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Report defends KBR fuel transport
But auditor slams pipeline work under river in Iraq
By DAVID IVANOVICH
WASHINGTON — An independent auditor defended Houston-based Halliburton Co.'s costly — and controversial — efforts to truck fuel from Kuwait into violence-riven Iraq in the early days of the occupation.

But the auditor's report also revealed how the giant contractor brushed off an engineering firm's warnings and subsequently stumbled on a multimillion-dollar project to lay pipelines under the Tigris River, in what one geologist called "folly beyond the point of culpable negligence."

Crowe Chizek and Co., a Chicago accounting and consulting firm, was hired by the Pentagon's U.S. Defense Reconstruction Support Office — at the behest of the United Nations-sponsored International Advisory and Monitoring Board for Iraq — to evaluate whether Iraq's oil proceeds were being used effectively.

The firm examined Halliburton subsidiary KBR's scramble from May 2003 until April 2004 to transport fuel into Iraq. The U.S. Army Corps of Engineers ordered KBR to undertake the job for fear fuel shortages would spark riots.

But KBR quickly came under fire for the cost of the effort — some $1.4 billion, according to the auditor's report. It leased fuel trucks initially at $25,575 per month "without regard to the number of deliveries made by each truck each month."

But Crowe concluded: "Based on our analysis, the prices of fuel products and related costs of transportation into Iraq in these wartime conditions ... were a reflection of existing market conditions."

Crowe officials "considered the many factors influencing the price of fuel and transportation in the region at that time. Foremost among these factors was the hazardous environment in which fuels were being delivered to Iraq and the spot price for refined products in the region."

Critics have pointed to the substantial cost savings when the military's own Defense Energy Supply Center took over the job in April 2004.

But Crowe said Defense Energy Support was allowed to negotiate longer-term contracts and was "able to capitalize on the lessons learned by KBR."

Halliburton spokeswoman Melissa Norcross, in an e-mail, hailed Crowe's finding:

"KBR and the Army Corps of Engineers fully resolved this issue in February of this year, and this latest report offers further proof that KBR faced the challenge and fulfilled this mission at a fair and reasonable cost, given the circumstances."

The International Advisory and Monitoring Board, however, did not accept Crowe's conclusion, saying in a prepared statement: "These costs were very high, in some cases as much as 86 percent of the total contract costs. The IAMB continues to question the reasonableness of these costs and the adequacy of the administration of contracts."

More basic issue

Crowe also weighed in on a more basic question: whether the Army Corps of Engineers should have hired Halliburton, a company once led by Vice President Dick Cheney, without seeking bids from others for a multibillion-dollar contract to help restore Iraq's oil sector. 

Halliburton's KBR already had been assigned a job to draw up a contingency plan.

"With KBR's existing base of operations and personnel on the ground in Kuwait coupled with its familiarity with the Contingency Support Plan, KBR was the logical choice for rapidly launching the program," Crowe said.

The auditor report also detailed how Halliburton ran into trouble on a project to lay pipelines below the Tigris, as part of a project to enable oil from Iraq's northern Kirkuk Field to reach world markets.

The plan called for using horizontal drilling techniques to drill tunnels under the river for 15 pipelines. But KBR's drilling subcontractors were able to lay only six pipelines because of what Crowe described in one part of the report as "unforeseen subsurface geologic conditions" — a mix of loose gravel and larger stones.

Warning about problems

But the Crowe report later went on to say KBR had been warned about potential problems by the engineering firm Fugro South. But it said KBR viewed those concerns as "unsurprising qualifiers" that were not significant enough to rule out using horizontal drilling. 

After the drilling project ran into problems, the Corps of Engineers asked one of its employees, Robert Sanders, a retired geologist, to examine the problems, the Crowe report said.

Sanders, in his July 2004 study, concluded: "Given the warning provided in the Fugro report, it was folly beyond the point of culpable negligence to have undertaken directional drilling without further studies," the Crowe report said.

Halliburton's Norcross argued there was "no information available from any source that made it possible to predict that there would be extensive regions of unconsolidated loose pebbles and gravels." While that study "did recommend seismic and geotechnical boreholes studies be performed, to acquire such data would have required specialized equipment capable of working in adverse conditions, i.e., in swift river currents, over a relatively wide river. Such equipment was not available in the region, and certainly not in Iraq."
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