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THE DEPARTMENT OF DEFENSE’'S MANAGE-
MENT OF COSTS UNDER THE LOGISTICS
CIVIL AUGMENTATION PROGRAM (LOGCAP)
CONTRACT IN IRAQ

THURSDAY, APRIL 19, 2007

U.S. SENATE,
COMMITTEE ON ARMED SERVICES,
Washington, DC.

The committee met, pursuant to notice, at 9:35 a.m. in room SD-
106, Dirksen Senate Office Building, Senator Carl Levin (chair-
man) presiding.

Committee members present: Senators Levin, Reed, Akaka, Bill
Nelson, Clinton, Webb, McCaskill, Warner, Inhofe, Thune, and
Martinez.

Other Senators present: Senator Dorgan.

Committee staff members present: Richard D. DeBobes, staff di-
rector; and Leah C. Brewer, nominations and hearings clerk.

Majority staff members present: Peter K. Levine, general coun-
sel; and Michael J. McCord, professional staff member.

Minority staff members present: Michael V. Kostiw, Republican
staff director; Derek J. Maurer, minority counsel; David M.
Morriss, minority counsel; Lucian L. Niemeyer, professional staff
member; and Bryan D. Parker, minority investigative counsel.

Staff assistants present: David G. Collins, Fletcher L. Cork, and
Jessica L. Kingston.

Committee members’ assistants present: Jay Maroney, assistant
to Senator Kennedy; David E. Bonine, assistant to Senator Byrd;
Frederick M. Downey, assistant to Senator Lieberman; Elizabeth
King, assistant to Senator Reed; Darcie Tokioka, assistant to Sen-
ator Akaka; Christopher Caple, assistant to Senator Bill Nelson;
Jon Davey, assistant to Senator Bayh; Andrew Shapiro, assistant
to Senator Clinton; Gordon I. Peterson, assistant to Senator Webb;
Stephen C. Hedger, assistant to Senator McCaskill; Sandra Luff,
assistant to Senator Warner; Vince Piperni, Mark Powers, and Jer-
emy Shull, assistants to Senator Inhofe; Mark J. Winter, assistant
to Senator Collins; and Brian W. Walsh, assistant to Senator Mar-
tinez.

OPENING STATEMENT OF SENATOR CARL LEVIN, CHAIRMAN

Chairman LEVIN. Good morning, everybody.

The Senate Armed Services Committee meets today to hear testi-
mony about the Department of Defense’s (DOD) management of
the Logistics Civil Augmentation Program (LOGCAP) contract
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under which Kellogg, Brown, & Root, Inc., (KBR), at least until re-
cently a subsidiary of Halliburton, provided services to U.S. troops.

There is a history of highly favorable treatment of this contractor
throughout the contract. For example, the company was given work
that appears to have far exceeded the scope of the contract. All of
this added work was provided to the contractor without competi-
tion. The contractor resisted providing us with information that we
needed to monitor and control costs. There were almost $2 billion
of overcharges on the contract. The contractor received highly fa-
vorable settlements on these overcharges. There was strong evi-
dence that a failure of oversight on this contract by the DOD paved
the way for excessive payments that cost the taxpayers hundreds
of millions of dollars.

Under the LOGCAP contract, the contractor is responsible for
providing a full spectrum of services to U.S. troops in the field, in-
cluding dining facilities, living quarters, base camp operations and
maintenance, facilities management, transportation, and distribu-
tion of supplies, water and ice, laundry and bath, airfield oper-
ations, detainee camp construction, and firefighting.

Over the last 5 years, the DOD has obligated more than $20 bil-
lion under this contract, making it one of the largest, if not the
largest, service contracts ever awarded to a single contractor. Al-
most from the outset of the Iraq war, there have been serious alle-
gations that the contractor inflated cost estimates and incurred ex-
cessive and unnecessary costs. To date, DOD auditors have identi-
fied almost $2 billion in overpricing on this contract.

For instance, in 2003 and 2004 KBR billed the Government for
millions of meals that were never prepared. These overcharges oc-
curred because KBR allowed its subcontractors to charge for a fixed
number of meals, regardless of how many meals were prepared.

Another example in the same period, KBR ordered thousands of
trailers from vendors who charged anywhere from 200 percent to
as much as 600 percent of the prices charged by the low bidders.
When asked by the committee staff whether the problem with the
trailers was symptomatic of a broader problem with KBR’s pur-
chasing systems, the Defense Contract Audit Agency (DCAA) direc-
tor replied, “Yes.”

Under Federal Acquisition Regulations (FAR), the DOD is sup-
posed to pay only reasonable costs incurred under a cost-plus con-
tract like the LOGCAP contract, yet DOD reimbursed the con-
tractor for almost the entire amount that it paid for the meals that
were never served or prepared and the greatly overpriced trailers.

Audit reports and contractor performance evaluations from 2005
and 2006 reveal that similar cost problems continue to the present
day. For example, the July 2005 report of the DOD Award Fee
Evaluation Board criticized KBR decisions that added, in their
words, “additional costs to the task order with no visible benefit to
the customer.” The “customer” is us.

A 2005 DCAA audit report found that KBR’s proposed labor costs
were overstated by $30 million, or 51 percent, compared to historic
averages.

A November 2005 Army Audit Agency (AAA) audit report found
that KBR had wasted between $40 million and $113 million by
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purchasing more vehicles than necessary, in their words, for the
contract.

A separate November 2005 AAA report found that KBR’s, “mate-
rial handling equipment exceeded requirements,” and that, “staff-
ing levels at the numerous distribution centers were excessive, add-
ing $36 million to the cost of the contract.”

The November 2005 report of the DOD Performance Evaluation
Board criticized, “six layers of management in a 1-to-3 manage-
ment/labor ratio, which duplicated decisionmaking and underuti-
lized personnel.”

A separate November 2005 evaluation report stated that, “Initial
estimates are often inflated so that when projects are underbudget
all the time, it is deceptive.” It is deceptive.

A March 2006 DCAA audit report found that a KBR proposal
was overpriced by $75 million because KBR’s proposed labor costs
were overstated by 22 percent, subcontract costs were overstated
by 21 percent, material costs were overstated by 59 percent, equip-
ment costs were overstated by 21 percent, and other direct costs
were overstated by 20 percent, compared to the performance of the
same work under a previous task order.

The March 2006 Evaluation Board report criticized the “over-
stated costs in proposals and the overengineering of customer re-
quirements.”

An April 2006 Army audit report found that the contractor re-
fused to move excess personnel or equipment from the job to which
they were assigned in which they weren’t needed—they were ex-
cess—to another job in order to accomplish needed work. According
to the report, “When we brought this situation to the attention of
top contractor operational personnel, they informed us that this
was company policy.”

A May 2006 DCAA report found that a KBR proposal overstated
costs by almost $70 million, with labor costs overstated by 33 per-
cent, material costs overstated by 47 percent, compared to actual
incurred costs for the same effort under a previous task order.

A May 2006 Evaluation Board stated that, “Unskilled labor ap-
peared to be underutilized, seen in makework projects that con-
tribute little.”

An August 2006 DCAA audit found that KBR’s proposed sub-
contract costs for one task order were overstated by roughly $100
million. Proposed costs for two subcontracts exceeded 200 percent
of the amount charged by other subcontractors to perform similar
work, while KBR proposed to substantially increase staffing levels
without justification on numerous other subcontracts.

The September 2006 Evaluation Board report criticized, “unsup-
ported costs of $2.5 million, an overrun of $33 million, questioned
costs, and an inaccurate burn rate, and an overestimated $74 mil-
lion of proposed costs.”

An October 2006 Evaluation Board criticized excessive costs on
subcontracts.

Now, that is a litany of excess, of overstatements, of representa-
tions made by the contractor, and that is only part of the reports
that we have reviewed. It is a pretty sorry record.

But what was the response? The DOD problems managing the
costs under this LOGCAP contract, first of all, were exacerbated by
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the contractor’s lack of cooperation with the DOD information re-
quests. For instance, a September 2005 DCAA audit report said the
following: “We encountered significant problems in obtaining sup-
porting cost or price data. In some cases the procurement files were
not provided for review, and in other cases key information was not
included in the procurement files. Failure to disclose cost or pricing
data to the Government significantly impairs the reliability of the
proposal as an acceptable basis for negotiation of fair and reason-
able price.”

A November 2006 DCAA audit report said the following: “The re-
sults of this audit are qualified due to the inadequacy of the docu-
mentation provided and the lengthy response time in obtaining doc-
umentation from the contractor. We implore KBR management and
its Government compliance group to address the cited deficiencies
and to work with the DCAA to improve its systems and related in-
ternal controls.”

Can you imagine, we have to implore a contractor—implore a
contractor, receiving billions of dollars of taxpayers’ money, to do
what the law requires them to do, which is to give us documents
and data?

In a December 2006 meeting, Army auditor, Patrick Fitzgerald,
told the committee staff that the Army continues to pay too much
for services under the LOGCAP contract. According to Mr. Fitz-
gerald, there is, “no doubt we’re paying a premium for KBR serv-
ices and that the premium had been exacerbated by the absence of
effective cost controls on the part of the DOD.”

LOGCAP management officials, the very people who are sup-
posed to ensure that taxpayer funds are spent wisely, appeared to
have ignored the extensive findings by their own auditors, as well
as the cost concerns expressed in program documents, when they
made award fee determinations for the LOGCAP contract. Rather
than giving KBR low ratings to penalize the company for its poor
cost performance—and that’s what we’re talking about here, is cost
performance—program management officials consistently gave the
company high ratings and paid the company high fees.

Now, the absence of significant complaints about the contractor’s
work product is not an excuse. We're not talking about the work
products. We're talking about overpayment for a satisfactory work
product. That’s the issue that’s before us. This is not a allegation
that the work product was deficient or inadequate. What we'’re
looking at are overpayments for that work product, because, while
it is satisfactory, it is inexcusable to overpay for a satisfactory work
product. There was overpayment after overpayment after overpay-
ment after overpayment on this contract. There is a history here
which is totally unacceptable, a history of highly favorable treat-
ment of this contractor throughout this contract. I've set forth some
examples of that history at the beginning of this opening state-
ment, and we’re going to explore that during this hearing.

Senator Warner.

STATEMENT OF SENATOR JOHN WARNER

Senator WARNER. Mr. Chairman, on behalf of the distinguished
ranking member, Senator McCain, I'd like to place his entire state-
ment into the record.
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[The prepared statement of Senator McCain follows:]

PREPARED STATEMENT BY SENATOR JOHN MCCAIN

Mr. Chairman, I join you in welcoming our witnesses. Over the last few years,
much has been written and said about the current Logistics Civil Augmentation
Program (LOGCAP) contract—about the Government’s management of it, and the
contractor’s performance under it. In some instances, the observations have been ac-
curate; in others, they have not. I hope that today’s witnesses will bring clarity and
understanding to the issues. I am particularly interested in the Army’s plan for im-
proving the LOGCAP.

The LOGCAP is not a new invention. Established in 1985, the program was de-
signed to leverage corporate resources to support military operations, thus freeing
military personnel to do what they do best: fight America’s enemies. It has been
used in Somalia, the Balkans, and other places to support our troops.

Although the current contract—LOGCAP III—was competitively awarded in 2001,
it essentially operates as a sole-source contract. There is no competition for the indi-
vidual multi-million and -billion dollar task orders issued under it, a practice that
runs counter to the corporate best practices we exhort the Department of Defense
(DOD) to employ. As we all know, robust competition on Government contracts en-
sures that the Government receives the best value at the lowest cost to the tax-
payer.

I am encouraged that the Army intends to inject more competition into the pro-
gram by awarding contracts to three companies, which will then compete for work
under individual task orders. But, the American people deserve to know why it took
so long to do this. After all, reportedly in 2004, an internal Army memorandum rec-
ommended the Army immediately find ways to open up the contract to greater com-
petition.

There is no dispute that the LOGCAP contractor has provided the critical combat
support services our troops need. According to numerous people, the contractor has
been exceedingly responsive to commanders’ requirements to enhance the quality of
life of our troops in theater.

Nevertheless, various Government auditors have been critical of the Government’s
and the contractor’s cost control efforts. According to one report, the Government
had problems preparing independent Government cost estimates, reviewing the con-
tractor’s rough orders of magnitude, and definitizing task orders. Consequently, the
Government’s risk increased because of the limited visibility and control over con-
tractor costs.

Even worse, as I understand it, the Government cannot say with certainty the
amount of money allegedly lost through ineffective cost controls. That is unaccept-
able. We must have a full and accurate accounting of how the taxpayer’s dollar was
spent and the reasons for any resources squandered.

I also question whether the Government properly planned to use the LOGCAP
contract. The original scope of work called on the contractor to support up to 50,000
troops for 180 days. Disturbingly, the Government Accountability Office concluded
that the Government had not planned how best to use the LOGCAP contract until
after the fall of Baghdad.

So we may fulfill our oversight responsibility, the Army must advise this com-
mittee in detail on the contemplated nature of the new LOGCAP contracts it will
award, their fee structures, performance criteria, and potential for conflict of inter-
ests. I am keenly interested in the separate planning and support contract that the
Army recently awarded. Under this contract, it appears that the Government is del-
egating functions that it ought to be performing itself. Such a role parallels that of
lead systems integrators in major defense acquisition programs, about which I have
previously voiced much reservation.

I have been long concerned about the problems we have in our acquisition of
major weapons systems: cost overruns, delivery delays, and broken systems. For
years, I have called for the need to examine the whole procurement process as it
works today in the DOD. We must strike a course in acquisition that brings into
line affordability imperatives with the warfighter’s mission requirements.

My concerns apply equally to the acquisition of services. In fiscal year 2005, the
DOD spent $141 billion on service contracts, a 72 percent increase in a decade, and
an amount exceeding that obligated on supplies and equipment, including major
weapons systems. The explosion in the number and value of services contracts de-
serves careful consideration.

In my judgment, we need to provide General Petraeus and our troops every tool
they need to successfully prosecute the current strategy in Iraq. Every dollar we
save by improving the LOGCAP is another dollar for Mine Resistant Ambush Pro-
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tected vehicles, another dollar for body armor, another dollar for ammunition, an-
other dollar for medical supplies. Our brave men and women in Iraq and Afghani-
stan deserve no less.

Senator WARNER. Before addressing one or two paragraphs of
that statement, I listened very carefully to your rendition of, pre-
sumably, documents and other various adjudications on this very
complicated contract. But I do think, as we pursue our inquiry here
on the committee, we have to give recognition to the fact that this
contract, both in Afghanistan and in Iraq, was performed under
very erratic, unanticipated, and, indeed, high-risk conditions to
those employees in-country performing these contracts. The mili-
tary efforts in both of these areas of responsibility (AORs) have
been courageous and highly dependent upon the services flowing
from this contract.

All of that has to be taken into consideration as we look at the
various aspects. Unquestionably, there are some grounds for justifi-
able criticism, but, on the other hand, I would hope some of our
witnesses would bring to light the difficulty of performing this con-
tract. This war, in many respects, in both areas, certainly in Iragq,
grew at unanticipated rates, large infusion of added troops on very
short notice, accompanied by many civilians and contractors, who,
likewise, were, in some measure, dependent upon the contract and
its performance.

So, Mr. Chairman, I'd like to refer to Senator McCain’s last three
paragraphs here. I know, working as former chairman of this com-
mittee with Senator McCain, he had a tremendous interest in this
subject. He states, in his statement, “I've been long concerned
about the problems we have in our acquisition of major weapons
systems, cost overruns, delivery delays, and broken systems. For
years, I have called for the need to examine the whole procurement
process as it works today in DOD. We must strike a course in ac-
quisition that brings into line affordability imperatives with the
warfighter’s mission requirements. My concerns apply equally to
the acquisition of services. In fiscal year 2005, the DOD spent $141
billion in service contracts, a 72 percent increase in a decade, and
an amount exceeding that obligated on supplies and equipment, in-
cluding major weapons systems. The explosion in the number and
value of services contracts deserves careful consideration.”

He concludes, “In my judgment, we need to provide General
Petraeus and our troops every tool they need to successfully pros-
ecute the current strategy in Iraq. Every dollar we save by improv-
ing the LOGCAP is another dollar for mine-resistant, ambush-pro-
tected vehicles, another dollar for body armor, and another dollar
for ammunition. Our brave men and women in Iraq and Afghani-
stan deserve no less.”

I join you, Mr. Chairman, in welcoming our distinguished col-
league, Senator Dorgan. He undoubtedly has spent a great deal of
his own personal time in the commitment on this subject, Senator,
and I look forward to hearing your statement.

Chairman LEVIN. What we will now do is call upon our first wit-
ness, Senator Dorgan, who has spent an extraordinary amount of
time and shown just an amazing amount of commitment to the
issue of going after waste and abuse in government contracting. As
head of the Democratic Policy Committee, he has held hearings to
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fill in where there’s been a shortage of oversight in this matter,

and we commend him for that. We are delighted that he’s here

today to share some of his knowledge and experience with us.
Senator Dorgan.

STATEMENT OF SENATOR BYRON L. DORGAN, U.S. SENATOR
FROM THE STATE OF NORTH DAKOTA

Senator DORGAN. Mr. Chairman, members of the committee,
thank you very much for hearing me this morning. I did chair 10
hearings, not because I found joy in doing so, but because we had
many whistleblowers come to me and to others to say, “Something
is seriously wrong, and the people need to know it.”

I want to talk a little about the LOGCAP project today, but I
want to also encourage you to take a look at the Restore Iraqi Oil
(RIO) contract; and I want to do that, only because there’s been a
substantial amount of information about the RIO contract. The top
civilian contract official in our Federal Government at the Corps of
Engineers, the top civilian official, said this about RIO: “It was the
worst contract abuse I witnessed during my entire professional ca-
reer, which spans over 20 years,” concerns contracts awarded to
Halliburton subsidiary KBR. For that, she has been demoted. She
{:)(iok on the old-boys network and was demoted for being a whistle-

ower.

But here’s what I received in the mail 17 months ago from the
Inspector General (IG). I referred what Ms. Bunnatine Greenhouse,
the top civilian contracting official at the Corps of Engineers, had
alleged about these contracts, the RIO contracts, to the IG. Here’s
what she wrote to me: “The Defense Criminal Investigative Service,
the IG, has examined the allegations made by Ms. Bunnatine
Greenhouse, principal assistant responsible for contracting for the
Army Corps of Engineers, and has shared its findings with the De-
partment of Justice (DOJ). The DOJ is in the process of considering
whether to pursue the matter. As this is an ongoing criminal inves-
tigation, the requested information will be provided when the in-
vestigation is concluded.” That was about 17 months ago.

The point is this, serious allegations were raised by the top con-
tracting official in our Government about the RIO contact. It appar-
ently is being investigated. It was referred to the DOJ by the IG.
I really do encourage you to take a look at that, as well.

I don’t doubt, as Senator Warner indicated, that services were
provided under the LOGCAP contract under some very difficult cir-
cumstances. I don’t doubt that a bit. In a war zone, it’s hard to pro-
vide services, and there are undoubtedly extraordinary employees
on the part of KBR and others who did heroic work. I don’t doubt
that.

But let me tell you what bothers me about these issues. I want
to just go through a list of things that I have learned from people
who have come forward who were desperate and wanted to say,
“Here’s what has happened.”

Under the LOGCAP contract—sole-source, no bid—here’s what I
found from people who came forward and testified openly. Let me
start with the small issues.

A man named Henry Bunting, he was in Kuwait, so he wasn’t
in a war zone in a tough delivery circumstance. He was a pur-
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chaser for KBR in Kuwait, and he was told that you need to buy
hand towels for the soldiers, so he ordered the hand towels. That
was part of what he did. But then, his supervisor said, “No, no, no,
you can’t order those hand towels. You have to order these hand
towels.” Triple the cost. Why? Because the company logo has to be
on the hand towel. KBR has to be embroidered on the hand towel.
Triple the cost. Henry said, “But that’s going to increase the cost
of the hand towels.” “Doesn’t matter,” he was told, “it’s a cost-plus
contract.”

Now, this is a tiny little issue. But whether it’s this, $617,000
worth of soda, or $7,400 a month for leasing a sport utility vehicle,
or deciding to build an ice factory in the desert, and then taking
the bid that’s 800 percent higher than another qualified bidder to
build the ice factory in the desert, these are issues that are very
important to the taxpayer and to the soldiers. I believe that what
I'm going to tell you about this LOGCAP contract is a disservice
to the American taxpayer and a disservice to our soldiers.

You’re going to hear from the DCAA. In June 2005 they said
Halliburton had billed taxpayers $1.4 billion in questionable and
undocumented charges. Of those, $813 million were from the
LOGCAP contract. Some of them got resolved, some didn’t. We
don’t know how they were resolved.

Under the LOGCAP contract, the troops in Iraq, at, I believe, all
of our bases in Iraq, were allowed to shower, bathe, and sometimes
brush their teeth with water that tested positive for E. coli and
chloroform bacteria, and was more contaminated than raw water
from the highly polluted Euphrates River. Now, how do I know
this? I know this, because this is from an internal Halliburton re-
port written by Will Granger, who was in charge of all water qual-
ity in the military installations in Iraq. Here’s what his internal re-
port says: “The alleged discovery of unidentified larvae at the Al
Ramadi Base in late March revealed no disinfection to nonpotable
water was occurring for water designated for showering purposes.
This caused an unknown population to be exposed to potentially
harmful water for an indeterminate amount of time,” and he says,
“this event should be considered a near miss, as the consequences
of these actions could have been very severe, resulting in mass
sickness or death.”

Now, I have the internal report, written by the man who was in
charge of all water quality. The company denied this existed. They
actually created another report that was never approved by the
man that still works for them, who was in charge of making this
report.

By the way, after I held a hearing on this, a young woman, who
is a doctor serving in the Army in Iraq, sent me an e-mail, and she
said, “You know, I read about what was said. I found exactly the
same thing at my military base, and I had my lieutenant follow the
water line right on back.” It’s true, what was being sent in as non-
potable water was more contaminated than the raw water you'd get
from the Euphrates River, and that’s what soldiers were washing
their faces in and showering in, contaminated water.

Now, the company says, “Didn’t happen.” In fact, the Army origi-
nally said it didn’t happen. But it did happen, of course, and the
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1G is1 also investigating that. I will provide this letter for your pe-
rusal.

I would encourage you to talk to a man named Rory Mayberry.
Rory Mayberry was a supervisor at a food service enterprise, KBR
Food Service, in Iraq. Rory said that he questioned the company’s
decision, when he learned about it, to charge for meals that had
never been served, and he was told by managers, “this needs to be
done, because KBR lost money in prior months when the Govern-
ment suspended some dining hall payments. Got to charge for
meals that aren’t served.”

He said he was told, by the way, by his company, “If you talk
to Government auditors when they come here, one of two things
will happen: you’ll be fired or you'll be sent to an active combat
zone. Don’t you dare talk to a Government auditor.” He said that
they routinely served food that had the date stamp expired on it—
routinely—and were told by their supervisors, “Doesn’t matter.
Feed it to the troops.”

Perhaps, that Halliburton sent some truck drivers into a known
combat zone—there’s substantial evidence about that—and without
warning them of the danger that existed. These were truck drivers
that were their employees. A number of truck drivers died, a couple
of soldiers died. Halliburton, then, by the way, sent letters to some
of the other truck drivers who had been part of that, offering to
nominate the surviving truck drivers for a DOD medal, provided
they would sign a medical records release that doubled also as a
waiver of any rights to seek legal recourse against the company for
that particular issue. It was unbelievable to read what they tried
to do with respect to those truck drivers.

I will give you the names of people to call who will tell you that
they watched brand-new trucks being burned on the side of the
road, not in a combat zone, because they had a flat tire and didn’t
have the right wrench to fix it, and trucks being abandoned be-
cause they had a fuel pump that was plugged—Dbrand-new trucks—
because they could be replaced on a cost-plus basis.

The list is pretty substantial, and I'm going to provide all of the
information that I have learned about LOGCAP.

My point is not to tarnish anybody or anything. My point is that
I think that when you have a circumstance like this, and you give
billions of dollars in sole-source, no-bid contracts that are cost-plus,
and then you have the contractor say to employees, “Don’t you dare
talk to Government auditors,” and you have rampant evidence of
waste, fraud, and abuse, I think all of us ought to be concerned.
I think that’s a disservice to the taxpayer, and I think it’s a dis-
service to American soldiers.

I think profiteering during wartime is unbelievable, and it’s inex-
cusable. I'm glad you're looking into the LOGCAP project.

If I might make one additional comment, I hope that what all of
this will do is persuade us to move with respect to some legislative
actions that will begin to deal with contracting abuse. I believe that
awarding big umbrella contracts of over $100 million on a sole-
source basis, and then say, “Go do it, and we’ll add to the con-
tracts,” and, “We know it’s difficult. Do the best you can,” and then
you see substantial evidence of these kinds of things I've described,
it almost makes you ill.
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I really believe that we have a very serious problem. I think this
is probably some of the most significant waste, fraud, and abuse
that we’ve seen in this country’s history. I hope all of us have ex-
actly the same reaction to it.

If it happened—and I believe it did—Ilet’s stop it. Let’s find out
how it happened, why it happened, who was responsible for it, and
let’s put an end to it.

So, Mr. Chairman, that concludes my testimony. I am going to
pro:lride you a substantial amount of information that I have gath-
ered.

Again, it’s by people who wanted to come forward to say that the
water contract, some people came to me and said, “Do you under-
stand what’s happening here, that we have soldiers at bases that
are getting potable and nonpotable water, and the nonpotable
water they’re using for showering and washing their face and var-
ious things is more contaminated than the water they’d get if they
just put a hose in the Euphrates River, and they don’t know it?
The company says it didn’t happen, and here’s the report. By the
way, here’s the e-mail from the guy in Iraq in charge of it all.”
Frankly, we all ought to be angered about that sort of thing.

So, thanks for holding these hearings. I'm pleased that you’re
doing it. I think that the truth is a very important commodity here
in trying to find out what happened and how to fix it and make
sure it never happens again to our taxpayers, and especially, most
especially, to our soldiers.

Chairman LEVIN. Thank you, Senator Dorgan, for all your effort,
your energy, your passion. The hearing today is exactly designed
to address the issues which you talk about on the LOGCAP con-
tract. We're going to find out, not just what some of these abuses
were—and you've outlined a number of them, as well—but there’s
just been such a long list of audit reports which show the same
problem: overcharges and failures on the part of the Army to prop-
erly audit the LOGCAP contract where these failures existed. So,
that is what this hearing is all about, and we are going to see if
we can get explanations for these failures, for this history of favor-
able treatment of this contractor. We’re going to use your mate-
rials, make them part of the record; we've already made good use
of those materials, and we are very appreciative of your testimony
here today.

Senator WARNER. Mr. Chairman, if I might add, we thank our
colleague. Do you have corroborative evidence, written evidence,
documentary evidence, of some of the very striking accusations that
you've drawn our attention to? For example, these indications that,
“We’ll give you a medal if you don’t testify,” is there any record of
that, other than verbal?

Senator DORGAN. That is, Senator Warner, the most unbelievable
thing to read. I will provide you with the letters that were sent to
the truck drivers saying that, “We want you to sign this waiver,”
which is designed to look like a waiver with respect to medical or—
but it—“And we’re going to award you a medal, or recommend”—
and, by the way, this medal can only be given by the Secretary of
Def(’?nlse—but suggesting that the company’s going to give them a
medal.

Senator WARNER. You do have those letters?
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Senator DORGAN. Absolutely. In writing—when I saw them, it as
unbelievable.

Senator WARNER. I think it’s important that that evidentiary ma-
terial be made available to the committee.

Likewise, I'm always concerned about the whistleblower situa-
tion, and you relate that an individual who did come forward—did
she not seek the normal legislative protection that Congress has
given whistleblowers, and prevent that demotion?

Senator DORGAN. Let me tell you about Bunnatine Greenhouse.
I'll do it in just 30 seconds. Bunnatine Greenhouse, an unbelievable
success story, and 2 nights ago, I was on the phone with the gen-
eral who made her the top contracting official in the United States.
He’s retired now, for 6 years. I said, “General”—I called him at 9
o’clock at night—I said, “General, the fact is they’ve demoted her
and given her bad”—she had performance evaluations that were
outstanding every year, top of the class. All of a sudden, once she
decided to say that this abuse was the most blatant abuse she’d
seen—she’s talking about having the companies in the meetings
where the contracts are being developed—all of a sudden, her rec-
ommendations were awful and she was demoted. The general that
I talked to the other night who was the one that promoted her said,
“She has taken an unbelievable beating, and it’s been unbelievably
unfair to her. This woman should not have been treated that way.
She was the top of the class of people that are working for the Fed-
eral Government in contracting.”

So, I hope you will call her in front of this committee. She came
to one of the hearings I held and spoke out. She had a lot of cour-
age to do it. She knew that she was in trouble over there. But I
hope you’ll call her in front of this committee.

Senator WARNER. Now, this was in the Corps of Engineers?

Senator DORGAN. This is the United States Corps of Engineers—
the Army Corps of Engineers.

Senator WARNER. Yes, I'm familiar, yes.

Senator DORGAN. The person that rose to the top—this is a great
story with this woman and her family.

Senator WARNER. Without getting into further details, by coinci-
dence I met with the nominated officer to become the new head of
the Corps of Engineers, and it might well be that, Mr. Chairman,
we would ask, as a part of his—he’s already been reviewed by our
committee, but it’s not too late to open the record to determine
what knowledge this individual may have had, and his willingness
to begin to give it a second examination as to its fairness.

Chairman LEVIN. There’s also a pending IG review.

Senator DORGAN. There’s a review of her allegations about the
contract abuse that has been sent by the IG, after review, to the
DOJ, and it’s under criminal investigation, according to the letter.
But there’s no IG review, I don’t believe, of her demotion. The issue
of her employment was a different issue. She’s paid a horrible price
for having the courage to speak out.

Chairman LEVIN. Yes, what we’ll do is, on that specific case,
then, we’ll ask the DOJ to tell us what the status is, just what the
status is of the investigation, when they expect their review to be
completed, and we will refer the entire matter to—if there’s not
been an IG review of it, the IG for his report.
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Senator DORGAN. The main point of it is, I think we want to en-
courage people to speak out.

Chairman LEVIN. Absolutely. We're going to protect whistle-
blowers. We've made a big effort in this in Congress, to protect
whistleblowers. We've even had a big battle, in terms of the Senate
Select Committee on Intelligence. We want to make it possible for
whistleblowers who have classified information to present that in-
formation to any Member of Congress with clearance, or anybody
who has clearance to hear it. Instead, we’ve been thwarted by the
administration in even receiving that whistleblower information.
But there’s a pending nominee to be the Director of the Corps of
Engineers. So, as Senator Warner suggests, we will ask that wit-
ness if that person is willing to undertake a review of this matter
if, and when, that person is confirmed.

Senator DORGAN. Senator Warner, let me, just with one more
point, say that that was on the RIO contract, not the LOGCAP con-
tract. But, again, what this woman, the top contracting official,
said, “It is the worst contract abuse I have witnessed during my
entire professional career.” She’s talking about the mechanics and
the way this contract was created and awarded. For that, she paid
for it with her career.

Senator WARNER. As the chairman said, and we’ve worked to-
gether here these many years on this committee, and Senator
Grassley has been a pioneer on the question of whistleblowers,
along with members on both sides, and that is—one of the strong-
est oversight tools that Congress has is the utilization of corrobo-
rated testimony from whistleblowers.

Senator BILL NELSON. Mr. Chairman?

Chairman LEVIN. Senator Nelson?

Senator BILL NELSON. It’s my understanding from listening to
you and Senator Warner, that we are going to make it clear to the
nominee to be the top general in the Corps of Engineers that he
must state to us that he will have a thorough examination of this
issue before we would proceed with the confirmation of his nomina-
tion. Is that correct?

Senator WARNER. Well, I'm not sure

Chairman LEVIN. He’s going to confirm—he will state whether or
not, before we vote on his confirmation, he is willing to undertake
a thorough review of this matter. We can’t complete the review be-
fore the vote on his confirmation, but what we can do, and will do,
is ask him this question, before the vote on his confirmation: “Will
you undertake a thorough review of this matter?”

Senator WARNER. That would be the correct thing, Mr. Chair-
man. This gentleman, whom I have had the privilege of meeting,
is an extraordinary nominee to be the head of the Corps. In all
probability, he has no direct knowledge or participation in these
matters, as such, just the representation to the Senate that, as a
part of the confirmation process, he will undertake an examination
of this issue.

Chairman LEVIN. Thank you.

Thank you, again, Senator Dorgan.

Senator WARNER. Thank you, Senator Dorgan.

Chairman LEVIN. Secretary Bolton, would you like to begin with
your opening statement?
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STATEMENT OF HON. CLAUDE M. BOLTON, JR., ASSISTANT
SECRETARY OF THE ARMY FOR ACQUISITION, LOGISTICS,
AND TECHNOLOGY

Mr. BoLTON. Mr. Chairman, thank you very much. Good morn-
ing, Chairman Levin.

Chairman LEVIN. Let me interrupt you for just one moment
while we seat the other witnesses. Let’s get the right names again
in front of the witnesses, so we can all be clear as to who is talking.
Thank you.

Secretary Bolton, you begin, please.

Mr. BOLTON. Again, thank you very much. To you and to Senator
Warner, distinguished committee members, thank you for this op-
portunity to appear before you to discuss the Army’s LOGCAP.

I respectfully request that my written statement be made part of
the record for today’s hearing.

Let me begin by thanking you, on behalf of the members of the
acquisition and logistics workforce and our soldiers, who serve with
great distinction throughout the world, for your continuing support.

Now, I'll be brief. We have two important missions in Iraq, to
support reconstruction, contracting, and to provide support to our
courageous men and women in uniform. Contracting to support the
reconstruction of Iraq, and troop support, is carried out by the
Joint Contracting Command Iraq and Afghanistan. However, sup-
port to U.S. and coalition forces is provided under the LOGCAP III
contract, which is under the auspices of the United States Army
Materiel Command with support provided by the Defense Contract
Management Agency (DCMA).

LOGCAP was established in 1985 to provide basic life support
and facility support until other support capabilities arrived or could
be arranged. World events, however, have zeroed in on LOGCAP
as, often, the only option to provide complex, rapid, and diversified
area support requirements in multiple countries, mostly under
harsh and hostile conditions. The exponential growth in the exist-
ing LOGCAP contract, over a relatively short time, has stressed
both the Government and contract resources, as well as the busi-
ness systems and processes. We have made, and will continue to
make, improvements to our processes, our systems, and contract.
The program’s strength lies in the dedication, innovation, and per-
severance of the LOGCAP personnel—military, civilian, and con-
tractor. We are proud of the dedication, commitment, and hard
work displayed by the LOGCAP personnel in supporting our troops
and in rebuilding Iragq.

Mr. Chairman, this concludes my opening remarks. Again, I
want to thank you, the distinguished members of this committee,
for your continuing wisdom, your guidance, your steadfast support,
and I look forward to your questions.

Thank you very much.

[The prepared statement of Mr. Bolton follows:]

PREPARED STATEMENT BY HON. CLAUDE M. BOLTON, JR.

Thank you for this opportunity to report to you on the United States Army’s Lo-
gistics Civil Augmentation Program (LOGCAP). I am pleased to represent U.S.
Army leadership as well as the military and civilian men and women who are, along
with our contractors, supporting our fighting forces and working to reconstruct Iraq.
Our success would be impossible without the tremendous support the Army receives
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from you, the members of the Senate Armed Services Committee. We thank you for
your wisdom, advice, and strong support.

The U.S. Army acquisition workforce has two very important missions in Iraq: to
support reconstruction contracting and to provide support for the troops. Con-
tracting to support reconstruction is carried out by the Joint Contracting Command-
Irag/Afghanistan (JCC-I/A) under the acquisition authority of the U.S. Army. JCC—
I/A also provides support to the Multi-National Security Transition Command-Iraq
(MNSTC-I) in training and equipping Iraqi forces and to the U.S. Government’s
mission in Afghanistan. Support to U.S. and coalition forces is provided under the
g:g\&}g)AP—III contract under the auspices of the U.S. Army Material Command

The Army has worked with contractors to provide supplies and services during
both peacetime and contingency operations dating back to the Revolutionary War.
On December 6, 1985, LOGCAP was established with the publication of Army Regu-
lation 700-137. The newly established program was used in 1988 when the Third
United States Army requested that the U.S. Army Corps of Engineers (USACE) con-
tract out a management plan to construct and maintain two petroleum pipeline sys-
tems in Southwest Asia in support of contingency operations.

The first comprehensive multifunctional LOGCAP Support (LOGCAP I) contract
was competitively awarded by the USACE in August 1992 and this effort supported
most U.S. military operations from 1992-1996.

LOGCAP was not envisioned to remain in place for years and the original intent
of the LOGCAP contract was only to provide basic life and facilities support such
as base camps, dining facilities, food service, supply point operations, local and line
haul motor transport, and sea and aerial points until other support capabilities ar-
rived or could be arranged. However, external world events have shown that
LOGCAP is often the only option that could provide complex, rapid, and diversified
area support requirements.

In 1996, AMC assumed the contract administration, management, and execution
responsibilities for the LOGCAP Umbrella Support Contract. AMC re-competed the
contract in 1997 (LOGCAP II) and again in 2001 (LOGCAP III). With the sudden
and tragic events of September 11, 2001, the dynamics of logistics civil augmenta-
tion support significantly changed from anything we’ve seen in history. LOGCAP
proved again to be rapid, responsive, and flexible. There is no other organic support
(Active-Duty, Reserve, or National Guard) that allows us to meet these type of needs
and thus LOGCAP is, and will remain, a vital avenue to prosecute the global war
on terrorism. LOGCAP supports multiple countries, services, and agencies, most
under harsh and hostile conditions. The LOGCAP III contract is approximately $23
billion, with an outside the continental United States force structure of 55,715 men
and women of which approximately 29,200 are subcontractors. Under the LOGCAP
contract, the Army has delivered to our forces: 36.2 million bags of mail; 200 million
tons of ice; 7.6 billion gallons of potable water; 533 million meals; and 26.7 million
bundles of laundry. The services provided to our uniformed men and women have
been of the highest quality. Still, with these services come associated challenges.

The exponential growth in the existing LOGCAP contract over a relatively short
period of time has stressed both Government and contractor resources, as well as
business systems and processes. We have made and will continue to make improve-
ments to our processes, systems, and contract. For example, to improve manage-
ment of our processes and refine requirements we have established three program
offices in Iraq, Kuwait, and Afghanistan. The offices are staffed with a cadre of lo-
gistics analysts, contract specialists, and cost analysts. Workforce members are in
daily contact with senior commanders and logisticians and participate in all aspects
of operational planning and execution. We continue to work closely with the Defense
Contract Management Agency (DCMA) on contractor systems issues. DCMA has de-
ployed Administrative Contracting Officers and Quality Assurance Representatives
throughout the region to provide oversight. In addition, we have appointed more
than 450 Contracting Officer Representatives to provide daily oversight of contractor
performance. Under my direction AMC, DCMA and the Defense Contract Audit
Agency have worked hard to resolve the backlog of undefinitized contract actions
(UCAs)—with success. There currently are no outstanding UCAs. The LOGCAP of-
fice, with support from other Department of Defense agencies, is aggressively man-
aging and monitoring the contractor’s cost performance; the Joint Acquisition Re-
view Board adds another measure of cost control through the management and ap-
proval of requirements, thus ensuring expenditures are for bona fide needs.

The mission in Iraq is one of constant change. Support to Iraqi Forces has in-
creased as we have worked to hand over the fight for freedom and the battle against
the insurgency to the Iraqi Government. The LOGCAP contract is also changing as
we move away from a one contractor configuration as currently exists under
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LOGCAP III to multiple contractors under LOGCAP IV. We are confident that the
additional execution capability—providing for competition at the individual task
order level—will provide us with more robust capacity and effectiveness.

Regardless of the contract vehicle, however, one thing has and will remain con-
stant over time: our commitment to ensuring that all contractors who support our
courageous military men and women and reconstruction efforts in Iraq comply with
the terms and conditions of their contracts.

On January 30, 2007, the Army learned that Kellogg, Brown, and Root (KBR)
services may have inappropriately charged the Army for security costs under
LOGCAP III. In light of this information and on the basis that privately acquired
security should not have been charged or paid under the contract, the contracting
officer took action to adjust over $19 million in payments to KBR.

The U.S. Army is committed to providing full disclosure of the results of any in-
vestigations. If KBR violated the terms and conditions of the LOGCAP III contract
and knowingly or unknowingly incurred costs under the contract, the U.S. Army
will take appropriate steps under the terms of the contract to recoup any funds paid
for those services.

LOGCAP capitalizes on the synergistic effect of integrating the combined capabili-
ties of the military members of the U.S. Army, as well as Army civilians and the
commercial civil sector. The program’s strength, however, lies in the dedication, in-
novation, and perseverance of LOGCAP personnel—military, civilian, and con-
tractor. We are proud of the dedication, commitment, and hard work displayed by
LOGCAP personnel in supporting our troops and rebuilding Iraq.

Chairman LEVIN. Thank you very much, Secretary Bolton.
Let us now call on Mr. Ernst, who's the Acting Director of the

DCMA.
Mr. Ernst?

STATEMENT OF KEITH D. ERNST, ACTING DIRECTOR,
DEFENSE CONTRACT MANAGEMENT AGENCY

Mr. ERNST. Good morning, Mr. Chairman and members of the
committee. I appreciate this opportunity to appear before you today
to discuss the role of the DCMA in ensuring performance under the
LOGCAP in Iraq and Afghanistan.

I respectfully request that my written statement be made part of
the record for today’s hearing.

DCMA'’s oversight of contractor-provided services for our Nation’s
deployed forces in Iraq and Afghanistan is a responsibility of un-
precedented magnitude, and one with a commensurate level of
challenge. DCMA maintains a cadre of approximately 83 military
and civilian personnel in Iraq, Afghanistan, and Kuwait to support
LOGCAP. These individuals deploy in theater for 6-month tours
and specialize in one of three functional areas: contract administra-
tion, quality assurance, or property management.

In carrying out their responsibilities, these personnel ensure that
the LOGCAP contractor is performing in a manner consistent with
contract requirements, is using adequate effective quality proc-
esses, is recommending cost-containment strategies, and is adapt-
ing the level and nature of their support to meet shifting require-
ments.

DCMA'’s in-theater cadre is complemented by a network of non-
DCMA personnel, referred to as contracting officer representatives
(CORs). CORs receive specialized training in one of several
LOGCAP support functions, such as food preparation, laundry serv-
ice, or waste disposal. Currently numbering approximately 450, the
CORs are members of the deployed units that receive the con-
tractor-provided services. DCMA’s in-theater cadre and the CORs
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serve as a team that closely monitors contractor performance of
LOGCAP services at their respective locations.

At the corporate level, DCMA provided oversight of dining facili-
ties renegotiations, resulting in more favorable contract terms. We
supported the DCAA’s revocation of direct billing privileges for
KBR, meaning that every cost voucher submitted by KBR must
now be approved by DCAA before payment. DCMA also identifies
to LOGCAP negotiators any risk posed by estimating system issues
to ensure these issues are adequately considered and mitigated
during negotiations.

The in-theater contract management mission is clearly a formi-
dable one. Aspects of such a mission, including personnel security
and safety, workload shifts and dispersions, and personnel place-
ment, are a continual challenge. DCMA constantly works to effec-
tively balance resource requirements between our core mission and
contingency contracting administration service commitments to en-
sure that core mission areas, such as flight-critical product and
level I subsafe hardware, along with high-investment programs and
sustainment support, continue to achieve their intended goals.

This concludes my prepared remarks. I will be happy to answer
any questions you may have.

[The prepared statement of Mr. Ernst follows:]

PREPARED STATEMENT BY KEITH D. ERNST

Mr. Chairman and members of the committee: I appreciate this opportunity to ap-
pear before you today to discuss the role of the Defense Contract Management Agen-
cy (DCMA) in ensuring contractor performance under the Logistics Civil Augmenta-
tion Program (LOGCAP) in Iraq. DCMA’s oversight of contractor-provided services
for our Nation’s deployed forces in Iraq is a responsibility of unprecedented mag-
nitude and one with a commensurate level of challenge.

DCMA maintains a cadre of approximately 83 military and civilian personnel in
Iraq, Afghanistan, and Kuwait to support LOGCAP. These individuals deploy in the-
ater for 6-month tours and specialize in one of three functional areas: contract ad-
ministration, quality assurance, or property management. In carrying out their re-
sponsibilities, these personnel ensure that LOGCAP contractor’s performance is con-
sistent with contract requirements; is using adequate, effective quality processes; is
recommending cost-containment strategies; and is adapting the level and nature on
their support to meet shifting requirements.

Prior to their deployment to theater, these personnel undergo specialized training
for the demands of their LOGCAP-related duties. Each of DCMA’s deployed Admin-
istrative Contracting Officers (ACOs) and most of our Quality Assurance Represent-
atives (QARs) are certified in accordance with the Defense Acquisition Workforce
Improvement Act (DAWIA). DCMA’s in-theater cadre is complemented by a network
of non-DCMA personnel referred to as Contracting Officer Representatives (CORs).
CORs receive specialized training in one of several LOGCAP support functions, such
as food preparation, laundry service, or waste disposal. Currently numbering ap-
proximately 450, the CORs are members of the deployed units that receive the con-
tractor-provided services. DCMA’s in theater cadre and the CORs serve as a team
that closely monitors contractor performance of certain services at their respective
locations. The CORs routinely submit input to DCMA’s QARs. The CORs also have
a direct line to the cognizant DCMA ACOs.

Our ACOs receive requirements from the LOGCAP Support Unit (LSU) after that
unit makes should-cost estimates on the requirement. The assigned ACO then re-
quests a proposal from the contractor, and, once the LSU validates the proposal for
accuracy and cost reasonableness, formally tasks the contractor to begin work. In
theatre, our ACOs also provide material requisition approval, lease approval, and
consent to subcontract in accordance with prescribed contract terms. At the cor-
porate level, DCMA establishes and monitors various overhead rates and factors.
Our ACOs also conduct formal Performance Evaluation Boards (PEBs) using the
identified award fee criteria. DCMA and the supported customer’s CORs provide
feedback to the contractor on acceptable performance as well as on those areas need-
ing improvement. In the conduct of the PEB, our ACOs review the contractor’s Cost
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Avoidance Measures (CAMs). CAMs are submitted by the contractor to document
cost savings and avoidances. The contractor is motivated to submit CAMs as they
are tied directly to fee initiatives in the Award Fee Board criteria. The contractor
can increase the amount of fee it is awarded by demonstrating good stewardship of
taxpayer dollars. Our ACOs also provide input for the semi-annual Award Fee Eval-
uation Board—the board which determines the contractor’s level of earned fee.

At the corporate level, DCMA provides oversight of Dining Facilities renegoti-
ations, resulting in more favorable contract terms. In this regard, we supported the
Defense Contract Audit Agency’s (DCAA) revocation of direct billing privileges for
Kellogg Brown and Root (KBR), meaning that every cost voucher submitted by KBR
now must be approved by DCAA before payment. DCMA also identifies to LOGCAP
negotiators any risks posed by estimating system issues to ensure they are ade-
quately considered and mitigated during negotiations.

The role of our property administrators is to ensure the contractor has a viable
property management system—one that minimizes and controls the loss, theft, mis-
use, and destruction of Government property. Property Administrators are also re-
sponsible for investigating incidents of property loss to determine accountability. A
DCMA conducted survey in 2006 on the principal LOGCAP contractor examined 14
property management functional areas. Our survey uncovered no systemic issues,
and we deemed the contractor’s property management system to be satisfactory.

The in-theater contract-oversight mission is clearly a formidable one. Aspects of
such a mission, including personnel security and safety, workload shifts and disper-
sion, and personnel placement, are a continual challenge. DCMA constantly works
to effectively balance resource requirements between its core mission and its Contin-
gency Contract Administration Services commitments to ensure that core mission
areas such as Flight Critical and Level I Subsafe hardware, along with high-invest-
ment programs and sustainment support, continue to achieve their intended goals.

This concludes my prepared remarks. I will be happy to answer any questions you
may have.

Chairman LEVIN. Thank you, Mr. Ernst.

Let us go now to General Johnson, Commanding General of the
United States Army Sustainment Command.

General Johnson?

STATEMENT OF MG JEROME JOHNSON, USA, COMMANDING
GENERAL, UNITED STATES ARMY SUSTAINMENT COMMAND

General JOHNSON. Good morning, Mr. Chairman and members of
the Senate Armed Services Committee. Thank you for the oppor-
tunity to report to you on the United States Army’s LOGCAP.

The Army Sustainment Command is responsible for the execu-
tion of LOGCAP, in addition to several other missions: coordination
of Army materiel commands, field support operations, coordination
of reset, materiel management, armor preposition stocks, and con-
tingency contracting.

The Army Sustainment Command executes this through 11 bri-
gades located throughout the world—7 field support brigades,
which handles logistics missions, and 4 contingency contract bri-
gades, recently created.

It is my privilege to represent the United States Army, as well
as its dedicated military, DOD civilians, and contractors whose
steadfast support of America’s fighting forces in Afghanistan, Iraq,
and Kuwait are critical to our efforts. Our work and our success
to date are directly attributable to the resources and guidance you
provide. I thank you for the oversight and direction as we continue
to improve LOGCAP.

I would also like to thank Claude Bolton, Assistant Secretary of
the Army for Acquisition, Logistics, and Technology (AL&T), who
is here today; Tina Ballard, who is the Deputy Assistant Secretary
of the Army for Policy and Procurement; General Benjamin Griffin,
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who commands the Army Materiel Command; and my other col-
leagues at the table who have participated in improving this pro-
gram. Their leadership has helped us address numerous challenges
and develop improvements in managing LOGCAP.

From three qualified bidders, the LOGCAP contract was competi-
tively awarded to KBR in December 2001. Under the contract, indi-
vidual task orders are developed to provide specific support serv-
ices. The contractor is paid a cost-plus 1 percent base fee, and the
contractor may earn up to 2 percent award fee on negotiated costs.
The program has grown rapidly from a peacetime value of several
million dollars to over $5 billion today. As a result, we encountered
the following challenges: controlling theater requirements, con-
tractor business systems not meeting the standard, definitizing
task orders, conducting timely award-fee boards, accounting for
property, and outright fraud and criminal activity.

In August 2004, we aggressively attacked these issues and began
corrective actions. These challenges were validated by both the
DCAA, the AAA, and the DCMA. The actions we took were as fol-
lows: appointed a senior contracting official to run the program, es-
tablishing a requirement review process, establishing a review
process of business systems of the contractor, definitizing all over-
age contracts, conducting timely award fee boards, establishing
property controls, working with the DOJ to prosecute those who
broke the law, and expanding our partnership with the DCMA and
the DCAA.

With Mr. Bolton’s help, we’ve established a senior executive pro-
gram manager for LOGCAP. James Loehrl, who is here with me
today, serves as the LOGCAP manager and also as my principal
assistant responsible for contracting.

We established four program management offices in Afghanistan,
Iraq, and Kuwait. We also improved predeployment training for
our LOGCAP support unit. We continue to improve oversight and
management of the program. Only yesterday, we promoted Lee
Thompson, who’s here with me today, to the Senior Executive Serv-
ice to act as Director for LOGCAP Support Operations. This will
allow Mr. Loehr] to focus primarily on the contracting issues, while
Mr. Thompson will dig deeper into how we support the forces on
the ground.

To address theater requirements, we established a Joint Acquisi-
tion Review Board to review and approve all LOGCAP work re-
quirements. We also have a Coalition Acquisition Review Board
that provides additional review and approval or work requirements
over $10 million. Now, with the help of DCAA and DCMA, all of
the contractors’ business systems are acceptable. They're not where
we want them to be, but they meet the standard.

As I mentioned before, in October 2004 we began the establish-
ment of four program management offices in Afghanistan, Iragq,
and Kuwait. These offices are staffed with logistics specialists, con-
tract specialists, and cost analysis who provide detailed oversight
of the contract and independent Government estimates.

Additionally, our DCMA and our DCAA partners are co-located
and integrated with the deputy program manager staff. Between
November 2004 and March 2005, we definitized 55 over-age task
orders valued at $14 billion. Now all new task orders are defini-
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tized before they are issued or within the 180-day standard re-
quired by regulation.

Contract award fee evaluations are now on schedule. Mr. Loehrl,
the LOGCAP manager, has made 11 trips to the theater to chair
award fee boards.

We have established a Contractor-Acquired Property Review
Board that ensures excess contract property is distributed to loca-
tions needed. The contractor is required to use excess equipment
prior to purchasing new items. We directed the contractor to im-
prove his supply chain. As a result, the contractor implemented,
along with the help of Defense Logistics Agency, competitive com-
modity agreements with support vendors for equipments and sup-
plies, such as generators, communication items, vehicles, and lum-
ber. This standardizes maintenance and reduces spare parts costs
needed to maintain equipment. To date, these efforts have resulted
in a cost avoidance of over $26 million.

In cases of waste, fraud, and abuse, the U.S. Attorney’s Office
has indicted six people, and successfully prosecuted four cases of
fraud. In all cases, restitution has been ordered against the individ-
uals convicted of fraud.

With regard to cost control, the contractor is required to provide
cost reports every 2 weeks on active task orders. These reports
identify variances between budgets, actual expenditures, and avail-
able funding. This allows the management personnel in theater to
identify trends needing correction immediately.

Our “Alpha Contracting” initiative brings the combatant com-
manders’ representatives, the contractor, the contracting officer,
and the DCAA, along with the DCMA, together so we can rapidly
agree on costs and estimates for needed support operations in the-
ater. Cost avoidance for this process has been dramatic. In 2005
and 2006, initial LOGCAP estimates for work in Iraq exceeded $10
billion. Through “Alpha Contracting” initiative and should-cost
analysis and independent Government estimates, this was reduced
to $4 billion, a $6 billion cost avoidance.

We recognize the need to have closer oversight of subcontract ac-
tions. The prime contractor is now required to obtain our consent
to subcontract for services that exceed $500,000. A review is done
of any contracting actions with the subcontractor.

LOGCAP III grew so rapidly that it nearly exceeded a single con-
tractor’s capacity. To minimize this risk, LOGCAP IV will use mul-
tiple contractors. This will increase Government contract oversight
and reduce program risk, while reducing cost through competitive,
continuous task-order competition.

You specifically asked for my views on the cost-effectiveness of
the program. This program is operating in a very difficult, complex,
and ever-changing environment. Given what this program has been
asked to do and the circumstances it operates under, it is cost-effec-
tive. However, there is a breakeven point as we continue with the
war on a long-term basis. With your continued support and guid-
ance, this program will continue to improve and ensure basic sup-
port is provided to America’s fighting forces, at the least cost, on
time, and to standard.

Thank you for allowing me to speak today. I look forward to your
questions.
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[The prepared statement of General Johnson follows:]

PREPARED STATEMENT BY MG JEROME JOHNSON, USA

Mr. Chairman, members of the Senate Armed Services Committee, thank you for
this opportunity to report to you on the United States Army’s Logistics Civil Aug-
mentation Program (LOGCAP). It is my privilege to represent the United States
Army, as well as the dedicated military, Department of Defense (DOD) civilians,
and contractors whose steadfast support of America’s fighting forces in Afghanistan,
Iraq, and Kuwait are critical to our efforts. Our work and our success to date are
directly attributable to the resources and guidance you provide. I thank you for your
oversight and direction as we continue to improve LOGCAP.

I would also like to thank Claude Bolton, Assistant Secretary of the Army for Ac-
quisition, Logistics, and Technology, who is here today; Tina Ballard, who is the
Deputy Assistant Secretary of the Army for Policy and Procurement; and General
Benjamin Griffin, who commands the Army Materiel Command. Their leadership
}ﬁecl)sG}g}ﬁsd us address numerous challenges and develop improvements in managing

From three qualified bidders, the LOGCAP III contract was competitively award-
ed to Kellogg, Brown, and Root, Incorporated, in December 2001. Under the con-
tract, individual task orders are developed to provide specific support services. For
many task orders, the contractor is paid negotiated costs plus a 1-percent base fee;
the contractor may earn up to a 2-percent award fee on the negotiated costs. The
program has grown rapidly from a peacetime value of several million dollars per
year to over $5 billion per year today. The program provides logistics and life sup-
port services to our fighting forces, freeing them to focus on their combat missions.
The program is designed to rapidly expand during contingency operations and to
drawdown during peacetime.

LOGCAP III was first used in Southwest Asia in support of the troop buildup in
Kuwait. Once U.S. forces crossed the berm into Iraq, LOGCAP crossed with them:

o establishing and operating base camps
o feeding hungry troops
e furnishing transportation services
e operating warehouses
o delivering mail
e transporting fuel and supplies
LOGCAP personnel became a force multiplier for our warfighters.
We encountered a number of challenges with LOGCAP III during the rapid build-
up of our forces in Southwest Asia. These challenges included:

e controlling theater requirements

overwhelming the contractor’s business systems
definitizing task orders

conducting timely award fee boards

accounting for property

fraud

Despite early challenges, at no time did our servicemembers go without our
LOGCAP support, we always placed their needs first.

In August 2004, we aggressively attacked these issues and began corrective ac-
tions. Many of the issues were later validated in audits conducted by the Defense
Contract Audit Agency (DCAA), the Army Audit Agency (AAA) and the DOD Inspec-
tor General.

While LOGCAP still has a number of challenges, we have implemented a number
of improvements, including:

Appointing a senior contracting official to run the program
Establishing a requirement review process
Insisting KBR improve their business systems
Definitizing all over-age task orders
Conducting timely award fee boards
Establishing property controls
1- Working with the Department of Justice to prosecute those who broke the
aw
¢ Expanding our partnership with DCMA and DCAA
Rapid program growth drove the need for enhanced oversight. With Mr. Bolton’s
help, we have established a Senior Executive Service Program Manager for
LOGCAP. This person serves as the focal point for day-to-day management of
LOGCAP and staff direction. James Loehrl, who is with me today, serves as my
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LOGCAP Manager and also my Principal Assistant Responsible for Contracting. We
established Deputy Program Management offices in Afghanistan, Iraq, and Kuwait.
We also improved pre-deployment training for our Logistics Support Unit soldiers.

To address theater requirements, we work directly with forward units to identify
and define needed services. We established a Joint Acquisition Review Board to re-
view and approve LOGCAP work requirements. We have a Coalition Acquisition Re-
view Board that provides an additional review and approval for work requirements
over $10 million.

Along with our Defense Contract Management Agency (DCMA) and DCAA part-
ners, we insisted KBR improve their business systems. Now, all of KBR’s business
systems are acceptable. As I mentioned before, in October 2004 we began estab-
lishing Deputy Program Management offices in Afghanistan, Iraq, and Kuwait.
These offices are staffed by: logistics specialists, contract specialists, and cost ana-
lysts who provide detailed oversight of the contract. Additionally, our DCMA and
DCfI%A partners are colocated and integrated with the Deputy Program Manager
staff.

Between November 2004 and March 2005, we definitized 55 over-age task orders
valued at $14 billion. Now, all new task orders are definitized before they are issued
or within the normal 180-day standard.

Contract award fee evaluations are now on schedule. The LOGCAP Manager has
made 11 trips to theater to chair award fee boards. Every 3 months, we evaluate
contractor performance and determine appropriate award fees. Through November
2006, KBR earned $256 million of a potential $287 million in award fees; this
equates to 89 percent of potential fees. This process provides the contractor with im-
portant feedback on where improvements are needed.

To maximize the use of contract-purchased property, we have established a Con-
tractor Acquired Property Review Board that ensures excess contract property is
distributed to needed locations. The contractor is required to utilize excess equip-
ment prior to purchasing new items. Also, the contractor implemented a competitive
commodity agreement with support vendors for equipment such as generators, com-
munications items and vehicles. This standardizes maintenance and reduces the
number of spare and repair parts needed to maintain equipment. To date these ef-
forts have saved over $26 million.

In cases of waste, fraud, and abuse, we fully cooperate with any and all investiga-
tions and prosecutions. The U.S. Attorney’s office has indicted six people and suc-
cessfully prosecuted four cases of fraud. In all cases, restitution has been ordered
against the individuals convicted of fraud.

We work closely with DCMA and DCAA to address recommendations, improve
contract administration, and improve contractor oversight. To date, we have sus-
tained over $600 million of DCAA recommendations in our task order negotiations.

We continue to learn and grow from our experience and implement changes as
they are needed. Every day we seek to:

e reduce costs
e improve performance and oversight
e reduce program risk

As LOGCAP continues to mature, we recognize that future LOGCAP contract
oversight staffs must be on the ground quickly—ready to operate. We will be pos-
tured to move Deputy Program Management offices into theaters as required. Tied
to this is the rapid development of independent Government cost estimates. These
estimates will assure that we remain good stewards of the resources provided to us.
We are developing automated tools to assist our Government teams in preparing
statements of work and cost estimates. We will not let future oversight lag when
the program grows rapidly to meet warfighter needs.

With regards to cost control the contractor is required to provide cost reports
every 2 weeks for active task orders. These reports identify variances between budg-
ets, actual expenditures, and available funding. This management tool provides
DCMA and other program personnel with a quick understanding of trends needing
attention.

Another lesson learned that we will carry into future LOGCAP operations is to
have standardized statements of work which will allow combatant commanders to
quickly select support options. This standardization will allow the LOGCAP con-
tractor to efficiently plan and establish logistics and life support operations.

Our “Alpha Contracting” initiative emerged from our need to streamline the task
order negotiation process. This initiative brings the combatant commander, the con-
tractor, the contracting officer, and the DCAA together so they can rapidly agree
on and put needed support operations in place. Cost avoidance from this process has
been dramatic. In 2005 and 2006, initial LOGCAP estimates for work in Iraq ex-
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ceeded $10 billion. Through the Alpha Contracting initiative and General Casey’s
directive to minimize services, this was reduced to $4 billion—a $6 billion avoidance.
This is also one of the places we are making use of AAA reviews. When AAA identi-
fies potential areas of overstaffing or underutilization of equipment, we use that in-
formation as a part of our negotiation process.

We recognize the need to have closer oversight of subcontract actions. The prime
contractor is now required to obtain our consent to subcontract for services that ex-
ceed $500,000.

LOGCAP III grew so rapidly that it nearly exceeded a single contractor’s capacity.
To minimize this risk, LOGCAP IV will utilize multiple contractors. One contractor
will provide pre-war planning and program management support. Up to three con-
tractors will provide performance services, with all of them competing for work iden-
tified in separate task orders. This will increase Government contract oversight and
reduce the program risk of exceeding a single contractor’s capacity, while reducing
costs through continuous task order competition.

LOGCAP IV will go a long way toward expanding performance capacity, reducing
costs, and improving Government oversight. It will also provide us with increased
flexibility to meet rapidly changing requirements.

In conclusion, LOGCAP is more than just a contract. It is a critical program de-
signed to provide essential support services to our Nation’s sons and daughters who
fight for our freedom.

You specifically asked for my views about the cost effectiveness of this program.
I will tell you that this program is operating in a very difficult, complex and ever-
changing environment. Given what this program has been asked to do, and the cir-
cumstance it operates under, it is cost effective. We’ve managed to overcome numer-
ous challenges in LOGCAP while always maintaining our support to our Nation’s
soldiers, sailors, airmen, and marines.

Despite any and all program challenges, we performed our mission and succeeded
in supporting our servicemembers. In forward battle zones, LOGCAP has served
over 533 million meals to hungry troops, washed over 26 million bundles of their
laundry, and delivered over 36 million bags of mail that included letters from their
loved ones at home.

We stand ready to meet tomorrow’s challenges to support America’s warfighters
where and when they need us.

Thank you for inviting me to speak with you today; this concludes my statement.

Chairman LEVIN. Thank you so much, General Johnson.
Now let’s call on William Reed, the Director of the DCAA.
Mr. Reed.

STATEMENT OF WILLIAM H. REED, DIRECTOR, DEFENSE
CONTRACT AUDIT AGENCY

Mr. REED. Mr. Chairman, Senator Warner, and members of the
committee, thank you for the opportunity to appear today to dis-
cuss DCAA’s oversight of contract costs related to military oper-
ations and reconstruction in Iraq, particularly related to the
LOGCAP.

DCAA has been an integral part of the oversight and manage-
ment controls instituted by DOD to ensure integrity and regulatory
compliance by contractors performing services in Iraq. Our services
include audits and professional advice to acquisition officials on ac-
counting and financial matters, to assist them in the negotiating,
award, administration, and settlement of contracts. Decision-
making authority on DCAA recommendations resides with con-
tracting officers within the procurement organizations who work
closely with DCAA throughout the contracting process.

Since April 2003, DCAA has worked with all U.S. procurement
organizations, including those of the United States Agency for
International Development and the State Department, to establish
the resources and planning information needed to provide audits of
contracts for Iraq reconstruction. To carry out these audit require-
ments, DCAA opened an office in Iraq in May 2003, and imple-
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mented planning and coordination procedures to effectively inte-
grate audit work between that office and more than 50 DCAA con-
tinental United States audit offices with cognizance of companies
performing contracts in Iraq.

Currently, we are auditing contracts of 93 contractors, holding
175 prime contracts with contract ceiling amounts of $51.8 billion,
of which $38.5 billion has been funded at the end of fiscal year
2006.

I would like to point out that DCAA audits of cost-reimbursable
contracts represent a continuous effort from evaluation of proposed
prices to final closeout and payment. Initial audits of contractor
business systems, internal controls, and preliminary testing of con-
tract costs are carried out to provide a basis for provisional ap-
proval of contractor interim payments and early detection of defi-
ciencies. Comprehensive contract cost audits are performed annu-
ally throughout the life of the contract, and are used by the con-
tracting activity to adjust provisionally approved interim payments
and ultimately to negotiate final payment to contractors.

Through fiscal year 2006, we have issued more than 1,800 re-
ports on Irag-related contracts. Approximately 350 of those reports
were on KBR specifically. We estimate to issue another 600 reports
in fiscal year 2007. DCAA oversight of contracts in Iraq have found
a number of problems. Our actions have ranged from recom-
mending changes in business processes, to reduction of proposed or
billed costs, to referral of our findings to the IG for investigation
and possible legal action against the contractor. Overall, these au-
dits have recommended reductions in proposed and billed costs of
$4.9 billion.

Where appropriate, we have taken action to reduce contractor-
billed costs for disputed amounts, pending a contracting officer de-
cision.

In addition, we have found $5.1 billion of estimated costs where
the contractor did not provide sufficient information to explain the
basis of the estimated amounts. These unsupported costs are usu-
ally resolved through contractor’s submission of additional docu-
mentation at the time of contract price negotiations.

Turning now to the LOGCAP, it is the single largest Iraq-related
contract. It was awarded to Halliburton subsidiary, KBR, and cur-
rently has a contract ceiling of $22.5 billion. DCAA has provided
comprehensive and continuous contract audit oversight on the
LOGCAP, and I would like today to comment on some of our work
in that regard.

In supporting the Army contracting officers in the pricing of con-
tracts, DCAA has audited 68 LOGCAP task order proposals, valued
at $16.2 billion, and have found audit exceptions or costs ques-
tioned of $1.9 billion. DCAA has received and analyzed the results
of negotiation on task orders, valued at $12.8 billion, and nego-
tiated price reductions of $600 million have been achieved to date.

A recent example of our audit work in this area is the review of
the proposal for task order 139. Task order 139 is the latest order
for dining facilities, laundry, and other life-support measures for
U.S. troops and civilians. Our review of the initial proposal was
completed in August 2006. We questioned $262 million of the $3.7
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billion proposal. KBR agreed to $160 million of the questioned
costs, and the balance was addressed at recent negotiations.

It is notable that in this pricing action, that there was a signifi-
cant improvement over previous similar proposals which were
plagued by estimating deficiencies, causing multiple proposal sub-
missions and delays in negotiating the task-order price.

I'd now like to comment on our audit work, in terms of the reli-
ability of business systems affecting contract costs. Our audits have
addressed the adequacy of contractor internal controls and busi-
ness systems, as well as compliance with acquisition regulations
and contract terms. While KBR’s business systems are adequate
overall, our reviews have disclosed a number of estimating and ac-
counting-system deficiencies requiring improvement. The con-
tractor has submitted corrective action plans, and DCAA, in coordi-
nation with the responsible contracting officers, are monitoring
progress and making the needed improvements.

Another area of our work has been accelerated testing of billed
costs. Due to the unique risk of contingency contracting and condi-
tions in Iraq, DCAA has placed more emphasis on examining con-
tractor costs as they are being incurred, rather than waiting until
the contractor submits its annual incurred-cost claims.

One example of our audit work in this area is our review of din-
ing facility costs, as was mentioned, Mr. Chairman, in your opening
statement. KBR provides meal services to the troops and other
DOD personnel at over 60 dining facilities in Iraq and Kuwait. Our
audit work, beginning in late 2003, found that KBR and its sub-
contractors were basing their payment requests on an estimated
number of meals, which substantially exceeded the actual number
of meals served. For the period May 2004 to May 2005, DCAA
withheld $212 million from KBR interim billings, pending resolu-
tion of this matter.

KBR and its subcontractors believe the terms of their respective
contracts and subcontracts permitted this billing practice. The
Army contracting officer negotiated a settlement, which denied re-
imbursement of %55.1 million of the actual cost. Most notable, how-
ever, the early identification of this issue by DCAA and the support
of the Army Sustainment Command contracting officials led to
KBR negotiating new subcontracts which corrected the billing prac-
tices of concern to DCAA and the Army. We estimate that the new
subcontract terms and prices save more than $200 million over
what would have been paid under the old subcontract terms for a
comparable period.

In this example and others, DCAA worked closely with the Army
acquisition community, both at the headquarters and field level, to
reduce contractor billed costs for potentially unreasonable expendi-
tures. In the past, DCAA withholdings have totaled more than
$230 million on LOGCAP task orders. Currently, we are with-
holding $49.6 million from KBR billings.

The most recent example of withholdings is related to security
costs. The LOGCAP contract specifically states that the Army will
provide necessary security to contractor personnel performing the
contract.

As such, the Army believes costs incurred by KBR and its lower-
tier subcontractors for security are unallowable, and should not be
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reimbursed under the LOGCAP contract. DCAA is working with
the Army to identify lower-tier subcontract security costs, and cur-
rently the Army has directed DCAA to withhold $19.7 million from
KBR billings, pending resolution of this matter.

In closing, I want to underscore that DCAA is an integral part
of the oversight and management controls instituted by DOD to en-
sure an integrated and well-managed contract audit process in
Iraq. We've had a continuous presence in Iraq, in the Middle East
theater of operations since May 2003, staffing our office entirely
with civilian volunteers. To date, more than 180 DCAA auditors
have served tours, and, fortunately, none have been injured or
killed.

The challenges in applying business practices and auditing in
Iraq are daunting, and have required our auditors to be flexible,
while insisting that the DOD will not tolerate the billing of costs
that do not comply with contract terms or are not appropriately
documented and supported.

Thank you, again, for the opportunity to appear before you today,
and I look forward to addressing whatever questions you may have
for me.

Thank you.

[The prepared statement of Mr. Reed follows:]

PREPARED STATEMENT BY WILLIAM H. REED

Mr. Chairman, members of the committee, my statement will summarize the De-
fense Contract Audit Agency’s (DCAA) oversight of contract costs related to military
operations and reconstruction in Iraq including audit work related to the Logistics
Civil Augmentation Program.

DOD CONTRACT PERFORMANCE OVERSIGHT RESPONSIBILITY

DCAA has been an integral part of the oversight and management controls insti-
tuted by DOD to ensure integrity and regulatory compliance by contractors per-
forming services in Iraq. DCAA’s services include audits and professional advice to
acquisition officials on accounting and financial matters to assist them in the nego-
tiation, award, administration, and settlement of contracts. Decisionmaking author-
ity on DCAA recommendations resides with contracting officers within the procure-
ment organizations who work closely with DCAA throughout the contracting proc-
ess.

DCAA STAFFING AND ACTIONS

Since April 2003, DCAA has worked with all U.S. procurement organizations, in-
cluding those of the United States Agency for International Development and the
State Department, to establish the resources and planning information needed to
provide audits of contracts for Iraq Reconstruction. To carry out these extensive
audit requirements, DCAA opened an office in Iraq in May 2003 and implemented
planning and coordination procedures to effectively integrate audit work between
that office and more than 50 DCAA continental United States Audit Offices with
cognizance of companies performing contracts in Iraq. DCAA is responsible for au-
diting Iraqg-related contracts at 93 contractors. These contractors hold more than
175 prime contracts with contract ceiling amounts of $51.8 billion, of which $38.5
billion had been funded at the end of fiscal year 2006.

DCAA audits of cost-reimbursable contracts represent a continuous effort from
evaluation of proposed prices to final closeout and payment. Initial audits of con-
tractor business system internal controls and preliminary testing of contract costs
are carried out to provide a basis for provisional approval of contractor interim pay-
ments and early detection of deficiencies. Comprehensive contract cost audits are
performed annually throughout the life of the contract and are used by the con-
tracting activity to adjust provisionally approved interim payments and ultimately
to negotiate final payment to the contractor.
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DCAA AUDIT RESULTS

Through fiscal year 2006 DCAA has issued more than 1,800 reports on Iraq-re-
lated contracts. We estimate issuing another 600 reports in fiscal year 2007. DCAA
oversight of contracts in Iraq has found a number of problems. Our actions have
ranged from recommending changes in business processes—to reduction of proposed
or billed costs—to referral of our findings to the Inspector General for investigation
and possible legal action against a contractor. Overall, these audits have rec-
ommended reductions in proposed and billed contract costs of $4.9 billion. Where ap-
propriate, DCAA has taken action to reduce contractor billed costs for disputed
amounts pending a contracting officer decision. In addition, DCAA has identified
$5.1 billion of estimated costs where the contractor did not provide sufficient infor-
mation to explain the basis for the estimated amounts. These unsupported costs
were usually resolved through contractor submission of additional supporting infor-
mation at the time of contract price negotiation.

LOGISTICS CIVIL AUGMENTATION PROGRAM

The Logistics Civil Augmentation Program (LOGCAP) is the single largest Irag-
related contract. The LOGCAP contract was awarded to the Halliburton subsidiary,
Kellogg, Brown, and Root (KBR) and currently has a contract ceiling of $22.5 billion.
The contract provides for logistical and life support for U.S. troops and civilians in
Iraq, Kuwait, and Afghanistan. DCAA has provided comprehensive and continuous
contract audit oversight on the LOGCAP. The results of our audit work to date by
major type of activity are as follows:

1. Support to Army Contracting Officers in the Pricing of Contracts—
DCAA audits of 68 LOGCAP task order proposals valued at $16.2 billion
resulted in audit exceptions (costs questioned) of $1.9 billion. DCAA has re-
ceived and analyzed the results of negotiations on task orders valued at
$12.8 billion. Negotiated price reductions of $600 million have been
achieved to date. A recent example of our audit work in this area is our
review of the proposal for task order 139. Task order 139 is the latest order
for dining facilities, laundry and other life support measures for the U.S.
troops and civilians. Our review of the initial proposal was completed in
August 2006. DCAA questioned $262 million of the $3.7 billion proposal.
KBR agreed to $160 million of the questioned cost and the balance was ad-
dressed at recent negotiations. Most notable is that this pricing action was
a significant improvement over previous similar proposal reviews which
were plagued by estimating deficiencies, causing multiple proposal submis-
sions and delays in negotiating the task order price.

2. Reliability of Business Systems Affecting Contract Costs—DCAA au-
dits have addressed the adequacy of contractor internal controls and busi-
ness systems, as well as compliance with acquisition regulations and con-
tract terms. While KBR’s business systems are adequate overall, DCAA re-
views have disclosed a number of estimating and accounting system defi-
ciencies requiring improvement. The contractor has submitted corrective ac-
tion plans and DCAA, in coordination with the responsible contracting offi-
cers, are monitoring progress in making the needed improvements.

3. Accelerated Testing of Billed Costs—Due to the unique risks of contin-
gency contracting and conditions in Iraq, DCAA has placed more emphasis
on examining contractor costs as they are being incurred, rather than wait-
ing until the contractor submits its annual incurred cost claim. One exam-
ple of our audit work in this area is our review of dining facility costs. KBR
provides meal services to the troops and other DOD personnel at over 60
dining facilities in Iraq and Kuwait. DCAA audits beginning in late 2003
found that KBR and its subcontractors were basing their payment requests
on an estimated number of meals which substantially exceeded the actual
number of meals served. For the period May 2004 to May 2005, DCAA
withheld $212 million from KBR interim billings pending resolution of this
matter. KBR and its subcontractors believed that the terms of their respec-
tive contracts and subcontracts permitted this billing practice. The Army
contracting officer negotiated a settlement which denied reimbursement of
$55.1 million of the actual cost. The early identification of this issue by
DCAA, and the support of the Army Sustainment Command contracting of-
ficials, led to KBR negotiating new subcontracts which corrected the billing
practices of concern to DCAA and the Army. We estimate that the new sub-
contract terms and prices saved more than $200 million over what would
have been paid under the old subcontract terms for a comparable period.
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In this example and others, DCAA worked closely with the Army acquisition com-
munity, both at the Headquarters and field level, to reduce contractor billed costs
for potentially unreasonable expenditures. In the past, DCAA withholdings have to-
taled more than $230 million on LOGCAP task orders. Currently, DCAA is with-
holding $49.6 million from KBR billings. A recent example is the withholding re-
lated to security costs. The LOGCAP contract specifically states that the Army will
provide necessary security to contractor personnel performing on the contract. As
such, the Army believes costs incurred by KBR and its lower tier subcontractors for
security are unallowable and should not be reimbursed under the LOGCAP contract.
DCAA is working with the Army to identify lower tier subcontractor security costs
and the Army has directed DCAA to withhold $19.7 million from KBR billings.

CLOSING

In closing, I want to underscore that DCAA is an integral part of the oversight
and management controls instituted by DOD to ensure an integrated and well-man-
aged contract audit process in Iraq. We have had a continuous presence in Iraq and
the Middle East Theatre of Operations since May 2003, staffing our office entirely
with civilian volunteers. To date more than 180 DCAA auditors have served tours
and fortunately, none have been injured or killed. The challenges in applying busi-
ness practices and auditing in Iraq are daunting and have required our auditors to
be flexible while insisting that the Department will not tolerate the billing of costs
that do not comply with contract terms or are not appropriately documented and
supported. DCAA has been and will continue to be vigilant about contract audit
oversight and protecting the taxpayers’ interests.

I look forward to addressing whatever questions or comments you have on DCAA’s
important role in Iraq. Thank you.

Chairman LEVIN. Thank you so much, Mr. Reed.

Now let me call on Patrick Fitzgerald, the Auditor General for
the Army.

Mr. Fitzgerald?

STATEMENT OF PATRICK J. FITZGERALD, THE AUDITOR
GENERAL, DEPARTMENT OF THE ARMY

Mr. FITZGERALD. Mr. Chairman and distinguished members of
the committee, thank you for the opportunity to be here today to
discuss our audit work related to LOGCAP.

I have submitted my full statement to the committee, and I ask,
respectfully, that that be made part of the hearing record.

Chairman LEVIN. It will be made part of the record.

Mr. FITZGERALD. Thank you, Senator.

I have been with the U.S. AAA for more than 26 years, and be-
came the Auditor General in March 2006. As the Auditor General,
I am responsible for the worldwide operations of Army audit. The
agency is the Army’s internal audit organization, and, throughout
our history, we have deployed with our troops: in Vietnam, in Bos-
nia, during Operations Desert Storm and Desert Shield, and, most
recently, in Operation Enduring Freedom (OEF) and Operation
Iraqi Freedom (OIF).

Since 2002, we have done extensive work on LOGCAP in support
of both OEF and OIF. In December 2004, General Casey asked us
to help him reduce the overall cost of the LOGCAP contract in sup-
port of OIF. We promptly established a permanent presence on the
ground in Iraq, and, since May 2005, we’ve continually had 10 to
30 auditors deployed in theater.

We established two audit objectives to support General Casey’s
request. These objectives were: (1) to determine if the overall man-
agement of LOGCAP was adequate, and (2) to determine if the con-
tractor was providing the needed services in a cost-effective man-
ner.
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Since beginning our LOGCAP work in Iraq, we have issued 15
audit reports that included monetary benefits of about $175 mil-
lion. We have also identified other initiatives that improve cost-ef-
fectiveness of the program, but we could not quantify the monetary
benefits.

In April 2006, we reported improvements in the overall manage-
ment of the LOGCAP. However, we also reported that the manage-
ment structure in Iraq was not conducive to making sure LOGCAP
was managed in the most efficient manner. For example, we found
that more centralized control was needed to make sure require-
ments were properly identified and to make sure contract support
was effectively integrated into the command’s combat service sup-
port mission. We also found that contracting activities in the the-
ater were fragmented and did not have enough personnel to pro-
vide adequate contractor oversight.

To evaluate the adequacy and cost-effectiveness of the services,
we conducted a series of audits focusing on specific LOGCAP func-
tions. Some of these functions included theater transportation,
warehouse staffing, distribution functions, the use of nontactical
vehicles, and operation of clothing facilities. Our work to date has
shown that LOGCAP operations were providing services needed to
support our soldiers. Commanders and soldiers were consistently
satisfied with the services. However, we also found that the Army
could acquire services more cost-effectively by making improve-
ments in several areas, such as reducing staffing levels at distribu-
tion centers, reducing the quantity of material handling equipment
and nontactical vehicles, and increasing the accountability and visi-
bility over material and equipment.

In our 15 reports, we have made many recommendations to
Army commands, and those commands have agreed to take correc-
tive action in response to those recommendations. In fact, in many
cases, commanders in the field took immediate action to fix the
problems that we brought to their attention.

In closing, I would like to thank you, once again, Mr. Chairman,
for inviting me to appear before this committee to discuss this very
important topic. We are continuing our LOGCAP work and have
audits ongoing. We plan to remain responsive to Army leadership
and continue to work to the best possible solutions to these many
Army challenges.

Since 2005, the agency has deployed 96 auditors, who have
served on the ground with our soldiers in Iraq, Afghanistan, and
Kuwait. Our auditors are proud to serve alongside our soldiers. The
dedication and hard work of our auditors have provided valuable
realtime support to the Army.

Thank you, again, for the opportunity to testify before you today,
and I would be glad to answer any questions.

[The prepared statement of Mr. Fitzgerald follows:]

PREPARED STATEMENT BY PATRICK J. FITZGERALD

Mr. Chairman and distinguished members of the committee, it is my pleasure to
be here today and have the opportunity to discuss with you our audit work related
to the Logistics Civil Augmentation Program (LOGCAP).

I have been with U.S. Army Audit Agency for more than 26 years and became
The Auditor General of the Army in March 2006. As The Auditor General, I am re-
sponsible for the worldwide operations of Army Audit. The Agency is the Army’s in-
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ternal audit organization, and we provide objective and independent auditing serv-
ices that help Army leaders make informed decisions, resolve issues, use resources
effectively and efficiently, and satisfy statutory and fiduciary responsibilities. The
scope of our audit responsibility includes selecting the subjects and organizations
within the Army to audit, as well as responding to requests for audit service from
Army officials.

Throughout its history, Army Audit Agency has deployed with our troops—in
Vietnam and Bosnia, during Operations Desert Storm and Desert Shield, and lately
in support of Operation Enduring Freedom and Operation Iraqi Freedom. We have
performed extensive audit work on LOGCAP in support of Operation Enduring
Freedom and Operation Iraqi Freedom dating back to 2002. During 2003 General
Kern, the Commander, U.S. Army Materiel Command, asked us to conduct an over-
all audit of LOGCAP operations. LOGCAP is the Army’s program for using civilian
contractors as an additional means to adequately support the current and pro-
grammed force by performing selected services during wartime and other oper-
ations. The principal objective of LOGCAP is to provide combat support and combat
service support to combatant commanders and Army service component com-
manders, primarily during contingency operations, throughout the full range of mili-
tary operations, including reconstitution and replenishment.

In response to General Kern’s request, we focused our audit on overall program
management, cost controls, and asset management. We did audit work at various
locations in the United States and overseas—including Uzbekistan, Afghanistan,
Kuwait, and Turkey—and in November 2005 we issued a summary report on our
LOGCAP work.

In this report we stated that, overall, the Army was adequately managing the
LOGCAP contract. The program provided essential services to soldiers and did a
good job of meeting the Army’s needs. Adequate procedures were in place to control
costs under the contract, standards of services were recorded in theater-level docu-
ments, and acquisition review boards were in place to review and approve require-
ments. However, we did find systemic problems related to preparing independent
Government cost estimates, reviewing contractor rough orders of magnitude, and de-
finitizing task orders. It is important to note that some of these problems occurred
because of the large volume of work involved and the need to process contract ac-
tions quickly.

Because responsibility for property administration under this contract was dele-
gated to Defense Contract Management Agency, we were unable to fully evaluate
accountability for assets under the contract. But we did find some areas where im-
provements were needed in managing Government-furnished property given to or
acquired by the contractor.

Including our summary report, we issued eight audit reports and made audit rec-
ommendations to various organizations involved in the LOGCAP process. Some key
recommendations were that the:

o Assistant Secretary of the Army (Acquisition, Logistics, and Technology)
develop Army guidance for approving requirements for deployment oper-
ations, including acquisition approval thresholds, members of joint acquisi-
tion review boards, and documentation of board actions.

e Deputy Chief of Staff, G—4 establish guidance addressing how to transfer
Government property to contractors in the absence of a Government prop-
erty officer to conduct joint inventories and to summarize key management
controls related to LOGCAP in an annex to Army Regulation 715-9 (Con-
tractors Accompanying the Force).

e Commander, U.S. Army Field Support Command (now, U.S. Army
Sustainment Command) makes sure Defense Contract Audit Agency stayed
actively involved in monitoring costs.

Army organizations agreed with our recommendations and said they would take
implementing actions.

In December 2004 General Casey, the Commander, Multi-National Force-Iraq,
asked us to audit LOGCAP operations supporting Operation Iraqi Freedom. General
Casey’s goal was to reduce overall costs without degrading the welfare of our de-
ployed forces. Accordingly, we established two audit objectives to help reach the
Army’s goal. These objectives are to determine whether:

e Overall management of the program was adequate.
e The contractor was providing the needed services in a cost-effective man-
ner.

We promptly established a permanent presence on the ground in Iraq, and since
May 2005 we have had from 10 to 30 auditors in the Southwest Asia theater of op-
erations at any given time. Early on, we found that the Army faced some significant
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challenges regarding LOGCAP operations. One challenge was that LOGCAP in the
Iraq Area of Operations is the U.S. Army’s greatest reliance on contractor support
in its history. The Army had about 90 Forward Operating Bases and LOGCAP sup-
ported about 60 of them. Other major challenges were that the nature of operations
was asymmetric, and personnel did not have freedom of movement and communica-
tions.

Since beginning our LOGCAP work in Iraq, we have issued 15 audit reports that
include agreed-to monetary benefits totaling about $175 million. We have also iden-
tified other cost avoidance initiatives we could not reasonably estimate the value of.

In April 2006 we reported that activities were improving overall management of
the program. However, we also reported that the management structure in the Iraq
Area of Operations was not conducive to making sure LOGCAP was managed in the
most effective and efficient manner. More specifically:

e Contracting activities in theater were fragmented and too understaffed to
effectively scrutinize command’s requirements.

e More centralized control was needed to make sure requirements were
properly identified and contract support was effectively integrated into the
command’s combat service support mission.

e Dispersed locations and high turnover of personnel who managed the con-
tract made it difficult to ensure that requirements were fully necessary and
cost-efficiently obtained, and that ongoing work was properly managed.

To address these problems, we recommended that the:
e Commander, Multi-National Force-Iraq establish a forces requirements
branch for centralized control and better interface with LOGCAP manage-
ment within the theater, and make sure the branch is adequately staffed
(personnel and expertise) and headed by an individual who can effectively
interface with all command levels.
e Commander, Army Sustainment Command coordinate with the Com-
mander, Multi-National Force-Iraq to define roles between LOGCAP man-
agers in each organization and establish training classes on LOGCAP that
include exercises on developing statements of work, independent Govern-
ment cost estimates, and requirements.
e Commander, Army Materiel Command include information on the role of
the LOGCAP Support Unit and establish a permanent presence by the unit
at predeployment planning meetings.

To examine and evaluate the adequacy and cost-effectiveness of services, we con-
ducted a series of audits focusing on specific functions under the LOGCAP contract.
Some of these functions included theater transportation, warehouse staffing, nontac-
tical vehicles, distribution functions, and clothing issue facilities.

Our body of work to date has shown that LOGCAP operations were providing the
services needed to support our soldiers and satisfy the mission. Commanders and
soldiers were consistently satisfied with the services. However, our audit work also
showed that services under the LOGCAP contract could be acquired more cost-effec-
tively. For example:

o Staffing levels at many distribution centers exceeded operational needs.
e Onhand material handling equipment exceeded requirements.

e A significant number of the contractor’s nontactical vehicles were
underused and the contractor had more vehicles than needed.

ASome of the recommendations from our function-specific reports were that the
rmy:
e Evaluate contractor personnel levels to make sure staffing levels (for both
labor and management) are appropriate.
e Use underutilized assets to offset future contractor procurements.
e Develop and follow quality assurance surveillance plans to make sure the
contractor performs as efficiently as possible.
e Use standard property book systems to gain and maintain accountability
over assets, and perform 100-percent inventories.

In the 23 reports we have issued on LOGCAP, we have made many recommenda-
tions to the responsible Army commands. (A complete list of the reports is attached
to this statement.) These commands have stated they would take corrective action
in response to our recommendations. In many cases commanders in the field took
immediate action to correct problems we brought to their attention.

In addition to our completed work, we have ongoing audits addressing these
LOGCAP areas: dining facility operations, supply support activity operations, bulk
fuel controls, cross-leveling and distribution of Government-furnished property man-
aged by contractors, and Defense Basing Act insurance rates.
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In conclusion, I would like to say that I am very proud of my auditors on the
ground with our soldiers in Iraq, Afghanistan, and Kuwait. Their dedication and
hard work have provided valuable, real-time help to the Army. I appreciate the op-
portunity to testify before you today to provide a summary status of our LOGCAP
audit work, and I will be glad to respond to your questions.

Army Audit Agency Reports on LOGCAP

Report Number Date Title

A-2003-0110-IMU | 31 Dec 02 | Logistics Civil Augmentation Program; Camp Stronghold
Freedom, Uzbekistan

A-2003-0367-IMU | 21 Jul 03 Followup of Recommendations From Audit of Logistics Civil
Augmentation Program

A-2004-0033-IMU | 23 Oct 03 | Management of Resources, Army Forces—Turkey

A-2004-0156-IMU | 27 Feb 04 | Operation Enduring Freedom—Logistics Civil Augmentation
Program

A-2004-0438-AML | 12 Aug 04 | Definitization of Task Orders—Audit of Logistics Civil
Augmentation Program

A-2005-0043-ALE | 24 Nov 04 | Logistics Civil Augmentation Program in Kuwait, U.S. Army
Field Support Command

A-2006-0018-ALL 17 Nov 05 | Logistics Civil Augmentation Program Support Unit Training

A-2006-0022-ALL | 28 Nov 05 | Logistics Civil Augmentation Program, U.S. Army Materiel
Command

A-2006-0047-ALL 11 Jan 06 | Base Closure Process in the Iraq Area of Operations

A-2006-0081-ALL | 17 Mar 06 | Audit of Unliquidated Obligations, Audit of Logistics Civil
Augmentation Program Operations in Support of Operation
Iraqi Freedom

A-2006-0083-ALL | 21 Mar 06 | Audit of Retrograde Operations (Task Order 87), Audit of
Logistics Civil Augmentation Program Operations in Support
of Operation Iragi Freedom

A-2006-0091-ALL | 4 Apr 06 Audit of Management of the Theater Transportation Mission
(Task Order 88), Audit of Logistics Civil Augmentation
Program Operations in Support of Operation Iragi Freedom

A-2006-0099-ALL | 25 Apr 06 | Audit of Program Management in the Iraq Area of
Operations, Audit of Logistics Civil Augmentation Program
Operations in Support of Operation Iraqi Freedom

A-2006-0158-ALL | 11 Jul 06 Report on Class IX (Aviation) Warehouse Staffing, Camp
Anaconda, Audit of Logistics Civil Augmentation Program
Operations in Support of Operation Iragi Freedom

A-2006-0168-ALL | 4 Aug 06 Report on the Subsistence Prime Vendor Contract, Audit of
Logistics Civil Augmentation Program Operations in Support
of Operation Iraqi Freedom

A-2006-0233-ALL | 22 Sep 06 | Clothing Issue Facilities, Audit of Logistics Civil
Augmentation Program Operations in Support of Operation
Iraqi Freedom

A-2006-0246-ALL | 27 Sep 06 | Audit of the Cost-Effectiveness of Transitioning Task Order
66 - Kuwait Naval Base Camp Support From Contingency to
Sustainment Contracting, Audit of Logistics Civil
Augmentation Program Operations in Support of Operation
Iraqi Freedom — Phase Il (Kuwait)
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Report Number Date Title

A-2006-0253-ALL | 28 Sep 06 | Audit of the Cost-Effectiveness of Transitioning the General
Support Supply Support Activity (Task Order 87) From
Contingency to Sustainment Contracting, Audit of Logistics
Civil Augmentation Program Operations in Support of
Operation Iraqi Freedom

A-2006-0254-ALL | 29 Sep 06 | Audit of the Procedures for Transferring Property During the
Base Closure Process in Support of Operation Iraqi Freedom

A-2007-0011-ALL 16 Nov 06 | Audit of Nontactical Vehicle Usage in the Iraq Area of
Operations, Audit of Logistics Civil Augmentation Program
Operations in Support of Operation Iragi Freedom

A-2007-0019-ALL 21 Nov 06 | Audit of Distribution Functions, Audit of Logistics Civil
Augmentation Program Operations in Support of Operation
Iragi Freedom

A-2007-0093-ALL | 9 Mar 07 Audit of the Cost-Effectiveness of Transitioning Selected
Functions Performed at the Theater Distribution Center (Task
Order 87) From Contingency to Sustainment Contracting,
Audit of Logistics Civil Augmentation Program Operations in
Support of Operation Iragi Freedom

A-2007-0104-ALL | 23 Mar 07 | Summary Audit Report on the Cost-Effectiveness of
Transitioning Work Under the Logistics Civil Augmentation
Program Contingency Contract to Sustainment Contracting,
Audit of Logistics Civil Augmentation Program Operations in
Support of Operation Iraqi Freedom

Chairman LEVIN. Thank you, Mr. Fitzgerald.

Let me start by going into an issue involving what are called “liv-
ing containers,” which is a type of trailer. KBR subcontracted to ac-
quire a large number of these containers from a number of sources,
and the contractor determined that it could obtain them for some-
where between $8,000 to $19,000 each. Despite that, they ordered
thousands of units from other vendors, whose bid prices were in
the range of $35,000 to $40,000 per unit. So, as a result, KBR paid
260 percent to 600 percent of the reasonable price for the trailers.

Now, over a 2-year period, the DCAA tried to pin down a ration-
ale for these added costs. KBR contended that it went to the high
bidders because they claimed the low bidders first lacked adequate
production capacity. The DCAA found that was not true. Then KBR
claimed that the low bidders were not qualified to perform the
work. The auditors found that KBR’s own documents indicated that
the low bidders were qualified. Then they claimed that the plan
was to concentrate one supplier for each camp. The DCAA was un-
able to identify any such alleged plan. Then KBR claimed that the
high bidders offered features and amenities that were not available
from the low bidders. The DCAA found that the features and
amenities were comparable. Then KBR claimed that they paid a
premium for prompt delivery to shift the risk to the subcontractor
for late delivery or damage to the trailers. The DCAA noted that
KBR actually rebutted its own argument on that point by paying
a claim related to delay and damage.

Now, first, Mr. Reed, did I accurately summarize DCAA’s find-
ings relative to the trailers?

Mr. REED. Yes, you did.
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Chairman LEVIN. Now, Secretary Bolton, the FAR says that the
DOD pays costs incurred under a cost-plus contract only if those
costs are reasonable. In this case, KBR paid its subcontractors 260
percent to 600 percent of the prices that KBR itself had determined
to be reasonable. Not one of those explanations that were given by
the company for doing so, for paying the high price, hold any
water. Yet, the DOD decided to pay KBR the full $100 million,
which is at issue here, by which the subcontracts were overpriced.
Why did the DOD pay that extra money?

Mr. BOLTON. Mr. Chairman, let me defer to General Johnson,
who has all the information.

Chairman LEVIN. All right, thank you.

General Johnson?

General JOHNSON. Sir, the DOD has not paid KBR the $100 mil-
lion for the trailers. As a matter of fact, KBR’s costs are still sus-
pended. We have allowed a minor portion for the provided appro-
priate, acceptable documentation and negotiated costs of $1.4 mil-
lion against a $5.6 million bill, and $25 million where they’'ve pro-
vided appropriate documented evidence and reasonable costs have
been negotiated against the remaining $51 million of $25.6 million;
$4.2 million is still being withheld, $25.7 million is also pending
against the second order. The remaining roughly $45 million have
been taken off of the table.

Chairman LEVIN. General, the document that you provided to the
committee says the following, that “the parties have agreed to rec-
ognize the costs of the containers acquired.” The letter dated Janu-
ary 24, 2006, memorandum to the attention of Mr. Valiant DuHart.

General JOHNSON. Sir, Mr. DuHart is a procurement contracting
officer within my command. I have not recognized those costs. The
current status is what I explained to you.

Chairman LEVIN. This is January 24, 2006.

General JOHNSON. Yes, sir. As of today’s date, the only costs that
have been recognized are the $1.4 million and the $25.6 million
that I just identified. The remaining costs are pending, and KBR
has not provided appropriate documentation or demonstrated rea-
sonableness of cost.

Chairman LEVIN. Is that, then, inaccurate, that memo of a year
ago?

General JOHNSON. That letter is inaccurate. Sir, frankly, I review
most of those before they go out. Sometimes they get out prior to
my and Mr. Loehrl’s review. Obviously, that’s one that did. But
those costs have not been recognized.

Chairman LEVIN. So, the $100 million that I've described for
overpricing of those containers has not been paid? While you're
looking at that, let me move on, because of the timing here.

General JOHNSON. Sir, we'll update that information for you.

[The information referred to follows:]
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DEPARTMENT OF THE ARMY
OFFICE OF THE ASSISTANT SECRETARY OF THE ARMY
ACQUISITION LOGISTICS AND TECHNOLOGY
103 ARMY PENTAGON
WASHINGTON DC 20310-0103

506 a0

The Honorable Carl Levin
Chairman )

Committee on Armed Services
United States Senate
Washington, D.C.. 20510

Dear Mr. Chairman:

We wollld like to advise the Commitise that the Insert for Record {IFR) résponse
(enclosed) regarding testimony given to the Committee on Aprit 18, 2007 should have
been titled a "correction for the record".

Upon review of our oral testimony we determined that incorrect information was.
provided to the Committee regarding payment to the Logistics Civit Augmentation
Program {LOGCAP) il contractor for living containers. Due to the complexity and
‘number of related cost issues associated with living containers under the LOGCAP
contract, MG Johnson (then) U.S: Army Sustainment Command (ASC) Commander, did
not provide an accurate response in regard fo the amounts paid at the time of his
testimony. :

We believe the attached clearly lays out the three separate, but related cost
issues with living containers. Kellogg Brown and Root was reimbursed approximately
$99M for the living container costs questioned by DCAA as noted by the Committee,
However, no Base or Award Fees were paid against these costs. Costs questioned by
Defense Contract Audit Agency in regard to two related living container buys: are either
in a suspended or partially disallowed status,  These two related, but separate issues,
led to the confusion in the ASC Commander's testimony.

We sincersly fegret the confusion that arose during the tesﬁmany and apologize
for any impact to the Committee’s deliberations.

Sincerely,

Lol I Sptbo ]
Claude M. ';{t:m, g &

Assistant Secretary of the Army
{Acquisition, Logistics and Technology)

Enclosure
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I wish to-further address the issue-of living containers as discugsed in the April 19, 2007 hearing
on LOGCAP before the Senate Armed Services Committee. The Committes questioned the
amount KBR was retmbursed for the containers. | T want to take this opportunity to clarify the
issues on living containers.

There are three separate issues regarding Hving containers: the $99M that was questioned during
the hearing; a $4.5M disallowanve regarding the price to purchase containers from two higher
priced vendors; and & $51M claim paid by KBR to First Kuwaitt Trading & Contracting (FKTC)
for costs incurred by FKTC because of & délay in moving containers from Kuwait into frag. 1
will address each of these 1s3ues separdately.

The fiest issue involves the $99M questioned regarding payment for contamners purchased by
KBR in the performance of Task Order (TQ) 59, The Defense Contract Audit-Agency (DCAAY
reviewed the TO costs as a part of the definitization process for TO 59, As a result of their
review on March 24, 2005, DUAA initially questioned approximately $99M as an unreasonable
expense. KBR purchased the containérs from someone other than the Tow bidder without, fnthe
judgment of DCAA; adequate justification. This issue wags incheded in the March 2005 TO 59
definitization negotiations. KBR s position was that they had purchased the contéiners from an
agent other than the low offeror because of capacity and déliveryissues. The PCO, Mr. Valiant
Dithart, resolved the issae by allowing the cost for the containers but not paying any Base ot
Award Feeon these costs. DCAA was aware of the PCO’s position and took no exception.. In
the settlement, the PCO included a re-opener provision allowing KBR to submit a request for the
withheld fee if they were able 1o provide further data supporting their actions: The DCAA letter
of 24 January 2006 offered assistance to-the PCO should additional negotiations become
necessary. KBR has not submitted arequest for fee and, as'a conséquence, has not been paid any
base or award fee on the $99M. )

The second issue involves the $4.5M disallowance for purchase of the containers from two
higher priced vendors, This disallowance invelves a different subcontractor than that involved in
the TO 59 payment. . This $4.5M disallowance is a vesult 6f an audit of incurred cost rather than
an-audit of proposed cost. KBR purchased containers from seven different vendors; with two-of
those vendots more highly priced that the Tower priced offeror Tepe. KBR stated that they did
not purchase containers from Tepe due to lack of capacity. I their April 7, 2006 review, DCAA
disagreed with KBR's assertion that Tepe did not have the capacity. The $4.5M difference
between what KBR paid the two higher priced vendors and what KBR could have paid had they
gone to Tepe has been disallowed and not paid to KBR. On August 30, 2006, DCAA lowered

the disapproved costs from $4,511,164 to $4;,162,997 to reflect lower average costs for
containers from KBR s subcontractor. Under the terms of the contract, when costs:are
disallowed by DCAA, KBR has the right to request the cognizant contracting officer to consider
whether the unreimbirsed costs should be paid. Under the LOGCAP contract, the cognizant |
contracting officer for issues of cost allowability is the Administrative Contracting Officer
{ACO} at the Defense Contract Management Agency (DCMA). - KBR requested such
reconsideration, and the ACO is currently awaiting KBRS additional information.

The' third issue with containers involves-a $51.3M claim paid: by KBR fo FKTC for costs
inourred by FKTC as a result of Government delays in nioving Hving containers from Kuwait to
Iraq. In this particular case, DCAA suspended and ultimately disallowed the $51.3M KBR paid
to FRTC on the claim, KBR then requested that the ACO consider whether the unreimbursed
costs should be paid. Interii determination madé by DCMA on December 29; 2006 allowed
$25.6M, which was adequately justified by KBR: The remaining $25.7M is still under review by
the ACO. :

To further clartfy, when I stated in my testimony that the container costs had not been paid to
KBR, I was referring to the $4.5M and the $25.7M discussed above; fee has not been paid on
these costs,
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Chairman LEVIN. Despite what that document says, you're say-
ing that $100 million has been paid. Is that what you’re saying?

General JOHNSON. No, sir, I'm not saying none of it’s been paid.
$1.4 million has been paid.

Chairman LEVIN. No, I'm just talking about the $100 million that
I have identified. Of that $100 million, which is in excess of the
reasonable cost—I've identified it, I've described it here for you—
that the reasonable cost here, what they could have obtained these
containers for versus what they paid for them, we estimated is
$100 million. You’re saying some of that $100 million has been
paid?

General JOHNSON. A total of $27 million has been paid, has been
allowed.

Chairman LEVIN. The gentleman’s shaking his head no, behind
you.

General JOHNSON. Sir, we're getting a bit of apples and oranges
mixed here.

Chairman LEVIN. Okay.

General JOHNSON. Okay?

Chairman LEVIN. All right, you're saying $27 million of that $100
million has been paid. Is that your bottom line?

General JOHNSON. I will say $27 million has been paid to KBR
for container operations of those questioned costs.

Chairman LEVIN. All right.

General JOHNSON. $100 million I’'m not aware of.

Chairman LEVIN. All right.

General JOHNSON. Okay?

Chairman LEVIN. Now, on top of the $100 million—and I think
maybe this is one of the issues—the subcontractor claims that KBR
and the Government owe it an additional $50 million because that
was caused by delays that resulted from its waiting for military
convoys into Iraq. The DCAA has determined that that was not
true, that that %50 million that they claim was not caused by
delays. They’ve made no such showing, no documentation, of delays
costing it $50 million in addition to what it had previously been
promised.

Is that, first of all true, Mr. Reed?

Mr. REED. Yes. I would point out that DCAA’s point was we were
not given documentation that would substantiate that allegation.

Chairman LEVIN. But first it gave you documentation, did it
not—it claimed that its cost for the truck and driver was $750 a
day. Is that true? That’s what it first told you?

Then it reduced it to $500 a day, then it said its costs were $300
a day, and then it provided no documentation that it had paid any
of those amounts. Is that accurate?

Mr. REED. Yes, sir.

Chairman LEVIN. So, first they claimed $700, then they say they
paid $500, then they said they paid $300—mnone of which was true,
because they obviously changed their story—and then they pro-
vided no documentation for the $300. That $50 million is part of
the $150 million, General Johnson, that we’re talking about here.
The man behind you—and what is your name, sir? The gentleman
behind you?
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General JOHNSON. That’s Mr. Loehrl, sir. He’s the Director of the
LOGCAP.

Chairman LEVIN. He’s shaking his head this way. Would you
agree with his head-shake, up and down, yes?

General JOHNSON. Roger, sir.

Chairman LEVIN. Okay. So, now, you're saying, of that $150 mil-
lion, so far only $100-and—only $27 million has been paid. Is that
where we're at?

General JOHNSON. That’s right, sir.

Chairman LEVIN. Okay.

General JOHNSON. Now, some of those costs were negotiated
away and never reached the point of even being considered. That’s
why the difference in the numbers you’re seeing.

Chairman LEVIN. All right. Is there still an outstanding claim for
the balance of $150 million?

General JOHNSON. There’s an outstanding claim for $25 plus $4.2
million—$29.9 million. That’s all the outstanding claim that re-
mains. The rest of those costs were negotiated away.

Chairman LEVIN. All right. So, we’re all talking about the con-
tainer contract.

General JOHNSON. That’s right, sir. The only thing that’s pending
on the container contract is $29.9 million.

Chairman LEVIN. All right. The facts that I gave, that KBR tried
to obtain from us the reimbursement for the containers that they
paid, which were unreasonable—is that correct?

General JOHNSON. That’s correct, sir.

Chairman LEVIN. When they decided to pay the higher price in-
stead of the lower price, and they decided that they were going to
pay 260 percent to 600 percent of prices which were reasonable,
when they billed us for that, did they also get profit—did they ex-
pect to be paid a profit on that amount, at that time, when they
billed us for it?

General JOHNSON. I don’t know what KBR expected. I will tell
you the way it works.

Chairman LEVIN. No, not the way it worked. Wouldn’t they as-
sume that they would get a profit on the amount of money:

General JOHNSON. They would probably assume that they would
get at least the base fee of 1 percent, and they’d have an oppor-
tunity for 2 percent in award fees.

Chairman LEVIN. All right. So, therefore, they would normally
expect that the more they paid for those containers, the greater
their profit would be. Is that fair?

General JOHNSON. That’s fair, sir.

Chairman LEVIN. All right. That’s one of the big issues here, ob-
viously, is, they overpay for containers, they send us the bill, they
got paid part of it, which they never should have been paid, and
then, on top of that, the more they pay for containers, because of
the lack of competition, the more they expect to be paid in profit,
as well. Is that a fair statement? Normally, they would expect that.

General JOHNSON. They have to understand, they have to get
through the audit process, the price negotiation, and independent
Government estimate, but, yes.

Chairman LEVIN. Yes. Okay. With that expectation, they would
expect that the more they were able to pay for those containers, if
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it was approved by the auditors and by the system, that the great-
er their profit would be. Is that fair?

General JOHNSON. That’s fair, sir.

Chairman LEVIN. Thank you. My time’s up.

Senator Warner.

Senator WARNER. Thank you, Mr. Chairman.

This subject is an extremely important one, and it has a degree
of complexity that’s somewhat unusual for our types of hearings, in
that it requires so many detailed documents and other means of
evidence. I felt that your opening statement listed a number of very
serious allegations, and, with your concurrence, I would like to, as
my first question, submit your opening statement, in its entirety,
to each of our witnesses, asking them to make such comments for
the record as they deem appropriate and given their particular
areas of expertise. Do you concur?

Chairman LEVIN. I would very much welcome that, as a matter
of fact. We were quoting their audits in that statement at great
length, so we’re happy to have them review those quotes, or any-
thing else in that statement, of course.

Senator WARNER. I thank the chair, because I think the com-
mittee will need that for the record.

[The information referred to follows:]

REVIEW BY PATRICK J. FITZGERALD

At the Senate Armed Services Committee hearing on the Logistics Civil Aug-
mentation Program (LOGCAP) on April 19, 2007, Senator Warner asked the witness
panel to review Chairman Levin’s opening statement and provide comments.

We have reviewed Chairman Levin’s statement and believe the general themes
are consistent with our audit results that contractor oversight was insufficient and
improvements in cost-effectiveness were needed in LOGCAP operations. We believe
the statement fairly and accurately presented the issues, challenges, and problems
we found during our work on LOGCAP.

We identified a few minor issues. The third and fourth bullets reference Novem-
ber 2005 Army Audit Agency (AAA) audit reports. These reports were issued in No-
vember 2006. A sentence in the fourth bullet stated that AAA found that “Staffing
levels at the numerous distribution centers were excessive,” but our report states
that “Staffing levels at the numerous distribution centers appeared excessive.”

We appreciate the opportunity to participate in the committee’s review of
LOGCAP operations.

Senator WARNER. Before I go to some other more detailed ques-
tions, our distinguished colleague, Senator Dorgan, raised this
question of the water, and that’s the type of reporting that will
come out of a hearing like this and, understandably, will attract
the attention of those following this case, because it’s simple and
straightforward, and water is something that all of us depend on
every day. Does anyone have any knowledge of this water problem
to which our distinguished colleague referred? Is it an isolated case
that occurred? I assume there are probably several hundred water-
ing situations throughout that AOR in Iraq. Is this but one? Were
there a number of them? What steps are we taking to correct it or
verify the accuracy of the reports?

General, would you like to start on that?

First, General, it would be helpful if the record would reflect how
long have you been in this important position that you now occupy?

General JOHNSON. Sir, I assumed command in June 2004. I've
been in command approximately 2 years and 9 months.
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Senator WARNER. Fine. Secretary Bolton, you've been, for some
time, haven’t you?

Mr. BoLTON. Yes, sir.

Senator WARNER. How many years is that?

Mr. BoLTON. We're going into the 6th year, sir.

Senator WARNER. Six years. So, each of you had an opportunity
to really have a period within which to understand these problems
and deal with it.

Mr. BOLTON. Absolutely.

Senator WARNER. Now, you're going to address the water prob-
lem, General.

General JOHNSON. Sir, we've looked into the water power prob-
lem at Al Ramadi. A couple of issues.

One, during the time of the allegation, KBR was not operating
the water site. It was being operated by an Army unit during Re-
verse Osmosis Water Purification Unit (ROWPU) operations.

Senator WARNER. So, KBR was not involved in this water?

General JOHNSON. Not during the time that the allegation was
made. KBR assumed control of the operation about 2 months later.

Senator WARNER. All right, we have to get this straight. So, at
the time of the allegations, KBR did not have a responsibility. That
responsibility rested entirely with the Corps of Engineers?

General JOHNSON. It was an Army water unit that had the capa-
bility to produce water using an Army ROWPU.

Senator WARNER. Now, those units indigenous in the core table
of organization or in the regular divisional

General JOHNSON. They are part of normal organizations. I think
that was an Air Force unit. I'd have to check my facts on what type
of unit, because we had Air Force, Navy, and Army units producing
water at that time.

Senator WARNER. All right.

General JOHNSON. I don’t remember exactly which one it was. 1
just know it was a military unit, and not KBR, at that time.

Senator WARNER. All right. So, in any event, the responsibility
for the potability and safety of that water rested with the Army,
as opposed to any LOGCAP contractor.

General JOHNSON. At that time.

Senator WARNER. At that time, all right.

Now, was this an isolated incident at one installation, or was this
type of problem being experienced prevalent throughout other
areas of the AOR?

General JOHNSON. Al Ramadi is the only reported incident that
we have that I know of.

Senator WARNER. This gentleman keeps coming up. Maybe he
could join us at the table.

General JOHNSON. Oh, okay. For the first couple of years of this
operation, I was doing it personally. He’s the guy that took over for
me.

Senator WARNER. All right.

General JOHNSON. He works for me.

Senator WARNER. I'm not dismissing his credibility. I'm just try-
ing to associate for the record, which will be read by others, his
participation. His name, sir?
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General JOHNSON. His name is James Loehrl. He’s the Director
of the LOGCAP for the Army Sustainment Command. He works
under my supervision.

Senator WARNER. Thank you very much. We welcome him.

Go right ahead.

General JOHNSON. Yes, sir.

What he just provided me was that the Army units produce,
KBR distributes, a Navy medical unit did preventive med evalua-
tion of the water and found no problem. Additionally, the DOD IG
has been doing a complete investigation of water in Iraq. No issues
have been found thus far that I'm aware of.

Senator WARNER. Other than this one.

General JOHNSON. We found no issues there, sir.

Senator WARNER. I beg your pardon?

General JOHNSON. We found no issues with the water there.
After the inspection, we did not confirm the allegations that were
made.

Senator WARNER. I see. So, the representations made by our col-
league this morning were examined, and no facts were found to
sustain the allegations?

General JOHNSON. That is correct.

[The information referred to follows:]

REVIEW BY MG JEROME JOHNSON, USA,

I testified before the Senate Armed Services Committee on April 19, 2007, on the
Department of Defense’s management of costs under the Logistics Civil Augmenta-
tion Program contract in Iraq. Senator Dorgan has questioned the accuracy of my
testimony during the hearing regarding the water quality provided to our troops in
Iraq.

Prior to my testimony before the committee, I reviewed all information available
to the Army on this issue, including the information presented before the Demo-
cratic Policy Committee. After Senator Dorgan raised his concerns, I reviewed my
testimony for accuracy. Based on my review of the information available to me at
that time, my testimony regarding the provision of water to our soldiers was true
and accurate.

It appears, however, that there is some confusion as to the extent of the Army
review of this issue. The Army reviewed the provision of water throughout Iraq fo-
cusing on the allegations that contaminated water was provided to our troops at Al
Ramadi and at Q West.

Mr. BoOLTON. Senator Warner, if I could add to what General
Johnson’s already talked about

Senator WARNER. Now, wait a minute. Just a minute. Would you
go more slowly?

Mr. BOLTON. Yes, sir. If I may add to what General Johnson has
already said, my first visit to the AOR was at the time of the alle-
gation. So, I took personal interest in this, and followed it. As Gen-
eral Johnson’s already pointed out, KBR was not in charge of the
water at the time. A military unit was. In addition to the checks
that were made, we also checked all medical records to see if any-
one had gotten ill from any tainted water. We found zero of those,
and we checked those twice.

I would tell you that water, as you pointed out, is extremely im-
portant. We have produced, under LOGCAP, 7.5 billion gallons of
water and some 200 tons of ice during the course of this contract.

Senator WARNER. All right.

Mr. BOLTON. So, this is very important.
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Senator WARNER. I must press on, gentlemen. I think you have
put before the committee a rebuttal of this case with regard to
water, which we accept, for the moment.

At the time the Army awarded the LOGCAP III contract to KBR,
were there any other companies that bid on it, or could have bid
on it, or delivered the same level of service? I am just unfamiliar
with what the competition is, particularly at the time LOGCAP III
was offered.

Mr. BOLTON. Senator Warner, there were three competitors, to
include KBR, and they submitted their proposals. The Army did a
source selection on that and picked KBR. I won’t go into the other
proposals, but the other proposals lacked what we needed, and they
were also more expensive.

Senator WARNER. All right.

Now, the performance contracts under LOGCAP IV, to Secretary
Bolton and General Johnson, how many companies competed? You
said this. You've already answered that. But why does the Army
intend to limit the number of contractors to three in the current
bidding process for four?

Mr. BoLTON. I don’t know if I have a good answer on that. It is
an open competition. In fact, we intend to have a contractor who
will do the planning and work for us, and then we’ll have up to
three additional contractors. So, you could have four contractors
here. They will actually do the tasks, and we’ll compete those
tasks.

Senator WARNER. All right. My last question, to the General,
from a military standpoint, do you factor in, in the bidding of these
contracts, and judging the performance of the contracts, the ex-
tenuating circumstances in-country that the contractors are experi-
encing? In other words, it is a high-risk area. It’s what we call 360-
degree risk area. In other words, there’s no clear front line and
rear echelon, as you and I were trained as youngsters, that existed
in other conflicts. Everybody’s in it. To what extent do you factor
those factual circumstances of high risk, ever-changing operating
tempo, requirement to feed so many troops one day, and the next
day they’re augmented or have been transported somewhere else—
how has that complicated the implementation of these contracts,
from your professional military standpoint?

General JOHNSON. Sir, it’s caused significant complication. First
of all, the contract is supposed to be awarded and executed in what
we call a permissive environment—i.e. front lines, real lines—and
the contractor would operate in that permissive environment,
where he would not be under attack, normally. The complicating
factor is the nonpermissive environment. The contractor is oper-
ating under stress of attack. We have to provide tactical combat
forces to protect the convoys when they go.

To the contractors’ credit—and, frankly, to some personal indi-
viduals over there that I found enormous; and, frankly, it’s prob-
ably because they’re a bunch of retired guys who didn’t know that
they were out of uniform—Paul Cerjan, Remo Williams—who phys-
ically accompanied convoys through hostile environments early in
the war to ensure that the troops were provided with appropriate
services.
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Now, frankly, we had some issues with the KBR management
structure at the kind of senior-to-mid level, but these guys on the
ground—the Cerjans, the Williams’—what they did was far and be-
yond what the contract called for. Had they not taken those ac-
tions, we would not have been able to support our soldiers.

Additionally, I might add, when brought to KBR’s attention, the
issues that we were having at the contractor level—Mr. Loehr] and
the procurement contracting officer, with many of their mid-level
managers—KBR replaced an entire group of mid-level managers,
and that situation’s improved quite a bit, the estimates have gotten
better, and the cooperation with the contracting officers have got-
ten quite a bit better. They’re not where we want to be, but, when
}:‘hey replaced that management structure, it made a significant dif-
erent.

Senator WARNER. I thank the witnesses.

General JOHNSON. I hope that answers your question.

Senator WARNER. I thank you, Mr. Chairman.

Chairman LEVIN. Thank you, Senator Warner.

Senator Akaka.

Senator AKAKA. Thank you very much, Mr. Chairman.

I would like to thank all the witnesses for being here today, and
would particularly like to thank Senator Dorgan for his efforts to
investigate these contracting problems during the last Congress. I
did support him in his legislation, that was dropped at the end of
the 109th Congress, on these problems. Like Senator Dorgan, I con-
tinue to be very concerned about the contracting abuses and war
profiteering in Iraq. So, I thank you, Mr. Chairman, for calling this
very important hearing today.

No question, we feel that the resources in our country are not
unlimited, and it is our duty to the taxpayers that our service men
and women have all that they need, and to make sure that the tax
dollars meant to be used for defense of our Nation are not wasted.
That’s where I am. We've heard cases of abuses here, and I'm sure
we have many more. But I want to look at what problems may be
here in Washington, DC.

Secretary Bolton, this has to do with the acquisition workforce.
In April 2006, the AAA reported that DOD remains insufficiently
staffed and inadequately organized to provide effective oversight
for the LOGCAP contract. Mr. Secretary, why is it that 4 years into
the war in Iraq, we still haven’t been able to provide adequate
staffing to oversee this contract? Do you believe that the shortage
of contract oversight personnel is specific to this contract, or is it
symptomatic of a broader shortage in the DOD?

Mr. BoLTON. Senator Akaka, thank you very much for the ques-
tion. It’s good seeing you again, sir.

I'll go back several years, when I was confirmed here, in front of
Senator Levin and Senator Warner at the time, I made a statement
during that particular confirmation hearing, that I had a grave
concern on the declining nature of the aquisition workforce. I stat-
ed then, and it’s come to pass, that, within my tenure, a large num-
ber of professional aquisition types would retire, that demographics
were against us. They’re still against us. What remains of my
workforce over the next 3 years, half of the civilian workforce—
that’s roughly 45,000—are eligible to retire. Not a whole lot of folks
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coming in behind them. The workload continues to increase. Rough
numbers, when the wall went down in 1989, the Army had about
140,000 people in this area. Today, we have 45,000.

Now, we’ve been able to do the workload, because of a lot of
things that you've heard this morning on LOGCAP. We have put
evaluation boards in place. We rely heavily upon the audit agencies
and others. We used to do a lot of that internally. We have to rely
upon these agencies. On this particular contract, it really ex-
ploded—no pun intended. LOGCAP was designed, as I said in my
opening comments, to do contingency, short-term, until you can get
in with regular pieces of contracts and so forth. That didn’t happen
here because of the nature of the war.

Now, going back to the workforce, trying to pull people out of the
United States to put over there who are already working very, very
hard on other activities, and then making that happen, and also
putting them into an environment, as noted earlier by Senator
Warner, a very difficult environment—austere, hostile, without the
infrastructure of having a computer system, a business system, a
banking system—and yet, myself and others here—when it comes
to auditing, only know one way of doing that, and that’s the way
we do it stateside, in an air-conditioned building with an infra-
structure, and we impose that upon our people. They did a fan-
tastic job.

But, to your point, could we use more people? Yes, we could.
We've enlisted others from other agencies to do that. There are
roughly 500 people auditing this contract right now in country; 350
of them live with the various posts and camps out there, reviewing
what the contractor’s doing on a daily basis. Then, as others here
have testified, they have 50 to 100 or so of their own auditors who
are in and out of there.

The caution of just saying “more people” is the environment. It’s
a hostile environment. Every person I send over there is a target.
Unfortunately, I've had people hurt, and several killed. So, as I
look at this, we do the best job we can, and I think it’s a pretty
good job, under very difficult conditions. I believe we need to—and
this is all of us, and we've talked about this before, as a group
here—take a look at what’s required in this type of an environ-
ment, and make sure that the next time we do this, we have the
right contract vehicles in place, but, more importantly, we have the
right processes and tools for dedicated Americans to actually do
very good work in a very difficult environment.

So, to your point, I think it’s absolutely right, it is systemic. We
could use more, but we have to be cautious on the environment. I
believe there are other tools we could use. LOGCAP 1V is a perfect
example, where we will be competing the task orders and drive a
lot of the concerns down. But the auditing folks will still be there.
For those who don’t know, at one time I used to be an IG, so I
know the value of this work and what needs to be done.

Senator AKAKA. My concern is, there are problems out there.
They’ve been mentioned. We are short. But what are we doing to
try to correct these problems? I'm saying this because this is my
same concern with Hurricane Katrina. After 20 hearings, we dis-
covered that many of the problems were because there were posi-
tions that were unfilled. They could not carry out what needed to
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be done. If that’s the case also here, then we need to make changes
immediately to correct that. This is what I'm looking for, and that
was what my question was all about.

Mr. Fitzgerald and General Johnson, it is striking that all of the
instances of the use of LOGCAP funds for military construction ac-
tivities appear to occur in Iraq. But there were no similar cases in
Afghanistan. I may be wrong, correct me if I am. My question to
you is, please explain why this was the case. Was there a leader-
ship problem in Iraq? Why would there not have been consistent
guidance from the Army and Central Command such that we
would have seen these problems in both countries, or in neither of
them, rather than only in Iraq?

Mr. Fitzgerald?

Mr. FITZGERALD. Sir, our audit work did show that some funds
were used to do military construction in Iraq. When we made com-
mand aware of that—command was already aware of it when we
made them aware of it, and our understanding was that they were
taking action to report that the funding may have not been the
right funding to be used, and it was being worked in accordance
with the procedures and policies of the Army at that point.

I can’t comment on any construction work done in Afghanistan,
sir.

Senator AKAKA. General?

General JOHNSON. Sir, we received guidance early on in the war,
and, in accordance with regulation, construction, if you will, or pur-
chase of equipment that’s contingent or necessary to execute an
operational mission may be done. That was done both in Afghani-
stan and Iraq. As we moved from really volatile contingency oper-
ations, constantly moving, we got to a situation where the lawyers
began to tell us that, “You need to look more at contingency con-
struction authority rather than using the earlier pieces of that leg-
islation that said, incidental to providing the service.” We've done
that, and that’s been a gradual process, and that’s what you've
been hearing about.

The reason that you hear more of that in Iraq than you do in Af-
ghanistan is, frankly, the nature of the battlefield and the nature
of the fight. Iraq is an open country. It’s a war that started off very
much as a maneuver warfare. So, in many cases the contracting
goes back to the dining facility (DFAC) problem that we identified
earlier on. A commander might say that, “I have objective A that’s
in the western part of this country, and this brigade’s going there.
I need food services, I need a base camp, I need laundry services,
and I need fuel and food brought there as I execute the mission.”
In a maneuver operation, you may start out at objective A, you
may get instructions, in the middle of the process, to move to objec-
tive B, C, or D. That happened in Iraq. So you end up with those
kind of things happening, and that led to the DFAC piece, where
they bought food and stuff, and spent money, but did not service
as many troops as initially planned. The same thing with construc-
tion. You've built facilities in order to execute missions.

In Afghanistan, you had some of the same situations occur, but,
because it wasn’t as much of a maneuver operation, they did not
need as much construction, so, therefore, it never got to the point
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where we started to interfere with military civic action, and we got
out of the contingency phase.

I hope that’s clear.

Senator AKAKA. Thank you. Thank you for your response. My
time is up.

Chairman LEVIN. Thank you, Senator Akaka.

Senator McCaskill.

Senator MCCASKILL. Thank you, Mr. Chairman.

This hearing is very, very important to me. Sixty-six years ago,
almost to the exact date, a man by the name of Harry S. Truman
held the Senate seat that I sit in. At that point in time, he decided
that, on behalf of the American people, he was not going to tolerate
war profiteering. After reading all the information for this hearing,
as an auditor, I am stunned. As a Senator, I'm sick to my stomach,
and as an American, 'm angry.

The testimony that has been given so far about whether or not
there is sufficient personnel within the Army to monitor these con-
tracts, I, frankly, don’t buy. I have reviewed reports from the AAA,
from the DCAA, from the Monthly Performance Evaluation Boards,
and the semi-annual award fee evaluation. I have read reports dat-
ing beginning—and I let it go the first few years, understanding
that there was rapidly changing circumstances and difficulty on the
ground. So, beginning mid-June, I began reading. In June 2005,
July 2005, August 2005, September 2005, October 2005, several re-
ports in November 2005, in January 2006, March 2006, April 2006,
May 2006, June 2006, September 2006, November 2006, and De-
cember 2006, there were reports generated by dedicated auditors
and by people that work for the United States Government that
continually set out problems with contractor management, prob-
lems with cost performance, problems with access to information on
behalf of this contractor. You would have to be deaf, dumb, and
blind to read all of these reports and not come away with the ines-
capable conclusion that something is terribly wrong with this con-
tractor.

The most outrageous fact that is incontrovertible at this hearing
this morning—and, frankly, one of the most depressing things is
how few Senators are here—is that that contract was renewed in
December 2006. Wait. That’s not the worst. The worst part is, in
this contract there is a provision for a performance bonus for work
well done. Seventy percent of the evaluation for that bonus—70
percent of the criteria in the contract for getting a performance
bonus is contractor management and cost performance. Believe it
or not, you gave them “excellent” and you gave them hundreds of
millions of dollars for a job well done.

Now, Secretary Bolton, did you approve that bonus?

Mr. BoLTON. I didn’t approve that.

Senator MCCASKILL. Who approved that bonus?

Mr. BoLTON. The command who has that contract. That is not
my privy.

Senator MCCASKILL. Shouldn’t it be?

Mr. BoOLTON. No, it shouldn’t be.

Senator MCCASKILL. Okay. Then, who is the person—I want to
know the name of the person who decided that this contractor,
after all the reports I just laid out all the work done by these great
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auditors—who is the person that thought that their job was excel-
lent?

Mr. BoLTON. We can certainly provide the process, as well as the
names. It is not unlike any other contract. In this particular case,
the Evaluation Board meets every month to take a look at the con-
tractor and costs and schedule and technical, as well as quality.
While he may get an excellent in some areas, other areas he
doesn’t. So, the average that this contractor has gotten, over the
periods, has been about 88 percent, 89 percent. That equates to
about $250 million, of the $280 million or so that he could get.

I remind the Senator, as well, that when you look at the fee
structure on this for award fee, it’s only 2 percent. Compared to
any other contract that I've seen, that’s an incredibly small amount
of money.

With regards to the comments that were made earlier on the
cost-plus, what we do on the cost-plus, in terms of that fee, is not
unlike any other contract that we have in the Federal Government.
That’s why we have all these auditors and an Evaluation Board
whose job it is, with all the comments, whether it’s yours or any-
body else, to go and look at every one of those as we review the
contractor and the costs. That’s why we have upwards of several
hundred million dollars in question right now.

Senator MCCASKILL. With all due respect, Mr. Secretary, I have
read all these reports, as an auditor, looking from the outside, and
if you think this Evaluation Board—it would be different if 100
percent of the award was on technical performance, because, in
reading all the information, clearly there are a number of favorable
comments about the work that was actually performed. But 70 per-
cent of this award—and, by the way, I'm not going to feel sorry for
them that they only got 2 percent. This is not a time to think,
“Well, gosh, it was only 2 percent. We ought to give it to them.”
Seventy percent, according to your specifications, are contractor
management and cost performance.

Mr. BoLTON. That’s right.

Senator MCCASKILL. Now, do you think that bonus should have
been paid? Is that your testimony today?

Mr. BOLTON. I'm deferring to the experts in the field, who see
this day in and day out, who made the judgment in the field. I
would not question a field commander. I can make a lot of decisions
back here, but I rely upon the people, the experts, the men and
women we put there who have the experience, just as you have, to
make that judgment.

Senator MCCASKILL. Let me ask the auditors on the panel.
Would you have paid that award bonus, based on what you know
about this contractor?

Mr. REED. It’s really not appropriate for the auditors to engage
directly in the Award Fee Board decisions. We certainly were con-
sulted. We did provide input. That’s our role, to provide the input.
The results of our reports were provided. We were at the Award
Fee Board meetings, and we were given a chance to speak and
make presentations.

Senator McCASKILL. Were your presentations that this was an
excellent contractor, when it came to contractor management and
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cost performance? Was that the testimony that your agency gave,
as an audit agency?

Mr. REED. No.

Senator MCCASKILL. Mr. Fitzgerald, how about you?

Mr. FITZGERALD. Senator, we work closely—I would echo what
Mr. Reed said, that we work closely with General Johnson’s com-
mand to make sure that they know what we’re doing, what we're
finding, and so that they can take that into consideration as they
go forward on these award fee boards.

Senator MCCASKILL. Was it your recommendation, at any time,
that you thought this contractor deserved an excellent rating in
contractor management and cost performance?

Mr. FITZzGERALD. To be very specific, we weren’t asked for a rec-
ommendation, and, no, we didn’t give a recommendation.

Senator MCCASKILL. General Johnson, do you believe that there
were any mistakes made, in terms of awarding this contractor a
bonus for excellence in contractor management and cost perform-
ance?

General JOHNSON. Senator, ultimately I'm responsible for that.
What I do every time—and I review each one of those award fee
letters—initially, I was very concerned, and I talked to each com-
mander in the field. In fact, I just came back from Iraq last month.
The commanders in the field are, frankly, elated with the support
they’re receiving from the contractor. Its cost performance and cost
systems are not what we want them to be, and they have been
rated accordingly in the award fee process. Their performance, the
technical and the managerial, if you put those two together, rep-
resents 60 percent of the award fee process, versus the 70 percent
if you throw in the cost and the management. But if you put the
performance, the management, and the technical, which is deliv-
ering support to troops in the field, they have performed excellent.
That’s a fact that is constantly echoed in both Iraq and Afghani-
stan and Kuwait. That’s incontrovertible. I can’t argue with the
guy in the field.

Their cost systems, we have asked—we’ve had constant review
on them. We’ve had DCAA, DCMA, and the AAA review their cost
systems. When their cost systems were not meeting the standard,
we appropriately deducted that from the award fee process. It was
taken into consideration.

Early on in the process, they were receiving less than 80 percent
of the total award fee. As their cost systems became acceptable,
which they are now—they’re not what we want them to be, but
they are acceptable, so they don’t get excellents for costs, but they
do get excellents for management, and they get excellents for tech-
nical performance.

Senator MCCASKILL. It seems to me that the reports that are
generated by the people that are supposed to be evaluating their
performance, should hold precedence over the field commanders
when it comes to contractor management and cost performance. I
will tell you that, time and time again, throughout these reports
in 2005 and 2006, they were cited for contractor management, they
were cited for the inability to move people, who weren’t working,
into jobs where they would be working, people who were sitting
around doing nothing. It is stunning how bad this is. Frankly,
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what’s even more stunning is, there doesn’t seem to be an acknowl-
edgment, either by you, Secretary Bolton, or by you, General John-
son, that there’s something wrong with the systems if we’re paying
$200 and some million for good work when a record like this exists.

Thank you, Mr. Chairman.

Chairman LEVIN. Thank you, Senator McCaskill.

Senator Reed.

Senator REED. Thank you very much, Mr. Chairman.

Mr. Fitzgerald, in a series of audits over the last 2 years, the
AAA has found that KBR hired more employees than it needed to
run warehouses, then paid its staff to sit and wait for work that
didn’t show up; bought more nontactical vehicles than it needed, at
a cost of as much as $100 million; purchased more material and
handling equipment than it needed, at a cost of $26 million;
overstaffed at distribution centers, and refused to move idle per-
sonnel or equipment placed in one location to another to accom-
plish needed work. Is that a fair summary of some of the conclu-
sions?

Mr. FITZGERALD. Yes, Senator. Our work indicates that there
were opportunities where we could have been more cost-effective.

Senator REED. Now, are these results typical of the LOGCAP
contracts you reviewed, or is this an aberration? Are we consist-
ently seeing these problems on other contracts?

Mr. FITzGERALD. We have seen, in our work—there are always
challenges in defining and developing requirements, translating
those into good statement of work to make sure—especially in a
cost-plus contract, to make sure that we have a good, independent
Government cost estimate so that we’re in a good position to nego-
tiate a fair and reasonable price, and then, finally, obviously, to do
good contractor administration and oversight to make sure we get
what we contracted for.

Senator REED. Right. But let me go back to the question. Is this
typical of what you've found, in looking at other contracts, or is this
just an aberration—total aberration?

Mr. FITZGERALD. The opportunities for improvement here are
probably more so than we see on other contracts.

Senator REED. I think what youre saying is that this is not
atypical, that this was found in other contracts.

Mr. FITZGERALD. Yes, sir.

Senator REED. I'm told that you’ve briefed our committee staff,
and indicated that if there are adequate program management per-
sonnel representing the Government, that contract surveillance,
quality assurance—we would have at least been able to identify
these problems earlier, and correct these problems. Is that accu-
rate?

Mr. FITZGERALD. Yes, Senator. On two occasions, we made rec-
ommendations—and the Army has reacted to those to create a
force requirements branch in command to make sure that we de-
fine and develop requirements well so that they can be translated
to good statements of work, and also to establish clear lines of re-
sponsibilities—there’s a lot of people playing in this arena—to
make sure that we get what we’re paying for, and to make sure we
had good roles and responsibilities and accountability.
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Senator REED. How early did you notify your superiors in the De-
partment of Army that this management oversight function was
deficient?

Mr. FITZGERALD. The work we did was probably mostly in the
calendar year 2005, and that would be the time. As soon as things
come to our attention, we get with command and start working
that. I have to say, when we did get with General Johnson’s folks,
they did take action to start addressing those issues.

Senator REED. So, most of your audit activity and resulting rec-
ommendations were in calendar year 2005/2006. That’s where you
discovered a lot of these particular deficiencies with KBR.

Mr. FITZGERALD. With regard to LOGCAP in OIF and OEF, yes,
sir.

Senator REED. Are you confident that if you went out today,
these problems would not exist, that you've fixed the system, that
you have enough people out there, with the contract review and
surveillance and quality assurance?

Mr. FITZGERALD. Senator, I think improvements have been made.
But to say that everything is perfect now, I wouldn’t go that far.

One of the things I would like to add, though, is, we talk about
staffing; it’s not just the number of people, it’s having the right
people in the right places with the right skills and competencies to
do the jobs that they need to do.

Senator REED. No, I agree with you. One of the persistent
themes—and it’s not just LOGCAP, it’s translators, it’s types of
equipment bought, et cetera. Everyone will tell you, “We need the
right people and expertise, et cetera.” We’ve been at this now for
more than 4 years, and, if we don’t have the right people, and
enough of them, then it’s the responsibility of Secretary Bolton and
General Johnson to stand up, at this committee, and say, “We don’t
have them, we need them.”

So, Secretary Bolton, do we have all the people we need with the
expertise deployed to overlook these contracts now?

Mr. BoLTON. I would agree with the auditor that we could use
more. As I mentioned earlier, more of the right expertise—but just
having more in this particular theater may not be the right an-
swer, because of the nature of the war. As I said earlier, every per-
son I send over there becomes a target, and I have lost people over
there. So, we have to guard against that. So, finding ways of doing
the job better, which we’ve done, with the help of the auditors over
the last couple of years, is one way of doing that.

Senator REED. General Johnson, do you have enough people with
the expertise to do this job? If you don’t, have you made the re-
quest to your superiors for additional resources, in terms of per-
sonnel? Or are these personnel so scarce or unwilling that it’s im-
possible to fill all the holes?

General JOHNSON. Yes. Yes, sir. You've answered the question,
frankly.

I have made the request. As I mentioned during my statement,
Mr. Bolton, with significant effort, has obtained two Senior Execu-
tive Service (SES) positions for me, and that’s really helped a lot.
We've also staffed up the program officers. We started doing that,
and, really we had to justify that, and that’s where Mr. Reed and
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Mr. Fitzgerald came in handy in going out, auditing, and verifying
what we were saying we needed.

So, we got people. The bottom line, though, falls back to your lat-
ter statement, sir. In many cases, the right skillset is just not
there, and putting another person over there as a target does not
help us.

Senator REED. Thank you very much. I think this just, once
again, demonstrates to me that we’ve not mobilized the Nation to
fight this war. We've just sent a lot of good soldiers, marines, and
sailors out there, but we haven’t mobilized the Nation.

Thank you.

Chairman LEVIN. Thank you, Senator Reed.

Senator Webb, I haven’t been handed a card, but I believe that
Senator Webb is next.

Senator WEBB. Thank you, Mr. Chairman.

Gentlemen, I would like to start by saying that I hope you all
understand that this is not political posturing on this side of the
aisle over here on these issues. There’s a wide spectrum of experi-
ence up here, different types of experience, and there’s a great con-
cern that we have felt from our constituents about the amount of
money that’s been put into programs that don’t have a lot of trans-
parency. That’s what we’re really trying to do here.

Mr. Chairman, I would like to say, just as a starting point, that
I don’t want us to leave this hearing today with the notion, from
people who've watched it, thinking that this is simply an Army
problem. It’s not an Army problem, it’s not a DOD problem, it’s a
national problem with respect to these programs over in Iraq. It’s
more about war profiteering, accountability, transparency, and the
proper use of civilians in a war zone. It’s every bit as much of that
as it is about the programs that we’re looking at, although it’s very
important to be looking at them.

I'd like to associate myself with something that Senator
McCaskill began with when she mentioned Senator Truman. There
is a natural tendency toward corporate excess. There’s no way to
deny that. That’s why we have to have a balance in the system.
One of the things that then-Senator Truman did at the very begin-
ning of World War II, actually before we had been attacked at
Pearl Harbor, after mobilization, was to work very hard to put ac-
countability into the corporate process. They had extensive hear-
ings over a period of years. I think that the country was better off
for the fact that that happened.

I have a couple of questions, and I suppose they would properly—
at least the first couple, be directed toward Secretary Bolton, but
if someone else would be better to answer them, that would be fine,
too. I had to step out of the room for a moment. When I came back
in, I believe the question had been answered, asked, and answered
about the initial contract here with KBR. That was a competed
contract? Is that correct? Who were the other competitors in that
contract?

General JOHNSON. Sir, there were three competitors: Raytheon,
DynCorp, and KBR.

Senator WEBB. This was a 10-year contract that was awarded?

General JOHNSON. Sir, that’s correct. One prime year, and 9 op-
tion years.
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Senator WEBB. Is that usual—10-year contracts, are they usual?

Mr. BOLTON. On this particular—if you say “usual,” for LOGCAP
or just in general?

Senator WEBB. For these types of services that are being pro-
vided.

Mr. BOLTON. It has been, for LOGCAP, on this one. LOGCAP 1V,
we plan to do the same thing, a base year, plus 9 options.

Senator WEBB. You wouldn’t say that it’s unusual to get a 10-
year contract?

Mr. BoLTON. No, sir, not at all. With the option years, it allows
us to stop, as we will with the three, rather than taking that to
the end.

Senator WEBB. Okay.

I am interested in a historical reference, in terms of trying to
compare the costs. This is something that you obviously may not
have today, you may, but I would like to know how much the Gov-
ernment pays KBR for a meal, per meal, or you can do it per day,
and what that cost entails, and if there’s any historical referent on
that when these services were provided, inside the military itself.

Mr. BOLTON. I don’t know about the historical part, but today it’s
about $3.05 per meal.

Senator WEBB. That’s for the food.

Mr. BoLTON. That’s for the food, yes, sir.

Senator WEBB. All right. I would like to give you a written ques-
tion on this, so we can get a historical referent in terms of man-
power costs versus what it would have been like when the military
was providing those services.

Mr. BoLTON. Right. Will do.

[The information referred to follows:]

[See question for the record #41.]

Senator WEBB. Now, I have another question that concerns me.
I've spent a good bit of time over the past couple of years express-
ing my concern about the private security contractors in Iraq. I
know this is not the subject of the hearing today, but there have
been a number of reports about the lack of accountability from
these people, the lack of rules of engagement, the lack of legal ac-
countability, in terms of incidents that have occurred. We have
heard, at the staff level, that in the next couple of months in the
LOGCAP contracts, the contract that will be awarded will require
the contractors to actually be responsible for their own security. I
don’t know if that’s true, but I'd be interested to know if that’s
true, first of all.

Mr. BoLTON. Obviously, we can take that for the record.

We're in the source selection right now, but the instructions
going in were not to do that. That’s not the case with the current
LOGCAP III. It hasn’t been. In fact, we are withholding some
money from the KBR right now, because we suspect that one of
their subs actually did that.

Now, under other contracts in Irag—reconstruction, for exam-
ple—it is permissible, in those particular contracts. There are very
strict rules about how to do that, which even require the okay of
the commander there.

But, on this particular contract, no. I don’t believe.
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Senator WEBB. So, in your contracts, you're not putting in an ex-
pansion in the responsibilities of civilian security folks?

Mr. BOLTON. Senator Webb, to my knowledge, no, but I'll check
on that, and we’ll get that for the record.

[The information referred to follows:]

The Theater Commander will provide force protection for the LOGCAP IV per-
formance contractor in theater. If the Government cannot provide force protection,

the contract permits the contractor to request, through the contracting officer to the
Theater Commander, for the use of private armed security.

Mr. BoLTON. There are a number of reasons we do this. Under
the original LOGCAP, and the theme of the LOGCAP—a contin-
gency, youre in and you’re out. The military forces there will pro-
vide the security for you. If I start arming civilians, they become
combatants. That’s not good under international law. That’s not
good for them, it’s not good for us. So, it’s been banned on this par-
ticular contract.

Senator WEBB. Appreciate that. Thank you.

Thank you, Mr. Chairman.

Chairman LEVIN. Thank you, Senator Webb.

Senator Clinton.

Senator CLINTON. Thank you, Mr. Chairman. Thank you for
holding this hearing. It is especially important to get to the bottom
of the questions that we’re asking today.

Mr. Chairman, I would respectfully request that you perhaps
consider either charging one of our existing subcommittees or cre-
ating a special subcommittee to delve more deeply into the issues
that are being raised here. The seriousness of these allegations,
and, frankly, the waste and fraud that is so evident from so much
of what we've heard, merits that. But, in addition, we have to fig-
ure out what we’re going to do, going forward. We cannot afford to
continue this.

Over the last 4 years, we have paid KBR $20 billion to provide
logistics support in Iraq. Now, I thought when we entered a con-
tract, we were in charge of telling the contractor what to do. But
some of the reports that we have seen on this committee make it
sound as though the contractor is in charge of telling the United
States military, the United States Government, what to do.

Here are a few excerpts from some of the DOD documents:

From July 2005, “There were concerns as to the contractor’s re-
luctance to downsize the labor force after the transfer or support
missions to the sustainment contractor.”

Also July 2005, “The use of self-directed work added additional
costs to the task order, with no visible benefit to the Government.”

March 2006, “There was no effort to coordinate with the con-
tracting officer to de-scope changes based on the reduction of re-
quirements and to establish a new definite price.”

April 2006, “Command personnel advised us that the contractor
wouldn’t move idle personnel or equipment assigned from one task
order to another task order to accomplish needed work. When we
brought this situation to the attention of top contractor operational
personnel, they informed us this was a company policy.”

Secretary Bolton, why is the contractor permitted to be “reluc-
tant to downsize the labor force”” Why are they adding self-di-
rected work to the contract? Why aren’t they coordinating with
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Government officials in order to reduce requirements and costs?
How can they have a company policy that requires the United
States taxpayer to pay for idle workers? Who’s in charge of this
contact? DOD or the contractor?

Mr. BoLTON. I would hope that the DOD is, Senator Clinton.

In response to allegations such as those, what we have done is
put together several panels, run by the Government, run by the
Army. One is to look at requirements—these are requirements that
come on a regular basis from the commanders to make sure that
the commander is getting what he or she really wants. Sometimes
those requirements are inflated. We also have a group whose job
it is, once we have those requirements, to actually figure out how
much it’s going to cost, and then negotiate that with the contractor,
who has already put in a bid. Many times, those bids are a lot larg-
er and higher than we’d like them to be. So, we put people in place
to correct some of the things that you've just mentioned.

Are we there yet? Are we perfect yet? No. I'll take your allega-
tions and anybody else that I get from the auditors here, which
we've done over the years, and we will correct those. I think we'’re
getting better, but we are not there yet.

Senator CLINTON. Of course, one of the problems has been the ex-
traordinary increase in the outsourcing of Government functions to
private contractors. I think the latest figures I saw is that we now
have three times more private contract employees than we do mili-
tary and civilian employees. There is no evidence that these con-
tract employees perform better than Government employees, or
that they do it more cost-effectively. There has been no database
or system of accountability to keep track of all of these contractors.

Now, in October 2005, DOD issued DOD Instruction 302.42,
which included the requirement that DOD develop or designate a
joint database to maintain by-name accountability of contractors
deploying with the force, and a summary of the services or capabili-
ties they provide. Government Accountability Office (GAO) Report
0714, titled, “Military Operations High Level DOD Action Needed
to Address Longstanding Problems with Management and Over-
sight of Contractors Supporting Deployed Forces,” provides great
detail on these DOD instructions and the importance of having full
accountability.

May I ask, starting with Secretary Bolton, for a yes-or-no an-
swer, if any of you have reviewed GAO Report 0714?

Secretary Bolton?

Mr. BOLTON. Only at the summary level.

Senator CLINTON. Next, please?

Mr. REED. No.

Mr. ERNST. Yes, ma’am.

Mr. FITZGERALD. Yes, Senator.

General JOHNSON. Yes, Senator.

Senator CLINTON. Okay.

The GAO report concluded that the Army was still in the process
of implementing the database, and that it is uncertain when the
process will be completed. So, this has been going on now for 2%2
years—or 2—I guess, a little less than that, and we still don’t have
it. Does anyone know when the process will be completed? Can any
witness answer that? [No response.]
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Does anyone know when our deployed senior leaders and com-
manders will have a grasp of the accountability problem with all
these contractors? [No response.]

I'll let the record show that, to both questions, all of the wit-
nesses shook their heads no.

Chairman LEVIN. The record will indicate that, unless the wit-
nesses indicate, right now, otherwise.

Mr. BoLTON. Only to talk about the database, we do have a Syn-
chronized Predeployment Operational Tracker (SPOT) report that
we provide the commanders. That’s still an emerging database.
That does account for the contractors.

The problem that the commander has is more than just the peo-
ple that I have on contract. Since that commander is responsible
for the entire battlespace, it’s not only my contractors, it’s contrac-
tors from the coalition forces, it’s a contractor from private compa-
nies, that he also has to be concerned.

The database that you referenced earlier is still maturing. That’s
at the DOD level. We are part of that. I cannot answer your ques-
1(:1ion (iin terms of when it will be complete and how we’ll keep it up-

ated.

Senator CLINTON. Secretary Bolton, which Army staff agency is
responsible for the implementation of this database?

Mr. BovLTON. That will fall under me. If we're talking about con-
tracting and contractors, once I have that, I'll issue a policy on it.

Senator CLINTON. There was a disagreement reported in the
GAO report as to whether this falls under logistics or personnel.
Has that disagreement been resolved?

Mr. BoLTON. I don’t know if it’s been resolved yet or not.

General Johnson?

General JOHNSON. No, it has not been resolved. I'm a bit reluc-
tant in answering this, because I don’t know the current status, I'm
in the field now, versus the building.

There was a system and a team established as we moved into the
warfight. We called it “Triple C,” which is a Contract Control Cell.
It was established by the Army’s Materiel Command, operated
under my command, to make an effort to account for contractors
on the battlefield. Frankly, it was bigger than us. That’s when we
got the help of DOD, the Logistics Management and Readiness
crew, and they came up with a SPOT report.

Now, we have taken that to the field commanders. They have
looked at it. In many cases, it does not provide some of the data
points that they want so that they can manage these contractors,
and it’s going to require some implementation of procedures, as Mr.
Bolton has outlined, that we currently just don’t have. So, in some
cases we have some accountability. We don’t have what we need.

LOGCAP’s a bit different. We probably have pretty close to—I'd
be in the 90-percent-range confident that I know how many
LOGCAP contractors I have on the battlefield, and where. But
when we open up the scope to all the contractors on the battlefield,
we have contractors who perform what we call field service rep-
resentatives, who follow particular systems that are in the field
that have—that require contract repair, and we have numerous
other contractors that—supporting contractors. So, that’s the com-
plexity of the problem.
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Doesn’t answer, and doesn’t give an excuse for not having the ca-
pability. We are working very hard at it. We're just not there yet.

Mr. BOLTON. Senator Clinton, if I could just add a note that I
was handed on SPOT, that’s the tracking of the contractors, that
is in the Office of Secretary of Defense Business Transformation
Office, and it’s still under development.

Senator CLINTON. Mr. Chairman, I think that the issues that
this hearing has raised are such serious ones, this whole question
about contracting out services, where the chain of command either
doesn’t exist or it’s essentially outsourced, as well, to the con-
tractor, or whether it’s certainly confused, and where people cannot
be held accountable. The failure to have adequate databases, and
that’s on top of the testimony from our colleague, Senator Dorgan,
about just outright fraud and abuse and just heartbreaking waste
in the system. So, I think that this certainly is an issue that de-
mands our attention and perhaps an effort to try to sort out all of
these various problems of accountability, trying to get a better han-
dle on what should or shouldn’t be outsourced. I hope that this
committee can take a lead on trying to establish a strong founda-
tion, similar to what our colleague, Senator McCaskill, referred to
with the groundbreaking work of then-Senator Truman, because
we just cannot let this go on. It’s not fair to the people in the field,
it’s not fair to the people in the DOD who are, frankly, outmanned,
they have inadequate databases, it’s like sending them into a battle
with a popgun against heavy artillery, because the contractors have
so much more capacity to be able to manipulate the system. The
end loser is the soldier in the field and, frankly, all the rest of us.

Chairman LEVIN. We will have a second and third round here,
and this hearing is far from the end of this investigation, I can as-
sure all members of the committee. We’'re now going to start a sec-
ond round.

I just want to close the loop on the containers, which we were
overcharged for. The document, General, which you have seen, if
you could, for the record, explain why it is that that document says
that something was paid, which wasn’t paid, that would be satis-
factory on that. If you could do that for the record.

General JOHNSON. Yes, sir, I will.

[The information referred to follows:]

Several different cost issues were covered during the discussion on container
costs. We had three separate issues with KBR concerning costs for containers. One
of these issues involved a claim KBR received and paid to a subcontractor, First Ku-
waiti Trading Company (FKTC), for alleged Government-caused delays. The other
two issues involved the purchase price paid by KBR. During the hearing, when I
stated that costs had not been paid, I was referring to the costs of the claim ($51.3
million) and one of the instances involving container purchase price ($4.5 million).
The document the committee chair had in his possession involved the third issue
of container purchase price and questioned costs of $99 million. These costs have
been reimbursed.

The $51.3 million claim was submitted by KBR for costs it paid to a subcontractor
(FKTC). The subcontractor claimed that these costs were incurred as a result of
Government delays in moving living containers from Kuwait to Iraq. Based on a
DCAA audit recommendation, the Government did not pay $25.7 million of this
claim. On the second issue, concerning higher costs for living containers, $4.5 mil-
lion was not paid to KBR. This reflected the difference in costs between the higher
cost containers obtained from Prime Projects International and La Nouvelle and
lower cost containers that could have been obtained from a supplier named Tepe.

The January 24, 2006, letter you mention is from DCAA to the contracting officer,
Mr. Duhart. It is separate from the two situations mentioned above. The %99 mil-
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lion, an element of KBR’s definitization proposal for task order 0059, was questioned
by DCAA as container costs in excess of those available from a lower cost supplier.
KBR asserted the lower cost containers had different features which might not be
technically acceptable and the low cost supplier might not be able to meet the deliv-
ery requirements due to limited capacity. With the acknowledgement of DCAA, the
contracting officer resolved this during negotiations by allowing the cost for the con-
tainers but not paying any base or award fee on those costs. The negotiated settle-
ment included a re-opener provision for KBR to submit a request for the withheld
fee if they could provide further data to support their actions. KBR has not provided
that information and, as a consequence, has not been paid any fee on those costs.

Chairman LEVIN. Let’s talk, now, about access to information.

Back in December 2005, the DCAA audit report says that, “We
encountered significant problems in obtaining supporting cost or
pricing data. In some cases, the procurement files were not pro-
vided for review. In other cases, key information was not included
in the procurement files. Failure to disclose cost or pricing data to
the Government significantly impairs the reliability of the proposal
as an acceptable basis for negotiation of a fair and reasonable
price.”

Then, in December 2006—this was just a few months ago; this
isn’t 2003, 2004, 2005—still, the DCAA audit, November, says that
they could not qualify their audit, because of inadequate docu-
mentation. Here’s what they say: “We implore KBR management
and its Government compliance group to address the cited defi-
ciencies and to work with the DCAA to improve its systems.” Why
do we have to implore people that we're paying billions of dollars
to? Secretary Bolton, why should we need to implore? Why don’t we
direct them to either do it or we’re going to get a different con-
tractor, which, of course, we should have had a long time ago?

Mr. BoLTON. I'll defer, in terms of the wording of that particular
document, to my

Chairman LEVIN. Should we have to implore? I'll ask you that.

Mr. BoLTON. No, we should really have the information that we
want.

Chairman LEVIN. All right.

Mr. BoLTON. The contractors know that when they’re going into
business with us. Why it happened here, I just don’t know.

Chairman LEVIN. All right.

Mr. BoLToN. I will tell you, Mr. Chairman, that it’s not isolated
to this. I have other contractors where I have had similar problems
in the past, not related to the LOGCAP or this area of the world.
But I agree with you.

Chairman LEVIN. This is one of a large number of problems with
the LOGCAP contract. As was answered to Senator Reed, this isn’t
the way the Pentagon usually handles contracts. This is an un-
usual number of audit reports—month after month after month
after month. In my opening statement, which you’re going to re-
spond to at Senator Warner’s request, Senator McCaskill went
through, month by month by month, audit reports showing inad-
equacies, failures, overstatements, exaggerated claims. So, I hope
this isn’t a typical contract. It better not be, for the sake of all of
us. But it’s totally unacceptable, I think, to everybody.

Here’s what happened in September 2006. Again, this is rel-
atively recently. The Army Evaluation Board report for the
LOGCAP contract said the following, that the DCMA, Mr. Ernst,
this is your agency, this is what you said a few months ago for the
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LOGCAP—relative to the LOGCAP contract, “DCMA sees a down-
ward trend in performance in responding on critical information re-
quests from the corporate office.”

Now, I can understand the fog of war and all the other issues
that relate to your folks in the field. General Johnson, I think we
have great respect—and I'll tell you all that—for folks who take
real risks to get what our troops need. Okay? That, I hope, would
be clear. We have no respect for a company that does not provide
information to people sitting in your air-conditioned offices, Sec-
retary Bolton. That’s what we’re talking about here. We're not talk-
ing about these folks in the field who are providing the meals.
We're talking about a company, which, month after month, over-
states, overcharges, and misstates what the claims are. We’re going
to keep going at it. This is not the last hearing that we’re going
to have on this matter.

But in September 2006, DCMA sees a downward trend in per-
formance in responding on critical information requests, from the
corporate office: “Often, the DCAA does not receive information
they request from KBR. The sluggish responsiveness to Govern-
ment requests at the corporate level must be aggressively ad-
dressed.”

By the way, when the requests for information are sent to KBR,
here’s what the Evaluation Board said in December 2006, that “re-
quests for information received pushback due to corporate policy re-
garding internal documents.”

Now, Mr. Reed, does KBR have any right to deny auditors and
program officials access to documents supporting its contract costs
on the grounds that these are internal documents?

Mr. REED. No, they do not, if it’s related to the specific costs
being claimed or billed on their contract.

Chairman LEVIN. All right. So, now, what did we do about it, Mr.
Secretary?

What action did we take against KBR when they pushed back
and said, “these are internal documents”?

Mr. BoLTON. KBR, or anybody else—and we've done it with
KBR—when we find that the auditors or my managers are not get-
ting what they want, we withhold some money. We have a $55 mil-
lion settlement, for example. I told them if they didn’t provide the
documents, I would take that, unilaterally, and they could sue me
in court.

By the way, when we did that, when I did that, they provided
the documents.

Chairman LEVIN. This is 4 years after they get a contract, you
have to threaten them to get documents. Why do we tolerate this
for 4 years?

Secretary Bolton, this committee has pushed very hard to get
some competition into this deal, for the last couple of years, at
least. You've agreed that this LOGCAP contract was designed to
handle short-term contingencies. Short-term contingencies. As a
matter of fact, this scope of work in this LOGCAP contract was
that the contractor will initiate support for a force up to 25,000
personnel. That was supposed to be the scope of the work, 25,000
personnel. Then, the contractor may be required to increase sup-
port for up to 50,000 personnel. We're over 150,000 personnel.
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Now, why has this noncompetitive situation been going on for so
long? We've brought this to your attention for the last couple of
years, Mr. Secretary.

Mr. BoLTON. In response to your concerns—and, quite frankly,
ours—we are in the middle of source selection to have other con-
tractors—in fact, more contractors—do this.

Chairman LEVIN. Why has it taken so long? We've raised this
question for 2 years, at least.

Mr. BoLTON. I think, in terms of keeping this current contractor,
it’s just the nature of the

Chairman LEVIN. No, I'm talking about lack of competition. Why
have we not had multiple contractors so we could have competition
on task orders for this many years? We brought this to your atten-
tion in 2004 and 2005, and now we’re negotiating multiple con-
tracts. Why has it taken so long? When you have a contractor who,
month after month after month, is supplying exaggerated esti-
mates, has provided erroneous information, refuses to give docu-
ments, which are absolutely required under law, why has it taken
so many years to negotiate multiple contracts?

Mr. BorToN. I think youll find, 2005, we did recompete some of
the work there, and that was beneficial to us. As I just mentioned,
LOGCAP 1V is in its source selection right now to provide more
contractors there. With regard to the earlier concerns, “Why didn’t
we do this sooner?,” if you look at where we started, in 2002, the
scope—and you’ve mentioned it in your remarks there, going from
25 to 50—it was a lack of time to adequately go out and compete
all the task orders when we had a constant demand, and an esca-
lating demand, from the warfighter.

Chairman LEVIN. No, but you could have—look, if you—we have
time now—we’re still at war—you have time now to negotiate mul-
tiple contracts so you can get

Mr. BoLTON. Oh, no—what I was talking about is an ongoing
contract.

Chairman LEVIN. I understand. But why didn’t you negotiate
multiple contracts so you could have some competition for task or-
ders before now? That’s the question.

Mr. BorLToN. If you go back to when we put this contract to-
gether before the war, we looked at it the same way we did all the
others.

Chairman LEVIN. I understand.

Mr. BoLTON. We looked at it as a contingent, and we only had
roughly $50 million when we looked at the first task order.

Chairman LEVIN. I understand. I'm not asking about that. I'm
saying why didn’t you do, in 2004, what you’re doing now? Why
didn’t you do, in 2005, what you’re doing now? Get multiple con-
tractors? Why didn’t you do, in 2006, what you’re doing now?
That’s my question. We brought this to your attention in 2004 and
2005. Why didn’t you do, in 2004 and 2005, what you’re doing now?

Mr. BoLTON. Good question. I don’t have a good answer for you.

Chairman LEVIN. Senator Thune?

Senator THUNE. Thank you, Mr. Chairman.

In recent years, the DOD has institutionalized civilian con-
tracting such that it’s become a necessary function of large-scale
military operations, and, in all likelihood, the prevalence of con-
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tracting use as a vehicle for service distribution will likely increase.
I would pose this to any of the members of the panel. Do you have
any reason to believe that the amount of civilian contracting con-
current to military operations will decrease?

Mr. BoLTON. Given where we are today, I don’t see it decreasing.
As long as we have warfighters in the field, we will have this. One
of the reasons we have the LOGCAP was so that we could put
more soldiers, or military, in combat. If I were to replace that with
organic soldiers, just one-on-one, I'd look at 56,000 additional sol-
diers to do the work that’s being done right now. Rightly or wrong-
ly, if you say that, then you have to almost double or triple that.
The reason is that youre going to have to rotate those soldiers.
You're going to have to have a group there to take care of the work,
you have to have someone getting ready to come over, and then you
have to have someone who’s idle. That’s a lot of soldiers.

In addition, if you look at the funding part of this, a soldier, once
we recruit them, we have the soldier and the family. So, I have
families back home here that I'm also going to have to support and
fund. With a contractor, he’s on the field, and, when he leaves, I
don’t pay him anymore.

So, I think, from just a business sense, it’s the right thing for the
Army, and, quite frankly, the other Services, because they have
similar vehicles to do this. What this war has taught us, the les-
sons learned here, is, once you protract this, and particularly if it’s
a protraction where things are changing in the field constantly,
how are you going to accommodate for that? We think the LOGCAP
IV will allow us to do that, in terms of having several contractors.
We can compete these task orders rather than setting up a sepa-
rate source selection during the time of war to recompete a task
order, and run the risk of not having service to the warfighter. I
think that will be better.

The other is training of our folks. We do contingency training
very, very well, but that’s a short-term answer. Nation-building or
protracted, we need to learn how to do that better, both in con-
tracting, management, and even auditing. So, I think we’ll learn
more there. I wish I had a crystal ball that said we’re going to be
finished with this next year, next month, and all of the LOGCAP
folks will be coming home. I just don’t have that.

Senator THUNE. What alternatives to a LOGCAP-type—or a
LOGCAP-like contracting vehicle have been considered? Are there
other alternatives?

Mr. BOLTON. The only alternative that I know of—and I'll defer
to General Johnson here in a bit—is putting organic there. You’re
either going to have civilians—a contractor—or you’re going to do
it with soldiers, airmen, or seamen. Starting in the mid-1980s, we
were asked by Congress to take a look at using contract or civil
manpower to do the jobs that they could do for us, and that’s what
we’ve done. I think the first contract was in the 1988 timeframe.
Then another one in 1992, then 1996, and then the follow-on.

But all of those were always geared at short-term. I think your
question was spot-on, in terms of if you’re going to have a protrac-
tion here—and the chairman’s also indicated this—is there a better
way? Right now, I don’t know of a better way.

General Johnson may have some additional thoughts.
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General JOHNSON. Sir, we've looked at this real hard, and there
are a couple of alternatives. One, if you decide to go with all mili-
tary personnel. Mr. Bolton has explained that fairly well. In es-
sence, the LOGCAP exists virtually as a theater support command
would exist, with about 50,000 to 60,000 personnel. You'd need
120,000 to 200,000 soldiers to replicate that capability with the as-
sorted infrastructure that goes with soldiers, hospitals, housing,
and, of course, their long-term retirement pay, and the rotation and
training bases to keep them in action to replicate the LOGCAP
57,000 or so that are in theater.

As Mr. Bolton said, when the contractor leaves the battlefield,
he’s left the battlefield; you don’t pay him when he comes back, and
his infrastructure is up to him or her.

So, that’s if you try to put soldiers, alone. But we do probably
need more soldier or military structure for early-entry operations.
The contractor, in early-entry operations, is not the best answer,
and I think the Army is working on that in their total Army anal-
ysis process.

For the longer-term operation, if you decided to go with some-
thing other than a LOGCAP, one of the problems we’re having
right now is we had multiple contingency contractors with each bri-
gade, and each brigade were beginning to exercise their contin-
gency contracting capability to support themselves. I've been in
about 12 to 15 different military operations over my 30-year career.
That’s a fallacy that we're trying to correct by creating contingency
contractor brigades. Those contingency contractor brigades provide
area support and give us some kind of joint acquisition review be-
fore we buy anything.

For instance, moving into Bosnia, I can remember the days we
were down in Zapania buying hay to keep the trucks and things
from sinking in gravel. You had a contingency contractor for each
brigade. A bail of hay ended up being $1,000. That’s terrible. We
finally instituted a Joint Acquisition Board so that we flattened
that out.

So, if you did something other than this LOGCAP piece, you
would have unnecessarily created competitiveness and cause prices
to go up within the area. If you then move into nation-building,
you've probably decimated the local economy, because the local
businessmen will not be able to compete with the prices that the
U.S. Government will cause to be created, something that we’ve
had to work in this case with KBR on their supply-chain piece, to
make agreements external to the theater for supplies so the prices
level off in both Afghanistan and Iraq.

Lastly, you will create a management nightmare. We do not
have, as we've stated, people with the necessary expertise, right
now, to man as we would like to. I think we’re doing it adequate,
but adequate is not what we seek here. We have to do a better job
for our American soldiers and our American taxpayers. Our Amer-
ican military and our taxpayers deserve better. But we’re doing an
adequate job in management. We do not have the number of people
with the appropriate skills to manage the contracts that we have,
to include LOGCAP.

If you broke LOGCAP down into various contracts, you create
multiple contract administration requirements, you will complicate
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the commander’s ability to execute operations in theater, because
then, when he wanted to move troops, he could end up talking to
a base-camp contractor, a transportation contractor, an ammuni-
tion contractor, a food-supply contractor, and it just depends on
how many pieces you break that up into, rather than having one
point of contact that he can talk to and say, “Here’s what I have
to do,” and then allow the Government to work the requirements
and then come up with one contractor to perform the mission. So,
we’re going to have to have balance there.

Then, as I said in my opening statement, we’ve really got to look
at what we do in long-term war, because there is a breakeven
point, even on an instrument such as LOGCAP. I think it’s cost-
effective now. It’s like buying a house in Washington and—I guess
the price is probably close to $900,000 now for a house—but if you
paid that cash, you paid $900,000. That’s kind of what we’re doing
for LOGCAP, we’re paying cash. If you paid that over the 30- to
50-year life span of a mortgage, you're going to pay three times
that. So, that’s the price you have to determine of what you want
to pay and how you want to pay it over time. Frankly, that’s for
you to determine, not me. I'll just tell you what the complexities
are of executing a war in this environment, given those types of in-
struments to support the forces.

Thank you. I hope that answers your question, sir.

Senator THUNE. It did, and just one quick follow-up. The whole
basic principle of hiring civilian contractors is to augment military
operations, as I understand, and provide assistance in meeting sup-
port requirements, and that they would not be a replacement for
force structure. In this particular case, which category does KBR
fall into when executing LOGCAP? Do they augment force struc-
ture, or are they replacing it?

General JOHNSON. Sir, that’s a question I would prefer that the
building handle. In the total Army analysis process, there is what
we call a COMPO 9, which is for contractor support and civilian
military equivalents for soldiers. So, I would defer that so we can
take back and get you an appropriate answer from the appropriate
force-structure personnel.

[The information referred to follows:]

LOGCAP is mitigating force structure shortfalls during this time of persistent
conflict to enable commanders to accomplish operational missions. The current force
structure is a result of force management decisions made previously which assumed
risk largely in Combat Service Support (CSS) functions which are offset by LOGCAP
and host nation support. DOD policy, however, directs that functions where there
is a potential risk of engaging in direct hostile fire be deemed inherently govern-
mental and military essential. This includes many support functions on a noncontig-
uous battlefield covered by LOGCAP contracts. The Grow the Army Plan addresses
many of these CSS shortfalls now supported by LOGCAP, but will require some

time to build these unit capabilities. The Army will strive to ensure that only non-
inherently governmental functions are contracted out.

Senator THUNE. I see, Mr. Chairman, my time is expired.

Chairman LEVIN. Thank you, Senator Thune.

Senator McCaskill.

Senator MCCASKILL. Thank you, Mr. Chairman.

General Johnson, who is your contact person at KBR? Who is the
individual you deal with at your level?
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fG‘reneral JOHNSON. I deal with Bruce Stanski, who’s the president
of KBR.

Senator MCCASKILL. Bruce Stanski? Would you have any objec-
tion—or, Secretary Bolton, would you have any objection, in this
contract youre about to execute, saying that the first time that it
is documented that there is a difficulty getting access to informa-
tion by the auditors, that they would be no longer eligible for a per-
formance bonus?

Mr. BoLTON. With any contractor, regardless of their actions, we
keep what I call a report card—and you may be familiar with
that—a contract performance report. We do that on a regular basis.
That becomes part of a file. When I do a source selection, I look
at the history on all those contractors. If I discover there’s been a
problem, that is used as part of the evaluation criteria for a con-
tractor.

So, whoever is selected to be—all the contractors for the
LOGCAP 1V, if they do not perform, and that’s documented, it will
become part of their file, which we will review during any future
source selection.

Senator MCCASKILL. What I would then like to see, if possible,
are the documents that recommend these bonuses, because the
chairman outlined a number of instances that are specific, recent,
where—the arrogance of this company as to whether or not their
information belongs to us or belongs to them. When you enter in
a contract with a Government agency to do work for them, the doc-
uments surrounding that work don’t belong to you, they belong to
the Government that you’re working for. The idea that theyre say-
ing that these are internal documents, and that they’re causing the
auditors—and, by the way, every time an auditor is denied access,
it costs us money. Time i1s money when it comes to audit work. I
am blown away by the concept that there would be this kind of his-
tory of access issues, and they'd be “excellent.” Either access issues
are not important to you as a contracting agency of the Govern-
ment, or you don’t think they’re important, in terms of whether or
not someone is doing their job for the United States of America.

Mr. BoLTON. Senator, as I pointed out earlier, when it got to my
level that we were having some problems, we took a unilateral ac-
tion, which is basically to hold their money, and, if they wanted it
back, they can sue me in court. We get the documents that we
wanted. I agree with you, that’s not the performance we expect out
of a contractor.

I also agree with you, when you waste your time going into
audit, and someone’s not providing you that information, that is
wrong, that is not what we expect, and we take the appropriate ac-
tions. So, when it got to my level, we did what I thought was right.

Senator MCCASKILL. The difficult part of this—and this kind of
a macro-look at it, is that in Government—in the private sector,
there is accountability, called the “bottom line.” It’s called “profit.”
If you’re not making a profit, you're in trouble. That is an incred-
ible discipline over a private entity. In Government, the account-
ability is in the process of contracting, the oversight of those con-
tracts, and how and when they get their money, and, frankly,
whether or not people are disciplined, that work for the Govern-
ment that mess it up. What is amazing to me about this entire inci-
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dent is that it had gone on for years, and there was no account-
ability. None whatsoever. No money was withheld. Maybe you
threatened it once. The bottom line is, how in the world would this
company think they’re in trouble if we’re telling them, every year,
they’re excellent? We told them, every year, “You're excellent”—not,
“You’re average,” not that, “Youre below average,” but that,
“You're excellent.” That’s why I am so confused about the bottom
line coming out of this hearing.

The same thing with cost-plus. The abstract—and I get the ab-
stract—is that we do civilian contracting because it saves us
money, that we can put them in place when we need them, and we
don’t need them anymore, we don’t have the contract, unlike the
ongoing support costs of the Active military. The problem is, when
you do cost-plus, you are giving them a license to make profit. They
don’t have to have accountability anymore, because the profit’s
built in. They can relax. They can put their feet up, put their head
back, don’t worry about profit. Do you know, Secretary Bolton,
what kind of profit Halliburton has made on this contract for the
last 5 years?

Mr. BoLTON. I don’t know about Halliburton. My contract’s with
KBR. They, according to the contract, have a 1 percent base fee,
which is very low compared to any cost-plus contract I’'ve ever seen
in the 30 years I've been at this, and an award fee of only 2 per-
cent, and normally it’s much, much higher than that. So, my ques-
tions tend to be why a contractor would even go into this, because
the bottom line is so small, particularly when you look at when
they competed for this, and there was no war, there was no idea
that there would be billions and billions of dollars here.

But, to your point, we take a very close look at the amount of
money that we pay. I feel the same way, that, “I want a dollar’s
worth of work out of you.” When we discover—whether it’s through
the auditors—I think the chairman mentioned several incidents of
evaluation boards—those are my people, those are the folks I put
there to—and along with the DCMA—check on this, on a monthly
basis. They found that. They challenged the contractor. When they
challenged the contractor, several hundred million dollars, what-
ever, then we talked to them, and they don’t get all of that. When
it comes to the award fee, as General Johnson mentioned earlier,
there are three parts. A couple of those parts, they did very, very
well, and we get that from the field commanders. There are parts
they didn’t do well, and they didn’t get the money. So, if we con-
centrate

Senator MCCASKILL. They got 88 percent of it.

Mr. BoLTON. That’s right, they did, and some——

Senator MCCASKILL. Eighty-eight percent—when my kids come
home with 88 percent, they don’t get grounded. Eighty-eight per-
cent is pretty darn good for this kind of record.

Mr. BOLTON. Yes, ma’am. But it’s interesting for me to note, as
I sit here—I have been taken to task many, many times on con-
tracts, in the award fee. That is because folks are above 88 per-
cent—way above 80 percent. When I hit, at 60, 70, or 80 percent
on a contract, where I've grown up, folks say, “Okay, I guess you're
doing your job.” In this particular contract, when you look at all
the monies that we’ve withheld over the 4 years, and all things
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that we’ve done, it amounts to about 4.7 percent; 4.7 percent. I
compare that against all other contracts, and I find I'm in the ball-
park. That means, even though I have two, three, or four times the
number of auditors on this big contract, apparently the folks who
are actually doing the work—not just the contractor, but those who
are in the management office overseeing—are doing a pretty good
job, because they’re hitting about the same average I would expect
from any contract, in terms of the number of times they will ques-
tion the contract, the amount of money that they’re withholding,
and so forth.

Now, could we do better? Yes, we might be able to bump that up
5 percent, maybe even 6 percent. But that’s still not too bad. Per-
fect? Absolutely not, because we’d like to drive that to something
else. But I think the men and women who are actually doing the
work are doing the very best they can, and, I think, quite frankly,
a very good job.

Senator McCASKILL. What percentage of the civilian contracts in
Iraq are cost-plus?

Mr. BoLToON. I think it’s a third when you look at—well, when
you say “Iraq”—I'm talking about LOGCAP right now, because
we’ll have a cost-plus, we’ll have a fixed-fee, and a reimbursable
type. So, I think it’s about a third in terms of the types of con-
tracts. We can get that for the record, to be more precise.

Senator MCCASKILL. I would appreciate that.

Mr. BOLTON. Yes, ma’am.

Senator MCCASKILL. In terms of dollars spent, I'd like the per-
centages, too, not just number of contracts, but in terms of dollars
spent, how much is cost-plus.

Mr. BOLTON. Absolutely.

[The information referred to follows:]

In the first years of the Iraq conflict, cost-type contracts were used because uncer-
tainties involved in contract performance did not permit costs to be estimated with
the accuracy needed to use fixed-price types of contracts. Over the 4-year span of
fiscal years 2003-2006, roughly 46 percent of Army contracts in Iraq were cost-type
contracts.

Notable, however, is that: (1) the percentage of cost-type contracts in fiscal year
2006 was approximately 13 percent, and (2) the highest percentage of cost-type con-
tracts was in fiscal year 2004, at roughly 83 percent. This is due principally to the
fact that in 2004, design-build contract task orders were awarded (on a cost basis)
across the spectrum of Iraq reconstruction: electricity, water, and oil infrastructure
and numerous health care (e.g., health care centers, hospitals) and public safety/se-
curity and justice projects (e.g., police stations, fire stations, courts). In 2006, the
Army, and in particular the Joint Contracting Command-Irag/Afghanistan made a
concerted effort to migrate towards fixed-price contracts.

Senator MCCASKILL. The other thing I would like is some kind
of information for the record, Mr. Chairman, about Antideficiency
Act (ADA) violations. I've discovered, in the short time I've been
here, that we've gotten into a habit, in some instances, of using
operational monies to build what they call “temporary buildings.”
I had the opportunity to visit one of those temporary buildings at
Fort Belvoir. It didn’t feel very temporary to me. It was 230,000
square feet. So, I—and at the Army Materiel Command, I might
add—and so if we are building buildings with O&M money instead
of MILCON money, I would like to know how much of that is going
on within LOGCAP and what ADA violations, if any, any of you
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are aware of, and what the status of those violations is as it relates
to this contracting in this particular theater.

Mr. BOLTON. Senator, happy to take that for the record.

[The information referred to follows:]

Three of the five cases initiated thus far have been closed as “No ADA” and the
Army expects to complete the two remaining ADA investigations by 30 December
2007. In the three cases that have been closed, the funding was either determined
appropriate (e.g., within the $1.5 million limitation for life, health, and safety) or
the proper funding was obtained. As a result, we have found no failure to conform
to the Federal Acquisition Regulations.

Senator MCCASKILL. Thank you.

Mr. BoLTON. Thank you.

Senator MCCASKILL. Thank you, Mr. Chairman.

Chairman LEVIN. Thank you.

Let me pick up where Senator McCaskill was on these ratings.
She doesn’t understand how they could possibly get the ratings
that they got. Let me give you some of the underlying data which
supports what she’s saying.

KBR’s ratings over the—I'm just going to take an 18-month pe-
riod, from July 2005 to December 2006—they got 61 “excellent” rat-
ings, 42 “very good” ratings, 7 “good” ratings, and no “average or
below” rating for contract costs. That flies in the face of what hap-
pened during that period:

October 2005, DCAA report, labor costs overstated.

November 2005, AAA audit, KBR wasted between $40 and $113
million by purchasing more vehicles than necessary.

A November 2005 Army audit report, staffing levels excessive.

An Evaluation Board report, November 2005, estimates inflated.

2006 DCAA report, KBR proposal was overpriced by $70 million;
subcontract costs, overstated by 21 percent; equipment costs, over-
stated by 21 percent.

March 2006, Evaluation Board said they overstated costs and
proposals, and overengineered customer requirements.

May 2006, DCAA audit report, proposal of KBR overstated costs
by $70 million.

August 2006, DCAA audit finds KBR’s proposed subcontract
costs for one task order were overstated by roughly $100 million.

That’s what’s going on during this period. That’s what the audit
reports say. How in the heck could they be given these ratings? Not
one “poor” one. Not one “poor” one.

By the way, in order to even get a “good” rating, according to
your own definitions, the cost system established must be not in-
flated. To get a “good” rating, you cannot inflate costs. They
shm{;ldn’t have been given even a “good” rating. How did this hap-
pen?

Mr. BoLTON. Obviously, we can take each one of those for the
record and give you a reason, and compare and contrast that.

[The information referred to follows:]

The audit and Performance Evaluation Board (PEB) comments discussed during
our testimony correctly identify shortcomings with the contractor’s cost proposals
and Rough Order of Magnitude estimates. However the purpose of the audit, and
the purpose of the PEB are different. The auditor report is based only on what KBR
provided to support proposed costs, as it should be. The award fee board considers
several factors in deciding on an adjectival rating in the cost area. One factor the

board can consider in contractor proposals that the auditor does not is the environ-
ment in which the proposals were required—frequently changing Government re-
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quirements, expedited cost submissions, and many foreign subcontractors to collect
cost information from. These conditions affect the quality of the cost proposals.
Other factors the board considered were the contractor’s cost system to track and
report costs, and cost avoidance measures resulting in cost underruns from the ne-
gotiated cost baseline. The adjectival rating is the result of the board considering
the proposal problems, as well as the proposal environment and positive perform-
ance that occurred during this period.

Chairman LEVIN. Are you not a bit, yourself, concerned that you
could have all these kind of—these are separate ratings, by the
way, for costs.

Mr. BoLTON. Right.

Chairman LEVIN. I'm not talking about technical and manage-
ment performance, because that’s a different issue; we accept that.
On costs, though, 18-month period, they didn’t get one “below-aver-
age” rating, they got seven “goods,” which they didn’t deserve. But
61 “excellents” and 42 “very goods.” Are you not troubled by that?

Mr. BOLTON. Senator, I'm always concerned

Chairman LEVIN. Not always. Specifically concerned. Are you not
specifically concerned, when I read those numbers to you?

Mr. BOLTON. Let me put it this way. I say I'm “always con-
cerned,” because my job is not to look at a glass that’s half empty,
nor a glass that’s half full, just to look at the glass. So, you stated
in there that the Evaluation Board, for example, determined that
the proposal was inflated. That’s exactly what that board is de-
signed to do. We didn’t pay that price, though, because the board
said to the contractor, “You've given me your proposal that I will
not accept; and, therefore, you need to bring that down.”

Chairman LEVIN. Right.

Mr. BoLTON. Now, that part of it is not part——

Chairman LEVIN. But the award-fee determinations are sup-
ported by these ratings.

Mr. BOLTON. But the award fee takes place later.

Chairman LEVIN. I understand.

Look at those ratings that they’re based on. Aren’t you troubled
that you’re providing award fees based on ratings which are so to-
tally unrealistic, in terms of what your own boards were finding?

You are not concerned by that?

Mr. BOLTON. I’'m not concerned, from the standpoint of with the
example that we've just discussed. If the Evaluation Board is doing
their job—and it sounds as if, according to what you've read there,
they are—and they’re in front of the process where I'm going to
make an award, which is 6 months down the road, and the con-
tractor brings the cost down because I identified it, and starts to
perform, then he’s going to be judged on that, not what happened
during the negotiation.

Chairman LEVIN. Okay, I am concerned. I don’t see how you can
award fees based on these kind of ratings, when the ratings com-
pletely ignore what has happened, in terms of overpricing, exag-
geration, statements of fact which aren’t true, and so forth. So, I'm
sorry to hear you’re not concerned, but I'm very much concerned,
because those award fees, which Senator McCaskill’s talking about,
are based on those ratings.

Let me go on to the scope of the contract. This contract basically
told this contractor that, “You would be providing the support for
up to 50,000 personnel in Iraq.” Now, would you not agree that,
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since there’s 150,000 troops in Iraq alone, that the LOGCAP effort
goes beyond that scope?

Mr. BOLTON. It certainly goes beyond what we initially intended.

Chairman LEVIN. Not just intended, but what the contract pro-
vided for: Up to 50,000.

Mr. BOLTON. The reason I'm hesitating is that scope has a very
definite legal interpretation, and I would be stepping out of my
lane to say we are operating on a contract that’s beyond scope. I
don’t believe that to be the case. But I'd have to take that for the
record to get the legal opinion.

[The information referred to follows:]

The contract was not modified, did not need to be modified.

Chairman LEVIN. Okay, you would, then, agree that the con-
tractor is being, presumably, paid to support up to 150,000 troops
in Iraq. You'd agree to that much.

Mr. BoOLTON. Oh, yes, sir.

Chairman LEVIN. Would you agree that the contract says that
the purpose of the contract, or the scope of the contract, is for the
contractor to provide for support—and I'm reading this—for up to
50,000 personnel in Iraq? Would you agree to that?

Mr. BOLTON. At one time, that’s true.

Chairman LEVIN. Was the contract modified?

Mr. BOLTON. I believe it was, but I'd have to check. I'd have to
take that for the record.

[The information referred to follows:]

No. The 50,000 figure is mentioned only in the scope of work under planning re-
quirements. This specifically relates to the upper limit the contractor should use in
developing a written contingency plan for the Worldwide Management and Staffing
Plan, and does not establish the scope of the whole contract. Clause B.2 of the con-
tract relates to the scope of contractor support in actual operations. It states the
Government’s maximum level of support required on the contract shall not exceed
the equivalent of two Major Regional Conflicts plus one small scale contingency per

year for the life of the contract. The contractor’s support of troops in Southwest Asia
is within the scope of the contract.

Chairman LEVIN. General Johnson, was the contract modified?

General JOHNSON. Sir, the contract was not modified, did not
need to be modified.

Chairman LEVIN. All right.

General JOHNSON. The 50,000 was for the planning effort. That’s
what they formulated their plan on, for up to 50,000. The require-
ment for the contract supported the Army’s strategic plan for two
regional major contingencies, which obviously would equate to
more than 50,000 individuals. The 50,000 was a planning figure
that they always had to be prepared to execute.

Chairman LEVIN. I understand. So, you’re saying that the state-
ment of work in the LOGCAP contract itself is not what I'm read-
ing from the LOGCAP contract, which is “Contractor may be re-
quired”

All right. Let me read you the piece of the contract that I'm re-
ferring to, “Contractor may be required to increase support for up
to 50,000 personnel per event,” which means Iraq. Is there a dif-
ferent part of the contract you’re referring to?
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General JOHNSON. The execution phases of the contract requires
the contractor to be able to execute operations for two major contin-
gencies in accordance with the Army’s strategy.

Chairman LEVIN. All right. You'll get us the language, then, in
the contract, which you say supercedes this limit of 50,0007

General JOHNSON. Roger, sir. We'll provide you what’s necessary
to show you the total effect.

[The information referred to follows:]

Clause: B.2. The Government’s minimum requirement is the Worldwide Manage-
ment and Staffing Plan including the Army Transformation Annex, which includes
CLINs 0001AA, 0001AB, and 0001AC. While the locations and types of support re-
quired in a given year may be varied and may include a mix of Major Regional Con-
tingencies (MRCs), small scale contingencies, or other efforts identified in the SOW,
the Government’s maximum level of support shall not exceed the equivalent of two
MRCs plus one small-scale contingency per year for the life of the contract. All con-
tract requirements will be awarded by individual task order.

Chairman LEVIN. All right.

According to a February 2005 DCAA report, KBR entered into a
sole-source, cost-plus subcontract with Navigant Consulting. Is that
a familiar contract to either—okay. Here’s what it did. It’s a sole-
source, cost-plus contract with Navigant Consulting to “obtain ad-
vice and assistance regarding Federal Government procurement re-
quirements and procedures.” That’s in quotes. The report questions
whether the costs of this subcontract were reasonable. Are you fa-
miliar, Mr. Reed, with the DCAA report on Navigant?

Mr. REED. Not in great detail, but generally, with that summary,
yes, sir.

Chairman LEVIN. All right. Is it fair to say that they entered into
a contract with a subcontractor to advise them as to whether or not
they—relative to requirements and procedures—is that fair?

Mr. REED. That’s my understanding, yes.

Chairman LEVIN. All right.

Now, why are we paying a contractor to pay somebody to give
them assistance regarding Government procurement procedures?
Why is that appropriate? Why is that within the scope of the con-
tract? As a matter of fact, is it?

Mr. REED. It’s not so unusual, I believe, for Government contrac-
tors to use different types of expert consultants, be they legal, con-
tracting, or whatever. I guess the question is, was it appropriate
in this particular circumstance?

Chairman LEVIN. All right. Was it? Did you find it was?

Mr. REED. I would have to go refresh my memory of that audit-
report language.

Chairman LEVIN. Okay. Do you know whether or not they would
earn a fee on that subcontract?

Mr. REED. Yes, they would.

Chairman LEVIN. So, they are hiring somebody to advise them on
meeting the requirements of our procedures, our Government pro-
curement procedures. The more that they pay someone to advise
them on what, presumably, they knew when they entered into the
contract, the more they make, because they get a fee based on what
they pay contractors. Is that as absurd as it sounds to me?

Mr. REED. I think, in some circumstances, we might actually
have encouraged them to seek additional professional help, given
the problems we
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Chairman LEVIN. To meet our requirements.

Mr. REED. To meet our requirements, because of their own lack
of capability and deficiencies in their business systems—they,
themselves, had told us that they did suffer, at times, from inexpe-
rienced people. They promised us to get more help to

Chairman LEVIN. Didn’t they promise to meet those require-
ments when they got the contract?

Mr. REED. Yes.

Chairman LEVIN. That’s a promise they made to us when we en-
tered into the contract.

Mr. REED. Yes.

Chairman LEVIN. When they don’t meet those requirements, and
they hire a subcontractor to advise them on that, they even make
a fee on that.

Mr. REED. That’s correct.

Chairman LEVIN. Something’s wrong here, folks. You can’t have
a contractor that promises to do something, not do it, hire some-
body to advise them what they should do, and then make money
on their failure to do it. They’re making a profit on their own fail-
ure. It’s intolerable.

I don’t think anyone disagrees with that, so—if anyone disagrees
with that, why don’t you say you disagree.

Mr. BoLTON. I wouldn’t say we would disagree.

Chairman LEVIN. You do, okay.

Mr. BoLTON. No, I would say we would not disagree.

Chairman LEVIN. Okay.

Mr. BoLTON. But, I think, as Mr. Reed’s already pointed out—
and if you go back to when the Government accepted the bid as the
winner in this proposal, we were looking at this—and I'm sure the
contractor was, too—as another LOGCAP short-scope contingency.
We have the expertise. When we evaluated them, said, “Yes, this
person has the expertise,” we have escalated way beyond that. My
opening statement said that as well, that we had stretched and
stressed Government, as well as contractor, capabilities. So, it
doesn’t surprise me that the contractor is looking for additional ex-
pertise. Now, what we need to do—and I think this is—your origi-
nal comment—is to find out whether or not that’s really justified.

Chairman LEVIN. General Johnson said that the contract re-
quired them to be prepared to provide this service for two major
contingencies. So, Secretary Bolton, it’s not acceptable, if what he
says is accurate, that you continually use the excuse that this was
intended to be just a short-term provision of services. It’'s one or
the other.

Mr. BOLTON. No, I don’t know if I can follow your comment, or
your question.

Chairman LEVIN. Then let me try again. General Johnson said
that, no, the contract didn’t just say 25,000 or 50,000, it says what-
ever was required for two major contingencies. You're now saying
that, no, it was intended for something that would be just short-
term and few people. It’s one or the other.

Mr. BoLTON. No, you can actually have both. You can have two
major contingencies going on that are

Chairman LEVIN. Both short-term?

Mr. BoLTON.—that are short-term.
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Chairman LEVIN. I see.

Mr. BoLTON. But when they get protracted for several years, I
really do think you need to look at things differently, which we'’re
trying to do. Mr. Chairman, I think that’s where you’re trying to
drive us.

Chairman LEVIN. I was trying to drive you there 2 years ago,
without success.

Mr. BOLTON. Yes, sir.

Chairman LEVIN. Senator Martinez.

Senator MARTINEZ. Mr. Chairman, thank you very much, sir.

I have just a couple of questions. I guess I should ask General
Johnson, in the light of all of these problems—and I noted, in your
testimony, you indicated some of the things that were done in im-
provements. But having come a little late, I wondered if you can
restate for me what is the way forward here, how are we making
improvements, how will the mistakes that have been made not be
repeated?

General JOHNSON. Yes, Senator.

Weaknesses that we noticed, that we found in KBR, or the con-
tractor, early on, included—it was really with the entire program,
the process, requirement escalation, uncontrolled, not centralized,
not validated appropriately. The contractor’s business systems were
not capable of expanding to handle the volume of workload,
dollarswise, personnelwise, cost-estimationwise, to provide us the
information we needed. There was fraud that had occurred in the
system, in the contractor’s efforts.

We instituted several actions to take control of that and try to
fix the problems that had occurred. Oh, and, additionally, at the
time that I took command, we had 55 task orders worth about $14
billion that were undefinitized. I assume you know what
“definitization” means.

Senator MARTINEZ. No.

General JOHNSON. Okay. What that means is that we had not
properly structured the statement of work to say specifically what
the contractor was responsible to do. So, and it goes back to, prob-
ably, the comments about the contractor taking on a workload and
giving himself a workload. Without a definitized contract, if he’s
asked to do something in support of a commander, he may elect to
do that, because there are not the parameters in the process that
should be. We had 55 of those that we had to work through.

Award Fee Boards had not been conducted at all. Now, that’s to
the contractor’s credit, and we need to give them credit for exe-
cuting this program for more than a year without an Award Fee
Board, and carrying, on their own books, a total of about $1.1 bil-
lion worth of Government bills, and continuing to execute. Account-
ing for property was not where it should have been. As I mentioned
earlier, fraud.

The actions we took—and, frankly, this was with Mr. Bolton’s
help, Mrs. Ballard, and these gentlemen at the table, because when
I took command and we started identifying these, of course, as with
any military process or Government process, you have to validate
the reasons why you need people, why you need the resources that
you’re asking for. By asking the DCMA, the DCAA, and the AAA
to go in the field and look at these, they began to validate the prob-
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lems that I just mentioned to you. But we didn’t wait for that to
start taking action.

We appointed a senior contracting official, Jim Loehrl, who even-
tually was promoted to SES and became the LOGCAP director to
run the program. We established a requirements review rocess, in
conjunction with the field, and, later on, with the help of AAA’s rec-
ommendation to General Casey, a Requirements Board, and a divi-
sion was set up inside the Multinational Force-Iraq over there, to
help scope the requirements.

We took KBR to task, establishing a process to review their busi-
ness systems over and over. To the credit of DCMA and DCAA,
they've brought those business systems to an acceptable range.
Frankly, that’s what stuck us with giving them a fairly high award
fee. I was not comfortable with it, but the fact is, their business
systems were acceptable, and their technical and managerial per-
formance in executing the mission in the field, frankly, was as close
to flawless as you could have for a contractor. We couldn’t argue
that. So, given the procurement rules, they earned their award fee;
it was not given to them. In fact, on each one of the Award Fee
Boards, Mr. Loehrl went to theater more than 11 times, he sat
down with commanders. Before the award-fee approving official
signed the letter, I reviewed it. I made personal phone calls and
visits, myself, to the field. Most of the negative comments about
KBR, frankly, came from our own personal staff about their ac-
counting systems and their contracting processes, but it was that
they were unacceptable, they just weren’t where we had wanted
them to be.

To the credit of Bruce Stanski, when we leaned on him pretty
hard, he replaced his entire mid-level management, to include some
senior vice presidents, so that we would have a much better rela-
tionship and a more responsive organization to our requests.

We completed definitization, with a lot of help from Mrs. Ballard.
I called her the “Lady with the Chains.” She beat us until we got
it done. We finished that up between November 2004 and March
2005, and got those definitized. In the process of doing that, with
the help of Mr. Reed’s folks, we looked at the DFAC’s problems,
where the costs had been inflated. We negotiated down to a point—
and we used our should-cost analysis, our own independent Gov-
ernment estimates, to determine what we were going to pay KBR,
and we disallowed $55 million of the costs. That’s just the way that
went.

We currently have in process about—we’ve had to spend the
costs of over $288 million as a result of those audits. We've dis-
approved that $55 million. We've only allowed $183 million of the
$288 million. We're giving them the opportunity to go out and pro-
vide the appropriate justification that will meet the audit stand-
ards to pay them. If they don’t do it, we’ll use our own independent
Government estimate to determine what they should be paid, or
not.

We have completed the Award Fee Board process, as I men-
tioned. We established property controls. We established a board to
manage contractor-acquired property. That board decides where
the property will go, because, in many cases, as was mentioned ear-
lier, KBR bought excess property. What had happened, frankly,
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early in the process, military commanders said, “I'm going to do
this.” Of course, we had political decisions that reversed some of
those more aggressive actions that they were going to go take, and
they had bought property and trucks to execute those missions,
and, of course, they were excess. Because of task orders, moving
equipment or personnel from one task order to another, it’s like
moving equipment or personnel from one contract to another, it re-
quires an accounting system that works, it requires changing the
plans, and so forth. KBR was trying to get their business systems
acceptable, so they were reluctant to do that, because every time
they did it, it would cause more problems, and we’d put them back
to task.

As a result of that, what we did was collapse many of the task
orders that were supporting the forces into a major task order. We
started that out with 59. That evolved to 89, and now 139. What
that allowed them to do was have all of that capability on one task
order, so moving people around became very easy to do, so we
wouldn’t have an overage on one task order and a shortage on an-
other task order of personnel and equipment. We do that with the
Requirements Board and the contractor—the Equipment Board.

Of course, to the credit of good people on the ground—Paul
Cerjan, Remo Williams, and other folks—they identified to us, even
before it became public knowledge, that they had some individuals
who had committed fraud and criminal activity. When they did
that, we engaged the Criminal Investigation Division of the Army,
verified those, and we took those folks to task. Four out of six have
been indicted, and four out of the six have been convicted. Again,
we created an “Alpha Contracting” process, we call it, where we
bring the requiring activity in theater, the contracting officer, the
DCMA, the DCAA, and we bring all those folks into a room to-
gether, because we're having these estimating-system problems in
estimations from KBR that were, frankly, where they were trying
to meet commanders-in-the-fields’ requirement probably more than
they should have. We come up with agreements on the price. That
has saved us, in fiscal years 2004/2005, the estimated cost as $10
Eiﬂion to execute the operations in Iraq. We got that down to $4

illion.

Senator MARTINEZ. From $10 to $4 billion?

General JOHNSON. Yes, sir.

Senator MARTINEZ. I know my time is expired, but I'd just like
a quick question here.

At some point, you went to a fixed price on the subcontracts,
from a cost-plus basis?

General JOHNSON. That’s correct.

Senator MARTINEZ. When was that?

General JOHNSON. That was after we finished the definitization
process, and we did the independent cost estimates for the DFAC.
What we found, that we would be better off with a fixed price, and
we negotiated that with KBR and got it done.

Senator MARTINEZ. Has that realized in cost savings, as well?

General JOHNSON. Yes. I think DCAA said around $200 million—
Mr. Reed?

Mr. REED. Yes, that’s correct.

Senator MARTINEZ. My time is expired. Thank you very much.
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Chairman LEVIN. Just to fill in one blank that I didn’t get on
Senator Martinez’s question, when was that change made? What
year and month?

General JOHNSON. For the fixed-price piece?

Chairman LEVIN. Yes.

General JOHNSON. That was, what, March?

Mr. REED. December.

General JOHNSON. December?

Chairman LEVIN. Of what timeframe?

Mr. REED. December-March timeframe, I think.

General JOHNSON. Right, when we were doing the definitization.

Chairman LEVIN. Of what year?

General JOHNSON. 2004—early 2005, I think.

Mr. REED. 2005.

General JOHNSON. Yes, that’s right.

General JOHNSON. Early 2005.

Chairman LEVIN. Thank you.

Senator McCaskill.

Senator MCCASKILL. Thank you, Mr. Chairman. I have to preside
at 1 o’clock, so I'll be short.

Anybody on the panel, the auditors or the other witnesses, are
any of you ever aware of any punishment that a contractor has re-
ceived for instructing their employees not to tell about waste,
fraud, and abuse? Any punishment for retaliation against a whis-
tleblower that works for any of these contractors? [No response.]

None? [No response.]

Are you aware of any investigations that have been undertaken
concerning protecting the whistleblowers? Not Government whistle-
blowers that work for the Government, but whistleblowers that
work for these contractors?

Mr. REED. I would speak of one issue. Certainly, if we needed to
interview employees relevant to an audit that we were conducting,
and those employees were not made available to us to answer our
legitimate and reasonable questions, then we would certainly dis-
allow those costs and not reimburse them, and perhaps even take
some other action, like referring it for investigation.

The more difficult issue is, I think, when you want a general
availability to people which is not tied to a specific audit in ques-
tion, where you get this—you can’t really dispute the fact that they
caution their employees, who they feel may not understand the
issues and the facts correctly, to go through the proper channels of
their management to talk to us.

Senator MCCASKILL. There is a law on the books about protection
of whistleblowers that work for contractors. Is there any require-
ment in any of the contracts that you all are involved in that law,
along with a promise of anonymity and a phone number, be given
to every employee hired by that contractor?

Mr. REED. I don’t know if that’s a provision of this particular con-
tract, or——

Senator MCCASKILL. Don’t you think that would be a great idea?

Mr. REED. It’s the law, so—and I'll tell you, we have 20 ongoing
investigation, criminal types; half of those are the result of the
whistleblower. They are protected.
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Senator MCCASKILL. They’re the best. Having done this for a
while, the very best information you get—and particularly in this
environment, because I refuse to believe that many of the people
hired by these companies aren’t Americans first, just like all of you
are. When they’re over there, and they’re watching trucks being
burned, and they’re watching people sitting around doing no work,
they want to tell someone, because they’re not making the plus on
the cost-plus. They want to tell, and I want to know, are they
handed a card when they go to work for this contractor under these
contracts that they can put in their wallet that says, “You are pro-
tected under the law, your anonymity will be protected, it would
be—your boss would be punished, and here is a number you can
call”’—is that happening right now with our defense contracts?

Mr. BOLTON. I don’t believe so, but I'll take that for the record.

[The information referred to follows:]

The Federal Acquisition Regulation (FAR) Subpart 3.9—Whistleblower Protection
for Contractor Employees implements 10 U.S.C. 2409 and 41 U.S.C. 251. This al-
lows any employee of a contractor who believes that he or she has been discharged,
demoted, or otherwise discriminated against may file a complaint with the Inspector
General of the agency that awarded the contract. FAR Subpart 3.9 also addresses
the procedures for investigating complaints and remedies. The maximum penalty for
violation is complete compensation for damages to the employee. This can include
rehiring, back pay, employment benefits, attorneys’ fees, or other fees that were lost
or otherwise reasonably incurred by the whistleblower throughout the course of
bringing the complaint regarding the reprisal to the head of the agency. Defense
contractor employees seeking whistleblower reprisal protection must report allega-
tions directly to the Department of Defense (DOD) Inspector General (IG). There is
no known requirement provided in the contracts that would require contractors to
provided written notice of whistleblower protection to its employees. However, the
Defense Federal Acquisition Supplement Subpart 203.7002, requires the use of a
clause (252.203-7002) in solicitations and contracts expected to exceed $5 million,
except when performance will take place in a foreign country. Clause 252.203-7002
(Display of DOD Hotline Poster) requires the following:

(a) The contractor shall display prominently in common work areas with-
in business segments performing work under DOD contracts, DOD Hotline
Posters prepared by the DOD Office of the Inspector General.

(b) DOD Hotline Posters may be obtained from the DOD IG, ATTN: De-
fense Hotline, 400 Army Navy Drive, Washington, DC 22262—-2884.

(¢c) The contractor need not comply with paragraph (a) of this clause if
it has established a mechanism, such as a hotline, by which employees may
report suspected instances of improper conduct, and instructions that en-
courage employees to make such reports.

Therefore, through the use of the above clause, contractor employees should have
visible access to the DOD IG hotline phone number for reporting fraud, waste,
abuse, mismanagement, and reprisals.

Mr. BoLTON. Again, I'll say, not only this contract, since we'’re
talking to LOGCAP, we've had several criminal investigations—
and General Johnson mentioned 4 of those—the 20 that are ongo-
ing right now—and there may be more—half of those are because
of the whistleblower.

Senator MCCASKILL. Right

Mr. BoLTON. They are protected. So, people do know about it.

Senator MCCASKILL. But we've heard from whistleblowers—I
think you heard Senator Dorgan talk about it—that were banished
to Falluyjah, that were told that they were not allowed to do this,
or they would be terminated, or they would be punished. It’s bad
enough, hard enough, I mean, we heard the story of the Govern-
ment employee who’s been demoted after being a whistleblower—
it’s hard enough for us to protect the whistleblowers that work for
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the Government. Is it one step removed and much more difficult to
protect whistleblowers that work for a private contractor. I think
if we want that flow of information, and if we’re serious at all
about holding down costs under these circumstances, particularly
in these environments, I think we have an affirmative duty to
make sure that every one of those employees understands that
they’re protected and how much we would appreciate knowing the
waste, fraud, and abuse that they are witnessing, day in and day
out.

Frankly, I haven’t even had time today to talk about the stories
I've heard from my friends who have come back from over there.
The unit where the people that were trained on food service were
told that what they were supposed to do at times of meals—they
took turns—some of them sat around, but some of them took turns
standing at the door just doing the counter for KBR. Now, they
were trained to work in the kitchen, they were trained to be cooks,
but, instead, what they did is they stood outside the door of the
dining facility with a counter, and their job was to make sure KBR
got all the money they were entitled to.

Now, I haven’t even had time to get into all that, but I do think
the protection of these whistleblowers in the private sector is some-
thing that we are ignoring. I don’t think we'’re taking it seriously
enough. I would certainly appreciate it—and I'll follow up with
this, and I hope the committee will follow up with this, with Sec-
retary Gates—it wouldn’t be hard to do this, to require our contrac-
tors to give that information to everybody who works for them.

Mr. ERNST. Senator, could I make a comment, please?

Just for a point of reference, DCMA, we have a Contract Integ-
rity Center, and we do annual fraud awareness and things of that
type, and whistleblower protection, for our folks. It’s interesting
that periodically we do get hits on our Web site from contractor
employees raising issues. Of course, we refer each hit to the appro-
priate authorities at that point in time when it comes in.

Senator MCCASKILL. I bet there’s a lot more out there. But think
about how you feel. Youre working for this private contractor,
they’re paying your salary, you're not sure what’s going to happen
to you if you say anything. I think that the environment is not con-
ducive for us getting the best information. We can save, I think,
hundreds of millions of dollars if we just take that simple step, let-
ting them know that they’re protected, and then following up and
protecting them if there’s a retaliation. I'm hopeful that we will fol-
low up on this hearing for this Government employee that was de-
moted, because if we don’t hold people accountable that demote
whistleblowers, we're in a world of hurt. Frankly, after this hear-
ing, I will tell you, I think we’re in a world of hurt, and I can un-
derstand why the DOD has been on the GAO high-risk list since
1990.

Thank you, Mr. Chairman.

Chairman LEVIN. Thank you, Senator McCaskill.

I just have one additional question, and then I'll call on Senator
Thune to see if he has any additional questions.

This is to you, Mr. Reed. In your prepared statement, you state
that the DCAA audits of Iraq contracts have recommended reduc-
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tions in the proposed LOGCAP contract of about $1.9 billion, there
was excessive billings of $1.9 billion. Does that sound right?

Mr. REED. The $1.9 billion is the correct amount, it includes both
billings and proposed costs.

Chairman LEVIN. All right. So, that $1.9 billion in costs that
have been billed and proposed costs, both.

Mr. REED. That’s correct.

Chairman LEVIN. Okay. Now, the negotiated price reductions
have been $600 million, is that correct?

Mr. REED. That’s correct.

Chairman LEVIN. Which leaves $1.3 billion which has either been
paid or is still at issue. Is that correct?

Mr. REED. That’s correct.

Chairman LEVIN. Of that $1.3 billion, how much of that has al-
ready been paid, approximately?

Mr. REED. Let me see if I can—if I may restate, just for a mo-
ment, to get it straight in my own mind. Of the $1.9 billion, $1.1
billion has been negotiated.

Chairman LEVIN. Does that mean paid?

Mr. REED. Yes.

Chairman LEVIN. Okay.

Mr. REED. Or allowed in the price——

Chairman LEVIN. Or allowed?

Mr. REED.—and ultimately——

Chairman LEVIN. It would be—it’s allowed.

Mr. REED.—and, ultimately, to be paid.

. Chairman LEVIN. Okay. To be paid, or has been paid, $1.9 bil-
ion.

Mr. REED. That’s correct.

Chairman LEVIN. Okay.

Mr. REED. So, of the $1.9 billion, $1.1 billion has been negotiated,
of which——

Chairman LEVIN. Well, don’t——

Mr. REED.—$600 million——

Chairman LEVIN.—say “negotiated,” if you don’t mind. Use the
word that is more accurate for us, which is——

Mr. REED. Accepted.

Chairman LEVIN.—it’s accepted, it’s allowed.

Mr. REED. Accepted.

Chairman LEVIN. Okay. Yes.

Mr. REED. $1.1 billion has been resolved. They've allowed $500
million, and disallowed $600 million of that $1.1 billion. No?

Chairman LEVIN. I don’t think so, not according to our numbers.

Mr. REED. Perhaps I should submit that for the record, because

Chairman LEVIN. No, I think we ought to go——

Mr. REED.—think we're getting all——

Chairman LEVIN.—through it now.

Mr. REED.—confused here.

Chairman LEVIN. Let’s go back to the $1.9 billion you have rec-
ommended should not be allowed. Start with that.

Mr. REED. Okay.

Chairman LEVIN. You've recommended $1.9 billion be disallowed.
Is that correct?
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Mr. REED. We started off with $1.9 billion that we said

Chairman LEVIN. You've recommended that should be dis-
allowed.

Mr. REED. It should not be accepted in prices or paid.

Chairman LEVIN. Right. It should not be accepted, $1.9 billion.

Mr. REED. Right. Of the $1.9 billion

Chairman LEVIN. How much has been paid or allowed? $1.1 bil-
lion—that’s what you just said, I think.

Mr. REED. I believe what I'm saying is, to the best of my recollec-
tion, of the $1.9 billion, $1.1 billion of those exceptions have been
addressed, and $600 million of the $1.1 billion has

Chairman LEVIN. No, of the $1.9 billion

Mr. REED.—not been allowed.

Chairman LEVIN.—of the $1.9 billion.

Mr. REED. Of—$700 million of the $1.9 billion is still out-
standing.

Chairman LEVIN. Okay. Here we go. $700 million is still out-
standing.

Mr. REED. Right.

Chairman LEVIN. $600 million has been—is not going to be al-
lowed—they’ve agreed would not be paid, and

Mr. REED. Okay, but——

Chairman LEVIN.—one-point-

Mr. REED.—may I—let me just take one more shot.

Chairman LEVIN. Go ahead.

Mr. REED. Okay. We started with $1.9 billion of exceptions.

Chairman LEVIN. Which you’ve recommended should not be paid.

Mr. REED. Which we recommended should not be paid.

Chairman LEVIN. Right.

Mr. REED. Negotiations have taken place. Issues have been re-
solved on $1.1 billion of those exceptions

Chairman LEVIN. Okay.

Mr. REED.—leaving $800 million still to be addressed.

Chairman LEVIN. Okay. Of the $1.1 billion that has been re-
solved, how much has been resolved in favor of the contractor, how
much resolved in favor of the Government?

Mr. REED. In favor of the Government, $600 million——

Chairman LEVIN. Okay.

Mr. REED.—of the $1.1 billion

Chairman LEVIN. Yes.

Mr. REED.—has been sustained

Chairman LEVIN. Okay.

Mr. REED.—as a disallowance.

Chairman LEVIN. Right. That leaves $500 million has been al-
lowed.

Mr. REED. Correct.

Chairman LEVIN. Okay. Got it.

What is the normal average typical resolution of these rec-
ommendations of yours to disallow costs? Does it typically come out
around two-thirds?

Mr. REED. Yes, it does. Over time, and in hundreds of reports,
it comes out to about two-thirds.

Chairman LEVIN. About two-thirds. So far, it’s about 55 percent
has been
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Mr. REED. Approximately, yes.

Chairman LEVIN. So far, in terms of what’s been resolved, these
disputed, it’s below the long-term average, in terms of the Govern-
ment prevailing.

Mr. REED. Yes, but I would caution that when you compare an
average over——

Chairman LEVIN. I agree.

Mr. REED.—over years, with one specific action—there’s a lot of
variability in these——

Chairman LEVIN. I understand.

Mr. REED.—settlements and individual actions.

Chairman LEVIN. I'm sure—these are a lot of individual actions
in this $1.9 billion, is it not?

Mr. REED. Yes.

Chairman LEVIN. Okay.

Senator Thune.

Senator MARTINEZ. No

Chairman LEVIN. I'm sorry, Senator Martinez. Forgive me. Mel,
I apologize. I'm so used to seeing John Thune there for the morn-
ing, I called on Senator Thune.

Senator Martinez.

Senator MARTINEZ. Not a problem, sir. Thank you, but, no, I
have no further questions.

Chairman LEVIN. Thank you.

Okay. I want to thank our witnesses for a number of things. Ob-
viously, this is a hearing which is a very, very important hearing,
going into a contract which has been a matter of huge concern be-
cause of the lack of competitive pricing which results from this con-
tract going to one contractor instead of to multiple contractors who
would be able to provide some competition when it comes to the
tasking orders, which is what counts.

We’ve gone through, this morning, facts that show that the costs
which have been—and the estimated costs by this contractor which
have been provided to the Government have been overstated, over-
priced, inflated, that there’s been waste of taxpayers’ dollars, and
there’s been unsupported claims by this contractor.

Obviously, this is a very disturbing situation. Many of you have
spent a good deal of time trying to correct it. We thank you for
those efforts to correct these flaws. We thank you for your efforts
to provide services to our troops at a fair cost.

But we still have, with this contract, what I am afraid has been
true, which is, they’ve gotten treatment which they should not have
been given, which was too favorable when it comes to what they’ve
been allowed, what they've been allowed to get away with, and
what they’ve denied us, which is the documentation so that we can
do the proper auditing in a prompt fashion. So, we end up by say-
ing we're not going to end here, by a longshot.

To each of you, and to your agencies, you've been cooperative
with the committee, and we thank you for that. To each of you,
those of you, particularly, who have devoted so much of your time
to try to straighten this out and to try to get a fair deal for the
Government, we are grateful to those of you who have spent a
great deal of your time in doing that.
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To those, particularly in your agencies, that are out there on the
front line and—we commend them for their willingness to take
those risks. We know that the provision of the services themselves
has been not only satisfactory, but, in many cases, exemplary out
in the field. We’ve witnessed that ourselves in our visits.

But what we also have witnessed is something which is totally
unacceptable, and that is overcharging, overpricing, overstating, in-
flated costs for services which are good services, but still, because
of the costs which they’ve charged us, we cannot accept that, even
for a good service. If you get a good automobile and you’re satisfied
with it, you still don’t want to be overcharged for that automobile,
or anything else. It’s inexcusable that we have a company that’s
tried to get away with it, and has gotten away with too much. At
the same time, they and their people have provided, in many cases,
services under very difficult circumstances.

Both things are true, and we’re grateful for part of it, and we’re
very, very unwilling to accept the excesses and the abuses and the
waste just because, in the process, our soldiers have been given
some damn good meals under some very difficult circumstances.

So, that’s where it sits. Senator Martinez, would you like to add
a comment?

Senator MARTINEZ. Mr. Chairman, I think you adequately ex-
pressed a lot of the concerns and frustrations. I also believe that
it’s important for us to keep in mind the magnitude and scope of
the project, which is enormous, and the length of time involved. So,
I think, from that standpoint, it’s also important to keep some per-
spective on the difficulty ahead, and thank all of the witnesses for
their participation today and the work that they’re doing on behalf
of the American people and to serve our Armed Forces, and par-
ticularly those in harm’s way.

Chairman LEVIN. Thank you very much, Senator Martinez.

We, again, thank our witnesses for their appearance and for
their cooperation with this committee, which has been consistent.
We will stand adjourned.

[The information provided by Senator Dorgan follows:]
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1. SUMMARY

‘This document is the restlt of an investigation prompted by commniunications sent to -
Halliburton/KBR officials alleging personnel exposure tounfif water conditions at B4 Ar
Ramadi. The cursory ivestigation was performed by William Granger (author) “Senior
Technical Professional Leader” specializing in water quality and Kevin Pope “Theatré HSE
Special Projects™. . ) .

Causal factors indicated in this report identify program control deficiencies and guide early:
corrective actions as noted: The basic reason for investigating and reporting the cause of this
event is to verify the occurrence of an-event, and, in'the case of such an event, enable the
identification of corrective actions adequate to prevent recurrence and thereby protect the health
and safety of KBR personnel, subcontractors, and the military client. .

2. DEFINITIONS

Facility. Any equipment, striicture, systen, process, or activity that fulfills a specif' C. purpose:
Examples include storage areas, testing laboratories, and production ot processm plant‘s to
include reverse osmosis units run by/or both Military and KBR.

 Reportable Occurience. An'évent or candmon to be reported according to the criteria’ defined in
KBR corporate policies:

Occutrence Repoit. An occurrence report is a written evaluation of an event or condition that is.
prepared in sufficient detail to-enable the reader to assess its significance, consequences, or
implications and evaluate actions being employed to correct the condition or to avoid recurrence.

Event. A real-time occurrence that may bc documented ornot and is also anything that could
seriously 1mpact the intended mission of KBR.

Condition. Any as-found ‘state, whether or not resulting from an évent, that may have adverse
safety, health, quality assurance, security, operational, or énvironmental implications, A rendition
is usually programimatic in nature; for example, an (existing) error in analysis or calculation; an
anomaly associated with (resulting from) design or petforimance; or an item indicating a weakness
in'the management process arg all conditions.

Cause {Causal Factor). A-condition or an event that results in-an effect (anything that shapes or
influences the outcome). This may be anything from noise it an instrument channel; d pipe break,
an operator errot, or a weakness or deficiency in management or administration. In the context of
this document there are seven major cause (causal factor) categories. These major categories are
subdivided into a total of 32 subcategories (see Appendix.A).
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Causal Factor Chain (Sequence of Events and Causal Factors). A cause and effect sequence in
which a specific action creates a condition that contributes to orresults in an event. This creates
new conditions that, in turn, result in another event. Earliér évents or conditions in a sequence are
called upstream factors.

Direct Cause, The cause that directly resulted i the occurrence. For example, in the case of'a -
leak, the direct cause could have been the problem in the component ot equipment that feaked In
the case of a system misalignment; the direct cause could have been operator érror in the
alignment.

Contributing Cause. A cause that contributed to.an occutrencé but, by itself, would not have
caused the occurrence. Forexample, in the case of a leak, a contributing cause could be lack of
adequate operator training in leak detection and response; resulting in a more severe event than
would have otherwise occurred. In the case of a system misalignment, a contributing cause could
be excessive distractions to-the operators during shift change, resulting in less-than-adequate
attention to important details during system alignment.

Root Cause. The cause that, if corrected, would prevent recurrence of this and similar
occurrences. The root cause does not-apply to this occurrence only, but has generic implications
to a broad group of possible occurrences, and it is the most fundamental aspect of the cause that
c¢an logically be identified and corrécted. There may be aseries of causes that ¢an be identified,
one leading to-another. This series should be pursued until the fundamental, correctable cause has
been identified. ) . B

For example, in the case of a leak, the root cause could be management not ensuring that
maintenance is effectively managed and controtled. This cause could have led to the use of
improper seal material or missed preventive maintenance on a component, which ultimately led to
the Teak: In the case of a system misalignment, the root cause ¢ould be & problem in the training -
program, feading to a situation in which opérators are not fully familiar with control room
procedures and are willing to accept exeessive distractions.

3. Occurrence Data Collection

The initial collection of data for this report occurred >35 days after the'signifying event (alleged
larvae). This considerable length of time allowed for the apparent loss of significant data from the
local site. This loss is atiributed to demobilization and/or termination of key personnel, the loss of
hard drives; and a general disregard for data creation: Investigators made medium efforts to
retrieve data from before, during, and after the occurrence to include personnel involvement. A
fevel of medium effort was used as this investigation was defined as a “fact finding” mission and
not the definitive legal summary. of the occutrence and subsequent impacts. With that
understanding; written staterments, data mining, digital forensics, recordings, inguiries into
military logs, and access to military personnel was very limited or not initiated.
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4. Report of Findings

Summary of Occurrence:

KBR personnel allegedly discovered unidentified larvae in a commode at B4 Ar Ramadi on
23March2005, Initial investigation by a water purification operator (Ben Carter) found that the
camp’s non-potable water system showed no free chlorine and believed that the system had been
contaminated and that the immediate actions taken should include disinfecting the canip’s non-
potable water distribution system. Additional defici¢ncies to system configurations were noted
and those deficiencies: were corrected in a timely manner. These deficiencies were the Tack of
chlorination puinps, anopen manway to tank; andvertical vents turned upward to environment. It
would appear that the peesonnel immediately notified were the:site Harold Orr - HSE Supervisor,
Suzanne Raku-Williams = Site Manager - and the sitet ROWPU foreman-Walter Myers

The system was taken out of service for a period of 24 hours while the disinfection evolution was
in progress. A gafety stand down meeting was convened and all personnel were told 4t that time
fiot to use shower water until told otherwise. The system after 24 hours was declared safe and was
returned to service.. After that regular chlorination of the system continued for an unispecified
amotmt of time. The termination of regular chlorination is believed to be tied directly to the -
demobilization of the water purification bperator (Ben Carler) who had taken “ownership™ of the
practice, At that time (est 07Apr 2005, exposure to non-disinfected non-potable water continued.
The exposure was $till in'progress when the investigating tearn showed up on site to collect-data
for this report. Upon receipt of the lab analysis initiated by the investigating teani,
recontmendation to commence chlorination immediately wag made to both “B” site DPM’s.

The initial incident report is attached and located in section 7.

Points of interest:

e . Key personnel missing during this signifying event is the current kBR waterpomt
supervisor and the medic who wers both-on R+R.

» . KBR waterpoint was not commissioned at the point of the sxgmfymg event or subscquent
identification by the investigating team,

“e - Water supplied to KBR camp came from:Army 3k ROWPU via subcontractor.

e Inthe interiin between the Larvae event and the investigating team atriving on site; the
camp mariager and chief of services were terminated and replaced.

o . In the interim between the Larvae event and the investigating team arriving on site, the
Acting Lead Rowpu operator demobilized.

Problem !dentification:,

The alleged discovery of unidentified }arV ac i an LA toilet at B4 At Ramadi in late March
immediately revealed:
e No disinfection to non- potable water was occurring for water desxgnated for
showering purposes: This caused an unknown population fo be exposed to
potentially harmful water for an undetermined amount of time
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The approximate beginning date of the exposure to personnel has not yet been
established. Military records would mast likely detérmine the start date of siich
an exposure; as longas records were kept and appropriately taken. The very
minimum time of exposire would be 6 weeks less 15 days (the time that recovery
efforts were made then subsequently dropped). The maximui amount of time of
éxposure would be concurtent with the establistiment of thie water mission by the
Ariity:

The number of personnel exposed has not yet been determined. This is in part
due to not having established the duration of the casualty. Realistically, all
personnel having showered during the established dates of expostire {to be
determined) would have been exposed, This would include all base carmp
persounet {military and civilian) and would tnctude fransients to the camp who
showered using the non-disinficted water. o

The subsequerit investigation revealed that while the exposure to personnel was
valid, the cffects of exposure seémed to be negligible if any. Docuinentation of -
medical visits during the timetrame shows no deviation i numbet of medical
visits by either expats or subcoiitractors. The medical facility onsite maintained
an average number 0f 16 visits per mionth, No abnormal numbers of
gastrointestinal symptoms or rashes were documented.

The consequences. of this particular event are understood to be minimal-at the
time of this report. The graatest impact will be realized if documentation of
chronig rolated sicknesses surface or if this matter is brought to arbitration or
litigation. This event should be considered a “NEAR MISS™ as the
consequences of these actions could have been VERY SEVERE resulting in

mass sickness o death.

The likelihood of recurrence ofa similar event is considered high if no actions to
correct widespread program deficicncios aretaken. The deficiencies of the camp
wherte the event occurred is not exclugive to that camp; meaning that-coontry
wide, all camips sufferto some extent from all or some of the deficiendies noted.

Within B4 Ar Ramadi theré existed several contributing causes to the event.

® - Lack of précedine defining roles dand responsibilities when
receiving outsourded water,

= - No training provided t key individuals”

lnadequate documentation control

Work organization deficiency

Inadequate technical oversight

Improper resource allocation

8" Policy not adequately defined, disseminated, and enforeed
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Contributing Cause Definitions:

Lack of procedure defining roles and responsibilities when receiving
outsourced water. ‘

The circumstance where KBR was receiving water from the Military was an abnormal situation
not clearly defined in any procedure or administrative guideline: Such documentation would have
defined roles-and responsibilities in regards to the disinfection of the water intended for shower

© use. The military was unaware of the intended use of the water being delivered to KBR. The uses
could vary from making concrete, dust abatement, car washes, or well drilling. The military most
likely assumed that KBR would disinfect the water if they used it for an application that required
disinfection (such as showers). Local KBR managemeént was either unaware of the requirements
concerning shower water or assumed the military would disinfect the water.

No training provided to key individuals. ;

The event revealed that possibly only one person on the camp was aware of the governing
docuinents that determined the disinfectant requirements of shower water; a letter from Ben
Carter to camp management offering a corrective action to the event determined thisto be most
fikely. The realization that only-one person was in the “know™ creates vulnerability to an
organization in that human errof prevention techiniques recomniend oneé or more subject matter
experts be allowed to interact in the decision matrix to ensute the qualification, validation, and
verification of proposed evolutions are fundamentally sound in natire. Sinply pit, this iscalled a
“peer check™ There was nio one to countermand or validate the corrective actions put in place.
While Ben Carter’s iminediate actions were well intended, there were: some instances where hie
was wrong in the interpretation of regulations and not correct in his shock treatment of the camp
distribution main. A peer check by another trained individual at this point would have beneficial
to the organization.

Additionally, this letter shows direction and information flowing upward through the organization
rather than downward, It has been demonstrated that Project Managers rely on their DOL’s to run
their services. DOL’s rely on their waterpoint supervisors: There are no formalized training
programs in place forany ROWPU operators in Iraq. Formalized training is defined as a
documented On The Job Training / Task Performance Evaluation (OJT/TPE) process to include
training records-and guidance involving the LOTD, SOW, SOP’s, standardization efforts; and
regulations concerning the process that they are involved in.

Theatre wide there is no formalized training for anyone at any level in concerns. to water
operations. )
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Inadequate documentation controls.

The investigation revealed that little to no documentation had been generated or retained in
regards to water inventories, chemistries, audits, QA/QC, meetmgs safety stand-downs,
procedures, or issues of standing orders.

This lack of documentation shows a lack of oversight and understanding as to the requirements
necessary for the production, distribution, consumption, and uses of water; both potable and non-
potable: Documentation is necegsary to validate the quality of our services to prevent both
liability and injury.
Could not find any record of: i
o QA/QC performing any audit functions on the non-potable water systent.
o Delivery times and quantities to the non-potable water holding tanks;
- » Chlorine residuals for any water supplied to the non-potable water system:
 Preventative medicine filings or inspections in regards to the non-potable water .
system. Tanks inspected etc. Preventative Medicine should have these reports
on file, but it is riecessary for us to retain copies of these reports for Liability
purposes: .
e SOP performance dates
s Minutes of Safety Staiid Downs for txme frame of the event or for earlier dates:
¢ SOP-for water operations.
o Standing orders or special instructions issued in regar ds to water operations.
o Inspections: of subcontractor’s delivery vehicle stating it was acceptable and
within specification to deliver waters.
o Logs showing alterations, modifications, or operator “work arounds™ to non-
potable system ) :
s A “Procedure in Place” during an abnormal evolution: (Chlorination of the non-
potable water system via submersible pumps)

Work Organization Deficiency

Leaning on semi-skilled labor
Asstated in earlier sections, it has been demonstrated that Project Managers rely on their DOL’s
to run their services. DOL’s rely on their waterpoint personnel to run their 'water operations.
Within the camp structure waterpoint personnel are considered “subject matter experts™ and are
the focal point of decisions regarding water operations. It should be noted howevet that KBR has
identified the ROWPU worker and associated départment as “semi-skilled LABOR” and pays
“them as “Unskilled” in the KBR Compensation Classification Structure. This is an apparent
conflict of logic-and is-a poor defense in litigation as we have essentially labeled our “Subject
Matter Experts” as “Semi-skilled” and have paid them as “Unskilled”.

Communication breakdown
The event that was submitted in a-teport to local camp management should have been
classified as a récordable occurrence and communjcated to senior management in'a’
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timely manner. The primary awareness to this event came through threat of domestic
litigation.

Inadequate Technical Oversight

Document Interpretation and collection
The generation of reports required should have been a monitored event by a managerial entity in
the form of oversight. The absence of these reports from a centralized work center would have
been an indicator revealing the non-performance of required documentation by a camp or camps.
The current structure of management countrywide does not support the ability to identify sites
with non-performance issues in regards to required paperwork. The identification of these
deficiencies is only identified after a problem has occuired and this is considered “reactive” rather
than “proactive”.
Additionally, it should be noted thata cemrahzed pointof collection is not:adequate in itself. The
interpretation of the results; parameters, and specifications will ensure that the work has been
performed satisfactorily, and that there are o indicators that are suspect to the work/ surveillance
being performed This requires knowledgeable oversight from the engineering and science fields.

(xuxdcd Response to Abnorinal Events or Casualties

In the case of Ben Carter responding to the abnormal event, he identified the appropx iate
document to work from. He, however, did not interpret various readings correctly and did not
propetly sanitize the non-potable water system. While the effort to respond was noble; the action
is-not defendable in litigation, as procedure was not followed: Had there beena policy. in place:
that required reporting of the abnormal event to an organization of with technical oversight, the
eventor casualty could have been mitigated in-a timely manner with assurance that it was dealt
with correctly. Furthermore, it would reassign the decision making during abnormal gvents or
casualties from the least knowledgeable employees to an employee set that has been recognized
for their education, expertise, and pay grade.

Improper Resource Allocation

It could be argued that the entireevent could have been prevented had KBR water operations
been fully commissioned and functional. The investigation revealed that Reverse Osmosis Units
had been on site for a considerable amount of time without assembly and that this lead to the
continued reliance ona non-KBR water productlon paint.
Various interviews revealed a general consensus of a vote of “no confidence™ toward the current
“waterpoint foreman, It was conveyedthat he allegedly has resisted forward progress by
consistently creating artificial barriers. It is believed that he does not want the waterpomt
operational, as it would expose his weak knowledge base once-it is operating. It was
communicated that he is aggressively seeking a transfer as the waterpoint is nearing ‘operational
status. The time constraints of our investigation along with his absence from site for issuance of a
new badge prevented a detailed inquiry into this allegation. A 'meeting with a subject matter
expert from the Theatre Quality offices who spent considerable time on the site assembling the
waterpoint conveyed strong doubts about the abilities of this individual. This matter was
commuticated to the DPM David Stallard for further observations on his part.
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Policy not adequately defined, disseminated, and enforced

Adeqguate Definition
SOP 1M “Water Operations Standard Operating Procedure” states in section 1;

1.0 Purpose
KBR will provide managenment and overszghl for all water nperatzons including
production, testing, maintenance; troubleshooting, repairs, and reporting.

¢ There is no place in the procedure that discusses management roles-and
responsibilities, communication standards, oversight, or-any classical hierarchy
associated with business structure,

e Troubleshooting is not addressed in the procedure.

The section on Opérations and Production is 199 words. This is supposed to be the definitive

* document on conduct of operations: It is assumed to be the definitive document as no other KBR
procedures could be procured or found that detailed fully the operations and production -
methodology.

The section on testing does not mention standards and methodologies that are normally associated
with laboratory analysis: It mentions only chlorine lévels, pH, and microbiological testing. It
makes no mention of the niinimum 10 other parameters required for testing: Additionally it
misstates the requirements for microbiological testing and acceptable pH ranges: The
microbiclogical testing réquirement stated is not acceptable as it is less conservative than the
guidance given to us in'our LOTD. The pH range quoted is more conservative than the LOTD
parameéters and thus should be designated within the procedure as an “administrative control”.

The section on Mainteitance and Repair states that all competencies will be developed by “on the
job “ training. KBR has no documented “on the job” training program for water operations and
equipments. o

The section on reporting states that KBR will maintain accountability ofall water issued,
produced, and received. The instruction does not define the “accountability” in terms of definition
of reports to be generated, frequency, parameters; etc:

If B4 had been working from this procedure at the time of the event thei a miore str mgent
definition would have been an indicator to them as to their deficiencies.

The last section of the procedure is the reference section. It is missing references clearly defined
in'our LOTD = Continuing Operations, DAAA09-02-D-007.

Dissemination

This procedure was ot found at B4 Ar Ramadi so the adequate dissémination of this procedure is

suspect. A more thorough investigation will have to be conducted to determine the breakdowri in
the communication of this document.
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Enforcement

The enforcenient of this procedure is to be done under an audit function of QA/QC. It would
appear that this was not dotie at B4 Ar Ramadi.
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5. Corrective Actions

B4 Ar Ramadi:
Immediate:

After a disinfection of the camp distribution main as defined per appendix C TB Med
577, commence chlorination of non-potable shower water to 2.0-4.0 ppm. The minimum
for shower water is defined as 1.0 ppm but placing a more conservative administrative
control 50 as to ensure compliance reflects safe and conservative operations standpoint.

Place placards on all points of distribution that are affected by non-potable water. The
placard should read “ NONPOTABLE WATER: DO NOT DRINK”. This should include
such sources as showers, construction water points, untested water faucets, cisterns,
vehicle washing supplies etc. This is defined in'4-5 of TB Med 577

Clhilorine levels of the non-potable system will be checked every 8 hours and will be
ensured to contain 2.0 ppm. This is defined in 8-10a of TB Med 577. :

Obtain & letter from the command surgeon general or IMA to approve the use of lower
quality ‘water for'personal hygiene. This is directed to us'in the LOTD — Continuing

_ Operations, DAAA09-02-D-007.

NOTE: This last step need only be done if the current waterpoint will not be
commissioned: immediately. i )

Near Future:

o . Send a remediation téam to the site to educate the camp management and applicable

personnel as to the full scope or work and responsibilities associated with water
operations. .

10



92

(Corrective actions continued)

KBR Organizational : .

The nature of this event revealed massive programimatic issues that will have to be dealt with ata
very elevated level of mandgenient to ensure that prevention of recurrence is eliminated-and
thereby protects the health and safety of KBR personnel; subcontractors; and the military client.
Additionally, senior management shall ensure that the corrective actions are compatible with
company commitments and Gther obligations. Once accepted, the corrective actions should be
implemented in a timely manner, as any delay in the identification of similar conditions within
the company would fend itself as an enabler of a possible secondary event with perhaps even
greater consequences.

The recommendations to follow-are based on the prerise that standardization and technical
oversight is necessary to protect the company from future litigation and programmatic
breakdowns. Standardization is needed to ensure that.a cohesive mission is in place that can react
to-administrative as well as technical changes. As standardization is achieved; reporting will
allow for the easy identification of anomalies towards compliance measures. Technical oversight
is needed to drive policy and procedure and to perform the audit function of the standardization.
Together; these two facets will steer the water mission towards 4 stature of control'and
compliance. : -

The water mission needs technical guidance from above. It needs management with the authority
to dictate policy; policy that will be standardized, disseminated; and audited across all water
missions. This technical oversight needs to be placed in the organization above the project
manager level to ensure compliance is absolute and above réproach.

Beyond the benefits to the internal customer, this approach is even more beneficial to our external
customier, It allows for the military to have a centralized point of interface to.communicate
changes in expectations, disctiss potential problems; receive clarifications; transmit information,
and work casualty scenarios in.an efficient manner. Rather than them try to communicate to
numerois water missions through area Preventative Medicing Units, they can contact one office
in KBR and be satisficd knowing that transmittal will be completely received throughout the
organization. -

The Technical Management team created will as a mission perform:

o - Policy development to be implemented e - Take command and control of casualty
country wide. k situations and abnormal events.

¢ Engineering of specific needs for : o The function of liaison with client to
individual sites:: - receive clarification and to provide

s Development of specific training for - support to the military. )
targeted positions that interface with the s The function of a “solutions center” for
water mission specific questions from site petsonnel on

*  Development of standardized reporting various:issues.

= Auditing of sités for compliance to - e Development of programs to harness
determined policies cost avoidance measures.

s Review of reports to identify
deficiencies

e Dissemination of changes in SOW,
Regulations; or special concerns.

a1l
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Technical
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This diagram shows a technical team, that when given authority over the counitry wide water
program, will ¢create policy for:

1) Ttaining— standardization-of a training policy for all levels of site management to target the
specific needs for each level of the organization that interfaces with the water mission.

2y Reporting — standardization of a reporting policy will enable visibility. into ¢ach site to measure
its compliance and to verify the success -of a site. It will follow production, training; process )
control parameters; burn tatés, and allow. for upward reporting of unusua[ events or casualty

scenarios.

3Y Accountability ~ standardization of accountability will-occur through-a policy that clearly
defines the roles and responsibilities of each member in the organization during normal and
abnormal operations to include définition of training required; knowledge base necessary, Teports
required; communication standards mandatory, and overall business conduct in regards to the
water mission. Once in place, auditing of the water program will be streamlined.

12
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8. Technical Rationale

Military Water Quality Standards and their application to B4 Ar Ramadi

Military regulations pertaining to-water and all'of it’s facets from production, storage,
disinfection, and distribution, can be found in varying military documents, ranging from
field expedient Technical Bulletins; (577) to Garrison document (OEBGD 4715.5g)

s Technical Bulletin 577 Occupational And Environmental Health Sanitary Control
) and Surveillance Of Field Water Supplies (March 1986)
e - Technical Bulletin 576 Occupational And Environmental Health Sanitary Control
and Surveillance Of Water Supplies At Fixed Installations (March 1982)
e DoD 4715.5-g Overseas Environmental Basehm Gu1dance Document (Chapter 3
Water)(March 2000)

For all referencing in this report, I will show that under worse case scenario (field use),
there is a proper use and procedure for water disinfection.

I will refer to ¢ach chapter on scenarios involving this report document. Some may be a
slight streteh, dnd can be interpreted as such:
Source water

B4 Ar Ramadi military mstaliahon uses a raw water intake directly: from the Euphrates
River.

Treatment Technique

Conventional water purification uses many techniques such as
e Chemical coagulation "
Floceulation
Sedimentation
“Filtration -
Disinfection.

o & @ @

The temoval of wspundud matenal (me'xsured mNTU Nephelometnc Turbidity Unit),
dissolved organic material (measured in TOC = Total Organic Carbon), and disinfection
(killing effect to remove Giardia lamblia, Cryptosporidium homini, Escherichia coli, and
other enteric protozoa; bacteria or virus causing intestinal tract disease)

Purification basically removes dirt (turbidity), filters fine particles; and disinfects the
water to prevent watér borne disease. -BAT (Best Available Technology) removes
particles at the micron level (1-5 um) disinfection removes any pathogens makmg it
through the process that are less than <'1-5 micron level.

13
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Reverse Osmosis is primarily used in beverage, microchip/mieroprocessor, or medical
industry. It has application in the military field in that its removal efficiency is-on the
molecular level. Microfiltration, ultrafiltration, nanofiltration, and reverse osmosis ate
the most commonly used membrane processes for microbial removal. Microfiltration
membranes have the largest pore size (0.1 pm); while reverse osmosis membranes hiave
the smallest pore size (>0.0001 pm) (Taylor and Weisner, 1999). This treatment
technique is used for the ability to reject aqueous salt; metal ions, and all matter of
pathogens and virus that may beé used in a hostile manner against the military for
sabotage.

The extreme efficiency of this technology shows a high percent of removal; (many cases
a 99.8% salt reject) that it virtually strips the waterof all contaminants. The following
example shows a calculation to configure total dissolved solids (TDS).  This is & measure
of the dissolved material in solution. The reverse osmosis system is based on two flow
streams; permeate {finished water passing through the membrane - purified), concentréte
(waste stream rejected from the process and is a concentrated waste stream)

Example: measure of TDS in mg/L example using a number range derived from current
KBR water operations on site at B4. .

Raw Water Multimedia {(sand) filtration : Révérse Osmosis
: (Permeate) . (Concentrate)
600 mg/L. 600 mg/L. - 50mg/L. - 1150 mg/L

These numbers are based on historical data from Euphrates River water (The raw water
intake is outside the security wire at B4,-and therefore could not get a sample on this
visit).” The following formula derives the Concentrate, TDS in mg/L

(CHVD +(C2I(VD) = (CO(VD)

" C1 (Concentration of concentrate) =X g/l

VI {Volume concentrate) = 50,000 gallons
C2 (Coricentration of permeate) =50 mg/L

V2 (Volume perimeate) : S =150,000 gallons
Cr (Concentration of raw) =600 mg/L

Vr (Volume raw) : L = 100,000 gallons-

(X 'mg/Ly (50,000 gals) + (50 mg/L) (50,000 gals) = (600 mg/L) (100,000 gals)
(50,000 X)+ (2,500,000) = 60,000,000 s

- X=(60.000,000) - (2,500,000} -
50,000

X= 1150 mg/L
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This exercise shows the inherent problem with the existing setup at B4. The military’s
choice of using Concentrate waste stream, as a non-potable water source for ablution and
shower blocks, has many ramifications. The visible 92% increase in concentration of
dissolved solids is a verifiable physical parameter. Weé can surmise the concentration of
all physical constituents in the raw water would thus be concentrated at levels equivalent
to this. Most naturally occurring bodies of water are exposed to waste from warm
blooded animals (in this case mammal). The Buphrates would have an increased exposure
due to untreated wastewater effluent upstream (infrastructure and regulatory compliance

departments are fledgling at best in the new Iragi government). It would reason that
increased concentrations of Giardia cysts, Cryptosporidium oocysts, along with e coli
would significantly increase the exposure risk to contraction of disease(s) related to these

organisms.

The B4 water point would theoretically be at lower risk if it were to pump raw water
straight from the Euplirates and use it for ablution and shower water.

TB MED 377 Purification Discharge Requii‘emehts

Below is an excerpt from TB MED 577 i discussion on the topic of wastewater
(concentrate) from field purification reverse osmosis unit.

5-5. Speciol procedures
a. Waste disposal.

{1y Environmentol considerations. - According. to
AR 200-1, paragraph 3-5b(1}, the U.S. Environmen-
tal Frotection Agency (EPA) or a State may require g
discharge permit for fleld water purification units,

Commanders with field water parification units pae-

ticipating. in field training-exercises in. the United
$ ons will coordinate with the in-
stallation facility eéngineer’s environmental officer th
determine how to dispose of wastewdtér and otheér
treatment wastes. The environmental offiter can as-
sist the comimander in securing a dischirge permit i it
is required.. Outside the continental United Stutes,
commanders will coordinate wastewater disposal with
the envirommenis! ageney in the Host country,
(). Procedures. .

{a} Repuluted discharges: In cases where a dis-
charge permit-has beensecurad, the water purification
section chief will comply with the peimit to prevent
contamination of the receiving water body. In cases
where a permit has been denied; -the section chief
showld contact the envirenmental officer of the nstal-
tation fo determsing if wastewater could be discharged
inte @ saniiary manhole; Such action should alse in-

volve covrdination with the chief of the wastewater

treatment plant.
by Unregulated . discharges. - Even - wheén 'a
discharge. pormit s not. reguived; the section chief

should still take precautions to avoid eontaminaiing a

5-1

TB MED 8§77

receiving body of water which may be needed seme-
where downstream or along the shore for & water
sourca for another activity, Wastewater should be dis-
charged-at least 25 yards (23 meters) away from the
raw water intake and downstrean for flowing sources
or downwind for standing bodies of water, Filter back-
wash waker and sludges should be discharged into

. sumps to. prevent gross: contamination of the water

Souree, When the unit vacates the ares; sumps will be
closed out-and properly marked to include the dlosing
dateand type of waste.

{3y Tevhnival ussistgnce.. Requests for technical
assistance i disposing of wastewater should be re
ferved to the appropiiate Army agency or laberatory
listed in appeéndix B.

If you refer to section 5-5 Special
procedures

(a) Waste disposal (1) Environmental
considerations. This stipulates thata
permit 1§ required to discharge
wastewater from field water purification
unit, [t gives no standards for re-use of
this waste stream.

15
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Section 9 Conservation Recycle and Reuse (TB MED 577)

In the following excerpt we see minimum standards for re-use or recycled water in areas
with minimal supply. In 9-3 it states that a procedure must be followed to treat the water
(physical/chemical) Section 9-4 lists the minimum standards, which include pH and
chlorine residual of o less than 5 mg/L (water temperature above 68 deg F) and no-less
than 10 mg/L (water temperature below 68 deg F)

9-3. Treatment

Bmh wréatment for réeycling can be accomplished
tave tanks dnd onsite treatment processes. Ads
of water treatment-experts-in environmental engle
neering medical detachments (LC Teams) should be ob-
tained to plan and implement treatment systems. A
physicalichemical freatment system might include co-
agulation, sedimentation, filivation, and the addition
of powdered activated carbon, Disinfection will be re-
quired in all cases of recycling involelig himan con«

95, Operational control monitoring

Personnel operating recycling equipment will perform
monitoring to control the process involved. Assistance
in determining the operational control monitoring ve-
quired can be obtained from L.C teams. Water recycled
for operations involving personal contiet will be tested
hourly forchlorine residual.

Vi

tact with the water.

9-4. Recycled water standards
a. Purpose. The purposeof these standards is to pro-
teot the heslth of the troops, including prevention of
skin and eve Lrritation fxom recyeled shower water.
b, Standards. These standards represent the maxis
mun-accepiable Hmit of sach ronstituent.
{1y pH: 6.5 to 7.5 units.
(2) Turbidity; 5 NTU.
(3) Hardn 00 mgile.
¢. Chiorime residuads. The recyeled water will be dw
ted with chioring using s minimum contact tinie
O minutes. The chlorine residual will be main-
ppm for water temperatures at or above
rand at 10 ppm for water températures
below 68 “F (20 “C).

9-6. Preventive madicine  Inspection . pro-
grom

& Parpose. Sanitary mspec:iwns of récveling opera-
tons safeguard. the health of the troops by ensuring
the treatment and handlivg of recyeled wastewster is
conducted properly.

b, Inspection requirersent: Water recycling: equip-
ment. will niot be evalusted I the garrison $ituations
unless it cannot be evaluated in the feld training envi:

91

Further investigation shows that there has a military regulaﬁon for proper shower testing

and maximum contaminant levels.

8-12. Shower woter sumples

a. “The PVNTMED inspéctor . will -collect” showey
water -samplés from shower heads at each shower
paint. These samples will be analyzed for the following
constituents:

(1) Chlorige residual,
{23 Chemical agents.
{3} Radioactivity.

(4} Water temperature;

b. Concéntrations of chemical agents and radio-
activity will not exesed the standards for those eonstit-
vents listed in table 3+2, The chiorine residual and

water temperature showld-conform to the levels speci--

fied in paragraph 8-10q.

The following section deals with No consumptive uses in 3-3 a. Rationale. It states the
standard is to prevent contact with skin, inhalation, or ingestion in small amounts:

16
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3-3. Nonconsumpiive uses e. Variances from weter quality standards.

@ Rationale. The standards in table 3-3 were estab. . (1) Wator of the next higher quality may be used
lishied fo protect troups from contracting diseases from for any of the purposes lsted in table 3~3 when water
water that comes in contact with their skin or conservatian considerations permit.

dentally inhaled or ingested in small amounts, The {2} Water of . the next lower guality will not be
standards were also designed to. protect i used unless an-emergency exists. The PUNTMED per-
and clothing from deterioration. sonnel will evaluate the situation and provide alterna:
b Standards. Water quality standaids for noncon- fives to the command surgeon. The command surgeon
sumpyve uses are presented in table 3-8, will recommend the useof lower quality water.

Table $-8, Waier gualiny standards for nosconsumptive uses

Water quality Uses include

Potable water . Moss aperations such 45 fod wishing

&, Pevsonal hygione such us shaving, broshing teoth, helmot bathe, and
comfort cooding.
. Mediesf bregtment.
d. Phote processing for guslity contiel
# Lewproduction for foud preservition and teoling.
£ Watar fwse and pipeline testing and flus
Disinfcted nupurable fresli whise . Centralizod Byginné sueh ax feld showers.
& Der’o’i‘mmmatmn of permnnel

Nonpotable frash water

! vest contm}
. Field Iruindry

Seawater Vehicle washing.”

Electrical gropnding.

Five fighting. .

Lo and dheinical (NBE inabion of materiell

BaRgETR e FE TG

~Seawater may leatt o significant enrrosion of some nechandzal parts. Consider nonpotable fresh water if avuilable,

Under disinfected nonpotable fresh water (a) Centralized hygiene such as a field shower
Conclusion:

@ Reverse Osmosis treatment technique is highly effective at removing pathogens,
virus, and bacteria, as well as aqueous salts and metal fons.
s The military is required to acquire a discharge permit for the concentrate.or
rejected waste stream from the reverse osmosis process.
» - The military has a procedure for the reuse or recycle of water for othér operations
(other than human-consumption)
o Physical/chemical treatment -
o~ Maximum Turbidity; minimum pH, and Chlorine disinfection standards
e Non consumptive uses for water state that showers can use disinfected nonpotable
water

The logic¢/rationale for the operation of using concentrate waste stream for non-potable
ablution/shower consumption is incorrect. Perhaps someone surmised the total water passing
through the reverse osmosis system, had effectively gone through a treatment process. The
illogicat portion is this! the concentrate-is just that, it is concentrated waste that was removed
from the treatment process. -Again it would be more logical to use untreated raw Euphrates water
as non-potable use. The problem is furthier intensified by the blatant-disregard of dlsmfectlon use
and the necessary contact time for an effective kill:

17
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7. Initial Report From Ben Carter

From: Ben Carter

Sent: Thursday, March 24, 2005 10:40°AM

To: Suzanne Raku-Williams; Warren Smith

Ce: Lisa Waterman; Walter Meyers

Subject: Incident report from 23-March-2005 Water contamination

On Wednesday morning 1 was notified by our Labor Foreman #1 of suspected micro-ofganisms in his water: El¢ctrick
had done a visual inspection and reported to me that he also had seen “small worms” moving in the toilet bowl. T went
to inspect this myself and saw what I believe were mosquito tarvae, This is by no means to be considered to be a fact. 1
then immediately tested the cold water from the lav sink in Labor #1°s hooch for free chlorine. There was none
detected. 1t had been my understanding that this water was non-potable but was chlorinated.

1 then proceeded to test several other locations including directly from the water storage tanks. I decided it was
necessary to super chlorinate the entire KBR man camp water system. Also after close inspection of the water system,
noticed the storage tank air verits were completely open to outside contamination from a variety of sources. I directed
the plumbers to cap the 27 vents-on each tank and to install turned down elbows with screens on the 4” openings. This
has been compieted. There is still improvement needed in securing the manhole covers from future contatination. I
obtained two submersible pumps from rowpu and installed them in the tanks; the electrical departiment responded
immediately to install the required wiring. The water tanks were then dosed with HTH chlorine of 68%: After a short
period of time a free chiorine residual of 11ppm was obtained: I ran water ity the man camp at the furthest point from
the tanks until a residual of 13ppm was obtained. At this point in time; we directed all personnel to run the water in
their hooch’s untit-Chlorine was present at all points. It was determined that the water system should be allowed to sit
for a 24 hour period of time. All personnel were directed to not shower or wash clothes until after 24 hours elapsed.

During this same period of time T went out to the military rowpu site to inquire of SFC Roux (Spelling?) about the
chlorination of their non-potable water. I was informed that they do not chlorinate this water at all. It is piimped only
through their multi-media filtér and dispensed from there: This is absolulely unsatisfactory for numerous reasons. To
protect from hard-shell ¢ysts, the only approved method is filtration down to 1 micron: Giardia cysts can range in size,
but typically 5 micton is acceptable. These cysts cannot be killed effectively with chlorination. Tt is my opinion that the
water souice is without Guéstion contaminated with numerous micro-organisms, including Coliforny bacteria: There is
tittle doubt that raw sewage s routinely-dumped upstream of intake much less than the required 2 mile distance.
Therefore it is my conclusion that chlorination of cur water tanks, while certainly beneficial is'not sufficient protection
from parasitic exposure. Possibly this can be remedied by-additional filtéring at the military rowpu through theix
cartridge filter system. My plan for now until the Water Works rowpu is operational is to perform routine chiorine
analysis-of the water; and 1o maintain-a 5.0 ppm free chlorine residual at all times. To ensure the success off this new
task, I must be informed of every new delivery of water to the tanks prior to filling. .

If there is anything T have missed, please feel free to contact me with any questions.

Ben Carter

KBR Services

Rowpu Acting Lead
Camp Ar Ramadi (B-4)
APO-AE 09395

ben.carter@haltiburton.com
281-669-2248

18
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From: CPT Callahan, A. Michelle
Sent: Friday, March 31, 2006 6:49 AM
To: Higgins, Neal (DPC)

Subject: Q-West water contamination

Sir,

| am the 101 Sustainment Brigade Surgeon (a family physician), currently serving in irag. My mother
contacted your office previously and she forwarded me your request for more information about our water
contamination, | have read information on the internet about the situation you are investigating in Ar
Ramadi. The situation here was almost identical. I am glad to know your office is looking into this. [ find it
concerning that even after KBR had gone through the investigation at Ar Ramadi they 'still provided
doubly contaminated water to soldiers at our FOB (Q-West). But | will try to stay away from opinions and
give you an objective description of our situation.

in January 1 noticed the water in our Showering facility was cloudy and had a foul odor. At the same time
{over a 2 week period) | had a sudden increase in soldiers with bacterial infections presenting to me for
treatment. All of these soldiers five in the same [iving area (PAD 103) and use the same water to shower.
1 had 4 cases of skin abcesses, 1 case of cellulitis, and one case of bacterial conjunctivitis, On January. .
20™ 1 asked our preventive medicine environmental science officer (1LT Simon Strating) to test the water
at PAD 103. | also-asked the FOB Medical Clinic physician if he had seen an increase in bacterial
infections: He stated he had not. At this point | thought it was a problem just with the water storage tank at
PAD 103. PM tests results of the PAD 103 water showed no chiorine residual and was positive for
coliform bacteria, Still thinking this was a problem isolated to PAD 103, we had KBR clean and super
chiorinate the storage tarik. After this was completed the tank water was retested. Chlorine levels were
adequate and there was no bacterial growth.. The water was still cloudy.

Although we had treated the problem, we still did not have a satisfactory answer as to-why the water was
contaminated. During a discussion {on 1 Feb.2008) between LT Strating and d newly hired KBR water
quality technician (Mr. Bill Gist) LT Strating mentioned the bacterial infections that I had been seeing in
my.clinic. Mr. Gist told LT Strating he had concerns that the ROWPU concentrate reject was being used
to fill the water tanks at the PADs. After hearing this LT Strating investigated. He went to the water
treatment site and followed the lines from the ROWPU concentrate drain to water trucks filling up with this
water. He then followed this truck and observed it pumping the water into the water storage tank at PAD
208. The PM team tested the water at the ROWPUY concentrate distribution point.” The results are as
follows: FAC 0.01% mg/L, pH 6.5, Coliform Positive, E. coli Positive, Turbidity 129NTU (if you want the
complete list of results please let me know). After discovering that KBR was filling the water storage tanks

" with ROWPU concentrate, LT Strating gathered the base mayor (COL Grayson), The Q-West KBR site
manager (Bernardo Torres), Rache! Vanhorn (KRB LNO), Mathew Wallace (KBR ROWPU Manager) and
Bill Gist (water quality technician) to the ROWPU site-and told them all at the same time that he had
identified that KBR was filling the water storage tanks with ROWPU concentrate. Mr. Wallace stated that it
has always been dorie this way and there is not a problem with it: LT Strating explained that it is against
Army regulations (TB MED 577) to use ROWPU reject for personal hyguene Mr. Wallace argued that
since the raw water from the Tigris is first filtered through carbon priorto going into the ROWPY that it is
acceptable for hygierie: This argument is wrong. Charcoa! filfration only removes particulate mater and
binds some chemicals. All the bacteria and chemicals that make it though the charcoal are concentrated
to twice the level as in the Raw water. This is the water with which the soldiers at Q-West have been :
showering, shaving, and brushing their teeth.

After this was reported to higher, KBR sent a team of water experts to Q-west. | amnot sure what all they
did while they were here; The Army sent Mr. Eric Bell, from the DCMA office to investigate. I do not know
details of his findings: What | do know is that KBR stopped this practice. They could not produce eriough
clean water for our shower units with the ROWPU units.they had on had. They broughtin a 3™ unit and
now comply with the contract they have with us. The contract requires that they conform to the standards
as per TB MED 577.
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This is as detailed an account | can give. | am sure if your office investigates, they will be able to get
further information.

| hope this helps: Please fet me know if you have additional cuestions.
Respectfully,

A Michelle Callahan, MD

CPT, MC

Brigade Surgeon )
101 Sustainment Brigade
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KER } Tenrdfer Caldwell

Goveminent Operations — LOGCAD I
< 4100 Clinton Dr, Houston, TX, 77020-6237
Telephone: (713) 7514538 Fasts (713) 753.3952

11 November 2004
Desr Mr. Stagnard,

L hope this finds you well and enjoying a swift reéovery Per out conversation today; Thave
included the Medioal Records Release Form, This form authorizes me to shate your medioal records

with the Pentagon Review Board for the ‘pusposes of awarding youthe Secremy of Defense Medal for
the Defense of Freedom,

The Defense of Freedom Medal is an bonor bestowed on rare occasions to government contractors
wheo are wounded in hostile acts while serving on'a government contract, You most certataly qualify,
and T am wotking to ensiive that you receive this muchideserved piece of recognition. Dus to the steps
involved in awarding the Medal, it usually takes 6 months to approve. If you have any questions
regarding yout normination or the Medsl in generai please do not hesitate to contact me at the munbers
above.

Thank you for your hard wcrk and sacrifice while working for KBR. T'wish you the best of Tnok i
the future.

Special Projects Lisison

Kellogg Browa & Root, i, N B
A Hallibwion Comppany
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KELLOGG BROWN & ROOT, INC.

Authorization and Release Form

Use and Disclosure of Protected Information

1,

, hereby suthorize Kellogg Brown & Root, Inc,

‘including ite affiliates (“KBR”} to use of disclose information relating to iy physical or mental

health that could be used to identify me (salled "Protected Information”) a5 desoribed below,

FProtected Hiformation 18 any information that telates to: o

L]
L 2
&

My past, present, of fiturs physical or mental health or condition;
Health care I have received ox will receive; or
Payment for health oave I have received or will receive.

Tauthorize KBR 10 use or dxsclose the foﬂowmg information:

Aty and all information, mcludmg but not Inmted 10 Protectsd Infonmtmn, in whatever

form. available, necessary to process an application on ‘my behalf for a Defense -of

Freedom Medal with the Department of the Axmy, any other branch of the United States .

wilitary, any applicable Review Board, and any of thelr representatives wherever located,

but in, particuler at the Pentagon in Washington, D.C. (hereinafier referred to conectweiy
as “the Military™), . :

¥ auﬂmnze the following people to tise or disclose the information and Pmteotcd

Information listed above In section 1:

Any employee of KRR, incliding but not Ymited to Fennifer Caldwell, suthorized by

KBR for the purpose described above in section 1.
T suthorize the foﬁowing people to receive gthe Protected Information listed above
insection 1d ;

The Military for the purpose described sbove in seotion 1-

Tunderstand that the use and dizolosure s belng made at my request.

I widerstand. that T have the tight to revoke this authorization: (but not the release in

section 9 below) at any time prior to ity explration date.  Auy revocation. ] meke must be
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made in writing and submitted to KBR, 1 also understand that a xevocation is effective

-except {0 theextent that KBR already has taken sction in rehance upon this avthorlzation

prior to its receipt of the revocation.

T understand that the infomation or Protected Information used or disclosed pms\xant to
this Authorization may be disclosed further by the receiving party.

Tundeistand that this authorization and release {3 voluntary.

1 moay see and copy the information ot Protected Fuformation described on fhis form if ¥
request it

Release: Tagree that i consideration for the application for a Defonse of Freedom Medal
on my behalf that on behalf of tayzelf, my heirs, exeoutors; administrators, nssigns, and
succesgors, T hereby release, acquit and dlschurpe andde herely xelcase, acquit and
discharge XBR, all KBR employees, the Military, and any of their representatives (in
both their officlal and individual capacities), dollestively and individually, with respect to
and from any and all claims and any and alt causes of aotion, of any kind or character,
whether now kaown or unknown, I may have against any of them which existas of the
date of this authorization and all clafms o causes of setion arising from or related to this
authorization or ‘the .use: or disclosure of the “information or Frotected  Information
described in seotion: 1 sbove by any of the aforementioned pames This releage also
applies to any olaims brought by any petson or agency or class action under which Tmay
have a right or benef £

This authorization expires on October 1, 2003,

Signature of Individual or Indwxdual’s Re'presemat:ve* Date

(Form must be complefed before signing.)

&

If this-form is signed by a persopal reprcsemaﬁve, anothier signed and completed form
anthorlzing such legal representation (as may be accepiable to KBR) minst be atiached to this
foury, unless such arepresentation form is waived by KBR dr is otherwise not applicable.
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Senate Democratic Policy Committee Hearing

“An Oversight Hearing on Whether Halliburton Has Failed to Provide
Clean Water to United States Troops in Irag”

" Ken May
Former Halliburton Employee

January 23, 2006

My name is Ken May, and I am a retail manager in Louisville, Kentucky. From
_January 2005 to April 2005, I was an acting operations specialist in the KBR operations
department at'Camp Ar Ramadi, Iraq.- My responsibilities iri that position included daily,
weekly, and monthly reports to both site management and the KBR project management
office in Al Asad, Iraq; coordinating airand ground transportation with the military for
KBR and VIP personnel; and performing payroll and other human resource functions: In
my time with KBR, Ialso fulfilled a variety of other shoit-term duties and assignments

I became aware of ‘water quality problems at the base on March 23, 2003, when
Bern Carter asked me to instrict KBR personnel to leave their water running, which
would assist with chlorination of the water distribution system. Ben told me that another
KBR employee had reported a larva in his lavatory, which Ben had confirmed. I later
learned from Harold Orr, who went by Mo, that Ben had discovered problems with the
water.

In the days that followed, as I performed my regular duties, T heard ramors that
KBR site management was still discussing the water quality problem.- Mo told me that
site management wasn’t really addressing the issue, and suggested that they were simply
trying to sweep it under the rug. Iknew that Mo, our Health, Safety, and Environment
coordinator, had other problems with site management, and specifically with site -
manager Suzanne Raku-Williams, so I didn’t know how much credence to give what he
told nie about the water: ) .

Within a few-days, however, I learned from Ben that what Mo had said was in
fact accurate: that the water had not been properly chlorinated; and that Ben had:
independentty found a U.S. Government report that detailed contaminants and pathogenic
organisms in the Euphrates River.

On Match 26, 2003; senior KBR employee relations specialist Terence Copling
came to Ar Ramadi to investigate untelated complaints about site management.. During
his visit, Copling titerviewed me about allegations that site management had knowingly
and unnecessarily put employees in harm’s way. More specifically, Copling was
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investigating site management’s retaliatory conduct toward employees who raised
concerns about everything from our force protection shelters to health and safety issues.

In the course of that interview, I mentioned to Copling that, on top of everything
else, we appeared to have a water contamination probleni. Copling told me then that he
would resolve the problem, meaning site management, No action was immediately
forthcoming, although the site manager and chief of services were terminated within two
months. Before then, however, they had succeeded in forcing their critics — including
me, Ben, and Mo — to tesign-and leave Iraq. I have brought with me today Mo’s letter
of resignation, in which he expressed his disgust with site management.

After I returned to the States, I remained in contact with Ben. We were both
concerned with the problems we had uncovered, and concerned as well about our own
health and safety. After a barber at Ar Ramadi knicked the back of my neck with a razor,
and after I had washed the cut in the sink, I developed a bad and sustained rash that I
believed to be connected to the water. Both in Ar Ramadi and after my return to the
States, I also experienced occasional but recurring gastrointestinal problems, comparable
to food poisoning. 1 know many others who have experienced similar symptoms. Last
but not least, sifice returning from Irag, T have noticed vertical ridges in my fingernails,
“which I understand to be-a possible indicator of various digestive ot other health
problems. :

Because Ben has had continuing difficulty pursuing his own health ¢laims with
Halliburton and their insurer, AIG, I have chosen not to comirit to'a course of treatment
until T know that T will be propetly taken care of. 1 have recently moved to a new jobina
new state, and cannot afford the time required to fight; as Ben has. I also believe that
Halliburton knows that it exposed both its employees dand American troops to
contaminated water, and has a duty and responsibility to provide nécessary testing and
support. 1do not believe they have done so.

Like Ben, T have remained in contact with former Halliburton colleagues still in
Iraq. Last spring they informed me that; after my own departure in April 2005, the
reports that Ben, Mo, and I had sent up the KBR chain of command fed Wil Granger to
investigate Ben’s findings. In an e-mail forwarded to me by another KBR employee,
Granger concluded; “Fact: We exposed a base camp population (military and civilian) to
a water source that was not treated.. The level of contamination was roughly 2x the
normal contamination of untreated water from the Euphrates River.” When asked how
long the exposure may have lasted, Granger later wrote that the “exposure may have been
oceurring since the initial presence of KBR individuals at Ar Ramadi.”

During my tenure at Ar Ramadi, T and many others observed repeated acts of poor
behavior by site management and the project management office in' Al Asad. The fact
that these behavior patterns undermined essential checks and balances to ensure contract
obligations came as no surprise to me. I, along with many others, observed onan almost
daily basis how our KBR site management team made our presence more of a burden to
the military than the essential resource that we should have been. The disregard for
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essential health, safety and security measures, time card fraud, fraudulent documentation,
and overbilling — not to mention the constant barrage of daily threats and retaliatory
behavior from our leadership — made life at-Ar Ramadi nearly unbearable.

Because of the ongoing unresolved problems at Ar Ramadi prior to discovery of
water contamination, during discovery and ensuing investigations, and the continued
cover-up after discovery to this day, immediate attention is required. The fact that
Halliburton denies a water contamination problem ever existed is incredible, especially
given that their own internal company documentation clearly indicates otherwise.

Had the project management office required site management to implement and. -
frack water analysis checks three times a day, s per the contact requirements at Ar
Ramadi, not to mention countless other camps in Irag, the issue of water contamination
would have been identified immediately and corrective measures implemented. - Instead,
it is my belief that Halliburton officials knew of this problem long before the discovery at
Ar Ramadi and weighed the costs of disclosing that information against their 1% - 3%
cost-plus profit margin. Halliburton’s continued denial and inaction has allowed nine
more months to pass, possibly exposing thousands of military personnel and contractors
to unnecessary risk: This in my mind borders on freasonous if not subversive conduct,
which simply cannot be tolerated.

While aware of my own health concerns, both immediately and over the long
term, I also realize that our troops in Iraq put their lives on the line every day.. The least 1
* can do, the least we as a nation can do — and cettainly the least Halliburton can do - is
to tell our troops the truth and to provide them with the resources that they expect and
deserve. . )
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Senate Democratic Policy Committee Hearing

“An Oversight Hearing on Whether Halliburton Has Failed to Provide
Clean Water to United States Troops in Iraq”

Ben Carter
Former Halliburton Employee

January 23; 2006

. My narfie is Ben Carter, and for the last twenty years I have worked as a water
purification specialist. T currently reside in Cedar City, Utah. From January 2005
through early April 2005, I worked for Halliburton subsidiary KBR at Camp Ar Ramadi
in Traq, also known as Junction City. -Ar Ramadi is home to between 5,000 and 7,000
troops at any given time, served by roughly 70 KBR personnel.

During my time at Ar Ramadi, I served as the acting foreman of the reverse -
osmosis water purification unit, also known as the ROWPU.. The ROWPU is a standard
piece of equipment, roughly the size of two shipping containers; that purifies water by
separating out any dissolved solids and other impurities.. Ar Ramadi needed a ROWPU
to decontaminate highly polluted water from the Euphrates River; which was then
pumped to the base for both potable and non-potable uses.

Potable water is used for cooking and-drinking purposes, and requires a higher.
level of purification and cleaner delivery systems. At Ar Ramadi, non-potable water was
used for all other purposes, including bathing, showering, shaving; laundry, and ¢leaning.
I sometimes saw people use non-potable water to make coffee and brush their teeth,
simply because it was more convenient than using bottled water.- Management
occasionally warned against such practices, but failed to post signs reminding people of
the dangers associated with consuming non-potable water:

Although not intended for drinking or cooking, even non-potable water must meet
certain minimum safety standards widely accepted in the water purification industry and.
adopted by the Army in their operations manuals. When you shower, bathe; or shave,
you can’t help but be €xposed to any contaminants in the water, whether through your
eyes, nostrils; mouth, or open cuts or wounds. Water treatment specialists-design safe
delivery systems-and test regularly to ensure that non-potable water meets these
minimum standards. Their job isto protect the health and safety of the people who use

that water. ) .

Although I was hiréd to work as a water treatment specialist, I was not allowed to
inspect the Ar Ramadi water delivery systems until more than a month after I arrived at
the base. Until then I volunteered for whatever other work I could find, often in the
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carpenters’ shop — where I mostly built home entertainment units for other KBR
employees, who didn’t have enough work to keep them busy and instead passed their
days watching DVDs and playing Nintendo.

After a month, T was finally allowed to work with the ROWPU unit. Two weeks
later, the usual ROWPU foreman returned to the States on leave and I became the acting
ROWPU lead. For the first time, I had full access to-all of the water treatment equipment
and documentation. Shortly thereafter, on March 23, 2005, another KBR employee
reported to management that he had discovered an organisi in his toilet bowl. On
inspection, I confirmed that there was what dppeared to be a larva swimming in the toilet
bowl.

1 had been told by the usual ROWPU lead that the water was chlorinated, and
kriew that such an organism c¢ould not survive in chlorinated water. 1 décided at that
point to test the water in the employee’s bathroom for chlorination. The test results
indicated zero presence of chlorine. Ithen tested at several other locations in the KBR
section of the base, and discovered no chlorine at those sites either. I then tested the non-
potable water storage tank and, to my: shock, realized that the water in the tank tested
negative for chlorine; that the access lid of the tank was not in place, let alone secure; and
that the air vents to the tank were turned upward and left unscreened, leaving the water
supply vulnerable to contamination from dust, insects, rodents, or even enemy attack. I
was stunned. No trained water treéatmient specialist could claim that the water was fit for
human use.

i Having come to that conclusion, and despite the resistance of KBR site
management, I immediately chlorinated the non-potable water tank supplying KBR:
personnel. [ also'made a public announcement over the KBR radio network that all

- personnel should run their taps to- move the chlorine through the water distribution
system. Tthen informed site management that we needed to notify the military that they
should immediately chlorinate their water storage tanks, which drew from the same
source.. I was told by Suzanne Raku-Williams, the KBR site manager, that the military
was none of my concern. I was ordered to concern myself only with the health and safety
of KBR personnel. ‘

Leaving Suzanne in disgust and disbelief, I continued with securing the KBR
water supply. KBR employees began to arrive back at their living facilities, to run their
water as instructed, and started asking questions about the water quality. Many had
health concerns. I'explained to them that I had discovered that the water was not being
chlorinated, and that I had immediately and manually chlorinated the water.

After answering their questions, I drove out to the ROWPU site at the Euphrates
River. I notified the ROWPU operator, a sergeant, that there was no chlorine in the
water. Until that point I had assumed that we were experiencing a tempotary equipment.
-malfunction or human error — that something had just gone wrong. In fact, I was told,
they had never chlorinated the water, T later learned that it was KBR’s responsibility to
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test the water quality three times a day to confirm the presence of chlorine. To my
knowledge, such testing never occurred.

To make matters worse, the sergeant admitted to me that he was not using sub-
micron cartridge filters in the ROWPU process.. That meant water from the Euphrates
River — collected less than a mile downstream from a raw sewage outlet — was passing
through only a multi-media filter before being pumped into our non-potable water storage
tank. The same water was being pumped into the Army’s non-potable water storage tank.,

On returning to the base, I was approached by Harold Orr; known as Mo, who
was the KBR Health, Safety and Environment coordinator.. I'was surprised to hear that
he had only just learned of my discovery: Mo had been critical of health and safety
violations at the camp, and management had apparently failed to inform him of my
conclusions. Mo instructed me to prepare a detailed incident report of what had occurred
that day, which he wanted on his-desk that night. When KBR site management learned
that I was preparing a report, they insisted on approving its contents before I sent it to
Mo. T'did, and they offered comments questioning my conclusions. I have brought a
copy of that e-mail exchange with me today.

I made the required corrections and sent my incident report to Mo, who in turn
sent it to KBR management in° Al Asad, Iraq. At that point; Suzanne; the KBR site
manager in Ar Ramadi, instructed me that I should not e-mail anyone off the base. She
and the director of operations then stopped talking to me altogether. That weekend,
without informing me or Mo, they scheduled a meeting fo address the concerns of KBR
employees regarding the quality of water at the camp. They invited a-medic from another
camp to speak, which he did, emphasizing that we were now chlorinating the water, that
there were many ways someone could get sick ofher than the water, and that he was sure
KBR would offer to test all employees for Hepatitis on their return to the States.

That day I knew that T had to quit KBR and leave Iraq.

After returning from Iraq, Ken May forwarded to me internal documents and
correspondence that confirmed my findings in Ar Ramadi. In one message; Wil Granger,
then the KBR Water Quality Manager for all of Iraqand Kuwait, wrote that KBR had
exposed the entire camp to water twice as contaminated as raw water from the Euphrates
River. I later spoke with Granger and asked him how the water could be twice as
contaminated.. He told me that KBR was apparently taking the waste water from the
ROWPU process, which should have been dumped back in the river, and using that as the
non-potable water supply. Such problems had been happening for more than a yeat, but
Granger knew. of no effort to inform the exposed population. .

More disturbingly, I learned from Granger that, as late as September 2005, the
samie problems existed throughout Iraq. Granger also told me of a 21-page report he had
written, detailing the nationwide problems. He said that Halliburton was worried sick
that I might have a-copy. Tasked him to publicly confirm my story. Granger was
reluctant and told me that, after a group named Halliburton Watch asked the comparny

(WS )
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about his report, Halliburton lawyers grilled him about our communications and
threatened to hold him personally liable for any damage the company incurred. -Although
I do not have a copy of Granger’s report, I do have an ¢-mail message in which he writes,
“I have yet to find an installation that does the required testing let alone has such
documents to support their testing activities,”

I accepted a position with Halliburton with the belief that my particular skills
would be of service to the troops in Irag. But when I'tried to notify the troops that they
may be exposed 1o a serious health risk, I wds told that the military was none of my
conicern, and to keep niy mouth shut. Idon’t know how bad the problem might be —
how-many troops may. have been exposed to untredted water; and how many might have
gotten sick as aresult. I can’t know, because Halliburton apparently has no records and -
refuses to acknowledge there might be a problem. I do know that I have been diagnosed
with an unidentified organism in 'my- digestive tract, and that I sometimes suffer from
gastrointestinal problems that I did not experience before going to Iraq.

Let me conclude by saying that I'm here today because I believe that supporting
the troops has to be more than a slogan. - Our men and women overseas deserve the best
our taxpayer dollars can buy, and it saddens me to report that we're falling short on
something as simple and essential as providing them with clean, safe water.
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[Questions for the record with answers supplied follow:]

QUESTIONS SUBMITTED BY SENATOR EDWARD M. KENNEDY
CONTRACT MISMANAGEMENT

1. Senator KENNEDY. Major General Johnson, in your testimony, you stated that
the Logistics Civil Augmentation Program (LOGCAP) has grown rapidly from a
value of “several million” dollars per year to over $5 billion per year today. I am
concerned that this exceptional cost growth calls into question the validity of the
original competition for the contract and arguably amounts to a cardinal change. At
any time, did the Army discuss this cost growth and the potential need for a new
competition?

General JOHNSON. The growth of this program is within the scope of the awarded
contract, which is directly tied to the number of major conflicts that could occur
each year (two major conflicts and one minor conflict per year). The contract was
intentionally structured to allow for rapid growth and flexibility to support unknown
future contingencies. Nonetheless, as the program grew and began to strain the re-
sources of a single contractor, the Army in 2004 took action to identify various
methods of increasing contractor support and to assess the risks involved with var-
ious strategies. This involved developing an acquisition strategy for LOGCAP sup-
port with multiple contractors competitively responding to global requirements for
urgent support. This strategy was discussed with industry, and with senior Army
leadership to obtain input and to refine and select a future strategy for LOGCAP.
Because of the breadth and depth of the program, a thorough analysis was per-
formed and the final strategy determined in 2006. This strategy resulted in a sepa-
rate LOGCAP IV Planning contract, which was awarded in February 2007, and the
multiple LOGCAP IV Performance contracts, which are anticipated to be awarded
in June 2007.

[Update—The Army announced on June 27, 2007 that it had awarded LOGCAP
IV Performance contracts to three companies. The three companies are DynCorp;
Fluor; and Kellogg, Brown, & Root, (KBR).]

2. Senator KENNEDY. Secretary Bolton and Major General Johnson, the Army
chose to select a single awardee under the LOGCAP III contract. Please provide any
and all documentation laying out the justification for that decision. Was there any
discussion on making other awards as the size of the contract grew?

Mr. BoLTON and General JOHNSON. There is no specific documentation justifying
awarding a single contract on LOGCAP III. In late 2000 and early 2001, the Army
developed the acquisition approach to award the LOGCAP III contract. There was
discussion about the number of contracts to award on LOGCAP III. Prior and recent
experience on LOGCAP II revealed there were sporadic small operations requiring
LOGCAP support, resulting in workload that did not support more than one
LOGCAP contractor. Based on that limited workload, the decision was made to
award and maintain only one LOGCAP III contractor, and not pay to sustain mul-
tiple contractors. Since the LOGCAP III contract was structured as a series of 1
year options, the Government had the ability to bring on additional contractors or
replace the LOGCAP III contract, as performance or workload warranted. As
LOGCAP III requirements grew to support troops in Afghanistan and Iraq, the
Army in 2004 began looking at ways to expand the number of contractors sup-
porting LOGCAP. This resulted in solicitations being issued in August 2006 to re-
place LOGCAP IIT with multiple LOGCAP IV performance contractors.

3. Senator KENNEDY. Major General Johnson, in your testimony you mentioned
that one of the improvements made during contract performance was the
definitization of all “over-age” task orders. Please provide a list of all task orders
that fits these criteria with a brief description of the goods or services to be provided
under them, all not-to-exceed figures during the life of the task order, final value,
and the number of days each task order was undefinitized.

General JOHNSON. Between November 2004 and March 2005, we definitized 46
task orders of which 42 were over-aged. The high tempo of operations resulted in
numerous new combatant command requirements and changes necessitating imme-
diate placement of LOGCAP task orders. This resulted in our placing a priority on
awards rather than definitizing actions. As of July 6, 2007, there are no
undefinitized contractual actions.

The over-aged task orders are identified in the following spreadsheet.
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General JOHNSON. Between November 2004 and March 2005, we definitized 46
task orders of which 42 were over-aged. As of July 6, 2007, there are no

undefinitized contractual actions.
The referenced definitized task orders are identified in the following spreadsheet.

4. Senator KENNEDY. Major General Johnson, for all undefinitized task orders,
please provide a separate spread sheet giving a brief description of each task order,

its value, and the number of days it was undefinitized.
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5. Senator KENNEDY. Major General Johnson, did the Army ever unilaterally sup-
ply missing terms to any undefinitized task orders, and if so, did the contractor ever

challenge such action through the disputes process?

General JOHNSON. No unilateral terms or definitizations were ever forced upon

the contractor. There were no challenges through the disputes process.

6. Senator KENNEDY. Major General Johnson, please describe in greater detail the
Joint Acquisition Review Board (JARB) and the Coalition Acquisition Review Board

(CARB).
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General JOHNSON.

Acquisition Review Boards (JARB, CARB, Super-Coalition Acquisition Review Board
(SUPERCARB))

In Kuwait, Iraq and Afghanistan, the leadership maintains a strict approval proc-
ess for all requirements, to include those executed under the LOGCAP contract.
Every new requirement that exceeds $50,000 must be validated by an Acquisition
Review Board (JARB and CARB) and approved by a general officer. This approval
process also includes internal purchases or actions executed by KBR. Requirements
that exceed $10 million must go through further scrutiny (SUPERCARB) and be ap-
proved by a centralized review board in Kuwait. No requirement is funded unless
commands gain the recommendation of these boards and final approval at the gen-
eral officer level. While not a funding process, these review boards review the pro-
posed funds to ensure they are appropriate for the type of work to be awarded.

Joint Acquisition Review Board

The JARB is a requirements validation process held in Iraq that reviews
Combat Support/Combat Services Support (CS/CSS) requirements for sup-
ported units. The board ensures the requirements are consistent with and
necessary to support operations

Coalition Acquisition Review Board

The CARB is fundamentally the same as the JARB but reviews require-
ments associated with acquisitions for Kuwait/Afghanistan.

Super-Coalition Acquisition Review Board

If a cost estimate associated with a requirement is over $10 million for
Iraq, Kuwait or Afghanistan, the packet must go to Coalition Forces Land
Component Command (CFLCC) for the “SUPERCARB” review and ap-
proval, basically a JARB process at a higher level of command.

No requirement is funded unless the customer obtains the recommendation of
these boards and final approval of general officer level leadership.

7. Senator KENNEDY. Major General Johnson, is cost reasonableness a factor for
determining appropriate award fees? If so, how is that factor used to determine
award fees?

General JOHNSON. First of all, the size of the award fee pool is established based
on estimated task order costs, which are negotiated on each task order. The size of
the award fee pool is not based upon actual cost. Cost reasonableness is considered
as a part of this process.

Second, the award fee criteria have always considered cost control as a significant
factor (40 percent of the overall assessment). The cost control factor includes assess-
ment of a number of cost control measures such as the contractor’s ability to provide
proper cost estimates, cost tracking, cost avoidance measures, and cost reasonable-
ness, all taken in the context of the contingency environment.

8. Senator KENNEDY. Secretary Bolton, in your testimony, you stated that “the dy-
namics of logistics civil augmentation support significantly changed from anything
we’ve seen.” I am concerned that this “significant change” coupled with the excep-
tional cost growth calls into question the validity of the original competition for the
contract and arguably amounts to a cardinal change. At any time, did the Army dis-
cuss this cost growth and the potential need for a new competition?

Mr. BoLTON. The growth of LOGCAP support is within the scope of the contract,
which is tied to the number of major conflicts that could occur each year. See the
discussion in the response to question #1.

9. Senator KENNEDY. Secretary Bolton, Congress has a clear preference for mul-
tiple awards when the Government issues Infinite Delivery-Infinite Quality (IDIQ)
contracts. Cost reimbursement contracts are one of the least desirable contract types
available. Would it negatively impact the Army’s mission if Congress prevented the
use of cost reimbursement task orders under single award IDIQ contracts for serv-
ices valued over $100 million?

Mr. BoLTON. No. Unless specifically authorized by Congress, all Army contracts
must comply with applicable statutes including those involving military construc-
tion.
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QUESTIONS SUBMITTED BY SENATOR ROBERT C. BYRD
CONTRACT MISMANAGEMENT

10. Senator BYRD. Mr. Reed, Mr. Ernst, and Mr. Fitzgerald, with the pending relo-
cation of Halliburton corporate headquarters to the Middle East, have adequate
measures been taken to ensure that the records of KBR, Inc. will remain available
and accessible for current and future congressional oversight and other investiga-
tions?

Mr. REED. Yes, we believe adequate measures are in place to ensure access to
KBR, Inc. records. Prime contractors are obligated and accountable for performing
in accordance with the terms and conditions of their U.S. Government contracts.
The terms and conditions of a Department of Defense (DOD) prime contract apply
regardless of changes to the prime contractor’s organization. Corporate reorganiza-
tions or relocations of corporate headquarters or business units do not affect the ap-
plicability of the contract’s terms or diminish the responsibilities of the prime con-
tractor. For example, the contract clause that provides the Government with access
to records of negotiated contracts (FAR 52.215-2, “Audit and Records-Negotiation”)
remains applicable.

The “Audit and Records-Negotiation” clause requires the prime contractor to
maintain records and make them available to the Government for examination,
audit, or reproduction until 3 years after final payment under the contract or any
longer period required by statute or by other clauses of the contract. This clause
provides for Government access by not only the Government contracting officer and
authorized representatives of the contracting officer (normally Defense Contract
Audit Agency (DCAA)), but also by the Comptroller General of the United States
or an authorized representative. The Comptroller General is given access to and the
right to examine any of the contractor’s directly pertinent records involving trans-
actions related to the contract or its subcontractors. The Inspector General also has
statutory authority to gain access to contractor records under the Inspector General
Act of 1978, as amended.

There would be significant impact if Halliburton decides to become organized
under the laws of Dubai. However, it is our understanding that action by the com-
pany to merge with or acquire domestic companies would be subject to review by
the Treasury Department’s Committee on Foreign Investments in the United States.

Mr. ERNST. The Halliburton corporate headquarters is not relocating to the Mid-
dle East. This has been misreported. Halliburton is expanding its presence in the
Middle East and is relocating certain key executives to Dubai to focus on develop-
ment of the Middle East market. This will have no affect on the availability of KBR
records.

Mr. FITZGERALD. To date, we haven’t encountered any problems with access to
KBR records and we don’t anticipate future problems with access to KBR records
as a result of the pending relocation of Halliburton corporate headquarters to the
Middle East. Our LOGCAP audit work focuses on evaluating Army policies, proc-
esses, and controls. When we need information from KBR we go to the procuring
contracting officer (forward or rear) to make arrangements to obtain it. This is done
under the auspices of contract clauses.

11. Senator BYRD. Mr. Reed, Mr. Ernst, and Mr. Fitzgerald, do you have any con-
cerns related to Halliburton’s divestment of KBR and your agencies’ continued abil-
ity to audit KBR, Inc.’s activities during the course of the LOGCAP contract?

Mr. REED. Halliburton’s divestment of KBR should have no impact on our ability
to audit KBR, Inc. or the LOGCAP contract. Regardless of the divestiture, KBR
must maintain all appropriate contractor records and make them available to the
Government for examination and audit.

Mr. ERNST. I have no concern with our continued ability to audit KBR activities
after the divestiture as our access to records should improve since only KBR records
will now be required for audit. However, Halliburton records will still be required
for the settlement of costs incurred prior to the divestiture of KBR by Halliburton.

Mr. FITZGERALD. To date, we haven’t encountered any problems with access to
KBR records or personnel and we don’t anticipate future problems despite
Halliburton’s divestiture of KBR. Our LOGCAP audit work focuses on evaluating
Army policies, processes, and controls. When we need information from KBR we go
to the procuring contracting officer (forward or rear) to make arrangements to ob-
tain it. This is done under the auspices of contract clauses.

12. Senator BYRD. Mr. Fitzgerald, when were Army auditors first stationed on the
ground in Iraq and why were they not in Iraq earlier?
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Mr. FITZGERALD. U.S. Army Audit Agency (USAAA) auditors were first perma-
nently stationed on the ground in Iraq in May 2005 to audit LOGCAP operations
related to Operation Iraqi Freedom. Since May 2005, we have had a continuous
presence on the ground in Iraq. Intermittently during the period June 2002 through
August 2003 USAAA personnel operated in deployed environments in Uzbekistan,
Afghanistan, Turkey, and Kuwait to audit LOGCAP operations in support of Oper-
ation Enduring Freedom and Operation Iraqi Freedom. Additionally, auditors were
on the ground in Baghdad intermittently during calendar years 2004 and 2005
while performing three audits of the Commander’s Emergency Response Program/
Quick Response Fund.

13. Senator BYRD. Mr. Fitzgerald, do policies exist regarding the deployment of
Army auditors to the field during military engagements that involve contractors?

Mr. FITZGERALD. There are no specific Army policies dealing with the deployment
of Army auditors during military engagements that involve contractors. However,
USAAA personnel have historically deployed with our troops to audit Army and/or
contractor operations dating back to the Vietnam War. Currently, USAAA’s author-
ity to operate in a deployed environment is supported in Army Regulation 36-5 (Au-
diting Service in the Department of the Army dated 16 December 1991). The regula-
tion specifies that USAAA has unrestricted access to Army operations. For joint op-
erations, such as Operation Iraqi Freedom, we also coordinate our audit coverage
oof ffj‘oint activities and non-Army DOD activities with the DOD Inspector General’s

ice.

14. Senator BYRD. Mr. Fitzgerald, should those policies be reviewed in light of the
experience with the LOGCAP contract?

Mr. FITZGERALD. Army Regulation 36-5 has served USAAA’s purposes over the
years with regard to operating in a deployed environment. I believe, however, that
my staff could deploy more timely and efficiently if operation plans recognized the
need for audit controls and oversight early in contingency operations. We are in the
initial stages of exploring options as to how this can best be accomplished, to include
making USAAA part of operation plans for engagements so that our deployed role
and related logistical support requirements can be recognized and addressed from
the outset of an engagement. In a similar vein, based on our recent experiences with
Hurricane Katrina, we are working with the Army Corps of Engineers to enhance
our ability to deploy rapidly in the event of a natural disaster.

15. Senator BYRD. Mr. Reed and Mr. Ernst, does the DCAA have sufficient audi-
toas ‘rc)o provide detailed oversight of the billions of dollars in contracts across the
DOD?

Mr. REED. Yes, DCAA has sufficient auditors to fulfill our contract audit mission
for the Department. While it is true that the volume of contracts for which we have
responsibility has grown, DCAA has made good use of new technologies (i.e., auto-
mated working papers, enhanced communications infrastructure) to increase auditor
productivity.

Mr. ERNST. Defense Contract Management Agency (DCMA) believes that DCAA
has sufficient auditors to accomplish their mission.

16. Senator BYRD. Mr. Reed and Mr. Ernst, do your auditors have sufficient au-
thority to receive all of the support they require?

Mr. REED. Yes, DCAA has sufficient authority to obtain the access to required
contractor books and records. The FAR clause at 52.215-2 provides our auditors
with the primary authority for access to contractor records. This clause must be in-
serted in all negotiated contracts except those: (i) not exceeding the simplified acqui-
sition threshold; (ii) for commercial items; or (iii) for utility services. This clause pro-
vides the contracting officer’s representative with the authority to examine and
audit contractors’ books, records, documents and other evidence and accounting pro-
cedures and practices, regardless of form (e.g., machine readable media such as
disk, tape, et cetera) or type (e.g., data bases, application software, data base man-
agement software, utilities, et cetera), sufficient to reflect properly all costs claimed
to have been incurred or anticipated to be incurred in performing cost-reimburse-
ment, incentive, time-and-material, labor-hour, or price-redeterminable contracts.
For the most part, contractors are cooperative and support the Agency’s audit ef-
forts. However, the Agency does have procedures in place to pursue instances where
contractors deny or unreasonably delay our access to records.

Mr;1 ERNST. Current Federal Acquisition Regulations provide sufficient authority
to auditors.



123

17. Senator BYRD. Mr. Reed and Mr. Ernst, do audits that uncover fraud or mis-
management receive the attention and action from the Service Chiefs that they de-
serve?

Mr. REED. DCAA has in place standard procedures for reporting potential fraud
and mismanagement. To date, DCAA has made more than 20 referrals related to
Iraq reconstruction effort to the appropriate investigative agencies. To the best of
our knowledge, the investigative agencies have taken these referrals seriously, and
the referrals are actively being worked.

Mr. ERNST. DCMA believes these audits receive the attention and action from the
Service Chiefs that they deserve.

18. Senator BYRD. Secretary Bolton, in light of some of the issues that have been
raised at today’s hearing, what problems or challenges do you see with the increas-
ing reliance upon civilian contractors to provide essential support services to the
U.S. military, particularly to those units and personnel deployed overseas?

Mr. BoLTON. Contractors have played a vital role in supporting U.S. Forces since
the Revolutionary War. The highest number was during World War II when an esti-
mated 734,000 contractors supported the warfight. While the U.S. Army is less than
40 percent of its size of 35 years ago, the sustained strategic demand is unprece-
dented. The use of contractors is a force multiplier enabling the U.S. Army to keep
soldiers engaged in core U.S. Army missions.

The Army is working tirelessly to balance the need to use contractors to provide
needed services while using soldiers and Army civilians to perform inherently gov-
ernmental functions. I see three primary challenges with the Army’s increasing reli-
ance on civilian contractors:

(1) The perception that we pay unreasonable and unallowable costs. We
do not. All incurred costs are reviewed prior to payment and all costs are
audited;

(2) The perception that contract fraud is prevalent overseas. It is not. For
example, the Special Inspector General for Iraq Reconstruction (SIGIR) tes-
tified before a Subcommittee of the House Judiciary Committee that con-
tracting fraud in Iraq is a relatively small component of the overall multi-
million dollar financial investment in the reconstruction of Iraq; and,

(3) The belief that that there are insufficient Government personnel to
perform proper contract administration and to monitor contract perform-
ance. The Army has been stretched beyond its capacity to support current
contingency deployment demands. The Army supports contingency oper-
ations with only 285 military contracting officers and civilian volunteers. To
address the military support we have designed deployable modular con-
tracting brigades. We are looking at recruitment bonuses and retention bo-
nuses to increase our cadre of deployable civilians.

19. Senator BYRD. Secretary Bolton, how should procedures be revised considering
the U.S. military’s experience with contractors in Iraq?

Mr. BoLTON. Considering the U.S. military’s experience with contractors in Iraq,
we need to collectively recognize the role and importance of Government contracting
personnel to execute, administer, and oversee contracts for contractor support serv-
ices and reconstruction. Procedures for training the operational and Big “A” Army
in acquisition (from requirements generation to contractor performance for
sustainment) must become a staple of military education and operational planning.
Lessons learned in Iraq and future conflicts must be captured, and we are in the
process of capturing and documenting these lessons in order to form future oper-
ational plans and to include contracting in training exercises. We go to war with
logistics capability and we must doctrinally and procedurally recognize that we must
also go to war with the business side of soldier support.

The Army is in the final stages of staffing of two guides for contingency con-
tracting—an OCONUS Contingency Contracting Guide and a CONUS Guide for
Supporting Emergencies within the United States. Additionally, documenting sys-
tems and processes in the development of Joint Publication 4-10, Contracting and
Contractor Management in Joint Operations, and the updating of Army Regulation
715-9, Contractors Accompanying the Force, will be useful tools for contracting offi-
cers.
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QUESTIONS SUBMITTED BY SENATOR DANIEL K. AKAKA
ARMY AUDIT AGENCY

20. Senator AKAKA. Secretary Bolton, in April 2006, the Army Audit Agency
(AAA) reported that DOD remains insufficiently staffed and inadequately organized
to provide effective oversight for the LOGCAP contract. The AAA report states:

“[Tlhe current management structure over LOGCAP operations in the
Iraq area of operations isn’t conducive to ensuring the program is managed
in the most effective and efficient manner. . . . Specifically, contracting ac-
tivities in the theater have been fragmented and too understaffed. . . .
[Olperational fragmentation among the key management offices, along with
the dispersed location and high turnover of personnel responsible for man-
aging work under the contract, make it difficult to ensure new require-
ments are fully necessary or being obtained in the most cost-efficient man-
ner. . . .

During the hearing, we discussed the shortage of contract oversight personnel in
the DOD. Please provide your plans to address this shortage, as well as the poten-
tial loss of significant numbers of additional acquisition personnel due to retirement
in the upcoming years. If the current fiscal year 2008 DOD budget request does not
provide sufficient resources for you to address shortages of acquisition personnel,
please indicate what level of resources is needed.

Mr. BoLTON. The Army does not have a sufficient number of contracting officers
and contract administrators. Currently, there are 5,563 1102s (contract specialist/
contracting officer) within the Army. This number is expected to decrease by 38 per-
cent to 3,472 by 2011. This projected loss is due to both retirement, and attrition
(migration to private industry, BRAC actions, regional hiring difficulties due to lack
of PCS funding, et cetera). Since 1995, the workforce numbers have decreased by
53 percent, while the workload actions have increased by 278 percent. The decrease
in 1102s has resulted in a lack of contract administration (which has been validated
by several outside audits), and a lack of contract planning. New hires (1102s) of 418
per year would result in 0 percent growth over the next 5 years and new hires
(1102s) of 529 per year would result in 10 percent growth over the next 5 years.
The shortage is particularly severe for the Army’s population of 285 military con-
tracting officers who support operations in Iraq and Afghanistan. The Army, along
with the other military services, has been unable to provide the total number of
Level II and III certified military contracting officers requested by commanders in
Iraq and Afghanistan. This shortage is also evident within the DCMA which, on a
few occasions, was forced to turn down requests from the Army for the administra-
tion for theater support contracts citing a lack of resources.

Over recent years the size of the contracting workforce has been a flat line while
our workload has increased, in some cases as much as 200 percent or more. We are
working within the Army to determine how to resource our personnel requirements.
We are also looking at our civilian intern programs, and at our civilian recruitment
and retention practices. As the Army increases its strength, I have tasked my Direc-
tor, Acquisition Career Management, and Deputy Assistant Secretary of the Army
for Policy and Procurement to examine the manning requirements in order to in-
crease our 285 military contingency contracting officers and our deployable civilian
workforce. Last, I am reexamining our utilization of CORs. The Army has already
taken steps to improve oversight of contract services by requiring trained CORs and
a Quality Assurance Surveillance Plan on service contracts greater than $2,500.

21. Senator AKAKA. Secretary Bolton, regarding the work environment that con-
tract oversight people in Iraq must deal with, and the difficulty with sending civil-
ian personnel into that environment, I have serious concerns regarding the problems
DOD is experiencing. Specifically, the Department is relying heavily on auditors to
find contracting problems after the fact rather than direct oversight by the con-
tracting officer’s technical representatives (COTRs). In my opinion, it is inefficient
to wait until an audit finds a problem to deal with contractor performance problems
because the audit is performed too late to ensure that the contractor meets the
needs of the commanders in the field. Because of this, should the Department con-
sider having a cadre of Active-Duty military COTRs who can handle oversight of
contracts supporting our troops in combat zones?

Mr. BoLTON. I agree that we must have the ability to provide “real-time” over-
sight of contractors supporting our troops in combat zones. The Army has main-
tained a proactive approach in identifying and rectifying contract discrepancies and
does not rely solely on audits to discover problems. In addition to military who are
COTRs, we work closely with the DCMA and the DCAA reviewing contractor per-
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formance as it occurs and auditing vouchers at the time of submission. We have a
cadre of Contingency Contracting Teams and we are developing a new approach to
form and sustain a cadre of emergency essential Department of the Army civilians
to provide contracting and oversight in combat zones. We are also assessing our
practices to identify, train, and utilize our COTRs.

CONTRACT MISMANAGEMENT

22. Senator AKAKA. Secretary Bolton, a cost-plus award fee contract removes all
risk from the contractor, and places it on the Government. The only incentive for
the contractor to control costs is supposed to be the award fee. However, since the
award fee is a percentage of the contract costs, the contractor really does not have
any incentive to control costs, especially if the contractor gets the maximum fees re-
gardless of their performance. The only defense for the Government is diligent con-
tract oversight. It is pretty clear from the numerous audit findings of AAA and the
DCAA that diligent oversight has been lacking. Why did the Army not use a fixed-
fee type contract for LOGCAP?

Mr. BoLTON. The LOGCAP III contract has multiple contract types, including firm
fixed price, that can be used when there are firm requirements that are not suscep-
tible to changes in scope, quantity, or schedule. Since the predominant effort under
LOGCAP III has involved supporting contingency operations which are subject to
continuous changes in requirements, it is unrealistic to negotiate firm fixed prices
for this type of effort. As a result, the Government must bear some of the risk
through the use of a cost-type contract. We use incentives such as award fee or in-
centive fee to encourage better performance or cost control on larger dollar orders.
For smaller dollar orders, we can use cost plus fixed fee to avoid the administrative
burden associated with collecting information and evaluating performance IAW es-
tablished fee criteria, as well as holding boards to determine award fee amounts.
In those cases the administrative costs far outweigh the amount of a fixed fee. To
clarify: fee is paid on negotiated costs, not actual costs and the contractor’s efforts
to control costs will be reflected in award fee decisions and past performance rat-
ings. As a result, the contractor has little incentive to run up costs. For cost plus
award fee actions, a portion of fee related to cost control can be withheld if it is
shown they did not reasonably control costs.

Furthermore, the contractor is not entitled to recover certain types of costs (those
identified as “unallowable” under the FAR), and the contractor can only recover
costs that are deemed “reasonable” under the circumstances.

23. Senator AKAKA. Secretary Bolton, why did the Army not select more than one
contractor, in order to create competition?

Mr. BoLTON. In late 2000 and early 2001, the Army was developing the acquisi-
tion approach to award the next LOGCAP III contract in late 2001. There was dis-
cussion about the number of contracts to award on LOGCAP III. Multiple awards
were considered. However, through almost 4 years of LOGCAP II at that time, there
had been sporadic small operations requiring LOGCAP support, resulting in work-
load that did not support more than one LOGCAP contractor. Based on that limited
workload experienced at that time, the decision was made to award and maintain
only one LOGCAP III contractor, and not pay to sustain multiple contractors. The
LOGCAP III contract was competitively awarded.

24. Senator AKAKA. Secretary Bolton, why is one contract used for all logistical
support work, instead of breaking it down into smaller contracts, some of which
could probably be fixed-price contracts?

Mr. BOLTON. As noted in the answer to the previous question, the low activity on
the LOGCAP II contract did not indicate a need for multiple contracts on LOGCAP
III. The concept of a contingency contract at that time was to have a single con-
tractor quickly respond to requirements and be responsible for overall management
of all the logistics support work. LOGCAP support was envisioned to be for short
periods of time, not for long, drawn out conflicts.

The Army has examined LOGCAP requirements to determine if they can be bro-
ken into smaller contracts, and in some cases, tasks were removed from the
LOGCAP contract and awarded through other contracts. Due to the fluid and chang-
ing operational environments in Iraq and Afghanistan, it has been difficult to iden-
tify requirements that could be structured in smaller tasks and awarded on a fixed-
price basis. Furthermore, operational commanders find it even more difficult to deal
with multiple contractors in the area of conflict and they highly desire having one
“belly-button” to turn to.
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LOGCAP FUNDS FOR BOTH MILITARY CONSTRUCTION AND PROCUREMENT

25. Senator AKAKA. Secretary Bolton, last year the Army informally proposed lan-
guage to the congressional defense committees to retroactively authorize the use of
LOGCAP funds for both military construction and procurement during the four pre-
vious fiscal years, 2003 through 2006. The committees did not support or enact such
legislative relief. Does the Army support such a proposal today, to retroactively au-
thorize actions that may be under Anti-Deficiency Act (ADA) or other investiga-
tions?

Mr. BoLTON. No, the Army does not support such a proposal today. Since last
year, the Army has worked with Central Command (CENTCOM) and Office of the
Secretary of Defense Comptroller to document and request contingency construction
authority for all construction projects that exceeded the threshold for use of oper-
ation and maintenance (O&M) funds. The Army has also put into place more strin-
gent policies and procedures on the use of O&M funds for military construction
projects and the procurement of equipment to prevent exceeding the expense/invest-
ment threshold. Army funds for construction using the LOGCAP contracting vehicle
is approved only if the total project cost is within the threshold of $750,000 or $1.5
million if the project is in support of life, health, and safety. If the project exceeds
this threshold the scope of work is reduced to ensure the project does not exceed
the statutory limitation, or the requirement is processed as a Contingency Construc-
tion Authority (CCA) request (if applicable), or the project is cancelled for LOGCAP
and forwarded to the U.S. Army Corps of Engineers for processing. Also, equipment
purchases required to provide services under LOGCAP contracts that require pro-
curement funding are identified and the contractor must obtain approval prior to
commitment of any expenditure for any equipment that requires procurement fund-
ing. Additionally, we have provided clarifying guidance on the funding of leases of
equipment.

26. Senator AKAKA. Secretary Bolton, does the Army believe the use of a LOGCAP
contract as an acquisition method circumvents other statutes applicable to military
construction?

Mr. BoLTON. No. Unless specifically authorized by Congress, all Army contracts
must comply with applicable statutes including those involving military construc-
tion.

CONTRACTOR OVERSIGHT

27. Senator AKAKA. Secretary Bolton, in your statement, you discuss the large
numbers of contractor personnel supporting our troops under this contract. Numer-
ous potential problems with the contract have been identified due to the lack of ade-
quate contractor oversight. A large number of security contractors are also sup-
porting operations in Iraq, although I believe you indicated that it was under other
contracts. However, contractor security personnel do not operate under the mili-
tary’s rules of engagement, and therefore, pose a potential risk to our
counterinsurgency operations since they could potentially take actions that could in-
flame tensions. Given the problems with contractor oversight for security personnel,
what is the DOD doing about this problem?

Mr. BoLTON. We address contractor oversight of personnel, including security per-
sonnel by requiring contractors to abide by the terms and conditions in their con-
tracts. DOD contracts in Iraq, Afghanistan, and Kuwait require contractors and
their subcontractors, authorized to accompany U.S. Armed Forces deployed to those
regions; to comply with all applicable U.S., host nation, and third country national
laws. They are also required to comply with policies and directives of the Combatant
Commander.

DOD contractors, to include private security contractors, are required to comply
with the rules for use of force, which have been established by the U.S. CENTCOM.
Private security contractors in Iraq must also observe U.S. CENTCOM arming poli-
cies and host nation licensing and registration requirements. The performance work
statement and terms and conditions of private security contracts specifically pro-
hibit the contractor from engaging in any offensive operations, such as military com-
bat maneuvers and counterinsurgency operations. Private security contractors are
limited to defensive actions to protect persons and/or property identified in their
contracts.
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ARMY OVERSIGHT OF LOGCAP

28. Senator AKAKA. Mr. Fitzgerald, in your prepared statement, you stated that
the Army is adequately managing the LOGCAP contract. This finding is somewhat
difficult for me to understand given all of the problems that have been identified
with this contract. The AAA reported on April 25, 2006, that “Overall, we concluded
that the current management structure over LOGCAP operations in the Iraq area
of operations isn’t conducive to ensuring the program is managed in the most effec-
tive and efficient manner.” Both the AAA and the DCAA have identified hundreds
of millions of dollars of overcharges and potential fraud in this contract. Please ex-
plain what criteria is being used to determine the adequacy of the Army’s manage-
ment of this contract.

Mr. FITZGERALD. Our criteria for evaluating how well the Army managed the
LOGCAP contract hasn’t changed. However, the two referenced conclusions we drew
were based on a different body of evidence and different timeframes. In our sum-
mary report A—2006-0022-ALL, dated 28 November 2005, we concluded that “Over-
all, the Army’s management of the LOGCAP contract was adequate.” This conclu-
sion, which was referenced in my prepared testimony, was based on our body of field
work and tests we conducted during June 2002-February 2004 in the United States
and in Turkey, Uzbekistan, Kuwait, and Afghanistan. During this timeframe, the
scope of LOGCAP operations was much smaller than it grew to be during March
2004 and beyond. Notwithstanding our overall conclusion, our summary report and
the six preceding supporting reports contained numerous recommendations to im-
prove management of LOGCAP operations. In report A—2006—0099—-ALL, dated 25
April 2006, we concluded that “. . . the current management structure over
LOGCAP operations in the Iraq area of operations isn’t conducive to ensuring the
program is managed in the most effective and efficient manner.” Unlike the prior
conclusion, this conclusion was based exclusively on field work conducted in Iraq.
The fieldwork and tests supporting this conclusion were completed during May—July
2005.

29. Senator AKAKA. Mr. Fitzgerald, it is clear that the Army is relying on auditors
to identify contract problems after the fact, rather than direct oversight by COTRs
to manage the contract. Management of contracts through the audit process does
not seem to be an effective management process. At what point would the Army’s
management of the contract be evaluated as inadequate?

Mr. FITZGERALD. The Army is using USAAA’s audit work as one of the tools it
has to help improve the management and internal control structure of the LOGCAP
contract. All recommendations we made dealing with the LOGCAP contract for both
Operation Enduring Freedom and Operation Iraqi Freedom were designed to im-
prove both current and future operations, processes, and controls. We view our work
as complementary to the work performed by COTRs and other contracting and re-
source management officials who are working on various aspects of the LOGCAP
contract.

INVESTIGATIONS OF POTENTIAL ANTI-DEFICIENCY ACT VIOLATIONS

30. Senator AKAKA. Secretary Bolton and Mr. Fitzgerald, for over a year now, the
Army and the Office of the Secretary of Defense Comptroller have been conducting
investigations of potential ADA violations concerning the use of operations and
maintenance funds for military construction and procurement activities through the
LOGCAP in Iraq. These investigations are in part resultant from a memo from the
DOD Office of General Counsel dated March 7, 2006, to the Office of the Legal
Counsel to the Chairman, Joint Chiefs of Staff. This committee was briefed last Oc-
tober that up to $600 million in operations and maintenance funds may have been
carried out through LOGCAP for unauthorized and illegal investment items and
leases. In the Army’s internal review and investigation, at what organization or
level of contracting review did the failure to conform to Federal Acquisition Regula-
tions occur?

Mr. BoLTON and Mr. FITZGERALD. Since the committee was briefed in October
2006, the Army’s Office of the ASA (FM&C) has been conducting an investigation
into potential ADA violations concerning the use of operations and maintenance
funds for military construction and procurement activities. While our investigations
are nearing completion, no ADA violations have been identified to date (see question
#32 for status). To improve our overall funds controls concerning the expenditure
of O&M, thus minimizing and/or eliminating the potential for future ADA violations,
we have taken several proactive measures.
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First, all LOGCAP construction requirements are reviewed in accordance with DA
PAM 420-11, Project Definition and Work Classification, by the Multi-National
Corps-Iraq (MNC-I) Joint Facilities Review Board to ensure proper funding has
been allocated to the project. The LOGCAP Support Officer is responsible for ensur-
ing all construction projects incidental to services performed by the LOGCAP con-
tractor are reviewed and approved by the MNC-I Joint Facilities Utilization Board
(JFUB) in accordance with applicable Multi-National Forces-Iraq and MNC-I Frag-
mentary Orders and requirements management guidance. If the total cost of the
construction project exceeds $750,000, ($1.5 million for construction in support of
life, health, and safety) the construction project is not approved for LOGCAP. When
this is the case, one of three courses of action will be taken by MNC-I:

o Reduce the scope of work to ensure total project will not exceed the statu-
tory limitation.

e Hold the requirement and process a request for CCA.

e Cancel the project for LOGCAP and forward package to the U.S. Army
Corps of Engineers for processing.

Second, the ASA (FM&C) has issued a funding memorandum that provides guid-
ance to ARCENT activities to determine the type of funding used for specified in-
theater service contracts that involve capital assets. Two major leasing actions were
addressed: Prime Power Generation Equipment and Dining Facilities. The intent of
the memorandum was to assist resource managers, contracting officers, and contrac-
tors alike in making better use of O&M funding for procurement actions particularly
as they relate to LOGCAP. It provides a detailed discussion and analysis of the reg-
ulatory guidance impacting these leasing actions.

Lastly, the ASA (FM&C) is finalizing a second memorandom that will provide
guidance regarding the type of funding to be used for specified in-theater service
contracts for leasing non-tactical vehicles.

Together, the above actions significantly improve the Army’s ability to effectively
manage, account for, and control the use of O&M funds for which it has been au-
thorized and appropriated by Congress for use in the current theater of operations.

31. Senator AKAKA. Secretary Bolton and Mr. Fitzgerald, how has the Army
changed its policies and review processes for LOGCAP delivery orders to ensure the
proper authority is available for the use of various fund sources?

Mr. BoLTON and Mr. FITZGERALD.

Acquisition Review Boards (JARB, CARB, SUPERCARB)

In Kuwait, Iraq, and Afghanistan, the leadership maintains a strict approval proc-
ess for all requirements, to include those executed under the LOGCAP contract.
Every new requirement that exceeds $50,000 must be validated by an Acquisition
Review Board (JARB and CARB) and approved by a general officer. This approval
process also includes internal purchases or actions executed by KBR. Requirements
that exceed $10 million must go through further scrutiny (SUPERCARB) and be ap-
proved by a centralized review board in Kuwait. No requirement is funded unless
Commands gain the recommendation of these boards and final approval at the gen-
eral officer level. While not a funding process, these review boards review the pro-
posed funds to ensure they are appropriate for the type of work to be awarded.

Joint Acquisition Review Board

The JARB is a requirements validation process held in Iraq that reviews
CS/CSS requirements for supported units. The board ensures the require-
ments are consistent with and necessary to support operations.

Coalition Acquisition Review Board

The CARB is fundamentally the same as the JARB but reviews require-
ments associated with acquisitions for Kuwait/Afghanistan.

Super-Coalition Acquisition Review Board

If a cost estimate associated with a requirement is over $10 million for
Iraq, Kuwait, or Afghanistan, the packet must go to CFLCC for the
“SUPERCARB” review and approval, basically a JARB process at a higher
level of command.

Joint Facilities Utilization Board

To control and manage construction, all commands have established a
JFUB. These boards evaluate and reconcile requirements for real estate,
use of existing facilities, and ensure all potential construction is in line with
established master plans. Funding type and thresholds are also reviewed to
ensure that no fiscal violations occur.
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Material Requisition Review Process

Subsequent to the review of the Acquisition Review Board Approval,
every requisition for supplies or services submitted by KBR over $25,000
is personally reviewed and approved by the Government Administrative
Contracting Officer. In Iraq, those requisitions that exceed $250,000 are re-
viewed and approved by the Command Comptroller before KBR is author-
ized to execute the procurement. Funding type and thresholds are reviewed
to ensure that no fiscal violations occur.

32. Senator AKAKA. Secretary Bolton, what is the status of each investigation?
Mr. BOLTON. Army opened five investigations. Three are now closed; two are still
open.

33. Senator AKAKA. Secretary Bolton, when are the investigations expected to be
completed?

Mr. BOLTON. Army expects to complete the two remaining ADA investigations by
30 December 2007.

34. Senator AKAKA. Secretary Bolton, what results of the investigation can you
share with us, and what personnel actions have been taken as a result of these in-
vestigations?

Mr. BOLTON. Three of the five cases have been closed as “No ADA”. The funding
was either determined appropriate (e.g., within the $1.5 million limitation for life,
health, and safety) or the proper funding was obtained.

35. Senator AKAKA. Mr. Fitzgerald, were you asked to take part in these inves-
tigations? If so, can you describe your role and any findings or observations you may
have about the investigations?

Mr. FITZGERALD. I wasn’t asked to take part, and USAAA didn’t participate in the
referenced investigations.

RECOMPETITION

36. Senator AKAKA. Mr. Ernst, it appears that the contract has been used beyond
its intended scope of two regional conflicts of up to 25,000 troops each. Does DOD
have a policy that requires recompetition of a contract when the scope has been ex-
ceeded? If so, under what conditions does the Department require the contract to
undergo a new competition?

Mr. ERNST. Recompetition of the contract is not a function delegated to DCMA.
’ghis quegtion would be more appropriately addressed to the Army Sustainment

ommand.

37. Senator AKAKA. Mr. Ernst, was that threshold exceeded in this case, and if
so, why did the contract not undergo recompetition?

Mr. ERNST. Recompetition of the contract is not a function delegated to DCMA.
’(I_Ehis quegtion would be more appropriately addressed to the Army Sustainment

omman

AWARD FEES

38. Senator AKAKA. General Johnson, the Army has awarded 88 percent of the
available award fees to KBR, Inc. This level of award fees is particularly surprising
considering that technical performance is only a basis for 30 percent of the fee. Con-
tractor management is also 30 percent, and cost performance is 40 percent.

How is it that the Army has awarded KBR, Inc. 88 percent of the available award
fee despite numerous audit findings of overcharges totaling hundreds of millions of
dollars, inadequate accounting and estimating systems, inadequate cost justifica-
tions, and KBR, Inc.’s reluctance to provide appropriate supporting documentation
and information? Please provide a detailed and specific justification of how the con-
tractor was evaluated at this level of award fee.

General JOHNSON. The purpose of the award fee process is twofold: One is to
evaluate the contractor’s performance and determine how much fee to award; the
second is to provide feedback to the contractor on areas of strength the Government
would like the contractor performance to continue, and to identify areas the Govern-
ment would like to see improvement.

The award fee board and award fee determining official take all of the contractor’s
performance, both positive and negative, into consideration. The contractor’s per-
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formance, above the minimum required by the contract, is assessed for earning
award fee. Weaknesses noted during performance are balanced with the total effort
performed by the contractor to arrive at the overall rating, and award fee amount
in accordance with the award fee plan. Any areas for improvement are described
in the award fee letter so the contractor recognizes where they must do better to
earn a higher percentage of fee.

The 88 percent of award fee paid is the total of award fee paid on over 150 indi-
vidual task orders. It does not relate to any single task order. Contractors generally
start off receiving a lower percent of their award fee and get better over time as
they focus on the areas noted for improvement during the award fee boards. KBR
has not earned award fee at the 88 percentage at every award fee board. The four
award fee boards conducted earlier in the life of the contract (2005) resulted in
award fees of 81 percent to approximately 83 percent. Specific areas noted for im-
provement during that timeframe were KBR business systems, relationship with
DCAA, cost reporting, quality control, and subcontractor management. Strengths re-
ported were outstanding technical performance considering the hostile and ever
changing environment of operations, teaming relationship with Government per-
sonnel (KBR worked shoulder to shoulder with the soldiers), identification and reso-
lution of problems, cost avoidance measures, emphasis on safety and reduction of
a]([:)c}dents (resulting in decrease to DBA insurance rates), and inventory account-
ability.

The award fee board noted that improvements were occurring during this time-
frame in the cost reporting/recording system. Also DCMA and DCAA were working
closely with KBR on their business systems. Since early in 2007, all KBR business
systems have been determined acceptable by DCMA.

Any contract overcharge is a concern to the U.S. Government. Due to some in-
stances where DCAA has identified overcharges, KBR has not yet been authorized
to direct bill even though their billing system has been approved. DCAA continues
to be responsible for reviewing every cost voucher submitted by KBR to ensure that
costs billed are allocable, allowable, and reasonable prior to payment. The contractor
error rate on previous submissions was tracked so any trends could be analyzed.
iI‘he error rate of 2-3 percent is very low and not indicative of major systemic prob-
ems.

The inadequate cost justifications relate to DCAA audit of KBR initial proposals.
The challenge in a contingency environment is that proposals are required to be pre-
pared very quickly, and the contractor may not have enough information to fully de-
velop the rationale to support costs. This is unlike the normal CONUS contracting
process where a contractor would have 30 to 60 days to gather information to sup-
port their proposal. The purpose of the DCAA review is to note any questioned or
unsupported portions of a proposal. The DCAA findings are brought to the contrac-
tor’s attention and, during negotiations are either supported with more information
and accepted, or not accepted as part of the definitized price. The questioned costs
noted in the DCAA review are tools used by the contracting officer during the nego-
tiation process. As noted by DCAA, over $600 million has been “saved” during this
process, proving that the process is working.

39. Senator AKAKA. General Johnson, does the Army not consider numerous cases
of overcharges as characteristic not only of poor cost performance, but of poor con-
tractor management?

General JOHNSON. The Army is always concerned about overcharges. It also recog-
nizes many factors come into play, including the environment where the support is
provided, the urgency, and the magnitude of the requirement. Because of the oper-
ational tempo and rapid growth of the LOGCAP, KBR’s estimating system and
available proposal preparation resources were stressed. This resulted in poorly pre-
pared and supported proposals for the initial task orders support OIF and OEF.
Overall proposals and estimating systems have improved with the assistance and
oversight of the DCAA and the DCMA. It is not unusual for DCAA to question costs
on initial proposals. When we require quick turn around proposals where frequent
changes of requirements exist it is also not unusual to have even more costs ques-
tioned. In the end, the contractor must provide support for their proposed costs.
Government negotiators address all the DCAA questioned and unsupported costs in
coming to a final negotiated agreement.

LOGCAP EVALUATION

40. Senator AKAKA. General Johnson, during the hearing you stated that you be-
lieve that the KBR, Inc. contract is cost effective relative to a military infrastructure
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that provides the same services. Has a detailed evaluation been performed based on
the actual costs encountered with the LOGCAP contract? If so, please provide that
evaluation.

If not, please provide your basis for saying that it is cost effective. In addition,
please provide a breakdown of the contract costs to date, including how much of the
costs were overhead, labor, profit, and equipment/materiel. Please also provide in
addition the Army’s costs to issue and oversee the contract, including costs of the
associated audits.

General JOHNSON. A Congressional Budget Office study dated October 2005, Lo-
gistics Support for Deployed Military Forces, was prepared for the Senate Armed
Services Committee. It looked at the cost of contracted services on LOGCAP Task
Order 59 and compared it to the CBO estimate for military units to provide the
same services. Task Order 59 was the task order to provide LOGCAP support to
Army units in most of Iraq. The CBO report states on page 89 of the report that
“In all of the alternative combinations, the total cost of using Army units, including
the cost of units in the rotation base, was higher than the costs incurred under the
LOGCAP contract.” And the last paragraph on the same page, “CBO concluded that
the overall result of this analysis—that total costs for acquiring logistics support
from the LOGCAP contractor would be lower than the cost of providing those serv-
ices using Army units—would be unlikely to change if the split between recurring
and non-recurring costs differed from the weighted average for the 10 sites.”

QUESTIONS SUBMITTED BY SENATOR JIM WEBB
COST TO CONTRACT OUT FOOD SERVICES

41. Senator WEBB. Secretary Bolton, the purpose of these questions is to obtain
a better understanding of the real cost to contract out food services and other
logistical measures as part of the Army’s LOGCAP. During the hearing, you stated
that the cost of a soldier’s meal served by KBR under its contract was $3.05. What
is the total cost to provide such contracted messing (per soldier, per day) when all
costs under the food-services element of the contract with KBR are considered (e.g.,
construction of mess hall, contracted cooks and other personnel, shipping of pre-
gacl;aged food, et cetera)—in other words, what is the real cost to feed a soldier each

ay?

Mr. BoLTON. LOGCAP services include providing the dining facility, and prepara-
tion and service of food. It does not include purchasing, shipping, or transporting
the food; this is a function of the Defense Logistics Agency.

In 2006, for CENTCOM AOR, the average cost for LOGCAP III to prepare and
serve a meal was $3.36. This includes all costs associated with providing food serv-
ices; i.e. labor, materials, procuring services, equipment, leasing dining facilities,
property management, and travel to mobilize/demobilize personnel.

42. Senator WEBB. Secretary Bolton, what has been the total cost of laundry serv-
ices, using similar accounting methods?

Mr. BOLTON. The cost of laundry services under LOGCAP III, since inception to
July 6, 2007, against 148 task orders, is $380,993,968. This includes all costs associ-
ated with providing laundry services; i.e. labor, materials, procuring services, equip-
ment, property management, and travel to mobilize/demobilize personnel.

43. Senator WEBB. Secretary Bolton, how much funding was obligated last year
for food services and laundry services in the CENTCOM area of responsibility under
the provisions of this contract? How much is funded this year?

Mr. BOLTON. The 2006 cost paid for laundry services was $77,323,652 and for food
services was $595,392,194.

The 2007 estimated cost (as of July 6, 2007) for laundry services is $75,614,455
and for food services is $620,587,085. This includes actual costs to date and projec-
tions for the balance of 2007.

This includes costs associated with providing laundry and food services; i.e. labor,
materials, procuring services, equipment, leasing dining facilities, property manage-
ment, and travel to mobilize/demobilize personnel. However, for food services, this
does not include purchasing, shipping, or transporting the food; this is a function
of the Defense Logistics Agency.

44. Senator WEBB. Secretary Bolton, how many military servicemembers and U.S.
Government civilian employees were fed last year under this contract? What is the
estimate this year?
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Mr. BOLTON. During calendar year 2006, LOGCAP provided 177,751,199 meals.
LOGCAP provides support to 93 dining facilities across Iraq, Afghanistan, and
Djibouti feeding approximately 221,000 personnel which includes all military Serv-
ices, coalition forces, and civilians. With the plus up of 20,000 military and required
support personnel, the number of meals will also increase by approximately 10 per-
cent during 2007.

The U.S. military is responsible for counting the number of personnel that eat in
the DFACs from which the contractor identifies the number of meals served.

45. Senator WEBB. Secretary Bolton, how does the cost identified in response to
questions 39 and 40 compare to other historical examples for the Active component
(e.g., Vietnam, U.S. European Command during the Cold War, et cetera); please
normalize for “then-year” dollars?

Mr. BoLTON. There is no way to accurately compare the cost of food and laundry
services in Iraq to historical costs in Vietnam and during the Cold War. One compli-
cating factor is the fact that the costs paid under LOGCAP do not represent the
total cost for food or laundry services. For example, the cost of food services does
not include the direct cost of the food, which is provided under a separate DLA con-
tract, or facilities, which are paid for in a separate task order. When other indirect
costs, such as transportation, are considered, the complexity of the cost comparison
becomes daunting. This is particularly true when one attempts to compare the cost
of contracted services, such as LOGCAP, to services which were provided by organic
combat support units during Vietnam and the Cold War.

A more accurate assessment of current and historical costs can be made by com-
paring specific elements of cost over time. Since labor is the largest cost driver in
a service environment, a reasonable comparison can be made by estimating the in-
cremental cost of replacing contracted support with combat support/combat service
support units. An exhaustive study of this nature was published by the Congres-
sional Budget Office in May 2005. In the report, titled “Options for Restructuring
the Army,” the CBO concluded that increasing the force structure is clearly more
expensive than using contracted support over time.

QUESTIONS SUBMITTED BY SENATOR JOHN MCCAIN
CONTRACT MISMANAGEMENT

46. Senator MCCAIN. Mr. Reed, Mr. Ernst, and Mr. Fitzgerald, late last year, in
a written report, the Office of the SIGIR complained that KBR, Inc. refused to pro-
vide it with information such as the amount of people fed each day in its dining
facilities and the amount of fuel delivered to foreign embassies in Iraq, claiming
that the data was proprietary. This is information that KBR, Inc. keeps in support
of the LOGCAP contract. Reportedly, last year the Army Sustainment Command
represented that it had implemented corrective actions on this issue. Has KBR, Inc.
provided all the information your offices have requested to enable you to perform
your work relating to the LOGCAP contract? If not, on what basis has KBR, Inc.
refused to supply information and how has it impeded your oversight and manage-
ment efforts?

Mr. REED. DCAA has experienced mixed results. Cooperation has been incon-
sistent over time, resulting in inadequate proposals or claims, delays in responding
to DCAA document requests, and qualified audit reports. Initially we gave the com-
pany the benefit of the doubt due to its admission of inexperienced personnel and
weak business processes. While these were contributing factors, it is also evident
that KBR Government compliance representatives, who are the day-to-day interface
with DCAA auditors, have not always facilitated the audit process. We believe they
attempt to control the flow of documents and information to DCAA as a means of
managing the audit process and outcomes. DCAA has challenged this practice and
generally obtained the requested information or a statement that the records are
incomplete or missing. If the contractor does not provide the required information,
DCAA will take exception to the related costs when processing contractor billings,
and in audit reports on contractor proposals and incurred cost submissions.

Mr. ERNST. To my knowledge, KBR has not refused to provide information to
DCMA on this basis. Occasionally, KBR personnel at lower levels will mistakenly
refuse to provide data, but once this is elevated to higher management levels, the
refusal is revoked. I am aware that KBR does not always provide requested infor-
mation, claiming difficulty in locating specific records. I do not consider this as a
refusal and eventually most of the records are located, although the response is not
timely and therefore it impedes the Government’s evaluation of incurred costs.
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Mr. FirzGerRaLD. KBR, Inc. has provided USAAA with all the information and
data we requested relative to the LOGCAP contract. We haven’t encountered prob-
lems in obtaining the information needed to perform our audits.

47. Senator McCAIN. Mr. Reed, Mr. Ernst, and Mr. Fitzgerald, has KBR, Inc. la-
beled any information proprietary that, in your view, was not proprietary? If so, was
this a widespread practice, or isolated occurrences?

Mr. REED. DCAA does not normally review contractor information to ensure the
proprietary markings are correct. As a matter of standard business practice, con-
tractors make available proprietary information to DCAA to perform our contract
audit function. In response, DCAA protects this information from any unauthorized
disclosure.

Mr. ERNST. Prior to the corrective action taken by ASC, the proprietary markings
by KBR were too liberal and the use of the markings was widespread. Since the
corrective action, I am unaware of any inappropriate markings.

Mr. F1tzGERALD. USAAA hasn’t encountered problems with KBR Inc. withholding
information because it was “proprietary.”

48. Senator MCCAIN. General Johnson, what corrective actions did the Army im-
plem%nt to prevent the practice of KBR, Inc. improperly labeling data as propri-
etary?

General JOHNSON. A SIGIR interim report titled “Interim Audit Report on Inap-
propriate Use of Proprietary Data Markings by the LOGCAP Contract” SIGIR-06—
035 was issued on October 26, 2006. The report noted the SIGIR’s difficulty in ob-
taining information from KBR due to the inappropriate use of markings on data.
As the interim audit report identified, KBR was in fact inappropriately marking
data as proprietary. The problem was brought to the attention of the LOGCAP Di-
rector prior to issuance of the report and the Procuring Contracting Officer (PCO)
took immediate action to correct the problem. On September 20, 2006, the PCO pro-
vided written direction to KBR instructing them to release data requested by SIGIR
that was inappropriately marked as proprietary. The PCO then issued a contract
modification on October 30, 2006, directing KBR to adhere to proper marking re-
quirements of law, regulation, and the contract, and clarified the Contracting Offi-
cer’s right and intent to challenge improper markings. To preclude similar occur-
rences in the future, the PCO has also incorporated this language into LOGCAP IV
solicitation.

On 14 Dec 06, subsequent to the above actions, the PCO issued KBR a letter re-
questing their corporate policy and implementation plan for marking data with pro-
prietary legends. This letter referenced the SIGIR interim audit 06-035, as well as
the aforementioned modification to the basic contract. KBR responded on 7 Jun 07
with a copy of their latest procedural documents and those are undergoing careful
rﬁvi%v(vj.OAny inconsistencies with the contract or DOD policy will be addressed by
the .

49. Senator MCCAIN. General Johnson, is KBR, Inc. following the Army’s policy?
If not, what does the Army intend to do about this practice?

General JOHNSON. On 14 Dec 06 the PCO issued KBR a letter requesting their
corporate policy and implementation plan for marking data with proprietary leg-
ends. This letter referenced the SIGIR interim audit 06-035, as well as the modi-
fication which added new language addressing proprietary markings to the basic
contract. KBR responded on 7 Jun 07 with a copy of their latest procedural docu-
ments and those are undergoing careful review. Any inconsistencies with the con-
tract or DOD policy will be addressed by the PCO. There have been no instances
of improper markings brought to the attention of the PCO since the SIGIR audit
report.

50. Senator MCCAIN. Secretary Bolton, is this practice of contractors improperly
labeling information proprietary a larger problem within the defense industry?
Mr. BoLTON. No. This problem has been isolated.

51. Senator McCAIN. Secretary Bolton, what is the DOD doing broadly to check
such an unacceptable practice?

Mr. BoLTON. This problem has been isolated and has been addressed with the
contractor on a case-by-case basis.

52. Senator MCCAIN. Secretary Bolton and General Johnson, according to a Feb-
ruary 16, 2007, News Release from U.S. Army Sustainment Command, the U.S.
Army awarded a $225 million planning and support contract for the LOGCAP IV
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contract. The Release further states that the Army will award the contracts for the
actual performance of the combat support/combat service support services later this
year.

Under this planning and support contract, the contractor will, among things, de-
velop scopes of work, prepare independent cost estimates, analyze the performance
contractors’ costs, and measure the other contractors’ performance.

It appears the contractor will be performing acquisition functions closely associ-
ated with inherently Government functions. I am concerned that this arrangement
is or will become in the field of services acquisitions the equivalent of the lead sys-
tems integrator in major defense acquisition programs. Why did the Army decide
to task a contractor with these activities?

Mr. BoLTON and General JOHNSON. It is not the intent of the program to have
the support contractor function as a lead integrator. All discretionary decisions on
program management remain the responsibility of Government officials. The sup-
port contractor will only assist Government staff in generating the documents you
mentioned. The Government will review all documents to ensure they reflect the
Government’s need and determine if and how the documents will be used, not the
contractor. The support contractor is working to assist and augment the Govern-
ment staff. In that regard they are like support contractors on other large programs
who assist the program office in various locations, but do not direct actions. It was
decided that the program and the supported units would be better served by a sin-
gle support contractor who understood all aspects of the program. The use of con-
tractor support to a core Government staff will make it easier to flex the workforce
as LOGCAP requirements fluctuate.

The functions that the contractor will be performing have been determined to be
non-governmental IAW FAR Sub-Part 7.5.

The contract Scope of Work (paragraph 1.3) states “It is not the intent of this con-
tract to have the contractor perform inherently governmental functions, or to have
the contractor make discretionary decisions for the Government relating to the pro-
gram or contracted support. The contractor will primarily provide advice, analysis,
and draft document submissions for Government approval.”

The contractor has also been directed that when attending meetings, answering
Government telephones, and working in other situations where their contractor sta-
tus is not obvious to third parties they will identify themselves as contractors to
avoid creating an impression that contract personnel are Government employees, or
official representatives of a Governmental organization.

53. Senator MCCAIN. Secretary Bolton and General Johnson, did the Army make
a written determination that appropriate military and civilian DOD personnel can-
not reasonably be made available to perform the functions? Please provide the rel-
evant written determination(s).

Mr. BoLTON and General JOHNSON. A specific written determination was not
made, but the LOGCAP IV acquisition strategy clearly articulated the need to hire
contractor support to assist and augment the LOGCAP Government staff. The Army
does not have sufficient personnel available to perform the functions the LOGCAP
support contractor will perform. For those inherently governmental positions, such
as the LOGCAP Deputy Program Directors for Afghanistan, Iraq, and Kuwait, the
Army has hired additional Government personnel. There is a requirement on serv-
ices contracts to make a determination that the services being procured are nonper-
sonal. That determination, dated July 6, 2006 and signed by the Contracting Officer,
is attached. The use of contractor personnel in lieu of military and civilian DOD per-
sonnel for non-inherently governmental functions allows us to meet mission require-
ments.
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Memorandum for Record (AMSAS-ACF-L)
Subject: Determination of Non-Personal Service, Solicitation No. W52P1J-06-R-0072,
LOGCAP IV Planning and Support

1. This office has received a requirement to purchase Logistic Civilian' Augmentation Program
Services for FY07, The LOGCAP program provides contractor logistics support to U.S. military
forces worldwide. The principal objective of LOGCAP planning/support conttact is to-provide
U.S. military forces a broad range of logistics support planning and LOGCAP program support
services.

2. In accordance with FAR 37.103, I hereby determine that the requirements procured by this-
action are not personal services as defined by FAR 37.104(c) because:

a. The primary work to be performed are services provided under the contract that include
such items as: augmenting Government capability to develop and update worldwide and
regional management and staffing plans for contingencies; working with LOGCAP IV
execution contractors to assure understanding of the plans; assisting theater planners to
integrate LOGCAP into their plans; assisting planners in integrating a broad range of
contracted logistics support; assisting in developing Performance Work Statements (PWS)
and assisting with Independent Government Cost Estimates (IGCE) for task orders;
assisting in analyzing contractor execution approaches and costs:in task order proposals;
collecting information and drafting input on LOGCAP IV contractor performance; and
recommending process improverrients in the above actions.

b. The Government will not exercise any control nor supervise the contractor’s
employees or its subcontractors. :

d: The contractor is to furnish all working space, facilities, equipment and supplies
necessary for contract performance.

e. Contractor employees will not be used intefchangeably with the Government’s
organizational structure.

f. The requirements as provided are an integral part of the‘ required contracted
Performance of Work Statement (PWS). Tt is not feasible for these requirements to be

accomplished by another source. )

Valiant M. DuHa.rt

Date: / ( o4

Procuring Con actmg Ofﬁcer
LOGCAP IV

54. Senator MCCAIN. Secretary Bolton and General Johnson, how has the Army
dealt with potential conflicts of interests? For example, if the planning and support
contractor has a pre-existing business relationship with a performance contractor,
how will that be dealt with?

Mr. BoLTON and General JOHNSON. The ASC legal office anticipated these con-
cerns and carefully drafted extensive conflict of interest provisions for the support
contract. This clause prohibits any financial interest in the performance contractors
which might cause or give the appearance of a conflict of interest. The entire clause
is included in answer #55, but paragraph C of that clause is included here as it spe-
cifically addresses this question. The support contractor is required to flow this
clause down to their subcontractors.

Clause H—4, Business Integrity and Organizational Conflict of Interest: Paragraph
C. The planning/support contractor (including its key personnel) cannot have any ac-
tual or pending financial interest in the LOGCAP IV performance contractors for
the period of this contract which might cause, or give the appearance of, a conflict
with the performance of the requirements under this contract. Clear mitigation of
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any potential conflict must be presented to the satisfaction of the contracting officer.
The planning/support contractor is specifically prohibited from performing under
any of the LOGCAP IV contracts (resulting from solicitation W52P1J-06—R—0049)
as a LOGCAP IV prime contractor, subsidiary, subcontractor-at any tier, vendor,
suppli(e__:)r(,j Ijoint venture and/or any in any other business capacity that might result
in an .

55. Senator MCCAIN. Secretary Bolton and General Johnson, is there an organiza-
tional conflict of interests clause, included directly or by reference, in the planning
and support contract? If so, please provide a copy of the provision.

Mr. BoLTON and General JOHNSON. Yes, there is a clause addressing this in the
LOGCAP IV Support Contract W52P1J-07-D—-0010.

H—4 Business Integrity and Organizational Conflict of Interest

A. Tt is anticipated that the planning services provided under this solicitation will
require access to, and knowledge of, the proprietary information of the LOGCAP IV
performance contractors, non-public Government information, pre-solicitation infor-
mation, and information which would impair the planning/support contractors objec-
tivity. It is further anticipated that the planning/support contractor will work close-
ly with each of the LOGCAP IV performance contractors after contract award to im-
plement the Government LOGCAP mission. While the planning/support contractor
will not engage in any activity that is deemed inherently governmental, it is ex-
pected by the parties that the contractor will be acting in support of, and in a fidu-
ciary relationship with, the Army.

B. To maintain the integrity of the expenditure of public funds, it is imperative
that the contractor maintain the highest degree of integrity and honesty, and have
standards of conduct and internal control systems provide for:

(1) A written code of business ethics and conduct and an ethics training
program for all employees;

(2) Periodic reviews of company business practices, procedures, policies,
and internal controls for compliance with standards of conduct and the spe-
cial requirements of Government contracting;

(3) A mechanism, such as a hotline, by which employees may report sus-
pected instances of improper conduct, and instructions that encourage em-
ployees to make such reports;

(4) Internal and/or external audits, as appropriate;

(5) Disciplinary action for improper conduct;

(6) Timely reporting to appropriate Government officials of any suspected
or possible violation of law in connection with Government contracts or any
other irregularities in connection with such contracts; and

(7) Full cooperation with any Government agencies responsible for either
investigation or corrective actions.

C. The planning/support contractor (including its key personnel) cannot have any
actual or pending financial interest in the LOGCAP IV performance contractors for
the period of this contract which might cause, or give the appearance of, a conflict
with the performance of the requirements under this contract. Clear mitigation of
any potential conflict must be presented to the satisfaction of the contracting officer.
The planning/support contractor is specifically prohibited from performing under
any of the LOGCAP IV contracts (resulting from solicitation W52P1J—06—-R—-0049)
as a LOGCAP IV prime contractor, subsidiary, subcontractor—at any tier, vendor,
supplier, joint venture, and/or any in any other business capacity that might result
in an OCIL.

D. The contractor shall enter into an agreement with the LOGCAP IV perform-
ance contractors to ensure proper access to, and protection of, the LOGCAP IV per-
formance contractors proprietary data (see FAR 9.505-4(b)) and to establish work-
ing relationships, cooperation, and joint participation in meeting LOGCAP planning
and CS/CSS support needs. The agreements shall address, at a minimum, the fol-
lowing:

(1) Identify the parties and their relationship;

(2) Identify the program involved and the relevant Government contracts
of the parties;

(3) Describe contractor interfaces by general subject matter;

((i4ziSpecify categories of information to be exchanged or support to be pro-
vided;

(5) Give expiration date (or event) of the agreement;

(6) State that if there is a conflict between the relevant Government con-
tract(s) and the agreement, the contract(s) govern(s); and
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(7) Have an agreement to protect proprietary data, including restrictions
on employees.

A copy of this agreement shall be made available to the contracting officer. This
agreement should be concluded as quickly as possible after the contract awards.
Failure to have this agreement in place may limit the work that may be awarded
under this contract until such agreement is signed.

E. Release of non-public information obtained under this contract, or use of such
non-public information for purposes unrelated to the performance of this contract,
is prohibited. Contractor shall ensure the return of all non-public information ob-
tained under this contract prior to contract closeout.

F. The contractor shall maintain adequate and reasonable ethics policies and
training procedures consistent with paragraph B above and DFARs Part 203.70 to
prevent its employees from releasing non-public information or gaining any financial
or employment interest that may create a conflict with their duties under this con-
tract.

G. All contract personnel attending meetings, answering Government telephones,
and working in other situations where their contractor status is not obvious to third
parties are required to identify themselves as such to avoid creating the potential
for confusion. The contractor shall ensure that all employees wear badges (whether
issued by the Government or a separate badge provided by the company) that clear-
ly put others on notice that they are contractor employees. This shall be evident
from a minimum distance of 10 feet (whether by color, large letters, or other means).
The contractor must also ensure that all documents or reports produced by contrac-
tors are suitably marked as contractor products or that contractor participation is
appropriately disclosed.

H. The intent of this provision is to prevent the improper release or disclosure
of information, or any actual or perceived personal or organizational conflict of inter-
est that might arise in the performance of this contract. In addition to other require-
ments, contractor shall bring any potential conflicting relationships or financial in-
terests, held by the support contractor, its key employees, or subcontractors to the
attention of the contracting officer throughout the life of this contract. If the con-
tracting officer determines that an unacceptable conflict exists, the contractor will
take the actions necessary to mitigate or eliminate the conflict.

I. This prohibition will remain in effect throughout the life of the planning con-
tract through final payment. Further, the contractor shall include this prohibition
in all negotiated subcontracts (to exclude routine supply and service subcontracts)
that it enters into.

56. Senator MCCAIN. Secretary Bolton and General Johnson, was this contract
subject to full and open competition? If so, how many companies competed for the
contract?

Mr. BoLTON and General JOHNSON. Yes, the LOGCAP IV support contract was
the result of full and open competition. Two companies provided proposals.

57. Senator MCCAIN. Secretary Bolton and General Johnson, what is the contract
type and formula for compensation?

Mr. BoLTON and General JOHNSON. The LOGCAP IV support contract will have
task orders that can use the contract type that best fits the requirement. The con-
tract types used on the support contract are firm fixed price, cost plus fixed fee, cost
plus award fee, and cost only.

The formula for compensation is to pay the negotiated firm fixed price or, for cost-
reimbursable contracts, pay reasonable, allocable, and allowable costs and fees. Fees
paid are based on a percentage of the negotiated estimated costs on cost reimburs-
able task orders as follows:

Cost plus fixed fee order: fee will not exceed 8 percent of the negotiated
estimated cost.

Cost plus award fee order: total base and award fee combined will not
exceed 8 percent of the negotiated estimated cost. The base fee will not ex-
ceed 2 percent.

These fees were proposed by the support contractor and accepted during the full
and open competition for the LOGCAP 1V support contract.

These fee percents are contractor proprietary information and protected from re-
lease under FOIA and the Trade Secrets Act.

58. Senator McCAIN. Secretary Bolton and General Johnson, why does the Army
intend to limit the number of performance contractors under LOGCAP IV to three?
Why not more?
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Mr. BoLTON and General JOHNSON. The Army looked at the optimum number of
contractors to provide LOGCAP performance support. The intent was to ensure good
competition, but recognize that obtaining and evaluating multiple proposals extends
the time to award urgent task orders. At the same time, the Army needs to main-
tain the programmatic portion of the LOGCAP. One of the features that makes
LOGCAP more than just a contract is the planning and readiness posture that must
be maintained by the LOGCAP office and performance contractors. This becomes
more difficult and cost prohibitive as the number of performance contractors in-
creases.

To ensure competition, the LOGCAP IV performance contract requires each con-
tractor to propose on every task order. The Army decided that receiving proposals
from three very qualified LOGCAP contractors provides sufficient competition in
this urgent award environment. More than three contractors would provide more
competition, but the benefits would be marginal, if at all, and the drawbacks from
delays in awarding task orders to provide support could be significant. Additionally,
the Government must fund a minimum requirement for each IDIQ contract award-
ed. While this might not be a waste of resources during periods of high military ac-
tivity, it would be an unnecessary cost during times of limited activity. Additional
contractors also complicate issues associated with contractors on the battlefield, and
increases administrative burden upon the Government to manage them.

59. Senator MCCAIN. Secretary Bolton and General Johnson, has the Army made
any determination of the number of contractors available to perform the work?

Mr. BoLTON and General JOHNSON. The Army held industry days to discuss
LOGCAP IV performance contract requirements and potential acquisition strategy
approaches. Representatives from 80 companies attended, made up of both large
and small businesses. Some were planning to be a prime contractor while others
were looking for specific subcontract opportunities with prime contractors. Due to
the potential size of each LOGCAP IV performance contract (up to $5 billion per
year), the Army anticipated some contractors would team up or have large subcon-
tractor teams. The industry days showed at least four to six large contractors with
the technical and financial capability of performing the work. For that reason, we
expected good competition for LOGCAP IV.

60. Senator MCCAIN. Secretary Bolton and General Johnson, what will be the con-
tract type and the compensation regimes under these contracts?

Mr. BoLTON and General JOHNSON. Like the support contract, the LOGCAP IV
performance contracts will include task orders that can use the contract type that
best fits the requirement. The contract types available on the performance contract
are firm fixed price, cost plus fixed fee, cost plus award fee, and cost only.

The formula for compensation is to pay the negotiated firm fixed price or, for cost-
reimbursable contracts, pay reasonable, allocable, and allowable costs and fees. Fees
paid are based on a percentage of the negotiated estimated costs on cost reimburs-
able task orders as follows:

Cost plus fixed fee order: fee will not exceed 10 percent of the negotiated
estimated cost.

Cost plus award fee order: total base and award fee combined will not
exceed 10 percent of the negotiated estimated cost. The base fee will not
exceed 3 percent.

These are the maximum fee percentages allowed by the Request for Proposal.
The actual fee percentages will be determined at the time of the award of each
task order subject to the limitations described above.

61. Senator MCCAIN. Secretary Bolton, for over a year now, the Army and the Of-
fice of the Secretary of Defense Comptroller have been conducting investigations of
potential ADA violations concerning the use of operations and maintenance funds
for military construction and procurement activities through the LOGCAP in Iragq.
These investigations result, in part, from a March 7, 2006, memorandum from the
DOD Office of General Counsel to the Office of the Legal Counsel to the Chairman,
Joint Chiefs of Staff. This committee was briefed last October that up to $600 mil-
lion in operations and maintenance funds may have been carried out through
LOGCAP for unauthorized and illegal investment items and leases. Please provide
an update on the status of each investigation, to include completion date, the results
of the investigation, and any personnel actions taken as a result of the investiga-
tion.

Mr. BOLTON. Three of the five cases initiated thus far have been closed as “No
ADA” and the Army expects to complete the two remaining ADA investigations by
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30 December 2007. In the three cases that have been closed, the funding was either
determined appropriate (e.g., within the $1.5 million limitation for life, health, and
safety) or the proper funding was obtained.

62. Senator MCCAIN. Secretary Bolton, in the Army’s internal review and inves-
tigation, at what organization or level of contracting review did the failure to con-
form to Federal Acquisition Regulations occur?

Mr. BoLTON. We have found no failure to conform to Federal Acquisition Regula-
tions. Three of the five cases have been closed as “No ADA” and the Army expects
to complete the two remaining ADA investigations by 30 December 2007. In the
three cases that have been closed, the funding was either determined appropriate
(e.g., within the $1.5 million limitation for life, health, and safety) or the proper
funding was obtained.

63. Senator MCCAIN. Secretary Bolton, how has the Army changed its policies and
review processes for LOGCAP task orders to ensure the proper authority is avail-
able for the use of various fund sources?

Mr. BOLTON.

Acquisition Review Boards (JARB, CARB, SUPERCARB)

In Kuwait, Iraq and Afghanistan, the leadership maintains a strict approval proc-
ess for all requirements, to include those executed under the LOGCAP contract.
Every new requirement that exceeds $50,000 must be validated by an Acquisition
Review Board (JARB and CARB) and approved by a general officer. This approval
process also includes internal purchases or actions executed by KBR. Requirements
that exceed $10 million must go through further scrutiny (SUPERCARB) and be ap-
proved by a centralized review board in Kuwait. No requirement is funded unless
commands gain the recommendation of these boards and final approval at the gen-
eral officer level. While not a funding process, these review boards review the pro-
posed funds to ensure they are appropriate for the type of work to be awarded.

Joint Acquisition Review Board
The JARB is a requirements validation process held in Iraq that reviews CS/CSS
requirements for supported units. The board ensures the requirements are con-
sistent with and necessary to support operations.

Coalition Acquisition Review Board

The CARB is fundamentally the same as the JARB but reviews requirements as-
sociated with acquisitions for Kuwait/Afghanistan.

Super-Coalition Acquisition Review Board
If a cost estimate associated with a requirement is over $10 million for Iraq, Ku-
wait, or Afghanistan, the packet must go to CFLCC for the “SUPERCARB” review
and approval, basically a JARB process at a higher level of command.

Joint Facilities Utilization Board

To control and manage construction, all commands have established a JFUB.
These boards evaluate and reconcile requirements for real estate, use of existing fa-
cilities, and ensure all potential construction is in line with established master
plans. Funding type and thresholds are also reviewed to ensure that no fiscal viola-
tions occur.

Material Requisition Review Process

Subsequent to the review of the Acquisition Review Board Approval, every req-
uisition for supplies or services submitted by KBR over $25,000 is personally re-
viewed and approved by the Government Administrative Contracting Officer. In
Iraq, those requisitions that exceed $250,000 are reviewed and approved by the
Command Comptroller before KBR is authorized to execute the procurement. Fund-
ing type and thresholds are reviewed to ensure that no fiscal violations occur.

64. Senator McCAIN. Mr. Fitzgerald, were you asked to take part in these inves-
tigations? If so, can you briefly describe your role and any findings or observations
you may have about the investigations?

Mr. FITZGERALD. I wasn’t asked to take part, and USAAA didn’t participate in the
referenced investigations.

65. Senator McCAIN. Mr. Reed, a number of your reports have criticized KBR,
Inc’s cost estimating, accounting, and other systems. With respect to 2005 and
2006, has KBR, Inc. sufficiently improved its systems so that the inadequacies do
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not materially impact its cost control efforts? If not, what problems still remain and
if problems remain, what is KBR, Inc. doing to remedy the remaining problems?

Mr. REED. Yes, our reviews have disclosed a number of estimating and accounting
system deficiencies. While important, these deficiencies impact only a part of KBR’s
overall business systems. KBR has developed corrective action plans to address the
system deficiencies. DCAA, in coordination with the responsible contracting officer,
is monitoring the progress of the contractor’s corrective action plan, and the systems
continue to be improved.

In the meantime, DCAA has established additional audit procedures to protect the
Government’s interest until these corrective actions are institutionalized. For exam-
ple, DCAA performs transaction testing on current billings (public vouchers) to en-
sure the costs are accounted for properly (i.e.; the costs are allowable, allocable, and
reasonable) and comply with KBR’s policies and procedures.

66. Senator MCCAIN. General Johnson, what efforts have the Army and the con-
tractor made to move from cost plus subcontracts to fixed-price subcontracts?

General JOHNSON. KBR has been actively pursuing the use of fixed-price sub-
contracts. The Government encourages this where it makes sense and requirements
can be defined and priced. Many of KBR’s subcontracts are fixed price with variable
quantities. The fixed price is on a unit basis so as more, or less, of something is
needed, the total price will change, but the unit price will not change. The DFAC
pricing is an example of that.

The fixed-price method saves on administrative cost oversight since costs have
been negotiated up front. We do not encourage fixed price where costs cannot rea-
sonably be forecast. The result in those cases is usually higher prices for higher
risk, or aggressive pricing that could raise the contractor’s risk to deliver services
or products if eventual costs are significantly underestimated. Additionally, competi-
tively awarded fixed-priced subcontracts limit the Government’s visibility over sub-
contractor cost data. As such, it becomes more difficult to understand the exact
make up of certain subcontracted prices when they are fixed-priced competitively
awarded subcontracts.

The downside is that there are many modifications to the KBR fixed-price sub-
contracts as the scope of work on the prime contract changes and exceeds the agreed
upon quantity or service parameters on the subcontract. This fixed price with vari-
able quantity works better at the subcontract level, with very specific, narrow re-
quirements on a subcontract, where most elements of cost can be priced and only
one variable applies, such as quantity. It does not work well in broadly defined re-
quirements, where many of the individual elements making up the overall cost can-
not be estimated.

67. Senator MCCAIN. General Johnson, when was the move initiated?

General JOHNSON. In discussion with DCMA, KBR has been using fixed-price
variable quantity subcontracts early and often on the contract. These use fixed unit
costs, with the actual costs varying based on the quantity of services provided.

68. Senator MCCAIN. General Johnson, what percentage of KBR, Inc.’s subcontrac-
tors are now on fixed-price contracts?

General JOHNSON. As of December 30, 2006, KBR had 472 active subcontracts. Of
those, 467 or 98.94 percent, were fixed-price subcontracts. As noted in the response
in question #66, many of these are fixed-price variable cost subcontracts. The fixed
price is on a unit basis so as units are ordered, the total price will change, but the
unit price will not change. This fixed price with variable quantity works better at
the subcontract level, with very specific, narrow requirements on a subcontract,
Whelre most elements of cost can be priced and only one variable, such as quantity,
applies.

69. Senator MCCAIN. General Johnson, how much in cost savings have been real-
ized so far by moving to fixed-price contracts?

General JOHNSON. At this time we have not calculated cost savings by moving to
fixed-price contracts. Developing these cost savings will require extensive research
of all of KBR’s fixed-price subcontracts. However, even when those are identified,
we believe many factors contribute to reduced costs, not just converting to a fixed-
price instrument. The reasons for using a cost reimbursable vehicle is that require-
ments cannot be stabilized, which is usually the case in early contingency oper-
ations. There are initial inefficiencies and urgent actions to establish supply chains
into a theater that will drive up costs. Once requirements become more stable, costs
can be better estimated and a fixed-price instrument becomes more viable. There
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should be a difference in costs because the conditions have changed from those un-
certainties requiring a cost reimbursable instrument.

[Whereupon, at 1:06 p.m., the committee adjourned.]
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