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Senator Dorgan: [prepared statement] Today’s hearing is intended to shine a light on Iraq contracting
practices.

At the outset, I want to explain why oversight in these matters is important. And to do that, I will
borrow a few lines from the Congressional Record, dating back to 1966.

In August of 1966, during the Vietnam War, a young Republican Congressman from Illinois named
Donald Rumsfeld stood in the floor of the House of Representatives. He delivered a passionate speech
about a contract for the construction of air fields in South Vietnam. The work had been awarded
largely to a company named Brown and Root, amid charges of cronyism.

This is what Congressman Rumsfeld had to say: “The potential for waste and profiteering under such a
contract is substantial.” He told his House colleagues that “it is beyond me” why the contract “has not
been and is not now being adequately audited.”

We are holding today’s hearing about Iraq construction contracts in precisely the same spirit.

The fact is that this Administration has chosen to award huge contracts without benefit of a
competitive, transparent process. And the result has been a steady stream of reports of apparent waste
and abuse.

Ironically, many of these reports have involved Halliburton, a company that acquired the successor to
Brown and Root, the same company that then-Congressman Rumsfeld had on his mind in 1966.



It is not my intention to make a single company the focus of this hearing. However, it is only natural
that much of today’s discussion will involve Halliburton — first, because that company has obtained
the lion’s share of Iraq contract business, and second, because there have been so many reports of
problems with Halliburton’s contracts.

These reports of waste, individually, are serious enough. But it is important that we determine whether
they are symptoms of a larger, more pervasive problem.

For instance, what are we to make of reports that Halliburton charged $2.64 a gallon to import gasoline
into Iraq from Kuwait — resulting in overcharges well over $100 million?

Or that Halliburton employees took up to $6 million in kickbacks to funnel subcontracts to particular
Kuwaiti companies?

Or that Halliburton overcharged $28 million for meals served to troops in Iraq? That, in just one
month, that same company billed the U.S. Army for 42,000 meals per day, when it had served only
14,000 meals?

It seems to me that these incidents may well reflect a broad mindset: one that was born on the day that
these contracts were awarded without competition, and that was nurtured through a lack of oversight
by this current Administration and majority-controlled Congress.

If sunshine is the best disinfectant, then we can only imagine what grows in the dark.

So it falls upon this Committee to call today’s hearing. And we have a panel that will hopefully throw
some welcome light into this situation.

We will be hearing today from a former Halliburton employee — who until last August was a field
buyer for Kellogg, Brown, and Root in Kuwait. This gentleman has first-hand experience of Iraq
contracting practices.

We will also hear from the former director of the Pentagon office responsible for supplying gasoline
for U.S. military activities worldwide, who is uniquely qualified to help us assess the issue of gasoline
overcharges.

Our other two witnesses will help to put these issues into a broad context, and to determine whether
there is a pervasive pattern of waste, fraud, and abuse here.

With that, let me invite Mr. Bunting to begin his testimony. [end of prepared statement]

Let me call on my colleagues, Senator Boxer and then Senator Durbin, and then, following that, if
Senator Lautenberg is here at that time, I will call on him for an opening statement and then I will call
on our witnesses. Senator Boxer.

Senator Boxer: Thank you very much, Mr. Chairman, and thank you Senator Durbin for joining us.

I just want to say, Senator Dorgan, that you have been stalwart in your efforts to root out, what I call
war profiteering. It’s just, you can dance around it but that’s what it’s about. When we were all in the
House together, in the *80s, I was involved and you all helped me rooting out some of the frauds that
were going on. Remember the $1,100 coffee pots and the $600 toilet seats and the $90 wrenches and
all of that. We changed laws, we thought we had taken care of it. But here it is back again.



I’'m just going to take about two minutes to give you a true story about a Halliburton contract that just
will not end, despite our best efforts to stop it. And you were helping me on the floor of this.

Last May we were on the Senate floor demanding that the sole source contract awarded to Halliburton
for the repair and upkeep of Iraqi oil infrastructure be placed by a fully competitive, be replaced with a
fully competitive follow-on contract. During that debate, Senator Warner and I came to an agreement
on an amendment stating that the sole source contract should be terminated by April 31, 2003. That
amendment passed 99-0.

Let me tell you what’s happened since. April 8 — remember, we came to the floor in August, so April
8, 2003, the Bush administration announces that the contract is worth up to $7 billion but the bulk of it
will be open to competitive bids soon. April 14, the Army Corps says that the contract’s value won’t
be $7 billion, it will be less than $650 million and they expect to renew the bidding process by the end
of April. May 2, the Army discloses that the contract also includes operation of oil facilities and the
distribution of oil. The contract award is delayed until August. June, the Army delays the contract
award until October. July, $461 million obligated to Halliburton. October, $1.6 billion obligated to
Halliburton. The Army delays the contract award until December; December the contract award is
delayed until January; December 11, they award $2.2 billion to Halliburton. Last month, yeah, they
had two follow-on contracts and Halliburton won the larger one worth up to $1.1 billion.

In the same week that the DOD Inspector General announced an investigation into Halliburton for
serious contracting irregularities, which Senator Dorgan has discussed, we have learned that
Halliburton has charged the American taxpayer at least $61 million through September 2003 for gas
deliveries.

Halliburton has admitted that two employees took kickbacks valued up to $6 million in return for
awarding a Kuwaiti-based company a contract to supply US troops serving in Iraq. Halliburton
through its network of subcontractors billed for 42,000 meals a day but served 14,000 meals a day.
That’s a new low in wartime profiteering. Maybe akin to charging our military for their meals when
they are in hospital.

The Pentagon last year, meaning the individual soldier, the Pentagon last year paid Halliburton more
than $30 million for meals between January through July. A bill that included charges for nearly $4
million for meals that were never served. Maybe they want to make up for it and serve $4 million in
meals for the homeless or something.

It’s because of these outrageous acts that a lot of us have been involved in different ways. Senator
Lautenberg and I introduced a bill that would specifically make companies that are under investigation
for contract fraud by the Inspector General, ineligible for no-bid government contracts. The bill is
structured so that if the President says, “Ah well, that’s the only company that can serve meals,” he can
waive it be he will have to explain why.

I also sent a letter to Secretary Rumsfeld asking him to begin dispension or disbarment proceedings
against Halliburton. Halliburton should be banned immediately from bidding on any federal contracts
for a number of years. Mr. Chairman, I look forward to hearing from our witnesses today. I thank you
so much for being so dogged in your work on this and proud to be with both of you in this issue, this
hearing.



Senator Dorgan: Senator Boxer, thank you so much. We are joined by Senator Durbin from Illinois.
Senator Durbin.

Senator Durbin: Senator Dorgan, thank you for your leadership on this.

Senator Boxer, I'm glad that you are here today and the other colleagues who will join us and
particularly those who have gathered at this table to testify. If you were not willing to come forward
and testify, it would never have been known and frankly, we would be derelict in our duty and
responsibility.

During WWII, Harry Truman called war profiteering treason. President Roosevelt said, “I don’t want
to see a single war millionaire created in the United States as a result of this world disaster.” And here
we sit today, wondering if we can find or summon the same level of outrage from this administration
or from our colleagues in Congress with the clear actions that have been taken by companies at
taxpayers’ expense who are not serving America.

We will hear specifics today, they are eye-openers and they tell us that our suspicions have been
confirmed. Taxpayers’ dollars are being wasted ... wasted in the name of national defense and that is
absolutely unacceptable.

I want to also commend, Congressman Henry Waxman in the US House of Representatives and
Congressman John Dingell. They too have really been leaders and they too have been unable to find
colleagues in the House of Representatives who will step forward and have a hearing, to get to the
bottom of this, to ask the hard questions. Why are we here on Capitol Hill if it’s not to act as an
oversight on these activities?

Historically, Congress has done that. A young Senator from Missouri named Harry Truman, who
ferreted out all of the waste and misdeeds during World War II. A Democratic Senator from Missouri
with a Democratic President and a Democratic Congress who wasn’t afraid to tell the truth! And yet
we find with a Republican President and a Republican Congress, no Republicans willing to step
forward and ask the hard questions. Why? How can we explain this? I don’t think there is an
explanation.

Currently Halliburton is running ads on television to rehabilitate its image. And you don’t need to tell
the four of us at the table here who raise a lot of money, to run a lot of ads, what’s going on. They
know what the American people think of their company and now they’re trying to put on a pretty face
and tell a happy story about what they’re doing. Well, there’s a former Governor of Texas named Ann
Richards who said that you can put lipstick on a pig and call it Yvette, put it’s still a pig. And in this
situation, until Halliburton comes clean and tells the truth and is held accountable for its actions, then
frankly, we are not doing our duty and Halliburton is not serving this country as it should.

The last point that I’ll make, Mr. Chairman, is this: the waste of taxpayers’ dollars is bad enough. To
think that hard-working Americans are paying their taxes, and that money is being wasted, is a terrible
thing.

This is even worse. Just the other night, a number of us Senators went out to Walter Reed Hospital to
meet with the wounded soldiers: the very best in America. The very young Americans who have given
their lives, given their arms and legs, have given their futures in serving for this country. We met with
them, you couldn’t have asked for a greater bunch of people. And you leave there inspired that they
were willing to do it.



And they raised questions. ‘“Senator, do you think that we could get some armor-plating on the 8,400
Humvees in Iraq? Like the one that blew up under me and took my leg. Can we afford to come up
with the armor plating? Could we get the vests?”

The vests that protect the soldiers over there. I don’t understand why we all don’t have them if we
need them. Simple hard questions. Questions this Senator can’t answer because the resources, the
billions of dollars put into this war, is still not enough to protect them in these basic ways. Today
we’re going to hear about money that has been appropriated by this Congress, that has been wasted.
Money that has been going into obscene profits, money that has been going into waste and fraud that
should never be tolerated. This story needs to be told to every American. It’s one thing to wave the
flag but we don’t waive our common sense in saying that we’re patriots. And our common sense tells
us that the companies that are serving us have to be patriots as well. Thank you, Mr. Chairman.

Senator Dorgan: Senator Durbin, thank you very much. We’ve been joined by Senator Lautenberg.
Senator Lautenberg, do you have any statements?

Senator Lautenberg: Thank you for convening today’s hearing on Halliburton. It’s quite an
incredible scene that we have out there.

And my colleague, Senator Durbin was talking about some of the ads that we are viewing on television
that are kinda cachinnation about how we don’t always do things right but we always correct them.
Sometimes it takes a good amount of years and a good smack on the wrist to — to make ’em do it. But
the fact of the matter here is that we are looking at a scandalous picture.

I am a member of the Senate Committee on Governmental Affairs and have been requesting that it
hold a similar hearing for the past nine months. I’ve written three letters to the Chairman and have
gotten virtually no response. I regret that our Republican colleagues on the Governmental Affairs
Committee have shied away from dealing with this critical subject. While the Kuwaiti Parliament saw
fit to open investigations of Halliburton’s business practices in Iraq, this Congress has so far refused to
investigate what, I think, is becoming more and more obvious: the company’s record of cronyism,
fraud, and price gouging.

Several months ago, I discovered that Vice President Dick Cheney, who was the Chief Executive
Officer at Halliburton before his election, continues to receive a salary from the company that actually
exceeds his pay as Vice President. It is deferred compensation, but the non-partisan Congressional
Research Service determined that the payment constitutes an “ongoing financial relationship” despite
the Vice President’s protestations to the contrary.

And I was induced to look at this when I saw Vice President Dick Cheney on Meet the Press, when he
denied any financial interest in the company. Today, as we discuss the critical topic of how American
taxpayers’ dollars are being used to reconstruct Iraq, we have a chance to say, “Enough is enough.”
Enough cronyism and sweetheart no-bid deals. Enough accounting misdeeds and overcharging of the
U.S. taxpayer. And enough bending of the law to suit the needs of Halliburton.

Halliburton’s record of overcharging, bribery, and accounting fraud recites like a textbook example of
corporate irresponsibility. Yet Halliburton has virtually monopolized contracts in Iraq and has
collected over $9 billion dollars through its subsidiaries.



Vice President Cheney gave a speech a few weeks ago in Rome, in which he strongly chastised those
who — and I quote — “tolerate and profit from corruption and maintain ties to terrorist groups.” This
line struck me as ironic, because as we have recently discovered, when Vice President Cheney was the
head of Halliburton, he seems to have conducted his business in a manner that embraces all that he
now criticizes.

This week, my staff uncovered documents from the Department of Commerce revealing a “flurry of
business activities” between Halliburton and the Iranian government when Vice President Cheney ran
the company. The documents indicate contacts between an Iranian oil company called Kala Limited
and a subsidiary of Halliburton, Halliburton Products and Services, which has “offices” in Dubai but is
registered in the Cayman Islands. [points to poster]

And here we have this poster. This document is dated in 1998. In May of 1998.

These stacks of documents, which I would be happy to provide to my colleagues, seem to be part of
the reason that Department of Treasury investigators recently reopened an investigation of Halliburton
for evading and possibly breaking U.S. sanctions prohibiting trade with Iran. Although the Treasury
Department had investigated this allegation in the past, a new investigation was begun this month,
subsequent to new revelations of Halliburton’s shell games to avoid the sanctions preventing U.S.
corporations from doing business with terrorist states.

In late January, the news program 60 Minutes reported that while Vice President Cheney headed
Halliburton in the late 1990s, the company set up a foreign subsidiary in the Cayman Islands called
Halliburton Products and Services. Although the subsidiary was wholly owned by the U.S.-based
Halliburton, it was deliberately located there so that Halliburton could do business with Iran and avoid
U.S. sanctions for doing so. When investigators visited the Halliburton Products and Services
Company in the Cayman Islands, they found no employees, no actual office, and no real business. All
they found was a “mail drop” that forwarded mail received there to Halliburton’s headquarters in
Houston.

President Bush has characterized Iran as one of the two remaining members of the “Axis of the Evil.”
It is on this short list because it is directly responsible for terrorist attacks that have taken hundreds of
U.S. lives since the early 1980s. Two young women from New Jersey, Sarah Duker and Alyssa
Flatow, are among the hundreds of American victims of Iranian’s proxy terrorism. Iran funds Hamas,
Hezbollah and Islamic Jihad, all terrorist organizations, according to this administration’s own
designation. The sanctions against Iran, which I helped put in place, were instituted by Congress to
punish Iran for its sponsorship of terrorism.

Now, despite the possibility that Halliburton — under Vice President Cheney’s watch — was
deliberately bypassing U.S. sanction law to conduct business with the terrorist regime in Tehran, this
administration, which purports to be waging a “global war on terrorism,” has given Halliburton
contracts exceeding $9 billion to rebuild Iraq.

I'look forward to discussing how we can protect American tax dollars from Halliburton’s abuses. I
have focused on the evasion of U.S. sanctions law because this is the newest, and I believe most
shocking, revelation regarding Halliburton.

Again, Senator Dorgan, I applaud you for convening this hearing. It’s amazing how things can change.
It’s why I wanted to come back to this Senate. I look forward to working with you and our colleagues
to meet the challenges America now faces here and abroad.



Senator Dorgan: Thank you, Senator Lautenberg.

I want to make two points before I turn to the witnesses. Number one, let me also thank Congressman
Waxman who has done substantial work in the U.S. House of Representatives on this issue and he is
even now continuing his inquiry in the House of Representatives and we thank him for his cooperation.
The creation of the policy committees in the Senate, Republican and Democrat, anticipated our holding
inquiries, our holding queries on issues.

When you have issues such as kickbacks, overcharging for gasoline for our troops, charging taxpayers
for meals that never reached the troops in the field, it seems to me that you ought to have committees
in the United States Senate lining up to have hearings to demand answers, but that regrettably has not
been the case. So we will demand answers.

Some who don’t want tough questions asked about these issues will shout politics. And that’s fine.
While they shout, we’re gonna search.

We want the truth and we want it now. And we are determined to find the end of this string and to shut
down this waste and abuse. The fact is, those who engage in waste and abuse, undermine our military.
Those of us, all of you who are willing to shine a spotlight on this waste and abuse, strengthen our
military.

So I want to thank the witnesses who have agreed to come today. It is not easy to do this, it is not easy
for us to hold hearings to shine a spotlight on things that are as unsavory as this but it is our
responsibility to do so.

Henry Bunting has joined us today from Houston, Texas. Henry Bunting is a purchasing and planning
professional with extensive experience in manufacturing and engineering companies. He has expertise
in purchasing alternatives and negotiating contracts and developing second-source suppliers. He
received a B.A. in Business Administration from Kent State University and has worked for
Halliburton, Hewlett Packard, Tyco, and Houston Metropolitan Transit Authority. Mr. Bunting served
in Vietnam and received an honorable discharge from the United States Army as a Staff Sergeant. Mr.
Bunting, thank you for joining us and would you please being with your statement.

Mr. Bunting: [prepared statement] Good morning. My name is Henry Bunting and I am from
Houston, Texas.

I am a purchasing and planning professional with extensive experience in manufacturing and
engineering organizations.

I appear before this Committee today to discuss my experiences as a buyer in Halliburton’s LOGCAP
procurement office in Kuwait from May through mid August 2003. I quit after 15 weeks of 12 to 16
hour days. There was little chance to leave the Khalifa Resort work site and little relief in sight.

There are three levels of procurement staffing at Halliburton. Buyers are responsible for ordering
materials to fill requisitions from Halliburton employees. We would find a vendor who could provide
the needed item and prepare a purchase order. Procurement Supervisors were responsible for the day-
to-day operation of the Procurement section. The Procurement, Materials & Property Manager was the
next step above them.



On average, my daily open requisition count was between 80 and 150. All requisitions were to be
filled on as soon as possible basis. Other buyers averaged 60 to 70 open requisitions. The requisitions
covered everything from office supplies and bug spray to telephones, cars, and drugs.

While working at Halliburton, I observed several problematic business practices.

For purchase orders under $2,500, buyers only needed to solicit one quote from one vendor. To avoid
competitive bidding, requisitions were quoted individually and later combined into purchase orders
under $2,500. About 70 to 75 percent of the requisitions processed ended up being under $2,500.
Requisitions were split to avoid having to get two quotes.

For purchase orders above $2,500, buyers were required to obtain two quotes. The buyer would select
a high-quoting supplier and a more moderate preferred-quoting supplier. Thus, the buyer would be
able to place the purchase order with a preferred supplier, as he or she knew that the quote submitted
by the preferred supplier would be lower.

Let me go through a few examples of Halliburton practices.

On one occasion, I was instructed by my supervisor to go shopping with another Halliburton employee
for a camcorder. The Procurement Supervisor told me to remember the $2,500 limit.

The plan was to purchase most of the equipment from the camera shop, which I did. I got two receipts
so we could cut two purchase orders on a different day. The Supervisor instructed me to return to the
supplier to have him combine the receipts into one and lower his pricing so as not to exceed $2,500.
The supplier did as requested.

Another supplier was solicited for the remaining camcorder requirements. The computer related items
were purchased from a third supplier. All the purchase orders were kept under $2,500 each.

After I completed the purchase order paperwork, changes were made to the purchase order without any
trace or accountability for these changes. An outsider reviewing the file would assume the purchase
order execution followed the normal processing cycle.

Halliburton management stated in May 2003 that an enterprise system was to be implemented within
several months that would provide an audit trail by tracking changes to purchase orders. However,
buyers believed that Halliburton wanted to keep using MS Word documents and Excel worksheets to
avoid generating any electronic audit trail.

The camcorder purchase points out another questionable Halliburton business practice.

There were frequent instructions by Procurement Supervisors and Management to keep material
requisitions under the $2,500 threshold to avoid competitive bidding. Remember this is a “cost plus
contract” so Halliburton would get reimbursed for its costs plus a percentage.

Because of the influx of people, the demand for office chairs and desks was high. The preferred
supplier had provided office furniture almost from the beginning of Halliburton’s time in Kuwait. No
one questioned pricing. We simply called, furniture was delivered, and paperwork was completed.
The comment by both Halliburton buyers and management was, “It’s cost plus, don’t waste your time
finding another supplier.” Most requirements for office furniture were filled without competitive
quotes.



I decided to find a second source for the furniture requirement. I received quotes from several
suppliers resulting in cost savings of $30 per office desk and $10 per office chair. I estimate these
savings as $5,000 to $6,000 per year.

The point is that competitive pricing is available in Kuwait. But the preferred supplier list is
questionable. Halliburton could reduce costs.

Here’s another example. Four material requisitions were submitted for cardiovascular exercise
equipment. Each requisition was for the same equipment, which was to be installed at four different
MWR (morale, welfare and recreation) facilities in Kuwait.

The Halliburton MWR manager who submitted the requisitions specified a specific brand of exercise
equipment. He also recommended a supplier who stocks this equipment in Kuwait with delivery
within 15 days. The MWR manager stated on several occasions we should use the suggested supplier.

We solicited quotes for two of the four requisitions. My purchase order was awarded to the low cost
supplier instead of the requester’s “preferred supplier.” This produced a savings of approximately
$60,000.

However, the two remaining requisitions where transferred to the Sub-Contracts Section for awarding.
Even though the Sub-Contracts Administrator was verbally advised of the history of these four
requisitions, I suspect that the low cost supplier was not awarded the order and Halliburton paid a
premium for the equipment.

There also was a requisition for 2,500 towels for a MWR facility in Baghdad. There were old quotes
for ordinary towels. The MWR manager changed the requisition by requesting upgraded towels with
an embroidered MWR Baghdad logo. He insisted on this logo, which you can see from this towel.
[break in prepared statement] [ Shows towels. ]

Senator Dorgan: Please tell us what KBR means.

Mr. Bunting: Oh, Kellogg, Brown and Root. All of the signs that I ordered to identify things, most of
them had KBR on some place on the sign. For example, for the fire department, stating where the fire
department was, had KBR on the lower part of the sign, so that people knew what it was.

Senator Dorgan: And MWR?

Mr. Bunting: MWR stands for Morale, Welfare, and Recreation. This towel comes from an exercise
facility that the military used to keep in shape. And these were throughout Kuwait and ISG was in the
Iraqi facility.

Senator Lautenberg: What period of time are we talking about here. From when you were there —



Mr. Bunting: [ was there from the first part of May. The first week, the second week of May. And I
terminated, er, quit in Mid-August. I was home by August 20.

Senator Lautenberg: And what year are we talking about?

Mr. Bunting: Of 2003.

Senator Dorgan: Since you worked for Halliburton, KBR is the subsidiary of Halliburton?

Mr. Bunting: KBR is a subsidiary of Halliburton. That is correct.

Senator Dorgan: And yeah, can you tell us the difference in price here. You tell us that the original
requisition just asks for towels. And then it changed to insist that there be a logo that says KBR or the
Halliburton Corporation. What’s the increase in price?

Mr. Bunting: The original purchase order for that, that I was discussing for these 2,500 towels was for
towels at a price of .38KD which was roughly $1.60 a towel. That towel would have cost around
$4.50 and $5.50 per towel. For two reasons —

Senator Boxer: So it’s $1.50 without the logo —

Mr. Bunting: Yes, Ma’am.

Senator Boxer: And five bucks with the logo?

Mr. Bunting: Yes, Ma’am. But that is also an upgraded towel. That’s a much higher quality towel
than the original order called for. The difference of the upgraded towel if we bought the plain towel
would have been about $1.85, $1.90. So we’re looking at a difference of about perhaps, $4, with the
logo and 2,500 was the quantity.

Senator Dorgan: You may proceed, Mr. Bunting.



Mr. Bunting: [resumes prepared statement] The normal procurement practice should be that if you
change the requirements, you re-quote the job. The MWR manager pressured both the Procurement
supervisor and manager to place the order without another quote.

I verbally advised my supervisor of the situation but resigned before the issue was resolved. I assume
the order for embroidered towels was placed without re-quoting.

A list of suppliers was provided by the Procurement supervisor. It was just a list of names with
addresses and telephone number. We were instructed to use this preferred supplier list to fill
requisitions. As suppliers were contacted, commodities/product information was added. However, we
found out over time that many of the suppliers were noncompetitive in pricing, late quoting, and even
later in delivery.

My estimated annual spend was about $30 to $40 million, and the LOGCAP spent more than $250 to
$300 million in Kuwait. Competitive quoting, planned selection, qualifying suppliers and recovery of
funds for poor performance could generate real savings in the range of 5 to 15 percent, as much $5 to
$10 million in the first year.

I would like to thank the Committee for this opportunity to discuss Halliburton’s questionable business
practices under the LOGCAP contract. [end of prepared statement]

Senator Dorgan: Mr. Bunting, thank you very much. We’re gonna have questions. Let me ask you
just one, and then we’ll go one to hear one of the other witnesses. Based on your testimony, it seems
to me the case, that requiring a logo for this company to be put on a towel asks the taxpayer not only to
pay for the logo but also earns the company a profit because it’s a cost plus contract. Is that right?

Mr. Bunting: That is correct. That is absolutely correct. Any time you add something to the basic
commodity that can be purchased on the open market, you’re going to pay a premium.

Senator Dorgan: And there’s nobody in the military overseeing this, saying “Hey, we don’t need the
logo on the towels.” Go ahead and spend your money, pad your profit. Put logos on towels with your
company name on it.

Mr. Bunting: The contracting officer for the military did approve the requisition.

Senator Dorgan: Unbelievable. Alright we’re gonna hear from three other witnesses and then we’ll
ask questions. Thank you, Mr. Bunting, for your testimony.

Jeffery Jones is the former director of the Defense Energy Support Center at the U.S. Department of
Defense. Since November of 2003, when Mr. Jones retired after 30 years of distinguished federal
service including two Presidential rank awards, he has worked as a consultant to firms seeking to
improve logistics and other business practices. Prior to that time he directed the Center for Energy
Support in the Department of Defense... it’s the Defense Energy Support Center, or I should say. An



organization responsible for purchasing, managing, storing, and distributing all petroleum resources
worldwide by the U.S. Military in Peacetime and Wartime. And again, Mr. Jones, you directed that
center.

Mr. Jones: That’s correct.

Senator Dorgan: July 1995 to March 2000 you served as the Deputy Director of the logistics
operations in the Defensive Logistics Agency, where your responsibilities including overseeing all of
DLA’s supply chain functions at five supply site centers and twenty-two distribution centers. I won’t
go through your entire background but that certainly demonstrates a substantial amount of public
service and you were at the Pentagon at the highest level of responsibility for purchasing, managing,
storing all petroleum resources used worldwide.

We’ve asked you here because we know, you’ve seen the same reports that we have seen of the, the
amount being paid to taxpayers for the purchases of gasoline in Kuwait and delivered into Iraq and
many of us just shake our heads in disbelief at what’s happening. We want to get your background and
experience and your comments on this subject. Thank you for being willing to come to testify, Mr.
Jones.

Mr. Jones: Thank you, Mr. Chairman, Senator Boxer from my original home state. Senator Durbin,
Senator Lautenberg, can you hear me now? I don’t mean for this to be a Verizon commercial. 1’11
summarize my remarks today by delving into some of the points that you’ve all been raising here for
very good reasons. The three basic issues are:

One: How we got into the situation we found ourselves in with KBR, and you’ve all spoken to this. |
also have a view that some of the outsourcing of federal jobs is tied to the same philosophy of how this
contract is operating and the lack of transparency in government. Senator Boxer and Senator Durbin, I
think that both of you spoke to those points very well.

DESC is a field agency of DLA is a, as the Chairman had mentioned. It supplied fuel to all the armed
forces throughout all the major military campaigns in recent years. Its predecessor or the first
organization actually was formed during WWII to get the Army and the Navy to get together in buying
petroleum to support troops in Europe. The organization’s mission has grown exponentially and the
DESC has met some huge in the Balkans conflict, Operation Enduring Freedom, and now Operation
Iraqi Freedom.

During my tenure at DESC we were occasionally forced to pay sole-source prices in some locations
but not even in remote central Asia did we pay close to $2 a gallon for jet fuel and that’s delivered. 1
believe that the most that ever paid for delivered fuel was $1.40 although I could be overlooking a few
cases and those would primarily be in places at airports that most people haven’t heard of.

When I got the first call about $2.65 gasoline in Iraq, it was a real head-scratcher; I did have a full head
of hair before this started. A number of reporters managed to find me in Florida and my retirement
quickly went down the drain for at least a month.



Ask me for my opinions on whether this made sense or not, frankly I’ve never seen the contracts. I
can’t imagine why it should cost that much money. Especially in light of the fact that gasoline being
brought down from Turkey, much longer line of communication, was a dollar cheaper. And that was
really quite an interesting finding right there.

But in today’s market, $1.65 is considered pretty reasonable. As a matter of fact, if the President
wanted to check local gasoline prices, he’d find that it’s about $1.65 in Daytona, but I don’t think that
will be part of the program down there.

In any case, at about the same time the House Government Reform Committee hearing, my office
began getting calls from the Corps of Engineers, asking what DESC could do to help out. It appears
there might have been a misunderestimate, misunderstanding from an earlier conversation we had with
them in which they had asked to help move propane into Iraq.

Now my former organization never handles propane, doesn’t have any particular expertise or licensing
to do that. So we basically told them that was not going to happen. However, there was a lot of
surprise later on when KBR began the massive gasoline and diesel fuel movements and pretty much
right alongside what we were doing particularly in Turkey.

We had provided KBR sourcing information for both fuel and trucks and we were also providing
information about trucking agencies like Melbauric in the Emirates so that they could know where to
find the resources they need to shorten their search cycle. If I recall correctly, we had been inspecting
Turkish trucks for jet fuel deliveries. Some of those wound up in KBR gasoline service.

I don’t mean to imply any wrongdoing, but we were almost tripping over each other in, in Turkey,
managing essentially the same kind of program. DESC’s Iraq operations have mostly been limited to
operations in the Northern Zone. There were some problems from time to time, but the Army was
providing security and it was my understanding that they were providing security, at least to some
extent, in the South as well for the KBR operation. Now I could be somewhat off on that but that was
the way it was in the beginning in any case.

The drivers that we used were a little less willing to drive when they had to drive a little bit further
south. The troops were saying, “Go on down to Baghdad,” and they didn’t want to do that. The jet
fuel that we used came from out of the Turkish pipeline; we put it in under an old agreement that
predated the fuss that we had with them diplomatically over putting troops into Turkey.

But first, one of the things about this $2.65 gasoline. One moral of the story is: Don’t tinker with the
price of something that every citizen in the U.S. can directly relate to. But on a more significant level,
some of the more significant issues that I believe the Congress should take up and if they won’t then I
certainly commend to you are ones that I’'m going to go into.

I don’t mean to criticize anyone here, because in many ways I think that the corps was under such
pressure that they did what they could with what they had with the guidance they were given. But
there were some significant issues.

There was some terrible communication within the U.S. organizations within Iraq. We’ve had an
office, DESC’s had an office in Bahrain for forty years and that office was in on every aspect that it
could possibly be in on, although it was not particularly involved in the Kuwait part of it because the
Army was designated the responsible agent. Also, most of that fuel was free and that was done under a
State Department agreement that we were not a contract party to.



The second issue was the lack of organic resources to manage contractors. Now that’s already been
brought up by you, the members of the committee, but it’s absolutely the case that part of the
connection to federal job outsourcing that I make is that when you outsource, the people who can tell
whether the job was being done right then you don’t have any control over this situation and you build
yourself, you dig yourself your own grave. As a matter of fact, the organization that I just left is one of
those that is being looked at for outsourcing by the Pentagon. I can only imagine what would happen
if it were not around and this problem came up; there really wouldn’t be anybody to turn to.

And then there’s the lack of the overall transparency in the process, which Senator Durbin spoke to
very well — if you don’t have transparency, whether the process is right or wrong, you undermine the
confidence of the American people and even some of the employees within the government; they’re
doing what they think is best under the circumstances.

And then, of course, the fraud issues that have already been mentioned.

As I said in my written statement, we as Americans are seldom able to take the full measure of a
situation before we are up to, up to our necks in it. By underestimating the extent of support that
would be needed in a longer-than-expected engagement and the added support of aiding the largest
Arab nation in the Gulf, while opponents to the U.S. action attempt to reverse our reconstruction
efforts. This reality versus the expectation has brought us here. Costs are so much higher than the
original $20 billion estimate, not because the estimate was wrong but because the estimate only
considered what it knew. The Defense Department — with DLA, my former command — the Army,
and the Air Force are all taking steps, working to improve their own logistics capabilities in an
expeditionary environment.

But that has not helped this particular problem. The reliance on contractors has got to be accompanied
with responsible oversight. Those two things go together or nothing will work right.

I’ll summarize by saying that no executive likes his power diminished but that’s our form of
government and our only protection against tyranny. Going to war is serious business and serious
questions have to be asked.

The Middle-East is not the Mid-Atlantic, the Midwest, or Western Europe, old or not-so-old. Iraq
came with lots of baggage: colonial baggage, wealth from before Saddam, a history of mixing tribes
(sometimes mixing better and sometimes mixing worse) but someone has to ask harder questions
before we send 19 year old with M16s into such places.

Second, if this greatest nation on Earth wants to continue to stand for the values in the — its
Declaration of Independence, it has to act in a way before the fight and after the fight that represents
those values. Many reasonable people around the world see our ouster of Saddam in Iraq looks a lot
like a colonial act, like what the British did decades earlier and what the United States was accused of
in Iran in 1952. We may be repelled by these views but they are out there and they carry guns and
Kellogg, Brown and Root cannot fix that.

As you know from my prepared statement, I do not want to discredit the hard-working people,
particularly the soldiers, but a lot of individual contract employees, civilians, and others who are doing
their best in a difficult situation. We should thank all of those who are working to the best of their
ability.

But for all of the reasons I’ve mentioned, we need to raise the quality of the dialogue in this country.
We need serious discourse about serious issues. We need transparency back in the decision process.



You can’t act ad hoc and ad 1ib on the world stage and can’t turn the U.S. government and then
fundamentally moral decision-making into a business case in a boardroom.

Ladies and gentlemen, I’1l be pleased to take questions when the time comes.

Senator Dorgan: Thank you very much, Mr. Jones. We appreciate you being here.

Next we’ll hear from William Hartung. He is the President’s Fellow at the World Policy Institute at
the New School. He is the founder and director of the institute’s arms project, established in 1993 to
provide independent research and analysis to journalists, policy-makers, and citizens organizations on
issues concerning global weapons proliferation. He’s the author of a good many books including, How
Much Are You Making on the War, Daddy? He’s appeared in most of the major journals and on
television broadcasts as an expert in his area. He’s a graduate of Columbia with a B.A. and a member
of Phi Beta Kappa.

Mr. Hartung, thank you very much for joining us today.

Mr. Hartung: Thank you, Senator Dorgan, for your leadership.

Representative Waxman, I think, I grew up in a Republican household. My dad was an accountant.
He finally came around to my point of view late in the Reagan administration, that instead of arguing
with the phone company about a ten-cent call, we should be arguing with the Pentagon about the tens
of billions that they spend on our behalf.

I think that this is certainly a time when we need some leadership on both sides of the aisle and I think
we’ll get it. I think that after what we’ve heard today, the country’s not going to stand for a situation
where this money is wasted, because it’s not just about taxpayer money, as Senator Durbin pointed out.
It’s also about the safety and security of our troops, because money that’s wasted on monogrammed
towels, on leasing autos for outrageous rates, and meals not being served, is money not being spent on
body armor, that’s not giving support our troops need and I think that the more people understand that
they more they will demand that these hearings be held not just in this room but that they be held in the
full bodies of this Congress, with all of the power necessary to get to the bottom of this.

I’m going to depart only slightly from my prepared remarks only to say that when I heard what Henry
Bunting and his colleague had to say, I had to think a little bit more about the case with Halliburton.
I’m starting to wonder if this is a company on the verge of an ethical nervous breakdown. Sorta like
the case we had with Enron and Arthur Anderson. Because not only have we had a company that has
overcharged us for gasoline, that has had kickbacks, been charging for meals that they are not serving
to our troops — because quite frankly our troops do not want to eat the meals because they are not of a
quality that they really want to deal with — that has a motto that stated, “Don’t worry, it’s cost plus.”

But it’s also a company that is being investigated for bribery in its operations in Nigeria. It’s a
company that’s being investigated by the FEC for funny money accounting practices. It’s a company
that Senator Lautenberg said, that’s used offshore entities to hide trading with companies and countries
that have involved themselves with terrorists. It’s a company asbestos liabilities and that frankly, these
cost plus contracts to supply our military are the best thing it’s got going. So I’m just wondering if
maybe there’s a larger story going here. That there’s a little desperation at the top of this company that
is perhaps created a corporate culture that is perhaps run out of control. And that maybe they have



some very good people in theater, there’s a corporate ethos that has gone off the rails here. And that
our government is nodding and winking because they’ve got a friend in the White House with the
name of Dick Cheney.

And we’ve seen in this week’s New Yorker a very good piece where she points out, there’s a quote in
there that says that, “Well, if you want something done about Iraqi contracting, you got to Dick
Cheney.”

So when I was writing my book about war profiteering, the Bush Administration — I’ve been doing
this for twenty-five years — I’ve never seen this level of cronyism. It’s more like Sarto in Indonesia
than what I recognize as democracy in America.

So that’s just a little scene-setter, but I think in terms of the work in Iraq, what struck me is that
whenever Halliburton gets caught they always say they had to do it for expediency. They say, “Well,
you know, the reason that we got the contract in secret to put out the oil fires was because we were the
best company for the job.”

But the late Mark Feinman, who recently died of a heart attack in Iraq, did a piece where he looked
into that question and it ends up that there were better qualified companies to put out those oil fires. In
fact, Boots and Coots, the company that Halliburton had a joint venture with was on the verge of
bankruptcy and may not well have been able to put out the oil fires had we had a significant number of
them. They had to bring in a second company after the fact and if that company had said that, “You
know, we would have been better off had we been brought in for the initial planning.” So in that case,
the secrecy did not serve the case for expediency, it actually made the job harder.

And then, of course, Senator Waxman found out that this was not a contract just about oil well fires, it
was about running the entire oil infrastructure of Iraq. Likewise, on the gasoline kickbacks, they used
a Kuwaiti firm called Altanmia and they said, “Ah, well, you know, it’s the only company that would
take the risk, that would bring the gasoline over the border, and so forth.”

Well, first off, some experts claimed that you needed a middleman company at all and then when
Representative Waxman’s staff looked into it, they found that this company had no experience dealing
with fuel and it had some possible ties to the ruling family in Kuwait. So the secrecy actually hid the
fact that this deal had more to do with nepotism than it did with expediency.

So what we find time and time again is that secrecy hides wrongdoing; it’s not something that serves
expediency or that serves our troops.

And then finally, Senator Boxer had raised this issue up of um, should we basically debar or shut
Halliburton out of future military contacts. And I think that the problem there is that you need a
strategy for doing that because Halliburton, due to actions dating back to the last ten years, is basically
the privatized logistics arm of the U.S. Army at this point.

As my friend, Mr. David Eisenburg, of the British-American Security Information Council has said,
that, like the American Express card, the U.S. military can’t leave home without them. They build the
bases, they do the laundry, they maintain the vehicles.

They do jobs that used to be done by reservists and there’s a couple of problems with this. One is this
cost control problem, that they are not being monitored. The other is, some people have questioned,
including top logistics officials in our own Army, whether in Iraq, they have not shied away from
going into dangerous areas for weeks or months at a time. Not just Halliburton but other private
companies so that our troops have been deprived of fresh water, fresh food, the services that they need



because when you go in as a private contractor, you don’t have the same social contract as when you
go in as a member of the U.S. military. We haven’t really dealt with that. If we are going to depend
on these companies, what is their responsibility to go into a war zone, to get shot at, to provide services
that our military really needs.

I think that if we are going to discipline these companies we have to look at the bigger question of
privatized military companies. Exactly where do we want to draw the line? What services do we want
to depend on them for and what services do we want to bring back into the US government and no
matter how we do it, we gotta compete it.

We got to open the bidding to qualified foreign companies, be they German, be they French, be they
Russian. We gotta let U.S. companies in on the deal and not just the big Halliburtons and Bechtels, the
smaller firms. We’d have to let skilled Iraqi entrepreneurs in on the deal, not on the outskirts, where
the only way they can get in is hiring a foreign Bush Administration official to help them get on the
gravy train.

I think that’s a good synopsis of what’s in my testimony, but I’d certainly be willing to discuss this
more because I think that bottom line is that it’s not just about the money but about supporting our
troops. I think that it’s really our troops who are suffering the burden of this corrupt process at th