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Executive Summary

Most important for long-term political stability is the success of Prime Minister Nuri al-
Maliki’s National Reconciliation and Dialogue Project. This project initiated a series of
meetings among political, religious, tribal, and sectarian leaders, and could, under the
right circumstances, over the long run, serve as a basis for effective legislation for civil
society and a national compact resolving the divisive issuesin Irag.

However, so far, this project has shown little progress. Sectarian violence has steadily
increased despite meetings among religious and tribal leaders. The proposed meeting
between political leaders has been repeatedly delayed. Concrete actions by the
Government of Iraq to implement national reconciliation have not been successful.

Some Iragis now express a lack of confidence in the government’s ability to equitably
solve fundamental issues. The U.S. government should continue to press the Irag
government to act on the Presidency Council’s October 2006 legidative and political
agenda. This document included a timeline for key issues that directly impact Iragi
reconciliation efforts.

Within the region, the Organization of the Islamic Conference held a meeting in Mecca
during which Iragi religious leaders of both Sunni and Shi’a communities publicly
declared suicide bombings and other attacks on Iragi Muslims asin.

Critical domestic issues, including hydrocarbon legisation, de-Ba’athification reform,
provincial elections, and demobilization of militias, must still be addressed. The failure
of the government to implement concrete actions in these areas has contributed to a
situation in which, as of October 2006, there were more Iragis who expressed a lack of
confidence in their government’s ability to improve the situation than there were in July
2006. It remains an urgent responsibility of the Government of Irag to resolve the
outstanding issues that inhibit political progress and to demonstrate a resolve to contain
and terminate sectarian violence.

Economic Activity

The lragi economy continued to show progress, but still faces serious challenges. High
unemployment continued to feed sectarian, insurgent, and criminal violence. Although
definitive data are not available on the actual unemployment rate, it has been an issue
that has had a significant effect on the security environment. The Iragi government, along
with Coalition and international help, must create an effective strategy to provide jobs.
This program must be seen as fair and non-sectarian by common Iragis. It must produce
tangible results for a plurality of Iragis or it may decrease the legitimacy of the
Government of Irag and have little effect on the level of violence.
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Oil production and electricity generation have improved since August 2006, but the
security situation, maintenance deficiencies, and management issues have adversely
affected distribution and delivery of these essential services. As of the data cut-off date
for this report, crude oil production was 2.3 million barrels per day (mbpd). Thisis 7.5%
higher than the production reported in August 2006, but still short of the Government of
Iragq's goa of 2.5 mbpd per day. Oil exports remained at 1.6 mbpd, short of the
government’s revised goal of 1.7 mbpd, but the financial impact of the shortfall was
completely offset by higher than-projected oil prices, resulting in higher than-projected
oil revenues.

The average peak generating output for electricity for the reporting period was 4,650
megawatts, 2% more than the previous quarter, and Iraq averaged 11 hours of power per
day nationwide. In October 2006, the last month for which data were available, the
national average increased to 12.2 hours, slightly exceeding program goals.

Electrical distribution was affected by the same problems as the oil sector, leaving some
areas, including Baghdad, with far fewer hours of government-supplied electricity. New
water projects have increased the supply of potable water by 35% since May 2006, but
availability of fresh water remained far short of the need.

The Security Environment

In the past three months, the total number of Attacks increased 22%. Some of this
increase is attributable to a seasonal spike in violence during Ramadan. Coalition forces
remained the target of the majority of attacks (68%y), but the overwhelming majority of
casualties were suffered by Iragis.

Total civilian casualties increased by 2% over the previous reporting period. Fifty-four
percent of all attacks occurred in only 2 of Iraq’'s 18 provinces (Baghdad and Anbar).
Violence in Iraq was divided along ethnic, religious, and tribal lines, and political
factions within these groups, and was often localized to specific communities.

Outside of the Sunni Triangle, more than 90% of Iragis reported feeling very safein their
neighborhoods. Still, concern regarding civil war ran high among the Iragi popul ace.

The number of infrastructure attacks continued to decrease, but the lack of recovery from
the cumulative effects of these attacks, combined with ineffective infrastructure repair
and maintenance, impeded the delivery of essential services to Iragis and undermined the
legitimacy of the government among the Iragi people. The U.S. Congress provided
supplemental funds that the Departments of State and Defense plan to use to improve
infrastructure security.

Iraqi Security Forces

More than 45,000 additional Iragi soldiers and police have completed initial training and
equipping since August 2006, bringing the total number of ISF that have been trained and
equipped to 322,600. By the end of December 2006, the United States and its Coalition
partners will have met the force generation targets while continuing the efforts to
improve the ISF s capability to meet emergent requirements. However, the trained-and-
equipped number should not be confused with present-for-duty strength. The number of
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present-for-duty soldiers and police is much lower, due to scheduled leave, absence
without leave, and attrition.

The ISF increasingly took operational lead, assuming primary area security responsibility
and demonstrating an increased capability to plan and execute counter-insurgency
operations. As of November 13, 2006, there were 6 Division Headquarters, 30 Brigade
Headquarters, and 91 Iragi Army battalions that have been assigned their own areas for
leading counter-insurgency operations.

In September 2006, Multi-National Corps-lrag (MNC-I) transferred command and
control of the Iragi Ground Forces Command (IGFC) to the Ministry of Defense Joint
Headquarters. Joint Headquarters also assumed command and control of the Iragi Air
Force and Navy, and IGFC assumed command and control of two Iragi Army divisions
(4™ and 8™M). In total, 104 Iragi Army combat battalions, 2 Special Operations Battalions,
and 6 Strategic Infrastructure Battalions are now conducting operations at varying levels
of assessed capability.

The most significant remaining challenges are the reformation of the Ministry of Interior
police force and the development of ISF logistics and sustainment capabilities. The
Government of Irag, with U.S assistance, is working to eliminate militia infiltration of
the Ministry of Interior and the extensive reliance of Iragi forces on U.S. support and
sustainment.

Sepsto a Freeand Self-Governing Iraq

As detailed in the August 2006 Measuring Stability and Security in Irag report, the
political milestones for democracy in Iraq have been completed. Accomplishment of
these milestones could enable the Government of Irag to advance three paralel actions: a
national reconciliation program; regional engagement; and a negotiated, realistic
timetable for transition to security self-reliance. These actions could enable Iragis to
resolve their political differences and grievances and to assume a unifying responsibility
for Iraq'sfuture.

These actions must effectively deal with militias, including disarming, demobilizing, and
reintegrating theminto Iraqi society. However, a range of criminal, political, ethnic, and
religious factions that pursue their own interests through the use of terror, murder,
sabotage, extortion, bribery, and corruption is threatening accomplishment of these
actions. In October 2006, there were more Iragis who expressed lack of confidence in
their government’ s ability to improve the situation than there were in July 2006.

* Executive Procedures to Form RegionsLaw: Federalism and the shape it takes
in Iraq are two of the sharper and more contentious issues in Iragi politics. In
October 2006, after many long debates on whether the region formation law
would have the effect of breaking the country apart, the CoR passed the Executive
Procedures to Form Regions Law. To allow more time for additional discussions,
the CoR postponed implementation of the law for 18 months.

 Congtitutional Review Committee. In September 2006, the CoR approved the
membership of the Constitutional Review Committee. The committee has four
months to review the constitution and develop a list of proposed amendments for
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presentation to the CoR. Members have agreed to make decisions by consensus
rather than by voting, which could limit the scope of proposed amendments. It
should be noted that the constitution calls for some 55 enabling laws that will
clarify and specify constitutional provisions. This enabling legislation may
influence the perceived need to amend the constitution. Although there is now no
timetable for the Constitutional Review Committee to begin its work, the
Government of Iraq has established a notional timeline for referendums on
proposed constitutional reforms.

Rule of Law

Political stability in Iraq is predicated on achieving the rule of law. The rule of law
requires a functional legal code, police to investigate crimes and enforce laws, crimina
and civil courtsto administer justice, and prisons to incarcerate offenders.

Systemic inefficiencies in or among any of the four requirements create serious problems.
Although progress continues, development and implementation of rule of law initiatives
has been slow, contributing to crime, corruption, and the proliferation of illegal armed
groups. Mistrust between the police forces and the judiciary further hampers progress in
the development of the rule of law.

* Functiona Lega Code. The Iragi Constitution sets forth a comprehensive list of
rights and freedoms, but additional legislation is needed to implement these
guarantees.

* Police. The Ministry of Interior (MOI) currently views its primary role as that of
providing security. An emphasis on tactical skills is understandable, considering
the nature of the violence in Irag, but little time is left for training on or
conducting criminal investigations. As a result, corruption and smuggling are
becoming more organized and entrenched. The Coalition Police Assistance
Transition Team is working to rectify this by strengthening the Iragi Major
Crimes Task Force and the Magor Crimes Unit. In addition, proposals are being
discussed by the MOI and MNSTC-I that would improve Irag's forensic
investigative capabilities by adding several thousand forensic speciaists to the
police forces.

» Courts. Suspects rarely see an investigative judge within the constitutionally
prescribed 24-hour timeframe. The failure to secure timely trialsis largely due to
an acute shortage of investigative judges, prosecutors, judicial investigators, and
trial judges, and systemic inefficiencies, including the lack of cooperation and
communication between the police and the judiciary.

Corruption in the judiciary is less pronounced than in other branches of the
justice system. A far more significant problem is judicial intimidation and lack of
security. Judges are frequently threatened and attacked, and, thus, occasionally
fail to report to work, resign from their positions, fear reaching verdicts against
powerful defendants, and, in the provinces (as opposed to in the Central Criminal
Court of Irag [CCCI] in Baghdad), decline to investigate and try insurgent- and
terrorismrelated cases. The vast majority of these cases are transferred to the
CCCI in Baghdad for prosecution.
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In the future, it will be necessary to build a dedicated judicial security force and
secure judicia crimina justice complexes that include a courthouse, detention
facilities, forensic labs, and judicia housing located within the same secured
perimeter. Securing these crimina justice components in the same location will
provide enhanced courthouse security and personal protection for judges and their
families; create much-needed synergy among the judiciary, police, and detention
officials, and resolve the crushing logistica burden involved in transporting
detainees.

* Prisons. Pre-trial detention facilities in Irag are administered by the MOI. They
are overcrowded, with substandard facilities and poor accountability for persons
detained. Post-conviction prisons that are administered by the Ministry of Justice,
by comparison, generally meet international standards and function fairly well,
although increased capacity is required.

Obstacles to Political Progress

The violencein Iraq poses a grave threat to political progress. Illegal armed groups—with
long-standing grievances, extremist beliefs, tribal affiliations, and/or persond
vendettas—often regject the political process. Other criminally motivated violence (for
example, the hijacking of food ration trucks) also hampers progress.

Personal |oyalties to various sub-national groups, such as tribe, sect, or political party, are
often stronger than loyalty to Iraq as a nation-state. In addition, Iragq’s political parties are
often unwilling or unable to resolve conflicts through compromise. Further, some Iragis
have joined the political process but condone or maintain support for violent means as a
source of political leverage. This makes effective national reconciliation and
disarmament, demobilization, and reintegration programs difficult to design and
implement.

There are other significant inhibitors to political progressin Irag.

* An inability to design, ingtitutionalize, and enforce effective operating
procedures and internal controls within the Iragi ministries has proved
challenging.

 Corruption in the ministries has hampered their capabilities. Many of Irag's
political factions tend to view government ministries and their associated budgets
as sources of power, patronage, and funding for their parties. Ministers without
strong party ties face significant pressure from political factions and sometimes
have little control over the politically appointed and connected people serving
under them. This corruption erodes public confidence in the elected government.

» Transnational |ssues.

« Foreign Interference. Iran and Syria are undermining the Government of
Iraq’'s political progress by providing both active and passive support to
antigovernment and anti-Coalition forces. The Coalition and the
Government of Iraq have attempted to counter Iranian and Syrian
influence diplomatically and by tightening security at the borders.
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Eliminating the smuggling of materiel and foreign fighters into Irag is a
critical task and aformidable challenge.

« Drug Trafficking. Drug trafficking is a potential source of revenue for
terrorists and other anti-Iragi forces, and, although it has not been seen
on alarge scale in Iraqg, it has expanded, following the pattern of most
post-conflict countries. The U.S. State Department believes that Syrian
drug traffickers are exploiting Iraq's permeable border to transport
fenthyline to the Gullf.

s Refugees. Many Iragis have fled the country, and the number of
refugees continues to rise. According to the United Nations High
Commissioner for Refugees (UNHCR) November 2006 Irag
Displacement Report, for Iragis living outside Iraqg, “the figures in the
immediate neighboring states are still imprecise, but we now estimate
that there are up to 700,000 Iragis in Jordan; at least 600,000 in Syria; at
least 100,000 in Egypt; 20,000-40,000 in Lebanon; and 54,000 in Iran.
Many of those outside the country fled over the past decade or more, but
now some 2,000 a day are arriving in Syria, and an estimated 1,000 a
day in Jordan. Most of them do not register with UNHCR.”

+ Regiona Water Rights. The Tigris and Euphrates are the major sources
of water for Irag, and the majority of flow in these two rivers originates
in Iran, Syria, and Turkey. Access to water is vital in efforts to boost
hydroelectric production, restore the marshland drained by Saddam in
the 1990s, and facilitate a stronger oil industry, while meeting other
industrial, agricultural, and civilian needs. Iragq does not have any formal
agreements with Turkey on the management or allocation of water from
the rivers. Although Irag and Syria have an agreement on sharing of the
Euphrates, at present there is no trilatera agreement or effective
agreement with Iran regarding frontier watercourses. Over the past two
years, the Irag Ministry of Water Resources has actively sought to
initiate bilateral discussions with Turkey, Syria, and Iran, but additional
bilateral or regional agreements are essential.

Economic Activity

Nevertheless, the Government of Iraq faces serious challenges in the economic sector and
has made only incremental progress in economic reform and execution of its own budget
and programs.

The UN Compensation Commission approved awards of US$52.5 hillion for the
compensation fund established to pay victims of Irag's 1991 invasion of Kuwait. As of
September 2006, Iraq had paid more than US$20 billion. Every year, 5% of Irag's ail
revenue goes to the compensation fund. This payment is placing a significant strain on
Iragq’ s resources and Prime Minister Maliki has proposed that this obligation be ended.

The fact that government ministries are having difficulty executing their budgets is
undercutting the capital expenditure needed for medium-term growth. Part of the
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Ministeria Capacity Development program is targeted toward helping Government of
Irag ministries improve the development and execution of their budgets.

I nflation

Irag’'s high rate of inflation is a serious obstacle to progress under the IMF's Stand-By
Arrangement (SBA). Sustained progress under the SBA is necessary to secure donor
support for the International Compact, and failure to meet the terms of the SBA would
complicate negotiations for a new IMF program in 2007. Satisfactory progress under an
IMF program for three yearsis required for the final 20% of Paris Club debt relief.

High inflation—a result of disruptions in the supply of food and fuel, price deregulation,
spending by the Government of Irag and donors, and growth of the money supply—is
threatening progress toward economic stability in Irag. Unlike in previous years, when
inflation was confined mainly to rents, fuel, and transport, prices are now increasing
rapidly in al sectors.

According to Irag’s Central Organization for Statistics and Information Technology, the
annual inflation rate from October 2005 to October 2006 was 53%. It is widely believed
that the official inflation rate underestimates the actual inflation rate.

Runaway inflation exacerbates the government’s decline in purchasing power and
increases wage and pension demands, placing added pressure on the budget.

Unemployment

There have been no new unemployment data since the August 2006 report. At that point,
official unemployment estimates ranged from 13.4% to 18%. Other reporting indicates
unemployment is significantly higher. Private sector-led economic growth and
investment are essential for any long-term, sustained reduction in unemployment.
Unemployment and underemployment may make financial incentives for participating in
insurgent or sectarian violence more appealing to military age maes. There is a
correlation between dissatisfaction over jobs and levels of violence. A decrease in
unemployment may well have a significant impact on the level of sectarian violence and
insurgent attacks based on analysis by the Joint Warfare Analysis Center.

Efforts to address unemployment and underemployment must be viewed as a top United
States and Iragi priority and be appropriately funded.

Oil Production, Distribution, and Export

Over the course of Saddam Hussein's reign, Iragq’'s oil infrastructure deteriorated badly
due to lack of replacement of critical parts and equipment from the origina suppliers.
The Coadlition has worked to help the Government of Iraqg restore oil facilities, increase
production, improve refining, boost natural gas production, and maintain pipeline
facilities. However, poor operational and maintenance practices, insurgent attacks, slow
repair, and flawed procurement and contracting procedures have hampered progress and
have precluded the Ministry of Qil from providing sufficient funds for operations and
maintenance, needed rehabilitation projects, and new field devel opment.
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The flow of crude oil has been periodically halted by corrosion, fires, maintenance, and
attacks, all of which hamper production of refined products and crude oil for export.

Oil exports fell short of the Government of Iraq’s revised goal (1.7 mbpd). However, due
to higher market prices for crude oil, revenues improved and exceeded annual targets by
US$1.7 billion through the end of October.

During the last reporting period, Iraq briefly resumed exports from northern oilfields for
the first time since the autumn of 2005, though on a very small scale. Sabotage and
equipment failures continued to prevent significant northern exports.

The regulated price of regular gasoline (87 octane) in Iraq is currently about 170 dinars
(~US$0.45) per galon, while premium gasoline (92 octane) is about 350 dinars
(~US$0.90) per gallon. Fuel subsidies and alimited supply lead to gray market5 activities
and corruption. Gray market prices for refined products in Iraq are considerably higher
than the regulated prices and are comparable to those of its neighbors, with the exception
of Turkey, which heavily taxes refined oil products.

Electricity Production and Distribution

The Government of Iraq's goal for daily average peak generating output by the end of
December 2006 is 6,000 MW, but it is unlikely that this goal will be met. During the
current reporting period, the actual average daily peak generating output was 4,650 MW,
an increase of 2% over the period covered in the previous quarterly report and 78% of the
goal.

Almost half of Iragis report supplementing government supplied electricity with private
generatorsto fill the supply gap.

The shortfall between government-supplied electricity and demand is aggravated by the
absence of a rational fee for-service tariff system that would encourage conservation and
reduce the effects of corruption. Many experts agree that such a systemis a crucial step
toward solving the supply gap problem.

Government-produced electricity averaged 11 hours per day over the previous quarter
and 12.2 hours per day for the month of October, the last full month for which data are
available. The October data are slightly higher than the programmed end state of 12 hours
per day nationwide. Baghdad, however, averaged only 6 hours of power per day in the
previous quarter, rising to 6.7 hours in October, 5.3 hours short of the programmed end
state.

Iragis in some neighborhoods in other regions of the country also did not receive the
national average hours of power due largely to interdiction of high-voltage transmission
lines, lack of a rapid repair capability in the Ministry of Electricity, and limited local
electrical generation capacity. Residents of other neighborhoods received continuous
power.

Water and Sanitation

Direct measurement of water actualy delivered to Iragis is not available. Irag must
closely examine and improve its domestic water usage within the different sectors.
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The agricultural sector uses approximately 90% of the water consumed, but there is
tremendous potential to improve the efficiency of water use in this sector.

Nutrition and Social Safety Net

The most recent estimates of hunger and nutrition were reported in the August 2006
report. Malnutrition was reported as varying between 14.2% and 26.5%, depending on
the province.

A social safety net program, being developed by the Ministry of Labor and Socia
Affairs, was described in the last report. The social safety net program is an essential step
in reforming national subsidies, as required by the IMF SBA. Legislation required for
thisinitiative has not yet been introduced.

The Security Environment

During the most recent reporting period, the conflict in Iraq has been characterized by a
struggle between Sunni and Shi’a armed groups fighting for religious, political, and
economic influence, set against a backdrop of a Sunni insurgency and terrorist campaigns
directed against the majority-Shi’a Government of Iraq and the Coalition forces that are
supporting it. The competition among factions has manifested itself in ethno-sectarian
violence, conflicting national and provincial politics, suspicion about the work of
government ministries, pressures in ISF operations, and criminal activities. In contested
areas, such as Baghdad, Diyala, and Kirkuk, extremists on all sides have sought to
undermine the religious and ethnic tolerance of the Iragi peoplein order to gain control of
territory and resources.

Attack levels—both overall and in al specific measurable categories—were the highest
on record during this reporting period, due in part to what has become an annua cycle of
increased violence during the Islamic holy month of Ramadan. The most significant
development in the Iragi security environment was the growing role of Shi’amilitants. It
is likely that Shi’a militants were responsible for more civilian casuaties than those
associated with terrorist organizations. Shi’a militants were the most significant threat to
the Coalition presence in Baghdad and southern Iraq.

Baghdad remained the focus of much of Irag's violence, but it was aso significant in
Diyala and Anbar Provinces and in the cities of Kirkuk, Mosul, Basrah, Al Amarah, and
Balad. In Baghdad, the number of attacks trended downward during August as a result of
the start of Operation Together Forward Phase 11 (OTF I1), but rebounded quickly. The
nature of violence in Iraq varied from areato area.

» The violence in Anbar was almost completely initiated by Sunni extremists and
directed at Coalition forces. However, there were attempts by al-Qaeda in Irag
and affiliated Sunni extremists to intimidate the local population. These efforts
provoked a backlash. Some tribal chiefs and Sunni Rejectionist |eaders began
localized efforts to retake control of their areas.

* In Diyala, and recently in Balad, the conflict between al-Qaedain Iraq and Jaysh
a-Mahdi was a sectarian fight for power and influence. In Diyala, sectarian
violence decreased in September, largely due to a successful series of Iragi
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Army/Coalition forces operations, which significantly degraded a-Qaeda in Iraq
activity. However, in October, the number of casualties rose, as a-Qaeda in Irag
resumed sectarian attacks.

* The conflict in Basrah, Amarah, and the south was characterized by tribal
rivalry, increasing intra-Shi’a competition, and attacks on Coalition forces
operating in the region.

Recent Developmentsin the Security Environment

The level of sectarian violence in Baghdad has risen, with much of it directed against
civilians. Neighborhoods have responded by forming their own militias for self-defense.
The Sunni Arab insurgency also remains a potent threat to Coalition forces and the ISF,
but it generaly conducts smaller-scale attacks on military targets. As a result, the
insurgents have had a lower profile than the sectarian elements executing civilians or al-
Qaedain Irag elements conducting mass-casualty bombings and suicide attacks.

OTF Il was launched as a means of reducing violence in Baghdad. OTF Il began on
August 7, 2006, and quickly led to a significant reduction in death squad activity, as
extremists concentrated on hiding weapons and evading capture during intensive search
operations. However, as the operation progressed, death squads adapted to the new
security environment and resumed their activities in areas not initially targeted by OTF
.

During September, the levels of sectarian violence and civilian casualties increased and
in some cases amost returned to the levels seen in July. Shi’a death squads leveraged
support from some elements of the Irag Police Service and the National Police who
facilitated freedom of movement and provided advance war ning of upcoming operations.

Thisis a major reason for the increased levels of murders and executions. The violence
and intimidation have led to an increase in the number of internally displaced personsin
Irag. According to the Iragi Ministry of Displacement and Migration, about 460,000
peopl e have been displaced since February 2006.

Terroristsand Foreign Fighters

Although a combination of Iragi Sunni and Shi’a groups are responsible for the mgjority
of violence against the Iragi people and Coalition forces, a few foreign operatives are
responsible for the mgjority of high-profile attacks. Sunni terrorist organizations, such as
al-Qaedain Iraq and Ansar al-Sunnah, are engaged in a religiously motivated conflict to
end “foreign occupation” and to marginalize the Shi’a.

* High-profile terrorist attacks are most often attributed to al-Qaeda in Irag, whose
godls include instigating sectarian violence. Al-Qaeda in Irag and the affiliated
Mujahideen Shura Council consist of both foreigners and Iragis motivated by an
extremist Sunni Islamist ideology and seek to establish an Islamic Caliphate in
Irag. The emergence of Abu Ayub a-Masri as leader of al-Qaeda in Irag
demonstrated its flexibility and depth, as well as its reliance on non-Iragis (a-
Masri literally means “the Egyptian”). Al-Masri benefited from detailed
knowledge of former al-Qaeda in Iraq leader Abu Musab al-Zargawi’s planning
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as well as his own extensive operational experience, alowing him to carry
forward many of his predecessor’s existing strategies. Al-Masri has attempted to
set the tone for the Iragi jihad and to solidify the perception of continued strong
leadership within al-Qaeda in Irag. Since al-Masri assumed leadership, al-Qaeda
in Irag has continued its main strategy of instigating sectarian violence using high
profile attacks against Shi’acivilians.

* Ansar a-Sunnah is a mostly indigenous terrorist group with similar goals.
However, Ansar a-Sunnah objects to al-Qaeda in Iraq’s indiscriminate targeting
of Iragis.

Sunni Regjectionists

The New Ba ath Party, the 1920 Revolutionary Brigade, and Jaysh Muhammad are the
most prominent Sunni Rejectionist groups. To date, Sunni Rejectionists—also known as
the Sunni Resistance—have exhibited limited interest in Prime Minister Maliki’'s
National Reconciliation and Dialogue Project. These groups attack Coalition and Iraqgi
forces to try to get Coalition forces to withdraw and to regain a privileged status in a
Sunni-dominated Irag. Sunni Rejectionists target Coalition forces at higher rates than
Shi’a militia groups do. Most of the Reectionist insurgents will probably continue
attacking Coalition forces as long as the Coalition remains in Irag, and the Rejectionists
are likely to increase attacks against Shi’a-dominated ISF as they assume greater
responsibility.

The decentralized nature of the Rejectionist groups means local insurgent motivations
vary. Nevertheless, Sunni Rejectionists are seeking security improvements in Sunni and
mixed areas, disarmament and demobilization of Shi’a militia groups, a timetable for
Coalition withdrawal, an end to de-Ba athification, and amnesty for Rejectionist fighters.
The Government of Iraq must address the mgjority of these diverse motivations before
most of the Reectionist fighters will lay down arms, but the Government of Iraq is
unlikely to satisfy the Rejectionists completely.

Death Squads

Death squads are armed groups that conduct extra-judicia killings; they are formed from
terrorists, militias, illegal armed groups, and—in some cases—elements of the ISF. Both
Shi’a and Sunni death squads are active in Irag and are responsible for the significant
increase in sectarian violence. Death sguads predominantly target civilians, and the
increase in civilian casualties is directly correlated to an increase in death sguad
activities.

Militias and Other Armed Groups

A number of militias and illegal armed groups operated in Iraq before 2003. However,
the Iragi Constitution prohibits “the formation of military militias outside the framework
of the armed forces.” Similarly, the Transitional Administrative Law and Coalition
Provisional Authority Order 91 specified that the only legal armed groups in Iraq were
Coalition forces, the ISF, and private security companies operating in accordance with
Iragi law.
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Coadlition Provisional Authority Order 91 established a framework that recognized seven
militias that had fought against the Saddam regime and provided incentives for them to
disband. In early October 2006, Prime Minister Maliki stated that political parties should
eliminate their militias or leave the government. However, personnel with sectarian
agendas remain within key ministries, especially the Ministry of Interior. In addition,
rivalries for control of key resources and the central government’s limited influence
outside Baghdad undermine the Government of Iraq’s ability to disband the militias.

Despite these legal and political prohibitions, militias and other small armed groups
operate openly, often with popular support, but outside formal public security structures.
These militias provide an element of protection for the populace, generally on a sectarian
or political basis. This is especially true in areas where there is a perception that the
Government of Iraq is unwilling or unable to provide effective security for the
population. Some militias also act as the security arm of organizations devoted to socia
relief and welfare, lending these armed groups further legitimacy.

Thelr continued existence challenges the legitimacy of the constitutional government and
provides a conduit for foreign interference. Controlling and eventualy eliminating
militiasis essential to meeting Irag’ s near- and long-term security requirements.

The group that is currently having the greatest negative affect on the security situation in
Iraq is Jaysh al-Mahdi (JAM), which has replaced al-Qaedain Iraq as the most dangerous
accelerant of potentially self-sustaining sectarian violence in Irag. JAM exerts significant
influence in Baghdad and the southern provinces of Iraq and on the Government of Irag.
JAM receives logistical support from abroad, and most, but not all, elements of the
organization take direction from Mugtada a-Sadr. JAM and Badr Organization (see
below) members periodically attack one another and are political rivals.

The Badr Organization was one of the recognized militia under the Coalition Provisional
Authority Order 91. Although it participates in the Government of Irag, Badr's members
attack Sunni targets and compete with JAM for power and influence among the Shi’a.
Badr receives financial and materiel support from abroad.

The Peshmerga is a security organization that operates as the regional guard force
described in Article 121 of the Iragi Constitution. It maintains security independently
within and aong Iraq’s borders for the Kurdistan Regional Government. Private security
companies have hired individual Peshmerga members for work outside the Kurdish area.
Some members of the Peshmerga have been integrated into the Iragi Army; there are
allegations that these former Peshmerga members remain loyal to Kurdish authorities
rather than to their proper Iragi chain of command. Although the Peshmerga does not
attack Coalition or Iragi forces, and in some cases provides security for reconstruction
efforts, the perceived dual allegiance of the Peshmerga undermines effective national
security and governance.

Sunni Arabs do not have a formally organized, national-level militia. Sunnis, especially
in heavily mixed areas like Baghdad, rely on neighborhood watches and other local
armed elements to provide security in neighborhoods and areas where they perceive Iraqi
ingtitutions and forces are unwilling or unable to meet security requirements. Attacks on
the Sunni population by JAM, and the presence of Badr Organization and JAM members
in the Iragi Police Service and the National Police, contribute to Sunni concerns about
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persecution. High levels of sectarian violence are driving some Sunni neighborhood
watch organizations in Baghdad to transform into militias with limited offensive
capabilities.

Foreign Influence

Iran and Syria continue to influence security negatively in Irag. The Iranian government
sees an unprecedented opportunity to bring Irag into its sphere of influence and to prevent
it from re-emerging as a threat to Iranian interests. Tehran also views the situation in Irag
through the prism of Iran’s ongoing tension with the United States and the West—
especialy the continued presence of U.S. forces in Irag, Afghanistan, and the Persian
Gulf, which threatens to constrain Iran’ s regional ambitions.

Iran seeks to ensure that the Coalition bears political, economic, and human casuaty
costs to deter future U.S. regiona intervention. To achieve these objectives, Iran
continues to pursue a dual-track strategy of supporting Shi’a unity and a stable
government in Irag—either afunctioning, unified Shi’adominated central government or
a federated state—on one hand, while facilitating militia activities in Irag on the other.
Iran has developed links to southern Irag and the Kurdish region to facilitate access and
perhaps to safeguard its interests in case Irag were to split into a collection of sectarian
enclaves.

Despite repeated warnings by the United States, the Syrian regime continues to provide
safe haven, border transit, and limited logistical support to Iragi insurgents, especially
elements associated with the former Iragi Ba ath Party. The Syrians also permit former
regime elements to engage in organizational activities, such that Syria has emerged as an
important organizational and coordination hub for elements of the former Iragi regime.
Syria has taken a relatively pragmatic approach in dealing with Islamic extremist groups,
such as al-Qaeda in Iraq and foreign fighters; although it has detained and deported many
foreign fighters, Syria has allowed othersto transit to Irag.

Criminals

Common criminal elements are also capitalizing on the instability in Irag. It is
increasingly difficult to distinguish their activities from those committed by insurgent and
terrorist groups who are also engaged in kidnappings, extortion, murder, and other illegal
behavior. In some cases, criminal gangs work with terrorist organizations, abducting
hostages and selling them to the latter, who exploit them for publicity or ransom.
Criminal activity, particularly kidnapping and the sale of gray-market gasoline, drugs,
and weapons, is an increasingly important source of funding for insurgent and terrorist
groups.

Attack Trendsand Violence

For this report, the term “attacks’ refers to specific incidents reported in the Multi-
National Corps-Iraqg (MNC-1) Significant Activities Database. It includes known attacks
on Coalition forces, the ISF, the civilian population, and infrastructure. Attacks typically
consist of improvised explosive devices (IEDs), smal arms fire, and indirect fire
weapons.
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Country-wide, the average number of weekly attacks increased 22% from the previous
reporting period (May 20, 2006 to August 11, 2006) to the current reporting period
(August 12, 2006 through November 10, 2006). Attacks decreased dightly in August,
but rebounded quickly and were the highest on record in September and October. More
than three-quarters of the attacks occurred in 4 of Iraq’s 18 provinces (Anbar, Baghdad,
Diyala, and Salah ad Din). Anbar and Baghdad were the worst affected provinces,
accounting for 54% of all attacks.

Coadlition forces attracted the majority (68%) of attacks, and Coalition casuaties
increased 32% from the last reporting period. However, the ISF and Iragi civilians
suffered the majority of casualties. Overall, Iragi civilian casualties increased by 2%
compared to the previous reporting period and increased 60% compared to the
“Government Transition” period earlier this year. Thisincrease in civilian casuaties was
amost entirely the result of murders and executions.

I nfrastructure Attacks

This past quarter, there was an average of one attack per week on infrastructure providing
essential services, such as electrical power, water, and fuel. The attack rate is down from
an average of 13 attacks per week in the presovereignty period of April to June 2004.

However, the present rate of infrastructure attacks, coupled with a security environment
that has hampered repairs, weak ministerial oversight, and ineffectual rapid-repair
teams, has proved a major impediment to improving the supply of essential services.
Snce poor delivery of essential services adversely affects the legitimacy of the
government in the minds of the civilian population, Iraq's infrastructure will remain a
high-value target for a ruthless enemy that wages war against the Iragi people.

Concernsof Civil War

At the present time, sustained ethno-sectarian violence is the greatest threat to security
and stability in Irag. Competition between sects and ethnic political groups for economic
and political power has become a dominant feature of the political landscape. Such
violence is tragic and tends to undermine the rule of law and discredit the elected
government. However, the situation in Iraq is far more complex than the term “civil war”
implies; attempts to define the several and diverse sources of violence as civil war are not
helpful to Iraqi effortsto arrive at political accommodations.

However, conditions that could lead to civil war do exist, especialy in and around
Baghdad, and concern regarding civil war runs high among the Iragi populace.8 Within
the four provinces where the overwhelming majority of attacks occur (Anbar, Baghdad,
Salah ad Din, and Diyal@), violence remains localized to mixed neighborhoods. The Iragi
ingtitutions of the center are holding, and members of the current government have not
openly abandoned the political process.9 Decisive leadership by the Government of Iraq,
supported by the United States and its Coadlition partners, could mitigate further
movement toward civil war and curb sectarian violence. lragi leaders must take
advantage of the popular support for a unified Iraq and the opposition to violence to form
institutions that take responsibility for Iraq’s security.
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Public Per ceptions of Security

Security is as much a matter of perception asit is actua events. Nationwide, 60% of the
Iragi people expressed a perception of worsening conditions.

This is consistent with polling data described in previous reports. However, at the local
level, many Iragis are much more positive. In the south, the mid-Euphrates, and Kurdish
areas, more than 90% of Iragis report feeling very safe in their neighborhoods, a notable
improvement over similar data reported a year ago. In contrast, perceptions of loca
security in violence prone areas, such as Tikrit and Baghdad, have worsened.

The national perception of worsening conditions for peace and stability within Irag has
been accompanied by erosion of confidence in the ability of the Government of Iraq to
protect its citizens.

One-quarter of the population believes that the Iragi Army and the Iraqgi Police are
corrupt and driven by sectarian interests, although these views vary widely by province,
as do opinions on confidence in the Iragi Army/Iragi Police to improve the situation.
Alleviation of security concerns will reduce the need for standing militias and increase
public pressure for local tribes and militias to join the reconciliation process.

Public communication with public safety authorities is an indirect measure of public
confidence in government and support for the rule of law. Calls to the intelligence hotline
continue to show strong interest in combating terrorism and criminal activity and
confidence of the population that the government will respond.

Transferring Security Responsibility

Importantly, even after the completion of the transfer of security responsibilities, there
will be some form of long-term security relationship between the U.S. Government and
the Government of Iraq that serves the interests of both parties, the region, and the world
a large.

Progressin Assuming Leadership in Counter-I nsurgency Operations

The ISF are increasingly taking the operational lead, assuming primary area security
responsibility, and demonstrating an increased capability to plan and execute counter-
insurgency operations. A unit can assume the lead once it has been thoroughly assessed
and has demonstrated that it is capable of planning and executing combat operations.

As of November 13, 2006, 6 Division Headquarters, 30 Brigade Headquarters, and 91
Iragi Army battalions had assumed the lead for counter-insurgency operations within
their assigned areas of operations. In September 2006, Multi-National Corps-lraq (MNC-
1) transferred command and control of the Iragi Ground Forces Command (IGFC) to the
Ministry of Defense Joint Headquarters.

Joint Headquarters also assumed command and control of the Iragi Air Force and Navy,
and IGFC assumed command and control of two Iragi Army divisions (4" and 8"). The
transition of a third division is planned for early December 2006. Although these units
lead security in their respective areas of operations, most still require substantial logistics
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and sustainment support from Coadlition forces. Of the MOI's National Police's 27
authorized battalions, 5 are in the lead; of 9 brigade headquarters, 1 isin the lead.

The Codltion is focusing on improving the proficiency of al MOD and MOI units,
primarily through the efforts of Military, Police, National Police, and Border Transition
Teams. These teams, composed of 6,000 advisors in more than 420 teams, are embedded
at al levels of Iragi unitsin all major subordinate commands. The Coalition multinational
division accounts for 10%—20% of all teams; the United States provides the rest.

Process for Implementing Provincial 1ragi Control

The transfer of security responsibility from Coalition forces to the Government of Irag
reflects the capability of the Government of Iraq to fulfill its sovereign responsibility in
the most fundamental, vital interest of any state—to protect its citizens and safeguard its
territory. As lIragis take on more responsibility for security, Coalition forces are
increasingly moving into supporting roles, and MNF-I will maintain sufficient forces on
the ground to help Iraq consolidate and secure its gains.

In September 2006, responsibility for security in Dhi Qar Province was transferred from
MNF-I to the provincial government and civilian-controlled Iragi Police. Dhi Qar is the
second of Irag’s 18 provinces to be designated for transition to Provincia Iragi Control
(PIC).17 The joint decision of the Government of Iragq and MNF-I to hand over security
responsibility is the result of the Dhi Qar civilian authorities demonstrated ability to
manage their own security and governance duties at the provincial level. Three southern
provinces—An Nagaf, Wasit, and Maysan—are projected to be ready to assume security
responsibility by February 2007. In the north, pending successful negotiations between
the Government of Irag and the Kurdistan Regiona Government to recognize the
Peshmerga as “guards of the region” in accordance with the Iragi Constitution, MNF-I
and the Government of Iraq intend to transfer security responsibility for the provinces of
Dahuk, Irbil, and Sulamaniyah to the Kurdistan Regional Government by the end of
December 2006. The remainder provinces are expected to achieve PIC in 2007.

U.S. Force Adjustments

The Iragi Army still suffers from shortcomings in its ability to plan and execute logistics
and sustainment requirements. Thus, it will continue to rely heavily on Coalition forces
for key assistance and capacity development, including quick-reaction reinforcement as
required and provision of critical enablers, such as intelligence, air reconnaissance, and
airlift support.

Iragi Security Forces Training and Perfor mance

Since August 2006, about 45,000 additiona Iragi soldiers and police have completed
initial training and equipping, bringing the total number to 322,600. The actual number of
present-for-duty soldiers is significantly lower, due to scheduled leave, absence without
leave, and attrition.

The police have also suffered significant attrition of personnel who have been through
Coalition training, but provincial and local governments have hired tens of thousands of
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additional police outside the train-and-equip program, which has more than offset this
attrition.

Assessed Capabilities

Of the 112 Iragi Army combat battalions, 104 are conducting operations at varying levels
of assessed capability and 8 are forming. There are 2 Special Operations Battalions, both
conducting operations. MNSTC-I has agreed to train and equip 11 Strategic Infrastructure
Battalions (SIBs). Of those 11, 6 are conducting operations and 5 are forming. The MOD
has stood up an additional 6 SIBs, for a total of 17. Additionally, 27 National Police
battalions are operational .

Perhaps the most significant shortcoming in both MOD and MOI forces' capabilitiesisin
planning and executing their logistics and sustainment requirements. Factors underlying
this deficiency include inadequate level s of sustainment stocks and limited capacity of the
MOD to execute fully the planning/acquisition/ sustainment cycle.18 The Department of
Defense is increasingly focusing on addressing these challenges in order to reduce Iraqgi
forces' reliance on U.S. support and sustainment.

Since the last report, the Government of Iragq has increasingly turned to the U.S. Defense
Security Cooperation Agency to execute equipment and sustainment cases for both the
MOD and the MOI through Foreign Military Sales cases. In the past two months,
Congress has been notified of US$1.91 billion of such cases. This does not include any
funding for the Maliki Peace Initiative. The Government of Irag’'s expanded use of
Foreign Military Sales is intended to provide a way for both the MOD and the MOI to
spend their money on “total package” procurements without risking loss of funds to the
corruption that hampers Government of Irag contracting.

Ministry of Interior

MOI forces consist of the Iragi Police Service, the National Police, the Department of
Border Enforcement, the Center for Dignitary Protection, and the MOI’s portion of the
Facilities Protection Service. (The MOI is planning for the eventual incorporation of an
estimated 150,000 members of the Facilities Protection Service who currently reside in
other ministries.)

Nevertheless, progress within Iraqgi civil security forces continues to be hampered by
immature logistics and maintenance support systems, sectarian and militia influence, and
the complex security environment.

Iraqi Police Service

Team has trained approximately 135,000 Iraqi Police Service personnel, an increase of
more than 21,200 since publication of the August 2006 report. The MOI continues to
struggle with personnel management.

Lack of standardized personnel strength reporting from stations up their district and
provincial chains causes lack of transparency on the total number of Iraqi police officers
on duty on any given day. The only numbers available are the payroll numbers submitted
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by the provinces, which, in many cases, are higher than the actual numbers of Iraqi
police officers on hand.

As aresult, it isunclear how many of the forces trained by the Civilian Police Assistance
Training Team are still employed by the MOI, or what percentage of the 180,000 police
thought to be on the MOI payroll are Civilian Police Assistance Training Team-trained
and equipped.

The Coalition estimates that attrition will remain approximately 20% per year aslong as
fighting in Iraq persists. The MOI reports paying death benefits for more than 6,000
police officers since the fall of the Ba’ athist regime in May 2003.

Appropriate personnel distribution is a challenge. Certain geographic areas have a
shortage of trained police, while additional hiring by provincial leaders in other areas
has resulted in force overages. Provincial governors are authorized to hire more Iraqi
Police Service officers than MNSTC-I has agreed to train and equip, but the MOI and the
governors are responsible for the extra officers’ equipment and training. Police are local
and generally unwilling to move away from their communities, so these “ extra” police
officers cannot be cross-leveled to understaffed provinces. The Government of Iraq does
not consider this a problem and, as the Coalition transfers the institutional training base
to MOI control, training of these “ extra” local police will continue.

Iragi Police Service Operationsand Mentoring

There are 177 Police Transition Teams (PTTs) (14 Provincia, 54 Didtrict, and 109
Station) assisting the development of the Iragi Police Service. Each team has
approximately 11-15 members; 3 or 4 members of each team are International Police
Liaison Officers (IPLOs) hired as contractors by the U.S. State Department and the rest
aretypically military personnel, many of whom are Military Police.

Since the Samarra Golden Mosgue bombing in February 2006, Iragi Police Service
training has emphasized joint patrol operations. IPLOs provide the civilian law
enforcement expertise in technical aspects of crimina investigation and police station
management.

The shortage of PTTs limits mentorship opportunities for the Iragi Police Servicein 13 of
Iraq’s 18 provinces.

Most recently, PTTs were redlocated to Qadisiyah in an effort to curb Iragi Police
Service ineffectiveness in dealing with militias. Despite early Iragi Police Service
resistance, PTTsincreased the level of active community policing through joint PTT/Iraqi
Police Service patrols, thereby improving the reputation of the police. Continued PTT
presence and participation at Iragi Police Service stations is needed to improve police
readiness and will sustain progress in reforming community policing in Baghdad's
neighborhoods.

Iragi Police Service Recruiting and Vetting

The Iragi Police Service has screened more than 250,000 MOI employees, checking
fingerprints against Ba ath Party and Saddam-era criminal records. Of these, 8,000 were
reported as possible derogatory matches, and 1,228 employees were dismissed. More
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than 58,000 police candidates have been screened for literacy, 73% of whom passed and
were allowed to enter basic training.

Militia influence exists in the Iragi Police Service, particularly in Baghdad and several
other key cities, but no figures on the number of former or active militia members on the
rolls exist. Because of the decentralized nature of the militias, a database on militia
members is not maintained, and there is currently no screening process specifically
designed to ascertain militia allegiance.

Iragi Police Service Equipment

The Iragi Police Service in al 18 provinces has approximately 77% of authorized
equipment and is expected to have 100% by the summer of 2007. There is currently a
shortage of helmets in the Iragi Police Service due to production and procurement
schedules from U.S. manufacturers. Distribution of the authorized helmets to the Irag
Police Service will be completed by July 2007.

These figures pertain only to MOI forces generated as part of the Objective Civil
Security Force. It is unknown how much equipment the MOI has purchased for additional
Iragi Police Service staff and for staff authorized by provincial governors. Focus and
priority are changing from equipping to sustainment and accountability.

Although MNSTC-I tracks how much equipment has been issued to the Iragi Police
Service, the lragi Police Service lacks the ability to report equipment status or
serviceability. The most accurate reports on equipment quantities and serviceability are
provided by the PTTs. MNSTC-I continues to work with the Iragi Police Service to
implement standardized reporting and tracking processes and mechanisms.

Iraqi Police Service Leadership

The Officer Education System seems to develop junior leaders loyal to the Iragi people.
However, certain senior leaders are products of the former regime and continue to view
leadership as an entitlement, not aresponsibility. These officers have a negative influence
on junior officers and fail to reinforce the leadership lessons taught in the Officer
Education System. As unprofessional, corrupt, or incompetent officers are identified, they
are removed.

National Police

The National Policeis abridging force, allowing the Minister of Interior to project power
across provinces. The National Police is also charged with maintaining law and order
while an effective community police force is developed. To date, the National Police has
trained and served in a primarily military role, but a plan is under way to reorient it
toward police functions (see below).

Weak or corrupt leadership, militia influences, and a lack of logistical and maintenance
sustainment programs have affected the capability of these units. Despite the force
generation effort, transition to Iragi control will be slow, as the MOI implements
effective positive changes.
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As of November 13, 2006, 24,400 National Police have completed entry-level training.
As with the Iragi Police Service, the National Police payroll is significantly larger than
authorized. There are currently more than 29,000 National Police on the MOI payrall,
but it is unknown how many of the trained and-equipped National Police have left the
MOI. The training figure cited above exceeds the authorized initial training objective,
with the excess serving as replacements for National Police who quit or are killed.

Although they are called police, the National Police have been trained primarily for
military operations, and have received little traditional police training. They have proven
useful in fighting the insurgency, but frequent allegations of abuse and other illegd
activities have diminished the Iragi public’s confidence in the National Police. For these
reasons, the Government of Irag decided to conduct a four-phased transformation of the
National Police into a police organization that provides the Government of Iraq with
cross province policing capability. The National Police Transformation and Retraining
program began in October 2006.

Currently, all National Police combat battalions not enrolled in the National Police
Transformation and Retraining program are conducting counter-insurgency operations to
support the Baghdad Security Plan. Two National Police combat battalions have been
assigned security lead for their areas of responsibility. Thirty-nine National Police
Transition Teams (NPTTs) now support the development of National Police units by
mentoring, training, and facilitating communication with Coalition forces. NPTTs assess
the readiness and operational capability of the National Police, much as Military
Transition Teams do with Iragi Army units.

National Police are equipped with small arms, medium machine guns, rocket-propelled
grenades, medium and heavy pick-up trucks, and SUVs. The mechanized battalions are
equipped with wheeled Armored Security Vehicles. The National Police is expected to
have al of its authorized equipment by the end of December 2006. It is the responsibility
of the MOI to equip National Police hired in excess of the agreed authorization.

Equipment accountability has been a problem in the National Police. MNSTC-I tracks the
guantity of equipment it has issued to the National Police and relies on NPTTs to report
periodically the status of on-hand equipment. Up to this point, there has been no
established process to make these reports.

Department of Border Enforcement and Department of Ports of Entry

Since April 2006, DBE and POE units have remained stagnant in Transition Readiness
Assessment progression, due to the slow issue of equipment, logistics support problems,
and personnel shortages at the battalion and border fort level.

MNSTC-I has trained and equipped approximately 28,300 DBE and POE personnel.
However, over-strength regional and brigade level headquarters divert personnel away
from border forts. The DBE has begun cross leveling of excess personnel. Promotion
opportunities across DBE units are improving, and there have been fewer pay problems.

There are still discrepancies between MOI payroll numbers and actual assigned strength,
and the Iraqi leadership is handling these issues with official investigations of the DBE
|eadership.
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Center for Dignitary Protection

Training and equipping of the Center of Dignitary Protection is complete. MNSTC-
trained approximately 500 personnel to serve as the core of the Personal Security Details
for Irag's government leaders. It is not known how many of these trained-and-equipped
personnel are still serving.

Facility Protection Service

There are an estimated 17,800 Facility Protection Service personnel who work for the
MOI. Haf of them work in Baghdad. The MOI’'s Facility Protection Service has
established better regulation, training, and discipline than have Facility Protection Service
staff in other ministries, and a higher proportion of them—possibly half—have compl eted
the Facility Protection Service basic training course.

There are more than 150,000 Facility Protection Service personnel who work for the
other 26 ministries and 8 independent directorates, such as the Central Bank of Iraqg.

There is anecdotal evidence that some Facilities Protection Service personnel are
unreliable and, in some cases, responsible for violent crimes and other illegal activity.
Recognizing the inadequate performance and poor reputation of many of these
employees, the Prime Minister announced on August 24, 2006, that the majority of the
Facilities Protection Service would be consolidated into a unified organization
accountable to the MOl.

It is anticipated that once thorough checks of al employees are complete the size of the
organization will be reduced significantly.

MOI Logistics

Logistics capabilities, particularly vehicle maintenance, are till ineffective, but efforts to
improve them are under way. Coadlition and Iragi logisticians are aigning Coalition
efforts with MOI Headquarters processes to strengthen MOI logistics capabilities.

Fuel shortages continue to hamper Iragi Police Force operations. The long-term solution
is predicated on improving refinery and pipeline infrastructure, continuing imports,
developing greater storage and distribution capabilities, and increasing the ability to
distribute requested allocations. Coalition forces are working with MOI staff and
continue to identify short- and long-term improvements.

MOI Support

The Prime Minister and Ministry of Finance agreed that all members of the Iragi Police
Service, Facilities Protection Service, and National Police will receive daily food stipends
of 7,000 Iragji dinar (~US$5).

Absenteeism at the MOI is high. This is a function of authorized absence (leave, schooal,
sickness) and unauthorized absences.
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Sectarian | ssues at the MOI

The Iragi Police Service is generally representative of the demographic makeup of its
neighborhoods, athough there are afew neighborhoods in Baghdad and afew other cities
where the percentage of Shi’ain the Iragi Police Service is disproportionately high.

Initial estimates, compiled during implementation of the National Police Transformation
and Retraining program, show that the National Police are disproportionately Shi’a.

Corruption in the MOI

During the first nine months of 2006, the MOI Inspector General conducted 1,355
corruption-related investigations. Of these, 904 (67%) were closed. Of the 904 closed
investigations, 253 (28%) were forwarded to the Commission on Public Integrity or to a
court for adjudication, 577 (64%) were closed because of insufficient evidence, and 74
(8%) were handled as internal MOI discipline.

During this same 9-month period, MOI Internal Affairs opened 2,840 corruption related
investigations. Of these, 603 (21%) resulted in disciplinary punishment, 199 (7%) were
forwarded to the Commission on Public Integrity or to a court for subsequent
adjudication, 26 (0.9%) were closed because of insufficient evidence, and 40 (1.4%) were
handled as internal MOI discipline. The other 1,978 (70%) remain open pending Judicia
Review, Ministeria Review, or the completion of further investigation by Internal
Affairs. Additionally, the Internal Affairs Directorate conducted 228 human rights related
investigations. Of these, 76 (33%) resulted in disciplinary punishment and 10 (4%) were
closed because of insufficient evidence. The other 142 cases (62%) also remain open
pending Judicial Review, Ministerial Review, or further investigation.

Foreign/Political/Militia I nfluence

Corruption, illegal activity, and sectarian influence have constrained progress in
developing MOI forces. Although the primary concern of the Government of Irag
remains the Sunni insurgency, the inappropriate tolerance of and influence exerted by
Shi’a militia members within the MOI is also of concern. A lack of effective leadership
and policies to stem corruption has enabled criminals and militia supporters to weaken
the credibility of the government. Minister of Interior Jawa al-Bolani has demonstrated
the resolve to remove corrupt leaders and to institute policies to eliminate corruption.

Ministry of Defense

The Iragi MOD forces consist of the Joint Headquarters (JHQ), the Iragi Ground Forces
Command (IGFC), the Iragi Special Operations Forces (ISOF), the Army, the Air Force,
and the Navy (including Marines). The Objective Counter-Insurgency Force has an
authorized strength of approximately 137,500 personnel. This force is centered on an
Army with nine infantry divisions, one mechanized infantry division, and associated
Combat Support/Combat Service Support units. The Air Force consists of six squadrons,
the Navy has two squadrons and a Marine battalion.

The total number of trained MOD military personnel is about 134,400 (98% of
authorized), of which about 132,000 are Iragi Army.19 The number of Iragi Army
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personnel who are present for duty at any time, however, may well be less than the
authorized strength due to casualties, desertion, and leaves.

Since the first Iragi Army combat unit generated in the post-Saddam era entered into
service in November 2003, an estimated 20,000 trained-and-equipped personnel have
been killed or have otherwise left the Army. The greatest contributor to the difference
between authorized strength and present-for duty strength is a leave policy that places
about one-third of al soldiers on leave at any time so that they can take their pay home to
their families. Thisisdriven by the lack of a nationwide banking system.

Army

The current force generation plan will train and equip a total of approximately 125,000
soldiers and officers in 36 brigades and 112 battalions. Nine Motorized Transportation
Regiments, 5 logistics battalions, 2 support battalions, 5 Regional Support Units, and 80
Garrison Support Units provide logistics and support for divisions, with Taji National
Depot providing depot-level maintenance and re-supply.

Headquarters and Service Companies provide logistical and maintenance support for
each battalion, brigade, and divison. The Army will aso include 4 Strategic
Infrastructure Brigades, 17 Strategic Infrastructure Battalions, and a Specia Operations
Forces Brigade. Efforts to improve the capability of these units are led by Military
Transition Teams, with U.S. and other Coalition officers and soldiers embedded in each
battalion, brigade, and division headquarters; at IGFC headquarters; and at the JHQ.

The Prime Minister has announced an Iragi funded US$800 million initiative to expand
the Iragi Army by 3 division headquarters, 5 brigade headquarters, 20 battalions, and 1
Specia Forces Battalion. This initiative is expected to take one year to complete and
demonstrates the willingness of the Government of Iraq to invest in its security forces.

Force generation of Iragi Army units is increasingly focused on combat enablers and
logistics. Three Iragi Training Battalions are formed and fully operational. These
battalions allow the Iragis to train soldiers independently in sufficient quantities for force
generation and replacement needs. Seven of the nine planned Motorized Transportation
Regiments are operational and under direct control of their respective Iragi Army
divisions. Although lack of trained maintenance personnel and equipment has delayed
full capability, the Motorized Transportation Regiments provide mobility and
sustainment for Iragi forces. The fina Motorized Transportation Regiment finished
training in late October.

Approximately 90% of the planned Headquarters and Service Companies have been
formed and are at some level of operationa capability. The remaining Headquarters and
Service Companies are scheduled for completion by December 2006.

Although nearly all Iragi Army units demonstrate a high level of training proficiency, the
ability to sustain this training is problematic, given the high operational tempo faced by
many unitsin the fight. Thisis particularly true in the area of logistics specialty training.
This will be mitigated as more personnel are assigned to units to allow both daily
operations and focused training at the small unit level.
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The major challenges impeding Iragi Army units from conducting operations without
Coalition support can be broken into four primary categories. Most of these challenges
are interrelated with numerous other issues, making it necessary to fix them
simultaneously to ensure progress.

* Personnel Shortages — Margina overall manning exacerbated by a liberal leave
policy, lack of officers and NCOs, no existing Military Occupational Specialty
tracking system, and personnel assignment mismanagement. Severa of the new
initiatives mitigate these shortfalls.

* Inadequate Logistics Infrastructure —

Shortcomings in fuel supply and distribution; lack of repair parts, tools, and
capability to conduct all lines of maintenance; poor and inconsistent life support;
and shortage of medical speciaty personnel.

» Equipment Shortages — Existing shortages in vehicles, weapons, and essential
equipment readiness items, such as tools and medic bags; no capability to replace
battle-damaged equipment; and equipment accountability.

» Enablers — Limited Iragi Army capability to mitigate the loss of Coalition-
provided fire support and dedicated medical evacuation assets.

Absenteeism: Across the Iragi Army, absent-without-leave (AWOL) numbers, as reported
by Iragi Army divisions, have declined in each of the last four months, from a June 2006
high of 2,534 soldiers to a September 2006 low of 1,522. For divisions facing sustained
combat operations within their normal operational area, the Iragi Army reports AWOL
rates of 5%-8%. These rates have risen to more than 50% when units were directed to
deploy to areas of combat outside of their normal areas of operations,

The Iragis take this issue seriously and, with the help of Coadlition advisors, are
attempting to instill a more deployable mindset within the Iragi military forces. However,
there is currently no military judicia system within the Iragi Army, and Iragi Army
commanders do not have the legal leverage to compel their soldiers to combat.

Deployability: As a result of the recently demonstrated inability of the Iragi Army to
deploy units to Baghdad in support of operations, the Minister of Defense formed a
committee to determine how to improve the deployability of the Iragi Army.

The recommendation of the committee was to identify a battalion from each Iragi Army
Division (except those in the Baghdad and Anbar/Ramadi areas) to serve as the rapid
deployment force for that division. The battalion and its commander will be hand-picked
by the MOD committee, and the unit will receive priority on equipment and training. The
battalion will be filled to 100% of authorized strength, and the soldiers will receive
“deployment” incentive pay as areward for volunteering to servein this elite battalion.

To increase the predictability of deployments for soldiers, the committee also
recommended a four-phase, 180-day deployment cycle that all units will complete prior
to movement from their home base. This Iragi solution to the deployability problem
serves as an example of an Iraq that is increasingly shouldering the responsibility of a
sovereign nation.
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Sectarian Issues in Recruitment: The Coalition and the Government of Irag are
committed to creating an Iragi military that reflects the ethnic and religious fabric of Iraq,
with diverse units loyal to the nation, not sectarian interests. Although competence and
merit are the deciding factors when selecting recruits and leaders, 1SF units generally
mirror the demographic make-up of Irag. The even-numbered divisions were created
from former Iragi National Guard battalions and tend to resemble the demographics of
communities from which they were recruited. The odd-numbered divisons were
nationally recruited and represent the national fabric. The Minister of Defense, through
an Officer Selection Committee, has used norma transitions to diversify the senior
leadership in the Iragi Army. There are, however, indications that political forces in Irag
have influenced senior military appointments on the basis of sectarian affiliation. MNF-I
and our Embassy in Baghdad are working closely with the Government of Irag to
encourage balanced representation in the senior ranks of the Iragi military to discourage
sectarian influence.

Counter-Terrorism

A recent development in the security of Irag is the establishment of an Iragi National
Counter-Terrorism Capability. The national counter-terrorism capability concept,
approved by the Prime Minister on October 10, 2006, will provide the Government of
Iraq with a dedicated counter-terrorism capability. This initiative consists of three
complementary components.

* Development of a national Counter-Terrorism Bureau, separate from the
ministries, that serves as the principal advisor to the Prime Minister on
counterterrorism matters

 Establishment of a coherent, nonsectarian, counter-terrorism “tiering” strategy
that determines the level of the terrorist threat, assigns appropriate responsibility
for action, and defines approval authority for execution

» Establishment of a separate major command, equivalent to the ground, air, and
naval forces commands, that provides support to the Bureau of Directorate of
Counter-Terrorism in intelligence and targeting areas

Special Operations Forces

The ISOF (Specia Operations Forces) Brigade is the operational component of the Iraqgi
Counter-Terrorism  Command and is composed of approximately 1,500 soldiers
organized into a counterterrorism battalion, a commando battalion, a support battalion,
and a special reconnaissance unit.

A key component in developing an Iragi counter-terrorism capability is the expansion of
the ISOF Brigade. This will be accomplished with the development of an additional
commando battalion that will be structured to provide forward-based commando
companies, with the option to grow to battalions, in Basrah, Mosul, Al Asa, and
Diwaniyah to extend the reach of the Iragi Counter-Terrorism Command.
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Navy

The Iragi Navy has approximately 1,100 trained-and-equipped sailors and marines
organized into an operationa headquarters, 2 afloat squadrons, and 5 Marine companies.
It will grow to 2,500 personnel as the acquisition program progresses. The Navy Plan is
based on the procurement of 21 naval vessels and a number of minor craft consisting of 2
offshore patrol vessels, 4 patrol ships, and 15 patrol boats. A contract for the purchase of
the off-shore vehicles and first three patrol boats is imminent, with an anticipated in-
service date of February to December 2008.

ill atrophy is a significant problem, especially in technical areas. Overall, the Iraqgi
Navy faces significant challenges in meeting the individual and collective training needs
for its ambitious acquisition program. The Iragi Navy has competent senior leaders, but
lacks competent mid-grade officers. The Chief of the Iragi Navy has a plan to improve the
Navy' s leadership and under stands that |eader ship development is a long-term endeavor.
Naval planning isimmature, but the Navy Plan is relatively coherent across acquisition,
training, and infrastructure lines of development out to 2010. Infrastructure will remain
the main effort over the coming 12—14 months.

Air Force

The Iragi Air Force is making measurable progress toward supporting the
counterinsurgency mission. There are currently about 900 personnel in the Iragi Air
Force. Development plans call for a concentrated recruitment effort over the next 12
months, with an interim goal of 2,900 airmen by the end of 2007.

Intelligence Surveillance and Reconnaissance aircraft are currently located at Kirkuk Air
Base (Iragi Air Force 2 Squadron with four SAMA CH-2000s) and Basrah Air Base
(Iragi Air Force 70 Squadron with four SAMA CH-2000s and two Sea Bird Seeker
SB7L-360s).

Previous airworthiness issues with the Comp Air 7S aircraft assigned to Kirkuk were
resolved with the permanent grounding of the fleet by the Commander of the Iragi Air
Force. Through the U.S. Air Force, MNSTC-I is developing program requirements for a
US$27 million procurement case that will be executed through the Foreign Military Sales
program to procure an Interim Intelligence Surveillance and Reconnaissance platform
based on the Cessna Caravan aircraft, with the first of three planned for spring 2007
delivery as a stopgap measure until the Iragi Air Force Intelligence Surveillance and
Reconnaissance aircraft can be fielded.

Helicopter operations from Tagji Air Base in central Iraq are progressing, with the
imminent delivery of the first 10 of 28 Mi-17 helicopters to the Iragi Air Force 4
Squadron. The Iragi Air Force 2 Squadron is expected to receive the first 4 of 16 Huey
lIs by the end of January 2007 and the remainder before April 2007. Initidly, the 2
Squadron will be used primarily for casualty evacuation and is expected to reach initial
operational capability by the third quarter of FYQ7. The Iragi Air Force 12 Squadron
continues to conduct flight training with five Bell Jet Ranger aircraft.

The 23 Squadron at New Al Muthanna Air Base has three C-130E aircraft rounding out
the current Iragi Air Force fleet. This unit reached a significant milestone toward
independent operations, with daily routine maintenance now being performed entirely by
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Iragi Air Force technicians and most missions being manned completely by Iragi crews.
Previous complications resulting in low mission capable rates have been solved, and
fleet-wide readiness achieved 72% in September 2006.

Assessing MOD Capability

Embedded transition teams continue to provide monthly Transition Readiness
Assessments. The assessments measure personnel manning, command and control,
training, sustainment, logistics, equipping, and leadership of their partnered Iragi units.
These categories are assessed using both quantitative and qualitative metrics. Overall, the
MOD is assessed as being partly effective at managing these functions.

The transition also means that the MOD, through the JHQ, has assumed responsibility
for support and sustainment planning for these divisions as well as for forces transferring
to JHQ command and control in the future. The JHQ planning and coordination
processes are immature and are currently hampered by bureaucracy, lack of trust and
understanding, lack of experience with strategic planning, and dependence on Coalition
support and funding.

The MOD agreed, in principle, to fund the National Maintenance Contract from January
through March 2008 through a Foreign Military Sales case. Total cost of the
maintenance support contracts to be assumed by the MOD is estimated to be US$160
million.

MOD Capacity Development

The Minister of Defense has had some success in stabilizing the MOD, which suffered
through a string of assassinations, widespread intimidation and death threats against
employees, and a mgor corruption scandal in the year following its establishment in
March 2004. The current minister is now established in his role and accepts that his post
islong term, enabling him to shape and energize the MOD. He recognizes the importance
of forging a close partnership with the Coalition and is emphasizing joint initiatives, such
as force replenishment (mentioned earlier) and improvement of force deployability.
Procurement to meet force modernization goals is accelerating, supported by an
increasingly robust internal system to determine priorities. The recent appointment of a
full-time Secretary General is already enhancing MOD cohesion.

However, competence levels in certain parts of the MOD remain low. The Coalition’s
MOD Transition Team is providing mentoring support to all senior MOD officials in
developing their capacity to manage key ministerial functions, such as personnel
management, budgeting, logistics, intelligence and security, acquisitions and contracting,
plans and policies, communications, and inspections and investigations.

The current MOD team consists of just under 50 advisors, most of whom are MPRI
employees. In addition, there are about 6 U.S military personnel advising MOD civilians
and 12 civilian advisors from other Coalition countries. There are no U.S Government
civilian advisors at the MOD. A similarly scaled effort occurs at the JHQ, with U.S
military personnel comprising about half of the advisors and the rest roughly split
between U.S civilian contractors and personnel from other Coalition countries. These
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advisory efforts are vital to maintaining the momentum that the minister has generated to
support the ministry as it strives to meet new and increasingly ambitious challenges.



