, when SIGAR receives a complaint regarding
nonpayment on a U.S. government-funded reconstruction contract, SIGAR
investigators contact the subcontractors, prime contractors, and contract-
ing officers (if necessary) involved in an effort to resolve the complaints.
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SIGAR’s actions have resulted in effective dispute resolution and dozens of
referrals for suspension or debarment, as well as monetary recoveries for
Afghan subcontractors.

SIGAR procedures call for investigative review of all hotline complaints
and that administrative, civil, or criminal action be taken by the agency,
as appropriate. Although SIGAR cannot provide legal advice to the parties
in nonpayment disputes, all Afghan contractor nonpayment complaints
receive follow-up action by SIGAR investigative staff. Specifically, in
January 2014, SIGAR began identifying and classifying nonpayment com-
plaints. Since then, SIGAR contacts the complainant and requests the
following information:
¢ the prime contract number/task order number
¢ the invoice(s) not paid under the contract
¢ the total amount due to the company (supported by invoices)
e a copy of the contract
¢ proof of performance on the part of the company

SIGAR staff review the documentation provided and, if appropriate,
attempt to contact the contracting officer or contractor identified as not
having made full payment. If the parties allegedly involved do not respond,
the complaint is forwarded to SIGAR’s Senior Counsel for Investigations for
review, which may lead to referral for debarment based on a lack of pres-
ent responsibility as a government contractor. In those instances when the
complainant fails to provide the requested information, they are sent a sec-
ond request and asked to comply with one week. If no response is received,
the complaint is closed.

SIGAR’s investigative division reports that these measures have directly
helped resolve a number of these nonpayment disputes and have led to
administrative actions against companies identified as serial offenders. For
example, of the 164 complaints SIGAR received between October 2012 and
August 2015, 47 concerned the actions of four companies that have been, or
are in the process of being evaluated for administrative action by SIGAR’s
suspension and debarment program. An additional five hotline complaints
have resulted in companies being debarred or referred for debarment. As of
February 2016, SIGAR'’s investigative efforts related to nonpayment issues
have led to 59 debarments, one administrative compliance agreement, and
28 cases where SIGAR made a suspension or debarment referral but the
agency declined to take action.

Nonpayment is an ongoing problem that negatively affects Afghan sub-
contractors; Afghan, U.S. and international prime contractors; and U.S.
reconstruction projects. A review of SIGAR’s hotline complaints indicated
that, in many instances, Afghan contractors continue to be denied prompt
and proper payment for work performed in support of Afghanistan recon-
struction projects. Important reconstruction projects are underway in
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remote or insecure areas of Afghanistan where there is little or no direct
U.S. oversight. The United States depends on multiple tiers of Afghan
contractors and subcontractors to perform work on these projects. These
contractors face safety and financial risks by accepting work relating to
these contracts, and when there is a contract dispute, the subcontractors
in particular have little practical recourse. Afghan subcontractors and
their representatives have also told SIGAR that Afghan subcontractors
often blame the U.S. government when they are not paid for their work on
a reconstruction project, even though the U.S. government does not have
a direct contractual relationship with the subcontractors. Of particular
concern are the reports by Afghan contractors that thousands of Afghan
workers remain unpaid and may consider cooperating with insurgent forces
out of frustration and the need for money.

Given the persistence of contractor nonpayment disputes and the
associated risks to the Afghanistan reconstruction effort, these issues war-
rant further attention from both the U.S. and Afghan governments. After
speaking with USACE staff, Afghan contractor representatives, and other
stakeholders, as discussed throughout this report, SIGAR identified some
actions that could help address some of the root causes of contractor
nonpayment disputes and lead to more equitable outcomes for all parties
involved. By considering whether some of the suggested actions pres-
ent feasible ways of addressing the challenges many Afghan contractors
face, U.S. government agencies operating in Afghanistan may be able to
eventually reduce risks and encourage greater local cooperation with the
Afghanistan reconstruction effort. These suggested actions may also help
expedite resolution of disputes where the Afghan contractor performed
shoddy or inadequate work—or no work at all.

SIGAR conducted this special project in Washington, DC from July 2015
to November 2016, in accordance with SIGAR'’s quality control standards.

LESSONS LEARNED

SIGAR’s Lessons Learned Program was created to identify and preserve
lessons from the U.S. reconstruction experience in Afghanistan and make
recommendations to Congress and executive agencies on ways to improve
our efforts in current and future operations. Its first report, Corruption in
Conflict, was published in September 2016. The program has five projects in
development: interagency strategy and planning, counternarcotics, private-
sector development, security-sector reconstruction, and stabilization.

INVESTIGATIONS

During the reporting period, SIGAR criminal investigations resulted in
one conviction and six sentencings; nearly $2 million in criminal fines and
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FIGURE 2.1

SIGAR INVESTIGATIONS: NUMBER OF OPEN
INVESTIGATIONS, AS OF DECEMBER 31, 2016
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Source: SIGAR Investigations Directorate, 1/5/2017.

restitutions; and a recovery of $320,000 from a civil settlement. Additionally,
as the result of a SIGAR investigation, and subsequent coordination

with officials within the Ghani administration, a $99 million, improperly
awarded, sole-source contract was terminated, avoiding excessive costs to
the financing entity, to which the United States is a lead contributor. SIGAR
initiated 18 new investigations and closed 13, bringing the total number of
ongoing investigations to 259, as shown in Figure 2.1.

To date, SIGAR investigations have resulted in a cumulative total of 142
criminal charges, 107 convictions and 99 sentencings. Criminal fines, res-
titutions, forfeitures, civil settlement recoveries and U.S. government cost
savings and recoveries total more than $1 billion.

Afghan Major General Convicted for Bribery

In late August 2016, SIGAR received information relating to allegations of
bid rigging and collusion involving owners of fuel and logistics companies
and Ministry of Interior (MOI) Major General Abdul Wase Raoufi. The bid
rigging was related to the MOI fuel-procurement bidding process. At the
time, Raoufi chaired the Fuel Evaluation Committee that oversaw MOI’s
fuel bidding and procurement process.

SIGAR initiated an investigation into these allegations in cooperation
with the Afghan Major Crimes Task Force (MCTF). The MCTF is an elite
investigative body which investigates high-level corruption cases. Working
jointly with SIGAR, the MCTF investigation revealed that Raoufi and MOI
officers used their influence in the bidding process to collect bribes from
the qualified bidding vendors of $100,000-150,000 for each of the seven zone
fuel lots in the MOI fuel contracts.

The MCTF initiated an undercover sting operation in conjunction with
and under authority of prosecutors of the Afghan Attorney General’s Office
(AGO) assigned to the MCTF.

On the evening of September 27, 2016, the MCTF established a surveil-
lance of an undercover meeting at Raoufi’s home in Kabul, Afghanistan.
During the meeting, Raoufi solicited a $150,000 bribe from an MCTF
undercover agent for the award of one lot on the MOI fuel contract.
Raoufi also implicated 16 other MOI officers in the bribery scheme during
the meeting.

On September 29, 2016, the MCTF undercover agent again met with
Raoufi. The MCTF officer paid a $150,000 cash bribe to Raoufi, who was
then arrested by members of the MCTF and AGO.

On January 9, 2017, Raoufi was found guilty of accepting a $150,000 bribe
in exchange for awarding a fuel contract. The trial was held at the newly
established Anti-Corruption Justice Center (ACJC). Raoufi was sentenced
to 14 years in jail and fined $150,000. He was also fined 18,000 Afghanis
for forging documents regarding an armored vehicle he was using. He was
allowed 20 days to appeal the verdict.
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The Court also issued summonses for six other MOI officials as part of
this continuing investigation. SIGAR will continue to work jointly with its
partners at the MCTF, ACJC, and the AGO to fight waste, fraud, and abuse
of U.S. reconstruction funds in Afghanistan.

Former U.S. Military Members Sentenced for Fuel Theft

On December 14, 2016, in the U.S. District Court of Honolulu, Hawaii, for-
mer U.S. Army Sergeant First Class Marvin Ware was sentenced for his role
in a fuel-theft conspiracy. For count one, conspiracy to commit bribery,
Ware was sentenced to 60 months’ incarceration, and for count two, brib-
ery, he was sentenced to 87 months’ incarceration, to run concurrently. He
was also sentenced to three years’ supervised release and was ordered to

pay restitution of $765,000 and a special assessment of $200. Dr. Rohullah Abed, at far left, executive

On December 13, 2016, former U.S. Army Sergeant Reginald Dixon was director of Afghanistan’s Anti-Corruption

y . . , . Justice Center, with visitors (left to
sentenced to 30 months’ incarceration and three years’ supervised release, . .
o : right) Josie Stewart, UK Department for

and was ordered to pay restitution of $573,750 and a special assessment International Development: Carl Walker,
of $100. CSTC-A; Hamidullah Hamidi, CSTC-A; Capt.

On December 13, 2016, former U.S. Army Specialist Larry Emmons II Matthew Karchaske, CSTC-A; Col. John
was sentenced to 21 months’ incarceration and three years’ supervised Siemietkowski, CSTC-A; Charles Hyacinthe,
release, and was ordered to pay restitution of $573,750 and a special assess- SIGAR (SIGAR photo).

ment of $100.

Ware, Dixon and Emmons were members of Alpha Company, 325th
Brigade Support Battalion (BSB), 25th Infantry Division, at Schofield Army
Barracks, Honolulu, Hawaii. They were deployed to Forward Operating
Base (FOB) Fenty, Afghanistan, from April 2011 to March 2012. Ware was
a senior noncommissioned officer, assigned as the truck master. Emmons,
a direct subordinate to Ware, served as a petroleum supply specialist,
responsible for loading and transporting water and fuel, including jet fuel
(referred to as “JP8”), to other military bases within Afghanistan. Dixon
served as a petroleum operator, responsible for fueling military aircraft, pri-
marily helicopters, using tanker trucks known as Heavy Equipment Mobility
Tactical Trucks (HEMTTSs). During the period of December 2011 through
February 17, 2012, at clandestine locations on FOB Fenty and at times not
likely to arouse suspicion, the conspirators and others surreptitiously filled
3,000 gallon trucks termed “jingle trucks,” owned by an Afghan trucking
contractor, with JP8 jet fuel. In return for facilitating the theft, employees
of the trucking contractor paid the soldiers approximately $6,000 per truck-
load of fuel.

Information about the conspiracy was reported through the SIGAR
Hotline; an investigation ensued. On February 16, 2012, special agents
from SIGAR, the Defense Criminal Investigative Service (DCIS), the U.S.
Army Criminal Investigation Command Major Procurement Fraud Unit
(USACID MPFU), and the U.S. Air Force Office of Special Investigations
(AFOSI) surveilled the authorized FOB Fenty fuel point. They observed
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the conspirators filling two HEMTTs with fuel, which they then drove to a
clandestine location on the FOB where four jingle trucks had been prepo-
sitioned. Agents videotaped Ware, Emmons, and Dixon filling three of

the four jingle trucks. The following morning, February 17, the conspira-
tors were videotaped filling the fourth truck. That same morning, Ware
escorted the three Afghan drivers to the jingle trucks and the Afghans
attempted to drive the trucks from FOB Fenty’s entry control point, prior
to the fourth driver arriving.

At the entry control point, agents intercepted the jingle trucks and seized
from each driver a transportation movement request (TMR) authorizing
a fuel delivery mission. Each driver denied knowing the TMRs were fake,
and said they had received them directly from Ware. The U.S. Army captain
accountable for fuel reviewed the TMRs and confirmed they were fraudu-
lent: no authorized fuel missions were scheduled to depart FOB Fenty on
February 17, 2012.

Approximately 180,000 gallons of fuel were stolen from FOB Fenty
during the course of the conspiracy. Replacing the fuel cost the United
States government on average approximately $4.25 per gallon, resulting
in a combined loss of at least $765,000. According to documents seized
from the conspirators during this investigation, fuel on the open market in
Afghanistan at that time sold for approximately $11 per gallon, resulting in a
profit of approximately $2 million to the local Afghan conspirators.

In June 2012, in U.S. District Court Honolulu, Hawaii, Dixon and
Emmons entered guilty pleas to one count each for bribery. In May 2015,
also in U.S. District Court Honolulu, Hawaii, Ware was indicted on charges
of conspiracy, bribery, and money laundering. He was subsequently
arrested. In March 2016, Ware entered a guilty plea to one count of conspir-
acy and one count of bribery.

Investigation Results in $99 Million Contract Award Termination
In 2015, the Afghan Ministry of Public Works (MOPW) used a sole-source
selection process to award a contract for the construction of sections 1
and 2 of the Qaisar to Laman Ring Road Project. The sole-source entity
selected ASM JV, a joint venture comprising three companies: Aziz Wali
Construction Company (AWCC), Shamshad Baden CC and Megayapi. The
contract, funded by grants from the Asian Development Bank (ADB),
with major contributions from the U.S. government, was budgeted by the
Afghan Ministry of Public Works (MOPW) with a final bid amount of $99
million by ASM JV. (According to ADB’s website, the U.S. government has
contributed $27 billion to the ADB since 1966 and is ADB’s largest con-
tributor. The ADB also claims to have awarded more than $3.3 billion in
grants to Afghanistan.)

SIGAR initiated a criminal investigation in May 2016 based on allegations
that ASM JV was paying bribes and secretly enlisting the help of officials
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at both the ADB and MOPW in order to secure the contract award; that
ASM JV lacked the technical and financial capacity to competently perform
this large, complex project; and, that it had failed a December 2015 pre-
qualification evaluation conducted by Hill International (Hill), an American
engineering consultant firm MOPW had hired to help administer the project.
Despite this, elements in ADB and MOPW continued advocating for ASM JV
to be awarded the contract. In July of 2016, ASM JV was given a request for
proposal (RFP) for the contract; the two companies who scored higher in
pre-qualification were not given an RFP.

In August 2016, after an extensive investigation involving numerous
interviews and reviews of emails and official records associated with
MOPW, ADB, and Hill, SIGAR officials notified Afghan President Ghani, via
official letter, of the investigative findings, including evidence indicating cor-
ruption surrounding the award selection process.

After submitting the written notice to President Ghani, SIGAR held meet-
ings with relevant high level officials at the palace, including members of
the National Procurement Authority (NPA) and presidential advisors at the
palace. All the officials expressed appreciation for SIGAR’s investigative
work and pledged to work closely with SIGAR to root out the corruption in
the contracting process.

Officials of the NPA worked closely with SIGAR special agents. Their
expertise and knowledge provided useful information which greatly
assisted in identifying the issues of corruption and other irregularities in the
matter. Advisors to President Ghani stated that SIGAR’s investigation con-
firmed their suspicions that there was something “fishy” about the contract
process and subsequent sole-source selection of ASM JV. They said SIGAR’s
investigative findings and continued support would prove helpful toward
addressing the allegations of corruption and toward recommending a new
open bidding for the project.

Afghan officials acknowledged they were facing extreme, high-level
political pressure in this matter and that SIGAR’s findings would help in
responding to it. Officials at the MOPW agreed the award process could not
move forward as planned and that ASM JV appeared to have an inappropri-
ate relationship with individuals representing ADB.

In October 2016, officials from the presidential palace notified SIGAR
that the palace had terminated the sole source selection of ASM JV. The
palace determined that the contract for Ring Road Project sections 1 and 2
would go to an open tender in which any company could bid and compete
in a transparent and honest process.

As a result of SIGAR’s investigation and subsequent close coordina-
tion with officials of the NPA and the Palace, a $99 million, improperly
awarded, sole-source contract was terminated, avoiding excessive costs to
the financing entity, to which the United States is a lead contributor.
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U.S. Army Captain Sentenced

On December 8, 2016, in the Eastern District of North Carolina, U.S. Army
Captain David A. Kline, was sentenced to 10 months’ incarceration and 12
months’ supervised probation. Kline’s sentencing was based on his guilty
plea to one count of solicitation and receipt of gratuity, and aiding and abet-
ting the same.

Kline, while serving as a first lieutenant in the U.S. Army and stationed
at Kandahar Airfield, Afghanistan, sought and accepted $50,000 in U.S. cur-
rency from a contractor for the U.S. military. From January 2008 to April
2009, Kline was deployed as a member of the 189th Combat Sustainment
Support Battalion, and served as the officer in charge of the Movement
Control Team. As officer in charge, Kline oversaw the handling of TMRs
for the transport of military items, to include fuel and equipment, food, and
other supplies.

Although contracting procedures technically did not permit the autho-
rization officer to specify the particular Afghan trucking company that
would perform the transportation, in practice, Kline and others were able
to designate the Afghan company of their choice. Kline admitted he sought
and accepted $50,000 in U.S. currency from an Afghan national who owned
a trucking company doing business on government contracts at Kandahar
Airfield, in return for Kline’s facilitation of the award and payment of
numerous transportation contracts. The case was investigated by SIGAR,
DCIS, Army Criminal Investigation Command (USCID), and the FBIL.

U.S. Contractor Convicted for Tax Evasion

On October 14, 2016, in the Northern District of Florida, Panama City
Division, Patrick Shawn Kelley pled guilty to evading approximately
$109,735 in taxes on approximately $521,120 of taxable income for calendar
year 2010, and to evading approximately $74,380 in taxes on approximately
$434,886 of taxable income for calendar year 2011.

An investigation was initiated after a SIGAR financial analysis of trans-
actions conducted by individuals who are deployed or have business
interests in Afghanistan. The analysis uncovered suspicious information
concerning Kelley, the owner of Florida-based construction company,
American Construction Logistics Services (ACLS), which operated in Kabul,
Afghanistan, beginning in 2008. The company managed various contracts
in Afghanistan, performing construction work at the Kabul airport, the
American embassy and various outlying bases.

Former U.S. Army Contracting Official Sentenced

On December 13, 2016, in the Northern District of Alabama, Willis Epps
was sentenced to five months’ incarceration and five months’ home deten-
tion while on a year’s supervised release, and was ordered to pay $16,470 in
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restitution. On June 8, 2016, following a two-and-a-half-day trial, a federal
jury convicted Epps on one count of signing a false tax return.

The evidence at trial revealed that Epps, a former contracting official for
the U.S. Army Contract Command who handled contract matters for the
Non-Standard Rotary Wing Program (NSRWA) at Redstone Arsenal, know-
ingly signed and filed a false income tax return for calendar year 2013, in
which he failed to report $56,250 of income he received in 2013.

After retiring from the U.S. Army in January 2013, Epps and two other
individuals were awarded a consulting contract under the business name
of BioTech from a helicopter manufacturing firm, MD Helicopters, in the
amount of $250,000. During this time frame, former NSRWA project man-
ager Norbert Vergez, with whom Epps had previously worked during his
assignment with the NSRWA, was serving as executive vice president for
Patriarch Partners, the parent company for MD Helicopters, and influ-
enced MD Helicopters to issue the contract to BioTech. MD Helicopters
paid BioTech, which then paid Epps with a cashier’s check that he failed to
report as income on his 2013 tax return.

The investigation was jointly conducted by SIGAR, the FBI, DCIS, USCID
and the Internal Revenue Service (IRS).

U.S. Military Member Sentenced for Bribery Conspiracy

On October 21, 2016, after pleading guilty to conspiracy to commit bribery
in U.S. District Court, Fairbanks, Alaska, Sheldon J. Morgan was sentenced
to four months’ imprisonment and two years’ supervised release, and was
ordered to pay $37,300 in restitution, forfeit $10,020 in bribe money, and pay
a special assessment of $100.

From May 2010 until May 2011, Morgan, then a specialist in the U.S.
Army, was deployed at FOB Fenty near Jalalabad, Afghanistan, which
served as a hub for distribution of fuel to nearby military bases. Fuel would
be brought to FOB Fenty in large trucks, downloaded for storage, and then
transported to other bases as needed in smaller trucks. Morgan’s duties
included assisting in overseeing the distribution of fuel to the bases.

A translator employed by an Afghan trucking company at FOB Fenty
asked Morgan to allow him to steal fuel in exchange for money. On two
occasions in December 2010, Morgan arranged for the Afghan transla-
tor to steal a truckload of fuel, accomplished by inserting an extra 5,000
gallon tanker truck into an already scheduled mission without proper
paperwork. In return, the translator promised Morgan $5,000 per truck.
Morgan had his wife, residing in the Philippines, open an account in her
name so that the Afghan could wire the money to it. Morgan and his wife
used the money, totaling $10,000, during a rest and relaxation period in the
Philippines. The loss the U.S. government occasioned by the conspiracy
was approximately $37,300.
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U.S. reconstruction activities in Afghanistan, or any
other conflict zone, face the constant threat of crimi-
nal conspiracies among personnel who rotate in and
out of theater, infecting their successors with the virus
of corruption.

Over the past five years, SIGAR’s Investigations
Directorate has uncovered and detailed a classic
example of this threat—an extended, widespread, and
intricate pattern of criminality involving U.S. military
personnel and Afghan contractors at the Humanitarian
Assistance Yard (the Yard) at Bagram Airfield near
Kabul, Afghanistan.

In June 2012, SIGAR investigators following leads
uncovered an unusual pattern of suspect criminal activ-
ity at the Yard. They found traces of criminal activity
affecting inventories, accounting, issuance of supplies,
payments, and contract oversight at the Yard, which
serves as a storage-and-distribution facility for millions
of dollars’ worth of clothing, food, school supplies, and
other items purchased from local Afghan vendors. U.S.
military commanders provided those supplies to dis-
placed Afghans as part of the Commander’s Emergency
Response Program (CERP) to meet urgent humanitarian
relief needs for the Afghan people.

As the SIGAR investigators, conducted interviews;
checked records, and scrutinized other evidence,
they confirmed that U.S. military personnel, stateside
contacts, and local Afghans had conspired in bribery,
fraud, kickbacks, and money laundering. Among other
improper acts, U.S. personnel took bribes from vendors
or from Afghan interpreters who wanted to steer supply-
purchase business to favored vendors.

The conspiracies pervaded activities at the Yard, and
persisted for years as new personnel were assigned
there and, in some cases, adopted the corrupt practices
of their predecessors or their new colleagues. Some
of the participants stayed involved remotely after they
returning to the United States.

The SIGAR investigation, whether conducted inde-
pendently or in cooperation with the International
Contract Corruption Task Force, focused on suspect

paying agents and project purchasing officers respon-
sible for administering the replenishment contracts and
on military members responsible for paying vendors.

The assembled evidence of corruption from this
investigation led to a series of guilty pleas, prison
terms, and forfeiture agreements as offenders were
held accountable for their deeds and their dereliction
of duty. The following gallery presents summaries of
cases resolved or in progress as a result of the work
performed by SIGAR Investigations Directorate. The
stories illustrate the reality that no matter how well
designed a procurement system may be, it requires strict
oversight and accountability for the people who operate
the mechanism.

Timothy H. Albright: An
enlisted specialist with the
Pennsylvania National Guard,

Albright served at Bagram
i‘\ :7: Airfield between January and
- October 2008 processing Afghan
= vendors’ invoices for resupply-
1 3 - ing goods at the Yard. During

that time, according to court
documents, Albright accepted several payments, rang-
ing from $200 to $10,000, for accelerating payments
on an Afghan vendor’s invoices. Albright’s supervisor
and an Afghan interpreter allegedly were also involved
in the scheme. About $25,000 from the payments was
deposited into Albright’s and his wife’s bank account;
they used $18,000 of it to buy a car. Albright pled guilty
to conspiracy to receive bribes, and on January 27,
2016, was sentenced to a year and a day in prison. He
was also ordered to forfeit $16,200 and the car, a 2008
Nissan Maxima. Noting Albright’s previous military ser-
vice, his post-traumatic stress disorder, and his family’s
support, Judge John E. Jones III told Albright during his
sentencing, “This case is the proverbial dog’s breakfast.
It’s a lousy, lousy deal for everybody involved, but it’s a
situation that you caused [by repeatedly taking bribes]
and you know it.”
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Louis M. Bailly: Between
October 2011 and October 2012,
Army Staff Sergeant Bailly served
at the Yard, and was a project
purchasing officer for part of that
time. In 2015, the U.S. govern-
ment filed charges that Bailly had
conspired with two Afghan con-
tractors, accepting about $12,000
in bribes for influencing supply-replenishment contracts.
Bailly pled guilty to one count of conspiracy to commit
an offense or to defraud the United States, and was sen-
tenced to a year and a day in federal prison, followed by
a year of supervised release, and forfeiture of $10,000.

Donald P. Bunch: A U.S. Navy
senior chief, Bunch served from
February to August 2009 as yard
boss at the Yard, and was respon-
sible for resupplying supplies
like rice, beans, and clothing,
_and overseeing truck loading
in support of the Commander’s
Emergency Response Program.
Federal authorities charged that he took some $25,000
in payments from multiple Afghan vendors in return for
moving their firms up in the normal rotation of suppliers,
and for giving them larger and more lucrative contracts.
Bunch pled guilty to one count of bribery, that is, of
accepting something of value by a public official to influ-
ence the performance of an official act. In March 2016, he
was sentenced to 24 months in federal prison and then 24
months of supervised release, fined $5,000, and agreed to
forfeit $25,000.

The presiding judge at Bunch'’s trial told him, “This is
not only a disgrace to the uniform that you wear and a
disgrace to the country . . . , but also [serves] to encour-
age this type of corruption and allow it to become more
widespread. . . . It undermines the authority and the
position of those in government, it undermines the gov-
ernment itself, and it certainly, in Afghanistan and the
Middle East, it undermines our efforts at trying to help
those people and promote the causes that we're trying
to defend.”
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Jerry W. Dennis: Dennis

was a resident of Horn Lake,
Mississippi, whose son Jimmy
was a U.S. Army first sergeant
serving as a paying agent at the
Yard. The federal criminal infor-
mation document filed against
Jerry Dennis charged that for

a period extending up to about
January 2010, Dennis conspired with his son and with
landscaper friend James C. Pittman to have contain-

ers of cash from bribes shipped out of Afghanistan and
handled in ways that would disguise their nature, owner-
ship, and location. In July 2014, Jerry Dennis pled guilty
to one count of conspiracy to commit money laundering.
He was placed on probation for two years, including six
months’ home confinement, and forfeited $110,000 per a
court-approved agreement.

Jimmy W. Dennis: The son of
Jerry Dennis (above), Jimmy

W. Dennis was a U.S. Army first
sergeant serving as a paying
agent at the Yard from March
2008 to March 2009. Federal
authorities charged him with
conspiring with his father and

a Chattanooga, Tennessee,
landscaping-company owner, James C. Pittman, to move
about $250,000 in bribes from Afghanistan to the United
States. Dennis and Pittman knew each other from serv-
ing together at Fort Campbell, Kentucky, previous to
Dennis’s deployment to Afghanistan. Jimmy Dennis pled
guilty to one count of conspiracy to commit money laun-
dering. In January 2015, he was sentenced to 41 months’
imprisonment, followed by two years’ supervised
release. He also agreed to and has forfeited $115,000 and
a Rolex watch.




Ramiro Pena Jr.: Between
January 2008 and September
2009, Army Sergeant First
Class Pena served as a project
| purchasing officer at the Yard,

)

- =

“-'-'E"- . maintaining supply orders and
e iy inventory levels. His supervisor
'%(\ > was First Sergeant Jimmy Dennis

(see above). The men processed
more than 200 contracts with Afghan vendors worth
about $30.7 million total. The federal charge against
Pena said Dennis gave him about $100,000 and a Rolex
watch from vendor bribes received, and that Pena had
shipped money home to his wife. Pena pled guilty to one
count of conspiracy to defraud the United States, and in
December 2015 was sentenced to 24 months in prison,
followed by a year’s supervised release. He agreed to
forfeit $100,000 and has forfeited a Harley-Davidson
motorcycle and Rolex watch.

[ James C. Pittman: Proprietor
of a Chattanooga, Tennessee,
- landscaping company, Pittman
was charged with conspiring
with Jerry and Jimmy Dennis
(see above) to transfer and laun-
der funds received as bribes in
Afghanistan. Pittman had left the
military before Jimmy Dennis
worked at the Yard, but was still in contact. The charge
was that “on numerous occasions,” Pittman received
containers of cash from Afghanistan via the Dennises,
passed it through his business, and returned most of it to
Jerry and Jimmy Dennis as checks for “salary.” Having
pled guilty to conspiring to commit money laundering,
Pittman was sentenced to a year and a day in prison, fol-
lowed by a year’s supervised release. He also consented
to and has forfeited $25,000.

The judge at Pittman’s trial noted that “There’s
others out there that find themselves in a similar situ-
ation to you that would be tempted . . . to do what you
did. That is going to be a large part of the sentence I
impose today.”

‘}

Pittman marveled that “the Government can track
your butt down after five years—"

“It’s pretty impressive, isn’t it?” the judge interjected.

Pittman continued. “Old friends and acquaintances
from, you know, nearly 14 years in and, you know, text
me . . . or whatever and be like, holy crap, you know,
they caught you? . . . And I was like . . . they can find
you anywhere.”

David A. Turcios: A U.S. Air
Force staff sergeant who worked
at the Yard, Turcios is awaiting
court proceedings. Acting on

a complaint filed by a special
agent in SIGAR’s Investigations
Directorate, the U.S. District
Court for the Eastern District of
California issued a warrant on
May 12, 2015, for Turcios’s arrest. The alleged offenses
were conspiracy to violate federal law and defraud the
United States, receipt of bribes and gratuities by a public
official, and wire fraud.

Turcios began working at the Yard in November 2010
as a paying agent and contracting officer representa-
tive, and was involved with nine CERP supply contracts
worth more than $2 million.

The complaint alleges that Turcios worked closely
with two Afghan interpreters who gave him names of
vendors they were proposing for contracts; they alleg-
edly also gave Turcios gifts, jewelry, and thousands of
dollars, some of which was not paid until after Turcios
returned to the United States. The complaint quotes
e-mails written during and after Turcios’s tour at the
Yard that include references to “refunds” and instruc-
tions for wiring funds to a Bank of America account.

Turcios was arrested on August 17, 2015, and released
on his own recognizance pending trial.
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FIGURE 2.2

SIGAR INVESTIGATIONS: CUMULATIVE REFERRALS FOR SUSPENSION AND DEBARMENT,
Q2 FY 2011-Q1 FY 2017
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Source: SIGAR Investigations Directorate, 1/10/2017.

Suspensions and Debarments

This quarter, SIGAR’s suspension and debarment program referred six
individuals for debarment based on evidence developed as part of investi-
gations conducted by SIGAR in Afghanistan and the United States. These
referrals bring the total number of individuals and companies referred by
SIGAR since 2008 to 809, encompassing 453 individuals and 356 companies
to date, see Figure 2.2.

As of the end of December 2016, the efforts of SIGAR to utilize suspen-
sion and debarment to address fraud, corruption and poor performance
in Afghanistan have resulted in a total of 133 suspensions, 495 finalized
debarments and 28 special entity designations of individuals and companies
engaged in U.S.-funded reconstruction projects. An additional 14 individuals
and companies have entered into administrative-compliance agree-
ments with the Government in lieu of exclusion from contracting since
the initiation of the program. During the fourth quarter of 2016, SIGAR’s
referrals resulted in 52 finalized debarments of individuals and entities by
agency Suspension and Debarment Officials. An additional eight individu-
als and companies are currently in proposed-debarment status, awaiting
final adjudication.

Suspensions and debarments—actions taken by U.S. agencies to exclude
companies or individuals from receiving federal contracts or assistance
because of misconduct—are an important tool for ensuring that agencies
award contracts only to responsible entities. SIGAR’s program addresses
three challenges posed by U.S. policy and the contingency-contracting
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OTHER SIGAR OVERSIGHT ACTIVITIES
- High-Risk List 17-25-HRL

environment in Afghanistan: the need to act quickly, the limited U.S. juris-
diction over Afghan nationals and Afghan companies, and the vetting
challenges inherent in the use of multiple tiers of subcontractors. SIGAR
continues to look for ways to enhance the government’s responses to these
challenges through the innovative use of information resources and investi-
gative assets both in Afghanistan and the United States.

SIGAR makes referrals for suspensions and debarments based on its
completed investigations. In most cases, a SIGAR referral is the only rem-
edy for contractor misconduct occurring after a contracting office fails
to criminally prosecute or take remedial action against an allegation. In
making referrals to agencies, SIGAR provides the basis for a suspension or
debarment decision, as well as all of the supporting documentation needed
to support that decision should it be challenged by the contractor at issue.
Based on the evolving nature of the contracting environment in Afghanistan
and the available evidence of contractor misconduct and/or poor perfor-
mance, SIGAR has occasionally found it necessary to refer individuals or
companies on multiple occasions for consideration by agency suspension
and debarment officials

SIGAR’s emphasis on suspension and debarment is exemplified by the
fact that of the 809 referrals for suspension and debarment that have been
made by the agency to date, 782 have been made since the second quarter
of 2011. During the 12-month period prior to January 1, 2017, referrals by
SIGAR’s suspension-and-debarment program resulted in the exclusion of 64
individuals and companies from contracting with the government. SIGAR’s
referrals over this period represent allegations of theft, fraud, poor per-
formance, financial support to insurgents and mismanagement as part of
reconstruction contracts valued at approximately $137,978,701.62.

OTHER SIGAR OVERSIGHT ACTIVITIES

SIGAR Publishes Updated High-Risk List
SIGAR published an updated version of the High-Risk List in January 2017.
SIGAR initially published the High-Risk List in December 2014 to call atten-
tion to program areas and elements of the U.S.-funded reconstruction effort
in Afghanistan that are especially vulnerable to significant waste, fraud, and
abuse. This High-Risk List has been updated to identify and address sys-
temic problems facing U.S.-funded reconstruction efforts in Afghanistan.
The report highlights program areas where SIGAR believes implementing
agencies need to focus. It also discusses how specific agencies are failing to
mitigate risks in areas that involve their operations. The current report dif-
fers from the 2014 report in that it has separated contract management and
oversight into two areas in recognition of the increased risk to both. The
eight current high-risk areas are:
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Suspensions and Debarments: An Important
Tool to Safeguard America’s Investment in
Afghanistan

Since its inception, SIGAR has recognized that fraud
committed by contractors and other recipients of gov-
ernment funding has been a major threat to the success
of reconstruction efforts in Afghanistan. The inability
to address fraudulent conduct by individuals and orga-
nizations, whether through shoddy performance, false
claims, diversion of resources, or, in many cases outright
theft, puts military personnel, contractors, and their
employees at risk.

The best-known remedies for fraud or other miscon-
duct are criminal prosecution or civil litigation. These
remedies are often unavailable in Afghanistan, so SIGAR
also uses a lesser-known, but effective, option—suspen-
sions and debarments.

Suspensions and debarments are actions taken by
U.S. agencies to exclude companies or individuals from
receiving federal contracts or assistance because of
misconduct. They are important tools for ensuring that
agencies award contracts only to responsible entities.
SIGAR'’s program addresses three challenges facing U.S.
policy and contingency contracting in Afghanistan:

¢ the need to act quickly

e limited U.S. jurisdiction over Afghan nationals and
Afghan companies

e difficulty in vetting multiple tiers of subcontractors

SIGAR makes referrals for suspensions and debar-
ments based on its completed investigations. In most
cases, a referral is the only remedy for contractor mis-
conduct after a contracting office fails to prosecute or
take remedial action in response to an allegation. In
making referrals to agencies, SIGAR provides the basis
for a suspension or debarment decision, as well as sup-
porting documentation in case the contractor challenges
the decision. SIGAR has found it necessary to refer
some individuals or companies on multiple occasions
for misconduct or poor performance.
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How it Works

SIGAR’s mission is to conduct audits and investigations
of all U.S. government agencies engaged in Afghanistan
reconstruction. Operating in a foreign legal jurisdiction
makes that challenging. Other complications include the
presence of third-country civilians, foreign corporations,
NATO military and civilian personnel, nongovernmental
organizations, and an active and ongoing insurgency.
Criminal prosecutions and civil cases often encounter
significant difficulties in developing sufficient evidence
or establishing the jurisdiction required to bring a crimi-
nal or civil case in a U.S. District Court.

SIGAR initiated its suspension and debarment pro-
gram because many instances of fraud were not being
addressed due to lack of a means to impose criminal
or civil remedies, or lack of a mechanism to ensure
referral to agency suspension and debarment officials.
SIGAR found, however, that recipients of government
funding in Afghanistan considered the financial con-
sequences and social stigma of being excluded from
contracts, grants, and other programs to as great or
greater punishment as criminal sanctions. In response,
SIGAR developed a program to ensure that refer-
rals for suspensions and debarments took place in a
timely manner and not as afterthoughts to criminal and
civil remedies.

In contingency contracting, there are often barriers
between the agent or auditor gathering information on
a contractor and the agency attorney assembling the
case for review by the suspension and debarment offi-
cial. Agencies’ agents or auditors typically have minimal
contact with the attorney conducting the suspension
or debarment, and the attorney has no oversight over
the conduct of the investigation. This is especially
true in contingency-contracting environments that are
geographically remote, and where there is no preexist-
ing relationship between the agent or auditor and the
attorney. The result can be misunderstanding about
how, when, and why suspension and debarment may
be applied.



QUARTERLY HIGHLIGHT

Afghan fuel trucks like these were used in multi-million-dollar fuel thefts that SIGAR investigated.

(SIGAR photo by Special Agent Kyushik “Danny” Min)

SIGAR'’s Suspension and Debarment Program is
unique because it embeds two attorneys, experi-
enced with suspensions and debarments, within the
Investigations Directorate to provide oversight over
case development and guidance on the use of the sus-
pensions and debarments. This integration enables
them to track individuals, organizations, and companies
accused of criminal activity or poor performance at an
early stage of an investigation, resulting in the develop-
ment of detailed referral packages.

Integration within the Investigations Directorate also
allows attorneys to assess whether follow-up actions,
using suspension and debarment remedies, are needed
when other targets are identified during an investigation
or audit. It also allows for regular travel by SIGAR suspen-
sion and debarment attorneys to Afghanistan to conduct
training, provide guidance for investigations, and to meet
with counterparts in the Afghan government. SIGAR’s pro-
gram has another unique element: unlike other criminal
investigative organizations, all of SIGAR’s investigations
are required to be reviewed for potential suspension
and debarment action immediately prior to closing. This

maximizes the number of cases referred for suspension
and debarment.

In addition, because SIGAR is not attached to an
agency involved in contracting, SIGAR does not need its
own suspension and debarment official. Instead, SIGAR
refers all suspensions and debarments to other agencies
for adjudication, resulting in a high degree of interagency
coordination. This operational necessity to work with
other agencies fosters information-shaing and coordina-
tion, enhancing SIGAR’s program.

Agencies typically maintain their suspension and debar-
ment function at the headquarters/management level, so
there is the potential for agency interests to influence the
development of a suspension or debarment case. SIGAR’s
independent standing makes for referrals not affected by
considerations of impacts on the agency or a particular
program. The need to go outside of SIGAR for a suspen-
sion or debarment also requires that SIGAR’s referrals be
of high quality with well-supported allegations.

Once it refers a case, SIGAR has no influence over the
adjudication process, yet it has been remarkably success-
ful. Not a single individual or organization has successfully
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appealed a suspension and debarment official’s decision
on a SIGAR-referred case to federal courts.

Suspension and Debarment in Action

A recent example of SIGAR'’s suspension and debarment
program effect on the contracting environment involves
Operating Base Fenty in Nangarhar Province. Based on
a SIGAR referral, the Department of the Army debarred
Fayaz Afghan Logistics Services, its owner, and 44
employees. The issue was the theft of more than 500,000
gallons of fuel, valued at nearly $1.9 million, over a
two-year period while the contractor was providing
septic tank, laborer, laundry, water, and portable toilet
services. Due to the close relationship between SIGAR
investigators in Afghanistan and attorneys at SIGAR
headquarters in Virginia, SIGAR completed its investiga-
tion and referred the matter to the Army on September
12, 2016, 102 days after the discovery of the loss of fuel
by the contracting officer.

Acting on that referral, the Army excluded Fayaz
Afghan Logistics Services, its owner, and all 44
employees within 48 hours. The contracting officer
and installation commander immediately terminated
the contract, prevented further loss of fuel, and
addressed the issues associated with the contractor’s
conduct. The Army debarred all of the offenders for
a period of three years. In addition, the CENTCOM
Expeditionary Contracting Command-Afghanistan
terminated all of Fayaz Afghan Logistics Services’
contracts, valued at $716,426, allowing them to be
awarded to other contractors.
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Another example involves the theft of containers and
equipment by a transportation contractor at Kandahar
Airfield. SIGAR’s investigators determined that the
contractor had stolen two containers that were being
used to transport metal-frame fabrication equipment,
valued at $425,866, from Afghanistan to Denmark in
November 2014. After receiving the notice of proposed
debarment on August 23, 2016, the contractor offered
to return the containers to their owner, resulting in
the recovery of both containers and their contents on
September 7, 2016.

SIGAR Protects the U.S. Taxpayer

SIGAR’s suspension and debarment program aggres-
sively addresses misconduct in a manner not found
elsewhere in the U.S. government. It thereby comple-
ments criminal prosecution and civil litigation by
applying remedies to cases that would otherwise

go unaddressed.

SIGAR’s robust use of suspension and debarment
has been recognized by the Council of Inspectors
General on Integrity and Efficiency. The Council con-
ferred a Special Act Award for Excellence in October
2014 on SIGAR’s suspension and debarment program.
SIGAR’s work in this area has also won support from
leading members of Congress.

SIGAR will continue to use suspension and debar-
ment referral opportunities to maintain the integrity
of the acquisition process and protect U.S. taxpay-
ers’ investment in Afghanistan from waste, fraud,
and abuse.




SIGAR OVERSIGHT ACTIVITIES

e Afghan Security Forces Capacity and Capabilities
Afghanistan needs a stable security environment to prevent it from
again becoming a safe haven for al-Qaeda or other terrorists. More
than half of all U.S. reconstruction dollars since 2002 have gone toward
building, equipping, training, and sustaining the Afghan National
Defense and Security Forces (ANDSF). However, the ANDSF has not
yet been capable of securing all of Afghanistan and has lost territory
to the insurgency. As of August 28, 2016, USFOR-A reported that
only 63.4% of the country’s districts were under Afghan government
control or influence a reduction from the 72% as of November 27, 2015.
Capability gaps in key areas such as intelligence, aviation, and logistics
are improving, but still hinder effectiveness.

e Corruption
Corruption continues to be one of the most serious threats to the U.S.-
funded Afghanistan reconstruction effort. Corruption has eroded state
legitimacy, weakening the government’s ability to enlist popular support
against the insurgency, discouraging foreign investment and economic
growth, as well as seriously diminishing Afghan military capability.

e Sustainability
Much of the funding the United States has committed to reconstruction
projects and programs risks being wasted because the Afghans
cannot sustain the investment—financially or functionally—without
massive, continued donor support. Donors were expected to finance
approximately 69% of Afghanistan’s $6.5 billion fiscal year (FY) 1395
national budget (December 22, 2015-December 21, 2016), mostly
through grants. At 2016 conferences in Warsaw and Brussels, the United
States and other donors pledged to maintain assistance to Afghanistan
at or near current levels through 2020.

e On-budget Support
On-budget assistance includes direct assistance (also referred to as
bilateral, government-to-government assistance) and assistance that
travels through multi-donor trust funds before reaching the Afghan
government. On-budget assistance is intended to reduce costs, increase
Afghan government ownership, and build the Afghan institutional
capacity for managing their own budget. However, on-budget assistance,
whether delivered directly or through multilateral trust funds, leads to
reduced U.S. control and visibility over these funds. Given the evidence
that the Afghan government still cannot manage and protect these funds
and may not use them appropriately, the Department of Defense is
planning to reduce some of its on-budget assistance.

¢ Counternarcotics
The cultivation and trafficking of illicit drugs puts the entire U.S.
investment in the reconstruction of Afghanistan at risk. Although
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the United States has committed more than $8.5 billion to
counternarcotics efforts in Afghanistan, the country still leads the
world in opium production, and Afghan farmers are growing more
opium than ever. The Afghan insurgency receives significant funding
from participating in and taxing the illicit narcotics trade, raising the
question of whether the Afghan government can ever prevail without
tackling the narcotics problem.

e Contract Management
The scope of contracting in support of U.S. objectives in Afghanistan
is enormous, but contracting represents a high risk to the success
of Afghanistan reconstruction. The usual difficulties of contract
management are magnified and aggravated by Afghanistan’s
remoteness, active insurgency, widespread corruption, limited
ministerial capability, difficulties in collecting and verifying data, and
other issues.

e Oversight
The ability for trained professionals to conduct site visits is a critical
part of effective reconstruction oversight. Unfortunately, accessing
reconstruction project sites and programs in Afghanistan has grown
increasingly difficult with the U.S. and Coalition military drawdown.
Oversight has also been weakened by instances of poor documentation,
failure to monitor contract compliance and work quality, and
inattention to holding contractors and grantees accountable for
unsatisfactory performance.

e Strategy and Planning
A lack of emphasis on planning and developing related strategies means
the U.S. military and civilian agencies are at risk of working at cross
purposes, spending money on nonessential endeavors, or failing to
coordinate efforts in Afghanistan.

For each high-risk area, SIGAR highlighted what has changed since the
release of the last High-Risk List and identified questions for policymak-
ers. The issues raised in this report have the potential to massively waste
U.S. taxpayers’ money and to frustrate national objectives. While some
aspects of reconstruction in Afghanistan have continued to improve over
the past two years, most of the issues highlighted in this report have not.
SIGAR hopes that the High-Risk List report, in conjunction with SIGAR’s
other oversight work, will help guide Congress and the Administration to
ensure a more effective reconstruction effort in what has become America’s
longest war.
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Inspector General John Sopko, right, speaks at a Center for Strategic and International
Studies event with Dr. Anthony Cordesman. (SIGAR photo by Robert Lawrence)

Inspector General Sopko Speaks at the

Center for Strategic and International Studies

On January 11, 2017, Inspector General (IG) Sopko spoke at the Center for
Strategic and International Studies (CSIS) about Afghanistan’s enduring
challenges for the new Administration and Congress. During his speech,
IG Sopko announced SIGAR’s updated High-Risk List and its eight key areas
of concern. IG Sopko also discussed some of Afghanistan’s positive devel-
opments since the release of the initial High-Risk List, including a greater
willingness among the Afghan government to fight corruption and the
leadership and reform efforts of Resolute Support mission, the Combined
Security Transition Command-Afghanistan, and the U.S. Embassy

in Afghanistan.

Dr. Anthony Cordesman, the Arleigh A. Burke Chair at CSIS, also spoke
at the event about U.S. policy in Afghanistan and highlighted his newly
released report, The Trump Transition and the Afghan War: The Need for
Decisive Action.

Deputy Inspector General Aloise Speaks at

the National Defense University

Deputy Inspector General (DIG) Gene Aloise spoke at the College of
International Security Affairs of the National Defense University in
December. In his speech, DIG Aloise discussed the scale of the Afghanistan
reconstruction effort and SIGAR’s mission to support this effort by
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identifying and preventing waste, fraud, and abuse to ensure U.S. taxpayer
resources are put to good use in Afghanistan. Aloise’s message focused on
three topics. First, the state of Afghanistan and the reconstruction effort
at the moment; second, the realities of facing corruption on the ground;
and third, what the long-term lessons and legacies of both the Afghanistan
reconstruction effort and SIGAR’s oversight will be.

Deputy Inspector General Aloise Speaks at

the University of Denver

On October 31, 2016, DIG Gene Aloise spoke at the Korbel School of
International Studies at the University of Denver on the challenges of post-
conflict reconstruction in Afghanistan. During the discussion, DIG Aloise
talked about SIGAR’s mission to root out waste, fraud, and abuse and how
lessons learned can be applied to other contingency operations around
the world.

SIGAR BU DGEI' Genevieve Wilson is retiring this year after
SIGAR is funded through April 28, 2017, under the Further Continuing and ~ S°'/ many years in DOD positions and

. . L. K . almost three years as SIGAR’s security
Security Assistance Appropriations Act, 2017, which provides the agency subject-matter expert.

prorated funds based on the FY 2016 amount of $56.9 million until the

next appropriations law is signed. The budget supports SIGAR’s oversight
activities and products by funding SIGAR’s (1) Audits and Inspections,

(2) Investigations, (3) Management and Support, and (4) Research and
Analysis Directorates, as well as the Special Projects Team and the Lessons
Learned Program.

SIGAR STAFF

SIGAR'’s staff count remained steady since the last report to Congress, with
196 employees on board at the end of the quarter: 27 SIGAR employees
were at the U.S. Embassy Kabul and two others were at Bagram Airfield.
SIGAR employed five Afghan nationals in its Kabul office to support the
Investigations and Audits Directorates. In addition, SIGAR supplements

its resident staff with personnel assigned to short-term temporary duty in
Afghanistan. This quarter, SIGAR had nine employees on temporary duty in
Afghanistan for a total of 68 days.

REPORT TO THE UNITED STATES CONGRESS | JANUARY 30, 2017



“Afghanistan 1s far from perfect, and it will
take sustained engagement and effort in
the years ahead to protect the progress

we’'ve made. We have invested significant
blood and treasure in Afghanistan’s future,
and we must continue to support the
Afghan people as they work to build a
secure and peaceful future in the months
and years ahead.”

—Secretary John Kerry

Source: Secretary of State John Kerry, “Exit Memo From Secretary Kerry to President Obama,” State.gov, Washington, DC,
Januan y 5, 2016.
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OVERVIEW

According to the United Nations Secretary-General, there was no substan-
tive movement towards peace between the Afghan government and the
Taliban this quarter. Taliban leaders reportedly believe that the 2016 fighting
season was a success and, for the time being, see no incentive to enter into
a strategic negotiation process. On December 23, 2016, the Taliban again
publicly rejected peace talks, reiterating their long-held stance that talk of
peace and reconciliation is “meaningless” as long as foreign forces remain
in Afghanistan.

The same day, President Barack Obama signed the Fiscal Year (FY)
2017 National Defense Authorization Act, authorizing up to $4.26 billion
for the Afghanistan Security Forces Fund (ASFF.) The ASFF is the United
States’ principal fund to build, train, equip, and sustain the Afghan National
Defense and Security Forces (ANDSF). President Obama pledged to recom-
mend to his successor that the United States continue to seek funding for
the ANDSF at or near current levels through 2020. For its part, the interna-
tional community pledged at the October 2016 NATO summit in Warsaw to
provide more than $800 million annually for the ANDSF from 2018 to 2020.

SIGAR’s analysis of the most recent data provided by U.S. Forces in
Afghanistan (USFOR-A) suggests that the security situation in Afghanistan
has not improved this quarter. The numbers of the Afghan security forces
are decreasing, while both casualties and the number of districts under
insurgent control or influence are increasing.

The Afghan government faced tensions within the executive branch
over the actions of First Vice-President Abdul Rashid Dostum and conflict
between the executive and parliament over the dismissal of seven govern-
ment ministers.

In October, First Vice-President Dostum publicly accused President
Ashraf Ghani and Chief Executive Abdullah Abdullah of nepotism and eth-
nic bias in government appointments. Both Ghani and Abdullah’s offices
condemned Dostum’s statement.

Then on November 24, Dostum reportedly kidnapped a political rival, a
former governor of Jowzjan Province. Once released, the victim accused
Dostum on national television of ordering him to be beaten and raped with
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Farmland creeps through the rolling hills of Badakshan Province in northeastern Afghanistan. Only about 12% of the country is suitable
for agriculture. (UN Assistance Mission in Afghanistan photo by Fardin Waezi)

the muzzle of a rifle while in Dostum’s private custody. The U.S. Embassy
and the European Union called for an investigation. On December 17, the
Afghan attorney general’s office announced it was investigating the mat-
ter. As of December 22, Dostum refused an attorney-general summons.
Claiming the first vice-president has the same legal standing as the presi-
dent, Dostum’s chief of staff labeled the summons illegal, arguing that
allegations of crimes against the president can only be made by a two-thirds
vote by parliament. Chief Executive Abdullah’s office called the handling of
the Dostum investigation a significant test for the unity government.

Between November 12 and 15, the lower house of parliament passed no-
confidence votes against seven of 16 ministers after they were summoned
to explain why their ministries executed less than 70% of their development
budgets (projects and investments are funded from a ministry’s devel-
opment budget). Four of the seven ministers sanctioned by parliament
were nominees of President Ghani, while the remaining three had been
nominated by Chief Executive Abdullah. Parliament considers those who
received votes of no confidence dismissed. On November 14, President
Ghani ordered the ministers to continue working, referring the issue of the
dismissal’s legality to the Afghan Supreme Court.

Afghanistan began FY 1396, which runs from December 21, 2016, through
December 20, 2017, without an approved budget. The lower house of parlia-
ment rejected the draft budget submitted by the executive twice, arguing
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that project funds were not well balanced between provinces. Parliament
rejected a draft FY 1395 budget with the same critique. On January 16, 2017,
the parliament passed an AFN 429 billion budget (more than $6.4 billion in
current dollars) on its third attempt with only 57% of lower house members
participating in the vote. Domestic revenues are to pay for 38% of the bud-
get, with donor assistance covering the rest.

Domestic revenues collected in the first 11 months of FY 1395 rose
32.0% above the same period in the previous year, but still covered only
about 46.4% of total government expenditures, leaving a $2.4 billion fis-
cal gap. Recurrent revenue streams like taxation and customs revenues
increased more modestly. Revenue from the sale of government-owned
land and buildings saw the biggest percentage increase compared to the
same period last year, but it is questionable whether revenue inflows from
such finite sources are sustainable. Increased revenue, while positive in
light of Afghanistan’s persistent fiscal gap, had no appreciable benefit for
Afghanistan’s economy.

The World Bank projected Afghanistan’s real (net of inflation) gross
domestic product (GDP), excluding opium, to grow 1.2% in 2016, marginally
higher than 0.8% in 2015. The IMF said current economic growth—which is
not keeping pace with the growth in population—remains far below what is
necessary to increase employment and improve living standards.

Final approval of the U.S. government’s revised counternarcotics strat-
egy has been postponed until the new U.S. Administration takes office.

The United States has provided $8.5 billion for counternarcotic efforts
in Afghanistan since 2002, but the area under poppy cultivation this year
increased 10% to 201,000 hectares compared to last year’s total.

The United Nations also reported that eradication results in 2016 were
the lowest this decade at 355 hectares—a 91% decrease from 2015. Though
cultivation decreased 7% in Helmand, the country’s main opium poppy-
cultivating province, it increased significantly in some provinces, such
as Badghis (184%), while Jowzjan Province lost the poppy-free status it
had regained in 2008. Additionally, Afghanistan has a severe and growing
domestic addiction problem, with an estimated 11% of the adult population
using drugs.

Cumulative appropriations for relief and reconstruction in Afghanistan
totaled approximately $117.3 billion, as of December 31, 2016. Of the total
cumulative amount appropriated for Afghanistan reconstruction, $98.8 billion
went to the seven major reconstruction funds featured in the Status of Funds
subsection of this report. Approximately $8.4 billion of this amount remained
available for potential disbursement.
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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 December 31, 2016, the United States had appropriated

approximately $117.25 billion for relief and reconstruction in Afghanistan

since FY 2002. This total has been allocated as follows:

¢ $70.55 billion for security ($4.33 billion for counternarcotics initiatives)

¢ $32.83 billion for governance and development ($4.18 billion for
counternarcotics initiatives)

¢ $3.08 billion for humanitarian aid

e $10.77 billion for civilian 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 BiLLions)

|
FUNDING SOURCES (TOTAL: $117.25)

ASFF: Afghanistan Security Forces Fund

b CERP: Commander's Emergency
Other Response Program

AIF: Afghanistan Infrastructure Fund
$66.02 $3.68 $0.99 $0.82 $3.02 $19.41 $4.88 $18.43 .
TFBSO: Task Force for Business and

R T 5tov'y Operations

_ . . . ey

Counter-Drug Activities
Note: Numbers have been rounded.

ESF: Economic Support Fund

INCLE: International Narcotics Control and
@ Multiple agencies include DOJ, State, DOD, USAID, Treasury, USDA, DEA, Broadcasting Board of Governors (BBG),
and SIGAR.

Law Enforcement
Other: Other Funding

Source: DOD, response to SIGAR data calls, 1/13/2017, 1/12/2017, 10/11/2016, 10/22/2012, 10/14/2009, and

10/1/2009; State, response to SIGAR data calls, 1/18/2017, 1/6/2017, 10/18/2016, 5/4/2016, 10/20/2015, 4/15/2015,

4/15/2014, 6/27/2013, 10/5/2012 and 6/27/2012; Treasury, response to SIGAR data call, 7/9/2015; OMB, response to

SIGAR data calls, 4/16/2015, 7/14/2014, 7/19/2013 and 1,/4/2013; USAID, response to SIGAR data calls, 1/10/2017,

10/15/2010, 1/15/2010, and 10/9/2009; DOJ, response to SIGAR data calls, 12/16/2016 and 7/7/2009; USDA, response to

SIGAR data call, 4/2009; DFAS, "AR(M) 1002 Appropriation Status by FY Program and Subaccounts December 2016,"

1/17/2017; OSD Comptroller, 16-22 PA: Omnibus 2016 Prior Approval Request, 6/30/2016; Pub. L. Nos. 114-113, 113-235,

11376, 1136, 112-74, 112-10, 111-212, 111-118.
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U.S. RECONSTRUCTION FUNDING FOR AFGHANISTAN

ASFF  CERP ’ TFBSO . ‘ incte omer  As of December 31, 2016, cumulative appropriations for relief and recon-
struction in Afghanistan totaled approximately $117.25 billion, as shown
in Figure 3.2. This total can be divided into four major categories of recon-
struction funding: security, governance and development, humanitarian,
and oversight and operations. Approximately $8.50 billion of these funds
support counternarcotics initiatives which crosscut both the security
($4.33 billion) and governance and development ($4.18 billion) categories.
For complete information regarding U.S. appropriations, see Appendix B.

At the end of the fiscal quarter, the U.S. government was operating

DOD USAID State

The amount provided to the seven major
U.S. funds represents nearly 84.3% (over
$98.82 billion) of total reconstruction
assistance in Afghanistan since FY 2002.

Of this amount, more than 92.1% (over under a continuing resolution for FY 2017. As a result, Figure 3.3 shows the
$91.02 billion) has been obligated, and amount of FY 2017 funding made available for obligation under continuing
over 86.9% (nearly $85.92 billion) has been resolutions, as of December 31, 2016.

disbursed. An estimated $4.53 billion of the On November 10, President Barack Obama released an amended FY 2017

amount appropriated these funds has expired.  budget for Overseas Contingency Operations (OCO). For Afghanistan,
the amendment increases the amount requested for the Afghanistan

FIGURE 3.2
CUMULATIVE APPROPRIATIONS BY FUNDING CATEGORY, AS OF DECEMBER 31, 2016 (s siLLions)

2002-2010 2011 2012 2013 2014 2015 2016 20172

[ | Security Governance/Development B Humanitarian Civilian Operations Total

Note: Numbers have been rounded. DOD reprogrammed $1 billion from FY 2011 ASFF, $1 billion from FY 2012 ASFF, and $178 million from FY 2013 ASFF to fund other DOD OCO requirements. ASFF
data reflects the following rescissions: $1 billion from FY 2012 in Pub. L. No. 113-6, $764.38 million from FY 2014 in Pub. L. No. 113-235, and $400 million from FY 2015 in Pub. L. No. 114-113. DOD
reprogrammed $230 million into FY 2015 ASFF. DOD transferred $1021 million from FY 2011 AIF, $179.5 million from FY 2013 AIF, and $55 million from FY 2014 AIF to the ESF to fund infrastructure
projects implemented by USAID. aFY 2017 figures reflect amounts made available for obligation under continuing resolutions.

Source: DOD, response to SIGAR data calls, 1/13/2017, 1/12/2017, 10/11/2016, 10/22/2012, 10/14/2009, and 10/1/2009; State, response to SIGAR data calls, 1/18/2017, 1/6/2017,
10/18/2016, 5/4/2016, 10/20/2015, 4/15/2015, 4/15/2014, 6/27/2013, 10/5/2012 and 6/27/2012; Treasury, response to SIGAR data call, 7/9/2015; OMB, response to SIGAR data calls,
4/16/2015, 7/14/2014, 7/19/2013 and 1/4/2013; USAID, response to SIGAR data calls, 1/10/2017, 10/15/2010, 1/15/2010, and 10/9/2009; DOJ, response to SIGAR data calls,
12/16/2016 and 7/7/2009; USDA, response to SIGAR data call, 4/2009; DFAS, "AR(M) 1002 Appropriation Status by FY Program and Subaccounts December 2016," 1/17/2017; OSD Comptroller,
16-22 PA: Omnibus 2016 Prior Approval Request, 6/30/2016; Pub. L. Nos. 114-113, 113235, 11376, 113-6, 112-74, 112-10, 111-212, 111-118.
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Security Forces Fund by $814.5 million to $4.26 billion. The additional
funding is primarily intended to begin transitioning the Afghan National
Defense and Security Forces (ANDSF) from Russian-manufactured to
U.S.-manufactured helicopters.>

The United States aims to channel at least 50% of its development
assistance on-budget to the Government of Afghanistan.’ This assistance
is provided either directly to Afghan government entities or via contribu-
tions to multilateral trust funds that also support the Afghan government’s
budget.” Since 2002, the United States has provided more than $10.25 bil-
lion in on-budget assistance. This includes about $5.66 billion to Afghan
government ministries and institutions, and nearly $4.60 billion to three
multinational trust funds—the World Bank’s Afghanistan Reconstruction
Trust Fund (ARTF), the United Nations Development Programme’s Law and
Order Trust Fund (LOTFA), and the Asian Development Bank’s Afghanistan
Infrastructure Trust Fund (AITF). Table 3.1 shows U.S. on-budget assis-
tance disbursed to the Afghan government and multilateral trust funds.
FIGURE 3.3

APPROPRIATIONS BY FISCAL YEAR, AMOUNT, AND CATEGORY (s siLLIONS)

TABLE 3.1

U.S. ON-BUDGET ASSISTANCE TO
AFGHANISTAN, SINCE 2002 (s miLLIONS)

Government-to-Government

DOD $4,946
State 92
USAID 619
Multilateral Trust Funds

LOTFA $1,641
ARTF 2,842
AITF 113

Note: Numbers have been rounded. Figures reflect amounts
the United States has disbursed in on-budget assistance to
Afghan government entities and multilateral trust funds. As
of December 31, 2016, USAID had obligated approximately
$1.3 billion for government-to-government assistance.

Source: USAID, response to SIGAR data call, 1/18/2017;
DOD, response to SIGAR data call, 6/25/2015; World Bank,
“ARTF: Administrator’s Report on Financial Status as of
November 20, 2016 (end of 11th month of FY 1395)", p. 4;
UNDR response to SIGAR data call, 1/19/2017.

$6.81
.............................................. ,$6,'22 — ... $681
.......... I I $1'95
2011 2012 2013 2014 2015 2016 20172
[ | Security Governance/Development B Humanitarian Civilian Operations Total

Note: Numbers have been rounded. DOD reprogrammed $1 billion from FY 2011 ASFF, $1 billion from FY 2012 ASFF, and $178 million from FY 2013 ASFF to fund other DOD OCO requirements. ASFF
data reflects the following rescissions: $1 billion from FY 2012 in Pub. L. No. 113-6, $764.38 million from FY 2014 in Pub. L. No. 113-235, and $400 million from FY 2015 in Pub. L. No. 114-113. DOD
reprogrammed $230 million into FY 2015 ASFF. DOD transferred $1021 million from FY 2011 AIF, $179.5 million from FY 2013 AIF, and $55 million from FY 2014 AIF to the ESF to fund