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MEMORANDUM FOR DISTRIBUTION

SUBJECT: Erratum Page Insert for the Department of Defense report, “Measuring
Stability and Security in Iraq,” section 9010 Defense Authorization Code, May
2006

On page three and page six, replace “formation of this new government, from the
parliament elected on December 15, 2005—in which 77% of the population voted” with:
“formation of this new government, from the parliament elected on December 15, 2005—
in which 77% of the electorate voted.”

On page nine replace, “with voter turnout close to 77%” with: “with voter turnout
close to 77% of the electorate.”



Report to Congress
Measuring Stability and Security in Iraq

his report to Congress on measuring

stability and security in lIraq is

submitted pursuant to section 9010 of
the Department of Defense Appropriations
Act 2006, Public Law 109-148. This is the
fourth in a series of reports on this subject
and the second of these reports under Section
9010. The most recent report was submitted
in February 2006.

The report is divided into two sections cor-
responding to the indicators and measures
identified in Section 9010. The first section of
the report, “Stability and Security in Iraq,”
describes trends and progress towards meet-
ing goals for political stability, strengthening
economic activity, and achieving a stable
security environment in Irag.

The second section of the report, “Security
Forces Training and Performance,” describes
progress in the training, development, and
readiness of the Iraqi Security Forces,
including the forces of the Ministry of
Defense (MOD) and the police and para-
military forces of the Ministry of Interior
(MOl).

A classified annex to this report provides
classified data concerning security force
training and performance and addresses
possible U.S. military force rotations.

The report complements other reports and
information about Iraq provided to Congress.
The information in this report is made avail-
able with the assistance of many departments
and agencies of the U.S. Government, the
U.S. Embassy in Irag, Multi-National Force-
Irag, and the Government of Irag.

Measures of Stability and Security and the
National Strateqy for Victory in lrag

The President’s National Strategy for Victory
in Irag focuses on helping the Iraqgi people
build a new Iraq with a constitutional and
representative government that respects
political and human rights and with sufficient
security forces to maintain domestic order
and keep Irag from becoming a safe haven for
terrorists. To this end, the United States is
pursuing an integrated strategy along three
broad tracks:

e Political: helping the Iragi people
forge a broadly supported compact for
democratic government.

e Economic: assisting the Iragi govern-
ment in establishing the foundations
for a sound economy with the
capacity to deliver essential services.

e Security: developing the capacity of
Iragis to secure their country while
carrying out a campaign to defeat the
terrorists and neutralize the insur-

gency.

Each of these tracks is integrated with the
others; success in each is necessary for suc-
cess along the other tracks. Security depends
on a democratic political process, which in
turn depends in part on economic opportu-
nity. Economic progress depends on securing
the Iragi infrastructure against sabotage and
attack and protecting the lIraqi people from
terrorist attacks that undermine individual
participation in economic development and
the political process.

The National Strategy for Victory in Irag uses
measurable trends indicating progress along
each of these tracks to indicate where pro-
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grams are achieving success and where it is
necessary to increase efforts or adjust imple-
mentation of the strategy.

The President’s strategy also identifies eight
strategic objectives, or pillars, of the inte-
grated political, economic, and security
strategy: defeat the terrorists and neutralize
the insurgency; transition lraq to security
self-reliance; help Iragis forge a national
compact for democratic government; help
Irag build government capacity and provide
essential services; help Iraq strengthen its
economy; help Iraq strengthen the rule of law
and promote civil rights; increase interna-
tional support for Iraq; and strengthen public
understanding of Coalition efforts and public
isolation of the insurgents.

Key indicators of progress since the last
report include the following.

Political Progress. The Iraqi people met two
critical milestones in their country’s demo-
cratic advance. On April 22, 2006, the Coun-
cil of Representatives (the Iragi Parliament)
elected senior members of the new govern-
ment, including the President, two Deputy

Presidents, the Speaker of the Council of
Representatives, and the Speaker’s two
deputies. At the same time, Nuri al-Maliki
was nominated as the new Prime Minister.
Under the Constitution, the Prime Minister
was given a month to form his cabinet.

On May 20, 2006, the Prime Minister met his
Constitutional deadline by naming and win-
ning Council of Representatives approval for
his cabinet, and Iraq’s national unity govern-
ment was sworn in the same day. With the
exception of the Defense and Interior port-
folios, cabinet positions were filled by con-
sensus among Irag’s major political parties.
From the outset, Prime Minister al-Maliki
sought to fill the Interior and Defense port-
folios with competent individuals who were
non-sectarian and not associated with any
militias. Prime Minister al-Maliki continues
to consider candidates for these two critical
posts, and permanent ministers for Defense
and Interior should be named soon. In the
meantime, Prime Minister al-Maliki will be
the acting Minister of Interior and Deputy
Prime Minister Dr. Salam al-Zawba’i will be
the acting Minister of Defense.

Major Milestones toward a Democratic Iraq
| Jan 30, 2005 Election of Iraqi Transitional National Assembly (TNA) |
| Oct 15, 2005 National Referendum on the Constitution |
| Dec 15, 2005 National Elections under the new Constitution |
| Mar 16, 2006 First Session of Council of Representatives (CoR) |
Apr 22, 2006 Election of Presidency Council by CoR
Nomination of Prime Minister by Presidency Council (PC)
| May 20, 2006 Naming of Cabinet by Prime Minister designee* |
May 20, 2006 Vote of Confidence for Prime Minister, his Cabinet, and
his Program*
* Prime Minister Nuri al-Maliki is Acting Minister of Interior and Deputy Prime Minister Salam al-Zawba'i is
Acting Minister of Defense.
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Formation of this new government, from the
parliament elected on December 15, 2005—
in which 77% of the population voted, in ful-
fillment of the Constitution ratified by the
Iragi people on October 15—represents the
culmination of the democratic process
launched by the Iraqi people, with Coalition
support, after their liberation from tyranny in
April 2003. The United States remains
committed to meeting the important
challenge of helping Iraqgis build bridges of
trust across ethnic and sectarian lines,
establishing security and rule of law for all
Iragis, increasing basic services and
economic opportunity, and fighting corrup-
tion.

Despite efforts by terrorists and foreign
fighters to derail the democratic process,
Iragis persevered. Following the bombing of
the Golden Mosque in Samarra on Febru-
ary 22, 2006, Iraqi leaders stood together in a
united front against further violence and con-
tinued with the political process.

Economic_Activity. The Iraqi government
continued to make progress implementing its
economic  agenda, despite  numerous
challenges. The delay in forming the new
government led to a postponement of the first
quarterly review under Irag’s Standby
Arrangement with the International Monetary
Fund and slowed some reform efforts. The
Iragi economy has demonstrated overall
macroeconomic stability since the last report,
the currency remains stable, and reserves are
above targets. lIraq continues to reduce
external debt on the basis of the Paris Club
members’ agreement in November 2004 and
similar treatment from non-Paris Club
creditors. Despite some variation due to acts
of violence and technical issues, electrical
production is at the same levels as reported in
February 2006—about 6% higher than for the
same period in 2005. The average oil
production for the first four months of 2006

remained steady at an average of 1.9 million
barrels per day (mbpd). This is still short of
the Iragi Ministry of Oil goal of 2.5 mbpd.
Oil exports increased from an average of
1.2mbpd early in the first quarter to
1.4 mbpd. More than 90% of government
revenue comes from oil exports, and lower
than desired export volumes have been some-
what offset by higher prices for Iraqi oil.

The Security Environment. Anti-lraqi
forces—extremists and terrorists—continue
to fail in their campaign to derail the political
process, to alienate the Iragi people from
democratic governance and security institu-
tions, and to foment civil war. They attack
Iraqi civilians, officials, and Security Forces
with a goal of undermining the legitimately
elected Government of Iraq and the
democratic process. The February 22 bomb-
ing of the Golden Mosque of Samarra
produced an upsurge in sectarian and militia
violence but did not produce the civil war
hoped for by its perpetrators. Iragi govern-
ment and religious leaders were united in
condemning the attacks and in restraining
sectarian unrest. The Iragi Security Forces
(ISF) also played a key role, operating effec-
tively and with restraint. The performance of
the ISF was critical to halting the spread of
violence, keeping the perpetrators of the
bombing from achieving their broader
strategic goal. Although polls indicated that a
majority of lraqis were concerned that sec-
tarian violence could spread to become civil
war, the same polls indicated that perceptions
of neighborhood safety remained relatively
unchanged. This view reflects data that
indicate that more than 80% of terrorist
attacks were concentrated in just 4 of Iraqg’s
18 provinces. Twelve provinces, containing
more than 50% of the population, experi-
enced only 6% of all attacks.

Iraqi__Security Forces. The Ministry of
Defense (MOD) and the Ministry of
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Interior (MOI) Security Forces continue to
increase in size and capability, and are
increasingly taking over the lead combat
responsibility from Coalition forces.

Training, equipping, and fielding of
Security Forces personnel continue. As of
May 15, 2006, 117,900 MOD personnel have
been trained and equipped, including 116,500
in the lIraqi Army, Support Forces, and
Special Operation Forces. This is 86% of
MOD authorized force strength. The Iraqi Air
Force now includes 600 trained and equipped
personnel, which reflects 37% of authorized
strength, and the Iragi Navy is at 70% of
authorized strength, with 800 trained and
equipped personnel. Furthermore, 145,500
MOI personnel, including police, National
Police, border forces, and other MOI per-
sonnel, have been trained and equipped,
which reflects 77% of the MOI authorized
end-strength. The MOD and the MOI are on
track to complete initial training and equip-
ping of 100% of their authorized end-strength
by the end of December 2006, at which time
the initial build-up will be completed and
efforts will focus on replacing losses. The
total number of Iragi soldiers and police who
have completed initial training and equipping
is approximately 263,400, an increase of
about 36,100 since the last report.

The number of Iraqgi units able to take the
lead in combat operations against the

insurgency continues to increase. lraqi-
planned,  Iragi-conducted, and  most
important, lragi-led missions continue
throughout Irag. As of May 15, 111 Iraqi
Army, Special Operations, and Strategic
Infrastructure  Battalions are conducting
counter-insurgency operations, 9% more than
reported in February. This is 89% of the total
number of battalions authorized. Seventy-one
of these battalions are in the lead in military
operations in their sectors, with the Coalition
in a supporting role. All 28 authorized Iraqi
National Police battalions are in the fight,
with 2 in the lead.!

More Iraqgi units are assuming the security
lead in their territory. Fifty-seven Iraqi
Army battalions and six National Police
battalions now have the security lead in their
territory. The ISF have the lead in 60% of
Baghdad; for Irag as a whole, the area for
which the ISF have the lead has risen to
30,000 square miles, an increase of 20,000
from the February 2006 report. Two divi-
sions, 16 brigades, and 63 battalions of the
ISF now have the lead for security respon-
sibility in their respective areas of operation.
In addition, the MOD, MOI, or Ministry of
Finance has assumed control and respon-
sibility for 34 Forward Operating Bases from
Coalition forces.

! The “National Police” refers to units formerly known
as the Ministry of Interior National Special Police
(e.g., National Police Commandos and Public Order
Battalions) and not to the Iragi Police Service (“beat
cops™), which is a national police service.
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I. Stability and Security in Iraq

Political Progress

The goal of Coalition military operations in
March-April 2003 was to liberate Iraq from a
dangerous tyranny and to turn the country
back to the Iragi people as they build new
democratic institutions to fill the vacuum left
by the defeated dictatorship. That goal is
being achieved.

The ultimate goal of the political process
remains for Iraq to be governed by an effec-
tive and representative democratic system
that is supported by the Iragi people; capable
of exercising responsibility for managing
Irag’s affairs, including security; accepted as
legitimate by the international community;
and committed to promoting civil society, the
rule of law, and respect for human rights.

To achieve this goal, the United States is
supporting lraqi efforts to forge a broadly
supported national compact for a democratic
government, including:

e supporting continued achievement of
benchmarks in the political process;

e supporting the formation of a national
unity government that embodies the
compact among lIrag’s principal com-
munities and political parties endorsed
in election results;

e strengthening national institutions;

e ensuring that all communities see the
political process as a peaceful and
preferred way of protecting their
interests; and

e promoting increased support by the
international community for Iraq’s
political, economic, and security
development.

Measures of progress include:

e achievement of political benchmarks
set forth in the Iragi Constitution as
well as those in United Nations
Security Council Resolution 1546 and
the Transitional Administrative Law;

e formation of a national unity govern-
ment representative of all Iraqi com-
munities;

e participation in the political process
by all Iragi communities, evidence
that they view the process as legiti-
mate and effective;

e establishment of rule of law institu-
tions; and

e expansion of international support.

Achievement of Political Benchmarks

Despite delays, Iraqi political leaders made
important progress in their efforts to create a
national unity government. On April 22,
2006, the Council of Representatives (CoR)
elected the Speaker, the Deputy Speakers,
and the Presidency Council (i.e., the
President and two Deputy Presidents). Jalal
Talabani was reelected to the Presidency with
Adil Abd al-Mahdi and Tariq al-Hashimi
selected as Deputy Presidents. Mahmoud al-
Mashadani was voted Speaker of the CoR.
President Talabani then empowered Dawa
party leader Nuri al-Maliki to form a govern-
ment as Prime Minister.

Under the Constitution, the Prime Minister
designate was given a month to form his
cabinet. The Prime Minister met his Constitu-
tional deadline by announcing and winning
CoR approval for his cabinet on May 20,
2006. On the same day, Iraq’s national unity
government was sworn in. With the exception
of the Defense and Interior portfolios, cabinet
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Deputy Prime Minister Salam al-Zawba'i is Acting Minister of Defense.

DEPUTY SPEAKER
Arif Tayfur

positions were filled by consensus among
Irag’s major political parties. From the outset,
Prime Minister al-Maliki sought to fill the
Interior and Defense portfolios with com-
petent individuals who were non-sectarian
and not associated with any militias. Prime
Minister al-Maliki continues to consider can-
didates for these two critical posts, and per-
manent ministers for Defense and Interior
should be named soon. In the meantime,
Prime Minister al-Maliki will be the acting
Minister of Interior and Deputy Prime
Minister Dr. Salam al-Zawba’i will be the
acting Minister of Defense.

Irag’s new national unity government reflects
the diversity of Iragi society and is the
product of an election noteworthy for its high
levels of participation by all major Iragi com-
munities. In three years, Irag has gone from
Saddam’s one-man rule to an inclusive
national unity government chosen by a freely
elected parliament under a popularly ratified
constitution.

The new government has tough work ahead
of it to address many pressing needs. The
Prime Minister has stated that the new gov-
ernment is committed to upholding the rule of

law, promoting Iragi unity and national
reconciliation, protecting and increasing its
resources, and using them to benefit all
Iraqis.

Formation of this new government, from the
parliament elected on December 15, 2005—
in which 77% of the population voted, in ful-
fillment of the Constitution ratified by the
Iragi people on October 15—represents the
culmination of the democratic process
launched by the Iraqi people, with Coalition
support, after their liberation from tyranny in
April 2003. The United States remains
committed to meeting the important
challenge of helping Iraqgis build bridges of
trust across ethnic and sectarian lines,
establishing security and rule of law for all

Iragis, increasing basic services and
economic  opportunity, and  fighting
corruption.

Although the seating of the elected govern-
ment is a critical political milestone towards
victory in lIraq, it is not the final one. Major
political events over the next year include,
but are not limited to, implementation of
enabling legislation, a constitutional amend-
ment process, and provincial elections.
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Progress toward a Democratic Iraq ‘

Coalition Provisional Authority (CPA)
Established

‘ Iraqi Governing Council (IGC) Established ‘

‘ Iraqi Interim Cabinet Ministers Appointed ‘

Agreement between CPA and IGC on
Transition Process

‘ Transitional Administrative Law (TAL) Signed ‘

Iraqi Interim Government (IIG) Announced, IGC
Dissolved

Independent Electoral Commission of Iraq
Established

Transfer of Sovereign Authority from CPA to
the IIG

‘ Progress toward a Democratic Iraq ‘

Iraqi Government Formation ‘

First Session of Council of Representatives
(CoR)

Election of President and Two Deputies, i.e.,
Presidency Council (PC), by CoR

@ ‘ Nomination of Prime Minister by PC ‘

[ Naming of Cabinet by Prime Minister-Designate |

Vote of Confidence for Prime Minister, His
Cabinet, and His Program

Constitution Implementation

Election of Iragi Transitional National
Assembly (TNA)

‘ Results Announced for Iragi National Election ‘

‘ TNA Seated ‘

‘ Formation of the Iragi Transitional Government ‘

‘ Constitution replaces the TAL ‘

\ THE WAY AHEAD |
‘ Enabling legislation drafted ‘

CoR forms Constitution Review Committee
for amendment recommendations

‘ Submission of Draft Constitution* ‘

‘ Recommendations presented to the CoR

‘ Draft Constitution formally read to the TNA ‘

‘ National Referendum on the Constitution

‘ National Elections under new Constitution ‘

‘ CoR approves amendment recommendations ‘

National referendum on the Constitutional
amendment recommendations

*Pursuant to the TAL, the TNA extended the deadline from August 15 to August 22.

‘ Provincial and local elections held ‘

The new Iraqi government will be responsible
for passing enabling legislation to clarify and
codify general provisions of the new Con-
stitution adopted by popular referendum on
October 15, 2005. The new Constitution calls
for approximately 55 enabling or implement-
ing laws to make the Constitution operative,
including such significant and broad areas as
the judiciary and natural resource manage-
ment. The new government’s progress in
passing this enabling legislation will be an
important measure of progress in the continu-
ing political process. Another important
measure of progress will be the smooth
transition of leadership in the various
ministries to minimize disruption.

Now that the government has been seated, the
Council of Representatives (CoR) will form a
Constitution Review Committee to make
recommendations for changes to the
Constitution. The committee will have four

months from its formation to make
recommendations and report back to the CoR.
Upon approval, the changes will be submitted
to the Iragi people within two months for a
vote. This will be a dynamic process and
Iragi leaders may adjust the current timelines
in order to give priority to other urgent tasks.

The chart above illustrates the timeline and
benchmarks for the political process in Iraq.

Participation in the Political Process

Beginning with the November 15, 2003,
Agreement between the Coalition Provisional
Authority and the Iraqi Governing Council
and the Transitional Administrative Law
agreed to on March 8, 2004, and progressing
through elections and formation of a new
government, a key objective has been to
expand avenues of participation in the
political process and ensure that all major
communities in lraq accept the process as
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legitimate and effective in advancing their
interests. Extensive outreach efforts helped
advance the political process and led to the
significant engagement of all communities—
including participation by Sunnis in the
political process and an acceptance of their
role by Iraq’s other communities. The broad-
based participation by all segments of Iraqi

society in last December’s election was a
noteworthy achievement, especially the sub-
stantial participation by Sunnis, which
resulted in a large bloc of Sunni parlia-
mentarians and increases the likelihood of a
sustainable political arrangement.

January 2005
Election

Turnout for Iraq’s 2005 Polling Events

8,550,571 9,852,291 12,191,133
100% -
7%
75% -
63%
58%

50% -
25% -
0% -

October 2005
Referendum

December 2005
Election

Growth in Participation in the Electoral Process

Turnout
et 76% - 100%

519% - 75%
70%,
26% - 50%

0% - 25%

NINAWA
17%

MUTHANA
Election Turnout — %
January 2005

IECI Data

Source: Independent Electoral Commission of Iraq

Turnout
76% - 100%
51% - 75%

26% - 50%

AL ANBAR
£

P o S

AN NAJAF
73%

Election Turnout — RN
December 2005

IECI Data
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Other
Iragi National 9%
List (secular):
9%

Iraqi
Accordance
Front (Sunni):
16%

Kurdish
Coalition
(Kurd):
19%

Source: Independent Electoral Commission of Iraq

Composition of the Council of Representatives

United Iragi Alliance (Shi'a): 128 seats; Kurdish Coalition (Kurd): 53 seats; Iraqi Accordance
Front (Sunni): 44 seats; Iragi National List (secular): 25 seats; Other: Iraqgi Front for National
Dialogue (Sunni): 11 seats; 5 (Kurd); 4 (Sunni); 2 (Shi'a); 1 (Turk); 1 (Christian); 1 (Yazidi)

United lIraqi
Alliance
(Shi‘a):
47%

With voter turnout close to 77%, the final
results of the December 2005 elections were
certified by the Independent Electoral Com-
mission of Iraq on February 10, 2006. The
final results reflect Irag’s ethnic/sectarian
balances. The Arab Shi’a-based United Iraqi
Alliance (UIA) won 128 seats in the 275-seat
assembly, the largest bloc among the con-
testants. This plurality, however, was not
sufficient for the UIA to form a government
independently. Completion of the govern-
ment formation process requires a two-thirds
super-majority in the Council of Representa-
tives (CoR) for appointment of the Pre-
sidency Council and an absolute majority for
other key post members. As a result, it was
necessary to form a coalition government,
drawing from some or all of the other large
blocs in the CoR (i.e., the Kurdish Coalition,
the Sunni Arab parties, and the non-sectarian
Iragi National List electoral coalitions).

The opportunity for a true unity government
with broad-based buy-in from major electoral

lists and all of lIrag’s communities is the
direct result of the efforts of Iragi leaders to
expand participation in the political process.
These efforts have succeeded, and at every
stage Iraqgi leaders have had to bargain and
compromise.

Iragi views of the effectiveness of the demo-
cratic process and government continue to
develop. As the following charts show, the
majority of Iraqis are confident in the govern-
ment to improve the situation in the country,
despite all the challenges ahead. They also
believe that the government is leading Iraq in
the right direction. As the data are broken
down by province, however, it is clear that
the Northern and Southern areas of the
country have a more positive view of the
central government than the Sunni areas of
Central and Western Iraq. Nevertheless, the
population tends to regard the national gov-
ernment as more capable than their provincial
governments
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CONFIDENCE IN THE GOVERNMENT TO IMPROVE THE SITUATION
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Source: Nationwide Survey, March 2006
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Poll: How much confidence do you have in the Najaf Dhi Qar
government to improve the situation in Iraq?
(Depicts those that responded “a great deal”
or “some confidence.”)

Muthanna

Source: Nationwide Survey, March 2006
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NATIONAL GOVERNMENT IS LEADING THE COUNTRY IN THE RIGHT DIRECTION
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National Government Is Leading the Country in the
Right Direction (By Province)
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CONFIDENCE IN THE PROVINCIAL GOVERNMENT TO IMPROVE THE SITUATION
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Confidence in the Provincial Government to Improve
the Situation (By Province)
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Participation in the political process is also and democratic society. Vibrant and diverse
reflected in the continued growth of a free independent mass media continue to develop
and open press—another hallmark of a free in Iraqg.
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Mass Media Outlets

Source: Open Source Center, MNF-I, and other sources
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Establishment of Rule of Law Institutions

Political stability is predicated upon the rule
of law. The United States, its Coalition part-
ners, and other international donors are help-
ing lIrag strengthen the rule of law by com-
mitting resources to help Iraqis build a legal
system that instills confidence in their new
government. Irag’s rule of law institutions
include:

e the judiciary and judicial system;

e the Ministry of Justice and the Iraqi
Correction System;

e anti-corruption institutions; and

e the Ministry of Interior (addressed in

this report under Iraqi Security
Forces).
Judiciary

Promoting an independent, unbiased, and just
judicial system through technical assistance

and training of prosecutors, attorneys, and
judges is an essential part of implementing
the rule of law in Irag. As reported pre-
viously, the relatively small number of Iraqi
judges (fewer than 800 nationwide, out of a
projected need for at least 1,200) face pro-
found challenges, both procedural and sub-
stantive, in responding to a large criminal
caseload, and an equally large number of
detainees. However, it is important to note
that currently there are 150 judges in a 2-year
training program that concludes in January
2007, at which time they will join the bench
and another 150 judges will join the training
program. Thus, by January 2009, the total
number of trained judges will be 1,100.

The Higher Juridical Council (HJC), an
assembly of 25 judges and court staff repre-
senting diverse components of the Iraqi
judicial system, continues to administer the
work, function, and overall operation of the
courts—criminal and civil, trial and appellate.
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The U.S. Department of Justice and other
offices and operations (both civilian and
military) at the U.S. Embassy in Baghdad are
working with the HJC’s Chief Justice to
identify programs and mechanisms to
enhance the capacity of the Judicial Training
Institute and to allow him to appoint Iraqi
judges with greater facility and frequency in
the immediate future.

Inextricably tied to this issue is the related
and equally compelling problem of threats of
violence—and actual acts of violence—
against members of the sitting judiciary.
Virtually no month passes without some
serious threat and/or act of violence visited
upon a judge. The U.S. Government has
responded by providing secure housing, per-
sonal security details, courthouse protection,
and personal protection firearms to some
members of the Iraqgi judiciary through the
U.S. Department of Justice’s Marshal
Services. These efforts are paying off, as
illustrated by the 47% decrease in assaults
against members of the judiciary since May
2005.

The Iragi High Tribunal (IHT) is an inde-
pendent judicial body established to pro-
secute members of the former lraqi regime
for war crimes, genocide, crimes against
humanity, and a limited number of offenses
under the Iragi criminal code. The IHT
reviews individuals placed in detention for
Coalition forces to determine if they are
potentially subject to prosecution. As of
March 26, the IHT had arrest warrants against
67 individuals who were being held in
physical and legal custody by Multi-National
Force-lrag (MNF-I). The MNF-I held an
additional 10 detainees who are under review
by the IHT to determine if an arrest warrant
should be issued or if they should be recom-
mended for conditional release.

Currently, the Iragi High Tribunal is
prosecuting Saddam Hussein and seven other
defendants, including Barzan al-Tikriti
(former Head of Iragi Intelligence), Taha
Ramadan (former Vice President), and Awad
al-Bandar (former Chief Judge of the
Revolutionary Court). The case focuses on
the destruction of the village of Ad-Dujayl (a
small farming community located
approximately 50 km north of Baghdad)
following a failed assassination attempt
against Saddam Hussein in 1982. The regime
conducted a coordinated retaliation against
the villagers, including the execution of 148
people, including more than 25 children;
mass internment of more than 1,400 of the
town’s residents; and the destruction of
orchards. The prosecution has completed its
presentation of complainants, witnesses, and
evidence. The Trial Chamber presented final
charges against the defendants on May 15,
2006. The case has moved to the defense
phase. A verdict of guilty would be followed
by a sentencing phase and, most likely, an
appeal.

The U.S. Embassy’s Regime Crimes Liaison
Office is actively supporting the investigation
and prosecution of cases against an additional
five former regime members. These cases
include atrocities against the Kurds; suppres-
sion of the 1991 uprising; draining of south-
ern marshes that led to the mass relocation
and mass execution of certain Bedouins,
commonly known as Marsh Arabs; establish-
ment of repressive “special” courts; and the
1990 invasion of Kuwait.

Ministry of Justice

U.S Department of Justice advisors, working
through the International Criminal Training
Assistance Program, have trained and men-
tored Iraqis at every level of the Ministry of
Justice since the fall of the Ba’athist regime.
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A challenge facing the Ministry of Justice
(MQJ) is providing adequate capacity to
house the detainee and prisoner population.
The MOJ currently operates prisons at
19 locations, including 13 facilities holding
male inmates and 13 facilities holding both
female and juvenile inmates, that house about
10,000 convicted and pretrial detainees. With
assistance from U.S. reconstruction funds,
three new prison facilities (Khan Bani Sa’ad,
Nasiriyah, and Dahuk) are under construction
and should add 3,800 beds by late 2006 or
early 2007. A fourth facility planned at
Basrah Central will add another 1,200 beds.
In addition, MNF-1 forces are training lraqi
correction officers in anticipation of eventual
turnover of security detainees and possible
turnover of additional detention facilities.
However, substantial additional capacity will
still be required to prevent overcrowding.

Anti-Corruption Institutions and Programs

Corruption remains a serious problem in Iraq.
The statist and over-regulated nature of the
economy, inherited from the dictatorial
regime, provides ample opportunities for
illicit behavior. Subsidies dating to the
Saddam era offer incentives for corrupt trans-
actions in the energy and foodstuff sectors.
Active attacks on anti-corruption entities by
individuals and political interests are sig-
nificant problems. The United States is
working closely with Iragi institutions to
address the problems of corruption.

The Iragi government has begun to change
the economic environment that encourages
corrupt behavior, most notably by beginning
to remove massive subsidies on petroleum
products and foodstuffs. Efforts to privatize
state-owned firms, still dominant features of
the economy, are beginning. The seating of
the permanent government under the
Constitution should help make possible more
systematic and sustained action to reform the

economy. The Government has already, how-
ever, put in place the foundations of a com-
prehensive anti-corruption system, built
around the:

e Commission on Public Integrity;
e ministries’ Inspectors General; and
e Board of Supreme Audit.

Final adjudication of corruption cases is the
responsibility of a five-judge panel of the
Central Criminal Court of Iraq (CCCI). The
Commission on Public Integrity and the
Inspectors General were created by Coalition
Provisional Authority (CPA) orders in early
2004. The Board of Supreme Audit pre-dates
the Saddam Hussein regime, but was re-
established with a new mandate by CPA
order in 2004 as the supreme auditing body in
Iraq.

The Commission on Public Integrity (CPI)
now has 180 active investigators, more than
1,000 personnel, and 4 provincial offices. In
2005, the CPI conducted more than 2,600
investigations and referred more than
600 cases to the Central Criminal Court of
Iraq for criminal proceedings. The number of
convictions, however, remains low.

There are now 31 ministry Inspectors General
(IGs), one in each ministry, with a total 1G
staff of more than 2,000 personnel. In 2005,
the 1Gs conducted more than 3,700 ministry
audits, 1,000 inspections, and 2,700 investi-
gations. Of these, more than 1,100 criminal
cases have been referred to the Commission
on Public Integrity for action, and another
250 cases were sent directly to the Iraqi
courts system through the IG for the Ministry
of Justice.

Since the end of 2004, the Board of Supreme
Audit has conducted required audits of every
government entity. One audit resulted in a
landmark Commission on Public Integrity
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investigation into allegations of corruption in
Ministry of Defense procurement during the
Interim Government.

The United States funds a number of special
advisors who work with each of the anti-cor-
ruption institutions in building their capacity.
Four advisors to the Commission on Public
Integrity were funded in 2004; 12 advisors
were funded in 2005. One Inspector General-
advisor position was funded in 2004; this
number was increased to two in 2005. The
Board of Supreme Audit also has one advisor.
Technical assistance will continue to help
develop laws, systems, and institutions that
provide necessary checks and balances in the
handling of public finances and to develop
law enforcement capacity that is effective and
active in the fight against corruption.

In addition to working directly with Iraq’s
anti-corruption institutions, the United States
is funding extensive work with the Iraqi
Ministry of Finance and other major minis-
tries to install effective systems for budget
planning and execution that will improve the
transparency of the budget process.

United States assistance is helping build the
foundation for solid civil society institutions
in Iraq. One program provided investigative
journalism training to working Iraqi journal-
ists, reporters, and editors from print; TV and
radio journalists; online journalists; and
journalism professors. This training rein-
forced the media’s “watchdog” role in the
fight against corruption. Since October 2004,
a U.S. Government-funded Iraq Civil Society
and Media Program, which works with civil
society organizations throughout Irag, has
also been in operation. The program uses a
three-pronged approach—increasing public
awareness, anti-corruption advocacy, and
workshops and technical assistance—to
combat corruption.

The U.S. Government is also funding assis-
tance to the Iraqi judiciary, particularly in the
area of strengthening judicial integrity and
capacity. Assistance includes a training pro-
gram on judicial independence, governmental
accountability, and human rights. This fund-
ing also provides training courses to ministry
Inspectors General in the areas of ethics,
corruption, internal audits, and international
accounting principles. The corrosive effect of
corruption in Irag has been a consistent theme
in Prime Minster al-Mailiki’s public state-
ments. Most recently, when announcing the
formation his cabinet, the Prime Minister
stated that he would personally assume super-
vision over combating corruption.

Expansion of International Support for lrag

The United Nations Security Council unani-
mously passed a series of resolutions that
authorize the presence of Coalition forces in
Irag and that demonstrate continued interna-
tional backing for the Iraqi political process.
The UN maintains its presence in lraq
through the United Nations Assistance
Mission Irag (UNAMI). This mission played
an essential role in supporting the Inde-
pendent Electoral Commission of Iraq in the
electoral process, helping ensure that the pro-
cess led to the final ratification of the official
results. The UNAMI has made important
contributions to the recent period preceding
government formation by maintaining essen-
tial communication links with all parties in
the process. The proposed opening of the
UNAMI base in Irbil would be an important
milestone for the UN presence in Irag and
would allow further expansion in the capacity
of the UN to assist in governance, recon-
struction, and humanitarian activities in
northern Irag.
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Other donor activities include the following.

e The international donor community,
apart from U.S. contributions, has
pledged $13.5 billion in assistance,
much of it in the form of low-interest
loans; as of March 2006, more than
$3.5 billion had been disbursed.

e International support to the Iraqi
Security Forces includes the NATO
Training Mission, the United Nations
Assistance Mission lraq protection
force, and support for the police and
judiciary by European countries and
the European Union.

e Most donor countries cite risk to staff
and associated security costs as the
main reason for delays in carrying out
their pledges. Efforts are being made
to eliminate the major hurdles of
security and costs of operations faced
by donors in Baghdad. Plans are being
implemented to provide a secure liv-
ing and work space for donor nations
within the International Zone, called
the Donor Village.

Economic Activity

The President’s National Strategy for Victory
in_Irag highlights three objectives in helping
the Iraqis build their economy:

e Duilding the capacity of Iraqi institu-
tions to maintain infrastructure, rejoin
the international economic commu-
nity, and improve the general welfare
of all Iraqis;

e reforming Irag’s economy, which has
been shaped by war, dictatorship, and
sanctions, so that it can be self-sus-
taining in the future; and

e restoring Iraq’s neglected infrastruc-
ture so it can meet increasing demand
and the needs of a growing economy.

This strategy complements the National
Development Strateqy (2005-2007) of the

Government of Iraq, whose national eco-
nomic objectives are:

e strengthening the foundations of
economic growth;

e revitalizing the private sector;

e improving the quality of life; and

e strengthening good governance and
security.

Building the lragi Economy

The Iraqi government continued to make
progress implementing its economic agenda,
despite numerous challenges. The primary
objective of the economic reform program is
to maintain macroeconomic and financial
stability, while providing for investment in
both the oil and the non-oil sectors to secure
the basis for sustainable growth and transition
to a market economy. In the near term, the
Iragi government is attempting to improve
administrative capacity; reduce subsidies
(especially for petroleum products); and
target more resources for health, education,
security, and provision of reliable electricity.

A major challenge to the economic agenda
has been the delay in forming the new gov-
ernment, which led to a postponement of the
first quarterly review under Irag’s Stand-By
Arrangement with the International Monetary
Fund. The delay in forming the new
government also slowed economic reform
efforts. In December 2005, the Iraqi
government began a schedule of fuel subsidy
reductions designed to reduce price distor-
tions, smuggling, and corruption, and to add
$1 billion to budget revenues in 2006. The
government carried out the first reduction in
December, but a planned March reduction
was postponed and will likely be included in
future reductions later in the year. To help
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gain public support for this effort, the U.S.
Government has been working with the Iraqi
government to roll out a subsidy reform
public education campaign.

Other aspects of the reform program have
moved ahead. In March 2006, the govern-
ment ordered the Ministry of Oil to license
private firms to import premium refined fuel
products (high-test benzene and low-sulphur
diesel) at full market price, tax-free, and
without quantity restrictions. The Ministry of
Oil needs to draft licensing regulations to
implement the order. If fully implemented,
this action will increase fuel supplies as well
as reduce incentives for corruption in the fuel
distribution network.

In February 2006, the Ministry of Finance
completed the first draft of a fully detailed
budget classification and chart of accounts in
line with International Monetary Fund’s
Government Financial Statistics Manual
2001. In addition, the Central Bank of Iraq
(CBI) has made significant progress in estab-
lishing a modern electronic banking system,
the National Payments System. The rules and
regulations for the payments system are com-

plete, the headquarters in Baghdad of the two
largest state-owned banks are already con-
nected to the CBI, and the remaining state-
owned and private commercial banks will be
connected through a telecommunications
system funded by the World Bank.

Irag has also been successful in maintaining
fiscal stability through cautious management
of the budget. Because the government is not
in a position to borrow domestically or inter-
nationally to finance a deficit, revenue short-
falls could become financing gaps without
careful management of expenditures. The
government will need to maintain control
over the wage and pension bill and provincial
government expenditures, while steadily
decreasing government subsidies and increas-
ing capital expenditures. The United States
and other international advisors are working
with Iragis to improve the government’s
capacity to draft and execute a sustainable
budget. The United States is also working
with the Ministry of Finance to implement
financial management systems that will pro-
vide greater transparency into the govern-
ment’s budget and expenditure processes.

Exchange Rate of the New Iraqgi Dinar
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Managing the budget will be a particular
challenge this year, as first quarter revenues
fell below projections because oil production
and export volumes were lower than
expected. Higher than expected oil prices are
helping mitigate revenue shortfalls, as is
slower than projected expenditure for capital
investment. Nevertheless, under-spending of
the capital budget threatens to slow the pace
of reconstruction and limit investment in oil
infrastructure.

In addition to managing the budget, the new
government will need to focus on banking
sector reform as part of a broad strategy to
revitalize Iraq’s private sector. The United
States continues to provide assistance through
programs to improve the financial payments
system, to strengthen central bank monitoring
of commercial banks, and to provide tech-
nical assistance on reforming state-owned
banks. Other U.S. programs support micro-
credit lending to emerging Iraqi entrepreneurs
and small- and medium-enterprise loans for
Iragi businesses, which support job creation
in the most dynamic part of the Iraqgi eco-
nomy. The United States is also providing
technical assistance to help redevelop the
Iraqgi agricultural sector.

Integrating Iraq into the World Economy

The United States continues to work with the
Iragi government and international donors to
maximize effective reconstruction assistance
for Irag. At the October 2003 International
Donors’ Conference in Madrid, donors other
than the United States pledged more than
$13.5 billion in assistance for the recon-
struction of Irag. This includes $8 billion in
assistance from foreign governments and $5.5
billion in lending from the World Bank and
the International Monetary Fund—all to be
disbursed between 2004 and 2007. As of
March 2006, more than $3.5 billion of the

non-U.S. pledges had been disbursed or made
available for the Iragi government to draw
on; about $3 billion of this was from donor
governments, either in bilateral projects or
through the World Bank and UN-
administered International Reconstruction
Fund Facility for Iraqg.

The Iragqi government continues to make
progress in reducing its external debt. Iraq’s
high level of Saddam-era debt (approximately
$125 billion) precluded it from borrowing
abroad and levied an unmanageable burden
on its economy. The agreement of Paris Club
members (plus Korea) in November 2004 to
reduce their claims on Iraq by 80%, com-
bined with similar treatment from non-Paris
Club creditors, will help bring Iraq’s debt to
sustainable levels. Thus far, Iraq has qualified
for a 60% reduction in Paris Club claims and
will qualify for an additional 20% reduction
after three years of successful performance
under the Stand-By Arrangement and suc-
cessor arrangements. As of May 2006, 17 of
the 18 Paris Club creditors had signed such
agreements. The process of debt reconcilia-
tion with non-Paris Club creditors is moving
more slowly, but several countries have
already signed agreements providing debt
relief on Paris Club terms. Others, including
some of the largest creditors, have indicated a
willingness to provide debt relief on terms at
least as favorable as those of the Paris Club.

Irag’s settling of its commercial debt on
terms comparable to the Paris Club also has
been successful. Creditors have agreed to
receive cash or new debt in the form of
sovereign bonds for about $18 billion of the
$22 billion in commercial claims. More than
10,000 outstanding claims to commercial
creditors have been resolved, with 96% of the
creditors (by value) who received offers
having accepted.
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Macroeconomic Indicators

Economic indicators are collected and
published regularly, largely through the Iraqi
Ministry of Planning and Development Coop-
eration and international organizations, such
as the World Bank, the United Nations
Development Programme, and the Interna-
tional Monetary Fund (IMF). Data quality
and reporting have improved, but Irag’s
ability to generate regular and comprehensive
macroeconomic data is still limited due to the
legacy of the previous regime and post-war
difficulties. The United States and interna-
tional financial institutions are providing
assistance to improve the capacity of the
Ministry of Planning and Development Coop-
eration, the Central Office of Statistics and
Information Technology, the Ministry of
Finance, and the Central Bank of Irag to
collect and produce such statistics. The U.S.
State Department’s Iraq Reconstruction Man-
agement Office is able to track performance
metrics on some indicators on a weekly basis.
Data from the IMF have not been updated
since the February report to Congress because
postponement of the first review of perform-

ance under the Stand-By Arrangement has
delayed publication of new data and projec-
tions.

As outlined in the table below, projections
from the International Monetary Fund and the
World Bank assume that economic growth
over the medium term will remain dependent
on the performance of the oil sector, as it
accounts for more than two-thirds of Iraq’s
Gross Domestic Product (GDP). The outlook
also assumes that the Iragi government’s
investment in the oil sector will generate
increased oil production and strong GDP
growth over the medium term. Strong export
revenue and reduction in subsidies will lead
to sustainable budgets and moderate inflation.
Risks to this scenario include the difficult
security situation, political uncertainties asso-
ciated with a new government and Constitu-
tion, problems managing a large reconstruc-
tion program, a possible decline in export
prices, and a possible lower than expected
expansion in oil production. The new Iraqi
government will need to exert strong leader-
ship to keep the program on track.

GDP Estimates and Projections, 2004-2007

2004e 2005p 2006p 2007p

Nominal GDP (in USD billion) 25.7 33.2 41.7 52.8
Government Oil Revenue (in % of GDP) 69.6 67.8 72.9 74.2

Per Capita GDP (USD) 949.0 1,189.0 | 1,452.0 | 1,783.0
Real GDP Growth Rate (%) 46.5 2.6 10.4 15.5
Primary Fiscal Balance (in % of GDP) -39.6 -10.8 -8.2 -0.3
Consumer Price Inflation (annual %) 32.0 33.0 22.0 10.0

Source: World Bank and International Monetary Fund estimates (e) and projections (p).
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Monthly Consumer Price Index (% Change)
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Inflation continues to be volatile, with spikes
generally caused by commodity shortages
and seasonal variations. The sharp rise in the
February 2006 Consumer Price Index
(13.1%) was due to fuel subsidy reductions
and was followed by an increase of 1.7% in
March. The high inflation in the first quarter
of 2006 tempered in April, declining by
1.2%. The decline was due to decreases in
fuel, electricity, and medical/medicine prices.

Unemployment and poverty remain concerns,
although there are substantial difficulties in
measuring them accurately. Official Iraqi
unemployment statistics from the Govern-
ment of Iraq place unemployment at 18%.
Other estimates range between 25% and 40%
due to employment definition discrepancies,
the difficult reporting environment, and dif-
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ferences in estimates of employment in the
informal versus formal economy. It is likely
that the increase in entrepreneurial activity
and associated employment may not be
accurately captured in most surveys.

Polling data indicate that the Iraqgi public’s
perceptions of the state of the economy are
mixed, although they are generally more
pessimistic than they were a year ago. There
are wide differences between respondents in
less violent areas (Kurdish North and largely
Shi’a South), where substantial majorities
continue to believe the economic situation is
better than before the war (Operation Iraqi
Freedom), and the so-called “Sunni Heart-
land,” where most do not see the economy as
better than before the war.
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Do you think that the economic situation in Iraq is better than the
situation before the war?
(% who responded “better”)
90%

80% -

70% -

60% -

50% -

40% -

30% -

20% -

10% -

0% -

Baghdad Kurdish Mosul Kirkuk Tikrit/Baquba Mid- South

Areas Euphrates
W Mar-05 OMar-06

Source: Department of State Office of Research, Nationwide Survey, March 6-12, 2006

New Business Registrations (cumulative)

35,000 -
30,000 -
25,000 -
20,000 -
15,000 -

10,000 T T T T T T T T T T T T T T T 1

3 88 8888888138888 8§

c Q = = > c S =2} o O > &) c Q = b=

] o T =] Q o) o) ] Q

S ¢ =< 23> 2 o 24838 ¢ s <«

Source: Irag Reconstruction Management Office

There is evidence Iraqi private sector activity market development, business skills develop-
continues to expand. U.S. Government agen- ment, vocational training, investment promo-
cies attempt to spur private sector activity tion, business center support, and creation of
with microfinance loans, bank lending to economic zones.

small- and medium-sized enterprises, capital
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Sector Indicators

Oil Infrastructure

When Coalition forces began Operation Iraqi
Freedom, they entered a country whose
energy infrastructure had deteriorated over
many years. The Coalition set out to help the
Iragi government restore oil facilities;
increase production; and improve refining,
natural gas production, and pipeline facilities.
Terrorist attacks, dilapidated infrastructure,
poor maintenance, and other challenges have
slowed progress. Beyond attacks on various
worksites, terrorists have attacked crude
export and petroleum product pipelines,
impeding exports and the refining and dis-
tribution of petroleum products, such as
gasoline and diesel.

Crude oil production remained steady at an
average of 1.9 million barrels per day (mbpd)
in the first four months of 2006, while

exports increased from an average of 1.2
mbpd early in the first quarter to 1.4 mbpd.
Poor weather and a lack of storage facilities
in the South, and pipeline maintenance
challenges and sabotage in the North hurt
production and exports. Achieving oil
production export goals continued to be
hampered by intimidation of workers and
terrorist attacks on infrastructure. Poor main-
tenance practices, logistical bottlenecks,
inadequate capital investment, increased
demand, and terrorist attacks on oil plants and
pipelines have caused shortages of liquefied
petroleum gas, gasoline, kerosene, and diesel.

Reconstruction efforts are under way to help
Iragis increase oil production and exports.
For example, the al-Fatah project, a major
river-crossing project—key to increasing oil
exports from Northern oil fields—is 99%
complete. The al-Basrah Oil Terminal is also
being refurbished to improve tanker loading
efficiency in the South.

Oil Production — Weekly Average
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Electricity

Delivering adequate electric power through-
out Iraq continues to be difficult due to sub-
standard operations and maintenance prac-
tices, rapidly increasing consumer demand,
sabotage, shortages of refined fuel, recon-
struction challenges, and an infrastructure
that has been deteriorating for years. These
challenges have partially offset advances that
the Iragis and Coalition partners have made
in this sector, including the rehabilitation of
various units at power plants and training of
Iragis to operate them. Distribution projects
that will provide more equitable power
distribution to millions of Iraqgis, ensuring
that as many lIragis as possible will have
access to electricity, are under way.

More than $1 billion in electricity projects
have been completed. An additional
$1.1 billion worth of projects will increase
transmission stability and add 500 MW of

generating capacity. The U.S. Government is
working with the Iragi government to encour-
age proper operations and maintenance prac-
tices and training at electricity power plants,
particularly around Baghdad. Efforts also are
under way to support added generation of
power and to improve the resi