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7. Ensure that fair means are found for moving the distribution of income and wealth
in Iraq quickly toward that typically seen in modern, broad-based western
economies.

The Plan: My plan for getting this done includes the following:

1. Organization: I plan to organize my team into four functional areas: SOE
Restructuring, Privatization, Private Sector Initiatives and Commerce/Trade/Foreign
Investment (see attached organization chart). T foresee a team of 12-15 people
supplemented, when appropriate, with additional resources from Bearing Point. I have
identified seven members of this team who are here or in-process. I plan to identify the
remainder and have them in-process within four weeks. My goal is to build an
internationally diverse team with as many ethnic Iragis or Arabs as possible, particularly
| ones who might want to remain here permanently.

2. SOE Restructuring/Rationalization: I plan to immediately focus our SOE
assessment effort on identifying the ten largest and most visible SOE’s that are “likely
winners” and those that are “sure losers.” I plan to do this in four weeks or less. Once
identified, we will immediately develop and implement plans for getting each of the
“likely winners” up and running as best we can. At the same time we will develop in
conjunction with your office liquidation plans for the “sure losers.” Timing on the
implementation of these liquidation plans will depend on your and other people’s
assessments of their political impact and the ability to provide a safety net for those
displaced by the liquidations. It is important that the restructuring/rationalization of the
SOE’s be seen as a separate endeavor from privatization. Once we have identified and
developed plans for the ten “likely winners” and large group of “sure losers”, the
assessment process can resume for all the other SOE’s.

3. Privatization: I plan to form a privatization team charged with developing a
comprehensive privatization plan within six months. My goal would be to have a plan
that: 1) broadly distributes ownership of the viable SOE’s mostly into the hands of
Iraqis; 2) avoids the abuses and other problems in previous privatization efforts, and; 3)
is likely to be honored and completed by CPA’s successor.

4. Private Sector Initiatives: In addition to restructuring and privatizing the SOE’s
there are a number of initiatives that must be taken to develop the private sector
internally. The first is to develop credit and other banking services for businesses,
particularly for small and medium sized businesses. The two state-owned banks won’t be
up to this task anywhere near soon enough. The only way to achieve this in a timeframe
relevant to our efforts is to open-up Iraq to foreign banks. To do this we need to amend
Iraq’s current restrictions on foreign company operations and investment. This is a top
priority and hopefully can be done in the next month or so. We also need to increase jobs
whether public or private. Hiring police, an army, and other civil servants will increase
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incomes and help stimulate private sector demand. Privatization of housing in other
venues has resulted in significant increases in spending on household improvements.
. Development of a legal structure for commerce and foreign trade and investment will
i enhance investment, both domestic and foreign, which will increase the number of jobs
and will accelerate growth. All of these and other initiatives will be needed to get Iraq’s
GNP above $4,500 per capita, the accepted threshold level necessary for sustainable
representation government.

5. Commerce/Trade/Foreign Investment: Development and long term stability for
Iraq depend on active programs to promote commerce, trade, and investment. The rate of
development will depend largely on the availability of foreign investment capital. A high
level of integration of Iraq’s economy in the world economy will also provide long term
political stability. Internal interest in commerce and investment and opportunities for
increased trade and foreign investment need to be developed and directed. Iplan to
simultaneously develop: 1) a communication program to direct all parties interested in
trade and investment to a single PSD location; 2) an information and referral capability,
and; 3) atrade and investment development program which would include presentations
before domestic and overseas business conferences, direct solicitation of investment and
sponsorship by overseas corporations, and other initiatives to promote internal and
external interest in economic involvement in Iraq.

6. Getting the Message Out:  As we execute the plan outlined above, we will be
looking for opportunities to demonstrate that viable Iraqi businesses are getting back up
and running, that jobs are being created, that the investment climate is favorable, and that
Iraq is certain to become a thriving capitalist economy with an active and open
involvement in the global economy.

7. Timeline: The timeline for executing the plan is the following:

Short Term Goals (4 weeks):

1. Complete identification and commencement of processing of
all team members.

2. Complete identification of “likely keepers” and “sure losers”

and have started implementation of recovery plans for “likely

keepers.”

Resolve prohibited foreign investment issue.

Have one or more foreign banks preparing an entrance plan.

Have gotten the word out that PSD is the contact point for

parties interested in trade, SOE’s and other private investment.

6. Have set-up an information and referral service for interested
parties.

7. Have commenced development of a privatization plan.

S
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Medium Term Goals (3-6 months):

L.

2.

Have “likely keepers” well on their way to returning to normal
with some good stories.

Have liquidation plans in place and being implemented (subject
to political factors).

Have draft privatization plan being negotiated with key
players.

Have an active foreign investment development program
underway.

Have two or more foreign banks committed to and
implementing an Iraqi presence.

Have identified and commenced a number of private sector
initiatives.

Have secured several high profile corporate sponsorship
programs.

Have drafts of a commercial code, bankruptcy code, and
proposed resolutions of other legal issues involving commerce
Have public perception be that all is moving in the right
direction and that the objective outlined at the beginning of this
memo is very likely to be achieved.

Longer Term (6-12 months):

1.

3.

Have developed a high level of comfort in the worldwide
business community that investing in Iraq is both safe and
smart.

Have ensured that the key elements of the privatization and
other plans we have developed and are implementing will be
continued by CPA’s successor.

Have developed successor leadership for PSD.

8. Conclusion: This memo represents my thoughts at this time. I expect much of it
will be amended as I become better informed about the situation here. I hope this serves
as a basis for your giving me some guidance about how you would like me to direct my
efforts, particularly if anything in this memo is contrary to what you think I should be
doing.
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e Limitations on the ability of purchasers to earn a profit on the sale of the capital stock or
assets of an SOE during the first 5 years of ownership;

* A restriction on selling any state-owned real property for as long as the CPA is the
occupying authority;

& A requirement that prior to the establishment of an internationally recognized,
reptesentative Iragi government, a person or entity purchasing an SOE must be an Iraqi
citizen or be owned by a majority of Iraqi citizens unless the sale of a particular SOE to
others has been approved by the Governing Council; and

» Decision-making powers in the Order vested in the CPA Administrator until there is an
internationally-recognized, representative government in Iraq.

Legal Issues

Although occupation law alone does not appear to authorize the issuance of a new privatization
law and creation of new institutions allowing privatization to take place, UNSCR 1483 creates
additional authorities beyond those available under the law of occupation to pursue economic
reforms, provided the CPA consults with the Governing Council, the U.N. Special
Representative of the Secretary General (SRSG) and the international financial institutions.
Such consultation will be key to establishing the authority to act in this area. The Governing
Council can be expected to have strong views, as it requested the deletion of certain SOE
language in the draft investment order to ensure that the CPA would consult further with the
Governing Council on this subject.

We are continuing to review this proposal in the context of the Iraqi company law applicable to
state-owned enterprises and constitutional issues relating to Iraqi natural resources. These as
well as other factors may result in additional changes being required prior to issuing a final
order.

Other Issues

Several issues covered in other privatization laws such as restitution and Golden Shares are not
included in this draft order. It is recommended that these issues not be included now, but be left
open to be raised, if appropriate, by the Governing Council or the Ministers.

COORDINATION: None

ATTACHMENT: Draft Order

UNCLASSIFIED




DRAFT

COALITION PROVISIONAL AUTHORITY ORDER NUMBER XX

IRAQI OWNERSHIP TRANSFORMATION

Pursuant to my authority as Administrator of the Coalition Provisional Authority (“CPA”), and
consistent with relevant U.N. Security Council resolutions, including Resolution 1483 (2003),
and the laws and usages of war,

Acknowledging the Governing Council’s desire to bring about significant change to the Iraqi
economic system, and to ensure that economic change occurs in a manner acceptable to the
people of Iraq,

Determined to improve the opportunities for all Iragis to participate in economic growth and
development and to provide an independent and transparent agency to oversee the privatization
process,

Noting that developing a privatization plan for Iraq will help to develop infrastructure, encourage
local, national and international investments by providing a favorable investment environment,
and raise the efficiency, productivity and competitiveness of economic enterprises,

Acting in a manner consistent with the Report of the Secretary General to the Security Council of
July 17, 2003, paragraph 90 concerning the need for the development of Iraq and its transition
from a non-transparent centrally planned economy to a market economy characterized by
sustainable economic growth through the establishment of a dynamic private sector, and the need
1o enact institutional and legal reforms to give it effect,

In close consultation with and acting in coordination with the Governing Council, I hereby
promulgate the following:

Section 1
Objectives

1) Generally. This Order seeks to assist in the achievement of the fair, equitable and
expeditious privatization of Iraqi state-owned enterprises (“SOEs”) to make them or their
assets more productive, profitable and efficiently operated in the private sector in such a
manner that such privatization shall:

(a) enhance the competitiveness of SOEs that are economically viable, and liquidate the
non-real assets of SOEs that are not economically viable;
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(b) stabilize existing markets and create new markets by facilitating the proper
management of the SOEs with modern methods so that the SOEs can compete
successfully in the international marketplace;

(c) encourage vigorous competition in the Iraqi marketplace by eliminating and avoiding
industry monopolies in the private sector;

(d) ensure a reasonable and fair course of transition for displaced employees of SOEs;

(e) obtain the best value for the SOEs and/or their assets with respect to those SOEs that
undergo the privatization process; and

(f) provide a transparent process to ensure fairness and the most favorable outcomes of
SOE transitions.

Ownership Transformation Agency. The Act seeks to achieve the general objectives set
forth in, Section 1(1), through the establishment of an Ownership Transformation Agency
(the “Agency™), with the objectives relating to the establishment of such Agency being
that the Agency is:

a) independent of any political party or faction;

b) led, as the head of the Agency (the “Agency Head™), by an Iraqi citizen with
impeccable professional and ethical credentials;

c) staffed primarily by qualified Iraqis dedicated to accomplishing the mission of the
Agency;

d) free of conflicts of interest;

e) authorized to engage highly qualified experts, including investment bankers,
accounting firms, law firms and economists to assist it in accomplishing its mission;

f) subject to the objective oversight of the Ownership Transformation Board; and

g) reporting to the Governing Council or the Head of State of a new, internationally
recognized representative government of Irag on an annual basis, with such annual
reports published on the internet.

Time Objectives.

a) All SOEs designated for privatization by the Administrator, in consultation with the
Governing Council, as of December 31, 2003 shall be sold or liquidated no later than
December 31, 2006, and, in the event that any additional SOEs are designated by the
Administrator or Agency Head for privatization in accordance with Section 5(4)(b),
such SOEs shall be sold or liquidated no later than three years after the date the
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Administrator or Agency Head determined the SOE should be privatized (the
“Liquidation Date”).

b) If any SOE designated for privatization as of December 31, 2003 or thereafter is not
sold or liquidated by December 31, 2006 or, as the case may be, the Liquidation Date,
then all employees of such SOE shall be terminated as of the next business day
immediately following December 31, 2006 or, as the case may be, the Liquidation
Date, and all assets of such SOE shall be liquidated on or prior to December 31, 2007
or, as the case may be, the first anniversary of the Liquidation Date.

Section 2
Ownership Transformation Agency

1) Establishment. Pursuant to the provisions of this Act, the Agency is hereby established.

2) Term. The term of the Agency shall continue until the later of December 31, 2007 or
three years following the date of the last privatization decisions, but no later than
December 31, 2010, unless following the establishment of an internationally recognized
representative Iraqi government, unless this Order is revoked by such an Iraqi
government,

Section 3
Ownership Transformation Board

1) Purpose. The Ownership Transformation Board shall ensure that the Agency and the
Agency Head operate within their mandate.

2) Composition. The Ownership Transformation Board shall consist of the following
members:

a) Minister of Finance;

b) Minister of Trade;

c) Governor of the Central Bank of Iraq, and;

d) four Iraqi business leaders each nominated by the Governing Council and appointed

by the Administrator, or the Head of State of a new, internationally recognized,
representative government of Irag, to two-year terms (the “Business Leaders™).

3) Annual Reports. The Ownership Transformation Board shall submit a report on the
activities of the Agency to the Governing Council, or the Head of State of a new
internationally recognized representative government of Iraq, as the case may be, on an
annual basis, with such report being separate and independent from the report submitted
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by the Agency in accordance with Section 1(2)(g) and published on the Agency’s internet
website.

Section 4
Ownership Transformation Board Action

Convention. The Ownership Transformation Board shall convene on notice from the
Minister of Finance, Agency Head, or upon the request of two or more members of the
Ownership Transformation Board, whenever the need arises, but not less frequently than
quarterly.

Chair and Vice-Chair. Meetings of the Ownership Transformation Board shall be chaired
by the Minister of Finance (the “Chair”), or in his absence, by the Head of the Iraqi
Central Bank (the “Vice-Chair™).

Quorum. In order for a valid meeting of the Ownership Transformation Board to be held,
at least four of its members must be in attendance.

Voting Power. Each member of the Ownership Transformation Board shall be entitled to
one vote that is of equal weight to the vote of each other member of the Ownership
Transformation Board.

Valid Acts. Resolutions, recommendations and reports of the Ownership Transformation
Board shall be adopted by a majority of the votes of members present. In the event that a
vote is even, the Chair, or in his absence, the Vice-Chair, shall have the deciding vote.

Observers and Participants. When appropriate, the Ownership Transformation Board
may invite whomever it deems appropriate to observe or participate in any of its
meetings, including the general public, provided, that, the person(s) invited shall not have
the right to vote on resolutions, recommendations or reports of the Ownership
Transformation Board nor be present when such resolutions, recommendations or reports
are voted upon by its members.

Section 5
Agency Head

Nomination and Appointment. The Agency shall be governed by one individual who is
nominated by the Governing Council and appointed by the Administrator to a five-year
term. Following the establishment of an internationally recognized representative Iraqi
government, the Agency Head may be removed by a vote of the entity vested with the
legislative powers of such a government of Iraq. If the Agency Head is so removed, a
new Agency Head shall be appointed by the Head of State of such government.

Removal. Prior to the establishment of an internationally recognized representative
government of Iraq, the Agency Head may be removed by the Administrator, if the
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Administrator finds that the Agency Head has been grossly negligent, has engaged in
criminal conduct, is a threat to security, or has willfully failed to carry out the Agency’s
mandate. Upon the establishment of an internationally recognized, representative
government of Iraq, any new Agency Head appointed pursuant to Section 5(1) may be
removed only by a two-thirds majority vote of such legislative entity following a
recommendation for removal by the Ownership Transformation Board and a public
hearing. Such recommendation by the Ownership Transformation Board shall only result
after a finding by the Ownership Transformation Board that the Agency Head has been
grossly negligent, engaged in criminal conduct, or willfully failed to carry out the
Agency’s mandate.

Compensation The Agency Head shall be compensated in accordance with his step and
grade as indicated in the published salary table for state employees.

Responsibilities and Powers. The Agency Head shall:

a) set forth the general policies for holding, preparing, disposing and privatizing SOEs;

b) in addition to those SOEs designated for privatization as of December 31, 2003,
recommend SOEs for privatization

c) oversee and direct the government and management of SOEs, including, but not
limited to, recommending to the Administrator the appointment and dismissal of
members of the board of directors of the SOEs identified for privatization and their
management teams;

d) recommend to the Administrator the sale, lease or transfer of rights of management
and operation to the private sector taken in implementation of privatization;

e) issue such rules, regulations and instructions as it deems necessary or advisable for
the implementation of the provisions of this Order, provided, that, such rules,
regulations and instructions, as well as the Agency Head’s purposes for their
adoption, are published in the same manner as this Order, as well on the Agency’s
internet website;

f) select, appoint, and compensate qualified officers, accountants, economists, and other
employees who shall constitute the “Agency Staff”, each of whom shall be subject to
ethical restraints, including conflict of interest rules and regulations adopted by the
Agency, provided, that, the Agency Staff shall not exceed 100 in number, and,
provided, further, that, the criteria established for selecting the Agency Staff shall be
open, transparent, equitable and fair and shall be publicized on the Agency’s internet
website;

g) select, engage and compensate consulting firms, investment bankers, accounting
firms, law firms and other professionals (collectively, “Contractors”) as it deems
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appropriate, from time to time, to assist in the carrying out of the mission of the
Agency, each of whom shall be subject to ethical restraints, including conflict of
interest rules and regulations adopted by the Agency, provided, that, the criteria
established by the Agency Head for selecting Contractors shall be open, transparent,
equitable and fair and shall be publicized on the Agency’s internet website;

h) after notice and opportunity for a public hearing on the matter, with the procedures
for such public hearing established by the Agency Head, censure or deny, temporarily
or permanently, any person or entity the privilege of appearing and practicing before
the Agency in any way or working or contracting with the Agency in any way, if that
person is found by the Agency Head, after notice and opportunity for a public hearing
in the matter,

(i) to have engaged in unethical or improper conduct;

(ii) to have willfully violated or willfully aided and abetted the violation of, any of
the rules, regulations or instructions adopted by the Agency, or any
commercial or criminal law of Iraq;

(i) exchange information with other Iraqi institutions with respect to violations of
criminal law or civil law; and

(i) publish information pertaining to the Agency on the Agency’s internet website.

Section 6

Prohibited Activities of Agency Head, Agency Staff and Contractors

Other Employment or Business. The Agency Head and each member of the Agency
Staff shall not engage in any business, vocation or employment other than that of serving
as Agency Head or a member of the Agency Staff.

Participation in Privatization Activities. The Agency Head, each member of the
Ownership Transformation Board, each member of the Agency Staff and any person
working at the Agency shall not participate, directly or indirectly, in any privatization
transaction, other than in the performance of their duties to the Agency, and any
Contractor shall not participate, directly or indirectly, in any privatization transaction,
other than in the performance of its duties to the Agency in connection with specified
privatization transactions. This prohibition also applies to the spouses of the above
described persons, parents and siblings, descendents to the first degree, entities which are
majority owned or otherwise controlled by any of the foregoing persons, and to any
natural or juridical person who has a business, beneficial or ownership relationship in any
form with the persons named in this Section 6(2). In the case of Contractors that are legal
entities, this prohibition applies to the directors, officers, trustees, partners and employees
of such Contractors, as well as to the spouses of these persons, descendents to the first
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degree and to anyone who has a business, beneficial or ownership relationship in any
form with these persons.

Disclosure of Personal Benefits.

a) The Agency Head, each member of the Ownership Transformation Board, each
member of the Agency Staff, any person working at the Agency, or a Contractor must
inform the Agency Head, or the Ownership Transformation Board in the case of the
Agency Head, in writing, upon the commencement of any privatization transaction, of
any personal benefit such person (“Affected Person”), such person’s spouse, siblings,
or predecessors or descendents to the third degree may derive, directly or indirectly
(including through a controlled entity), for services rendered to any party which is
directly or indirectly connected to such privatization transaction. In the case of
Contractors that are legal entities, this disclosure requirement applies to any personal
benefits derived by the directors, officers, trustees, partners and employees of such
Contractors, as well as to any personal benefits derived by the spouses of these
persons, descendents to the first degree and to anyone who has a business, beneficial
or ownership relationship in any form with these persons.

b) The Agency Head shall decide on the impact of any personal benefit disclosed in
accordance with Section 6(3)(a), on the impartiality of an Affected Person and shall
have the right to exclude such Affected Person from all, or any portion of, such
privatization transaction, provided, that, if the Affected Person is the Agency Head,
the decision concerning the impartiality of the Affected Person shall be made by the
Ownership Transformation Board.

Confidentiality.

a) No person who has obtained knowledge of confidential information as a result of that
person’s work at or with the Agency shall disclose such information in any way to
any person not entitled to such confidential information by way of this Act or the
rules, regulations or instructions promulgated hereunder by the Agency Head.

b) Any person who knowingly violates Section 6(2) or Section 6(4)(a) shall be punished
by (i) imprisonment for a period not exceeding 5 years and (ii) a fine of not less than
10 million dinars.

Section 7
Budgetary Matters

Independent Budget. The Agency shall receive an annual allocation of funds as part of

the national budgeting process, in an amount to be determined by the Administrator, or
the Head of State of a new, internationally recognized representative government of Iraq,
in consultation with the Agency Head and the Ownership Transformation Board. This
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allocation of funds shall be based upon the annual budget, prepared by the Agency Head
in coordination with the Ownership Transformation Board and published on the
Agency’s internet website and otherwise made publicly available. The Agency’s budget,
to include sums in the special account established pursuant to Section 7(3) below, shall
be managed and executed independently under the direction of the Agency Head, in
consultation with the Ownership Transformation Board.

Annual Financial Report. Within 90 days of the end of each calendar year, the Agency
Head shall cause to be prepared and delivered to the Ownership Transformation Board,
the Governing Council and the Administrator, or the Head of State of a new,
internationally recognized representative government of Iraq, an accounting of the
Agency’s finances, to include a description of all Agency expenditures of allocated funds
and sums from the special account established pursuant to Section 7(3), prepared in
accordance with recognized principles of accounting. The Agency shall also publish
such financial report on the Agency’s internet website.

Donations and Grants. Each donation and grant to the Agency in excess of 100,000 Iragi
dinars, whether derived from a domestic or foreign source, shall be approved or denied
by the Ownership Transformation Board after it conducts a review of the donation, its
source and the overall appropriateness of such donation considering the principles of
transparency, fairness, equity and integrity. Monetary donations and grants shall be
deposited into a special account available only to the Agency for its authorized activities.

Section 8
Ownership Transformation Trust

Contributions to Ownership Transformation Trust. SOEs either designated as of
December 31, 2003 or thereafter for privatization shall be entrusted, within one month
thereafter, to the Agency Head and admitted to the Ownership Transformation Trust.
Once admitted to the Ownership Transformation Trust, an SOE may not be returned to
ownership and oversight by a state ministry either by sale, transfer or any other
disposition.

Government and Management of Entrusted SOEs. SOEs held in the Ownership
Transformation Trust shall be governed and managed under the direction of the Agency
Head with the following objectives:

a) the establishment and development of the independence of the government and
management of the SOE, first, from the state, and then, from the Agency, by
developing, as necessary, organizational documents, financial guidelines and a
business plan for the SOE;

b) the establishment and development of accurate and reliable financial information,
analyses and appraisals with respect to the SOE and its assets; and




3

4

)

2)

DRAFT

c) the taking of all other actions necessary to prepare the SOE and/or its assets for
disposition in accordance with the privatization methods set forth in Section 9(2).

Accounting Transparency and SOE Profit and Losses.

a) The Agency Head shall cause to be prepared and published on the Agency’s internet
website, on a quarterly basis, a full accounting of the assets of the Ownership
Transformation Trust, as well as the specific financial performance of each SOE in
the Ownership Transformation Trust for that quarter.

b) Once an SOE has been admitted to the Ownership Transformation Trust, it must fund
its own losses either by private sector financing or another method promulgated by
the rules, regulations and/or instructions of the Agency Head.

¢} Once an SOE has been admitted to the Ownership Transformation Trust, it shall
retain its profits and such profits may not be used to fund the losses of another SOE
admitted to the Ownership Transformation Trust.

Distribution of Sale Proceeds. Proceeds from the disposition of an SOE in the Ownership
Transformation Trust or its assets shall be used by the Agency as follows:

a) first, to reimburse the costs incurred by the Agency for the privatization of the SOE;

b) second, to retire any liabilities of the SOE not transferred in the disposition, provided,
that, if such proceeds are not sufficient to retire all retained liabilities of the SOE,
remaining liabilities shall be transferred to the Ministry of Finance; and

¢) third, to fund the Agency’s annual budget, provided, that, if the Agency’s annual
budget is fully-funded, remaining proceeds shall be remitted to the Iraqi Enterprise
Trust, a trust to be formed to receive these funds for a one-time equitable distribution
to the Iraqi people upon the completion of the privatization program.

Section 9
Methods and Conditions of Privatization

Publication Prior to Commencement. Prior to the commencement of any privatization
transaction, the Agency shall publish on the Agency’s internet website and in at least two
daily Iraqi newspapers and over two weeks the conditions of and requirements for any
such privatization transaction at a date specified by the Agency Head for this purpose.

Authorized Methods. SOEs may be privatized by use of any of the following methods, or
any combination thereof, by the Agency:

a) sale, auction or other disposition of a portion of or all of the capita! stock of an SOE
to (i) a legal entity or entities, (ii) an investment group, including, but not limited to,
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an investment group composed primarily of an SOE’s employees or members of
management, and/or (iil) a natural person or persons (the legal emtities, investment
groups and natural persons referred to in subsections (i), (ii) and (iii) of this Section
9(2)(a) are collectively referred to herein as “Purchasers™), regardless if such sale is
conducted in a single-stage or multiple-stage transaction;

b) sale, auction or other disposition of a portion of or all of the assets of an SOE to any
Purchaser or combination thereof, regardless if such sale is conducted in a single-
stage or multiple-stage transaction;

¢) public offering of the capital stock of an SOE; and

d) any other method noti in contravention of the then-in-effect laws of Iraq that is
recommended by the Agency Head and approved by the Ownership Transformation
Board;

provided, however, that with respect to sales provided for in Section 9(2)(a) and Section
9(2)(b), such sales shall result in either a legal entity, investment group or natural person
(x) owning more than 50% of the capital stock or assets of the SOE and (y) investing no
less than 20% of the aggregate sale price of the SOE in the form of an equity investment.

Promulgation of Uniform Sale Processes. By way of rules, regulations and/or
instructions, by December 31, 2003, the Agency Head shall submit to the Administrator,
or the Head of State of a new, internationally recognized, representative government of
Irag, for his approval, uniform processes to implement the privatization of SOEs in
accordance with the terms of Section 9(1), so that each such process provides adequate
notice, open and fair bidding and transparency. In promulgating such rules, regulations
and/or instructions, the Agency Head shall ensure that the following considerations are
included in the criteria used to select Purchasers:

a) expertise, experience, resources and overall quality of the Purchaser;

b) sources of capital and financing employed by the Purchaser;

¢) quality of the business plan proposed by the Purchaser, including, but not limited to:
i) the impact the sale to Purchaser will have on current employees of the SOE;

ii) the impact the sale to the Purchaser will have on the current and future
competitiveness of the Iragi marketplace; and

iii) the protections proposed by the Purchaser to prevent misappropriation of the
assets of the SOE or the abuse of its minority investors;

and
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purchase price and form of payment agreed to by Purchaser.

Prohibited Dispositions. The following dispositions are prohibited:

a)

b)

c)

any disposition of part or all of an SOE or its assets to a Purchaser whom the
Ownership Transformation Board determines (i) is or was closely affiliated with the
former regime of Saddam Hussein, or (ii) is employing funds for the purchase of the
SOE, regardless of the source, that were gained from close association with the
regime of Saddam Hussein, or (iii) is using capital or financing that has otherwise
been attained iilegally;

any disposition of part or all of an SOE involved in the ownership, primary
extraction, or initial processing of oil or other natural resources; and

any disposition prohibited in Section 10.

Vesting of Certain Profits. Except as otherwise specifically exempted by regulation, any

purchaser of the capital stock and/or assets of an SOE pursuant to Sections 9(2)(a),
9(2)(b) or 9(2)(d) who resells such capital stock and/or all or substantially all of the assets
on or after the date of its purchase from the Agency (the “Privatization Sale Date™) shall
be entitled to profits realized by such resale in accordance with the following vesting
schedule, with the balance of such profits paid to the Agency promptly following the
Privatization Sale Date:

a)

b)

c)

d

e)

20% of the gross profits minus transaction expenses, if the resale occurs after the first
anniversary, but prior to the second anniversary, of the Privatization Sale Date;

40% of the gross profits minus transaction expenses, if the resale occurs after the
second anniversary, but prior to the third anniversary, of the Privatization Sale Date;

60% of the gross profits minus transaction expenses, if the resale occurs after the
third anniversary, but prior to the fourth anniversary, of the Privatization Sale Date;

80% of the gross profits minus transaction expenses, if the resale occurs after the
fourth anniversary, but prior to the fifth anniversary, of the Privatization Sale Date;
and

100% of the gross profits minus transaction expenses, if the resale occurs after the
fifth anniversary of the Privatization Date.

The Agency shall develop rules and regulations subject to the approval of the Ownership
Transformation Board to protect against two-step sales and other means for avoiding
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6)

1)

2)

DRAFT

_remittance of unvested profits from a sale to the Agency as provided for in this Section

9(5).

Publication Upon Completion. The Agency shall publish on its internet website and in at
least two daily Iragi newspapers and over two weeks a detailed report on each
privatization transaction upon its completion which shall include, as a minimum, the
following information:

a) name of the SOE which has been privatized, the method adopted, the procedures
followed and the proceeds received by the Agency upon completion of the
disposition;

b) names of the Contractors and other experts who were consulted in relation to the
privatization transaction in question, in addition to the names of their local agents, if
any;

¢) name and address of the entity(ies) with whom the privatization transaction has been
closed or the beneficiary thereof and the said entity’s local agents, if any; and

d) any additional information the publication of which is deemed appropriate or
necessary by the Agency Head;

provided, that, the Ownership Transformation Board, upon the recommendation of the
Agency Head, shall have the authority to waive the requirement to publish the
information set forth in Section 9(6)(b), (c) and (d), if it determines that the exclusion of
this information is essential for security purposes.

Section 10
Interim Provisions

No Sale of Land Owned by State. Prior to the establishment of a new, internationally
recognized, representative government of Iraq, all privatizations of SOEs shall be
structured in such a manner that there is no sale, disposition or other transfer of state-
owned real property.

Certain Restrictions_on Non-Iragi Purchasers. Prior to the establishment of a new,
internationally recognized, representative government of Iraq, a Purchaser who is a
natural person must be an Iraqi citizen and a Purchaser who is a legal entity or an
investment group must be owned by a majority of Iraqi citizens, unless the Governing
Council determines in advance that other parties are eligible to purchase a particular
SOE.
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Section 11
Entry into Force

This Order shall enter into force on the date of signature.

L. Paul Bremer, Administrator
Coalition Provisional Authority
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sensitive, or for some other reason would benefit from delaying implementation of a
privatization plan. Agencies are SOEs that should be reclassified as government agencies and
remain in the government. Consolidations are SOEs that should be consolidated into another
SOE. Non-privatizations are SOE’s that should remain government entities. Close-downs are
SOEs that have no viable business prospects and should be closed-down.

A number of criteria were used to categorize the SOEs. PSD drew on its analysis as well as the
experience and judgment of the PSD group and outside experts. The first criterion was
subjective and was whether the product or service the SOE was providing was one that
governments can or should provide. PSD and its advisers looked at the decisions other countries
had made during their privatization efforts as well as the structures of successful capitalist
economies such as the United States. Examples of SOEs that PSD determined should remain
government entities are the post office, the food inspection service, and the animal disease
control service. Within this group we divided SOEs into ones that were agencies of government
and ones that were businesses. For example, the post office was determined to be a business,
albeit a non-profitable one, and the food inspection service was determined to be an agency.
Thirty SOEs employing approximately 37,000 people were determined to be agencies and PSD
proposes reclassifying them as such. Four SOEs employing 25,000 people were determined to
be businesses that should be retained by the government and are classified by PSD as non-
privatizations.

After it was determined which SOEs should not remain government entities, PSD looked at
whether each of these SOEs comprised an entire business. Many SOEs were determined to
provide services or products to other SOEs which function more like a department of a company
than an entire company. For example, several research and development groups and several
engineering services groups function more like corporate service departments than businesses.
In other cases, several SOEs provided identical products or services and appeared better off as
consolidated entities. These two types of SOEs, nine in all and employing approximately 5,349
people, either have been or should be consolidated into other SOEs.

Among the SOEs remaining, PSD identified ones that had little or no business prospects and/or
their assets and means of conducting business had been destroyed. Most of these are SOEs from
the Military Industrial Commission that formerly produced military hardware. For these SOEs,
25 in all employing approximately 43,000 people, PSD recommends they be closed-down and
their remaining assets sold.

The remaining SOEs are candidates for privatization. PSD analyzed each and made a
determination whether it was a candidate to be privatized as soon as practicable or if there were
reasons to delay privatization. The criteria used to determine which should be privatized later
included size, likely change in value over time, complexity, and political sensitivity. PSD is
recommending that of the 85 being recommended for privatization, 53 employing approximately
101,692 people, should be privatized as soon as the implementation resources are in place. 32
SOEs employing approximately 52,000 people should be privatized, but not immediately.
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A summary of PSD’s categorization of the 153 SOEs is the following (a detailed list of these
SOEs IS included as Exhibit 1 to this memorandum):

CATEGORY SQES EMPLOYEES
Ready now privatizations 53 101,692
Ready later privatizations 32 51,776
Agencies 30 36,759
Consolidations 9 5,349
Non-privatizations 4 24,866
Close-downs 25 43.144
Total 153 263,586

Within these classifications there are a number of special situations. Most notably they include
companies that require significant capital investment for which we would be seeking an investor
to provide the capital in exchange for an interest in a subsequent privatization. An example
would include the telephone company which may require up to $2 billion in new capital to repair
and modernize its land line system. PSD is analyzing a quasi-privatization plan where the
telephone company is dropped into a corporation majority owned by the Iraqi people and the
remainder owned by an investor providing capital and expertise. The jointly owned company
would subsequently be floated on the Baghdad Stock Exchange or sold in a second step
privatization.

Another category of SOEs not included in the above numbers are the forty-one mixed SOEs
which are partly owned by the government and partly owned by private investors. Together the
mixed SOEs employ approximately 20,000 people. Most of these companies were traded on the
Baghdad Stock Exchange prior o the war. PSD recommends these investments be included in
the ready now privatization category indicating that the government’s ownership in these
companies should be sold as soon as the resources are in place to do so.

FORMATION OF A PRIVATIZATION AGENCY

PSD recommends that the privatization plan be implemented by a privatization agency formed
for the purpose of holding, preparing, and disposing of the SOEs in accordance with the
recommendations in this memorandum. Privatization agencies of varying forms and varying
names were used in all Eastern Block privatization programs. They are critical for gathering the
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resources necessary for implementing a privatization program and to protect the privatization
process from politicians and Ministries who have a stake in SOE retention. PSD has studied the
experiences of many Eastern Block countries as well as Middle Eastern countries including
Egypt, Morocco, and Jordan. Our recommendations regarding the architecture of the
privatization agency reflect PSD’s judgment as to what has worked best in the past and what is
likely to work well in Iraq.

PSD recommends a privatization agency architecture in which the SOEs that have been
identified as candidates for privatization, regardless of the proposed timing of their privatization,
are moved into a ‘holding pen’ within the privatization agency. Once in the ‘holding pen’, the
decision to dispose of the SOE should not be easy to reverse. The privatization agency would
retain discretion over how and when each SOE was privatized, but all privatizations would be
targeted for completion by December 31, 2006. Any SOEs held by the agency on that date
would have to terminate its employees and would have one year to liquidate its assets.

The target completion date of December 31, 2006 has been carefully chosen. Privatizations that
have proceeded too quickly have suffered adverse effects from insufficiently mature legal and
regulatory structures, SOEs insufficiently prepared for the transition, and the private sector
insufficiently developed to absorb people displaced by privatization. Privatizations lasting too
long have suffered different adverse effects, most notably that initial public enthusiasm tends
wane and, as a result, the political will to continue and complete the process fades. A time frame
of slightly more than three years takes these factors into consideration as well as the fact that
there are far fewer SOEs to privatize in Iraq than in the Eastern Block countries. Furthermore,
PSD set an ambitious schedule to provide an impetus for the privatization agency, realizing that
if the deadline turns out to be impractical it can be extended by revising the privatization law.

PSD envisions a privatization agency headed by an Iraqi and staffed primarily with Iragis. PSD
estimates a staffing requirement of 50 or more people. The privatization agency would contract
with investment banks, accounting firms, and law firms to assist them in their disposition
activities. The head of the agency would need to be of unquestionable integrity and good
business judgment. In addition, he or she would need to be viewed as legitimate and impartial.
The privatization agency would need technical assistance to establish a process for disposing of
SOEs that is transparent and that employs many of the principles used elsewhere to ensure
ethical practices. For example, the bidding process for companies should be conducted under
rules similar to those contained in the U.S. Federal Acquisition Regulations. The formation of
the privatization agency and its duties and powers would be set forth in a privatization law which
needs to be drafted in the next four weeks and implemented within another four weeks.

PSD believes the privatization agency and privatization plan should be formally announced
within four weeks and the SOEs identified for closing or privatization should be transferred to
the privatization agency as soon as the privatization law is adopted. PSD recommends that a
small group of first step privatizations be started by PSD immediately, but that their disposition
be handed over to the privatization agency as soon as the agency is able to handle them. PSD
believes some of the first step privatizations can be completed by year end. Most of the
remaining ready now privatization SOEs can be completed by the end of 2004. Some SOE
privatizations that are very large, politically sensitive, or whose sale or success in the private
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sector will require active capital markets or better established laws and institutions than Iraq now
has, may take as long as 2-3 years to complete.

In writing the privatization law and establishing the privatization agency, a lot of care and effort
will have to go into ensuring that the desired outcomes of privatization are achieved. In doing
s0, PSD will have to help the privatization agency develop ways to avoid the undesired outcomes
experienced in many of the Eastern Block countries such as asset stripping, improper enrichment
of government employees, and the creation of improperly enriched buyers or consolidators of
SOE interests post-privatization. PSD is confident this can be done using a ‘lessons learned’
approach supplemented by CPA and other expert advice.

FIRST STEP PRIVATIZATIONS

PSD has limited resources for implementing privatizations. However, PSD has identified 17
ready now privatizations that PSD could begin privatizing prior to the formation of the
privatization agency. These SOEs have been selected because they are modest in size, have
good business prospects, will result in modest employee displacement, and their value will not be
meaningfully compromised by an early sale. PSD would hope to have five or more of these first
step privatizations completed by December 31, 2003. These first step SOEs would provide an
opportunity to run a limited trial of the privatization process and to test receptivity to the
privatization framework. It would also provide an opportunity on a limited basis for
privatization agency employees to learn on a modest sample size.

PSD proposes the following first step privatizations:

SOE PRODUCT OR SERVICE EMPLOYEES MINISTRY
Al Dilhal Tourist busing 753 Transportation
Delegates Limousine Service 201 Transportation
Land Transport Trucking 840 Transportation
Passenger Bus Transportation 3,326 Transportation
Internet Café Internet Connectivity 412 Transportation
Projects Project Design 1,039 Transportation
Construction Materials Retailing 3,385 Trade
Shopping Centers Retailing 5,880 Trade
Auto Wholesale New Auto Distribution 2,606 Trade
Al-Farouq Construction 1,433 Housing
Al Mansour Construction 1,527 Housing
Al Rasheed Construction 1,186 Housing
Hamurabi Construction 2,351 Housing
Ashur Construction 2,214 Housing
Saad Construction 1,219 Housing
Al Mutasim Construction 1,439 Housing
Hotels/resorts Tourism 2,352 Culture

Total 32,163
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TRANSITION PLAN FOR DISPLACED EMPLOYEES

The 153 SOEs for which PSD is now making disposition recommendations employ
approximately 251,806 people. We estimate as many as 100,000 of these employees may not be
retained post-disposition. Although this is a large number and will result in transition stress for
these individuals and their families, the number is small when compared to most other
privatization programs, both in terms of gross numbers and the percentage of the workforce. For
example, in most Eastern Block countries, 70% or more of the workforce were employed by the
state and in the former Soviet Union the number approached 100%. It is estimated that 50% or
more of state-employed workers in these countries, or 35-50% of the workforce, were displaced
by privatization. In Iraq, the part of the workforce likely to be adversely affected by
privatization is 2% or less. This is important and fortunate for two reasons. First, the political
impact of privatization is likely to be less acute in Iraq than it was in the Eastern Block and,
second, the cost is far lower of moderating the political impact of privatization by providing a
comfortable transition plan for displaced employees.

PSD recommends that displaced workers be provided a transition plan that significantly eases the
stress of their transition to post-privatization status. PSD estimates that up to 30% of SOE
employees qualify for disability or retirement, but have not taken either because the benefits for
each amount to only 35% of an employee’s current salary. PSD recommends that these
employees be required to move to disability or retirement status, but that their transition to the
lower benefit levels occurs gradually over a three year period. PSD recommends that terminated
employees who do not qualify for disability status or retirement receive their current salaries for
one year after termination followed by a cumulative annual reduction of 25% of their current
salaries for three years or until they obtain another job. PSD believes a cash severance payment
will initially be received well, but will shortly lead to political and social problems as many of
the recipients of these cash payments will spend the money before they are able to obtain another
job.

The severance arrangement should include a program for developing skills and other
employment related training. The package should also include a placement service to assist
displaced workers in finding new employment. PSD realizes that many factors including the
culture of Iraq’s recent past present significant additional challenges to fulfilling a goal of
providing a smooth and politically trouble free transition during privatization. However, PSD
believes the generous transition packages, relatively small affected population, and lengthy and
staggered duration of support will greatly alleviate the negative political consequences of the
privatization plan.

The cost of such a transition severance plan is estimated to be $60,000,000 in the first year,
$50,000,000 in the second, $35,000,000 in the third, $25,000,000 in the fourth, $15,000,000 in
the fifth, and $10,000,000 in the sixth, However, if this plan were extended to all SOEs and
Ministries the cost could be twice these amounts. The CPA would only bear the cost of this
program in the years in which it continues to fund Iraq’s deficits. Even if the CPA bore the
entire cost, PSD believes spending this money will help assure success of the privatization plan
by removing resistance to it and, thereby, speeding and assuring its implementation. In addition,
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PSD believes spending this money will provide important protection against political ill will
toward the privatization process.

PSD recommends that the transition severance plan be announced in 4-6 weeks, but not later
than the announcement of the privatization plan. People qualifying for disability or pensions
would be transferred to their respective plan effective January 1, 2004. Anyone who quits after
the announcement of the plan would receive the severance plan benefit, but the start date for
calculating the severance benefit would be the announcement date of the plan, not the date of
termination. The severance plan would only be available for voluntary terminations up to the
time an the SOE announces it won’t accept any more voluntary terminations. After that, only
people who were involuntarily terminated would qualify for the plan. For involuntary
terminations the start date for calculating the severance benefit would be the date of termination.

IRAQI SUPPORT FOR PRIVATIZATION

Privatization presents risks as well as opportunities to a variety of interests in Iraq. Employees
are concerned about their jobs, managers are concerned about having to perform in competitive
markets, Ministers are concerned about losing important parts of their organizations,
businessmen are concerned about whether or not they will be able to bid competitively for SOEs,
politicians are concerned about public opinion, and policymakers and government service
providers are concerned about the impact of privatization on their constituents. CPA and the
Governing Council can expect that initially there will be significant opposition to privatization.
This opposition can grow and solidify if a well-conceived and well-executed communication
plan is not initiated soon to counter fears and concems that thousands of jobs will be lost, the
SOEs will be given away, and foreigners will end-up owning a lot of former state assets.
Interested parties in Iraq must be educated about how privatization works and the specifics of the
privatization plan. Iraqis need to be persuaded that privatization is in their long term interest and
they must become the primary advocates and drivers of the privatization process.

PSD proposes to commence a communication and outreach effort as soon as the privatization
plan is approved. This effort will include meetings with Iraqi business leaders and senior
Ministry officials, education of SOE Directors General, and development of a media plan for
communicating to the public about privatization and what it means for them. PSD is confident
that a well-conceived and well-executed communication plan can alleviate many of the fears
surrounding privatization and can create public support for the process, particularly in Iraq
where the displaced population will be small while the number who can look forward to better
products and services will be large.
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DIRECT NEED FOR ACTION

To successfully implement the proposed privatization plan a number of tasks will need to be
completed in the next eight weeks. The critical tasks include:

TASK TIMING
1. Complete and obtain CPA approval of a Privatization Law October 15
2. Hire the Head of the Privatization Agency and begin staffing October 15
3. Develop draft procedures and systems for the Privatization Agency October 31
4. Develop a comprehensive employee transition plan for approval October 1
5. Announce Civil Servant Severance and transition plans October 15
6. Obtain passage of the Privatization Law and begin implementation November 15
7. Commence five or more first step privatizations Immediate
COINCIDENT NEEDS

In order for the privatization effort to work, there are several coincident tasks that will need to be
completed. PSD depends on other parts of CPA for execution of some of these tasks. The
critical tasks are:

TASK TIMING
1. Foreign Investment law approved Immediate
2. Commercial law reform implemented November 15

3. Commercial justice framework and functionality established June 30, 2004

4. Local credit availability December 31
5. Comprehensive Subsidy reform January 1, 2004
6. Stock Exchange and supervisory organization operational December 31
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EXHIBIT 1

Ready Now For Privatization

! W
Transportation MIM Continued
1 Aldilal 753 30 Al Sawari 961
\ 2 Delegates 201 31 Al Qadesia Electrical 2,261
: 3 Land Transport 840 32 Nassr SC for Mechanical Indus. 2,483
‘ 4 Passenger 3,326 33 Al-Majd 547
| 5 Internet Café 412 34 Woolen Industries SC 3,201
6 Projects 1,039 35 Textile Industries - Hilla 2,712
‘ Trade 36 Leather Industries 2,822
7 Construction Materials 3,385 37 Battery Industries SC 1,929
8 Shopping Center 5,880 38 Mechanical Industries 3,872
‘ 9 Auto Wholesale 2,606 39 Cotton Industries SC 6,776
Water 40 Ready Made Wear Indus. 1,515
‘ 10 Dijala Company 120 41 Electrical Industries SC 3,158
11 Mech. & Elec. Contr. State Co. 396 42 Textiles 3,317
12 Rafidain Dams Construction Co. 792 43 Rubber Industries 1,201
13 Water Well Drilling 1,650 44 Refractories 1,000
MIM Housing
‘ 14 Furniture 223 45 Al-Farouq State Construction Co. 1,433
15 General Systems 438 46 Al-Mansour State Construction Co. 1,527
16 Iron and Steel 3,158 47 Al-Rasheed State Construction Co. 1,186
‘ 17 Geological Survey and Mining 1,205 48 Hamurabi State Construction Co. 2,351
18 Materials and Construction 3,201 49 Ashur SCC 2,214
‘ 19 Training & Rehabilitation 895 50 Al-Fao SCC 3,629
| 20 Information Systems 165 51 Saad SCC 1,219
21 Hand Woven Carpets 905 62 Al Mutasim 1,439
} 22 Al Faris 1,334 Tourism
23 Ur Engineering 3,352 63 Hotels and Resorts 2,352
| 24 Sammara 2,603
| 25 Ninawa 947 *TOTAL = 105,650
26 Tobacco & Cigarettes 2,246 *(Includes 3,598 Housing SOE
‘ 27 Tires 2,357 Employees Already Consolidated)
28 Glass & Ceramics 2,366
29 Vegetable Oit Industry 3,750 Total Adjusted = 101,692
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Ready Later For Privatization

Al-Noaman

Al-Mansour

Al-lkhaa (Falluja)

Salahadeen (Tikrit)

Sanareeb

Ibn-Majd (Basra)

Al Rafah

Al Majd

Ibn-Al Waled

10 Tarig (Falluja)

11 Al-Nidaa

12 Al-Shaheed

13 Hamoorabi (Babylon)

14 Al-Fida

15 Al-Tahady

16 Al-Rasheed

17 Al-Radhwam
Agriculture

18 Ag Supplies

19 Mesopotamia Seed

OCoONDG L WN =

640
676
2,282
2,850
654
1,500
370

785
871
1,307
1,279

1,285
400
2,830
755

1,358
747
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20 Mishraq Sulphur

21 Al Furat Chemical

22 Petrochemical

23 Phosphate

24 Northern Fertilizer

25 Southern Fertilizer

26 Northern Cement

27 Iraqi Cement

28 Southern Cement

29 |bn Sena

30 Al Salam

31 Al Zawara
Health

32 Kimedia

TOTAL =

Agencies

Transpo!
1 Private
Trade
2 Grain Board
3 Food Stuffs
4 Grain Processing
5 Export and Import
6 International Fairs
Water
7 Al Kadisiah
8 Al-Hadba'a
9 Al-Muthana
10 Al-Fao
11 Fourat Design
12 Al Nassr
MIM
13 Industrial Development
14 Research and Development to
15 Specialied Institute for Eng. Indus.

1,679

8,876
7,607
2,352
219
261

621
1,280
646
862
334
910

188
1,016
287

ousing

16 National Center for Labs

17 National Center for Consuitancy
MIC (Transfer to MOST)

18 Ibn Rushd

19 Al-Battany

20 Al-Fat'h

21 28 April Research

22 Ar-Razi

23 Al Qudis

24 Sakar Al Arab

25 Ibn-Fimnas

26 Basil

27 Al-Melad
Agriculture

28 Animal Resources

29 Horticulture/ Forestry

30 Veterinary

TOTAL =
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Consolidations

MIM
1 Design and Industrial Const. 581
2 Design and Consultation 810
*Housing
3 Al ldressy Consultants 285
4 Al Yaum Al Adeem 356
5§ Ramadan Mubarak 489
6 Al Tahrir 842
7 Taj Al Ma'arik 280
8 Al Jihad 814
9 Al Anfal 892
*Employees already rolled up by
TOTAL = 5,349

Non-Privatizations
Transportation
1 Railway
2 Port
3ITPC
4 Water Transport

TOTAL = 24,866

Close Downs

MIM MIC Continued

1 17th Nissan 805 13 Al-Qaga 5,400
2 Car Manufacturing 2,167 14 Nissan 1,860
3 Paper (Basra Plant) 3,153 15 Huteem 5,443
4 Sugar (Nissan Plant) 230 16 Al-Harith 1,382
5 Dairy 1,075 17 Jaber Ben Hayan 925
iron and Steel (Basrah/Khor Al-Zubiar) 18 Tabooq 534
| Transportation 19 Bader 1,631
! 6 Airline 2,329 20 Al Karama 1,859
Agriculture 21 Al-Ezz 935
7 Industrial Crops 481 22 Al-Uboor 880
MIiC 23 Um Almarik 1,560
8 Al Kadisiya 3,943 24 Al Kindi 970
9 Al Zahaf Al-Kaberc 568 25 Al Sumood 1,460
10 Al-Khauarezmi 280
11 Al-Yarmock 2,709 TOTAL = 43,144
12 Al-Hadhar 555
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As aresult of this separation of subsidy reform, we are only addressing energy policy at this time
as the food basket is decided and underway, agricultural reform should wait, and other subsidies
can and should be treated individually.

Energy Subsidy Reform Recommendations

We agree on the following recommendations to you:

Energy subsidies should be reformed all at once and not in a series of small steps.
Most energy subsidy reforms have been implemented in small steps because governments
rarely have the political confidence to implement reforms in one move. However, most
experts believe that if the political will exists, the political cost and risk associated with
reform is less if the reforms are implemented in one move., These experts say at the same
time, however, that single step reform should not be a sneak attack. It must be well
communicated and publicly debated in advance. A second reason for recommending a
one time move is that in a discussion with the Governing Council we may be forced into
a compromise including implementation in several steps. If we start with a proposal for a
single move we can go to two or more steps, but it would probably not be possible to go
from several steps to a single move.

A single step liberalization of energy prices must include a concurrent
compensatory payment of cash to cover the increased cost of fuels. Liberalization of
energy prices will increase the costs of energy to consumers. This burden will fall
disproportionately on lower income Iragi’s. To be fair and politically acceptable, a
compensating payment should be made to everyone in an amount as yet undetermined,
but it should be no less than the amount by which the typical lower income Iragi’s fuel
costs rise.

A cash compensation payment to ease the burden of increased energy prices should
be structured to be temporary. The cash compensation payment should be fixed in
amount, not indexed, and should contain other features to assure it does not become a
permanent subsidy.

Fuel subsidy reform should be implemented by having the Ministry of Finance
impose a fee at the refinery equal to the regional parity price of crude oil plus
appropriate delivery costs. All operations would be required to operate without any
financial subsidy and would be required to earn and remit a return on capital, thereby
forcing them to price all oil related products at or near market prices.

Electricity subsidy reform should be implemented by raising electricity prices to
regional free market rates. Rates for all consumers of electricity should be raised at the
same time as fuel prices, but enforcing payment by residential customers at the new rates
should be introduced gradually taking into account political factors and changes in
demand on the electrical grid resulting from increased fuel costs.

Two interdepartmental task teams should be staffed with fulltime people to
implement the food basket monetization program and energy subsidy reforms.
Properly implementing both subsidy reform programs will be challenging. We believe it
will best be done by two dedicated teams. The food basket team would take-on
responsibility for implementing the monetization payment system for both subsidy
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reform programs. The food basket monetization team would report to OMB. The energy
subsidy reform team would report jointly to the Directors of Economic Policy, Private
Sector Development, and OMB, with OMB serving as the primary report on
implementation matters.

e A number of implementation challenges should be addressed soon and aggressively.
To ensure successful reform implementation a number of challenges with long lead times
must be addressed soon. The most important of them are:

=  Determine the details of the energy reform proposal including the
implementation date, the amount of the compensatory payment, and other
requirements for its implementation.

= Begin consultation with the Governing Council in November and, as soon
as possible thereafter, announce the plan for public comment.

= Develop a means for making a compensatory payment by the
implementation date.

= Begin working with the Ministry of Oil, Electricity Commission and
others to prepare for the impact of subsidy reform. For example,
developing stockpiles in anticipation of demand fluctuations, ensuring that
opening of new retail outlets for fuel is unrestricted, developing means for
addressing the lack of volume measuring equipment at many retail outlets,
and managing the significant influx of cash revenues and changes to many
Ministry budgets that will result.

» Initiate study of legal/regulatory impediments that constrain competition
in refined oil markets — wholesale, retail, and import markets — in order to
improve competition and influence scope for consumer price increases.

| An open issue we have decided to leave for you to consider is the timing of energy subsidy
| reform. We believe the feasible options are to implement it March 1 or concurrently with the

‘ monetization of the food basket on July 1. We have identified pros and cons for each, butas a
j group had no strong opinion either way. The advantages of each as we see them are the

“ following:

Advantages of a March 1 Implementation:

Earlier implementation eliminates market distortions four months sooner.
Not implementing at the same time as the food basket will result in less potential for too
much happening all at once and the risk of resulting implementation problems.

e Cooler weather in March presents less external irritation than July weather and provides
4-8 weeks of milder weather during which adverse political reactions can be addressed.

Advantages of a July 1 Implementation:

e Doing everything at once may consume the least long term political capital.
o Allows four additional months to prepare for energy subsidy reform including
implementing the compensatory payment system.
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If you have a strong preference for either date, that will determine it. If not, our group will
come-up with a firm recommendation for you as to the better implementation date.

We propose the following action steps:
| 1. Immediately form and staff the two task teams described above,
w 2. Have the energy subsidy reform team prepare by November 15 a detailed plan for your

approval reflecting the terms outlined above, but including more detail, the amount of the
compensatory payment, and detailed implementation steps.

Approve Disapprove Approve with Modification

COORDINATION: None

ATTACHMENTS: None
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SOE EMPLOYEE TRANSITION PLAN

The following shall apply to all SOE employees:

1.

Effective January 1, 2004, all SOE employees with 22 years or more of service, or
who are 60 years 0ld or older, shall retire. Upon retirement they shall continue to
receive for one year their annual salary. On the first anniversary of their
retirement they shall qualify for the SOE retirement benefit that applies to them,
except that the annual retirement benefit shall not be less than 60% of the annual
salary they were being paid at the time of retirement.

Effective January 1, 2004, all SOE employees who have a long term disability,
but who have not transitioned to long term disability status, shall transition to long
term disability status. For one year following their transition to long term
disability status they shall continue to receive their annual salary. On the first
anniversary of their transition to disability status they shall begin receiving the
SOE long term disability benefit that applies to them, except that the annual long
term disability benefit shall not be less than 60% of the annual salary they were
being paid at the time of transitioning to disability status.

Effective January 1, 2004, any SOE employee who is terminated from
employment at an SOE shall receive the following severance benefit:

a. Employees who do not qualify for retirement or long term disability, but
who have 15 years or more of service or who are 40 years old or older,
shall continue to receive their salary for one year following their severance
date. On the first anniversary of their severance date they shall qualify for
retirement as if they had met the full term of 22 years of service or 60
years of age, except that the annual retirement benefit shall not be less
than 60% of the annual salary they were being paid at the time of their
termination. Employees in this category who are under 55 years of age
shall qualify for job retraining and job placement services.

b. Employees who have 5 or more years of service, but less than 15 years of
service, shall continue to receive their salary for one year following their
severance date. On the first anniversary of their severance date they shall
qualify to receive an annual retirement benefit equal to 6% of their final
annual salary for each year of service over 5 years. Employees in this




category who are under 55 years of age shall qualify for job retraining and
job placement services.

Employees who have less than 5 years of service shall receive a cash
bonus equal to 20% of their salary for each full year of employment.
Employees in this category who are under 55 years of age shall qualify for
job retraining and job placement services.




o PARTN

COALITION PROVISIONAL AUTHORITY

BAGHDAD
INFO MEMO
November 21, 2003
FOR: THE ADMINISTRATOR
FROM: MOI, Governance, OPPA

SUBJECT: Regional Policing Procedures

This note summarises agreed MOI policy and procedures in relation to regional policing.

The following procedures will be adopted by the MOI and Governorate Teams in
cstablishing MOI capacity and oversight in the regions, including Baghdad.

l Definitions:

Where this policy refers to the Provincial Council, this is taken to include the

Baghdad City Council and city councils of Iraq’s major citics'.

l *  Where the term Chief of Police is used, this refers to Provincial Chiefs of Police but
the same policy will be adopted by City police chiefs in the major cities. In smaller

towns, local representative bodies will have greater authority.”

Where the term MOI is used, this refers to the designated representative of the

Minister of the Interior as laid out in the MOT policics and procedures.

It is assumed that the Governor will serve as chair of the Provincial Council. He

will have one vole as an equal member of the Coungil.

1. Each Provincial Council (PC) has will have an important role in overseeing the
local police forces. This role is set forth in detail below.

2. Il so wishes, the PC may clect a Public Safety Committee (PSC) consisting of
between 7 and 15 individuals from amongst its members to carry out its oversight
responsibilities with regard to the police.” Election of members, clection of chairs
and terms of service will be according to the standard rules of procedure laid
down for all Council sub-commitiees.! The PSC will report to the PC in
accordance with the normal rules of procedure; it will issue regular reposts to the
full PC. Its decisions will form recommendations {o the whole PC to be
approved/amended/rejected according to the normal rules of procedure.

! Exact definition of major cities lo be published by MOL
2 Exact authority to be defined by MOL

* The Governor may be a member of the PSC.

* Governance to define and publish rules of procedure.
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COALITION PROVISIONAL AUTHORITY
BAGHDAD

‘ ACTION MEMO
| November 21, 2003

| FOR: THE ADMINISTRATOR
FROM: OPP, MOJ, Governance

SUBJECT:  Procedures on Dismissal of Police Chiefs

Summary: The Iragi Police Service is being established as a national force, subject to
local accountability. Procedures are being built into the MOI to balance national and
local concems in relation to the hiring of police chiefs, approval of police operational
prioritics and monitoring of police performance. The most difficult balance to slrike,
i however, concerns the procedures for dismissing police chicfs. This memorandum asks
| Jor a decision between two alternative models.

|

\ The philosophy of the new MOI is one of national responsibility and local aulbority.
| Political direction and accountability "will be “provided via the Minister, his
| undersecretarics and assistant undersecretaries. Public accountability will be provided
via Provincial Councils and govermiors.

There will be three grounds for dismissal of police chiefs. First, failure to deliver on
annual police plan. 'Second, internal corruption (e.g. abuse of personne! pelicy, abuse of
| authority). Third, criminal corruption (e.g. financial corruption, other crimes). The MO

has authority to dismiss police chiefs, subject to an appeals process, on any of the above
| grounds.

Issue for decision: The "ziuthoritv of the Provincial Council (and its subordinate Public
‘ Safety Committee) over dismissals. In all cases, dismissals will be subject to due process

and appeal to the MOI Inspector General. Under both options, MOI can initiale dismissal
proceedings.

Option 1 (MOI proposal): PC can recommend chief of police dismissal; MOI has final
authority. Proposed procedure; The PC can recommend dismissal of police chiefs with a
2/3 majority votc but MOI can veto this proposal.

MOI rationale: 1f the Iragi police are to be a national force, as was strongly endorsed by
Ambassador Bremer, then ultimate responsibility for hiring and firing police chiefs must
lic with MOL The proposcd arrangements already provide for a major element of local
accountability through the proposed PSC to which Chiefs will be answerable on local
issucs and through the PC's ability to recomimend dismissal. To give the PC the absolute




right to dismiss would lay the police chief open to improper pressure from community
represenlalives, for example over operational or personnel decisions.

Option 2 (Governance proposal): PC can initiale chief of police dismissal; MQJ has no

velo. Proposed procedure: The PC can dismiss police chiefs with a 2/3 majority vote.
MO cannot veto the dismissal.

Governance Rationale: The PCs need to have the ability, under specified circumstances,
to fire the police chicf without MOI veto for two main reasons:

o 7o empower local and provincial bodies. Credibility of these institutions is
closely tied to their ability to influence the security situation.

»  To ensure adequate accountabilily of the police chief. The current limited reach
of MOI into some governorales suggests thal if the policc chief were only

accountable to the MOI, he may in cffect have few practical constraints on his
actions.

The MOI proposal would in actuality involve a recentralization of power. Currently,
Governors and PCs — working closely with the GTs and CFs - play a strong role in
holding the police chief accountable. Many Governors (and Iraqgis) know and follow the
1969 public law on Jocal governance which stales that it is the Governor’s job to establish

peace and order using “the Jocal police force...emergency police force...mobile police
force as well as all other means at his disposal.”

ATTACHMENT: INFO MEMO ON REGIONAL POLICING PROCEDURES










UNCLASSIFIED
2.

proceeds and the mandate of the multinational force, and perhaps to redefine the UN's role vis-a-
vis the transitional Iraqi administration.

One open question is how to secure early UN buy-in for an eventual role in the elections process.
CPA in the coming few months will need to solidly launch this Iragi-led process by funding an
NGO, likely IFES. My discussions with IFES indicate that they could include the UN elections
tcam and UNDP in an advisory group. Such groups are typical of elections efforts in transitional
societies and would allow a future resolution to call on the UN to support an Iraqgi Election
Commission process in which they have had some say. Securing involvement in the caucuses
procedure, however, will likely be more difficult without an earlier resolution.

UNCLASSIFIED




Prosecuting Regime Crimes in Iraq

Executive Summary

The Iraqi Governing Council plans to call for the establishment of a Special Tribunal to
try major crimes committed under the former Ba’athist regime. The Crimes Against
Humanity Investigations Unit recently established within the Office of Human Rights and
Transitional Justice (OHRTJ) has been tasked by the CPA Administrator with providing
investigative support to the Tribunal in its initial stages as there is general recognition
that the professional capacity to support investigations, and ultimately prosecutions, of
this magnitude and complexity does not yet exist locally.

British staff have taken the lead in developing a strategy for the prosecution of regime
crimes. A British lawyer played a major role in helping the Iraqi Governing Council draft
a Statute for the Specia' Tribunal, a British investigator currently heads the Crimes
Against Humanity Investigation Unit and British forensic experts have been developing
an operational plan for tackling the exhumation of the many mass grave sites around the
country. This is an area where the UK is making a pivotal contribution. A summary of the
key British initiatives appears below.

Key Points

A poll conducted by the Boston-based charity Physicians for Human Rights concluded
that 98% of the Iraq population would like to see thosc responsible for major human
rights abuses during the Saddam-era punished. 77% favoured some form of legal process,
The prosecution of senior regime figures is a subject close to the hearts of all Iragis. The
widespread abuse of human rights under Saddam Hussein’s regime is one of the few
common unifying experiences shared across the entire country.

The CPA Administrator has directed the Crimes Against Humanity Investigation Unit to
provide investigative support to Iraqi efforts to prosecute crimes committed by Saddam
Hussein’s regime. We have recommended that to establish the credibility of the judicial
process the first regime crime cases should address issucs and involve individuals that are
immediately recognizable to most Iraqis. Also that the initial cases should broadly
involve incidents that reflect the temporal and geographic spread of the regime’s crimes
such as the persecution of the Fayli and Barzani Kurds, the attack on Halabja (1988), the
Anfal campaign (1988), the suppression of the post-Gulf War uprising known locally as
the intifada (1991), the persecution of the Marsh Arabs and the systemic torture of
political opponents of the regime.

Crimes of this nature are both complex and time consuming to investigative — the
experience of the international tribunals working in this area is that most cases take
several years to bring to Court. For this reason, and to make the most effective use of
severely limited resources, we have recommended that the initial investigative effort
should be focused on 15 targets currently in Coalition custody. A further six targets




currently still at large have also been identified. Our choice of targets reflects the
hierarchy of culpability already identified by human rights organizations and Iraqi
politicians and the incidents associated with them reflect a broad cross-section of those
committed by Saddam’s regime.

Recognizing the crucial importance that any prosecutions mounted by the Iraqi Special
Tribunal meet international standards of jurisprudence and best practice, the OHRTJ has
worked extremely closely with advisers to the Iraqi Governing Council to draft a Statute
for the Tribunal that closely follows those of International Criminal Tribunals constituted
elsewhere to try similar crimes. We are currently working on draft Rules and Procedure
of Evidence to support the operation of the Tribunal.

The OHRTT has become the central coordinating point for the reporting and investigation
of suspected mass grave sites. At present 250 mass grave sites have been reported. Of
these 57 sites have now been discounted, 31 confirmed and 20 are considered probable.
At least three mass grave sites are believed to contain perhaps as many as five thousand
victims. To put this into perspective the largest mass grave site found in the former
Yugoslavia contained only around 700 victims. Exhuming sites of this magnitude is a
major undertaking and could take years. The average forensic team deployed by the
international community in Kosovo exhumed between 3 and 5 cadavers a day. A Danish
forensic team is currently in Iraq surveying sites in the Basra area. We urgently require
the deployment of further international forensic teams. Both the UK (Metropolitan Police
Service) and US (Federal Bureau of Investigation) sent such teams to assist the
International Criminal Tribunal for the former Yugoslavia in Kosovo in 1999 but have
not yet made similar teams available to work in Iraq.

The OHRTJ has been working with USAID and a number of NGOs to develop training
programs to help build up a local Iraq forensic capability but it will likely be many
months before the Iragis will be able to undertake exhumations for themselves.

The Crimes Against Humanity Investigations' Unit has taken possession of a self-
contained, one storey cell block which forms part of the Ishkhabarat Prison in the
Kadhimiyah district of Baghdad. We plan to convert this facility inlo a secure evidence
storage facility and a small number of offices. We have received a funding pledge from
USAID to cover the cost of this conversion and a contractor has been engaged to
undertake this work.

Of a suggested staff of 13 investigators, an evidence custodian and a criminal analyst we
currently have one investigator in post. The UK, US, Czech, Australian, Spanish and
Canadian governments have all been approached to second staff. The Australian
government has identified a suitable criminal analyst and the Spanish government has
agreed in principle to send an investigator. The recruitment or secondment of an
experienced evidence custodian is a particularly urgent requirement.

An important component of any investigative process will be the development of local
psycho-social support structures to help victims come to terms with their experiences.




The provision of such support can be an important factor in winning over the hearts and
minds of local people and encouraging their participation in the investigation. The cost of
establishing victim support structures has already been met by US AID and a bid from
Physicians for Human Rights to establish a training program for local caregivers has been

accepted. Further bids from other NGOs working in the same field are currently under
consideration.

Action Recommendation

At present, the Crimes Against Humanity Investigations Unit does not possess an
operational budget. Any financial expenditure has to be financed by ad hoc grant
applications and staff vacancies can only be filled by secondees. The lack of any
independent funding is greatly inhibiting our ability to develop our capacity in this area.
This is an area in which HMG could realize a massive return in terms of local goodwill
for a comparatively small investment of funds. We estimate that the total set up and
operational costs for the first year of this unit’s operation would amount to no more than
USD 3,062,000. 1t is recommended that the British government consider providing
funding for this unit.




Draft Operational Strategy for Supporting the Governing Council’s proposed Special
Tribunal

Background

The Governing Council is currently debating the establishment of a Special Tribunal to
try major crimes committed under the former Ba’athist regime. The Crimes Against
Humanity Investigations Unit recently established within the Office of Human Rights and
Transitional Justice (OHRTJ) has been tasked with providing investigative support to the
Tribunal in its initial stages as there is general recognition that the professional capacity
to support investigations of this magnitude and complexity does not yet exist locally.
However, we ultimately envisage that local investigators trained and mentored by their
international counterparts will be able to take on this role.

Strategic Approach

To establish the credibility of the process the first regime crime cases should address
issues and involve individuals that are immediately recognizable to most Iraqis.
Furthermore the initial cases should broadly involve incidents that reflect the temporal
and geographic spread of the regime’s crimes such as the persecution of the Fayli and
Barzani Kurds, the attack on Halabja (1988), the Anfal campaign (1988), the suppression
of the post-Gulf War uprising known locally as the intifada (1991), the persecution of the
Marsh Arabs and the systemic torture of political opponents of the regime. We have

identified eight regime figures currently in Coalition custody that would meet this
requirement (Annex A).

Methodology

The choice of our eight initial targets reflects the hierarchy of culpability already
identified by human rights organizations and Iragi politicians. The NGO group Indict has
alrcady collected sufficient material to suggest a prima facie case exists against each of
these individuals. In addition, the incidents associated with them reflect a broad cross-
section of those committed by Saddam’s regime.

Our investigation will start with a comprehensive review of the material relating to these
individuals already held by Indict, Human Rights Watch and Physicians for Human
Rights and by the PUK and KDP Human Rights Ministries. Much of this material has
been deliberately obtained in such a manner as to meet basic international standards of
evidence collection and handling and we anticipate that much of it will essentially be
court ready. At the very least this material should provide numerous leads for
investigators to follow up on the ground.

Once this preliminary phase is complete our enquiries will typically develop along the
same three paths: the collection of supplementary witness and victim testimony, the
exploitation and analysis of recovered documents and the forensic recovery of evidence




from crime scenes. Analysis will play a key role in establishing command and control
relationships between direct perpetrators and the senior regime figures directing their
activities. In addition, careful consideration will have to be given to the manner in which
testimony should be sought from regime insiders and what incentives or sanctions may be
used to obtain it. At this point in time, it is our assessment that Iraqi law enforcement
does not possess the skills to undertake any of these tasks successfully.

At present, it seems likely that those accused will face charges derived from International
Law including the Law of Armed Conflict and the Iraq Criminal Code of 1969. Although
it might be a little premature at the outset of an investigation to prejudge the eventual
nature of the charges to be leveled, our initial targets have all been selected because their
well reported activities would appear to meet the criteria against which Crimes Against
Humanity are judged. The key element of any Crimes Against Humanity charge will be
being able to prove the widespread and systematic nature of the offenses. In past case of
this nature four or five similar and well-documented events have proved sufficient for
this purpose. In some cases, where the crimes are more numerous and relate to more than
one period of activity, this process will have to be replicated for each episode. Thus, we
might reasonably anticipate that an investigation into the activities of an alleged
perpetrator of the magnitude of Ali Hasan Al-Majid Al-Tikriti might involve the
examination of twenty or more criminal events in addition to researching command and
control issues. However, most investigations will require a less substantial effort.

It is also conceivable that in one or two instances sufficient grounds might be established
to support a charge of Genocide or offences relating to the Law of Armed Conflict. In the
event that a charge of Genocide is under consideration additional attention will have to be
paid Lo gathering evidence relating to mens rea in the course of the investigation. Such
cases typically rely more heavily on documentation and insider testimony. If a charge
relates to the Law of Armed Conflict investigators will also be required to establish in
fact the existence of an international armed conflict at the time the offence is said to have
occurred.

Resource Issues

We will perforce be constrained in what we can achieve by the level of resources open to
us — as previously noted, at present Iraq has almost no indigenous detective capability
and few investigative magistrates although this may change as reconstruction efforts
continue to progress. Until local capacity can be built up to a level at which Iraqis can
support their own investigations the responsibility for gathering and preserving evidence
will fall primarily on the international community in the form of the Crimes Against
Humanity Investigation Unit of the OHRTJ and Coalition Military Police forces. At
present the Crimes Against Humanity Investigation Unit only exists in embryonic form —
the purpose of the remainder of this memorandum is to lay out in detail the steps that
would have to be taken to raise this unit to an operational level.




International Component

Qur proposal is to recruit no more than 15 to 20 additional international staff with a
variety of professional competencies. The majority of these would be experienced
investigators but other posts would include legal advisors, a criminal analyst and an
evidence custodian. The OHRTJ staff already includes two experienced investigators,
two prosecutors, a document analyst and four forensic specialists although most of these
individuals also support broader human rights missions such as the mass grave
exhumation project. It is important to note that the vast majority of such sites around the
country will not be treated as crime scenes. Faced with a wealth of potential evidence of
criminality maintaining a tight focus on framing the charges for specific indictees will be
a vital discipline for the Investigations Unit.

Local Capacity Building

It is envisaged that as the Iraqi Police Force develops a criminal investigation capacity,
Iraqi police officers will be able to increasingly support the activities of the Investigation
Unit. All members of the Investigations Unit will be expected to contribute to bespoke
training courses on issues related to the Unit’s work as well as, where appropriate, the
wider mission of Interior Ministry police trainers. Furthermore we propose to recruit a
number of local Iraqis to work as an integral part of the Unit under the mentorship of the
international investigators so that they can learn directly from their experience of
international counterparts while working in the field. Paragraph 39(v) of the Iraqi Law on
Criminal Proceedings (1971) makes provision for the appointment of non-police
investigators and we would recommend looking to local universities to recruit for these
positions rather than the ranks of law enforcement. Ultimately, these local investigators
will take over the investigation and provide a nucleus for any future activities of a similar
nature. We are particularly keen to ensure, most particularly for the sake of our potential
witnesses, that no individual tainted by the activities and practices of the former regime
finds their way into this unit.

Accommodation

The Investigations Unit has already outgrown its current offices in the Conference Center
and will require a new operational base. If this proposal is adopted we will be seeking to
support thirty to forty international and local staff. To operate effectively they will
ultimately require a secure, self-contained base of operations where working files can be
stored safely and witnesses can be interviewed free of outside intimidation. Furthermore,
once the Unit commences operations it is likely to attract a significant amount of media
and public interest significantly raising the security threat to its staff and facilities. We
have identified a possible location that would meet our requirements in the former
Ishkhabarat Prison in Kadhimyah, Baghdad and an assessment of its possible suitability
is ongoing. Finally, we estimate that we would require approximately ten local support
staff to service the building and fulfill a variety of custodial and secretarial roles.




Evidence Handling

We should seek to apply widely accepted international standards of evidence handling to
material recovered by investigators. This will entail implementing a system that clearly
logs all those who have custody of an item from the moment it is seized in evidence to
the moment it is presented in court. Such a system will ensure that key prosecution
evidence is protected from outside contamination.

A sizeable evidence storage facility will be required to ensure that this material is held in
a secure location. Access to this facility will need to be controlled 24 hours a day, 7 days
a week. It is reasonable to anticipate in the current climate that once its existence
becomes generally known attempts may be made to destroy the facility and the evidence
it contains. Accordingly, steps should be taken to protect the evidence where possible in
blast, water and fire proof containers. Ideally this facility should be co-located with the
Investigations Unit’s operational base.

As well as securing evidence, we will need to implement a computerized logging system
to enable investigators and prosecutors to easily retrieve any given item of evidence from
the storage facility. It is essential that this system be constituted in such a way that it can
be seamlessly adopted by local law enforcement. Engaging an experienced evidence
custodian to implement such a system is major priority.

Equipment

As well as the usual items of office equipment such as desks, laptop computers,
shredders, photocopiers, secure filing cabinets, stationary, etc., to service no more than 40
individuals, investigators will also require access to vehicles, a team of skilled
interpreters, communications equipment, video and photographic equipment and GPS
navigation devices. All this equipment should be acqu1red in such a way that ownership
of it can ultimately pass to the Iraqi authorities.

Arrest and Detention of Suspects

In addition, to any HVDs targeted in the course of this investigation there is pressure
from the Governing Council that a number of alleged perpetrators still at liberty should
also be placed under arrest. As the correctional processes and facilities develop thought
will have to be given to where such individuals could be held. It would appear to make
sense that all individuals likely to be charges with crimes of such magnitude should be
held together in a single maximum security facility.

Victim Support

An important component of any investigative process will be the development of local
psycho-social support structures to help victims come to terms with their experiences.
The provision of such support can be an important factor in winning over the hearts and
minds of local people and encouraging their participation in the investigation. The cost of




establishing victim support structures has already been met by US AID and a bid from
Physicians for Human Rights to establish a training program for local caregivers has been
accepted.

Community Qutreach

If we are to win public trust and support for our efforts, it is important that the
investigative process is conducted in as a transparent manner as possible and that the
public is kept as fully appraised as possible about our intentions. We aim to co-opt the
services of the Iraqi Media Network in this regard.

Costings

e We estimate the cost of recruiting 15-20 international staff to be no more than
USD 1,500,000 pa.
We estimate the cost of recruiting 15-20 local investigators at USD 200,000 pa.
We estimate the cost of recruiting 15-20 interpreters at USD 200,000 pa.
We estimate the cost of recruiting 10 local support staff including janitors, night
watchmen and secretarial workers at USD 50,000 pa.

o We will require the following items of office and operational equipment to service
approximately 40 staff:

a) Field Generator (failsafe back-up for computer systems and refridgerated
storage equipment)... USD 35,000,

b) 4 mobile office trailers... USD 40,000,

c) Estimated construction costs for setting up trailers and providing water
and sanitation links, .. USD 40,000,

d) 10 handheld GPS systems... USD 3,000;

e) 20 laptop computers (including 10 with Arabic keyboards), one server
with docking stations, 4 stand-alone systems for internet access (2 Arabic,
2 Latin script), 10 printers... USD 40,000,

f) VSAT system (including annual subscription costs)... USD 11,000;

g) 2 large evidence refrigerators... USD 10,000,

h) 100 shelved (blast, fire and water-proof) security cabinets for evidence
storage... USD 50,000;

i) Office furniture (40 desks, 40 chairs, 40 filing cabinets)... USD 20,000;

j) 10 Thuraya phones to support teams in field... USD 12,000;

k) 4 solid steel combination safes... USD 4,000;

1) 2 photocopiers... USD 2,000;

m) 2 fax machines... USD 1,000;

n) 2 large shredders... USD 1,000,

o) Stationary and Miscellapeous Items. .. USD 3,000

e We will require a minimum of ten 4x4 vehicles... USD 300,000.
¢ The cost of refurbishing a suitable operational base is estimated at USD 200,000.




» The conversion of a suitable storage facility for the purposes of evidence retention
is estimated at USD 240,000 and includes the installation of a comprehensive fire
suppression system and CCTV coverage for the facility compound as well as the
construction of a new access control point to the grounds of the facility.

o The cost of implementing of an effective evidence logging and retrieval system is
estimated at USD 100,000.

e The investigation of crimes of this magnitude is a complex area that will
inevitably throw up chalienges and obstacles that we cannot reasonably anticipate
at this juncture. We therefore recommend the creation of a contingency fund for
the ad hoc recruitment of outside experts and specialist {rainers such as the

Institute for International Criminal Investigations (IICI) as and when necessary...
USD 1,500,000.

Estimated total cost in the first year... USD 4,562,000

Estimated subsequent annual commitment..., USD 1,950,000

ATTACHMENTS:

Annex A - Authorized targets already in Coalition custody
Annex B - Suggested additional targets already in Coalition custody
Annex C — Potential targets still at large













Crimes against Humanity Investigation Unit: Next Steps

Current Position

¢ We have an agreed blueprint for developing the Crimes Against Humanity
Investigation Unit to provide investigative support to Iraqi efforts to prosecute
crimes committed by Saddam Hussein’s regime. There is general recognition that
the professional capacity to support investigations of this magnitude and
complexity does not yet exist locally and Iraqi efforts will have to be supported
initially by the international community.

e A draft statute for a Special Tribunal to try such crimes is now in a form likely to
be adopted by the Iraqi Governing Council. We are currently working on draft
Rules and Procedure of Evidence to support the operation of the Tribunal.

e We have singled out eight High Value Detainees (HVDs) associated with
incidents that reflect the temporal and geographic spread of the Ba’athist regime’s
crimes for early prosecution. This authorized target list has been agreed with the
US Military.

o Following consultations with local human rights groups and politicians a further
seven HVDs have been identified as individuals the Iraqi people would like to see
brought before the [ribunal at an early stage. Approval is being sought from the
US military to add them to the authorized target list.

e The Office of Human Rights and Transitional Justice (OHRTJ) has developed a
mass grave matrix which brings together all the reported mass graves across the
country. A Danish forensic team is expected to arrive at the beginning of October
to start making assessments of these sites.

e The Crimes Against Humanity Investigations Unit has taken possession of a self-
contained, one storey cell block which forms part of the Ishkhabarat Prison in the
Kadhimiyah district of Baghdad. We plan to convert this facility into a secure
evidence storage facility and a small number of offices. We have received a
funding pledge from USAID to cover the cost of this conversion and a contractor
has been engaged to undertake this work.

e Of a suggested staff of 13 investigators, an evidence custodian and a criminal
analyst we cutrently have one investigator in post. The UK, US, Czech,
Australian, Spanish and Canadian governments have all been approached to
second staff. The Australian government has identified a svitable criminal analyst
and the Spanish government has agreed in principle to send an investigator.

o At present, the Crimes Against Humanity Investigations Unit does not possess an
operational budget. Any financial expenditure has to be financed by ad hoc grant
applications and staff vacancies can only be filled by secondees. The lack of any







As the conversion of the secure evidence facility nears its completion work should
also start on the development of the evidence pipeline. This will revolve around
the acquisition, installation and proofing of a computerized evidence tracking
system. There are a number of commercial systems currently on the market and
Arabic versions are available. It will be for the Evidence Custodian to decide
which system will suit local conditions best.

As more investigators begin to arrive detailed work can be devoted to developing
individual case strategies. Work already done by Indict and other NGOs should
provide a number of operational leads.

Visits should be made to local political parties such as the PUK, KDP, SCIRI and
ICP whose members were particularly singled out for repression by Saddam’s
regime to enlist their support and assistance.

Steps should now be made to hire a locally engaged office manager to handle
administration issues relating to increased staff numbers.

Month Three (December):

By Month Three the secure evidence storage facility should be operational and
capable of receiving evidence. Security guards and nightwatchmen should be
engaged to ensure that access to the site is now controlled 24 hours a day.

Once the facility is operational investigators can begin to conduct witness
interviews and seize documentary evidence in accordance with agreed case
strategies. Investigators should work closely with the Documents Unit established
by OHRTI.

With all the international vacancies filled, the Unit should start interviewing
qualified local Iraqis to work and be mentored alongside their international
counterparts. The Debaathification Unit should be asked to vet all applicants. It is
absolutely crucial for the Unit’s credibility that no individual hired has any
connection to the Ba’ath Party or the former Iraqi Security Services.

Month Four (January):

The arrival of the Finnish Forensic Team is expected. This team should be
deployed to commence the exhumation of sites identified by the Crimes Against
Humanity Investigations Team as having a possible probative value.

Month Six (March):

Case reviews should be conducted of progress in ail ongoing investigations to
ensure that investigators remain focused on their strategic objectives. This will
give case managers an early opportunity to. ensure that each case is either
receiving the appropriate level of resources or make adjustments accordingly.




It is anticipated that within six months the Iraqi Governing Council will be close
to establishing an Iraqi-led investigative body ~ provisionally entitled the
Research and Investigation Bureau ~ to take the lead in developing cases for the
Special Tribunal. Once the planned infrastructure of this body becomes more
clearly defined the CPA should start negotiating the merger of the Crimes Against
Humanity Investigations Unit with the Research and Investigation Bureau so that
international and newly mentored Iraqi investigators can form the nucleus of this
new organisation. The influence that these investigators will be able to exert
within the Research and Investigation Burcau will no doubt directly reflect the
extent of the progress already made by these investigators towards specific
indictments.

Month Nine (June}):

Case reviews should be conducted of progress in all ongoing investigations to
ensure that investigators remain focused on their strategic objectives.
Investigators should be close to establishing prima facie cases against their main
targets and thus be in a position to furnish sufficient material to the Special
Tribunal to prepare draft indictments.

Month Twelve (Septembér):

The first cases — such as that of Mohamed Mahmoud Handi Al-Amerli accused of
medical experimentation on prisoners - should be nearing completion although
those against the more complex and tainted targets - such as Ali Hasan Al-Majid
aka ‘Chemical Ali’ - may take considerably longer. A political decision will have
to be taken at this point as to the identity of this first detainee to be placed on trial.
The impact of beginning the reckoning progress with the trial of Al-Majid —a
figure whose activities reflect the temporal and geographic spread of the regime’s
crimes more closely than anyone besides Saddam himself - might outweigh the
need to start trials at the earliest possible juncture.

Investigators concluding less complex cases should begin to switch to building
cases on second tier suspects.







De-Ba’athification left many people angry about being outside the couniry’s economic

and political life.

| e The coalition should stay outside of urban areas when it does operations.

The coalition should directly assist the police to include joint patrols.

* The border must be controlled.

The future of the army should be shaped by a special subcommittee of the local
government. He expressed concern with an army that is formed proportional to the

\ population as it would be dominated by Shias. (This was an inleresting concern — and

shows that many here are focused on how institutions are being shaped so that Sunnis are

not left powerless when we leave).

| e When conducting raids the coalition should bring the police along.

The coalition should make a clear statement of when it is going to depart from Iraq and

| get this message out through satellite TV.

Enlarge the Al Anbar Provincial Council and place observers on the Interim Governing
\ Council from Al Anbar.

¢ The Governor should be more fully empowered.
‘ General Abizaid then closed the meeting by stating the following:

\ ¢  Would like to meet again in several weeks time,

\ ¢  We will form a committee of former officers to help advise us on security.

‘ We will form an ICDC Brigade in the area under the command of MG Swannack. We
| will bring back Iraqi officers for this unit but will vet them for human rights violations.
We will endorse the idea of governors as observers on the Governing Council.

We will work to improve our relations with the police, and will generally not conduct
operations without the police.

We will redouble our efforts to revitalize the economy through civic action projects and
| local business promotion (e.g. truckers).

We will expand the size of the border police, which will also be under the commiand of
MG Swannack.

We are ready to order our forces out of your cities but will not do so until you can

\ demonstrate you can cooperate with our forces.

| We will strengthen our ties to the local people — we are willing to have your professors
= help teach our soldiers about your customs and culture.

We will review the names of detainees to see which can be released.

“What we want from you,” General Abizaid said, “is security. If you do not know who is

attacking us, you must find out and we will move together to control them.” He again reiterated
\ that our patience was at an end.

I met later with Gencral Abizaid and MG Swannack and we reviewed the actions we have. First,
| General Abizaid mentioned the additional USD 10 million which will be available to support
stability in Al Anbar. Second, he suggested we use the new ICDC brigade as a way to
productively employ and engage the ex-army. Third, we need to work harder to get the 1IGC
| connected to Al Anbar. Fourth, we need to review the de-Ba’athification policy. Fifth, we need
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lo investigate an incident at Al Qaim in which a soldier reportedly entered a mosque and showed
disrespect to the Koran, MG Swannack later met with the Brigade Commanders and reviewed
the deliverables from the visit. Brigade Commanders emphasized the importance of police
training and equipment. We agreed to review how 1o best utilize the $10 million to do the most
lo advance stability in the province. The matter of elections also came up and a bri gade
commander asked fpr guidance on when and how to conduct elections.

Achieving Stability in Al Anbar

There was a clear willingness on the part of these leaders to work to achieve stability. My
question is always one of how much they can actually deliver. The tribal system was so
mampulated by Saddam that the reach and the clout of these traditional leaders is unciear. The
question is whether we are dealing with a problem of motivation or capacity. If the former we
can try to motivate them, if the latter then it still leaves us with the problem of how to get to
those who can control those who are attacking us, or to empower these individuals such that their
reach expands to include attackers, either directly or indirectly. At this juncture we see no better
option than to try to empower these individuals with positive results in the hope that it will both
resonale through the community and expand their influence.

IC this fails we will then we will move to a more aggressive approach. 1 believe all of us agree
that this is a last resort, however. This is not because we are passive, but simply because it is not
clear that it will work. We are dealing with an urban insurgency of the kind that successfully
fought the British for decades in Northern Ireland and caused the British to quit Palestine, and
continues to defy the Israelis throughout the West Bank and Gaza. When Intifada 11 broke out,
Sharon, then out of power, said he could get it under control in wecks, using the same aggressive
intelligence activities and pinpoint raids that he used 1o pacify Gaza in the 70’s. He has now had
his chance and failed. What he did not take into account was that the population of Gaza had
doubled from the 70’s to the 90’s and animosity toward the occupation had grown from small
cells to be nearly universal. The widespread opposition to the occupation in Fallujah it seems to
me will similarly always make military options problematic. The most successful campaigns
against urban insurgencies were arguably those fought by the Colombians against the M-19 and
the Uruguayans against the Tupamaros. These relied on penetration of the insurgent groups
which then allowed the government forces (o simply roll them up. But again these were cases of

very small cells with extremely limited popular support, nothing like what we are facing in Al
Anbar.

If we are to succeed here I believe we need to carry out a series of aggressive new activities on
the political and economic front. I would reinforce our strategy with the following actions, some
of which are in motion and some of which would require your attention:

¢ Create Jobs: Isuggest we focus on the creation of 30,000 public sector jobs for the next
year. This will accomplish multiple objectives — taking idle young men off the streets,
infusing money into the economy, and supplying manpower for the many security and
infrastructure needs the province has. 1 would use much of the $10 million in new money
to do this. Improvements to the infrastructure are important on the margins, but the most
direct way to produce stability would be to give a clear future to the thousands of men
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who have been marginalized since the arrival of the coalition. We would need to cost
these out, but some examples would be to formalize Al Anbar’s 7,200 slice of the 100K
jobs program for a full year, to employ several thousand mosque workers as guards and
workers, and to make a concerted effort to reopen factories. Other large employment
projects will be recruitment for the ICDC, the NIA, and the police. We have very good
comlacts amgong ex-officers in Al Anbar and can use them to help shape these programs.
Many of these activities can best be managed from the new recruiting office being
established in Ramadi by the GST in cooperation with the CIMICC.

Review de-Ba’athification Policy: It is impossible to see a clear path to stability in Al
Anbar that does not include the reintegration of low level ex-Ba’athists into the political
and economic life of the province. This policy plays out negatively here in two ways —
first, in practical terms thousands of previously employed people are now out of work,
idle, and angry; and secondly, it has reinforced the notion that the emerging government
will be unfriendly to Sunnis. 1t also undercuts the IGC as a body which represents all
Iraqis, and reinforces the image of the IGC as a collection of exiles who are out of touch
with Iraqi reality. This is creating conditions of instability here that will outlast us, as
certain groups will continue to siruggle against any government which we leave in our
wake because they will see it as not representing their interests. We believe we should
wrest control of this key issue from the IGC on security grounds, and allow for the
immediate reinstatement of fourth level Ba’athists, subject to review by a provincial

commiltee supervised by the coalition, and a review of others for possible re-
employment, :

Review Composition of Governing Council: The current IGC is not working for Al
Anbar, either symbolically, or politically. There is simply no member on the IGC that the
people of Al Anbar believe represents their interests in day-to-day decisionmaking, and
this leads to the commonly held belief that the IGC is simply an instrument to create an
anti-Sunni government. If changing the actual composition of the IGC would be too
disruptive of the current political flow, we recommend using the same formula that we
have donc with our Provincial Council (which is also not accepted as fully
representative). The creation of subcommittees on the IGC with active and well-
publicized participation {rom the provinces would go a long way to reassure the Sunnis of
al Anbar. The inclusion of the Governor in a kind of observer status (but with voting

rights on certain issues) would also go a long way to making them feel represented. This
is a secondary, but nonetheless important issue.

Increase projects in Al Anbar: Because of security and the previously modest size of
the military presence, until recently Al Anbar has received fewer of the benefits of
reconstruction than other provinces. Making matters worse, Fatlujah was the most
underfunded area of Al Anbar. We are in the process of rectifying this and there will be
several dozen projects beginning in Fallujah in the coming weeks. We will use the
proposed $10 million 1o continue this momentum and produce a veritable surge of
projects in Fallujah and elsewhere in the province. This will help to show the community
visible improvements and will be an important factor in job creation as every $3,000 in
project money produces approximately one job for 12 months. The new money could

UNCLASSIFIED




best be used if it were administered through CERP channels rather than R3P, since CERP
is more flexible than R3P and is easier o access.

s Equip and train the Police: In a province that is one third of [raq we have 92 vehicles
for the police and with 9,000 plus police officers we have less than 60 pistols. We have
just begun tq train our police but given current budgetary limitations will only be able to
provide 1,000 police officers with a 3 week course by March of 2004 and have not been
given slots in the national courses.” We have tried to use R3P funds to buy police
equipment but were denied the option under the logic that most police items will be
provided by CPA through a centralized distribution plan which we are not privy to. Our
police are thus largely ineffective and idle as coalition forces continue to do most of the
work of providing security. In addition to conventional police development, we need fuil
programs and resources for the border police, pipeline security, and electric line security.
We also urgently need international police advisors or the funding to hire such advisors;
there is no substitute for the mentoring which international advisors could provide to the
police. We would work out the parameters of security for these officers so that they
would be no more at risk than other CPA personnel in the province, even if this means a
mote limited rote for them. In short, for the police we need just about everything, and it
would reassure community leaders if we could lay out for them a clear path of how we
intend to make the police here more effective. CPA main has to date been more of a
hindrance than a help to police development.

ATTACHMENTS: NONE

COORDINATION: 82d Abn Div Commanding General
CPA Chief of Staff
Ambassador Richmond
- CPA South Central Coordinator
CPA Govemance
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looking into this issue in the light of the financial needs of the state and depending on
the economic criteria for any step in this regard.

Decision 91
To set monthly payments for deputy GC members of:
- $1000 monthly salary
- $2000 monthly accommodation allowance
- $500 entertainment (hosting) allowance
- $160 monthly salary for each of his 6 guards

Decision 92

$2000 to be spent on the Ministers for their monthly accommodation costs, to be
implemented retrospectively.

Decision 93
To waive all basic and additional property tax for the year 2003 as for income tax.

Decision 94

To agree to allocate all of the money obtained from accounts of the dissolved security
agencies (1.2 million Iraqgi Dinar and $208,000) to cover the costs of the de-
Ba’athification Commission and its branches in the Governorates.

11/10/03
Decision 95

Based on recommendations from the Finance Minister the salaries for Ministers will
be:

- $1200 monthly salary
- $2000 housing allowance
- $500 entertainment (hosting) allowance

Decision 96

In view of the current tasks that the Planning Minister is engaged in, the GC decides
to amend the name of the Planning Ministry to Planning and Development
Cooperation Ministry.

11/11/03




Decision 97

To reduce the interest on farmers’ loans; to ease the repayment schedule of such
loans; and to cancel interest on all loans from the date of the fall of the dictatorial
regime up until the end of 2003.

Decision 98
(Yet to be finalized)
Decision 99

To form a committee of the below mentioned GC members to activate UNSCR 1511
and fix a timetable to respond to the commitments present in it.

Dr Adnan Pachachi

Dr Mahmoud Othman

Hamid Majid Moussa

Mohammed Bahr al Uloom

Ayad Allawi

Ibrahim Jaafari

Nasir Chaderchi

Abdul Aziz al Hakim

. Ahmed Barak

10. Judge Dara Nour al Din

{1. Yonadam Kanna

12. Masoud Barzani (to be represented by Dr Rojh Shaways)
13. Songul Chapuk

14, Jalal Talabani (to be represented by Dr Fuad Masoum)

00 NS R W

Decision 100

The GC will undertake the drafting of the principles of a basic law of government
which will stipulate the apparatus of the state during the transitional period; the
members may seek advice from relevant experts to help them in this regard.

All signed by GC President Jalal Talabani



















ATTACHMENTS:

COORDINATION:
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N/A
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11/8/2003, 10:33 AM

¢V q
1. Items for CPA Action \)}/ YL/‘:q

s Commdn Understanding of GC — Goverpef relationships

e Briefing on Madrid Donor Conferénce Pledges (waiting official World
Bank tallies)

o Sccurity Briefing to Jeiht Security Committee
e Coordination on'Decision 64 (proposal to establish political party forces)
CPA actions to address unemployment

dditional Funding on MOI

e Decision on Proposal to Establish Intelligence Committee w/in MOI

s  GC Outreach Offices

s Policy on Allocating Property to Political Parties

1. Items for Continued Coordination

e Nationalities Law (meeting to be set up for next week)
e Dissolved Entities (Monday aftcrnoon meeting to discuss)

e De-Ba’athificaiton

o {Iraqi Special Tribunal}







(1) To assist innocent Iraqi civilians and families who have suffered from severe injury, death,
or damage to their homes, as a result of the military operations leading to their liberation, the
CPA will implement the following measures:

o Establish a Civilian Casualty Assistance Fund (CCAF) of $5 million, capitalized with an
apportionment from the Iraq Relief and Reconstruction Fund (IRRF), to provide
assistance for families of innocent Iraqi civilians who suffered between March 20, 2003
to May 1, 2003 as a result of Coalition military operations.

Determine appropriate allocations of funding for each province.

Delegate authority, within clear guidelines, to provincial councils to implement the
program for the purposes enumerated below, using local NGOs to implement whenever
possible and other parties if necessary. Provincial councils must consult Ministries of
Health and Education on relevant matters.

¢ Authorized uses of the fund for qualifying individuals:

o Transportation for severely burned or injured civilians to travel to nearest
specialized hospital for treatment.

o Hire specialized medical professionals to treat injured civilians locally, pay
medical bills of injured civilians at nearest specialized hospital, or assist in the
establishment of local clinics to assist injured civilians.

o Provide specialized equipment for acutely injured, including prosthetic limbs,
whee] chairs, glass eyes, etc.

o Micro-credit lending, or establishment of a business or factory, for spouses who
were widowed during the war and suffer from lack of family income.

o Purchase building materials for civilians whose homes were damaged, and
perform limited home repairs, with priority and extra consideration given to
elderly or infirm civilians who are unable to perform labor themselves.

(2) To provide relief to civilian communities that disproportionately suffered from loss of
schools, recommend allocation of additional reconstruction funds to rebuild a few schools in
separate governorates that were damaged by Coalition military operations.

(3) Your OHRTJ can work with USAID, relevant Ministries, and national and local governance
representatives to further develop this plan. OGC can draft the CCAF Order.

Recommendation:
» Respectfully request approval to proceed with implementation.

Approve Disapprove Approve with Modifications

ATTACHMENTS: Letters of Senator Leahy dated June 3, and July 29, 2003
Response by CPA Rear

COORDIANTION: Office of General Counsel, Governance, Ministry of Health, Mmlstry of
Education, Ministry of Finance, USAID







"The Committee strongly expects the Department of Defense to work with the United
States Agency for International Development and other appropriate entities fo provide
assistance to families of innocent Afghan and Iraqi civilians who suffer losses in the
military operations."

The intent of this provision is to include, within the larger U.S. aid program for Iraq,
appropriate medical, rehabilitation, or other assistance to noncombatants whao lost
family members, suffered injuries, or whose homes were damaged as a result of U.S.
military operations. The Congress does not intend these funds to be for cash
"compensation” or "reparations.” Nor do we envision setting up a formal mechanism for
Iragis to make claims for losses, which would result in a flood of claims many of which
wauld be impassible to verify. However, while we know it will be impossible to assist
everyone, we want to be sure that every effort is made to assist noncombatants who
suffered grievous losses in rebuilding their lives.

The amount of funds to be allocated pursuant to this provision was not specified
because we felt that determination should be based on facts on the ground. As
information becomes available about incidents of Iraqi noncombatants who suffered
losses as a result of U.S. military operations, such as the woman described in the
Washington Post article, | want to be sure that U.S, officials in raq are aware of the law
and that it is being implemented.

Thank you for your assistance.
Sincerely,
PATRICK LEAHY

Ranking Member

Foreign Operations Subcommittee







OFFICE OF THE SECRETARY OF DEFENSE
1000 DEFENSE PENTAGON
WASHINGTON, D.C. 20301-1000

co ;\L'l e September 24,2003

B
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FLPALOENTATIVE

The Honorable Patrick Leahy
United States Senate

433 Russell Office Building
Washington, DC 20510

Dear Senator Leahy,

I am in receipt of your correspondence regarding assistance to noncombatant
‘ victims of U.S. military operations in Iraq, and [ apologize for the delay in responding to
| . you. Personnel from CPA in Baghdad and Washington have been in contact with your staff
| regarding this matter.

‘ We are aware of the provisions in previous legisiation supporting relief and
authorizing assistance to innocent Trigi civilians who have suffered losses as a result of

| military operations, As you know, CPA provides many forms of assistance to the Tragi

| people through a wide range of programs. My staff in Baghdad is developing a policy with

‘ respect to treatment of losses to innocent Iragi eivilians. Our policy will include ways in

| which USAID and non-governmental organizations can work together with the CPA to

| target rclief to victims of the war under the broad scheme of our reconstruction effort.

As you know, the rehabilitation of Iraq is an enormous undertaking. Thank you for
your interest and support in ensuring that this important raission is undertaken in a manner
that includes delivery of relief assistance to the Iragi people.

Sin crc%,

S
L. Paul Bremer, I

H
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¢ Appoint a new body to write the fundamental law;

® Abandon the plan to hold elections under a fundamental law, expand the existing
GC, and transfer sovereignty to this broadened institution.

4) The elections take too long to bring together. We could find that meeting the minimum

5)

standards for holding an election in Iraq push the timeline out beyond the period the
coalition can stay in Iraq. In this instance, we could choose to transfer sovereignty — to
the GC - after the fundamental law and our bilateral agreements are complete and an

election datc has been set. The GC would be a sovereign caretaker government until
elections were held under the fundamental Jaw,

The parlianient elected under the fundamental law is dominated by extremists or is
otherwise not representative of Iraq. There are two main actions that need to be taken
before the election to ward against the potentially dite consequences of this scenario.
First, we must concentrate efforts and resources into building political parties and civic
education in the period between now and when elections occur. Second, we need to
make certain that the fundamental law does not concentrate powers in any one individual
or institution. This will ensure that any excesses of the parliament will be limited. If,
however, we do find that an extremist parliament has been brought to power, we should
work behind the scenes with our other tools of influence to see that this body has
minimal influence on the permanent constitutional process.







Page 2 of 2

different backgrounds and they were not working together before now...But | can say that the
Council, in four months, under the security and political constraints, has done a great deal.

There are current discussions on reorganizing the Council and forming committees, to be more
active, and discussions about expanding it.”

Massaud Barzani reportedly told Al Sharq Al Awsat that the GC needed “radical reforms”, such

as expanding representation, but added that “at the present lime there is no alternative better
than the GC."

Commentary:

Al Zaman (Nidal Al-Laithi) November 12: GC has failed in its most critical task (to draft a new
Constitution) because its members are unable to view the affairs of the nation from anything

but a personal interest point of view. The GC's actions have exacerbated, rather than
weakened, Irag's sectarian and ethnic differences.”

Al Zaman (Taha Jazaa) November 12: raq is Arab country most susceptible to sectarian
division and conflict, except perhaps Lebanon. Democracy presents only hope for the country
to move beyond these dangers. But for Iragis of different groups to believe in democracy, they
must see their own interests preserved through proportional representation. Thus,

representation in any national governing body should apportion seats along precise sectarian
divisions.

Al Dawa (Paper representing Hizb al Dawa) November 12: The US formed the GC, so has the
right to dissolve it, too. Comments by US officials regarding the failure of the GC to make
decisions and attending only to personal interests reflect the very same sentiments of most
fragis. The GC does not appear to be working toward a unified vision for the country. The
GC's formation should be reviewed, and the addition of new members should be considered.

11/12/2003
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As it will be difficult to draw up sub-governorate constituencies, a governorate based

system, electing between 10-20 Assembly members for each governorate could be used. There
are three main options for conducting such elections:

a)

Proportional representation using a “closed list.”

Candidates listed primarily through parties, though independent individuals are
permitted.

The Party publishes its closed (i.e. fixed) list of candidates in declared order.
Voters select one party/candidate.
A minimum threshold is set for obtaining a seat.

Seats distributed to parties in proportion to votes gained and in accordance with ordering
of candidates.

This system encourages party formations and leads to shorter lists of candidates and less
fragmented results. But at the same time it discourages Independents.

Proportional Representation using a Single Transferable Vote system.

Candidates listed individually either as independents or with a party affiliation.
Voters select candidates in order of preference.

A threshold is set for election; all candidates who meet the threshold are elected.
Unallocated seats are determined by reallocating the surplus votes of the elected
candidates according to the second preference votes.

This option guards against a single party monopolizing seats by taking the overall
popularity of a candidate (expressed through second order preferences) into account.

Also discourage candidates from campaigning on narrow sectarian grounds, as they hope
to pick up “preference votes” from other communities.

A multiple member majority or “block” based system.

Candidates listed individually as either independents or with a party affiliation.

Voters sclect as many candidates as there are seats in the constituency.

The candidates with the highest number of votes are elected (so if there are 5 seats, the 5
candidates with the most votes are clected).

Previously used in Iraq, is familiar and should not require much public education, though
as a result it may evoke associations with the previous regime.

Main drawback is that a popular party can sweep the board. If a party gets 30% of the
electorate to give all of their votes to its candidales, and .every other candidate gets less
than 30%, it gets 100% of the seats, as its candidates are the individuals with the most
absolute votes.

This may not be a real problem, due to the weakness of political parties. But it may
encourage parties with regional strongholds to focus on winning all the seats in their

traditional areas of dominance at the expense of areas where they have little support,
shortening lists. :
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Candidates

One of the most difficult aspects of the election under a governorate based list system
will be candidate registration. Most governorates will have 100,000s of voters and a wide
variety of views. The risk therefore is that there will be a large number of candidates wanting to
stand in cach governorate. The voter may be presented with a very long list of candidates (most
of whom he has no information about), leading to confusion and unrepresentative results.

In addition to opting for the list based system encouraging candidates to stand through
parties, the main step that can be taken to narrow down the number of entries on the ballot is to
impose stringent criteria for determining who can stand as a candidate. Possible criteria
include: minimum age limit, minimum educational achievement, lack of criminal record
(though this may be difficult to prove), minimum number of signatures of support and a fixed
cash deposit.  This should be applicable {0 all candidates. Candidates representing political
partics will also have to belong to a registered party in accordance with a Political Parties Law,

Quotas

We should consider reserving some seats for women or minorities. On a list based

system, provisions could be made either in the caudidacy process or in the allocation of seats to
reserve positions for woimen and minorities.

Note on Conference Call with IFES

I spoke with IFES experts in Washington today. They confirmed the timeline of 6-9
months for holding any sort of election (a parliamentary election is mote complex and requires
more effort and resources to set up, but does not take longer). IFES experts underscored that
the 6-9 months cstimate began to kick in once resources — money and staff — were in place,
They were wobbly on how much time they would need to before they could be moving at full
speed and whether a graduated start would affect the overall timeline (Some argued that the key
thing was just to get information systems and legal experts in place asap, while others thought
much more groundwork needed to be done before the clock could begin ticking).
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COALITION PROVISIONAL AUTHORITY
BAGHDAD

INFO MEMO

DATE: November 12, 2003
FOR: THE ADMINISTRATOR

FROM: Executive Secretariat

SUBIECT:  Update on Priority Programs in Sunni Areas

Ambassador Richmond oversaw the development of a strategy for outreach to Sunni

communities. This memo provides supplementary information about current and planned
activities in Al Anbar, Salah ad Din, Ninawa, and Diyala.

I. POLITICAL QOUTREACH:

The Governance team believes that economic reconstruction is a key element in CPA’s strategy
toward the Sunnis, but it should be considered within the broader context of political outreach
and military/security engagement. We must recognize that Sunnis are not a monolithic group;
not every Sunni was pro-Saddam and many Sunnis suffered under his regime. Our political
mcessage should reinforce that we want all Iraqgis to have a stake in the new Iraq. Our strategy
should avoid singling out Sunnis in ways that reinforce ethnic/sectarian positions or advocate a
policy of positive discrimination for Sunuis. Our goals will require careful explanation to non-
Sunnis who may be suspicious of our intentions. The Governance team political outreach
program includes: (a) ensuring the Sunnis are fully involved in the constitutional process,
especially with respect to protecting minority rights; (b) securing the support of key tribal
leaders; (c) encouraging the Governing Council to visit and meet with representatives from the
Suani arca; (d) encouraging the Governing Councif to show more sensitivity in applying de-
Ba’athification procedures which disproportionately affect Sunnis; and (e) encouraging the
development of Sumni political parties which promote an Iraqi national identity.

II. ECONOMIC ACTIVITIES:
A. USAID’s Response to Sunni Area Priorities.

1. USAID has increased contractor staff in Sunni area Governorates.

Local Governance Teams are established in every governorate, working with local Iraqi
leaders to improve services and build civil society.
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The Teams are staffed as follows:

Al Anbar: 3 professionals (9 by end of the month).
Salah ad Din: 3 professionals (9 by end of the month).
Ninawa: 7 professionals (10 by the end of the month).
Diyala: 4 professinals (9 by the end of the month).

2. 'USAID contractors and grantees have increased project activity in the Sunni Area
Governorates as follows:

o Al Anbar: Total value of aclivities identified/underway; $2.3 million

Assistance targets the sectors of health, education and water and sanitation. In the
health secior, USAID is rehabilitating primary health care centers, providing
emergency assistance to the Al Ramadi General Hospital, and providing equipment to
clinics in West Falluja. In the education sector, USAID has rehabilitated two schools
(one primary and secondary) benefiting over 3,000 students. In the water and
sanitation sector, USAID is rehabilitating water systems, sewage stations,
implementing a trash collection and removal program from the streets of Al Ramadi,
and repairing water treatment facilities to ensure clean water benefiting over 1.5
million Iragis. A women and children’s center and cultural house is being
constructed in the region with input from local residents.

¢ Salah Ad Din: Total value of activities identified/underway: $4.4 million
(excluding $28 million for repairs to Bayji Power Plant)

A total of 23 activilies in this governorate have been implemented, primarily through

grantees focusing on community identified priorities. These range from

improvements to local water systems and schools, to vocation training for the

\ disabled. USAID has programmed $4 million through Bechtel to repair the Tikrit
Bridge. This economically critical bridge will be restored by next April.

e At Tamim: Total value of activities identified/underway $11.2 million. (Does not
include the $48 miltion repairs to the Kirkuk Electrical Substation).

A total of 140 schools have been rehabilitated in this governorate. Other projects in

At Tamim include community identified priorities in waler, electricity, orphanages
and youth programs.

s Ninawa: Total value of activities identified/underway: $8.5 million

Support primarily addresses needs in education, health, water and sewage, emergency
power, agriculture, and community identified needs. A total of 73 schools have been

rehabilitated. Emergency supplies, equipment, training, and improvements to 10
health centers are ongoing,.

e Diyala: Total value of acfivities identified/underway: $1.1 million:

UNCLASSIFIED ' 2
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Support includes funding to rehabilitate the Mayor’s Office in Ba’aquba, the Ministry
of Education Office, assistance to displaced persons, improvement of water, sewage
and irrigation systems benefiting 42,000 people, and the provision of internet services
for libraries and the regional university.

3. USAID programs will continue to bring resources and projects to the Sunni Arcas:

* USAID’s Office of Transition Initiatives has set aside $1 million for quick impact
activities in the Sunni Area. It is awarding grants in key Sunni areas including Falluja

and Tikrit, and is supporting the establishment of Governing Council Quireach
Centers.

¢ The Community Action Program has stepped up activities in Sunui Areas. It has re-
organized to work through local NGOs in less accessible areas. NGO grantees have
opened an office in Tikrit and are opening an office in Ramadi. (The office in

Ramadi will be open in two weeks, security permitting. Local staff are currently
being hired.)

¢ Coordination between USAID programs and CPA Governorale Representatives has

increased. USAID is coordinating with CPA Governorate Representative in Salah Ad
Din on an NGO conference.

o The newly arrived USAID Agriculture Advisor is immediately traveling to Tikrit to
develop opportunities for quick impact agriculture projects.

B. CERP and CPA’s Rapid Regional Response Sunni Area Priorities:

1. Total CERP AND CPA Rapid Regional Responsc Program funding by Governorale:

Al Anbar: $11.7M

Ninewa: $28.5M
Salah ah Din: $14.6M
Diyala: $11.9M

2. Planned activities for Sunni Areas:

» Anrecent allocation funds an additional $10M of projects in Al Anbar. Determinations
on what projects will be funded, based on recommendations of the military commanders
and Governorate Coordinator, will be made by Saturday, November 15, 2003.

» Governorate Coordinators are implementing high impact projects and working on
strategic program plans for future activities. Long term job generation ideas include:
® Salah al Din: Tourism Development. Many palaces could be renovated as

resorts. Religious tourism is on-going. Over 1,000 visitors make the pilgrimage
to Samarah’s Shia Shrines.
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a) Economic

Despite the secutily problems and the understandable reluctance to appear to be rewarding lack

of cooperation, reducing unemployment is crucial. The following steps arc in hand:
-

|

i

- military and civilian funds for quick impact projects (CERP, OT1I, Communily Action
) Programme) are being focused on the Sunni triangle ggyernorates;

- USAID havc established local governance teams in all these governorates;
|
- $10 million has just been allocated for outreach in Al Anbar.

w

Further stepstwhich arc in hand or which should now be pursucd include:
$

\- carly start-up of a micro enterprise project 1o boost local employment;

give priority to infraslructure projects (eleclricily, walter, eic) in the Sunni trianglc
Lovcmoralcs;

|

o determine whether and how these can be brought back into operation;

\Ore-examinc currently closed stale owned enterprises which are polential Jarge scale cimployers
|

. ask governorate coordinators to identify further projects which will achieve longer term job

‘\rcation (but new sources of finance may need to be identified);

| recruiting efforts primarily for the ICDC (which will be substantially expanded) but also the
olicc and Army to be stepped up. Exdmine the possibility of early cstablishment of specialist

spport units cg logistics, engineering etc for New Iraqi Army as this would favor Sunni
‘cruitment.

Political

sveloping a successful political sirategy is not easy:

¥




F . 0 . .
i) the Coalition is commitied to democratic and representative government in Iraq; this implies

that (he Sunnis arc not going to enjoy their previous dominance. This is al the root of much of

the current dissatisfaction within the Sunni community; ;
-

i) there are difficulties in identifying Sunni teaders with influence beyond the local or district

level (the tribal position is complex and Sunni religious leaders do not have the Shia hierarchical

structure - which is why it was so difficull to find suitable Sunnis to servé on the Governing
Council).

‘Nevertheless we nced to provide reassurance that we are committed to a united Jraq in which no
onc communily dominates another and that Sunni interests will be safeguarded. The
constitutional scttiement will be central. Once we have clarily on the political process we nced
lo cngage with Sunni reﬁrescntalives. Offering additional seats on the Governing Council will

be difficult. Existing members would want final approval and may resist changing the balance.
Bu( we should:

|
- cnsute that the Sunnis are fully involved in the constitutional/political process via suilable

Eonsullative mechanisms;

’

- identify key tribal leaders and find ways o secure their support;
encourage the Governing Council lo show more sensitivity in applying dc-Baalhiﬁ‘cation;

establish political forums aimed at the professional classes to promote their involvement in the
olitical process;

encourage the Governing Council to reach out to the Sunni triangle both by visiting the

:levanl governorates and by inviting delegations to Baghdad (this is beginning lo happen — the .

iC mct a delegation from Al Anbar on 10 November);

encourage political parties which promote a national Iragi identity.




¢} Security

The programme of political and cconomic outreach needs to be integrated with the Coalition’s
security policy so that the one reinforces the other in a classic carrot and stick approach. This
requires that robust military operations are carefully targeted to avoid being counter- productive.

The limiled intelligence available to us makes this difficult. There are serious risks il we get this
wrong:

- further radicalization of the Sunni population and their rejection of the political process we are
secking to cstablish;

- provincial councils and governors may lose whalever local support they already have,

undermining out cfforts to empower local leadership,

P

- NGOs on whom we rely lo deliver economic programmes may be unable {o operate.

COMMUNICATIONS

loscly tied to successful economic, political and security programmes is an elfective
nformation operations/strategic communications strategy. We need to deliver a message which
pells out the rewards for cooperation and the penalties for failing to do so. As with other
spects of the overall strategy this requires close civilian and military coordination, We also
ccd to follow through on commitments made to Sunni leaders to find a better system for
roviding information on the status of detainces.

OLLOW-UP AND COORDINATION

lechanisms have been established to improve inlormation sharing and military/civilian
sordination . A mceeting has been hield to bring together local military commanders,
wwernorale coordinators and key players in the CPA and CJTF7 in Baghdad. This will be

peaied at regular intervals. A standing commiltee chaired by Ambassador Richmond will
sure coordination and oversigit,

t
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LPB HAS SEEN
Draft decision
Formation of Permanent Committees within the Governing
Council

The Governing Council shall form permanent specialized
committees to enable it to practice its authorities, including
supervision over Ministries’ activities and preparation of draft
decisions :ud studies. Those Committees are to hold periodic
meetings to perform their duties; they are also to hold periodic
rooelings with the Ministers. (Without canceling the weekly
meetings of the Ministerial Cabinet or the Council’s right to call
the Ministers to meet with them.)

Those committees perform their duties and present concentrated

conclusions to the Council to enable it to consider and discuss
them on the political and strategic level to reach appropriate
decisions,

The Committees are;-

The Permanent Committees of the Governing council are

1-litlaens” Serviees Alfatrs Committee -
Health/Electricity/Comunications/
transport/Municipality/Public works
2-Financial and Planning Affairs Committee:-
Finance/ Planning /Central Bank
3- Economic affairs Committee:-
Agriculture/ Industry/Oil/ Water
Resources / Trade,
4 — Educational and Cultural Affairs Committee:-
Education/Higher education/Culture/Sciences
& Technology/Mortmains(trusts)
5- Legal Affairs Committee:-
Justice /Human rights/ Auditing Public
Accounts
6- Construction and Environment Committee:
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Iraq: A Situation Assessment | f' ””)

Compiled and Written by Mohammed Alomari

Executive Summary:

This report is an assessment of the current situation in lraq as it relates to its political,

security, social, and economic aspects. This assessment provides analysis of past and
‘ carrent policies implemented in Iraq aller the recent 2003 war and addresses several
‘ issucs, which are key to understanding the current state of affairs in Iraq. In addition

several recommendations are offered to help solve many of the current problems.

Brief Background:

Focus on American and Arab Interests and Relations (FAAIR) is an American non-
profit non-governmental organization founded in 2001 to represent Arab-American
interests  in government and the media. FAAIR is dedicated 1o promoting fair policies
and a better understanding of the issues pertaining to the Arab world, as well as
presenting a more  accurate and positive image of America to the Arab world. In this

way. FAAIR aims to serve as a much-necded bridge beiween America and the Arab
world.

Immediately after the recent war in fraq, FAAIR parincred with an American
humanitarian organization, Life for Reliel and Development (LIFE), in order to
coordinate visits to lrag by members of both staffs al various different time periods in
order to meet with various  imporlant scgments of lraqi socicly and the U.S.

‘ authorities and make scveral asscssmients of the humanitarian, social, economic,
security, and political situation there.

Over the course of the last six months (May — October, 2003), several staff members
have visited Traq on various occasions, including Mr. Khalil Alazzawe, FAAIR
Program' Dircctor, Mr.Muthanna Al-Hanooti, FAAIR President, Dr. Ghanim Al-
Jumaily, CIZO of LIFE, Dr. Yarub Al-Shairada,LIFE Executive Director, and Mr,
Mohammed Alomari, FAAIR Media Director.

This assessment report includes information and observations provided by these staff
members whom have been visiting lraq on a continuing basis since May 2003.
Although the staff members visiled the country at various different times, they
coordinated their efforts and worked together to make their visits productive and
effective. These visils and efforts arc still ongoing.
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The staff members had the opportunity to meet with and develop relations with various tmportant
segments of Iraqi socicty such as many local lcaders and visit various offices in Baghdad
including wniversities, colleges, local Tragi media offices (newspapers, radio, TV), political
partics' offices, trade union offices, non-governmental organizations (NGQs), the Iragi Interim
Governing Council, United Nations agencies, and the U.S.-led Coalition Provisional Authority
(CPA). The tcam made several carly assessments on the situation in the country and decided to
launch scveral educational and training programs in the area of democracy, political awarencss,
grassroots participation, and NGO building.

One of the goals of the more recent visits was to conduct seminars and give lectures on
Amcrican democracy to Iragi university professors, Iraqi Interim Governing Council members,
lragi Constitutional Committee members, lragi city councils® members, various Iragi political
partics, and other interested parties, especially the Traqi intelligentsia.

While Life for Relief and Development is more concerned with the humanitarian aspect as it
relates to the social and economic situation, FAAIR is morc concerned with the political aspect
as it relates to the social, economic, and security situation. This assessment report is prepared for
FAAIR and highlights issucs that refatc overall 1o the political situation and its related social,
ceonomic, and security aspects.

Background and Analysis on the Situation in Iraq

Since the end of the war in April, 2003 the country has faced a multitude of various complex
problems.  Like the former Soviet Union, lraq was a centralized socialist dictatorship that
provided a huge social welfare network for the citizens in exchange for unchallenged loyalty to
the government.  This massive welfare stale provided free cducation, healtheare, parbage
collection, police, cheap gasoline, and even subsidized food for the loyal citizens. For the un-
loyal citizens, inprisonment, lorture, and mass graves were the alternatives. Yel this massive
socialist dictatorship completely collapsed along with all civil authority in lraq on April 9, 2003.

With the defeat and collapse of the previous regime, came along many problems ranging from
massive widespread looting to violence and widespread suffering of the civilian population,
Although the collapse of the dictatorship meant new ficedoms, due to the overnight
disappearance of all civil authority, these newly cnjoyed freedoms became associated with
hunger, lootings, and chaos.

Iraq now is in midst of chaotic strife, duc largely to the lack of security after the elimination of
the army and police. This lack of sccurity fucled four major clements to cause violence and
instability: criminal gangs, armcd forcign groups, cx-tegime loyalists, and local insurgents.

Lack of Security: Crime and Chaos

(2)
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The first major element to take advantage of the chaos was the various criminal gangs involved
in everything from armed piracy (such as carjackings, home thefts, and other breaking and
enfering crimes), to kidnappings, prostitution, drug smuggling, wholesale thefts and smuggling
of items outside trag, and other crimes.

Many in Iraq blame the previous regime for pardoned thousands of criminals just threc months
prior to the war as the cause for these crimes. Somc in Iraq have speculated that (he previous
regime purposely pardoned these eriminals for two reagons: firstly, in order to avoid any major
prison uprisings during the war {as in the case of the 1991 war) and sccondly so that these
criminals would wreck havoe on the invading forces.

Although this theory is merely speculation, one thing is sure, the shortage of police provides
adequate environment for criminals to operate and flourish in Iraq.  As a result, the average
citizen does not feel sceure in his home, or his car, or about his family, especially the children.
People are hesitant to feave their homes for extended periods of time Tearing squatters will come
and oceupy or loot their belongings, In Basra, the probiem of kidnapping for ransem is almost
cpidemic, and duc to the British refusal to intervene and lack of adequate Traqi police, kidnappers

are bold cnough to reveal their identities and ncgotiate with the family of kidnapped on the
ransorm amount.

The lack of security is on the minds of everyene in Iraq, especially in major cities like Baghdad.
Stories of kidnapping and property theft, especially armed casjackings arc commonplace. The
sceurity vacaum in Baghdad and other parts of the country has allowed some people to {ake
advantage of others and retaliate against personal cnemics by falsely accusing them of being
“Baath™ party members, in order (o be arrested by coalition forces.

For example, there was an incident reported in a suburb of Baghdad in which a group of people
came carly one evening. They stepped out of their car, killed one person, and then started

celebrating the killing “as victory™ against a supposed “Ba’ath™ party member, when in fact the
person was not a party member.

The plight of orphans has been negatively impacted as well. Most orphans were expelled from
the orphanages during and after lhe conflict due to safety concerns. Presently, looters and
squatters have taken possession of many of the orphanages and refuse to allow the orphans to
return to their former homes, thereby leaving many of the orphans 1o live on the strects without
any care or protection. Many young orphan girls have been raped while other orphans continue
to fall victim to criminals who are using them to scll drugs and exploiting their vulnerability.

Looting of public and private property in the early months of the occupation affected people in
many ways, and although most have stopped, it basn’t been climinated altogether. Just as late as

3)
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October 2003, one of the tcam members heard first hand reports of looting of government
ministrics during that month. . These lootings have destroyed places of work, schools,
universities, public transportation, fibrarics and other national treasures and cherished antiquities.
The loating and occupation of public property appears to have been systematic and points to &
possible attompt at reshaping the political map of the country.

Organized Deslruction and Foreign Influence

The sceond major cause of vielence is the foreign extremist groups who are taking up the offers
of “let’s fight in Iraq” rationale given by some U.S. officials and forcign intelligence operatives
who siniply see destabilizing Iraq as a political goal. Much of their violence is directed against
Iraqi targets as well as UN and NGO targets in addition to U.S. targets. These groups include
cverything from foreign gucrilla groups to Joreign intelligence agencies who have an interest in
cither destabilizing lraq and/or damaging U.S. interests.

The latest bombings of the International Committee of the Red Cross building like that of the
Jordapian Embassy and the UN headquarters show evidence of sophistication and foreign
fingerprints, o fact many of the local resistance groups have specifically denicd responsibility
of these attacks and the word on the streets of Baghdad is that foreigners, either forcign terrorists
or inlelligence agency operatives were responsible {or these attacks.

In addition, many of these attacks, which are believed to be foreign-sponsered, are targeting Iraqi
centers such as schools, universitics, and hospitals. In one instance in October 2003, when one
of the team mentbers was in a meeting with the President of the ITragi Technological University,
all were forced o evacuate the university building duc to the discovery of a women's purse fult
of explosive sct to go off soon. Fortunately the local police came immediately and disabled the
explosives before they could off.

Most Iraqis blame forcigners for such attacks, explaining that only “non-Iraqis” could benefit by
killing innocent Iragis in such places as universities, schools, hospitals, shaps, cte., for the sake
of the destabilizing the country. Many Iragis tend to blame either lranian or Isracli intelligence
operatives, explaining that “Iran benehits by destabilizing Iraq so that the U.S. remains busy in
lrag and does not go after Tran™ or that “Isracl benefits by destabilizing Irag so that Iraq does not
rebuild itself and pressure [srael.” As strange as these theories ave, they are very popular in Irag.

Of course, sources close to the Iraqi Interim Governing Council tend to blame Syrian and/or

Iranian intelligence operalives, while sources close to the U.S.-led CPA tend to blame Al-Qaida
operatives oy sympathizers and/or ex-regime loyalists.

The point here is that very few actually know the identities of the actual perpetuators of these
attacks. With the absence of an active internal Iraqi security apparatus (somcthing similar to an

“)
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lraqi FBI or CIA), there is no effective way to prevent these attacks or cven go after the
attackers.

Ex-Regime Lovalists

The third major cause of viotence, especially for the lragi lnterin Gaverning. Council, new Iragi
political partics, and new lraqi officials appointed after the war, is e ex-regime remnants. Since
this group had the most 1o lose alter the war and have very litthe incentive to stay silent, they
have launched an assassination campaign against the new lragi council members and officials.

Unfortunatcly onc of the most disastious decisions made by the CPA was to dissolve the
Ministry of Defense and other military and security related institutions. This move not only put
750,000 armed men out of work but left them no other alternative to starvation other than join
some sort of paramilitary group fighting the current order.

FAAIR warned about this shortsighted decision in April 2003 and its possible disastrous
conscquences. We are now sceing the cffects of this decision.

The targets of these ex-regime remnants are the new Iragi officials, especially those that have set
their eyes on prosecuting the previous regimes’ crimes and misconduct.  Recent examples
include the assassinations in carly November 2003 of the Iragi judges in Najaf, Baghdad and
Mosul who were given the tasks of investigating the ex-regimes’ crimes.

Other targets included the late Tragi Interim Governing Council member Agecla Al-1lashemi and
other deputies. In addition, there have been other (failed) assassination attempts of other
members of the council. 1t is clear that the new lraqi officials are in danger.

A wch wiser plan would be like the one called for by the rotating president of the Iragi Interim
Governing Council in October 2003, Ayad Allawi, to tehire all the rank and file ex-military
cmployees to help in cstablishing law and order in the country. Most of the tank and file
members had no specifie political affiliations.  Yet, now unemployed and heavily trained in
military combat (under the previous regime) they could easily be recruited by any group, which
has moncy to spend on paramilitarics.

Homegrown Armed Resistance to Occupation

The fourth major cause of violence, especially for U.S. Torces and the U.S.-led Administration in
[raq is the homegrown armed resistance to the occupation.  This Jast major cause of violence

cannot be overlooked and is certainly responsible for the overwhelming majority of attacks
against U.S. forces.

%)
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Although some of the local insurgents may be former members of the previous Iragi Aomy or
sceurity forces, labeling the local insurpency as simply "Saddam loyalists" is highly over
simplistic and underlines a basic misunderstanding of events in Trag. The fact thal many of the
atlackers are Tormer lragi soldicrs or officers is unfortunately quite misunderstood. Firstly, under
the previous regime, every male adult was required to sceve in the ammed forees as part of the
compulsory service (draft).

Secondly, understanding the Iraqi experience under Saddam's dictatorship should reveal that
Traqis will NOT fight for this dictatorship, as the casy fall of Baghdad en April 9 clearly showed.
tn fact theve was a period of a month or so early in occupation that had no attacks against U.S.
troops. The rebellion that was started by locals in the western central city of Falluja, for
mstance, was a result of U.S. troops oceupying a local elementary school in late April,  Afier
Iragis protested against the U.S. military occupation of the elementary school, U.S. troops
opened fired on the unarmed crowd on two successive days, killing 8 lIraqi civilians and

wounding scores of others.  The many days that followed marked the beginning of the attacks in
that city.

Unfortunately most of the local attacks in fact started as mostly a reaction to the misconduct of
the U.S. troops, rather than anything from the dead regime. That basic misunderstanding of the
insurgency and mislabeling it as "vemnants of the previous regime” is also contributing to the
inclfectiveness of the U.S. response to the insurgeney.  These ecarly attacks soon developed
quickly into more sophisticated and organized operations, primarily because the U.S.
administration in lraq was slow in recognizing its errors and writing off Tragi complaints and
frustrations with U.S. military misconduct (insulting search and seizure operations, insulting
mass arrests based only on rumars, ele) as simply coming from “Saddam loyalists."

This armed rebellion against the occupation has gained much popularity in Iraq, duc mainly to
frustration with the lack of significant progress by the U.S.-led administration on repairing the
destroyed infrasteucture (electricity, water, sewage, etc), the high uncraployment caused by U.S.
dissolving the military & security-related ministries, the heavy-handed search and seizure factics
against lraqis, and the mass arrests and mistrcatments of Iragis by U.S. troops. Thesc actions
have made the armed attacks agaiust the U.S. soldicrs by the Iraqi resistance groups very popular
and helps explain why many Iraqi bystanders are seen cheering afler the atiacks.

These resistance attacks arc increasing in intensity and deadliness, and are becoming much more
daring and bold. There ave three types of armed resistance to the occupation: organized
structured groups planning attacks, unorganized groups planning attacks, and the unorganized

and un-preplanned attacks that arc usually a result of simple acts of retribution against U.S.
soldiers who insulied or violated their honor,

)
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The organized Iragi resistance, which is homegrown, and mainly a combination of Islamist,
naliopalist, and tribal clements have set a goal for themsclves that they will not stop unti} U.S.
troops leave fraq.  Falsely labeling the lragi resistance as "ex-regime loyalists” cannot be
overstated since it is the major contributing factor to the failure of the U.S. fo properly deal with
the major insurgency which is conducting over 35 military operations a day against U.S. troops
(according to the U.S. military command in Baghdad). The average daily causalities range from
[-2 U.S. deaths and 10-20 injused. On the Iragi streets however, exagperated claims maintain
that about 50 U.S. sotdicrs are being killed a day. That wild claim which is repeated by many on
the street signifies the romanticism that many sec with the only force fighting a massive
superpower that has occupied their country,

Properly dealing with the Iragi insurgency does not nican applying more military force; on the
contrary, more force by the U.S. troops will only tead to further resentment and more aftacks by
the resistance. Rather the preper way to deal with the causes of the attacks is two-fold: befter
Jocal Tragi intelligence and by mecting the demands of local fragis (granting more anthority to
tragi city councils, Iragi police, and Interim Governing Council; solving the complaints about
U.S. military misconduct). The second avenue actually will go a long way in dealing with this
prablem, in addition to speeding up the transfer of power to Iragis and exiting the country.

I addition to the failure to address these problems, which contribute o the rise and popularity of
the resistance attacks, the Iragis badly lack an appropriatc focal radio and TV to intcract with
them and provide appropriate local news coverage, The U.S.-led CPA-run Iragi Media Network
(IMN) unfortunately provides propaganda-like news broadcasts of “how greal” things arc going
while the fraqi TV airs forcign (most American) sitcoms. The image the IMN has among most
traqis is that “it is here only to justify the occupation.”

This lack of a compctitive Iraqi TV or radio Lroadeasts have made Iraqis tely on foreign
broadcasts, which highlight the resistance attacks. There is still no Iraqi satellitc TV station and
the lragi radio broadcasts lack the extensive reporting resources lo compele with {orcign
broadcasts. Many forcign broadceasts are taking the fead in the news reporting of the resistance
attacks. On the satellite TV side, Qatar's Al-Jazeera TV, Dubai’s Al-Arabiya TV, and [ran’s Al-
Alam TV take the lead. On the radio side, the BBC Arabic radio and France's Monte Carlo
Radio take the fead on radio news. These foreign TV and radio broadcasts give exlensive news
coverage of the resistance atlacks on the U.S. forces, among other news items,

Factors of Instability

These four factors of instability and violence (crime, foreigners, ex-loyalists, and insurgency)
stress the urgeney of quickly establishing Iraqi government institutions to maintain taw and order
in order to replace the occupation authority quickly., The security problem is complicated by the
devastated civilian infrastructure (electricity, drinking water, sewage, health care, education, ctc)

(N
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and the massive economic problems (high unemployment, multiple rale inflation, and chronic
shortages).

Irag badly needs the institutions of civil socicty such as an internal security apparatus (police,
Justice system, ctc), basic services apparatus (water, electricity, ctc). massive employment
projects, and independent civil socictics (NGO’s) to help the rebuilding process and prepare the
nation for democracy.

Althiough the formation of the Interim lraqi Governing Council and the local municipal councils
throughout the country are important steps in the right direction, the Governing Council and
local councils still fack any real authority to rule the country. In addition the U.S.-fed CPA still
makes all the sccurity-related decisions for the nation.

It can be said that the reconstitution of the local Iragi police has helped decrease petty crime and
s bielped the average citizens feel a little safer as compared to the carly summer months.
However the numbers of policemen are still small (much smaller than pre-war levels) and are
hampered by the presence of U.S. soldiers in the [raqi police statipns, The U.S. military presence
in the Iraqi police stations makes them prime targets for deadly resistance attacks. It should be
added that the presence of U.S. soldiers in Iraqi police stations does not protect the Iraqi
policemen nor does it deter attacks, on the contrary it invites attacks because their presence is
provocative in nature to many Iraqjs.

In summary although the formation of the Iraqi councils, ministries, and police are steps in the
right ditcction, however the pace is very slow and inadequate to meet the needs of the nation. In
addition the lack of proper authority hindess the effectiveness of these Iragi instilutions, Much
more needs 1o be done quickly in order to save Traq from plunging to further instability and
sutfering.

Economic Factors

There have been significant improvements of available services in areas such as gasoline,
telephone and drinking water, and yet it has not been restored to pre-war levels. Certain critical
services like electricity, which powers everything from the drinking water, to sewage pumping
stations, to hospital equipment as well as the lights and air conditioners is still below pre-war
levels. Keeping in mind that temperatures in Baghdad reach up to 130" F during the summer
season, the impact of daily blackouts coupled with the afternoon heat posed an increased health
risk to the most vulnerable members of the society. Even in the fall, October 2003, daily
blackouts continued where 3 hourss of electricity is followed by 2-3 howrs of darkness. The most
prevalent comment in Traq is that the services were better before the war,
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In addition, scwage is continuing to be a menacing problem in lraq, where even the wealthiest
suburbs of Baghdad many times have raw sewage in the street. Telephone service is still widely
unavailable in Traq because the central telephone exchanges were completely destroyed during
the war's bombing campaign, leaving entire suburban arcas like Mansour and Adamiya
completely without telephone service.,

The problems with the critical services (water, clectricity sewage, telephone} are compounded
with the effects of the 12-year devastating cmbargo and the effects of the 1991 war, One
important example is the problems with the schools. Traq had over 10,000 schools prior to the
1991 war, o time whea lraq’s population was 18 million (while the population is now 26
million). According to a UNESCO report in 1993, over 80% of those schools were destroyed or
damaged as a result of the 1991 war and its aftermath. In addition many of the remaining

schools, which survived, eventuatly decayed and became dilapidated due to lack of maintenance
during the 12-year embargo.

As a result, (according to a 1999 UN report), 47% of Iraqi children were not attending schools
due to the acute shortages of school buildings and severe overcrowding in the existing schools.
Many schools are still run simultancously in the same buiiding and the overcrowding and
shortage of school buildings is still acute.  According o a recent 2003 UNICEF study, a
mimum of 5,000 new schools need o be built in order to just meet the basic needs of Iraq’s
children.

In addition to the devastated infrastructure and severe problems with the critical services (water,
clectricity sewage, telephone), Iraq has for many decades lacked a major private industrial base
providing cmployment for the country’s labor force. As stated carlier, fragq was a massive
socialist stated providing employment and scrvices o a big portion ol the raqi popufation. The
private sector therefore never had a chance to grow.

As a result of the war, the fall of the regime and the dismantling of the military and security
apparatuses (Defense, Military Industrialization, Sceurity, ete), the Information Ministry, and
many statc factories and institutions, hundreds of thousands of Tragi staie employces found
themscelves suddenly unemployed. Due to the lack of an cquivalent private sector to absorb this
huge newly uncmployed labor force, the result was that unemployment in Traq suddenly rose to
over 60%. A shift to a free market economy needs gradual changes not sudden earthquakes. A

sound economic development plan for transtormation is needed to launch citizens back info the
private sector.

Recommendations for Sojutions

(9)
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It is imperative that actions arc taken promply to address critical issues that will ensure the
successful transition of lrag to a free, independent, and democratic nation. The following very
important concerns need to be addressed:

Suceess of the mililary phase of the campaign was never in doubt. However, winning the peace
is just as important. Success in Irag will only be achieved when the Iraqi people are empowered
to establish a free, democratic, and vibrant society that not only guarantees freedom and equality
for all but also provides the appropriate critical services and cconomic answers for many of the
lraqis™ curreni woes.  In order to achieve these objectives, FAAIR makes the following
rccommendations:

1), Quickly Transfer Power to Local Iraqi Authorities. Allow the hraqi police to run the
neighborhoods without intrusion of the U.S. troops. Withdraw the U.S, troops from fraqi police
stations: the U.S. prescace only invites attacks.  Attow the Interim Governing Council o run the
country independently and set an carly date for prime minister clections, which will have the
dutics of not only rupning Iraq but also establishing elections for the Constitutional Cangress.
Delays in drafting the constitution should not delay transfer of power to the Iragis. As in the

American cxperience. the Independence was declared in 1776, yet the constitution was not
cnacted until (788,

2). Stop Using Scctarian Identification to Establish [raqi Rule. Appointing council members and
oflficials because of their scctarian or ethnic background (Shiite, Sunni, Arab, Kurdish, ctc) is one
of the major problems in Trag. Promating lraqi unity should be the goal, Most of the early
assumptions of who is the majority in Iraq turned out to be wrong, and this has been onc of the
major rcasons for alicnating the Sunnis and encouraging the local insurgents, This temporary
leadership (until elections) should be based on ability, competence, and popular acceptance, not
purcly on sectarian or ethnic background. At any rate, in any vcal democracy, politicians arc not
picked solely based on their sectarian identity, or becausc they are perecived to be from a
majority. 1f that were the case, every U.S. president would be a Catholic since the Catholies are
the largest single religious denomination in the U.S., and at least 15 members of the U.S. Senate
would be African-Americans and another |5 members would be Hispanic, and so on.

3). Priority nwst be Given to the Restoration of the Essential Services. Water, Electricity,
Sewage, Telephone Service, and other essential services must be repaired quickly. According to
the Electricity Ministry, completely repairing that sector will require almost 4 years of
construction and work has as of yet not commenced (as of October 2003). Although plans are
underway to provide cell phone service to Iragis at approximately $50 a month, not all ragis can
afford that amount. Cell phone cannot be the only alternative to repairing the home land lines.
Unfortunately work has not even begun on the telephone central exchanges. In addition serious
repairs are required of the sewage system (pipes and processing centers). In addition hospitals
nced wot only paint jobs, bul new beds and shects, more state of the art cquipment, and belter
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organized importation of medicines for complex illnesses. Pharmaceutical plants need to be
sestarted and recquipped in order to satisfy the needs of the people.

4). Lstablish Temporary Employment: As mentioned above, the majority of the Iraqi people
were employed by the former government in the socialist welfare state. The dismantling of the
Defense Ministry and other governmental agencics has caused people and families to face an
uncertain future. People have become accustomed Lo government jobs that provide them withy an
income to support their families. The liagi peaple are not used to uncertainty about the future,
Althouglh the goal of making the Iragi cconomy a free market economy is good idea, it must be a
transitional transformation. Like the breakup of the Sovict Union, change was gradual and that
guaranteed its suceess. Dissolving and/or privatizing stale industrics now is too soon. Time iy
needed o allow the private sector to grow and people will appeeciate working in the private
sector more than the government.

5). Establish Clear Lines of Communication: The massive rush by Jraqis to buy satellite dishes
is a clear indication that Iragis arc not satisficd with the current CPA-run Iraqi Media Neiwork.
There is clearly a lack of communication that is compounded by the shortcomings of public
media such as nowspapers, radio and felevision stations. The Civil Administration needs to take
steps Lo explain the actions taken in a clear and concise fanguage that people understand, instcad
of the badly translated press releases they receive now that make no sense to the average lragi
listener. Many of the press relcases arc word-for-word translations and do not provide much of a
meaningful message. Maay radio broadcasts by the CPA-run IMN are condescending and sound
like a parent tatking to" a child ("Do this.","Don’t do this..","The Coalition i5s here to help
you...",cte). There needs to be clarity of the message that is consistent with the Iragi expericnee,
and respectful of the prideful Iraqi individual.

A Call for Action in lrag

The challenges ahead are enormous.  Although the oveswhelming majority of Jraqis are happy to
see Lhe dictatorship gone, the immediate needs of Iragis arc taking center stage now, Expericnce
from the east Turopean countries afler the fall of the communist regimes tells that people’s
sentiments about the past are short lived; their immediate needs take precedence. We have what
it takes to make this drcam of the Tragi people a reality, but we need to act fast before this

apportunity disappears and Iraq tures into a violent chaotic and lawless country, which will
surcly destabilize the entire region.

Finally, the staff at FAAIR is proud of its cooperation with the staff at LIFE in their joint efforts
1o act as a bridge between the people of the United States and Iraq and in extending a helping
hand in rebuilding the lives of the Tragi people and help them sct their country on a coutse
towards [reedom, independence, democratic ruie, and economic revival,
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Mr. President, when we came together on August 21 to discuss the implementation of Resolution
1483, it was in the wake of the tragic attack of August 19 against United Nations Headquarters in
Baghdad. Three short months later, while the shadow of tragedy and terror has had a long reach,
that shadow does not obscure the emergence of a new Iraq.

The people of Iraq are achieving successes on a daily basis, some of which we will be discussing
today. Yes, there are difficulties, and the price paid is high, Terror is directed against the Iraqi
people and all those who are trying to assist them in creating a new Irag. The international
community owes it to the future peace and security of the region to build upon the unanimous

passage of Resolution 1511 and help the Iraqi people defend themselves against the terrorists
who do not want the new Iraq to succeed.

Iragis are well aware of the role they must play in their own defense and they are taking on
increasing responsibility for their security every day, Together with our partners in the

international community, we are helping the Iraqis to rebuild a strong Iraqi police and to stand up
a new Iraqi army.

Mr. President, Iraqis continue to take over the delivery of basic services. Starting in early
September, Iraqi ministers, appointed by the Iraqi Governing Council, have overseen the
administration of Iraq’s 25 ministries. Iraqis are increasingly at the forefront of the
reconstruction effort, from electricity to oil to schools. And today, the Oil-for-Food Programme
is completed -- one more step toward Iraqis’ taking charge of their future.

Regarding Iraq’s political transition, we have always advocated an early transfer of authority to
the Iragi people. Accordingly, we welcome the November 15 announcement by the Iragi
Governing Council of a political timetable, as called for by UNSCR 1511, for the transfer of
sovereignty from the Coalition to an Iraqi administration and the subsequent drafting,
ratification, and implementation of a new permanent constitution. This statement is an impottant

step toward realizing the vision of Iraq as a democratic, pluralistic country at peace with its
neighbors.

The plan is for the Iraqi Governing Council to draft a legal framework, or “Fundamental Law,”
through which regional caucuses will select an interim legislative body before June 2004, This
interim body will then clect a transitional Iraqi government. Before June 30, 2004, the new
transitional government will be recognized by the Coalition, and will assume full sovereign
powers. At this point, the Coalition Provisional Authority will dissolve.

The new Fundamental Law will enshrine essential principles to protect Iraqis’ freedom and
sovereignty, which remain our precondition for transferring sovereignty. The Fundamental Law
will also contain a timetablc for formulating a permanent constitution through a body elected by
the Iraqi people, a popular referendum to ratify the new constitution, and elections for a new
permanent Iraqi government before the end of 2005.

While the Coalition Provisional Authority will offer assistance, the Iragi Governing Council will
have the lead in drafting the new Fundamental Law. The Iraqi Governing Council and the
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transitional government will undoubtedly also welcome the support of the United Nations and its
member states during this challenging transformation and adoption of a new constitution.

As Iraqis assume increased responsibility for their own security and governance, it will help to
further isolate those who seek to undermine a free and democratic Iraq. These basic steps --
increased assumption by Iragis for sccurity, the creation of the Governing Council, appointment
of effective ministers to run Iraqi ministries, and the continuing transfer of political authority to
Iragis -- are part of our planning for post-Saddam Iraq.

‘We are on the offense against terrorists in Iraq. While the terrorists will work to murder
innocents, Coalition and Iraqi forces are adapting to defeat the enemy and will prevail.

Let us make no mistake. Coalition forces will remain in Iraq to assist the Iragi people until our

job is done. Qur goal remains the same: a free, democratic Iraq, at peace with the international
community.

But the continued support of the international community is critical. Last month, the
international community came together when the Security Council adopted Resolution 1511 and

pledged over $33 biltion in support to Iraq at the Madrid Donors’ Conference. But there remains
much more to be done.

As President Bush has stressed many times, the United Nations has a vital role fo play in Irag.
We would welcome the return of United Nations international personnel to Iraq to carry out the
mandate called for in Resolutions 1483 and 1511. The Coalition and the Multinational Force

stand ready to discuss with U.N. officials appropriate security support, as envisioned under
Resolution 1511.

Security and Stability

Creations of conditions of security and stability underpin all other cfforts on the ground and
constitutes one of four main priorities for the Coalition Provisional Authority in its work with the
Iraqi people. Other priorities include local governance, the economy and reconstruction, as well
as improvements to essential services, {0 which Ambassador Jones Parry will speak.

Despite the killings, bombs, and other attacks we witness on CNN, much of Iraq is calm. The
reality that cannot be captlured by a television camera is that Iraqis are coming together to expand
conditions of security and stability, adding an additional 116,000 personnel to the sccurity effort.

They join 32 nations who have rallied with approximalely 25,000 troops on the ground as part of
the multinational force,

The number of Iraqis contributing to the security effort is on a steady rise, having increased by
more than 50,000 personnel over the last two months. For example, the Traqi Civil Defense
Corps (ICDC) is developing capacily lo foil saboteurs who target electrical infrastructure, the oil
industry, and other séctors critical to Iraq’s renewal. Over 7800 ICDC are on duty and that
number will increasc to more than 20,000 over the next two months. In addition, in order to
protect Iraq’s strategic infrastructure, government buildings, and cultural and educational asscts,
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there is a new Facilities Protection Service (FPS), with ncarly 20,000 FPS guards hired and
nearly 9000 guards already trained.

Major progress is also being made with respect to the Iraqi police force. Approximately 46,000
total police are back on the streets, with over 6000 in Baghdad. Looking ahead, 35,000 new
Iraqi police recruits will be trained over the next two years in Jordan. We are currently
improving the physical facilities at that training site to accommadate up to 3000 students and
1000 international trainers and support stafl, and the first class will begin on November 29 with
500 students. Following graduation from the 8-week basic course, Iraqi police recruits will
participate in a 10-month field training program at home, led by as many as 1500 international

police advisors. The U.S. plans to provide up to 1000 of these advisors, with the first 150 to be
deployed in early January.

Border security is an obvious security priority, with Iragi border posts capable of interdicting the
flow of terrorists and forcign fighters. Over 5000 Iraqi border patrol forces are now on duty, and
Iraq’s border police and customs personnel will be expanded to number 17,000 by [X] date.

As it resurnes full control of its affairs, Iraqg, like all nations, will need a military for self-defense.
On October 4, 700 Iragis graduated from basic training to form the first battalion of the new Iraqi
Army. By July of 2004, the Iraqi Army will have three divisions and 40,000 troops.

But force and recruit numbers, although they are headed in the right direction, are only part of
the story. The international community has the opportunity and, indeed, the obligation to help
the Iraqi people build highly competent organizations which are dedicated to public service and
which maintain both high standards of professionalism and respect for human rights. Only
through the creation of such an environment can the Traqi people have public confidence and
develop and enjoy a sound economy.

Advancing Iraqi efforts to restore and establish national and local institutions for
representative governance

But before moving on to discuss economic and reconstruction efforts, I would first like to say a
few words on developments vis-a-vis governance. Specifically, since I already discussed in

detail the national political developments currently taking place in Irag, I will focus on local
level developments.

Iraq’s democratic transition is dependant on the vitality and effectiveness of Iraqi institutions at
the local level, where most of the decisions affecting individuals are made. Local government
provides the foundation for democracy at the national level and promotes social stability by
allowing citizens a say in how their government operates.

Day-to-day operation of the Iragi government is now in the hands of Iragis. Across the couniry,
Iraqi neighborhood, district, and provincial councils represent the needs and opinions of their
constituents to the Iraqi Governing Council. These institutions are taking responsibility for the
delivery of essential services, and fostcring citizen participation in decision-making.
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There are municipal councils in all major cities and most towns, and provisional governate
councils have been formed in the provinces of Najaf, Al-Anbar, Basra, and Salaheddin. Two
hundred neighborhood advisory councils help provide services such as water, education, public
sanitation, health, and electricity, More and more councils are budgeting and managing their
resources -- a process recently begun in the Maysan governate. In each of Baghdad’s 88
neighborhoods, citizens have freely selected representatives for local governing councils. They,
in turn, choose members of nine District Councils and a 37-member City Council, The Baghdad
model is being replicated in 15 other governates. Overall, over 800 democratically selected
Council Members are now hard at work serving their feliow citizens. They include Sunnis,
Shias, and Christians, Arabs and Kurds -- and more than 75 women.

Over the coming months, the Coalition will continue to work with the Goveming Council to

promote diverse and representative citizen participation within and among communities -

throughout Iraq. Our focus will be on increasing financial transparency and accountability, and
| strengthening the capacily of local administrations to provide essential municipal services.

Economic and Reconstruction Efforts

‘ Now I will turn to economic and reconstruciion efforts, beginning with Iraq’s budget. On
October 13, Minister of Finance Kamil al-Gailani announced details of Iraq’s Budget for 2004,

\ The Budget meets the recurrent expenditures of the Iragi Miunislries, including a significant social

‘ safety net, provision of the most urgent daily and social nceds of the Iraqi people, and funding
for some of the most pressing capilal projects, The 2004 Budget anticipates revenues of around

\ New Iraq Dinars (NID) 19 trillion ($13 billion), mostly from oil revenues, with expenditures of
NID 20.25 trillion ($13.5 billion). The Budget in 2004 is expected to run a deficit of around NID
900 bitlion (3900 million), which will be financed through refunds from cancelled Qil-for-Food
(OFF) contracts so that Iraq will not need to-borrow funds or print money fto finance the deficit.

The Iragi Budget should be in balance in 2005 and 2006. Additional details can be found on the
i CPA wcbsile at www.cpa-irag.org/budget.

As 1 noted, Iraq’s revenues are primarily derived from oil sales. The proceeds from export sales
of Iraqi petroleum, petroleum products, and natural gas flow into an account of the Central Bank
of Iraq titled “Qil Proceeds Receipts.” At the end of each business day, 95 percent of the export
sales proceeds are transferred from the Qil Receipts Account to the Development Fund of Iraq
Account. The other five percent is transferred into the United Nations Compensation Fund. The
CPA regulation which governs the administration, use, accountirig and auditing of the
Development Fund for Iraq (DFI) can also be found at the CPA wcbsite.

\
Pursuant to Resolution 1483, on May 28, the UN transferred US$1 billion dollars from
unencumbered funds in the escrow accounts to the “DFI Account.” The UN again transferred
US$1 billion doliars unencumbered OFF funds to the DFI Account on October 31.

1 am pleased to note in this context that the IMF, the World Bank, the Arab Fund for Social and
Economic Development and the United Nations signed the terms of reference for the
International Advisory and Monitoring Board {(IAMB) on October 21. Once these institutions
have appointed their respective Board members and the Board holds its first meeting, the Board
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can approve an independent public accountant which will audit the Development Fund and
exporl oil sales.

Separately, IAMB member institutions were solicited to provide input on a set of procurement

guidelines for the Development Fund, which are being applied as CPA uses DFI {unds to procure
goods and services,

On the expense side, as of October 27, $668 million had been spent from the Development Fund
for a new currency for Iraq, for repairs to the power system and the oil infrastructure, for wheat
purchases, and for security equipment for Iragi forces. Of that total, some $443 million was
transferred to the Ministry of Finance for use in paying salaries and pensions. The CPA remains
commitied to a transparent auditing and monitoring regime that provides assurance that Iraqi
funds derived from the Qil-for-Food escrow account and oil revenues are being spent for the
benefit of the Iraqi people.

I'd like to now tumn to Iraq’s oil sector. At present, Iraqi oil production is expected to exceed 2
million barrels/day for the remainder of 2003 and its oil production is steadily increasing toward
a longer-term goal of 3.1 million barrels /day by December of next year -- a number which
represents Iraq’s pre-conflict capacity. As of October 17, Iraqi oil production had reached 2.1
million barrels/day -- surpassing the prewar production average for 2002 -- with exports at 1.4
million barrels/day. Iragi domestic consumption of crude oil is approximately 500,000-600,000
barrels/day. Although production and exports do fluctuate significantly, the trend line is steadily
upward. The Iragi Oil Ministry and CPA have taken aggressive measures lo improve oil

production reliability, particulariy through the importl of electric generators, which have had a
major impact in boosting output and exports.

A highly qualified team has taken on the task of rebuilding Iraq’s oil infrastructure. Experienced
and well-qualified Iraqi managers and cngineers are in place at the Oil Ministry, the State Oil
Marketing Organization (SOMO), and the South and North Oil Companies. The Governing
Council named Ibrahim al-Uloum, an oil enginecr with international private sector experience, as
Minister of Petroleum. Thamir Ghadhban, a dedicated and competent scuior career Oil Ministry
executive, remains in place as the Oil Ministry’s CEQ. Steps are being taken every day by
Iragis, working closely with the U.S. Army Corps of Engineers, to repair the oil infrastructure.

There is considerable uncertainty surrounding future production and export projectjons for Iraq.
Iraqi oil is currently exported primarily via the post of Mina al-Bakr and the Persiad Gulf,
although the Iragi Oil Ministry intends to repair the Kirkuk-Ceyhan pipeline and consider other
export options. Exports are expected to increase sighificantly with the reopening of the Kirkuk-
Ceyhan pipeline. With flat domestic oil consumption and projected production averages in early
2004 of at least 2.4 million barrels/day, oil export revenues are also expected to increase

significantly to approximatety $12 billion in 2004 and $19 billion in 2005, although much will
depend on global market conditions.

In addition to Iraq's tremendous natural resources, the people of Iraq are also entitled to the
remaining assets of Saddam's regime in order to help them bear the burden of rebuilding. Itis
therefore imperative that Member States {ulfill the obligations imposed in paragraph 23 of
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Resolution 1483 to freeze and immediately cause the transfer to the Development Fund for Irag
of assets of the previous government of Irag, its state bodies, corporations and agencies, as well
as those assets removed {rom lraq by Saddam, senior officials of the former Iraqi regime, their

family members, and entitics owned or controlled by these persons, or people acting for or on
their behalf.

Many Member States are holding considerable assets frozen following Iraq's 1990 invasion of
Kuwait. By freezing these assets, states have, in effect, already made the determination that
these funds were controlied by the former Iragi regime. Other accounts have been frozen since
the passage of 1483, Thosc funds should not remain idle in frozen bank accounts around the
globe. They must be put to work to help the Iraqi people rebuild their country. In this regard, a
number of Member States have alrcady taken action,

The majority of Iraqi assets frozen by the U.S. government in 1990 following Iraq's invasion of
Kuwait, totaling $1.7 billion, have been transferred to the CPA and the balance will be
transferred shortly. Consistent with paragraph 14 of Resolution 1483, these resources have been
used for purposes benefiting the people of Iraq: approximately $1 billion has been disbursed for
payment of salaries and pensions of Iraqi civil servants, and approximately $200 million has
been disbursed for ministry budget operations, reconstruction of infrastructure projects, and
equipment for police forces, hospitals, schools, etc.

In addition, the United States transferred nearly $200 million in Iraqi funds to the DFI on July
15, 2003. These were funds that the United States had originally transferred to the UN escrow
account in accordance with Resolution 778 and that were subsequently restored in accordance
with paragraph 17 of Resolution 1483,

Transfers to the DFI are a matter of each member state's national laws, and some members may
require new regulations or other legal steps in order to transfer funds to the DFI. However, an
infusion of these funds will be a tangible example to the Iraqi people of the support of
governments around the world for their efforts to rebuild their country. Such action will also
stand as a clear repudiation of any financial ties to the old regime.

Together with the Iraqi Ministry of Finance, the Coalition has taken several important steps to
encourage macroeconomic stability in Iraq. New Dinar banknotes, based on the Old Iraqi Dinar
designs, are replacing the two Iraqi currencies in circulation; this exchange began on October 15,
and is proceeding well with some 20 per cent of the planned exchange completed by the end of
October. The existing Saddam (or Old Traqi) Dinar notes are poor qualily, easy to counterfeit
and, in practice, circulated widely in only two denominations - the 250 dinar note and the
10,000 dinar note -- hindering their utility as a means of payment. Past hyperinflation has also
undermined the old Iraqi Dinar as a store of value, The "Swiss" Dinars (circulating in the North)
are very old and many are effectively worn out. The new banknotes will provide an effective
means of payment in Iraq, help underpin currency stability and, for the first time in 12 years,
ensure that all of Iraq will use one set of banknotes. The new notes are exchangeable one-for-
one with the Saddam Dinar and a rate of 150 new dinar for one O1d Iraqi (or “Swiss”) Dinar. In

addition, the Central Bank of Iraq has begun limited foreign exchange auctions to stabilize the
exchange rate.
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I might comment here on the new independence of the Central Bank of Iraq. Under Saddam
Hussein’s rule, political interference was common ia credit and monctary policy, such as
monetary financing of the budget deficit. Today, a Central Bank of Iraq Boatd consisting of

Central Bank officials has the authority to determine and implement monetary and credit policy
without approval of the Ministry of Finance.

Finally, a word on the international community’s critical assistance in helping Iraqis establish a
market-based system, begin the process of reconstruction, and undertake other essential steps.
The work of the United Nations Development Group, the World Bank, and the International
Monctary Fund was essential to the completion of reconstruction needs assessments in 14
priority sectors in time for the October Iraq Donors’ Conference. The United Nations and the
World Bank cstimated the overail stock of reconstruction needs over the period of 2004-2007 at
$36 billion; they also cited some $20 billion in needs identified by Iraqi authorities. Iraqi experts
and representatives, as well as the CPA, cooperated with the UN and the World Bank ia the
preparation of the necds assessments, which are valuable tools (or the Iraqi authoritics and the
international donors’ community in considering how best to implement the tesults of the Iraq
Donors’ Conference in support of Iraqi reconstruction efforts.

On October 23-24, Spain hosted the Irag Donors’ Conference which included seventy-three
nations and 20 international organizations. As President of the Iraqi Governing Council for
October Ayad Allawi said, “success [in Madrid] will be a success for humanity and a help for
peace and sccurity in the world.” International donors pledged more than $33 billion for Iraqi

rcconstruction over the next four years, and some unable to assist financially offered technical
and other support to the Iraqi people.

Phase-out of the Qil-for-Food Program

An important clement of Iraq’s economic and societal health will be the smooth transition of the
Oil-for-Food program. Office of the Iraq Program Benon Sevan gave a lengthy briefing carlier
this weck on this issue; I will not dwell further on the preparations for transition. T would note,
however, that the World Food Program is continuing its respousibilities for handling
rencgotiations of prioritized food contracts and delivery of food under OFF contracts through the
end of June 2004. From that point forward, he Iraqi Ministry of Trade will assume
responsibility. WFP will be working with the Trade Ministry to conduct vulnerability studics to
determine how well the internal food distribution is working, and we will be prepared to discuss
implementation of responsibilities once we are beyond the transition.

Disarmament

Before I conclude and turn the discussion over to Emyr Jones Parry, who will spcak about
governance and humanitarian issues, among other points, I wanted to address the disarmament of
Iraq. On June 16, the Iraqi Survey Group (ISG) assumed responsibility for the mission of
scarching for and eliminating Iragi weapons of mass destruction, prohibited missile delivery
systems, and related infrastructure. Led by former IAEA inspector Dr. David Kay and U.S.

Army Major General Keith Dayton, the ISG is comprised of a military and civilian force. The
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ISG includes coalition personnel from the United States, the United Kingdom, and Australia, as

well as former U.N. Special Commission (UNSCOM) Iraq experts with direct experience on the
ground in Iraq.

The ISG is comprised of two task forces — one for exploitation, led by the U.S. Defense
Intelligence Agency (D1A), and another for disablement and elimination, led by the U.S. Defense
Threat Reduction Agency (DTRA). The ISG has consolidated the efforts of the various
intelligence collection operations currently in Irag under one national-level headquarters in order
to better exploit developing intelligence. Using quick reaction teams, the 1SG has been
investigating suspect sites based on leads derived from debriefings and interrogations and tips by
Iragi civilians. The ISG is systematically reviewing cxisting sites already identified by
intelligence. There are no pians to work with UNMOVIC on this effort at this time.

An interim report in October on the activities of the Iraq Survey Group (ISG) to datc detailed
numerous violations by Iraq of its UNSCR-mandatcd obligations. These include deliberate
cfforts to conceal equipment and WMD-related program activities from the UN during the
inspections beginning late 2002, clandestine laboratories and safehouses within the security
service apparatus that contained equipment subject to UN monitoring and suitable for continuing
CBW research, and plans and advanced design work for new long-range missiles with ranges up
to at least 1000 km -- well beyond the 150 km range limit imposed by the UN. A large body of
information has been developed though debriefings, site visits, and exploitation of captured Iragi
documents that confirms that Iraq deliberately concealed equiprient and materials from UN
inspectors when they returned in 2002.

This is a large undertaking which will continue to require significant time and resources. We
look forward to the time when the Security Council can {ully close the door on this long and

bitter chapter in Iraq’s history, with a new, stable, and secure Iraq exercising leadership for its
people and in the region.

Thank you.
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SUBJECT: GUIDANCE FOR NOVEMBER 21 UNSC SESSION ON
[ IRAQ/UNSCR 1483 IMPLEMENTATION

1. USUN is authorized to coordinate with UKUN to prepare
a joint U.S./U.K. presentation to the open session of the
| Security Council on implementation of UNSCR 1483 scheduled
. for November 21. Mission is requested to draw from the
\ following in preparing the U.S. presentation.

\ 2. BEGIN TEXT.

Mr. President, when we came together on August 21 to
discuss the implementation of Resolution 1483, it was in
the wake of the tragic attack of August 19 against United
Nations Headguarters in Baghdad. Three short months
later, even more innocent people have sacrificed their
lives in support of a vision of an Irag that is a
democratic, pluralistic country at peace with its
neighbors and a full member of the international
community. The same forces of terror that for so long
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plagued the Iragi people continue to resort to murder and
intimidation to prevent the realization of this vision.
We saw these forces strike again in the heinous November
12 attack on the Italian Carabinieri courageously serving
in Nasiriyah. However, this shadow has not and will not
succeed in preventing the emergence of a new Iraqg.

The people of Iraq are achieving successes on a daily
basis, some of which we will be discussing today. Yes,
there are difficulties, and the price paid is high.

Terror is being directed against the Iragi people and all
those who are trying to assist them in creating a new
Irag. The international community owes it to the future
peace and security of the region, as well as to the memory
of the victims of August 19, November 12 and other
attacks, to build upon the unanimous passage of Resolution
1511 and help the Iragi people defend themselves against
the terrorists who do not want the new Irag to succeed.

Iragis are well aware of the role they must play in their
own defense and they are taking on increasing
responsibility for their security every day. The Iragi
people are working, with the help of the Coalition, to

rebuild a strong Iragi police and to .stand up a new Iraqgi
arny .

Mr. President, Iragis also continue to take over
administrative regponsibilities and to provide for the
delivery of basic services to their country’s 25 million
people. Today, Iraq’s ministries are run by Iragi
ministers, appointed by and reporting to the Iraqi
Governing Council. Iragis are increasingly at the
forefront of the reconstruction effort, from electricity
to oil to schools. And today, the 0il-for-Food Programme
comes to an end. This is one more important step in the
establishment of a free Iraq, where the resources and
wealth of the nation are used by and for the Iragi people
as they take charge of their future.

Regarding Iraq’'s political transition, we have always
advocated the most rapid transfer practicable of governing
authority to the Iraqi people. The November 15
announcement by the Iragi Governing Council of a political
process te establish a representative transitional
national assembly to assume full sovereign powers in 2004
was a dramatic step forward, and one that should be
welcomed and supported by the international community.
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This timetable, as called for by UNSCR 1511, ensures that
Iragis are protected under the law. And, in accordance
with the wighes of the Iragi people, a permanent
constitution will be drafted by a constitutional
convention directly elected by the Iragi people. The
Governing Council’s announcement is an important step
toward realizing the vision of Iraqg as a democratic,
pluralistic country at peace with its neighbors.

Under the process announced on November 15, a Transitional
National Assembly will be formed to elect an executive
branch, select ministers and serve as a legislative body.
By June 30, 2004, this new transitional administration
will be recognized by the Coalition, and will assume full
sovereign powers for governing Irag. The CPA will then
dissolve, as will the Iragi Governing Council.

The Transitional National Assembly will be formed through
caucuses at the governorate level. The selection,
structure and powers of the assembly will be established
by a “fundamental law” with basic principles of openness
and transparency established as part of the November 15
Agreement. The delegates to the transitional assembly
will be selected no later than May 30, 2004.

The fundamental law will be drafted by the Governing
Council, in consultation with CPA, and will protect
freedom of speech and religion and include a statement of
equal rights for all Iragis. The law will establish a
federal arrangement for Iraq, to include governorates and
the separation and specification of powers to be exercised
by central and local entities. Importantly, the law will
have an expiration date, by which time a permanent
constitution for Irag is to be drafted and a new
Government of Irag elected.

The process announced on November 15 establishes a
timeline for the direct election of a constitutional
convention, no later than March 15, 2005, to draft a
permanent constitution for Irag. The constitution will be
ratified through a popular referendum, and a new Iraqi
Government will be elected under terms of the ratified
constitution, no later than December 31, 2005.

As Iragis assume increased responsibility for their own
security and governance, it will help further isolate
those who seek to undermine a free and democratic Iraq.
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These basic steps -- increased assumption by Iragis for
security, the creation of the Governing Council,
appointment of effective ministers to run Iraqi
ministries, and the continuing transfer of political

authority to Iragis -- are part of our planning for post-
Saddam Iraqg.

We are on the offensive against terrorists in Irag. While
the terrorists will work to murder innocents, coalition

and Iraqi forces are adapting to defeat the enemy and ,will
prevail.

Let us make no mistake. Coalition forces will remain in
Irag to assist the Iraqi people until our job is done.
Our goal remains the same: a free, democratic Irag, at
peace with the international community.

But the continued support of the international community
is critical. Last month, the international community came
together when the Security Council adopted Resolution 1511
and pledged over %33 billion in support to Iraqg at the
Madrid Donors’ Conference. I would like to take this
opportunity to thank the Spanish Permanent Representative
for his Government’s leadership in hosting the Donors’
Conference, which included representatives of 73 countries

and 20 international organizations. Much more, of course,
remains to be done.

As President Bush has stressed many times, the United
Nations has a vital role to play in Irag. We would
welcome the return of United Nations international
personnel to Irag to carry out the mandate called for in
Resolutions 1483 and 1511. The Coalition and the
Multinational Force stand ready to discuss with U.N.

officials appropriate security support, as envisioned
under Resolution 1511.

Security and stability underpin all other efforts on the
ground, and creating these conditions constitutes one of
four main priorities for the Coalition Provisional
Authority in its work with the Iragi people. Other
priorities include promoting local governance, supporting
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the economy and reconstruction, and improving essential
services, to which Ambassador Jones Parry will speak.

Despite the killings, bombs, and other attacks we witness
in the media, much of Iraqg is calm, and our strategy of
enabling Iragis to assume responsibility speedily for
their own security is achieving success. The reality that
cannot be captured by a television camera is that Iraqis
are coming together to expand conditions of security and
stability, adding an additional 116,000 personnel to the
security effort. They joiln 32 nations besides the United
States who have rallied with approximately 25,000 troops
on the ground as part of the multinational force.

The number of Iragis contributing to the security effort
is on a steady rise, having increased by more than 50,000
personnel over the last two months. These Iraqis are
actively engaged in operations to stabilize Iraqg and
thwart the terrorists who are killing Iraqi civilians, aid
workers, and Coalition personnel alike. 1Iragi security
personnel also are being targeted; their couxage,
commitment to their country, and hope for the future is
demonstrated by their pergseverance in the face of
casualties they have suffered.

The Iragi Civil Defense Corps (ICDC) is developing
capacity to foil saboteurs who target electrical
infrastructure, the oil industry, and other sectors
critical to Irag’s renewal. About 8,000 ICDC are on duty
and that number will increase to more than 20,000 over the
next several months. In addition, in order to protect
Iraq’'s strategic infrastructure, government buildings, and
cultural and educational assets, there is a new Facilities

Protection Service (FPS), with nearly 50,000 FPS guards
hired and trained.

Major progress is also being made with respect to the
Iragi police force. Approximately 54,000 police are back
on the streets. Looking ahead, 35,000 new Iragi police
recruits will be trained over the next two years in
Jordan. We are currently improving the physical
facilities at that training site to accommodate up to
3,000 students and 1,000 international trainers and
support staff, and the first class will begin on or about
November 26 with 500 students. The UK, Canada, Poland,
the Czech Republic, Austria, and Slovenia are planning to
contribute police trainers for the Jordan facility.
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Discussions with other countries for contributions are
ongoing. Following graduation from the 8-week basic
course, Iragi police recruits will participate in a 10-
month field training program at home, led by as many as
1.500 international police advisors. The U.S. plans to

provide up to 1,000 of these advisors, with the first 150
to be deployed in January.

Border security, with Iragi border posts capable of
interdicting the flow of terrorists and foreign fighters,
is an obvious security priority. Over 5,000 border patrol
forces are now on duty, and Iraq’s border police and

customs personnel will be expanded to number 13,600 by
Decenber 2004.

As it resumes full control of its affairs, Iraqg, like all
nations, will need a military for self-defense. On
October 4, nearly 700 Iraqi troops graduated from basic
training to form the first battalion of the new Iragi

Army. By July 2004, the Iragi Army will have three
divisions and 40,000 troops.

But force and recruit numbers, although they are headed in
the right direction, are only part of the story. The
international community has the opportunity and, indeed,
the obligation to help the Iragi people build highly
competent organizations which are dedicated to public
service and which maintain both high standards of
professionalism and respect for human rights. Only
through the creation of such an environment can the Iraqi

people have public confidence and develop and enjoy a
sound economy.

ADVANCING IRAQI EFFORTS TO RESTORE AND ESTABLISH NATIONAL
AND LOCAL INSTITUTIONS FOR REPRESENTATIVE GOVERNANCE

But before moving on to discuss economic and
reconstruction efforts, I would first like to say a few
words on developments vis-a-vis governance. Specifically,
since I already discussed in detail the national political
developments currently taking place in Irag, I will focus
on local level developments.

Iraq's democratic transition is dependant on the vitality
and effectiveness of Iragi institutions at the local
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level, where most of the decisions affecting individuals
are made. Local government provides the foundation for
democracy and promotes social stability by allowing
citizens a say in how their government operates.

Day-to-day operation of the Iragi government is now in the
hands of Iragis. Across the country, Iragi neighborhood,
district, and provincial councils represent the needs and
opinions of their constituents to the Iraqgi Governing
Council. These institutions are taking responsibility for
the delivery of essential services, and fostering citizen
participation in decision-making.

There are municipal councils in all major cities and most
towns, and provisional governorate councils have been
formed across the country. Two hundred neighborhood
advisory councils help provide services such as water,
education, public sanitation, health, and electricity.
More and more councils are budgeting and managing their
own resources. For example, in each of Baghdad’s 88
neighborhoods, citizens have freely selected
representatives for local governing councils. They, in
turn, choose members of nine District Councils and a 37-
member City Council. OQverall, more than 800
democratically selected Council Members are now hard at
work serving their fellow citizens. They include Sunnis,

Shias, and Christians, Arabs and Kurds -- and more than 75
wormern .

Over the coming months, the Coalition will continue to
work with the Governing Council to promote diverse and
representative citizen participation within and among
communities throughout Irag. Our focus will be on
increasing financial transparency and accountability, and
strengthening the capacity of local administrations to
provide essential municipal services.

Now I will turn to economic and reconstruction efforts,
beginning with Irag’s budget. On October 13, Minister of
Finance Kamil al-Gailani announced details of Iraq’s
Budget for 2004. The Budget meets the recurrent
expenditures of the Iraqi Ministries, including a
significant social safety net, provision of the most
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urgent daily and social needs of the Iraqi people, and
funding for some of the most pressing capital project.

The 2004 Budget anticipates revenues of around New Irag
Dinars (NID) 19 trillion ($13 billion), mostly from oil
revenues, with expenditures of NID 20.25 trillion ($13.5
billion). The Budget in 2004 is expected to run a deficit
of around NID 900 billion ($900 million), which will be
financed through refunds from cancelled 0Oil-for-Food (OFF)
contracts so that Irag will not need to borrow funds or
print money to finance the deficit. According to the
document, the Iraqgi Budget should be in balance in 2005
and 2006. Additional details can be found on the CPA
website at www.cpa-irag.org/budget.

As I noted, Iraq’s revenues are primarily derived from oil
sales. The proceeds from export sales of Iragi petroleum,
petroleum products, and natural gas flow into an account
of the Central Bank of Irag titled *01il Proceeds
Receipts.” At the end of each business day, 95 percent of
the export sales proceeds are transferred from the 0il
Recelpts Account to the Development Fund for Irag Account.
The other five percent is transferred into the United
Nations Compensation Fund. The CPA regulation which
governs the administration, use, accounting, and auditing

of the Development Fund for Iraqg (DFI) can also be found
on the CPA website.

Pursuant to Resolution 1483, on May 28, the UN transferred
$1 billion from unencumbered funds in the escrow accounts
to the “DFI Account.” The UN again transferred $1 billion
unencumbered OFF funds to the DFI Account on October 31,

followed by a subseguent transfer of $1 billion on
November 18.

I am pleased to note in this context that the executive
heads of the IMF, the World Bank, the Arab Fund for Social
and Economic Development and the United Nations signed the
terms of reference for the International Advisory and
Monitoring Board (IAMB) on October 21. These institutions
will soon announce their representatives to the Board.

The Board may then hold its first meeting and approve an

independent public accountant to audit the Development
Fund and export oil sales.

On the expense side, as of October 27, $668 million had
been spent from the Development Fund for a new currency
for Iraq, for repairs to the power system and the oil
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infrastructure, for wheat purchases, and for security
equipment for Iragi forces. Of that total, some $443
million was transferred to the Ministry of Finance for use
in paying salaries and pensions. The CPA remaing
committed to a transparent auditing and monitoring regime
that provides assurance that Iragi funds derived from the
Oil-for-Food escrow account and export oil sales are being
spent for the benefit of the Iragi people.

I'd like to now turn to Irag’'s oil sector. At present,
Iragi oil production is expected to exceed 2 million
barrels/day for the remainder of 2003 and its oil
production is steadily increasing toward a longer-term
goal of 3.1 million barrels/day by December of next year -
- a number which represents Irag’'s pre-conflict capacity.
As of October 17, Iragi oil production had reached 2.1
million barrels/day -- surpassing the prewar production
average for 2002 -- with exports at 1.4 million
barrels/day. TIragi domestic consumption of crude oil is
approximately 500,000-600,000 barrels/day. Although
production and exports do fluctuate significantly, the
trend line is steadily upward. The Iragi 0il Ministry and
CPA have taken aggressive measures to improve oil
production reliability, particularly through the import of
electric generators, which have had a major impact in
boosting output and exports.

A highly qualified team has taken on the task of
rebuilding Iraqg’s oil infrastructure. Experienced and
well-qualified Iraqi managers and engineers are in place
at the 0il Ministry, the State 0il Marketing Organization
{SOMO) , and the South and North 0il Companies. The
Governing Council named Ibrahim al-Uloum, an engineer with
international private sector experience, as Minister of
Petroleum. Steps are being taken every day by Iraqgis,
working closely with the U.S. Army Corps of Engineers, to
repair the oil infrastructure.

There is considerable uncertainty surrounding the future
production and export projections for Iraq. Iraqgi oil is
currently exported primarily via the port of Mina Al-Basra
and the Persian Gulf, although the Iraqgi 0il Ministry
intends to repair the Kirkuk-Cevhan pipeline and consider
other export options. Exports are expected to increase
significantly with the reopening of the Kirkuk-Ceyhan
pipeline. With flat domestic oil consumption and
projected production averages in early 2004 of at least
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2.4 nillion barrels/day, oil export revenues are also
expected to increase significantly to approximately $12
billion in 2004 and $19 billion in 2005, although much
will depend on global market conditions.

In addition to Iraq’s tremendous natural resources, the
people of Irag are also entitled to the remaining assets
of Saddam’s regime in order to help them bear the burden
of rebuilding. It is therefore imperative that Member
States fulfill the obligations imposed in paragraph 23 of
Resoclution 1483 to freeze and immediately cause the
transfer to the Development Fund for Iraq of assets of the
previous government of Irag, its state bodies,
corporations and agencies, as well as those assets removed
from Iraqg by Saddam, senior officials of the former Iraqi
regime, their family members, and entities owned or

controlled by these persons, or people acting for or on
their behalf.

Many Member States are holding considerable assets frozen
following Iraqg’'s 1990 invasion of Kuwait. Other accounts
have been frozen since the passage of Resolution 1483.
Those funds should not remain idle in frozen bank accounts
around the globe. They must be put to work to help the
Iragi people rebuild their country. In this regard, a
number of Member States have already taken action.

Virtually all Iragi assets frozen by the U.S. government
in 1990 following Irag’'s invasion of Kuwait, totaling $1.7
billion, have been transferred to the CPA. Consistent
with paragraph 14 of Resolution 1483, these resources have
been used for purposes benefiting the people of Irag and
have been primarily used for payment of salaries and
pension of Iragi civil servants.

In addition, the United States transferred approximately
$192 million in Iraqi funds to the DFI on July 15, 2003.
These were funds that the United States had originally
transferred to the UN escrow account in accordance with
Resolution 778 and that were subsequently restored in
accordance with paragraph 17 of Resolution 1483.

Those Member States that have yet to take the measures
necessary to comply with Resolution 1483's transfer
requirement should act expeditiously. An infusion of
these funds will be a tangible example to the Iraqgi people
of the support of governments around the world for their
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efforts to rebuild their country. Such action will also

stand as a clear repudiation of any financial ties to the
old regime.

Together with the Iragi Ministry of Finance, the Coalition
has taken several important steps to encourage
macroeconomic stability in Irag. New Dinar banknotes,
based on the 01d Iragi Dbinar designs, are replacing the
two Iraqi currencies in circulation; this exchange began
on October 15, and is proceeding well with some 65 percent
of the planned exchange completed by the middle of
November. The existing Saddam (or 0Old Iraqi) Dinar notes
are poor guality, easy to counterfeit and, in practice,
circulated widely in only two denominations -- the 250
dinar note and the 10,000 dinar note -- hindering their
utility as a means of payment. Past hyperinflation has
also undermined the old Iragi Dinar as a store of value.
The “Swiss” Dinars (circulating in the North) are very old
and many are effectively worn out. The new banknotes will
provide an effective means of payment in Iraq, help
underpin currency stability and, for the first time in 12
years, ensure that all of Irag will use one set of
banknotes. The new notes are exchangeable one-for-one
with the Saddam Dinar and a rate of 150 new dinar for one
01d Iraqgi (or “Swiss”) Dinar. 1In addition, the Central
Bank of Iraqg has begun limited foreign exchange auctions
to stabilize the exchange rate.

I might comment here on the new independence of the
Central Bank of Iraqg. Under Saddam Hussein'’'s rule,
political interference was common in credit and monetary
policy, such as monetary financing of the budget deficit.
Today, a Central Bank of Irag Board consisting of Central
Bank officials has the authority to determine and
implement monetary and credit policy without approval of
the Ministry of Finance.

Finally, a word on the Iraqgi effort, with the
international community’s critical assistance, to
establish a market-based system, begin the process of
reconstruction, and undertake other essential steps. The
work of the United Nations Development Group, the World
Bank, and the International Monetary Fund was essential to
the completion of reconstruction needs assessments in 14
priority sectors in time for the QOctober Donors’
Conference. The United Nations and the World Bank
estimated the overall stock of reconstruction needs over
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the period of 2004-2007 at $36 billion; they also cited
some %20 billion in needs identified by Iragi authorities.
Iraqi experts and representatives, as well as the CPA,
cooperated with the UN and the World Bank in the
preparation of the needs assessments, which are valuable
tools for the Iragi authorities and the international
donors’ community in considering how best to implement the

results of the Donors' Conference in support of Iraqi
reconstruction efforts.

At the October 23-24 Donors’ Conference in Madrid,
President of the Iragi Governing Council for October Ayad
Allawi said, “success [in Madrid] will be a success for
humanity and a help for peace and security in the world.”
Indeed, the Conference was a major success --
international donors pledged more than $33 billion for
Iragi reconstruction over the next four vears, and some
unable to assist financially offered technical and other
support to the Iraqi people. Financial assistance from
the international community will provide Iraqis with more
schools, hospitals, telecommunications, roads, and
bridges. It also will help build the country’'s security
forces and repair the oil and power infrastructure,
putting Iraqg back on the path toward economic prosperity
and stability. We urge the international community to
increase economic and reconstruction assistance to Iraq as
the Iragis continue on the road ahead toward a free,
stable and democratic Irag.

An important element of Irag’s economic and societal
health will be the smooth transition of the 0il-for-Food
program. Office of the Irag Program Benon Sevan gave a
lengthy briefing earlier this week on this issue; I will
not dwell further on the preparations for .transition. I
would note, however, that the World Food Program is
continuing its responsibilities for handling
renegotiations of prioritized food contracts and delivery
of food under OFF contracts through the end of June 2004.

From that point forward, the Iragi Ministry of trade will
assume responsibility.

DISARMAMENT
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Before I conclude and turn the discussion over to
Ambassador Jones Parry, who will speak about humanitarian
igsues, among other points, I wanted to address the
disarmament of Irag. On June 16, the Irag Survey Group
(ISG) assumed responsibility for the mission of searching
for and eliminating Iragi weapons of mass destruction,
prohibited missile delivery systems, and related
infrastructure. Led by former IAEA inspector Dr. David
Kay and U.S. Army Major General Keith Dayton, the ISG is
comprised of a military and civilian force. The ISG
includes Coalition personnel from the United States, the
United Kingdom, and Australia, as well as former U.S.
Special Commission (UNSCOM) Irag experts with direct
experience on the ground in Iraqg.

The ISG is comprised of two task forces -- one for
exploitation, led by the U.S. Defense Intelligence Agency
(DIA}, and another for disablement and elimination, led by
the U.S. Defense Threat Reduction Agency (DTRA). ' The ISG
has consolidated the efforts of the various intelligence
collection operations currently in Irag under one
national-level headquarters in order to better exploit
developing intelligence. Using quick reaction teams, the
ISG has been investigating suspect sites based on leads
derived from debriefings and interrogations and tips by
Iragi civilians. The ISG is systematically reviewing
existing sites already identified by intelligence. There

are no plans to work with UNMOVIC on this effort at this
time.

An interim report in October on the activities of the Iraq
Survey Group (ISG) to date detailed numercus violations by
Irag of its UNSCR-mandated obligations. These include

| deliberate efforts to conceal equipment and WMD-related
program activities from the UN during inspections
beginning late 2002, clandestine laboratories and
safehouses within the security service apparatus that
contained equipment subject to UN monitoring and suitable
for continuing CBW research, and plans and advanced design
work for new long-range missiles with ranges up to at
least 1000 km -- well beyond the 150 km range limit
imposed by the UN. A large body of information has been
developed through debriefings, site visits, and
exploitation of captured Iraqgi documents that confirms
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that Irag deliberately concealed equipment and materials
from UN inspectors when they returned in 2002.

This is a large undertaking which will continue to require
significant time and resources. We loock forward to the
time when the Security Council can fully close the door on
this long and bitter chapter in Irag’'s history, with a
new, stable, and secure Iraq exercising leadership for its
people and in the region.

Thank you.
END TEXT.
MINIMIZE CONSIDERED.
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Travel Documents/Border Control: Tragis we have consulted believe that the Saudis will
agree to issue ‘group’ visas for the manifests of buses/planes. Otherwise, CPA MOI
advisors are concerned that there will not be time to meet the demand for individual
Interim Travel Documents (ITDs); MOI can issue 1,500 per day maximum and must have
names by no later than December 8 to issue 25,000 ITDs if this is the only option. The
Iraqi Hajj Working Group chaired by MFA met on November 4. The Finance Ministry
representative said that in the past the Central Bank had printed special Hajj “travel
documents or passports” that Saudi Arabia has accepted for distribution by Awqaf — or
the MFA. We are exploring whether this is a real option or not. In addition, MOI will
need to staff land border posts by December 24 and any airports by January 8.

Transport: The MFA-chaired Hajj group has not resolved how they will choose bus
companies to transport the pilgrims and how the fees will be collected. We remain
concerned that the process for selecting tour companies is not sufficiently transparent.
This issue will have to be decided at a higher level. We are preparing an assessment for
you on whether CPA can support limited air charters. At the moment, we are considering
only the possibility of about 10 flights over two weeks at two regionally distributed
airports. If feasible, this will reduce the need to rent buses from other countries.
Decisions about bus/air charters should be made no later than November 30. We have
tasked CPA Transportation Advisors with providing an assessment/proposal on which
airports are capable and most suited for Hajj flights, taking into account technical,
logistic, political and security considerations and incorporating CJITF-7 and MOI
perspectives. CITF-7 is concerned in general about the security risk of using aircraft for
the Hajj.

Security: We recommend that Iraq not seck any significant increase in their established
Hajj quota or 25,000 this year. As soon as we have a firmer sense of the magnitude to the
quota final numbers of travelers and designated land/air border crossings, CJITF-7 will
provide a security plan to protect the pilgrims en route, including air charters, ifa
decision is made by CPA that the risk is acceptable, and overland. They also have
offered logistic support for MOI customs/immigration personnel at border posts.

COORDINATION: MFA, Governance, Religious Affairs, Transportation, Interior,
Culture & Tourism, CJTF-7
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3. Different views with the public?

Not on the Turkish issue.

The GC suffers from a lack of credibility on the street as it is; we should not expect
it to "invite" in additional forces.

We do not have a clear picture of the public view of other, non-neighboring forces.

We have heard of a grudging acceptance of U.S./British forces as occupiers that
may not extend to others. (Simply put: Iragis tacitly accept that the U.S. - asa
superpower - "deserves" to be an occupation force, whereas the Bangladeshis and
others may not be seen as "up to the task.")
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Milestones(lraq and Germany)

iraq Germany

Local Governments installed 2 months 8 months
iIndependent Central Bank 2 months 3 years
Police established 2 months 14 months
New Currency 2 2 months 3 years
Training new Military 3 months 10 years
Major Reconstruction plan 4 months 3 years
Cabinet Seated 4 months 14 months
War trials Pending 6 months
National Elections Pending 4 years

| New Constitution Pending 4 years

l Full Sovereignty Pending 10 years

|
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