@ongress of the United States
Washington, BC 20515

October 17, 2024

The Honorable Lloyd Austin
Secretary of Defense

U.S. Department of Defense
1000 Defense Pentagon
Washington, D.C. 20301-1000

Dear Secretary Austin:

We write today to request that the U.S. Department of Justice examine whether
McKinsey & Company (McKinsey) provision of consulting services to the U.S. Department of
Defense (DOD) were compliant with federal law and to express our concern that McKinsey may
have misrepresented its relationship with the PRC government in testimony before the U.S.
Senate Permanent Subcommittee on Investigations. We also request that the Department of
Defense examine McKinsey’s actions as described below to determine its eligibility for future
defense-related contracts. Publicly available information and documents on file reveal that
McKinsey failed to disclose consulting engagements with the central and provincial government
of the People’s Republic of China (PRC) and state-owned enterprises (SOEs) ultimately under
the control of the Chinese Communist Party (CCP) while McKinsey worked with DOD on
sensitive national security matters. McKinsey’s Global Managing Partner denied such consulting
engagements before the Senate Permanent Subcommittee on February 6, 2024, and claimed the
firm filed all necessary disclosures. McKinsey’s activities pose a serious risk to U.S. national
security and may have failed to meet McKinsey’s obligations under federal law.

In the last two decades, McKinsey has rapidly expanded two lines of effort that, together,
create serious national and economic security risks. Starting in the late 1990s, McKinsey began
extensive consulting engagements with the PRC government and SOEs with adverse interests to
the United States.! McKinsey’s work for the PRC government included consultation on the
CCP’s paramount military and economic planning document, its Five-Year Plans.



While providing consulting services that helped the PRC to rapidly develop its military
and economy, McKinsey substantially increased its defense-related work with the U.S.
government, granting it access to classified or otherwise sensitive national security data.
McKlnsey consulted for the DOD on pI‘OJ ects 1nvolv1ng the F-35 Joint Strike Fighter program,
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Archived excerpt from McKinsey's Greater China page, where requlred MCKInsey to disclose to the
McKinsey described McKinsey Greater China as part of its global "one U.s government any actual or
firm” and noted that it “works with dozens of government agencies potential conflicts of interests, which

and institutions at the national, regional and municipal level.” may impair its ability to act on behalf
of the U.S. government. Many of the contracts also had separate provisions expressly requiring
McKinsey to disclose its potential or possible conflicts of interest while competing for the award.
Importantly, our review of available DOD documentation revealed that, in many instances,
McKinsey repeatedly failed to disclose its work with the PRC government when acquiring
DOD contracts.

Cur dients are comprised of

These failures are especially disconcerting given McKinsey’s prior pattern of using its
federal government contracts to benefit clients with interests adverse to the United States and its
citizens. In 2022, a Congressional investigation revealed that McKinsey concurrently consulted
with the Food and Drug Administration (FDA) and opioid companies like Purdue Pharma L.P.
McKinsey partners worked on both matters simultaneously, giving opioid manufacturers insights
that were otherwise unavailable to them.? It is deeply disturbing that McKinsey engaged in
sensitive government contracts with DOD while failing to disclose its work with the PRC
government and its state-owned enterprises on issues of national importance.

McKinsey not only failed to make necessary disclosures but actively concealed its
sensitive work for the PRC government in testimony before Congress. In describing McKinsey’s
Chinese contracts, McKinsey’s Global Managing Partner testified before Congress this year that
the company never worked for the central government of the PRC. He specifically stated that
McKinsey “do[es] no work, and to the best of my knowledge never ha[s], for the Chinese
Communist Party or the central government in China. The vast majority of the work we do for
China is for multinational companies, many of those are US companies, and private-sector
Chinese companies.””® He further said that McKinsey “made all appropriate disclosures” and has
“even gone beyond what is required” regarding organization conflict of interest with respect to
its DOD contracts.* McKinsey’s Global Managing Partner’s statements are at odds with publicly-



available information, including both court filings that McKinsey made under penalty of perjury
a few years earlier and statements on McKinsey’s websites.

I McKinsey’s PRC Engagements Pose National Security and Legal Concerns
A. McKinsey Worked Closely with the CCP and the Central Government of the PRC

McKinsey’s consulting services in the PRC encompass various agencies and entities of
the central government of the PRC. Its first offices in mainland China opened in the mid-1990s.
McKinsey’s China practice has since grown to more than 1,000 employees, and the firm
executed more than 1,500 client engagements since 2019 alone.® These include work for the PRC
government, with McKinsey’s own web page previously acknowledging that, “[i]n the past 10
years alone, we have served more than 20 central, provincial and municipal government agencies
on issues ranging from economic development planning, urbanization and development, to social
public affairs.”®

A major client for McKinsey was the PRC

Industrial and Commercial Bank of China (Argentina) S.A.
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firm.1° Excerpt from a 2020 McKinsey U.S. bankruptcy
courtfiling where it lists a subset of its clients,
including the Chinese government and SOEs.

Schedule 2 - 97

One of the most influential PRC agencies that
McKinsey worked with was the National Development and Reform Commission (NDRC). Part
of the State Council, the NDRC is a “superagency” and the “cockpit” for economic planning and
industrial policy.!! It develops the PRC’s Five-Year Plans (FYP), which outline the PRC’s
economic roadmap and which are approved by the National People’s Congress. A FYP is the
essential and central document that guides the PRC’s grand strategy. As The Economist noted in
its analysis on the importance of the Thirteenth FYP,

In the absence of democracy, the five-year plans are the closest thing to an election
manifesto for the Communist Party, laying out its longer-term priorities. But since
the party still has overwhelming power, the plans carry more weight than ordinary
manifestos. All major actors—Ilocal officials, banks and big companies, both state-
owned and private—change their strategies and their rhetoric to look like they are
in line with the plans.*?



e McKinsey worked extensively on the PRC’s Thirteenth FYP, which
. would direct China’s military and economic development from
2016-2020. It was the first FYP issued under CCP General
Secretary Xi Jinping’s tenure. The Thirteenth FYP deviated from
its predecessors in emphasizing military-civil fusion, referencing it
ten times.'® According to the State Department, military-civil
fusion is “an aggressive, national strategy of the Chinese
Communist Party (CCP) [with the] goal [of] enabl[ing] the PRC to

Public sector & non-profit institutions develop the most technologically advanced mlhtary in the world”
McKinsey's impact in China goes well beyond our through “the elimination of barriers between China's civilian
i research and commercial sectors.”'* The Thirteenth FYP also
T e advocated for an aggressive state-sponsored industrial policy—
et Made in China 2025—for dual-use industries, including aerospace,

shipbuilding, robotics, and next-generation information
technology.'® The Council on Foreign Relations described Made in
China 2025 as “a threat to U.S. technological leadership,” and
experts contend that the program blurs commercial and military
distinctions.'® The Thirteenth FYP also supported the continuation
and expansion of the Belt and Road Initiative (BRI), the PRC’s
global infrastructure spending program and the centerpiece of the

- CCP’s foreign policy.!” A branch of the PLA Central Military
State-owned enterprises Commission worked alongside the NDRC in developing the plan,
We advise China's largest state-owned enterprisesin - Which would have inevitably required McKinsey to coordinate with

industries ranging from oil and gas, to technology
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and telecommunications, to banking and insurance the PRC mlhtary as part Of ltS Work'

We've helped several of the state-run majors
transform their strategies..

McKinsey noting its extensive McKinsey worked with the NDRC to develop the
work with the PRC government Thirteenth FYP. Xu Lin, the chief of the NDRC planning section,
and SOEs. publicly celebrated McKinsey’s contribution to the Thirteenth FYP

in a 2015 speech, noting that the NDRC “invit[ed] the famous American consulting firm
McKinsey to conduct research on the impact of technological changes in the future world on
China.”*® And that is exactly what McKinsey provided. The Financial Times reported earlier this
year that McKinsey prepared a book for the NDRC that helped lay the foundation for the
Thirteenth FYP.2% The 310-page book, titled Scientific and Technological Revolutions around
the World, provided ““a road map to the opportunities for China’s science and technology
development” during the 13th Five-Year Plan.?! Scientific and Technological Revolutions relied
extensively on McKinsey research throughout the book.?? With a foreword and multiple chapters
authored by a senior McKinsey partner, Scientific and Technological Revolutions explicitly
credits McKinsey for performing research underlying the conclusions.? In the foreword, the

2 The Freeman Chair in China Studies at the Center for Strategic and International Studies published a report on the
FYP, noting that the NRDC hired only three foreign organizations to help “carry out projects” relating to the FYP:
the Organization of Economic Cooperation and Development, the Asian Development Bank, and McKinsey. See
ScOTT KENNEDY & CHRISTOPHER K. JOHNSON, PERFECTING CHINA, INC.: THE 13TH FIVE-YEAR PLAN, CTR. FOR
STRATEGIC & INT’L STUDS. 15 (2016), https://csis-website-prod.s3.amazonaws.com/s3fs-

public/publication/160521 Kennedy PerfectingChinalnc Web.pdf. McKinsey’s hiring was also reiterated in a staff
research report by the U.S.-China Economic and Security Review Commission. See KATHERINE KOLESKI, THE 13TH
FIVE-YEAR PLAN 31 (2017), https://www.uscc.gov/sites/default/files/Research/The%2013th%20Five-
Year%20Plan_Final 2.14.17 Updated%20%28002%29.pdf.



McKinsey senior partner stated that they “hope this book provides useful input for the planning
and development of China’s technology enterprises and government institutions.” McKinsey’s
research on the Thirteenth FYP also appears to have been influenced by U.S.-based McKinsey
personnel—including some partners who have worked extensively with the federal government.”

A McKinsey senior partner personally handed a copy of the book to then-Premier Li

Kegqiang at a symposium on the Thirteenth FYP in 2015.%

Scientific and Technological Revolutions gave an overview of 14 technologies, including
robotics, Al, big data, and human genomics, cloud computing, 3D printing, and electric vehicles,
which could help China achieve technological supremacy McKinsey itself noted the military
application of these technologies
throughout the book. For instance, in
its chapter on robotics, McKinsey
advocated that,

The deployment of military
robots ... in the field will
greatly reduce casualties and
improve success rates of
operations. The militarized
development of robots has also
introduced high-precision
equipment such as unmanned
aerial  vehicles, unmanned

In 2015, a McKinsey senior partner hands Chinese Premier Li Keqiang
. the firm's book, which summarizes its recommendations for the PRC's
submersibles, and space robots, 13th FYP.

while reducing casualties,
greatly extending the combat field space, significantly improving combat
effectiveness, and reducing combat costs.?

® In May 2013, McKinsey’s think tank published a report titled “Disruptive Technologies: Advances That Will
Transform Life, Business, and the Global Economy.” See MCKINSEY & COMPANY: MCKINSEY GLOBAL INSTITUTE,
DISRUPTIVE TECHNOLOGIES: ADVANCES THAT WILL TRANSFORM LIFE, BUSINESS, AND THE GLOBAL ECONOMY
(2013),
https://www.mckinsey.com/~/media/mckinsey/business%20functions/mckinsey%?20digital/our%?20insights/disruptiv
e%?20technologies/mgi_disruptive technologies full report may2013.pdf. The report appears to serve as a basis for
Scientific and Technological Revolutions, drawing heavily on its research and analysis for 12 of the 14 sectors
analyzed in the book. Scientific and Technological Revolutions even credits McKinsey with providing “relevant
research data and added economic benefit indicators [on] 12 disruptive technologies” and cites heavily to it
throughout. The co-authors of MGI’s “Disruptive Technologies” included several prominent figures in McKinsey’s
U.S. offices, including those with direct ties to senior U.S. government officials. The involvement of prominent U.S.
based consultants in the research that underpinned McKinsey’s work on the Thirteenth FYP suggests that the firm’s
unusual insight into U.S. strategic priorities may have informed its advice to China. It also provides further evidence
that there is no functioning firewall forcibly separating the work of China-based partners from their colleagues in the
U.S., raising the question of whether consultants working for DOD and other key U.S. agencies also worked on the
firm’s engagements in China.



The McKinsey book also repeatedly advocated in favor of civil-military fusion for advanced
materials (a wide-ranging term that includes items like semiconductors and alloys used in
military jets) and other technologies throughout the book. For example, in the final chapter,
Trend and Innovation recommends that the PRC government,

Make full use of the existing technological advantages of the military industry in
China, optimize the allocation of military and civilian scientific and technological
forces and industrial resources, promote the acceleration of the transformation of
defense scientific and technological achievements into economic construction,
accelerate the industrialization and large-scale development of military and civilian
sharing of new technologies, encourage domestic enterprises to actively participate
in international division of labor and cooperation, and support the merger and
acquisition of foreign new technology enterprises and technology R&D
institutions.?®

As revealed in archived Chinese government press releases, a McKinsey senior partner
who led the firm’s effort to aid China's authoritarian economic planning proclaimed to Premier
Li Kegiang that “China is transforming from a global innovation ‘absorber’ to a ‘leader.”” >’ He
did so at a high-level strategy session for China's 13th Five-Year Plan in 2015 whose goals were
to support Beijing's ambitions to dominate global trade and technology under its state-controlled
model.? These recommendations thereafter coincided with what became official PRC policy,
with the Thirteenth FYP directing the government to integrate military and civilian development,
including through scientific research and technology development.?® Subsequent offshoots of the
Thirteenth FYP likewise implemented policies that resulted in the PRC developing advanced
military robotic capabilities.?* Due in large part of these policies, the PRC has since “caught up
with the U.S. in drone warfare.”3!

During its long tenure in China, McKinsey's Shanghai arm further entrenched its support
for the PRC government by completing contracts with local governments®? and state-owned
enterprises® to devise their five-year plans, effectively aligning regional economic strategies
with Beijing's national objectives to enhance China's technological and financial dominance.
This work even began before 2015. In November 2010, China Economic Weekly, a magazine
owned by the CCP-controlled People’s Daily News Group, published a cover story titled “The
Octopus McKinsey: The Hidden ‘Foreign Brains’ Behind the 12th Five-Year Plan.” The
publication described McKinsey’s influence on the implementation of projects under the aegis of
the Twelfth FYP (2011-2015).3* The article also described McKinsey’s work for the government
of Shanghai on the Eleventh Five-Year Plan.3® Most recently, the governments of Shanghai and
Shaanxi also disclosed that McKinsey provided support related to the city’s development of its
Fourteenth FYP in 2021.%

McKinsey’s work furthering the PRC national government’s agenda through multiple
contracts continued with the Thirteenth FYP. In 2019, for instance, McKinsey actively
empowered China's techno-authoritarian agenda by accepting nearly $1.4 million from the
Chinese government to develop a strategic plan for Qingdao, a key port city.®” This project
directly led to the creation of a major economic hub for the Shanghai Cooperation Organization,
a China-led security bloc including Russia, Iran, and several others who aspire to challenge
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state-run media praised McKinsey describing MGl as “the business and economic research arm of McKinsey,” with
McKinsey for its work McKinsey Greater China senior partner listed as the MGI Director and Senior Partner.

on the Qingdao project.

The article explains that the Qingdao project began based on “General Secretary Xi
Jinping’s important instructions” and that Qingdao “entrust[ed] such an important project” to the
firm.3® In order to fulfill Secretary X’s commands, “Qingdao invited McKinsey, a world-
renowned consulting firm, to cooperate with the company to conduct a systematic study of
Qingdao and, with the help of the world's top wisdom, jointly conceive a blueprint for Qingdao's
future development. At the briefing, the McKinsey research team introduced in detail the main
results of the research.”*

Despite sworn statements in U.S. court filings confirming that China’s central
government was a McKinsey client, the firm has continued to try to distance itself from this fact.
One way that it attempted to do so was to claim that it was not McKinsey, but rather the
McKinsey Global Institute (MGI) and the Urban China Initiative (UCI), that worked on the
Thirteenth FYP.*! This assertion is both misleading and offers a distinction without a difference,
as McKinsey effectively controls both MGI and UCI. MGI, McKinsey’s internal think tank,
publishes research on economic and business issues for private companies and public entities.
MGTI is completely funded by McKinsey and under the purview of McKinsey partners, and was
described as “the business and economics research arm of McKinsey.”*? MGI’s work in the PRC
overlapped with the firm’s private client work—CSIS reported that McKinsey’s work with the
NDRC on the Thirteenth FYP occurred through MGI,*® and some of the firm’s top partners at the
time held positions at MGI concurrently to their employment at McKinsey.**

McKinsey also ran the Urban China Initiative (UCI).*® UCI was a joint initiative between
McKinsey, Tsinghua University, and Columbia University that aimed to find ways to promote
sustainable urban development in the PRC. It published research on urban financing, smart city
technology, mega regions, and PRC
migration patterns. McKinsey’s top
partners in China co-chaired UCI
until 2021, when it appears to have
ceased operations, as well as MGIL.#’
UCT’s website is no longer active.
UCI was co-chaired by a McKinsey
senior partner and, according to
insiders, was a McKinsey initiative, :
with one insider stating that UCI L i s

“was initiated and run by McKinsey, McKinsey's New York headquarters served as the McKinsey Greater
China and UCI website domains registrant and administrator.
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rather than Columbia or Tsinghua.”*® McKinsey was also inextricably linked to UCI’s core
activities. UCI’s website instructed press to contact a Beijing-based McKinsey employee “at the
McKinsey & Company Beijing office” at china@McKinsey.com for all inquiries.*® UCI’s
headquarters were also located in the same downtown Beijing skyscraper, the Kerry Centre, as
McKinsey’s local practice, one floor below the firm’s office. McKinsey even owned and
administered the UCI domain name and URL.

B. McKinsey s Work for the PRC Government s State-Owned Assets Supervision and
Administration Commission and State-Owned Enterprises

In a 2020 bankruptcy filing, McKinsey acknowledged under pain and penalty of perjury
that the PRC’s State-Owned Assets Supervision and Administration Commission (SASAC) was
its client. SASAC is a special government commission within the PRC that reports directly to the
State Council, the nation’s chief administrative authority and equivalent to the national cabinet.>
SASAC oversees the 96 SOEs deemed most vital to the nation’s economic and geopolitical
strategy.®! Its supervisory role includes appointing top executives, approving sales or mergers,
drafting SOE-related laws, as well as overall responsibility for implementing the dictates of the
Central Committee of the CCP® and the State Council, including the FYPs.> In this role, it has
responsibility for implementing dictates from FYPs through the SOEs, including the “national
champion” companies in key areas like energy, shipbuilding, semiconductors, and infrastructure,
all areas where McKinsey has key PRC SOE clients. SASAC also plays a critical role in the
PRC’s defense development programs through the SOEs it controls. For instance, in a 2017 press
conference, a SASAC representative credited the agency’s incentive programs for the launch of
the first aircraft carrier built within China and,>® in 2023, SASAC boasted of its efforts to spur Al
advances among its SOEs to ensuring that it “maintain[ed] a key role for China in the global Al
industry.”>*

According to SASAC’s website, the agency® “performs the responsibilities mandated by the
Central Committee of the Chinese Communist Party.”*® These include the Bureau of Party

Building, which ensures that SOEs are supporting the Chinese Communist Party (CCP); the
Bureau of Financial Oversight and Operational Evaluation, which oversees “the budgets and

¢ By way of example, SASAC issued an order in 2017 to all of its SOEs formalizing requirements to build CCP
committees into their corporate hierarchy and to endow these committees with authority over the activities of the
companies to ensure that they were complying with Beijing’s dictates. See SCOTT LIVINGSTON, THE NEW
CHALLENGE OF COMMUNIST CORPORATE GOVERNANCE 4 (2021), https://csis-website-prod.s3.amazonaws.com/s3fs-
public/publication/210114 Livingston New Challenge.pdf.

4 SASAC’s leading figures all have long histories in the CCP. For instance, SASAC Chairman Hao Peng has served
as a party leader in a succession of provincial posts, including deputy secretary of the Tibetan CCP and executive
vice chairman of the government in Tibet; deputy secretary of the CCP in Qinghai Province, as well as governor of
the same entity; and deputy secretary of the CCP in the municipal government of Lanzhou, as well as vice mayor of
the city. Hao currently serves as party secretary of the CCP committee within SASAC, and he is a member of the
Central Committee of the CCP, the nation’s highest permanent political body. See Hao Peng: Party Secretary of the
CPC Committee, SASC, STATE-OWNED ASSETS SUPERVISION & ADMIN. COMM’N OF THE STATE COUNCIL,
http://en.sasac.gov.cn/2018/07/18/c_23.htm (July 18, 2018).



final accounts for supervised enterprises”;
and the Bureau of Scientific and
Technological Innovation, which “drives

the development of military-civilian
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21. To the best of my knowledge. the following clients accounted for more than
1.00% of MeKinsey Shanghai’s gross revenue during the Revenue Period. To the best of my

knowledge, based on the results of the Surveys. none of the services provided to any of these cli-

a. China Construction Bank (CCB). Bank of China, SASAC, HSBC Hold-

ings ple. Du Xiaoman Financial, China Minsheng Banking Co. Ltd.. and

While McKinsey has never publicly
disclosed the nature of its work for
SASAC, the revenue from it was
substantial, totaling up to 39% of the total McKinsey court filing disclosing PRC government entity
revenue for McKinsey’s Shanghai office SASAC as a client.
from September 2019 to August 2020. In
addition, the authors of the book When McKinsey Comes to Town also reported that McKinsey’s
internal records list SASAC among its clients.®” While McKinsey has denied this fact, it has
offered no explanation as to why it nevertheless listed SASAC not only as a client in sworn court
filings, but also detailed McKinsey’s extremely lucrative work for SASAC out of its Shanghai
Office. Despite this denial, the Select Committee discovered a McKinsey publication where it
stated that “McKinsey is willing to fully support SASAC and central state-owned enterprises in
promoting management improvement. To this end, we have written this article, focusing on how
to identify management shortcomings through benchmarking and promote management
improvement and innovation.”>®

Hitachi Ltd. each accounted for 1.01-3.00% of McKinsey Shanghai’s

gross revenue during the Revenue Period.

McKinsey’s work for SASAC, a state government agency, both removes many of the alleged
defenses that it raised in relation to its earlier work on the PRC’s FYPs and completes the picture
on what McKinsey did after the fact. First, McKinsey’s attempts to distance itself from its work
on the FYPs are not only belied by facts but also wholly irrelevant for its work with the PRC
government SASAC contract. Based on court filings, McKinsey did this work directly with
SASAC and not through any intermediary like MGI or UCI. Second, SASAC, through its SOEs,
would be in charge of implementing many of the technological and national security initiatives
that McKinsey championed in its consultation on the Thirteenth FYP. McKinsey thereafter
acquired consulting agreements with not only SASAC but (as detailed below) over two-dozen
other PRC SOEs that would be in charge of implementing these plans. In denying even the
existence of this work, McKinsey has thus far prevented any further analysis of what it did on
behalf of the PRC government as part of the FYP implementation.

C. McKinsey's Extensive Work for PRC State-Owned Enterprises (SOEs) Enterprises

In addition to its work with central and provincial PRC governments on military and
economic planning, McKinsey also worked directly with PRC SOEs whose interests are directly
adverse to the United States. McKinsey itself previously acknowledged that it “help[s] large
Chinese state-owned enterprises in industries including oil and gas, high-tech,
telecommunications, banking and insurance to complete strategic transformation, organizational
structure and management process changes, and help them prepare for overseas listings.”®® In
U.S. Bankruptcy Court sworn filings over the last several years, McKinsey has acknowledged
over two-dozen PRC government SOEs are its clients, including SOEs designated as Chinese
Military Companies and subject to U.S. sanctions.®’ These companies, under the direction of the



central government of the PRC, often spearhead CCP initiatives that directly challenge U.S.
security and economic interests, often through anticompetitive and sometimes illegal practices.

One such client of McKinsey’s is China COSCO Shipping Corporation Limited
(COSCO),% a state-owned marine logistics and shipping company that Western defense analysts
say has helped the People’s Liberation Army (PLA) Navy project power internationally. The
CCP, through SOEs such as COSCO, uses maritime commercial investment to advance
geostrategic priorities—a 2017 law requires PRC shipping companies to support PLA military
activities, drawing no distinction between domestic and foreign jurisdictions, and COSCO has
developed an extensive network of port access and maritime integration.®> COSCO has invested
in a logistics hub in Kazakhstan, a container terminal in the Netherlands, and a port facility in
Greece.® U.S. officials have also expressed alarm about Peruvian President Dina Boluarte
approval of a deal for COSCO to build a multibillion-dollar, deep-water port in Chancay, the first
known example of China controlling a port—which could have military use—in South
America.®* COSCO is also a key player in the BRI, receiving $26 billion in the past decade from
the CCP for investments in maritime terminals.®® Moreover, major COSCO subsidiaries are
known to facilitate the shipping of Iranian 0il,®® and the U.S. Department of the Treasury has
sanctioned several subsidiaries and COSCO-owned tankers for violating U.S. sanctions on
Iranian oil exports.®” McKinsey aided COSCO in developing the company’s Fourteenth Five-
Year Plan, which involved discussions of the oil shipping industry.%®

Another PRC SOE, China Communications Construction Company (CCCC), also
advertised its hiring of McKinsey for consulting services related to corporate Five-Year Plans.
CCCC touted McKinsey’s participation in a 2015 conference related to the firm’s latest Five-
Year Plan, explaining that McKinsey “made recommendations regarding the company’s overall
strategic objectives.”® CCCC is listed as a Chinese military company by the U.S. Department of
the Treasury and DOD, and it is illegal for U.S. persons to invest in the company’s publicly
traded securities. The U.S. Department of Commerce (Commerce) also placed CCCC on its
Entity List trade blacklist in 2020, noting that the company has helped the PLA militarize the
South China Sea and construct more than 3,000 acres of islands for military bases.”® CCCC’s
activities in the South China Sea occurred during the period covered by the Five-Year Plan on
which McKinsey consulted.

CITIC Group, a financial conglomerate and the largest PRC SOE, was a McKinsey client
as early as 2016 and as recently as 2022.” CITIC is a major player in the BRI; it planned to
spend more than $110 billion and offered Iran a $10 billion line of credit as part of the
program.’? In addition to supporting the centerpiece of the CCP’s foreign policy,”® CITIC is a
primary collaborator of the PRC government’s intelligence apparatus and the PLA. CITIC is a
longtime contributor to the Intelligence Bureau of the Joint Staff Department, one of the PRC’s
primary intelligence agencies and the principal intelligence organ of the PLA.”* Additionally, a
CITIC subsidiary, CITIC Offshore Helicopter, is a PLA supplier and an example of “civilian
participation in the military,” per the company.’®

McKinsey also worked for several partially state-owned PRC companies involved in
semiconductors and microchips. The U.S. government sanctioned two such companies,
Semiconductor Manufacturing International Corporation (SMIC) and Yangtze Memory



Technology Company (YMTC), for their involvement with the PLA. SMIC has been a client of
McKinsey as early as 2017, according to McKinsey’s sworn bankruptcy filings’® It was
designated a military end-user by Commerce in 2020, was placed on Commerce’s trade blacklist
(the Entity List) in 2020, and was determined by DOD to be “owned or controlled” by the PLA
in 2022.”" YMTC faced a similar fate. A McKinsey client as far back as 2017,”8 YMTC was
added to Commerce’s Entity List in 2022 after the Financial Times reported that YMTC sold
memory chips to Huawei,’® and DOD named YMTC on its list of Chinese military companies
operating in the United States in 2024. The James M. Inhofe National Defense Authorization Act
for Fiscal Year 2023 also bans the U.S. government from buying or using the semiconductors
produced by SMIC and YMTC.

These companies are all considered national security threats by the U.S. government, and
U.S. persons face some sort of sanction or restriction on all but one. All act in support of the
CCP’s strategic plans, ambitions, and policies, and many did so while simultaneously employing
McKinsey.

II. McKinsey Worked on Sensitive DOD Contracts and Did Not Disclose Its PRC
Engagements

McKinsey has chosen to profit from governments and state-owned enterprises whose
goals are fundamentally at odds with U.S. national security interests, economic aims, and
fundamental values. It has employed some of America’s brightest minds and tasked them with
providing advice, consultation, and expertise to entities that undermine the security and
prosperity of the United States and its citizens. This behavior alone is deeply disturbing.

Yet McKinsey did not stop there. Simultaneous to its work for the PRC government and
its SOEs, McKinsey also sought and obtained U.S. government contracts on highly sensitive and
classified U.S. defense projects.®’ This work required McKinsey to disclose conflicts of interest,
including its work with foreign nations. McKinsey repeatedly failed to do so. This is consistent
with McKinsey’s documented practice of serving clients with interests adverse to the United
States and its citizens while simultaneously using its U.S. government contracting services to
gain vital insights valuable to its clients that are otherwise unavailable to it.

A. McKinsey Failed to Disclose its Work for the PRC Government while Gaining
Sensitive and Restricted U.S. Defense Information at Taxpayer Expense

McKinsey has received over $470 million in identifiable DOD contracts since 2008.%
The firm has received these revenues while executing over 90 prime contracts for DOD and over
15 subcontracts.®2 McKinsey was awarded $98 million in contracts from the U.S. Army, $132
million from the Air Force, and $37 million from the Navy as well as over $100 million from the
Washington Headquarters Service office.®2 While the extent of McKinsey’s classified contractual
work is unknown, it has executed at least two projects for the Defense Advanced Research
Projects Agency (“DARPA”).8* Some of McKinsey’s work involved particularly sensitive
military programs and installations, including:

e The F-35 Fighter Jet Program;



e DARPA’s pursuit of advanced microchips;

e Naval Warfare Systems Center (SPAWAR), a Navy entity that provides communications
and surveillance support to personnel engaged in combat operations and renamed to
NAVWAR in 2019;

e Naval Shipyard Studies, including a study of the performance of the Navy’s four
remaining shipyards;

e Air Force Space and Missile Systems Center (SMC); and

e Defense Information Systems Agency (DISA).

Federal regulations—such as the Federal Acquisition Regulations (FAR) and Defense
Federal Acquisition Regulation Supplement (DFARS)—as well as express contractual
provision—require federal contractors like McKinsey to disclose actual or potential
organizational conflicts of interest to DOD. The FAR defines organizational conflict of interest
as meaning, “that because of other activities or relationships with other persons, a person is
unable or potentially unable to render impartial assistance or advice to the government, or the
person’s objectivity in performing the contract work is or might be otherwise impaired, or a
person has an unfair competitive advantage.”® It even expressly states that “organizational
conflicts of interest are more likely to occur in contracts involving...management support
services [and] consultant or other professional services.”® The FAR requires government
agencies (generally through information provided in mandatory disclosures by the contractors) to
determine whether contractors have any conflicts of interest. The DFARS even specifically
directs contracting officers to seek vendors that are unencumbered by conflicts of interest.?’
These risks are particularly fraught when a contractor has business relationships with foreign
governments, or even just by operating in foreign jurisdictions.®
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Importantly, it is not up to the contractor to decide whether an actual conflict of interest
exists. Even the potential for one gives rise to these regulatory reporting obligations.® When
contractors have a potential conflict of interest, they must develop an approved mitigation plan,
seek a waiver from the contracting department, or withdraw from the project.®° It is then up to
the contracting agency—not the contractor—to assess whether there is a conflict of interest and,
if so, if a contractor like McKinsey can continue work on the project with the appropriate
mitigation or waiver.




In addition to McKinsey’s obligations under the FARS and DFARS, its contracts with the
DOD often included express contractual provisions mandating that it disclose conflicts of
interest. A McKinsey contract with the Air Force, for instance, contained the following clause:

[1]f vendors either during the [Task Order Proposal Request] process, during
performance of a task order, or at any time become aware of an OCI
[organizational conflict of interest], they shall immediately inform the Contracting
office. This may result in a work stoppage until (if) the OCI can be neutralized or
mitigated. If it cannot, the task order will be terminated immediately and
recompeted. If a vendor does not inform the Contracting officer of an OCI that it
has been made aware of, the Contracting office may terminate the task order, may
remove the vendor as an [Air Force] awardee, or request debarment.™*

Many other McKinsey-DOD contracts contained similar mandatory clauses emphasizing
McKinsey’s disclosure obligations under the FAR and DFARS.

14 Other Pertinent Information or Special Considerations. Contractor will be given access to [JJjj personnel and
historzcal. financial and programmatic data.

a. Identification of Possible Follow-on Work. N/A

b. Identification of Potential Conflicts of Interest (COT). Contractor shall identify any potential Conflict of
Interest (COI) and their proposed mitigation in their proposal.

Example of a COl clause found in many McKinsey/DOD contracts. In our review of these contracts, we did not find a single
instance of McKinsey providing any actual or potential conflicts based on its PRC and other clients.

Based on a review of a subset of DOD documents available to the Select Committee, it appears
that McKinsey failed to disclose any potential conflicts of interest.” In addition, correspondence
with DOD confirmed that, to the best of its knowledge, McKinsey failed to disclose these
conflicts of interest for those contracts.

You requested three items: (1) The 2018 contract between the Air Force and McKinsey McKinsey’s failures
& Company (FA8807-18-F-0010, which is a contract ordered off of a 2017 underlying multiple .
award Blanket Purchasing Agreement, HQ003417A0011), (2) any and all conflict of interest to dlS(‘ﬂOS‘e
disclosures made by McKinsey & Company in connection with FA8807-18-F-0010, and (3) any orgamzatlonal
conflict mitigation plans submitted by McKinsey in connection with the contract. The program conflicts of interest
office located the contract. Both the contract and the 2017 BPA will be provided with some
redactions. The reasons for the redactions will be described below. The program office did not appear to present a
find any conflict of interest disclosures made by McKinsey & Company. The program office did  violation of its

Response to a formal document request from the U.S. Air Force, acknowledging that obligations under
McKinsey failed to disclose any conflicts of interest despite being required to do so. federal contracting
law. Equally

importantly, they also appear to present a threat to U.S. national security. McKinsey, for instance,
failed to disclose its multi-year work on the PRC’s central and defining document, the Five-Year
Plan, while it was obtaining highly confidential and classified information about U.S. military
capabilities. It failed to disclose its work with COSCO, the PRC government-controlled shipping
company that works directly with the PLA Navy, or CCCC, the state-owned construction firm
building more than 3,000 acres of islands for PLA military bases in the South China Sea, while it
gained sensitive information about the U.S. Navy’s shipyards and its NAVWAR center.
McKinsey likewise failed to disclose its work with CITIC, a primary collaborator of the PRC



government’s intelligence apparatus and the PLA, while working with DISA, the organization
tasked with information technology (IT) and communications support to the President, Vice
President, Secretary of Defense, the military services, and the combatant commands. In short,
McKinsey appears to have failed to disclose its clear and apparent conflicts of interest and
potential for the compromise of U.S. national security while working on sensitive U.S.
government projects, despite a clear and unambiguous legal obligation to do so0.%

Federal law and express contractual terms legally obligated McKinsey to disclose organizational

isclosures. If the Contractor discovers an organizational contlict of interest or potential contflict of

5 Discl I the € di izational conflict of i ial conflict of conflicts of interest to DOD as
interest as contemplated by FAR 9.5 before or after award, a prompt and full disclosure shall immediately f h o e

be made in writing (before award if applicable) to the Contracting Officer. This disclosure shall include a part 0 t c vaHISItlon

description of the action the Contractor has taken or proposes to take in order to avoid or mitigate such e .

Conilcts. process.® In all instances that
6) Remedies and Waiver. For breach of any of the above restrictions or for non-disclosure or we haVe been able tO review
misrepresentation of any relevant facts required to be disclosed concerning this contract, the 1 2 1
Government may terminate this contract for default, disqualify the Contractor for award or for MCKInsey S documentatlon
subsequent related contractual effqrts, and pursue such other remedies as may be permitted by law or Wlth DOD’ lt falled tO dO SO.
the contract. If, however, in compliance with this paragraph, the Contractor discovers and promptly ;

reports an OCl or potential OCl subsequent to contract award, the CO may terminate this contract for the EVen the Slmplest Check Of
convenience of the Government if such termination is deemed to be in the best interest of the . 5 - .
Government McKinsey’s internal client

Provisions like this one, from McKinsey’s 2018 contract with the Space and lists or a 51mple thne search
Missile Systems Center, were common in the firm’s work for DOD. of generally available

information would have
revealed to the McKinsey applicants that these conflicts of interest existed. There is thus no
colorable explanation for this behavior. Under the FAR, a Government contractor’s failure to
report and mitigate conflicts of interest and related issues can result in a violation of the False
Claims Act (FCA) (31 U.S.C. §3729), a statute that contemplates liability not just for knowing
violations but also for deliberate ignorance or reckless disregard for the truth or falsity of the
information that is being submitted to the government.** Companies have previously been found
guilty of FCA violations for failing to disclose conflicts of interest, including with foreign
governments. %

McKinsey has claimed that it does not need to disclose these conflicts of interest because
it has adequate firewalls in place. First, the law requires that McKinsey disclose any potential

¢ McKinsey failure to disclose conflicts of interest also occurred with other clients. For instance, while engaging in
analysis of the F-35 fighter jet program, McKinsey failed to disclose—in violation of express contractual
requirements to do so—that it also had the F-35’s developer, Lockheed Martin, as one of its clients. See AIR FORCE
STRATEGIC TRANSFORMATION SUPPORT (AFSTS) FORMERLY BUSINESS TRANSFORMATION (BT) INDEFINITE
DELIVERY / INDEFINITE QUANTITY (IDIQ) CONTRACT (2020),
https://imlive.s3.amazonaws.com/Federal%20Government/ID144263314791567499966088346680208025619/Attac
hment%204%20-%20Scope%20and%200rdering%20Guide Amendment%200001.pdf. This failure is even more
egregious due to the fact that one purpose of one of McKinsey’s $24 million contracts was to “address[] the
affordability of the F-35 program,” which creates a clear conflict of interest between DOD and McKinsey’s other
client, Lockheed Martin. See Contract number N6833518 A0042, dated June 12, 2018. See also Award Profile:
Contract Summary, USASPENDING.GOV,

https://www.usaspending.gov/award/CONT _AWD N6833518F0362 9700 N6833518A0042 9700 (last visited
Oct. 16, 2024). Similarly, while McKinsey was engaged at SMC, it also consulted for Northrop Grumman,
Lockheed Martin, and Raytheon, all of which secured major contracts from SMC since the end of McKinsey’s
engagement worth up to billions of dollars. See, e.g., Robert Johnson, Northrop Secures 32B Space Force Contract
for Two Next-Gen OPIR Satellites, POTOMAC OFFICERS CLUB (May 20, 2020),
https://potomacofficersclub.com/northrop-secures-2b-space-force-contract-for-two-next-gen-opir-satellites/.



conflicts so that the United States, through the contracting agency, can determine whether the
mitigation is appropriate. McKinsey has no legal right to police itself. Second, recent
enforcement action has shown that McKinsey lacks appropriate firewalls, with both SEC® and
DOJ% settlements revealing that McKinsey allowed partners to access sensitive client data to
benefit their other clients. These actions are all consistent with a broader finding that McKinsey
has engaged in behavior against U.S. taxpayers interests.%® %

B. McKinsey's Pattern and Practice of Using Privileged and Confidential U.S.
Government Information to Benefit their Clients Underlines McKinsey's Clear
National Security Risk

McKinsey has also previously accessed and used confidential U.S. government
information to benefit clients adverse to U.S. interests, likely contribution to the loss of
American life. In 2022, Congress published a report detailing how McKinsey had at least 22 of
its personnel working for both the Food and Drug Administration (FDA) and the opioid
manufacturers that the FDA regulated.?° For years, McKinsey consulted for the FDA while
simultaneously providing advice to many of the major private sector players in the opioid
industry, including manufacturers, distributors and retailers on how best to maximize their
distribution of opioids and minimize FDA scrutiny. While engaging in this inherently conflicted
consulting, it failed to disclose any conflicts of interest to the government. McKinsey’s behavior
ultimately led the firm to pay more than $600 million to settle claims brought by attorneys
general in all 50 states, 5 territories and the District of Columbia. Its conduct was so egregious
that, according to public reporting, it is now under criminal investigation with the U.S.
Department of Justice for criminal conspiracy, healthcare fraud, and obstruction of justice.'%
While McKinsey advised opioid companies and kept the FDA in the dark about its work, the
number of American opioid overdose deaths rose dramatically.

This callous conduct clearly demonstrates that the United States cannot trust McKinsey to
police itself or provide accurate information about its past practices absent legal compulsion to
do so.

III.  McKinsey’s Misrepresentations Under Oath to Congress about its Work for the
PRC Government

On February 6, 2024, McKinsey’s Global Managing Partner testified before the Senate
Permanent Subcommittee on Investigations (“PSI”). He testified under oath, appearing after
receiving a subpoena requiring his attendance.'%? The purpose of the hearing was to investigate
foreign influence in the United States, including McKinsey’s prior business practices in China.

During the hearing, McKinsey’s Global Managing Partner made the following sworn
statements about McKinsey’s work in China that are at odds with definitive documentary
evidence:



1. “Senator, we [McKinsey] do no work, and to the best of my knowledge never have, for
the Chinese Communist Party or the central

X X o Industrial and Commercial Bank of China (Argentina) S.A.
government in China. The vast majority of the DIDI
work we do for China is for multinational Didi Chuxing
- . STANDARD BANK
companies, many of those are US companies, Tianjin Bank
and private-sector Chinese companies.”% GRABTAXI HOLDINGS PTE LTD
“ N . . COSCO SHIPPING HOLDINGS
2. “Senator, we’ve never worked with the Chinese COSCO SHIPPING Holdings Co, Ltd.
Communist Party or the central government in HUAINAN MINING GROUP CO. LTD.
. 29104 HENGYI PETROCHEMICAL CO., LTD.
China to the bes? of my knowledge. Pireli Tyre S.p.A.
3. “I would start with the reaffirming we CN Government - Fed/Prov
[McKinsey] don’t work with the federal e Govemment
government in China. We have very tight client China Railway Construction Corporation Limited
selection pOliCiCS 59105 China Railway Construction
4. “Senator, we do no work with the Chinese
Communist Party or the central government in Schedule 2 -97
China.”106 Excerpt from a 2020 McKinsey U.S. bankruptcy

court filing where it lists a subset of its clients,
. , . including the Chinese government and SOEs,
McKinsey’s Global Managing Partner had access directly contradicting the testimony.

to the entirety of the firm’s information and resources to

prepare for a congressional hearing that would require him to testify truthfully under oath.
McKinsey’s general counsel was even present with him at the hearing. Moreover, he spent 30
years working at McKinsey prior to his appointment as Global Managing Partner, giving him an
unparalleled personal knowledge of the firm’s global practice.
This would include its longstanding and well-documented work
in China. In addition, as part of his preparation, He would only
need to engage in online searches of publicly available
information to find troubling evidence of McKinsey’s business
dealing with the “Chinese Communist Party [and] the central
government in China,” as well as state-owned enterprises. It is
therefore hard to understand how he could be unaware of
information that he should have known or, if he was somehow
unaware of it despite his 30-year career at McKinsey and role as
leader of the firm, was so easily within his grasp.

McKinsey Global Managing Partner
testifying under oath. This sworn testimony misrepresents McKinsey’s
extensive work for the PRC government and its SOEs, directly
contradicts statements that the firm made under penalty of perjury in U.S. courts about this
business, and requires further scrutiny.!?” His actions as the head of McKinsey also speak to a
fundamental lack of remorse and an inability to reform a deeply compromised institution that,
based on the evidence, has placed profit so far beyond the security of its fellow citizens that it is
incapable of serving in any role that requires the public’s trust. It also speaks to McKinsey’s
inability to act with honesty and integrity which, in the context of national security work, is
absolutely essential.



Given the underlying evidence, the undersigned hereby respectfully requests that the Department
of Justice thoroughly investigate whether McKinsey’s:

(1) business dealings with the PRC to ascertain if they presented any risks to U.S. national
security, particularly in light of McKinsey’s documented use of confidential client insider
information to benefit itself and other clients in the opioid crisis and elsewhere;

(i1) failure to disclose its PRC-related and other conflicts of interest in DOD and other
government contracts and examine whether such behavior is in violation of McKinsey’s
obligations under federal law, including the FCA; and

(ii1) misrepresentations before Congress on February 6, 2024.

We also ask that the Department of Defense examine McKinsey’s actions to determine whether
McKinsey should remain eligible to continue to work with the Department. The undersigned
furthermore ask for a briefing from the Departments of Justice and Defense explaining their
planned course of action no later than December 1, 2024.

Sincerely,
John Moolenaar Marco Rubio
Member of Congress U.S. Senator

ﬁmj—

Joni K. Ernst
U.S. Senator




! These include COSCO, SMIC, ChinaChem, SinoChem, China Communications Construction Company, and China
United Network Communications Group. In 2020, the U.S. Department of Commerce declared SMIC a military
end-user, while DOD named SMIC a company “owned or controlled” by the People’s Liberation Army. China
Communications Construction Company and China United Network Communications Group are likewise
recognized as Chinese military companies by the U.S. Department of the Treasury.

2 STAFF OF H. COMM. ON OVERSIGHT AND REFORM, 117TH CONG., THE FIRM AND THE FDA: MCKINSEY & CO.’S
CONFLICTS OF INTEREST AT THE HEART OF THE OPIOID EPIDEMIC (Apr. 13, 2022) (interim majority staff report),
https://oversightdemocrats.house.gov/sites/evo-subsites/democrats-oversight.house.gov/files/2022-04-
13.McKinsey%200pioid%20Conflicts%20Majority%20Staff%20Report%20FINAL.pdf (“In 2009, in a bid to lead a
working group of opioid manufacturers, McKinsey highlighted that due to its direct work for regulators, the
company had “developed insights into the perspectives of the regulators themselves.”).

3 Foreign Influence in the United States: Reviewing Boston Consulting Group, McKinsey & Company, M. Klein and
Company, and Teneo’s Compliance with Congressional Subpoenas: Hearing Before the S. Permanent Subcomm. on
Investigations, 118th Cong (2024), https://www.c-span.org/video/?533391-1/consulting-company-executives-testify-
foreign-influence-us (oral testimony of Bob Sternfels, Global Managing Partner, McKinsey & Co.). Transcript at
27:32. Sternfels’ response to questions from Senator Roger Marshall.
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