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And all of a sudden, we have this huge
budget deficit that my Republican
friends rail against we are adding to.

When President Obama took office,
the budget deficit was at $1 trillion for
that fiscal year. It went from zero to $1
trillion. Madam President, $1 trillion is
a thousand billion; a billion is a thou-
sand million. If you spent $1,000 every
second of every minute of every hour of
every day, it would take you 33 years
to spend $1 trillion. The pages sitting
in front of me average in age about half
that; am I correct? Sixteen years or so?
They have lived about half a billion
seconds. For them to spend $1 trillion,
they would have had to spend $2,000
every second of every minute of every
hour of every day in their young lives
to get to $1 trillion. You, Madam Presi-
dent, would have to spend a little less,
being very young but a bit older than
they are.

Let me talk for a moment about
what is happening with the States.

Every State in this country—unless
they are energy States, unless they
make money in their State treasuries
from oil production, coal production,
natural gas production—is faced with a
huge budget deficit. My State of Ohio,
for instance, as so many States, is
forced to cut services. Cutting services
means cutting jobs, it means laying off
people, and it means hurting commu-
nities. It means all of that.

We cannot dismiss this situation. We
must confront it. We must do some-
thing about it. It means as people lose
their jobs, as a plant in Jackson, OH,
the Meridian plant, closes or a plant
somewhere else in Gallipolis or Mans-
field or Toledo, OH, closes—when a
plant shuts down, it is not just those
workers who lose, as tragic as it is; it
also puts more demands on the mental
health system, more demands on the
food pantry, more demands on commu-
nities that simply cannot afford it. As
their tax base shrivels, they cannot af-
ford it.

Economic recovery will not happen
at the national level unless it happens
at the State level. With dramatically
reduced revenues, States are left with
no options. They are cutting basic jobs,
and they are cutting basic services.
They are cutting social workers, teach-
ers, mental health counselors, and pub-
lic safety personnel. We cannot func-
tion that way. If what we do in the re-
covery bill adds jobs but the States
take them away, we will be left tread-
ing water.

The House-passed economic recovery
bill includes dollars the States can use
to weather this economic storm. And if
they don’t weather it, none of us will.

So I hope Senators and Representa-
tives negotiating the final bill will
agree upon the House-passed State sta-
bilization fund. It just makes sense.

This bill, as I said earlier, is endorsed
by the National Chamber of Commerce,
the National Association of Manufac-
turers, the Realtors, and businesses all
over the Presiding Officer’s State of
North Carolina and my State of Ohio.
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It is endorsed by small businesses, by
manufacturing businesses—all those
companies that create so much wealth
and jobs in our society.

In my State, from Toledo to Colum-
bus, our universities are engaging in
groundbreaking research. From Cleve-
land to Cincinnati, regional partner-
ships are being formed to advance solar
and wind technology. My State is well
on the way to becoming the Silicon
Valley of alternative energy. We are
about to put wind turbines in Lake
Erie—the only place in the world where
wind turbines will actually be located
in freshwater. We are building hydro-
power on the Ohio River. We have the
largest solar manufacturer of any
State in the country in northwest
Ohio. The University of Toledo is doing
all kinds of wind turbine research, fuel
cells in Stark State and Canton and
Rolls Royce and Mount Vernon. Fuel
cell development and research is far
ahead of most places in the country,
with biomass, Battelle in Columbus, all
kinds of coal research. We are doing
things that, with this bill, we can do
better.

There is $33 billion in green energy
tax incentives in this bill to grow jobs
by encouraging green energy produc-
tion. What value is it if we wean our-
selves from foreign oil by using solar
but we are not producing solar in our
country?

Oberlin College, which is 15 minutes
from my house, has the largest single
building on any college campus in
America powered fully by solar energy
built 3, 4 years ago. We got those solar
panels from Germany and Japan. Why
do we do that? We do it because in the
early part of this decade President
Bush pushed through this Senate and
the House—I was a Member of the
House—an energy bill that dumped all
of its tax incentives, subsidies and in-
centives, to oil and gas, not to solar,
not to wind, not to fuel cells, not to
biomass, not to where we should have
been looking. It was the same old
game, same old politics, same old ‘‘help
your friends in the oil and gas indus-
try, cash your campaign checks, and do
the country wrong.”” That is why this
bill is so important to do something
else.

Lastly, I wish to talk about another
provision of the bill which probably is
the strongest provision of the bill; that
is, the “Buy American’ provision Sen-
ator DORGAN and I worked on in the
last couple of years.

In a recent survey of Americans, 84
percent support the ‘“‘Buy American”
provision—perhaps the strongest state-
ment of the public on any provision in
the stimulus bill. The fact is, we are
asking people in North Carolina, Ohio,
and around this country to reach into
their pockets and come up with hun-
dreds of billions of dollars to spend on
the stimulus package. They ask three
things: first, that we be accountable in
doing this right; second, they ask that
the jobs be in the United States; third,
they ask that the materials used for
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this infrastructure also be made in the
United States. That is the compact we
have come to, and I believe that is so
very important.

I have had discussions with people at
the highest levels of the Obama admin-
istration about the importance of “Buy
American” and about enforcement. We
have had some of these ‘“‘Buy Amer-
ican’ laws on the books since the Roo-
sevelt years. It is part of the reason he
was successful. The Bush administra-
tion simply turned its back on this
law. They simply did not enforce it.
They granted waivers, waivers that
were not even public. For instance, the
800-mile fence along the Mexico-United
States border was made with Chinese
steel, probably illegally. But the Bush
administration just said: OK, buy the
steel wherever you want, instead of
putting Americans to work.

I close with, as all of us in this
body—most of us—understand, we need
to get this economy back on track, we
need to set the stage for a prosperous
future. Partisanship at this stage is a
slap in the face of unemployed Ameri-
cans, families facing foreclosures, com-
munities sinking into poverty, and,
frankly, to middle-class America, who
just wants an even break and wants us
to get our economy back on track. Ac-
tion is our only option. Let’s move.

I yield the floor. Madam President, I
suggest the absence of a quorum.

The PRESIDING OFFICER. The
clerk will call the roll.

The assistant legislative clerk pro-
ceeded to call the roll.

Mr. LEVIN. Mr. President, I ask
unanimous consent the order for the
quorum call be rescinded.

The PRESIDING OFFICER (Mr.
CARDIN). Without objection, it is so or-
dered.

EXECUTIVE SESSION

NOMINATION OF WILLIAM J.
LYNN, III, TO BE DEPUTY SEC-
RETARY OF DEFENSE

Mr. LEVIN. Mr. President, I ask
unanimous consent now that the Sen-
ate proceed to executive session to con-
sider Calendar No. 14, the nomination
of William Lynn to be Deputy Sec-
retary of Defense; that there be 3 hours
of debate with respect to the nomina-
tion, with 1 hour each under the con-
trol of Senator GRASSLEY and Senator
MCcCCAIN or his designee, 1 hour under
my control or my designee’s, and that
upon the use or yielding back of time,
the Senate proceed to vote on con-
firmation of the nomination; that upon
confirmation, the motion to reconsider
be laid upon the table, no further mo-
tions be in order, that the President
then be immediately notified of the
Senate’s action and the Senate resume
legislative session.

The PRESIDING OFFICER. Without
objection, it is so ordered.

The clerk will report the nomination.

The bill clerk read the nomination of
William J. Lynn, III, of Virginia, to be
Deputy Secretary of Defense.
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The PRESIDING OFFICER. Who
yields time?

The Senator from Michigan is recog-
nized.

Mr. LEVIN. Mr. President, I yield
myself as much time as I utilize.

Mr. President, I urge my colleagues
to join me in supporting the nomina-
tion of Bill Lynn to be Deputy Sec-
retary of Defense. This nomination was
reported to the Senate by the Armed
Services Committee by voice vote on
February 5, without objection or dis-
senting vote.

Since the time that he received his
law degree from Cornell Law School
and his master’s degree in public af-
fairs from the Woodrow Wilson School
more than 25 years ago, Mr. Lynn has
devoted his life to public service and
the national defense. For 6 years, Mr.
Lynn worked as the military legisla-
tive assistant and legislative counsel
to Senator TED KENNEDY. In 1993, he
moved to the Department of Defense,
where he served first as director of pro-
gram analysis and evaluation, and then
as comptroller until 2001. Over the
years, he has also served as a senior
fellow at the National Defense Univer-
sity, on the professional staff at the In-
stitute for Defense Analyses, and as an
executive director of the Defense Orga-
nization Project at the Center for Stra-
tegic and International Studies.

At the end of the Clinton administra-
tion, Mr. Lynn went to the private sec-
tor for the first time, working first for
DFI international and then for
Raytheon Corporation, where he has
served as senior vice president of gov-
ernment operations and strategy, over-
seeing the company’s strategic plan-
ning and government relations. As a
result of the senior positions he has
held with Raytheon, Mr. Lynn has
vested and unvested stock in the com-
pany, as well as salary, bonus, and re-
tirement payments that are due now
and in the future

Mr. Lynn’s situation is of course not
unique. Numerous nominees to senior
positions in prior administrations—in-
cluding nominees to serve as Secretary
of Defense, Deputy Secretary of De-
fense, Under Secretary of Defense for
Acquisition, Technology and Logistics,
Secretaries of the Military Depart-
ments, and Service Acquisition Execu-
tives—have served in similar industry
positions and held similar financial in-
terests at the time of their nomina-
tions.

Over the years, the Senate Armed
Services Committee has developed a
strict set of ethics guidelines to ad-
dress potential conflicts of interest,
and the appearance of conflicts of in-
terest, arising out of such nominations.
These guidelines are tougher and more
comprehensive than the rules histori-
cally imposed by the executive branch
or by other congressional committees.
When 1 say ‘‘These guidelines’ are
tougher and more comprehensive, I am
referring here to the guidelines that
the Senate Armed Services Committee
has developed.
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For example, under generally appli-
cable executive branch ethics rules, a
nominee could address actual or poten-
tial conflicts without divesting stock
or other financial interests by recusing
himself from matters involving his
former employer—subject to a waiver
by DOD ethics officials. However, the
Armed Services Committee of the Sen-
ate takes a stricter approach. We re-
quire that nominees to Senate-con-
firmed positions divest themselves of
stock, stock options, and other finan-
cial interests in companies that do
business with the Department of De-
fense. In the case of stock options that
have not yet vested, and will not vest
within 90 days after confirmation, the
committee insists that the nominee re-
nounce the options—in other words,
forfeiting the entire value of the stock
options.

The committee’s strict divestiture
requirements are added to the require-
ments of statutory and regulatory eth-
ics rules applicable to all executive
branch officials. Our rules require sen-
ior executive branch officials to recuse
themselves from decisions impacting
their former employers for a period of
1 year, even if they have already di-
vested all financial interest. When I
said ‘‘our rules’ I was referring here to
the executive branch rules. As a result,
nominees to senior DOD positions are
subject to both divestiture and recusal
requirements.

These ethics requirements have been
effective. Over the 12 years that I have
served as chairman or ranking member
of the Armed Services Committee, I am
not aware of a single instance in which
a Senate-confirmed defense official
who previously served in industry has
even been alleged to have taken an ac-
tion favoring his former employer. We
may agree or disagree with some of the
decisions that these senior officials
have made, but conflict of interest does
not appear to have been alleged in any
of those disagreements.

Mr. Lynn has complied with all of
the committee’s requirements. In ac-
cordance with our ethics guidelines,
Mr. Lynn has agreed to divest his fi-
nancial interest in his former employer
within 90 days of his confirmation. In
order to accomplish this purpose, he
has agreed to forfeit restricted stock.
By the way, this stock has a value be-
tween $250,000 and $500,000. But that
stock does not vest until late in 2009 or
2010. In short, Mr. Lynn has agreed to
forfeit that restricted stock and there-
by make a significant financial sac-
rifice in order to return to Government
service.

In addition, Mr. Lynn will be subject
to the statutory and regulatory recusal
requirements that I have already dis-
cussed. These recusal requirements are
subject to waiver by the senior ethics
official in the Department of Defense.
However, Mr. Lynn has taken an addi-
tional step by agreeing not to seek any
waiver of the recusal requirements dur-
ing his first year in office with regard
to any matter on which he personally
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lobbied either Congress or the execu-
tive branch. This commitment on Mr.
Lynn’s part goes beyond the steps
taken by previous nominees to senior
positions at the Department of De-
fense.

The bottom line is this. Mr. Lynn, if
confirmed, will be subject to ethics re-
strictions that are stricter than those
historically imposed by the executive
branch, stricter than those applied by
other congressional committees, and
stricter even than those applied by the
Armed Services Committee to previous
nominees with similar backgrounds.

On January 21, 2009, President Obama
issued an Executive order on ethics
commitments by executive branch per-
sonnel. This Executive order includes a
provision that would, for the first time,
preclude registered lobbyists from
seeking or accepting employment with
an agency that they had lobbied within
the previous 2 years. Because Mr. Lynn
was a registered lobbyist for Raytheon,
he could not have been appointed Dep-
uty Secretary of Defense without a
waiver of this prohibition.

On January 23, 2009, the Director of
the Office of Management and Budget
approved a waiver to two paragraphs of
the executive order, clearing the way
for Mr. Lynn to serve.

Mr. Lynn will still be subject to the
tough new postemployment restric-
tions in the executive order. Those
would preclude him from lobbying any
DOD official for 2 years after leaving
office, and from lobbying any political
appointee in the Obama administration
for the duration of the administration,
should he leave his position before the
end of the administration.

This waiver was appropriate: Mr.
Lynn is a career public servant whose
recent history in the private sector was
more of an exile than a calling. He
didn’t leave the Department of Defense
8 years ago because he wanted to cash
in on inside connections or informa-
tion, but because the Clinton adminis-
tration came to an end. When Mr. Lynn
hopefully passes through the doors of
the Pentagon as Deputy Secretary of
Defense, he will return to his roots as
a public servant, put his relationships
in industry behind him, and recognize
that his sole duty and obligation is to
his country and the national defense.

Today, the Department of Defense
faces huge management challenges.
The Government Accountability Office
reported last year that the cost over-
runs on the Department’s 95 largest ac-
quisition programs alone now total al-
most $300 billion over the original pro-
gram estimate, even though the De-
partment has cut unit quantities and
reduced performance expectations on
many programs in an effort to hold
down costs.

The Department’s financial system
remains incapable of producing timely,
accurate information on which sound
business decisions can be based. The
Department’s civilian workforce has
been decimated by decades of freezes
and cuts, leaving us dependent on con-
tractors who perform many functions
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that should be performed by Govern-
ment personnel.

Mr. Lynn’s background in senior
management positions in the Depart-
ment of Defense and in industry over
the last two decades gives him the kind
of knowledge and experience that will
be useful to address these challenges.
In the course of the committee’s con-
sideration of Mr. Lynn’s nomination, I
have spoken to him about the chal-
lenges facing the Department of De-
fense. I have been impressed by his
grasp of the problems the Department
faces and his ideas for addressing them.

Under these circumstances, and those
are the circumstances I have outlined
about cost overruns, we cannot afford a
Deputy Secretary who is either dis-
engaged or ineffectual. We need some-
one with the kind of experience and
background Mr. Lynn will bring to the
job. His nomination, again, was ap-
proved by the Senate Armed Services
Committee without a single dissenting
vote. I hope our colleagues will support
this nomination.

I yield the floor.

The PRESIDING OFFICER. The Sen-
ator from Arizona is recognized.

Mr. MCCAIN. Mr. President, I intend
to vote in favor of the nomination of
Mr. Lynn to be the Deputy Secretary
of Defense. Mr. Lynn has an extensive
record of public service. He has served
as the Director of Program Analysis
and Evaluation in the Pentagon during
the Clinton administration, and fol-
lowing that he was the Under Sec-
retary of Defense, Comptroller, from
1997 to 2001. He served as, obviously,
the chief financial officer for the De-
partment of Defense.

After his DOD service, Mr. Lynn, as
we know, became a registered lobbyist
and the Raytheon Company’s senior
vice president of government oper-
ations. In that position he led
Raytheon’s strategic planning and
oversaw all of their Government rela-
tions activities.

Mr. Lynn has served as I mentioned,
but nowhere, I might point out, does he
have in his resume any extensive man-
agerial experience. One of the major
functions of the Deputy Secretary of
Defense is to make the Pentagon run.
Mr. Lynn does not have that executive
managerial experience.

Having said that, elections have con-
sequences, as we all know, and this is
the selection that the President of the
United States made, and the Secretary
of Defense also supports his nomina-
tion.

I do not view the fact that Mr. Lynn
became a lobbyist for Raytheon as, per
se, disqualifying. Mr. Lynn has indi-
cated his willingness to comply with
the ethical requirements of the execu-
tive branch aimed at preventing con-
flicts of interest, and he has agreed to
the additional stock divestment obliga-
tions that the Committee on Armed
Services has consistently required of
nominees.

I have been concerned, however,
about the practical problems that
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would arise from Mr. Lynn’s past lob-
bying activities and the legitimate
concerns the American people would
have if Mr. Lynn made decisions re-
lated to the programs for which he lob-
bied.

I sent a letter to Mr. Lynn on Janu-
ary 26, with a follow-up letter on Janu-
ary 29, asking him to articulate in de-
tail what specific matters would be af-
fected. Mr. Lynn responded on January
30 indicating that he had worked on
the DDG-100 surface combatant, the
AMRAAM air-to-air missile, the F-15
airborne radar, the Patriot Pure Fleet
Program, the Future Imagery Archi-
tecture, and the Multiple Kill Vehicle.
He provided me with written assur-
ances that he would refrain from par-
ticipating in any decisions regarding
those programs for 1 year if he is con-
firmed.

I believe these assurances and with
ongoing reviews within DOD that en-
compass rigorous screening Mr. Lynn
will endeavor to perform effectively as
the Deputy Secretary of Defense.

I am aware, as I mentioned, that he
has the support of Secretary Gates, and
I obviously consider that to be an en-
dorsement in Mr. Lynn’s favor. Presi-
dent Obama, as we all know, signed an
Executive order on January 21, 2009,
that established a praiseworthy ‘‘re-
volving door ban’ that would bar any
lobbyist from working for an agency
they lobbied within 2 years of an ap-
pointment. The Executive order in-
cluded a provision for granting a public
interest waiver, and Mr. Lynn was
given a waiver.

It is disappointing that President
Obama, who pledged continuously
throughout the campaign to change
the culture of Washington and the in-
fluence of lobbyists, then almost im-
mediately chose to nominate several
individuals, including Mr. Lynn, who
required a waiver.

So after proudly trumpeting a new
change and the new rules and regula-
tions, several individuals—and a couple
have had to withdraw their nomina-
tions—that Mr. Lynn required a waiver
or exemption to that policy. Obviously,
the American people were promised
one thing but delivered another.

My colleague, Senator GRASSLEY,
who will be speaking later, sent a let-
ter on January 29 to OMB Director
Peter Orszag asking for a justification
for the granting of the waiver. I ask
unanimous consent that Mr. Orszag’s
response on February 3 be printed in
the RECORD.

There being no objection, the mate-
rial was ordered to be printed in the
RECORD, as follows:

THE WHITE HOUSE,
Washington, DC, February 3, 2009.
Hon. CHARLES E. GRASSLEY,
U.S. Senate,
Washington, DC.

DEAR SENATOR GRASSLEY: Thank you for
giving the Administration the chance to ad-
dress the questions you raise in your letter
of January 29, 2009 regarding the granting of
a waiver that exempts Mr. William J. Lynn
from certain provisions in President Obama’s
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Executive Order on Ethics Commitments by
Executive Branch Personnel (the ‘‘Order’’).
We appreciate your concerns and are glad to
have the opportunity to fully explain the de-
cision to grant this waiver, which we strong-
1y believe to be the correct one.

1. BACKGROUND

The President signed the Executive Order
on Ethics Commitments by Executive
Branch Personnel on January 21, 2009. The
Order includes some of the strictest ethics
rules ever imposed on executive branch per-
sonnel. In addition to barring appointees
from accepting gifts from registered lobby-
ists, the Order places sharp limitations on
individuals traveling back and forth between
government service and the private sector,
using their government service for personal
enrichment at the expense of the public in-
terest.

The Order takes an especially strong stand
against lobbyists moving into and out of the
executive branch. The Order restricts reg-
istered lobbyists who are appointed to an ex-
ecutive agency from participating in any
particular matter on which they lobbied
within the past two years and from partici-
pating in the specific issue area in which
that particular matter falls, subject to the
waiver provision discussed below. Registered
lobbyists are also restricted from seeking or
accepting any employment within an execu-
tive agency that they lobbied within the past
two years.

The Order has been roundly praised by
commentators and leading good government
advocates as the toughest ever of its kind.
To cite just a few, Democracy 21 said that
‘“the new Executive Order contains the
toughest and most far reaching revolving
door provisions ever adopted,” and went on
to say that the Order ‘‘goes further than any
previous action taken by a President to re-
strict the ability of presidential appointees
who serve in the Executive Branch from
coming back to lobby the Administration,
and also to limit the role of lobbyists coming
in to serve in the Administration.”” The
Washington Post reported that experts
viewed the Order as ‘‘considerably broader
than those other presidents imposed,” and
Meredith McGehee, policy director of the
Campaign Legal Center, said in a statement
that ‘‘[no] two ways about it, the revolving-
door provisions in the new executive order
issued by President Obama are very tough.”’

Even the toughest rules, however, need
reasonable exceptions. That is why the Order
provides that a waiver of these restrictions
may be granted in limited circumstances.
The waiver may be granted when it is deter-
mined ‘‘(i) that the literal application of the
restriction is inconsistent with the purposes
of the restriction, or (ii) that it is in the pub-
lic interest to grant the waiver.” Sec. 3(a).
The Order goes on to explain that the ‘“‘pub-
lic interest’” may include, but is not limited
to, exigent circumstances relating to na-
tional security or to the economy. Sec. 3(b).
The Order also instructs the Director of the
Office of Management and Budget to consult
with the White House Counsel when deter-
mining whether a waiver is necessary and
appropriate.

Experts have praised the inclusion of a
waiver provision in the Order. For example,
Norman Ornstein, a Resident Scholar at the
American Enterprise Institute stated that:
“This tough and commendable new set of
ethics provisions goes a long way toward
breaking the worst effects of the revolving
door. There are many qualified people for the
vast majority of government posts. But a
tough ethics provision cannot be so tough
and rigid that it hurts the country uninten-
tionally. Kudos to President Obama for add-
ing a waiver provision, to be used sparingly
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for special cases in the national interest.
This is all about appropriate balance, and
this new executive order strikes just the
right balance.”

Similarly, Thomas Mann, Senior Fellow of
Governance Studies and the Brookings Insti-
tution notes: ‘“The new Obama ethics code is
strict and should advance the objective of re-
ducing the purely financial incentives in
public service. I applaud another provision of
the EO, namely the waiver provision that al-
lows the government to secure the essential
services of individuals who might formally
be constrained from doing so by the letter of
the code. The safeguards built into the waiv-
er provision strike the right balance.”

II. RESPONSES TO YOUR QUESTIONS

In considering the waiver for Mr. Lynn so
that he might serve as Deputy Secretary of
Defense, we believe the right balance has
been struck by granting a waiver at the re-
quest of the Secretary of Defense to a quali-
fied candidate whose service to the country
is critical to our national security. With
that in mind, we want to address your spe-
cific questions.

First, you asked what criteria were used in
determining that Mr. Lynn’s waiver was nec-
essary to further ‘‘the public interest.” As
noted above, the Order specifically states
that the public interest includes ‘‘exigent
circumstances relating to national secu-
rity.” These circumstances include the ur-
gent need to have the best-qualified individ-
uals serving at the highest levels of the
President’s national security team. As Sec-
retary Gates stated with regard to asking
the President to nominate Mr. Lynn to be
the Deputy Secretary: ‘I interviewed Bill
Lynn; I was very impressed with his creden-
tials; he came with the highest recommenda-
tions of a number of people that I respect a
lot. And I asked that an exception be made,
because I felt that he could play the role of
the deputy in a better manner than anybody
else that I saw.”

Mr. Lynn’s qualifications for the Deputy
position are well known. Mr. Lynn served as
Under Secretary of Defense (Comptroller)
under President Clinton, before which he had
served as the Director for Program Analysis
and Evaluation in the office of the Secretary
of Defense. Prior to that, he served as an As-
sistant to the Secretary of Defense for Budg-
et. High-level experience in managing Pen-
tagon budgetary, finance and procurement
functions is extremely rare, and it was par-
ticularly important to Mr. Lynn’s selection
here.

As you are aware, the Department of De-
fense faces enormous management chal-
lenges. During Mr. Lynn’s previous tenure at
DoD, there were significant efforts to im-
prove financial reporting, including two
major initiatives. First, in 1998, DoD adopted
for the first time a Financial Management
Improvement Plan, which was a strategic
framework for improving critical financial
systems and feeder systems in the future.
Second, the DoD Senior Financial Manage-
ment Council was reconstituted during 2000
and adopted a comprehensive program man-
agement plan in January 2001.

Mr. Lynn was generally credited with put-
ting appropriate managerial emphasis on im-
proving financial reporting. For example, on
February 17, 2000, the Deputy Inspector Gen-
eral testified to Congress that ‘‘the DoD has
seldom, if ever, been so committed to across
the board management improvement . . . .
with continuous management emphasis,
th[e] initiatives should dramatically im-
prove the efficiency of DoD support oper-
ations over the next several years.” DOD IG
Report No. D-2000-077 at 4.

Similarly, on May 9, 2000, Jeffrey Steinhoff
from the General Accounting Office (now the
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Government Accountability Office) testified
that “DOD has made genuine progress in
many areas throughout the department. . . .
We have seen a strong commitment by the
DOD Controller and his counterparts in the
military services to addressing long-stand-
ing, deeply rooted problems.” GAO/T-AIMD/
NSIAD-00-163 at 2.

This progress could be seen in several
areas. For example, when Mr. Lynn took
over as Comptroller, DoD could not even
generate a list of its finance and accounting
systems. GAO/AIMD-97-29 (Jan. 31, 1997). By
the time he had left, DoD had identified 167
critical systems, had achieved compliance
with federal financial management stand-
ards in 19 of those systems, and had a plan to
achieve compliance for the balance of its
systems by FY 2003. To take another exam-
ple, under Mr. Lynn’s watch, DoD continued
its progress in significantly consolidating
and streamlining its financial centers and fi-
nancial systems. Between 1991 and 2000, DoD
consolidated 330 accounting and finance lo-
cations into 26, and reduced the number of fi-
nance and accounting systems from 648 to
190. Accomplishments like these led John
Hamre, who was Mr. Lynn’s predecessor as
Comptroller and who also served as Deputy
Secretary, to state that “I don’t know any-
body who did the job better than Bill Lynn.”’

Mr. Lynn’s experience is not limited to the
Pentagon. From 1987 until 1993, Mr. Lynn
served on the staff of Senator Edward Ken-
nedy as the legislative counsel for defense
and arms control matters and as the Sen-
ator’s staff representative on the Senate
Armed Services Committee. Prior to 1987, he
was a senior fellow in the Strategic Concepts
Development Center at National Defense
University, where he specialized in strategic
nuclear forces and arms control issues. He
was also on the professional staff of the In-
stitute of Defense Analyses. From 1982 to
1985, he served as the executive director of
the Defense Organization Project at the Cen-
ter for Strategic and International Studies.

In short, Mr. Lynn’s executive branch ex-
perience, combined with his legislative,
think-tank and private sector experience,
gives him the precise set of skills that are
not only necessary to the job, but are rare in
their breadth and depth. That is why former
Secretary of Defense William Cohen, who
served as Mr. Lynn’s supervisor during the
Clinton Administration, commented that he
has ‘‘precisely the kinds of skills required”’
to serve as the Deputy Secretary. We share
both the current and former Secretaries’
views that Mr. Lynn’s experience and skill
set would make him an exceptional Deputy
Secretary of Defense.

Second, you asked about the potential for
conflicts of interest given Mr. Lynn’s past
position at Raytheon Company
(““Raytheon’). These issues were carefully
reviewed as part of the consideration of Mr.
Lynn, and we believe that strong safeguards
have been erected that address these con-
cerns and allow Mr. Lynn to serve. We note
that these arrangements were structured in
conformance with the Armed Services Com-
mittee’s longstanding requirements and
practices. These arrangements have also
been approved by the Defense Department’s
ethics official as eliminating potential con-
flicts and providing for appropriate protec-
tive measures.

Specifically, Mr. Lynn will divest his
Raytheon stock within 90 days of his ap-
pointment, including his shares in the
Raytheon Savings and Investment Plan. He
also will forfeit all of his restricted stock
units that he holds under the 2007-2009
Raytheon Long-Term Performance Plan
(LTPP) and the 2008-2010 LTPP, and will di-
vest those shares he holds under the 2006-2008
LTPP within 90 days of their vesting in Feb-
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ruary. To ensure there are no conflicts re-
garding the stock, he will not participate
personally and substantially in any par-
ticular matter that has a direct and predict-
able effect on the financial interests of
Raytheon until he has divested the stock,
unless he first obtains a written waiver, pur-
suant to 18 U.S.C. §208(b)(1), or qualifies for
a regulatory exemption, pursuant to 18
U.S.C. §208(b)(2).

Further, for a period of one year after his
resignation from Raytheon, he will not par-
ticipate personally and substantially in any
particular matter involving specific parties
in which Raytheon is a party, unless first au-
thorized to participate, pursuant to 5 C.F.R.
82635.502(d). As an additional precaution, Mr.
Lynn has promised not to seek authorization
to participate in decisions on any of the six
specific programs where he personally lob-
bied: the DDG-1000 surface combatant, the
AMRAAM air-to-air missile, the F-15 air-
borne radar, the Patriot Pure Fleet program,
the Future Imagery Architecture, and the
Multiple Kill Vehicle.

Finally, consistent with the customary
practice for departing executives of
Raytheon, Mr. Lynn will continue to partici-
pate in the Raytheon Defined Benefit Plan,
which would pay him about $4,300 monthly
beginning on January 1, 2019. In accord with
the letter signed by the Chairman and Rank-
ing Member of the Senate Committee on
Armed Services dated September 23, 2005, Mr.
Lynn has agreed that prior to acting in any
particular matter that is likely to have a di-
rect, predictable, and substantial effect on
the financial interest of Raytheon, he will
consult with his Designated Agency Ethics
Official, and will not act in the matter un-
less that official determines that the inter-
est of the Government in his participation
outweighs any appearance of impropriety,
and issues a written determination author-
izing his participation. Mr. Lynn under-
stands that such an authorization does not
constitute a waiver of 18 U.S.C. §208 and does
not affect the applicability of that section.

Under the circumstances, we believe this
arrangement accomplishes the twin goals of
enforcing tough ethical standards that pro-
tect the public interest, while also assuring
that the nation is not deprived of a talented
and badly-needed public servant to assist
with the defense of our nation.

Third, you ask about the process for select-
ing Mr. Lynn. We can assure you that the se-
lection of Mr. Lynn came at the end of an ex-
tensive process that resulted in a consensus
opinion that Mr. Lynn was the best-qualified
candidate for this job. Multiple candidates
were considered and interviewed over the
course of what was a long and rigorous re-
view. Ultimately, though, this is a position
for which there is a short list of truly quali-
fied applicants who have the kind of experi-
ence we detailed earlier in response to your
first question. Taking into account all of the
factors, including the concerns raised in
your letter, the President and Secretary
Gates felt that Mr. Lynn was the best person
for the job.

Fourth and finally, you have asked wheth-
er Mr. Lynn’s ability to perform his job will
be impaired by any necessary recusals. We do
not believe the ethics compliance process de-
scribed above will hinder Mr. Lynn from
doing his job. The process strikes a reason-
able balance under the circumstances. It
waives the need for Mr. Lynn to recuse him-
self from issues that would otherwise be im-
plicated by paragraphs 2 and 3 of the ethics
pledge, but still requires him to follow the
remainder of the Order, including the revolv-
ing door exit provisions and the gift ban, as
well as the other restrictions detailed in this
letter.

Again, thank you for this opportunity to
address these issues. As the Ethics Executive
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Order and the other Orders and Presidential
Memoranda signed on the same day reflect,
President Obama and all of us in the Execu-
tive Office of the President are committed to
running a highly transparent and account-
able administration. We look forward to
working with you on these issues and on gov-
ernment reform issues more broadly.
Sincerely,
PETER R. ORSZAG,

Director, Office  of
Management and
Budget.

GREGORY B. CRAIG,
Counsel to the Presi-
dent.

Mr. MCcCAIN. With respect to
waiver, Mr. Orszag stated:

The selection of Mr. Lynn came at the end
of an extensive process that resulted in a
consensus opinion that Mr. Lynn was the
best qualified candidate for the job.

He went on to say:

Mr. Lynn’s executive branch experience,
combined with his legislative, think tank
and private sector experience—

As you note, he did not mention a
managerial role that he might have
had in his career—
gives him the precise set of skills that are
not only necessary to do the job, but are rare
in their breadth and depth.

I hope Mr. Lynn will be a rare excep-
tion to the new rule—you know, one of
the things I had hoped would happen
because of the deep disapproval the
American people have in the way we do
business is this kind of cycle of lobby-
ists to executive branch, to legislative
branch, to lobbyists. It goes on in this
town with enormous frequency and has
led to scandals, indictments, and con-

the

victions of former staff members,
former Members of Congress, and
former members of the executive

branch. I had hoped that somewhere in
America there would be someone who
had the experience and knowledge and
background in running what probably,
I believe, is the largest organization in
the world, the Department of Defense,
rather than again having to go inside
the beltway.

But as I mentioned, elections have
consequences. The President has des-
ignated Mr. Lynn and others to posi-
tions which are in violation of the
much heralded Executive order he
made concerning not having lobbyists
serve in Government.

So I will give him at least, in my
opinion, my vote, the benefit of the
doubt, and will vote in favor of Mr.
Lynn’s nomination.

He responded to, albeit belatedly, the
questions I submitted to him. I wish
him well. We face enormous challenges
both in the way the Department of De-
fense operates, the acquisition pro-
grams—and many of them are com-
pletely out of control, with cost over-
runs that are staggering—to a lack of
efficiency in a number of areas.

I not only wish Mr. Lynn well, but I
look forward to working with him as
we do whatever we can to defend this
Nation’s vital national security inter-
ests as well as manage the functions of
a bureaucracy which, in all candor, has
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defied sound management under both
Republican and Democratic adminis-
trations.

I know Senator COBURN and Senator
GRASSLEY will be over later on. I am
confident that Mr. Lynn’s nomination
will be voted out overwhelmingly by
the Senate. I hope Mr. Lynn will do
well in his new position of responsi-
bility. I pledge to work with him as
much as possible, as I have done with
Secretaries of Defense and Deputy Sec-
retaries of Defense in Republican and
Democratic administrations.

I yield the floor.

The PRESIDING OFFICER. The Sen-
ator from Michigan is recognized.

Mr. LEVIN. I wanted to thank Sen-
ator McCAIN for his support. It is ex-
ceedingly important, and his very
thoughtful statement makes a real
contribution to the debate.

I yield the floor, and I suggest the ab-
sence of a quorum.

The PRESIDING OFFICER.
clerk will call the roll.

The bill clerk proceeded to call the
roll.

Mr. GRASSLEY. Mr. President, I ask
unanimous consent that the order for
the quorum call be rescinded.

The PRESIDING OFFICER (Mr.
MERKLEY). Without objection, it is so
ordered.

Mr. GRASSLEY. Mr. President, I
come to the floor to raise questions
about whether Mr. Lynn ought to be
Deputy Secretary of Defense. I do it
with the normal courtesy, that a Presi-
dent ought to be able to name people to
his team, and I do it based upon two
questions: One, the use of the waiver
for him to be in this position contrary
to the Executive order of President
Obama; and, secondly, to raise ques-
tions about his activity as chief finan-
cial officer in the second Clinton ad-
ministration, and now coming to be
Deputy Secretary of Defense. I will try
to lay this out as best I can with docu-
mentation.

I will not be able nor do I need to
document the first consideration on
the waiver. I wanted to express views
on it.

I thought I had seen the last of Mr.
Lynn when President George W. Bush
first took office. I was dead wrong. So
I had to send my staff out to where the
Senate buries old skeletons. It is the
Records Center out in Maryland, the
scenic countryside about 20 miles from
the Capitol. There I had my staff dig up
the remains of what came to be known,
and what I came to know about Mr.
Lynn’s activities as chief financial offi-
cer about 10 years ago.

I would give a little bit of word of ad-
vice to my colleagues, archival of your
materials. I found that political nomi-
nees, good and bad, come back like
Australian boomerangs. Some take
longer than others to return, but even-
tually you will see them again.

Mr. Lynn is currently employed as
senior vice president, government oper-
ations, of a major defense contractor,
Raytheon. Until June 2008, Mr. Lynn

The
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was registered as Raytheon’s principal
lobbyist to the Department of Defense.

I have serious questions about the
nomination. My first area of concern is
that Mr. Lynn does not appear to meet
President Obama’s strict new ethical
standards for executive branch ap-
pointees. Those standards were laid
down in an Executive order of January
21, 2009.

It is important for me to say what
ethics means to me. Everyone has a
different idea as to what ethics rep-
resents. This is a complicated issue,
and I don’t want there to be any confu-
sion about this word or principle. The
Merriam Webster dictionary defines
the word ‘‘ethics,”” one, as the dis-
cipline dealing with what is good and
bad, with moral duty and obligation.
This definition is very clear, but I want
to go a step further to say that, to me,
ethics are very uncomplicated prin-
ciples of life. Simply put, when faced
with tough choices or decisions, we
must always do what is true and cor-
rect.

Throughout the Presidential cam-
paign, candidate Barack Obama repeat-
edly promised to close the revolving
door and change the political culture
in Washington. This was one of his top
priorities. Consistent with those prom-
ises, within 24 hours of being sworn in,
he signed the Executive order that set
new ethical standards in stone. Under
the ‘‘revolving door ban’ section of
those rules, Mr. Lynn should have been
barred from serving as Deputy Sec-
retary of Defense until July 2011. I un-
derstand Mr. Lynn has been given a
special order by the administration to
further the public interest.

According to a letter I have received
from OMB Director Peter Orszag of
February 3, 2009—and I have it here if
anybody is interested in reading it.
Senator LEVIN has already had this let-
ter printed in the RECORD.

According to this letter from OMB
Director Peter Orszag of February 3,
2009, Mr. Lynn’s waiver was based on
“exigent circumstances relating to na-
tional security.”

Director Orszag stated:

Mr. Lynn is uniquely qualified for this po-
sition and is urgently needed to serve on the
President’s national security team.

Mr. Orszag was responding to my let-
ter of January 29, 2009, asking for the
justification of the waiver.

I ask unanimous consent to have
that letter printed in the RECORD.

There being no objection, the mate-
rial was ordered to be printed in the
RECORD, as follows:

U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, DC, January 29, 2009.
Hon. PETER ORSZAG,
Director, Office of Management and Budget,
Washington, DC.

DEAR DIRECTOR ORSZAG: I write today to
express my concerns with the recent decision
to grant a waiver for Mr. William J. Lynn,
exempting him from the strict new ethics
rules outlined in President Obama’s Execu-
tive Order titled ‘‘Ethics Commitments by
Executive Branch Personnel,” signed on Jan-
uary 21, 2009.
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Mr. Lynn has been nominated by the Presi-
dent to serve as the Deputy Secretary of De-
fense. He is currently employed as a senior
vice president at a major Department of De-
fense (DOD) contractor—Raytheon Company.
Until very recently, he was also registered as
Raytheon’s principal lobbyist to the DOD.

Throughout the presidential campaign,
President Obama repeatedly promised the
American voters that he would ‘‘close the re-
volving door’” in order to greatly limit the
role of lobbyists in his administration. He
warned lobbyists, they ‘‘won’t find a job in
my White House” and [lobbyists] ‘“will not
run my White House, and they will not
drown out the voices of the American peo-
ple.” He also stated: “‘If you are a lobbyist en-
tering my administration, you will not be able to
work on matters you lobbied on or in the agen-
cies you lobbied during the previous two years
[emphasis added].” Further, President
Obama explained why it was important to
close the revolving door: ‘‘Lobbyists spend
millions of dollars to get their way. The sta-
tus quo sets in. . . . They use their money
and influence to stop us from reforming [gov-
ernment policies]’’. He added, ‘. . . together,
we will tell the Washington lobbyists that
their days of setting the agenda are over.”

President Obama’s message was crystal
clear: allowing lobbyists to pass freely
through the revolving door was simply not in
the public interest. He espoused that lobby-
ists in government ‘‘are a problem’ because
they block needed reforms—reforms that Mr.
Obama promised to the American people.

President Obama’s promises to ‘‘close the
revolving door’ seemed to be a top priority.
He meant what he said. He kept his promise.
In fact, within 24 hours of being sworn in,
President Obama signed a new Executive
Order titled, ‘‘Ethics Commitments by Exec-
utive Branch Personnel’” to cement his cam-
paign pledge into an official order. Para-
graphs two and three of Section One—enti-
tled ‘‘Revolving Door Ban’’—appeared to so-
lidify President Obama’s pledge to ‘‘close the
revolving door.”

However, exactly two days after signing
the Executive Order, you exercised authority
delegated to you under Section 3 of the Exec-
utive Order and issued a waiver to Mr. Lynn,
which effectively gutted the ethical heart of
the President’s ‘‘Revolving Door Ban.”’ I find
it difficult to reconcile Mr. Lynn’s nomina-
tion to be the Deputy Secretary of Defense
with the purpose and intent of the Executive
Order.

Mr. Lynn was a registered Raytheon lob-
byist for six years. His lobbying reports
clearly indicate that he lobbied extensively
on a very broad range of DOD programs and
issues in both the House and Senate and at
the Department of Defense. If confirmed, Mr.
Lynn would become the top operations man-
ager in the Pentagon. He would be the final
approval authority on most—if not all—con-
tract, program and budget decisions. Surely,
a number of Raytheon issues would come
across his desk. Mr. Lynn’s conflict of inter-
est has been characterized by some as an
“impossible conflict.” The Chairman of the
Armed Services Committee, Senator LEVIN,
has stated that Mr. Lynn will have to recuse
himself from those decisions for one year.
Since Raytheon is a big defense contractor,
those recusal requirements could limit Mr.
Lynn’s effectiveness as Deputy Secretary of
Defense.

Based upon President Obama’s statements
made during the presidential campaign and
leading up to and following the signing of
the Executive Order, I simply cannot com-
prehend how this particular lobbyist could
be nominated to fill such a key position at
DOD overseeing procurement matters, much
less be granted a waiver from the ethical
limitations listed in the Executive Order.
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Additionally, I have serious questions
about the message that this waiver sends to
other lobbyists seeking employment in
President Obama’s administration. Despite
strong language limiting the role of lobby-
ists in the Executive Order, it appears to me
that Mr. Lynn’s nomination and the waiver
granted to him leaves ‘‘the barn door wide
open”’ for other potential nominees with lob-
bying backgrounds to circumvent the Execu-
tive Order. This is a giant loophole that
places the burden of granting waivers strict-
ly with the Director of the Office of Manage-
ment and Budget (OMB). As such, I believe a
detailed explanation of the reason for grant-
ing the waiver is warranted in order to en-
sure that the granting of future waivers is
done in a fully transparent manner and given
the sunshine such an important decision de-
serves.

The waiver provision in the Executive
Order provides that the OMB Director may
grant a waiver for two reasons, (1) ‘‘that the
literal application of the restriction is incon-
sistent with the purposes of the restriction”
or (2) ‘““that it is in the public interest to
grant the waiver’”. These provisions are gen-
eral and provide wide latitude in deter-
mining when a waiver is applicable. For in-
stance, in Mr. Lynn’s case, the waiver simply
states: ‘“After consultation with Counsel to
the President, I hereby waive the require-
ments of Paragraphs 2 and 3 of the Ethics
Pledge of Mr. William Lynn. I have deter-
mined that it is in the public interest [empha-
sis added] to grant the waiver given Mr.
Lynn’s qualifications for his position and the
current national security situation. I under-
stand that Mr. Lynn will otherwise comply
with the remainder of the pledge and with all
preexisting government ethics rules.”’

While I am glad to see that the waiver does
not appear to fully circumvent the Executive
Order or other existing government ethics
rules, the broad language used in deter-
mining that the waiver is in the ‘“‘public in-
terest’ is a concern. Little detail is provided
as to why the waiver is necessary. Only gen-
eral criteria used in the analysis and jus-
tification for the waiver are given. Accord-
ingly, I strongly urge OMB to publicly set
forth a list of criteria utilized to examine
whether a waiver would be in ‘‘the public in-
terest.”” Further, OMB should also publicly
set forth criteria examined to determine
when ‘‘literal application of the restriction
is inconsistent with the purposes of the re-
striction.” By making these criteria public,
it will go a long way toward making OMB de-
cisions transparent and providing the Amer-
ican people with a full accounting of why
waivers to the Executive Order are nec-
essary. I strongly encourage OMB to do this
as soon as possible to ensure those decisions
do not merely become an arbitrary basis to
circumvent the Executive Order.

Additionally, I respectfully request that
OMB provide responses to the following ques-
tions:

(1) What criteria did OMB use to determine
that Mr. Lynn’s waiver was necessary to fur-
ther ‘‘the public interest’’?

(2) Does OMB believe there are no inherent
conflicts of interest to have Mr. Lynn serve
as the Deputy Secretary of Defense over-
seeing procurement from a company he for-
merly lobbied for? If not, why not?

(3) Given President Obama’s position on
lobbyists serving in government positions,
did anyone in OMB ask the President or his
Counsel to consider whether other can-
didates for the position would be better
qualified before granting the Lynn waiver?

(4) Does OMB believe Mr. Lynn’s require-
ment that he recuse himself in certain in-
stances under provisions of the Executive
Order not impacted by the waiver will hinder
him from doing the job? Why or why not?
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The idea behind President Obama’s prom-
ise to close the revolving door and ban lobby-
ists from his administration had one pur-
pose: to protect the public interest. The new
rules are designed to protect the taxpayers
against wasteful and unnecessary expendi-
tures and policies that might be advocated
by ‘‘special interests’” inside the govern-
ment. By granting Mr. Lynn’s waiver, it ap-
pears that OMB has undermined the prin-
cipal purpose of the new ethics rules—to pro-
tect the public interest. It seems like the
OMB waiver embraces the lobbyist culture
that President Obama promised to change.
As Director of OMB, your decisions set the
tone for the entire federal bureaucracy. By
making the waiver process more public, OMB
would send a clear and unambiguous mes-
sage: transparency is first and foremost
when it comes to dealing with ethics rules.

Please bring transparency and account-
ability to Mr. Lynn’s waiver and all future
waivers of the Executive Order by providing
details about why waivers have been granted
and the criteria used to determine them.

I would very much appreciate a prompt an-
swer to my questions.

Sincerely,
CHARLES GRASSLEY,
Ranking Member.

Mr. GRASSLEY. I also understand
that President Obama’s picks for these
key positions should be respected. I
said that about President Bush. I have
to say it about President Obama. They
were elected. They have a certain re-
spect of the people, and that respect
should not be questioned by the Senate
except under extraordinary cir-
cumstances. I think these are extraor-
dinary circumstances, and I am bring-
ing it up.

Mr. Lynn has informed me that he
would be divesting his financial stakes
in Raytheon in the next 90 days. He
also said he would not engage in any
Raytheon-related decisions for 1 year
at DOD unless he receives a special
waiver.

Regrettably, for Mr. Lynn and for
American taxpayers, getting rid of con-
flicts of interest is not as easy as it
might sound. The Raytheon Corpora-
tion has hundreds of potential con-
tracts and programs with the Depart-
ment of Defense. As such, the Office of
Government Ethics will have to set up
a full-time department just to handle
Mr. Lynn’s conflict-of-interest
Raytheon waivers.

On the one hand, I believe the best
leaders lead by example. So mean what
you say. For that reason, I challenge
Mr. Lynn to take control of this eth-
ical debate and demonstrate true lead-
ership on this issue by sticking to the
principles set forth by President
Obama’s Executive order on ethics
commitments by executive branch per-
sonnel. Special waivers and exemptions
undermine the basic principle of good
government.

Changing the rules as you go along
tends to foster a basic sense of distrust
of the Government of all Americans.
We all know that is a problem. We have
to be cautious to make sure we don’t
make the situation worse. Why make
rules if you know you are going to
break them? How can gutting the eth-
ical heart of the new ethics rule be in
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the public interest when those very
same rules were created in the first
place in the public interest?

Even the best qualified nominees
with the highest recommendation
should recognize when serving in his or
her post would not be in the public in-
terest. I believe the American people
expect nominees to be true and honest.
Given his chosen career path, Mr. Lynn
should know he does not comply with
the spirit or intent of the Executive
order on ethics.

If he is seriously devoted to serving
his country and this President, Mr.
Lynn should consider withdrawing his
nomination and ask to be reconsidered
when he is within the ethics ‘‘revolving
door” principles laid down by my
President, Mr. Obama. Then he would
come back in 2 years to seek such ap-
pointment. This country will always
need good leaders who lead by example.
By doing this, he would set the stand-
ard of excellence for all other nominees
to follow. It would restore integrity
and credibility to President Obama’s
new ethics rules. As it stands now, un-
fortunately, the Lynn nomination is
rolling down a very low road at high
speed. By setting the new rules aside
for the first top-level appointee to
come down the pike, President Obama
and his administration appear to em-
brace the very same culture President
Obama promised to change.

None of us knows for sure whether
Mr. Lynn’s nomination is truly in the
public interest. We can only hope it is.
In time, we will find out.

What is going to take me longest to
explain is documentation of some ac-
tivity of Mr. Lynn when he was Chief
Financial Officer and how that fits into
some questions I have about the posi-
tion to which he was nominated.

My second area of concern pertains
to Mr. Lynn’s financial management
record at the Pentagon. Mr. Lynn
served as Chief Financial Officer at the
Department of Defense from November
1997 through 2000. I first came to know
Mr. Lynn in 1998, after he was ap-
pointed to the position. Between June
1997 and July 1998—1 month, approxi-
mately—I conducted an in-depth inves-
tigation of internal financial controls
at the Department of Defense. I was
testing Dbasically internal controls
within the Department. I reviewed
about 200 financial transactions from
Pentagon offices where the fraud had
occurred. We examined purchase or-
ders, contracts, invoices, delivery
verifications or receipts, and, finally,
we examined final payments. We even
checked to see if remit addresses were
correct. In short, we looked at the
whole ball of wax.

The results of this investigation were
presented in a report in September
1998. This is a report my staff and other
people put together. The report con-
cluded, in September 1998, involving
the Chief Financial Officer and/or
things under his command or jurisdic-
tion:

Internal controls at the Department of De-
fense were weak or nonexistent.
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The Government Accountability Of-
fice, then called the General Account-
ing Office, concurred with my assess-
ment.

Our investigations found that not
one of the accounts payable files exam-
ined was 100 percent up to snuff. I was
alarmed to find they all had either
minor or major accounting defi-
ciencies. If the Department of Defense
had followed standard accounting prac-
tices, none of the bills should have
been paid. Unfortunately, all went out
the payment door.

The most glaring and persistent
shortcoming observed was the near
total absence of valid receiving reports
in the accounts examined at the De-
fense Finance and Accounting Service
Center in Denver, CO. A receiving re-
port is one of the most important in-
ternal control devices. They provide
written verification that the goods and
services billed on an invoice were re-
ceived and matched with what was or-
dered. In all the files examined, we
found only 6 out of 200 genuine receiv-
ing reports, or what they call DD-250
forms. The rest of the files contained
none. Of the six receiving reports
found, all were either invalid or incor-
rect.

We also noticed gaping holes in an-
other key control mechanism, remit
addresses. A remit address is important
because it is at the end of the money
trail, where the money goes. The re-
view found zero control over remit ad-
dresses. A total of 286 technicians in
the Dallas center had authority to
alter remit addresses. This was a viola-
tion of another basic internal control
principle—separation of duties. A per-
son responsible for paying bills should
never be allowed to change a remit ad-
dress.

On September 23, 1998, I met with Mr.
Lynn to discuss the findings of my in-
vestigation. I provided him with a draft
of the report. I asked him to review it
and provide comment. In his response,
dated 5 days later, September 28, 1998,
Mr. Lynn did not challenge the find-
ings in this report. So we have this re-
port I have been referring to, and I
asked Mr. Lynn for comment on that
report. I have his letter here not chal-
lenging the findings.

I ask unanimous consent that it be
printed in the RECORD.

There being no objection, the mate-
rial was ordered to be printed in the
RECORD, as follows:

UNDER SECRETARY OF DEFENSE,
Washington, DC, September 28, 1998.
Hon. CHARLES E. GRASSLEY,
U.S. Senate,
Washington, DC.

DEAR SENATOR GRASSLEY: At our meeting
of September 23, 1998, you requested that I
review and comment on the ‘“‘Joint Review of
Internal Controls at Department of Defense”’
draft report dated September 21, 1998.

I am very troubled by the problems cited
in this report, as well as the related General
Accounting Office (GAO) report. Effective in-
ternal controls are essential to the detection
and prevention of fraudulent activity in our
vendor payment operations. Without ques-
tion, the Krenick and Miller fraud cases,
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which are at the core of both reports, indi-
cate that there are unacceptable weaknesses
in our internal control programs. Although
both individuals were caught and convicted,
and funds were recovered, we must ensure
that the appropriate actions are taken to
prevent further abuses. Let me briefly de-
scribe for you the measures that the Defense
Finance and Accounting Service (DFAS) is
taking to improve internal management con-
trols.

First, we are taking steps to ensure that
the vendor pay process establishes positive
control over payment-related information.
An important step in this regard is to tight-
en controls over remittance addresses
through use of a Central Contractor Reg-
istration database maintained by the acqui-
sition community. Eliminating the ability of
personnel in the paying offices to change the
addresses to which payments are sent will
correct a critical weakness that was ex-
ploited in the fraud cases cited.

Second, to reinforce the principle that
there must be a strong separation of respon-
sibilities for providing and verifying pay-
ment information, we are strengthening the
processes that preclude a single individual
from controlling multiple critical portions of
the payment process. In particular, pursuant
to a GAO recommendation, DFAS is reduc-
ing by at least half the number of employees
who have the highest level of access to the
Integrated Accounts Payment System.

Third, a critical internal control is the
positive check of payment information with
accounting data prior to disbursement. To
ensure the effectiveness of this control, we
will make systems changes to eliminate the
ability of a single individual to have concur-
rent access to both the vendor payment sys-
tem and the accounting system.

No internal control system will work if it
is not rigorously adhered to throughout the
organization. During August of this year, a
top to bottom review of the various vendor
pay operations was accomplished at each
DFAS center and operating location. This re-
view concentrated on identifying weaknesses
in the application of these controls and busi-
ness practices. At the same time, DFAS has
conducted a stand down of all vendor pay op-
erations to provide formal training in inter-
nal controls and fraud awareness. Finally,
earlier this month, I met personally with all
of the directors of the DFAS centers and op-
erating locations to stress the need to
strengthen our management controls.

To ensure a more permanent senior level
oversight of internal controls, DFAS has es-
tablished a separate organization which re-
ports directly to the Director’s office. The
mission of this organization will be internal
review, fraud prevention, fraud detection,
and audit follow-up. One of the primary func-
tions of this office is to track and ensure
that accepted recommendations from exist-
ing fraud oases, GAO audits, along with
other internal and external reviews and re-
ports are implemented. This unit will be
operational within the next 30 days.

In closing, Senator, I want you to know
that I place the highest priority on ensuring
that we have the best possible protections
against fraud and wrongful payments. We
have more to do, but I believe that we have
made a strong start in responding to the les-
sons of the Miller and Krenick cases. I have
conveyed these thoughts to Senator Durbin
as well.

Sincerely,
WILLIAM J. LYNN.

Mr. GRASSLEY. In this letter, Mr.
Lynn appeared to agree with all of my
findings and recommendations 100 per-
cent. That is a conclusion I make. The
letter will be in the RECORD, so Mem-
bers can read it for themselves. He said
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that he was ‘‘very troubled” by every
one of the control weaknesses cited in
the report.

Mr. Lynn further stated:

There are unacceptable weaknesses in our
internal control programs.

He promised me he would be taking
aggressive corrective action to improve
and tighten controls. He concluded by
saying:

I want you to know that I place the high-
est priority on ensuring that we have the
best possible protections against fraud and
wrongful payments.

I also shared my concerns with Sec-
retary of Defense Bill Cohen in a letter
dated October 5, 1998. In his response on
November 16, 1998—and I have that re-
sponse from Secretary Cohen here—he
offered identical assurances.

I ask unanimous consent to have
that letter printed in the RECORD.

There being no objection, the mate-
rial was ordered to be printed in the
RECORD, as follows:

U.S. SENATE,
COMMITTEE ON THE JUDICIARY,
Washington, DC, October 5, 1998.
Hon. WILLIAM S. COHEN,
Secretary of Defense, Pentagon,
Washington, DC.

DEAR BILL, I am writing to follow up on
my recent Subcommittee hearing that exam-
ined the results of the Joint Review of Inter-
nal controls at the Department of Defense.

First, I would like to extend my sincere ap-
preciation to the Department of Defense
(DOD) for excellent cooperation and support
throughout the Joint Review of Internal
Controls. The person who is most responsible
for energizing this project is Mr. Bob Hale,
Assistant Secretary of the Air Force for Fi-
nancial Management and Comptroller. We
first met on June 27, 1997 to lay the ground
work for the project. At that meeting, Mr.
Hale agreed—with the full backing of the
Secretary of the Air Force—that this would
be a joint review between his office and my
Subcommittee on Administrative Oversight
and the Courts. As part of this arrangement,
Mr. A. Ernest Fitzgerald, Management Sys-
tems Deputy of the Air Force, was author-
ized to participate. Mr. Fitzgerald was a key
asset, since internal controls are one of his
primary areas of responsibility. The
‘‘jointness’ of this project contributed great-
ly to its success. Despite some rough spots,
this approach could serve as a model for fu-
ture cooperative efforts. Due largely to Mr.
Fitzgerald’s active participation, the depart-
ment directed some corrective action as
problems were being discovered and docu-
mented.

Second, I have the distinct impression that
no one in the department takes much excep-
tion to the findings and recommendations
contained in either the Joint Staff Report or
the accompanying reports issued by the Gen-
eral Accounting Office. The attached letter
from the Under Secretary of Defense, Mr.
Bill Lynn, is testimony to that fact. He ad-
mits that he is ‘“‘very troubled” by the con-
trol weaknesses that were uncovered by the
Joint Review and is taking aggressive cor-
rective action. Those efforts appear to be fo-
cused in one critical area—tightening con-
trols over the process for placing ‘‘remit-
tance addresses’” on checks and electronic
fund transfers. I am encouraged by Mr.
Lynn’s positive attitude and his determina-
tion to address these problems in meaningful
ways. However, my long experience with the
department causes me to feel some skep-
ticism. In the past, I have found wide dis-
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connects between what is promised by senior
DOD officials and what is really done. I hope
you will personally make sure that Mr. Lynn
and other responsible officials fix this ter-
rible problem.

I intend to follow up until I feel that the
taxpayers’ money is adequately protected.

Third, as Mr. Lynn said, he was ‘‘very trou-
bled” by the problems cited in the reports.
The Joint Staff Report, for example, states
that the control environment within the De-
fense Finance and Accounting Service
(DFAS) is characterized by ‘‘fraud and de-
ceit”—to use the exact words of a senior
DFAS official. Between late 1995 and early
1997, there were repeated reports and allega-
tions of fraudulent activity in DFAS—par-
ticularly at the OPLOC at Dayton, Ohio. In
at least three instances, the Director of the
Denver center, Mr. John Nabil, ordered the
Director of Internal Review, L'TC Boyle, to
investigate. In each case, LTC Boyle con-
firmed the existence of fraudulent activity
within DFAS. Mr. Nabil even signed a memo-
randum (attached) on September 30, 1996
that substantiates the existence of criminal
activity within his organization. Yet every
one of these ‘‘red warning flags” was ig-
nored, and DFAS management failed to re-
port suspected violations of 18 U.S.C. 1001
and other laws to the proper authorities—as
required by law. The end result of this mis-
management was costly to the taxpayers.
Embezzlers like SSGT Miller—and certainly
others—were allowed to tap into the DOD
money pipe—unrestricted—and steal huge
sums of money—undetected. Eventually, an
employee at Dayton blew the whistle and
called the law directly. Maybe those persons
who raised red flags at Dayton deserve
awards?

In conclusion, I don’t believe that the
problems at the Dayton OPLOC are an iso-
lated case. I think they are part of a general
pattern of fraud and abuse within DFAS. The
Joint Staff Report uncovered evidence of
similar kinds of fraudulent activities at the
Denver center in 1997 and 1998. I intend to
refer this matter and other related matters
to investigative and audit agencies for fur-
ther investigation.

Bill, someone needs to be held accountable
for what happened at the Dayton OPLOC and
for what appears to be happening at the Den-
ver center today. Who is responsible? With-
out some accountability, Mr. Lynn’s prom-
ises will, in fact, come to nothing. Please let
me know what you decide to do.

Sincerely,
CHARLES E. GRASSLEY, Chairman,
Subcommittee on Administrative
Oversight and the Courts.
Attachment.
THE SECRETARY OF DEFENSE,
Washington, DC, November 16, 1998.
Hon. CHARLES GRASSLEY,
Chairman, Subcommittee
Oversight and the Courts,
Washington, DC.

DEAR CHUCK: This is in response to your re-
cent letter following your Subcommittee
hearing regarding internal controls at the
Department of Defense (DoD). Be assured we
take this matter very seriously. I know my
Comptroller, Mr. Bill Lynn, has discussed
with you measures the Defense Finance and
Accounting Service (DFAS) is taking to im-
prove internal management controls.

Your letter made specific mention of the
DFAS Denver Center in Colorado, and the
fraud case at its subsidiary office in Dayton,
Ohio. Even though the perpetrator at Dayton
was caught and convicted, the case indicates
weaknesses in internal management controls
that must be remedied. Toward that end,
DFAS has implemented a number of very
specific, system-oriented improvements to
strengthen existing controls, establish new
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controls, and ensure that published proce-
dures are followed. In addition, we have in-
stituted an extensive, in-depth internal re-
view of the entire Denver Center network.
DFAS also established a separate office to
strengthen internal controls and ensure com-
pliance at all levels.

DFAS, as an organization, is 7 years old
and is composed of approximately 20,000 per-
sonnel located in 17 states. We should ac-
knowledge the dedicated public servants who
go out of their way every day to ensure that
the taxpayers’ money is protected. Bill Lynn
and I will help them in every way we can to
make sure that the suggestions for improve-
ment, which have been presented in the var-
ious reports, hearings, and meetings, are
evaluated and implemented where necessary.

Chuck, you and I share a common interest
in protecting scarce financial resources,
while supporting the great men and women
of our armed forces. The hard work by you
and your staff has assisted significantly in
the progress we have made. We will continue
to work to improve our financial manage-
ment.

Sincerely,
BILL.

Mr. GRASSLEY. While Secretary
Cohen and Chief Financial Officer
Lynn, the nominee now under consider-
ation, both assured me over and over
that they were taking steps to tighten
internal controls—I am shocked to say
this—they were already quietly moving
in the opposite direction. They were
busy pushing other policies to weaken
and undermine internal financial con-
trols.

So I want to get into that. In 1998,
when Mr. Lynn was chief financial offi-
cer, something we call pay-and-chase
was the Pentagon lingo used to de-
scribe the Department of Defense ven-
dor paying process. With pay-and-
chase, the Pentagon paid bills under
$2,5600 first, and then worried about
chasing down receipts later. You get
it—pay-and-chase: pay without wor-
rying about what you are buying or the
invoice and then, after you pay, go out
and find some justification for the pay-
ment.

Ever wonder why there is waste in
the Defense Department? Sometimes
receipts were found under pay-and-
chase, sometimes not. Nobody seems to
care either way. This is how the De-
partment of Defense ended up with not
$2,600 here and there but with billions
of dollars in what they refer to as un-
matched disbursements—another big
control problem with which chief fi-
nancial officer Bill Lynn was thor-
oughly familiar.

Pay-and-chase accurately character-
ized the core DFAS problem 1 wit-
nessed during my review of internal
controls from 1997 through 1998. I saw
pay-and-chase up close and personal.
Pay-and-chase was not an official pol-
icy; it was an unofficial policy. It was
actively practiced but not authorized
by any Government regulation or laws.

As 1 understand it, pay-and-chase
was supposed to end in October 1997
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when the Department of Defense gen-
eral counsel determined it was illegal.
But it did not stop. Secretary Cohen
wanted to, instead, legalize pay-and-
chase and make it the law of the land.

On February 2, 1998, when Mr. Lynn
was chief financial officer, Secretary
Cohen asked the Senate for legal au-
thority to pay bills without receipt
with no dollar limit. Now, that is pret-
ty high up in the Department that you
are deciding that we ought to have a
policy to pay bills without receipts,
and to do it not with a $2,500 limit but
with no dollar limit. This proposal was
embodied in section 401 of the Defense
Reform Initiative. It was touted—can
you believe it—as a measure to
““‘streamline’ the DOD payment proc-
ess.

Fortunately, the Congress rejected
this absurd and misguided legislative
proposal. But you know what the
thinking was at the highest levels of
the Defense Department. So I discussed
Secretary Cohen’s pay-and-chase pro-
posal in great detail in a speech on the
floor of this body on May 5, 1998. You
will find that on pages S4247 through
S4250. I placed, at that time, Secretary
Cohen’s request in the RECORD.

So what was Mr. Lynn’s position on
section 401 of Secretary Cohen’s De-
fense Reform Initiative? I asked him
this question on February 5, 2009. This
is what he said: He could not ‘‘recall”
taking a position on it but agreed it
was wrong ‘‘to pay bills without a re-
ceipt.”

This seems like a real cop-out. I re-
sponded this way:

In February 1998, you had been [chief fi-
nancial officer] for several months. This
issue fell directly under your purview. How
could you possibly avoid taking a position on
an issue the Secretary of Defense was urging
the Senate to adopt? As the Chief DOD Lob-
byist for Raytheon, you say it was wrong. As
the DOD [chief financial officer] back in 1998,
why didn’t you know it was wrong and speak
up about it [at that time]?

My records appear to indicate that
pay-and-chase continued as the unoffi-
cial policy through 1998 and eventually
evolved into another more troublesome
policy known as ‘‘straight pay.”” This
policy was even more dangerous for the
taxpayers. The straight pay policy had
much higher dollar thresholds than the
old pay-and-chase plan. Believe it or
not, it was a whopping half million dol-
lars.

Straight pay was Mr. Bill Lynn’s
baby. This policy was personally ap-
proved by Mr. Lynn in a memorandum
on December 17, 1998, and reauthorized
in another memo on March 9, 1999, and
possibly again later. This is that docu-
ment:

Memorandum for Director, Defense Finance
and Accounting Service
Subject: Prevalidation Threshold

In a memorandum dated December 17, 1998,
I authorized a temporary $500,000 threshold
on new contracts paid by the Mechanization
of Contract Administration Services
(MOCAS) system. This temporary authoriza-
tion is scheduled to expire on March 22, 1999.
However, while the Defense Finance and Ac-
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counting Service Columbus Center has made
significant improvements in the backlog of
payments, we are not at the point where we
can lower the threshold to $2,500. Therefore,
the temporary threshold of $500,000 is ex-
tended for another 90 days for Columbus
MOCAS payments only.

I request you continue to provide me with
a monthly report showing progress in resolv-
ing the current prevalidation process delays.
The monthly report should include your plan
to lower the threshold at the appropriate
pace to reach the goal of total prevalidation
by July 2000. As we improve our systems ca-
pabilities, we will continue to aggressively
reduce the threshold until all payments are
prevalidated.

WILLIAM J. LiYNN.

On January 19, 1999, I addressed a let-
ter to Mr. Lynn expressing grave con-
cern about straight pay and requesting
verification of certain facts sur-
rounding this policy. The facts in ques-
tion were provided to me anonymously
by a DFAS employee. I wanted Mr.
Lynn to check out all of this for me.

Prior to the implementation of
straight pay, the DFAS center in Co-
lombia, OH, had a prevalidation policy
that required that all disbursements
over $2,500 be matched with obligations
or contracts prior to payment, which is
the way it ought to be—well, no; it
ought to be for every dollar, but at
least over $2,5600 it had to be matched.
When an invoice was submitted to the
center for payment, a DFAS technician
searched the database for supporting
obligations and receipts.

If supporting documentation could
not be found, a red warning flag was
supposedly run up the pole. Accounting
due diligence was needed to confirm if
this particular invoice was valid, a du-
plicate, or fraudulent payment. In the-
ory, these red flags had to be resolved.
As you would expect, in practice, that
did not always happen.

Mr. Lynn’s straight pay policy raised
the prevalidation threshold by $497,500,
up to finally a half million dollars.
This allowed the DFAS technicians to
make payments up to a half million
dollars without a valid obligation. To
cover these payments, technicians were
ordered to create a bogus account
known as negative unliquidated obliga-
tions. Now, that is a Harvard word,
isn’t it. But they called it NULO for
short, the acronym. So we have these
negative unobligated obligations. Bills
were then paid from these bogus NULO
accounts which carried negative bal-
ances.

Mr. Lynn’s policy gave DFAS ac-
countants up to 6 months to link the
payments to valid supporting obliga-
tions in the accounting records. If valid
supporting documentations could not
be found in that timeframe, then the
center was authorized to cover the pay-
ments with other available funds with
no further investigation. This is how
the unmatched disbursements of the
Department of Defense were born and
eventually built into the billions of
dollars.

In my January 19, 1999, letter to Mr.
Lynn, I drew some comparisons be-
tween straight pay and the case of Air
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Force SSgt Robert L. Miller. Now, Rob-
ert L. Miller may not be a very famous
name to most people around here, and
he would not be to me if I had not run
into him through this investigation. So
I wanted to draw a comparison between
the straight pay policy and the case of
this Air Force staff sergeant.

I think Mr. Lynn and others in the
Pentagon at the time remember the
Miller case, and remember it all too
well, or at least they did at that time.
I examined that case and several others
just like it in great detail at a hearing
before my Judiciary Subcommittee on
Oversight on September 28, 1998.

As chief of vendor pay at a DFAS
center, then-Staff Sergeant Miller had
pursued his own unlawful versions of
straight pay. Miller had full access to
the Integrated Accounts Payable Sys-
tem. As such, Miller was able to manip-
ulate Department of Defense systems
to create obligations and invoices
where none existed and generate nearly
$1 million in allegedly fraudulent pay-
ments to his mother and his girlfriend.
Miller was not apprehended because in-
ternal controls at DFAS were effective,
the things that were under the control
of Mr. Lynn; he was caught because a
coworker blew the whistle on him. She
was one of Miller’s subordinates who
had allegedly been sexually harassed
by him.

At that time, I told Mr. Lynn—the
same Mr. Lynn whose confirmation we
are considering now—that his straight
pay policy appeared to authorize DFAS
accountants to do essentially what
Staff Sergeant Miller did: create false
bookkeeping entries to cover large
payments in the absence of valid obli-
gations. DFAS and Miller obviously
had different goals, but there was a
common denominator, and that com-
mon denominator was manipulation of
the accounting system.

DFAS payment policies practiced on
Mr. Lynn’s watch left the barn door
wide open to fraud and outright theft
of the taxpayers’ dollars.

The Government Accountability Of-
fice, which provided excellent support
all the way through my investigation,
fully agreed with this assessment.

There was another disturbing facet of
the Miller case that I took up with Mr.
Lynn. On October 19, 1995, the date that
Staff Sergeant Miller became chief of
vendor pay at the Dayton center—a po-
sition considered far above his rank—
he was already under investigation in
connection with, one, the alleged dis-
appearance of Government checks at
Castle Air Force Base and, two, alleg-
edly directing at least eight fraudulent
checks valued at $50,769 to his mother.

On October 26, 1995, just 1 week after
Staff Sergeant Miller became chief of
vendor pay at Dayton, an investigating
officer at Castle Air Force Base made
this recommendation about Miller:

Management should not place SSgt Miller

in a position where he is entrusted with
funds again . . .
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After this report was issued, Miller
should have been removed from his po-
sition at the Dayton center imme-
diately. But it took 2 years, until June
1997, when Miller was arrested for al-
legedly stealing the million dollars.

The whole Miller story, of course, is
unbelievable.

In view of his problems at Castle Air
Force Base, why did the DFAS center
place him in charge of vendor pay?
Why did DFAS keep him there after an
official report indicated he could not
be trusted with the money? That
makes as much sense as hiring a bank
robber to be the bank teller.

On September 18, 1998, I wrote an-
other letter that I have. This is letter
No. 9, which I ask unanimous consent
be printed in the RECORD.

There being no objection, the mate-
rial was ordered to be printed in the
RECORD, as follows:

U.S. SENATE,
COMMITTEE ON THE JUDICIARY,
Washington, DC, September 18, 1998.
Hon. WILLIAM J. LYNN III,
Comptroller and Chief Financial Officer,
Pentagon, Washington, DC.

DEAR BILL: I am writing to thank you for
providing the ‘“‘Investigation of Major Loss
of Funds” at Castle AFB involving Staff Ser-
geant (SSGT) Robert L. Miller, Jr. and to
raise several additional questions.

I am very disturbed by what I found in the
investigative report on the disappearance of
U.S. Treasury checks at Castle AFB. The
very obvious red warning flag raised by this
report was totally ignored by management
at the Defense Finance and Accounting Serv-
ice (DFAS).

The report states that ‘“SSGT Miller was
negligent in the loss of the two treasury
checks entrusted to him.” It says: ‘“‘He
breached his duty,” and it says ‘‘he failed to
safeguard his funds.” For a military pay
agent, that would normally be a death sen-
tence. And if those words didn’t ruin SSGT
Miller’s career in money matters forever, the
report’s recommendation number one should
have done it. The investigating officer rec-
ommended that: ‘“‘Management should not
place SSGT Miller in a position where he is
entrusted with funds again. . . .”” Those are
strong words.

The recommendation that SSGT Miller not
be trusted with money again was made on
October 26, 1995. That recommendation came
exactly one week after SSGT Miller was
“forced” into a position at the DFAS/Dayton
finance center that was far above his rank. A
much more senior civilian—Mr. Chuck
Tyler—who occupied that position, was sum-
marily removed to make room for SSGT Mil-
ler. Although official organizational charts
indicate that SSGT Miller was just Chief of
the Data Entry Branch, officials familiar
with SSGT Miller’s operation contend that
he was, in fact, Chief of the entire Vendor
Pay Department. In that position, he had di-
rect control over billions of dollars in pay-
ments. In addition, for unknown reasons,
SSGT Miller was given unrestricted access
to the check generating system known as
the Integrated Accounts Payable System or
IAPS. This was a clear violation of internal
control procedures. His predecessor—Mr.
Tyler—had much more limited access.

On October 19, 1995—the date on which
SSGT Miller was ‘‘forced” into Mr. Tyler’s
position, SSGT Miller was under active in-
vestigation for the disappearance of a large
sum of money at Castle AFB. Unfortunately,
his suspicious and improper conduct at Cas-
tle was not limited to the two missing Treas-
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ury checks. He had also generated at least 8
fraudulent checks worth $50,769.00, which
were addressed to his mother, Ruby J. Mil-
ler. Only these facts were apparently not
known at the time. Furthermore, on October
19, 1995, he was just a few days away from
generating his first fraudulent check at Day-
ton. This one was for $12,934.67 and was also
addressed to his mother.

All the new information that surfaced in
connection with SSGT Miller’s court-martial
clearly shows that the investigating officer’s
concerns about SSGT Miller and money were
based on sound judgement. SSGT Miller
could not be trusted with money again. If
the investigating officer’s advice had been
followed, SSGT Miller’s criminal activities
could have been brought to a screeching halt
in October 1995 instead of June 1997. In No-
vember 1995, a trusted employee at the Day-
ton center, Mr. Otas Horn, even warned Colo-
nel Berger about the dangers of placing
SSGT Miller in Mr. Tyler’s position with un-
restricted access to IAPS. This early warn-
ing was followed by repeated reports of
criminal conduct at Dayton throughout 1996,
including an internal DFAS memo signed by
Mr. Nabil, Director of the Denver Center, on
September 30, 1996. Most involved fraudulent
documents created in SSGT Miller’s section.
All involved criminal conduct—violations of
18 U.S.C. 1001—as noted in Mr. Nabil’s memo.
Why didn’t DFAS management report this
criminal activity to the law as required by
every rule in the book?

Bill, I would like to return to the inves-
tigating officer’s recommendations: ‘‘Man-
agement should not place SSGT Miller in a
position where he is entrusted with funds
again. .’ When this report was issued,
SSGT Miller should have been removed from
his new position at Dayton—on the spot.
Who in SSGT Miller’s chain of command at
Dayton was responsible for acting on the
findings and recommendations in the inves-
tigative report? Was it Mr. Nabil? Was it the
Commander at Dayton, Colonel Berger? Or
was it Captain Brown, SSGT Miller’s imme-
diate supervisor? Who at Dayton had knowl-
edge of this report? Who in DFAS manage-
ment was responsible for totally ignoring
this very dangerous red warning flag?

Bill, the responsible person or persons in
your organization need to be held account-
able for ignoring obvious and repeated warn-
ing signals about SSGT Miller’s trust-
worthiness and giving him unrestricted ac-
cess to your department’s money vault.

I respectfully request a response to my
questions by September 23, 1998.

Sincerely,
CHARLES E. GRASSLEY, Chairman,
Subcommittee on Administrative
Oversight and the Courts.

Mr. GRASSLEY. I wrote this letter
to Mr. Lynn and asked him two ques-
tions: Who at Dayton—that means the
financial center at Dayton—had knowl-
edge of the Castle Air Force Base re-
port on Miller? Who in the finance cen-
ter management was responsible for to-
tally ignoring this very dangerous red
warning flag? I ended my letter to Mr.
Lynn this way:

Bill, the responsible person or persons in
your organization need to be held account-
able for ignoring obvious and repeated warn-
ing signals about SSGT Miller’s trust-
worthiness and giving him unrestricted ac-
cess to your department’s money vault.

I asked for answers to these two
questions by September 23, 1998. That
would have been 5 days after I wrote
the letter. None ever arrived, as far as
I know.

February 11, 2009

When I did not get a prompt response
to my January 19 letter to Mr. Lynn on
straight pay, I raised those same issues
with Secretary Cohen. I did that at a
hearing before the Budget Committee
on March 2, 1999. This is what Sec-
retary Cohen said at the time:

There is no authorized procedure called
Straight Pay.

Now, get that. You have straight pay
that people talk about, and you have a
Secretary of Defense saying there is no
authorized procedure called straight
pay.

The process described is not correct and is
not authorized.

These answers do not square with the
evidence I have tried to lay out.

Then, on March 9, came further ex-
planation from Chief Financial Officer
Lynn. He said essentially the same
thing but with a slightly different
twist:

The Straight Pay policy you refer to in
your letter is not used at our Columbus Cen-
ter. . . .

There are some words left out. It
goes on to say:

““Straight Pay,” as reported to you, does
not exist at the Columbus Center.

This letter No. 10 explains that in
great detail, and I ask unanimous con-
sent to have printed in the RECORD let-
ter No. 10.

There being no objection, the mate-
rial was ordered to be printed in the
RECORD, as follows:

UNDER SECRETARY OF DEFENSE,
Washington, DC, March 9, 1999.
Hon. CHARLES B. GRASSLEY,
U.S. Senate,
Washington, DC.

DEAR SENATOR GRASSLEY: This is in reply
to your recent letter on my decision to raise
the prevalidation dollar threshold for pay-
ments of contracts paid using the Mecha-
nization of Contract Administration System
(MOCAS) at the Defense Finance and Ac-
counting Service (DFAS) Columbus Center.

In the prevalidation plan that we sub-
mitted to Congress, we stated we would
gradually lower the threshold until all pay-
ments were prevalidated by July 2000. We
took an aggressive approach in our attempt
to reach the goal of 100 percent prevalidation
before July 2000. Contracts awarded before
FY 1997 are now prevalidated at the current
statutory level of $1,000,000. Since March
1997, we have attempted to prevalidate all
contracts above $2,500 that were issued in FY
1997 and later.

Unfortunately, we could not sustain the
new prevalidation level in MOCAS and meet
our obligations under the Prompt Payment
Act. The imposition of the  $2,500
prevalidation threshold, together with other
factors, caused critical delays in our con-
nector payments. In December 1998, after
carefully considering the need to reduce our
payment backlogs while complying with the
Prompt Payment Act, I temporarily raised
the prevalidation dollar threshold to $500,000
for centrally administered contracts paid
through MOCAS. I also recently extended
this threshold increase until June 1999. How-
ever, we still plan to meet our July 2000 goal
to prevalidate all payments. We will con-
tinue to lower the prevalidation threshold,
but at a deliberate pace to achieve our goal
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of prevalidating all payments by July 2000
and ensuring compliance with the Prompt
Payment Act.

The ‘“Straight Pay’ policy you refer to in
your letter is not used at our Columbus Cen-
ter. Before a payment is made in Columbus
using MOCAS, the system must have entries
that validate a contract exists, an invoice
has been presented, and goods or services
have been received or accepted. Increasing
the prevalidation threshold does not waive
the requirement to have these items before a
payment is made. In addition, MOCAS does
not allow one person to enter all three data
elements into the system. I have enclosed a
description of the MOCAS payment process.
I believe that after you review our contract
payment process, you will agree that some
critical elements of the process were not pro-
vided to you and that ‘‘Straight Pay,” as re-
ported to you, does not exist at the Colum-
bus Center.

You also expressed concern that with the
threshold raised to $500,000, DFAS experience
the same type of fraud in MOCAS that SSgt
Miller perpetuated using the Integrated Ac-
counts Payable System (IAPS) in Dayton.
The MOCAS payment environment is signifi-
cantly different from the IAPS environment.
The MOCAS system architecture does not
permit multiple levels of access. The inter-
nal controls built into MOCAS that force
separations of functions all but eliminate
the possibility of one person creating fraudu-
lent payments.

I am still committed to reaching the goal
of total prevalidation by July 2000. As we im-
prove our systems capability, we will com-
bine to aggressively reduce the threshold
until all payments are prevalidated. I appre-
ciate your interest and look forward to
working with you to improve our operations.

Sincerely,
WILLIAM J. LYNN.

Mr. GRASSLEY. I felt as though
then-Secretary Cohen on the one hand
and Chief Financial Officer Lynn were
trying to convince me that straight
pay did not exist. Their statements ap-
pear to be, even today, misleading and
inaccurate.

Just because I didn’t explain the pol-
icy exactly right did not mean the pol-
icy did not exist. Everything that was
coming over the transom at night to
me was telling me that I was on the
right track.

I responded to the denials this way—
and they are in this letter, my letter
No. 11. I wish to quote a couple of sen-
tences:

If this statement is indeed accurate—and
“Straight Pay’ doesn’t exist, then why do I
have official DFAS documents establishing
“Straight Pay Procedures?”’ Are these docu-
ments a fake?

Are these documents I am getting a
fake if they come directly from the fi-
nancial center?

I later discovered another DFAS doc-
ument, dated March 8, 1999, which
states:

Due to concerns over the use of the term
“straight pay’’ and its connotation, we must
delete all references to ‘‘straight pay’” the
from the policy. . . .

Now, how does that square with what
the Secretary of Defense Cohen told
me? How does that square with the ex-
change I had with Bill Lynn, Chief Fi-
nancial Officer at that time? Those
things are in this document No. 12.

I ask unanimous consent to have doc-
ument No. 12 printed in the RECORD.
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There being no objection, the mate-
rial was ordered to be printed in the
RECORD, as follows:

DEFENSE FINANCE
AND ACCOUNTING SERVICE,
March 8, 1999.

MEMORANDUM FOR SEE DISTRIBUTION

Subject: Policy for Processing Unmatched
Disbursements

Effective November 1, 1999, you were au-
thorized to post unmatched disbursements
(UMDs) without posting a negative unliqui-
dated obligation (NULO) offset for trans-
actions meeting criteria described in the at-
tached policy. Due to concerns over the use
of the term ‘‘straight pay’ and its connota-
tion, we must delete all references to
‘“‘straight pay’” from the policy, and clarify
that the policy does not create an environ-
ment for fraudulent payments. Terms such
as unmatched disbursements or direct dis-
bursements were substituted.

Operating location (OPLOC) recommenda-
tions to add other categories under para-
graph F, “Unmatched Disbursements Which
May Be Recorded Without Research, Ap-
proval, and NULO Offset,”” were incor-
porated. For example, Fund Type K trans-
actions for Deposit/Suspense Accounts and
disbursements posted under processing cen-
ter “Y,” etc., were added. The inclusion of
these categories did not change the intent or
scope of the policy. We also clarified that for
disbursements made against obligations re-
corded as Miscellaneous Obligation Reim-
bursement Documents (MORD) where the
difference exceeds $3,000, Financial Service
Office/Accounting Liaison office (FSO/ALO)
approval is not required, but the FSO/ALO
should be notified within 4 work days.

The revised policy is attached for your ac-
tion. OPLOCs will continue to maintain a
log on unmatched disbursements requiring
FSO/ALO review. Copies of attached Missing
Commitment/Obligation form (Atch 1) may
be kept in lieu of a log.

We are requesting you to submit another
report from the log statistics you gather for
UMDs processed between February 1—May
31, 1999. The UMD Report, in Excel 5.0 for-
mat, is due to DFAS-DE/ASP on June 11,
1999. Please submit report via cc:mail to ad-
dress indicated on attached report format.
At that time we will decide whether another
reporting cycle is necessary.

These procedures were coordinated with
the Office of the Assistant Secretary of the
Air Force for Financial Management-Air
Force Accounting and Finance Office
(AFAFO/FMF). If you have any questions,
my project officer is Ms. Mirta Valdez,
DFAS-DE/ASP, (303) 676-7708 or DSN 926-7708.

SALLY A. SMITH,
Dierctor for Accounting.

Mr. GRASSLEY. I say to my col-
leagues, is the March 8, 1999, date on
this document a coincidence or was
this a bureaucratic tactic to suppress,
to bury or to rename the policy to con-
form with the highest level of rhetoric
that I heard in March of that year?

Not getting the straight story from
the Pentagon, I brought the issue of
straight pay to the attention of one of
our colleagues now and a colleague
back then, Senator INHOFE, who was
chairman of the Readiness Sub-
committee on Armed Services. My let-
ter to Senator INHOFE is dated April 8,
1999, and I have that letter here as No.
13 document.

I ask unanimous consent to have doc-
ument No. 13 printed in the RECORD.

S2113

There being no objection, the mate-
rial was ordered to be printed in the
RECORD, as follows:

U.S. SENATE,
Washington, DC, April 8, 1999.

Hon. JAMES M. INHOFE,

Chairman, Subcommittee on Readiness and
Management Support, Committee on Armed
Services, U.S. Senate, Washington, DC.

DEAR JIM: In view of your upcoming hear-
ing on financial management at the Depart-
ment of Defense (DOD) along with my con-
tinuing interest in these matters, I am sub-
mitting several questions bearing on inter-
nal control issues for your consideration.

Back on January 19, 1999, I wrote a letter
to DOD’s Chief Financial Officer (CFO), Mr.
Bill Lynn, to verify certain facts pertaining
to a policy known as ‘‘straight pay.”” The
facts in question were provided anonymously
by an employee at the Defense Finance and
Accounting Service (DFAS). In a nutshell,
this policy authorizes DFAS to make pay-
ments up to $500,000.00 when no cor-
responding obligation or contract could be
located in the database or otherwise identi-
fied. When bills are paid in the absence of
contracts, how does DFAS know how much
money, if any, is owed? As I understand it,
this policy was personally approved by Mr.
Lynn.

In my mind, this is a very dangerous pol-
icy. But it is not only dangerous. It is also
misguided, and it may violate the law. It is
certainly helping to erode one of the last
visible traces of internal controls at DOD,
and its continued use will undermine any
hope of a ‘“‘clean” audit opinion on the de-
partment’s annual financial statements—as
required by the Chief Financial Officers Act.

Last year, during my investigation of the
breakdown of internal controls at DOD, I
learned that Air Force Staff Sergeant
(SSGT) Robert L. Miller, Jr. had pursued his
own version of ‘‘straight pay’ while Chief of
Vendor Pay at DFAS’ Dayton center during
1995-1997. With full access to the Integrated
Accounts Payable System, SSGT Miller was
able to create obligations, where none ex-
isted, and generate nearly a $1,000,000.00 in
fraudulent payments to his mother and
girlfriend. Now, Mr. Lynn’s ‘‘straight pay”’
policy authorizes DFAS technicians to do ex-
actly what SSGT Miller did—create false
bookkeeping entries to cover large payments
in the absence of supporting contracts. This
policy leaves the door wide open to fraud and
mismanagement.

I am attaching a copy of my letter to Mr.
Lynn on ‘‘straight pay’ dated January 19,
1999. Since Mr. Lynn never answered this let-
ter, I had to verify the facts on my own in
consultation with the General Accounting
Office. According to a March 8, 1999 DFAS
memorandum, Mr. Lynn’s ‘‘straight pay”’
policy is still in place today, though its
name has been changed to avoid any nega-
tive connotations. DFAS is concerned that
the term ‘‘straight pay’ may suggest a per-
missive ‘‘environment for fraudulent pay-
ments.”

I would very much appreciate it if you
would place a copy of my letter in the hear-
ing record and raise my enclosed questions
on DOD’s ‘‘straight pay’ policy. My ques-
tions should be directed to Mr. Lynn.

Again, thank you very much for giving me
the opportunity to submit questions for your
upcoming hearing on DOD Financial Man-
agement problems.

In addition, in the very near future, I ex-
pect to be submitting ‘‘a legislative reform
package’” to you and other colleagues for
consideration. The rationale for this draft
legislation is outlined under the heading
“The Need for DOD Financial Reforms’ on
pages 25 to 29 of the Budget Committee’s re-
port on the Concurrent Resolution on the
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Budget for FY 2000 (Senate Report No. 106-
27).

I look forward to having Mr. Lynn’s re-
sponses to my questions on ‘‘straight pay’’
and working with you in the future on these
matters.

Sincerely,
CHARLES E. GRASSLEY,
U.S. Senator.

Mr. GRASSLEY. I told my friend
from Oklahoma that I considered
straight pay to be ‘“‘a very dangerous
and misguided policy that might vio-
late the law.” I also told him about the
Miller case heretofore referenced. I
urged Senator INHOFE to ask Secretary
Cohen and Chief Financial Officer
Lynn five questions on straight pay at
an upcoming hearing.

Mr. Lynn attempted to clarify the
Department of Defense position on
straight pay in a letter dated June 18,
1999. That is document No. 14.

I ask unanimous consent to have doc-
ument No. 14 printed in the RECORD.

There being no objection, the mate-
rial was ordered to be printed in the
RECORD, as follows:

UNDER SECRETARY OF DEFENSE,
Washington, DC, June 18, 1999.
Hon. CHARLES E. GRASSLEY,
U.S. Senate,
Washington, DC.

DEAR SENATOR GRASSLEY: This is in reply
to your recent letter to the Honorable Wil-
liam S. Cohen, Secretary of Defense, con-
cerning the Department of Defense responses
to your questions submitted for the record
following a March 2, 1999, hearing before the
Senate Budget Committee. Enclosed is the
Department’s response to your questions.

Sincerely,
WILLIAM J. LYNN.

Enclosure.

RESPONSES TO THE QUESTIONS OF SENATOR
CHARLES E. GRASSLEY

Question. The General Accounting Office
(GAO)—in report No. AIMD-99-19—states
that Mr. Hamre’s policy authorizes the Navy
to delay recording obligations in excess of
available budget authority for up to five
years. The GAO further indicates that the
purpose of the policy allowing such delays in
recording obligations in the books of account
is to avoid a potential over obligation and
violation of the Antideficiency Act. Are
these two statements accurate and correct?

Answer. The policy referenced in GAO re-
port No. AIMD-99-19 is not intended to and,
in fact, in no way does, shield any DoD Com-
ponent from a violation of the
Antideficiency Act. Similarly, in no instance
is the policy intended to allow any DoD
Component to willingly defer the recording
of a known valid obligation in excess of
available budget authority.

The Department’s policies require that an
obligation be established at the time a con-
tract is entered into or a good or service is
ordered, and to be recorded within 10 days of
the date on which the obligation is incurred.
Additionally, prior to making a disburse-
ment, the applicable technician is required
to verify that an appropriate contract or
other ordering instrument exists, that a gov-
ernment official has verified that the goods
or services have been received and that a
proper invoice requesting payment has been
received. Also, depending on the amount of
the payment, the technician may be required
to prevalidate an obligation. (Prevalidation
is the process of checking to ensure that a
matching obligation has been recorded in the
accounting records prior to making a dis-
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bursement.) Additionally, the technician
also is required to identify the proper appro-
priation to be charged and the accounting of-
fice responsible for the related obligation.
Further, the disbursement should be
matched to the applicable obligation at the
time the disbursement is made, if feasible, or
as soon thereafter as is feasible.

The GAO report referred to above address-
es in-transit disbursements. In-transit dis-
bursements occur when the paying office
(the office making the disbursement) is dif-
ferent than the accounting office (the office
accounting for the obligation). In such in-
stances, in addition to determining the exist-
ence of a contract or ordering document and
verifying the receipt of the goods or services
before making the payment, and deducting
the amount of the payment from the cash
balance of the appropriation involved, the
paying office also must forward the disburse-
ment information to the accounting office to
enable the disbursement to be recorded
against the related obligation. (Only the ap-
plicable accounting office, and not the pay-
ing office, can record a disbursement against
its related obligation. Thus, this latter ac-
tion is required irrespective of whether the
disbursement was prevalidated prior to pay-
ment.)

Since the amount of in-transit disburse-
ments is deducted from the cash balance of
the applicable appropriation at the time of
disbursement, the Department can deter-
mine if the cash balance of the appropriation
involved is positive or negative. Since a neg-
ative cash balance is an indication of a po-
tential Antideficiency Act violation, if an
appropriation has a negative cash balance,
the Defense Finance and Accounting Service
is required to stop making any further pay-
ments chargeable to the appropriation. Addi-
tionally, the DoD Component involved is re-
quired to initiate an investigation of a po-
tential Antideficiency Act violation. Except
in very rare instances, in-transit disburse-
ments do not result in a negative cash bal-
ance in the applicable appropriation. Since
the appropriations charged have a positive
cash balance that means that amounts dis-
bursed from those appropriations are not in
excess of available budget authority.

As stated above, when the paying office is
different than the accounting office, the pay-
ing office must forward the disbursement in-
formation to the accounting office to enable
the disbursement to be recorded against the
related obligation. During the time that the
information is being transmitted from the
paying office to the accounting office the in-
formation is said to be in-transit, and the
disbursement is said to be an in-transit dis-
bursement. Once the information is received
by the accounting office, the accounting of-
fice attempts to match the disbursement to
an obligation, and the disbursement no
longer is considered to be an in-transit dis-
bursement. At that point, the disbursement
becomes a matched disbursement, an un-
matched disbursement or a negative unliqui-
dated obligation.

Over 90 percent of in-transit disbursements
are matched to an obligation within 60 days
of arriving at the applicable accounting sta-
tion. However, in some instances the infor-
mation does not arrive at the applicable ac-
counting office or the information that does
arrive is not sufficient to allow the applica-
ble accounting office to attempt to match
the disbursement to an obligation. In such
circumstances, the accounting office must
take additional steps to research and obtain
the information required to allow it to at-
tempt to match the disbursement to an obli-
gation.

Until the 1990s, the Department had no pol-
icy regarding such research efforts and did
not require that obligations be recorded for
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unresolved in-transit disbursements. The
policy addressed in the referenced GAO re-
port recognized that, consistent with DoD
policy, in most instances, obligations are es-
tablished at the time an applicable contract
is entered into or goods or services are or-
dered. However, in those instances where an
accounting office does not receive detailed
information on an in-transit disbursement,
this lack of detailed information often pre-
cludes the accounting office from being able
to attempt to identify the disbursement to
an obligation. Establishment of a new obli-
gation for such disbursements, in many in-
stances, could result in a duplicate obliga-
tion. In order to avoid such duplicate obliga-
tions, the Department allows the DoD Com-
ponents time to conduct additional research.
Often, this requires a considerable period of
time and involves significant manual re-
search. This is especially so for those in-
transit disbursements made by one of the
over 300 former paying offices that now have
been closed.

Question. If a bill for $499,999.99 is sub-
mitted to the Defense Finance and Account-
ing Service (DFAS) Columbus Center for
payment and the responsible technician is
unable to identify a matching obligation,
and Mr. Lynn’s waiver is used to authorize
the payment, exactly how is the payment
posted in the books of account? Without a
valid, matching obligation, there are just
three options: (a) post it to a bogus account;
(b) post it to the wrong account; or (c) don’t
post it. How does DFAS do it?

Answer. In the example described above,
the technician at the DFAS Columbus Cen-
ter would not be required to validate that an
obligation was recorded in the official ac-
counting records prior to making the pay-
ment because the dollar amount would be
below the prevalidation threshold amount in
effect at the DFAS Columbus Center. (How-
ever, at any DFAS location other than the
Columbus Center, this amount would be
above the prevalidation threshold amount
and the technician would be required to
match the proposed disbursement to the ap-
plicable obligation prior to making the dis-
bursement.) Although in the above example,
the technician at the DFAS Columbus Cen-
ter would not be required to match the pay-
ment to an obligation prior to payment, the
technician would be required to determine
that the payment otherwise is valid. This
would require that the technician verify that
an appropriate contract or other ordering in-
strument exists and that a government offi-
cial verified that the goods or services were
received. Also, the technician would be re-
quired to identify the proper appropriation
to be charged and the accounting station
where the related obligation is recorded.
Generally, this information would reside,
and could be found, in the payment system
at the DFAS Columbus Center.

Irrespective of whether a disbursement is
matched to an obligation prior to payment,
once a payment is made by the DFAS Colum-
bus Center, the amount of the disbursement
would be deducted from the cash balance of
the applicable appropriation charged and in-
formation concerning the disbursement
would be forwarded to the applicable ac-
counting station. When that information ar-
rived at the applicable accounting station,
the accounting station would: match the dis-
bursement to the applicable obligation re-
corded in the accounting system; or if the
amount of the disbursement exceeded the
amount of the applicable obligation, match
the disbursement to the applicable obliga-
tion but record a negative unliquidated obli-
gation against the same account for the
amount of the difference between the dis-
bursement and the obligation; or if no cor-
responding obligation record can be found in
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the accounting system, treat the disburse-
ment as an unmatched disbursement.

Question. While the DFAS attempts to
identify the matching obligation, is the pay-
ment placed in the ‘‘in-transit’ status?

Answer. The Columbus Center, using the
Department’s existing finance network,
would forward information on the disburse-
ment to the applicable accounting station.
That information would be considered to be
“in-transit” for the period of time necessary
for the information to be forwarded from the
Columbus Center to the applicable account-
ing station. Once the information arrived at
the accounting station, the accounting sta-
tion would match the disbursement to the
applicable obligation and the transaction no
longer would be considered to be in an in-
transit disbursement.

Question. If a valid, matching obligation
cannot be found, how is the problem re-
solved?

Answer. If a valid, matching obligation
cannot be found, the disbursement is treated
as an unmatched disbursement. In the case
of an unmatched disbursement, the applica-
ble accounting station and DoD Component
involved are given 180 days to conduct re-
search to identify the matching obligation.
If, after the 180-day period, a valid matching
obligation cannot be found, the DoD Compo-
nent involved is required to establish a new
obligation for the disbursement.

Mr. GRASSLEY. In his followup let-
ter, Mr. Lynn backed away from his as-
sertion that straight pay did not exist.
So they said it didn’t exist, and now
you see an assertion backing away
from that. While he never used the
term ‘‘straight pay,” he did not try to
disassociate himself from the policy.
His description of the policy was gen-
erally accurate, though somewhat in-
complete.

I raised essentially the same question
with Mr. Lynn in a recent letter, dated
January 29, 2009, because of his ap-
pointment to this position of Deputy
Secretary of Defense. Regrettably, he
provided essentially the same answers
in a letter dated February 3, 2009.

I ask unanimous consent to have
printed in the RECORD those two let-
ters, documents 15 and 16.

There being no objection, the mate-
rial was ordered to be printed in the
RECORD, as follows:

U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, DC, January 29, 2009.
Mr. WILLIAM J. LYNN,
Senior Vice President, Raytheon Company, Ar-
lington, VA.

DEAR MR. LYNN: I am writing to follow-up
on six questions I submitted for the record at
your nomination hearing before the Senate
Armed Services Committee earlier this
month.

Two of my questions pertain to a potential
conflict of interest flowing from your status
as a registered lobbyist with the Raytheon
Company. Four of the questions pertain to
your efforts as the Department of Defense
(DOD) Chief Financial Officer (CFO) to bring
the department into compliance with the
CFO Act. I am eagerly waiting for your an-
swers to my six questions.

Since submitting those questions for the
record, I have had an opportunity to retrieve
and examine certain archived files on DOD
financial management issues that I inves-
tigated in the late 1990’s while you were the
DOD CFO and Comptroller. I came across
two files of particular interest as follows: 1)
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“Straight Pay;” and 2) “Pay and Chase.”
These are DOD payment policies that were
either attributed to you and/or adopted while
you were the department’s Chief Financial
Officer in charge of such matters. My follow-
up questions pertain to these matters.

In 1998, when you were CFO, ‘“Pay and
Chase’ was a term used to describe DOD ven-
dor payment policy. With ‘“Pay and Chase,”
the Pentagon paid bills first and worried
about tracking down the receipts later.
Sometimes receipts were found; sometimes
not; And sometimes no effort was made to
look. This is how DOD ended up with billions
of dollars in unmatched disbursements. As I
understand it, this was SOP when you were
CFO. It was unofficial policy. It was prac-
ticed but not authorized in government regu-
lations or law.

Secretary of Defense Cohen attempted to
legalize ‘“‘Pay and Chase.” He wanted to
make it the law of the land. He forwarded his
proposal to the Senate on February 2, 1998 as
part of a larger package of so-called defense
reforms. At that point in time, you were
CFO, and this matter fell directly under your
area of responsibility. ‘“‘Pay and Chase’ was
just one small piece of the Defense Reform
Act of 1988—also known as the Defense Re-
form Initiative (DRI). ‘‘Pay and Chase’ was
embodied in Section 401 of that bill. It was
touted as a measure to ‘‘streamline’” DOD
payment practices.

Section 401 would have authorized DOD to
pay bills without receipts with no dollar
limit. It would have required only random
after-the-fact verification of some receipts.
And it would have relieved disbursing offi-
cers of all responsibility for fraudulent pay-
ments that might have resulted from the
policy.

There is nothing in my files to indicate
Section 401 of Secretary Cohen’s DRI became
law. I believe ‘‘Pay and Chase’ continued as
an unofficial policy and evolved into another
troublesome one known as ‘‘Straight Pay.”
This policy was initially approved by you in
a signed memorandum on December 17, 1988.

On January 19, 1999, I wrote to you, ex-
pressing grave concern about ‘‘Straight
Pay.”

Prior to the implementation of ‘‘Straight
Pay,” the Defense Finance and Accounting
Center (DFAS), Columbus, Ohio had a pre-
validation policy that required all disburse-
ments over $2,500.00 be matched with obliga-
tions prior to payment. When a bill was sub-
mitted to the center for payment, a techni-
cian searched the database for the sup-
porting obligation or contract. If one could
not be found, a red warning flag was alleg-
edly run up the pole. Was it a duplicate or
fraudulent payment? Your ‘‘Straight Pay”’
policy raised the pre-validation threshold to
$500,000.00. ‘‘Straight Pay’’ allowed the tech-
nician to ignore the warning signals and
make payments up to $500,000.00 without
checking documentation. Then the account-
ants at the center were directed to create
bogus accounts for negative unliquidated ob-
ligations or “NULO” to cover the payment.
The bill was then paid from the bogus ac-
count with a negative balance. The center
had six months to locate valid supporting ob-
ligation. If a wvalid, matching obligation
could not be found within that time frame,
then the center would cover the payment
with other available funds with no further
investigation.

In my letter to you, I drew some compari-
sons between ‘‘Straight Pay’ and the sce-
nario in the case of Air Force Staff Sergeant
(SSGT) Robert L. Miller, Jr. You may re-
member the Miller case. I examined that
case—and others like it—in great detail at a
hearing before my Judiciary Oversight Sub-
committee on September 28, 1998. As Chief of
Vendor Pay at another DFAS Center, SSGT
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Miller had pursued his own version of
“Straight Pay.”” With full access to the Inte-
grated Accounts Payable System, SSGT Mil-
ler was able to create obligations, where
none existed, and to generate nearly a
$1,000,000.00 in allegedly fraudulent payments
to his mother and girlfriend. He was not
caught until a co-worker blew the whistle.

Mr. Lynn, on the surface at least, your
“Straight Pay’’ policy appeared to authorize
DFAS technicians to do essentially what
SSGT Miller allegedly did—create false
bookkeeping entries to cover large payments
in the absence of supporting documentation.
Your policy left the barn door wide open to
fraud and mismanagement. At the time, the
General Accounting Office agreed with that
assessment.

Also, at the time, I told you and other sen-
ior officials—and spoke extensively about
this problem on the floor—that ‘‘Straight
Pay” was a dangerous, misguided, irrespon-
sible, and unbusinesslike policy. Further-
more, it was totally inconsistent with var-
ious provisions of Title 31 of the U.S. Code,
Money and Finance.

American taxpayers deserved to know that
their hard earned money was being protected
and properly accounted for under your lead-
ership at DOD. So please help me understand
your position on “Straight Pay.” It seemed
to be completely inconsistent with your re-
sponsibilities under the CFO Act. As CFO,
how could you endorse such a policy?

Your prompt response to my questions
would be appreciated,

Sincerely,
CHARLES E. GRASSLEY,
Ranking Member.
FEBRUARY 3, 2009.
Hon. CHARLES E. GRASSLEY,
Ranking Member, Committee on Finance, U.S.
Senate, Washington, DC.

DEAR SENATOR GRASSLEY: Thank you for
your letter of January 29, 2009 concerning my
tenure as Under Secretary of Defense (Comp-
troller) and Chief Financial Officer from No-
vember 1997 to January 2001. You asked spe-
cifically about two payment practices: ‘‘Pay
and Chase’ and ‘‘Straight Pay’’.

The Denver Center of the Defense Finance
and Accounting Service (DFAS) initiated the
“Pay and Chase” pilot ’in early 1997 in order
to achieve more timely payments. It was a
limited test that allowed certain payments
under $2,500 to be made based on matching a
proper invoice to the corresponding contract.
Receipt and acceptance was followed up after
the payment was made. The pilot was discon-
tinued by October 1997 when the DoD General
Counsel and DFAS General Counsel found
that matching a proper invoice and contract
alone was not legally sufficient to make a
payment. The Department proposed legisla-
tion to Congress in 1998 called Verification
After Payment that would have authorized
making payments from the invoice/contract
match, but that request was later dropped
without Congressional action.

““Straight Pay” is an informal term used
to describe the practice of making payment
based on a three way match of a proper in-
voice, receiving report and contract when an
obligation has not yet been recorded in the
accounting records. ‘‘Straight Pay’’ recog-
nizes the government’s legal obligation to
make payment and was used to ensure con-
tractors were paid on time and to reduce
payment backlogs and associated interest
penalties due to late payments. Under
“Straight Pay’’ policies, payments could not
be made on an invoice alone. But if DFAS
had a proper invoice together with a wvalid
contract for the goods/services and a valid
receiving report that the goods/services had
been delivered, payment could be made with-
out a matching obligation. DFAS then con-
tacted the Military Services to update the
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accounting records, ensuring that the ex-
penditure was recorded and valid.

The Defense Department has two impor-
tant obligations: to ensure that those who
provide goods and services to the Depart-
ment are paid on time pursuant to the
Prompt Payment Act and to make certain
there are proper controls that ensure the De-
partment has received the goods and services
pursuant to a valid contract. At a time when
the Department faced a backlog of unpaid in-
voices and mounting interest costs due to
late payments, ‘‘Straight Pay” was an at-
tempt to draw the right balance between
those objectives by reducing late payments
while still ensuring that the Department had
received what it paid for and that the ac-
counting records were accurate.

Best practices require that all proper in-
voices be matched with a receiving report
and contract, and that the obligation be pre-
validated in the accounting records prior to
payment. The Department made progress to-
ward this pre-validation objective while I
was Under Secretary. And I understand that
further progress has been made since I left. If
confirmed, I will work with the Chief Finan-
cial Officer and the Military Departments to
achieve this important goal.

Finally, you raised the case of Air Force
Staff Sergeant Robert L. Miller, who de-
frauded the Department in a series of activi-
ties between October 1994 and June 1997. The
Miller case did not actually involve
“Straight Pay”. It did, however, expose sig-
nificant internal control weaknesses within
both DFAS and the Air Force. As a con-
sequence of the Miller case, I directed DFAS
to take a series of corrective actions, includ-
ing revising internal control guidance to en-
sure better segregation of duties, reviewing
and adjusting vendor payment access to the
minimum number of personnel needed to
properly conduct business, ensuring proper
documentation existed to pay invoices, and
correcting deficiencies in computer system
security. In addition, DFAS in November
1999 established an Internal Review office to
examine its systems and operations for
weaknesses and potential cases of fraud.

As you requested, I have also included an-
swers to the six questions you submitted for
the record after my nomination hearing on
January 15, 2009. Looking ahead, if confirmed
as Deputy Secretary of Defense, I will do my
utmost to strengthen the Department’s fi-
nancial management and internal controls
designed to prevent fraud. I will also work to
accelerate the modernization and integra-
tion of the Department’s management infor-
mation systems. From my earlier DoD ten-
ure, I know the obstacles to achieving this,
but I also know its vital importance. In this
era of increasing fiscal strain, financial
stewardship at the Department of Defense is
essential, and I look forward to making that
happen.

Sincerely,
WILLIAM J. LYNN, III.
SENATE ARMED SERVICES COMMITTEE
QUESTIONS FOR THE RECORD

(To consider the following nominations: Wil-
liam J. Lynn III to be Deputy Secretary of
Defense; Robert F. Hale to be Under Sec-
retary of Defense (Comptroller) and Chief
Financial Officer; Michele Flournoy to be
Under Secretary of Defense for Policy; and
Jeh Charles Johnson to be General Coun-
sel, Department of Defense. Witnesses:
Lynn, Hale, Flournoy, Johnson)

Senator Chuck Grassley
FINANCIAL MANAGEMENT

93. Mr. Lynn, as the Under Secretary of De-
fense (Comptroller), you were the Depart-
ment’s Chief Financial Officer (CFO). That
position was established by the CFO Act of
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1990. Section 902 of the CFO Act states: “The
CFO shall develop and maintain an inte-
grated agency accounting and financial man-
agement system, including financial report-
ing and internal controls.” This requirement
existed for at least 5 years before you be-
came the DOD CFO. While you were CFO, did
DOD operate a fully integrated accounting
and financial management system that pro-
duced accurate and complete information? If
not, why?

Answer: The DoD financial and business
management systems were designed and cre-
ated before the CFO Act of 1990 to meet the
prior requirements to track obligation and
expenditure of congressional appropriations
accurately. The CFO Act required the De-
partment to shift from its long-time focus on
an obligation-based system designed to sup-
port budgetary actions to a broader, more
commercial style, accrual-based system. To
accomplish this transformation, several
things needed to be done. First, the Depart-
ment created the Defense Finance and Ac-
counting Service (DFAS) to consolidate fi-
nancial operations, which was accomplished
in 1991 before my tenure as Under Secretary.
Second, the Department had too numerous
and incompatible finance and accounting
systems. From a peak of over 600 finance and
accounting systems, I led an effort to reduce
that number by over two thirds. This con-
solidation effort also strove to eliminate
outdated financial management systems and
replace them with systems that provided
more accurate, more timely and more mean-
ingful data to decision makers. The third
and most difficult step in developing an inte-
grated accounting and financial manage-
ment system has been to integrate data from
outside the financial systems. More than 80
percent of the data on the Defense Depart-
ment’s financial statement comes from out-
side the financial systems themselves. It
comes from the logistics systems, the per-
sonnel systems, the acquisition systems, the
medical systems and so on. On this effort, we
made progress while I was Under Secretary
but much more needs to be done. If con-
firmed, I will take this task on as a high pri-
ority.

94. Mr. Lynn, under section 3515 of the CFO
Act, all agencies, including DOD, are sup-
posed to prepare and submit financial state-
ments that are then subjected to audit by
the Inspectors General. While you were the
CFO, did DOD ever prepare a financial state-
ment in which all DOD components earned a
‘‘clean’ audit opinion from the DOD IG? If
not, why?

Answer: In the 1997, the Department of De-
fense had twenty-three reporting entities,
only one of which, the Military Retirement
Fund, had achieved a clean audit. Over the
next four years, the Department under my
leadership as Under Secretary earned a
‘“‘clean” opinion on three other entities:
most importantly, the Defense Finance and
Accounting Service in 2000, followed by the
Defense Commissary Agency and the Defense
Contract Audit Agency in 2001. We were un-
able to obtain clean opinions on the other re-
porting entities. The primary reason for not
earning clean opinions on the remaining en-
tities was the difficulty of capturing data
from non-financial systems and integrating
that data into the financial systems in an
auditable manner. It is my understanding
that the Department still faces the challenge
of integrating financial and non-financial
systems to support the auditability of the
DOD financial statements.

95. Mr. Lynn, as CFO, what specific steps
did you take to correct this problem?

Answer: Under my leadership, the DOD in-
stituted several important efforts to achieve
a ‘‘clean’ audit opinion. The primary effort
was described in the Biennial Financial Man-
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agement Improvement Plan (FMIP) which
was submitted to Congress in 1998. That plan
merged previous initiatives with new ones
into a single comprehensive effort to achieve
both financial management improvement
and auditability. To directly address
auditability, the FMIP included an effort in
collaboration with the Office of Management
and Budget, the General Accounting Office,
and the Office of the Inspector General to ad-
dress ten major issues identified by the audit
community: 1) internal controls and ac-
counting systems related to general property
plant and equipment; 2) inventory; 3) envi-
ronmental liabilities; 4) military retirement
health benefits liability; 5) material lines
within the Statement of Budgetary Re-
sources; 6) unsupported adjustments to fi-
nancial data; 7) financial management sys-
tems not integrated; 8) systems not main-
taining adequate audit trails; 9) systems not
valuing and depreciating property, plant and
equipment; and 10) systems not using the
Standard General Ledger at the transaction
level. Due to this effort, substantial progress
was made on most of these issues and several
were resolved, including valuation of the
military retirement health benefits liability,
the reduction of unsupported adjustments to
financial data, and the identification of envi-
ronmental liabilities.

96. Mr. Lynn, 18 years after the CFO Act
was signed into law, DOD is still unable to
produce a comprehensive financial state-
ment that has been certified as a ‘‘clean”
audit. It may be years before that goal is
met. If DOD’s books cannot be audited, then
the defense finance and accounting system is
disjointed and broken. Financial trans-
actions are not recorded in the books of ac-
count in a timely manner and sometimes not
at all. Without accurate and complete finan-
cial information, which is fed into a central
management system, DOD managers do not
know how the money is being spent or what
anything costs. That also leaves DOD finan-
cial resources vulnerable to fraud, waste and
abuse, and even outright theft. The last time
I looked at this problem billions—and maybe
hundreds of billions—of tax dollars could not
be properly linked to supporting documenta-
tion. As Deputy Secretary of Defense, what
will you do to address this problem? Please
give me a realistic timeline for fixing this
problem.

Answer: The Department needs stronger
management information systems. I can as-
sure you that, if confirmed, I will be com-
mitted to improving financial information
and business intelligence needed for sound
decision making. I have not yet completed
my review of all the information needed to
provide a specific timeline; however, I will
continue to examine this issue, including
consideration of this and other Committees’
views as well as the resources needed for the
audit, before forming my assessment of how
close DoD is to a clean audit.

POTENTIAL CONFLICT OF INTEREST

97. Mr. Lynn, as a Senior Vice President of
Government Operations at the Raytheon
Company, you were a registered lobbyist
until July 2008. Correct? How long were you
a registered lobbyist?

Answer: I was a registered lobbyist for
Raytheon from July 2002 to March 2008.

98. Mr. Lynn, in his ‘“Blueprint for
Change,” President-elect Obama promises to
““Shine Light on Washington Lobbying.”” He
promises to ‘‘Enforce Executive Branch Eth-
ics” and ‘‘Close the Revolving Door.”” He
promises: ‘‘no political appointees in an
Obama-Biden administration will be per-
mitted to work on regulation or contracts
directly and substantially related to their
prior employer for 2 years.”” Raytheon is one
of the big defense contractors. As Deputy
Secretary, Raytheon issues will surely come
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across your desk. If you have to recuse your-
self from important decisions, you would
limit your effectiveness as Deputy Secretary
of Defense. How will you avoid this problem
for 2 years?

Answer: I have received a waiver of the
“Entering Government’’ restrictions under
the procedures of the Executive Order imple-
menting the ethics pledge requirements. The
waiver, however, does not affect my obliga-
tions under current ethics laws and regula-
tions. Until I have divested my Raytheon
stock, which will be within 90 days of ap-
pointment, I will take no action on any par-
ticular matter that has a direct and predict-
able effect on the financial interests of
Raytheon. Thereafter, for a period of one
year after my resignation from Raytheon, I
also will not participate personally and sub-
stantially in any particular matter involving
Raytheon, unless I am first authorized to do
so under 5 C.F.R. § 1A2635.502(d). In addition,
for the one year period covered by Section
502, I have agreed not to seek a written au-
thorization for the handful of issues on
which I personally lobbied over the past two
years. If confirmed, I pledge to abide by the
foregoing provisions. I would add that I have
not been exempted from the other Executive
Order pledge requirements, including the
ones that restrict appointees leaving govern-
ment from communicating with their former
executive agency for two years and bar them
from lobbying covered executive branch offi-
cials for the remainder of the Administra-
tion.

Mr. GRASSLEY. Mr. Lynn continues
to defend straight pay, a policy that
Secretary Cohen said didn’t exist back
then. He said it was necessary ‘‘to en-
sure that contractors were paid on
time.”

Well, can’t you pay contractors on
time by having invoices and all the
proper documentation to write even a
$1 check? That is the streamlining ef-
fect that former Secretary Cohen ar-
gued for in his failed June 2, 1998 DRI
legislative initiative.

I exchanged followup Q and A on
these matters with Mr. Lynn on Feb-
ruary 5 and 6 this year, and I will in-
clude those letters in the record as
well. As Chief Financial Officer at one
of our biggest departments, Mr. Lynn
signed the memo authorizing straight
pay policy. It was his policy.

I ask unanimous consent that the fol-
lowup documents be printed in the
RECORD.

There being no objection, the mate-
rial was ordered to be printed in the
RECORD, as follows:

U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, DC February 5, 2009.
Mr. WILLIAM J. LYNN,
Senior Vice President, Raytheon Company, Ar-
lington, VA

DEAR MR. LYNN: I am writing to follow-up
on our recent exchange of correspondence re-
garding your record as the Chief Financial
Officer (CFO) at the Department of Defense
(DOD).

I respectfully request that you respond to
the following questions in writing:

(1) On February 2, 1998, when you were
CFO, Secretary of Defense Cohen asked the
Senate for legal authority to pay bills with-
out receipts with no dollar limit. This pro-
posal was embodied in Section 401 of the De-
fense Reform Initiative (DRI). What was
your position on this legislative proposal?

(2) In a letter to you dated January 19,
1999, I expressed grave concern about a DOD
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payment policy known as ‘‘Straight Pay.”
This policy was authorized by you in docu-
ments that bear your signature. The purpose
of my letter was to verify the facts per-
taining to this policy that was brought to
my attention by a Defense Finance and Ac-
counting Service (DFAS) employee, Your re-
sponse to this letter is dated March 9, 1999.
In your letter, you report that ‘‘Straight
Pay” does not exist. This is what you said:
‘‘Straight Pay’’ is not used at our Columbus
Center . . . ‘Straight Pay,” as it was reported
to you, does not exist at the Columbus Cen-
ter.” Secretary Cohen made essentially the
same statement in response to questions I
raised at a Budget Committee hearing on
March 2, 1999. He stated: ‘‘there is no author-
ized procedure called straight pay.” In your
February 3, 2009 letter, by comparison, you
provided a description of the ‘“‘Straight Pay”’
policy. Did ‘‘Straight Pay’ exist at the Co-
lumbus Center in 1998-99?

(3) How do you explain a DFAS Memo
dated March 8, 1999 that contains the fol-
lowing instructions: ‘‘Due to concerns over
the use of the term ‘Straight Pay’ and its
connotation, we must delete all references,
to ‘straight pay’ from the policy and clarify
that policy does not create an environment
for fraudulent payments. Terms such as un-
matched disbursements or direct disburse-
ments were substituted.” Did you instruct
DFAS to get rid of the term ‘‘Straight Pay.”

(4) Do you believe unmatched disburse-
ments were a satisfactory outcome?

(5) One day after DFAS gave ‘Straight
Pay” policy a new name, you issued orders
to keep the policy alive. Your memo of
March 9, 1999 actually re-authorized the pol-
icy for another 90 days beyond the March 22,
1999 expiration date. Is that true?

(6) When you were CFO, were you knowl-
edgeable or aware of the arbitrary allocation
scheme used by DFAS at the Columbus Cen-
ter for making progress payments? That pol-
icy also had an informal name. It was called
‘“‘bucket billing.” Both the GAO. and IG had
conducted numerous audits and reviews of
these procedures and declared them to be il-
legal. If you knew about these bill paying
practices, what specific steps did you take to
correct the problem?

(7) I note that the waiver granted to you in
connection with President Obama’s new eth-
ics rules was co-signed by OMB Director
Orszag and Mr. Gregory B. Craig, Counsel to
the President. I understand that you have
past associations with Mr. Craig. Please
characterize your relationship with Mr.
Craig?

(8) According to the Project on Govern-
ment Oversight (POGO), Raytheon is
“ranked #4 in a top 50 corrupt list” of gov-
ernment contractors. POGO reports numer-
ous instances of double billing on aircraft
maintenance contracts, contractor Kkick-
backs, defective pricing, False Claims Act
violations, substitution/nonconforming prod-
ucts, violations of SEC rules, etc. involving
Raytheon. As the top Raytheon lobbyist, to
what extent did you know about or become
involved with any of these issues? Did you
ever discuss any of these issues with DOD of-
ficials or Members of Congress or congres-
sional staff?

(9) In view of the fact that your nomina-
tion appears to be inconsistent with Presi-
dent Obama’s rules pertaining to the ‘“Re-
volving Door Ban,” do you belief you have
compromised any of your personal and/or
professional values by accepting it?

Your continuing cooperation in this mat-
ter would be greatly appreciated.

Sincerely,
CHARLES E. GRASSLEY,
Ranking Member.
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FEBRUARY 5, 2009.
Hon. CHARLES E. GRASSLEY,
Ranking Member, Committee on Finance, U.S.
Senate, Washington, DC.

DEAR SENATOR GRASSLEY: I am writing to
respond to your letter of February 5, 2009.
Following my February 3, 2009 letter, you
asked nine additional questions.

(1) Although I took office as Under Sec-
retary just before the Defense Reform Initia-
tive was submitted to Congress, I did not
participate in the development of Section
401. I do not recall having taken a position
on it. At this time, I would not support a
proposal that with no dollar limit would
allow the Defense Department to pay bills
without a receipt.

(2) In your letter of January 19, 1999, you
equated an obligation to a contract, imply-
ing that ‘‘Straight Pay’’ allowed payment
without a valid contract. As I explained in
both my recent February 3, 2009 letter and
the earlier March 9, 1999 letter, ‘‘Straight
Pay” required that the Department be in
possession of a valid contract as well as a
valid invoice and a valid receiving report
prior to payment being authorized. If this
three way match existed, the policy allowed
payment without a matching obligation in
the accounting records, with the proviso
that the Military Services update the ac-
counting records to ensure that a valid pay-
ment had been made. In short, ‘‘Straight
Pay” did exist at the Columbus Center in
1998-99, but the process was different than
the one you described in your January 19,
1999 letter.

(3) I am not aware of the March 8, 1999
DFAS memo that you referenced. To my
knowledge, I did not sign or authorize it.

(4) Unmatched disbursements are not a sat-
isfactory outcome. They reflect the age and
inadequacy of some of our finance and ac-
counting systems. This is one of the primary
reasons that I supported the modernization
of our finance and accounting infrastructure
when I was Under Secretary in the late 1990s
and why I will continue to support that mod-
ernization should I be confirmed as Deputy
Secretary.

(5) As I stated in my February 3, 2009 let-
ter, ““‘Straight Pay’’ was an attempt to strike
the right balance between meeting our obli-
gations to pay on time and ensuring the De-
partment only paid vendors for what was ac-
tually received under a valid contract. The
90-day extension of that policy on March 9,
1999 was done because the backlog of unpaid
invoices remained at an unacceptable level.

(6) With regard to progress payments, I
took steps to ensure that payment proce-
dures were tightened. In 1998, I directed that
on all new contracts, other than firm fixed
price contracts, the practice of prorating
payments proportionately to all accounting
classification reference numbers be discon-
tinued. Effective August 31, 1998, the Depart-
ment began distributing progress payments
on the basis of the best available estimates
of the specific work being performed under
the contract. Both the Office of the Inspector
General and the Office of the General Coun-
sel of the Department of Defense reviewed
and approved the new policy.

(7) I served on the staff of Senator Edward
Kennedy in the late 1980s with Gregory B.
Craig, who is now Counsel to the President.

(8) While at Raytheon, I did not participate
in any of the of the issues that you cite. Nor
did I lobby on those issues with either De-
fense Department officials or any Members
or staff in Congress.

(9) I am honored that President Obama
nominated me to serve as Deputy Secretary
of Defense. If confirmed, I will serve the De-
partment and the nation to the best of my
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ability. It is fully consistent with my per-
sonal and professional values to return to
public service at this time.
Sincerely,
WILLIAM J. LYNN IIT
U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, DC, February 6, 2009.
Mr. WILLIAM J. LYNN,
Senior Vice President,
Raytheon Company, Arlington, VA

DEAR MR. LYNN: I have reviewed your let-
ter of February 5, 2009, in which you attempt
to address the questions I raised in a letter
to you also dated February 5th.

I am baffled by some of your answers. You
have answered questions I did not ask; you
have not answered questions I did ask; and
some of your answers appear to be incom-
plete as follows:

First, in question #1, I asked you about
your position on Section 401 of Secretary
Cohen’s Defense Reform Initiative presented
to the Senate in February 1998. You re-
sponded as follows: ‘I did not participate in
the development of Section 401. I do not re-
call having taken a position on it. At this
time, I would not support a proposal that
with no dollar limit would allow the DOD to
pay bills without a receipt.” In February
1998, you had been CFO for several months.
This issue fell directly under your purview.
How could you possibly avoid taking a posi-
tion on an issue the Secretary of Defense was
urging the Senate to adopt? As the Chief
DOD lobbyist for Raytheon today, you say it
was wrong. My question is: As the DOD CFO
back in 1998, why didn’t you know it was
wrong and speak up?

Second, in question #2, I asked: ‘“Did
‘Straight Pay’ exist at the Columbus Center
in  1998-99? You responded this way:
“Straight Pay’ did exist at the Columbus
Center in 1998-99, but the process was dif-
ferent than the one you described.”” Your re-
sponse today is a bit different from the one
you provided me in 1999. In early March 1999,
both you and Secretary Cohen reported to
me that ‘“‘Straight Pay’” did not exist. Pe-
riod. This is what Secretary Cohen said in
response to my questions at a Budget Com-
mittee hearing on March 2, 1999: ‘‘there is no
authorized procedure called straight pay.”
And he attributed that statement to you.
You are saying it existed but not exactly as
I described it. I find these explanations
somewhat confusing. Even if I did not de-
scribe it exactly right, it still existed. And
this is why I raised question #3.

Third, The Defense Finance and Account-
ing Service (DFAS) employees were pro-
viding me with documents that clearly indi-
cated that the ‘“‘Straight Pay’ did, in fact,
exist.

DFAS employees even provided me with an
elaborate set of rules on how this policy was
to be implemented. Then I received a high-
level DFAS memo that appeared to con-
stitute a direct order to suppress the policy,
bury it, if necessary, or re-name it. This
memo, dated March 8, 1999, contained the fol-
lowing instructions: ‘“‘Due to concerns over
the use of the term ‘Straight Pay’ and its
connotation, we must delete all references to
‘straight pay’ from the policy and clarify
that policy does not create an environment
for fraudulent payments. Terms such as un-
matched disbursements or direct disburse-
ments were substituted.”” As you know, un-
matched disbursements—Ilike “Straight
Pay’’—leave the door wide open to fraud and
theft. But that is a separate issue. In ques-
tion #3, I asked: “Did you instruct DFAS to
get rid of the term ‘‘Straight Pay?”’ You did
not answer this question. You responded by
saying you are not aware of that memo and
did not sign it or authorize it. I will re-
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phrase the question, because some high offi-
cial was probably creating pressure for this
change. While CFO, did you ever issue any
instructions to DFAS or anyone else regard-
ing use of the term or words ‘‘Straight Pay’’?

Fourth, in question #5, I asked you if you
approved and signed documents authorizing
‘‘Straight Pay.” In your response, you tell
me why the policy was necessary but do not
accept direct responsibility for approving
the policy. While CFO, did you ever approve
and sign documents authorizing ‘‘Straight
Pay’’?

Fifth, in question #6, I asked you about
your knowledge of the arbitrary allocation
scheme—also known as ‘‘Bucket Billing”’—
used at the Columbus Center for making
progress payments on contracts. At the
time, both the GAO and DOD IG had declared
that this policy was illegal. As you may re-
member, I addressed this matter in great de-
tail with your predecessor, Mr. John Hamre.
You now report that a new policy was put in
place on August 31, 1998. You also reported
that the IG reviewed and approved that pol-
icy. Having a new policy is an important
first step, but my question is this: Is the new
policy working as advertised? In 1999, did
you follow-up and check to see if payments
were being posted to the correct appropria-
tion accounts?

Sixth, in question #7, I asked you about
your association with Mr. Gregory B. Craig,
who was directly involved in the review and
approval of the waiver you were granted in
connection with President Obama’s new eth-
ics rules. I asked this question: ‘‘Please char-
acterize your relationship with Mr, Craig?”’
You answered: ‘I served with him on the
staff of Senator Kennedy in the late 1980s.”’
Again, please characterize your relationship
with Mr. Craig? What discussions took place
between you and Mr. Craig regarding this
matter?

Seventh, I will re-phrase question #9 as fol-
lows: Do you believe that your nomination is
fully consistent with the spirit and intent of
the “Revolving Door Ban’ in paragraphs 2 &
3 of Section 1 of the new rules?

I very much appreciate your patience and
cooperation with this matter.

Sincerely
CHARLES GRASSLEY,
Ranking Member.

FEBRUARY 9, 2009.
Hon. CHARLES E. GRASSLEY,
Ranking Member, Committee on Finance, U.S.
Senate, Washington, DC.

DEAR SENATOR GRASSLEY: I am writing in
response to your letter of February 6, 2009.
You asked some additional follow up ques-
tions to your letters of February 3, 2009 and
February 5, 2009.

(1) You asked about my position on Sec-
tion 401 of the Defense Reform Initiative in
1998. As I indicated, the development of Sec-
tion 401 took place before I took office as
Under Secretary in late 1997, so I was not en-
gaged in the process that led to the inclusion
of Section 401 in the Defense Reform Initia-
tive. Further, Section 401 was dropped before
I ever had an opportunity to review or take
a position on the provision.

(2) You asked for further clarification on
the issue of ‘“‘Straight Pay’’ at the Defense
Finance and Accounting Service (DFAS) Co-
lumbus Center. To my knowledge, ‘‘Straight
Pay’” was an informal term used to describe
a payment process in the Air Force network.
Your March 1999 letter and your Budget
Committee hearing question to Secretary
Cohen used the term ‘‘Straight Pay’ dif-
ferently, that is to describe the pre-valida-
tion process used by the Mechanization of
Contract Administration System (MOCAS)
at the Columbus Center. The purpose of my
response to your letter and Secretary
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Cohen’s response to your hearing question in
1999 was not to argue over the term
“Straight Pay’’, but rather to explain the
pre-validation process used at Columbus ac-
curately and fully. Specifically, we both de-
scribed how the three-way match procedures
worked. They required that no payments
could be made without a valid invoice, a
valid contract, and a valid receiving report.
If this three-way match existed, the policy
allowed payment without a matching obliga-
tion in the accounting records, with the pro-
viso that the Military Services update the
accounting records to ensure that a valid
payment had been made.

(3) As I wrote previously, I was not aware
of the March 8, 1999 DFAS memo that DFAS
employees provided to you. Nor do I recall
ever issuing instructions to DFAS or anyone
else regarding the use of the term ‘‘Straight
Pay’’.

(4) You asked about documents that I
signed authorizing ‘‘Straight Pay’’. I am not
aware of any official documents that I signed
that included the term ¢‘Straight Pay’’. I
did, however, approve and sign documents
that authorized the three-way match process
described in my answer in paragraph 2 above.
These included the March 9, 1999 memo, to
which you referred in your February 5, 2009
letter. This memo re-authorized a temporary
increase in the threshold on new contracts
paid by the MOCAS system due to the back-
log of payments. The original authority for
the temporary increase in the threshold was
a December 1998 memo, which I also ap-
proved and signed.

(5) With regard to the new policy that I di-
rected on progress payments in 1998, I did
follow up and found DFAS was following the
payment distribution instructions required
by that policy. It is my understanding that
the policy remains in practice today with
some enhancements to further ensure pay-
ment distribution is made in accordance
with the contract.

(6) As I stated in my previous letter, Mr.
Gregory Craig and I were co-workers on Sen-
ator Kennedy’s staff in the late 1980s. Over
the ensuing decades, we have had only very
few contacts. Additionally, my contacts with
the review and approval of my waiver were
not with Mr. Craig, but with his colleagues
in the White House Counsel’s office, who con-
ducted the extensive analysis supporting the
waiver. Ultimately, this analysis was then
reported and approved by Mr. Craig.

(7) 1 believe that my nomination is con-
sistent with the spirit and intent of Presi-
dent Obama’s Executive Order. I, like every
nominee, am bound by the Order’s provi-
sions. However, because of my previous work
experience, I was granted a waiver to a por-
tion of Section 1, which is allowed under Sec-
tion 3 of the Order. The reasons for receiving
the waiver were described in a February 3,
2009 letter to you from Mr. Peter Orszag, Di-
rector of OMB and Mr. Craig, White House
Counsel. Notwithstanding, I remain bound
by the Order’s revolving door exit provisions
as well as all other provisions contained in
the Order.

Thank you for the opportunity to respond
to your questions.

Sincerely,
WILLIAM J. LYNN IIT.

Mr. GRASSLEY. I believe this policy
developed under Mr. Lynn’s leadership
was dangerous, misguided, and irre-
sponsible. It demonstrated a lack of
sound business judgment. It may have
been inconsistent with various provi-
sions of law. Because don’t the tax-
payers expect you write a check, you
have a reason for writing it, you have
an invoice or something that says you
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owe X number of dollars? Straight pay
left the taxpayers’ hard-earned money
vulnerable to fraud and theft, and we
have had that.

I was not alone in this assessment.
At my subcommittee hearing on Sep-
tember 28, 1998, the Government Ac-
countability Office witness said essen-
tially the same thing. DFAS payment
policies in Mr. Lynn’s watch left the
door wide open to fraud.

For all these reasons, I have to say
Mr. Lynn, as Chief Financial Officer,
did not do everything humanly possible
to protect the taxpayers’ interests.
When he pushed the straight pay policy
and went silent on pay-and-chase, he
did not act in the public interest.

As Chief Financial Officer, Mr. Lynn
was also supposed to do his part to de-
velop and integrate a finance and ac-
counting system that would allow the
Department of Defense to produce a fi-
nancial statement that could earn a
clean audit opinion. I know this is a
massive and complex undertaking, but
Mr. Lynn could have gotten the ball
rolling in the right direction, even if he
didn’t get it under control.

I can guarantee one thing: The prin-
ciple of straight pay was not conducive
to the creation of an integrated ac-
counting system. One of the first steps
in that process is to link obligations to
disbursements. Straight pay truncated
that link and undermined integration.

Although he claimed to have
launched several important reform ini-
tiatives, there appears to be little or no
measurable progress toward the goal of
integration on his watch. In fact, his
payment policies probably took us in
the wrong and opposite direction and
had an opposite effect. The Depart-
ment’s books of account were a mess
when Mr. Lynn became Chief Financial
Officer, they were a mess when he left,
and I have a feeling they remain a mess
today, with no fix in sight.

Congress passed the Chief Financial
Officers Act in 1990 in an attempt to fix
the problems in accounting of Govern-
ment finances in every department.
Eighteen years after this legislation,
the Department of Finance, as a whole,
has yet to earn a clean audit.

Mr. Lynn should not be the only per-
son held accountable for poor account-
ing at the Department of Defense. He
was one of many individuals in a long
line of Chief Financial Officers and
Comptrollers who, for whatever reason,
were unsuccessful in solving the finan-
cial misstep at the Defense Depart-
ment. Mr. Hamre, his predecessor, used
to say: ‘“‘Fixing this problem is like
changing a tire on a car going at 100
miles per hour.”

I have shared some of my sentiments
on Mr. Lynn’s performance as Chief Fi-
nancial Officer. I hope these insights
are helpful to my colleagues before
they vote yes or no on this nomination.
If confirmed, we hope he will do every-
thing possible to protect our national
security. We hope he will protect the
taxpayers’ hard-earned money, and we
hope he will make sure the taxpayers’
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money is wisely spent and, most impor-
tantly, spent according to law. We hope
he will usher in a new era of financial
accountability at the Department of
Defense. At this point, we simply don’t
know what Mr. Lynn will do. I don’t
own that crystal ball that would be
necessary to make that determination.
It is all about the future, and that is
relatively unknown. But we do know
something about what he did in the
past as the Department of Defense
Chief Financial Officer.

As Chief Financial Officer, he advo-
cated very questionable accounting
practices that obviously were not in
the public interest. Writing a check in
any department without knowing what
that check is paying for is not in the
public’s interest. It is not a wise ex-
penditure of public money. We need ac-
counting systems that account for
every dollar going out, having a pur-
pose of a service or a product that it
bought. I urge my colleagues then to
weigh those considerations in reaching
a decision on how to vote on the Lynn
nomination.

Lastly, I wish to take a moment to
thank the Senate Armed Services Com-
mittee leadership, both Republican and
Democratic, and their staff for their
patience on this issue. I appreciate the
time Chairman LEVIN has given me to
discuss this nomination. I lay every-
thing I have said before the Senate for
consideration.

I have already sought permission to
have some of these documents printed
in the RECORD, so I don’t think I have
to do that.

I yield the floor.

Mr. LEVIN. Mr. President, I yield
myself 10 minutes.

Let me, first, thank Senator GRASS-
LEY for his dedication to trying to
change the climate around here. He has
been on the forefront. I happen to dis-
agree with him on the conclusion he
has reached—or apparently reached—
relative to Mr. Lynn for reasons I will
go into. Nonetheless, he has been an
advocate of reform and he continues to
do that. I will explain why I think, in
this instance, his concerns do not fit
the situation.

In the first instance, when he sug-
gested the President is changing the
rules as we go along by providing a
waiver to Mr. Lynn as part of the new
Executive order, that is part of the Ex-
ecutive order.

Let’s not change the rules during the
game. That is part of the rule Presi-
dent Obama has adopted in the new Ex-
ecutive order. It has some very strin-
gent requirements. Part of them are
waived by the President’s Office of
Management and Budget—in this case,
for reasons they gave. Part of the new
rule is not waived, the critical
postemployment prohibition that ap-
plies to Mr. Lynn. I think that for the
reasons given by President Obama’s
Budget Director, the waiver is a legiti-
mate one, central in this case for the
reasons given.

By the way, when we talk about
waivers, this is not at all unique. Mr.
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Lynn’s situation is not in the least bit
unique. Waivers have been given and
provided in previous cases because sen-
ior officers have had experience in the
private sector. Secretary Gates was
subject to the same rule, subject to the
same waiver requirement. Secretary
Rumsfeld was subject to the same
waiver and the same waiver require-
ment, as were Deputy Secretary Eng-
land and Secretary Wolfowitz. This has
been a common practice. I don’t think
anybody in those cases, or in any other
case we know about, where either a
waiver has been required or the waiver
provision has been applicable—we
know of no situation where there was a
conflict of interest.

What President Obama has done is
tighten the requirement. He also pro-
vided for the possibility of a waiver for
part or all of the new requirement.
Part of the new requirement has been
waived by the new President, but to
suggest that he simply has waived his
new requirement is not accurate be-
cause part of it was not waived. The
critical part not waived is that the new
officeholder, if confirmed—Deputy Sec-
retary Lynn—will be subject to the
prohibition that he may not lobby any-
body in the Government if he leaves be-
fore the administration finishes, nor
may he lobby anybody in the Depart-
ment of Defense for a year after he
leaves. These are very strict, new re-
quirements that are not waived in the
case of Secretary Lynn. What has been
waived by the administration is the
other part of the Executive order. That
is No. 1.

Senator GRASSLEY has gone into a lot
of technical arguments relative to Mr.
Lynn when he previously served. I
want to deal with that the best we can.

These events took place 7 to 10 years
ago, but they don’t involve ethics
issues at all. They involve what Mr.
Lynn said in letters relative to certain
accounting practices at the Depart-
ment of Defense at that time. I have
reviewed these answers, and the ques-
tions were very appropriate questions
asked by Senator GRASSLEY. I com-
mend him for asking the questions.

There were 4 separate letters to Mr.
Lynn, with 30 detailed questions about
practices for validating vendor pay-
ments in certain parts of the Depart-
ment of Defense more than 10 years
ago. Mr. Lynn has responded to every
one of the letters Senator GRASSLEY
very appropriately wrote, and to each
of his questions. It is my view, after
reading all of the questions and the an-
swers, that while the vendor payments
that were described by Senator GRASS-
LEY are real, No. 1, it is not fair to at-
tribute those problems to Mr. Lynn.
Secondly, the problems as described by
Mr. Lynn and the responses he gave
were accurate.

First, the description was of the pay-
and-chase—the way of paying vendors.
That system was illegal. You cannot
pay a vendor without checking that in-
voice against the contract or against
the receipt of the goods. That was the
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problem with the pay-and-chase sys-
tem. There was a failure to check the
invoice that came in, the document
that the goods were received and that
they were proper under the contract.
That system ended. It had to end; it
was illegal. A new system was put into
place where the vendor’s bill was
checked against the receipt of the
goods and against the contract. That is
a very different deal. It is a legal sys-
tem. Unlike so-called pay-and-chase,
which preceded it, which was illegal,
what Senator GRASSLEY and others
have described as a straight pay sys-
tem was legal. The problem is that it
was a confusing name because it im-
plied that the previous system of not
checking an invoice against the receipt
of the goods or the contract continued,
when it did not continue. It was dra-
matically changed from something

that was illegal to something that was
legal.
For instance, Senator GRASSLEY,

when he wrote Mr. Lynn back on Janu-
ary 29, 2009, said:

Straight pay allowed the technician to ig-
nore the warning signals and make payments
up to half a million dollars without checking
documentation.

That is not accurate. They had to
check documentation. There were some
things they could not check because
the systems are deficient at the De-
partment of Defense, including what is
the original source of the money in the
Defense Department’s budget. Does it
come from R&D or does it come from
acquisition? That part, they still can-
not check. Those systems have been de-
ficient, and continue to be, but with
the help of this body and hopefully real
energy in the DOD, that can be cor-
rected. We all need that.

Senator GRASSLEY has been in the
forefront of trying to get these kinds of
controls in place. I commend him for
that. But it is not accurate to say that
straight pay, so-called, which was the
followup system, allowed these pay-
ments without checking documenta-
tion. That is what Mr. Lynn disagrees
with. When you look at his answers,
that is the disagreement between Mr.
Lynn’s answers and what Senator
GRASSLEY describes as being accurate.

Part of the problem here, by the way,
that Senator GRASSLEY had is not with
Mr. Lynn, it is with Secretary Cohen.
Repeatedly and accurately, Senator
GRASSLEY points to the action of then-
Secretary of Defense Cohen, saying he
didn’t do this, and Mr. Lynn didn’t
change it, or Secretary Cohen didn’t do
something, and Mr. Lynn did not dis-
agree. The problem was with the Sec-
retary of Defense, which is outlined by
Senator GRASSLEY, to the extent that
it exists.

It is hard for me to believe Secretary
Cohen would not be eligible to be Sec-
retary of Defense again or would not be
confirmed unanimously by this body.
Yet the mistakes attributed to Mr.
Lynn are also attributed to then-Sec-
retary Cohen, for whom Mr. Lynn
worked. But does anyone seriously sug-
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gest that if Secretary Cohen were re-
appointed as Secretary of Defense, we
would not confirm Bill Cohen by a vote
of 100 to 0?

So, Mr. President, without getting
into a lot more detail—and these are
incredibly complicated and detailed
issues—let me summarize by saying
that the difference here has been de-
scribed—there is a difference over the
description of a system of payment and
the way in which Mr. Lynn describes
it. When you look at his complete an-
swers, it seems to me, there is a fair
description of what the problem was.

Mr. President, I yield the floor.

The PRESIDING OFFICER. The Sen-
ator from Rhode Island is recognized.

Mr. REED. Mr. President, I rise to
express my support for William Lynn
to be confirmed as Deputy Secretary of
Defense. Bill has a combination of ex-
perience and sound judgment. He
worked here on Capitol Hill as a sig-
nificant policy aide to Senator KEN-
NEDY on the Armed Services Com-
mittee. He has been the comptroller of
the Department of Defense. He has de-
tailed and specific knowledge of the
vast programs that will be handed over
to the DOD. He has also worked in in-
dustry. Frankly, the job of Deputy Sec-
retary of Defense is a place in which all
these roads come together—the rela-
tionship with Capitol Hill, the relation-
ship with industry, and a detailed un-
derstanding and knowledge of the way
the Pentagon really works from the in-
side, not from the outside.

He is uniquely situated to take on
these daunting challenges that face us,
at a time when we are engaged in two
conflicts—Afghanistan and Irag—and a
continuing war against extremists
across the globe and at a time when
our budget is going to be challenged be-
cause of a declining economy in the
United States and across the globe.
The difficult judgments that have to be
made require the expertise and experi-
ence Bill Lynn can bring and few can
match.

One other thing that I think is par-
ticularly compelling about this nomi-
nation is the enthusiastic support of it
by the Secretary of Defense, Bob Gates.
There is no one in Government whom I
admire more for their patriotism, their
sacrifice to the Nation, and their serv-
ice. The Secretary of Defense has made
it very clear that he believes Bill Lynn
is someone whom he not only can work
with, but he will aid him immensely in
his extraordinary challenges to face
the threats I have already illustrated.
For me, Bob Gates’s testimony and en-
dorsement is compelling evidence that
this Senate should confirm Bill Lynn
immediately this afternoon.

As I mentioned before, Bill worked in
the Department of Defense. He has
knowledge of the whole range of pro-
grams. That is absolutely critical be-
cause he will have to make judgments
about these programs to advise the
Secretary of Defense.

For his work at the Department of
Defense—which has been talked about
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this afternoon, but this wasn’t men-
tioned—he received the Joint Distin-
guished Civilian Service Award from
the Chairman of the Joint Chiefs of
Staff. Again, the military understands
not only the important duty he is per-
forming but also, in their own conduct
and affairs, understands the values of
integrity, character, and commitment
to the national interest. He has won
awards from the Army, Navy, and Air
Force. He also received the 2000 Distin-
guished Federal Leadership Award
from the Association of Government
Accountants for his efforts to improve
defense accounting practices.

He also gained valuable experience
within private industry. Again, Bill is
not unique in having an industry back-
ground. In fact, the current Deputy
Secretary of Defense, Gordon England,
came from an industry background. My
observation of Secretary England is
that his performance has been out-
standing, aided by the insight he has
had into the multibillion-dollar con-
tracts that industry has with the De-
partment of Defense, insight he has
into the decisionmaking in corporate
America, insight he has into the way
business is done in the defense commu-
nity. That has aided him, not disabled
him, in doing an excellent job. Once
again, Bill Lynn comes from a similar
background. As Chairman LEVIN point-
ed out, the Secretary of the Navy, who
I also believe has done an outstanding
job, also came from a background in
the defense industry.

This goes also to the other issue
raised about the waiver. Essentially,
Bill Lynn stands in the same shoes, 1
think, as Gordon England and others—
ladies and gentlemen who worked in
private industry but recognized when
they took the oath to serve the people
in this country, they had only one
boss—the people of the United States.
They are committed to that duty.

Also, I think, frankly, the rules have
been followed scrupulously by his pred-
ecessors and will be followed by Bill
Lynn regarding conflicts with his pre-
vious employer. I believe he is going to
err on the side of caution when it
comes to programs that may be under
the purview of his previous employer,
or anyone else, because having gotten
to know Bill, I understand he is not
only a man of intelligence but a man of
character.

We have someone uniquely situated
to begin to aid the Secretary of De-
fense in the important challenges be-
fore us: How do we create a strategy of
redeploying forces successfully out of
Iraq? How do we increase our presence
in Afghanistan and help military and
civilian agencies to deal with that
troubling situation? How do we deal
with issues of defense modernization?
How do we prepare for longer term
threats? How do we continue to be ac-
tive across the globe to, we hope, pre-
empt terrorist activities, whether it be
in the Near East, Far East, or anyplace
on this globe?
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Again, Bill Lynn is superbly qualified
to do this. He is a graduate of Dart-
mouth with a law degree from Cornell
Law School, and a master’s in Public
Affairs from the Woodrow Wilson
School at Princeton—again, superb
academic preparation and superb life
preparation. He is someone who has,
again, the character and the insights
to render remarkable service to the De-
partment of Defense.

I hope my colleagues will join with
me in supporting this nomination,
rounding out a team of excellent patri-
ots and professionals in the Depart-
ment of Defense. I must commend
President Obama. He made a very
sound, I won’t say unusual, but unex-
pected announcement early on by offer-
ing the position of Secretary of Defense
to Bob Gates. Bob served with distinc-
tion under President Bush. President
Obama recognized, first, the quality of
this Secretary, Secretary Gates, and
also the need for continuity in the op-
erations of the Department of Defense.
That was a strong not only signal of
continuity but endorsement of the
work and effort of thousands and thou-
sands of uniformed military personnel
and civilian employees in the Depart-
ment of Defense. That choice was am-
plified in his selection of Bill Lynn.
Again, the endorsement of Secretary
Gates speaks volumes about the team
President Obama has put together.

I hope at the conclusion of this de-
bate, we could send a very strong vote
of confirmation and confidence in the
team that President Obama has assem-
bled—Secretary Gates, hopefully Dep-
uty Secretary Lynn, and the other
members—because the tasks before
them are, indeed, daunting and because
their success will be our success.

Mr. GRASSLEY. Mr. President, I
apologize to Chairman LEVIN. I had to
leave the floor to attend a conference
meeting on the stimulus bill before he
finished his remarks.

I would like to rebut his remarks re-
garding Mr. Bill Lynn.

In regards to the Executive order on
ethics, I agree President Obama is at-
tempting to set high standards for ex-
ecutive branch appointees; however,
giving special waivers to nominees
such as Mr. Lynn water down the spirit
and authority of his own Executive
order. I would ask President Obama:
How many more waivers will you grant
in the next 4 years?

I say to Chairman LEVIN, you seemed
to blame former Defense Secretary
Cohen for the financial troubles at
DOD, not Mr. Lynn. I could not dis-
agree with you more on this issue.
Chief Financial Officer Lynn was chief-
1y responsible for the policies and regu-
lations governing accounting practices.
His straight-pay policy went against
all commonsense accounting practices.
DFAS technicians should not have paid
bills like they did without first con-
firming that the proper obligations
were in the books of account.

Mr. President, I yield the floor and
suggest the absence of a quorum.
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The PRESIDING OFFICER. The
clerk will call the roll.

The assistant legislative clerk pro-
ceeded to call the roll.

Mr. INHOFE. Mr. President, I ask
unanimous consent that the order for
the quorum call be rescinded.

The PRESIDING OFFICER. Without
objection, it is so ordered.

Mr. INHOFE. Mr. President, I ask
unanimous consent that I be recog-
nized for 10 minutes.

The PRESIDING OFFICER. The Sen-
ator from Oklahoma is recognized.

Mr. INHOFE. I thank the Chair.

(The remarks of Mr. INHOFE per-
taining to the introduction of S. 412 are
located in today’s RECORD under
“Statements on Introduced Bills and
Joint Resolutions.”’)

Mr. INHOFE. I suggest the absence of
a quorum.

The PRESIDING OFFICER (Mr.
BURRIS). The clerk will call the roll.

The assistant legislative clerk pro-
ceeded to call the roll.

Mr. ENSIGN. Mr. President, I ask
unanimous consent the order for the
quorum call be rescinded.

The PRESIDING OFFICER. Without
objection, it is so ordered.

Mr. ENSIGN. Mr. President, I ask to
speak as if in morning business and
have the time counted against our side.

The PRESIDING OFFICER. Without
objection, it is so ordered.

(The remarks of Mr. ENSIGN are
printed to today’s RECORD under
‘“Morning Business.”’)

The PRESIDING OFFICER. The Sen-
ator from Oklahoma is recognized.

Mr. COBURN. Mr. President, I thank
my friend from Nevada. I wish to spend
just a few minutes. I am not going to
talk for a long period of time, and I
will yield back my time.

I am extremely concerned with the
nomination of Mr. Lynn. It has nothing
to do with Mr. Lynn. Some can be crit-
ical of his time as Comptroller. Some
can be critical of some of the lack of
forthrightness in some of the answers
about the accounting and controlling
and auditing systems in the Pentagon,
and I think that is rightly so. We had
several hearings on IT improvements
and waste in the contracting of IT
through the Pentagon. We had several
hearings in the last two Congresses
about the waste in contracting. Mr.
Lynn dealt with a large amount of
that.

Let that be as it may. The reason I
stand to speak against his nomination
is this is a nomination that is going to
be the person who runs the day-to-day
operation of the Pentagon. If you look
at management experience, what there
has been in running an organization
that has 2.9 million employees—it is
the largest component, even including
mandatory programs, that we have.

It also is the area where we have
some of the greatest amount of waste.
We had it during his tenure as Comp-
troller. We had it during the Bush ad-
ministration years. Why would we put
someone into that position who has not
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performed in a stellar fashion when
given the authority to fix a lot of those
problems before? Why would we put
someone in charge who is going to be
handicapped? There is no question,
given the waiver he has received, he
will be absolutely handicapped in all
the contracting that goes before the
Pentagon.

Let me explain. His former company
is one of the five largest defense con-
tractors in the country. It is not just
the areas he has lobbied in the past few
years, such as the Aegis Ballistic Mis-
sile, the DDG-1000 destroyer, the Ex-
calibur precision-guided munitions, the
Joint Liand Attack Cruise Missile De-
fense Netted Sensor System and the
Multiple Kill Vehicle System, which
comes to $41 billion, 10 percent of the
Pentagon’s budget, but every other
contract that has Raytheon as a sub-
contractor from which he is going to
have to recuse himself.

What he is going to be limited to is
personnel matters and accounting mat-
ters. He will not be able to make those
decisions without first getting a waiver
to make them and then, if you are
granting a waiver to make the excep-
tion and make a decision, here is what
is going to happen.

Let me give the history of the tanker
program in the United States. We,
first, had a contract let to Boeing,
which was complicated by some very
bad acting on the part of Boeing and
some Defense Department officials, and
it got thrown out.

We last had a contract for the tanker
program that was awarded to EADS.
There was a protest filed on it. It got
thrown out.

Everything he is not involved with,
Raytheon can file a protest that they
were excluded because the manage-
ment chain was not the same. We have
created the basis for a new protest on
everything Raytheon will not win in
the future. If Raytheon does win a con-
tract, we have created a protest for ev-
eryone who wasn’t Raytheon to protest
because there is a conflict of interest.

Ask yourself, in this dire economic
time we are in, with the largest agency
we have, why we would put somebody
in that position who is going to be—for
at least 1 year and probably for 2, if we
wanted to ethically look at it—totally
out of the realm of the most impor-
tant, outside our military men and
women, most important aspect of the
Pentagon, which is purchasing, con-
tracting defense weapons systems.

We are setting a man in a position. It
is no reflection on him. He is very
knowledgeable. He has been a good
public servant. We are putting him in a
position to fail. We have guaranteed
that contracting will not go smoothly
at the Pentagon because we have cre-
ated two new bases for protests over
contracts. We can go through all the
contracting, and it is going to be
raised—and rightly so. There is going
to be a legitimate protest on both sides
of these issues that is going to delay
the ability of the American people to
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contract for things we should be con-
tracting for. More importantly, it is
going to significantly raise the cost.

The third point I would make is, be-
cause he is going to have to exclude
himself from the vast majority of deci-
sions in contracting and purchasing,
the very position he is meant to fill, to
run the day-to-day operations, means
Secretary Gates is going to have to run
the operations. If he has to run the op-
erations himself, why does he need a
Deputy Secretary of Defense?

President Obama, I think rightly, has
asked Secretary Gates to stay on. I
think the continuity with that was
great. I am sorry he didn’t ask others
to stay on until we got past this period
of time. In spite of the good will of Mr.
Lynn, a man of character, a man of in-
tegrity, we have set him up to fail.

I have no doubt he is going to be
placed in that position today when we
vote. But we ought to think. The big-
gest problem we have with our body, in
terms of what we do, is we do not think
long run. We think short term. What
we have done is totally handicapped
him, but we are also going to handicap
our military.

This is not a time we should be doing
that. We should be creating a stream-
lined procurement process that re-
builds the procurement offices, which
need to be rebuilt—that has no ques-
tion about the authority of the Deputy
Secretary of Defense to make solid,
fair, clear, and decisive actions and de-
cisions. What we are going to do is en-
sure that does not happen.

I thought it was interesting that Sen-
ator MCCAIN’s main point was he did
not have the managerial experience to
do this. Senator McCAIN is going to
vote for him because he has such high
regard for Secretary Gates. But think
about that statement. He does not have
the managerial experience to run a 2.9
million individual organization, and he
is handicapped. We are going to handi-
cap him so he meets the ethical out-
lines President Obama so rightly has
put in place.

I think it is a bad decision. I think it
is a wrong decision. Once again, the
consequences for that will be ineffi-
ciency, ineffectiveness, and a greater
cost for this country. Anytime we have
a greater cost on anything now, it goes
directly to our kids and our grandkids.

I hope my associates in the Senate
will give a rethought to whether we
ought to handicap this man this way.
Surely somebody can fill the bill and
let Mr. Lynn wait a year and then
come in and do what he wants to do
and what President Obama wants him
to do.

Again, we will make a serious mis-
take if we approve him, not only for us,
not only for our kids but for him as he
attempts to run the largest organiza-
tion in the world.

Mr. HATCH. Mr. President, today I
rise in support of the confirmation of
William J. Lynn to be the next Deputy
Secretary of Defense.

I recently had the opportunity to
meet with Mr. Lynn and discuss many
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of the important defense challenges
that face our Nation. I came away from
that meeting duly impressed by his
dedication to seek new and innovative
solutions to many of these issues.

Throughout his career, he has dem-
onstrated a singular devotion to our
national defense. In the early 1980s he
was the executive director of the De-
fense Organization Project at the Cen-
ter for Strategic and International
Studies. This organization was a major
catalyst for the Goldwater-Nichols Act
of 1986 which transformed and modern-
ized the Department of Defense. Those
reforms are still the foundation from
which the Department operates today.

As a senior fellow at the National De-
fense University, Mr. Lynn continued
his work collecting ideas and crafting
solutions to solve a myriad of national
defense issues. Then, prior to entering
the Department of Defense, he worked
for 6 years as the military legislative
assistant to my good friend and col-
league, Senator KENNEDY, a senior
member of the Senate Armed Services
Committee.

In 1993, Mr. Lynn joined the Defense
Department and served 4 years as the
director of program analysis and eval-
uation in the Office of the Secretary of
Defense. There he oversaw the Depart-
ment’s ever-evolving strategic plan-
ning progress. He was then appointed
as the Under Secretary of Defense
Comptroller where he served 4 years
providing candid advice to the Sec-
retary of Defense on all budgetary and
fiscal matters.

His most recent endeavor was as sen-
ior vice president at Raytheon Com-
pany where he focused his energy and
expertise on strategic planning. In this
role, he ensured that a major American
corporation developed and produced
technologies that met the conflicts of
today and the dangers of tomorrow.

During these challenging times, it is
essential we have leaders in our De-
fense Department with strength of pur-
pose and a vision for innovation. Wil-
liam Lynn is such a leader. I am proud
to pledge my support and look forward
to working with him to create smart
and effective solutions that support the
brave men and women who defend our
Nation.

Mr. FEINGOLD. Mr. President, con-
sistent with my practice of deferring to
Presidents on executive branch nomi-
nations, I will vote to confirm William
Lynn to be Deputy Secretary of De-
fense. I do have some concerns, how-
ever, about Mr. Lynn’s longtime serv-
ice as a lobbyist for a major defense
contractor. I hope that, if confirmed,
Mr. Lynn will take seriously the need
for serious reforms to address the De-
partment’s troubling record of finan-
cial mismanagement.

Mr. LEVIN. Mr. President, I ask
unanimous consent that the vote on
the confirmation of the nomination of
William J. Lynn occur at 5 p.m. today,
with the other provisions of the pre-
vious order remaining in effect.

The PRESIDING OFFICER. Without
objection, it is so ordered.
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Mr. LEVIN. Mr. President, I suggest
the absence of a quorum.

The PRESIDING OFFICER. The
clerk will call the roll.

The bill clerk proceeded to call the
roll.

Mr. SESSIONS. I ask unanimous con-
sent that the order for the quorum call
be rescinded.

The PRESIDING OFFICER. Without
objection, it is so ordered.

Mr. SESSIONS. Mr. President, I am
pleased today to support the confirma-
tion of Mr. William J. Lynn, III, for the
important position of Deputy Sec-
retary of Defense. He will be the chief
deputy to the Secretary of Defense, the
largest Department of Government,
with great responsibilities for weapons
systems and to our men and women
who serve in harm’s way.

If confirmed, Mr. Lynn would be the
thirtieth deputy secretary. I firmly be-
lieve that he is uniquely qualified for
the position and would serve well in
that post. He served as Under Sec-
retary of Defense-Comptroller during
President Clinton’s administration
from 1997 to 2001. He was widely com-
mended for providing strong manage-
rial emphasis on improving the Depart-
ment’s financial management.

In addition to his service as comp-
troller, he has served as Director for
Program Analysis and Evaluation and
as Assistant Secretary of Defense for
the Budget. He has broad experience
with many of the core issues within the
Department of Defense.

My meeting with him was positive
and I have heard people comment on
his strong character. Many of the
issues that come before the Depart-
ment of Defense are contentious. Rath-
er than basing decisions on merit, peo-
ple often try to infect those decisions
with politics. I believe he will stand
firm to ensure that our men and
women in uniform get the best equip-
ment and training for the best value.
This type of judgement is a critical at-
tribute for a deputy. If the deputy is
weak; if he compromises or tries to
play politics with a defense contractor,
or allows a Member of Congress or the
executive branch to have undue influ-
ence, he can damage the reputation of
the Department of Defense. More im-
portantly, such influence can prevent
our servicemembers from getting the
best equipment at the best value in a
timely manner.

He also has 6 years of experience
working in the defense industry. He
well understands the challenges facing
both the defense industry and the De-
partment of Defense.

I am convinced his experience in
DOD, coupled with his experience in
the defense industry, makes him a
nominee we can support for this very
important position.

I yield the floor.

The PRESIDING OFFICER. The Sen-
ator from Michigan.

Mr. LEVIN. Mr. President, I thank
the Senator from Alabama for his
statement. It is a very important and
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valuable statement. He is a highly val-
ued member of the Armed Services
Committee and comments coming from
him will have an impact on this body.
I am grateful.

I suggest the absence of a quorum.

The PRESIDING OFFICER. The
clerk will call the roll.

The legislative clerk proceeded to
call the roll.

Mr. WICKER. Mr. President, I ask
unanimous consent that the order for
the quorum call be rescinded.

The PRESIDING OFFICER (Mr. NEL-
SON of Florida). Without objection, it is
so ordered.

The question is, Will the Senate ad-
vise and consent to the nomination of
William J. Lynn, III, of Virginia, to be
Deputy Secretary of Defense?

Mr. LEVIN. Mr. President, have the
yeas and nays been ordered?

The PRESIDING OFFICER. The yeas
and nays have not been ordered.

Mr. LEVIN. I ask for the yeas and
nays.

The PRESIDING OFFICER. Is there a
sufficient second? There is a sufficient
second.

The question is, Will the Senate ad-
vise and consent to the nomination of
William J. Lynn, III, of Virginia, to be
Deputy Secretary of Defense?

The clerk will call the roll.

The assistant legislative clerk called
the roll.

Mr. DURBIN. I announce that the
Senator from Massachusetts (Mr. KEN-
NEDY) is necessarily absent.

Mr. KYL. The following Senator is
necessarily absent: the Senator from
New Hampshire (Mr. GREGG).

The PRESIDING OFFICER. Are there
any other Senators in the Chamber de-
siring to vote?

The result was announced—yeas 93,
nays 4, as follows:

[Rollcall Vote No. 62 Ex.]

YEAS—93
Akaka Ensign Merkley
Alexander Enzi Mikulski
Barrasso Feingold Murkowski
Baucus Feinstein Murray
Bayh Gillibrand Nelson (FL)
Begich Graham Nelson (NE)
Bennet Hagan Pryor
Bennett Harkin Reed
Bingaman Hatch Reid
Bond Hutchison Risch
Boxer Inhofe Roberts
Brown Inouye Rockefeller
Brownback Isakson Sanders
Bunning Johanns Schumer
Burr Johnson Sessions
Burris Kaufman Shaheen
Byrd Kerry Shelby
Cantwell Klobuchar Snowe
Cardin Kohl Specter
Carper Kyl Stabenow
Casey Landrieu Tester
Chambliss Lautenberg Thune
Cochran Leahy Udall (CO)
Collins Levin Udall (NM)
Conrad Lieberman Vitter
Corker Lincoln Voinovich
Crapo Lugar Warner
DeMint Martinez Webb
Dodd McCain Whitehouse
Dorgan McConnell Wicker
Durbin Menendez Wyden

NAYS—4
Coburn Grassley
Cornyn McCaskill
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NOT VOTING—2

Gregg Kennedy

The nomination was confirmed.

The PRESIDING OFFICER. Under
the previous order, the motion to re-
consider is considered made and laid
upon the table.

The President will be immediately
notified of the Senate’s action.

—————

LEGISLATIVE SESSION

The PRESIDING OFFICER. The Sen-
ate will resume legislative action.

———————

MORNING BUSINESS

Mr. DURBIN. Mr. President, I ask
unanimous consent that the Senate go
into a period of morning business, with
Senators permitted to speak therein up
to 10 minutes.

The PRESIDING OFFICER. Without
objection, it is so ordered.

—————

THE STIMULUS

Mr. ENSIGN. Mr. President, I wish to
speak briefly. I know my friend from
Oklahoma is going to come back and
speak, but I wish to make a couple
comments. I know there has been a
deal reached on the stimulus bill. I
wish to make a couple comments about
that.

We have not received the bill. There
are rumors going around about this,
that, and the other. One of the details
that seems to be coming out is that the
housing portion of the stimulus bill has
been cut down dramatically.

I had an alternative to the stimulus
bill that focused on housing, to a great
degree, and also targeted some tax cuts
to families and small businesses to cre-
ate jobs. The reason we focused a great
deal of it on the housing problem was
because the housing problem is the
cancer that has dragged the rest of the
economy down. It has spread through-
out the rest of the economy.

As any person in the medical field
understands that if you just treat the
symptoms and not the underlying
cause, the patient gets sicker and sick-
er. Unfortunately, the President is
talking about fixing housing but cer-
tainly not at this point.

It is regrettable that we didn’t take a
big portion of the money that is being
spent in this stimulus bill and actually
fix housing. It is very disturbing be-
cause we are going to spend $800 billion
and who knows how much more in
order to fix the housing problem. We
are running up debt after debt on our
children. This is their credit card we
are running up, and they are going to
have to pay higher taxes into the fu-
ture.

Once we get the bill, we are going to
have to take a close look over the next
day or two and go through it. It is very
disappointing, it appears, that this
stimulus bill is going to do very little,
if anything, to fix the housing problem
in the United States. My home State of
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Nevada leads the country in fore-
closures. We understand what other
States are starting to go through or
just recently have been going through,
and how severely it affects the econ-
omy. It is unfortunate that the stim-
ulus bill that is supposed to fix the
economy is not addressing the No. 1
problem we have in the United States.
——

LAS VEGAS TRAVEL

Mr. ENSIGN. Mr. President, it seems
as though reason and common sense
are once again being tossed aside. I am
referring to the recent remarks by
President Obama when he singled out
one of the most premiere cities in the
world, Las Vegas.

When it comes to convenience and af-
fordability, very few, if any, places in
the world can compare to Las Vegas. It
is home to more than 140,000 hotel
rooms, millions of feet of meeting
space, and a central geographic loca-
tion that makes it easy for employees
from around the country to come to
meet.

It is no wonder so many businesses
decide to have their conventions in Las
Vegas. It is more than convenience,
though. Las Vegas offers a value that
is unique. For instance, the average
hotel room today in Las Vegas is $119 a
night. That is why I find it disturbing
that Las Vegas is being singled out.

It is more than that. Take Goldman
Sachs as one example. First, it goes
without saying that all companies that
are receiving TARP funds must be re-
sponsible and not waste precious tax-
payer dollars. Because of recent criti-
cism, Goldman Sachs announced that
it was moving a 3-day conference from
Las Vegas to San Francisco. To do this
though, they had to pay a $600,000 can-
cellation fee, re-route flights, and re-
book the same trip in another city,
which is even more expensive than Las
Vegas.

I ask, is that common sense? Let me
repeat this. They had to pay more than
a half million dollars in cancellation
fees, re-route flights, and re-book the
same trip in another, more expensive
city. For what? So that Goldman can
promote a false sense that it was
spending the taxpayers’ money more
wisely. This is ridiculous. This is what
the American people are sick of.

Is San Francisco a more affordable
city than Las Vegas? Actually, it is
much more expensive. I will shoot this
straight. What Goldman Sachs did was
purely a phony public relations gim-
mick, but it is not fooling anyone. The
conference they booked in Las Vegas is
still taking place. Now it is just much
more expensive. This makes no sense
at all. So let’s cut to the chase.

Wherever these meetings take place,
business takes place. Let me give you
an example. The Consumer Electronics
Show, known as CES: This is an annual
business meeting in Las Vegas. CES
attendees come to Las Vegas from over
140 countries around the world. They
can conduct a year’s worth of business
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