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IRAQ’S BUDGET SURPLUS

TUESDAY, SEPTEMBER 16, 2008

HOUSE OF REPRESENTATIVES,
COMMITTEE ON THE BUDGET,
Washington, DC.

The Committee met, pursuant to call, at 9:35 a.m., in Room 210,
Cannon House Office Building, Hon. John M. Spratt presiding.

Present: Representatives Spratt, Edwards, Schwartz, Kaptur,
Becerra, Doggett, Berry, McGovern, Scott, Etheridge, Baird, Moore
of Kansas, Bishop, Ryan, Conaway, Tiberi, Porter, Alexander,
Smith, and Jordan.

Chairman SPRATT. I call the Committee hearing to order, and
first of all thank everyone for attending today’s hearing on Iraq’s
Budget Surplus, and especially our witnesses.

This hearing will be the first opportunity for the Congress to re-
ceive testimony on this report, the GAO Report, since the Govern-
ment Accountability Office released it several weeks ago. GAO re-
ports that Iraq is now running a substantial budget surplus. It may
reach $79 billion. At the same time the CBO reported last week
that in contrast to Iraq’s growing surplus, the budget deficit for the
United States is expected to be $400 billion for the current fiscal
year. That is the second largest deficit in our history. Even bigger
deficits are projected next year.

This hearing will give the Budget Committee the chance to de-
velop some insight into Iraq’s fiscal situation and its ability to help
pay for its own reconstruction. So far the United States has pro-
vided more than $650 billion for our efforts in Iraq, $50 billion of
which is for reconstruction and security forces training. We are
spending today at the rate of more than $10 billion a month, which
is by anybody’s calculus a significant sum of money.

Given our budget deficits here at home, some find it difficult to
understand why American taxpayers are still funding Iraqi recon-
struction and security training. In funding the Gulf War, the first
President was able to secure much greater cost sharing from our
allies which greatly reduced the bill that the taxpayers ultimately
had to pay.

Let me say at the outset that this hearing is not a debate on the
war, not a debate on the surge, or the plans for redeploying any
troops we may have. In fact, even the strictly budgetary issues of
the total cost of the war, military and reconstruction, is larger than
today’s topic.

We invited the Department of Defense to address the broader
budgetary issue in a hearing this fall, but they declined to appear.
Thus today’s hearing is called to examine the issue of the Iraqi
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budget surplus. We on the Budget Committee want to assess for
the purpose of projecting the bottom line whether the burden of
Iraq’s reconstruction can finally begin to shift from the United
States to Iraq itself given the surplus they are currently enjoying.

To help us understand the budget surplus we have two panels.
On the first is Mr. Joseph Christoff, the Director of International
Affairs and Trade at the Government Accountability Office. Mr.
Christoff is joining us to present GAO’s latest information on Iraq’s
budget surplus. Mr. Christoff, thank you for coming and we look
forward to your testimony. On the second panel we have Mr. Chris-
topher Blanchard from CRS, Dr. Larry Korb from the Center for
American Progress, Dr. Fred Kagan from the American Enterprise
Institute. The second panel will continue the discussion on this
topic by giving us their expert opinions. On behalf of the Com-
mittee I also welcome Mr. Blanchard, Mr. Korb, and Mr. Kagan.
We will come to you as soon as we finish with this panel.

But before turning to the testimony of the witnesses let me turn
to my colleague Mr. Ryan from Wisconsin for any comments he
may care to make. Mr. Ryan?

[The prepared statement of John Spratt follows:]

PREPARED STATEMENT OF HON. JOHN M. SPRATT, JR., CHAIRMAN,
HoustE COMMITTEE ON THE BUDGET

I would like to thank everyone for coming to today’s hearing on “Iraq’s Budget
Surplus,” particularly our witnesses. This hearing will be the first opportunity for
Congress to receive testimony on this report since the Government Accountability
Office released it.

GAO reports that Iraq is now running a substantial budget surplus that may
reach $79 billion. At the same time, the Congressional Budget Office reported last
week that in contrast to Iraq’s growing budget surplus, the budget deficit for the
United States is expected to exceed $400 billion for the current fiscal year—the sec-
ond largest deficit in U.S. history—with even bigger deficits projected for next year.

This hearing will give the Budget Committee the chance to develop some insight
into Iraq’s fiscal situation and its ability to help pay for its own reconstruction. So
far, the United States has provided more than $650 billion for our efforts in Iraq,
$50 billion of which is for reconstruction and security forces training. We are spend-
ing at a rate of $10 billion a month—a significant sum of money. Given our budget
deficits here at home, some find it difficult to understand why American tax-
payers—rather than Iraqis—are still funding Iraq reconstruction projects and secu-
rity training. In funding the Gulf War, the first President Bush was able to secure
much greater cost-sharing from our allies, greatly reducing the bill that the Amer-
ican taxpayers had to fund.

Let me say at the outset that today’s hearing is not a forum to debate the war
or the surge or the plans for redeploying our troops. In fact, even the strictly budg-
etary issue of the total costs of the war—military and reconstruction—is broader
than today’s topic. We invited the Department of Defense to address that broader
budgetary issue in a hearing this fall, but they have declined to appear.

Thus, today’s hearing is called to examine the issue of Iraq’s budget surplus. We
on the Budget Committee want to assess, for the purpose of projecting the bottom-
line, whether the burden of Iraq’s reconstruction can finally shift from the U.S. to
Iraq, given the current budgetary surplus in Iraq.

To help us understand Iraq’s budget surplus, we have two panels. On the first
panel we have Mr. Joseph Christoff, the Director of International Affairs and Trade
at GAO. Mr. Christoff is joining us to present GAQ’s latest information on Iraq’s
budget surplus. Mr. Christoff, I thank you for coming and join my colleagues in wel-
coming you here.

On the second panel we have Mr. Christopher Blanchard from CRS, Dr. Lawrence
Korb from the Center for American Progress, and Dr. Frederick Kagan from the
American Enterprise Institute. The second panel will continue the discussion on this
topic by giving us their expert opinions. On behalf of the Committee, I also welcome
Mr. Blanchard, Dr. Korb and Dr. Kagan. We appreciate their willingness to partici-
pate and look forward to their testimony.
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I now turn to my colleague, the ranking Member from Wisconsin, Mr. Ryan for
any statement that he may have.

Mr. RyaN. Thank you, Mr. Chairman. Also, Mr. Chairman thank
you for holding this hearing on an issue that is of particular impor-
tance to this Committee. That is, how do we budget for the War
on Terrorism, and particularly the war in Iraq? But while talking
about this is important, with only two weeks left before funding for
our troops expires it would be wise for this Congress to put forward
a similar effort into actually completing the Defense Appropriations
Bill.

A month or so ago GAO estimated that Iraq will be generating
significant oil revenues in 2008 and will be running a budget sur-
plus. I am very interested to hear from Dr. Christoff today on
whether or not he believes that that is still the case today with the
volatility in oil prices such as it is today. Clearly our success in
Iraq depends largely on the establishment of a stable security envi-
ronment that is necessary for a civil society and a growing economy
in that nation. This report suggests that Iraq is making progress
on getting its oil industry operating and developing a functioning
government.

I view this as progress. I was there a year ago and you had black
market trucks coming into the biggest refinery at night, stealing
the oil. And we had to send the 82nd Airborne in just to secure an
oil refinery. So we are seeing progress going in the right direction.
And I believe that that progress is due largely to the fact that the
surge has worked. American troops have made remarkable
progress in improving ground conditions in Iraq. And by most ac-
counts, it appears that we have clearly turned a corner.

I was among those who supported the surge, and many of you
are here as well. Which I will note that Senator Obama recently
stated that he believes that it, “has succeeded beyond our wildest
dreams.” And while I have certainly heard the arguments of those
who insist that now is the right time to simply pull out, I would
argue the opposite. Now is the time to take those incredibly hard
fought gains, build upon them, and finish the job so our troops can
come home with a victory.

On a final note, if there is one thing I would ask my colleagues
to keep in mind it is that regardless of which side of the aisle you
are on none of us wants to be at war. At the same time, every one
of us wants to ensure the safety and security for our nation. In
short, I believe we all genuinely want to do what is right for our
country and for the security of our people.

This hearing offers the Committee an opportunity to look for-
ward. Forward to how we budget for finishing the job in Iraq, for-
ward to ensuring the security environment in Iraq continues to fos-
ter a growing economy, and forward to the day that the Iraq gov-
ernment has the capability to stand on its own two feet. I look for-
ward to hearing from Mr. Christoff and from our other witnesses
who I would like to thank for coming here today. Thank you,
Chairman. I yield.

PROTESTOR. [Inaudible].

Chairman SPRATT. I'm sorry you are out of order and you will be
removed from the room if you persist in doing what you're doing.

PROTESTOR. [Inaudible].
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Chairman SPRATT. Mr. Christoff, the floor is yours. Your state-
ment will be made a part of the record so that you can summarize
it, but we welcome you to expand on it as well and explain, number
one, how this mission came about, and number two how it was con-
ducted as well as the findings of it. I would ask before we get start-
ed that there be unanimous consent so that all members can sub-
mit an opening statement, or any who care to, which will be en-
tered into the record at this point. Without objection, so ordered.

Mr. Christoff, the floor is yours. Thank you again for coming. We
look forward to your testimony.

STATEMENT OF JOSEPH CHRISTOFF, DIRECTOR OF INTER-
NATIONAL AFFAIRS AND TRADE, GOVERNMENT ACCOUNT-
ABILITY OFFICE

Mr. CHRISTOFF. I thank you, sir. Thank you Mr. Chairman, Mr.
Ryan, for inviting me to this important hearing. Iraq has an esti-
mated 115 billion barrels of crude oil reserves. It is the third larg-
est in the world. And oil revenues are critical to Iraq’s economy,
accounting for over half of the country’s GDP and over 90 percent
of its revenues. My statement today is based on the report we
issued last month on Iraq’s revenues, expenditures, and surpluses
from 2005 to 2008. To complete our work we received revenue data
from the Central Bank of Iraq and the IMF, and expenditure data
from Iraq’s Ministry of Finance.

And let me summarize the findings in our report. First, from
2005 to 2007 Iraq generated $96 billion in revenues. Oil revenues
accounted for over 90 percent of that total. For 2008 we estimate
that Iraq could generate between $73 billion and $86 billion in
total revenues, nearly as much as it generated in the prior three
years.

Second, from 2005 to 2007 Iraq spent $67 billion on operating ex-
penses and investments. Operating expenses, such as salaries and
goods and services, consumed 90 percent of that total. The remain-
ing 10 percent was spent on investments, such as structures, and
vehicles. In general, Iraq has spent less on investments than oper-
ating expenses. For example, in 2007 the government spent only 28
percent of its $12 billion investment budget. In contrast, Iraq spent
80 percent of its $29 billion operating budget.

We also found that Iraq spent 1 percent of total expenditures on
maintaining Iraq and U.S. funded investments. These investments
included bridges, roads, weapons, and water and electricity facili-
ties. Iraq has not spent all of its budgeted funds, resulting in a
growing surplus, our third key finding. We estimate that Iraq will
accumulate a budget surplus of between $67 billion and $79 billion
by the end of this year. This includes $29 billion accumulated
through the end of 2007 and between $38 billion and $50 billion
projected for 2008.

This surplus could be reduced if the government spends the
$22.3 billion supplemental budget it passed last month. The gov-
ernment of Iraq projects it will spend its entire budget, including
the supplemental, and end 2008 with a $5 billion deficit. Iraq made
similar assertions in its 2005 through 2007 budgets, projecting defi-
cits of between $3.5 and $8.1 billion. However, Iraq ended each of
these years with budget surpluses. Accordingly, it is unlikely the
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government will spend its entire budget for 2008. Moreover, as of
June 2008 the Iraqi government had spent only 38 percent of its
$50 billion regular budget.

Several factors affect Iraq’s ability to spend its budget, particu-
larly its investment budget. Iraq has weak budgetary, procure-
ment, and accounting systems. In addition, it has a shortage of
trained staff with experience in preparing budgets, soliciting
awards, and overseeing capital projects. And finally, violence has
decreased the number of workers available and increased the time
needed to plan and complete capital projects. Violence has also hin-
dered U.S. efforts to help build capacity in Iraq’s central ministries.

In reviewing our report the Treasury Department agreed with
our findings. The Department stated that with more revenues the
Iraqi government is in a stronger position to shoulder the burden
of developing, rebuilding, and securing the country. To date, the
United States has largely shouldered that burden. For example, in
four key sectors, security, oil, water, and electricity, the United
States has spent 70 percent of the $33 billion it allocated. In com-
parison, the Iraqi government spent 14 percent of the $30 billion
it allocated for these same sectors.

So in conclusion, Iraq’s large surplus and growing oil revenues
offer it the potential to contribute to the country’s reconstruction
and provide more services to its people. Mr. Chairman, that con-
cludes my statement. I would be happy to answer your questions.

[The prepared statement of Joseph Christoff follows:]
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STABILIZING AND REBUILDING IRAQ

Iraqi Revenues, Expenditures, and Surplus

What GAO Found

From 2005 through 2007, the Tragi government generated an estimated $96
billion in cumulative revenues, of which crude ol export sal ounted for
about $90.2 billion or 94 percent. For 2008, Irag could generate an estimated
$73.5 billion to $86.2 billion in revenues, with oil exports accounting for $66.5
billion to $79.2 billion. Projected 2008 oil revenues could be more than twice
the average annual amount. Irag generated from 2005 through 2007,

raqi Revenues, Expenditures, and Surpluses, 2005-2007, with Projections for 2008
(Bilfions of U.S. doflars)
2008 Projections
2005 2006 | 2007 Total, Low High
2005-2007
Total Revenues 241 320 39.9 96.0 735 86.2
MoF Expenditures 17.6 228 26.6 87.0 363 359
Surplus 6.5 22 133 29.0 382 50.3
Source: GAQ analysis of data from the Central Bank of Iraq, Internationaf Monetary Fund, and Iraqi

Ministry of Finance (MoF) Budget.

Trom 2005 through 2007, the Iraqi government spent an estimated $67 billion
on operating and investment activities. Ninety percent was spent on operating
expenses, such as salaries and goods and services, and the remaining 10
percent on investments, such as structures and vehicles, The Iraqi
government spent only 1 percent of total expenditures to maintain I
LS. funded investmentis, such as electricity installations and weapons.

and

From 2005 through 2007, Iraq had an estimated cumulative budget surplus of
about $29 billion. For 2008, we estimate that Iraq will have an additional
surplus of between $38.2 billion o $50.3 billion, which could result in a
cuntulative budget surplus of $67 bitlion to $79 billion. Iraq’s 2008 budget
surplus could be reduced by expenditu mits 3 billion supplemental
budget, which Irag’s Council of Representative passed in August 2008.
However, based on Irag’s past expenditure performance, the government may
not be able to spend all that it has budgeted for 2008,

Since fiscal year 2003, the United States has appropriated about $48 billion
for stabilization and reconstruction efforts in Irag; it had obligated about
$42 billion of that amount, as of June 2008. U.S. agencies spent about,
$23.2 billion on four critical sectors—security, oil, electricity, and water.
As of June 2008, the United States had spent 70 percent of the amount it
allocated for these four sectors from fiscal year 2003 through June 2008.
Irag spent 14 percent, or $4.3 billion, of the $30 billion it allocated for
similar activities in these sectors from 2005 through June 2008.

Traq’s large ol reserves coupled with higher oil prices offer the government of
fraq the potential to increase its contributions to the country’s reconstruction
efforts and thereby enhance essential services to the Iraqi people,

United States A itity Office




Mr. Chairman and Members of the Committee:

T am pleased to be here today to discuss the report GAO issued last month
on the revenues, expenditures, and surpluses Iraq has generated since
2005." This report discussed (1) Iraq’s estimated revenues from 2005
through 2008, (2) Irag’s estimated expenditures from 2005 through 2008,
(3) Iraq’s financial deposits through 2007 and budget surpluses, (4) US.
cumulative expenditures on stabilization and reconstruction activities in
Irag since 2003, and (5) factors affecting Iraq’s efforts to accelerate
spending.

Iraq has an estimated 115 billion barrels of crude ol reserves—the third
largest in the world. Oil export revenues are critical to Iraq's economy,
accounting for over half of the country’s gross domestic product and over
90 percent of revenues. Irag’s large oil reserves coupled with higher oil
prices offer the government of Iraq the potential to contribute to the
country’s reconstruction efforts and thereby enhance essential services to
the Iraqi people.

To address the report’s objectives, we analyzed relevant data and reviewed
documents such as Central Bank of Irag (CBI) export oil receipts data and
the International Monetary Fund's (IMF) stand-by arrangement for Iraq.
We worked extensively with officials from the Department of Treasury and
interviewed officials from the Departments of State, Defense, Energy's
Energy Information Administration (EIA), and the IMF. We also reviewed
translated copies of Iragi documents, including budget and capital
spending reports.

We conducted this performance audit from May to August 2008, in
accordance with generally accepted government auditing standards. Those
standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and
conclusions based on our audit objectives. We believe that the evidence
obtained provides a reasonable basis for our findings and conclusions
based on our audit objectives. Our report builds upon GAO’s extensive
body of work on Irag, also conducted according to generally accepted
government auditing standards. These reports inctude our May 2007 report
on Irag’s energy sector, our January 2008 report assessing Iraq's efforts to

Irag: Iragi

'GAO, St ing and s, and Surphs,
GAOO8-1031 (Washington, D.C.: Aug. 5, 2008).

Page 1 GAOC-08-1144T



spend its budget, and our June 2008 report assessing progress in meeting
key goals of The New Way Forward.”

Summary

From 2005 through 2007, the Iraqi government generated an estimated $96
billion in cumulative revenues, of which crude oil export sales accounted
for about $90.2 billion or 94 percent. For 2008, we estimate that Iraq could
generate between $73.5 billion and $86.2 billion in total revenues, with oil
exports accounting for between $66.5 billion to $79.2 billion. Projected
2008 oil revenues could be more than twice the average annual amount
Iraq generated from 2005 through 2007. Iraq revenues, expenditures, and
budget surpluses are displayed in table 1.

Table 1: fragi £s and Surg 2005-2007, with Projections
for 2008

(Billions of U.S. doliars)

2008 Projections
Total,
2005 2006 2007 2005-2007 Low  High

Total Revenues 24.1 32 39.9 96.0 735 86.2
MoF Expenditures 176 22.8 26.8 67.0 363 358
Surplus 85 9.2 133 29.0 38.2 50.3
Source: Bank of lrag, {, and Irags M Budget.

Note: GAO projections for 2008 are based on actual prices and volume of crude oif exports over the
first 6 months of 2008 and varied price and export volume for the last 6 months of 2008,

From 2005 through 2007, the Iraqi government spent an estimated $67
billion on operating and investment activities. Ninety percent was spent on
operating expenses, such as salaries and goods and services, and the
remaining 10 percent on investments, such as structures and vehicles. The
Iraqgi government spent only 1 percent of total expenditures to maintain
Irag- and U.S.-funded investments, such as buildings, water and electricity
installations, and weapons. While fotal expenditures grew from 2005
through 2007, Irag was unable to spend all of its budgeted funds. For

See GAO, Rebuilding Iraq: Integrated Strategic Plan Needed to Help Restare fraq’s Oit
(Washington, D.C.: May 15, 2007); frag

s Iraq’s Budget B on, GAO-08-153
Jan. 15, 2008); and Securing, Stabilizing, and Rebuilding Iraq:

me Gains Made, Updaled Strategy Needed, GAO-08-837 (Washingion,

(Washington, .
rogress Report: 3
D.C.: June 23, 2008).

Page 2 GAO-08-1144T



10

example, in 2007, Iraq spent 80 percent of its $29 billion operating budget
and 28 percent of its $12 billion investment budget.

From 2005 through 2007, Iraq had an estimated cumulative budget surplus
of about $29 billion. For 2008, we estimate that Iraq will have an additional
surplus of between $38.2 billion to $50.3 billion, which could result in a
cumulative budget surplus of $67 billion to $79 billion for 2005 through
2008. Irag’s 2008 budget surplus could be reduced as a result of
expenditures from the $22.3 billion supplemental budget Irag's Council of
Representative passed in August 2008. However, based on Iraq’s past
expenditure performance, the government may not be able to spend all
that it has budgeted for 2008.

Since fiscal year 2003, the United States has appropriated about $48 billion
for stabilization and reconstruction efforts in Irag; it had obligated about
$42 billion of that amount, as of June 2008." U.S. agencies spent about
$23.2 billion on four critical sectors—security, oil, electricity, and water.
As of June 2008, the United States spent 70 percent of the amount it
allocated for these four sectors from fiscal year 2003 through June 2008.
Iraq spent 14 percent, or $4.3 billion, of the $30 billion it allocated for
similar activities in these sectors from 2005 through June 2008.

U.S. government, coalition, and international officials have identified a
number of factors that have affected the Iragi government's ability to
spend more of its revenues on capital investments. These factors included
the shortage of trained staff; weak procurement and budgeting systems;
and violence and sectarian sirife. The United States has funded activities
to help build the capacity of key civilian and security ministries to improve
Irag’s ability to execute its capital project budget.

The Department of the Treasury agreed with the findings of our report and
stated that the report accurately highlights the substantial growth of Irag’s
revenues in recent years. Treasury also stated that the increase in Iragi
revenues places the government of iraq in a stronger position to shoulder
the full burden of its development, reconstruction, and security programs.

“This amount. includes $2 billion appropriated in June 2008 for reconstruction and
stabitization activities in Iraq in the Supplemental Appropriations Act, 2008, P.L. 110252

(Jun , 2008}, This amount does not inchude $1.1 billion appropriated in the same Act for
similar activities in [raq after October 1, 2008,

Page 3 GAO-08-1144T
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Background

Iraq possesses the third largest crude oil reserve in the world, estimated at
a total of 115 billion barrels. Only Saudi Arabia and Iran have larger
proved world oil reserves. Irag’s oil infrastructure has deteriorated over
several decades due to war damage, inadequate mai e, and the
limited availability of spare parts, equipment, new technology, and
financing. This situation was further affected by looting after Operation
Iraqi Freedom and continued attacks on crude oil and refined product
pipelines.

Irag’s crude oil production and exports have recovered since 2003. As of
June 2008, Iraq’s crude oil exports averaged 2.01 million barrels per day
(rbpd), according to Iragi oil export receipt data. Iraq generally receives a
discounted export price for its crude oil, in part due to its relatively lower
quality compared with key crude oils such as the U.S. West Texas
Intermediate (WTI) and Brent—benchmarks for world oil prices.
According to CBI data, for January through June 2008, Iragi crude oil was
priced at an average of $96.88 per barrel. During the same period, WTT and
Brent's prices averaged $110.95 and $109.17 per barrel, respectively.

Irag’s Estimated
Revenues from 2005
through 2008

From 2005 through 2007, the Iragi government generated an estimated $96
billion in cumulative revenues.® This estimate is based on actual crude oil
export sales of about $90.2 billion as reported by the CBI and Iraqi taxes,
interest, and other revenues of about $5.7 billion, as estimated by the IMF.
Crude oil export revenues increased an average of about 30 percent each
year from 2005 to 2007, due to increases in oil exports and price.

For 2008, we estimate that Iraq could generate between $73.5 billion to
$86.2 billion in total revenues. Table 2 displays the projected total
revenues, based on six scenarios projecting oil export revenues by varying
price and volume of exports.

‘Proved 1 are ated quantities that analysis of geologic and engineering data
demonsiraies with reasonable cerfainty are recoverable under existing economic and
operating conditions.

“We ave reporting Iragi revenues as mates because we use IMFreported estimates of
$5.7 billion for net domestic reven from oif-refated public enter) ant other
revenues, which is about 6 percent of Iraq’s estimated total revenues {or 2005 thl ough 2007,

Page 4 GAOO8-1144T
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Table 2: Projections for 2008 lragi Total Revenues

(Billions of U.S. dollars)

Revenues 1 2 3 4 5 3
Export oil revenues $865  $687 $73.3 $759 §764  $79.2
Tax and other revenues 6.9 6.9 8.9 6.9 6.9 6.9
Total $735  $757 $80.2 $828 $833  $86.2

‘Source; GAQ analysis of CBY and IMF data.

Note: Totals may not add due to rounding.

These scenarios assume that tax and other revenues (a small portion of
total revenues) will be $6.9 billion for 2008 but that export oil revenues
will vary based on the price Iraq receives for its oil and the volume it
exports.” As a result, we project that Irag could generate between $66.5
billion anc $79.2 billion in 0il revenues in 2008, more than twice the
average annual arnount Irag generated from 2005 through 2007. These
scenarios use the actual prices and volume of crude oil exports over the
first 6 months of 2008, as reported by the CBIL For the last 8 months of
2008, we varied the volume exported from 1.89 to 2.01 mbpd and the price
received from $96.88 to $125.29 per barrel.

Irag’s Estimated
Expenditures from
2005 through 2008

From 2005 through 2007, the Iraqi government spent an estimated $67
billion on a variety of operating and investment activities, as reported by
the Ministry of Finance. As displayed in table 3, Iraq spent 90 percent of
the $67 billion on operating expenses, including salaries and pensions, and
10 percent on investment expenses, such as structures, machinery, and
vehicles.”

“The IMF reported estimates of $6.9 billion in lax and other revenues for Iraq in 2008,

"We use “investment expenditures” here 10 refer to expenses for capital goods and capital
projects. Capital projects represent almost %) percent of the Iragi investment budget,

Page 5 GAQ-08-1144T7
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Table 3: Government of iraq Expenditures and Annual Growth Rates, 2005 through 2008

{Millions of U.S. doflars)

Annual Annual

Percentage average average

share growth rate growth rate

Total  Jan-June of total 2005-07 2005-07

Types of Expenditures 2005 2006 2007 200507 2008 2005-07 dollars Iraqi dinars

Total expenditures $17,583 $22,788 $26,599 $66,970 $19,127 100 23 13

1. Operating expenditures 16,151 21,173 23,164 60,489 16,528 20 20 10

A. Employee compensation 6,062 7,087 9,936 23,085 7,534 34 28 17

B. Goods and services 1,196 1,445 3,327 5,967 1912 9 67 53

1. Goods 565 663 1,794 3,021 1,048 5 78 63

2. Services 392 433 1,174 1,998 594 3 73 59

3. Maintenance 238 349 360 047 269 1 23 13

C. Other operating 8,894 12,642 9,801 31,437 7,082 47 ] -3
expenditures”

i, fovestment® 1,432 1615 3,434 6,482 2599 10 55 42

of Itagi Ministry of pandit

Notes: The 2006 through 2007 time frame represents fiscal year spending for January through
December.

The government of fraq adopted a new chart of accounts in 2007, To make comparisons over time,
we combine various budget categories to make them comparable over time.

"Other operating expenses include interest payments, grants and transfers, subsidies to public and
private enterprises, war reparations, and social benefits.

“Investment includes grants for reconstruction activities primarily tor provinces and regions for 2007
and 2008,

Our analysis of Ministry of Finance expenditure data found:

« Irag's dollar expenditures grew by about 23 percent per year, from $17.6

billion to $26.6 billion, largely due to increased spending on Iragi security
personnel. However, annual average growth rates computed in Iragi dinars
were 13 percent per year. Growth rates in dinars may be more informative
since Irag spends its budget in dinars. Using dollar-denominated
expenditures inflates growth rates because the dinar appreciated 19
percent against the dotlar in 2007.°

“The Iray dinar-1.S, dollar exchange rate was 1,500 per dollar in 2005 and 2006; 1,260 per
dollar in 2007; and 1,200 per dollar in 2008,

Page 6 GAO-08-1144T
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The Iraqi government spent about $947 miltion, or 1 percent of its total
expenditures for the maintenance of Iragi- and U.S -funded investments.
These expenses included maintenance of roads, bridges, vehicles,
buildings, water and electricity installations, and weapons.

Investrent expenditures increased at an annual rate of 42 percent in Iragi
dinars. However, most of this increase occurred in 2007 and was due
primarily to the increase in investment by the Kurdistan Regional
Government (KRG), not by the central ministries responsible for providing
critical services such as oil, water, electricity, and security to the Iragi
people. For example, of the $1.8 billion increase in investrent
expenditures in 2007, $1.3 billion, or more than 70 percent was due to a
reported increase in KRG investment.

For 2008, we estimate that the Tragi government could spend between
$35.3 billion and $35.9 billion of its $49.9 billion 2008 budget. This estimate
is based on the assumption that the expenditure ratic in 2008 will be the
same as the average expenditure ratios from 2005 to 2007. This assumption
results in a more than 21-percent increase in dinar expenditures in 2008,
compared with the annual average of 13 percent over the past 3 years.

Irag’s Financial
Deposits through 2007
and Budget Surpluses

As of Decernber 31, 2007, the Iragi government had financial deposits of
$29 4 billion held in the Development Fund for Irag (DFT) at the New York
Federal Reserve Bank, ° central government deposits at the CBI, and
central government deposits in Iraq's commercial banks, which includes
state-owned banks such gs Rafidain and Rasheed (see table 4).

“DFIT deposits consist of cash balances of $2.5 billion in U.S. dollars and $7.4 billion in U

vy bills that the Iraql government. urchased. As a U8 creditor, Traq has ye
willion in interest on those bills ¢ 2003, Iraq centzal government deposits in the
"B consist of U.S, dollar- and dinar-denominated aceounts.

Page 7 GAO-08-11147T
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Table 4: Financial Deposits of the Iraqi Government, as of December 31, 2007

(Billions of U.S. dollars)

Amount
Location {as of Dec. 31, 2007}
Development Fund for iraq $9.9
Central government deposits at the CBI 57
Central government deposits in the banking sector 13.8
Total $29.4

‘Souroe; GAQ analysis of Emst & Young intemational Advisory and Monitoring Board audt and IF's Infemational Financial Statiaics.

The balance of these deposits is, in part, the result of an estimated budget
surplus of about $29 billion from 2005 to 2007. For 2008, we estimate that
Irag's budget surplus could range from $38.2 billion to $50.3 billion, based
on the six scenarios we used to project export oil revenues and assuming
Irag’s expenditure ratio will be the same as the average expenditure ratios
from 2005 to 2007. (see table 5). This estimate is based on Iraq’s regular
budget of $49.9 billion for 2008. As of the end of May 2008, Irag spent $14.5
billion, or 29.1 percent, of the regutar 2008 budget of $49.9 billion.

Table 5: Estil d Total Ry . Expendi , and Surplus, 2005 through 2008

(Billions of U.S. dollars)

2005-2007 2008 2008 2008 2008 2008 2008

1 2 3 4 5 3
Estimated total revenues $96.0 $735 $757 $80.2 $828 $833 $86.2
Estimated totat
expenditures 670 353 354 356 358 358 359
Estimated budget surplus 290 382 403 446 471 476 503

‘Source: GAO analysis of EIA, IMF, Minlstry of Finance, and Central Bank of rag data.

Iraq may accumulate a budget surplus of $67 billion to $79 billion by the
end of 2008. This surplus could be reduced as a result of its expenditures
of the $22.3 billion supplemental budget that Irag’s Council of
Representatives passed in August 2008. The government allocated $14.3
billion of the total supplemental budget for operating expenditures and $8
billion for investment. Irag’s amended budget projects that the government
wiil spend the entire supplemental and regular budget and end 2008 with a
$5.1 billion deficit. Iraq made similar assertions in 2005 through 2007,
projecting budget deficits of $3.5 billion in 2005, $4.1 billion in 2006, and
$8.1 billion in 2007. (see fig. 1). However, as we previously displayed, Traq
ended each of these years with budget surpluses of $6.5 billion in 2005,

Page 8 GAO-08-1144T
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$9.2 billion in 2006, and $13.3 biilion in 2007 because it was unable to
spend its entire budget. Accordingly, the government may not be able to
spend its entire 2008 budget.

Figure 1: Comparison of Irag's P and Actual Budget Balances for 2005
through 2007 and Projected 2008 Balance

Biflions of dollars
60

50
a0
a

26

10 65

°

35
18
2005 2006 2007 2008

5.1

B CATR U, A SRR L

s ACt3a! birdget Surplus (Iracs reveriues fess fagl expenditures)
nesved Proposed budget deficit {irag busget law)

—— GAQ) projectod 2008 frag budget surplus (high)

e GAO projected 2008 trag budget surplus (iow)

‘Souros: GAD analysis of cata from Cenlral Bank of Iraq international Monetary Fund, iagf Ministiy of Finance budget and [raq
oudget law.
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U.S. Cumulative
Expenditures on
Stabilization and
Reconstruction
Activities in Iraq Since
2003

Since fiscal year 2003, Congress has appropriated about $48 biltion to U.S.
agencies to finance stabilization and reconstruction efforts in Iraq,
including developing Iraq’s security forces, enhancing Irag’s capacity to
govern, and rebuilding Iraq’s oil, electricity, and water sectors, among
others.” As of June 2008, about $42 billion (88 percent) had been obligated
and about $32 billion (68 percent) had been spent.”

Over two-thirds of the $32 billion spent, or $23.2 billion, have supported
reconstruction and stabilization activities in four critical sectors—security,
oil, water, and electricity. Table § compares the allocations and spending
of comparable activities by the United States and Iraq in these sectors. ©
The Iragi government developed its first annual budget in 2005.

Table 6: Comparison of Iraq and U.S. i and ling for
Sectors
(Biflions of U.S. dollars})
Government of irag U.S. Government

Fiscal year
005- Fiscal year 2003- 2003-June
2005-2008° June 2008 June 2008 2008
Sectors Allocated Spent” Allocated Spent”
Security” $12.8 $3.1 $22.5 $13.7
ol 10.8 0.4 27 25
Water resources’ 1.3 0.4 2.9 22
Electricity’ 5.2 0.4 53 4.8
Total $30.0 $4.3 $33.4 §23.2

Souircs: GAQ analysis of raq Ministey of Finance budgets and expenditures ang State, DQD, USAID, and Treaswy data

Note: Totals may not sum dua to rounding.

“Phis includes Iragspecifi iations for the Iraq Reconstruction and Relief Fund,
Iraq Security Forees fund, Economic Support Fund, Commander’s Erergency Response
Program, Iraq Freedom Fund, Democracy Fund, other agency program funds used i
activities, and operating expenses for the Coalition Provisional Authority.
includes §2 billion appropriated in June 2008 for reconstruetion and stabilization activities
in Iraq in the Supplemental Appropriations Act, 2008, P.L. 110252 (June 3 i
amount does not inciude $1.1 billion appropriated in the same Act for similar a
Traq atter October 1, 2008.

“For US. funds, we use the term “spent” for funds that have been disbursed.

“Allocations are a portion of appropriated funds provided to U.S. agencies.

Page 10 GAO-08-1144T
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“These amounts include $2.1 billion that has been aliocated for investments in these four sectors as
part of Iraq's $22.3 billion supplemental budget that Iraq’s Council of Representatives passed! in
August 2008,

“This refers to funds disbursed by U.S. agencies and funds expended by the respective lraqi
ministries.

“For security ministries, the Iraq figures for allocated and spent exclude employee compensation.

“For ofl, water, and electricity ministries, the Iraq figures refer to investment.

As of June 2008, the United States had spent 70 percent of the amount it
allocated for these four sectors from fiscal year 2003 through June 2008. In
contrast, as of June 2008, Iraq had spent 14 percent of the $30 billion it
allocated from 2005 through 2008.

Factors Affecting
Iraq’s Efforts to
Accelerate Spending

U.S. government, coalition, and international officials have identified a
numnber of factors that have affected the Iragi government’s ability to
spend more of its revenues on the capital investments needed fo rebuild its
infrastructure. First, Iraq has a shortage of trained staff with budgetary
experience to prepare and execute budgets and a shortage of staff with
procurement expertise to solicit, award, and oversee capital projects.
Second, Iraq has weak procurement, budgetary, and accounting systems.
These systems must balance efficient execution of capital projecis while
protecting against reported corruption. Third, violence has contributed to
a decrease in the number of workers available, increased the amount of
time needed to plan and complete capital projects, and has hindered U.S.
advisors’ ability to provide the ministries with assistance and monitor
capital project performance.

As we previously reported,” since 2005, the United States has funded
activities to help build the capacity of key civilian and security ministries
and thereby improve the Iragi government’s ability to execute its budget
for capital projects. However, we found multiple U.S. agencies leading
individual efforts and reconunended that Congress consider conditioning
future appropriations on the completion of an integrated strategy for U.S.
capacity development efforts.

See GAQ, Stabitizing and Rebuilding Iraq:
Need An Overadl Integrated Strategy To Guide I
(Washington, D.C.: Oct. 1, 2007).

Ministry Capacity Development Efforts
s and Manage Risk GAO-0S-117

Page 11 GAO-08-11447T
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Conclusion Iraq, with the third largest oil reserve in the world, has benefited from the
recent rise in oil prices and generated billions of dollars in revenues. In
2008, Iraq will likely earn between $67 billion and $79 billion in oil sales—
at least twice the average annual amount Iraq generated from 2005 through
2007. This substantial increase in revenues offers the Iraqi government the
potential to better finance its own security and economic needs.

Mr. Chairman, this conciudes my statement. I would be pleased to answer
any questions that you or other members may have at this time.

M N et o For questions regarding this testimony, please call Joseph A. Christoff at
GAO Contact and (202) 512-8979. Key contributors to this testimony include Godwin Agbara,
Acknowledgments Assistant Director; Bruce Kutnick, Assistant Director; Pedro Almoguera;

Monica Brym; Lynn Cothern; Gergana Danailova-Trainor; Justin Monroe;
and Beth Hoffman-Leon.
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Chairman SPRATT. Mr. Christoff, thank you very much, sir.
Would you explain to us just briefly, did you head up this audit
team yourself?

Mr. CHRISTOFF. Yes.

Chairman SPRATT. Did you go to Iraq?

Mr. CHRISTOFF. Yes, our teams did go to Iraq. We had a team
that was in Iraq from January to March that we relied on heavily
to collect some of this information. More importantly, we worked
with the Treasury Department who gave us the actual oil receipts
from the Central Bank of Iraq that we used to validate the reve-
nues projections in our report.

Chairman SPRATT. Are you satisfied that you saw what you need-
ed to see to reach the conclusions you——
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Mr. CHRISTOFF. Yes.

Chairman SPRATT. And the Iraqi government cooperated with
you?

Mr. CHRISTOFF. Yes.

Chairman SPRATT. Did you find any instances that might have
warranted further investigation as to misappropriation or
misexpenditure of money, or

Mr. CHRISTOFF. On this particular engagement, sir, we were just
focusing on trying to answer the questions that Senators Levin and
Warner asked us to do some projections about the surplus, the rev-
enues, and the expenditures.

Chairman SPRATT. Does the fact that Iraq has been so slow to
spend this money for infrastructure in particular and for invest-
ment in capital goods, does that arise from some concern that it
might be misspent, it might be misused?

Mr. CHRISTOFF. Well, the reasons that were cited for Iraq not
being able to spend its investment budget were the weaknesses in
its accounting, its procurement, its budgeting systems. The U.S.
government has had for the past two years a very strong capacity
building kind of program, spending about $500 million to try to
teach the Iraqis how to do a better job of budgeting and procure-
ment and contracting.

Chairman SPRATT. Well, that is the reality of it. If you look at
June 2008, with a big surplus building up in the current year, the
General Accounting Office, the Government Accountability Office,
reported low expenditure rates by Iraq. Whereas we have spent
about 70 percent, Iraq has spent about 14 percent.

Mr. CHRISTOFF. That is correct.

Chairman SPRATT. And this is a attributable to the fact that they
do not have the civil service, the sort of disbursing and procure-
ment bureau to handle the expenditures?

Mr. CHRISTOFF. Well, I mean that certainly is part of the rea-
sons. We certainly have heard the fact that we have been generous
in the reconstruction dollars. There has been less of an incentive
on the part of the Iraqi government to spend their own dollars as
well.

Chairman SPRATT. So they are able to spend. If the will was
there they could be spending at a faster rate than they are?

Mr. CHRISTOFF. Well, they can spend it on their operating budget
with no difficulties. They spent a large percent, almost 80 percent
of their operating budget. They can pay salaries. They can buy cer-
tain operating goods and services. But when it comes to the actual
investment side, to reconstruct bridges, roads, electricity, and
water facilities, they fall short.

Chairman SPRATT. Well, if you spend some of that money on oil
does it not come back to you in dividends?

Mr. CHRISTOFF. Well, all the oil revenues are required to go into
the Development Fund for Iraq. So all of those are captured in a
single fund that the Iraqi government can tap into.

Chairman SPRATT. And that money is at the New York Fed, I un-
derstand?

Mr. CHRISTOFF. Yes. The DFI is at the New York Fed, correct.

Chairman SPRATT. Is there a reason for putting it at the New
York Fed?
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Mr. CHRISTOFF. That was the agreement that was established
back in 2003 when the DFI was established. And at that time the
Coalition of Provisional Authority was responsible for spending the
funds in the first year.

Chairman SPRATT. So is the Iraq government at will free to draw
from the $29 billion surplus at the New York Fed?

Mr. CHRISTOFF. Yes.

Chairman SPRATT. Without our approval or approbation or over-
sight?

Mr. CHRISTOFF. Once the transition occurred in June of 2004
Iraq was allowed to tap into the DFT.

Chairman SPRATT. Do you see any movement towards their, how
long does it take to establish a civil service that can handle the dis-
bursement of money, the procurement of goods and services, and
things of this nature?

Mr. CHRISTOFF. Well, you know building capacity in any min-
istries is not a short term effort. It is a long term effort. I think
when you look at the programs that USAID and State Department
have established, they have a longer term perspective.

You know, one of the, we are also looking at Iraqi refugees, for
example, and in meeting a lot of the Iraqi refugees in Syria and
Jordan over the past month, I encountered a lot of the civil serv-
ants that they need who have had the technical expertise in budg-
eting and accounting and procurement that have left the country.
So some of the concerns, and some of their problems, are the result
of brain drain that among the 2 million Iraqis that have left the
country, many of them were the Sunni technocrats that had the
kinds of skills and capabilities.

Chairman SPRATT. They were Sunnis, too, probably?

Mr. CHRISTOFF. Yes, many of them are Sunnis in terms of the
ones that have left the country.

Chairman SPRATT. Well, notwithstanding that, the United States
government has appropriated about $48 billion

Mr. CHRISTOFF. Correct.

Chairman SPRATT [continuing]. And spent about $40 billion plus
or minus.

Mr. CHRISTOFF. Correct.

Chairman SPRATT. A substantial share of what we have provided
and allocated. Is that sufficient for our share? Do we have ongoing
projects that we seek to complete that require the appropriation of
additional money? Or can we now turn to Iraq and say, “From here
on, the obligation to undertake these capital projects is your re-
sponsibility to fund?”

Mr. CHRISTOFF. Well, first in terms of the $48 billion that we
have appropriated, about 87 percent of that has been fully obli-
gated. So it is covering projects that we have agreed to do. There
still is money that has not been disbursed that has been set aside
for projects. Some of these projects are going to continue for several
years in terms of actually completing them.

Now, you asked the question about at what point do we turn over
the responsibility for the reconstruction to Iraq? I think that Con-
gress has been moving in that direction. When you passed the sup-
plemental in June and you provided money for the Economic Sup-
port Fund, you established a cost sharing formula, a dollar for dol-
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lar match on the part of the Iraq government. So you have begun
the process of at least requiring the Iraqis to put up a share dollar
for dollar on those smaller reconstruction projects that are funded
under the ESF.

Chairman SPRATT. Two final questions. What level of surplus do
you expect to be generated this year, 2008? And with this year’s
surplus, what will the total accumulated surplus be, including the
$29 billion on deposit at the New York Fed?

Mr. CHRISTOFF. When we did our projections, first of all we pro-
jected that just from total revenues would be between $73 billion
and $86 billion. And that would then result in a potential surplus
at the end of this year of between $67 billion and $79 billion.

Chairman SPRATT. To be added to the $29 billion?

Mr. CHRISTOFF. No, that is inclusive of the $29 billion.

Chairman SPRATT. Including? Okay.

Mr. CHRISTOFF. Yes.

Chairman SPRATT. Thank you very much. Before you get started,
there is a person with a sign in the middle of the room. You will
have to remove that sign. We cannot allow you to have the kind
of display in this hearing room. You can either remove the sign and
leave the room, or we will have you removed. Okay. Mr. Ryan?

Mr. RYAN. Let me try and pick up where the Chairman left off.
While the numbers that we see in the press are kind of treated as
definitive, in actually reading your report and testimony I see there
is a bit of a variance and uncertainty in these numbers. You use
phrases like, “for 2008 Iraq could generate an estimated $73.5 bil-
lion to $86.2 billion in revenues.” Based on the fact that the condi-
tions in the world oil markets have changed dramatically since this
report was published, you know the price of oil has gone down very
significantly, and based on the fact that Iraq did pass the supple-
mental, the $22.3 billion supplemental, do you still think they are
going to have a surplus in 2008 since this report was published?
And if so, what kind of number do you think we are going to see,
since these things have taken place since this report was pub-
lished?

Mr. CHRISTOFF. Yes, we still believe that there is going to be a
surplus. But it will probably be more towards the middle of our
range. And remember, keep in mind that we have a range that we
are projecting. I realize that the media has taken the higher end
of the range.

Mr. RYAN. Right.

Mr. CHRISTOFF. But it is still a range. We went back and we did
just some checking, trying to take into consideration the recent
drops in the oil prices. And if you go to page five of my statement,
and if you look at what our ranges are for the amount of oil reve-
nues that would be generated, when we——

Mr. RYAN. And these are based on different prices per barrel of
oil, correct?

Mr. CHRISTOFF. Exactly. And when we did some of the checking
we think that the actual export oil revenues for the end of the year
would be closer to the range between scenarios two and three, now.

Mr. RYAN. Yes.
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Mr. CHRISTOFF. So the high end of the budget surplus will not
be $79 billion. It will probably go down to about $72 billion. But
there still will be a surplus.

Mr. RYAN. Now, you use the term cumulative surplus.

Mr. CHRISTOFF. Correct.

Mr. RYAN. As a budget person that is not a concept that we are
typically familiar with, or that we use here. When we look at a sur-
plus or deficit, we measure them in the year in which they take
place.

Mr. CHRISTOFF. Yes.

Mr. RYAN. I notice in your report you kind of roll up the years
2005 through 2007, and add them to the projected numbers for
2008 which, you know, as we see has some variable. Why do you
use cumulative surplus numbers like that, which is contrary to the
way we do budgeting here?

Mr. CHRISTOFF. Well, we do list the surplus at the end of each
year. It is on the highlights page, the first page. So that you do see
that in 2005 Iraq had a surplus of $6.5 billion rising to $13.3 bil-
lion in that year alone. So when we went and looked at the actual
financial deposits that Iraq had at the end of 2007 and we cal-
culated where it was, it had a $29 billion surplus, cumulative, up
to that point in time.

Mr. RyYAN. I know. But why are you using the cumulative num-
ber?

Mr. CHRISTOFF. Cumulative is a term also that the IMF uses in
terms of trying to determine exactly what Iraq’s surpluses and pro-
jections might be.

Mr. RyaN. Okay. Now, so the key to this is budget execution, ob-
viously.

Mr. CHRISTOFF. Right.

Mr. RYAN. And they have done a better job. Obviously, they are
increasing their expenditures. And the whole point of all of this is
we train their troops along with them, so we can get our troops out
and they can take over their government and stand on their own
two feet. So we all understand that. Let me ask you about the, we
had the SIGIR here, Bowen I think was his name, and Ambassador
Saloom, who is sort of in charge of budget execution for the State
Department last year, just chronicling all of these problems that
Iraq had in executing their budget. To the point where I think we
had to deposit some money in the New York Fed, make interest on
it to buy some equipment. Give me a better sense, I know you went
into this with the Chairman a little bit, about budget execution.
That is question number one. Question number two, is oil security.
How is oil security improving? In stemming the black market, in
controlling what is going on in the refineries, and in pipeline secu-
rity? How are those two things

Mr. CHRISTOFF. Yeah, let us talk about the latter point. Because
you brought up the Baiji incident of last year.

Mr. RyAN. Right.

Mr. CHRISTOFF. Where even the DOD was reporting losses of $2
billion through the black market, just from the Baiji refinery. That
and security for the Baiji refinery has improved significantly. I do
not have actual numbers of what might be the potential losses, but
I know it has gone down dramatically. Coupled with the fact that
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there have been these oil protection forces that have been along the
oil pipelines. Now there are still interdictions, they are still occur-
ring, particularly the pipelines in the north. But we are doing a
better job of protecting the actual infrastructure so that you are re-
ducing the diversions that might occur, or the losses.

Mr. RyaN. Okay, budget execution then?

Mr. CHRISTOFF. Budget execution. Budget execution is a very in-
teresting term. It is a term, quite frankly, that was developed by
the State Department to try to give some idea of what Iraq might
spend. Not what it actually spends, but what it might spend in
terms of commitments. And Iraq through its Minister of Planning
puts out what are called these informal or unofficial reports to try
to tabulate projects that they are thinking about spending. And
the, both DOD and State report budget execution rates that are
higher than the actual expenditure rates, because they are trying
to capture intentions.

We sat down with Treasury, went through those reports. And
both Treasury and GAO reached the conclusion that they are unre-
liable. The information does not contain reliable——

Mr. RYAN. You mean, you cannot measure intent very accurately,
right?

Mr. CHRISTOFF. Exactly. It is difficult to measure intent.

Mr. RYAN. Yeah.

Mr. CHRISTOFF. Plus, when you just read the reports, things do
not add up, either.

Mr. RYAN. So, looking forward to 2009 and watching how the
Iraqi government is functioning, are they getting that? It was sort
of, what we found was, you know, the top level was able to put to-
gether a good budget. We assist them with that.

Mr. CHRISTOFF. Right.

Mr. RYAN. And then it is down in the mid-levels of government
where you had that gray area, and you were not allowed to apply
or execute a budget. I do not mean execute from the term you are
using it. What is your sense of things at that mid-level in govern-
ment, where they are able to actually get, you know, projects mov-
ing? Actually get funding to employees and actually deliver on exe-
cuting their budget? Executing their budget in the term that I am
using.

Mr. CHRISTOFF. You know, one thing that the Iraqi government
did which was positive was to try to begin decentralizing some of
the decisions about the threshold for contracts, the dollar value of
contracts, in terms of who can approve them. A year ago they had
an incredibly low threshold. $10 million for a contract. If a contract
exceeded $10 million the decision to actually let that contract had
to go all the way up to the prime minister’s level. So they have
begun to increase those thresholds, to $50 million at a minimum,
and to allow some of the decision making to occur more in the min-
istries rather at the prime minister’s level.

Mr. RyaN. Okay. Well, that is good to see progress on that front.
Thank you.

Chairman SPRATT. Mr. Edwards?

Mr. EDWARDS. Mr. Christoff, thank you for being here and for
your report. Could I ask the staff to put up the chart, Mr.
Wolfowitz’s statement from 2003?
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7 N
“We’re dealing with a
country that can really
finance its own
reconstruction, and
relatively soon.”

- Deputy Defense Secretary Paul Wolfowitz

_ March 27, 2003

& House Appropriations Defense Subcommittee

H B C House Budget Committee 0910772008

Mr. EDWARDS. One of the administration’s chief architects of the

Iraqg War was Paul Wolfowitz, President Bush’s appointee as Dep-
uty Secretary of Defense under Secretary Rumsfeld. This is a state-
ment he made to members on March 27, 2003 before the House Ap-
propriations Defense Subcommittee. “We are dealing with a coun-
try that can really finance its own reconstruction, and relatively
soon.” Given the GAO report I guess I rank that administration
prediction right up there with some of the predictions that we
would be greeted as liberators, the war would be short-lived, it
would cost the American taxpayers less than $100 billion, and we
are turning the corner. We have turned so many corners in Iraq
I think we are all dizzy from that. And every time we turn one cor-
ner we find another roadblock down the way. I would like to ask
you just again to get the facts on the table. In fact, let me ask staff
to put up the chart on how much Iraq has spent and how much
less it has spent than the U.S.
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Irag Has Spent Much Less than
the U.S. on its Reconstruction

Spending On 4 Key Sectors: }

Security, Oil, Water, and Electricity

U.s. Iraq

ol

A $33.4 Billion Allocated $30.0 Billion Allocated
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Mr. EDWARDS. I just want to verify, Mr. Christoff, that according
to this chart the United States taxpayers that are now facing his-
toric deficits of over $400 billion this coming year, U.S. taxpayers
have spent $23.2 billion on Iraq reconstruction. Is that correct, Mr.
Christoff?

Mr. CHRISTOFF. That is for four sectors that we look at.

Mr. EDWARDS. Okay.

Mr. CHRISTOFF. Security, oil, electricity, and water.

Mr. EDWARDS. So, reconstruction in those four sectors. And the
Iraqi government, which now I think has up to a, what, approxi-
fI}flately $79 billion surplus has spent only $4.3 billion. Is that
act——

Mr. CHRISTOFF. That is correct.

Mr. EDWARDS [continuing]. Correct?

Mr. CHRISTOFF. Yes, sir.

Mr. EDWARDS. So the U.S. taxpayers, in addition to giving some-
thing you cannot put a dollar value on, we have sacrificed over
4,000 of our young men and women in combat there, we have then
also spent five times what the Iraqis have spent on reconstruction.
Despite Secretary Wolfowitz’ prediction that Iraq would very quick-
ly be able to pay for its own reconstruction.

Let me ask you about this. Am I correct in understanding from
your report that the same Iraq for which we have sacrificed over
4,000 American lives has just signed a $3 billion agreement with
the communist Chinese National Petroleum Corporation to develop
the Ahdab oil field? Is that correct?

Mr. CHRISTOFF. I do not have any firsthand information on it,
sir. It1 1is just what I have read in the papers, as perhaps you have
as well.

Mr. EDWARDS. Okay. Well I, for the record, I think that is, Mr.
Chairman, correct. That the Iraqi government, the same one that
is building up a $79 billion surplus while American taxpayers are
paying for most of their reconstruction efforts, has just signed a $3
billion agreement with the communist Chinese National Petroleum
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Corporation. And Mr. Chairman, it just boggles my mind to think
that there would be any evidence that the communist Chinese abil-
ity to develop oil fields is better than U.S. corporations’ ability to
do so. So once again, we turn a corner and we are hit in the face
with something that I consider to be insulting.

Mr. Christoff, in the minute and a half we have remaining, in
terms of the 10 to 30 percent of Iraq’s refined fuels that were be-
lieved to have been diverted to the black market or smuggled out
of Iraq in 2006, that is just an astounding number to me. Tell me
the first, second, and third most important reasons, again, as to
why that massive amount of fraud occurred?

Mr. CHRISTOFF. Well those were projections that occurred a cou-
ple years ago. And it was based upon what was then an imbalance
in the price that Iraqis were paying for their fuel. For example, two
years ago Iraqis were paying four cents per gallon. That has now
been increased and subsidies have been reduced. So quite frankly,
the 10 to 30 percent that was projected a couple of years ago prob-
ably is less than that. Because a lot of the oil and gasoline was di-
verted because you could get a better price outside of Iraq because
of the heavy subsidies within Iraq.

Mr. EDWARDS. Okay. Mr. Christoff, thank you very much. I ap-
preciate your report and your testimony. Thank you, Mr. Chair-
man.

Chairman SPRATT. Mr. Conaway?

Mr. CoNAWAY. Thank you, Mr. Chairman. Mr. Christoff, thank
you for being with us today. In your testimony you were talking
about the reasons why they have not been able to spend the money.
When we talk about whether they execute, or whatever, but spend-
ing the money, was given in no small part or in large part to weak
accounting staff, weak accounting systems, internal controls, and
all those kinds of things. What impact did that have on the num-
bers that you are working with?

Mr. CHRISTOFF. Well, the standards that we were using was the
Ministry of Finance expenditure reports that have been vetted in
terms of, by the Treasury Department and others. So we went
through a vetting process. We actually excluded an entire year’s
worth of expenditure data because we found, and Treasury did,
found the numbers unreliable. But for 2005 through 2007 we found
thatdthe expenditure data was sufficiently reliable to show the
trends.

Mr. CoNAWAY. Okay. So you are confident, what is the definition
ofhsurplus? That is just not the cash in the bank at the Fed.
What

Mr. CHRISTOFF. No, not at all. I mean

Mr. CoNAWAY. I mean, how confident are you in the fact that
commitments and money that has been committed to spend and
has not been spent has been accurately accounted for in the num-
bers?

Mr. CHRISTOFF. We are confident in terms of the actual expendi-
ture data that comes from the Minister of Finance. The areas
where I talked about where we did not feel that the information
was reliable is when you try to add up and put a dollar value to
projects that you might commit to. And those are separate reports
that come from the Minister of Planning that we, when we looked
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at them, we could not even add up columns and rows. But you can
do that with the Minister of Finance data.

Mr. CONAWAY. So

Mr. CHRISTOFF. On expenditures.

Mr. CONAWAY. Sure. But the bills that are due, or payables, or
commitments that have been made, you are not confident that ac-
curately, that all of those numbers have been folded into what the
net surplus would be?

Mr. CHRISTOFF. Well, no, they should not be folded in that sur-
plus.

Mr. CoNAWAY. So if you have signed a commitment to build
something and you have signed a contract to do that, that is, that
would not reduce that surplus?

Mr. CHRISTOFF. No, let me explain. If you did sign a contract,
Iraq has what are called letters of credit, in which Iraq will set
aside a certain amount of money that would be reserved to cover
that letter of credit. When we calculated the surplus for the end
of 2007 we excluded those letters of credit so that the surplus that
we tabulate for the end of 2007 is net letters of credit.

Mr. CoNAwAY. Okay. Okay. You are not suggesting, I hope, that
Iraq would be better off spending the money willy-nilly without the
proper controls and ways to do it-

Mr. CHRISTOFF. Oh, absolutely not.

Mr. CONAWAY [continuing]. Than leaving it in the bank so that
when they do develop the right infrastructure to be able to let con-
tracts and move forward on these infrastructure projects that that
money would then be available. So you are not suggesting they
squander the money, are you?

Mr. CHRISTOFF. No, not at all. And in fact the $22.3 billion sup-
plemental that was just passed, the IMF issued a report yesterday
in which they expressed even some concerns about Iraq spending
all of that because of the inflationary effect that it could have.

Mr. CoNawAY. Oh, okay, the fact that if they were to spend it
now

Mr. CHRISTOFF. Right.

Mr. CONAWAY [continuing]. That it would push prices up unnec-
essarily. So, okay.

Mr. CHRISTOFF. Right.

Mr. COoNAWAY. But given, and one final question about the accu-
racy stuff, you said your teams were there January through March.
Is that a recent enough, that is not a stale——

Mr. CHRISTOFF. Oh, no, not at all.

Mr. CoNAWAY. Given how dynamic the circumstances are in Iraq,
in terms of their building capacity and the things that are going
on at the provincial level, to allow them to quote, unquote execute
their budgets better?

Mr. CHRISTOFF. No. In fact, we have actual oil receipt data
through the end of July that we received from the Treasury De-
partment that gets it from the Central Bank of Iraq. So, and in
fact, that statement that you have we updated even the expendi-
ture data. Because between when we issued the report and today
we received the updated expenditure data through the end of June.
So we have very current data in this statement.
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Mr. CoNAwWAY. Okay. So the fact that Iraq is, may not be spend-
ing it as quickly as we would like them to, you are confident that
the controls are in place to protect the money so that when they
do develop the right, Sunni technocrats get back into place where
they are supposed to be, and all the folks are in line to spend
money at least as responsibly as we do here in this federal govern-
ment, that the money is going to be there to spend?

Mr. CHRISTOFF. Well, there are lots of external auditors that are
involved in terms of keeping track of Iraq’s expenditures. The De-
velopment Fund for Iraq, where the oil revenues go into. There was
an international advisory and monitoring board that was estab-
lished in 2004. Ernst and Young audits that on a semiannual basis
to keep track of it. The one concern that I would have is, though,
the DFI at the end of this year, the oversight of that is going to
end because the UN Security Counsel resolution that covered the
DFT is going to expire. So the future auditing of that is going to
left to a new counsel of financial experts that the Iraqi government
has to set up. So I think there might be some concerns about the
continuing oversight after the end of 2008.

Mr. CoNawAY. Okay. Well, thank you, Mr. Christoff. Thank you,
Mr. Chairman.

Chairman SPRATT. Mr. Doggett?

Mr. DOGGETT. Mr. Christoff, has the GAO not found that on
more than one occasion the American taxpayers’ money was squan-
dered in Iraq and spent willy-nilly?

Mr. CHRISTOFF. Well, I think there have been, when we have
look at reconstruction efforts in the waters after three years ago we
found that we made some, quite frankly, some poor decisions about
turning over reconstruction projects to the Iraqis before they were
capable of maintaining them. And it has been a concern.

Mr. DOGGETT. Right. Do I understand from your testimony to
Mr. Edwards a moment ago that at the time when we were squan-
dering our money and the Iraqis were saving theirs, that Iraqi citi-
zens were paying about four cents per gallon in gasoline?

Mr. CHRISTOFF. Two years ago, that is correct.

Mr. DOGGETT. It has risen some since then?

Mr. CHRISTOFF. It is up to about $1.18 per gallon.

Mr. DOGGETT. I think there are probably a lot of Americans who
are paying for this so-called reconstruction in Iraq that would be
mighty glad if they could get $1.18 a gallon gasoline.

Did you play a role in the analysis of the benchmarks that the
Government Accountability Office provided last year?

Mr. CHRISTOFF. Yes, sir.

Mr. DOGGETT. What was that role?

Mr. CHRISTOFF. I was the Director in charge of that report.

Mr. DOGGETT. And have you also played the same role in re-
sponding to questions about the benchmark from Chairman Skel-
ton 1Eh‘i)s year with the report that you just did within the last few
weeks?

Mr. CHRISTOFF. Yes. I was the Director on the progress report as
well.

Mr. DOGGETT. All of us remember, except maybe President Bush,
that in January of 2007 he selected the benchmarks, the guide-
lines, by which to measure success, by which to measure victory in
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Iraq. And when we sought an analysis so we would have some ob-
jective information instead of just the propaganda from the admin-
istration about whether those benchmarks have been met the Con-
gress turned to the Government Accountability Office. And my
recollection is that when you came out with your report on August
30th of last year that you determined that eleven of the eighteen
benchmarks that President Bush had set were not met. Is that cor-
rect?

Mr. CHRISTOFF. Based upon that prior report, correct.

Mr. DOGGETT. Yes, sir. And you found that of the eighteen bench-
marks that the President set himself to measure success in Iraq
that only three had been met as of August 30, 2007. Now, in this
year, a year later, you did some evaluation again. You did not eval-
uated every single benchmark. But you really found that there had
been very little progress in the year. We know that fortunately
fewer Americans are being killed there. But in terms of the objec-
tive of the Bush policy in Iraq you had a grand amount of success
in that they met one more benchmark than they had the year be-
fore. Isn’t that correct?

Mr. CHRISTOFF. Well, we did not go through a benchmark by
benchmark analysis. But we did provide a report that talked about
progress on the security front, the legislative front, and the eco-
nomic front in our June report.

Mr. DOGGETT. Right. And I believe you found one more bench-
mark met than the year before?

Mr. CHRISTOFF. Again, we did not do a benchmark by benchmark
analysis, sir.

Mr. DoGGETT. Well, if you look at, it may not have been called
a benchmark by benchmark analysis. But you looked at some of the
same factors that you had the year before. And just to begin to go
through them, on the Constitutional Review Committee you found
that they had formed the Committee but the Committee had not
done anything. Right?

Mr. CHRISTOFF. And that is still true.

Mr. DOGGETT. So they had not met that. On enacting and imple-
menting legislation on debaathification, you found that they had
enacted the legislation but they had not implemented any of it,
right?

Mr. CHRISTOFF. That is correct.

Mr. DOGGETT. So they had not met the second benchmark. On
the question of enacting the hydrocarbon or oil legislation, you con-
cluded that they had not met that again this year, did you not?

Mr. CHRISTOFF. Correct. And no progress this year, either.

Mr. DOGGETT. On enacting and implementing legislation on pro-
cedures to form semiautonomous regions, that was the fourth
benchmark President Bush had. You found that that was only par-
tially met. Again, they passed a law to allow the provinces to act
but it had not been implemented.

Mr. CHRISTOFF. Well, on that one it will be implemented when
provinces come together to form regions. So that is an open——

Mr. DOGGETT. Right. But we are not there yet.

Mr. CHRISTOFF. Well, no provinces have voted to form regions
other than the KRG originally.
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Mr. DOGGETT. On enacting and implementing legislation for an
independent high electoral commission you found only partially
meeting it. Again, they passed a law but had not implemented it.

Mr. CHRISTOFF. The Commission is established. The provincial
election law was, the date was established for October 1. But the
implementing laws have not been enacted.

Mr. DOGGETT. Right. And they will not have the elections that
they have been promising us for a year they would have in Octo-
ber?

Mr. CHRISTOFF. October 1, they will not meet that date.

Mr. DOGGETT. On the enacting and implementing legislation for
a strong militia disarmament program?

Mr. CHRISTOFF. That is not met.

Mr. DOGGETT. That is not met. And I see my time is up, but Mr.
Chairman we can keep going down the objectives that President
Bush set himself for success for victory in Iraq. And you will find
that it continues to fail. That this policy has been a failure. Amer-
ican taxpayers are having to fund the failure while the Iraqis pay
a fraction of the price we pay for a gallon of gasoline. Thank you.

Chairman SPRATT. The gentleman’s point is well taken. Mr. Por-
ter? Mr. Porter is not here. Mr. McGovern?

Mr. McGOVERN. Thank you, Mr. Chairman. Thank you, Mr.
Christoff for being here. And like my colleague from Texas, Mr.
Doggett, I have a great deal of frustration over our policy toward
Iraq. I believe the War in Iraq was a mistake. I still believe that.
And I honor the men and women in uniform who have served there
with great distinction, and they have sacrificed an awful lot. And
many of them have sacrificed their lives. And listening to your tes-
timony, as powerful as it is, only adds to my frustration over the
way U.S. policy makers have conducted this war.

You know, I believe we need to find a way out. And I believe that
policy makers, Republicans and Democrats, and the administra-
tion, need to be talking about how we extricate ourselves from the
mess in Iraq. And you know, we are spending $10 billion a month
for Iraq. $10 billion a month. And, you know, you tell us that there
may be budget surpluses that may reach over $70 billion. And, you
know, I think that is a difficult thing to explain to the American
people. Why we are sacrificing so much and yet they have these in-
credible surpluses.

Adding to the frustration is the fact that, you know, those in this
Congress, you know, who have cheered on this war, including this
administration, have done so and not asked that the money that
we spend on Iraq is budgeted. The vast majority of dollars that we
spend on Iraq is put on our credit card. No one has been asked to
sacrifice. No one has been asked to account for that money. And
yet we are told that Iraq has these incredible surpluses. Why, you
know, and the government of Iraq, the Maliki government, I know
you did not look at the issue of corruption, but it is corrupt. I
mean, I would not trust them to tell me the correct time. And these
people are, you know, and here we are hearing people kind of
rationalizing and explaining away why they do not need to spend
their surplus. You know, why we need to continue to shoulder the
burden. Why would the Iraqi government want to change this
sweet deal that they have with the U.S. government? I mean, we
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are a cheap date in this whole matter. I mean, we are giving and
giving and giving, and sacrificing and sacrificing and sacrificing,
and yet they have this incredible surplus.

So what are the incentives? And what should we be doing? What
should this administration be doing, what should Congress be
doing, you know, to kind of force this issue? You have obviously
talked to the people in the administration and people in the depart-
ments, what is the plan? What is the plan to kind of transition?
To kind of force the Iraqi government’s hand, you know, to take
more responsibility so that we can get out, we can end our occupa-
tion. We can end our involvement here, and stop sacrificing so
much of our resources in this effort?

Mr. CHRISTOFF. I do not know that I have seen a plan that would
actually talk about transitioning so that the Iraqis begin spending
more money. But I think you all have begun that debate within the
Congress. As I mentioned before, when you passed a portion of the
supplemental in June you had about $3 billion for what is called
the Economic Support Fund. That was the first time that there was
legislation that called for Iraq to have a dollar for dollar cost share
for these small reconstruction projects that this ESF Fund sup-
ports. I also know that in part of the NDAA discussion there is dis-
cussion about also extending that type of cost sharing to what we
provide for the continued training and equipping of Iraqi security
forces. That area alone, we have appropriated, you have appro-
priated $20 billion.

Mr. McGOVERN. Well, you know, I realize that that is a step in
the right direction. But quite frankly, it is kind of a modest, or less
than modest, step in the right direction. I mean, we have been
doing this for years, now. We have been involved in this war for
many years. Nothing, absolutely nothing about this war has turned
out as advertised by the proponents of this war. And it just seems
to me that, you know, given the nature of the Iraqi government,
given the problem of corruption in that government, and given
what I believe is an unwillingness for them to kind of take more
responsibility, and in light of the fact that they do not need to. I
mean, we are spending $10 billion a month, $10 billion a month,
in Iraq. And, you know, they have these surpluses.

I guess my frustration is that there is not more frustration by
those who are proponents of this war to force the Iraqi govern-
ment’s hand to take more responsibility. But I appreciate your tes-
timony. I think it is very helpful. And I hope that it will urge, I
mean, if not this administration, I mean, Mr. Ryan invoked Sen-
ator Obama’s name. I mean, you know, Senator McCain has said
we will be there for a hundred years. I think we will go bankrupt
if we follow that policy. So I appreciate very much you being here.

Chairman SPRATT. Mr. Porter? Mr. Porter is not here. Mr. Scott?
I beg your pardon, Mr. Scott. Mr. Etheridge?

Mr. ETHERIDGE. Thank you, Mr. Chairman. Mr. Christoff, thank
you for being here and thank you for your report. I am, I guess as
I look at that and think of the numbers, and where we are, I hap-
pen to have, represent a lot of men and women at Fort Bragg and
Pope who spend an awful lot of time overseas. At the same time,
their children attend the public schools here in the United States.
And my question I think sort of fits in a little different area from
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what we have heard, so I will, you know, as you mentioned we are
spending about $10 billion a month of U.S. revenues in Iraq. And
your report tells us that the Iraqi government is not spending its
own funds to maintain these reconstruction projects at a level they
should. Actually, only about 14 percent of the 28 that is allocated
for security, water, oil, electricity, etcetera. And we have a myriad
of spending needs here at home. I will not even go through the list.
I just want to talk about one of them.

Because we need to be building some school buildings in and
around my district, where we have got children in trailers, and we
have got one school that has 50 percent of our military children in
buildings that ought to, have modern buildings. My question to you
I guess is what factors are keeping the Iraqis from taking more re-
sponsibility for its own reconstruction? And how can we address
that problem? Or how should we address it?

Mr. CHRISTOFF. Well, the factors that were cited in terms of their
low expenditure rates for investment, that is for reconstruction,
were the fact, again, that they have weak procurement, budgeting,
contracting procedures in place. They have low thresholds in terms
of the approving authorities. They have to go to the highest levels
to get actual approving authority for the contracting. They have a
brain drain in terms of the many technocrats that left the country
that were responsible for many of these budgeting procurement
issues. I have spoken with DOD advisors to the Iraqi Ministries of
Defense and Interior. They have difficulties just teaching basic ac-
counting and spreadsheet technology to some of the Iraqgis. And
also, keep in mind, this is a cash based economy. Things are done
by cash. They have hand ledgers to keep track. There is not, there
is not an automated financial management system in place within
Iraq.

Mr. ETHERIDGE. I think the thing that bothers me, and I think
a lot of folks who remember, you know, the U.S. taxpayers have fi-
nanced nearly $50 billion in Iraqi reconstruction in addition to all
the other funds we have put in place. And now we are spending
about $10 billion a month. And at the same time we see almost $80
billion in surplus.

Mr. CHRISTOFF. Yes.

Mr. ETHERIDGE. And then I am reminded, and I think most folks
are, that Deputy Secretary of Defense Paul Wolfowitz said in 2003
that the Iraqis could pay for reconstruction themselves and rel-
atively soon. And I think we have a chart here, Chart 1, that shows
that. And it is quite obvious that he was wrong. Or overstated it,
or something, because we paid twice. We have paid a $50 billion
reconstruction bill and now we are spending $10 billion a month.
And we are paying billions of dollars at the pump, for gasoline. Is
this a fair assessment?

I mean, I just this weekend had people just climb on my shoul-
ders and I do not disagree with them. They are paying a ridiculous
price for gasoline, and at the same time in Iraq they are sub-
sidizing their citizens. And we are paying more for it, over there,
to keep our troops in Iraq.

Mr. CHRISTOFF. Well, I think in terms of the Secretary’s original
statement, Iraq does have now the capabilities to begin financing
its reconstruction. It did not have it, you know, at the early part
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of 2003 or 2004. When you are talking about paying at the pump,
now I mentioned the $1.18 per gallon, but quite frankly that is the
typical price in the region. That is what Kuwaitis pay, Saudis pay.
So the IMF goal was to try to get them to raise their prices to at
least the regional level. And they have dramatically reduced their
subsidies for gasoline, kerosene, and diesel, trying to give them a
little bit of credit for their achievement.

Mr. ETHERIDGE. But my concern is that our troops are not get-
ting that benefit over there, and we are not getting it in terms of
paying for it by the American citizens buying that fuel to help pro-
tect them.

Mr. CHRISTOFF. Yeah, I think in fact when we looked at, you
know, we have the receipts where Iraq actually sold its oil. And
about a third of the oil did come to the United States.

Mr. ETHERIDGE. Thank you. I see my time has expired, Mr.
Chairman, I yield back.

Chairman SPRATT. Thank you, Mr. Etheridge. Mr. Moore?

Mr. MOORE OF KANSAS. Thank you, Mr. Chairman. Mr. Christoff,
do you know the projected United States deficit for this year?

Mr. CHRISTOFF. Well, the latest CBO was approaching over $400
billion.

Mr. MOORE OF KANSAS. So we are approaching, according to the
CBO projection, a $400 billion deficit as a nation to add to our $9.6
trillion national debt now, is that correct?

Mr. CHRISTOFF. Based upon what I have read in the CBO projec-
tions, that is correct.

Mr. MOORE OF KANSAS. And Iraq has a projected surplus for this
year of $79 billion?

Mr. CHRISTOFF. Up to $79 billion.

Mr. MoORE OF Kansas. Up to $79 billion. What is wrong with
this picture? That we have a huge projected deficit, they have a
good projected surplus, and they are asking us, basically, to pay for
reconstruction in Iraq. I guess I am asking a rhetorical question be-
cause I think you have already answered that. What incentive from
your perspective does the Iraqi government have to step up and as-
sume responsibility for this if they have got us paying for every-
thing right now. And not only money, but 4,000 American lives?

Mr. CHRISTOFF. Well, I think that remains a concern in terms of
how you incentivize the Iraqi government to begin spending of its
own money. The incentives are also going to have to come on the
part of the Iraqi people. They still are only getting about ten hours
of electricity a day. They are still not getting potable water. Only
a third of the children in Iraq have clean water, even despite our
reconstruction efforts. So there has to be some incentivizing on the
Iraqi people to demand more from their own government.

Mr. MOORE OF KANsSAS. And the Iraqi people have to step up to
the plate and support their own government, do they not?

Mr. CHRISTOFF. Yes.

Mr. MOORE OF KaNsaAs. If anything is going to change here?

Mr. CHRISTOFF. Yes.

Mr. MooRE OF KaNsAS. But they do have gasoline for $1.18 a
gallon, and we have gasoline for $3.50 a gallon in this country. Is
that about right?
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Mr. CHRISTOFF. Yes, I have got a diesel car so I pay a little bit
more.

Mr. MOORE OF KANSAS. Good. Good. And so basically right now
what we are doing, and this is the last question I have, we are just
charging the reconstruction costs to our national charge card and
passing the bill on to our children and grandchildren, and future
generations of this country. Is that not correct?

Mr. CHRISTOFF. Well, we have spent, you have appropriated $48
billion for reconstruction and stabilization.

Mr. MOORE OF KANSAS. Yes, sir.

Mr. CHRISTOFF. The big reconstruction projects are tapering off.
So the additional money that you have been providing through the
Economic Support Fund is for smaller reconstruction projects. But
we still have spent a chunk of change in terms of trying to rebuild
that country.

Mr. MOORE OF KANSAS. Yes, sir. Thank you very much, Mr.
Christoff.

Cll(lglirman SPRATT. Thank you, Mr. Moore. Mr. Bishop of New
York?

Mr. BisHOP. Thank you, Mr. Chairman, and thank you very
much, Mr. Christoff, for being here. I have a couple of questions.
My understanding, the first Iraq War, the total cost was about $61
billion. The net cost to the United States was about $2.1 billion.
And the diffence between gross cost and net cost was in some cases
in kind contributions from some of our coalition partners, and in
other cases our coalition partners simply reimbursed us for monies
that we laid out. Does that comport with your understanding?

Mr. CHRISTOFF. I do not know, sir. I know we did reports back
in 1991 and 1992 in which we saw that there are actually, we
made a bit of a profit on the last war.

Mr. BisHOP. I will not comment. What structural and/or legal im-
pediments exist right now, if any, that would prevent Iraq from
simply reimbursing us from their surplus for some portion of what
we have already laid out?

Mr. CHRISTOFF. I do not know. I would have to look into that and
perhaps get back to you for the record.

Mr. BisHOP. Does that not represent a reasonable course of ac-
tion for this country, to try to recoup some of the enormous
amounts that we have laid out while Iraq is sitting on this very
substantial surplus?

Mr. CHRISTOFF. Sir, I would think that is a policy decision that
I would reserve to the Congress. I do not think it is appropriate
for GAO to comment.

Mr. BisHOP. Secondly, if I understand your summary correctly,
Iraq has spent approximately $4.3 billion over a three-year period
on hlt‘.;. reconstruction and on provision of services. Is that about
right?

Mr. CHRISTOFF. The $4.3 billion is for the four critical sectors
that we looked at.

Mr. BisHOP. And we have spent about $42 billion?

Mr. CHRISTOFF. Well, that is $42 billion in total for all of our re-
construction.

Mr. BisHOP. For reconstruction and——

Mr. CHRISTOFF. Beyond those four sectors.
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Mr. BisHOP. So if I have done my math correctly, $42 billion,
every dime of which has been borrowed, is, the annual interest on
that is about $2 billion or thereabouts, if I have done my math cor-
rectly. And Iraq is spending less than that on an annual basis for
the four critical areas. So we are spending more on interest on the
amount we have borrowed to rebuild their country than they are
spending in total to rebuild their country on an annual basis?

Mr. CHRISTOFF. I am for an accountability organization. I would
have to take your numbers and go back and check them

Mr. BisHOP. Okay.

Mr. CHRISTOFF [continuing]. Before I could comment on that.

Mr. BisHOP. I am, these are back of the envelope numbers.

Mr. CHRISTOFF. Yes.

Mr. BisHOP. I would acknowledge. But they appear to be con-
sistent with what you have reported. One last thing. You and
Ranking Member Ryan were engaged in a bit of a discussion about
budget execution.

Mr. CHRISTOFF. Yes.

Mr. BisHop. To what extent do you believe that the decision to
debaathify, which deprived the Iraqi government of in effect a pro-
fessional civil servant class, to what extent do you believe that de-
cilsio‘r?l has contributed to their inability to execute their budget
plan?

Mr. CHRISTOFF. Debaathify—were you going to interject?

Mr. RYAN. Yes. I just wanted to tack onto that, because I think
it is an excellent question. Mr. Bishop, do you mind if I just tack
onto the end of that question?

Mr. BisHOP. No, I just would like to hear——

Mr. RYAN. No, it is a good question. And I, and the question is,
are any of these technocrats coming back now that the
debaathification reforms have passed, I would like to know if you
track that as well.

Mr. CHRISTOFF. Sure. Debaathification certainly was a factor in
terms of the brain drain that has resulted in the lack of the kind
of technocrats that Iraq needs for the administrative capacity, for
good budgeting, procurement, and contracting. Those types of
Sunni technocrats are part of the over 2 million refugees in Syria
and Jordan. The extent to which they are coming back, it is a very
small amount. Ambassador Foley two days ago said that only about
16,000 of the 2 million refugees have actually returned to Iraq. I
know, I met some doctors when I was in Syria who wanted to re-
turn, but they have no intentions of returning until they believe
flhat the security situation has improved and they have got a

ouse.

Mr. BisHoP. One final question. You presided over the report
that assessed performance on the benchmarks.

Mr. CHRISTOFF. Yes, sir.

Mr. BisHOP. And one of those benchmarks was moving away
from debaathification and restoring people to their jobs.

Mr. CHRISTOFF. Correct.

Mr. BisHOP. In Mr. Korb’s testimony, I do not know if you have
had the opportunity to see it, he makes the point that the current
effort to address debaathification may well result in fewer Baath
party members working in the government under the new law than
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under the old law. To what extent did you address that point in
your assessment of the benchmarks?

Mr. CHRISTOFF. Two parts in answering that question. First of
all, Iraq did pass the Debaathification Law, which they passed in
February.

Mr. BisHOP. The point of my question is, what is the impact or
efficacy of that law?

Mr. CHRISTOFF. When we issued our progress report in June we
had classified information that discussed that very issue that I
could provide later for the record but I could not provide in an open
session.

Mr. BisHOP. Thank you very much. I appreciate it.

Chairman SPRATT. Mr. Becerra? Mr. Berry?

Mr. BERRY. Thank you, Mr. Chairman. And thank you, Mr.
Christoff for being here. You have just had the pleasure of experi-
encing the discomfort and pain that is inflicted on the messenger.
And I regret that that has had to be the case. I also think anytime
we have a hearing like this we should first and foremost recognize
the contribution and sacrifice that our men and women in uniform
and their families have made, and we should never, ever fail to be
appreciative of that.

Mr. CHRISTOFF. Absolutely.

Mr. BERRY. And show that appreciation in every possible way. As
I have listened to this testimony, and we can talk about numbers,
we can talk about policy, and all of those things. It seems to me
that we are in a situation where, it reminds me of a bumper sticker
you see from time to time. “Don’t follow me, I'm lost.” You just said
a while ago that there is not a plan. I do not know who does not
have a plan. It seems to me to be pretty obvious that nobody does.
I cannot imagine a more ridiculous situation than we are in right
now.

I would like to think from some of the things you said that we
actually may have a reasonable expectation that it will get a little
better. But at the same time, we do not have any reason to think
that it is going to be cleared up and everything is going to be in
really good shape over there in the next few years, depending on
how you define few. I would say anything under five years. But I
just, I do not see any, I am like Mr. McGovern, I do not see any
way to end this. We just keep pouring money into that place. We
continue to make deals that no responsible person would enter
into, it seems to me. And we thank you for bringing us this infor-
mation, at least letting us know what really is going on as best as
you are able to determine it. And I am confident that you have
done that. And we appreciate all that. Beyond that, I think it is
time for the Congress, the American people, the administration,
and anyone else in a position of responsibility to begin to start fig-
uring out how we are going to get out of there, and how we are
going to bring this to a conclusion. Because the American people
cannot stand much more of it. And I thank you for the work that
you have done. Thank you, Mr. Chairman.

Chairman SPRATT. Ms. Schwartz?

Ms. SCHWARTZ. Thank you, Mr. Chairman. And I also thank you
for the information. And it is important for us to be having this
hearing today and I thank the Chairman for doing it, because we,
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actually in some ways you are offering a suggestion of how we can
see our way out of some of this if we actually just look at things
really quite differently. Which is that, as has been pointed out, you
pointed out and many of the speakers before me have pointed out,
that we have, we are looking at working with the Iraqis to make
sure that they use their almost $80 billion surplus to start spend-
ing their money on reconstruction. And you know, I was particu-
larly struck that recently there was, I guess it was back in August,
you know, some discussion about rebuilding police stations in Iragq.
And our spending American dollars to do that. I have to say as rep-
resenting the City of Philadelphia and the suburbs, I go to police
stations and fire stations all across my district. And they need re-
construction. And so instead of our President saying, “We are going
to spend our dollars on reconstructing our police stations and help-
ing our first responders,” we are spending American dollars on re-
i:onstruction in Iraq when the Iraqis actually are sitting on $79 bil-
ion.

Now you talked about the politics of why it has not happened.
But my question really is how can we, is there a way for us to, one,
start to say, and we have tried to in Congress, to say that Iraqis
should start paying for reconstruction. I believe the last bill we
passed actually had the condition of their spending 50 percent

Mr. CHRISTOFF. Right.

Ms. SCHWARTZ [continuing]. Of going forward on that. Is there
any way that you would actually, that we could insist upon that
happening? Is there a way that we could maybe get back some of
these dollars that we are spending now, that are committed into
the future? You know, we were led to believe seven years ago that
we would not have to pay for this war at all, and that has been
pointed out as well. And yet, we are right now spending billions of
American taxpayer dollars to reconstruct Iraq when Iraq has the
money. And so adding insult to injury we are spending a whole lot,
every American family, on the price of gasoline that we are buying
from the Iraqis. I mean, something about this picture just is not
right no matter how you feel about this war, or going into it.

And I have been asked, just recently, this weekend, was asked
about how we could, why we are not doing enough to make sure
that we get the Iraqis to spend their money on reconstruction. And
I understand the politics of it, and I understand even the difficulty
and some of the bureaucrats. But even if we lend expertise, even
if we help them figure out how to do this, why, is there more that
we could be doing to make sure that going forward the Iraqis are
spending their money, particularly the surplus, $80 billion surplus,
rather than American taxpayers on reconstruction of basic infra-
structure for the Iraqi people? Which we all agree needs to get
done. But why not the Iraqis? And why are, why 1s this administra-
tion, that is political. But what more could we be doing, from even
your perspective, to make sure that going forward this is really a
changed world, that we are not spending American taxpayers’ dol-
lars on reconstruction, the Iraqis are?

Mr. CHRISTOFF. Well, let us just talk about this concept of trying
to get repayment for perhaps what we did? I think we began in
2004 with good intentions. With good intentions to the fact that the
Iraqis at that time did not have the resources. And so when you
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appropriated the $18.4 billion in IRRF 2. It was quote, unquote, to
jump start the reconstruction process under two premises that gen-
erally did not pan out. One, that it would be a benign environment
where you could do reconstruction without violence. Secondly, the
Iraqis would step up to the plate. And third, the international com-
munity would begin to contribute. Those premises never really
panned out until, quite frankly, recently where we see the Iraqis
now have a substantial amount of money. I should not say recently.
They had surpluses in 2005, 2006, and 2007 as well because they
did not spend on the investments.

Ms. SCHWARTZ. But you are making a good point, because things
are more secure, the issues around violence, allows them to do
some of this reconstruction without spending so many dollars on
security. Can we actually get them to both repay us and actually
begin to pay going forward?

Mr. CHRISTOFF. Yeah, I do not know if we want to take back our
generous contributions to try to jump start, because I thought they
were good intentions back in 2004. But again, going forward I
think you should have the healthy debate about cost sharing. And
you began it with the roughly $3 billion that you put, and the re-
strictions you put on the Economic Support Fund. That it should
be a dollar for dollar cost sharing. The State Department in two
weeks has to send a report to the Congress certifying that the
Iraqis are engaged in cost sharing on the ESF. So it will be inter-
esting to see exactly how the State Department can confirm that
that is actually occurring.

Ms. ScHWARTZ. Okay. Actually, not just interesting but really im-
portant to both our own financial security here at home and to re-
spond to the American people that we have actually said they have
to be cost sharing dollar for dollar. And it will be important for us
to see that that is actually happening going forward. And of course
we would like to see at some point the Iraqis pick up much more
of the reconstruction, if not all of it.

Mr. CHRISTOFF. Yeah, and I think the security situation, I mean,
that has been a noticeable improvement. I mean, violence is down
80 percent from, if you compare the June data of 2007 to the June
data of 2008 there has been an 80 percent drop in the number of
enemy initiated attacks. So that benign environment, it is still not
a benign environment——

Ms. ScHWARTZ. I was going to say, very generous

Mr. CHRISTOFF [continuing]. It is still a very difficult environ-
ment. But the improvement in the security situation has been no-
ticeable.

Ms. SCHWARTZ. But having been in Iraq twice I can say certainly
what all of our generals said, as well as our Ambassador said, and
unless Iraqis start to see their own government, there is another
reason for the Iraqis to be spending their own dollars. They need
to have confidence that their own government is actually sup-
porting the, the services and, you know, the economy there that is
actually creating some confidence in the Iraqi government for the
Iraqi people. So their allegiance, their willingness to maintain the
security is only as great as their confidence and their working to-
gether as a government. It certainly starts with their also pro-
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viding these goods and services and support and infrastructure for
their people with their own dollars.

Mr. CHRISTOFF. I think General Petraeus would agree with that
statement as well.

Ms. SCHWARTZ. And that is what he said, and what we pushed
him to do. Thank you.

Chairman SPRATT. Ms. Kaptur?

Ms. KapTUr. Thank you, Mr. Chairman. Sorry, I had a little
trouble there with the microphone. Welcome, Mr. Christoff, it is
really good to have you this morning. I have been looking over one
of the charts that we have been provided that essentially shows the
increase in spending by the people of the United States on the war
in Iraq. And I think everyone knows that every year it gets larger.
I remember Secretary Wolfowitz coming up before our Defense
Committee and saying that we did not have to worry about this be-
cause it would all be paid for. Well, where is he now? I have no
idea where he is. But he certainly was not correct in those state-
ments which I think influenced a lot of members of this Congress
to vote in the way that they did.

But one of the bits of information that I have here, that I want
you to clarify for me, deals with what appears to me to be two
structures operating in Iraq. One by the United States, and one by
the government of Iraq. It says, “While the United States has spent
70 percent of the $33 billion that it has allocated for key security,
oil, water, and electricity sectors,” in other words, we are spending
down the money that the American people have allocated for this.
Iraq has only spent 14 percent of the $28 billion it allocated to
those sectors, or less than 3 percent of the $10 billion that it had
programmed from the year 2005 to 2008.

So as I read these numbers, and I am looking at the expenditure
of our dollars, and we look at how much we have spent versus how
much they have spent, it seems to me then that there may be two
structures operating in Iraq. The American paid for structure, and
then the Iraqi structure. Because how can the Iraqis be doing such
a poor job? Is my perception correct? That in fact there are two sep-
arate structures operating there?

Mr. CHRISTOFF. Well in terms of:

Ms. KAPTUR. For electricity, for water, for oil, and security?

Mr. CHRISTOFF. Well, in terms of how things are spent. Obvi-
ously, when the U.S. spent its money the majority of that is being
spent through the Corps of Engineers. They have been the big
builder using U.S. appropriated dollars. So they are using Corps of
Engineers contracting, procurement, budgeting procedures. When
you look at how the Iraqi government is spending its resources, it
is going through its own ministries. Oil and electricity, water, to
try to do the types of contracting and procurement. So yes, there
are separate procedures because there are separate pots of money.

Ms. KAPTUR. I appreciate that. Because if in fact oil production
has gone up it has been because of U.S. expenditures. Because ob-
viously the Iraqi expenditures are not locking in.

Mr. CHRISTOFF. Right. Most of the money on oil infrastructure
investment has been the U.S. funding.

Ms. KAPTUR. Then why would Iraq sign its first contract with
China? Do you have any——
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Mr. CHRISTOFF. I do not know.

Ms. KAPTUR [continuing]. Clarity on that?

Mr. CHRISTOFF. No.

Ms. KaPTUR. And Royal Dutch Petroleum, Royal Dutch Shell is
the next one they signed a deal with. I just find all of this very,
very strange. Could you also tell me, in terms of the sabotage and
the smuggling?

Mr. CHRISTOFF. Yes.

Ms. KAPTUR. It is estimated by some that at least a third of what
is occurring in the oil sector, and again it is unclear to me who is
really managing the oil sector. Is it the U.S. dollars that have been
allocated? Or is it the Iraqi dollars that really have a handle on
what is happening in the oil sector? But regardless, if you have any
comments on that I would appreciate it. Of the dollars being ex-
pended, why is so much being smuggled out of there? Who does not
have control of what is happening in the oil fields?

Mr. CHRISTOFF. Well, I think actually the smuggling and the di-
versions have declined over the past couple years. The biggest
problem that occurred back in 2006 was the massive smuggling of,
estimates of up to $2 billion out of the Baiji Refinery because there
was not sufficient protection forces around it. The U.S. and the
Iraqi government have responded by putting more protection forces
around the major refinery within Iraq, at Baiji. And also trying to
set up these oil facility police forces that are trying to manage and
protect the oil pipelines and the infrastructures, particularly in the
north. But it still, there are still interdictions that are occurring,
because you cannot cover everything. And I have not seen

Ms. KAPTUR. Who, may I ask you, sir, who hires those security
officers for those oil installations?

Mr. CHRISTOFF. Yeah, right now it is the Ministry of Oil. But it
is supposed to eventually be subsumed within the Ministry of Inte-
rior’s police forces.

Ms. KAPTUR. But if we look at the expenditure of Iraqi dollars
to do all of this, it looks like the U.S. contracted operations are
spending their dollars down. Without them, Iraq would not be able
to function. Am I correct? If you just pulled the U.S. contracting,
let them fly on their own?

Mr. CHRISTOFF. Well, we have lots of reconstruction projects in
all of the critical sectors, including the oil sector. So we have been
investing, over the past several years, in trying to build pipelines,
trying to improve the refinery capacity, a lot of individual projects
that have added up to billions of dollars. The Iraqis are trying to
spend more money in terms of the oil sector. One of the problems
with the Ministry of Oil is that unlike the Ministry of Electricity
it has not developed any type of a plan to determine what its needs
are, its priorities, and exactly where it should be spending its fu-
ture resources. And the Minister of Electricity has got a pretty
good plan. The Minister of Oil does not yet have a plan to try to
set its own priorities. And he himself has estimated that he needs
$30 billion to try to improve the oil infrastructure in Iraq.

Ms. KAPTUR. I know my time has expired. If I wanted to read
one clear report on what is really going on inside the Iraqi oil sec-
tor, what would I read?

Mr. CHRISTOFF. Inside the Iraqi oil sector? I think in
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Ms. KapTUR. Whose security officers, who is paying for it, how
much has been smuggled, who did the smuggling, was anybody ap-
prehended, where do I find that?

Mr. CHRISTOFF. Well, I probably have to go back to some of the
CIA reports that I read that you would not be able to read in the
public domain.

Ms. KAPTUR. Thank you. Thank you, Mr. Chairman.

Chairman SPRATT. Mr. Christoff, thank you for your good work
and your excellent testimony. We very much appreciate your being
here today, and we have learned a great deal from what you had
to tell us.

Mr. CHRISTOFF. Thank you, sir.

Chairman SPRATT. Thank you very much indeed. Now let us
bring forth the second panel, which consists of Christopher Blan-
chard, who is an analyst in Middle Eastern Affairs for the Congres-
sional Research Service; Frederick Kagan, who is a Resident Schol-
ar at the American Enterprise Institute; and Dr. Lawrence Korb
who is a Senior Fellow at the Center for American Progress.

All of you have testimony which we will take and make part of
the record so that you can summarize it as you see fit. If there is
no objection, your testimony will be included in its entirety in the
record. Let us proceed with Dr. Kagan.

STATEMENTS OF CHRISTOPHER M. BLANCHARD, ANALYST IN
MIDDLE EASTERN AFFAIRS, CONGRESSIONAL RESEARCH
SERVICE; FREDERICK W. KAGAN, PH.D., RESIDENT SCHOL-
AR, AMERICAN ENTERPRISE INSTITUTE; AND LAWRENCE J.
KORB, PH.D., SENIOR FELLOW, CENTER FOR AMERICAN
PROGRESS

STATEMENT OF FREDERICK W. KAGAN

Mr. KAGAN. Mr. Chairman, members of this Committee, it is an
honor to be appearing before you speaking about this very impor-
tant issue that concerns us all. It is a particularly interesting day
to be holding this hearing. This is the day that General David
Petraeus relinquished command in Baghdad to General Raymond
Odierno. And General Petraeus will be heading on to take com-
mand of CENTCOM in November, I believe. And this marks the
end of General Petraeus’ nineteen-month tenure as Commander of
Multinational Forces in Iraq. And I think it is worth noting not
only the sacrifices that our men and women in uniform have made,
but also the remarkable successes that have been achieved in that
period, beginning with the reversal of the sectarian civil war that
looked as if it was about to engulf the country completely, the de-
feat of an Al Qaeda in Iraq organization that was in the process
of declaring victory, and even rather surprisingly the defeat of Shia
militias and the Iranian backed special groups this year, primarily
by the Iraqi government itself and the Iraqi security forces.

All of these accomplishments were the result of joint efforts be-
tween Iraqis and Americans. The Iraqis stood up, fought hard, met
all of the security benchmarks that were put in front of them, and
surpassed them. Iraqis have been taking casualties at the rate of
about three times what American forces have been taking and they
have been fighting very well.
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I am a little bit puzzled by some of the testimony that I have
heard, or some of the conversation that I have heard previously
which suggest that no one is making a serious effort to get the
Iraqis to spend their money. And I find that odd. I have made five
trips to Iraq since last April and one of the things that has consist-
ently been the case is that not only is the American Embassy in
Iraq working very hard and very diligently to get the Iraqis to
spend their money and to help the Iraqis to spend their money, but
American soldiers on the ground, soldiers and Marines every day,
are working with the Iraqis to overcome some of the very signifi-
cant problems that they have as they attempt to spend their
money. So I would like to take issue with any notion that it has
not been a priority of multinational forces in Iraq and U.S. Em-
bassy in Iraq to get the Iraqis to spend their money. On the con-
trary, it has been.

And I think that as we think about the problems that have pre-
vented the Iraqis from spending their money, one thing that has
not been mentioned is that we are not just dealing with a country
that was wracked by sectarian civil war at the end of 2006, al-
though that was not mentioned. It is a little bit odd to talk about
budget execution figures in 2005, 2006, 2007 without recognizing
that there was an extremely intense war going on which tends to
play havoc with anybody’s budget execution processes however well
conceived they might be when it is an internal war. And now we
have got that under control and the question will be what does it
look like going forward? In addition to the brain drain which oc-
curred, and some of the problems with debaathification. We have
to remember that Iraq was also making the transition from a very
poorly managed, centralized, command economy that had been
under sanctions for more than a decade, to a market economy that
had to rebuild a lot of decrepit infrastructure that had not been in-
vested in properly for a very long time.

We also have to recognize that in the process of transitioning
that command economy to a market economy we were helping the
Iraqis to replace an entirely centralized Baghdad driven budget de-
velopment and execution process with a process that included de-
centralized budget development, decentralized budget execution.
We have had to help Iraqi provincial governments stand up and
learn what it is to make a budget and learn how to execute funds.
We have had to help local Iraqi organs understand how to do that.
And we have had to help them all understand how to link up with
the traditional ministerial structures, which remain focused on di-
rectors general that come from the Iraqi ministries.

This is all rather difficult to do, and it is not something that can
happen in a few months. And it is particularly not something that
can happen in the context of the sort of violence that we saw,
frankly, through the end of last year and into the beginning of this
year. It is something that I think we can expect to see accelerating.
But we have to have realistic expectations about this. And meas-
uring from 2003 on is frankly not very informative.

We were losing the war from 2003 to 2006, unquestionably. I
have said it many times. I am not here to defend the administra-
tion. I do not speak for anyone but myself. In the context of losing
the war we did a lot of, made a lot of decisions that were wrong
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decisions. Now the question is, we have turned the situation
around in Iraq on the ground. We have seen very significant
progress in the Iraqi political system and also in budget execution
measures and so forth. But we have not seen the complete accom-
plishment of all our objectives, which is not surprising because the
war is not over.

The question is, what do we do? I think everyone agrees that it
is desirable to have the Iraqis spend their money, and it is much
more desirable for the Iraqis to be spending their money than for
us to be spending our money. I do not think anyone disputes that.
I think the argument that we can have, or the discussion that we
can have that would be helpful is really to focus on what are the
problems that actually hinder the Iraqis from doing this? I think
we need to get past the notion that the Iraqis are lazy freeloaders,
which has been booted about not in this Committee, which has had
an intelligent, respectful discussion, but in the press, and recognize
that there are some actual problems.

And there are incentives for the Iraqis to spend their own money
because the Iraqis are going into an election period, whenever
these elections precisely are going to be held. Within the next year,
not only are all provincial leaders going to have to be reelected but
the Parliament will have to be reelected as well. And let me tell
you, Iraqi politicians are very cognizant of the fact, as American
congressmen are, that spending in their districts translates into
electoral success at the end of the day in many respects. And they
understand that American spending in their districts does not help
them get elected. So the more we have the transition to a political
process in Iraq the more we see pressure on Iraq’s elected officials
to spend their budget, which they have been trying to do. And we
have been helping with.

And I think one of the last questioners made the excellent point.
If we simply pulled all of our stuff out and stopped doing anything
for the Iraqis would the country collapse? I do not know if it would
collapse. But I know that it would set back any kind of progress
in Iraq very, very dramatically. Because the role that we are play-
ing at this point is a guarantor, it is a peacekeeping role, in some
places a peace enforcement role, and an assistance role in helping
the Iraqis plan and execute budgets. In other words, we are now
currently engaged in a process of trying to accomplish the very ob-
jectives, asking about which I think this hearing was called for.
Thank you.

[The prepared statement of Frederick Kagan follows:]

PREPARED STATEMENT OF FREDERICK W. KAGAN, KIMBERLY KAGAN,
AND JACK KEANE

On September 16, General Raymond Odierno will succeed General David Petraeus
as commander of U.S. and coalition forces in Iraq. The surge strategy Petraeus and
Odierno developed and executed in 2007 achieved its objectives: reducing violence
in Iraq enough to allow political processes to restart, economic development to move
forward, and reconciliation to begin. Violence has remained at historic lows even
after the withdrawal of all surge forces and the handover of many areas to Iraqi
control. Accordingly, President Bush has approved the withdrawal of 8,000 addi-
tional troops by February 2009.

With Barack Obama’s recent declaration that the surge in Iraq has succeeded, it
should now be possible to move beyond that debate and squarely address the cur-
rent situation in Iraq and the future. Reductions in violence permitting political
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change were the goal of the surge, but they are not the sole measure of success in
Iraq.

We must see Iraq through the upcoming two elections, pressing the government
to conduct them fairly and inclusively as well as ensuring that enemy groups do not
disrupt them with violence.

The United States seeks a free, stable, independent Iraq, with a legitimately elect-
ed representative government that can govern and defend its territory, is at peace
with its neighbors, and is an ally of the United States in the war on terror. The
Iraqi leadership has made important strides toward developing a new and inclusive
political system that addresses the concerns of all Iraq’s ethnic and sectarian
groups. But it has also taken steps in the wrong direction. An understandable desire
to seize on the reduction in violence to justify overly hasty force reductions and pre-
mature transfer of authority to Iraqis puts the hard-won gains of 2007 and 2008
at risk. Thus, the president’s announcement of new troop withdrawals has come be-
fore we even know when Iraq’s provincial elections will occur.

Reducing our troop strength solely on the basis of trends in violence also misses
the critical point that the mission of American forces in Iraq is shifting rapidly from
counterinsurgency to peace enforcement. The counter-insurgency fight that charac-
terized 2007 continues mainly in areas of northern Iraq. The ability of organized
enemy groups, either Sunni or Shia, to conduct large-scale military or terrorist oper-
ations and to threaten the existence of the Iraqi government is gone for now. No
area of Iraq today requires the massive, violent, and dangerous military operations
that American and Iraqi forces had to conduct over the last 18 months in order to
pacify various places or restore them to government control. Although enemy net-
works and organizations have survived and are regrouping, they will likely need
considerable time to rebuild their capabilities to levels that pose more than a local
challenge—and intelligent political, economic, military, and police efforts can pre-
vent them from rebuilding at all.

American troops continue to conduct counterterrorism operations against Al
Qaeda in Iraq, which has not given up, and against Iranian-backed Special Groups,
which are also reconstituting. U.S. forces support Iraqi forces conducting
counterinsurgency operations in the handful of areas where any significant insur-
gent capability remains. But mostly our troops are enforcing the peace.

In ethnically mixed areas, American troops are seen as impartial arbiters and me-
diators. In predominantly Shia or Sunni areas, they are seen as guarantors of con-
tinued safety, destroying the justification for illegal militias. American brigades also
play critical roles in economic reconstruction, not by spending American money but
by helping Iraqis spend their own money. American staffs help local Iraqi leaders
develop prioritized lists of their needs, budgets to match those priorities, and plans
for executing those budgets. American troops support the Provincial Reconstruction
Teams that mentor Iraqi provincial leaders and help local communities commu-
nicate their needs to the central government. American soldiers provide essential
support to Iraqi soldiers and police working hard to develop their ability to function
on their own.

Indeed, American combat brigades have become the principal enablers of economic
and political development in Iraq. When an American brigade is withdrawn from
an area, there is nothing to take its place—all of these functions go unperformed.
Clearly, then, the number of brigades needed in Iraq should be tied not to the level
of violence but to the roles the Americans perform and the importance of those roles
to the further development of Iraq as a stable and peaceful state.

But American brigades do more than that. They also give us leverage at every
level to restrain malign actors within the Iraqi government and to insist that Iraqi
leaders make concessions and take political risks they would rather avoid. The no-
tion, popular in some American political discussions, that withdrawing our forces in-
creases our leverage is nonsensical. The presence of 140,000 American troops on the
ground in Iraq requires the Iraqi leadership to pay attention to America’s sugges-
tions in a way that nothing else can. Every brigade that leaves reduces our leverage
just when we need it most.

For all the progress made to date, the next president will face significant chal-
lenges in Iraq. In recent testimony, Secretary of Defense Robert Gates enumerated
them: “the prospect of violence in the lead-up to elections, worrisome reports about
sectarian efforts to slow the assimilation of the Sons of Iraq into the Iraqi security
forces, Iranian influence, the very real threat that al Qaeda continues to pose, and
the possibility that Jaysh al-Mahdi could return.”

The existence of malign sectarian actors in the Iraqi parliament and in the prime
minister’s inner circle is not news. Nor is it news that Iraqi politicians, elected
under a closed-list system that emphasized ethnosectarian identity at the expense
of political interest, have weak electoral bases and much reason to fear the results
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of open and honest elections. It is similarly well known that Iran seeks to drive the
United States out of Iraq and has been putting tremendous pressure on Iraq’s lead-
ers to obey Tehran and reject Washington. These three factors help explain the de-
velopment of significant negative trends in Iraq in recent months: the downward
spiral of negotiations over the Strategic Framework Agreement, delays in the pas-
sage of an electoral law, escalating tensions along the Arab-Kurd border, and Iraqi
government attacks on certain Sons of Iraq groups in and around Baghdad.

American errors have contributed to these developments. At the outset of negotia-
tions over the Strategic Framework Agreement, for instance, we should have offered
Iraq a security guarantee. Iraq’s signing a Strategic Framework Agreement would
have openly and publicly committed themselves to the United States—and against
Iran, in the zero-sum thinking of Tehran. It was only reasonable that Maliki and
others in the Iraqi government should have expected an American commitment to
match their own, and we should have given it to them. But American domestic poli-
tics made that impossible.

Leading congressmen and senators insisted that a security guarantee would raise
the Strategic Framework Agreement to the level of a treaty requiring Senate ratifi-
cation—which is true. They also made clear that no such ratification would be forth-
coming if the document bound the next administration. The Bush administration
therefore had to tell Baghdad at the outset that America would not match the com-
mitment we were asking the Iraqis to make with an equal commitment of our own.
American domestic politics also prevented the administration from placing the secu-
rity agreement in the larger context of a U.S.-Iraqi strategic partnership, since that
concept was ridiculed by those who refused to accept the possibility of success in
Iraq.

The Iranians sensed an opportunity and responded with a massive public informa-
tion campaign in Iraq and a virulent private campaign to put pressure on Iraq’s
leaders. America’s refusal to offer a long-term security guarantee gave weight to the
constant Iranian refrain that Iran will always be there, while America will ulti-
mately leave Iraq to its fate. Shrewdly refusing to admit the degree of direct Iranian
pressure, Maliki and his associates used the cloak of “Iraqi sovereignty” to conceal
their uneasiness at taking responsibility for making a deal with the United States—
uneasiness not before their own people, but before Tehran. As a result, the negotia-
tions have dragged on, Iraqi demands have increased, and it is possible that Maliki
will now wait until after the American election to see who wins—all because domes-
tic political constraints prevented the Bush administration from making the nec-
essary opening bid.

Maliki has been using “Iraqi sovereignty” to do more than delay those negotia-
tions, however. He has also used it to insist on the accelerated transfer of Iraq’s
cities, especially Baghdad, to Iraqi control and the withdrawal of American forces
from those cities. As a result, the problems that premature transition can cause are
gnddisplay in the city of Baquba, the capital of Diyala Province northeast of Bagh-

ad.

Diyala has always been one of the most challenging provinces in Iraq because of
its swirling mix of Kurds with Sunni and Shia Arabs and its proximity to Baghdad.
It served in the past as a staging area for Shia militias and al Qaeda terrorists
launching attacks in Baghdad. It was pacified in 2007 with a great deal of hard
fighting that resulted in the defeat of illegal Shia militias and the capitulation of
the local Sunni insurgent groups, many of whom joined the Sons of Iraq, volunteer
security forces organized and initially paid by the United States. More remained to
be done in Diyala as the surge ended, however. Surge operations had cleared
Baquba and areas further east, but not the rim of the province from Khanaqin along
the Iranian border and then through Balad Ruz toward Baghdad. The end of the
surge meant the withdrawal of significant American forces from Diyala, so U.S.
troops largely turned responsibility for the city of Baquba over to the Iragis and
moved out to clear the peripheral areas of the province.

Rumors began circulating that the Iraqi government believed it would have to re-
clear Baquba, even though violence remained low and American leaders did not
agree. In August 2008, the Iraqi security forces, with limited support from American
troops, did re-clear the city—but their targets were primarily leaders in the Sons
of Iraq movement and members of the local government and community that had
supported them. This action—which could not have taken place if American forces
had continued to patrol the city—was part of a larger effort by Maliki to weaken
the urban Sons of Iraq. It appears that the current Iraqi leadership has recognized
that it must allow the Sunni tribal movements, particularly in Anbar, to organize
and gain power in their own communities, but it sees the urban Sons of Iraq move-
ments as political threats to its power.
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The return of the Sunni Iraq Islamic party (IIP) to the government appears to
have created an unholy alliance between Maliki and IIP leader (and Iraqi vice presi-
dent) Tariq al-Hashimi aimed at weakening grassroots Sunni political movements
in and around Baghdad and ensuring that the unpopular and unrepresentative ITP
continues to wield power after provincial elections. A similar alliance is operating
in Ninewa Province, where Kurdish leaders appear to have joined with the IIP to
ensure that they will continue to have influence in the largely Arab province when
provincial elections eliminate the current disproportionate Kurdish sway in the pro-
vincial government. This Kurdish-IIP alliance helps explain why there are virtually
no Sons of Iraq in Ninewa. The extremely limited American presence in Ninewa,
as in Baquba, has enabled these developments, which may call into question the le-
gitimacy of the upcoming provincial elections in some areas.

Maliki’s actions may reflect the continued powerful influence of malign sectarian
actors among his advisers, or it may reflect the determination of a temporarily
strong political leader confronting elections that are likely to weaken his base. The
specter of Iranian power combines with the enormous question mark hanging over
the future of American support to make Maliki look to his own resources to stabilize
his position. Again, contrary to conventional wisdom, the threat of American with-
drawal and America’s refusal to guarantee the security of Iraq and its constitutional
processes presses Iraq’s leaders to make bad decisions, not good ones.

Whatever Maliki’s motivations, however, the bottom line is clear. Although a dra-
matic increase in violence or the rebirth of a large-scale Sunni insurgency in the
next six months is unlikely, it is possible that American policies are combining with
Iraqi mistakes to undermine the long-term prospects for success. These trends can
be reversed, with care, over the coming months if the United States can summon
some strategic patience.

There is no question that we should be able to start withdrawing significant num-
bers of American forces from Iraq in 2009 and accelerating our withdrawal in 2010.
Assuming that Iraqi provincial elections in 2008 or early 2009, and parliamentary
elections in 2009 or 2010, are accepted as legitimate by the Iraqi people and the
international community, it is also highly likely that we can continue to withdraw
from Iraq’s cities, including Baghdad, and move from a patrolling role to an advisory
and support role in the same period. But the timing of force reductions and with-
drawals from urban areas is critical, and the current pace is too fast.

It appears from media reports that General Petraeus initially proposed no reduc-
tion in the number of U.S. brigades below the pre-surge levels, and that was cer-
tainly the right recommendation. Current force levels may, in fact, already be too
low. At all events, we must see Iraq through the upcoming two elections, pressing
the government to conduct them fairly and inclusively as well as ensuring that
enemy groups do not disrupt them with violence. Doing so requires a significant
American presence on the ground in Iraq’s population centers, where, in addition
to all the other key non-combat roles they play, American soldiers are the canaries
in the mine shaft. They know before anyone else when Iraqi leaders at any level
are starting to play games that can undermine mission success.

We should therefore not withdraw any brigades from Iraq before the provincial
elections have occurred and the results have been certified and accepted. We should
not accept timelines for the departure of American troops from Iraq’s cities, particu-
larly Baghdad, before the parliamentary elections of 2009. We should continually
press the Iraqi government not simply to pay the Sons of Iraq (as it has announced
it will do beginning in October), but to bring most of them into the political process.
Some of the Sons of Iraq were leaders of the insurgency and should have no place
in Iraqi politics, but in its Baquba operation, the Iraqi government was not suffi-
ciently discriminating in whom it sought to exclude (much less detain). We must
also support the Iraqi government in its efforts to push Kurdish militias out of
Diyala and Ninewa provinces.

This is not a matter of Iraqi sovereignty. American troops will not stay anywhere
in Iraq if ordered by the Iraqi government to leave. We are not going to depose
Maliki or retake control of Baghdad. We are not going to force the Iraqis to do any-
thing. And, above all, we are not going to maintain a large military presence in Iraq
indefinitely. But we are engaged in continual negotiations with the Iraqi govern-
ment about what our forces will do and what Iraqi forces will do, and we have tre-
mendous leverage in those negotiations.

For too long, we have allowed domestic American political considerations to re-
duce our leverage and weaken our bargaining position, and we have refused to rec-
ognize the critical role the presence of our combat forces plays in keeping us in the
game at all. When America provides combat forces to maintain internal or external
security in a foreign state, it acquires the right to bargain hard for what it thinks
is best for the common interest, even when the host state’s government does not
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agree. We have engaged in such hard bargaining in South Korea and in Europe,
and it is a normal part of alliance relationships. We must bargain harder in Iraq
and give ourselves the tools and leverage we need to succeed.

Above all, we must recognize that there is never a glide path in war. As long as
the outcome remains in doubt, we must never imagine that the situation is under
control and we can put it on autopilot and ignore it. The relief of getting Iraqi vio-
lence under control and American casualties down turns naturally into a desire to
declare victory and withdraw. That is a danger to be avoided at all costs. This ad-
ministration must ensure that it hands its successor not only a relatively peaceful
Iraq, but an Iraq that is headed in the right direction.

STATEMENT OF LAWRENCE J. KORB

Chairman SPRATT. Thank you, Mr. Kagan. Mr. Korb?

Mr. Kors. Thank you very much, Mr. Chairman.

Chairman SPRATT. Thank you.

Mr. KoRB. It is a privilege to be here with you today. I think in
terms of looking at the surplus you have to put it in the context
of the horrendous costs of this war. As has been pointed out several
times already, we were told that the Iraqis would pay for their own
reconstruction, this war would be quick and easy, and would not
cost the taxpayer very much. And I think had we known then what
the costs would be we never would have gone to war. It is clear ba-
sically from the opinion polls of the American people.

And there is no doubt about the fact that violence today is lower
than the horrendous levels that it reached in June 2007. However,
remember the purpose of our military operations there are to bring
about political reconciliation. And if you take a close look at it you
will find that the Iraqis are still not making the tough choices that
they need to bring about meaningful reconciliation. And I think the
budget is one of those areas where they are not doing what they
need to do. They are generating the revenues but they are really
not executing them. And as I think has been pointed out here, until
they do that the Maliki government is not going to get the support
from its own people. So it is not only in our interest that we relieve
the burden on the U.S. taxpayer but I think it is also in the inter-
ests of the Iraqi government.

Now if you take a look at the trends they are not helpful. The
revenues are up, there is no doubt about it. But the percentage
each year that they spend is down. If you take a look at where they
spend the money, the percentage spent on investment is down. In
other words, they are spending much more on overhead than actu-
ally improving the lives of the Iraqi people.

Now we talked a lot about the capacity of the government. There
is no doubt about the fact that the debaathification policy under-
mined the capacity of the Iraqis to actually perform effectively in
government. But the fact of the matter is, you have had a
debaathification law. And while I have not seen the classified re-
port, just from the open reports in the press it is clear there are
less Baathists back in the government now than there were before
the debaathification law was passed. Similarly, there is an awful
lot of corruption. In fact, if you, they rank countries according to
corruption and Iraq, there is only two countries more corrupt than
Iraq according to the rankings, Myanmar and Somalia. We also
know that a lot of the money in the Iraqi government is ending up
in the hands of insurgents, people who do not wish us well or the
Iraqi people.
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So the question becomes basically what do we do about it? And
let me make a couple of recommendations. The first, and it has
been alluded to here but I do not think it has been focused on
enough, we need to provide a soft landing for the Sunni militias.
Remember that in the fall of 2006, as General Allen the com-
mander of the Marines in Anbar Province and now General McFar-
land said, once the Iraqis saw what was happening in this country,
particularly with the election, the Sunnis in Anbar Province began
to come over to us. And there we made a big mistake. Why were
we paying them? Why did the Iraqi government not pay them
then? We have now come 1 October the Iraqi government is taking
over that, and I think that is a good thing.

But if you take a look at some of the things that the Maliki gov-
ernment is doing in terms of integrating them into the security
forces, giving them government jobs, or actually turning on them.
Because, remember, we could have had this deal as early as 2005.
But the National Security Council turned it down because these in-
surgents would not pledge loyalty to the Iraqi government. And
there are press reports that the Maliki government is going after
some of these people who have been working with us.

Second, we have got to fully implement debaathification. Again,
as of June 2008 the government of Iraq has not yet appointed
members to the committee slated to replace the old
debaathification apparatus. And the current committee has re-
ceived conflicting instructions from the Iraqi government about
whether to proceed with the reinstatement petitions. We have got
to make this happen.

Number three, we have got to pursue anticorruption within the
Iraqi government. The Special Inspector General for Iraqi Recon-
struction, appointed by President Bush, calls corruption the second
insurgency. And you have got to be able to deal with that.

There is a joint task force on capacity development that was set
up to correct these shortfalls. However, the Inspector General
found that it has, and I quote, “limited authority to coordinate the
various activities and to establish an overall capacity development
agenda.

And then finally, we have got to set a timetable to get out. Until
you do, the Iraqi government is not going to seriously do what they
need to do. We are asking them to do difficult things. And they
keep kicking the can down the road. They will say one thing, but
then when you look at the fine print things do not get carried out.
And I am absolutely convinced that until you do that they are not
going to do, whether it is spend their budget on investment, or
meet all of the other benchmarks that the administration has laid
down, until you give them a timetable to get out.

Now in conclusion let me say that this budget problem is a symp-
tom of a much larger problem with the way the war was justified
and conducted. And although we cannot undo the damage to our
national security, our reputation in the world, and the sacrifices of
our military men and women and their families, and the cost to the
American taxpayer, we can take a small step by demanding that
the Maliki government begin now to pay for its own reconstruction
and stabilization. Thank you.

[The prepared statement of Lawrence Korb follows:]
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Chairman Spratt, Ranking Member Ryan, and other members of the committee, I
appreciate the opportunity to testify before you today to discuss the Iraqi government’s
huge and growing budget surplus and to place it in the context of the horrendous costs of
the war in Iraq to our troops, their families, the Iraqi people, and the American taxpayer. I
commend the committee for holding this hearing at such a critical moment in America’s
tong and unanticipated involvement in Iraq.

Violence in Iraq is at its lowest levels since 2004. By almost every measure, ethno-
sectarian violence in the country has declined from the horrific levels of a year ago. Shiite
militias, such as Mugtada Al-Sadr’s Mahdi Army, have been weakened because Sunni
insurgents began cooperating with us against Al Qaeda in Irag, or AQI, as a result of the
U.S. midterm elections in 2006 and the horrible practices of AQI. AQI, which was only
supported by some Iragis because of their fear of an indefinite American occupation, has
lost that support and is no longer able to operate in many parts of the country. And
General James Dubik, the American general in charge of training the lragi Security
Forces, has stated that the Iraqi army and police will be able to assume full responsibility
for internal security as early as April 2009.

But while the reduction in violence has produced tenuous security gains in Iraqg, it has not
yet resulted in a sustainable political equifibrium that is able to fock in what progress has
been made. Rather than creating breathing room for the Iraqi government to undertake
meaningful political reconciliation between Iraq’s competing ethnic and sectarian
groups——the objective of the increase in American combat troops—the continued large-
scale American troop presence has allowed the Iraqi government to stall on making the
tough choices that a timetable for an American withdrawal would force them to confront.

While there has been apparent progress on some uncontroversial legislation, the Iragi
government has yet to set a date for much-needed provincial elections originally
scheduled for October, pass an oil-sharing law, meaningfully implement de-
Baathification reform and the amnesty law, and finalize the legal status of the disputed
city of Kirkuk.

Nowhere is this failure to govern responsibly more apparent than in the implementation
of the budget by the government of Prime Minister Nuri al-Maliki. While Iraq’s ability to
generate revenue continues to grow, its capability and willingness to effectively and
efficiently execute its budget is virtually non-existent. As I will note below, Iragi budgets
have been passed but only a fraction of Traq’s revenue has been spent. After more than
five years of having the American taxpayer bear the full cost of Iraq’s reconstruction and
stabilization, it is time for the Iraqi government to take budgetary responsibility,
especially since the Bush administration is forced to borrow money from abroad to pay
these bills.

As Mr. Christoff noted, Irag’s revenues and its budget surplus are large and growing.
Transferring more of Iraq’s financial burden to the Iragis is not only a fiscal necessity for

the United States; it is also a way for the Maliki government to gain the trust of the Iragi
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people. By assuming a greater role in Iraq’s reconstruction, providing essential services,
and creating much-needed jobs, the government can provide an impetus for political
reconciliation. Former Afghan Finance Minister Ashraf Ghani put it well when he
recently said, “the budget is where social rights meet social obligations.” The United
States must begin transferring financial responsibilities to the Iragi government
immediately in order to give the Maliki government the incentive to take responsibility
for the well-being of ordinary Iragi people.

But in doing so, the United States must exercise strict oversight, offer guidance, share
best practices, and provide honest criticism of shortcomings as the Traqis take on more
budgetary responsibility. Financial mismanagement, a lack of bureaucratic infrastructure,
and widespread corruption all have the potential to derail initiatives to improve the lives
of the Tragi people. Similarly, transferring budgetary authority for security programs such
as the “Sons of Iraq”—scheduled for October 1 of this year—to the Iraqi government
without ensuring that the Maliki government does not carry out its policy of eliminating
these Sunni militias could undermine recent security progress.

Before I outline the steps necessary to rein in corruption and correct budgetary
mismanagement, let me put Iraq’s budget surplus into context.

A quick and cheap war

In order to gain support for this unnecessary and unjustified invasion and occupation of
Iraq, members of the Bush administration began assuring the American people and
Congress in late 2002 that this would be a quick and relatively inexpensive war, both in
terms of blood and treasure. In a September 2002 interview with The Wall Street Journal,
former White House Economic Advisor Larry Lindsey estimated that the price tag for the
{raq war would be between $100 billion and $200 billion. Lindsay astoundingly went on
to argue that, while this was an “upper bound” estimate, the successful prosecution of the
war would actually “be good for the economy.” '

The Bush administration quickly sought to distance itself from Lindsay’s initial estimate,
contending erroneously that it was much too high, When asked about the financial cost of
the war, Indiana Governor Mitch Daniels, then Director of the Office of Management and
Budget, called Lindsay’s estimate, “very, very high” in an interview with The New York
Zimes. Daniels then stated that the cost of the war would be in the range of $50 billion to
$60 biltion.”

In order to gain support for the war, even this relatively low-ball estimate was rejected by
the White House. Then Deputy Defense Secretary Paul Wolfowitz stated that estimates
such as Lindsey and Daniels’ were, “so dependent on future, unpredictable circumstances

! Bob Davis, "Bush Economic Aide Says Cost Of Iraq War May Top $100 Biltion", #¥al! Street Journal.
September 16, 2002,
* Martin Wolk, “Cost of Iraq war could surpass $1 trillion,” MSNBC,
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as to be of little value." In fact, Wolfowitz and others in the administration assured
Congress that the war in Irag would pay for itself. Referring to the cost of rebuilding Iraq
after the American invasion, Wolfowitz testified before the Defense Subcommittee of the
House Appropriations Committee that, “there's a lot of money to pay for this that doesn't
have to be U.S. taxpayer money, and it starts with the assets of the Iragi people. ... The oil
revenues of that country could bring between $50 billion and $100 billion over the course
of the next two to three years....We're dealing with a country that can really finance its
own reconstruction, and relatively soon.”

The cost of the Irag war to the American taxpayer

Like every other statement about the war, history has shown the Bush administration’s
estimates of the financial cost of the war to be wildly off the mark. Since fiscal year
2003, when the Department of Defense (DoD) and other federal agencies began
appropriating funds for the initial invasion, Congress has appropriated approximately
$653 billion for the war in Iraq. (This sum includes the FY 2008 Supplemental H.R.
2642/ P.L. 110-252. These funds are expected to last through June or July of 2009).

Chart 1* (appropriations in billiens)
Fiscal
Year |FY |FY |FY |FY |FY |FY |Fvoe
01/02 103 |04 |05 1os |07 |08 _|Bridge | Total

Department of Defense Q 501564 |8341 981112961 1454 53416162
Foreign aid and

diplomatic operations 1] 31195 2 3.2 32 28 0.8 | 344
VA Medical 0 0 0 0.2 04 0.9 1 0 25
Total: Iraq ] 531 75.9 | 85.5 ] 101.7 { 133.6 | 149.2 54.3 | 653.1

* Note: Foreign aid and diplomatic operations do not include the full range of
reconstruction and stabilization funds.

While the vast majority of U.S. expenditures on Iraq have been appropriated through the
Department of Defense for security operations (see Chart 1), both DoD and other federal
agencies, such as USAID and the Departments of State and Treasury, have contributed
significant funds for stabilization and reconstruction activities (see Chart 2).

* CNN, “Our leaders are ducking reality on Iraq.”

http:/www.cnn.com/2006/U $/12/05/Dobbs, Dec6/index. htmi

* Congressional Research Service, “The Cost of Iraq, Afghanistan, and other Global War on Terror
Operations Since 9/11." July 14, 2008
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Chart 2 (appropriations in $ millions)

Enacted | Unenacted

Fiscal total 2008
Year 2008 2003- Supp.
2003 2004 2005 2006 2007 | Consolidated | 2008 Req.

Total Non-DoD

Funds (Sate,

ISAID,

Treasury, etc.) -

-150 Account 2,944.90 | 18,440.20 3.6 | 1657.70 | 2,159.90 260.5 | 25,466.80 986

Total DoD

Funds--050

Funds 853.2 140 6,319 | 3,715.00 | 6,317.70 1,870.00 | 19,267.90 1,859.70

Total US

Reconstruction

Asst, 3,798.10 | 18,580.20 | 6,322.6 | 5,372.70 | 8,477.60 2,130.50 | 44,734.70 2,945.70

In fact, the funds already authorized for reconstruction and stabilization alone approach
estimates by the Bush administration of the war’s total cost. According to the
Government Accountability Office (GAOQ), since fiscal year 2003 Congress has
appropriated approximately $48 billion to finance stabilization and recounstruction efforts
in Iraq through various U.S. agencies (see Chart 2). This figure includes funds dedicated
to developing Iraq’s security forces and efforts to enhance Iraq’s capacity to govern, as
well as funds to rebuild the country’s oil, electricity, and water sectors, among others.’

As of June of this year, approximately 88 percent ($42 billion) of this $48 billion has
been obligated, while only 68 percent {about $32 billion) has been spent. Over two-thirds
of the funds spent to date (approximately $23 billion) have supported reconstruction and
stabilization activities in the security, oil, water, and electricity sectors, This leaves the
United States with over $16 billion in unspent funds for stabilization and reconstruction.

The Iraqi government’s surplus

Despite miscalculations and misrepresentations by Wolfowitz and other Bush
administration officials about how and why to overthrow the regime of Saddam Hussein,
Wolfowitz’s prediction that Iraq could pay for its own reconstruction has finally come to
pass—albeit nearly six years after the fact. While it was certainly not the case that the
Iraqi interim government, formed in the aftermath of the invasion, was capable of
providing funds for its own reconstruction, Iraq’s financial status has improved along
with the security situation. Record oil prices, steady investment in Iraq’s oil
infrastructure, and an improved security situation have all contributed to the
government’s improved financial situation.

S ional F h Service, “Trag: R ion Assistance,” May 22, 2008,
°G A ility Office, “Tragi R dif . and Swiplus™, August 2008,
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Because Mr. Christoff provided details of the Traqi government’s budget surplus in his
opening testimony, [ will not spend much time defining the surplus, nor will 1 go into
great detail in regard to how it was accumulated. However, I will anatyze several trends
in Iraqi government spending, or lack thereof, that demonstrate the unwillingness of that
government to spend ifs large and growing revenues on its own people.

First, while the Traqi government’s revenues and total expenditures are increasing, its
expenditure ratio (actual expenditures for a ministry or activity divided by the budgeted
amount for this ministry or activity) has actually been decreasing steadily. That is, while
the Iragi government is spending more money every year in absolute terms as the amount
of revenue it accrues from oif profits and other tax revenue increases, the actual amount
the Maliki government is spending on government salaries and investment projects
relative to its budget allocations is decreasing. GAO first noticed this trend in 2005 when
the government was spending just 73 percent of its budget allocations. This number
dropped to 67 percent in 2006, and continues to decline. In 2007, it spent only 65 percent
of the allocated funds.

Second, the Maliki government is not using its growing revenues to invest in its country’s
future. In every year since 2005, “Iraq spent a greater percentage [of its fotal budget on]}
its operating budget, including salaries, than [on] its investment budget. For example, in
2007, the Iraqi government spent 80 percent of its $28.9 billion operating budget and
fonly] 28 percent of its $12.2 billion investment budget.”

This lack of investment is especially evident in the actions of Iraq’s central ministries
which deal with the electrical, water, oil, and security sectors. These central ministries,
which are “responsible for providing essential services to the Iraqi people, spent a smaller
share of their investment budgets than the Iraqi government as a whole. Further, their
investment expenditure ratios declined from 14 percent in 2005 [to 13 percent in 2006] to
11 percent in 2007. Specifically, while the central ministries budgeted $5.7 billion and
$8.1 biltion for investments in 2005 and 2007, they [only] spent $825 million and $896
million, respectively.””

Overall, while the Maliki government allocated $28.0 billion for investment by its main
central ministries from 2005 to 2008, by April 2008 it had spent only 14 percent of it, or
$3.9 billion. These spending shortfalls are particularly worrisome given the important
services these sectors have to provide to ordinary Iraqi citizens. The lack of these
essential services, due in part to the Maliki government’s lack of spending on their
respective sectors, means that the central government is increasingly irrelevant in the
lives of ordinary fraqis—a situation that does not bode well for Iraq’s future stability.

The United States should insist that the Maliki government begin using its increasing
budget surplus to fund its own national reconstruction. However, the United States must
recognize that the government’s ability to do so is still significantly hampered by a lack
of administrative capacity.

G y Office, “Iragi X di and Surplus™, August 2008,
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Addressing Iraqi government capacity

A lack of management skills, a weak bureaucratic infrastructure, and widespread
corruption have significantly degraded the Iragi government’s capacity to manage and
allocate its large and growing budget surplus.

Human infrastructure deficit and budget mismanagement

Government-wide de-Baathification, enacted by the Bush administration in May 2003, is
primarily responsible for Iraq’s severe lack of qualified budget and procurement
professionals. A report issued by the Special Inspector General for Irag Reconstruction
{SIGIR) demonstrates how successive Iraqi interim governments, “not only purged the
remaining skilled ministerial staff, but also replaced them with persons hired more for
their ethnic loyalty and/or family relationship than for their qualifications.”®

The decision by Ambassador L. Paul Bremer—that was supported by President George
W. Bush and other political appointees in the administration but opposed by most
military and diplomatic officials—to institute aggressive de-Baathification policies
undermined Iraq's ability to construct a functioning government significantly. The GAO
reported that the Coalition Provisional Authority’s de-Baathification program “provided
for the investigation and removal of even junior party members from upper-level
management in government, universities, and hospitals.™

In November 2004, the director of the Supreme National Commission for de-
Baathification, Mithal al-Alusi, estimated that as a result of the commission’s work,
“thirty-five thousand Baath Party members have left their jobs.” In total, the director
claimed the commission had focused its efforts on a group of about 65,000 former party
members. '

This sweeping de-Baathification created a severe lack of human infrastructure in Iraq’s
ministries. In testimony earlier this year before the House Committee on Oversight and
Government Reform, former U.S. Comptroller General David Walker cited an Irag
Reconstruction Management Office study, which found that in 11 of 12 surveyed
ministries, the majority of statf did not have proper training for their positions. He
remarked that “the lack of trained staff has particularly hindered the ability of ministries
to develop and execute budgets.”""

Some progress has been made in reversing the damage done by these policies. Some
relatively lower ranking former Baathists have been permitted to appeal their dismissals

¥ Office of the Special Inspector General for Iragi R ion, *Status of Ministerial Capacity
Developnent in fraq” (January 2007), available at htp/www sigitmil/repc Tauditsf06-04 3. pddf .

? GAO, *U.S. Ministry Capacity Development Efforts Need an Overall Integrated Strategy to Guide Efforts
and Manage Risk,” (October 2007), available at http:/Aiwww gao gov/new items/d08117.pdf.

' Anderson, Jon Lee, “Out on the Street: The United States™ de-Baathification program fueiled the
insurgency,” The New Yorker, Novermber 15, 2004,

* GAO. “Serious Chalienges Confront U.S. Efforts to Build the Capacity of Iraqi Ministries.” (October
2007), available at hitp:/Avww, ga Atemss i
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and request reinstatement. Finally, in the beginning of 2008, after much foot dragging,
the Maliki government finally approved the Accountability and Justice Law, also known
as the de-Baathification law, which replaced the old de-Baathification guidelines.

Unfortunately, as the International Center for Transitional Justice discovered, this new
taw will bring about only small changes. For example, it opens the appeals process to a
larger number of Iraqis, and allows most workers fired under the law to collect
government pensions. On balance though, it does not significantly change the old system.
In fact, the law extends de-Baathification standards “to a number of organizations not
previously affected, including the Iraqi judiciary.”' In effect, there will be fewer former
Baath party members in government under the new law than under the old one.

Addressing Iragi corruption

Even if budget funds can be competently and effectively allocated, the United States must
ensure that money allocated for reconstruction and stabilization is stolen by corrupt
officials. In Transparency International’s 2007 Corruption Perceptions Index, Iraq was
ranked 178 out of 180 countries, with only Myanmar and Somalia perceived as more
corrupt.” In July 2008, SIGIR released an updated assessment of anticorruption efforts in
the country, While this document commended the Iragi government for ratifying the UN.
Convention Against Corruption, of UNCAC, and noted that the U.S. Embassy in Traq had
taken steps toward strengthening its anticorruption programs, the report made clear that
there is stitl a great deal of room for improvement."

In 2006, Stuart Bowen, the head of SIGIR, correctly labeled corruption Iraq’s “second
insurgency.”"” At that time, the Maliki government estimated that corruption was costing
it $4 billion per year."’ Moreover, in some cases, corruption provided a direct benefit to
insurgents. In November 2006, The New York Times uncovered a classified U.S.
government report, which estimated that Iraqi insurgent groups were taking in between
$25 million and $100 million a year “from oil smuggling and other criminal activity
involving the state-owned oil industry, aided by ‘corrupt and complicit’ Iraqi officials.™'”
Although the Maliki government claims that it is trying to reign in corruption, it does not
yet have an effective system for doing so.

** International Center for Transitional Justice, “Iraq’s New *Accountability and Justice” Law,” (January
2008). available at hitpy/www icti.ovg/images/content/7/6/764. pdf
3y y International, ion f ions Index 2007, available at

hip/fvww .org/policy _research/surveys indices/cpi/2007

" Office of the Special Inspector General for Iraq Reconstruction, “Anticorruption Efforts in fraq,” (July
2008), available at hitp/fvww. sigicilreports/pdfondits 08-023 .pdf.

15 “Statement of Stuart W. Bowen, Jr, Special Inspector General for Irag Reconstruction,” (June 2006),
available at htp://www.sigiv.mil i SIGIR, Testimony 06-003T pdf.

e Borger, Julian, “Cormuption: the *second insurgency” costing $4bna x,” The Guardian, December 2,
2006, available at http:/wwsy. guardian.co.uld/ workl/2006/dec/02/usa.irag
'” Burns. John F. and Kirk Semple. “U.S. Finds Iraq Insurgency Has Funds fo Sustain Itself.” New York
Times, November 26, 2006, available at
hipAvww oy imes.conv2006/ 1126
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For example, in March 2008, the State Department reported that the Iraqi Commission on
Integrity, or Col, an independent body tasked with investigating corruption, had been
able to hear only 214 of 3,100 cases on its docket. State noted that the Maliki government
has not provided the necessary infrastructure for handling such a large volume of work.
Moreover, in trying to adjudicate corruption cases, the body, “confronted high-level
attempts to influence prosecutions of members of the ruling party.”® In testimony before
the House Committee on Oversight and Government Reform in October 2007, the former
head of the commission, Judge Radhi al-Radhi, reported receiving death threats before
his resignation the previous month, and informed the committee that, “since the
estah]lshment of the Commission of Public Integrity, 31 employees have been
assassinated. ..

Finally, even when the commission has been able to hear cases, the Iraqi legal system
presents significant roadblocks for prosecuting those guilty of corruption. SIGIR reported
that the Iraqi Criminal Procedure Code contains a provision under which ministers can
stop corruption cases from moving forward. In 2007, they did so at least 67 times in order
to protect their own employees from prosecution.”

Recommendations

To get the Maliki government to spend its budget surplus efficiently and effectively, let
me make the following recommendations:

* Provide a soft landing for Sunni militias. On October 1 of this year, the Maliki
government will assume administrative and operational responsibility for Sons of
Iraq militias in and around Baghdad, Sunni militias in other parts of Iraq are
slated to be put under the central government’s control later this year. Prime
Minister Maliki has stated his intention to incorporate only 20 percent of these
militiamen into the Iraqi Security Services while promising to provide civilian
jobs and training for the other 80 percent.

if the Iraqi government integrates these militiamen successfully into state
institutions, it will be an important step in advancing political accommodation and
the elected government’s monopoly on the use of force. If, however, Maliki’s
administration does not provide these fighters with a viable alternative to
returning to the insurgency or attempts to arrest them, many of the recent security
gains could be undercut relatively quickly.

¥ Office of the Special Inspector General for fraq Rccons!mcuon Anlxcormpuon Efforts in Iraq.” (July
2008), available at hitp:/vww sigir.mil/repors ffandits/08-023 pdf.

¥ “Testimony of Judge Radhi Hamza ai-Radhi,” (October 2007), av: (ulabh. at

hip:freform.ds house. g 20071004 103646.pdf.

* Office of the Special Inspector General for Iraq Reconstruction, “Anticorruption Efforts in Iraq.” (uly
2008), available at hitp//www. sigit mil/ieporis/i 15/08-023.pdl.
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As the United States transitions administrative and operational responsibility for
the Sons of Iraq to the Maliki government, we must ensure that it does not again
take actions that could alienate tens of thousands of armed and experienced
fighters. The United States must ensure that Sons of Iraq members are paid their
normal salaries until fully integrated into the security forces, government jobs, or
training programs. If the Maliki government drags its feet, the United States must
pressure the Iraqi government to implement a full integration program for these
militiamen.

* Fully implement de-Baathification. Aithough the Accountability and Justice
Law may not be inclusive enough to repair the damage done by the extensive de-
Baathification of 2003, it is an opportunity for many qualified professionals to re-
enter the civil service. The United States should pressure the Iragi government to
ensure that this moderate advance is implemented fully. As of June 2008, the
government of Iraq had not yet appointed members to the committee slated to
replace the old de-Baathification apparatus, and the current committee has
received conflicting instructions from the Iragi government about whether to
proceed with reinstatement petitions **

Not only does this represent a failure to meet one of the benchmarks agreed to by
the Congress and the administration (which require the government to both enact
and implement a de-Baathification law), but it slows down the process of
rebuilding a competent bureaucracy. The United States must pressure the Iragi
government to make progress on this important issue

e Pursue anticorruption within the Iraqi government. In addition to pushing for
the reinstatement of competent workers, the United States must be prepared to
make a sustained commitment to reduce corruption in the government of Iraq.

In January 2007, SIGIR reported that U.S. government agencies working with
fraqi ministries did not have clearly defined shared goals or consistent methods
for information sharing. The Joint Task Force on Capacity Development was
created to correct these shortfalls. However, SIGIR found it had “limited authority
to coordinate the various activities and to establish an overall capacity-
development agenda.”

+ Set a timetable for withdrawal and institute a diplomatic surge. Until we seta
specific timetable for withdrawal, the Iraqi government will not have the incentive
to get its act together and take responsibility for its own destiny and begin
spending its own funds. Moreover, until it is clear that we are leaving, other
countries in the region will not have the incentive to work with the Iraqi
government to ensure that Iraq does not become a failed state.

* Rashee Ahmed, "fraq Law on Baathists not being implemented,” Reuters, June 17, 2008, avaifable at

hitpufwwy renters comvarticle/latest CrisisAdLISYAT23 1579,
= Special Inspector General for Iraq R « dum for U.S. A dor to Iraq,”
(Japuary 2007), available at hiip:/www sigir. il df/audits/06-043, pdf.
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Conclusion

The failures of the Bush administration to ensure that the Maliki government spends its
increasingly large budget surpluses on its own reconstruction and stabilizationis a
symptom of a much larger problem with the way that this war was justified and
conducted. Although we cannot undo the damage that has been done to our military
personnel and their families, the American taxpayer, military readiness, our overall
financial situation, and the harm to our reputation in the world, we can take a small step
by demanding that the Maliki government pay for its own reconstruction and
stabilization.

STATEMENT OF CHRISTOPHER BLANCHARD

Chairman SPRATT. Dr. Korb, thank you very much. Mr. Blan-
chard?

Mr. BLANCHARD. Thank you, Chairman Spratt, Ranking Member
Ryan, and members of the Committee. Thank you for inviting me
to testify before you today on Iraq’s budget surplus. My name is
Christopher Blanchard. I am an analyst in Middle Eastern Affairs
with the Congressional Research Service. In the time allotted I
would like to summarize the main points from my written testi-
mony by discussing four factors that may affect the Iraqi oil sec-
tor’s ability to fund Iraq’s reconstruction. Those factors are secu-
rity, Iraqi politics, market conditions, and revenue management.
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The U.S. Department of the Treasury and the International Mon-
etary Fund have expressed confidence that Iraq’s oil revenues are
likely to be sufficient to meet the country’s development needs if
underlying conditions remain favorable for the expansion of oil pro-
duction and if Iraqis manage their oil revenues effectively. The pre-
vailing level of security in Iraq has a direct effect on oil production
and exports. Infrastructure attacks and persistent violence have
hindered efforts to develop the oil sector since 2003. In turn, cor-
ruption in the oil sector has helped fund insurgent violence and
criminal activity. U.S. and Iraqi investments in infrastructure se-
curity have contributed to increased oil exports over the last year.
In turn, the improvement in the overall level of security in the
country has reduced some threats to oil output.

Looking forward, U.S. military leaders have made clear state-
ments about the potential reversibility of recent security gains. The
establishment of an overall level of security in the country that
could allow U.S. forces to draw down may still leave the Iraqi gov-
ernment with internal security challenges that could complicate oil
operations.

Since 2003 Iraqis have struggled to reach political consensus
about decision making powers in the energy sector and the terms
of a national energy policy. This includes debates over revenues
sharing, and the degree and terms of potential foreign participation
in oil development. To date, Iraq’s Council of Representatives has
not taken up draft energy framework legislation because of con-
tinuing disagreement between the national government and the
Kurdistan regional government over their respective decision mak-
ing powers. Parallel disputes over the status of the City of Kirkuk,
its large Kurdish population, and nearby oil resources further com-
plicate these matters. Nevertheless, both the National Ministry of
Oil and the Kurdistan Regional Government have moved forward
with oil and natural gas development by signing service and pro-
duction contracts with several foreign companies. The Ministry of
Oil is now planning to conduct an international bidding round, the
development of six major oil fields, with contract awards expected
some time in 2009.

Fluid global market conditions will ultimately determine the de-
mand for Iraq’s energy exports, the revenue potential of those ex-
ports, and the availability of investment capital. An IMF report re-
leased yesterday referred to by Mr. Christoff earlier highlighted the
“fiscal opportunity” that higher global oil prices have granted Iraq
in 2008. The report, however, builds on the IMF’s January 2008
warning that the Iraqi government has “little room for fiscal slip-
page” until its oil output increases. Recent declines in global oil
prices, if sustained with steady exports, will likely lower Iraq’s
2008 surplus revenue projections.

According to U.S. and international auditors, as we have heard,
the Iraqi government has proven unable to spend budgeted funds
effectively, to maintain current or planned investment programs.
According to observers, the factors that have prevented effective
Iraqi spending thus far may continue to hinder reconstruction if
left unaddressed. Midway through the so called year of transition,
the U.S. Department of Defense warned in a June 2008 report to
Congress that the Iraqi government “lacks the ability to execute
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programs on the scale required.” Administration officials recently
created a public financial management assistance group to better
coordinate interagency budget assistance programs in Iraq. The
Iraqi government also has amended its contracting procedures to
facilitate spending at all levels of government. However, officials
report that much remains to be done. And Iraqi willingness to con-
tinue to accept U.S. advice and assistance on revenue management
and in other areas may prove limited.

In Congress legislative proposals pending in both houses reflect
the broad sentiment that seeks to require the Iraqi government to
pay more of its own reconstruction and security costs. As the con-
fidence of the Iraqi government increases and nationalist sentiment
among some Iraqis grows more vocal, contract bases assistance
from U.S. or other international partners may emerge as a politi-
cally viable solution to Iraq’s administrative and reconstruction
challenges.

Again, thank you for the opportunity to present this testimony.
I look forward to your questions.

[The prepared statement of Christopher Blanchard follows:]

PREPARED STATEMENT OF CHRISTOPHER M. BLANCHARD, ANALYST IN
MIDDLE EASTERN AFFAIRS, CONGRESSIONAL RESEARCH SERVICE

Iraq holds the world’s third-largest proven oil reserves, and revenues from the
sale of oil resources are the engine of Iraq’s national economy and the lifeblood of
its national budget. Iraq’s state-owned oil production and marketing system ensures
that revenue from the export and sale of Iraqi oil accrues to the Iraqi government,
and the Iraqi people’s elected representatives are now responsible for administering
that revenue to meet the country’s considerable development needs. Iraq’s energy
resources and potential export revenues offer the country an undeniable opportunity
for economic growth, if conditions prevail that allow those resources to be developed
efficiently and if Iraqi leaders manage export revenues effectively. This statement
analyzes the recent U.S. policy debate over Iraq’s current budget surplus, reviews
relevant recent developments in Iraq’s oil and natural gas sector, and discusses fac-
tors that may affect the oil sector’s ability to continue to serve as an engine of eco-
nomic growth and public revenue for Iraqis.

CURRENT REVENUE ARRANGEMENTS

Iraq’s State Oil Marketing Organization (SOMO) is responsible for the sale and
export of Iraqi crude oil. Under the terms of United Nations Security Council resolu-
tion (UNSCR) 1483 (and renewed through subsequent Security Council resolutions),
revenue from Iraq’s oil exports is deposited into an Irag-controlled account at the
Federal Reserve Bank of New York (FRBNY). Five percent of the funds are reserved
for a United Nations Compensation Fund for reparations to the victims of the 1990
Iraqi invasion and occupation of Kuwait. The remaining 95% is deposited into the
Development Fund for Iraq (DFI) account at the FRBNY and is then transferred
to an Iraqi Ministry of Finance account at the Central Bank of Iraq for further dis-
tribution to Iraqi government ministries.

Under the terms of UNSCR1546 (and renewed by subsequent resolutions), the
DFI is monitored by an International Advisory and Monitoring Board (IAMB), which
provides periodic reports on Iraq’s oil export revenue, Iraq’s use of its oil revenues,
and its oil production practices. According to the IAMB, as of December 31, 2007,
$23.43 billion had been disbursed from the United Nations Compensation Fund;
Iraq owes $28.95 billion to the Fund. The IAMB estimates that “at the present rate
of Iraqi oil sales, it would take approximately 17 years for the compensation award
ic)oube fully paid.”! As of June 2008, the balance in the DFI was approximately $17

illion.

UNSCR 1790 of December 18, 2007, extended the ITAMB monitoring of the DFI
until December 31, 2008. In October 2006, the Iraqi cabinet approved the creation
of an oversight body known as the Committee of Financial Experts (COFE) to mon-
itor oil revenue collection and administration. The president of the COFE inaugu-
rated its activities in April 2007, and the committee currently is working alongside
the JAMB on audit procedures. When the mandate of the IAMB expires in Decem-
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ber, the COFE will assume its duties. Immunity provisions contained in standing
UN Security Council resolutions prevent Iraqi funds deposited in the DFI from
being subject to property attachment motions in lieu of legal judgments rendered
against the former Iraqi regime. Many observers expect those immunity provisions
to be renewed in a new UN resolution, and the IAMB has encouraged the Iraqi gov-
ernment to pursue continued immunity protection.

IRAQ’S BUDGET SURPLUS: SOURCES AND MANAGEMENT

Revenue projections for governments that rely on oil exports are based on vari-
ables such as price and export volume, which may be subject to significant or rapid
changes in domestic or global market conditions. Iraq’s recent surpluses have accu-
mulated based in large part on rapid increases in oil prices over the last year and
higher levels of oil production and exports attributable to improved security. The
August 2008 Government Accountability Office (GAO) report on Iraq’s budget sur-
plus illustrates these relationships by laying out several revenue projections for
Iraq’s potential 2008 surplus based on variable price and export levels.2

At present, Iraq’s steady oil export levels and a relative decline in world oil prices
from recent highs have moved revenue projections closer to the more pessimistic as-
sumptions outlined in the GAO report: The GAO’s lower estimate for Iraq’s 2008
budget surplus assumed Iraq would export an average of 1.89 million barrels per
day and that the average price received would be $96.88 per barrel. As of September
10, 2008, the U.S. State Department reported that Iraq’s Basra Light Crude was
priced at $100.15 per barrel and that Iraq was exporting 1.93 million barrels of oil
per day. Coupled with Iraq’s recently adopted Supplemental Budget of $22 billion,
these market trends suggest that Iraq’s 2008 budget surplus may remain well below
the upper limit projected in the August 2008 GAO report, pending the result of ex-
penditures through the rest of 2008.

TABLE 1.—IRAQ: KEY OIL INDICATORS

0il Production 0il Exports 0il Exports 0il Revenue 0il Revenue o&gggque

Oil Production (current weekly ave.) (e 9903) (current) (pre-2003) (2006) (2007) P

2.48 million barrels per day
(MBA) oo 2.5 mbd 1.93 mbd 2.2 mbd  $31.3 billion $41 billion ~ $50.5 billion
Note: Figures in the table from the U.S. Department of State “Iraq Weekly Status Report,” September 10, 2008. '0il Revenue’ is net of a

5% deduction for reparations to the victims of the 1990 Iraqi invasion and occupation of Kuwait, as provided for in U.N. Security Council
Resolution 1483.

The U.S. Department of the Treasury and the International Monetary Fund have
expressed confidence that, over time, Iraq’s oil revenues are likely to be sufficient
to meet the country’s development needs, if underlying conditions remain favorable
for the expansion of oil production and if revenues are managed effectively. How-
ever, the IMF warned in a January 2008 report that Iraq’s public finances have
been “fragile” in recent years and added that, in light of considerable operations and
reconstruction needs, the Iraqi government has “little room for fiscal slippage” until
oil output increases. The IMF report explains how higher oil prices have com-
pensated for missed oil production expansion targets that undermined revenue gen-
eration and how these factors otherwise would have “depleted” the $9.9 billion bal-
ance in the Development Fund for Iraq “by the end of 2007.”3

While reports about Iraq’s current and projected budget surplus have raised ques-
tions in Congress about the relative overall size of Iraqi and U.S. expenditures,
shortcomings in Iraqi revenue management practices and capabilities also have con-
tributed to the accumulation of surpluses. According to U.S., Iraqi, and international
observers, these shortcomings have prevented capital investment budgets from
being spent effectively thus far and may continue to hinder reconstruction progress
if left unaddressed. The U.S. Department of Defense (DoD) June 2008 Measuring
Security and Stability in Iraq report noted “marginal improvement” in the Govern-
ment of Iraq’s ability to spend its resources, although the report concluded that
“budget execution rates continue to be relatively low, limiting Iraq’s ability to in-
crease economic development and deliver essential services to its citizens.”4 Among
the “considerable challenges” facing efforts to improve the performance of Iraq’s
ministries identified in the report were “cumbersome budgetary approval and com-
plex funding processes”, limited experience among available staff, and the “limited
availability of resident contractors.”

The U.S. State Department made similar assessments in July 2008. According to
the Department’s latest Section 2207 Report on Iraq Relief and Reconstruction, im-
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pediments to effective budgetary expenditure in Iraq “persist at all levels.”5 The re-
port concluded that “continued assistance is needed to address impediments to cap-
ital budget execution.”® The Special Inspector General for Iraq Reconstruction
(SIGIR) reported in July 2008 that U.S. funded ministerial capacity development
programs had been hindered by “weak coordination” among multiple agencies that
“tended to implement their own programs with little prioritization of projects or co-
ordinated planning.” The SIGIR concluded that U.S. investments in capacity build-
ing are “at risk” unless more integrated programming is implemented.”

In light of these assessments, both the U.S. and Iraqi governments have under-
taken initiatives in recent months to improve public financial management and the
coordination of U.S. assistance programs. Iraq has issued new decrees and reformed
administrative bodies to grant greater contracting authority to ministries and prov-
inces.8 Iraq’s 2008 Budget Law allows provinces and government agencies to carry
over their unused budget authority into the current fiscal year. The U.S. Embassy
in Baghdad and the commanders of Multi-National Forces-Iraq also have reorga-
nized the management of existing U.S and coalition budget assistance programs to
improve coordination.

In late June 2008, the interagency Public Finance Management Assistance Group
(PFMAG) began its work. The PFMAG’s civilian-military Policy and Operations
Committees now direct the activities of paired teams of Action Officers and Treas-
ury Technical Assistance Advisors who work alongside Iraqis, collecting and ana-
lyzing data and helping to re-engineer and expedite payments and other budgetary
processes.? These activities build on existing programs such as USAID’s National
Capacity Development Program (more commonly known by the name Tatweer, the
Arabic word for development), the U.S. Embassy Iraq Transition Assistance Office
(ITAO) Ministerial Capacity Development Program, and the work of the Multi-Na-
tional Security Transition Command-Iraq (MNSTC-I) Embedded Advisory and Func-
tional Capability Teams. Coalition partners, such as the United Kingdom’s Depart-
ment for International Development (DFID), participate in PFMAG decision-mak-
ing, and U.S. officials report that expanded PFMAG coordination with international
bodies such as the IMF and World Bank is planned.

RECENT DEVELOPMENTS IN IRAQ’S OIL SECTOR

The concept of federalism has been incorporated into Iraq’s constitution and law,
and Iraqi attitudes toward the oil sector often correspond with regional differences
of opinion about the proper role and power of the national government and regional
and governorate authorities to make oil policy and revenue decisions. However, the
constitution’s ambiguity about the roles and powers of federal, regional, and
governorate authorities has contributed significantly to the ongoing impasse over
these issues. Articles 111 and 112 of the Iraqi constitution state that Iraq’s natural
resources are the property of “all the people of Iraq in all regions and governorates,”
and that “the federal government, with the producing governorates and regional
governments, shall undertake the management of oil and gas extracted from present
fields (italics added).” These provisions were included as a means of ensuring con-
sensus among Iraqis and the adoption of the constitution.

Further complicating matters are Article 115, which provides regional authorities
the power to override federal law in the event of conflicts with regional legislation,
and Article 110, which grants powers to Iraq’s federal government to formulate “for-
eign sovereign economic and trade policy” and regulate “commercial policy across re-
gional and governorate boundaries” similar to those granted to the United States
Congress by the commerce clause of the U.S. Constitution. According to the U.S. De-
partment of Defense, Iraq’s Constitutional Review Commission “continues to review
almost 50 amendments addressing the authority of the federal government and
governorates,” including provisions addressing “the extent of governorate powers
under Article 115” and the “status and management of oil and gas.” 10

To date, draft legislation to establish a new framework for the development of
Iraq’s hydrocarbon sector has not been placed on the parliament’s legislative cal-
endar because of continuing political differences between the national government
and the Kurdistan Regional Government (KRG) over their relative powers and other
constitutional issues, such as the administrative status of the city of Kirkuk. KRG
Prime Minister Nechirvan Barzani and Iraqi Prime Minister Nouri al Maliki met
in April and June 2008 to negotiate terms for moving forward on the draft hydro-
carbon laws, Kirkuk, and other outstanding issues. According to Barzani, a political
committee has been formed to continue negotiations on the framework legislation.1!
The June 2008 Measuring Security and Stability in Iraq report states that the
Chairman of the Iraqi Council of Representatives Oil and Gas Committee does not
plan to proceed with a first reading of the draft legislation until the federal govern-
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ment and the KRG reach a political agreement on the hydrocarbon sector.l2 The
previous report in March 2008 observed that the Iraqi government “continues to dis-
tribute oil revenues equitably to the provinces in the absence of this comprehensive
legislation.” 13

Iraqi, U.S., and other international observers have expressed concern that the po-
tential for renewed violence and the atmosphere of unresolved political tension pre-
vailing in Iraq may not be conducive to careful consideration of hydrocarbon sector
legislation or to inclusive decision making about long-term oil development con-
tracts. Nevertheless, in the absence of new oil legislation and regulation, the Min-
istry of Oil and the KRG have moved forward with hydrocarbon sector investment
and development. New national and KRG contracts have contributed to the persist-
ence of an atmosphere of political controversy surrounding the hydrocarbon sector.
In turn, several international companies have chosen to pursue investment opportu-
nities is Iraq in an uncertain legal environment. This includes China’s National Pe-
troleum Corporation, which recently modified a Saddam-era production contract into
a 20-year service contract to improve production in southern Iraq’s Al Ahdab oil-
field. Similarly, Shell has launched negotiations to develop systems for capturing
and marketing associated natural gas in Iraq’s southern oilfields; the gas currently
is being wasted at a cost estimated by the Iraqi government to be $40 million per
day.'* The KRG has signed over twenty production sharing agreements with inter-
national oil companies, but the limited amount of oil currently being produced in
KRG territory is not exported.

Overall, the Ministry of Oil has set a goal of nearly doubling current oil produc-
tion to 4.5 million barrels per day within 5 years, and expanding production there-
after to 6 million barrels per day within 10 years. To reach these goals, the Ministry
of Oil is moving forward with plans to conduct an international bidding round for
the development of six major oil fields, with contract awards expected some time
in 2009. A pre-qualification round held in early 2008 attracted strong interest from
U.S. and international bidders: 41 firms were qualified, including six unnamed
state-owned firms.15 However, the recent collapse and cancellation of an interim
process to award short-term service contracts for production expansion demonstrates
the difficulty Iraq’s government and international bidders may have in reaching mu-
tually agreed contract terms and gaining public support in the absence of new legis-
lation and political consensus.

FACTORS AFFECTING IRAQ’S OIL REVENUE POTENTIAL

As Iraq and the United States look to the future, four key factors may affect the
Iraqi oil sector’s ability to continue to provide adequate financial resources to the
Iraqi people. The first and most fundamental of these factors is the security of the
country. General insecurity and infrastructure attacks have hindered efforts to reha-
bilitate and develop Iraq’s oil sector since 2003. Oil sector corruption also has con-
tributed to the insecurity of the country, according to U.S. officials. For example,
according to DoD, until mid-2007, corruption and siphoning at the refinery at Bayji
resulted in “as much as 70% of the fuel processed” being sold on the black market
at a value of up to $2 billion a year.16 U.S. military leaders have made clear state-
ments about the potential reversibility of the recent security gains that have en-
abled oil output to increase since 2007. During that time, U.S. and Iraqi invest-
ments in infrastructure security for oil production facilities and pipelines have con-
tributed to increased export levels, and U.S. and Iraqi officials are expanding exist-
ing projects to extend these gains.

Second, Iraqis face the challenge of coming to a greater degree of political con-
sensus about the powers and responsibilities of various levels of government in de-
termining national energy policy and about various issues related to energy develop-
ment. This includes reaching agreements about the degree and terms of foreign par-
ticipation and models for revenue sharing. In late 2007, the KRG finalized its own
regional oil and gas investment law and signed new production sharing agreements
with several international companies, including U.S.-based Hunt Oil.17 Some ana-
lysts believe that the Kurdish moves signal the KRG’s intention to begin large scale
oil development activities regardless of progress on federal legislation. The KRG has
stated its opposition to proposals to require federal approval of its existing or future
contracts, but notes that it is committed to revenue sharing as defined in the con-
stitution and the draft revenue sharing law. As noted above, these issues remain
the subject of ongoing negotiation.

In September 2007 a State Department spokesman stated the Administration’s
view that the KRG deals “elevate tensions between the Kurdish regional govern-
ment and the Government of Iraq,” and “aren’t particularly helpful” to the extent
that they hinder consideration of a national oil law.18
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Iraqi government officials from other parties have reacted negatively to the im-
passe and the KRG’s recent activities. On September 8, 2007, Iraqi Oil Minister
Hussein al Shahristani stated that the national government considers contracts
signed by the KRG to have “no standing”.19

Tensions appeared to escalate further after Minister Al Shahristani warned inter-
national oil companies that the national government would not allow the export of
oil produced under KRG contracts.20 The KRG responded by accusing Minister Al
Shahristani of mismanaging the Oil Ministry budget and restated its opinion that
its contracts were both constitutional and legal.2! In November 2007, 60 Iraqi oil
sector leaders wrote to the Council of Representatives to state that the KRG’s uni-
lateral signing of contracts constituted a “deliberate and dangerous action” and had
no “legal or political standing whatsoever.”22 At least 120 members of the Council
of Representatives from a wide range of political parties endorsed a January 2008
joint statement underscoring their opposition to the KRG contracts.23 The Ministry
of Oil has since refined its position slightly to emphasize its opposition to contracts
signed by the KRG after February 2007. Contracts signed before February 2007
with firms currently producing oil for domestic consumption would be considered
valid after review and potential amendments.

Third, fluid global market conditions ultimately determine the demand for Iraq’s
energy resources, the revenue potential of those resources, and the availability of
domestic and external investment capital. As noted earlier, recent declines in global
oil prices have lowered this year’s surplus revenue projections for Iraq. However, the
abundance of energy resources in Iraq and their relative ease of production will like-
ly sustain the attractiveness of Iraq’s oil sector to international investors over the
long-term. The U.S. Embassy’s Iraqi Transition Assistance Office estimated in 2007
that Iraq’s oil sector could require $100 billion in investment to meet the Iraqi gov-
ernment’s production goals.

In light of Iraq’s transition from conflict and in light of strong economic growth
in the more stable countries of the Persian Gulf region, Iraq may struggle relative
to its neighbors in attracting international investment and expertise to assist in its
non-energy related reconstruction. DoD has reported that projects for critical min-
istries require “multi-year, large-scale strategic infrastructure upgrades” that may
require the involvement of international firms; those firms could remain reluctant
to engage in Iraq.24

Lastly, Iraqi leaders are working to address what the U.S. government and inter-
national auditors have described as significant weaknesses in Iraq’s current public
financial management practices. The United States has financial advisory programs
in place for many of Iraq’s key ministries, including with civilian leaders of security
ministries. However, these programs remain limited in scope and funding in spite
of their recently reorganized coordination. From Iraq’s perspective, the availability
of significant oil revenues is fortunate in light of the country’s remaining develop-
ment needs. In addition to planned physical infrastructure investments, investment
in human capital and management assistance may prove equally important.

OPTIONS FOR U.S. POLICY

As Iraqi officials and their coalition partners preside over the latter half of the
so-called “Year of Transition in Iraq”, U.S. spending on large-scale reconstruction
projects is coming to a close: the State Department reports that the funds available
in the Iraq Relief and Reconstruction Fund have been almost entirely obligated or
expended as of early September 2008.

Pending legislative proposals in both houses of Congress reflect broad and grow-
ing sentiment that seeks to require the Iraqi government to pay more of the cost
of reconstituting Iraq’s security forces and providing for reconstruction needs. Pro-
posed defense authorization language in both houses would reduce authorized
spending from the Iraq Security Forces Fund (ISFF) relative to the Administration’s
request ($2 billion) and last year’s bridge fund ($1.5 billion).25 The Appropriation
Committees require “equal cost-sharing” for all reconstruction projects above
$750,000 in report language as well as prohibiting the use of these funds for salaries
for Iraqi military personnel.26 Senate authorizers would prohibit using ISFF monies
for “large-scale” infrastructure above $2 million; House authorizers would prohibit
the use of ISFF funds for any facilities construction and argue that “the Iraqi Gov-
ernment is well able to afford to finance its own infrastructure needs at this
point.” 27

As noted above, U.S. and international auditors have not expressed doubt about
the Iraqi government’s ability to afford taking on more of the costs of its reconstruc-
tion and security sector development, if oil production expands and export conditions
remain favorable. Those auditors and observers have expressed significant doubts
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about the Iraqi government’s current ability to expend available funds at a sufficient
rate or level of efficiency to maintain the complex, long-term, and large-scale pro-
grams required. By most public accounts, Iraqis in many areas of the country re-
main somewhat dissatisfied with the scope and pace of ongoing reconstruction pro-
grams, particularly with regard to the delivery of essential services such electricity
and water. Midway through the “Year of Transition”, DoD warned that:

“Future progress in essential services could be at risk since the U.S. will transi-
tion large-scale infrastructure projects to the Iraqis to fund and execute. While the
Government of Iraq acknowledges it has the revenues to support these projects,
budget and program execution rates indicate that the Government lacks the ability
to execute programs on the scale required.” 28

As such, Members of Congress concerned about relative scope and effectiveness
Iraqi contributions to reconstruction and security goals may wish to consider options
to encourage or enable the Iraqi government to improve its public financial manage-
ment capabilities. As described above, Administration officials have already taken
steps to improve the coordination and performance of U.S. financial management as-
sistance programs in Iraq by creating the interagency Public Financial Management
Assistance Group (PFMAG). Congress can influence the operations of the PFMAG
and its constituent programs through consideration of pending appropriations and
authorization legislation or through the exercise of targeted oversight and evalua-
tion.

Existing U.S. programs to improve the performance and capabilities of the secu-
rity forces of allied governments in the Middle East also offer potential models for
the structuring future of the U.S. assistance and advisory relationships with Iragq.
Significant U.S. foreign assistance programs for Israel and Egypt are funded
through annual appropriations of Foreign Military Financing, Economic Support
Fund, and other assistance, and the annual appropriations process offers opportuni-
ties for Members of Congress to evaluate progress toward stated bilateral goals and
respond to changing political and economic conditions. Alternatively, long-standing
U.S. security assistance programs for Saudi Arabia are financed through Saudi gov-
ernment purchases of U.S. training and services through the Foreign Military Sales
program. Iraq has begun using the FMS program for its acquisition needs, and may
soon make large arms purchases worth up to $11 billion according to arms sale pro-
posals recently notified to Congress by the Administration. The U.S. Army Corp of
Engineers, which is currently carrying out U.S. funded reconstruction work in Iraq,
carried out construction projects in Saudi Arabia on a contract basis during the
1970s and 1980s, funded by Saudi government oil revenues.

Similar direct or contract-based bilateral assistance programs could help Iraq
complete its transition and reconstruction and would likely make U.S.-Iraqi rela-
tions subject to more conventional congressional concerns about human rights, the
end use of U.S. military equipment, the regional military balance, and the efficiency
and transparency of contract assistance programs. Increasing confidence within
Iraq’s political leadership and competition among some Iraqi political groups to har-
ness popular nationalist sentiment may limit the attractiveness or utility of official
bilateral assistance efforts over time, making contract-based solutions with U.S. or
other international partners more appealing or effective.

CONCLUSION
Thank you for the invitation to testify and I look forward to your questions.
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Chairman SPRATT. Thank you very much, all three of you pre-
senting today expressing your views on this subject. Let me just
make clear of why the Chair and the Committee is holding this
hearing. First of all, some of us were here in the first Gulf War and
we recall the way the financing of it was arranged through the
good offices of President Bush, the first President Bush, and Jim
Baker. Namely we went to the allies in the region and asked them
for in kind contributions as well as cash contributions, and they
came through handsomely. We also went to allies from Germany to
Japan, and they paid substantial sums partly in return for the fact
that they were not making big troop commitments. As a result the
cost of that war out of pocket to the United States was $2 billion
to $4 billion, depending on how you tally up those various contribu-
tions and our outlays.

Begging the question, why have we not been able to achieve the
same kind of sharing, cost sharing here, especially now that it ap-
pears that the country of Iraq is generating cash reserves, cash
surpluses, that are over and above its immediate requirements.

And finally, we passed this year a supplemental appropriation
bill of $185 billion, $160 billion of it goes to Iraq and Afghanistan.
Everyone in this room knows, given the deficit projections we have
got as recently as last week from CBO, that that level of commit-
ment simply cannot be sustained on the basis that we have main-
tained it for the last five or six years, that is without borrowing
every penny of it so that it goes straight to the bottom line. After
all, our economy is our first instrument of a national defense. And
our budget is a key element, a vital element of that economy. And
we simply cannot keep building debt on top of debt and expect to
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be the world’s superpower and also be the world’s largest debtor
nation.

So this is all part of our purpose in having the hearing today.
To ask, is this a source that we can now be relying upon so that
we can begin using Iraqi funds to do what Wolfowitz said before
this Committee and said before the Defense Subcommittee, they
should be able to pay for it themselves, and relatively soon, given
their vast mineral wealth. And that is what we are trying to ex-
plore today.

So we appreciate your testimony and your observations about it.
And let me turn to Mr. Conaway now.

Mr. CoNnawAy. Well, thank you, Mr. Chairman, and our wit-
nesses. Thank you for coming today and talking. And I do not have
an extended statement in the interest of time and listening to what
they have got to tell us rather than us continuing to do our normal
pontification and talk to each other, comments we already know
each other are going to say. I would rather hear from the witnesses
themselves. It may be a bit of a departure from our standard oper-
ating procedure, but I appreciate you guys being here and I look
forward to the questions.

Chairman SPRATT. Mr. Doggett?

Mr. DOGGETT. Thank you, Mr. Chairman, and thanks to all of
our witnesses. Dr. Korb, I have three questions for you about vio-
lence, about success, and about the future. First on violence, while
there does appear to be some consensus, some evidence that the ad-
dition of troops contributed to a reduction in violence, you know,
we have heard the administration boast so often that it does not
negotiate with terrorists. We have heard President Bush and his
cohorts, even just heap scorn on anyone who wanted to talk with
people who do not agree with us. And we hear the importance of
the United States refusing to blink. But is not the decrease in the
number of deaths in Iraq in large measure the result of the Bush
administration’s decision to bribe, to pay off, the very organizations
that were killing and executing our servicemen and women?

Mr. KorB. There is no doubt about the fact that the so called
Anbar Awakening, remember Anbar was the most violent province,
and creating the group called the Sons of Iraq composed of a lot
of people who had killed Americans as well as Iraqi government of-
ficials, has been a big factor in getting the violence down because
it took place initially in the most violent province.

Mr. DoGGETT. Well, the decision may have worked in part. But
I have not heard the administration boasting of the reality that
when President Bush said, “Bring it on,” he responded by pouring
on American money to the very people that had the finger on the
trigger killing our young Americans in Iraq and accounting for
some of these 4,000 plus deaths.

Now, the second question concerns success. The objective we
were told was not that fewer Americans would be killed in Iraq but
that no Americans were being killed in Iraq, and success was cer-
tainly not defined as continuing to pour out $10 billion or $12 bil-
lion every single month of American dollars in Iraq. And yet that
is the situation of success of the surge we have today. If instead
we measure the success of the surge using President Bush’s own
benchmarks as he announced them back in January of last year,
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is it not correct that he cannot meet his own benchmarks? That is
why he never talks about them anymore. And that what he de-
serves in terms of the objective as he defined it with those eighteen
benchmarks is a big fat F for failure?

Mr. KorB. Well I think, as I pointed out in my testimony, the
Iraqis, I was over there as part of the AID project to assess the ca-
pacity of the Iraqi government. And one of the things I found in
talking to a lot of them, they are very clever politicians. And they
know what is happening back here, at home. And so if you get a
benchmark like debaathification they will go ahead and pass the
law. But then when you go and find out whether it is implemented
it is not. And I think that is, if you take a look at the GAO analysis
what happens is, yes, they will do a lot of these things. But then
they really do not carry them out. Or whether it is corruption, or
whatever it might be.

I mean, take the example of the provincial elections. Well, the
provincial elections, we are going to have them in October. Well,
they still have not set a date, you know, for them. That is a very,
very, very critical, critical thing. And unless they implement these
benchmarks you are not going to have political reconciliation,
which is the whole purpose of all of our military activities. And I
think it is important to keep in mind that even with the numbers
of troops reductions that President Bush announced last week, you
will still have more troops there when these reductions occur than
you had before the latest build up occurred in January 2007.

Mr. DOGGETT. As you know, it has become conventional wisdom
to brag about the success of the surge. But if you evaluate it in
terms of the objectives that President Bush set out at the begin-
ning he has failed to meet those objectives, has he not?

Mr. KorB. I would say the majority of them have not been met
and that is why you really do not have political reconciliation. In
fact, what I worry about now, again, is the Maliki government not
incorporating these Sons of Iraq.

Mr. DOGGETT. And I wanted to talk to you about that because
that gets to the future. You say that without a timetable we are
going to continue to have that spigot of dollars just continue to be
wide open. And of course there is a timetable there because most
of the so-called group of willing, some would call it billing, the peo-
ple that we cajoled or bribed into sending troops into Iraq, they
have got a timetable. They are either all gone or they are going
from Iraq, are they not? Other than maybe the two or three from
Estonia, and some of the other major powers that have contributed
in the dozens instead of in the hundreds of thousands.

Mr. KorB. The vast majority of the 40,000 troops from other
countries who went into Iraq with us are gone.

Mr. DOGGETT. And is it not, your testimony, I believe you used
the word stalled, that as long as we have a significant American
troop presence there the Iraqis will never meet the standards that
President Bush set for them last January that he has failed to
achieve. And that that spigot will be wide open with American dol-
lars and American blood because we have got the wrong policy
there and cannot achieve the objectives that he set without getting
a timetable to get our troops out?
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Mr. KORB. I do not believe that they will ever undertake mean-
ingful political reconciliation unless you have that hammer over
them.

Mr. DOGGETT. Thank you for your testimony.

Chairman SPRATT. Mr. Conaway, did you have a question you
wanted to ask?

Mr. CoNawAY. I did have some questions, Mr. Chairman. I just
did not want to make an opening statement.

Chairman SPRATT. Okay.

Mr. CoNAwAY. So, thank you. Mr. Kagan, in contrast to the
phased withdrawal that Mr. Korb was talking about, you men-
tioned that the U.S. would lose leverage if we did that. Do you
want to flush that out some?

Mr. KAGAN. Yes, Congressman, I would be happy to. I have to
say that I completely disagree with the analysis that says that the
U.S., the threat of a U.S. timetable to withdraw is a hammer in
some way to hold over the Iraqgis. On the contrary, it completely
misunderstands what we are actually doing in Iraq to say that. We
are currently engaged in primarily in peace keeping, peace enforce-
ment operations in Iraq. And our troops play an extremely impor-
tant role. They are seen widely by the Iraqi population as being rel-
atively impartial and as being able to defend sectors of the Iraqi
society from other malign actors in the government, outside the
government, and so forth. And they do provide us with tremendous
leverage toward the Iraqi government. I can guarantee you that
whatever degree of accommodation we get out of the Iraqi govern-
ment in the things that we want the Iraqi government to do is
higher with more American troops in the country than it would be
with fewer American troops in the country. Now that is not an ar-
gument for keeping American troops there forever. I think that we
should have American troops in Iraq as they are needed. But I do
think that we, it is important to understand the dynamic there.

Mr. CoNAwWAY. Thank you. Dr. Korb, you obviously have a dif-
ferent opinion on that. The eight to ten month time line that you
would argue for based on all of the evidence you have, based on
years of experience in the arena, is there a guarantee associated
with that?

Mr. KoRrB. There is no guarantees associated with anything.

Mr. CoNnawAY. Okay.

Mr. KORB. I think that, let me——

Mr. Conaway. Well, I will. I just want to make my point.

Mr. Kors. I do want to make——

Mr. CoNAWAY. Just one second. I will let you speak. Five years
from now, do you think someone will look on this testimony the
way we are currently looking back on Paul Wolfowitz’ testimony
from five years ago and act like as if he had given some kind of
galactic guarantee that that was going to happen. So I would argue
that, you know, your position is yours but you are not going to im-
plement it. You are not going to be responsible for that. And you
do not have any skin in that game and there is no guarantee. So
what happens during that ten months, if circumstances are dif-
ferent? Do you stick to your guns? Or is there opportunity that the
vacuum does create some sort of ruckus that has got to be re-
sponded to differently? What happens in that regard?
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Mr. KORB. Well, as I pointed out in my testimony, General James
Dubik, the American general in charge of training the Iraqi secu-
rity forces said that the Iraqi Army and police will be able, and
these are his words, to assume full responsibility for internal secu-
rity as early as April of 2009. So that is one indication.

The others I pointed out in my testimony. And I have testified
before other committees. I just referenced it very briefly here. That
in addition to us setting a timetable to withdraw I think you need
a diplomatic surge, because all of the countries in the region have
a vested interest in Iraq not becoming a failed state. Even Iran
does not want to see it become a failed state because they will have
the refugees coming in. If it becomes a haven for Al Qaeda which
people, you know, point out, Al Qaeda is not a group that Iran likes
which is why they were very helpful to us in Afghanistan. But are
there any guarantees? No. I do not think there are any guarantees
in terms, but I do not think there is a guarantee if you continue
to keep expending American blood and treasure that you are going
to get what the administration says is a, you know, victory, which
is a stable, democratic Iraq that becomes an ally in the War
Against Terror and a bulwark against Iran either.

Mr. CoNawAY. But you are open to the argument that should
this phased withdrawal be announced and we start walking down
that path that something unforeseen today happens that that
might need to be altered at some point. In other words, you are not
casting this in absolutely concrete the way some of the comments
get thrown back at us from, that we all make from time to time
as if we have got some guarantee. But there is an opportunity that
circumstances would not work out the way you think they are?

Mr. KorB. Well, again, I go back to testimony I have given before
the Committee over the last couple of years. We are not leaving the
region, okay? That is a big difference. In other words, you are leav-
ing Iraq but you are not leaving the region. And so therefore you
have the capability, for example, if there should be an external in-
vasion. But if General Dubik is right and they can provide for their
own internal security, and this is a whole other subject here, the
Iraqis want us to go. This is why we are negotiating with them on
the status of forces agreement. Okay? They are the ones that have
asked for the time line. Because the Maliki government, and I
think feels quite correctly, as long as it looks like we are in charge
i? fact they are not going to be seen as legitimate by their own peo-
ple.

Mr. CoNawAY. Right. I think we all agree on the end goal. It is
just how do we get there? How do we orchestrate this dance? Dr.
Blanchard, one quick question for you. In terms of the oil markets,
is there anything sinister about Iraq going to companies who are
experts in developing large projects like Royal Dutch Shell, like
Exxon Mobil, like the Chinese government. Is there anything sin-
ister in terms of them looking towards trying to find expertise in
the arena to actually increase their oil production, and modernize
an infrastructure that by all arguments has been totally neglected
for some twenty to thirty years?

Mr. BLANCHARD. I think the Iraqi government has pursued those
service, in particular, contract opportunities, based on a recognition
that it lacks either the expertise or the technical capability to reha-
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bilitate its oil production and to meet its immediate short term
goals. I think over the longer, or medium term run, so if you look
at these long term oil deals that will come up for bidding next year,
I think the administration has taken the position, and I imagine
many in the Congress would agree, that that should be conducted
through an open bidding process that is free and fair.

Mr. CONAWAY. But that is something a sovereign government
would do with——

Mr. BLANCHARD. Indeed, these are sovereign government deci-
sions. And, you know, I think as an observer of Iraq’s oil politics
the sort of only caveat I would add to that is that these do not rep-
resent necessarily broadly discussed, you know, there is a, as I
said, there is a lack of political consensus about really how to move
forward with these things. So, you know, a decision by the Maliki
government to move forward with a certain contract or a decision
by the KRG to move forward with a certain contract does not nec-
essarily represent the, you know, broadly shared vision of what
Iraq’s energy future should be.

Mr. CONAWAY. Sure. Thank you, Mr. Chairman. Thank you, Mr.
Conaway. Mr. Doggett has had his opportunity but we will come
back to you if necessary. Mr. McGovern is not here. Mr. Scott is
not here. Etheridge, Moore, Bishop, Mr. Berry?

Mr. BERRY. Thank you, Mr. Chairman. Dr. Kagan it says in this
information that I have in front of me that you were one of the ar-
chitects of the President’s surge policy. Is that correct?

Mr. KaGaN. Congressman, I am uncomfortable with any par-
ticular designation of that. I was an early proponent of the surge.
I put out a report recommending something very much like the
surge. But I did not have an official position in government.

Mr. BERRY. Was part of the idea or the plan that you had to go
into the neighborhoods and pay people not to cause trouble?

Mr. KAGAN. I am sorry. I did not understand your last part?

Mr. BERRY. Go into the neighborhoods and pay people not to
cause trouble?

Mr. KAGAN. No, Congressman. We did not recommend in our
plan the Sons of Iraq initiative, although I think it was a very good
initiative and I stand by it. But we did not recommend it.

Mr. BERRY. If I understood you correctly, you recommend con-
tinuing with whatever troop levels is necessary to maintain some
kind of stability in Iraq for as long as it takes, basically, or cer-
tainly until there is a better alternative that comes along?

Mr. KAGAN. Well, Congressman, since my analysis tells me that
rapidly withdrawing American forces at this point would lead to
probably a resumption of violence and certainly a failure of current
Iraqi political efforts and a failure of our mission, right now my
recommendation is that we maintain forces at levels necessary to
continue to move forward in Iraq.

Mr. BERRY. So at what point would you consider that it is time
to start pulling our forces out?

Mr. KAGAN. When I believe that that is in the best interest of
the United States of America, I would recommend that, sir.

Mr. BERRY. And how are you going to define that?

Mr. KAGAN. Well, you have to make an evaluation of what the
likelihood of success is in Iraq, what the consequences of particular
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force levels would be, what the new strategy would be, what its
likelihood of success is, what the various spoilers and enemies
would do in response to it, and come to a reasoned conclusion about
this. From my perspective the issues is remaining focused on what
our objectives are, making sure that we have a strategy that makes
sense to move us toward those objectives, and maintaining that we
have adequate force levels and other resources, including non-ki-
netic measures, to support that strategy. And that is the only way
to do force planning as far as I am concerned, sir.

Mr. BERRY. And how would you propose to pay for this?

Mr. KAGaN. Congressman, I am a strategist, not a budget expert.

Mr. BERRY. Oh, yes, okay.

Mr. KAGAN. How would you propose to win the war, Congress-
man, if we withdraw the troops?

Mr. BERRY. We are not questioning the members. Thank you, Mr.
Chairman.

Chairman SPRATT.*THANK YOU, MR. BERRY. MR. ALEXANDER OF
LouisiaNAa?

Mr. ALEXANDER. Thank you, Mr. Chairman. Dr. Kagan you used
two terms a while ago. Peacekeeping and peace enforcement.
Would you describe in your opinion the difference in the two?

Mr. KAGaN. Congressman, you engage in peacekeeping oper-
ations in situations where violence is either low or nonexistent, and
where the main priority of your military presence is to deter the
resumption of violence by forces that have put down their weapons
and helped to make progress toward permanent reconciliation.
Peace enforcement is a term of art that is used when you have vio-
lence that is going on that you are working to reduce. And it is a
level generally of violence that you would say is below significant
insurgency. And I think in most areas of Iraq that is where we are.

Mr. ALEXANDER. Okay. Look at the entire picture and in your
opinion, on a percentage basis, are our troops engaged in which one
the most?

Mr. KAGAN. I would say, Congressman, it is very, I cannot give
you a definitive answer on that. I would say that it is probably
about fifty-fifty. Our troops, we put our troops disproportionately in
areas where there is violence, of course, because our purpose is to
bring it under control. So in areas such as Diyala and Ninawa
Province we have been focusing very much on going after violence.
In Baghdad for the most part, I think, our forces are engaged in
peacekeeping in a lot of areas. In Anbar they are certainly engaged
in peacekeeping, in the south in Babel Province and so forth, they
are engaged in peacekeeping. I think in Basra our forces are large-
ly engaged in peacekeeping. So in large areas of the country we are
engaged in peacekeeping. But in terms of what the percentage of
troops that is I cannot say offhand.

Mr. ALEXANDER. Okay. Thank you.

Chairman SPRATT. Ms. Kaptur?

Ms. KAPTUR. Thank you, Mr. Chairman. I wanted to ask any of
the panelists to comment, when we look back at the chart on how
much the American people have spent on this War, nearly three-
quarters of a trillion dollars, $653 billion and still counting. How
much of that money possibly could have ended up in the wrong
hands? There has been a lot of talk about corruption. Congressman
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Berry talked about money being handed out in order to buy peo-
ple’s behavior. From what you know of the diversion of dollars in
any society, even our own in any federal program, where we have
major institutions in place to check corruption and even then we
do not stop it. In a society like Iraq, where lawlessness is more the
order of the day than a rule of law, what would be your guess-
timate on how much of that might have been misspent? Have you
ever thought about that? Diverted? Stolen?

Mr. Kors. Well, I think the Special Inspector General for Iraq
has given you some really good figures on that. And I would, I
think that his is probably the best analysis. And in fact, you may
remember that some members of the Congress were so upset about
his reports that they tried to do away with the office, okay, in
terms of, you know, the things that he was saying. So I think his
estimates are probably the, the best of how much money has been
wasted.

Ms. KaPTUR. Thank you, Dr. Korb. Let me ask, of the number
of U.S. troops that have been killed in Iraq the rate of death has
been going down. Can we say the same about Iraqi civilians?

Mr. KORB. It has. I mean, the number of attacks on all Iraqis as
well as Americans has gone down dramatically. But I think it is
important to keep in mind that it went up tremendously in 2007.
So when you compare 2007 to 2008, June of both years, yes, it is
down. But that was a very, very high number. And I think if you
say in terms of are the levels of violence where they were then? No,
they are not. But it is still not a safe place. And I think that is
the key thing to keep in mind. And that is why I think it is impor-
tant that the Iraqis take over their security. And if the head of the
training is correct then they can provide that security.

Remember now, there are close to 600,000 members of the Iraqi
security forces. And what we are talking about is basically, we do
not even have an estimate. But this is not a large scale, conven-
tional military threat they are dealing with. They are dealing with
violence and basically doing police work. So I think, you know,
General Dubik is correct that that in fact could occur.

Ms. KAPTUR. When you saw the death of the Sunni leader in
Baghdad this week, what did you say to yourself? Who was cooper-
ating with us.

Mr. KorB. Well, what concerns me about that is the attitude of
the Maliki government toward the so-called Sunni insurgents, Sons
of Iraq. They were never happy with this. This was not their idea.
This was something our on scene commanders did well even before
the surge. They are the ones who begin working with these groups.
And General Petraeus has been pressuring the Maliki government
to take more and more of them in. But the fact of the matter is,
it has been very, very, very slow. And I do worry about the fact
that we have created a ticking time bomb there because these peo-
ple do not support the central government who we are supporting.
And so while they have been working with us to get rid of Al
Qaeda in Iraq, because Al Qaeda in Iraq over stepped their bound-
aries, and they saw the results of the 2006 election, I think that
in fact if they are not accommodated they can cause an awful lot
of problems.
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Ms. KAPTUR. I viewed it as a sign of the fragility of the situation
there. I do not know if you——

Mr. KoORB. Yes, I do.

Ms. KAPTUR [continuing]. Share that view to some extent. Let me
just say, I wanted to make this comment on the record. It has been
really amazing to me that the insiders who promoted this war as
a simple task, and I want to say their names, Paul Wolfowitz,
George Tenet, Douglas Feith, and Donald Rumsfeld, have largely
disappeared. Where are they? Are they editorializing? Are they
writing op-eds? Are they on the evening news? Now you would
think that if these were courageous men they would stand by their
position. But what has been amazing to me 1is, it is as though they
have vaporized. Where are they? Why are they not up here? Why
are they not giving speeches? It is amazing to me, one of the great-
est disappearing acts I have ever seen.

Now, Colin Powell has sort of been on occasion seen. There has
been a sighting now and then, and of course I think Vice President
Cheney is one of the most hidden vice presidents I have ever seen.
But where is the courage of their conviction? And I just wanted to
say on the record. It is very upsetting to me. I did not agree with
them on their position. But where are they? Do the American peo-
ple not have a right to hear from them now? And I hope if, you
know, they are listening today or someone says something to them,
I hope that they hear this member from Ohio,because many of her
constituents are dead because of them. And I can remember when
Mr. Rumsfeld and Mr. Powell appeared before our Defense Com-
mittee and I asked Mr. Powell the question, “Sir, do you view what
is going to happen as a liberation or an occupation? How will you
know the difference?” Mr. Chairman, I view this now as an occupa-
tion in the way that it is functioning, not a liberation. And what
is amazing to me is how these gentlemen have not stood by the
courage of their convictions. Though I disagree with them com-
pletely, where are they? Thank you, Mr. Chairman.

Chairman SPRATT. We have got some votes coming up. We want
to make sure everyone has an opportunity to ask questions. So Mr.
Jordan?

Mr. JORDAN. Thank you, Mr. Chairman. I will be quick. I want
to thank you all for coming. I did not get a chance to catch every-
one’s testimony. But Dr. Kagan, I just want to go back to this pub-
lic timetable, time line, deadline, debate. Which to me just does not
make sense. And this is coming from someone, I mean, on the sur-
face you can recognize it. You know, I always say deadlines influ-
ence behavior. The first piece of legislation I ever did back in the
General Assembly in Ohio was welfare reform legislation. And I did
the amendment. I remember offering it on the floor, and the big de-
bate. I did the amendment that said after a certain point in time,
able bodied adults would not longer receive cash payments from
the state. Made sense, deadlines impact behavior.

But in this context it just scares me because of the message it
sends A, to the bad guys, and probably more importantly, and I
want your comments on this, more importantly to the citizens and
government of Iraq. Are they going to have the full commitment
they need to get where they need to get so this country, and our
troops get home like we all want to see happen.
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So elaborate on that if you would, and then I will yield back, Mr.
Chairman.

Mr. KaGaN. Thank you, Congressman, I appreciate the oppor-
tunity to elaborate on that. The, first of all I want to make the
point that Iraq has been so far by far the best ally in the war on
Terror that we have had in terms of the number of troops Iraq has
put into the field against terrorists and the number of casualties
that Iraq has suffered. And I think it is very important to remem-
ber that. Because it is important to remember that the Iraqi secu-
rity forces and the Iraqi government really, and the Iraqi people,
really have chosen our side on the whole against our own worst
enemy, Al Qaeda in Iraq, and also against Iranian backed militias.

Mr. JORDAN. In fact, when I was there you saw that, you wit-
nessed that, when we were in Iraq last summer.

Mr. KAGAN. Absolutely. Absolutely. And it was a very positive
sign when we were, when I was last down near Amara as the spe-
cial groups had fled from the Iraqi security forces attack in that
city. One of them had written graffiti on one of the bridges hear
the border saying, “We will be back.” And one of the Iraqi soldiers
who had chased them out wrote underneath it, “We will be wait-
ing.” So there is a real commitment on their part to fighting our
common foes. And what the Iraqis across the board are looking for
from us is a commitment to them. And what they are hearing from
Washington, D.C. is the exact opposite of that. They are hearing
arguments that we should make no commitment to them. That we
should hector them, that we should bully them, and we should pun-
ish them, but that under no circumstances should we guarantee
that we will stand with them if they continue to fight against Al
Qaeda, that we will stand with them if they continue to fight
against Iranian backed and controlled militias.

And I think the more time that goes on when we leave open the
question whether or not we will stand by this ally, the longer they
are going to have to make some choices that I think we are not
going to enjoy. Choices about how long do they want to be on the
firing line alone, and how long do they want to wait before they
start cutting deals with these various enemies. And I think we
have already seen the very nefarious effect of this. Because the
truth is one of the main reasons we have been having a hard time
with this strategic framework agreement, which was initially sup-
posed to be a SOFA is because at the outset we could not meet,
the administration could not meet the Iraqis’ asking price. The
Iraqis’ asking price was a security guarantee. And their point was
that if they sign any kind of deal with us the Iranians, who see
the world in a very black and white, zero sum game, would see
them as siding with us against Tehran. And the Iraqis said, “We
are willing to do that. Are you willing to back us?” And right up
front, because of resistance within this Congress, the administra-
}ion had to say no. And that has already led to very negative ef-
ects.

Now, if we set a timetable and say we are unconditionally pulling
out by a certain period, whatever the situation on the ground, we
will be sending the additional signal to the Iraqis that we do not
plan to be there. We do not plan to back them and they need to
make their own decisions. And I do not understand why anyone
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imagines in that circumstance, given the threats they face, and
given what the Iranians tell them on a daily basis, why if we aban-
don them we think that they will choose us and do what we want.

Mr. JORDAN. Thank you, Mr. Chairman.

Chairman SPRATT. Mr. Scott?

Mr. ScorTt. Thank you, Mr. Chairman. We were told going into
this war, just a couple of months before, not to worry about budg-
eting for the war. The cost would be so insignificant when you con-
sidered that oil revenues were not listed in the budget and the cost
of the war was not listed in the budget. So as the Budget Com-
mittee we were told by this administration not to worry about it.
We have now spent over $600 billion and when you consider the
future health costs for troops and replacement costs for equipment
the estimates are in trillions. What happened?

Mr. KorB. Well, I think what happened is that we got carried
away. We did not understand what we were dealing with. I think
also what happened, and again if you go back and you look you
may remember Larry Lindsey, who I had the privilege of serving
with in the Reagan administration, who said, “You know, this could
be $100 billion to $200 billion.” They got rid of him. And then the
head of OMB, now Governor of Indiana, Mitch Daniels said, “No,
no, that is way too high.” You know, it could not be even, you
know, more than a hundred. And then of course Wolfowitz said it.

I think what happened, and this goes to Congresswoman Kap-
tur’s point here that I think is very important. We talked about
people who admitted they made a mistake. One of them is Francis
Fukuyama, who wrote the book The End of History, is now the
Dean at SAIS. He basically supported the war. And, but he said
a couple of years later, I think, if you had told the American people
that we were going to go to Iraq and have over 4,000 dead, spend
whatever the number is, some, you know, could be up to $3 trillion,
hundreds of thousands of Iraqis would die. And these were his
words, “So Iraq could have an election,” which was basically what
happened, you would have been laughed out of the ballpark. I
mean, and that is what happened. People were trying to convince
the American people that it was necessary to go to war with a
country that had nothing to do with 9/11. And so therefore, they
presented a case.

And, you know, we are talking about Paul Wolfowitz here. He is
also quoted as saying, “Well, I never believed there were weapons
of mass destruction. But that sold. So that is why we emphasized
that.” I mean, that is the type of thing that we had to deal with.
And I think had the American people known this, had all of you
known this, in terms of the votes I think the vote would have been
a lot different in the Congress.

But we believed our own propaganda. I mean, there was this
character Chalabi here that convinced the administration we would
be greeted as liberators. Do you remember that we thought we
would be down to 30,000 troops by the end of 2003? I remember
when I went to Iraq the first time in November the troops all
thought they were coming home by Christmas, okay? I mean, they
were told that. And then when General Abizaid said, “No, we have
got an insurgency.” Secretary Rumsfeld said, “No, you cannot use
that word.” Okay? And then, you know, I mean, so all of these
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thirégs happened. You know, there were a number of mistakes
made.

But I think the original one was overestimating our ability to go
into a foreign country and achieve a quick, relatively easy military
victory. And we are all paying the price for it. I did not support
the war. But I think it is important to keep in mind that this is
the first significant conflict we have ever fought in our history
where we do not have a draft and we have not raised taxes. And
therefore, the problems that Chairman Spratt was talking about
earlier in terms of our overall economic position is in terrible, ter-
rible shape.

And that is also one indicator of our economic power. In terms
of, what about the costs of not being able to do what you need in
Afghanistan? Afghanistan is deteriorating rapidly and you do not
have the wherewithal to deal with that situation.

Mr. ScoTT. The costs of reconstruction, what portion of that cost
is due to the damage done by the war and how much of that is new
and improved infrastructure?

Mr. KoRB. Again, if you go back and you take a look, after they
said they had no idea how bad the Iraqi infrastructure was before
we went in. And again, I am thinking, how could you miss that?
You had, you know, CNN was there, you had newspaper reporters,
not to know how, so I think the infrastructure was not in very good
shape before we went in. We did not realize that. Had we realized
that we would have known that the costs would have been much
greater to rebuild. I do not think, in fact I think there is a credit
to our troops, they minimized the damage to the Iraqi infrastruc-
ture when they went in. Now, subsequently with the development
of the insurgency you have had a lot more damage.

Mr. ScotT. Iraq has a surplus. Have they ever committed to
using the surplus to do the construction rather than have us do the
construction? I mean, I do not remember them inviting us in with
their representation that they would spend their money. What, on
what basis are they committed to spend their money and not ours?

Mr. KAGaN. Congressman, the Iraqis do seem to be committed to
spending their own money. They are having a variety of problems
doing that. They do budget annually for infrastructure projects and
they have said that they want to spend their own money and also
bring in foreign investment. They have repeated on many occa-
sions, it is their objective to spend their own money to build their
own country. I do not think there is any question about the inten-
tion.

The issue is the pragmatic difficulties that they face in actually
doing that spending on infrastructure. And I think we can get a lit-
tle bit carried away talking about the trivial amount that they
have spent on reconstruction. The fact is, if you go back and look
at the GAO report they have spent tens of billions of dollars of
their revenue. They have spent a lot of their revenue. They have
spent it primarily on operations and maintenance funds, which is
to say salaries.

Now in the context of the sort of insurgency that we were dealing
with that was fueled for a long time by people who were simply un-
employed, that was a direct contribution to our efforts to bring vio-
lence under control. Now we are working them toward the process
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of developing the systems that they need in order to spend infra-
structure money responsibly without having excessive corruption,
but that takes time.

Mr. ScotT. Who decides who gets the contracts?

Mr. KAGAN. The Iraqi government decides who get Iraqi govern-
ment contracting, sir.

Mr. ScoTT. And the American contracts?

Mr. KAGAN. We decide.

Mr. ScotT. No further questions.

Chairman SPRATT. Mr. Baird

Mr. BAIRD. Thanks, Mr. Chairman. I just want to start by stipu-
lating I think this invasion and conduct of it were some of the
worst foreign policy mistakes in the history of the country. But
once we are there we have to deal with that reality. In the context,
I just want to put things in the context. Because I hear things said
here on Capitol Hill and back home that are just sort of out of con-
text.

In the context of our total annual deficit, which CBO now esti-
mates at over $400 billion plus another 150 borrowing from social
security, what is the annual spending on Iraq?

Mr. Kors. It is about $10 billion to $12 billion, at least $10 bil-
lion a month. So that——

Mr. BAIRD. So the point being, the point being if we completely
withdrew, spent not another penny on Iraq, would we still be in
deficit or not?

Mr. Kors. Well I think, yes, you would.

Mr. BAIRD. We would be substantially, we would not, I do not
think we should waste a penny of the taxpayers’ money. But people
have argued back home, “Gosh, if we were not in Iraq we could re-
build our infrastructure, blah, blah, blah.” We would still be in def-
icit, friends. We need to be clear about that.

Secondly, in Iraq, U.S. dollars what percentage goes to recon-
struction now versus security?

Mr. KaGaN. Congressman, I do not have the exact number for
you. But we have made policy decisions sometime hence and we
were going to stop investing in long term infrastructure projects in
Iraq. And we were to focus very heavily on security. And so what-
ever the percentage is now, and I think it is heavily weighted to-
ward security at this point, you will see that it will be even more
heavily weighted that way in the future based on decisions that
have already been taken in theater and in the administration.

Mr. BAIRD. I believe that to be accurate. It is heavily weighted
toward the security side. The reason I say that is people also say,
“Why are we spending such vast funds to rebuild the Iraqi infra-
structure when our own infrastructure is hurting?” I understand
the concern. I wish we were not spending so much money in Iraq.
But we need to be clear, at least for the facts, the vast majority
of U.S. funding is not going to rebuild Iraq’s schools, or roads,
etcetera. And the Iraqis are doing more of that.

Mr. Korb, a year ago at this time were you suggesting that there
was progress in the security situation in Iraq? Or were you skep-
tical at that time?

Mr. KoRrB. Well, a year ago the violence had not yet come down,
okay? So it does not really start until late in 2007. Okay? When
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a combination of factors, Sons of Iraq, more troops, Sadr laying
down his arms.

Mr. BAIRD. Did you foresee that and say, “I see all these things
happening and therefore I expect casualty numbers of U.S., Iraqi,
and civilians to go down?” Or were you rather skeptical that that
was going to happen a year ago at this time?

Mr. KorB. Well, I was mainly focused on the political reconcili-
ation. That is what I was concerned about because the whole pur-
pose of the increase in troops and the other things was the get the
political reconciliation.

Mr. BAIRD. Did you make any comments a year ago about the se-
curity situation?

Mr. KORB. Again, a year ago in September?

Mr. BAIRD. Yeah.

Mr. KoRB. I did not think that the violence was going to come
down the way that it did, no.

Mr. BAIRD. I appreciate that. That is correct. If we had pulled
out, it is correct you said that. It is not correct that you were cor-
rect. If we had pulled out one year ago, or if we had begun a with-
drawal, a year ago some people were saying, “Let’s begin to with-
draw one to two brigades a month and let us finish it up by 2008.”
So no U.S. combat, very small physical presence, 30,000 or so. Even
that, some said zero. What do you think would have happened? Mr.
Kagan, and we will go on down the line. Do you think we would
be seeing low numbers of casualties? Do you think we would be
seeing chaos? What do you think, Mr. Kagan?

Mr. KaGgaN. Congressman, I am very confident that if we had
begun a year ago as General Petraeus was testifying about what
he thought needed to happen, withdrawing a brigade or two a
month, sectarian violence would have rapidly begun to increase.
The Iraqi government probably would have collapsed. The Iraqi se-
curity forces definitely would have collapsed. They were not in a
position to function on their own. As the Jones Report at that time
made very clear and as our own observations on the ground made
clear. And I think all of the progress that had been made to that
point in 2007 would have been undone. And I think the situation
might well have become irretrievable very rapidly at that point be-
cause it would have been seen as the final betrayal by the Ameri-
cans of the Iraqi people.

Mr. BAIRD. What would have happened to surrounding countries,
like Jordan?

Mr. KAGAN. You would have seen increased refugee flows. I think
Michael O’Hanlon at Brookings Institute wrote an excellent report
about the likely spillover effects of this. And you would have seen
significant destabilization. I think you would have started to see
much more aggressive intervention on the part of Iraq’s neighbors
both to stem the tide of refugees and also to try to protect their
coreligionists and so forth. So I think you saw a real danger. And
again, I think it was probably Ken Pollack who laid this out. You
saw a real danger that a situation in Iraq spiraling out of control
could well have become a regional conflagration.

Mr. BAIRD. Mr. Korb, do you want to comment on that?

Mr. Kogrs. I think if you go back and you take a look in 2006,
when President Bush met Prime Minister Maliki in Jordan. And
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Prime Minister Maliki said the following, “Let us take control of
Baghdad, my troops, and you, you move yours to the outskirts.” If
in fact that happened and you also had the so-called Anbar Awak-
ening——

Mr. BAIRD. Let me just, I try not to be discourteous. But my
question was, if one year ago, not in 2006, in 2007 we had begun
to withdraw one to two brigades a month, and to this point where
we were very, very low troop strength. Mr. Kagan is of the belief,
I actually share that belief, that we would have had substantial in-
fighting, chaos in the ground, possible genocidal violence, a number
of U.S. troops killed in the withdrawal process, and resurgence of
Al Qaeda, and the strengthening of Iran.

Mr. Kors. I disagree.

Mr. BAIRD. Uh-huh. What do you think would have happened?

Mr. Kors. As I have said all along, basically, and obviously you
have looked up some of the things I have said because

Mr. BAIRD. Well, you said it about me at the time so I remem-
bered it.

Mr. KORB. Basically, if you set a withdraw date and undertook
a diplomatic surge with the countries in the region, none of whom
wanted to see Iraq become a failed state, they would have been in-
volved constructively. And I also demonstrated in the reports, the
Americans would not have had any casualties if you had done it
the same way that you put in over 200,000 troops in 2004. So that,
there would not have been increased American casualties. And it
would have, in my view, given the Iraqis the incentive to do what
they need to do. I think, I cannot emphasize, this is a very, you
know, distinguished group of people. These people are, you know,
have long traditions. And I think it would have given them the in-
centives to do what they need to do, which they still have not done.
And with that——

Mr. BAIRD. Well, the National Intelligence Estimate at the time
took a somewhat different perspective on that in a line that got
very little attention. The line basically said that the threat of U.S.
withdrawal and a U.S. timetable is probably causing people to re-
trench rather than reach out and work together. Anyway, I am
thankful, at least, that the casualty numbers have gone down. I
think it is a credit to our soldiers, it is a credit to the Iraqi people,
it is a credit to the change in tactics by General Petraeus and Am-
bassador Crocker. Thankfully, we did not have to test the other hy-
pothesis. We did not have to run the risk of genocide, etcetera,
etcetera. And it is still fragile. But the fragility in my judgment
does not justify the claims of and the calls that we now withdraw
one to two brigades a month. Because how, saying an edifice
propped up by certain things that it is finally getting stronger if
we just pull out the props, that will suddenly force it to strengthen
itself, it does not work in architecture and I do not think it would
work in foreign policy. I thank the Chair and thank the witnesses.

Chairman SPRATT. Thank you, Mr. Baird. And to our three wit-
nesses for your diligence and cooperation in preparing your testi-
mony and the testimony you have given and the answers you have
forthrightly stated, we very much appreciate it. We have learned
from your contribution and we appreciate your participation.
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Before we conclude I would ask unanimous consent at this point
that anyone who did not have the opportunity to ask questions be
permitted to do so by submitting them for the record within the
next seven days.

Thank you once again for coming and for your participation. The
Committee is now adjourned.

[Whereupon, at 12:00 p.m., the Committee was adjourned.
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