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Mrs. EMERSON. The hearing will come to order.
I would like to welcome my Subcommittee ranking member Joe
Serrano and I would like to extend a special welcome to you all.
Thank you very much for your patience in allowing us to change
the hearing time. The thought of having you just sit there for an
hour while we had to go vote is just not fair. So we really appreciate it very much.
This is the first time in a long time that the Treasury Inspector
General has appeared before this subcommittee.
Welcome, Inspector General Thorson.
And this is a return appearance for the Treasury Inspector General for Tax Administration.
We are very pleased to see you again, Inspector General George.
Speaking of firsts, for the first time since 1947, the Federal Government’s debt-to-GDP ratio will exceed 100 percent. That means
that the Federal Government has mortgaged the value of all goods
and services produced in the United States this year to pay for past
and current Federal spending.
This uncontrolled appetite for spending has landed the United
States in the same elite group as Greece, Italy, Portugal, and
Spain. Unless we make measurable reductions in spending now, we
will be forced, perhaps suddenly and unexpectedly, to adopt drastic
austerity measures later. Look at England, look at Greece. The cradle of Western civilization is mired in protests over cuts to government spending.
The Appropriations Committee’s jurisdiction is limited to the discretionary spending part of the debt equation. Over the last 2
years, this Subcommittee has reduced spending in its jurisdiction
by 11 percent. I am committed to making further reductions. Deciding how and where to reduce spending is a Gordian knot, to say
the least, but one that the Committee is determined to cut with deliberate study and review.
(1)

2
Inspector General Thorson oversees all Treasury Department
programs and offices, with the exception of the IRS and TARP, and
is requesting an appropriation of $29 million and a staff of 172.
The Subcommittee is pleased that conditions will allow the IG to
conduct more audits and investigations and fewer material loss reviews. We are depending on your work to help make Treasury more
efficient.
Inspector General George oversees the IRS, which is in its third
year of implementing the healthcare act. Hard for me to believe,
but I guess it is the third year—amazing. The Subcommittee is concerned that the sheer enormity and novelty of the changes required
by the healthcare act introduces risks and uncertainties in the Department’s largest and most visible agency. Your work on all aspects of the IRS has been critical to the IRS and this Subcommittee.
Once again, welcome. We appreciate your service, and we look
forward to your testimony. But now I would like to recognize my
good friend, Mr. Serrano, for any opening statements he would like
to make.
Mr. SERRANO. Thank you, Madam Chair.
I would like to join Chairwoman Emerson in welcoming both Eric
Thorson, the Inspector General for the Department of the Treasury, and Russell George, the Treasury Inspector General for Tax
Administration, although you keep reminding me you are a Mets
fan. At least you are keeping it in New York, which is okay.
Mrs. EMERSON. I know. But the Mets—did you all beat my Cardinals yesterday?
Mr. GEORGE. You know, I am not sure. I was preparing for this
hearing.
Mrs. EMERSON. Yeah, I know. I think you did, sadly.
Mr. SERRANO. That is a great comeback line.
Both of you have important jobs in making sure that our government is working in an effective and efficient manner.
Inspector General Thorson, I understand that Dodd-Frank gave
your office an important new responsibility as the Chair of the
Council of Inspectors General on Financial Oversight. I am interested to learn more about your role in this new entity. Additionally,
I see that you have requested an approximately $1 million decrease
for the Office of Inspector General for 2013. Hopefully, we will have
a chance to discuss whether this funding level is sufficient for the
office in the coming year.
Inspector General George, thank you for once again appearing
before this Subcommittee. I think we all found your testimony last
year to be very interesting, and I look forward to hearing your
views on the current challenges facing the IRS. In particular, I am
interested in learning more about the impact that last year’s budget cuts had on the IRS and its efforts to close the tax gap. Moreover, I hope you will be able to give us your sense of the impact
on the IRS of the mandatory budget cuts that would be imposed
if sequestration occurs.
I thank you both for your service and look forward to your testimony.
Thank you.
Mrs. EMERSON. Thank you so much, Mr. Serrano.
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I will now recognize Inspector General Thorson and then Inspector General George to give his statement. If you could keep your
comments to 5 minutes or less, I would be grateful that will give
us more time for questions. Thank you so much.
Mr. THORSON. Okay.
Chairwoman Emerson and Ranking Member Serrano and Members of the Committee, I thank you for the opportunity to appear
before you this afternoon with my friend and colleague Russell
George. I appreciate that the Subcommittee is looking to us to help
identify savings and promote efficiency, a goal that we certainly
share with the Committee.
I have served as the Treasury Inspector General since 2008. My
office provides independent audit and investigative oversight of the
Treasury, except for IRS and TARP, as you mentioned. I also Chair
the Council of Inspectors General on Financial Oversight, or
CIGFO. That council was established by the Dodd-Frank Act to,
among other things, evaluate the effectiveness and internal operations of the Financial Stability Oversight Council, FSOC.
My office has three mission components: audit, investigations,
and the Small Business Lending Fund program oversight, which is
led by a Special Deputy Inspector General.
Our 2013 budget request is $28.59 million. Although our request
is $1 million less than our funding last year, I believe this request
provides for an adequate oversight presence consistent with our responsibilities under the IG Act.
I would offer two observations about Treasury as you consider
ways to improve efficiencies and to save funds.
First, several bureaus within Treasury do not receive appropriated funds for their operations: the Office of Comptroller of the
Currency, OCC; Bureau of Engraving and Printing, BEP; and the
Mint. The relatively new Office of Financial Research, OFR, and
the FSOC will soon be funded by assessments of large financial
companies.
Second, Treasury’s fiscal year 2013 budget request at the appropriated level, excluding IRS and the three IG offices, is about $35
million less than last year. This budget request supports an expansive and critical level of responsibilities that is carried out by about
4,800 full-time equivalent employees.
Treasury, among many other things, leads the Nation’s fight
against terrorist financing and money laundering. They administer
foreign sanction programs against countries such as Iran and
North Korea. They manage trillions of dollars in Federal collections
and payments and the public debt, collect alcohol and tobacco excise taxes of about $24 billion, and provide domestic assistance
through the Community Development Financial Institutions Fund,
CDFI. They also promote national security and other U.S. interests
through multilateral financial institutions such as the World Bank.
This is an extremely diverse group of responsibilities done by relatively very few people.
Each year, I provide the Treasury Secretary with my office’s perspective on the most serious management and performance challenges facing the Department. My October 2011 memorandum to
the Secretary identified four such challenges.
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The first was transforming financial regulation. Dodd-Frank established a number of new responsibilities for Treasury and the
Secretary. It created FSOC, chaired by the Secretary, to identify
risks to financial stability, respond to emerging threats to the financial system, and promote market discipline. FSOC continues to
work to meet its responsibilities, including designating non-bank financial companies for consolidated supervision and recommending
heightened standards for large, interconnected non-bank financial
companies.
The second challenge that I reported on was managing Treasury’s authorities to support and improve the economy. During the
financial crisis, Congress provided Treasury with broad new authorities under several acts: Housing and Economic Recovery Act,
Emergency Economic Stabilization Act, American Recovery and Reinvestment Act, and the Small Business Jobs Act. While certain of
these authorities have expired, Treasury continues to manage a
very significant outstanding investment portfolio.
The third challenge is combating money laundering and terrorist
financing and enforcing the Bank Secrecy Act, BSA. Treasury’s Office of Terrorism and Financial Intelligence has made good
progress in closing vulnerabilities that allowed money launderers
and terrorists to use the financial system to support their activities.
Nonetheless, significant challenges remain. One is ensuring continued cooperation and coordination of all the organizations involved in anti-money-laundering and combating terrorist financing
efforts. Many of these entities also participate in efforts to ensure
compliance with U.S. foreign sanction programs administered by
Treasury’s Office of Foreign Assets Control, OFAC. Neither
FinCEN nor OFAC can ensure compliance with their programs
without significant help from other Federal and State regulators.
FinCEN must continue to work with regulators in examining agencies in order to ensure that financial institutions establish effective
BSA compliance programs and file accurate and complete reports
on large currency transactions and suspicious activities.
The fourth and last challenge is managing capital investments,
particularly IT investments. Over the years, we have reported on
a number of capital investment projects that have either failed or
had serious problems. Therefore, this continues to be a major challenge for the Department and, as such, a concern for our office.
In concluding, I would like to highlight just a couple of our ongoing oversight work projects. We are reviewing the progress in
standing up the OFR and plan to do the same at the new Federal
Insurance Office. Because Treasury, through the Federal Financing
Bank, funded the $535 million loan to Solyndra guaranteed by Energy, we are reviewing Treasury’s role with this loan transaction.
With the other financial IGs, we are assessing controls over sensitive and proprietary information at FSOC, OFR, and OCC. And
our auditors have undertaken work in response to congressional requests related to last summer’s debt-limit crisis and OCC’s supervision of community banks.
Our Office of Investigations has embarked on several important
initiatives related to bank failures, money service businesses, and
the Check Forgery Insurance Fund. These initiatives have resulted
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in numerous arrests, indictments, and recoveries, and serve as important deterrents.
In closing, I would like to express my appreciation to the Subcommittee for its strong support for our office over the years. We
very much appreciate that. And I will be pleased to answer whatever questions you might have.
Mrs. EMERSON. Thanks very much, Mr. Thorson.
[The prepared statement follows:]
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Mrs. EMERSON. Mr. George.
Mr. GEORGE. Thank you.
Good afternoon, Chairwoman Emerson, Ranking Member
Serrano, and members of the Subcommittee. Thank you for the opportunity to testify on the President’s fiscal year 2013 budget request for the Treasury Inspector General for Tax Administration,
enabling our oversight of the Nation’s system of tax administration.
While administering the tax laws, the IRS faces a number of significant challenges. A most serious one is the tax gap, the difference between the estimated amount taxpayers owe and the
amount they voluntarily and timely pay in a tax year. Despite an
estimated voluntary compliance rate of 83 percent and IRS enforcement efforts, in January of this year, the IRS estimated the gross
tax gap to be $450 billion.
Every year, more than one-half of all taxpayers pay someone else
to prepare their Federal income tax returns. During the 2011 filing
season, the IRS processed approximately 67 million individual Federal income tax returns prepared by paid tax-return preparers. The
IRS announced proposed reforms to improve oversight of the return-preparer community. While it has begun implementing the
new preparer requirements, it will take years for the IRS to implement the Return Preparer Program.
I am concerned about the amount of fraudulent refunds associated with identity theft and the fact that the IRS is not effectively
providing assistance to victims of identity theft. I am also concerned that the IRS’s processes are not adequate to communicate
theft procedures to taxpayers.
Unscrupulous individuals submit tax returns with false income
documents to the IRS for the sole purpose of receiving a fraudulent
tax refund. In the 2011 processing year, the IRS reported that it
had identified over 2 million tax returns with more than $16 billion
claimed in fraudulent tax refunds and prevented the issuance of
more than $14 billion of those refunds. The IRS also reported that
almost half of these fraudulent returns, with more than $6 billion
in associated fraudulent tax refunds, involved identity theft.
The IRS administers numerous refundable tax credits. Two significant refundable credits are the Earned Income Tax Credit and
the Additional Child Tax Credit. The American Recovery and Reinvestment Act of 2009 also authorized several temporary refundable
credits, including the First-Time Homebuyer Credit and the American Opportunity Tax Credit.
Our reviews have shown the need for appropriate controls to be
established before refundable credits are issued. The EITC remains
the largest refundable credit based on the total claims paid, and it
continues to be vulnerable to a high rate of noncompliance caused
by taxpayer error or resulting from fraud. In fiscal year 2011, the
IRS estimated that EITC improper payments equated to $14 billion
to $17 billion.
The Additional Child Credit is the second-largest refundable
credit available to individuals. The refunds processed seeking it in
fiscal year 2010 totaled $28 billion. TIGTA recently reported that
the IRS paid $4 billion in these credits to individuals who were not
authorized to work in the United States.
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We have found that IRS processes are not adequate to prevent
individual taxpayer identification numbers from being assigned to
individuals who submit questionable applications. Production goals
discourage employees from identifying questionable applications.
TIGTA is currently evaluating IRS employees’ complaints that IRS
management has been requiring employees to assign ITINs even
when the applications appear to be fraudulent.
The Recovery Act amended the Hope Scholarship Credit to provide a refundable tax credit to offset the costs of higher education.
We identified 2 million taxpayers who appear to have received $3
billion in erroneous education credits. Subsequent analysis also
identified that these college tax credits were claimed for approximately 14,000 students who were age 10 or under.
As demand for taxpayer services continues to increase, resources
have decreased, thereby affecting the quality of customer service
that the IRS is able to provide. The IRS has reduced the operating
hours for its main toll-free help line by 3 hours each day. Each
year, more taxpayers also seek assistance from one of the IRS’s
Taxpayer Assistance Centers. These centers plan to assist more
than 6 million taxpayers in fiscal year 2012. However, as a result
of the IRS’s smaller operating budget, the centers will not be able
to offer tax-return preparation assistance to as many taxpayers as
they had hoped.
Lastly, the Affordable Care Act contains an extensive array of
tax law changes that will present many challenges for the IRS in
the coming years. The IRS estimates that at least 42 provisions
will either add to or amend the Tax Code, and at least 8 will require the IRS to build new processes that do not exist within the
current tax administration system.
Thank you, and I look forward to your questions.
[The prepared statement follows:]
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Mrs. EMERSON. Thank you both so very, very much.
I will go ahead and start the questions. And my first would go
to you, Mr. George.
RELATIONSHIP BETWEEN IRS FUNDING AND TAX COLLECTION

Back in January, the National Taxpayer Advocate released her
annual report to Congress and concluded, among other things, that
the IRS is underfunded and can’t adequately pursue unpaid tax liabilities. You obviously referred to this. And she goes on to say that
IRS collects $200 in revenue for every $1 that it spends.
So, in order to close the estimated, as you said, the gross tax gap
of $450 billion, or let’s just say the net tax gap of $385 billion, the
Advocate seems to be suggesting that the IRS could do so with an
extra $1.9 billion. Do you think that the IRS could close this tax
gap if we gave it another close to $2 billion?
Mr. GEORGE. That is a very difficult question because we have
a voluntary compliance system in this country and we rely on people to be honest with the Internal Revenue Service as to the
amount of income they receive, especially if it is not being reported
by a third party. And as a result of that, if someone wants to cheat
and if their information is not being reported from an outside
source—that is, a third party—it is very easy for them to do so.
So, giving the IRS additional funds would help in the sense that,
post-issuing refunds, they could do examinations of tax returns and
try to determine whether or not the information reported by the
taxpayer is accurate. But outside of that—or, actually, not—despite
that, people could still hide—especially if they are operating in a
cash basis only—income.
I believe I cited this figure the last time I was before you, but
every opportunity that I have, I need to convey this information
about the importance of third-party reporting. This information
comes from the IRS itself. There is a high correlation between tax
compliance and third-party information reporting and withholding.
The IRS estimates individuals whose wages are subject to withholding report 99 percent of their wages for tax purposes. Self-employed individuals who operate non-farm businesses are estimated
to report only 68 percent of their income for tax purposes. But the
most striking figure is that self-employed individuals operating
businesses on a cash basis report just 19 percent of their income.
So, just to conclude my answer, again, you could give the IRS 10
times the amount that they are requesting, but if people want to
cheat the system, they have the ability do so.
Mrs. EMERSON. Yeah and, you know, we increased the budget for
the IRS by about 20 percent between 2001 and 2006, and yet the
tax gap remained more or less the same between the end of 2001
and the end of 2006. So, obviously, money isn’t the very best—or,
necessarily, the best thing to throw at it.
So, if you don’t have voluntary reporting or if you don’t do the
withholdings and have a third party, I mean, what other factors affect revenue collections?
Mr. GEORGE. There are quite a few, but I would point immediately to the deterrent factor. And I hate to be this candid, but,
putting the fear——
Mrs. EMERSON. We want you to be candid.
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Mr. GEORGE. Putting the fear of the IRS into the mindset of people is an effective tool in encouraging compliance—that is, examinations by the Internal Revenue Service. And so that would suggest that providing additional resources to the IRS so that they
could increase the number of examinations, i.e., audits, that they
conduct on people would have an effect on compliance.
Mrs. EMERSON. In your professional opinion, do you think that
it is possible to collect every dollar of the tax gap?
Mr. GEORGE. No.
Mrs. EMERSON. Well, that is——
Mr. GEORGE. I mean, it is because it is just so complicated. I believe my staff has shared with you the tax gap map.
Mrs. EMERSON. Yes.
Mr. GEORGE. And if you walk through that, I mean, it is estimated, again, that the underpayments—well, let’s put it this way.
Underreporting is the largest component of that. That is $376 billion.
And so everyone, I am sure, has had a business say to you that
they would give you a discounted rate if you pay cash as opposed
to using a credit card or check.
Mrs. EMERSON. Right.
Mr. GEORGE. Now, the IRS has recently, as you know because
Congress passed the law, has allowed for third-party reporting
based on credit card transactions. That should help the IRS in addressing some of this. But, again, there are just still too many opportunities.
Mrs. EMERSON. Well, and it seems to me that the more difficult
it is to detect any kind of fraud, for example, the more expensive
it would be to try to collect it. And so there is, at some point, the
law of diminishing returns sets in?
Mr. GEORGE. That is exactly right. And the challenge truly for
us is, once the money is out the door, not only is it more difficult
to collect, it is much more expensive to collect. So we have been
prodding the IRS to address some of these issues before issuing refunds. And that relates both to refundable credits and in other
areas of the Tax Code.
Mrs. EMERSON. And so would you surmise that if the Congress
simplified the Tax Code, would it then be easier to close that tax
gap? Or do you think there are just going to be people who are
going to want to try to buck the system?
Mr. GEORGE. Allow me to preface my response by saying that,
pursuant to Treasury Order 111–01, the Secretary of the Department of the Treasury has delegated tax policy questions to the Office of Tax Policy. And so I would have to defer to that office for
a definitive response to your question.
Despite that statement, there is no question, if you make it easier for people to comply with their tax obligations, I believe they
would be willing to do so.
Mrs. EMERSON. I mean, that sounds like common sense, anyway.
All right. Thank you. I am going to let Mr. Serrano ask some
questions, and we will come back around again. Thank you.
Mr. GEORGE. Certainly. Thank you.
Mr. SERRANO. Thank you.
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Let me just pick up on what the chairwoman was talking about.
I am a little concerned about your response. It almost sounds as
if you are saying it is very difficult to recover this, so let’s not try.
At least that is the sense I get.
And it may be that some people in this Congress are not interested in spending any more money, but rather cutting budgets. And
so if people get the sense that you can’t recover what is out there,
you will never get—the agency will never get an increase of a dollar.
And so, what is wrong with trying to recover even if we know we
are not going to recover everything?
Mr. GEORGE. Yes, if I gave that impression, that was in error,
sir. I am not at all suggesting that the IRS not attempt to recover
funds that were paid improperly.
I am just stating for the fact that it is much more expensive to
do so once the money is out the door, has been spent. In some instances, again, the recipient if you do contact them and if you do
identify and they acknowledge they owe it, they may not have the
resources to repay the money because it has been spent.
Mr. SERRANO. You mean more expensive than what you would
recover? In other words, you would spend $1 going after them
and—I thought it was just the opposite, that every agent that went
out to recover money got $7 for every dollar that we invested in
those agents. That was the original argument we made for the last
few years.
Mr. GEORGE. You know, I understand that the Commissioner or
the IRS itself may have provided this committee and others with
a return-on-investment figure. My office has not had an opportunity to review whether or not the numbers that they provided are
accurate.
But the bottom line is, it is much cheaper for the IRS, if they
suspect something improper in a tax return, to put it through some
of the systems that they have internally within the IRS’s computer
programs before the refund is issued, as opposed to having to send
an enforcement agent, a revenue agent, ‘‘officers’’ they are titled, to
an individual’s home, both to interview, work with that person or,
in some instances, to receive threats from people who are just suspect of government officials, especially those from the IRS.
Mr. SERRANO. Well, just one last point on this. You have kind of,
sort of created a small upheaval here over something we have been
believing for a long time. So if there is a belief out there that we
can’t accomplish this the way we should, I think the IRS and the
Inspector General should all get together and come to a conclusion,
so that the Congress doesn’t go around believing, as I have—do you
know how many times I have been quoted in opening statements
over the last few years saying that for every dollar we spend on
an agent we get $7 back? If that is not true, I need to know that.
And when we are in a climate of cutting taxes for the very
wealthy and auditing the less wealthy, what message is it sending
to people who have a lot of money that they could get away with
not paying?
Mr. GEORGE. Very fair point, sir. And there is definitely a formula that the Internal Revenue Service can use, the amount of
their budget devoted to, let’s say, enforcement efforts versus the

42
amount that ultimately is returned or received from audits and
other compliance initiatives on their part. They could do a computation, and they can come up with a figure.
And according to information that was just provided to me by
staff, for the 2012 budget request the IRS claims that their return
on investment is $6.40 to $1 and that it will generate—that figure
would generate over a billion dollars a year.
Now, again, my office has not yet had an opportunity to analyze
this figure to determine whether or not that is the case, that they
actually received——
Mr. SERRANO. All right. So let me close this segment by just simply saying that that becomes very important for this committee.
Because if we are going to continue to make the argument that we
should invest, even during cost-cutting times, in the IRS and we
should invest in going after tax cheats or people who made mistakes at all levels, then we need to know that.
Because there seems to be no end to the money we can spend on
trying to figure out whether someone took a child tax credit or
someone took a deduction for the Earned Income Tax Credit. My
experience has been that we have plenty of money to do that. But
now I am hearing something different about whether, in fact, we
can recover big dollars.
And so I would hope and I would ask the Chairwoman to consider asking you folks just come back and let us know if I have
been misleading people by saying that these things are good investments, to hire people to go out and get the money that is missing.
Mr. GEORGE. There is no question that if the IRS had additional
staff they could do more work. But the fact that you have hundreds
of millions of tax returns at stake here, unless they hired at an extraordinary rate, sir, they are going to have to pick and choose and
make determinations that sometimes may not——
Mr. SERRANO. All right, but you are missing my point. And I
don’t want to beat this to death. My question is for you folks to get
back to us, if the chairwoman would allow it——
Mrs. EMERSON. Absolutely.
Mr. SERRANO [continuing]. And tell us if it is a good investment
to do what I am told we do. That is it. Not do they have more, do
they have the ability. Is it a good investment to enforce, or should
we just let people get away with it?
Mr. GEORGE. Very good, sir.
[The information follows:]

43

44
MANAGEMENT CHALLENGES

Mr. SERRANO. Okay.
Could you both tell us—I know I have used up most of my time
already, but—what are the main challenges facing various components of the Treasury that you oversee? What are the main challenges we should be looking at?
Mr. THORSON. You are on a roll.
Mr. GEORGE. As my dear friend has suggested, the Reports Consolidation Act of 2000 requires that we issue a memorandum to the
Secretary of the Treasury on the top management challenges that
we see confronting the agency that we oversee. And in October of
last year, we issued our most recent memorandum to that effect.
Those challenges are: security for taxpayer data and employees;
tax compliance initiatives; modernization efforts by the IRS to update their computer systems; implementing major tax law changes;
fraudulent claims and improper payments; providing quality taxpayer service operations; human capital, which is a huge issue government-wide but especially for an organization such as the IRS
that deals with such technical subjects; globalization; taxpayer protection and rights; and, finally, achieving program efficiencies and
cost savings.
I can go into detail with each one, but I am now going to defer
to my colleague so that he can lay out the top 10 for the Department overall.
Mr. SERRANO. Okay.
Mr. THORSON. I mentioned the challenges, that we had four
major in our submission to the Secretary, the first being transforming the financial regulation, which really means trying to incorporate all of the things that FSOC and the Dodd-Frank bill, et
cetera, all the responsibilities that were new, including designating
non-bank financial companies now for supervision and standards.
The second one was the various authorities. And I won’t go
through the list of acts that were passed that gave Treasury broad
new authorities, but certainly trying to implement those properly.
One of the big ones, identifying and trying to combat money
laundering and terrorist financing and enforcing the Bank Secrecy
Act. That one, obviously, is important to everybody. It involves a
great deal more than just money; it really comes down to proper
coordination among all the elements that are involved in that. And
most people really aren’t aware of all of the things that have to be
done to get the agencies such as FinCEN, Financial Crimes Enforcement Network, and OFAC to be able to work and to ensure
the compliance that is required there.
The last one I mentioned was capital investments, which is pretty much always a challenge for almost any of the agencies, specifically IT investments because they are so large. We have had problems in the past in reports that we have issued where projects have
not gone well. Therefore, we do watch this carefully. And we do
also make sure that the Department is paying a lot more attention
to it.
I will add that I think the Department is very sensitive to our
challenges and is very responsive to them. So it is a nice environment to work in to try and work through these.
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EFFECT OF BUDGET CUTS

Mr. SERRANO. Okay.
Let me just ask you one more question in this round, because I
know we have other Members who want to participate. Very briefly, you know that the Congress is in a budget-cutting mood. We are
not going to get into how good or how bad that is. But assuming
the IRS is not spared in this season of cutting, what do you see as
the long-term ramifications, effects of those cuts?
Mr. GEORGE. Sir, it could have a very large impact on the IRS’s
ability to conduct its purpose. For example, a 6 percent cut would
equate to about a $700 million budget reduction in the IRS’s operating budget. And that could result in a reduction in staffing of
over 5,000, almost 5,500 employees, IRS employees.
And, now, it would be up to the IRS to determine how to allocate
the impact of those reductions, whether it is less customer service,
whether it is less enforcement or less efforts as it relates to updating its computer systems, the modernization efforts.
We have already announced—or reported, I should say, that the
IRS hiring has not kept up with its attrition rate. And this relates
to the human capital challenge that I referred to as one of the
management challenges confronting the Internal Revenue Service.
All of this affects the tax gap, the ability of the IRS to collect
past due moneys owed and not paid timely. And it could have—the
bottom line is it really serves the opposite effect, because the IRS
is the revenue-generating engine for the Federal Government. And
if you reduce its resources or the ability for it to conduct its role,
you are, in effect, doing a disservice to the American people.
Mr. THORSON. Your specific question regarded IRS. Are you talking about in general budget?
Mr. SERRANO. General, sure.
Mr. THORSON. You know, that really gets down to, I think—and
I have given a lot of thought to this because I knew this would be
asked. It really comes down to what makes your job very difficult.
If you had to answer any of these questions like this, the one word
would be ‘‘balance.’’ How much is the right amount for any overall
budget? And once you have arrived at that, how do you divide that
up? I mentioned, for instance, here terrorist financing, countering
that and doing some of these other things. Or, for instance, even
defense. How do you balance what is the right amount? How much
debt do you incur to come up with this overall figure for a budget
for the whole government?
As you look at Treasury, with all of its programs and all of its
different responsibilities, it really is a very difficult thing to try and
say, well, if we had more money over here, we could really do a
lot more. And, mostly, you hear that from almost every IG office
too. I like to think, for instance, our investigations office is a profitmaking organization because we go out and we arrest people and
we recover money. But the truth is, it isn’t always money that is
going to do it, and there is not an unlimited amount to be had.
And that is what, as I said, makes your job very difficult. Where
do you draw that balance? For us as IGs, I think what we try and
do is really assess how well the Department deals with whatever
it is you agree on with them. That is what our challenge is, is to
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look at that and try and decide, did they do this efficiently, did
they do this right?
I mentioned in my statement, when you really come right down
to it and you take out Mint and BEP and some of these other nonappropriated activities, you have about 4,800 people to run all of
these different programs that Treasury does. I have been pretty impressed with what I have seen in the 4 years that I have been
there, nearly 4 years. And that spans two administrations.
The balance, that whole thing that you deal with all the time,
that is a very, very difficult question, clearly being discussed. I
mean, you can open any newspaper on any day, and that is one of
the issues you are going to see. And it is one that we deal with,
as well. What is the right amount? How are they spending it?
You mentioned in your statement to me about, we had asked for
a million dollars less this year as an IG office. That wasn’t easy
to do, but it was partly because we recognize what your responsibilities are, the Secretary’s responsibilities, which is to cut the budget,
to cut the deficit. We need to participate in that. So we did. We
could always use more, sure. But I will never come here and say
to you all, ‘‘I don’t have enough resources to do that.’’ You will
never hear that from this office. We will deal with whatever is provided by the Congress, and we will do it as effectively as we know
how.
But everything, all the things Russell talked about, that is all a
balance. And that is, unfortunately, the job you guys have. We will
certainly do our best to try and tell you how well it is being done
with what you give them. But I think that is about the best answer
I can give you on that.
Mr. SERRANO. Thank you.
Mrs. EMERSON. It is a conundrum. And, you know, I daresay that
Members of Congress don’t always know best. It has to be a partnership in trying to figure out.
Mr. THORSON. Right.
Mrs. EMERSON. Because you all live and breathe it up close and
personal every single day. And, you know, generally speaking, you
know, among some people, they have the attitude, well, you are
working down in a government agency, and, you know, you just
want to make sure you are going to be able to keep your job. I
mean, so there has to be balance.
I mean, we are trying to make the best decisions we can. And
so it also helps for us to get information from you all as to whether
or not moneys are being efficiently spent, and within each department or each section of the department, for example. And, you
know, perhaps we do need a little more here and a little less there.
And so it is helpful for us to have your input there, because I don’t
want to presume that I know everything. Because I certainly don’t,
and I probably never will.
But, anyway, it is my pleasure to pass the microphone to Ms.
Lee.
Ms. LEE. Thank you very much, Madam Chair.
Welcome. Thank you so much.
It is really very vital that independent agencies like the IRS,
Treasury, SEC, SBA, FDIC, all of those under our jurisdiction, very
important that they need to fulfill your missions, also, on behalf of
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the American people. And for me, cutting budgets really diminishes
your ability to be able to fulfill your mission. And so, yes, we have
to have that balance, but I think there is a point of no return, you
know, and a point where we do not need to go.
So thank you for your service during these very challenging
times.
Let me ask you about Cuba enforcement and OFAC. The Treasury Office of Terrorism and Financial Intelligence does the incredibly vital work of cutting off funding for terrorist organizations and
money laundering. Given the critical nature of this work, do you
believe it is the best use of your time and money and human power
at the Office of Foreign Assets Control to enforce the licensing of
Americans traveling to Cuba?
And several years ago, Chairman Rangel and myself asked the
GAO to conduct a study. We wanted to see how much money was
being spent, how many employees were detailed to this mission.
And could you kind of bring us up to date on that?
Secondly, let me just ask you with regard to Dodd-Frank requiring the Treasury Department to set up an Office of Minority and
Women Inclusion, which is to be responsible for all agency matters
relating to diversity and management employment and business
activities. And so I want to know if the IG’s office plays any kind
of a role in the oversight of these efforts.
And, finally, I want to know if you are working with the administration and other agencies that have the expert knowledge, like the
SBA, to ensure that you are adopting the best possible policies and
practices to impact and maximize the work of the office.
Mr. THORSON. Okay.
Mr. GEORGE. That falls within the jurisdiction of my colleague.
OFFICE OF FOREIGN ASSETS CONTROL

Mr. THORSON. The first one, we are looking at OFAC’s licensing
and et cetera, and that is in progress. And that will be done in
about 6 months, because this is a fairly recent effort.
But in addition to that, though, let me add, this is another case
where, with TFI, Terrorism Finance Intelligence, OFAC and all
that, this is another one where you could say, well, the more money
you put in, the better you are going to do with it. And, again, you
know, it is a balance.
FinCEN proposed, for instance, reducing its intelligence support
to external agencies to save about a million dollars. Again, you
know, you can always—the more that you increase—much like
what Mr. George said, the more that you put into it, the more you
will get out of it, but it is also—there is a limit to what you can
do there.
You asked about the oversight, I believe, on the——
Ms. LEE. Well, let me just ask you with regard to OFAC, then,
if your budget is cut, if you have choices to make in terms of, you
know, investigating, cutting off funding for terrorist organizations,
and money laundering by illegal drug cartels versus enforcing licensing of Americans who violate the licensing regulations, how
would you make those decisions, with minimal resources?
Mr. THORSON. Okay. First, I guess fortunately, I don’t make
those decisions. It is much the comment that was made about, they
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are there every day and they are in those offices. And we are also,
obviously. But that balance has being worked out between those
agencies and the Secretary and the Department. It is perfectly
within our realm to come in and look at how they decided that, and
it is certainly within our realm if you ask us to do work like that.
As far as the balance between the two, I am not really qualified
to tell you that. It is off the top of my head because we haven’t
really looked at something like that. That same argument can really be applied to almost anything. Should we put money over here
for this when TFI, you know, is being cut here? Those are all good
questions, and they do get to the heart of what it is you do here.
And we want to help. I appreciate the fact that you even consider
us a partner in this, because that is a great credit to us. We want
to help that, but there are limits to what we can do. But, again,
we are also very responsive to any requests that you make for us
to look at any particular issue.
You asked a question regarding, I believe——
OFFICE OF MINORITY AND WOMEN INCLUSION

Ms. LEE. Oversight of the Office of Minority and Women Inclusion, in terms of your role in oversight of these diversity efforts.
And what is an update? Do you have an update? Do you know
what they are doing in terms of their efforts to create these offices?
Mr. THORSON. We are going to—the effectiveness of that office is
in our annual plan, and we are planning to get to it and, actually,
do exactly what you are talking about, is to go in and take a look
at it. We have not done that as yet. And it is difficult for me, then,
to make a comment about it. But that is in our annual audit plan.
Ms. LEE. So what is your time frame on that?
Mr. THORSON. Because it hasn’t been started yet, that is kind of
hard to say. But, I mean, we will certainly work with your office
on discussing that and trying to figure out where to put it in the
schedule, if you would like.
Ms. LEE. Yeah, I would like do that.
Mr. THORSON. Okay.
Ms. LEE. Okay. Thank you.
Thank you very much, Madam Chair.
Mrs. EMERSON. You had another question?
EARNED INCOME TAX CREDIT AND SEQUESTRATION

Ms. LEE. Well, in terms of the Earned Income Tax Credit——
Mr. GEORGE. Yes.
Ms. LEE [continuing]. Could you kind of let me know where that
is in terms of sequestration, is that outside of sequestration?
Mrs. EMERSON. Yes.
Ms. LEE. It is?
Mr. GEORGE. Yes, well, let’s put it this way. The only way that
sequestration would affect that is that the IRS may have less resources to oversee how well that program or that credit is being implemented, which could mean less examinations of people who are
alleged to have misused the program, to file for the claim who
should not otherwise have filed for it.
But I don’t otherwise see how sequestration would affect it directly. It would not. I am told it would not affect——
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Ms. LEE. Okay. So any of the cuts, though, to IRS wouldn’t affect
efforts to maximize payments to families who need them the most.
I mean, how would you investigate this——
Mr. GEORGE. Well——
Ms. LEE [continuing]. In terms of if, in fact, the EITC is working
properly now with these budget cuts?
Mr. GEORGE. Well, see, that is slightly different. My comment
initially referred to the ability of the IRS to investigate people who
inappropriately applied for it. I do not, at this stage, believe that
it would affect people’s ability to apply for it and ultimately receive
it.
Ms. LEE. Well, the thing, is we have—I think many Members of
Congress have a great partnership with the IRS. It is one of the
areas that I always say, because we do a lot of IRS casework, and,
generally, the experience is not all that great, because we are advocates for constituents who have had problems with the IRS. But
helping get the word out on EITC, helping to make sure we maximize, the returns, has been a really great, positive experience.
Now, what if these budget cuts affect that outreach operation?
You know, if I called the IRS and said, okay, we are doing our
EITC workshop today, you all may tell us, well, sorry, we can’t
send anyone because, you all cut our budget.
Mr. GEORGE. Actually, that is a very prescient comment, because
what I should have noted is that a sequestration would have a direct effect on customer service offered by the IRS, which goes exactly——
Ms. LEE. Which is outreach, which helps maximize, the information that people get to know that they are eligible, which ultimately could be a problem.
Mr. GEORGE. Now, they would probably respond that a lot of the
information is on the Web site and is available——
Ms. LEE. A lot of people don’t have computers yet. The digital divide is real.
Mr. GEORGE. I agree. I agree completely. I do.
Ms. LEE. Okay. So then we have to figure out a way—if this impacts EITC outreach and customer service and information, you
know, we have to figure out a way to keep doing the work without
paying for it, right?
Mr. GEORGE. And it is——
Ms. LEE. Volunteers.
Mr. GEORGE [continuing]. Throughout the tax system. Yes.
Ms. LEE. Okay, Madam Chair, we have to have a volunteer corps
for——
Mrs. EMERSON. You know, my staff actually does a lot of that,
too.
Ms. LEE. Well, we do, too. But the IRS has to come out to make
it real.
Mrs. EMERSON. Unless they just give us their papers.
Ms. LEE. Nobody believes that.
But thank you very much. I appreciate that.
Mr. GEORGE. Actually, Madam Chair, if I may, though, they do.
The VITA program is an effort by the IRS to do just that, to get
volunteers.
Ms. LEE. Thanks.
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Mrs. EMERSON. We do that a lot in our senior nutrition centers,
because I have a, you know, fairly low-income district myself, but
very rural and so different, but same sorts of access issues. So, anyway, we should have a longer discussion about that.
Mr. Diaz-Balart.
Mr. DIAZ-BALART. Madam Chairwoman, thank you very much.
And let me thank you, gentlemen, obviously, first, for being here.
But, you know, Mr. Thorson, you are saying, you know, how, I
guess, thrilled you were that we listened to you. And let me tell
you, it is the other way around. I mean, you know, you really provide—all of you provide an invaluable service to the taxpayers, to
the American people, and, I will tell you also, the Congress. And
if anything, we should be more aggressive in making sure that we
implement what you recommend, not only the agencies but, frankly, those of us, as well, who are on this side of the dais.
So again, thank you for your service, and you do provide an invaluable service.
I was going to ask you I think something about OFAC, but I
think you already answered that, and I am not going to get involved in the issue as to whether Cuba being one of the only four
states that are the states that sponsor terrorism, being one who
has a number of spies convicted of espionage, of murdering, of killing American citizens, of shooting down American airplanes in
international airspace, of harboring terrorists and U.S. fugitives, or
even currently holding an American hostage. Getting into the policy of whether that is something that we should do or not is obviously not in your realm, as you mention, it is a policy issue. I
would tell you that it is good policy, but that is not for debate here
today.
IDENTITY THEFT

What is my question, however, is one that, Mr. George, I believe
you had talked about a little while ago, and that is about the identity theft issue. Years ago, I was a victim of identity theft. Yes. And
I will tell you, I was one of the lucky ones, Madam Chairwoman.
I wasn’t hit as hard as others because by luck I was able to detect
it relatively early.
I will tell you, however, that it is just really problematic, and it
takes you months if not years to get over and to solve and to make
sure that you are—and that is if you are lucky like me, that didn’t
get—even the people that applied for credit cards, they weren’t able
to totally succeed there and they didn’t get a driver’s license with
my name on it and that kind of thing which happens to people. But
it is obviously a lot more frustrating if it happens through a Federal agency, and you mentioned that.
Now, a couple years ago, Ryan Canfield of my staff and I spoke
to a victim of identity theft through the IRS thing that you had already talked about, but she had been victimized once, came forward, it happened, and then the next year it happened again. And
so I had that conversation here with your help, Madam Chairwoman, with Commissioner Shulman, and I asked him to come up
with a detailed plan to prevent further fraud issues from taking
place and to help the taxpayer who had already fallen victim as
well.
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The question is this: What actions have been taken by the IRS
to fix that problem? And it is really, really during mostly—the
issue that we dealt with was the E-file program. So what have they
done, what else can be done? Are you satisfied that enough has
taken place? I know you can never stop everything 100 percent, but
where are they in that process?
Mr. GEORGE. Very much behind the curve, Congressman.
Mr. DIAZ-BALART. Really. Still.
Mr. GEORGE. Still. It can take more than a year to resolve an
identity theft case. Communications between the victim and the
IRS are limited and confusing. Taxpayers do not speak directly
with the assisters who are working their cases and they are instructed to call a specific unit to ask about the status of their case.
However, the person they will speak to is not the person who is actually working the case, so there is miscommunication. And most
troubling is that many IRS employees who are handling identity
theft cases are not trained to do so, and in fact, given the reduced
resources that the IRS currently has, some of them are taken away
from their casework and put on the help line to answer taxpayer
questions about the 1040 or the Schedule A, what have you.
In the processing year of 2011, the IRS reported that it had detected 938,664 tax returns with fraudulent tax refunds, and as I
quoted earlier in my opening statement, totaling about $6.5 billion,
which are directly involved with identity theft. The IRS does not
know how many identity thieves are filing fraudulent tax returns
and they don’t even know beyond that estimate precisely how much
is being lost through that effort.
We had an ongoing analysis in tax year 2010 looking at the 2011
filing season and we found that tax fraud from identity theft is
much larger than what the IRS is reporting and preventing, unfortunately. So we are still conducting work in this area and will be
issuing a report in more detail later in the year.
Mr. DIAZ-BALART. And, Mr. George, isn’t that kind of a double
whammy? Because you have the normal law-abiding citizen who
wants to do the right thing and pay their taxes, and all of a sudden
somebody else takes that person’s identity, right, in essence gets a
tax return for that person, has that money. That person gets hit
because all of a sudden they didn’t get the money they were due,
number one, and number two, then obviously the taxpayer gets hit
as well because we are sending out money to people who shouldn’t
get it, we are not sending it to people who should get it, and it is
at least a double, double whammy. So it is expensive.
Now, that person who is the decent person, not the one who is
committing the fraud, who then submits I guess a regular tax form,
what happens to them? Do they get their tax return while this is
in the process, or do they also then get kind of stuck in this process
as well and have to wait? I mean, what is that process like?
Mr. GEORGE. You know, it is very, very involved, but the bottom
line, and, again, I don’t know whether you saw it, but recently a
senior IRS official suggested that taxpayers file early so that in effect they could beat potential tax fraud.
Mr. DIAZ-BALART. I am not laughing because it is funny. I am
laughing because it is kind of nuts. It tells you how bad the problem is.
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Mr. GEORGE. Exactly. And the bottom line is that in this instance, the example you just cited, if the innocent party, the true
taxpayer, fails to submit the tax return prior to the criminal——
Mr. DIAZ-BALART. The fraudulent one, right.
Mr. GEORGE [continuing]. That person will have to wait until the
matter is resolved before receiving it.
Mr. DIAZ-BALART. And that could take——
Mr. GEORGE. That could take years. It could.
Mr. THORSON. Sir, I am not going to go into it a whole lot because it is ongoing, but the things you are discussing and describing is even more widespread than just IRS. There is a very aggressive task force that the special agents in my office are involved in,
and I think at some point we will be able to maybe brief you a little
bit about what that is about. But it is an excellent effort that is
going on. And you are right, it is a big problem.
Mr. DIAZ-BALART. I would actually be interested in getting
briefed on that, because it was as we heard, I guess it was yesterday, Madam Chairman, that Miami and south Florida, we were
having a conversation about identity theft in general, and what did
we hear, is it the worst in the country, or among the worst in the
country, right?
Mrs. EMERSON. Yes, we had the Federal Trade Commission.
Whether it is identity fraud or trade, you name it.
Mr. DIAZ-BALART. So we have a huge issue in south Florida, and,
as you know, it is not a wealthy community, unfortunately.
Mr. GEORGE. I was just going to add, Mr. Diaz-Balart, adding insult to injury is that these cases are not handled specially. So, if
someone is having an irregular or another tax problem and yet you
have a victim of identity theft, they are added to the queue, and
as you can imagine when dealing with hundreds of millions of tax
returns, it takes a while before the IRS is able to resolve the issue.
Mr. DIAZ-BALART. Sure. And we find those all the time and deal
with that with constituents that have that issue all the time. You
said you are going to be putting together a report on that issue?
Mr. GEORGE. Yes, we are.
Mr. DIAZ-BALART. Do you foresee that you will have specific recommendations that might be helpful?
Mr. GEORGE. We generally—I can’t anticipate, but normally we
do have recommendations.
Mr. DIAZ-BALART. I would love to see that when it is out if we
can get a copy of that.
Mr. GEORGE. Yes. I have just been told we will definitely have
recommendations on how to improve the system.
Mr. DIAZ-BALART. Thank, you, Madam Chairman.
Mrs. EMERSON. May I ask just as a follow-up, and I might have
missed this, when do you think that report will be out?
Mr. GEORGE. May.
Mrs. EMERSON. This May. A couple months from now. Wow, that
will be wonderful. I think all of us would enjoy seeing that.
Mr. GEORGE. We will certainly share it.
Mrs. EMERSON. I am not sure we will enjoy seeing it, but we
would appreciate you getting us the information.
Mr. DIAZ-BALART. Thank you, Madam Chairwoman.
Mrs. EMERSON. Is that all?
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IMPROPER PAYMENTS

Mr. DIAZ-BALART. Yes, thank you. On kind of a separate issue,
let me see, hold on a second, I have a couple notes here on a totally
separate issue. I guess the report, there was a report estimating
that 2.1 million taxpayers may have received over $3 billion in erroneous education tax credits.
Mr. GEORGE. Yes.
Mr. DIAZ-BALART. That is, I guess, from the part of the stimulus
program called the American Opportunity Tax Credit. Inspector
General George, I guess you were quoted in the report saying that
based on the results of our review the IRS does not have effective
processes to identify taxpayers who claim erroneous education credits and if not addressed this could result in up to $12.8 billion, with
a B, in potential and erroneous refunds over 4 years.
Have you been able to get some recommendations on that to prevent this—you know, I mean, that is a pretty big number.
Mr. GEORGE. It is. And there is a common theme throughout the
refundable credit realm that affects this particular credit also, and
that is not having adequate documentation from taxpayers or, if
they do receive documentation, not checking it. And it seems again
like common sense that prior to issuing a check to somebody you
would confirm that they are eligible for the money that you are
sending them.
Mr. DIAZ-BALART. Well, we are going back to your original statement about that it is a lot more expensive to try to recover it after
the money is out than before it goes out.
Mr. GEORGE. Exactly. Exactly. And, again, that applies throughout the system of tax administration.
Mr. DIAZ-BALART. Well, again, going back to Ranking Member
Serrano’s point and your point about balance, it would be interesting to find out, you know, whether when Mr. Serrano says has
he been misstating the truth, well, he has been saying what we
have always gotten, the information gotten. It would be very interesting to find out. And I guess you know that number will differ
from different parts of the IRS, and so it would be interesting to
see if when you get a chance to look at those, you know, because
we have to make decisions on funding, and a lot of times if it is
not for you all, we don’t get all the facts.
So thank you. Thank you very much.
Mr. GEORGE. Thank you.
Mr. DIAZ-BALART. Thank you, Madam Chairwoman.
Mrs. EMERSON. Thank you, Mr. Diaz-Balart.
OFFICE OF FINANCIAL RESEARCH

Mr. Thorson, I want to talk a little bit about the Office of Financial Research that was created by Dodd-Frank to support FSOC. So
now we know that in July the OFR will be a fee-funded agency,
and I always get a little bit nervous when agencies are totally feefunded. But I would like to know how the study is coming along
that you all are doing with regard to how the OFR was set up and
are you also looking at how they prepare their budget and if they
are making cost-effective decisions. Just kind of give us an update,
if you would, please.
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Mr. THORSON. The OFR report on the stand-up activities which
is in issue should be towards the end of April, so it is coming up
pretty quick. We are obviously, going back to my role as the CIGFO
Chairman, we are watching really all of what FSOC is doing, and
certainly they are going through this whole rule-making phase of
trying to establish what parameters they are going to be able to
have and assessing all of this, trying to analyze and deal with all
of the data which is going to take place, which is obviously why
OFR was created. It is a very important piece to the Department,
and it obviously is for us as well.
We are not looking at how they prepare their budget per se, because that is generally not our role. There are justifications and
preparations, et cetera. But it is how they spend it. And one of the
things that we have noticed is that about half their budget is contracting services, and that very much is something we would look
at.
Mrs. EMERSON. What kind of contracting services?
Mr. THORSON. We don’t know. I mean, that is part of it. Just contractual services is in their budget, and for 2013 it is about half
of the budget. So we are going to spend a great deal of time on trying to assess that and how well that contracting has done, because
that is a very clear element for our audit people to be able to look
at and see. So since that amounts to nearly half of the budget for
2013, I think that will be a very helpful piece of information for
you all to be able to look at.
Mrs. EMERSON. Yes, because usually agencies and/or departments have a professional—I mean someone with contracting experience doing the contracting, and one would hope that the person
who is executing the contracts has the experience to do so.
Mr. THORSON. Right. And we hope that that is the case. But certainly with that size, with that percentage of the budget, then we
need to be watching that and making sure. And that is a good way
for us to be able to pretty much assess, too, about how this place
is going to run, how is this office going to be set up and run. If half
of it is in contracting, which is a little unusual, then we think this
is a good way for us to approach it initially and to watch how they
are going to begin to operate this office.
Mrs. EMERSON. Well, you know our Committee does depend on
you to report back on gross mismanagement, waste of funds and
the abuse of authority, and we appreciate that. It is kind of tough
with a brand new agency, and we are not real sure what it is going
to look like when it is finally stood up in totality.
Mr. THORSON. Right. And a lot of what we choose to look at in
regard to this is with a little bit of an eye on what is helpful to
you all. Your Committee has been very open, very communicative
with us, which we appreciate, and it helps us to know some of the
things that might help you all in doing the work you are doing as
well.
Mrs. EMERSON. And you can be certain that we will provide that
information for you, because it is important. And while I don’t presume to know the number of employees that need to be doing X,
Y and Z, it would be helpful to know that or to hope that this agency can run with a very small staff, because it does have one specific
mission. At least I am under that impression.
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INFORMATION TECHNOLOGY INVESTMENTS

Let me ask both of you, and since you are already on a roll, Mr.
Thorson, we will let you answer this. One of the things that I feel
very strongly about is if we are going to invest in IT, we need to
just do it and get it done. And I would rather spend a little more
money on it, too, because I believe that it can make an agency or
department much more efficient. So I tend to want to get it done
so the departments and agencies aren’t operating with all these
silos that don’t talk to one another.
It is one of the reasons why the SEC managed to miss the whole
Bernie Madoff scandal, because of the different silos and not being
able to—and if people can’t access one part of the database for security reasons or what have you, then they miss the whole thing,
and that is exactly or part of what happened.
So can you comment first, Mr. Thorson, on the current status of
the projects, the FinCEN particularly? I know that it is in this
early stage, but we have suffered with failed first starts, and, quite
frankly, I am not sure that I know of any agency or department
in the government who has nailed it on the first time with upgrading or doing new IT projects. But certainly if you could just fill us
in on this, I would be very, very grateful.
Mr. THORSON. Okay. As you all know pretty well, the prior attempt by FinCEN from 2004 to 2006 to develop a new BSA modernization system, et cetera, didn’t work out real well, and there
was about $17 million that—wasted is such a harsh word, but that
is about what it was.
Mrs. EMERSON. It went down the rat hole. Can you explain to
me, tell me why didn’t it work or was it the——
Mr. THORSON. Well, the one thing that is important to us now,
what we are looking at, is that is still being worked on. So what
we are doing now is to watch the project management, which is
much improved, the oversight that has been provided by you all,
by us and has worked out pretty well. They successfully migrated
to FinCEN from IRS some historical BSA data. That was done in
December of 2011 and January of 2012. That was an important
milestone that we were watching. So it is now at a pretty critical
point in broad-based integration testing.
So this is a big part of one of the projects we are working on,
is to see how the improvements have been made, are they making
any of the same mistakes, et cetera, and identifying the milestones
that are going to tell us that things are pretty much on track. So
far there is very much improvement. It is doing all right. But we
continue to watch it and that is one of the major things that our
audit group is looking at.
Mrs. EMERSON. Can you remind us what the date, their goal to
be completely finished, what date that is?
Mr. THORSON. Which what is?
Mrs. EMERSON. The date of when they want to complete this
project. Remind us of that.
Mr. THORSON. 2014.
Mrs. EMERSON. And heaven knows how technology will change in
the next couple of years.
Mr. THORSON. Yes.
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Mrs. EMERSON. We are always a little bit behind, unfortunately,
it seems.
Mr. THORSON. Right. It does. But the first report, we will issue
a first report on this by the end of this month.
Mrs. EMERSON. Excellent.
Mr. THORSON. This isn’t a one-time deal and in 2014 we will get
back to you. This will be an ongoing thing and we will try to keep
you apprised as to how this is working. And we do the same thing,
of course, with the Department, because if this starts to come unraveled again, we want to make a lot of noise about it. It is a lot
of money.
Mrs. EMERSON. Well, it is a lot of money, and we really appreciate it and look forward to getting a report.
So, Mr. George, how do you think CADE–2 is doing?
Mr. GEORGE. They are making progress. As you know, this has
been a longstanding effort on the part of the Internal Revenue
Service. They originally estimated that it would take about 15
years. They are entering the 15th year in this effort. The good
news, they originally estimated it would cost about $8 billion and
it has been only just about half of that. Now, they have had to
downgrade some of the, you know, special features——
Mrs. EMERSON. Bells and whistles.
Mr. GEORGE. Exactly. When speaking to my staff about this entire effort, I related the fact that I had a dispute with a store about
something I had purchased and I called American Express. Right
on the spot they were able to identify the purchase, they were able
to issue me a temporary credit, and they were able to send me—
and I got a letter just the other day confirming all of this in the
course of 3 or 4 days. So I said to my people, you know, if American
Express can do this, why can’t the IRS do this? So, of course, I was
told, although I am not sure about this, that American Express has
fewer customers than the IRS interacts with. I am not sure that
is true.
But the bottom line is after all of this effort, you know, once completed, it will allow for quicker refunds to taxpayers, it will allow
for those who are working at the IRS to be able to quickly access
information on taxpayers accounts, it will allow for daily updates
of taxpayer information, as opposed to the current, it is not a week,
but it is more than one day. So they are making progress. They
are.
But as you just noted, and, again, I note the IRS doesn’t like me
mentioning the tax system modernization effort that occurred 15
years ago where they expended $2 to $3 billion on a system that
didn’t work and literally in effect tossed it away and started the
business modernization effort, in the past this modernization effort
was considered a very high risk, and I forget the technical term we
use in the audit community, high risk project. But anyway, the
Commissioner recently certified that they had made enough
progress in this new effort, and we agree with them, that they removed it from this high risk list.
So the bottom line is I am optimistic that we will be able to hopefully very soon report to you that the IRS has completed this, again
with fewer bells and whistles, but nonetheless completed it under
budget.
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Mrs. EMERSON. Under budget.
Mr. GEORGE. Under budget.
Mrs. EMERSON. It is all relative, isn’t it? You don’t have to comment. I was being snarky. Well, you know, actually Winnie and I
went down to the Memphis Service Center because it is not very
far from where I live in Missouri and visited and to watch the old
system, and it is very easy to understand why it takes a week to
do anything or why letters pass in the mail. We sat in and watched
one of the operators, assistants there and she had to go through
about 15 screens based on the questions and everything else. And
I know that this CADE–2 will simplify that process, so that once
something is migrated into the system it makes it a whole lot easier.
But it is still something that we have to be very careful of, because our money is finite and we have to be careful. But certainly
efficiency and productivity is very important, and heaven knows
that our government IT systems are really back in the dark ages
as compared to the private sector, just for example.
I have got another question I am going to want to ask, but go
ahead. I will defer to you now, Joe, and then I will come back and
ask my other question.
Mr. SERRANO. No problem. To both of you, throughout your testimonies you note matters about which your offices have issued recommendations to Treasury. Some of these recommendations have
been implemented, some have not.
AGENCY RELATIONSHIPS WITH THE INSPECTOR GENERAL

Tough question: How would you describe your relationship with
the Department? Do you feel that this is a productive relationship?
Mr. THORSON. I would say our relationship, especially on recommendations and that kind of thing, is excellent. They are responsive to us. They listen. As far as an IG-Department relationship goes, in my opinion it is really outstanding. They care about
what we say. They know we are not out to get them, that we are
trying to help and contribute to what they are doing. We may do
it through critical statements, but the net result is the same. We
want to help, and I think they recognize that. So I am overall very
pleased with that relationship.
Mr. GEORGE. Mr. Serrano, I would like to associate my response
with his comments, because we actually have a 94 percent implementation rate of our recommendations by the IRS and we are extraordinarily proud of that. We have a very good working relationship, both at the executive level, meaning the Commissioner and
his senior people, as well as people subordinate to them. So it has
been a very productive relationship.
Mr. SERRANO. I would love to hear where that 6 percent is.
Mr. GEORGE. We can supply that if you would like.
Mr. SERRANO. Well, I am sure the chairwoman may want to
know that.
Mrs. EMERSON. Yes, I would.
[The information follows:]
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Mr. SERRANO. I am giving you a lot of reports as I go along.
Mrs. EMERSON. I know. And I always get worried that we impose
an awful lot of paperwork on our partners here, but, on the other
hand, it does help us as we are trying to get our budget numbers
figured out at the end of the day. Don’t you agree?
Mr. SERRANO. I do.
Mr. GEORGE. And just to clarify, I just want to make sure, there
are within that 6 percent a percentage where they say we don’t
agree with you, and then there are others where it is just taking
them a while to implement the recommendation, too. So I wanted
to make sure——
Mrs. EMERSON. Do you have deadlines on that? I am just curious.
Mr. GEORGE. No, we don’t implement deadlines or set deadlines
for them, but we say to them, and this is a perfect example, when
it pertained to one of the refundable credits, the First-Time Homebuyer Credit, during the course of our audit of that when we were
finding all of these instances of people seeking the credit who were
not entitled to it, we made a recommendation to the IRS that they
solicit from those seeking that credit proof of homeownership. And
the IRS during the course of our review, before we issued the final
report, implemented that recommendation and they were able to
stop erroneous refunds from going out.
So, again, it is a symbiotic relationship. Because we have to rely
on—I have a very limited staff. The IRS is just under 100,000 people and I have just over 800 people. So if the IRS wanted to hide
things, and I am not suggesting that they are, and this applies to
any governmental agency, they could easily do so.
So we have good working relationships where in some of our
most high profile cases it was the Commissioner who brought the
matter to our attention and allowed us to conduct an independent
review, and obviously it wasn’t good news for them, but it ultimately benefited the American people.
Excuse me, Mr. Serrano.
Mr. SERRANO. That is okay. I was going to—I can’t help myself
when I am going to say you are not going to get much sympathy
about 800 employees when the average member of Congress has
nine employees in their district and nine in their Washington office, and we are running the country, right?
Mr. GEORGE. You are.
IRS AUDITS

Mr. SERRANO. We are always at a slight disadvantage. But let
me ask you a question. For a while, in addition to my quoting one
for seven, which now I don’t know if I should ever do it again, you
know, there was also a report that at one time 44 percent of all
audits were being conducted on 17 percent of the taxpayers with
a great emphasis on the EITC program. And it gave the sense that
if you were a big tax cheat, you would get away with it, that is the
sense, but if you had claimed the EITC you could be in for an audit
even if you had done nothing wrong.
Do you have any information on that? That one we weren’t misled on. That one there was plenty of proof. Has that changed? Do
we know what is going on with that? Or is this still a target? And
let me say that it is not just the IRS. You will get certain Members
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of Congress who, given a choice to discuss millionaires or EITC
folks, will spend their 5-minute questioning period on how many
cheats there are in the EITC program and not anywhere else. So
what can you tell us about that?
Mr. GEORGE. May I beg your indulgence for one moment?
I have been informed by my staff that we do not have specific
information on that exact question that you posed, sir, but our understanding is that the IRS is increasing the number of corporate
audits. But I don’t have percentages that I can provide to you at
this time.
Mr. SERRANO. And I want to be clear. I am not suggesting we
go after these folks and not after those folks. Go after everybody
that the IRS needs to go after. But when you hear a report that
44 percent of the audits are being conducted on 17 percent of the
taxpayers and that there was a great emphasis on people who had
claimed the EITC program or the whole issue of how many people
were claiming it that perhaps were not documented folks, as some
people call them, the illegal aliens in this country, that just seemed
to me to be more of a political statement at that time than an actual IRS, you know, go find the money statement. So, again, I hate
to burden you guys more, but if there is anything you could tell us
about that in the future, I would truly appreciate it.
IRS TAXPAYER SERVICE

As we approach yet another tax season, I am particularly concerned about the impact of the cuts made to the IRS budget last
year in terms of taxpayer services. One of the most distressing
items in your testimony, Mr. George, is the Taxpayers Assistance
Centers will operate on reduced hours. This, of course, means that
the people who might need this assistance the most won’t be able
to get to a center to ask questions. What is the impact of this decision, in your opinion?
Mr. GEORGE. You know, it is not only reduced hours, sir, it includes the fact that they no longer will accept reservations, appointments in effect. In the past, the IRS would allow a taxpayer
to call and to make, in effect, an appointment to have their taxes
worked on. Not only have they stopped that, they are now actually
directing a lot of taxpayers who in the past would go to a tax center, a Taxpayer Assistance Center, to have assistance with completing their 1040 or whatever form they file, they are telling them
no, no, no, you need to go to a VITA center or AARP or another
tax assistance organization or entity.
We are also finding that the IRS is receiving more telephone
calls to their help line than they can answer, and as of February
18th, they had received about—rather, about 46 million taxpayers
have attempted to call the various toll-free telephone lines, and
this compares to 32 million last year, and the IRS has only been
able to answer about 5 million of these calls.
There is something that we refer to, and it is in my testimony,
called the level of service for telephone. The toll-free telephone line
this filing season is approximately 64 percent, and the level of service measures the relative success rate of taxpayers who call these
toll-free numbers seeking assistance from these customer service
representatives. The level of service this time last year was about
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74 percent, meaning that the average speed that a taxpayer got an
answer for a question was about 10 minutes. So all of this is getting worse. The average speed now is about 16 minutes, almost 17
minutes before a taxpayer gets an answer to a question.
So the bottom line is the IRS is reducing customer service. They
received a slightly, you know, not slightly, they received a budget
cut. They made choices that, again, during your questioning of the
Commissioner I think would be a valid question as to why they
chose to reduce the hours of service, the number of people being assisted at tax versus enforcement efforts.
Mr. SERRANO. Thank you.
Mrs. EMERSON. Mr. Diaz-Balart.
Mr. DIAZ-BALART. Actually, I have no further questions, Madam
Chairwoman. I just think one of the percentages that we should—
by the way, I have to say I think Mr. Serrano has had some I think
very interesting requests and some observations. But I think a new
statistic is I think 50 percent of all the reports they have to write
are your recommendations.
Mr. SERRANO. And you would be interested to know that I asked
for a bilingual copy.
Mr. DIAZ-BALART. But again, I do want to thank Mr. Serrano for
coming up with I think some very interesting questions.
I do want to end where I started though, if that is all right with
you, Madam Chairwoman. I just want to thank you gentlemen for
your service. I think you must have one of the most thankless jobs
because, you know, you are not exactly the most popular with
maybe most, but I will tell you that you do an invaluable service
for the American people. And I don’t know what we would do without having your input, your service. Again, thank you very much.
Mr. GEORGE. Thank you, sir.
INFORMATION TECHNOLOGY EXPERTS

Mrs. EMERSON. Thanks, Mr. Diaz-Balart.
I have two questions, one of which is a yes or no. Do you all have
on each of your staffs experts in IT?
Mr. GEORGE. Yes.
Mr. THORSON. Yes.
Mrs. EMERSON. Okay.
Mr. GEORGE. Actually, the gentleman seated in the front row
here, Alan Duncan, who actually came from IRS—no, the private
sector, but is very well versed in IRS systems. We are very lucky
to have him.
Mrs. EMERSON. Hi, Alan. I think that that would be an awfully
good field to be in, so they are lucky to have you. I bet you could
make more money in the private sector.
AFFORDABLE CARE ACT IMPLEMENTATION

Anyway, I do want to ask you about the health care law and the
implementation of it, Mr. George. You all are requesting $4.5 million of increase for oversight of the implementation of the Health
Care Act. The IRS has already spent $236 million, which was
transferred from the Department of Health and Human Services,
and they are requesting $360 million this year from our subcommittee for implementation.
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So what I want to know or would like to ask is for you to comment on the results of the quarter billion dollars that they have already spent on health care implementation and do you have any
concerns about future implementation activities?
Mr. GEORGE. Yes. Thank you, Madam Chairwoman. The health
care implementation effort is one of the IRS’s top priorities. They
have thus far hired approximately 700 people, or at least they are
in the process of hiring about 700 people. As of May of last year
they had hired 495 new employees. They plan to hire 87 new employees—they had planned to hire 87 new employees by the end of
2011, September of 2011. They have to——
Mrs. EMERSON. If you would tell me what these employees are
supposed to do?
Mr. GEORGE. Well, keep in mind that some aspects of the health
law are in effect. The small business credit is in effect and there
are a few others. But most of these that I am describing are in the
modernization information technology services organization.
Mrs. EMERSON. The data processing piece.
Mr. GEORGE. Exactly, known as MITS. And what they literally
have to design are about eight new computer processes to implement the health care law, and as I indicated in my opening statement, there are about 40 provisions of the law that amend the Internal Revenue Code.
Now, keep in mind it is estimated by the Joint Committee on
Taxation that almost half a trillion dollars in new revenue will be
funneled into the IRS as a result of—I mean in effect new taxes,
about half a trillion in new taxes will be handled by the Internal
Revenue Service once this law is fully up and running, and this is
expected between fiscal year 2010 to 2019.
Mrs. EMERSON. Do you have any idea how much it is going to
cost the IRS to fully implement the Health Care Act, because I
think it has provisions that go into effect as late as either 2018 or
2019. Because I know for example the State of Missouri in 2019 is
going to run a Medicaid shortfall because they have to start taking
over something that we used to do on the Federal level.
Mr. GEORGE. You know, that will be part of our review. The IRS
currently is unable to provide a figure to address your question.
But, again, I am sure in subsequent reviews we will come up with
some estimates.
Mrs. EMERSON. And what I would appreciate, I understand they
are tasked with doing this, and certainly with the small business
tax credit and all of that. But I do recall having the discussion with
the Commissioner that, you know, they were having to set up an
interface for, you know, with HHS and an interface with the small
businesses and an interface with the State exchanges, but there
aren’t any State exchanges except in Massachusetts, I believe. So
I don’t know how you set something up if those other things don’t
exist, which is hopefully something that you will be looking at in
your report.
Mr. GEORGE. We will. But it is the practice of the IRS, because,
as you well know, they have to anticipate things, and especially in
the tax arena, because sometimes Congress delays making changes
to the Tax Code and they just have to be able to implement it. So
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they anticipate things even if they don’t ultimately come to fruition.
Mrs. EMERSON. Right. And I appreciate that very much. I think,
Mr. Serrano, do you have any more questions?
Mr. SERRANO. I have a few for the record.
Mrs. EMERSON. I have a few for the record. Mario, do you have
any for the record?
Mr. DIAZ-BALART. No, Madam Chairman.
Mrs. EMERSON. We will submit them for the record, and hopefully you will be able to get back to us within 30 days.
Mr. GEORGE. We will do our level best, ma’am.
Mrs. EMERSON. None of mine require extensive research. Thank
you all so very, very much for coming in, and once again I do apologize for having to delay the hearing, but we are grateful that you
all were able to accommodate us.
[The information follows:]
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WEDNESDAY, MARCH 21, 2012.
INTERNAL REVENUE SERVICE
WITNESS
DOUGLAS H. SHULMAN, COMMISSIONER

Mrs. EMERSON. The hearing will come to order. I would like to
welcome our subcommittee members and our witness, Commissioner Douglas Shulman of the Internal Revenue Service to this
important hearing on the largest agency funded in a Financial
Services and General Government bill. The IRS assists taxpayers
and businesses who are voluntarily complying with their tax obligations, and investigates those who are not. Thank you, Commissioner Shulman, for your hard work, and that of all IRS employees.
I want to take a moment to thank Floyd Williams, Director of the
Office of Legislative Affairs, for the tremendous work that he has
done over the many years that he has been at the IRS. Is it 35?
Mr. WILLIAMS. Sixteen in the present job.
Mrs. EMERSON. Okay. Thank you so much. You have been wonderful to work with. I know we are going to enjoy working with
Cathy, your replacement, but we do appreciate your good hard
work and that of all the IRS employees.
As my colleagues have heard me say before, two regrettable
events are expected to happen this year. The Federal Government’s
debt to GDP ratio will exceed 100 percent, and its debt ceiling will
be reached. This committee is determined to chart a course different from Greece, Italy, Portugal, and Spain, and we have already reduced spending within our jurisdiction by 11 percent over
the past two years.
Even though the IRS’s $12 billion budget consumes about half of
the funds in this subcommittee’s jurisdiction, the IRS budget cuts
were limited to 2.7 percent over the past two years in recognition
of the IRS’s necessary service. Protecting the IRS from double-digit
cuts, however, means that other agencies in this subcommittee’s jurisdiction sustained disproportionately higher cuts. This practice
cannot continue indefinitely and the IRS may have to bear a greater proportion of future reductions.
The IRS is also responsible for another $100 billion in spending
outside of this Subcommittee’s jurisdiction in the form of refundable tax credits and payments in lieu of tax credits. This category
of spending will grow to $160 billion by 2022 after the refundable
health insurance premium tax credit goes into effect.
Once again, welcome Commissioner Shulman, and I look forward
to your testimony which I hope will inform and guide our Subcommittee. I am interested in hearing how the IRS is reducing the
administrative burden of tax compliance for individuals and businesses, preventing and detecting fraud, and realizing opportunities
(79)
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for efficiencies. With that, I yield to my good friend Mr. Serrano for
any opening statements he would like to make.
Mr. SERRANO. Thank you so much. Let me join you in paying
tribute to Mr. Williams also for his style, his assistance, and being
a true gentleman, and living proof that the tax man does not have
to be a bad guy. We thank you for your service. Thirty-five years?
Mr. WILLIAMS. Close to.
Mr. SERRANO. That is a long time. That is a long time, and so
congratulations, and thank you. I would like to join in welcoming
once again Commissioner Shulman before the Subcommittee.
The IRS may be the one Federal Agency that most American people have contact with. In some cases, it may be the only contact
people have with the Federal Government, whether it is in filing
taxes, receiving refunds, or resolving a tax problem. In this sense,
IRS employees are at the front lines of making sure that our government is responsive and fair to the people we represent.
Moreover, the IRS brings in the vast majority of our government’s revenue by enforcing our tax laws, and by ensuring that tax
cheats do not get away with breaking the law. Given these important roles, I was extremely disappointed with the final fiscal year
2012 funding levels for the IRS. The funding cuts for the IRS in
fiscal 2012 resulted in a significant drop in IRS enforcement personnel. Because of the cuts you now have 5,000 fewer employees.
As a result, I have no doubt that there is likely to be billions of
dollars in lost revenue, and I look forward to discussing this with
you further.
Your 2013 budget request has had to fill these budgetary gaps.
I believe that you have done a good job in balancing the need to
restore funds to critical areas, with the understanding that the IRS
must become more streamlined in everything that it does.
A couple weeks ago we had a hearing with the Treasury Inspector General for Tax Administration. At that hearing, I was disturbed to hear comments that seemed to support the idea that we
should not increase IRS funding because we could never collect the
full tax gap. To me, such an attitude sends a bad message: that we
do not actually want to catch the people who are cheating the U.S.
Government. While it may be difficult to completely eliminate the
tax gap, that does not mean that we should stop trying, nor does
it mean that we should not give the IRS enough resources to give
it their best effort.
To me, the equation is simple. When you cut IRS for short-term
political gain, you do long-term damage by increasing our deficit.
Last year’s cuts will clearly result in a loss of revenue, and I hope
we will not be put in the same position again this year. Unfortunately, given the recently released Republican budget, I fear that
it will be so. Thank you, Madam Chairman, and welcome again
Commissioner.
Mrs. EMERSON. Thank you, and with that, we would love to hear
from you, Commissioner Shulman, if you can keep your remarks to
five minutes or less, then we can ask you more questions.
Mr. SHULMAN. Thank you, Chairwoman Emerson, and Ranking
Member Serrano, and Members of the Committee for having me
here today. I want to discuss the President’s 2013 Fiscal Year
budget request, which would provide a needed increase over the fis-
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cal year 2012 enacted levels for the IRS. A significant portion of
the increase requested would restore congressional reductions in
IRS funding that were made over the past two years.
Before I go further, I also want to tell you that I appreciate the
support of the Committee. I recognize that while our budget was
cut, and we are going to advocate for more in our budget, we recognize others were cut more, and we appreciate the consideration.
It is obviously incumbent on all of us in government to be as efficient as possible, and for the IRS, to me, that means cutting aggressively where we think we should, while continuing to invest to
improve service and compliance for the nation.
From Fiscal Year 2009 to Fiscal Year 2013, we will have
achieved nearly a billion dollars of cuts in our core operation. Many
of those cuts were not forced on us, but we came forward and said
these are pieces of the operation where we are going to drive efficiency; we are going to employ Six Sigma principles, et cetera.
I think these cuts we have made over the years show a commitment, from us, to be efficient in the money we spend. At the same
time, I think it is worth noting that for every dollar we spend, $200
ends up coming in to the Treasury. With this in mind, we are looking to continue to invest strategically to bring money into the
Treasury.
Last year we brought in $55 billion in through direct enforcement, going out and getting money from folks. We blocked another
$14 billion of fraudulent refunds. We detected these and they never
went out the door. $2.4 trillion came into the Treasury overall; so
we obviously protect the top line of the government.
We have also made tangible progress in a variety of strategic
areas which are crucial to the functioning of the United States tax
system for the long term. Let me give you just a couple examples.
For the first time in the history of our tax system, the IRS has
moved from weekly batch cycle processing to daily processing of tax
returns through CADE 2. A couple of years ago, I laid out a plan
for CADE 2, this Committee funded it, and we now have delivered.
CADE 2 delivers on the promise of modernization going back two
decades at the IRS, and we are very proud of this accomplishment.
Last year, also, our American Customer Satisfaction Index score,
which is the broad index that takes a sample of tax payers and
said, ‘‘Did you interact with the IRS, and how happy are you with
the interaction?’’ was at its highest level ever: 73 on an index of
100.
Our Return Preparer Program is now up and running. To date,
more than 840,000 tax return preparers have registered with us.
This program will help ensure a basic level of competency for return preparers, while enabling us to focus on unscrupulous ones.
We have also made significant progress in our battle against offshore tax evasion.
To date we have collected more than $4.4 billion through just one
of our offshore programs, the Offshore Voluntary Disclosure program. We are getting tax payers back in the system. Of course, we
have also made significant and balanced progress in our customer
service and enforcement areas. Of significance, e-filing continues to
grow, which translates into cost savings for the government; it
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costs us 17 cents to process an e-filed return but, it costs us $3.66
to file a paper return.
Before I take questions, let me conclude my opening statement
with one concern that I have for the agency moving forward. The
IRS is tremendously dependent on information technology and
highly specialized human capital. In this type of large organization,
long-term strategic focus is critically important because if you fall
behind, you lose momentum, and it is hard to gain that momentum
back.
The funding uncertainty caused by multiple Continuing Resolutions, and the threat of government shutdowns, as well as the ultimate funding cut that the IRS took in the middle of 2011, required
significant management and leadership attention from me, my deputies, and people throughout the organization, that otherwise
would have been applied to running the day-to-day operation of the
IRS. No leader of a large organization can precisely quantify the
type of risk this uncertainty causes, but it is undoubtedly there.
Now, let me be clear, this is not a complaint, nor is it a comment
on the ultimate result of last year’s budget cycle. Indeed, with sufficient lead time and planning, the IRS has shown that it can
achieve the targets and responsibilities that Congress gives it. It
cannot, however, continue to deliver on so many fronts without
time to plan and adapt, and it cannot simply absorb workloads that
are increasing at a rate greater than even the most aggressive efficiency initiatives could absorb.
I am not naı̈ve to the broader budget discussion, but I think as
leader of this agency, I have a responsibility to say there is risk
in the system with this kind of uncertainty. The Administration’s
Fiscal Year 2013 request for the IRS funds critical priorities that
will allow the IRS to continue to help taxpayers navigate and comply with the nation’s tax code.
Again, let me thank you for the opportunity to testify, and to discuss the budget for next year, and just say again, I really appreciate this Committee, Madam Chairwoman, Mr. Serrano, and all
the Members of the Committee. Your thoughtful engagement with
us over multiple years around the challenges of making sure the
nation’s tax system runs smoothly.
[The prepared statement and biography of Douglas A. Shulman
follow:]
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Mrs. EMERSON. Thank you so much, Commissioner Shulman.
You are doing a good job in spite of the challenges that less funding
presents to you.
TAX CODE SIMPLIFICATION

Let me just ask you a real quick question about this, in January
the National Taxpayer Advocate released her annual report to Congress, concluding, among other things, that the IRS is both underfunded and overworked. I think, and many others think that perhaps you all are overworked because we have far too complicated
tax system. If we had a less complicated tax code, perhaps we
would have better voluntary compliance, maybe it would be easier
for enforcement, and perhaps you would need fewer auditors. I am
curious to know whether you think that there is a relationship between tax code complexity and compliance.
Mr. SHULMAN. I think the complexity of the tax code and simplifying the tax code is the single most important thing that we could
do long term to help citizens navigate the code which would mean
better customer service, better, easier, smoother interactions with
the government. The tax code currently creates places where people
who want to game the system can find nooks and crannies to game
the system, and it creates more complexity in following the trail,
so I think it creates non-compliance of two kinds. One is inadvertent non-compliance through mistakes, but it also creates opportunities for those who want to push the envelope to do so.
DISCRETIONARY CAP ADJUSTMENT

Mrs. EMERSON. Hopefully at some point in time we could move
to a much simpler tax code that would make life easier for everyone, I think. The President’s budget proposed $691 million cap adjustment for the IRS. In order for the cap adjustment to work, the
2013 discretionary spending limit in the Budget Control Act would
also have to be increased by $691 million. By requesting the cap
adjustment, the Administration has made $691 million of the IRS’s
budget request dependent on the actions of the Budget Committee.
So is it safe to assume that the IRS wants the $691 million increase even if the Budget Committee does not amend the BCA?
Mr. SHULMAN. Obviously, here in the Appropriations Committee
we are talking about the appropriations side. The President’s
Budget reflects revenue as well as spending, and I think the President’s Budget reflects the notion that if you invest in the IRS, that
is good for controlling the deficit. There are pieces of the Budget
that are not, obviously, in the Appropriations Committee’s control.
We think this proposal is prudent, and I am very supportive of this
proposal. I want to make clear, because I think there has been
some confusion as this moved forward, the idea is that Congress
would give discretionary cap adjustments for revenue-raising activities, but it would not generate revenue-raising activities.
Mrs. EMERSON. No, I understand that, but in order for us to be
able to accommodate that $691 million, within our own allocation
then we are going to have to cut funding from somewhere else, and
that is a whole big chunk of money to be cutting from all the other
agencies.
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Mr. SHULMAN. Well hopefully the timing works out. Maybe we
can all work together with the other players who need to be involved in this.
Mrs. EMERSON. But seriously, if the Administration is not willing
to accommodate that $691 million in its own top line, how are we
supposed to do that? I mean, I am just curious.
Mr. SHULMAN. My view is the Administration put forward a
budget request, which is not just spending of appropriated funds,
but it is also a plan to produce revenue, and spending that would
accommodate that.
Mrs. EMERSON. Well, I mean, it is pretty clear for me to see that
I do not know where I can find $691 million to cut across every
other agency, especially when you all have the biggest budget. I am
just being realistic about it. Have you actually met with Chairman
Ryan of the budget committee at all to talk about this, I am curious.
Mr. SHULMAN. I have had conversations with him.
Mrs. EMERSON. You have? How were they?
Mr. SHULMAN. They were very good.
Mrs. EMERSON. Were they?
Mr. SHULMAN. They were very good. I mean, they were not in the
context of this. I would point out this was a proposal that was first
put forward by President Bush in Fiscal Year 2006 and enacted in
2006, 2008, and 2009, so it has broad bipartisan support over the
years. My understanding is it was not in the budget proposal put
out yesterday, but I have had very positive conversations. Again,
hopefully, as everything sorts out during the year then this will get
worked out.
Mrs. EMERSON. I do not think our Subcommittee liked it back
then either.
Mr. SHULMAN. I was not here back then.
Mrs. EMERSON. But anyway, it is a challenge. We have got so
many people here; let me hold my next round of questions so that
everybody else can get something in because I know there are a lot
of hearings going on. Mr. Serrano.
EFFECT OF IRS BUDGET CUTS

Mr. SERRANO. Thank you so much. Mr. Shulman, as you painfully are aware, the fiscal year 2012 appropriations for IRS were
cut back. What do you believe are going to be the impacts of those
cuts and do you have a sense of how much revenue will go uncollected as a result of these budget cuts? And let me tell you something, we are discussing cuts all the time, so Congress now needs
cuts to the point where some people would like to see a budget of
zero. You try to say to folks, all right, I know it is easier to just
cut across the board, but when you do that, then you can make certain mistakes, if you are out to get money that is sitting out there
that is owed to the Federal Government, to cut the ability to collect
that money could be a serious problem which would just add to the
deficit. So it seems that we are making the cuts to save money, and
then not collecting that money. What can you tell us about those
cuts, and what effect will it have on collections?
Mr. SHULMAN. Well I am obviously biased because I run this
agency, but I really do think, objectively, we are the agency that

102
produces money to fund the government. We are the one agency
that has a very substantial return on investment, so I think we
should be treated differently, and I think the President’s Budget
request reflects that. When we were faced with severe budget cuts,
we took a number of actions. One is, as I said before, over the last
several years, and going into 2013, we will have made almost $1
billion in cuts to our operations.
First, we try to trim in places that do not affect tax payers, either from a revenue and a compliance side, or a service side and
so we did a first round of buy outs in support functions. Long term
you cannot just keep chipping away at support, although we have
been doing it. Our Human Capital Office, our Finance Office, some
of the back office technology, and on and on. We tried to have nontaxpayer focused cuts. We also cut contracts, limited attrition hiring, et cetera, but the cuts were of the magnitude, especially with
inflation, we had to absorb them as well. We do have 5,000 less
people on our rolls today than we had a year ago today. About
3,000 of those are in enforcement, so it is people who do examinations, do collection. I do not have the figures on the exact revenue
effect, but I think there are two ways to think about it.
One is short term, when we make a collection call, do a visit, or
send out letters—because we only send out letters if we have people who can answer follow-up phone calls—we are just going to do
less activity, so less direct money will come in. I think there is also
a point where the American people start to see the IRS budget
being cut, and they see newspaper articles about compliance rates,
and people start wondering, ‘‘hey, am I really going to get caught?’’
and what is the risk calculus? Most people are still going to pay
their taxes because they are honest, hard-working Americans who
want to pay their taxes, but we all know there are some people
who will play the audit lottery, and we do not want to see rates
go down and continual drumming down because that starts to really dig into voluntary compliance. That starts to dig, not into the
$55 billion that we collect every year, but the $2.4 trillion base.
There is also the service element. We want to provide good customer service, and we want, when people call, to answer the
phones. When they write us a letter, we want to get back to them
so people do not throw up their hands and say, ‘‘if they will not
even help me get this right, why am I going to file?’’ So we are
going to do the best we can with the budget you give us, and ultimately we respect Congress’s prerogative to give us the budget it
sees fit in the broader context of the Federal Government, but the
cuts we made are clearly going to have those revenue and service
impacts.
Mr. SERRANO. Well in that answer you touched not only on the
question I asked you, but on my second and my third questions as
well. So rather than just ask you a second or third question, let me
have you elaborate on it, and that is, you basically said that there
comes a point, and that was one of my questions, at what point do
we say okay, this is a little too far; and you say it will not be either
you or I, or the Chairwoman, or the Congress, it is that the American people will begin to say something is going on here if the service is reduced to the point where somebody is getting away with
something. You are right, most Americans will do the right thing,
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but they will begin to question if others are doing the same. Then
my second question, which you also touched on, and I want you to
elaborate even more, is in the service area. You know, people call
up, people get assistance, you want to wait your usual 15 minutes
at the IRS telephone line, but you do not want to wait for an hour
and a half. So at what point does that become a breaking point,
if you will.
Mr. SHULMAN. I would posit your question about when do you get
to a tipping point where it really starts degrading voluntary compliance; none of us want to be anywhere close to that line because
if you are serious about deficit reduction, you can have a debate
about whether you want to raise taxes, cut taxes, leave taxes the
same, but you certainly want, whatever the tax rate is, for people
to be paying because that is built into the whole deficit discussion.
So I think everybody needs to be very careful about pushing up
against that line. I cannot tell you exactly where that line is, but,
again, no matter what we are given we are going to work very hard
to make sure we serve the nation’s tax payers well, and make sure
the tax system is run well. I would posit you do not want to be
pushing up against that tipping point.
I have been very focused on customer service since coming here,
and I think the image of the IRS is often that we have what I call
a ubiquitous brand. When people hear IRS, they think something.
The reality is, the vast majority of Americans file a return, get a
$3,000 refund, and do not interact with us again. It is actually
pretty nice experience. There is only a 1 percent audit coverage
rates overall, and so most people are not experiencing what the
brand necessarily says.
I also believe that it is important to the tax system, and I am
chairman of a group of my counterparts globally, to have good customer service. Treating this like a big financial service institution
that needs to have seamless interaction with the nation’s citizens
is a big deal for us, and so I think it is quite important that we
try to put forward balanced budgets that fund service and enforcement. I think we are just going to have to keep investing.
Mr. SERRANO. Thank you, Madam Chair.
Mrs. EMERSON. Mr. Diaz-Balart.
Mr. DIAZ-BALART. Thank you, Madam Chairwoman. Good to see
you sir. Let me first start by thanking you and your staff for being
exceedingly accessible, in particular in south Florida. We are number one in identity theft, and Madam Chairwoman, you actually
met with me on this issue, so again, thank you very much for being
extremely helpful.
NONRESIDENT ALIEN INTEREST INCOME RULE

I am talking about a different issue that has me really concerned, and I think it has the potential to cripple the south Florida
economy, to put thousands of people out of work, and frankly, even
jeopardize people’s lives. That is the proposed regulation that
would require U.S. banks to record the deposit interest paid to nonresident aliens. When I say devastating, it is devastating to New
York, it is devastating, in particular, to Texas, New York, California where there are a lot of non-resident deposits.
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Now, there is clearly very good reason, first, for someone in Mexico or in Venezuela, just if I could name a couple, to keep their
hard-earned money in the United States. U.S. financial institutions, I mean, we do not have to talk about the kidnappings, the
corruption, for example, in those two countries. Again, they are
rampant, and it is a serious concern that this regulation would do
a couple things. I mean, look, if you are Mexican, and you are concerned about your safety, and you have the money outside the
country in the United States, and all of a sudden, people in Mexico
are going to hear how much you are getting. In essence, how much
money you had in a U.S. bank, you are going to move that money
elsewhere. This is not rocket science; this is not a static issue that
money is going to stay there if you are risking their lives. There
is about $1 trillion in those deposits in U.S. banks. $1 trillion,
imagine the impact that would have; so a couple issues that I have.
By the way, something you may know is that the supposed goal
of this regulation is to go after U.S. tax evaders. Now, I do not
know how much money, how many Americans have bank accounts
in Venezuela right now; I am looking at the issue in Venezuela.
They are closing down banks, they are taking over banks, they are
arresting people, and in Mexico. Do you know if that rule is still
moving forward because it would be devastating, again, when you
see the impact of the incredible flight of capital from the United
States to other countries and, I would say, frankly, jeopardizing
jobs?
Mr. SHULMAN. Let me just respond to a couple things, just give
you context. As you know, we have made substantial efforts in our
global effort to crack down on offshore tax evasion. There is a law
that Congress passed that is going to go into effect starting next
year, that is going to require all foreign financial institutions to
share information with the United States or have withholding on
payments coming out of the United States. We have had a lot of
discussion about reciprocation and where there is the possibility for
reciprocation. This regulation lays the groundwork for some reciprocation, but I want to be clear about a couple of things because
I think there has been some misunderstanding. The regulation
does not say we will get information and share it. It just says we
will get information. When we get information, we will, A, only
share it with people with whom we have treaties or tax exchange
information agreements, and B that is the universe of people we
would consider.
Mr. DIAZ-BALART. Venezuela and Mexico?
Mr. SHULMAN. Anyone we have a treaty with, but let me go to
the second step. So the analysis does not end there. The second
analysis is what is this information going to be used for? Is it going
to be used for tax purposes? Is it going to be safeguarded? Do we
think citizens are going to be put in danger by us sending this information, and is there reciprocation? I think some of the notion of
sharing this with regimes like Venezuela is overstated. All we have
said is we collected this information. Frankly, for us as a nation,
to be serious about cracking down on offshore tax evasion and having regular trading partners like the U.K., like France, like Germany collect and give us information, we need to say that we will
be prepared, under certain circumstances, to share some other in-
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formation. So, one, we do not have intention of jeopardizing lives;
we are very careful about that.
Second, if I could address the U.S. bank issue. I think that there
was some similar concern when we did other information sharing
agreements in the past, and it was not flights of capital. I know
Treasury, who has done most of the analysis, I do not have it, has
shared with you some information about flight of capital, and do
not think it is as severe as some people have stated.
Mr. DIAZ-BALART. Commissioner, the reality is the northern
hemisphere is two countries. In our hemisphere, there are two
countries, so let me pose it this way, if I may. Do you not agree
that Venezuela is a place where people can be threatened? I mean,
I can share with you the New York Times article about how people
who vote in Venezuela are persecuted rather substantially, and the
government goes after them, gets the name for those people, and
goes after them. The New York Times, they are not exactly a rightwing organization. Then in Mexico, one of the most violent places
as far as kidnapping, so those are the two countries we are dealing
with in this hemisphere.
Mr. SHULMAN. Yes.
Mr. DIAZ-BALART. So this is not theory. Now, for example, George
Mason University did a study about capital flight and they said it
would be substantial. But more specifically, the issue that I have
is logic, forget about our government. There is a ton of money of
American money in Venezuelan banks right now trying to avoid
paying taxes in the United States?
Mr. SHULMAN. No, what I was going to say is I do not think we
need to have this argument because I think if your main concern
is Venezuela, it is not going to be a concern, and if it is those two
we ought to have a offline conversation. I am not prepared to make
broad international policy on the fly at a committee hearing, but
I think if those are the two issues, you know, those are things that
we can talk about. This is about a much broader set of issues
around global collaboration around tax evasion.
Mr. DIAZ-BALART. And I understand that, commissioner. Madame
Chairwoman, again, this commissioner has been exceedingly successful in the work, so why do we not do that, and why do we not
get together and see if we can kind of iron out things, because
there are a couple things that just defy common sense. You are
dealing with Venezuela and Mexico, these are the specific different
issues, but they are based on the same results; that is the very
worst. So why do we not get together on that?
Mr. SHULMAN. Especially the appropriate folks in Treasury as
well.
Mr. DIAZ-BALART. Of course. Thank you.
Mrs. EMERSON. Mr. Graves.
TAX-EXEMPT ORGANIZATIONS

Mr. GRAVES. Madam Chair, Commissioner. There has been a
great deal of press in terms of the likelihood of your agency structure and form and funding of 501(c)(4) in terms of welfare organizations. This media attention specifically focused on our assets, examination of what are (c)(4) groups, who also engage in political activity, should be denied a release of their taxes. Two reasons I
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think that your activities are of so much interest to the press, and
to everyone out there, certainly to us in Congress, first because of
the timing of the inquiries, which make it appear a little bit linked
to other actions, and second, is the focus, since the examinations
seem to be centered on groups that are considered Tea Party
groups, or those that openly oppose the Administration’s policies.
Can you help put any of those concerns to rest today that these
groups are specifically being targeted because of their political activities or their opposition to the Administration’s policies?
Mr. SHULMAN. It is a good question. I am glad you asked it because I think there has been lots of information flying around in
the press, and I think it is important that people put it in perspective. First, is for taxpayers to operate as a 501(c)(4) organization,
they need to be primarily engaged in promoting the common good
or general welfare. They are allowed to be involved in political campaign activity, but it cannot be the primary activity. Second, in
order to be a (c)(4) organization, you do not need to apply to the
IRS. You can hold yourself out as a 501(c)(4).
You then file your 990 at the end of the year, and if we see something that either has to do with political activity or something else,
we have the option to do an examination, and there is not a high
chance of an examination; we run samples. Third, when we decide
to do an examination, we pride ourselves on being a non-political,
non-partisan agency. We are given these complex rules that have
things like political activity written into the tax code that does not
allow you to do certain things or else you jeopardize your tax exemption. We have set up very clear safeguards, for determing
exams. Our Chief Counsel and I are the only Presidential Appointees, and I have a five-year term, so that it goes past Presidential election cycles.
There is a committee of three career employees in our tax-exempt
organization, not even based in Washington, who look at any political referrals or any allegations of political activity. Those three rotate, but they make decisions about farming out examinations to
the field, so there are many safeguards built in. This work has
nothing to do with election cycles and politics. And so that is, generally, what happens. But the important thing about what has
been in the press in the last few weeks is not all of these organizations are being examined. They voluntarily came in and said, ‘‘I
would like to apply for 501(c)(4) status, so I would like to engage
the IRS in what my activities are,’’ and when you apply, you send
in an application. We ask sets of questions. These people had a
choice to not engage the IRS, to be 501(c)(4)s, hold themselves up
as such, file a 990 after a year plus of operation, and then there
would have been a much less of a chance that we would have discussions with them. So this notion that we are targeting anyone,
I think, is off because these people are going through an application process that they voluntarily decided to do. It is not required
under the law.
Mr. GRAVES. Has the IRS recently changed its policies with respect to these organization’s applications?
Mr. SHULMAN. No. No, when you apply as a 501(c)(3) or a
501(c)(4) you send in information. If we need more information, we
do a back-and-forth with you. I think there have been press reports
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about the questions we ask. We also send out information that say,
‘‘If you think you can provide us information in other ways, please
let’s have a conversation.’’ I think we are quite reasonable around
those things.
Mr. GRAVES. The questions you ask today are the same questions
you asked two, three years ago?
Mr. SHULMAN. It is facts and circumstances, and up to the examiner what they think they need to ask to get the information to determine what the activities of this organization are.
Mr. GRAVES. So back to the original question. So you did not
deny that are increasing in exams or looking into these organizations, in fact you said engaging in political activities is not the primary focus, but you can come good after determining that does increase the opportunity for examination, so sounds to me like you
confirmed the fact that the groups identified that the primary focus
here is not the common good, but it is of a political nature.
Mr. SHULMAN. No, I think you have got that wrong. I was reciting the tax law and what are the standards we use when we look
at 501(c)(4) organizations. We have been clear in our exam plan
that we will look at these groups. When we see 501(c)(4)s not using
their status right, we will look at it. That is our job, it is written
into the tax code, and when people apply, we will make sure we
try to do our best to understand what is happening.
Mr. GRAVES. What is your intention when somebody is not using
it correctly?
Mr. SHULMAN. People file a 990, we get referrals from organizations about what is happening, and our examiners have a variety
of ways it comes to their attention. A lot of it is on the application.
They say, ‘‘Here are my activities,’’ and we will go out and do examinations.
Mrs. EMERSON. Mr. Womack.
PREVENTING IMPROPER PAYMENTS

Mr. WOMACK. Thank you Madam Chair, and thank you, Commissioner. It is great to see you again. I appreciate how you have articulated your responses to a variety of questions today. I want to
talk a little bit about documentation. As you know, the IG for tax
administration has issued a number of reports regarding some
issues that you have had with administering tax credits and deductions. As an example, the IRS did not require third party documentation with residential energy credits, and according to the IG,
262 prisoners and 100 individuals under the age of 18 claimed the
credit.
The same problem occurred with the American opportunity tax
credit. According to the IG, 2.1 million taxpayers erroneously received over $3 billion in payments for the education tax credit. For
the qualified motor vehicle deduction, the IG identified $151 million in excessive deductions. So if you just look at the three I just
mentioned, there seems to be somewhat of a trend here. The IRS
failed to require documentation which could have prevented these
erroneous payments, and as a result, the federal government is
doling out what amounts to billions of dollars to people that do not
qualify. Why is something so simple, that is, the requirement of
basic documentation, so difficult?
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Mr. SHULMAN. It is a good question, and I think the broader
question about refund fraud is obviously one that we take very seriously. Let me just say, last year we stopped $14 billion of fraudulent refunds from ever going out the door. Some of these were prisoners, some of these were identity theft, some of these were lack
of documentation, a variety of issues. If we say we want documentation for any of those credits that you just named, unless we
have math error authority, we cannot just deny the credit. We can
say, send us the documentation, and we have to actually enter into
a full-fledged engagement with the taxpayer, often an exam, to see
what is happening. So at its simplest, it is a problem of limited resources. We have a responsibility to make sure we get out refunds
quickly to the vast majority of people who are counting on their refund when they file. We ask for documentation where we think it
is appropriate, and where we think there is potential fraud.
In recent years, we have asked Congress to give us more math
error authority because that is the real game. If Congress says we
have math error authority, which includes not having documentation for one of those credits, we can just deny it. We do not have
to have a whole team of people corresponding with taxpayers, going
back and forth in limited budget environments where we are down
5,000 people this year. And so the simple answer to your question,
the question of why can we not do something simple: Each of these
takes resources to happen, and so we have to triage, and decide
where it is most important to put our resources.
With that said, though, we have significantly ramped up our efforts on cracking down on some of the examples you gave, like prisoners committing refund fraud. I have been engaged with governors during the last year. We have much better lists. We have
the list of prisoners; we can crack down on that kind of thing. So
we are on the case with that, but there are some limitations to
what we can do.
Mr. WOMACK. My follow up question, along that same line,
though, is what can this Congress do to assist you? You have
talked about math error authority. Is there anything else? It is
frustrating. We are discussing budget numbers today. The
gentlelady from Missouri is painstakingly going through these
budgets. We are down to very minute amounts that we are trying
to find savings and trying to best account for the outlays of our
Federal tax dollars. So when you see the numbers that I have already discussed, and there are others, we are not talking about
chump change. We are not talking about rounding errors. We are
talking about significant amounts of money, and so I am curious
as to if there is anything else that this Congress can do that can
further allow us to provide the right documentation to ensure that
the people who are receiving these refunds, or credits, are indeed
qualified. Is there anything else that this Congress can do?
Mr. SHULMAN. So one is budget requests, a specific initiative for
just that issue. $88 million is for an initiative that is called Implement Revenue Protection Strategy. That is literally helping us
make sure we have technology to filter these problem refunds out
and have more people working just these kind cases, so we will not
have those kinds of numbers going out. Second, is some legislation
around prisoners and the kind of information we can share.
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One of the problems with prisoners is they are already in jail.
And so one thing you can do to them is take away privileges in
prison. Wardens want to put them in isolation, those kinds of
things. But our authority to share prisoner fraud information back
to states has expired, and so Congress is working on that. And
then third, in our budget proposal we have some math error authority proposals. One is a very simple one that is along the lines
that was pointed out in the energy credits, which is give us math
error authority to adjust the credit if, over a couple of years, you
have exceeded your lifetime limits of credits. Right now, we do not
have that as math error authority. We have to go into an examination process to have a dialogue with you and the burden is on us,
and so passing those would be important.
Mr. WOMACK. Well, it would seem to me that, based on the numbers we are talking about, and I know the initial knee-jerk reaction
of government is ‘‘Oh, we will throw a little bit more money at the
problem,’’ but with the kind of numbers we are talking about, even
if it did require outlays for certain types of programming or software that could help us identify this, it might be a very wise investment on our part.
Mrs. EMERSON. Yeah, go ahead, and I am not disagreeing with
you as far as that some of this might have to be done by the authorizers.
Mr. WOMACK. Yes, correct, and I am speaking specifically for the
Congress, in general, but I know how difficult it has been on you,
Mrs. Emerson, to deal with what you are dealing with, and our
work is never done. We are down to very, very small amounts that
we are trying to fix. I want to talk about the additional child tax
credit for just a moment. In September, a report was issued indicating that over $4 billion was paid out to illegal immigrants on
the additional child tax credit. The IG recommended that the IRS
work with the Department of Treasury to seek clarification on
whether refundable credits may be paid to individuals who are not
authorized to work in the United States, and that the IRS require
individuals filing with individual tax identification numbers claiming the ACTC to provide specific, verifiable documentation. My understanding is your agency has agreed to work with Treasury to
clarify whether the credits should be paid to those not authorized
to work in the U.S. So have these discussions taken place? Where
are we in this process?
Mr. SHULMAN. Thanks for the question. So there are certain tax
credits that Congress has explicitly said you need a Social Security
number to claim like the Earned Income Tax Credit, and there are
certain tax credits, like the one you mentioned, that Congress has
not said that. And so our best reading of the law—I know some
people disagree with this policy. We really do not have a view on
the policy as much as we just try to implement the law as it is
written on the books—is that while that was an interesting statistic pointed out, it did not necessarily point out anything we did
wrong. Those were eligible taxpayers, and so, we had discussions.
We are very open to having dialogue with Congress, and ultimately, this is up to Congress to decide what they want to do. But
these were, in our view, eligible taxpayers.
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Mr. WOMACK. But did the IRS disagree with the IG’s recommendation on additional documentation?
[CLERK’S NOTE.—Interruption noted here of the Reporter’s Microphone.]
Mr. SHULMAN. Okay, that is good to know. There is a new procedure here at the Appropriations Committee.
Mr. WOMACK. For the record, that person is not associated with
my question.
Mr. SHULMAN. We looked at that report very carefully. I do not
want to give you the wrong answer, so we can come back to you
on exactly what steps we have taken.
[CLERK’S NOTE.—Subsequent to the hearing, the Chairman provided the following redacted memo in response to the TIGTA report:]
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Mr. WOMACK. And Madam Chair, I yield back.
Mrs. EMERSON. You are welcome to, seeing the look on your face.
Mr. Yoder.
TAX-EXEMPT ORGANIZATIONS

Mr. YODER. Thank you, Madam Chair. Commissioner, I appreciate you being here today. I just stepped in from another Committee hearing, but I did want to follow up on some questions that
I know Mr. Graves was asking earlier about credit organizations,
and if you might just enlighten me, I know there has been some
concern from some groups that the IRS has unfairly targeted political groups in their efforts, too. Certainly, there is a broad range
of powers that the IRS can use to investigate with less paperwork,
and things that can be somewhat subjective in its implementation.
So you might just discuss that a little bit, and particularly, does
the IRS use one examination regime for organizations deemed to
engage in political activities and does not, versus the same approach?
Mr. SHULMAN. I will not repeat for the Committee, but I walked
through the basic framework that we use in our Tax Exempt and
Government Entities group to look at 501(c)(4) organizations. The
main issue, I think, at stake is that 501(c)(4) organizations are allowed to engage in political and campaign activity, but it cannot be
their primary purpose or primary activity. Anything that involves
political activity, and it is really for all sorts of sensitive cases, if
it has been referred by a Member of Congress, it gets the same
treatment, because we want to insulate our people from any political influence on the IRS. That is very much built into the core of
our non-partisan, non-political approach at the agency.
And so I will get in to the examination process in just a second,
but I think a lot of the reporting has not been on the examination
process. We have a committee of three people who looks at any referrals or any allegations of misconduct in the political sphere and
determines if there is enough evidence that the allegations are correct. If so, it gets sent out to an individual examiner for further review. These three people are career professionals very much removed. I never talk about a case. No one would ever bring me any
of these kinds of cases. I am very much removed from all of Washington politics and activity.
So, that is the process for deciding examinations that have any
sort of political allegations, which is not the same as an exam in
a government pension plan or something else in a risk-based kind
of approach. 501(c)(4)s can hold themselves, out as such, and do not
need to apply for an exemption, but then file their 990 and folks
would look at it and see, is there a need for an examination. And
as you know, from our examination statistics, the chance of examination is much lower. A bunch of organizations decided to apply
for (c)(4) designation, and in the application process, that is what
has gotten some of the back and forth, and it has gotten a lot of
attention recently. And that is the normal back and forth of an application process.
Mr. YODER. Well, to the extent that there would be concern,
whether it is justified or not, concerned that political organizations
of certain angles are being unfairly targeted. How do you ensure
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that in the process of auditing and examination and all of that, you
ensure that is done in a fashion that does not look at one organization or another based upon their political perspective? Do you build
in safeguards?
Mr. SHULMAN. I mean the built-in safeguards is, A, the culture
and tone at the top. People know it will not be tolerated. This all
started back when President Nixon tried to use the IRS for his own
political gains, and there are laws in this country around people
reaching into the IRS. If certain people call me or anyone else at
the IRS about a specific case, we actually need to report this to
Congress and to Inspector Generals. And so there are laws built
into it.
The next safeguard is there are only two political appointees in
the IRS. It is unlike any agency. And I happen to be one that has
a five-year term, which overlaps Presidents, keeps it insolated from
politics. It is my job to make sure that we run a non-political organization. And then we have the safeguards built into this process
that no one person can decide to examine an organization based on
political activity. You have also got your peers watching, and you
cannot just get a case, go off in a corner and run with your own
agenda. I think there are a lot of safeguards built in.
TAX CODE SIMPLIFICATION

Mr. YODER. Okay, I appreciate that. And then I believe the
Chairwoman asked about the simplification of the tax code, and I
just wanted to engage you a little bit on dialogue about how we get
to that point. I hear both political parties talking about simplification of the tax code. I think most Americans think the tax code is
too complicated and that they have to hire a lawyer and an accountant just to be able to fill out their basic income taxes. Also
that small business are tangled up in a myriad of rules and regulations coming out of Washington, and certainly tax code frustrations
are always on the top of their list of things that make it difficult
for them. We are all focused on a pro-growth tax code; policies in
this Federal Government that support job creation.
What steps can we start taking now to work within the existing
code? And then, second of all, is the IRS taking any, and do they
take any, positions on these issues in terms of where they have an
opinion or not? And my assumption is no. But you might speak to
that.
And then there are obviously lots of plans out there, from a
straight flat tax to a fair tax. And so I think your department will
be highly involved in much of what goes on in this Capitol over the
next coming months as we try to sort through this.
Mr. SHULMAN. I think there is broad bipartisan consensus that
the tax code is too complex. One of my favorite statistics is it is
four times as long as ‘‘War and Peace.’’ I think simplification would
be helpful from a compliance and a service standpoint. I am not
prepared to give you my dissertation on all the places you should
simplify it. I think the President has talked about it being way too
complex, as have the Chairmen of the Ways and Means and Finance Committees. I think there is good movement and agreement
for the need to engage in serious simplification discussions. I think
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I will leave it to the Congress to figure out exactly how it will get
together and where it will put it in its set of priorities.
Mr. YODER. Well, I appreciate that and I think certainly in both
political parties there is concern about some corporations that end
up paying no taxes and then large percentages of Americans that
do not end up paying any income taxes. And think there is just a
general sense of frustration amongst Americans that the code
maybe does not work for everybody the right way. And so we are
very excited and interested in engaging with you and really in a
bipartisan approach to figuring out a way to make this a progrowth code, simplify it for Americans, make it more efficient and
useful, and I look forward to engaging with you and others on that
process. Thank you, Madam Chair.
AFFORDABLE CARE ACT IMPLEMENTATION

Mrs. EMERSON. Thank you so much. All right, let s talk about my
favorite subject. For 2013, the IRS is requesting $360 million and
859 full-time equivalent employees for health care implementation.
But before we dig into the 2013 numbers, can you tell me, and the
Subcommittee, how much funding the Department of Health and
Human Services provided to the IRS in fiscal years 2010 and 2011.
Mr. SHULMAN. Sure, $20 million in 2010, and $168 million in
2011.
Mrs. EMERSON. So, what are the IRS’s total health care implementation needs for fiscal year 2012?
Mr. SHULMAN. For 2012 the total is $332 million.
Mrs. EMERSON. Okay, and those from HHS again, correct?
Mr. SHULMAN. I mean those are, ongoing discussions, but we
would get it from the funding in the authorizing legislation, the Affordable Care Act.
Mrs. EMERSON. Okay, but last year, though, I think you told us
that you were going to need $450 million from HHS. No, you were
going to need $450 million, but yet there was nothing said, and
perhaps because I did not ask the question properly that none of
funds would come from HHS. So tell me what happened.
Mr. SHULMAN. I am sorry?
Mrs. EMERSON. So last year you told the Subcommittee that IRS
needed $450 million for fiscal year 2012, and that none of the funds
would come from HHS. So, what changed?
Mr. SHULMAN. I am sorry, I did not remember saying that none
of the funds would come from the authorizing legislation but we assumed in FY12 getting $450 million in appropriated funds. I think
I have got the gist of your question, but if I did not get it right,
obviously, let me know. I mean, I think what changed is the Committee and the Congress did not fund the IRS’s request for funding
to implement the Affordable Care Act. We got the sense that there
was not a lot of appetite in certain quarters of Congress to ever
fund the Affordable Care Act.
Obviously it is something I disagree with. We have had a conversation about whether you like the policy or not, when laws are
passed, we need to implement them. And so we have just been trying to modulate our spending and we have been trying to execute
so we can get there, but, we are being as realistic as we can about
where the sources of funding will come from, and just trying to
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maximize our output and be responsible in the way we manage
this.
And so we wanted this to come from Appropriations. We would
like it to because we think that is the right place. One side of Congress gives us a responsibility and the other side gives us the appropriate money to do it. And so that appropriation is what we requested last year and, obviously, that is what we are requesting in
2013.
Mrs. EMERSON. So, and then question, the $450 million versus
the $332 million?
Mr. SHULMAN. That is just us trying to stretch as much as we
can because while we would like you to fund it this year, you have
not done so yet.
Mrs. EMERSON. Right.
Mr. SHULMAN. And so we are trying to do the best we can under
limited, difficult circumstances.
Mrs. EMERSON. Okay, so then let’s get back to the request for the
$360 million for 2013. Tell me how much of that $360 million is
related to implementing the individual mandate? Can you break it
down that way?
Mr. SHULMAN. Yes, the individual coverage requirement is 8.2
million in our budget request. So $8.2 million of the $360 million
would be for implementing the individual coverage requirement.
Generally the activities around that would be building the matching system that allows us to check when insurance companies report and say are you covered or not against what is sent on the
tax return. And as you know, in the individual coverage requirement, if you have to pay that penalty for lack of coverage, and you
do not pay it, we cannot use our normal enforcement authorities.
Normally, way down the line, after having lots of dialogue with
you, we have the ability to put a lien or a levy on you. We cannot
do that for this provision. Our systems are hardwired to do that,
so a lot of this work is the planning and the design and technology
to figure out how to cut off those systems and make sure we follow
the requirements of the law.
Mrs. EMERSON. Who knows what the Supreme Court is going to
do? I have no clue, and I am not sure anybody does, with regard
to the individual mandate and whether or not they will decide it
is severable. But if they decide its severable and if, in fact, the individual mandate does not stand, will you need the $360 million
minus the $8.2 million?
Mr. SHULMAN. Correct.
Mrs. EMERSON. Okay. Why do you not just go over, if you do not
mind, for us, and certainly for my colleagues, exactly how you plan
to use, with the exception of the individual mandate piece, unless
we have some time for that, but tell us how you plan to use that
$360 million.
Mr. SHULMAN. Sure. Thanks for the question because it is important. You really can break it down into two pieces of work. One is
the work around us building the systems that we need to interface
with the 50 state exchanges. Because when you go to sign up at
an exchange, one of the major questions is, ‘‘what is your income?’’
If you have a certain level of income, you qualify for Medicaid. If
you have income up to 400 percent of the poverty level, but do not
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qualify for Medicaid, then you are eligible for Federal tax credits,
and that is where we come in. The Affordable Care Act has a definition that it links your eligibility to the entire household income.
So it is about household income. So, the vast majority of this
money, $331 million out of the $360 million, is in the Operations
Support account, which is technology. And the vast majority of that
is linked to this credit. Because this is the year, 2013 is the year
we need to be building to get ready for 2014, when the exchanges
are live. They actually are going to go live near the end of 2013
for open enrollment for coverage in 2014.
And so that is going to be spent building the database that extracts data out of our core database and moves it into a standalone
database, because we want to have firewalls so that there is no
overlap of our core account databases. With this system, it rejiggers
the data so that we make sure it’s household income; it builds realtime interfaces with the 50 state exchanges, or however many state
exchanges there are, and the federal exchange. And then we set up
the system for the reconciliation of issues for when there is a
change of circumstance, et cetera. So that is really just the big
technology build, 92 of the percent of the money is in Op Support,
it is technology.
Then there is much less money that is around the IRS responsibility, its tax responsibility, around the Affordable Care Act. I like
to remind people, it is not health policy, but it is around moving
the money, which is tax credits and collecting some taxes. There
is a set of pay-fors or taxes that are part of the Affordable Care
Act. There is a fee on branded pharmaceutical drugs, a medical device tax, a fee on health insurers for certain amounts of net premiums. There is a new responsibility for oversight of tax-exempt
hospitals and looking at their community benefits. There is the
adoption credit. There is the small-business credit. So the rest of
the money is just the normal money that we would need to spend
any time there is a tax legislative change of any magnitude. That
is for doing outreach and education, changing our forms, changing
our systems to make sure that it accommodates these forms and
this data, setting up filters around compliance, having a modicum
of compliance coverage around these new taxes so we have ways
to do checks on it. Those are really the two buckets, the vast majority being IT staff, IT people, IT expenses to interface with the state
exchanges.
Mrs. EMERSON. So do you think once the IT is set up, do you still
need to have all of these people?
Mr. SHULMAN. These are mostly technology people. This year we
have, from the funds that were transferred out of the original authorization, we have about 800 people on staff working on all of
this technology. The budget request would add 60. I cannot tell you
exactly, but I mean these are big systems we are running that have
architecture, design, operation, security. I cannot tell you what our
future state is, or how many we would need in the future.
Mrs. EMERSON. Okay. And the 274 full-time equivalent employees that will be doing enforcement for this, tell me what those enforcement folks will be doing, specifically.
Mr. SHULMAN. Sure.
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Mrs. EMERSON. We are still just beginning the process of having
all this set up.
Mr. SHULMAN. Yes. Well, those are extra folks for making sure
we have some coverage of the excise tax on tanning, on branded
pharmaceuticals. That we have people who can analyze the data
that comes in and make sure we interact with taxpayers based on
the amount they owe, medical device the PCORTF fee and the high
income taxes are part of this. So it is traditional enforcement personnel for new tax responsibilities.
Mrs. EMERSON. I am curious now that I asked that question. I
am curious: How do the branded pharmaceutical companies, the
medical device folks, the tanning salons, do they actually get a bill?
I mean, how do they know they are supposed to pay? I mean, I
know they, but you know what I am saying. Do they automatically
send you the percentage or the money that they owe due, or whatever formula has been set up?
Mr. SHULMAN. Let me just give you two examples.
Mrs. EMERSON. Yeah.
Mr. SHULMAN. The branded pharmaceutical fee is actually a set
fee based on market shares sold to the Federal Government, and
so the way the statute works is the CMS, Veterans Affairs, and
DOD, who do the vast, bulk purchases of branded pharmaceuticals,
send us certain data. This is the design of this statute.
We look at the $2.8 billion in fees, which it was last year, divide
that and look at market share based on the brands. We actually
sent out to the branded pharmaceutical manufacturers an estimate, gave them three months to engage with us to see where the
different estimates were, and then we sorted it out and sent the
final bills. We did an estimate in June and sent final bills last October. And so this is up and running.
So this is happening. So that is one extreme where we do a lot
of the calculations, because it is based on market share and the
government has the market share data. The other extreme is indoor tanning salons, where there is a 10 percent excise tax on those
activities. And so we did an outreach campaign to them. We did a
big campaign with preparers to let them know about it. That is like
any excise tax. We do not calculate it. They have a form; they fill
it out and they send it to us. When there are new taxes, again, despite the perception of our brand, we try to really engage communities and not just impose it because a lot of people are just learning about it. And so where we saw either mistakes or we knew
there were places that would not be aware of the new requirement,
we would correspond with them and say ‘‘We think you might have
had a filing requirement. Please correspond with us.’’ We do not go
out hard-core, and so those are two extremes.
Mrs. EMERSON. Okay. I appreciate that. Thank you so much. Mr.
Serrano.
Mr. SERRANO. Thank you so much.
CHILD TAX CREDITS

Let me just take a few minutes, Madam Chair, to make a statement and clarify something. First of all, on the additional child tax
credit, current law allows the additional tax credit to be claimed by
all individuals who file taxes, regardless of whether they use their
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Social Security number or a Taxpayer ID. And I am speaking to
the fact that the comment was made that illegal aliens were getting these credits. Eligibility regarding this tax credit concentrates
on the eligibility of the child, not the parent. Children must be U.S.
citizens, U.S. nationals, or U.S. resident aliens. This means that on
a 1040 form, someone filing with an Taxpayer ID number, must
provide their dependent child’s Social Security number to prove
their eligibility for this tax credit.
The whole point here being that this benefit does not go to the
parent; it goes to the child. Secondly, to their credit in a very somewhat funny way, the IRS has not gotten involved in who is here
in this country and why they are here. They want them to pay
taxes. They collect from anyone, regardless of what situation they
are in, and so these people are who’s filing. What their status is
not an issue. How they got into the country, it is not an issue. It
is the fact that they pay taxes, they are filing, and they are claiming this credit, and it should not be portrayed as undocumented or
illegal people are getting these.
NONRESIDENT ALIEN INTEREST INCOME RULE

Secondly, while you did refer to the government of Venezuela as
a regime, you were answering the Florida member of Congress, and
that sells well in South Florida. I think we have to be careful in
what we do with information, because we have information that we
share with other countries, but they have information that they
share with us, and notwithstanding the rhetoric from Washington,
and some parts of Florida about President Chavez, and the rhetoric
from Caracas about our interference or our behavior, we do share
information. That is not top secret information having to do with
drugs, and human trafficking, and other issues.
And so if we are going to get into the business of not sharing information with them, then we have to be careful that we do not get
into a situation where they stop sharing information with us.
And lastly, if one of the big issues in this Subcommittee has been
getting people who have money stashed somewhere else, and then
I think we can understand why some people may want to know
about people from those countries who have money stashed over
here. And so that is something we have to be, again, very careful
how we handle it. And my comment about calling it a regime is not
a personal comment; our country does that when we have elections,
and we do not like the result of the election, we call them a regime,
and that is what we do.
SEQUESTRATION

Let me ask you something now on sequestration. That looms over
everybody’s head here, and it has become a big issue and a big
fear, and anyway, what can you tell us? I think as Congress moves
to that possibility, we need to know what the impact will be on different agencies. So what can you tell us about that?
Mr. SHULMAN. My understanding is the law does not break it
down by agency. We do not have exactly what would happen to the
IRS, but know only of cuts of the magnitude being talked about
across the board. I have told you that I think the IRS is very
unique in government because we have a positive return on invest-
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ment. Sequestration was part of a broad budget deal that looked
at deficit reduction, and if you care about deficit reduction you do
not give the IRS a big cut. I would refer you to the letter that I
sent you all last fall, which explains how cuts would lead to significant lost direct revenue. Issues would arise around voluntary compliance and people believing that the system is fair and they should
pay. Then there would be decreases in service. And so I think, obviously, it is not a result that we are hoping for, and if it does happen that it is not applied across the board.
Again, I would point out that the President in his 2013 budget
recognized the difference between the IRS and other agencies, and
asked for a significant increase for the IRS for that very reason
that it is important to the functioning of this government, and in
the context of deficit reduction. Investments here pay off in the
long term.
Mr. SERRANO. Let me ask you a question. I have been around
here long enough to remember right before 2000, the big issue with
every agency, the question we ask at every hearing was, ″What is
going to happen, you know, at midnight December 31?″ Remember,
it was this fear that the world was going to fall apart, and I think
nothing happened, actually. One computer went down somewhere.
Y2K, which was the big deal. The T-shirts, the whole thing, it was
a big business.
But there must be people, quietly, although you do not have to
give me details, discussing at agencies, ″Okay, what happens if sequestration comes?″ Are you suggesting that if it comes, you will
deal with it, or there are people already trying to figure out how
it may impact a particular agency? Or you do not have the resources to spend time on that?
Mr. SHULMAN. Well, it is not the resources, but I said this in my
opening statement. I mean, take my Chief Technology Officer.
Every time there was almost a government shutdown, for a week,
he was huddled, trying to figure out what is essential, what isn’t
essential, what are we going to shut down, what are we not going
to shut down. That is not where you want him. I mean, you want
him working on CADE, and you want him working on our core systems that run our filing season.
And so I will tell you, over the last year—and I am not a politician, but as someone who leads and runs an agency and tries to
do it well, and do a serious job for the American people—the
amount of time we spend on different scenarios is a drain. We have
to maximize our time. Right now, we are not spending lots of time
on sequestration because we have spent a lot of time. I mean, we
will see where these things fall out, and I repeat, we would like to
see our full budget funded, and that is our request.
TAXPAYER INFORMATION SECURITY

Mr. SERRANO. Let me ask you a question on an issue that I know
is a bipartisan issue, and that is taxpayer information security.
What are we doing to further improve the security of the taxpayer’s
personal information? I mean, this is always something in this
country, especially, with the Internet and all the abilities for information to go out there. What are we doing to make sure that we
take all the safeguards for no further information going out?

121
Mr. SHULMAN. When I think about information security, I have
to think about it from several perspectives. One, perimeter security: Can anyone get in? Two is internal security: Are there any
problems or vulnerabilities inside our system? And then you need
to think about it from the network, and the hardware, and the software, internal and external threats. I, literally, my first month,
called everyone in and said, ‘‘What are we doing about taxpayer security and data, because the worst thing that could happen to the
confidence of the tax system would be a major data breach.’’ We
have not had major data breaches at the IRS, knock on wood. It
is very hard; you need to stay ahead of it, and threats continue to
escalate. One of the criticisms when I first came in was we were
building new systems and we did not have enough money, and one
of the things we were potentially short-cutting was security. So we
said, ‘‘No, security goes to the top of the list. We will have less
functionality and more security, if that is what we need to do.’’
That is what we did.
We have GAO and TIGTA who have been very helpful identifying vulnerabilities and weaknesses over the year, and it is very
dynamic. We have knocked down most of the identified security
issues, but now you are always going to see new ones. There is a
recent report that talked about servers inside a secure data center
that has both physical, perimeter, virus, all sorts of monitoring security around the whole perimeter, but also servers talking to each
other, and should we have encryption between those two servers?
So those are the kinds of questions we are knocking down, which
is frankly where you want to be. That means you have taken down
all of the obvious, easy threats, and that you are just focusing
granularly. And so I think we have a very good record on it, on not
having major issues. I think if the government is serious about it
you are always going to see continued recommendations for improvements because technology is continuing to advance.
INFORMATION TECHNOLOGY CLOUD SOLUTIONS

Mr. SERRANO. To show you the bipartisan nature of the Subcommittee, the Chairwoman handed me a follow-up question,
which we spent on a lot of time on yesterday at another hearing,
right? And when I asked a question like this I am tempted to look
at the audience to see if there is anyone under 20, or under 25, in
the crowd, because they probably know the answer better than the
rest of us, no disrespect to you, but it is about the Cloud. In December 2010, OMB issued a Cloud-first directive, which, among other
things, requires Federal agencies to move one service to a Cloud solution by December 2011, and to migrate two more services by
June 2012. How much progress has the IRS made towards these
goals? Do you have any security concerns about using Cloud technology for IRS activities? And Jo Ann and I brag about how modern we are. We have iPads, we have BlackBerrys, and we have
email. The Cloud is still a little confusing to me. The whole idea
of something going out there, and I do not mind, as I said yesterday, my Frank Sinatra collection being out there. Everyone should
share it. But other information, I am not sure about. So how secure
do you feel with the Cloud, as we say in my other language, la
nube?
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Mr. SHULMAN. I am smiling because last month I was on the
phone with my mother, and she said, ‘‘Doug, I am thinking of moving to the Cloud.’’ And I said, ‘‘What does that mean, Mom?″ And
she said, ‘‘I do not know, but I am thinking of moving to the
Cloud.’’
Mr. SERRANO. You thought it was a town in Florida, or something, right?
Mr. SHULMAN. So, the Cloud is basically a way of talking about
not storing things on your own hardware but having shared hardware, right? And a lot of the big technology companies would like
to sell their Cloud, which is their data systems, but you could also
have much more localized Clouds. And if you talk to our technology
team—and we obviously take this seriously because this is about
efficiency and modernization of government—we have things on
common servers across IRS, and there are always questions of
economies of scale, right? Any organization I have been in, it is a
question: Is it organization-wide, is it by division, is it by department, is it individuals? Who has control of what? I think the answer is to progress. As far as I know, OMB is happy where our
technology is, and that is reflected in their continued support of our
investments.
Mr. SERRANO. Will tax returns be on a Cloud, eventually?
Mr. SHULMAN. Well, we have internal considerations, because we
take security of tax data so seriously; we have a whole different set
of considerations. There is section 6103; it breaks the law if you
share information. And so we are going to use modern technology,
and we are going to get economies of scales where we can, but we
are also not going to compromise taxpayer data.
Mr. SERRANO. Okay. Thank you.
Mrs. EMERSON. Especially having been to the Memphis Service
Center and seeing the big server room, if you will, it would obviate
the need to have that room there anymore. But not everything has
to be on the Cloud, I suppose.
Mr. SHULMAN. But that is an internal Cloud, right?
Mrs. EMERSON. I guess you can look at it either way. Mr. Yoder.
EFFECT OF IRS BUDGET CUTS

Mr. YODER. Thank you, Madam Chair. If we can come back out
of the Clouds here and get Mr. Serrano back out of the Clouds.
Just as we were listening to this dialogue, I wanted to ask you a
little bit about the concept of, and I certainly understand your argument that investing money into the IRS is a net benefit in terms
of the revenue that comes back to the Federal Government, but essentially that is the essence of your point, that as spending cuts
happen to the IRS, there are less agents to go out and find folks
that are not paying their taxes and therefore less revenue comes
in, and so it is a sort of penny-wise, pound-foolish argument. Is
that sort of the essence of your point?
Mr. SHULMAN. It is the essence, although there are lots of things
we do that are not agents going out and doing exams. And so, it
is investing in technology so we have better fraud detection; it is
investing in customer service representatives so when people call
and ask questions, we can respond; or when we sent you a letter,
we can untangle the issue, and stop the bad returns, and make
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sure the good ones go out. And the essence is the overall investment in the IRS leads to a positive return on investment.
Mr. YODER. Right. And so, with that, I think you make a good
point in that not all of the money and not all the resources the IRS
spends relates to bringing additional revenue into the Federal Government. And so as we make reductions and as we are all aware
of the deficit crisis the country is facing, and some of the very
heartbreaking things that we have to reduce to cut spending on
this Subcommittee and other Subcommittees across the Appropriations Committee, that affect the lives of people and whether they
have housing, and food, and the ability to realize the American
dream, that may not be the things that you are cutting. Your agency may not be as critical as some of these other things we have to
cut, and so I think the IRS has to be part of that equation as we
make reductions.
I know you have had to make some, but I guess I want to be sure
we are clear, as we make those reductions, it does not have to come
from those agents that are going out and auditing, and examining,
and bringing revenue into the Federal Government. And you sort
of made that point before I kind of asked the question here; the inference here would be is that we make reductions that were not allowing the resources necessarily for the IRS to go and bring in revenue, and so it is short-sighted, and I just think there are other
ways to get to that point.
Look at the IRS as a small business or something that you would
try to run as any other manager in this country. Many of those
folks are hanging on by the skin of their teeth, they have not taken
salaries, they have fired people, they have huge health care mandates coming on them, they have new regulations coming on them,
and so they have found ways to utilize technology and to become
more efficient because of necessity.
And for some reason, in Washington, the necessities of the constriction of the economy are not really reflected in our spending.
We continue to spend. In fact, I have people come up all the time
and say, ‘‘Look across Washington, there are cranes everywhere,
Washington is recession-proof. They continue to grow and grow and
grow and grow and grow.’’ And we have got to find ways to look
at our agencies and look at the departments in a different way.
And it cannot always be about investment and spending because
there is a net return.
The theory out there is, if we would triple the amount of Federal
spending, somehow it would be all this investment, because most
groups that come into my office say, ‘‘Look, you spend a dollar with
us, you get $4 back.’’ And the IRS has a similar thought. And so
I guess I want to encourage you, then also ask you, what percentage of your budget is spent on investigation and auditing, and
those things that actually bring in dollars? Not just all the other
things. And I know the argument would be, ‘‘Hey, everything is
part of the effort,’’ but what things specifically go into that?
What impact does new responsibilities that the Congress gives
you, such as the Health Care Act, that has all these new requirements, what impact does that have, and is that a greater impact
on your ability to bring in revenue, and to find new dollars from
those who are not paying their taxes properly? Because that also
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is going to be a drain on your resources. And, for example, the 1099
form requirement, if that would have been implemented, those
types of things seem very cumbersome, and would require a lot of
agent time just to facilitate.
And so when we were talking about the 1099 requirement with
small businesses, there was a frustration that small businesses
were going to have to, now, respond; that takes time from them.
IRS is going to have to hire folks to implement, and that we are
going to have to hire folks to examine and prosecute those who do
not respond. I mean, that is just a lot of money on paperwork. We
cannot be a country that is a paperwork society, here.
And then, third of all, what are you doing specifically? I am sure
you have talked about these things, but how do you try to, as we
make reductions, rank and prioritize to ensure that it is being
spent in a way that gets the best benefit for the American citizens?
And then, regarding the Cloud conversation, what are we doing in
terms of eliminating paperwork? I know that is certainly on your
to-do list, and you have probably spoken to that, but what is the
future in terms of cutting costs? In Kansas, our State Department
revenue does not send out books, and most of it is done online now,
and all those sorts of things.
Mr. SHULMAN. You covered a lot of ground, so let me try to briefly respond the best I can. First, I understand there is a broad discussion and lots of people like to say, ‘‘Oh, government does not
want to tighten its belt the way private sector does.’’ I have spent
most of my career in the private sector. I have run small businesses, I have run big businesses, and I am quite proud that, by
the time we roll into 2013, we will have cut almost $1 billion out
of core operations from the IRS while investing in the future. And
that is the way we look at it.
But everybody knows when times are tough, you try to tighten
your belt some places, but you do not cut the sales department that
brings in the revenue because that is just going to make times
tougher. We are the revenue generator, and so while I understand
you might take issue with that position, I stand by that position
that we have been extremely prudent with taxpayer money.
I was driving efficiency savings at this agency before Congress
was threatening government shutdowns around budgets, et cetera.
This is something we thought was a core responsibility, and so we
did that. And the kinds of things we did was stopped sending out
1040 packets two years ago. Not everybody loved that, but we said,
‘‘Okay, people can get it online, they can get it at their post office,
they get it at the IRS office, but we just need to make a set of
tough choices.’’
I think on revenue production and our services versus other
agencies I tried to articulate for this Committee in a letter I sent
to Chairwoman Emerson and Mr. Serrano, that I get the argument
that other people in the government have to answer phones. But
we have this very serious oversight and enforcement authority and
a lot of our customer service, things that are actually labeled customer service, like answering phone calls, are actually responding
to enforcement activities.
And so the example I gave is, a small businessman has a lien.
He cannot refinance, to hire a few people or to expand. We need
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to answer that phone call if they say they want to work out a payment plan with us and remove the lien. And I would argue even
our services is less discretionary.
So it is laid out in the budget, the things that will score through
discussions with CBO, for deficit reduction. So it is very clear
which are direct revenue-producing initiatives, but I still will not
give up on the notion that you need the whole investment. Technology is as important as agents to get the money in because we
have got to run the systems.
And then, finally, it all depends on the new responsibility. We
implement the law that is written. We do not write the rules and
the laws. It is why I recognize that our request for $360 million for
the Affordable Care Act was not going to be welcomed by everyone
in Congress. But from where I sit, there is a discussion about, do
you like the policy or not, and people have views on that. If this
is on the books, and in 2014 people in your districts are going to
be expecting tax credits, we have got to be given the funding to try
to implement it.
And each thing that Congress passes, some costs more than others, but what we are trying to do is, in the most fiscally responsible
way we can, implement the law in a way that is respectful to the
American taxpayer.
Mr. YODER. What percentage would you say you are spending on
investigation and audit?
Mr. SHULMAN. In the 2013 request, which is $12.7 billion, $5.7
billion is in Enforcement and $4.4 billion is in Operations Support.
And so, in Operations Support, some of it is for big technology, but
some of it is, for you need a desktops, and networks, and Internet
services for people. So you would have to get a combination of this.
So we can get you the percentage; I do not have the exact breakdown. But the vast majority of the request is for enforcement-type,
compliance-type activities.
Mr. YODER. Thank you, sir, I appreciate it. Thank you, Madam
Chair.
[The information follows:]
IRS SPENDING

ON

AUDITS

AND INVESTIGATIONS

The IRS’s FY 2013 budget allocates 25.1% of the resources requested to audits
and investigations.
INFORMATION TECHNOLOGY

Mrs. EMERSON. Let me ask you a couple of questions. Number
one: Tell me, or tell us, how have the Modernized e-File system and
CADE2 been performing so far this filing season?
Mr. SHULMAN. Sure.
Mrs. EMERSON. Any delays you all might have had?
Mr. SHULMAN. We put two big pieces of technology into play that
this committee has funded over the years, the most important one
being CADE2. CADE2 is a big success, it is working flawlessly,
able to post and process on a daily basis, which I talked about before. The second is Modernized e-File. We have been running, for
the last couple of years, both our legacy e-File and our Modernized
e-File. Our modernized e-File is not just a modern platform for eFiling, but it also gives taxpayers quicker responses, which people
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like. And that functionality was working fine, the actual core of the
Modernized e-File.
You mentioned delays, so let me just talk about that. There has
been some press around filing season, what is happening. We always say you get your refund in 10 to 21 days if you electronically
file and do direct deposit, and we have been hitting those historical
norms. Average refund time this year is the same as it was last
year. A large number of taxpayers are getting their refund faster
this year than they got it last year, and we have a small number
who had delays this year. And let me talk about the smaller number, what happened.
We basically had three things happening this filing season which
accounted for some delays of taxpayer refunds. One is, we put in
a whole new set of fraud filters to combat refund fraud. In the first
two weeks of filing season, we actually found there had been a coding error in one of them and it was catching more returns than it
should have. That got fixed, but it could have delayed a taxpayer
up to a week. That week delay would still be in the 10- to 21-day
window. If you show up at a preparer and they say you are going
to get your tax return on Wednesday and you get it on Friday, you
are going to call, especially early filers, who oftentimes need the
money.
Second is in the interface between our e-File system and our
downstream systems, we had done a lot of testing, and in the first
couple weeks some of our technology people said, ‘‘We are not sure
exactly that everything is working well. Out of an abundance of
caution, let’s put in a two-day delay so we can do some manual reviews with this new big system.’’ So we implemented that.
So a two-day review, depending where you hit in the processing
cycle, if it is coming up on a weekend, could be more than a twoday delay. And then some of those, a very small subset, actually,
if when we were doing manual reviews, we thought we saw something, we could hold those for a week or two extra. And so you that
was some of the noise in the system. Those were two types of
delays I view as normal filing season issues that are going to come
up, especially when you are deploying new systems and you are
working out the kinks.
The third thing is we put in a lot of new fraud filters, and we
turned up some of the tolerances. Partially, we did this after conversation here because we have seen a spike in identity theft, and
so we put in new filters. So we are holding more returns than we
have held in the past at this point in filing season. We have a very
good hit rate of actual fraudulent returns we hold, but some taxpayers who have not been fraudulent are going to get caught up
in that. That was on purpose, not holding up the taxpayers who are
not fraudulent, but turning up the filters, and that is part of it as
well.
But I go back to, say, 10 days ago, the last numbers I have: 59
million refunds went out. Fifty-nine million refunds had gone out
at the same time last year. Refunds are going out the same speed
as last year, on average, with a lot more taxpayers getting it faster
and a small number getting it a little slower.

127
Mrs. EMERSON. Okay, that is good. So the $330 million, or however much the President’s budget request was, $330 million flatfunded from last year, tell me what that is for BSM.
Mr. SHULMAN. BSM.
Mrs. EMERSON. Tell me what the next phase is. Will we be done?
Mr. SHULMAN. I would argue we would never be done with modernizing IRS’s technology. The statistic where I come from, running
stock markets and financial services, you do about 20 percent capital investment every year in technology because that is the whole
game when you are moving the kind of money we are moving. That
would mean I would come in and ask for a $2–2.5 billion dollar
modernization budget, so I am trying to work under the constraints
of this Committee and of Congress. And so we asked for an increase, but it is still, I would argue, underfunded, in the long run,
for an institution of this magnitude with the kind of responsibilities
we have, for what we to do for technology.
With that said, this will take CADE2 to daily processing. We will
flip it into a database, but some of it is going to be on old technology. So this is basically getting us on a platform that we can
run the tax system on for the next 10, 15, 20 years, because we
are still depending on some old technology where there are not a
lot of coders out there who can do a lot of it, et cetera. So we got
the functionality, did not get the platform.
Second is funding to do some investment in the downstream systems that take advantage of this new technology, so: customer
service, the Web connection so we can have more self-service options, and better compliance data analytics. We’ve gotten the basic
functionality; it is getting the platform solidified and then having
a lot of the benefits flow from it.
Mrs. EMERSON. All right. And as you well know, I am not at all
averse to making those investments, because the sooner we do it,
the better it is all around. And it is actually less expensive to do
it faster than spreading it out because by the time you finish something there is all this new technology, if you do not fund it properly.
Mr. SHULMAN. And for the record, you have been, as Chairman
of this Committee, incredibly supportive of our technology investment and, just as important to our team, really interested in it and
visited us a couple of times.
Mrs. EMERSON. No, it is. It is fascinating, pretty fascinating.
Mr. SHULMAN. We appreciate all the support.
OFFSHORE TAX EVASION

Mrs. EMERSON. So one other question I have and then we will
see if Joe or Kevin have another one. Talk to me a little bit about
how you are addressing tax evasion from transfer pricing.
Mr. SHULMAN. Sure. We get a lot of attention around our offshore
tax evasion initiatives, but we have had a lot of attention also on
business, making sure we engage with businesses and their crossborder transactions, and that we do a good job. And my view of
doing a good job is understanding the business transaction that
people are trying to accomplish, not overreaching and questioning
things that are legal, and not pretending like the law is something
that we wish it was, but applying the law. It’s also catching places
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where people are pushing the envelope and hurting the FISC and
not complying with the law.
What we have done in the international area with business is we
have really tried to shift the mindset of our agents, our economists,
and others to say, ‘‘Your job is not to take individual transactions
and compare it against the Code and nitpick it. Your job is to step
way back and say, is there an issue overall and understanding this
business transaction.’’ I think that leads to fewer burdens for taxpayers and a better overall compliance approach. So we have been
taking lots of people through training.
Even as we are cutting personnel and not allowing attrition hiring, we are ramping up staffing in our Large Business and International area, because a lot of issues have shifted to International.
And then we have done a couple things. One, we have this Advance
Pricing Agreement, where you can come in and get agreement on
your transfer pricing methodology before you file, and you can get
it for multiple years around certain kinds of transactions. We have
actually moved that operation and combined it with our Competent
Authority operation, which is the one who goes out and debates
with other governments about where the person should pay tax.
We were finding in the past some inefficiencies in transfer pricing,
in which you get an APA but then it would get negotiated away
with another country. And so we put those two together.
We also brought in two experts. One is Deputy Commissioner of
International, Mike Danilack, who is a renowned expert in international tax issues, and he hired someone named Sam Maruca
from Covington & Burling, who helped a lot of these organizations
set up a lot of their arrangements. He is running the transfer pricing practice. And that group is building a set of expertise that is
available to everyone. Again, the theory of the case is do not overreach and look at the wrong issues, and make sure you are engaged and looking at the right issues, because there is just a lot
of money around transfer pricing. It is tough. A lot of times people
are trying to get it right. Actually, a lot of times businesses are agnostic about where the cost is and they just want to get it right,
and they are caught in these long issues with us and foreign governments, and so we have also stepped up our engagement with
foreign governments.
Mrs. EMERSON. So do you anticipate, not necessarily this year,
but in the near future that we may be able to grab a lot more revenue?
Mr. SHULMAN. I think a lot of it is just trying to get compliance
right in the first instance. And that is very hard to measure, and,
frankly, you might not want to measure it because once we have
companies working with us cooperatively through issues before
they happen, if we start advertising that brings in an extra $3 billion, the boards might not be wanting to be so cooperative. But I
think long run it is going to mean better compliance with the tax
system.
But the heart of it is, a lot of the large business issues are international issues. The most serious one is transfer pricing. That is
where we are shifting our large business operation, to make sure
we are on top of those issues.
Mrs. EMERSON. Okay. Thank you so much. Mr. Serrano.
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AUDITS

Mr. SERRANO. I just have two quick questions. I am told that you
can more clearly see scams and potential fraud with your new systems, and I am hopeful that this will mean that your audits are
better targeted. As you know, I have been concerned in the past
that 44 percent of the audits at one time the IRS conducts, were
on 17 percent of the taxpayers, disproportionately the taxpayers
claiming the EITC deduction. Are the technology improvements
that you have made going to enable you to make better decisions
about where the IRS should do the audits?
Mr. SHULMAN. I think broadly, yes. We also are heavily involved
in data analytics, and so we are analyzing data on a regular basis.
We are seeing where we think there is fraud. We are then going
out and testing the data we get with taxpayers to see where it is,
and I think we are continually evolving. Our goal is to engage with
taxpayers where there is noncompliance and not engage with taxpayers where there is compliance, and I think we are getting better
at that every year.
Mr. SERRANO. And that 44 percent to 17 percent, that has
changed, you think, somewhat?
Mr. SHULMAN. I guess I am not familiar with those numbers.
Mr. SERRANO. Well, the feeling was at one time, a few years ago,
that there was more concentration on getting the EITC filers, or
the people claiming the EITC, the earned income tax credit, than
there was getting some other folks.
Mr. SHULMAN. We have tried to run a balanced program. And the
statistics, I think, are most telling. If you make less than $200,000,
was a 1 percent audit coverage rate last year. If you make more
than $200,000, there was a 3.9 percent chance of getting audited.
If you make more than $1 million, there was a 12.5 percent chance
of getting audited. And so we try to run a balanced program that
looks where there is money and there is opportunity for evasion,
but also has respectable coverage in all aspects. And it is a little
higher than 1 percent in the EITC because it is a big refundable
credit where we have seen fraud in the past. And with the EITC
what we try to do is maximize participation and outreach; increase
participation of those who deserve it, but also minimize the payments that go out that should not be going out.
RETURN ON INVESTMENT

Mr. SERRANO. Okay. And my last question is one where you
might have to provide us with a chart or something, the committee,
so that we can be clear on this. Your agency is one in which we
talk about return on investment, and for good reason. I am confused as to which number are the right ones to use. Your testimony
says that every dollar spent on enforcement returns $4 as treasury.
Your testimony also states that the IRS brings in $200 for every
dollar spent. So which one is it?
Mr. SHULMAN. So you can look at this in a number of ways. Let
me explain each one that you have seen. Two hundred to one is
from the $12 billion IRS budget collecting $2.4 trillion of revenue.
It is the conversation that I had with Mr. Yoder about how I really
think it is, especially when thinking about funding. The biggest
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thing we do, and the most important thing we do, is that voluntary
compliance and protect the $2.4 trillion. And so that is just pure
math: whatever our budget is, divided into however much comes in.
And we need to run a fair and balanced program to make that happen.
Mr. SERRANO. How much you cost to run versus how much comes
in?
Mr. SHULMAN. Yes. The 4 to 1 that I think you are referring to,
and that is going to change with each budget we submit, that is
taking, literally, initiative by initiative that we have proposed,
looking at the 10-year historical averages of what those kinds of either examiners, or collection personnel, or analysts, based on grade
levels, exactly how much they cost; what each has brought in traditionally to the FISC; what do those activities bring in based on our
TERC figures which is an internal system that looks at real dollars
coming in. So that is, literally, if you invest in this, history would
tell us you get $4 for those new investments, but it does not count
all the money that is coming in from the base investment and everywhere else.
I think our staff has been in discussions with both Preparation
staff and GAO around this whole issue, and I feel very comfortable
with our numbers. But we are happy to engage you as much as you
like on it.
Mr. SERRANO. Well, the last thing I can tell you, to close out, is
that as Cardinal and Yankee fans, the Chairwoman and I are hoping that those baseball players have to pay more taxes this year
because they would have been in the playoffs and World Series and
made more. And so take that with you as you go back. Thank you.
Mrs. EMERSON. Does anyone have a debate about whether they
deserve all the money that they get?
Mr. SERRANO. Oh, yeah. That is another issue for another day.
Mrs. EMERSON. I know, it is another issue. Anyway, Commissioner Shulman, thank you so much. Thanks to all of your colleagues who work so hard at the IRS. We appreciate what you do.
And I look forward to talking with you on an ongoing basis as this
budget process moves forward.
Mr. SHULMAN. Thanks so much.
Mrs. EMERSON. And once again, we will miss you, Floyd, but lots
of luck to you.
[The information follows:]
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WEDNESDAY, MARCH 28, 2012.
DEPARTMENT OF THE TREASURY
WITNESS
HON. TIMOTHY F. GEITHNER, SECRETARY, U.S. DEPARTMENT OF THE
TREASURY

Mrs. EMERSON. Welcome, everyone. The hearing will come to
order.
I am pleased to welcome members of the Subcommittee and our
witness, Secretary Timothy Geithner from the Department of
Treasury. Thank you so much for being here today.
For the first year since 1947, our debt will be larger than the size
of the entire U.S. economy as measured by the gross domestic product. Discretionary spending as a percentage of GDP is projected to
fall to its lowest levels since Dwight Eisenhower was President, but
mandatory spending and net interest as a percentage of GDP is
projected to rise to its highest level in recorded history.
Even if Congress were to adopt the Administration’s budget,
using the Administration’s economic assumptions, both revenue
and spending as a percentage of GDP are projected to exceed and
remain above their historical average. How is the Federal Government ever going to convince Standard & Poor’s that the U.S. has
control over its debt and is deserving of the AAA rating that it enjoyed prior to this Administration? How can working people ever
get ahead if the Federal Government keeps taxing and spending
their income above historical levels?
The Appropriations Committee’s jurisdiction is limited to the discretionary spending part of the debt equation. Over the past 2
years, this Subcommittee has reduced spending in its jurisdiction
by 11 percent, and I am committed to making further reductions.
Despite the need for restraint, the Department is requesting an increase in excess of $1 billion. An increase of this magnitude is unattainable under the discretionary spending level being considered
on the House floor today. Nonetheless, we want to work with you
to make sure the Department has the resources it needs and ask
the Department to be candid with this Committee about its priorities.
Based on an interview that you gave in January, Mr. Secretary,
I understand this could be your last appearance before this Subcommittee, regardless of the outcome of the Presidential election,
and I just want you to know how much we appreciate your service
and wish you success in your next endeavor.
Once again, welcome, Secretary Geithner. I look forward to your
testimony, and with that I yield to Mr. Serrano for any opening
statements he would like to make.
Mr. SERRANO. Thank you, Chairwoman Emerson.
(157)
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Secretary Geithner, I am happy to welcome you back before the
subcommittee. The Department of the Treasury continues to play
an important role in our ongoing economic recovery. From ensuring
access to capital for small businesses and community development
financial institutions to oversight of our financial system, to taxpayer assistance, the areas under your jurisdiction provide tangible
benefits to everyday Americans.
Your budget request this year recommends a mix of reductions
and increases. For most of your management and financial accounts, you recommend an overall budget decrease. We will hopefully get a chance to discuss whether there is sufficient funding for
you to perform the traditional functions that the American people
expect of you, and as discussed at our hearing on the Internal Revenue Service that this Subcommittee held last week, you have proposed an increase in funding to the IRS in order to fill the gap created by the funding cuts contained in the final fiscal year 2012 appropriations bill. Given the vital role that the IRS plays in collecting the revenue that our government uses to operate, I believe
that these are necessary investments.
One program that I have always been particularly interested in
is the Community Development Financial Institutions Fund. The
CDFI Fund is an extremely important resource for underserved
communities and helps promote the economic development of communities like mine in the Bronx, New York. Although your appropriations request is level with fiscal year 2012, I understand that
the fund will this year begin to administer a new program, the
Bond Guarantee Program, which will help increase CDFI lending
and provide an important source of stable long-term capital. I hope
to learn a little bit more about what the CDFI Fund still needs to
do to get this program up and running and what you believe this
program will accomplish. I look forward to discussing how the
Treasury Department can remain responsive to the needs of everyday Americans while continuing to play a key role in overseeing
our Nation’s finances.
We welcome you again, and I want to join our Chairwoman in
thanking you for your service to this country and to wish you luck,
and I guess you are going to be owning the Yankees or something,
so I will be keeping close tabs on that. Thank you. They are not
up for sale. Thank you.
Mrs. EMERSON. I would now like to recognize Mr. Rogers for his
statement.
Mr. ROGERS. Thank you, Madam Chairwoman, for yielding. That
is a hard act to follow, my friend Mr. Serrano.
Mr. Secretary, it is good to see you, and thank you for being
here. Welcome. And again, I would like to add my best wishes to
you as you leave for greener pastures out there.
By now it is no news to anybody that we are in an unsustainable
fiscal situation, the Federal Government annually heaping trilliondollar deficits atop a debt pile now over $15 trillion. A recent Gallup poll showed that more than 9 in 10 Americans are at least,
quote, ‘‘somewhat concerned,’’ quote, about foreign holdings of U.S.
debt, 3 in 4 saying they were very concerned. You now only need
to look at the seemingly perpetual debt crisis now occurring in Europe, as we have discussed, to recognize that our debt problem has
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to be addressed now while we are still masters of our own fate
rather than be punted to a future generation, which will find itself
at the mercy of foreign creditors, particularly China.
The House has heeded the calls of Americans to rein in Federal
spending. Last year the Appropriations Committee worked to restore transparency, austerity, and tough oversight to the appropriations process, and we have succeeded in reducing discretionary
spending by some $95 billion since fiscal year 2010. Those type of
sustained cuts have not occurred since World War II. By contrast,
had we gone along with the President’s previous request, CBO forecasts that we would have spent an additional $191 billion, which
we don’t have.
This Committee, therefore, is the tip of the spear in this effort
to end overspending here in D.C., but we only have the capacity
to address discretionary spending, and as you know, even wholly
eliminating both nondefense and defense discretionary spending
will not pull the budget out of the red. We would still be in the red
at the end of the year.
As more baby boomers hit retirement age, mandatory spending,
if allowed to go unchecked, will consume everything in the Federal
budget except for interest payments. The debt incurred from this
automatic spending run amok will threaten everything we hold
dear, national security; our economy; our infrastructure; the health,
well-being, and prosperity of future generations of Americans. Nevertheless, when my Republican colleagues offer politically difficult
spending cuts and entitlement reform proposals, the Administration vilifies them.
For example, I think few would agree that Members of Congress,
working to avoid a fiscal catastrophe, are, as Press Secretary Jake
Carney is on the record as saying, aggressively and deliberately ignorant of the world economy. Those types of insults harm the prospects of compromise, and these comments themselves seem to ignore our budgetary reality, the crisis in Europe, and the will of the
American people.
For its part, I fear that the President’s budget request for fiscal
year 2013 does not provide a meaningful framework for the negotiating spending priorities. The Administration argues that this
budget would reduce deficits by a collective $4 trillion between
2013 and 2022. In fact, the Congressional Budget Office found that
this budget would add $3.5 trillion in cumulative deficits over baseline projections. As a result, the CBO estimates this proposal would
add $8.7 trillion to the debt over the next decade.
These huge deficits demonstrate that the budget’s purported savings and spending reductions are largely illusory, composed of
budgeting gimmicks designed to conceal the diversion of funds toward pet programs and ever-greater and more expensive regulation. Congress and the President must seek greater cooperation to
prioritize key programs, cull unnecessary spending, and increase
efficiency to protect taxpayers.
Your own department’s budget request is an 8.4 percent increase
over fiscal 2012. That includes an 8 percent boost for the IRS to
$945 million, $360 million of which is for facilitating tax enforcement of controversial healthcare reform provisions. This increase
represents an expansion in real dollar terms of tax and health bu-
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reaucracies to which the House has been starkly opposed. Given
your unique role as Secretary of the department overseeing the disbursement of funds, I hope that you will be able to—explain the
Treasury request as well as the Administration’s holistic views regarding the entire Federal budget.
Good to see you, Mr. Secretary.
Mrs. EMERSON. Thank you so much, Chairman Rogers.
I would now like to recognize you, Secretary Geithner. If you
could try to keep your remarks to 5 minutes or less, that will give
us more time for questions, and we have got lots here to ask questions. Thank you so much.
Secretary GEITHNER. Madam Chair, and Ranking Member
Serrano and Chairman Rogers, nice to see you, and, Members of
the Committee, thanks for giving me a chance to come before you
today to talk about the President’s budget and these broader challenges facing the country.
Let me just start with a few remarks on the broader economic
context in which you make these choices. Our economy, as you
know, is gradually getting stronger. Over the last 21⁄2 years the
economy is growing about an average annual rate of 21⁄2 percent.
Businesses have added almost 4 million jobs now.
While the economy is gaining strength, though, we still face very
significant economic challenges. Unemployment is still very high,
the housing market remains weak, the overall effects of the financial crisis are still dampening growth, and, of course, we face a
dangerous and uncertain world. The harm caused by the crisis
came on top of a deep set of preexisting economic challenges, including a long period with very little growth in the median income,
diminished hopes for economic mobility, a dramatic erosion in our
fiscal position, and many other challenges.
As you know, the President has laid out a broad strategy to address these challenges, which entails a carefully designed set of investments and reforms combined with steps to reduce our projected
deficits to a more sustainable level. As you have both said, and as
the President recognizes, our fiscal deficits are unsustainable, and
let me just talk a minute about what separates us on these basic
questions.
I think we all agree we need to bring them down over time.
Where we disagree is how fast we can afford to cut our deficits,
how quickly we can afford to cut them. If we cut too fast, we risk
damaging growth. We agree we have to cut spending, but we disagree on where we can afford to cut spending and what priorities
should shape spending going forward.
As you know, we think there is a very strong economic case for
preserving some room to make investments in education, infrastructure, and innovation, things like that. We disagree on how to
make Medicare and Social Security sustainable over the long run.
We disagree, I think, on what level of support, and how strong a
safety net to preserve for low-income Americans. We disagree not
on the need and desirability of tax reform, but on who should bear
most of the burden in tax reform.
What separates us is not how we treat the vast majority of
Americans, because I think both parties want to extend the middleclass Bush tax cuts. But what we believe is—we do not see a way
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to solve our fiscal problems without asking the top 2 percent of
Americans to pay a modestly higher share of their income in taxes.
The reason why we believe that is because if you do not do that,
then you have to raise someone else’s taxes, or you have to cut very
deeply in spending priorities that both parties share, for example
in defense and other things like that. So it is just that basic reality
that we do not have unlimited resources that leads us to that basic
conclusion. I would be happy to talk about that in more detail.
Treasury, of course, plays a very important role in helping shape
and implement the President’s policies, driving financial reform,
encouraging lending to small business, working to reform the tax
system, helping repair the damage caused by the financial crisis,
et cetera. I will be happy to talk about how we are doing on those
fronts when we have a chance.
Now, our budget, as you both—as you all recognize, proposes a
modest overall increase, but all of that increase is in the IRS. We
think it is very important as part of the strategy to bring our longterm fiscal deficits down that we are making investments in the
enforcement capacity of the IRS. As you know, every dollar we
spend in enforcement at IRS raises $4 in revenues, so we think
that is a conservative and a responsible way to try to make sure
that we are bringing a balanced push to deficit reduction. The rest
of the Treasury budget we cut by finding savings still consistent
with the priorities faced in the country.
As you know, in Treasury, unlike, I think, almost every other
Cabinet agency, the vast bulk of our spending is for salaries—of
the men and women at Treasury. The rest is really IT. A very modest portion of this budget is for specific programs.
In our budget we lay out a series of new proposals designed to
demonstrate—we are finding ways to use our resources more efficiently. We have identified a set of reforms, program reductions,
and other measures that would produce savings of about $286 million in fiscal year 2013 and very substantial additional cost reductions in the years ahead. And among those proposals, of course—
let me just list them quickly—are to combine the Bureau of Public
Debt and the Financial Management Service, a very strong, compelling, pragmatic reason for doing that. We are looking at ways
to extend what we call our paperless initiative to move the Federal
Government to an entirely electronic payment system, encourage
more e-filing for the IRS, et cetera. A range of other proposals are
included in the request.
As I said, we think it is absolutely essential to make sure the
IRS has the resources to not just provide better customer service
to taxpayers, but to make sure we are investing in enforcement actions so that we are lessening the burden on the rest of the budget.
We request $220 million for the CDFI Fund, which plays a very
important role in supporting communities, urban and rural, poor,
underserved communities across the country, and would like to
work closely with you, Madam Chair, on how best to make sure we
are addressing focusing those resources in areas where there is
persistent poverty, very important to us. And I know you share
that objective.
I just want to highlight too, the fact that the Treasury, as you
know, plays a very important role in the broader national security
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community’s efforts to address the challenges posed by Iran, by
Syria, by North Korea and by terrorists around the world. The Office of Terrorism and Financial Intelligence is doing a remarkably
good job at bringing very substantial financial pressure on Iran.
And I would be happy to talk to you more about the challenges
ahead in that area.
In conclusion, let me just point out the Treasury, as you know,
has a very talented and dedicated group of public servants. I began
my career in public life as a civil servant in the Treasury. Their
work affects the lives of all Americans. They played a very critical
role in helping pull our economy out of crisis and laying a foundation for economic growth. They help protect America’s economic interests and our national security interests, and they have worked
very hard to make Treasury a more efficient, leaner provider of
critical services to the American people.
And I just want to end by saying that I appreciate very much the
support of this Committee over the past several years in a very
challenging fiscal environment in helping us make sure we maintain a level of resources that allows us to do the things that you,
the Congress, ask us to do. I look forward to answering your questions.
Mrs. EMERSON. Thanks very much, Secretary Geithner.
[The prepared statement follows:]
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TAX CODE SIMPLIFICATION

Mrs. EMERSON. Back in January, the National Taxpayer Advocate released her annual report to the Congress, and concluded,
among other things, that the IRS is underfunded and overworked,
and I think many of my colleagues would agree that those concerns
could be solved by simplifying the Tax Code. The IRS would need
to answer fewer questions, number one. They would have to do less
policing and, therefore, need fewer resources. And last week IRS
Commissioner Shulman told the Committee the single most important thing that could be done to improve taxpayer service and increase tax compliance would be Tax Code simplification. Would you
agree with that?
Secretary GEITHNER. I do, but I would note, as you know, that
IRS is responsible for administering the tax laws written by the
Congress. So we have an obligation to the American people to make
sure we are doing as much as we can to enforce those laws and to
help people comply with those laws. But, of course, I agree with
you, and the President agrees that we should work together toward
a more simple tax system both on the business side and the individual side, and we hope we have a chance to do that.
Mrs. EMERSON. And I appreciate that.
Do you think that the complexity of the Tax Code affects productivity and innovation of American businesses?
Secretary GEITHNER. I think most economists would say that a
broad tax reform process that lowers rates and broadens the base
would lead to more efficient economic outcomes, on the business
side in particular. As you know, we live with a system with a very
high statutory rate, 35 percent, about to become the highest in the
world, but really what is remarkable about our system is that companies in different industries pay very, very different effective tax
rates, which is very unfair and very inefficient. What it means is
that the companies with the best tax engineers or tax lobbyists are
able to compete on the strength of those talents rather than primarily on the strength of the quality of products they sell, and that
means that the economy as a whole does more poorly than it
should than if we let the market allocate those investment resources.
So, absolutely, there is a good economic case for tax reform, and
we hope we have the chance to work with both parties to achieve
that in the coming months and years.
Mrs. EMERSON. So I assume, then, that your answer to the next
question would be a yes, but I will ask it anyway, if you believe
that a Tax Code that is easy to understand and, therefore, easy to
comply with increases voluntary compliance and then would therefore decrease the costs to the IRS?
Secretary GEITHNER. I think so. It is worth noting, as, of course,
you know, that the major source of complexity in the Tax Code is
the complications associated with qualifying for the special benefits
Congress puts in the Tax Code for individuals and for corporations.
That is the overwhelming source of complexity. But if you move to
a simpler system with lower rates and a broader base, with a fairer
allocation of burden, and that encourages investment here and does
other important things, then you would be reducing complexity,
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and it might be easier for people to comply with their obligations
of being a citizen.
Just one final point. We have really the best system of tax collection in the world, where we have withholding. The major source of
the tax gap in the United States is where we do not have withholding, and that primarily is for businesses that do not have to
withhold, on their income, and that is where most of the complexity
in compliance is.
Mrs. EMERSON. Thank you.
GOVERNMENT-SPONSORED ENTERPRISE REFORM

Switching gears here just very briefly. The administration’s plan
to reform Fannie and Freddie so far consists of a paper from February 2011 which laid out a number of well-worn options for reform, and I hear complaints all the time, I am sure my colleagues
do as well, that these GSA—GSE mortgage giants have already
cost taxpayers about $170 billion and continue to make draws on
the Treasury. So when do you believe, Secretary Geithner, that
Treasury and the Administration will provide a specific plan and
timeline for mortgage and GSE reform, because I do not sense any
urgency here?
Secretary GEITHNER. Good question. Thank you for asking it.
First let me just point out that the losses on those institutions
today are now virtually entirely the legacy of the choices made in
the years of the financial boom, and since Congress passed reforms
over the GSEs in the fall of 2008, which they did before the TARP
and before financial reform, those institutions have been managed
much more conservatively, with much tighter underwriting standards. Most economists that look at the GSEs believe that the GSEs
are now charging closer to an appropriate premium for the mortgage they guarantee, and that is why the forward-looking estimates of losses going forward on the things they are doing today
are much lower.
You are right to say that it is very important that we work to
find a bipartisan consensus with Congress on how to wind them
down, bring the private capital back into this market, and ultimately replace the GSEs with something that is going to work better for the country in the future. We have been consulting very
widely, both in the Congress with the Authorizing Committees, but
also with the real estate community, with the housing community,
and with the financial community. We are exploring a whole range
of options, and we are hoping to be in a position relatively soon to
engage with Congress more substantively to narrow that range of
choices.
As we have been consulting, I am encouraged to see that there
have been some proposals made, on the House side in particular,
on a bipartisan basis for reform that look quite promising. So I
think we are in slightly better shape than your question implied,
but you are right to point out we have a lot of work to do in this
area.
Mrs. EMERSON. So you do suspect, though, that you will have, if
not a specific plan, at least a set of choices?
Secretary GEITHNER. As you said, we laid out more than a year
ago a set of broad options, and we have been consulting in detail,

171
and there has been a lot of work in Congress, too, on which of those
options make the most sense and how you should design them. And
so I think we are getting closer to being able to work with Congress
on something that might result in legislation.
Mrs. EMERSON. Okay, thank you.
Mr. Serrano.
EFFECT OF IRS FUNDING CUTS

Mr. SERRANO. Thank you, Madam Chair.
Secretary Geithner, before we move to your fiscal year 2013 request, I would like to revisit 2012 with you for a second. Though
I know Chairwoman Emerson and her staff did their best to avoid
layoffs and furloughs, and her staff did their best to work within
what was allotted to us, the cuts were very serious to the IRS, and
the IRS took the bulk of the cuts for the 2012 bill. Now, I want
you to speak about what long-term effects you think that these cuts
will have, reminding folks that this may be—and I know that everybody has a favorite cut or a cut they hate in the budget, but I
think these cuts to the IRS are the ones that make really the least
sense because the IRS collects dollars that go into the Treasury. I
do not know of another agency that brings those kinds of dollars
into the Treasury, so when you cut the workforce there, when you
cut their ability to collect those dollars, you are getting into a deeper hole than before. So can you tell us how you see that working
out?
Secretary GEITHNER. Well, of course, as you know, we agree with
you very much. What it just means is that it is hard to get your
phone answered if you are trying to pay your taxes. If you plan to
evade your taxes, it is easier to because it is harder for the IRS
to provide the customer service staff need, and it is harder for them
to make sure they maintain an adequate enforcement capacity to
make sure that, again, Americans are meeting their obligations as
citizens.
Every dollar, and—independent estimates validate this very conservative estimate—every dollar the IRS puts into enforcement
yields roughly $4 in revenue. So at a time when we face
unsustainable deficits, and the Congress has asked the IRS to take
on a whole set of new responsibilities and administering a whole
set of complicated benefits in the Tax Code, it is very important to
make sure they have the resources they need to do their job.
I know we are making it harder for this committee because we
propose as a way to accommodate this increase a program integrity
cap adjustment, which, of course, Congress has done many, many
times in the past. But I know that is not something you can control
in this committee, and we know it is a special challenge for you to
deal with but we think there is a good case for doing it.
Mr. SERRANO. I would like to revisit something interesting you
said last week, and I do not want to put you here on the spot about
something you said last week somewhere else before the Authorizers in a hearing. In regard to IRS cuts you said, quote, in my
former life I was a tax attorney, and I was always happy to see the
IRS cut because my clients had less concern, and that was fine by
me.
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Secretary GEITHNER. That was not me, that was a Member of
Congress who said that in a hearing questioning me.
Mr. SERRANO. Really?
Secretary GEITHNER. Yeah. But it was not me. I can assure you
I was not a tax attorney. That is okay.
Mr. SERRANO. I apologize that I am blaming you for what a
Member of Congress said, which we do most of the time anyway.
So I really was not out of bounds here.
Well, let us forget about that. Do you agree with this Member
of Congress that people out there find a way to get around——
Secretary GEITHNER. As you know, I have been testifying a lot.
I cannot remember the precise comment, but I will go back and
look at it.
EFFECT OF DISCRETIONARY SPENDING CUTS

Mr. SERRANO. Okay. The proposed budget resolution of $1.028
trillion, beyond the fact that this is a breach of a hard-fought
agreement last year in the Budget Control Act, what will the impact be on our economy if we cut back so severely on discretionary
spending? And, you know, this brings up this whole argument of
when is it spending, when is it investment, and I really think that
it has to be looked at closely. Give us your thoughts on that.
Secretary GEITHNER. Well, as I tried to say in my opening remarks, I think it is important to point out that we have very different strategies for addressing our fiscal position, and what separates these strategies are the following: We propose to cut the deficits quite dramatically over the next 5 years, but we do not try to
do it all in 3 years because the economy healing from a crisis would
be very damaged if we tried to cut deficits too quickly. That is one
important difference.
Second is that although we cut spending quite substantially over
the next 10 years, we do so in ways that are very different from
what is in that resolution. We are very careful to make sure that
we are using savings to make sure we can preserve room for investments in education, in infrastructure, and in innovation, and a
very important second difference, is that we live within the caps
that we negotiated last year.
Third important difference is that we have very different approaches for how we strengthen Medicare over the long run. You
understand that debate.
Another important difference is that we are preserving a basic
safety net for the least fortunate Americans. The resolution you referred to cuts very, very deeply in Medicaid and in food stamps and
a whole range of other programs that are very important to the
least fortunate. It is important to remember that we have very
high rates of poverty in the United States, that was true even before the crisis, and 40 percent of American children are born to
families eligible for Medicaid. So these cuts would be very, very severe.
And, of course, finally, what separates us is that we do not see
how we solve this problem without a modest amount of additional
revenue through tax reform on the most fortunate Americans, and
we propose roughly 1 percent of GDP, about $1.5 trillion, over 10
years in additional tax reforms on the top 2 percent of Americans.
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It would raise their effective tax rates modestly, return them to a
level that was more familiar in the second half of the 1990s. The
reason we do that is because if we do not do that, then we have
to find ways to cut defense or cut Medicare by very substantial
amounts, and we do not think that makes sense for the country.
Mr. SERRANO. Well, I know we have a lot of other Members who
want to ask questions, so thank you so much.
Mrs. EMERSON. Thank you, Mr. Serrano.
Mr. Rogers.
ENTITLEMENT SPENDING

Mr. ROGERS. Mandatory spending, entitlements. As you know,
631⁄2 percent of the Federal budget is now mandatory spending;
with entitlements about 13 percent of GDP. If every discretionary
account were zeroed out entirely, including defense, Border Patrol,
Park Service, agriculture, whatever; if we zeroed out the entire
government, we would still be in the red due to entitlements, and
yet the Administration in their budget proposal ignores that basic
fact and proposes no reform or cuts in entitlement or mandatory
spending. We are being eaten alive by it, and it is going to get
worse as time passes. About 10 years from now, they tell me that
it will consume 70 percent of the budget. Why does the President
not address mandatory entitlement spending in this budget request?
Secretary GEITHNER. You are, of course, very right to point out
that in many ways our budget is a very, very large insurance company and a large pension fund attached to an army, and the rest
of the budget is very, very small. And you cannot balance the budget by reducing to zero that portion we call discretionary spending,
which is about 12 percent of the budget. You cannot do that. The
long-term sustainability problem we face is overwhelmingly the result of the fact that we have millions and millions more Americans
retiring, becoming eligible for Medicare and for Social Security in
the coming decades, and that will force some fundamentally tough
choices on us as a country.
Now, in the President’s Budget, we have laid out and identified
I think it is roughly—$350 billion in cuts to health mandatory programs over the next 10 years along with a range of very substantial additional cuts in other mandatory programs, farm subsidies,
things like that, civil service retirement, and we combine those,
and this is what separates us, with a modest amount of additional
revenues.
Now, we have a $4 trillion problem over the next 10 years we
have to solve, meaning to get our deficits down to a level where the
debt stops growing as a share of the economy, we have to find $4
trillion in cuts in deficits. We agreed on a trillion dollars together
last summer; we have to find another trillion over that period of
time. We propose to do half of that remaining gap on the spending
side, half of that remaining gap on the revenue side, but we do
have a very substantial portion of those spending savings to come
from changes to health mandatory and other mandatory.
We propose, as you know, to live within the caps we agreed, we
are prepared to stick with that basic deal, and what that means
is the savings we have to look for on the spending side for the next
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10 years have to come from other parts of the budget, and you are
right to point that out.
I do not believe, though, that it is correct to conclude—you were
not implying this, but I do not believe that we have to cut nearly
as deeply as the resolution that the House is considering in Medicare and Medicaid and food stamps to move us to a sustainable position. I do not think it is necessary. I do not think it is desirable.
I do not think it is good economic policy, recognizing, of course,
that we are going to have to bring those commitments down to a
more sustainable level.
UNITED STATES DEBT OWNED BY CHINA

Mr. ROGERS. We are borrowing 42 cents on every dollar we
spend, and depending on the accounting method, the national debt
now is over $15 trillion. On February 29th, your Department released numbers showing that in the year dated to June 30 of 2011,
China’s holding of U.S. securities expanded by $100 billion to $1.7
trillion, more than a tenth of our national debt. What are the risks
of a single country holding so much of our debt and our time and
attention?
Secretary GEITHNER. Well, like many countries, about roughly
half of treasuries that are held by the public are held outside the
United States. That is typical of many mature developed countries.
And it is important to recognize that the amount we are borrowing
from the rest of the world as a share of our economy has fallen
roughly in half over the last 5 years or so, so our current account
balance, which measures how much we are borrowing from the rest
of the world, has fallen very sharply, which is good for the future.
You asked something very important, Mr. Chairman, at the beginning, which is we need to act on the deficits while we are still
the masters of our own fate. And we are still the masters of our
own fate, and although this is an important, urgent problem, we
have some time to get this right and have some time to do it sensibly. It is important to recognize that our fiscal challenges, although daunting and considerable, are much more manageable for
us and much less consequential than is true of what faces almost
every other major economy. We have the ability to manage this
problem by asking the American people to make some difficult, but
manageable adjustments, and the sooner we do it, the better, because they have more time to make the changes necessary to adjust to that.
Mr. ROGERS. Well, I am not sure that we are still masters of our
own fate. I mean, we have some real differences with China over
illegal trade practices, human rights violations, foreign policy, the
defense of Taiwan, and questions of all sorts. I wonder, you know,
if push came to shove on some of these issues, whether or not the
fact that they hold so much of our debt would influence us
policywise to cede some territory, to cede some points. Am I completely out in left field on that?
Secretary GEITHNER. I understand that concern, but I do not
share it, and I do not believe that gives China or any other country
any leverage over the United States. And I think we are absolutely
still the masters of our own fate, and the biggest risk to the United
States is not—and I think you agree with me on this—the biggest
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risk to the United States is not what other countries choose to do;
the biggest risk to the United States is that Washington fails to
find the ability to do things together to solve problems, including
on this long-term challenge of fiscal sustainability.
And so you are right to say we cannot put this off indefinitely.
It is important we do it, but how we do it is as important as the
fact that we do it.
Mr. ROGERS. Madam Chairman, I have one brief question, if I
may.
Mrs. EMERSON. Yes.
CHINESE CURRENCY VALUATION

Mr. ROGERS. And it deals with what we were just talking about.
Some studies estimate the renminbi, the Chinese currency, is undervalued by 25 to 40 percent. American manufacturers are laying
off people, and the jobs are going to China because we simply cannot compete with that kind of a disparity. And yet in your most recent semiannual report on foreign exchange, for a sixth time your
Department passed up the opportunity to designate China a currency manipulator, which would allow the Commerce Department
to implement countervailing duties. We really have a weapon here,
but, despite broad consensus that China is a currency manipulator,
we are refusing to designate it as such. Could this be a result of
our fear of their extending further credit to us?
Secretary GEITHNER. That plays no role in our judgment. But let
me just start by saying I very much share your concern, and it is
important to us that China continue to allow their exchange rate
to rise against the dollar. Just for perspective, the Chinese currency in real terms, adjusting for inflation, is up about 14 percent
against the dollar in the last 20 months or so, and it is up about
40 percent against the dollar over the last 5 years, but we agree,
as your question implied, that they have some ways to go. We
would like them to push further in that context, and we are working very hard on that.
It is worth noting that U.S. exports to China are growing very
rapidly, much more rapidly than our exports to the rest of the
world. We have created almost half a million jobs in manufacturing
since job growth started to resume after the crisis, and we are seeing a very promising shift in the relative competitive position of
our two economies.
You can see this in the number of companies that announced
they are actually starting to move some production back from
China, and other countries to the United States because they see
costs growing in China much more rapidly than in the United
States. So you are seeing people start to reassess in recognition of
the fact that the competitive playing field is shifting a bit in our
favor, and reassess the merits of investing in building something
in the United States.
That is very promising. We want to make sure we are encouraging that trend. That is why, Madam Chair, your emphasis on tax
reform is important, because to do that effectively, not just to make
sure China is moving its currency higher and reducing the subsidies it provides its domestic industries, we have to do things to

176
make it more compelling for people to invest in the United States,
and tax reform is an important part of that.
Mr. ROGERS. So you are saying you are not shy about imposing
countervailing duties because we owe so much to China?
Secretary GEITHNER. We have been more aggressive than any
previous Administration in using the protections of our trade law
to go after unfair trading practices in China, and if you look at the
Administration’s record on 301 cases in successful WTO challenges
as well as in the use of our antidumping and countervailing duty
laws, you can see we have been very aggressive, and we will continue to do so.
Mr. ROGERS. Thank you, Madam Chairman.
Mrs. EMERSON. Mr. Womack.
Mr. WOMACK. Thank you, Madam Chair.
And, Mr. Secretary, thank you very much for your service to our
country. And I join the chorus of well-wishers in wishing you Godspeed and thanking you for your service to our great Nation. And
on a personal note, let me just say how grateful I am that you, during this last year, made a visit to my district, and it was great to
have you down there to see the great things happening in Arkansas’s Third District.
NORMALIZATION OF INTEREST RATES

One thing that keeps me up at night is the prospect of what I
term normalization of interest rates, because in our work on appropriations, we see firsthand the impact of the net interest on the
debt. And we talked a little bit about interest rate normalization
last year in our hearing.
Give me some assurance or give me your thoughts about the
prospect of what could happen. Of all the great work that we have
done, and our Chairman, Mr. Rogers, has articulated that we have
done a very good job of cutting spending and doing what the people
asked us to do, but that could all be wiped away with just a modest
increase in what we have to pay on this enormous debt. Your
thoughts.
Secretary GEITHNER. You are absolutely right, and it is one reason why it is so important that we figure out how to reach a bipartisan agreement on how to take the next step to bring those fiscal
deficits down to Earth. The necessary test of sustainability is to
bring the deficits down to the level below 3 percent of GDP, and
if we do that, that will make sure the debt burden stops growing
as a share of the economy and starts to come down. And if we do
that, we are at much less risk that confidence in the United States
will erode over time, and we face a higher increase in interest
rates, larger interest rates than would otherwise be justified by a
growing economy.
Now, I want to point out—and that is why, Mr. Chairman, I said
I am confident we are still the masters of our own fate—if you look
at how investors judge the fiscal credibility of the United States,
they still have a lot of confidence that Congress will ultimately figure out a way to reach agreement on these kind of things. The
markets judge us every day on that front, and you can look in what
is called the CDS spread, for example, the United States relative
to other countries, where you look at expected inflation over the
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long run in the United States versus other countries. There is a lot
of confidence among investors around the world and the United
States that Washington will ultimately do early enough what it has
done in the past, which is to find a way to bring these things down.
But you are making a very important point, and that is one of
the most compelling reasons why it is important that we not put
this stuff off indefinitely.
ENTITLEMENT SPENDING

Mr. WOMACK. We have already discussed in this forum early on
the impact of the mandatory side of the equation when it concerns
Federal outlays, and there are some fundamental disagreements as
to what our side believes should be done, particularly on the social
safety net discussion. And you have already indicated that it is incredibly important that Congress be able to work some kind of a
compromise out to be able to go after where the true drivers of the
deficits and the debt actually are. There is a bipartisan proposal
that is on the table, and I refer to Ryan-Wyden. So what is wrong
with our approach? What is wrong with this approach?
Secretary GEITHNER. Well, again, there is lots that separate us;
how fast we cut deficits, where we cut spending, where we make
sure we are investing more things that matter for future growth,
how we protect the safety net, how to make Medicare and Medicaid
more sustainable, how do we design tax reform in a way that is
fair, and those are very fundamental disagreements. They are not
unbridgeable, but they are very large disagreements now, and that
is why the country is having such an important debate about the
future.
I would say in the area of Medicare, which you were focusing on,
the big difference we face is a difference about what is the level of
benefit we guarantee to our seniors as they retire? How fast do we
let that grow to accommodate rising health care costs, and do we
guarantee it? Do we guarantee that minimum benefit, or do we
shift much more of the risk to them? And big, big disagreements,
but the most fundamental is that the proposal that many people
in this body support now would shift substantially more of the risk
to those seniors over time than we think is necessary for the country. So although we agree with you, we have to reduce the rate of
growth in those costs over time, we do not agree on either the
depth of the changes you propose to make or in the amount of risk
that those proposals would shift to seniors.
Mr. WOMACK. Well, our side truly believes that those that have
built their lives around these programs should be protected, but
our side also believes—and I know the minority side in the House
maybe gives some lip service to it, that they believe also that program must be sustainable going forward.
We all agree that there needs to be a program for future generations. The question is whether or not the path that it is on today
without substantive changes is actually going to be around for future generations. We want to preserve it for those that are at or
near retirement now, but we also want to see a program in the future that is sustainable, and I just do not think we are on that
path.
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Secretary GEITHNER. Well, again, I agree with you that our deficits are unsustainable, and those commitments are unsustainable,
but I think it is important to recognize that that is not the dominant economic challenge facing the country. And as we address
that challenge, we have to make sure we are preserving some capacity to address the many other challenges we face, and we do
have some time to get that right. That is not something we have
to solve in the next 3 weeks, in the next 3 months. We have some
time to get that right. We do not have a lot of time, and the sooner
we do it, the better, because people have some time to adjust.
I guess the only thing I would encourage you to do is do not
view—not you personally, but Americans should not view the economic challenges facing the country solely through the prism of
how we make Medicare more sustainable, because we have to
worry about how we are going to be competing with countries like
China. We have to be worried about how to make sure our education outcomes are better for Americans. We have to make sure
we are improving incentives for investing in the United States, and
we have to make sure that we are doing other things that bring
those deficits down to a sustainable level.
So that is the point I would make. Although we disagree on
Medicare, we disagree on these other areas, too, and we are going
to have to find some common ground.
DEBT LIMIT

Mr. WOMACK. One final question, and then I will yield back,
Madam Chair, and that is debt ceiling increase. When are we looking at the next request for a debt ceiling increase?
Secretary GEITHNER. On the current estimates—as you know,
these are very uncertain, they change over time, and we update the
Congress very regularly on these—we do not expect to hit the debt
limit until quite late in the year. We update the Congress, I think,
every month on these projections, and they will change over time,
depending on how the economy performs.
And, you know, let me just point out that we cannot put the
country through what we put the country through last July and
August with the threat of default for the first time in our Nation’s
history hanging over the United States for a long period of time.
That did more damage to consumer confidence and business confidence than almost what was caused by the crisis in the United
States.
So we have got to make sure that we find a way to solve this
problem so Congress is not put in the rather awkward position of
having to vote against things you already authorized. Again, you
know, we cannot borrow a penny beyond what you have authorized
us to borrow in the judgments made by the Appropriations Committee and other committees in that context. So as you consider
how to deal with this, try to do it in a way that does not leave the
country facing that enormous damage caused by the specter of default hanging over the country.
Mr. WOMACK. Thank you.
Secretary GEITHNER. Thank you.
Mrs. EMERSON. Mr. Diaz-Balart.
Mr. DIAZ-BALART. Thank you, Madam Chairwoman.
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Mr. Secretary, good to see you again.
Secretary GEITHNER. Good to see you.
Mr. DIAZ-BALART. It is like déjà vu all over again, right?
I will tell you that as you part, I will also miss our exchanges,
and thank you for your service.
A couple of issues. I just want to first comment on something the
Chairman, Chairman Rogers, was talking about, whether the debt
could hurt, impede our ability to act. I will quote the Secretary of
State Hillary Clinton, September 2010, when she said, quote, ‘‘Rising debt levels pose a national security threat in two ways. It undermines our capacity to act in our own interest, and it does constrain us where constraint may be undesirable, and it also sends
a message of weakness internationally.’’
I think, Mr. Chairman, I think it goes to the point that you were
making.
You mentioned, Mr. Secretary, how we differ or what separates
us is—among the things that separates us is how fast the deficit
should be cut. I will tell you, however, that it seems on that issue
the President separates himself from himself. I will quote him as
well, including in the State of the Union in 2009 where he mentioned that he would cut the deficit in half in his first term. He has
yet to propose a budget that does that and keeps his word. So,
again, that separates the President from the President, not only
from Congress.
NONRESIDENT ALIEN INTEREST INCOME RULE

Now, the issue that I want to bring up to you today, sir, maybe,
Madam Chairwoman, he just needs a little bit more space after the
elections to finally do that, but what I wanted to talk to you about
today, Mr. Secretary, is a letter that some of us wrote to you, and
it is a rule that the IRS is supposedly putting together that would
require all U.S. financial institutions to report all interest payments made to nonresident aliens.
This proposed rule, in my opinion, would have a devastating effect on the economy of a number of States, including the one that
I represent, and I think it would potentially put people’s lives at
risk, you know, Mexicans and Venezuelans who all of a sudden
their bank accounts would and how much they have in the United
States would be known by the Governments of Venezuela or the—
you know, we know the issues in Mexico. So do you know if this
rule is still being finalized and, if so, when it will be finalized?
Secretary GEITHNER. Yes. We expect to come out with it soon,
and we think you are going to find it reassuring in the sense it is
not the kind of risk you are concerned about. I have heard from a
number of Members of Congress about those concerns and talked
to many of you. I will be happy to talk to you in more detail about
it.
And maybe just for the rest of the group it is worth pointing out
that we cannot share and will not share information with countries
we do not have tax agreements with or tax information-sharing
agreements with, and where countries do not have adequate safeguards in place to protect the confidentiality of those exchanges,
and because of that I am much less concerned about the concerns
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you raise that this rule would be damaging to banks in your State
or elsewhere.
Mr. DIAZ-BALART. Mr. Secretary, my understanding, however, is
that two of the countries you do have that arrangement with are
Venezuela and Mexico, and obviously Venezuela, that is—in this
hemisphere, I understand, it is Canada—obviously Canada does
not concern us, but my understanding is those two as well.
Secretary GEITHNER. Well, actually I think this I can talk to you
in more detail about, but I actually think we are going to be able
to reassure you significantly that we have enough safeguards in
place that would reduce that risk.
Mr. DIAZ-BALART. Well, Mr. Secretary, you know, I appreciate
that. You have always been very accessible to me, by the way. I
will tell you, however, not you, but after last year when we had a
similar discussion, we talked about getting together, your office
contacted ours, we had a meeting scheduled. Right before the meeting they canceled, and I have not been able to reschedule that. So
I would like to get back with you, if you could.
Secretary GEITHNER. I will fix that.
Mr. DIAZ-BALART. Thank you very much. I look forward to that.
Secretary GEITHNER. One thing, you began with this point. The
President has proposed to cut the deficit in half as a share of the
economy over that time frame, which is the right relevant metric,
because what judges whether that burden is sustainable is how
large the debt is relative to the share of the economy as a whole.
And, again, we all agree that you have to cut the deficits fast
enough so you bring them down to the point where the debt stops
growing as a share of the economy, and that is something we are
very committed to, but, of course, we cannot do it without the Congress.
Mr. DIAZ-BALART. Thank you.
I guess, Madam Chairwoman, it is, quoting another President,
depending on what your definition of ‘‘is’’ is.
Thank you. I yield back.
Mrs. EMERSON. Thank you, Mr. Diaz-Balart.
Mr. Bonner.
Mr. BONNER. Thank you, Madam Chair and Mr. Secretary.
I would note that we have got some students who are visiting
with us today. Some just left. It looks like we have got some who
might be in high school and some in college. I might not be a good
judge of their age. But when you pull your dollar bills out, there
are a lot of people you could come watch present testimony to Congress, Secretary of Defense, Secretary of State, a lot of other officials in government. There is only one that has actually got his signature on your dollar bill, and that is the Secretary of the Treasury. So we are glad to have Secretary Geithner with us today, and
we welcome these students from all over the country.
SENATE BUDGET RESOLUTION

There has been a lot of talk about the debt as well as the budget,
so I am going to try to focus my two questions on that. The Administration has been critical, even today, of the House Republican
budget that we are going to be voting on this week, and, correct
me if I am wrong, I have not heard a word of criticism that our
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friends on the other side of the Capitol, the United States Senate,
has failed to produce a budget for more than 3 years.
You know, if you go back and look at history, we built the Pentagon in 16 months during World War II. I think budgets are important, I think most Americans believe they are important, whether it is the family budget or a small business’s budget. Does the
Administration have an opinion about the fact that while the Administration is required to produce a budget—and the President’s
budget last year was voted down 97 to nothing in the United States
Senate, as I recall. Our budget will come up for a vote, and there
will be alternative budgets. Does the Administration have a position that the United States Senate cannot seem to come up with
a budget, Mr. Secretary?
Secretary GEITHNER. Congressman, that is a good question. I
have been asked this before many times, but it is really a question
for the Senate and the budget process. I think it is worth pointing
out that even without a budget resolution, Congress is not constrained from passing laws that limit spending or change tax policy
or address the entitlement problem. So nothing stands in the way
of the Congress, the House or the Senate, even in the absence of
a resolution, from moving forward with, for example, the agreement we reached last year to cut discretionary spending, defense,
nondefense, and does not stand in the way of tax changes that will
be good for investment or entitlement reforms that would make it
more sustainable.
Mr. BONNER. It does not stand in the way, but perhaps if you
have got any contacts over in the Senate or the President or the
Vice President, both the President and Vice President were members of the Senate at one time, maybe they could pick up the phone
and see if they would like to work with us on that. Because you
are right, we do not have to have a budget, but it certainly would
help the process going forward.
Secretary GEITHNER. Congressman, as you know, we have been
working on it. You know, we did spend a lot of time last summer
negotiating with the leadership in the House and the Senate on a
set of long-term fiscal reforms. The supercommittee spent a lot of
time, too, and we did reach agreement on a trillion dollars in savings over 10 years. That is not enough; we have got to go beyond
that. We have been doing some good foundation laying about how
to build on that, and, you know, we are having a great debate
which we have to resolve about the remaining choices.
DEBT PROJECTIONS

Mr. BONNER. Chairman Rogers started the discussion about the
debt, and I guess I will ask the question, but then before you answer it, we will kind of give a little bit more filler. How much debt
is too much debt?
But before you answer that, CBS News, which conservatives do
not often quote, I must add, last week came out with a story: The
national debt has now increased more during President Obama’s 3
years and 2 months in office than it did during the 8 years of the
George W. Bush Presidency. The debt rose $4.8 trillion during the
two terms of the Bush Presidency and has now gone up $4.9 trillion since President Obama took office. It goes on to say that the
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national debt now exceeds 100 percent of our Nation’s GDP, which
is the total value of goods and services. And while the President,
it says, has been quick to blame his predecessor, and clearly this
Administration inherited a whole set of problems—every Administration inherits problems except President Washington’s, and he
did not have anyone he could blame—but while there are challenges, the President’s own budget, as I read, would forecast a $25
trillion debt in 2022 if we just—we will get a chance to vote on the
President’s budget tomorrow. If we pass it, is $25 trillion, is that
a good path to be on or the $15 trillion that we are dealing with
right now?
Secretary GEITHNER. Well, let us do a little bit about the past
and a little bit about the future. The President’s policies account
for—and this is a CBO number, not ours—roughly 12 percent of
the projected increase in debt over the next 12 years. The balance
is the responsibility of, or the result of, the choices made by previous Congresses that predated this President, choices about how
to finance two wars, and how to finance a bunch of tax cuts, and
how to finance a pretty substantial expansion of Medicare. And
they are the result of the costs of the crisis, which, of course, the
President inherited.
The President’s policies contributed—and they were absolutely
necessary—a very small part of that increase in the projected debt
burden, and his share of responsibility for that is very, very small
relative to the dramatic erosion in the fiscal position of the United
States that happened between 2001 and 2009.
Now, looking forward, we agree with you, and I will say it over
and over again, I am the Secretary of the Treasury, our deficits are
unsustainable. They have to come down over time.
If we do not act, the debt burden will rise to a level that will hurt
the American economy, hurt our security interest, hurt our ability
to do things that matter for the country as a whole, not least because of the risk of higher interest rates. So it is very important
we move to address them, but we have to do it in a way that does
not hurt the economy in the near term and undermine our capacity
to meet our national security interests, meet our commitments to
our seniors, make sure we are investing in things that matter
going forward. And that is what separates us today.
Now, from an economic side, again, the critical test, the financial
test is you have to get the deficits down to below 3 percent of GDP
over the next roughly 4 to 5 years. And if we do that, that will stabilize our debt burden as a share of the economy somewhere in the
70s appropriately measured, meaning somewhere between 70 and
80 percent. And that is a manageable debt burden over time.
Now, of course, that won’t solve our Nation’s problems forever,
because if you look out over the next two or three decades, four
decades, you still see healthcare costs and Social Security benefits
rising to an unsustainable level, so we will have to do more beyond
that. But if we do take that one step, which is a totally achievable
step, to find another $3 trillion in savings over the next 10 years
on top of the Budget Control Act, then we will stabilize the debt
at a manageable level for this country and will be much more likely
to grow over time.

183
Mr. BONNER. Did any of those come about as a result of cuts, or
will they only come about as a result of tax increases?
Secretary GEITHNER. Thank you for asking that. I am very grateful you asked that question.
We need about $4 trillion in deficit reduction over 10 years. We
agreed on $1 trillion last summer. We have to stick with that. That
means we have $3 trillion more we have to find. And we propose
to do that roughly half in revenues and roughly half on the spending side. And our spending reductions rely, as the Chairman implied, mostly on mandatory programs. Our tax measures only apply
to the top 2 percent of Americans.
Now, if you look at the total $4 trillion, there is roughly $2.50
of spending cuts for every dollar in revenues we propose. And it is
only 1 percent of GDP in revenues. That is a totally manageable
burden to ask the American people to bear as we try to restore our
country to a sustainable fiscal position.
Mr. BONNER. Thank you.
Mrs. EMERSON. Mr. Graves.
Mr. GRAVES. Thank you, Madam Chair.
Quickly, before my question, I know you were reflecting on the
past, and you were talking about the Congress and the problems
that the President inherited from the previous Congress—we will
certainly want to remind everyone that the President was part of
that previous Congress—and the problems that he inherited being
in the Senate; is that not correct?
Secretary GEITHNER. I was referring to the Congress that ended
in 2008. Because, again, it is worth going through this. The huge
drivers of the increase in debt are—I mean, to be fair, they are
really about three things. Over the long run they are about Medicare, Medicaid, Social Security and millions of retirees.
Mr. GRAVES. And the President wasn’t part of that Congress that
ended in 2008?
Secretary GEITHNER. I see your point. That is a good point. He
was a Senator for 2 years, you are right.
Mr. GRAVES. So he had an opportunity to be part of the solution?
Secretary GEITHNER. That is true. But the biggest erosion in that
fiscal position came as a result of the choices made well before
that. As you know, they are about how to finance the Bush tax
cuts, Medicare Part D, and the two wars. Those were the most expensive choices we made fiscally, and that is what turned a bunch
of surpluses into deficits.
Mr. GRAVES. Thank you.
But you talked a little bit about the budget and what we agree
and what we disagree on, and there seemed to be a lot of disagreements. The one thing we do agree on, though, is—according to your
statement, is about the deficit reduction. And that gets to the budget discussion that we are going to be having later today and tomorrow.
And a lot of people say, well, what is the importance of a budget?
The Senate hasn’t passed one in 3 years, and the House has one,
the President has one. And when I try to reflect, and maybe you
can confirm this, it is really a vision; it is a vision for where you
see our Nation going and where it will be in the future.
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And when you compare the two, I would say the Republican
budget that you will see passed is a vision of opportunity and prosperity; it is less government, less taxes, and moving towards a better future and a balanced budget. Then you compare that with the
President’s budget, and the facts are out there. It is more government, it is more taxes, and my understanding is it never balances
in the future.
But you sit here and you talk about deficit reduction, the importance of that, and it is the President’s plan or his proposal, but yet
it doesn’t do that. It does, in fact, 4 consecutive years now $1 trillion deficits and no balanced budget in perpetuity.
How do you share that to the American people that that is the
right vision for moving forward is debt and dependency.
Secretary GEITHNER. Well, you are right that deficits are a reflection of values and priorities, and our priorities are very different
than those embraced by many of your side. You are absolutely
right, a big contrast between us on that basic front.
But let me describe the context a little differently. I think
Madam Chair said at the beginning that under the President’s
budget discretionary spending, defense/nondefense, would fall as a
share of the economy, the appropriate measure, to the lowest level
since Eisenhower was President. So we are reducing, not increasing, those very important responsibilities of government.
The only thing that increases in our deficit are the costs of meeting our commitments to millions of retiring seniors. And we propose to reduce the rate of growth in those costs, but we are sustaining that commitment.
BALANCED BUDGET PROJECTIONS

Mr. GRAVES. And what year would that balance?
Secretary GEITHNER. You are absolutely right. I think your resolution balances in about four decades.
Mr. GRAVES. Your resolution?
Secretary GEITHNER. Yours. In about three and a half decades.
Mr. GRAVES. No.
Secretary GEITHNER. Now, none of us know what is going to happen the next 5 years and certainly not beyond that, and that may
happen.
Mr. GRAVES. But when does the President’s budget?
Secretary GEITHNER. And you are right, the President doesn’t go
that far.
Mr. GRAVES. It doesn’t balance.
Secretary GEITHNER. No. Well, what ours does, and I said this
before, we only budget for 10 years in the United States. We don’t
go beyond that. Ten years is a long time. The world is a very uncertain future. But for the next 10 years, we meet the critical test of
bringing the deficit down to the level where the debt stops growing
as a share of the economy. Now, your deficit is not balanced within
10 years. Your budget is not balanced in 10 years. It balances in
about 40 years or 30 years.
We are not proposing to try to solve the next century’s problems
in these next 10 years. We are proposing to solve the next 10 years’
problems. Ideally we can reach agreement in the next 18 months
or so. As you know, the Congress faces a pretty strong incentive

185
to agree at the end of this year because we have the expiry of all
these tax cuts and the sequester, so we hope this is a moment that
will focus attention.
Mr. GRAVES. So we agree that budgets are a vision, they are a
reflection of priorities, and you disagreed that the President’s budget has no vision for balancing in the future, but the Republican
budget does have a vision for balancing in the future?
Secretary GEITHNER. No, I would not say that, because first of
all, I have no idea what would happen beyond the 10-year window.
Within the 10-year window, what separates us really, is how fast
and how quickly you cut the deficit—and we believe you do it imprudently in a way that will weaken the economy—and how deep
you cut into the safety net and into entitlements, and of course
taxes. And we are just being honest about it. We do not see how
you solve this without roughly 1 percent of GDP in revenues.
Mr. GRAVES. Even with tax increases that you propose, your
budget doesn’t balance.
Secretary GEITHNER. But yours doesn’t over 10 years either.
Mr. GRAVES. At any point. I did not say 10 years. I said yours
doesn’t balance in perpetuity, in forever, infinity, it doesn’t balance
even with the tax increases and all the proposals that you have.
But at least we are willing to put both proposals forward that show
a path towards a balanced budget, that show a path towards reducing the deficit and reducing our debt. And that is something that,
while we may disagree on a lot of things, that is certainly a big
void and a big divide.
And then my last question, Madam Chair, is who will be proposing the President’s budget in the House?
Secretary GEITHNER. I cannot answer that question, but I know
your colleagues can.
Mr. GRAVES. Is there a Democrat proposing the President’s budget?
Secretary GEITHNER. A good question, but it is really not a question for me. But let me just respond to one thing.
Mr. GRAVES. Then you know the answer.
Secretary GEITHNER. No, actually I do not know the answer to
that question. I really do not.
Mr. GRAVES. The President would have somebody to propose his
budget in the House.
Secretary GEITHNER. But you are right to say that we disagree,
and you are right to say that your proposal reflects a fundamentally different set of priorities for the country, and the country is
going to have to choose in that kind of case. I totally agree with
you. I wouldn’t choose your path. I just wouldn’t do it, because I
think it will make the economy weaker over time, not stronger.
I want to just emphasize again it is not, I think, realistic to view
the Nation’s challenges solely through the prism of how we figure
out how to make Medicare, Medicaid more sustainable over time.
We have a vast, complicated set of other challenges, and they cannot be addressed thoughtfully, sensibly through an agenda that
suggests that all we need to do is cut our way to growth or reduce
government in that broader context.
I don’t know how you think about education, or investment, or
innovation or competitive challenges if you think that the Nation’s
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challenges are only about the next century of commitments on
Medicare and Social Security.
Mrs. EMERSON. Thank you very much.
Mr. SERRANO. Madam Chair.
Mrs. EMERSON. Mr. Serrano.
Mr. SERRANO. Is there any way that I can make a quick statement?
Mrs. EMERSON. Sure. Go ahead.
Mr. SERRANO. I think we have to be honest with ourselves here.
I think as we look closer and closer to November, these hearings
and these debates are going to turn more and more and more into
‘‘defeat President Barack Obama.’’ And I think the fact of life is
that we just need to very quickly or very importantly look at a little bit of history here.
I have been here 22 years, and I remember President Clinton
leaving a surplus. And I remember the next 8 years that surplus
being squandered away by going to look for weapons of mass destruction in a country that obviously did not have weapons of mass
destruction. The only weapons of mass destruction we had were the
rates of poverty in this country and lack of education for some
folks.
Secondly, it seems to me that there is a House of Representatives
led by one party, the Republican Party. I don’t like to talk this
way, but I am just getting a little tired of hearing it. And we have
a Senate with rules that allow the Republican Party to gum up the
works and not allow anything to happen. Meanwhile, under that
system, some people say that only President Obama has caused all
these problems.
Well, ask the auto industry if they think he has been a bad
President. Ask the people who thought we might go into a depression if they thought he has been a bad President.
The fact of life is that he inherited a problem. No one wants to
hear about that. No one wants to talk about the past. We only
want to talk about the future. But we have got to know where we
have been in order to know where we are and where we are going.
The fact of life is that we squandered for 8 years all possibility.
Last but not least, during those 8 years we were also highly disliked throughout the world. That has been regained. Our respect
throughout the world has been regained. That may or may not be
important to some; it is very important to me.
So I know I am over here by myself, and I know that I have a
reputation for being a gentleman about these things, but there
reaches a point where you just have to say, as we say in the other
language, ‘‘Basta ya, enough.’’ You know, get used to the fact that
he is President. He is going to be President for the rest of this year,
and chances are he is going to be President for another 4 years.
And his economy and his plans will work if we believe that they
should work. If we believe that his defeat is the only thing that
matters to us, then nothing will work for this country.
Mr. GRAVES. Will the gentleman yield?
Mr. SERRANO. I will yield.
Mr. GRAVES. And I agree with you that we need to have a plan.
And you ended with that. Who on your side will be shepherding the
President’s budget through the House this week?
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Mr. SERRANO. Well, interestingly enough, this may come as a
shock to you, but we are not in charge of any of the committees
that handle the budgets. We are in the minority party. We will be
speaking for those changes. We will be speaking for reaching out
to you in a bipartisan fashion, as we have on many occasions on
many issues, in the hope that we can get our economy going and
continuing to grow as it has been growing slowly, but growing nevertheless. It is not a matter who will present, who will not be presenting.
Mr. GRAVES. Well, Mr. Van Hollen has a budget, the Congressional Black Caucus has a budget, progressives have a budget. Who
will be presenting the President’s budget?
Mr. SERRANO. We are Democrats, that is what we do. But we
have budgets, and we will discuss—
Mr. GRAVES [continuing]. The President’s budget.
Mr. SERRANO. We have budgets. What we don’t have is a desire
to do everything based on getting rid of a President in the White
House. That is not what we are doing.
Mr. GRAVES. Thank you.
Mrs. EMERSON. Okay. Mr. Alexander.
JUDGMENT FUND

Mr. ALEXANDER. Thank you, Madam Chairman.
A few moments ago Mr. Bonner said that poor George Washington did not have anybody to blame his problems on, but it looks
like we are doing a pretty good job blaming at least some of our
problems on him.
Mr. Secretary, in 2012, the House Financial Services Appropriations language included a directive that would require the Treasury Department to provide a report on an annual basis 180 days
after enactment of a law that would tell us what payments were
made through the judgment fund and provide that information to
Congress and also make it available to the public. Can you give us
any idea of what the status of that report is?
Secretary GEITHNER. Can I just ask you which specific report is
this? Is this the——
Mr. ALEXANDER. It was in——
Secretary GEITHNER. That was in the forfeiture fund? It is not
that. You are shaking your head.
So can I respond to you in writing?
Mr. ALEXANDER. Sure.
Secretary GEITHNER. Obviously we will give it to you as soon as
we can. And I am sure we are on it.
Mr. ALEXANDER. This is the U.S.C. 1304 report.
Mrs. EMERSON. That is all?
Okay. Mr. Yoder.
Mr. YODER. Thank you, Madam Chair.
I appreciate, Mr. Secretary, you being here today. And comments
from my colleagues aside, I do think it is an important dialogue we
have about this President’s policies. And I certainly know you are
well adept at answering and responding to those, and this is part
of the exchange that goes on on some very critical issues that are
facing our country.
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DEBT AND SPENDING

It is no secret that no one in this room is excited about a $16
trillion debt, unemployment 8 percent and higher. The President
can’t be happy with the status of the economy. And so I think it
is natural that we are going to have a very good back-and-forth as
we try to determine what the proper course is. And we know that
there are multiple approaches, and there are frustrations that
many in the House have with the administration’s approach. And
so this is an opportunity to ask questions about that approach and
have a dialogue, and it is not an opportunity, I believe, for electioneering or election politicians. These are serious, serious issues that
millions and millions of Americans are very concerned about in
each one of our districts, that talk to us at town hall meetings
about them, that have big concerns about the President’s policies,
and this is our opportunity to be voices for our district to ask you
questions about how the President intends to proceed in this term
or if there is another term, because these are critical issues.
And to that end, in listening to your testimony, I want to kind
of continue along some of the questions that my colleague Mr.
Graves was asking, particularly related to the President’s approach
related to debt and spending. The position that you are taking, sir,
is that the President’s approach is a very serious one, that it is aggressive. And I note that the President commissioned the SimpsonBowles Commission last year. I know that there are much more aggressive proposals that the President could be putting on the table
in terms of revenue and spending that would have a quicker resolution at some of these issues.
And I know the position is, well, first of all, we inherited this
problem; second of all, that it can’t be fixed overnight, and we need
another term to do it. And I think, frankly, Americans are losing
patience because they don’t see the vision that the President believes he may have. This Congress doesn’t see it; many of the
American people don’t see it. And when we see the Simpson-Bowles
Commission and then the report go right on the shelf, I can tell you
people ask all the time, why didn’t the President embrace that
Commission, why doesn’t he take a bolder stand? And there is a
cynicism that has grown that believes the President is merely focused on election.
So if we want to talk about election politics and where people
are, that is where the cynicism is about electioneering. And so to
that end, will the President take bold leadership beyond the marginal positions he has taken this year on the debt, or is the President—are we focused on November, and we are going to see some
bold leadership in January if the President gets reelected?
Secretary GEITHNER. Well, the President has laid out, as I said,
$3 trillion in other deficit savings proposals over 10 years, about
half in revenues, about half in spending. They are very detailed. I
know that your side doesn’t agree with them, doesn’t embrace
them. But they, if embraced by the Congress, would reduce our deficit to a sustainable level, stop the debt from growing as a share
of the economy, start to bring it down, and it would do that in a
way that still preserves room for us to be investing in education,
infrastructure, national defense, things like that.
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So we have contrasting visions about what makes sense for the
country. I understand you don’t like his vision. I think you know
we are not going to support your vision. But ultimately we are
going to have to make some choices, and at the end of the year,
of course, we face this collision of expiring tax increases and a sequester that I hope will provide a strong incentive for Congress
to——
REVENUE

Mr. YODER. Well, let us talk about the tax issues. The President’s
position this year has been, I believe, one that has been very divisive in our country in which the attempt has been to encourage
Americans to focus on taxes that affect one another as opposed to
the entire whole. And it is this whole debate—and really many call
it class warfare—it is the politics of division that many believe is
for personal gain, political gain, I might say.
And so as we go down that road, do you believe the efforts to divide Americans amongst groups, as the President has done on tax
policy, and to try to target only 1 percent of the population,
which—let me ask two questions here. One, do you believe that it
has been good for the economic debate in this country? And two,
do you believe that type of tax targeting will be enough revenue to
solve the debt crisis that the country is facing?
Secretary GEITHNER. Well, maybe I should start this way. You
began by extolling the virtues of Simpson-Bowles, I believe. And it
is important to point out that in Simpson-Bowles, and like every
other bipartisan proposal for fiscal reform, they include a very substantial amount of revenue increases. They propose $2 trillion in
revenue increases; we propose $1.5 trillion. Some of them were
modest revenue increases.
Our proposals are very similar in broad design as theirs, and if
we were able to find support on the Republican side for that kind
of a balanced plan, we would be much closer to a resolution. And,
of course, I believe, and I very strongly believe, that the President’s
proposals of a more balanced approach with investments and national tax reform that raises revenues is better economic policy and
better fiscal policy and will be better for the country if embraced.
Mr. YODER. How much revenue does letting the Bush tax cuts expire for the upper 1 percent bring in a year?
Secretary GEITHNER. Well, let me just say it is about $1 trillion
over 10 years. So if you extend those tax cuts——
Mr. YODER. What would it bring in in 2013, for example?
Secretary GEITHNER. Well, again, after 10 years you would
roughly divide it by 10, so a little less than $100 billion.
Mr. YODER. What is the annual deficit projection for next year?
Secretary GEITHNER. The deficit will be roughly, I don’t know, 6
percent of GDP next year, maybe a little higher.
Mr. YODER. Sir, the number. I know we are mixing apples and
oranges in your approach here.
Secretary GEITHNER. Is your question: can you do it just with
revenues?
Mr. YODER. Well, my question is how much does letting the Bush
tax cuts expire in the 1 percent, how much does it bring in next
year?
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Secretary GEITHNER. Well, as I said, it is roughly $1 trillion over
10 years, which means roughly $100 billion each year.
Mr. YODER. Okay. So $100 billion next year?
Secretary GEITHNER. Right.
Mr. YODER. And the second question is, then, what is the deficit
projection next year in terms of dollars?
Secretary GEITHNER. Well, I will look in my paper and find it,
but as a share of the economy, it is somewhere between 6 and 7
percent of GDP. But another way to think about this is——
Mr. YODER. Sir, is it possible that you could give us an estimate
of what the deficit estimate is for the next fiscal year?
Secretary GEITHNER. Of course. It is in the public record, but I
am happy to look it up while I am answering the other questions.
I am happy to do that.
Mr. YODER. Okay.
Secretary GEITHNER. But is your point that you cannot do it just
with revenues? Because if that is your point, we agree with you.
Mr. YODER. No. My question is what percent of that is? Is it $1.5
trillion, and we are talking $100 billion? What is the difference?
Secretary GEITHNER. Well, again, I think this is the simplest way
to think about it. We have roughly $3 trillion we have to go over
10 years. We propose to do about roughly half of that in taxes. A
big chunk of that comes through by letting the Bush tax cuts for
the top 2 percent expire, as Congress intended. That is about $1
trillion.
Mr. YODER. It is a big chunk of the national deficit.
Secretary GEITHNER. No. Well, again, it is a——
Mr. YODER. See, the problem, sir, is the challenge is in terms of
the——
Mrs. EMERSON. Mr. Yoder, your time is way expired, so finish
your sentence and then——
Mr. YODER. That is fine. I can yield back.
Mrs. EMERSON. Thanks.
IRS FUNDING

It is my turn again. I want to go back to this whole IRS question,
if you don’t mind, Mr. Secretary. Obviously, our allocation has been
reduced by 11 percent over the past 2 years. In recognition of the
critical service the IRS presents, we have reduced their funding by
2.7 percent over the past 2 years. As a result of that, the other accounts that we control have had disproportionately higher cuts.
I understand we are doing the best that we can; however, I am
disappointed about budget. I don’t like budget gimmicks, and I am
disappointed that the administration would have proposed the $691
million discretionary cap adjustment for the IRS rather than finding the funds for the IRS within its own top line. I mean, how do
you reasonably expect our subcommittee to believe that tax administration is a priority, given the fact that you all were, in fact, proposing to use a budget gimmick in order to give the IRS the extra
money it needed?
Secretary GEITHNER. Again, an important question. I know we
put you in a difficult position. What we are proposing is something
Congress has done many times in the past, in 2006, in 2009, under
Republican administration and Democratic administration, and
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that is to recognize that where we make investments in things that
raise revenue, Congress should account for those because they are
prudent investments.
IRS is the best example of that, because $1 in the enforcement
budget yields $4 in revenues. So what we are proposing to do is for
Congress to consider, like they have in the past, to adjust those
caps to accommodate these investments. We think that it will fundamentally make the job of the Congress easier over time, not
harder over time, because you will lessen the burden of other cuts
in other parts of the budget, including in your committees.
Mrs. EMERSON. But you well know that Congress doesn’t always
do this?
Secretary GEITHNER. But it should.
Mrs. EMERSON. Well, I guess that is where we might disagree.
But since neither the House nor the Senate Budget Committee has
taken any step toward increasing the discretionary spending limit
in the Budget Control Act, what is your all’s legislative strategy for
amending the BCA if need be?
Secretary GEITHNER. Well, we are going to work with your relevant colleagues in the Congress to try to encourage them to do
that.
And again, just to come back to one thing you said, in the proposal we laid out, we accommodate and make up for where we
make investments. This is different from other investments because, again, it is investments that raise revenue by any measure,
and if proposed, Democrats agree on that context.
So, we recognize, Madam Chair, that we put you in a difficult position, that you can’t determine the outcome in this context, and it
puts more pressure on you. So we are going to work with your colleagues to see if we can convince them to make the adjustment necessary for this. We are doing it not because we think it is easy, but
because we think it is part of a prudent and responsible way to get
our arms around our fiscal problem.
IRAN SANCTIONS

Mrs. EMERSON. Well, given the fact that we are dealing with
smaller numbers each and every day, I am not feeling optimistic
on your behalf.
Let me switch over to Iran, because I really do want to thank
you for the response to my letter about the Society for Worldwide
Interbank Financial Telecommunications, or SWIFT. And I do appreciate, and I know others do, too, the efforts by your staff and
that of the European Union to persuade SWIFT to terminate services for certain Iranian institutes. But I am concerned that Iran is
not going to be deterred and simply will find a way to conduct the
same types of transactions in the shadows, if you will. So could
SWIFT’s decision have the unintended consequence of generating
more work for the Office of Terrorism and Financial Intelligence?
Secretary GEITHNER. I think that, of course, the burden they face
is very large, and this challenge of making sure these sanctions
have as much force as they need to is a never-ending challenge.
You have to be relentless about it. Because, as you say, where you
stop at over time, people try to find a way around it, so you have
to keep expanding the net.
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So, yes, they are under a tremendous burden, but they are doing
exceptional things with limited resources. And we believe that the
resources we propose in this budget are adequate to meet that
challenge.
Mrs. EMERSON. But you do think they are well-prepared to detect
any kind of underground activities and the like?
Secretary GEITHNER. Well, again, we have remarkably effective
tools, really a model for the world, in how to marshal the resources
of the United States Government, intelligence and other resources
to try to make sure we can track down and stop this stuff from
eroding the sanctions. And we feel we have asked for a reasonable
amount of resources to support that objective and appreciate the
committee’s support for that in the past.
Mrs. EMERSON. And those folks do a very good job, and sometimes we are not in total agreement, too, on the financing of it, because I think this is absolutely critical for lots of reasons, not the
least of which is our national security.
Just to inform colleagues, I am at 5 minutes. I am going to be
very strict now on the 5-minute rule because I have got probably
18 rounds of questions, and I am sure everyone else does, too.
So, Mr. Serrano.
Mr. SERRANO. Thank you. I will be brief also.
COMMUNITY DEVELOPMENT FINANCIAL INSTITUTIONS

Let us turn to a subject where things are going very well. Even
in these tough economic times, the CDFI funding produces incredible leveraging. In fiscal year 2011, CDFI grantees produced $13 in
private funding for every $1 invested into the program. Mr. Secretary, what is the value of this leveraging in terms of job creation
and economic development in underserved communities?
Secretary GEITHNER. Well, it is very powerful. What happens,
those communities in general have a hard time attracting investment because people view them as more risky in that context.
Those risks are dramatically intensified in a financial crisis like we
have been through. This program has an exemplary record over
time with a lot of, bipartisan support, which helps attract more investment to areas where we see concentrated poverty. And the
markets need a little bit of encouragement in that context. A very
good record. And I am very grateful for not just your personal support, but the committee’s support for the CDFI program over time.
Mr. SERRANO. Could you very briefly tell us about the bond guarantee program through CDFI and how that will help?
Secretary GEITHNER. This is a modest innovation and expansion
of the arsenal of tools that we use. As you know, in the CDFI program we have a range of different instruments—grants and loans.
And like the Congress has embraced in lots of other areas, SBA as
an example, we think there is a good use for guarantees, too, in
this context. So I would view it as just a sensible, modest expansion of the tools we have to support this basic objective, which is
try to make sure we are attracting investment into communities
where Americans are still suffering a lot from the damage caused
by the crisis there is a very good economic case for doing this.
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Mr. SERRANO. Madam Chair, I know you have many more questions from other Members, and I want to be understanding of that.
Let me just make one comment in closing this round.
I can’t help but I heard the phrase ‘‘class warfare.’’ I think it is
important to note that some people consider class warfare for our
President to say to those who are millionaires, pay a little bit more
to make things a little easier for the rest of us and to make a better future for yourself, because a strong country and a strong economy helps people who have a lot of money. But it is never considered class warfare by those folks when you say, reduce the taxes
of the millionaires and cut food stamps, Medicaid, school lunch programs, childcare benefits in order to pay for those cuts. That is not
allowed to be called class warfare.
Well, I don’t know if it is class warfare or welfare for the rich
or what it is, but I think it is not improper. I am not a millionaire,
but I tell you what, if I was a millionaire, and I would gladly pay
more taxes if I was a millionaire. I am not wishing I was a millionaire, but if I was, I would pay more in taxes.
So I don’t understand why telling folks who have more give a little bit more so we can have a stronger country is class warfare, and
telling people on food stamps you will get less this year is not class
warfare.
Thank you, Mr. Secretary.
Mrs. EMERSON. Thank you very much, Mr. Serrano.
And I just want to comment back to the Secretary, based on your
comments about the CDFI, that I am grateful that you are willing
to work with the Committee, or the Subcommittee rather, on persistent poverty counties, because language we had put into previous bills had been removed by the administration, and there is
no language in the 2013 budget request. But it is absolutely critical
that our persistent poverty counties do get the recognition they deserve with regard to this program.
Ms. Lee.
Ms. LEE. Thank you very much.
I apologize for being late, Mr. Secretary. I was across the hall at
another hearing. But I understand that you have decided that
maybe this may be your last hearing before this subcommittee.
Secretary GEITHNER. It is like attending your own funeral.
Ms. LEE. Well, first of all, let me just thank you so much for your
leadership and for your real commitment in restoring sound regulation and helping to revitalize and stabilize our markets. And I am
confident that what you have done will really fully finally implement our vital recovery so that our entire economy, Wall Street, as
well as the 99 percent can recover. And so thank you for your service.
HOUSING

Also I just wanted to mention a couple of things as it relates to
the foreclosure crisis. Of course, you know it has hit all of our communities. California has been severely hit. And you know about the
efforts to try to get Fannie Mae and Freddie Mac to do more. They
own a lot of these mortgages, and yet they don’t seem to want to
do the write-downs. These are some of the hardest-hit mortgages

194
in the country, I think 70 percent, and the Acting Director Mr.
DeMarco just will not do that for whatever reason.
I want to get your sense of why that is the case, and what, if
we could do that, that would mean. And I am one of the few who
are calling for a real moratorium on foreclosures, and I want to get
your take on that.
CUBAN SANCTIONS

Finally, with regard to Cuba, as you know, Treasury did not see
fit to do the thorough risk-based assessment as was recommended
through GAO as it relates to the work that OFAC is doing on Cuba
as it relates to travel licensing. General McCaffrey in the past stated for the record that Cuba posed no strategic threat to the United
States. I don’t think Americans traveling to Cuba pose any real
risk to the United States either; many of us don’t.
So I just want to find out from you how many OFAC staff are
assigned to enforcing the Cuba sanctions, how many OFAC staff
are stationed at the Miami airport or any other airports with direct
charters to Cuba, what percentage of flights and passengers returning from Cuba face a secondary screening or interviews by OFAC
officials, and how many enforcement actions for Cuba-related sanctions were taken by OFAC last year given that in the past it didn’t
pose a strategic national threat to the United States. I am trying
to get a handle on how much money, how many taxpayer dollars
are being used to enforce some actions that don’t pose a strategic
threat, yet there are other terrorist-related activities that could
possibly use some of these resources that pose real national security threats.
Secretary GEITHNER. Thank you for those questions. I will respond in writing to the details on Cuba. Let me just begin with
that, though. Of course, Congress sets the laws in this area. We
have to enforce those laws. So we have to make sure we have resources in OFAC devoted to enforcing those laws. But your question really reflects concern that those resources are coming at the
expense of our ability to make sure we are meeting not just the
broader obligations Congress gives us in enforcement, but those
that pose a major national security risk to the United States, like
Iran.
Let me just reassure you that I am very confident that the resources we have to put into enforcing the laws with respect to Cuba
are not coming at the expense of our ability to make sure that we
are protecting Americans from the threat posed by Iran, or terrorists, or other threats to national security. But I will respond in detail on those questions.
HOUSING

On housing let me just say the following: The FHFA is doing a
lot in this area. They are doing a lot to modify mortgages. They are
doing a lot to help Americans refinance even if they are underwater. But you are right to point out that they have been very hesitant so far to provide principal reduction in those cases where
many of us, including the Treasury, believe that it makes sense for
the taxpayer, it makes sense for the housing market overall. So we
are working very closely with them to try to make the case, to ex-
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plain to them where does it make sense for them as conservator,
where is it good for the taxpayer, where does it make sense for the
homeowner. And they are cooperating with us, working closely with
us, and I hope they will have some more clarity on this in the coming weeks.
Ms. LEE. Let me just say clarity is one thing, but doing it is another.
Secretary GEITHNER. I mean clarity about action.
Ms. LEE. In terms of principal write-down.
Secretary GEITHNER. Well, again, we are encouraging them to
look at it again because we think there is a good economic case,
a good financial case for doing it in some cases.
Ms. LEE. And what about a moratorium on foreclosures until we
figure this out? Because in the meantime folks have lost all of their
wealth that they have accumulated all their lives. They have nothing left. The American dream is gone for so many, especially for
people of color, where home ownership and one’s equity is the only
pathway to send their kids to college or start a small business.
Secretary GEITHNER. Well, again, what we need to do is make
sure we are reaching as many Americans as possible and help
them stay in their homes. We want to make sure when they cannot
stay in their homes they are able to transition to more affordable
housing options. We want to make sure that where they cannot
meet those obligations, and where they face the threat of foreclosure, that the process has full integrity, and that they are protected from abuse in that process.
As you know, we have done a range of things, but we have got
a long way to go still to heal all the damage caused by this crisis.
And we want to do as much as we can to help protect the innocent
victims of this crisis. You are right to continue to draw attention
to the fact that there is still a lot of damage and a lot of pain out
there, and we have got some distance to go.
Mrs. EMERSON. Mr. Womack.
Mr. WOMACK. Thank you, Madam Chair.
REVENUE AND SPENDING

I have just got one more question. I was going to finish the math
on the gentleman from Kansas’ math equation. Just a few minutes
ago you said the expiration of the tax cuts was about $1 trillion
over 10 years. That is $100 billion in 1 year. And then you followed
up by saying that the deficit next year, you are going to look it up,
but you said 6 percent of the economy; the economy roughly $15
trillion, so 6 percent of that, if my math is correct, would be about
$900 billion. So we are talking about $100 billion in tax increases
versus a—you could even round up to $1 trillion, but $900 billion
in deficit. That is still quite a gap. And as I said in my earlier testimony or in my earlier round of questions, that normalization of interest rates could wipe out that tax increase automatically and
push this thing way back up over $1 trillion in deficit.
So my question, Mr. Secretary, is why do we have this insatiable
desire to want to continue to chase the issues facing our country
with more tax increases when it is obvious we have serious spending problems?
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Secretary GEITHNER. Well, you are right that we have
unsustainable commitments on the spending side, and those have
to be part of any solution. As we said, in our judgment, the right
solution requires about $2.50 of spending cuts for every dollar of
revenue increases.
But let me just say why we think this is necessary. Again, we
need about $1.5 trillion in revenues over 10 years, less than Simpson-Bowles suggested. That is about 1 percent of GDP. If you don’t
do that, you have to figure out can you find another 1 percent of
GDP, another $1.5 trillion in cuts in the spending side without sacrificing other priorities that matter a lot to Americans. Fundamentally you have to look to find that in Medicare, Social Security, lowincome programs, or defense, because the rest of the budget is not
enough to absorb that. So our judgment is that you cannot really
do it in a way that makes sense economically or fairly without that
modest increase in revenues.
Now, we may disagree also about if you are going to do revenues,
how to do it. But again, fundamentally our view is we can credibly
protect 98 percent of Americans from asking them to bear a larger
burden on the tax side. We can protect them from that, and we
should protect them from that. Effective tax rates for the country
as a whole and certainly on the richest 2 percent in records are at
historic lows. They are the lowest they have been in a very long
period of time. We think the economy can handle the modest increase in effective tax rates that would come with the President’s
proposals. And again, if you don’t do that, then you have to find
another trillion-and-a-half dollars in spending cuts on the things
that are drivers of the deficits, and that is going to have to be, because that is where the money is, Medicare, Social Security, lowincome programs like food stamps or in defense.
Mr. WOMACK. You mentioned that the tax rates are at historic
lows, but would you not agree that spending as a percentage of the
economy at historic highs?
Secretary GEITHNER. Well, only really again, and Madam Chair
and Chairman Rogers said this at the beginning, spending is rising
as a share of the economy only in, really, Medicare, Medicaid and
Social Security. The only material increases in spending, not just
over the next decade, but in the coming decades, as a share of the
economy, are in those areas. These increases are driven by the fact
that 15 million Americans become eligible for those programs over
the next 15 years. And as you know, healthcare costs are growing
more rapidly because there is so much technology available.
So when people say the government is too big and growing, what
they mean is that those benefits are growing too rapidly. And that
is something where we have to figure out a way to bring some
gravity to the rate of growth in that context, and we disagree about
how deep we can go.
But the rest of government, we all think about government from
education to defense, is declining as a share of the economy and
projected to fall, as the Madam Chair said at the beginning of her
testimony, to the lowest level since Eisenhower over the next decade as a share of GDP. So when you talk about government in
these areas, to be fair to people, it is about what do we do about
those benefits. And I know that we have got big divisions between
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us and your side about how deep to cut those benefits and how
much risk to shift to retirees. That is not our only difference, but
that is one difference.
Now, again, we are not proposing to solve this problem solely
through tax increases. And our tax increases are very modest. They
are very modest relative to Simpson-Bowles, they are modest relative to what this country has done in past fiscal crises in this context. But we don’t see how you solve the problem without doing
something on the revenue side.
Mr. WOMACK. Thank you, Mr. Secretary. Best wishes.
Mrs. EMERSON. Thank you.
Mr. Diaz-Balart.
Mr. DIAZ-BALART. Thank you, Madam Chairwoman.
Mr. Secretary, I was pleased to hear about the enforcement
against terrorist states. Obviously I don’t have to remind this Committee that Cuba is the only one of four nations that is a state
sponsor of terrorism; that there are many people who are in prison
here who have been convicted of espionage, among other things,
and that they are now holding an American hostage since December of 2009. You are aware of that, and you answer that rather
firmly.
NONRESIDENT ALIEN INTEREST INCOME RULE

Going back to the proposed IRS rule, if I may, do you know if
there has been a cost-benefit analysis done? I am not quite sure if
there has.
Secretary GEITHNER. Good question. We look very carefully at
the benefits of this relative to the costs, and we are very confident
we can design this in a way that has very, very, very limited costs
relative to the broader benefit.
Mr. DIAZ-BALART. And, Mr. Secretary, I would like to see that,
number one.
Number two, also you mention the fact that you want to make
sure that that information will not get in the hands of—the wrong
hands. Any idea how you and the IRS intend to do that?
Secretary GEITHNER. Well, again——
Mr. DIAZ-BALART. In the case of Venezuela, Mr. Secretary, the
entire government is a risky proposition. In the case of Mexico, it
is a different situation, obviously, because of whatever you want to
call it, the drug lords, et cetera.
Secretary GEITHNER. Again, we are aware of this concern, and
we share that concern. And we have a set of safeguards in law
Congress puts on us, but also some safeguards we are going to propose in this rule which we think will be responsive to that. We are
happy to brief you on that in more detail.
Mr. DIAZ-BALART. And, Mr. Secretary, lastly on that, and, again,
thank you for your offer to get together, the IRS Commissioner also
said the same thing. I would really, however, ask of you before that
rule if you can meet with us before the rule is finalized so we can
work on it together. Thank you. That would be great.
And lastly, I wasn’t going to do that, but I will miss you coming
in front of this committee and other committees, because, frankly,
I think you do a great job standing up and representing the viewpoint of the President.
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Another person who I think is very passionate, obviously is a
person who I have great affection for, is Mr. Serrano. I wasn’t
going to mention this, when he talked about the standing of the
United States is at a great position. I would just like to quote a
couple of newspapers, so don’t quote me for it, how our allies see,
for example, the reset with Russia. The largest Czech newspaper,
I can’t pronounce it, declared on its front page: No radar? Russia
won. The Polish newspaper, quote: Betrayal: The U.S. Sold Us to
Russia and Stabbed Us in the Back. The Romanian newspaper—
I am not going to quote the name, I can’t—quote: America’s Betrayal of Europe for the Siren Call of Russia. Lech Walesa, my God,
an institution, actually said something that to me that was profound and painful to have to hear when he said the United States
cannot be trusted. By the way, all this was before the last gaffe
with the open microphone. And we have seen the Polish newspaper
that said basically, Are they trading Poland? So the facts don’t bear
it out.
Mr. SERRANO. Will the gentleman yield for a second?
Mr. DIAZ-BALART. Of course, to my dear friend.
Mr. SERRANO. One quick question. Do you honestly believe, and
I am looking at you, that our world standing now is worse than it
was during 8 years after we invaded Iraq, where just about every
country in the world thought that we were totally whacked out?
Mr. DIAZ-BALART. And I thank my friend for the question. I honestly believe that our world standing now is as bad as it has been
since the years of Jimmy Carter.
I yield back. Thank you.
Mrs. EMERSON. Mr. Bonner.
Mr. BONNER. Madam Chair, I am going to try to get four questions in, so I will not give a lot of opinion on this, just I would like
your opinion.
REVENUE AND SPENDING

First of all, you said, and I think you are right, over the years
Congress has been involved in providing special benefits in the Tax
Code. We agree on that. And if I can get the questions in and then
give you a chance to answer, do you have an opinion, since we have
had a debate, but not recently, about the benefits, pros and cons
of a flat tax versus a fair tax? That is the first question.
Number two, I think I am right that you were involved with Secretary Rubin when he was at the Clinton administration. And during the Clinton years, the administration and Congress at the time
worked to get welfare reform. Since you have referenced and we
have talked about the growth in the mandatory side of spending,
do you believe it is time to have a conversation about welfare reform, too, since we have not had that conversation in 15 years or
so?
Number three, you talk about if just a modest increase in revenue. Am I wrong? I was of the opinion we were not talking really
about a tax on millionaires and billionaires, but it actually would
go to include small businesses making over $250,000, which, if that
is correct, that is not a millionaire. In many small businesses, five
out of six, I understand it, would be impacted by that.

199
And my last question is when you and others have talked about
the Republican budget and the draconian cuts to Medicare, did I
miss something, or is the healthcare bill that is being debated
across the street in the Supreme Court, did it not include $500 billion in cuts to Medicare and related programs?
Thank you, Mr. Secretary.
Secretary GEITHNER. Let me try and do this quickly. I would not
support a flat tax. It would probably require a longer conversation
to explore. I do think there is a good case to look at any proposals
on the corporate side on how to lower rates and broaden the base
to clean up a lot of the muck in the tax system to make it more
simple, more fair. And certainly on the individual side, starting
from scratch today, you would not create our current system. But
a flat tax has all sorts of other challenges, and a lot of them have
to do with fairness and how regressive they are.
On welfare reform, as I said, I think that on the—
Mr. BONNER. What about a national sales tax, fair tax?
Secretary GEITHNER. Oh, I would not. I didn’t know what the reference was to, but, no, I would not support that.
On other fiscal reform, you used the word ‘‘welfare reform.’’ As
you know, we proposed very substantial changes in what is called
other mandatory programs, nonhealth mandatory programs, farm
subsidies, civil service retirement, other benefits for government
employees, and even reforms in low-income programs. We spend a
lot of time actually even with Republicans trying to find common
ground in this area, and we found quite a lot of common ground
last summer, and I think that will be the basis for what we do
going forward. But happy to talk in more detail.
On the revenue side, you are right that under the President’s
proposals, the tax reforms that he proposed would affect only the
top 2 percent of Americans. That means individuals making more
than $250,000. And that is true it would affect some small businesses, but it would only affect roughly 3 percent of small businesses. And even that definition includes—because of the way Congress defines these things, a lot of people you wouldn’t consider
small businesses, because it would cover every individual in a law
firm as an individual small business if they make more than
$250,000. So very modest impact both in incidence and magnitude.
Finally—I can’t read my handwriting. Can you tell me——
Mr. BONNER. Well, it was about the comment that our budget
makes draconian cuts in Medicare. Am I wrong, did the healthcare
bill being debated in the Supreme Court not include $500 billion
in cuts to Medicare?
Secretary GEITHNER. You are right. CBO, who is the referee for
us on these things for Congress, says that over the first decade of
the Affordable Care Act it saves roughly $100 billion net in Medicare and another $1 trillion over the next decade, and that is because of the mix of reforms in savings and other measures in the
proposal. But the Affordable Care Act, if left in place by Congress
and the courts, would substantially reduce our long-term fiscal
deficits.
Mr. BONNER. Thank you.
Mrs. EMERSON. Mr. Graves.
Mr. GRAVES. Thank you, Madam Chair.
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Mr. Secretary, to Mr. Serrano’s point a minute ago, he likes to
reflect back on Afghanistan and Iraq and blame it on the previous
administration, when my recollection, and, again, I wasn’t here
then, but that was a very strong bipartisan vote of entering into
the conflict there with a resolution that was Republicans and
Democrats. But, you know, I know memory fades over time at who
all was supportive of something in the past.
DEBT LIMIT

You talked about the debt limit increase earlier. The question
was brought up. And you cast a very broad timeframe. You said
later this year. And there seems to be another big event later this
year, too, and I am curious how those are going to collide. And
when do you expect or when do you expect the President to formally request raising the debt limit?
And the reason I ask you is because you brought up the point
that we cannot afford to as a Nation come to that point, that brink
again. So as the Secretary of the Treasury, when do you anticipate
giving us advance notice of that request and a hard line? Because
I remember last time it moved, and it moved, and it moved over
time. But when do you expect us to see that request?
Secretary GEITHNER. Well, remember, when it moves, it is because we have a large economy, $15 trillion economy, I don’t know
how many million payments we make a month in this context, and
those change over time as the economy changes. But we give the
Congress a regular estimate of those changes. And as I said, on
current estimates it will be very late in the year, very late in the
year. Now, that may change.
Mr. GRAVES. So this year you anticipate, this year?
Secretary GEITHNER. Yes. We do anticipate this year. Now, Congress, as you know, has legislated a series of provisions that allow
us to give you more time to act. We have traditionally employed
those. We are transparent with Congress on how we deploy them,
and that might buy us a little bit of time. But I think our own view
is Congress is going to act on this before the end of the year.
Mr. GRAVES. Before the election?
Secretary GEITHNER. No, not before the election, not on current
estimates, but before the end of the year.
Mr. GRAVES. So you anticipate your office or the President’s office
requesting this 60 days ahead of the anticipated date to give Congress the time to work with this?
Secretary GEITHNER. The law you guys passed requires us to notify Congress when we come within, I think, $100 billion of the
limit, I am not sure. But it is not a date, it is a number test, and
of course we will meet that test.
Mr. GRAVES. Okay. Great. Well, thank you. And we are working
hard to find you somebody to introduce the President’s budget
today on the floor, so maybe it will get fully debated. Thank you.
Mrs. EMERSON. Mr. Yoder.
Mr. YODER. Thank you, Madam Chair.
Mr. Secretary, I noted earlier in your comments we were discussing the debt ceiling, and you brought up your fears that later
this fall we might create instability with the specter of default.
Certainly notwithstanding the President’s previous comments in
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2006 when he said the fact we are here today to debate raising
America’s debt limit is a sign of leadership failure, and he went on
to say, Americans deserve better that way, therefore he intends to
oppose the effort to increase the debt limit. So certainly it is a reasonable position, at least by the President, to oppose debt limit increases. And yet we have a looming specter of default when that
occurs. The administration was very clear that if the debt ceiling
wasn’t increased, that we may default on some of our obligations.
I guess in a true dialogue about how we resolve that situation,
again given the fact that the President previously opposed it when
he was in the Senate, 52-48 vote, it barely got increased over his
objection, noting that those types of objections still exist amongst
both parties for the same reasons, are there things we can do structurally to avoid that problem?
And I note there is legislation that actually states that the first
dollars into the Treasury would go to pay the debt. By everyone’s
estimates the amount of money that comes in every day into the
Treasury is enough to pay the debt and interest payments and then
some and other obligations, or is it enough to fund all of the obligations that may be outlaid by the Federal Government? And so rather, since we are both very concerned about the specter of default,
and we know how important this is, rather than leave that as a
gambling issue again and allow the Administration, whichever Administration it may be in the future, to say, hey, if you don’t raise
it, we are going to default, that creates a lot of that uncertainty.
And so I would love nothing more than an arm-in-arm partnership
between the Congress and the President to say no matter what
happens during this debate, we will not default, we want to assure
all of our investors, and I would love your role to be as an assuring
role. And I guess I am concerned that some of the Administration’s
rhetoric actually heated that up and caused much of the instability
that the Administration now criticizes.
Secretary GEITHNER. You know, we are fortunate, you are unfortunate, but as a country we spent four decades, five decades dealing with this kind of question because Congress uniquely has imposed on itself this requirement to vote around the debt limit after
already authorizing and limiting how much we can borrow. And
Republican administrations and Democrats have dealt with this
over time, and they have found ways to deal with this without putting the Nation at peril.
And my basic advice to you, you don’t have to take it, is don’t
play politics with this again because it will be terribly damaging
to the country. There is no feasible option to allow the country of
the United States to manage when the Congress puts us in default
on a substantial number of obligations for a long period of time or
meaningful period of time, even for a minute. That is a completely
unacceptable way to run the country, and there is no responsible
person in public life, I believe, who could advocate that we try to
run the United States of America for a period of time where we are
in default, or behind, or not meeting the obligations Congress
placed for us. So don’t play politics with this. It will be very damaging to the country.
Mr. YODER. Mr. Secretary, and knowing we have limited time, I
would ask the same thing of the Administration, to please not play
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politics with the specter of default and to go around the country,
go around the world suggesting that if the debt ceiling is not increased, we would not be able to pay our debt and interest payments, because, Mr. Secretary, you know as well as the Administration knows that there is plenty of money that comes in every
day to pay our debt and interest payments, and it would be very
useful, I think, for both sides to take that revolver off the table so
that we can discuss how do we move forward with the debt, as the
President himself previously stated he did not support raising the
debt ceiling.
So having the Administration argue against its own playing politics is very obviously comical, but at the end of the day we have
to have the Administration as well as a partner in this. I am saying I think, as Congress, we ought to work with the Administration
to do that, and I would love to see the Administration, rather than
lambaste Congress for playing politics, to also join in an effort to
take that issue off of the table.
Secretary GEITHNER. I would draw your attention to the many
statements made by Republican Presidents and my Republican
predecessors about exactly this question, and I would challenge you
to find in any of their judgments about this any justification for an
approach that would have us effectively try to run the country in
a period where we are leaving in doubt the Nation’s commitment
and will to meet its obligations over time. You will find no support
for that, and I would discourage you from testing the process again.
Mr. YODER. Sure.
If I just may conclude, Mr. Secretary, I would also discourage the
Administration from continuing to go around the country and the
world threatening those who invest in our country and lend us that
money, and telling them that we cannot pay that debt when they
know that is inaccurate.
And I yield back, Madam Chair.
Secretary GEITHNER. Let me try the more affirmative answer in
this case. I want to say that I very much welcome the clear commitments made by the Republican leadership in the House and
Senate last year to make sure that they told the world that they
would never allow the United States to be in default on its obligations, and I respect them for that, honor them for that, and I hope
they reassure people again, that again we will not put the country
through what we put the country through last summer.
Mrs. EMERSON. And it needs to be a team effort.
Mr. YODER. Thank you, Madam Chair.
Mrs. EMERSON. So thank you very much.
And it does need to be a team effort, and we need to work together.
DUPLICATIVE PROGRAMS

However, I am going to switch gears, and I think that we may
have found a way to save a little money, and perhaps, Mr. Secretary, you can help me on this. Within your Office of Domestic Finance, you have the Office of Financial Education and Financial
Access and the Office of Consumer Protection, at least according to
your website. These offices actually sound pretty duplicative of the
Consumer Financial Protection Bureau. So, as a part of the admin-
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istration’s review to identify ineffective, duplicative or outdated
programs, did you all consider closing either one of those offices or
moving them over to CFPB?
Secretary GEITHNER. We did, and you are right that we need to
take a careful look at programs where you have parts of the government doing similar things in this case, and we have taken a
careful look at it. It is a very modest amount of resources, and we
think there is a good case for any Treasury Department, helping
to improve the quality of financial education across the country.
I would be happy to give you more information on why we think
our efforts are complementary to theirs and justify the very modest
amount of resources we are proposing.
Mrs. EMERSON. And I understand that. But, on the other hand,
you know, a million here, a million there, and maybe we are actually saving money. And so I need you to tell this Subcommittee
how the work of that office—I mean, you have outlined it to some
extent—is different from the consumer education and protection
programs that we have, obviously, or will have at the CFPB, the
Federal Trade Commission, the Office of Comptroller of the Currency, the FDIC or the Federal Reserve. How is it different?
Secretary GEITHNER. Excellent question. I have asked that question a lot myself, and, as you know, I spent some time at the Fed,
so I know a little bit about their programs. They are quite good
programs, so I will be happy to give you more detail on that.
Mrs. EMERSON. Yeah, I appreciate it, because if it is something
that we can just shift and do away with, it might be more efficient,
and certainly it then frees up money for other things, not the least
of which is, you know, helping to pay down the deficit.
Secretary GEITHNER. Madam Chair, could I just point out again
that as I said in my opening remarks, we do identify efficiencies,
reforms, and consolidations that are very dramatic in terms of savings, $234 million in just this budget and much larger over the 10year window.
Mrs. EMERSON. Well, and I am grateful for that, and that is very
important, but if your office could get us some more detail, because
we have asked for it, and we have not gotten any details from them
on this.
FEDERAL INSURANCE OFFICE

Let me ask you about the Federal Insurance Office established
by Dodd-Frank. Obviously, the goal of that office was to strengthen
U.S. influence in international insurance forums, but there are only
a couple people there. So I want to know what your highest priorities are for FIO and its international mission this year.
Secretary GEITHNER. We have got an excellent head of this office,
and he has been working very carefully to build up an office that
did not exist before and to recruit talented people. And you are
right that he is moving carefully in the sense that he is being careful and prudent with the taxpayers’ money. He has got an important mission, and he is doing a very good job. I think it is good for
the country that we have at the Federal level some accountability
and knowledge over the broader insurance thing, not least because,
as you pointed out, we have to deal with countries around the
world on this question, and we need the Federal Government to be
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able to represent the interests of the United States in those discussions.
Mrs. EMERSON. Can you tell me what assignments and objectives
that you all have established or specified for the FIO?
Secretary GEITHNER. Well, they are the ones established in the
law, but it sounds to me like you would like a little more detail on
what we are doing, which I would be happy to provide.
Mrs. EMERSON. Yes, please. And if we could get that within 30
days, I would be very grateful. And we have some other questions
that we will follow up and I will submit for the record, but it is
just a matter of knowing and bringing some clarity to the issue,
particularly when those offices get funded.
BUFFETT RULE

Mrs. EMERSON. One more quick question. Back to the President’s
budget, he is proposing that the Buffett rule, in essence, should replace the alternative minimum tax, and at a hearing before the
Senate Finance Committee last month, you testified that you were
broadly comfortable with the approach Senator Whitehouse had
laid out in his bill, S. 2059. The Joint Committee on Taxation has
since estimated that S. 2059 would generate about $47 billion in
revenue over 10 years, but repeal of the AMT is estimated to result
in revenue losses in the neighborhood of $800 to $900 billion over
10 years, so there is a huge difference in magnitude. Are you comfortable with that?
Secretary GEITHNER. Actually there is another, more recent score
of that proposal which I think says it would raise $161 billion over
10 years. But you are right that you are not going to achieve the
necessary outcome in terms of revenues for tax reforms simply
through that approach to the Buffett rule in that context, and you
have to look at a whole range of other tax reforms in order to
achieve a level of revenues necessary to help run the country in
that context.
Mrs. EMERSON. Okay. Well, let me——
Secretary GEITHNER. But your math is right in the sense that
even with the higher score of 161-, by itself it doesn’t offset the cost
of eliminating the AMT.
Mrs. EMERSON. Thank you so much.
Ms. Lee.
Ms. LEE. Thank you very much, Madam Chairman.
Sorry the gentleman from Georgia isn’t still here, but I just
wanted, for the record, to say this. I was here during the horrific
events of 9/11, and, yes, there was a bipartisan vote, a strong bipartisan vote, on 9/14. I was the only one who voted against it because I knew that resolution was a resolution which would authorize war without end. However, with all due respect to both my Republican and Democratic colleagues, they thought that resolution
was about al Qaeda.
Fast forward, another resolution came to the floor. I was on Foreign Affairs. The entire debate, the entire focus changed to Iraq.
That authorization was passed on a bipartisan basis with bogus information as it relates to weapons of mass destruction. So I don’t
believe that many Members really realized that going into Afghani-
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stan would then shift gears and go into Iraq based on this information.
I just wanted the gentleman from Georgia to know that because
some of us were here, and I remember very clearly my conversations and debates with Members.
SMALL BUSINESSES, MINORITIES, AND WOMEN

Having said that, let me just ask you a couple questions now
about Treasury. First of all, I am very pleased that you have made
sure the small business subcontracting goals are included in overall
prime contracting goals. Very important. I would like to know if
you could report back to the Subcommittee—I am trying to get as
much done since this is your last time here—a list of all the contracts where the contractors failed to meet their small business
goals for any and all included, where they were included, and any
performance bonuses withheld or liquidated damages that were
levied against these primes, if there were any.
Secondly, I would like an update on how the Office of Minority
and Women Inclusion is working, and how has that work impacted
your Department? Have we seen any increase in minority and
women—minorities and women in your Department?
And then, thirdly, the status of the companies that were bailed
out by the TARP program and how executive compensation for
these companies have been handled this year.
Secretary GEITHNER. I would be happy to respond to those
things. Let me just say briefly that we have done exceptionally well
on hitting pretty ambitious targets for small business contracting
and a range of other targets in that context that I know you care
deeply about. I think we have the best record of any executive
branch agency except for the SBA in that context.
We also have been very successful in recruiting and promoting
a very talented group of senior women at the Treasury, and I think
if you look at Treasury today, the principal parts of the Department that report to me, the vast majority of them now are run by
women, very talented women. So I am very proud of our record. I
will give you details on both those questions.
POVERTY

Ms. LEE. Another question I have in terms of income security
programs, like unemployment insurance, how do these impact the
economy, especially during recessions? In terms of significantly reducing the rate of poverty in America, how do we address that,
from your perspective, because poverty rates are increasing. I
founded and cochair the Out of Poverty Caucus, and we are looking
at some really terrible numbers, which did not just begin under the
Obama Administration but are the result of some very terrible economic policies of the previous administration, and I want to know
what Treasury can do specifically to target and to reduce long-term
unemployment and reduce the rates of poverty in America.
Secretary GEITHNER. Well, you are right to point that out. I remind people every day that the United States has alarmingly high
rates of poverty. No country as wealthy as ours lives with these
rates of poverty, and this was true even before the crisis and the
damage caused by the recession.
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I said before you came in that I don’t know how many Americans
understand that 40 percent of American children are born to families under Medicaid. Really remarkable statistics. And again, that
was before the crisis in this context, and the crisis caused, of
course, a huge amount of pain and damage to the innocent.
I think our judgment is that the most important things for us to
do and keep focusing on are to get the economy growing more rapidly, bring unemployment down, get more people back to work,
make sure that people have access to affordable training opportunities and education so they can have the skills they need to get jobs
in this economy, and make sure we are protecting the parts of the
safety net which the most vulnerable Americans depend upon.
Those are critically important things, and you are right to emphasize it, because when we think about these challenges on the fiscal
side, how we reduce deficits, we have got to make sure we are protecting and preserving those basic commitments.
Ms. LEE. I hear the gavel.
Mrs. EMERSON. I am trying to be good.
Ms. LEE. Thank you very much, Madam Chairwoman.
Mrs. EMERSON. I know the Secretary has actually got to leave at
some point here, just so we can quickly get another question in.
Mr. Diaz-Balart.
Mr. DIAZ-BALART. Thank you, Madam Chairman. I will be very
brief.
NONRESIDENT ALIEN INTEREST INCOME RULE

My able staff just reminded me, because you nodded yes about
hoping that the rule doesn’t—the NRA rule does not take place
until after we are able to meet. I just wanted to——
Secretary GEITHNER. The deposit rule. Yeah, I will have my colleagues come and talk to you or your staff.
Mr. DIAZ-BALART. I just wanted to remind that we are in the district for 2 weeks, so my staff just told us that as soon as we get
back after that is a meeting, so if you could——
Secretary GEITHNER. Or maybe we could do it by phone.
Mr. DIAZ-BALART. We could maybe do that. But I would just ask
you, if you could, just see if that rule could be held back until we
meet. I just want to remind you that it is 2 weeks, it is going to
be another 2 weeks at least. That is the issue.
Secretary GEITHNER. I don’t know where we are on timing, but,
again, I will make every effort we can to make sure you understand where we are going to come out before it comes out, okay?
Mr. DIAZ-BALART. Thank you, sir.
[CLERK’S NOTE.—Member insert for the record follows:]
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Mr. DIAZ-BALART. Thank you, Madam Chair.
Mrs. EMERSON. And it really is nice to do a face-to-face meeting
as opposed to the telephone, I just find, because body language tells
you everything.
BUSINESS AND TRADE REORGANIZATION

Quick question here on the President’s government reorganization with regard to business and trade, and he mentioned that, and
then there has been follow-up. He mentioned it in the State of the
Union. There has been follow-up.
I am all for streamlining government and putting those agencies
and/or departments together that have the same type of mission.
The Community Development Financial Institutions program is
specifically included among those agencies for consolidation, but
the Department’s Office of Trade Finance and Investment Negotiations and the Office of International Trade are not, even though
the Trade Rep gets put into the consolidation. So I am curious why
these two Treasury offices are overlooked. Do they have less effect
on business and trade than CDFI?
Secretary GEITHNER. A good question, and, you know, Congress
will have to reflect on where to draw those lines and what is the
most efficient reconfiguration of those spaces. But, as you know,
there is a whole range of credit-type programs across the U.S. Government, across lots of agencies, and the President’s judgment was
it makes sense to try to put those in one place, and they might be
more efficiently deployed if they are in one place. I know there will
be a lot of discussion about that, but I think they drew the line
sensibly.
Mrs. EMERSON. How much advice or analysis did you all at
Treasury provide to the White House about the reorganization before it was announced?
Secretary GEITHNER. Well, I was involved in the broad examination of the case to put in one place clear accountability for export
promotion, investment promotion, those things, but we were not
the detailed architects or the architects of the details.
Mrs. EMERSON. Okay. Now, I mean, you just said Congress obviously is going to have to sort of push around the puzzle pieces, if
you will, but I am still a little concerned about how Congress can
evaluate this reorganization proposal without any information
about what the new organization is going to look like.
Secretary GEITHNER. Yeah, fair point.
Mrs. EMERSON. So I need your help on this.
Secretary GEITHNER. Right.
Mrs. EMERSON. All right. Thank you very much.
Ms. Lee.
Ms. LEE. CEO compensation. I want to go back to that. You are
going to get me the information——
Secretary GEITHNER. Yeah, absolutely.
Ms. LEE [continuing]. On TARP?
EXECUTIVE COMPENSATION

Secretary GEITHNER. Yeah, absolutely. You know, we have a law
we have to comply with, we have a detailed set of regulations that
limited executive compensation for people who were recipients of
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extraordinary assistance in the program, and I am happy to provide details on how those requirements have been enforced.
Ms. LEE. Okay. Well, I have legislation. I want to get your take
on this concept. CEO compensation, I believe what my legislation
requires is that any CEO making 25 percent more than the lowestwage worker—of course, it is fine, you can pay them whatever, but
they don’t get the tax deduction—excuse me, 25 times more, which
is a lot of money. That is a huge tax hit on the Treasury, and I
am wondering how we can really begin to bring this under control
and be sure that the taxpayers aren’t subsidizing these huge compensation rates, and that is what is exact, that is what is taking
place now.
Secretary GEITHNER. Well, I think that is one of the reasons why
it is so important Congress take a look at the effective tax rates
on the richest Americans. And I think, you know, they are extraordinarily low levels in history now, and our view is they need to go
up a bit as part of asking the broader American people to make the
sacrifices necessary to bring our deficits down.
And I agree with you that in many parts of the economy compensation got a bit unmoored from gravity. I think it is in the interests of the shareholders of those companies that they restore
some gravity to those levels. But it is a good example and a good
reason why when Congress debates the future of our deficits, they
took a look at tax reform that would bring about a modest increase
in the effective tax rates on the richest Americans.
Ms. LEE. And there was another proposal, I am just reviewing
this, that I have been working on, and I would just like to get your
take on it, but it is changing the corporate income tax rates so that
instead of being fixed at 35 percent, it becomes a variable for each
and every corporation based on the ratio between the CEO’s compensation and the salary of—whatever the reasonable salary is of
the worker of that corporation.
Secretary GEITHNER. Well, again, I would be happy to take a look
at any proposal. I am not familiar with that. But in general, you
know, Congress has a lot of history in taking a look at these kind
of things, and not to be unfair, but Congress generally has not done
a good job where they have tried to determine what is the appropriate level of compensation a publicly held company should provide its senior management.
I say that not to discourage you, because I deeply agree that in
the financial sector and other parts of the economy things were
defying gravity, and a big case for those companies to find some
way to restore gravity to those.
Ms. LEE. But, Mr. Secretary, I am not talking about Congress
regulating or controlling the amount. I am talking about tax deductions, and I am talking about the average taxpayer subsidizing
these huge bonuses and CEO compensation. That is the issue, not
regulating or determining what a CEO should or should not make.
Secretary GEITHNER. I have complete sympathy for that, complete support for that. And, again, one of the most important things
that the financial reforms passed under Dodd-Frank did was to
make sure that the financial industry bears the cost of the mistakes they make. That is very important. The large firms in particular bear the costs of any mistakes they make in the future so
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the taxpayer is not protecting them from those mistakes. I am very
sympathetic to that.
Ms. LEE. I am going to send you a letter, another follow-up, between now and when you unfortunately leave laying out both of
these proposals, and I would love to get your response to them, because we cannot allow this to continue to take place in our country
where taxpayers are subsidizing these huge bonuses and CEO compensation.
Thank you.
Mrs. EMERSON. Thanks, Ms. Lee.
Secretary Geithner, will you just explain in a little bit more detail what you mean about these financial firms should bear the
burden? What specifically do you mean by that?
Secretary GEITHNER. Well, I just meant the simple premise that
when financial institutions make mistakes and lose the capacity to
operate on their own without government support, and the government is forced to step in and protect the economy from those mistakes, then the industry should pay the costs of that rescue, and
that is a simple principle that lies at the heart of financial reform.
It is true for deposit insurance, and it should be true generally
where the government provides support in this context.
Now, what Dodd-Frank did was cement that basic principle and
make it very clear and unequivocal, and there is no flexibility in
it. I think that is a very welcome thing, because, again, you don’t
want these institutions operating with the expectation that taxpayers are going to come in in the future and protect them from
their mistakes.
Mrs. EMERSON. I think that that is correct, that the American
taxpayer has no interest whatsoever in coming back.
Secretary GEITHNER. I have been exposed to that view, and I
agree.
Mrs. EMERSON. Ever again.
But, anyway, thank you so much. Thanks for all of the information that your staff will get back to us within—we have a new
rule—30 days. I appreciate that. And best of luck to you in any future endeavors. We are grateful that you are here. Thank you.
Secretary GEITHNER. Thank you.
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