COALITION PROVISIONAL AUTHORITY

BAGHDAD
ACTION MEMO
April 4, 2004
FOR: THE ADMINISTRATOR
FROM: George Wolfe, Director of OMP

SUBJECT: REVISED PROPOSAL FOR USE OF OIL-FOR-FOOD REFUND

This memo follows on from the memo of April 1% 2004, setting out proposals for us¢ of the
$2 billion OFF refund. This memo reflects our discussion with you on April 2™.

Following your guidance, we have reatlocated the $580 m contribution from the Kurdish OFF
funds more evenly across the spending proposals. We have added a further $20m from
Kurdish OFF funds to integrate regional proposals for private sector development into

- national programmes.

As requested, we have checked to confirm with appropriate Senior Advisers to confirm that
expenditure recommendations fit with Iraqi Ministers’ priorities.

We have discussed militia integration and training needs with the Office of National Security
Affairs, CPA Mol and CPA MoLSA., Based upon those discussions, we have not proposed
additional funds for these needs. Plense note that the proposed increased funding for MOLSA
($100 m, roughly a doubling of budget) is intended to be used in significant part for militia,

b

Ont of OFF ut of Kur
Ttem (Sm) Refund OFF Funds

$2.0 biflion $600m - Total
IPCC compensation 380 120 0
Central Bank Reserves 230 70 120
(il Stabilisation Dividend 160 40 200
Fund
Electricity 325 95 420
Food Basket 230 70 300
Private Sector Development 155 63 2L
0il 160 40 200
Security/Law Enforcement* +55 S0 45 208 5o
Agriculture 125 38 160
Vocational training 80 20 100
TOTAL o 2,000 600 2,600

* This would bring the increase in spending on security, det‘:nce md law enforcement since the original budget
2004 (get In October) to almost $1.4 billion, See Annex C. o1-¢. 6990
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RECOMMENDATION ¢1): That the recommendations for new allocations from the QFF
Refund as set out in the table to be submitted to the Programme Review Board for formal
consideration and recommendations 1o you.

Approve: Disapprove: Approve with modification:

RECOMMENDATION (2): That you epprove the reallocations of the Kurdish OFF Funds
within the Budget as set out in the table.

Approve: Disapprove: Approve with modification:
ATTACHMENTS:  Annex A: Recommended use of funds

Annex B: Detail of recommendsd projecis

Annex C; Breakdown of increased security spending

COORDINATION:  Gen Jeff Oster, Deputy Chief Operating Officer
Jim Warlick, CPA Oil For Food
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ANNEX A: Recommended use of funds

RESERVES

IPCC compensation, Recommend providing funds for the IPCC
against the estimated $2.1 billion that will be nesded.

Central Bank Reserves. Recommend allocating additional
reserves 1o back the Iraqi currency. To date central bank reserves
are $1.3 billion. The amount flactuates, and Olin Wethington
anticipates some reduction in this amount. This amount of
funding is aimed at hitting the $2 billion reserves target.

Oil Stabilisation snd Dividend Fund. Recommend that an
account be established to provide security against potential fall in
oil prices, This sum would start off the account, and would be
increased when oil prices are high and drawn down when prices
are Jow. The sccount would cap out at a specified maximum
amount. Additional revenues would be paid out to Iragis as oil
dividends, up 10 a maximum annugl amount,

TOTAL RESERVES USES

UNCLASSIFIED

OFF
Kurdish
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Kurdish
Total

OFF
Kurdish
Total
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380 m
120 m
S00 m

230m
Mm
I m

160 m
40 m
200 m

770 m
230 m
1000 m
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EXPENDITURES

Electricity. Recommend providing funding for key projects
currently in the supplemental. Projects will increase power supply
to industry, rehabilitate generators, develop natural gas, and meet
safety and maintenance needs,

Food Basket. Recommend allocating further funds for the public
distribution system above the current $2.4 billion to cover higher
than experted costa,

Public Sector Development. Recommend allocating funds to
support SOE investment and auditing and private secior
financing, Includes allocation of Kurdish OFF funds. Will include
possible offices in Erbil and/or Sulaymaniyah.

Oil. Recommend providing funding for key projects currently in
the supplemental. Projects will improve refineries, LPG
production and metering.

Security/Law Enforcement. Recommend additional allocation,
with detuil to be determined by CITF-7. This will bring the
increase in spending on security, defence and law enforcement
since the original budget 1o $1.3 billion (see Annex C).

Agriculture. Recommend allocation of funds to help increase
agricultural production, create jobs and move towards a market
economy. These initiatives will help MOA move from a central
control role to and R&D, policy and regulation role.

Vacational trajning. Recommend funding for upgrading of 11
current vocational training centres and training for an additional
20,000 people in 2004, Also funding for lieracy iraining for
30,000. Training to have appropriate focus on former military
arl milisia,

TOTAL EXPENDITURES USES

TOTAL RESERVES AND EXPENDITURES USES

UUNCLASSIFIED

OFF
Kurdish
Total

OFF
Kurdish
Total

OFF
Kurdish
Total

OFF
Kyrdish
Total

OFF
Kurdish
Total

OFF
Kurdish
Taotal

QFF
Kurdish
Total

OFF
Kurdish
Total

OFF
Kurdish
Total

25m
95 m
420 m

230m
70m
30 m

155m
65m
220m

160 m
40 m
200 m

185 m
45 m
200 m

125m
isSm
160 m

80m
20m
100 m

1230m
370m
1600 m

2000 m
600 m
2600 m
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ANNEX B: Detail of recommended and alternative projects

ELECTRICITY

L. Indusiry power supply (linked to oil refinery reliability)

Stable Power Supply for Industry, particularly for Refineries and Gas
Plants. Relocate mobile sub-stations, Affects Doura, Baiji and Basrah,
Benefit: Stable production ¢apability for fuel supply to the country.
Produces an additional 30 MW,

2, Natural Gas Infrastructure

Funding for Natural Gos Infrastructure. Further detail to be defined in the
Natural Gas study which will report later this month.

Benefit: decrease the dependence on fuel imports.

3. Operations & Maintenance

Operation and Maintenance Parts and Consumables for existing power
generating stations.

Benefit: necessary cost for on-going operation of existing power stations.
Increase the reliability of power generating capability.

4. Rehabilitation Haditha-Qaim

400 kV Rehab, Haditha-Qaim.

Benefil: increases transfer capacities and increases the overall reliability
and security of the transmission grid.

4. Rehabilitation Haditha-Baiji

400 kV Rehab, Haditha-Baiji. ‘
Benefii; increases wansfer capacitios and increases the overall reliability
and security of the transmission grid.

5. Electrical Worker Protective Equipment

Ensures the safety of the electrical workers while they are performing
their dutics. Further, the Ministry of Electricity is in desperate need of
this ¢quipment due to the looting that has occurred.

6. Generator Control System

6, Remote control of existing and new electric generators for central
dispaich for reliabllity and economy. The new generating capacity that is
being added has to have these control added and the exiting ones is 30
year old technology that can only monitor but has no remote control.

50 m

150 m

125 m

26 m

32 m

17m

20 m

Total Electricity Projects

420 m

UNCLASSIFIED




UNCLASSIFIED

FOOD BASKET

To fund increased requirements. Detail were provided in Jim Warlick’s
memo to you of April 2, Amount could be reduced bascd on additional
due diligence.

300 m

OIL

L. Refinery Reliability (linked fo electricity industry power supply)
Projects that improve the relinbility of the refinery operations of Iraq’s
three large refineries. These refineries have been running ar rates much
lower than capacity due to several reasons. Poor maintenance is a major
factor because of a lack of spare motors and pumps, spare pasts are not
available and adequate tools to support maintenance are also not in
ndequate supply. Siable electric power is critical 1o keeping these
refineries operating effectively and efficiently. During the last 10 months,
the refinenies have incurred downtime due 10 the unrcliable supply of
power. The three main refineries are:

+  Dayji - 290,000 barrels a doy

e Daura — 100,000 barrels a day

e DBagzra ~ 140,000 barrels a day
Bengfir: Siable supply of diesel and benzene to the country and reduced
imports of these products that are presently draining 10% of the national
budget.

2. Water Injection Project

Continue projects currently underway on a prioritized basis to complete
the water injection projects in the south. This project is critical to the
continued crude oil produciion levels that Iraq achieved over the last year.
Benefit: Continue crude oil production rates above 2 million barrels o day
that the south fields are presently operating.

3. Gas

Current plants operating at 25% capacity in the south for LPG. Rework
and replace compressors, turbines, motors elc. Increase broadcut product
supply. Repair NGL plants,

Benefit: Increase LPG production.

4, Metering

Conduct a countrywide study and install priority meters to accurately
measure and control crude accountability and meet the requirements of
the UN.

115 m

S0 m

30m

5m

Total Oil Projects

200 m
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AGRICULTURE

1. National Level Reconstruction Activity

Agricultural and veterinary research cenler rehabilitation 10m
Date palm industry development 5m
Fisheries - rehabilitation of hatcheries for provision of fingerlings. 3m
Microfinance grants 10m
Soil testing - re-equipping laboratories and providing soil testing services 5m
Extension services development and facility rehabilitation 10m
Phyto-sanitary and inspection and export testing facilities at the borders 3m
Grain storage facilities (infrastructure and testing capability) 7m
Seed certification and production facilities, 10m
Veterinary hospitals, slaughterhouses & quarantine facilities. 8m
Forestry development - land preparation and seedling procurement 10m
Animal production; diagnostic capability, genetic improvement etc. 10m
Feasibility plan and business plan for fertilizer plant rehabilitation 1m
Poultry faciliies reconstruction 3m
Vaccine Production Facilities 9m
Total 108 m
2. Governorate Jevel reconstruction activities

North 5m
South Central ITm
South 16 m
Total 32m
3. Assistance (will recur for two years)

Grants and subcontracts management 6m
Direct assistance lo MOA Programme activilies 5m
Institutional capacity building 9m
Total Z0m
Total Agriculture Projects 160 m
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PRIVATE SECTOR DEVELOPMENT

1. State Owncd Entcrprises

Financing: The capital needed to revitalize the SOEs that hiave emerged

through our triage procedure as the most likely Lo survive in a privale

sector enviranment outstrips the funds available, We propose an

investment pool to provide project finance and capital expenditures for

critical shortcomings in targeted SOEs’ plant and equipment 100 m
Audit/ Advisory: A project to parachute puditors and financial advisors

into selected SOEs. They would prepare financial statements that give a

true and accurnte picture of the SOEs’ financial status, help lo create

business plans that aim 1o ensure the survivability of the SOEs in a free

market climale, and prepare marketing and information materials o

prepars for a possnble future change in ownership structure 20m
aining: In order to enable the SOEs 1o survive on their own,

and eventually to compete as private sector ¢ntilies, managers and line

wotkers will need extensive education and consulting support 20m
Total 140 m
2, Micro Credit

Financing: As of now, $20 million is available for micro-lending
throughout Iraq. A little over $3 million has been lent in the 4 or 5
moniths since the first program started up. Lending is expected to
accelerale quickly and demand is anticipated to outpace supply.
Nevertheless, some regions/ sectors are underserved and we need 1o be
able to provide sclected target regions/ sectors with incremental

microfinance fimding 7m
SUB TOTAL Tm
3. Small Business

Finanging: The IFC is working on a $200 million facility for loans

ranging from $25,000 to $500,000. Due to complications in the IFC’s

negoliations with OPIC, the amount of lending may shrink to $100

million. In addition, it is highly unlikely that the IFC will be able to meet

its commitment to start lending by late May. Interim funding may be

necessary to mointain momentum in small business activity 20m

Consulting/ Training: $30 million will be available through the TFC

facility for technical assistance to privately owned barks. But, as stated

above, these funds may no1 be available on 2 timely basis 3m
' 23m
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4 Mlddle Market

ancing: A $150 million fund will be available to a special purpose
vehicle (SPV), by way of a grant from the USG to an NGO and from
OPIC and U.S. commercial bank financing, for the purpose of making
loans to these firms, These medium term loans will be made through
privately owned banks, or if necessary, directly by the SPV. Loans will
be made from this fund to lraqi reconstruction contractors and
subcontractors as well as others, although with some preference for
strategic sectors, job creation, and geographic distribution, We need to
complement the fund’s activity by providing equity support to selected
companies, as well as mezzanine and other non-senior debt products
which will provide an integrated and comprehensive snite of financing
tools,
SUB TOTAL

&, Iragi Subcontractors

Financing: A $100 million OPIC fund will be nsed to finance short-term
working capital needs of Iraqi winners of reconstruction bids. By
assigning the proceeds of contracts, payment risk will be minimized, and
performance risk is also expected to be low, In order to bolster
subcontractors® balange sheets to qualify for the OPIC loans, debt and
equity investment needs to be available,

Consulting/ Training: No funds currently available to advise borrowers on

structuring loan packages, dealing with US contractors, setting up
recgivables financing and managing cash flows.
SUB TOTAL

30m
N m

15m

Sm
20 m

Total Private Sector Development Projects

220 m
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VOCATIONAL TRAINING
Renevation and refurbishment of 17 vocational centers 11.0m
Capital equipment for each center 51.0m
“Rapid Response” Training Consultamis—ito provide staff capacity
training for each center. 10.0m
Security Assessment and Training for 11 Vocational and 28 Employment
Centers across the country 113m
Labor Market Assessments 0.5m
Staff salaries 10m
Two buses per center to provide tmnsportation for students 1.7m
Personal Security 20m
Operating Expenses 1.7m
Stipend of ID 45000 per student / month (2-month courses) for voeational
training courses 12m
Stipend of ID 45000 per studemt / month (2-month courses) for literacy
training courses 0.5m
Training and teaching costs for vocational (20,000 students) 51m
Training and teaching costs for literacy training (30,000 students) 47m
Total Vocational training Projects 100 m
Torals may not add due to rounding.

UNCLASSIFIED
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ANNEX C: Breakdown of spending on security, defence and law

enforcement

{Millions USD) Original
Ministry of Interior 124.87
Salaries 103.33
Operating Expenses (excluding salaries) 21.53
Capital Projects

Ministry of Defense 23.2
Salaries (NIA & ICDC) 23.2

Operating Expanses (excluding salaries)

Facilities Protection Services Salaries
Hazardous Duty Pay

Railroad Security

Additional Security Spending in the Budget already
Subtotal 148,07
Proposal from OFF Refund

Total 148.07

UNCLASSIFIED

Revised
478.47
360.97
107.50

10.00
100.28
76.28
24.00

60.00
150.00

50.00
500.00
1,338.75
200,00

1,538.75

Change
353.80
257.63

856.97
10.00
77.08
53.08
24.00

6 0 .00
150.00

50.00
500.00
1,190.68
200.00

1,390.68
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Worksheet

15 Apr 2004
Deduction for
Itemn ($m) Out of OFF Out of KRG $800M Net Reserve Priority for
Refand OFF Funds | ($300M Security  /Expenditure replacement
$2.0 billion $660 m | + $300M CERP} Totals {Amount}
iIrce
Compensation 380 120 a8 260 3 (3300M)
Centra] Bank
Reserves 230 70 208 160
Qil Stabifisation
Dividend Fund 160 40 186 160 4 ($100M))
Electricity 325 95
Food Basksat 230 70
Private Sector
Development 155 &5 188 120
il 160 40
Security/Law L
Enforcement Jﬁ@ 45
| Agriculture 125 35 56 110 2 {(350m)
Vocational
iraining £0 20 54 50 1 {(350m3)
TOTAL 2,000 600 308 1800




COALITION PROVISIONAL AUTHORITY

BAGHDAD
INFO MEMO
May 3, 2004
FOR: THE ADMIN{STRATOR
FROM: George Wolfe, Direclor, Office of Management and Budget

SUBJECT:  Your request for update on $2.5 billion distribution

You requesied an update on the proposed distribution of the $2.5 billion recently transferred to
the DFI from the UN escrow account.

Of the §1 billion agreed for security, you have atlocated $500 million for CERP, CERP-like, and
other special projects. This allocation was recommended by the PRB. A detailed breakdown of
allocations to date is in Attachment 1.

The other $500 million for security hes not yet been approved for allocation. However, there are
already tentative allacations from it (for example, $30 million for the imrigation pro;ect and 51.5
million to extend the Maersk contract at the pont of Basrah). This $500 million is part of the $2
billion spending proposal that we have been discussing with DC, A detailed breakout is in
Attachment 2.

I am waiting for word from you to take this spending proposal to the PRB. 1would like to
discuss with you possible adjustments to the spending plan. You may want to consider
adjustmenis based on the following:

»  $100 miliion for the new victims compensation vehicle, per our recent conversation.

* Up to an additional $400 million for oil projects that could increase potentlal revenue by
up to $2 bitlion in 2008, The justification fram the CPA Ministry of Oil is detailed in
Attachment 3,

= If adjustments are to be made, 1 think the most appropriate sources of funds would be
from monies identified on Attachment 2 for the IPCC, the Central Bank, Agriculture,
and/or Private Sector Development,

Note that the $1.5 billion of non-security spending from the $2.5 billion is to be supplemented
with $600 million of “Kurdish” OFF monzy,

I would like to discuss this matter with you at your earliest convenience.




ATTACHMENTS:

1. Breakowt of $500 million for CERP, CERP-like and other specia)
projects

2. Breakout of $2 billion )
3. Ministry of Oil justification for an additional $400 million

UNCLASSIFIED
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$500M "CERP" like and special projects
Dedicated Funds (3M)
Total Allocation 500
Appropriated CERP offset 123
Available funding n
Seven Cities
Baghdad 145
Baqubah 22
Fallujah 35
Mosul 27
Ramadi 35
Samarra - 23
Tikrit : 23
Sub-total 310
Other Projects
Najaf 7
Basrah 35
Sub-total 42
TOTAL _ 352
______________ 25
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Expendi -$2.0 billion additional OFF Refund
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Private Sector Development |
Vocational training 50 .
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Iraqi Property Claims Commission compensation. funds for
the IPCC against the estimated $2.1 billion that will be needed.

280m

Revenue Stabilization Fund. Establish an account to provide
security —— essentially a special budgetary reserve -- against
potential (all in oil revenue in 2008,

200m

Central Bank Reserves. additional reserves to back the Iraqi
currency. To date ceniral bank reserves are $1.8 billion. The
amount fluctuates, and Olin Wethington anticipates some
reduction in this amount. This amount of funding is aimed at

100m

hitting the $2 billion reserves target.

TOTAL RESERVES USES

350m

ACTiv ENDITU,

SECURITY

Additional Security Spending

S00m

ELECTRICITY

1. Industry power supply (linked to vil refinery veliability)

Stable Power Supply for Industry, particularly for Refineries and Gas
Plants, Relocate mobile sub-siations. Affects Doura, Baiji and Basrah,
Benefir: Stable production capability for fuel supply to the country.
Produces an additional 30 MW,

2. Natural GGas Infrastructure

Funding for Natural Gas Infrastructure. Further detail to be defined in the
Natural Gas study which will report later this month.
Benefit; decrease the dependence on fuel imports,

3. Operations & Maintenance

Operation and Maintenance Parts and Consutmables for existing power

Attachment 2




gengrating stations,

Benefit: necessary cost for on-going operation of existing power stations.
Increase the reliability of power generating capability.

4. Rehabilitation Haditha-Qaim

400 kV Rehab, Haditha-Qaim,
Benefit: increases transfer capacities and increases the overall reliability
and security of the transmission grid,

4. Rehabilitation Haditha-Baiji

400 kV Rehab, Haditha-Baiji.
Benefit: increases transfer capacities and increases the overall reliability
and security of the transmission grid.

3, Electrical Worker Protective Egquipment

Ensures the safety of the electrical workers while they are performing
their duties, Further, the Ministry of Electricity is in desperate need of
this equipment due to the looting that has ocourred.

6. Generator Control System

6. Remote control of existing and new elecinic generators for central
dispatch for reliability and economy, The new generating capacity that is
being added has to have these control added and the exiting ones is 30
year old technology that can enly monitor but has no remote control,

Total Electricity Projects

5300m

OIL

1. Refinery Reliability (linked to eleetvicity industry power supply)

Projects that improve the reliability of the refinery operations of Iraq’s
three large refingries. These refineries have been running at rates much
lower than capacity due to several reasons, Poor maintenance is a major
factor because of a lack of spare motors and pumps, spare parts are not
available and adequate tools to support maintenance are also not in
adequate supply, Stable electric power is critical to keeping these
refineries operating effectively and efficiently. Duting the last 10
months, the refincries have incurred downtime due to the unreliable
supply of power. The three main refineries are:

¢ Bayji — 290,000 barrels a day

s Daura -~ 100,000 barrels a day

» Basra - 140,000 barrels a day
Benefit: Stable supply of diesel and benzene to the country and reduced
imports of these products that are presently draining 10% of the national

Attachment 2




budget,

2. Water Injection Project

Continue projects currently underway on a prioritized basis to complete
the water injection prajects in the south, This project is critical to the
continued crude oil production levels that Iraq achieved over the last
year.

Benefit: Continue crude oil production rates above 2 million barrels a day

that the south fields are presently operating,

3. Gas

Current plants operating at 25% capacity in the south for LPG. Rework
and replace compressors, turbines, motors et¢, Increase broadcut product
supply. Repair NGL plants,

Benefit: Increase LPG production.

4. Metering

Conduct a comtrywide study and install priority metees to accurately
measure and control crude accountability and meet the requirements of
the UN.

Total Oil Projects

$200m

AGRICULTURE

L. National Level Reconstruction Activity

Agricultural and veterinary regearch center rehabi litation

Date palm industry development

Figheries - rehabilitation of haicheries for provision of fingerlings,

Microfinance grants

Soil testing - re~equipping laboratories and providing soil testing services

Extension services development and facility rehabilitation

Phyto-sanitary and ingpection and export testing facilities at the borders

Grain storage facilities (infrastructure and testing capability)

Seed certification and production facilities.

Veterinary hospitals, slaughterhouses & quarantine facilities.

Forestry development - land preparation and seedling procurement

Animal production: diagnostic capability, genetic improvement etc.

Feasibility plan and business vlan for fertilizer plant rehabilitation

Poultry facilities reconstruction

Vaccine Praduction Facilities

Total
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2. Governorate Jevel reconstruetion activities

North

South Central

South

Total

3. Assistance (will yecur for two vears)

Grants and subcontracts manggement

Direct assistance to MOA Programme activities

Institutional capacity building

Total

Total Agriculture Projects

$100m

PRIVATE SECTOR DEVELOFMENT

1. State Owned Enterprises

Financing: The capital needed to revitalize the SOEs that have emerged

through our triage procedure as the most likely to survive in a private

sector environment outstrips the funds available. An investment pool Lo

provide project finance and capital expenditures for critical shortcomings
in targeted SOES” plant and equiptent

Audiy Advisory: A project to parachute auditors and financial advisors
into selected SOEs, They would prepare financial statements that give a
true and accurate picture of the SOEs® financial status, help Lo create
business plans that aim to ensure the survivability of the SOEs in a free
market climate, and prepare marketing and information materials to
prepare for a possible future change in ownership structure

Consulting/ Training: In order to enable the SOEs to survive on their
own, and eventually to compete as private sector entities, managers and
line workers will need extensive education and consulting support

Total

2, Micro Credit
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Financing: As of now, $20 million s available for micro-lending
throughout Irag. A little over $3 million has been lent in the 4 or §
months since the first program started up. Lending is expected to
accelerate quickly and demand is anticipated to outpace supply.
Nevertheless, some regions/ sectors are underserved and we need to be
able to provide selected target regions/ sectors with incremental
migrofinance funding

SUB TOTAL

3. Small Business

Financing: The IFC is working on a $200 million facility for loans
ranging from $25,000 1o $500,000. Due to complications in the IFC’s
negotiations with OPIC, the amount of lending may shrink 1o $100
million. In addition, it is highly unlikely that the IFC will be able to meet
its commitment to start lending by late May, Imerim funding may be
necessary 1o maintain momentum in small business activity

Congulting/ Training: $30 million will be available through the 1IFC
facility for technical assistance 1o privately owned banks. But, a5 stated
above, these funds may not be available on a timely basis

4. Middle Market

Financing: A $150 million fund will be available o a special purpose
vehicle (SP'V), by way of a grant from the USG to an NGO cnd from
OPIC and UJ.S. commescial bank financing, for the purpose of making
loans to these firms, These medium term Joans will be made through
privately owned banks, or if necessary, directly by the SPV. Loans will
be made from this fund to Iragi reconstruction contractors and
subcontractors as well as others, although with some preference for
girategic sectors, job creation, and geographic distribution. We need to
complement the fund’s activity by providing equity support to selected
companies, as well as mezzanine and other non-senior debt products
which wil] provide an integrated and compsehensive suite of financing
tools,

SUB TOTAL

5, Iraqi Subconteactors

Financing: A $100 million OPIC fund will be used to finance short-term
working capital needs of Iraqi winners of reconstruction bids. By
assigning the proceeds of contracts, payment risk will be minimized, and
performance risk is also expected to be low. In order to bolster
subcontractors’ balance sheets to qualify for the QOPIC loans, debt and
:squity mvestment needs 1o be available.

raining: Wo funds currently available to advise borrowers
on structurmg IOan packages, dealing with US contractors, settmu

Attachment 2




receivabley financing and managing cash flows.

SUB TOTAL

Total Private Sector Development Projects

$50m

VOCATIONAL TRAINING

Renovation and refurbishment of 17 vocational centers

Capital equipment for each center

“Rapid Response” Training Consultants—to provide staft capacity
training for each center,

Security Assessment and Training for 11 Vocational and 28 Employment
Centers across the country

Labor Market Assessments

Staff salaries

Two buses per center to provide rrangportation for students

Personal Security

Operating Expenses

Stipend of ID 45000 per stdent / month (2-month courses) for vocational
training courses

Stipend of [[> 45000 per student / month (2.month courses) for literacy
training coyrses

Training and teaching costs for vocational (20,000 students)

Training and teaching costs for literacy training (30,000 students)

Total Vocational training Pl;OjBCtB

$50m

Total Active Expenditures

31200m

Total Spending

$2000m

Attachment 2
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.S SUPPLEMENTYAY FUNDS:

The Wartime Supplemental Appropriations Act provided $18.4 billion for relief and
reconstruction in Iraq. In January, OMB submitted to Congress the first of a series of
reports outlining sector and quarterly spending plans covering bath 2004 and 2005,

The artached chart reflects apportionments and obligations to date. Agencies have been
provided with a total of $11 billion, with $2.2 actually spent. Of the $11 billion
apportioned, $3 billion (out of $3.2 billion planned) has been made available for security
purpases with $381 million spent so far. The balonce of $8 billion is available for
reconstruction and development of which £1.5 billion has been spent on 0il and electric
infrastructure repair. With the recent award of $6 billion of contracting capacity for
major construction, CPA expects that the execution pace of work will accelerate during
the balance of the year,

On July 1, the new ambassador will have available $7.4 billion for reconstruction
including fourth quarter resources of approximately $2.8 billion and 2005 funds of $4.6
billion. While CPA has developed a plan for the use of these funds, the ambassador will
have the flexibility to revise and redirect the $7.4 billion subject to current legislative
guidance,

IRAQT FUNDS:

The Iraqi budget relies on oil revenues, receipts from the Oil for Food (OFF) program
and frozen assets, all of which are deposited in the Development Fund for Iraq (DFI).

When the March 2004 budget was adopted, it assumed $5.4 billion in opening balances
(ptimarily from 2003 OFF deposits), foreign seized assets of $200 million and oil
revenues of $14.5 billion allowing for roughly $20 billion in expenditures,

¢ The oil revenue assumptions included in the budget are based on estimates of a price
per barrel of $21, Last month’s average price was $27.50 suggesting there may be a
future net gain in revenues that could contribute to meeting Iraqi budgetary needs.

After the budget was developed, the OFF deposited an additional $2 billion in the DFI,
which is currently available. The OFF i also expested to deposit another $500 and $700
million in the next seven to ten days,




CPA, in conjunction with relevant Iraqi ministries, has developed tentative plans for the
uge of the OFF revenues of $2.5 to $2.7 billion as follows:

Security: $1,000
Property Claims 250-350
Electricity 250-350
Food Basket Purchases 200-300
Qil Stabilization Fund 150-250
Qil Refinery Infrastructure  [50-250
Agriculture 100-200
Ptivate Sector Development  50-150
Central Bank Support 50-150
TOTAL 2,250-3,150

EMERGING P ES

Recently, a decision was made to consolidate the coordination of all security forces under
the command of the CJTF which in tum, has identified $3.9 billion in immediate
¢quipment, weapons, uniforms, vehicles and other support needed by the Army, Police,
Facility Protection Services, Civilian Defense Corps, and Border Guards. Of this
amount, $3.2 billion is available from the Supplemental.

To meet the additional need of $700 million, Ambassador Bremer has provided $500
million from within the Iraqi budget of $20 billion (which is funded by DFI). In addition,
he has committed to working with the Iragis to secure $500 million more to be drawn
from the additional §2 billion OFF funds rccently deposited in the DFL.

When the next deposit (3500-3700 million) is made from the OFF, Ambassador Bremer
has plannéd to make availablo an additional $500 million_for security purposes and for

the Commander’s Emergency Response Program (CERP), a high impact, low cost
community bestd repair and reconsiructon program. 10 date, CERP has completed
19,681 projects using $225 million of a total of $549 million available. Another roughly
$100 million of projects is currently underway.

DFLvs. SUPPL URCES

After July 1, all decisions bearing on the use of any funds in the DF! will be the cxclusive
responsibility of the sovereign Iraqi government. There is a view that funds included in
the $20 billion Iraqi budget or the additional funds of up to §2.7 billion deposited by the
OFF should be redirected now to pay for planned projects which were to be funded
through the Supplemental appropriations, This would fres Supplemental resources
giving the U.S. Government contro) over more funds to address unanticipaled emerging
or post transition requirements,




The Iraqi budget of $20 billion has been circulated and approved by the Ministries and
the Governing Council as well as published on the CPA web site. Any interost in altering

allocations or plans for this budget would necessitate discussions with the Council and
Ministries.

While Ambassador Bremer has developed a recommendation for the use of the additional
$2.5-$2.7 billion, those plans havo not been formally approved by any Iraqi authoriry.
Assuming up to $1 billion of the total deposit is dedicated to emerging security and
CERP needs as suggested by Ambassador Bremer, at least §1.5-51,7 billion could be
available to substitute for funding priorities currently covered by the Supplomental,







Seven Cities
Baghdad
Baqubah
Fallujah
Mosul
Ramadi
Samarra
Tikrit

Other Projects
Najaf

Basrah

Port

Irrigation

Seven City and Other Projects
(as of May 5, 2004)

Dedicated
Funds (millions)
145
217
35.2
27
352
23
23
Sub-total 310.1

35
L5
30
Sub-total 73.5

TOTAL 383.6




COALITION PROVISIONAL AUTHORITY

BAGHDAD
MEMORANDUM FOR: Dr. Rice
FROM.: Paul Bremer
SUBJECT: Critical Expenditures
DATE: May 1 2004

You asked Lo know how I propose to spend the $2.5 biltion recently transferred to the DFI
from the U.N. escrow account on security, The spending plan was developed in close
coordination with the relevant Iraqi ministries and the Finance Minister, The plan is based upon
a careful analysis of;

¢ the security situation; and
e the most critical unfunded needs of Iraq in 2004 and beyond.

We have also focused on the best way to make use of DFI funds for projects otherwise
funded by the Supplemental 1o preserve leverage for the US Mission Baghdad.

Critical needs

1 I have allocated $1 billion of the $2.5 bilkion for security. Note that this is in addition to
the $1.3 billion provided for security in the regular Iraqi 2004 budget,

2. We have already offset $220 million of Supplemental projects in the regular budget. The
$2.5 billion spending plan will offsot an additional $530 millicn of Supplemental expenditures,
for a total Supplemental offset of over $750 million. This money will be available to John
Negroponte after transition, in addition to the roughly $8 billion which by July 1 will not have
been contracted, He will have lots of leverage.

3. Reserves of $450-750 million are critical, First, the Iraqi Property Claims Commission
will have liabilities of $2 billion to 85 billion, A down payment to begin funding the payment of
claims is necessary to maintain stability particularly in the tinderbox area around Kirkuk.
Second, the Revenue Stabilization Fund provides critical insurance. We cannot assume oil
exports or oil prices will remain high. Already in recent weeks, sabotage has cut daily
production by 400,000 barrels a day. It is likely that attacks on oil infrastructure will continue
into 2003, and oil prices are always volatile. A revenue regerve to fund budgeted operating costs
in the likely event of an interruption in 0il revenue (97 percent of budgetary funding) will help
the new Iraqi governmeni maintain stabilicy,

UNCLASSIFIED




UNCLASSIFIED
2

4, The $200-300 million for the food basket must be funded to provide enough food to Iraq
this year,

5. We have focused additional spending on projects that can be executed quickly and have
maximum impact on providing critically needed revenue (0il) end services (e.g., electricity).

6. Other expenditures, like training, are aimed at getting young Iragis off the streets and into
literacy and/or vocational training and placement programs. This money is to be targeted at
former military and militia 1 improve security. It is estimated that 50,000 Iragis could be put
through this training by the end of the year if this money is made available immediately.

Limits to financing

7. This spending plan also reflects the analysis of CPA and our [raqi counterparts regarding
current funding shortfalls. All other DFT funds are fully alfocated in the budget, The
requirements we have addressed are real, but represent only a part of the unfunded needs of Iraq.

8 While there may be $1-1.5 billion of projected excess oil revenue beiween March and the
end of the year, it would be irresponsible to use these unrealized funds now given the
uncertainties involved in both production levels and oi] prices.

9. Finally, we have a responsibility Lo think beyond the immediate. The additional $2.5
billion, combined with the $20 billion already budgeted expenditures, creates a huge gap
between operating revenues and expenditures, The budget for 2005 will require painful cuts. Any
excess revenues this year will be needed to support spending next year.

Course of Action

Having coordinated with the Iragi government; | have decided o unplt thig
spending plan. We will apntinue to look for edditional opportunities to maximize: .the amount of
Supplemental spending dliat can be offset by DFI expenditures.

UNCLASSIFIED




$2.5 billion of OFF refund

Out of OFF

Item Refund
$2.5 billion
($millions)
Security 1000
Food Basket 200-300
Reserves
IPCC Compensation 250-350
Oil Stabilization Dividend
Fund 150-250
Central Bank Reserves 50-150
Active Expenditures
Electricity 250-350
Qil 150-250
Agriculture 100-200
Private Sector Development 30-150
Vocational training 50-150







COALITION PROVISIONAL AUTHORITY-8OUTH
List of Emergency Regional Projects designed to secure and retain consent

Sector Detalls Approx Cost  Ready fori
1JS% million Immsdiately

Electricity Transmission and Distribution

132 kv conductor 1,000km $3.0
132 kv siringing equipment $1.0
sub total 34.0
Heslth Provision
Medical equipment and furiture to equip CPA.S $1.8
hospitals
aub total $1.8
Law and Order
Masiryah and Amarah Prisons- commissioning cosls 308 $0.3
Purchase modified prisoner conveyance vehicles $13 $1.3
Supply of 3,300 sets bullet protective vests $1.3 $1.5
sub total 334
Telecommunications
ITPC-Underground telephone cable and accessories- $23 323
materiats only
Emergency communications package $0.7 30.7
sub totaj $3.0
Water gnd Sandation

Rehabilitation of Al Faw Sewsrage and Storm Water $1.3
purnping stations

St No 200m3/hour compact water units $2.0 320
Spare Parts (pumps, tools, littings etc) to sustain $1.4

water rehabilitation programme

Renaovate Petro Chemn WKS reverse osmosis plant $1.6 $1.5
1.8 km sewerage pipeline $1.4

Sewage channels and culvert cleaning 35

Leak detection and repaire, Works contracts 31.0

sub total 101
Foods, Agriculiure and lmigation
Supply and install equipment at two analytical $0.7
laboratories for Umm Qasr Port
sub total $0.7
Microcredit Program $100

Conlingency Reserve for Existing Live Projects $2.0

Summary Reserve Emamency CPA-S Projed . xly




Total ___$35.0 $96

Summary Roserve Emurgency CPA-S Projects. xig




Contracting
within 10 days

53.0
$t.a

$1.8

$0.3

31.3

$14

§$1.4
25
1.0

$0.7

820

Summary Reserve Emergency CPA-S Projola. xis




$154

Summary Reserve Emergency CPA-3 Profcia.xis




District

Al Rashid
Al Rashid

Al Rashidd
Al Rasbid
Al Rashid

Al Rashiqd

Sadr
Sadr
Sadr
Sadr
Sady

Sadr/Rusafa/? Nissan
Daghdad City

Prioritized Project Lists for Baghdad ($426M)

Deseription CastisK
DC1 sewage Lift Station Renovation and line replacement. 25
District-level sewer line replacement 250
District wide pump station repairs/maint and existing pump station
gengrator maint $1,500
Crvarhatl of sewer feeder Haes 331,000
Mushols securiy profect (District wids) 55,000
15 ea 500 KV A and § ¢a 2mW generators lor sewnge pluppiag -
stations. $2,000
Repair sxisting sovrer Hnes 519,000
Installation of § sewer pumping stations 3,000
Coaaretion of bomer to Baln sgwer lnes 510,000
Installation of dedicated power lines to sewage 11,000
Al Sha’ab Pump Station (Ph I and IIT) 7,000
Kndus St main sewer line - $20,000

Second Ladfill for City (S8E)- $25,000




Cum Yota($K} Prioyjty

3250 1

3500 2
2,000 3
$33,000 4
$38,000 5
340,000 6
$59,000 7
562,000 8
272,000 9
$73,000 10
$80,000 1
$100,000 12

5125000 13




Estimated Allocations {based on
Hilloris of Dallars CPA Ailocations Thru 2nd Quarier unapporiionsd funds)
E¥iE Qhiigations s
Category ABocation CPA Allocation Apportioned | of e 24 IrdQ Stha | FY 2005 | TOTAL
Law Enforcement 1,331 1, 1,848 225 122 1
§ —Police Trainng and Technical 850 1,043 03 218 45 103 122 o] 1943
Assistance
— Traffic Pofice Ok 23 o & [ | [ 4] 7 [
— Sorder Enforcement 300 -201 1504 2 | 130 7 [ 280
— Faciffies Prolegtion Services &1 73] E] g1 & ] g o} 75
{Nationat Security 1819 1,847 1.434 337 258 ?4@* [i | 184
- iragi Armeg Forces 1,747 1,608 -msl 1,294 308] 218 34 [ ] 1.
of which: i 1
— JAF Faciiities 802 o2 73] 541 232 13 g o} 802
— I4F Equipment 7id 5081 ~108} 447 341 137 84 [ | 508
— IAF Operstions and Training 355 3053 2] 295 3¢ 78 30 : 39
— Civit Delense Cops 201 242 4% 140 24 56 52 242}
of which: @_’ }
— Operalions and Persannsi 1 20 52 [ 161
- 39 7

&
0] 15

700} 33
— Recoastrisction and 24 139 15} @2 54 47 2 139
Modernization of Detention
Facilities
— Faciifias Frotection, Mino 275 275] b | 215 25] &0 [7] G} 275
Aemore, Fire Sgrvwod, and
Pubiic Safely Facity and
Equipment Reps#s

of which:

— [Demining] B 33 L 81 4 g 1] [ ] 11}
— Fubic Safely Trating and 49 T3 -10’ 149 7 -12 0f 4 138
Fadilities
— Nafiveal Socunty $0 99] O’ L 6' 50 5 Oi 90'
Commuinications Nalwark
—Rule of Law in irsq o} 30 0 gt 30 20 1] 30
— investigations of Crimos 75 9' 5 7 7] 10 ol 75i

__Against Humanity
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Miions of Doilars CPA Atlocations Thru 2nd Quartar unappartionad funds)
" Obligations s
Alocstion CPA Allocation Apporticend of W, 34} 3rdd 4thQ £Y 2005 | TOTAL

= Judicial Security and Facilitios 1501 135 -15 30 & 25 20 601 135
— Democracy Buitding Actiifies 458[ 457 -7 458 260 -7 0 Oi 451
— .8 inslitule of Peace {UISIF) 10 10 10 1] 9 [} 10
— Generation 2810 2781 =19 1,354 853 231 [ 796, 2791
— Transmission 1,550 1, ] 258 75 145 407, 739 1
— Nebwork Infrasifttiurg 1,600 508 -2 Exkl 53 428 459 o 2953
— Automatsd Moritoring end 156 fSOI 0] 25 2] z5 (4] 0' K
Cantroi Sysiem
— institionsl Strangihening 1} | I | 5] [1] g O [7] 6

[7] 0

0 o

o

44 |

44 )
— #rigation ad Dramage 128] 128 or o & 0 70 118 128}
Systems g_L
— Major trri 151 151 [ | [7] E] 27 126; 157
— Dam fRepair, Rehab, and New 152 152 2 | [ Er] 27 108 152
Coastruction
— Umm Qasr {0 Basra Waler 114 114 S 0 G o 28 85 114
Fipeling and Trealment Sant
— Marsh Proecls 3] 5 | | ot g ] 0 5 0
~ Basra Channe! 71 71 0 7 Fi] 12 5 71
— Civil Aviglion 118 {15 1 & 114 7] 115




Mititeas of Bollars CPA Allocations Thr: 2nd Quarter u oned funds)
JEN. 2 WP |
AHocation CPA Allocation Apportianed of Nur, 24 3rd 4thia FY 2005 | TOTAL
— Umrn Qasr Port Reheb 40 48] 40 3 [1] e 4] 403
— Railroad Retab and 2:01 2% ¢ 84 11 128 0 oi 21:]
Reslorstion
- iracy Telocom and Postal 20} 3 5 o 79 5 [ 204
Corporation
of which: j'
— [PostalIT ZIF Codes] _ 5, ol | 0 7] 7l 0
-~ iragi Communicetions Systems QOﬂ 80 7 30 ol 40 20 [7] 96
of which:
— [Business Practives for iragi F) ﬂ)}r 3] o ¢ ] o 0 0}
TV and Radio}
— Numbering Scheme 911 F5] G & 7] & BF Fr; ol [
initistive]
— fragi Communicaiions 25‘ 28 0] & Gl 7] 8 Oi 25
Operafions
-~ Lindisiibuted Reduction [ [7] g [} o [ 0
— Housing Construction g 0 [ ¢ [ [¥] [
—~ Fublic Buitdings Gonstruction 130 ] 59 sl 31 0] ai fS‘O}
and Repair
i 2401 [ 20 [ 60
#43) 443 EY; & g
. improvements
—~ Equipment Procurement and ﬂ 300I ci 05 e 75 55 65 200
Modemnization
— Padiatnic Facility in Basra al 50 0 a 0 0!
—Initiae 700 Basra Hospiiel 0 3 o] 0 ol 7 0 al ét
Profect
— Health Care s 7] [1] [4 & 2] [%;
-- Americen-iraqi Enterprise Fund o 2 o 0 ] ¢
- Expand Nebtwork of 8 8] Oi 6 2 H ¢ 8
_Emplovment Centers
-~ Training 132 132 [ ] 54 ] 35 9 3N 32
— Micro-Smafi-Meciurs 44 44 10 25 B 0 44
3558




Estimated Alocations (based on
Millions of Dollars CPA Allocations Thru 2nd Quarter unap) funds)
- Ol
Catogory Aflocation CPA Allocation Apporticred ooy s FdQ AthQ FY 2005 | TOTAL
— Migration & Refugee 105 106 el 105 0 0 705}
Assistance
— Local information Cenlers of Fti 2 &, 4} 17 0} 1. ]
— Propedty Ciairs Tobunal ant o1 —g 15 3 -5 4] o} 103
- Bantdng System 3ot 30f 22 ) 8 Q & 30’
Modernizations
— Businsse Training Courses [ g 7} ) g E 0}
- Humen Rights 15 15 o 12 5] & g [ 154
— Edutafion 20 22} ] 39 221 7] 0 2 —894
— Civie Proggams ) | 1} 5; 10 o] & 0 10
- USAID 0 28 [¥
— Admiristrative Expensss for 3 184} 184] Iy a 0 o 184} 84
R4 Spocessor
it
|GRAND TOTAL 18,43 18,439 o 8,186 2, 2,794 2.811 4,848 18,43
I i i | 1
NOTE: TOTALS MAY NOT ADD DUE TO ROUNDING
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