KBR

KBR is pleased to submit this statement for the Commission on Wartime Contracting’s

initial hearing on logistics contracting. As the contractor responsible for implementing
LOGCAP I1l and one of the awardees under LOGCAP IV, KBR delivers world-class
engineering, logistics, and service support to U.S. and Coalition forces, diplomats, and civilians
serving in the Middle East and Central Asia. KBR is committed to the safety and security of all
KBR employees and the service members we support. To that end, KBR supports the work of
this Commission in examining logistics contracting, and we look forward to assisting the
Commission in identifying ways to improve the current expeditionary contracting system. This
statement will detail KBR’s experience with LOGCAP Il11, including some general
recommendations for improving logistics support acquisition and contract management
processes.
Introduction
KBR, the world’s largest defense services contractor, employs, directly or indirectly, over

73,000 people in support of the military in the CENTCOM Theater, many of whom are
themselves veterans of the armed services. KBR employees are located around the globe and
include engineers, firefighters, carpenters, mechanics, laundry workers, electricians, truck
drivers, and food service personnel. An industry leader in providing high-quality logistics
support on complex projects, KBR was awarded LOGCAP Il1 following a competitive bidding
process in 2001. Under LOGCAP IllI, KBR provides support at 215 sites to 211,000 U.S. and
Coalition forces in the CENTCOM Theater. Since 2003, KBR has:

e Served more than 937 million meals;

e Issued more than 7 billion gallons of fuel,

e Handled more than 335 million pounds of mail;

e Washed more than 66 million bundles of laundry; and



e Hosted more than 152 million visits to Morale, Welfare and Recreation facilities.
Growth of the Contract, Related Challenges and KBR’s Response
In hindsight, it is obvious that no level of planning could adequately anticipate the rapidly
changing and perilous environment that developed in Irag. In response to questions from the
House Armed Services Committee in January 2007, General David Petraeus, current
Commander of the U.S. Central Command, acknowledged:
First, there were a number of assumptions and assessments that did not bear out.
Prominent among them was the assumption that Iragis would remain in their barracks and
ministry facilities and resume their functions as soon as interim Governmental structures
were in place. That obviously did not transpire. The assessment of the Iraqgi infrastructure
did not capture how fragile and abysmally maintained it was (and this challenge, of
course, was compounded by looting). Additionally, although most Iraqgis did, in fact,
greet us as liberators (and that was true even in most Sunni Arab areas), there was an
underestimation of the degree of resistance that would develop as, inevitably, a Shi’a
majority Government began to emerge and the Sunni Arabs, especially, the Saddamists,
realized that the days of their dominating Iraq were over.
It was in this environment that the initial levels of services required under LOGCAP Il evolved
to meet the exigencies of the situation that America’s courageous Soldiers, civilians and the
contractors who supported them, confronted. This was true with respect to the number of
American personnel on the ground, the duration of the troop presence, and the hazards posed by
the Iragi insurgency. While the original contract clearly stated the various essential services
which KBR would be responsible, the specific requirements associated with the location, the
types of facilities that would be available or required to be built at each camp, and the
availability of supplies and services to support the magnitude of the effort were in constant flux.
Thus, contractors frequently developed solutions to wartime logistical challenges on the ground

and in real time to support the 211,000 Soldiers at over 215 sites throughout the CENTCOM

theater.
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For example, the military often had to shift units throughout the theater. As this
happened, KBR shifted personnel, equipment and materials alongside the Soldiers to build,
support or relocate camps and ensure continuity of essential services. As the Army replaced
troop units, the theater was reevaluated and troop units re-deployed. KBR would, again, need to
move camps and the associated support services. In addition, during the ramp-up in 2003-2004,
increased security threats exacerbated the challenge to KBR employees, who like the military,
had to stop what they were doing, don protective gear, and seek shelter as missiles, mortars or
other weapons were fired at Coalition locations.

With this significant ramp-up came ever-changing requirements under LOGCAP IIl. In
this volatile situation, the pace of the paperwork trailed the pace of the demand for services and
this led to further challenges to KBR and the Government administrative teams. One of the
initial challenges we faced was the requirement to definitize dozens of task orders. KBR and the
Army created an integrated process and completed this significant task by March 31, 2005. KBR
and the Army have worked to ensure that all subsequent task orders are definitized within the
timeframe specified in the contract. This process saved significant amounts of time and effort
and ensured timely negotiation of task order pricing while ensuring compliance with applicable
procurement regulation. Prior to the implementation of this current process, KBR, in order to
perform under the contract, carried over $1 billion in capital investment in the contract. Other
than the fixed fee and the award fee earned under the LOGCAP Il contract, KBR did not realize
a return on this investment.

Another inherent challenge relates to the expectation of the acceptable quality and extent
of documentation. In the Iraq and Afghanistan theater, while there are numerous vendors that
can provide the services needed, few, if any, have experience with the level of documentation

expected by the U.S. Government. When this is combined with the demand for KBR to provide
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the service to the Soldier in an extremely compressed schedule and in a war zone, the resulting
documentation does not meet the traditional, state-side expectation, or the requirements of the
FAR.

A further significant challenge KBR faced was the availability of qualified personnel to
complete the administrative requirements associated with this mission. Given our prior
experience under LOGCAP | and the Balkans Support Contract, we already had a significant
number of personnel with experience in the contingency environment. Even with this
experienced workforce we found we needed significantly more qualified personnel to support the
mission and these experienced personnel were not readily available in the marketplace. As
mentioned in the Report of the “Commission on Army Acquisition and Program Management in
Expeditionary Operations” dated October 31, 2007, this staffing challenge is a significant factor
facing the Government and industry. As the tempo of the work continued to grow, KBR has
addressed this challenge by implementing formal training programs in theater, and, for certain
disciplines, performing training before employees are sent to their work place in theater.

An item that significantly affected the cost of the work under LOGCAP Il1 is the
incremental funding mechanism used to finance the war effort. Due to the administrative
requirements, KBR often worked at financial risk or tracked potential issues and reported in
accordance with “Limitation of Funds” requirements under the contract. Additionally, the
funding requirement limited KBR’s ability to obtain potential quantity or long term discounts.
Further, the attendant inability to purchase rather than lease equipment from month to month also
resulted in increased costs in many areas.

In a war zone, communication challenges are significant. Numerous installations are

located throughout the area of responsibility. In many cases, early in the war, communication
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systems were sporadic at best. Even today, movement between sites is challenging and has been
impossible at many times throughout the life of the project.
KBR’s Plans Related to Irag Drawdown and Coordination with Military Planners

Under LOGCARP 111, KBR has neither developed plans nor coordinated with military
planners on the anticipated Irag drawdown of forces. The Army has not asked KBR for any
input or assistance and has directed KBR to remove liaison officers embedded in military unit
staffs which further precludes any assistance in this area of support. Under LOGCAP 1V, all
logistics planning support is provided through a separate contract award.

Cost Management and Cost-Control Initiatives

KBR has undertaken many initiatives to manage and control costs. This is demonstrated
by KBR's procurement policies and procedures that parallel those of the U.S. Government and
the Department of Defense, in particular where we attempt competition to the maximum
practical extent and also minimize the use of cost reimbursement subcontracts. Competitive
procurements are conducted in a manner in which low cost/technically acceptable or best value
are the primary drivers for award. That determination is made based on which method would be
most advantageous to the Customer. Due to the schedule demands of the initial ramp-up of
activity, KBR did enter into sole source procurements. As the schedule demands allowed, the
KBR procurement team has worked to implement competitive bidding procedures and increase
levels of competition.

Another demonstration of cost control is the creation of the KBR Middle East
Procurement Center. During the early part of this contract, KBR’s procurement function was
very decentralized with purchasing activities conducted throughout the theater of operation and
in the States. In early 2005, KBR established our Middle East Procurement Center located in

Dubai, UAE. This center has created a strong buying presence in the Middle East, utilized the
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Free Trade Zones and established Regional Commaodity Agreements for many of the high
volume material and parts that are purchased repetitively. Centralizing these agreements has
provided KBR with an opportunity to identify demand throughout the LOGCAP Il1 contract and
thereby enabled us to negotiate both unit price reductions and quantity discounts when certain
thresholds of items are purchased.

In the early days of performance, cost reporting under LOGCAP 111 was limited to cost
reports that were issued every two weeks on each task order. Over time, this process has evolved
into monthly Performance Evaluation Boards (PEBs) which are held at both operational sites and
at KBR corporate offices. At these PEBs, KBR is evaluated on cost performance, technical
performance and management. From these reviews, KBR’s Program Managers use this feedback
to work towards a state of continuous improvement. Over the past two years, KBR and DCMA
have worked to refine the cost reporting process. This has become a key element of the cost
management oversight associated with the LOGCAP 111 contract. This monthly process provides
real-time visibility of incurred and projected costs, enabling Government contracting personnel
to better manage their budgets in order to make informed decisions. In addition to the monthly
reporting with the Government, KBR’s Project Controls team reports weekly to KBR Program
Management active task order cost performance. KBR addresses cost variances, both positive
and negative, during this process.

Coordination with Government Auditors and Managers

As a general matter, federal contractors are subject to intense scrutiny and oversight to

evaluate accounting systems and transactions. Indeed, all of KBR’s costs are recorded and

available for audit at all times during performance of the work under LOGCAP I1I.

KBR cooperates with all federal audit agencies, including the DCAA, and has a team of

dedicated individuals who track and respond to thousands of requests for information each year.
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In addition, KBR holds monthly status meetings to address concerns or issues raised by the
DCAA. These meetings are attended by KBR, DCAA, and DCMA representatives in an attempt
to keep current on the disposition of open action items and provide an open forum to discuss

issues and concerns.

From time to time, DCAA makes recommendations regarding the reimbursability of
amounts paid by KBR to vendors for services performed. KBR attempts to satisfy individual
auditor queries and work with DCAA to identify the facts and circumstances associated with
these purchases. In instances where there are disagreements, DCAA will generally withhold
payment of costs paid to the vendor who provided the service to the Government. KBR will
respond to the auditor and the Contracting Officer to achieve a resolution. If this is not
successful, the regulatory path requires that KBR pursue reimbursement of the amounts that it
paid, first to the Contracting Officer and if the dispute over the amount continues, then to the
Federal judicial system.

KBR also makes similar efforts to cooperate with other Government oversight agencies.
For example, in September 2008, DCMA identified certain issues with LOGCAP Il work.
Working in conjunction with the LOGCAP Program Director, the Contracting Office, and
DCMA, KBR put in place a plan of action to resolve these issues. KBR is fulfilling the
commitments in the plan and provides information on progress and accomplishments to the
relevant Government agencies.
Lessons Learned and Recommendations Going Forward

The changing circumstances in theater have posed significant challenges throughout the
course of LOGCAP Ill. For instance, during the performance of the contract, there was a

dramatic increase in the number of troops supported, as well as the number of hostile acts that
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threatened KBR employees. KBR employees consequently faced increased demands in
increasingly more dangerous situations.

Changing threat levels require the highest level of communication and cooperation
among management officials. Interoperability and teaming among LOGCAP liaison officials
facilitates adaptation to rapidly changing circumstances in theater and ultimately increases the
security of all service members and support staff in the region.

A recent edition of Quadrennial Defense Review states:

[ITmplementing the new Department of Defense Instruction Contractor Personnel

Authorized to Accompany U.S. Armed Forces is another step toward integrating

contractors into the Total Force. The Department’s policy now directs that performance

of commercial activities by contractors, including contingency contractors and any
proposed contractor logistics support arrangements, shall be included in operational plans
and orders. By factoring contractors into their planning, Combatant Commanders can
better determine their mission needs.
Quadrennial Defense Review, February 6, 2006, p. 81. KBR recommends that this direction be
consistently conducted and that the implementation include input from contractors and
contracting commands with experience in performing and managing support services and
construction in military theater of operations contract work.

The nature of contingency contracting in a wartime environment is grounded in the
concept that, regardless of the depth of the planning, it is inevitable that changes will occur. The
reactions of the enemy can never be fully anticipated. Both the Government and the contractor
will be required to adapt and implement changes rapidly. Frequently, the contractor will be
confronted with liability exposure, including bodily injury to employees or others, or property
damage to third parties. In order to retain a robust contractor community willing and able to
perform services in such an environment it is necessary to control such exposure. We

recommend that the Commission review the protections that are afforded to contractors working

in such an environment.
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As discussed above, KBR and the Government were required to continually operate in an
environment that was constantly changing. The demands for services under LOGCAP IlI
increased exponentially in the 2003-2004 time period and have continued to change to this day.
While the changes in services were necessary and understandable, the demands by various
Government agencies to provide documents in support of the numerous administrative activities
and the standards against which KBR’s administrative processes and costs were evaluated are
based on a static, domestic scheme. We recommend that the Commission review the FAR and
DFAR regulations applicable to cost, procurement and property in order to determine if such
provisions are harmonious to contingency contracting in a wartime environment.

Conclusion

KBR remains proud of the work it performs in Irag. Our employees perform their jobs in
austere, unpredictable conditions at great sacrifice to themselves and their families. We remain
committed to engaging in a transparent and, more importantly, a fact-based dialogue on this issue

while pledging continued full cooperation and support to our military.
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