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Report of Factual Findings  
in connection with Disbursements 

 
 

To the Government of Iraq 
To the International Advisory and Monitoring Board of  
the Development Fund for Iraq 
 
We have performed the procedures enumerated in the attached Appendix A, which were agreed with 
the Government of Iraq and the International Advisory and Monitoring Board of the Development 
Fund for Iraq, solely to assist you in evaluating the Development Fund for Iraq’s compliance with 
United Nations Security Council Resolution (UNSCR) 1483 paragraphs 14, for the period from  
29 June 2004 to 31 December 2004.  The Government of Iraq was responsible for the Development 
Fund for Iraq’s compliance with UNSCR 1483.  
 
This Agreed-Upon Procedures engagement was conducted in accordance with the International 
Standard on Related Services 4400: Engagements to Perform Agreed-Upon Procedures Regarding 
Financial Information and with the International Organization of Supreme Audit Institutions 
(INTOSAI) Standards on Government Auditing. 
 
The sufficiency of these procedures is solely the responsibility of those parties specified in this report.  
Consequently, we make no representation regarding the sufficiency of the procedures described in 
Appendix A, either for the purpose for which this report has been requested or for any other purpose. 
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Development Fund for Iraq 
Report of Factual Findings 

in connection with Disbursements 
For the period from 29 June 2004 to 31 December 2004 

(all amounts are in US dollars) 
________ 

 
 

1 Key internal controls at the Iraqi Ministries over disbursements of 
DFI funds 

1.1 Procedure 

We documented the key internal controls implemented by the Iraqi Ministries designed to 
ensure that disbursements from the Development Fund for Iraq (DFI or the Fund) are utilized as 
intended.  Iraqi Ministries consist of Ministries and other Iraqi governmental organizations 
responsible for implementing programs for which disbursements from the DFI are made.   

Key internal controls 

Controls over disbursements from the DFI 

1.1.1 The 2004 Iraqi budget was prepared using systems, forms and formats historically used in Iraqi 
budgets and prepared by each Iraqi Ministry, in consultation with the former Coalition 
Provisional Authority (CPA) Senior Advisors.  The proposed budget was then to be reviewed 
by appropriate officials from the CPA, the Ministry of Finance (MoF) and Ministry of Planning, 
and approved by the CPA Administrator. 

1.1.2 The 2004 Iraqi budget was issued in October 2003 for the period from 1 January 2004 to  
31 December 2004 and revised in March 2004 and June 2004. 

1.1.3 Subsequent to the dissolution of the CPA on 28 June 2004, authority over the DFI transferred to 
the Government of Iraq.   

1.1.4 The Central Bank of Iraq (CBI) has signatory authority over the DFI accounts at the  
US Federal Reserve Bank of New York (FRBNY) and is required to make payments only on 
written instruction by the MoF. 

1.1.5 Transfers of DFI funds to the MoF are to be made in accordance with fund request letters, 
authorized by both the Prime Minister and the Minister of Finance.  Fund request letters are to 
be based on projected cash requirements for all Iraqi Ministries for the following month, as 
prepared by the MoF.  

1.1.6 The Iraqi banking system does not have the capability to execute wire transfers for irrevocable 
documentary letters of credit (LCs) to international suppliers.  Accordingly, international 
payments are to be made by the DFI on behalf of the Iraqi Ministries, and charged against their 
budgets.  All international payments are subject to approval by the MoF. 

1.1.7 Disbursements for LCs are required to be facilitated by the Trade Bank of Iraq (TBI) and 
arranged by JP Morgan Bank. 
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in connection with Disbursements, continued 
For the period from 29 June 2004 to 31 December 2004 

(all amounts are in US dollars) 
________ 

 
 

1.1.8 In accordance with instructions issued by the MoF on 15 June 2004, a DFI sub-account was 
established at the FRBNY, to be managed by US Agencies (including the Project and 
Contracting Office, the Iraqi Reconstruction and Management Office, the JASG Comptroller 
and DFI Disbursing Office, the Defense Contract Management Agency, the US Army Corps of 
Engineers and Coalition Forces) and to be monitored by the MoF, to facilitate disbursements for 
contracts signed by the former CPA, requiring payment subsequent to 28 June 2004. 

Existing contracts and subsequent contract modifications were to be approved by the MoF.  
Disbursements for contracts administered by US Agencies were to be paid by the CBI, subject 
to prior approval by MoF.   

Controls over disbursements from the Iraqi Ministries 

1.1.9 The MoF is responsible for distributing DFI funds to Iraqi Ministries and Provincial Treasuries 
on a monthly basis, in accordance with their cash requirements for the following month.  
Additional funding requirements are to be subject to authorization by the MoF Budget 
Department.  

1.1.10 On a monthly basis, Iraqi Ministries and Provincial Treasuries are required to prepare a trial 
balance, revenue and disbursement reports, and bank reconciliations.  These reports are to be 
submitted to the MoF Consolidation and Decentralized Departments, for review and 
consolidation.   

1.1.11 Contracts for goods and services require different levels of authorization according to value.  
For contracts in excess of Iraqi Dinars 10,000,000 ($6,900) a tender process is to be  
undertaken, whereby a minimum of three bids are to be obtained and the successful bidder is to 
be approved by an Award Committee and authorized by the Head of Division.  A public tender 
is required for contracts in excess of Iraqi Dinars 75,000,000 ($51,400).     

1.1.12 Technical and Financial Committees are to be appointed, for public tenders, by the relevant 
Ministry.  The successful bidder is to be approved by the Head of Division, Deputy Minister or 
Minister, depending on the value of the contract. 

1.1.13 Letters of guarantee (LGs) are to be required from Ministry contractors, to ensure that in the 
event of non-performance, the Ministry can recover administration costs and a penalty fee.   

1.1.14 Final disbursements to contractors are to be made only after goods are received or services 
rendered in full, and approved by the relevant Ministry.  

1.1.15 Individual Iraqi Ministries and Provincial Treasuries (15) are to be subject to audits by the audit 
function of the MoF (over 60 auditors) and the BSA (over 800 auditors). 
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Findings  

1.1.16 Refer to sections 2 and 3 for key internal controls tested and findings. 
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(all amounts are in US dollars) 
________ 

 
 

2 Disbursements from the DFI 

2.1 Procedure 

We visited the MoF, four Iraqi Ministries (Oil, Trade, Electricity and Construction & Housing) 
and the Kurdish Regional Government (KRG) and compared amounts transferred from the DFI 
to the MoF and Iraqi Ministries’ accounting records.  The Iraqi Ministries visited were 
approved by the Ministry of Finance and based on the largest budgeted capital expenditures to 
perform our procedures.  

Findings 

Transfers from the DFI to the MoF 

2.1.1 We found that DFI funds were disbursed to the MoF, in accordance with fund request letters, 
and signed by the Prime Minister and the Minister of Finance.  We also found that the fund 
request letters were based on the cash requirements of the Iraqi Ministries as projected by the 
MoF for the following month. 

2.1.2 Payments from the DFI, made directly and indirectly, to the MoF for the period from  
29 June 2004 to 31 December 2004, were as follows: 

  MoF  
  July $ 1,550,000,000 
  August 350,000,000 
  December 400,000,000 
  CBI 
  December    4,450,000,000  
   $ 6,750,000,000 

We found that the CBI payment was transferred to a new CBI US Dollar account at the 
FRBNY, reimbursing advances made by the CBI to the MoF on behalf of the DFI during the 
period from 29 June 2004 to 31 December 2004.   

We were informed by the MoF that it was funded from CBI cash reserves in excess of 
requirements held in Iraq.  In addition, shipping cash to Baghdad would have resulted in 
unnecessary transportation and security costs to the MoF.   

We also agreed these disbursements to bank statements of the MoF Iraqi Dinar and US Dollar 
accounts, and to CBI bank records. 
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2.1.3 We found that cash receipts per MoF accounting records for the period from 29 June 2004 to  
31 December 2004, were as follows: 

 
  July $ 1,550,000,000 
  August 350,000,000 
  September 1,250,000,000 
  October 850,000,000 
  November 2,350,000,000 
  December       900,000,000 
   $ 7,250,000,000 

We found that the MoF cash receipts included $500,000,000 received from the CBI in 
December 2004, reimbursed by the DFI to the CBI account at the FRBNY in January 2005.    

Transfers from the MoF to the Iraqi Ministries 

2.1.4 We found that DFI funds received by the MoF were distributed to other Iraqi Ministries in 
accordance with their monthly cash requirements.   

2.1.5 As at the date of this report, the MoF has provided us with a draft trial balance for the period 
from 1 January 2004 to 31 August 2004, and informed us that this trial balance is incomplete.   

2.1.6 We found that financial information had not yet been submitted by certain Iraqi Ministries and 
Divisions for the period from 1 January 2004 to 31 December 2004, preventing the MoF from 
completing their accounting records and consolidations.  

Accordingly, we were unable to reconcile amounts transferred from the MoF to the amounts 
received by the Iraqi Ministries. 

2.1.7 We also found that the MoF has not yet finalized its accounting records for the year ended  
31 December 2004, due to accounting records of DFI transactions not being maintained or 
integrated into the MoF ledgers. 

2.1.8 We found that the 2004 Iraqi budget, as amended in June 2004, was adopted by the MoF 
without being officially approved or published.   

Disbursements from the DFI for letters of credit  

2.1.9 We were informed by the MoF that the Iraqi banking system does not have the capability to 
execute wire transfers for LCs to international suppliers.   
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2.1.10 We found over 600 LCs amounting to $1,991,089,456, net of funds returned, were paid through 
the authorized LC agent, JP Morgan Bank during the period from 29 June 2004 to  
31 December 2004.   

We obtained from JP Morgan Bank a list of open LCs as at 31 December 2004.  We agreed 
over 90% of the individual LC payments from the FRBNY to this list. 

We visited the TBI and compared our sample of opened LCs amounting to $1,196,939,783, to 
MoF funding authorizations and LC applications, signed contracts, payments, invoices and 
other related documents for JP Morgan LCs had been appropriately documented.  We found no 
exceptions. 

2.1.11 We found that 99 additional LCs for $369,268,814, net of funds returned, had been opened by 
the Ministry of Trade (MoT) through three Lebanese banks during the period from  
29 June 2004 to 31 December 2004.  We were informed by the MoF that these LCs were 
authorized due to urgent food requirements, and further informed by the MoT that these LCs 
were opened due to delays caused by the existing LC issuance process.  We found that in many 
cases delays were caused by errors in LC applications, made by either the suppliers or the 
Ministry of Trade, resulting in LCs being rejected by correspondent banks.   

We visited the CBI and compared our sample of opened LCs amounting to $220,440,966, to 
MoF funding authorizations and LC applications, signed contracts, payments, invoices and 
other related documents for the Lebanese LCs had been appropriately documented.  We found 
no exceptions. 

Kurdish Regional Government 

2.1.12 We visited the KRG in Erbil and Sulymaniah. 

2.1.13 During the period from 1 January 2004 to 28 June 2004, the KRG was primarily funded by the 
MoF.  In addition, the former CPA made direct disbursements to the KRG, including  
$1,400,000,000 in June 2004.   

During our visit to the KRG we performed a cash count of the cash transferred by the former 
CPA and still held by the Erbil and Sulymaniah Administrations, amounting to $798,000,000 
and $602,000,000 respectively, totalling $1,400,000,000.  We were informed by the Regional 
Ministries of Finance that funds will be disbursed when projects are approved by both Regional 
Administrations.   
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2.1.14 We reconciled the cash transferred from the MoF during the period from 29 June 2004 to  
31 October 2004, to accounting records at the Sulymaniah Ministry of Finance  
(ID 480,900,340,000).  We were unable to reconcile payments made from 1 November 2004 to 
31 December 2004, as the MoF were unable to provide us with disbursement reports regarding 
cash transferred to the Sulymaniah MoF, as at the date of this report such documents were not 
available.  

We were not provided with access to accounting records maintained by the Erbil Ministry of 
Finance. 
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3 Disbursements by the Iraqi Ministries 

3.1.1 We performed procedures on contract files at four Iraqi Ministries (Oil, Trade, Electricity and 
Construction & Housing).   

3.1.2 At the Ministry of Oil (MoO), our sample consisted of 11 contracts at the headquarters and one 
division ($52,963,838).  The scope and findings for oil contracts administered by US Agencies 
and related disbursements for fuel imports and oil restoration, are included in Section 4.   

3.1.3 During the period from 29 June 2004 to 31 December 2004, $1,150,000,000 was transferred to 
a Jordanian bank account controlled by the Ministry of Oil.  This account was established for 
the procurement of light petroleum products for import, due to a shortage of Iraqi refining 
capacity.  We tested 31% of total disbursements made from this account during 2004 and 2005. 

3.1.4  At the Ministry of Electricity (MoE), our sample consisted of eight contracts at the 
headquarters ($254,270,000).  The scope and findings for electricity contracts administered by 
US Agencies and related disbursements are included in Section 4. 

3.1.5 At the Ministry of Trade (MoT), our sample consisted of 25 contracts at two divisions, 
Foodstuffs and Grains ($551,656,390).  

3.1.6 At the Ministry of Construction and Housing (MoCH), our sample consisted of nine contracts at 
the headquarters and two divisions ($27,079,523).  We noted that the Ministry performs certain 
construction through its divisions. 
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