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FINANCIAL SERVICES AND GENERAL GOV-
ERNMENT APPROPRIATIONS FOR FISCAL
YEAR 2025

TUESDAY, JUNE 4, 2024

U.S. SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS,
Washington, DC.

The subcommittee met at 2:39 p.m., in room SD-138, Dirksen
Senate Office Building, Hon. Chris Van Hollen (Chairman), pre-
siding.

Present: Senators Van Hollen, Murray, Coons, Manchin,
Hagerty, Collins, and Kennedy.

UNITED STATES DEPARTMENT OF THE TREASURY
OPENING STATEMENT OF SENATOR CHRIS VAN HOLLEN

Senator VAN HOLLEN. Good afternoon, everybody. This hearing
will come to order.

And I will begin by making an analogy. The Ranking Member of
this subcommittee, Senator Bill Hagerty, my colleague and partner,
we and our staff have maintained a solid working relationship
based on mutual respect.

And Senator, I look forward to continuing our good work together
this year.

Madam Secretary, welcome. Welcome back to this subcommittee.
You, of course, are here to talk about the fiscal year 2025 budget
request, but I want to first thank you for the work you and your
team did on the fiscal year 2024 request, because the input and
discussions between our teams, both Senator Hagerty’s team, and
my team, and your team, helped us deal with a tight budget, I
think, in the best way we could. So I want to thank you and your
team for that.

As we look to this year’s budget request, fiscal year 2025, the
Treasury Department requests $14.4 billion, which is an increase
of $180 million, or 1 percent over the last fiscal year.

I look forward, Madam Secretary, to hearing more from you
today about how this request can advance the Treasury Depart-
ment’s important missions here at home and abroad. The Depart-
ment of Treasury plays a central role in supporting a strong econ-
omy and promoting opportunity for all Americans, and it does this
through a variety of efforts and initiatives.

Madam Secretary, I do want to commend you and the President
for your efforts to address the lack of affordable housing, a chal-
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lenge that predates the pandemic, but continues with us to this
day. The lack of housing supply has driven up costs to where now
nearly half of all renting households spend more than 30 percent
of their income on housing costs. So I was pleased to see the Treas-
ury Department continue to take and propose steps as recently as
March to increase the stock of affordable housing and lower costs
through a variety of proposals, including tax credits.

With respect to the IRS, which, of course, is a major part of the
overall Department of Treasury budget, the request this year is for
$12.3 billion in discretionary funds, essentially flat funding with
last year. Of course, the Inflation Reduction Act did provide sub-
stantial resources to the IRS, and I am pleased to see those addi-
tional resources are already making an important difference.

And I know, Madam Secretary, you will talk a little bit more
about them, but they include, in summary: Dramatic improvement
to taxpayer services, really beginning to modernize antiquated IRS
systems, and of course, utilize the resources to make sure that
very, very wealthy people, millionaires, billionaires, and big cor-
porations pay more of the taxes that are already due and owing on
the enforcement side.

On the taxpayer services front, the IRS has made a number of
improvements: reducing call wait times for taxpayers, adding more
customer service representatives, reducing the backlog of paper re-
turns, and staffing up taxpayer assistance centers. I want to thank
you and the team at the IRS for your efforts to do that.

I also do want to salute you for the success of the recently con-
cluded year-long Direct File Pilot Program, which allowed tax-
payers in 12 States the option of filing their Federal tax returns
online for free directly to the IRS, and I was pleased to see the an-
nouncement of the plan to extend that nationwide. All Americans
deserve a free and easy filing option, and I am pleased to see the
progress the IRS is making on that.

On the enforcement side, we have estimates ranging from $500
billion to a trillion dollars a year that are due and owing but not
paid. To be clear, this is not about going after small businesses or
households earning less than $400,000 a year, and you have made
that very clear, Madam Secretary.

The Inflation Reduction Act, of course, has also made a big in-
vestment in our clean energy objectives, helping generate over $850
billion in clean energy and manufacturing investment from the pri-
vate sector. And I want to thank you and your team for the work
that you are doing to implement the provisions of that legislation.

On the global front, and Senator Hagerty and I have worked to-
gether on a number of global initiatives, I want to applaud your
continued efforts to implement tough sanctions on Russia, includ-
ing the price cap to reduce Russian oil revenues as Putin continues
his attacks on the people of Ukraine. I would like to highlight your
commendable work implementing the Rebuilding Economic Pros-
perity and Opportunity for Ukrainians, or REPO, Act. You have
made it clear that the United States will work to build consensus
with our G7 allies on a plan to utilize the value of immobilized
Russian sovereign assets to help address the issues within
Ukraine.
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There is much more, of course, to talk about on the international
front, as well as the domestic front, which we will get to in ques-
tions. But let me end where I began by thanking you, Madam Sec-
retary. Thank you and your team. It is wonderful to have you back.

And let me turn over now to Senator Hagerty for his opening
statement.

OPENING STATEMENT OF SENATOR BILL HAGERTY

Senator HAGERTY. Well, Chairman Van Hollen, I want to thank
you for holding this hearing. And I look forward to having many
more during the course of this fiscal year.

The agencies within the jurisdiction of this subcommittee have a
far-ranging impact on the American economy and on the operations
of the Federal Government. As the Ranking Member of the sub-
committee, I look forward to working alongside you and our col-
leagues to conduct rigorous oversight to strengthen U.S. financial
institutions, and ensure that the dollars the taxpayers have en-
trusted to us are spent responsibly.

I also want to welcome our witness, Secretary Yellen. Thank you
for appearing before the subcommittee, Secretary. It is a critical
time for our economy, and I am glad to see you here today.

The Department of the Treasury has a fundamental role in man-
aging our Nation’s debt and collecting its taxes. The President,
with the advice and consent of the Senate, has conferred upon you
a great responsibility and obligation to provide sound economic
guidance. At the same time, it is your duty to respect the rights
of taxpayers who rely on you to treat them fairly.

The Department has a deep impact on a broad range of issues,
from issuing debt to reviewing foreign investments to imposing
sanctions. Sanctions under the Trump Administration worked, but
they are not working now because this administration has delib-
erately relaxed enforcement.

When I served as U.S. Ambassador to Japan, I helped implement
the Maximum Pressure Campaign against Iran. In particular, be-
cause Japan was a major buyer of Iranian oil, I persuaded then
Prime Minister Abe to support U.S. secondary sanctions and stop
buying Iranian crude oil. President Trump’s maximum pressure
campaign against Iran yielded powerful results. Iran’s revenue
from the export of crude oil products dropped from $60 billion in
2018 to below $20 billion in 2019, to below $P8 billion in 2020.

President Biden, however, has abandoned the Maximum Pres-
sure strategy, under the Biden administration, Iran’s revenue from
exports of oil products has risen to over $100 billion. Iran is the
world’s biggest State sponsor of terrorism, and they have used this
financial windfall to increase funding and support for Hamas, for
Hezbollah, and for the Houthis. Think about the Houthis that are
attacking ships in the Red Sea, Hezbollah, Hamas, menacing our
ally, Israel, every day. Sanctions only work when they are enforced.

Another area that I am deeply concerned about is that the De-
partment may have let politics influence the amount of debt issued
and the manner in which the Treasury issues its debt. Any action
that fails to provide stability and minimize risk to taxpayers devi-
ates from the Department’s core mission, and I am concerned about
the risk that this presents.
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In regard to the IRS, I am concerned about their spending deci-
sions. The IRS is using one-time funding to hire 1,700 people on
a permanent basis, staff that it can’t afford and would need to fur-
lough without a new transfer authority from this Committee. The
current IRS budget assumes this one-time spending would be made
permanent. That forces Congress to make a difficult decision in the
future, either provide billions of dollars of more funding or poten-
tially fire hundreds, if not thousands, of IRS employees.

The IRS needs to figure out how to operate within the funds that
Congress has already appropriated and within the authority that
Congress has already authorized.

Another shell game that the IRS is playing is with Direct File,
the IRS, the General Services Administration, and the U.S. Digital
Service, jointly, developed the Direct File, but the IRS either can-
not or will not share the total cost of Direct File with Congress.
The IRS reported its own cost at only $24 million. Still, that works
out to be $179 per successfully filed return, but that excludes the
cost to GSA and to the USDS.

When combined, the total cost to the U.S. Government, and that
is not just the IRS, of a successfully filed return could easily exceed
the most expensive commercial off-the-shelf tax preparation soft-
ware. It doesn’t look like a good economic result for American tax-
payers.

Additionally, 3.3 million taxpayers were curious enough at least
to inquire about Direct File. They actually began the eligibility
screening process, but of those 3.3 million taxpayers, only 140,000
actually succeeded in filing a return. Yet, the IRS isn’t curious
about why the other 3.2 million didn’t complete the Direct File
process, and they don’t seem to have any plans to ask why. I don’t
understand why you would agree to make Direct File permanent
without understanding why the program has only a 4 percent adop-
tion rate.

Finally, I think American taxpayers would also like to under-
stand why the IRS leaker, Charles Littlejohn, who has started
serving his prison sentence, was charged with only one count of un-
lawful tax return disclosure. He stole more than 8,000 tax returns
over a period of 2 years. He did it for the purposes of damaging
his victims’ reputation, and affecting the outcome of the presi-
dential election.

Based on the sentencing hearing transcript, the lack of charges
seemed to frustrate the judge, and it is certainly baffling to me.

Secretary Yellen, I hope you will address these and other con-
cerns, and I look forward to your testimony. Thank you.

Senator VAN HOLLEN. Thank you, Senator.

Secretary Yellen, you are well known to this Committee, so I am
going to keep my introduction very brief. Secretary Yellen is the
first person to have led the White House Council of Economic Advi-
sors, the Federal Reserve, and the Department of Treasury.
Madam Secretary, the floor is yours.

STATEMENT OF HONORABLE JANET L. YELLEN, SECRETARY, U.S. DE-
PARTMENT OF TREASURY

Secretary YELLEN. Thank you, Senator Van Hollen.
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Chairman Van Hollen, Ranking Member Hagerty, and Members
of the Subcommittee; thank you for the invitation to testify, and for
your support of the Treasury Department.

Over the past 3 years Treasury has helped drive a historic eco-
nomic recovery and put our economy on a strong path for the me-
dium and long term. GDP growth has been strong, growing 3 per-
cent over the past four quarters. Inflation has declined substan-
tially since its peak, even as we have more work to do to address
high costs, and give families more breathing room. The labor mar-
ket is remarkably healthy, and companies have announced over
$850 billion in clean energy, and manufacturing investments since
the start of this administration, including in places that historically
had not received significant investment, or where investment had
declined.

To support this, Treasury has played a leading role in imple-
menting the American Rescue Plan and the Inflation Reduction
Act. We have also been focused on taking action beyond our bor-
ders to strengthen America’s economic leadership and national se-
curity.

I am heartened that Congress passed crucial support for Ukraine
and for other allies. Treasury continues to impose sanctions to con-
strict Russia’s ability to wage war, and we are working with our
partners to unlock the economic value of immobilized Russian sov-
ereign assets. Treasury is also using the tools at our disposal to re-
spond to conflict in the Middle East and to responsibly manage the
U.S.-China economic relationship, including making sure that
American workers and firms can compete on a level playing field,
and protecting our national security.

Let me now highlight several key requests in the President’s fis-
cal 2025 budget that will enable Treasury to continue advancing
America’s economic interests.

First, the budget requests $12.3 billion in discretionary resources
for the Internal Revenue Service. Thanks to IRA funding and an-
nual appropriations, we have already seen unprecedented improve-
ments. This filing season we made it easier for taxpayers to file
their taxes and get the credits they are owed, including by pro-
viding 11,000 additional hours of in-person assistance.

140,000 taxpayers saved millions in tax preparation fees through
the pilot of Direct File, an easy and free way to file taxes, online,
directly with the IRS. We have also increased enforcement to make
sure wealthy taxpayers and large corporations pay their fair share,
collecting millions in unpaid tax debt from millionaires.

We need resources so that we can continue saving the American
people time and money and helping reduce the deficit. The IRS is
inviting all States to participate in Direct File as soon as next fil-
ing season and intends to expand it to support all of the most com-
mon tax situations over the next few years. And we will keep work-
ing to close the tax gap driven by wealthier Americans, which costs
us over $600 billion a year.

Second, the budget requests funds to allow Treasury to address
emerging threats, such as $312 million for Treasury’s Depart-
mental Offices, including to support investment security in sen-
sitive technologies and the stability of the financial system, and
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$150 million to enhance cybersecurity and protect our systems
against intrusion by malign State actors.

And third, the budget requests $231 million for the Office of Ter-
rorism and Financial Intelligence, which provides critical financial
intelligence and sanctions-related economic analysis, including to
support sanctions related to Hamas, Iran, and Russia. It also re-
quests $216 million for the Financial Crimes Enforcement Network
to protect the financial system and combat illicit finance.

Thank you. I am happy to now take your questions.

[The statement follows:]

PREPARED STATEMENT OF HON. JANET L. YELLEN

Chairman Van Hollen, Ranking Member Hagerty, and Members of the Sub-
committee: Thank you for the invitation to testify and for your support of the Treas-
ury Department.

Over the past 3 years, Treasury has helped drive a historic economic recovery and
put our economy on a strong path for the medium- and long-term. GDP growth has
been strong, growing 3.0 percent over the past four quarters. Inflation has declined
substantially since its peak, even as we have more work to do to address high costs
and give families more breathing room. The labor market is remarkably healthy.
And companies have announced over $850 billion in clean energy and manufac-
turing investments since the start of this Administration, including in places that
historically had not received significant investment or where investment had de-
clined. To support this, Treasury has played a leading role in implementing the
American Rescue Plan and the Inflation Reduction Act.

We've also been focused on taking action beyond our borders to strengthen Amer-
ica’s economic leadership and national security. I am heartened that Congress
passed crucial support for Ukraine and for other allies. Treasury continues to im-
pose sanctions to constrict Russia’s ability to wage war and we are working with
our partners to unlock the economic value of immobilized Russian sovereign assets.
Treasury is also using the tools at our disposal to respond to conflict in the Middle
East and to responsibly manage the U.S.-China economic relationship, including
making sure that American workers and firms can compete on a level playing field
and protecting our national security.

Let me now highlight several key requests in the President’s FY 2025 Budget that
will enable Treasury to continue advancing America’s economic interests.

First, the budget requests $12.3 billion in discretionary resources for the Internal
Revenue Service. Thanks to IRA funding and annual appropriations, we have al-
ready seen unprecedented improvements. This filing season, we made it easier for
taxpayers to file their taxes and get the credits they’re owed, including by providing
11,000 additional hours of in-person assistance. 140,000 taxpayers saved millions in
tax preparation fees through the pilot of Direct File, an easy and free way to file
taxes online directly with the IRS. We have also increased enforcement to make
sure wealthy taxpayers and large corporations pay their fair share, collecting mil-
lions in unpaid tax debt from millionaires.

We need resources so that we can continue saving the American people time and
money and helping reduce the deficit. The IRS is inviting all states to participate
in Direct File as soon as next filing season and intends to expand it to support all
of the most common tax situations over the next few years. And we will keep work-
ing to close the tax gap driven by wealthier Americans, which costs us over $600
billion a year.

Second, the Budget requests funds to allow Treasury to address emerging threats,
such as $312 million for Treasury’s Departmental Offices, including to support in-
vestment security in sensitive technologies and the stability of the financial system,
and $150 million to enhance cybersecurity and protect our systems against intrusion
by malign state actors.

Third, the Budget requests $231 million for the Office of Terrorism and Financial
Intelligence, which provides critical financial intelligence and sanctions-related eco-
nomic analysis, including to support sanctions related to Hamas, Iran, and Russia.
It also requests $216 million for the Financial Crimes Enforcement Network to pro-
tect the financial system and combat illicit finance.

I am happy to now take your questions.
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Senator VAN HOLLEN. Thank you, Madam Secretary. And we will
do 5-minute rounds, 7-minute rounds; 7-minute rounds per mem-
ber.

I do want to start on some of your more recent work with respect
to meeting with our G7 partners and others to address what seems
to be an increase or ongoing transfer of technology from China to
Russia to support Putin’s war machine efforts. I think that while
China has not provided any direct military support in the form of
weapons, we have seen, according to American assessments, a
large surge of Chinese sales to Russia of machine tools, microelec-
tronics, and other technology that Moscow is using to produce mis-
siles, tanks, aircraft, and other weaponry for use in the war against
Ukraine.

I know the President and our allies a number of years ago made
it clear that any direct military support from China to Russia
would be seen as a red line. While this is not direct military trans-
fers, and I do want to make that clear based on what we know
t(})lday, what is happening is clearly benefiting the Putin war ma-
chine.

So Madam Secretary, can you talk about how we can work with
our allies, whether we collectively impose sanctions on Chinese
companies that are engaged in this kind of transfer? Or other op-
tions on the menu that you are looking at?

Secretary YELLEN. Yes. We, as you noted, are very concerned.
There are substantial exports. We have seen an increase in exports
from China to Russia, and particularly of certain dual-use goods
that may be critical to Russia’s war effort. And let me say that I
have been extremely clear at the highest levels of the Chinese Gov-
ernment that this is something we will not tolerate, and that we
intend to sanction this activity.

We are putting sanctions both in place on firms that are engaged
in this activity, and a new executive order allows us to sanction fi-
nancial firms that are promoting the export of these dual-use items
or military goods to Russia.

We know that our sanctions will be most effective if we work
closely with our allies, and this is something I have discussed with
all of our—all of my Finance Minister colleagues, the need for us
to coordinate our sanctions behavior.

I know that this set of concerns was recently conveyed by Presi-
dent Macron, by President von der Leyen, and by Chancellor Scholz
in their recent engagements with President Xi, and while I don’t
have anything to preview today, I will just say, we are committed
to working closely with our allies on this issue, and believe it is es-
sential to reduce the flow of these goods to Russia.

Senator VAN HOLLEN. Well, I appreciate that update, and I do
hope action will be taken soon, because the trajectory, as you indi-
cated and as I outlined, is clearly in the wrong direction. And these
dual-use items, as you described them, are being put to use by
Putin directly to advance and support of the war against the people
of Ukraine. So I think concerted action is necessary to be effective,
and I hope it will be taken soon.

On a related matter, we, the United States, have worked with
our allies to try to prevent the transfer of very high-end tech-
nologies to China in the first place, whether they be very high-end
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semiconductors, Al, or other technologies, and part of that strategy
has been implemented through the Department of Commerce. But
another component of that, as you well know, to put in place some
outbound investment screening to prevent U.S. companies, some of
the companies are allied countries, from investing in China in
areas that could then be used by the PRC for military purposes.

That, too, of course, requires joint action in order to be effective.
So Madam Secretary, can you just speak to where we are in the
effort to develop very clear boundaries and guidelines when it
comes to outbound investment, number one? And number two, our
progress in coordinating with our key allies?

Secretary YELLEN. So you know, we completed an advanced no-
tice of proposed rulemaking on outbound, we have received many
comments which we are digesting, and preparing, as soon as pos-
sible, to release a Notice of Proposed Rulemaking. And really over
year, or more, we have been involved in discussions with our allies,
about the necessity of doing similar kinds of investment screening.
And this would apply both to inbound investment screening, some-
thing similar to our CFIUS process, and also outbound screening.

And we have ongoing discussion. Our allies are looking at this
carefully, working on their own systems. I think all of us recognize
that this is something where joint action is more effective, and we
continue to focus on trying to help our allies get up to speed on this
as well.

Senator VAN HOLLEN. Well, I appreciate that. You know better
than anybody that capital flows can move really at the speed of
light across border. So joint action, collective action is going to be
essential for that to be successful.

Senator Hagerty.

Senator HAGERTY. Secretary Yellen, one of the most important
jobs of the Treasury Secretary, is to issue and manage US debt.
Given rising deficits, this is an increasingly difficult task. Nonethe-
less, proper management of our Nation’s debt keeps our funding
costs low, and maintains the dollar status as the world’s reserve
currency.

In light of this, I am very concerned about the recent rise in the
issuance of Treasury bills. The Treasury Borrowing Advisory Com-
mittee T-bills comprise 15- to 20 percent of the total U.S. debt. But
right now, T-bills supply is 25 percent above that range.

This means that the Department has issued more than one tril-
lion in short-term bills that normally would have been issued as
longer-term notes and bonds. This surge in bill issuance severely
impedes the market’s ability to price risk. It also, typically, only oc-
curs during recessionary periods. And I am perplexed by this deci-
sion to issue so much on the short end of the curve while yields
are inverted.

Given current yields, excessive reliance on bills cost taxpayers
more money in interest expenses, because of the need to roll over
short-term financing at elevated rates. It also constrains our coun-
try’s ability to respond to future economic shocks.

And perhaps most alarmingly, this approach to debt manage-
ment undermines the Treasury’s credibility because it creates the
perception that the administration could be easing financial condi-
tions for political purposes.
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This chart will help us visualize what I am talking about.

[Chart display on poster board:]

Senator HAGERTY. What you can see here is during the 2008
crash, a spike in the issuance of short-term bills. Again in 2020,
you see the next spike in short-term bill issuance right here. Again,
we got the pandemic in 2020. We have got the Great Recession in
2008, and now we see the spike here.

Madam Secretary, are we in a recession?

Secretary YELLEN. No. No, we are not in a recession.

Senator HAGERTY. I thought you might say that. Then that begs
the question, as I see it, there only three reasons, why the Treas-
ury could be issuing so much on the short end of the curve.

One, it could be that you are concerned about inadequate de-
mand for longer term treasuries. I hope that is not the case.

Second, it could be that you are waiting to lock in longer-term
issuances until the Fed has cut rates, if that is the case, I would
like to know what informational basis you might be using to time
the market in this manner.

But the most dangerous could be that you are suppressing rates
in order to ease financial concessions—sorry—to ease financial con-
ditions for President Biden in an election year leading up to No-
vember. And I think that creates an extreme concern. Which one
of these three would it be, Secretary Yellen?

Secretary YELLEN. Well, first of all, let me say we never time the
market, a tenet of Treasury debt management is that issuance
should be regular and predictable, and that is appropriate over
time to enhance the government

Senator HAGERTY. And yet it is spiking, you can see from the
chart that it is spiking right now.

Secretary YELLEN. Well, we had a substantial increase in the def-
icit in connection with the pandemic.

Senator HAGERTY. But what underlies the decision to do it so
much weighted toward the short end while the yield curve is in-
verted?

Secretary YELLEN. Well, actually, if you look at history, the
weighted average maturity of Treasury debt overall is about 71
months, and that is above the long-run average, which is shorter,
at 61 months. And issuance of bills, in spite of what you are show-
ing there, is in line with historical averages as a percent——

Senator HAGERTY. Well, it is certainly above the recommended
range Madam Secretary.

Secretary YELLEN [continuing]. As a percent of overall issuance,
Treasury bills with a maturity of 1 year, or less, currently rep-
resent just under 22 percent of Treasury debt, and the long-run av-
erage is 22.4. It is very close to being in line with the guidelines
suggested by market participants who take part in the Treasury
Borrowing Advisory Committee and the primary dealers.

Senator HAGERTY. I would very much like to get a better under-
standing of this. And I have introduced legislation that would have
the Treasury report to us, report to this Committee on the debt
issuance process and how you are thinking about it, so we can get
a better understanding, because the concerns that I raised are real,
I hear them very often, and I think it would be quite helpful for
us to clarify this.
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Secretary YELLEN. I think we would be glad to do that.

Senator HAGERTY. Thank you. Thank you. Let us turn our dis-
cussion to sanctions now, Secretary Yellen. Iran is the world’s fore-
most state sponsor of terrorism. They send hundreds of millions of
dollars per year to terrorist proxies like Hamas, Hezbollah, and the
Houthis who have murdered scores of American citizens, and who
desire to wipe Israel from the face of the map.

And Secretor Yellen, is it the policy of the Biden Administration
to minimize revenue that Iran derives from illicit oil sales?

Secretary YELLEN. Yes, it is. And I agree with what you just
said, it is our priority to sanction Iran to diminish its ability to ex-
port oil. We are taking——

Senator HAGERTY. But you have said—you have said it is a pri-
ority. However, I just went through the results of the Maximum
Pressure Campaign. We had Iran down to below 8 billion in ex-
ports in the previous administration. In this Administration, the
sanctions enforcement has failed miserably. They are back up over
a $100 billion. What has changed there? And if the policy hasn’t
changed, what has?

Secretary YELLEN. Well, we have continued to take action
against those in Iran who are facilitating the export of oil. There
is a shadow fleet that it has proven difficult for our sanctions to
touch. Our sanctions are most effective when they target financial
institutions. But we continue to take sanctions actions. We are very
active in addressing terrorist financing by the Iranian regime and
its proxies.

Senator HAGERTY. I am running short of time, Madam Secretary.
I would just like to close with this comment. I have been involved
in the imposition of sanctions. It is hard work. The program right
now is not working, obviously, because what we have seen is illicit
oil sales dramatically increase under this administration. I under-
stand that there are complex reasons why that may be the case.
But it requires difficult work, hard work. And I encourage this Ad-
ministration to take its sanctions enforcement seriously because we
are failing right now. Thank you.

Thank you, Mr. Chairman.

Senator VAN HOLLEN. Thank you. Thank you, Senator Hagerty.

Senator Coons.

Senator COONS. Senator Van Hollen; Chairman Van Hollen,
thank you. Thank you, thrilled to see your leadership here at
FSGG, Ranking Member Hagerty.

Madam Secretary, thank you for the chance to work closely with
you in the last year in my role as chair of State and Foreign Oper-
ations. We had a great partnership in meeting our commitments to
the multilateral development banks in unlocking 21 billion to the
IMF through the PRGT, and in finding ways to help developing
countries deal with the consequences of COVID, of heightened debt,
of the consequences of Russia’s aggression in Ukraine, and prin-
cipally meet competition from the PRC, which is seeking to cap-
italize on the vulnerabilities of developing countries.

So I look forward to working with you on continuing that work.
I just returned from a trip to Southeast Asia where I got to meet
with the leadership of the Asian Development Bank, and look at



11

how the Luzon Economic Corridor may well be a key part of our
Indo-Pacific strategy.

Focusing on the issues before as for this year’s appropriation,
though, for your Committee—your Department when Congress
passed the CHIPS and Science Act, a key part of our goal was revi-
talizing American semiconductor manufacturing. I was just in Tai-
wan, and the Philippines, and met with leaders in semiconductor
manufacturing. I am concerned about Treasury’s implementation of
tax credits, and making sure that they reach upstream players in
the semiconductor industry.

I was encouraged by your recent remarks in a House Hearing
that Treasury and Commerce are working together to cover the en-
tire supply chain. But when do you think we could expect final
rules that would make credit available to manufacturing facilities
that are producing semiconductor materials that are critical compo-
nent parts of the semiconductor supply chain?

Secretary YELLEN. So this is an issue that we are working on
very hard. We are trying to get the final rules out as quickly as
possible. This is an issue that we explicitly have far up the supply
chain to go. We ask for comment on this. We have received a great
deal of feedback, we understand the need for certainty on the part
of businesses, and we will try to get the regulations out just as
soon as possible.

But we are working closely with the Department of Commerce.
They have direct funding, and we want to make sure that we are
providing adequate support.

Senator COONS. And I respect and understand, and I have talked
to the Secretary, the role that Commerce has in the grant funding
for Fabs. My concern is that we also support the other businesses
and industries that are part of semiconductor manufacturing.

Let me move on. There are some key decisions also not yet made
in terms of 45V Rulemaking. There are, I think, seven regional hy-
drogen hubs that have been chosen through the Inflation Reduction
Act that will help support regional economic renewal across the
country. My concern is that we need to hit the right balance in 45V
to actually provide the opportunity for takeoff for a future hydro-
gen industry in the United States.

I do not think that it is assured that that will happen. The hubs,
which were selected 8 months ago, can’t move ahead without cer-
tainty about how this investment profile will look. Does Treasury
need more resources in order to finalize the 45V Rulemaking? Is
that part of the limitation in terms of getting these rules out?

Secretary YELLEN. It is not a matter of resources; it is really a
matter of the complexity of the issues that are involved here and
the working through. I believe there were over 40,000 comments
received on the guidance that we put out on 45V. We recognize the
issues that the hydrogen hubs face and are working hard, we are
working jointly with the Department of Energy and also with EPA
to try to figure out how to address this.

Senator CooNs. Well, I know——

Secretary YELLEN. We have received a lot of comments making
suggestions, which we are taking seriously.

Senator COONS. I know some of the comments you have received
are from my region, from Delaware, from Pennsylvania, from New
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Jersey, where the MACH2 Regional Hub leadership is very con-
cerned about what impact the Treasury rules will have on whether
or not they are going to be viable. So I would urge careful consider-
ation of those comments.

Secretary YELLEN. I understand, and we will.

Senator COONS. Let me conclude, if I could, with an issue I think
of real interest to both of us, which is financial inclusion, and the
development of a national strategy. Too many Americans still lack
access to basic financial services, and those with access are unable
to effectively reap the benefits of access to financial services.

This is something the financial services, and some of the con-
sumer advocacy groups in my State have long been passionate
about. Treasury, I think, is nearing the completion of the strategy
that was required in last year’s bill. It is an opportunity to make
sure Federal agencies are coordinating with each other, with the
private sector, with State and local governments, with nonprofit
groups. And Treasury will have to keep leading in the implementa-
tion of this strategy for financial inclusion.

What do you see as the most important steps in finalizing and
implementing your financial inclusion strategy, and how could we
be helpful in Congress?

Secretary YELLEN. So you have been extremely helpful. Let me
say how much I appreciate your leadership on this issue. We have
made a lot of progress. We have been engaging in robust public and
stakeholder outreach and engagement. We have met with over 150
stakeholder organizations, and we are hoping to finalize these rec-
ommendations this summer.

Senator COONS. Well, thank you, Madam Secretary. We are going
to have a very busy summer finalizing some rules, some strategy,
and then moving forward with them. And I appreciate the oppor-
tunity to partner with you across these three important areas.

Secretary YELLEN. Thank you, Senator.

Senator MANCHIN. [Presiding] Senator Kennedy.

Senator KENNEDY. Thank you, Mr. Chairman. Madam Secretary,
always good to see you.

Secretary YELLEN. Likewise.

Senator KENNEDY. Right now, in our current fiscal year, by “our”,
I mean the Federal Government, we are running about—it looks
like about a $1.1 trillion deficit; is that correct?

Secretary YELLEN. About $1.6, I believe.

Senator KENNEDY. $1.6 trillion? I am sorry, it is even worse than
I thought. And that of course means that we are spending $1.6 tril-
lion more than we are taking in, in revenues; is that right?

Secretary YELLEN. That is correct.

Senator KENNEDY. Okay. And we are filling the hole by bor-
rowing money; is that correct?

Secretary YELLEN. That is correct.

Senator KENNEDY. Now, if you personally were borrowing money,
would you rather pay 5.4 percent interest or 4.4 percent interest?

Secretary YELLEN. The less, the better.

Senator KENNEDY. Ma’am?

Secretary YELLEN. The less, the better.

Senator KENNEDY. Okay. Then why aren’t you doing that with
Federal borrowing?
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Secretary YELLEN. Well, in Federal borrowing our objective is to
issue at least cost over time and not to try to time the market.

Senator KENNEDY. Yes. But you are timing the market, you
issued a press release back in November that you were going to try
to time the market. I mean, right now you can issue 3-month
Treasuries, these are yesterday’s yields, at roughly 5.4 percent?

Secretary YELLEN. Yes.

Senator KENNEDY. But you could issue a 10-year Treasury note
for 4.4 percent and save—let me finish—and save the taxpayer a
lot of money. And then last November, you said—you issued a
press release you said: We are going to start borrowing more short-
term debt than we normally would. At the beginning of 2023, our
short-term debt was about 15 percent, and last November, you
said, we are going to increase that. And now it is about 22-23 per-
cent.

Secretary YELLEN. Correct.

Senator KENNEDY. You are costing the taxpayers billions. Why
are you doing that?

Secretary YELLEN. So Senator, you say it costs 5.4 percent. That
is what it costs this year.

Senator KENNEDY. No. That is what it cost yesterday.

Secretary YELLEN. Yes. But when you issue 10-year bonds, you
are locking in the 10-year rate over 10 years, and that 10-year rate,
the reason that holders of 10-year Treasury bonds are willing to ac-
cept a 4.3— 4.4 percent yield is because when those same individ-
uals could be investing at 5.4 percent they

Senator KENNEDY. Madam Secretary?

Secretary YELLEN. No. I am sorry. I would like to——

Senator KENNEDY. But Madam Secretary that is just—mo of-
fense—that is double talk.

Secretary YELLEN. It isn’t double talk because——

Senator KENNEDY. Here is my——

Secretary YELLEN [continuing]. It is expected

Senator KENNEDY. Let me—maybe it is my fault.

Secretary YELLEN [continuing]. It is expected for interest——

Senator KENNEDY. Maybe it is my fault.

Secretary YELLEN. No

Senator KENNEDY. Today, you can borrow for 3 months at 5.4
percent, but instead you are choosing——

Strike that.

Today you can borrow for 10 years at 4.4 percent; instead you are
choosing to borrow at 5.4 percent.

Secretary YELLEN. Market participants believe that——

Senator KENNEDY. That makes no sense.

Secretary YELLEN. Market participants believe that short-term
interest rates will come down, and they will come down to a level
substantially below——

Senator KENNEDY. So you are trying to time the market?

Secretary YELLEN [continuing]. The current 10-year rate, and
SO——

Senator KENNEDY. You are trying to time the market?

Secretary YELLEN. No, it isn’t a question of timing the market.
It is, we issue across the curve in a regular and predictable
way
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Senator KENNEDY. Well, you know—you announced last Novem-
ber——

Secretary YELLEN [continuing]. And the reason that we

Senator KENNEDY [continuing]. You announced last November, I
can show you the press release, where you said that: We have de-
cided to start issue—start issuing an inordinately large amount of
short-term debt; didn’t you?

Secretary YELLEN. We did make an announcement of that.

Senator KENNEDY. And because of the inverted yield curve, that
means that you are going to pay more in interest on short-term
debt than, say, 10-year debt.

Secretary YELLEN. Only for a short time.

Senator KENNEDY. Now, that is a fact. Okay, you can go check
the numbers of Treasuries yesterday. First, that costs taxpayers a
lot more money in interest. And number two, you are working at
cross purposes with the Federal Reserve, because what you are
doing is stimulating the market. You are pumping money into the
economy, and Jay Powell is over here beavering away trying to re-
duce inflation. And you are beavering away trying to increase it by
paying an interest rate——

Secretary YELLEN. There is nothing that we are doing that is

Senator KENNEDY [continuing]. That is 100 basis points higher
than you would have to pay. And the only way I can—reason I can
figure that you all are doing that is, is to try to give the economy
a sugar high, 5 months before an election. Why else would anybody
want to borrow at 5 percent when you can borrow at 4 percent?

Secretary YELLEN. Well, there is a good reason that investors are
willing to accept just over 4 percent on a 10-year Treasury bond
when they can earn 5.4 percent on a 1-year Treasury bill.

Senator KENNEDY. I am not worried about the investor.

Secretary YELLEN. Well, the same

Senator KENNEDY. I am worried about the investor. I am worried
about the taxpayer.

Secretary YELLEN [continuing]. It is the same—it is the same
market——

Senator KENNEDY. Okay. And let me ask you again, because I am
going to run out of time and you—look, you are smarter than me.
I know that. But I can grasp this concept. You are borrowing at
5 percent when you could borrow at 4 percent to deficit spend.

Secretary YELLEN. If I borrow at—if I——

Senator KENNEDY. And it makes absolutely no sense to me why
you would do

Secretary YELLEN. I am sorry. If I borrow—the reason is

Senator KENNEDY [continuing]. Other than to try to artificially
stimulate the economy——

Secretary YELLEN. If I borrow at 4 percent——

Senator KENNEDY [continuing]. And help Joe Biden get reelected.

Secretary YELLEN [continuing]. If I borrow at 4.5 I am locking in
that cost over 10 years. If I borrow

Senator KENNEDY. But you just said you weren’t trying to time
the market.

Secretary YELLEN [continuing]. Well it

Senator KENNEDY. You are just trying to time the market.
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Secretary YELLEN. It isn’t trying to time the market, because this
is something that is a regular part of our policy. When short-term
rates are high, and long-term rates are lower, the reason for that
is that market participants expect short rates to go down. And they
expect them to decline over 10 years, to substantially under 4.5
percent, so even if we pay more this year than it would cost to bor-
row at a 10-year rate of 4.5 percent the expected cost over the 10-
year life of that borrowing can be the same or less than it would
be if we issued a 10-year note.

Now, we are not trying to time the market we have a policy that
we want to hold the issuance of short-term bills in line with rec-

ommendations of the Treasury Borrowing Advisory Committee, and
if:

Senator KENNEDY. May I say something now? Madam Secretary,
I am going to say it again, you are a lot smarter than me, but my
mama didn’t raise a fool and if she did it was one of my brothers.
And what you are doing, you know it and I know it, and all those
people sitting behind you know it, you are paying 5 percent to bor-
row money when you could pay 4 percent to borrow money. You an-
nounced you were going to do that back in November 2023. You are
working cross purposes with Jay Powell.

Secretary YELLEN. We are not working at——

Senator KENNEDY. And the reason you are doing this, the reason
you are doing this is try to give the economy a sugar high 5 months
before an election. Now, you know that and I know that.

Secretary YELLEN. There is nothing about issuing short-term
debt that creates a sugar high

Senator MANCHIN. Senator?

Senator KENNEDY. I am out of time.

Secretary YELLEN [continuing]. For the economy.

Senator KENNEDY. Well, my Chairman says I am out of time. It
is good to see you.

Senator MANCHIN. He is such affable—he is just very nice.

Madam, I am going to continue with the questioning now, if I
may. I am going to go ahead and start. But anyway it is good to
have you. Thank you for your service.

And first of all, I want to talk about the Bureau of Fiscal Service,
as far as the office in Parkersburg, West Virginia. Okay. The em-
ployees are not coming back to work. Now, Senator Romney and I
have introduced a piece of legislation that would say that at least
60 percent of the time they have to be in their office at work, okay,
and I think that basically, a relatively small increase above the 50
pOercent mark mandated by the Office of Management and Budget,

MB.

I don’t know if you know this or not, but that office in Parkers-
burg, West Virginia, the people only have to be there 2 days a pay
period. Two days a pay period. What they end up doing: they come
at the end of the first pay period, stay 2 days, the beginning of the
second pay period, stay 2 days. There are 4 days out of a total of
two pay periods. It is ridiculous, absolutely ridiculous. And it is de-
stroying the economy, and the people that should be coming to
work. They are living anywhere, and they fly in.

And this has got to stop. And you have to stop it, Madam Sec-
retary, because it is not going to happen unless you clamp down
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tight. The rules from OMB say, at least 50 percent, we will accept
50 percent. At least they are getting 10 days out of 20. Okay?
Secretary YELLEN. I appreciate the problem that this is causing,
and I know that you have written a letter to Treasury and that
is

Senator MANCHIN. Well, we have specifics now we can help you
all with. And now my next round is going to be—I want to be as
respectful as I can, because I totally disagree with what you all are
implementing the EV credits.

Secretary YELLEN. The?

Senator MANCHIN. The EV credits, electric vehicle credits, I know
that because we wrote the bill, my Committee wrote the bill com-
pletely.

Secretary YELLEN. I know.

Senator MANCHIN. And we wrote the intent of the bill. We have
all the findings of what we did and how we did it. But let me just
show this right here, Madam Secretary.

[Chart display on poster board:]

Senator MANCHIN. The Bill was very much written so that we
would bring America back, bring manufacturing back to America,
that we would not be relying, we would not be relying on unreliable
supply chains, especially four countries of concern: China, Russia,
Iran, and North Korea. And as we know, Russia has—I mean
China has dominated the critical minerals industry.

But here is what you all have done, your permanent rules, these
are your permanent rules, it came from you all, this is how we
wrote the Bill, it is in the Bill specifically. First year, 2023, 40 per-
cent; and you all cut it in half to 20.

Secretary YELLEN. I am sorry. I can’t see that.

Senator MANCHIN. Okay. This is, here, this is 40 percent. Let us
get it closer.

Secretary YELLEN. What are you——

Senator MANCHIN. Let us get closer. Let us get it up here closer.
You can see how it does, okay, first year, second year, third year,
you have cut everything in half, everything in half. It makes no
sense, because you are going to get sued on all of this from people
who have been damaged. The manufacturers that are investing
money that thought that they would not be inundated with lower
prices and unfair competition, especially from China. You have
given them a—you have given the ability to come after them now.
Okay? You can see this all the way through.

Secretary YELLEN. So why do you think we have cut this in half?
You are talking about the

Senator MANCHIN. This is your rule.

Secretary YELLEN [continuing]. The requirements from——

Senator MANCHIN. The requirements of what should be from——

Secretary YELLEN [continuing]. Batteries and battery components
and for minerals

Senator MANCHIN. Processing, mineral sourcing, and processing.
You have even tried to change the definition of processing, to
where some of the manufacturing can be done and considered in
processing. You have done that, we have all of that. The only thing
I am trying to show, and to be very respectful, you are going to be
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sued. And we are going to do an amicus brief, to help the people
that are suing you.

Because this is how we wrote the Bill, we wanted it to be Amer-
ica. We wanted it to be with Free Trade Agreement countries. We
wanted not to be relying on China. This absolutely allows China in
the market and staying in the market for the entire extent of the
IRA.

Secretary YELLEN. I am sorry, you know, we put out the FEOC
restrictions that pertain to China, and those restrictions mean that
this year you can’t have battery components that are made in
China, and next year a vehicle can——

Senator MANCHIN. Why cut it in half then? Why did you cut it
in half?

Secretary YELLEN. Cut what?

Senator MANCHIN. You cut basically requirement of how much
had to come from where. This had to come from America Free
Trade Agreements, this can come from non-free, anywhere else in
the world, this is what is happening. I can go into it in detail, but
this is—I have been raising absolutely “holy Cain” from day one.

Now, we wrote the IRA as a very balanced Bill to have energy,
as far as basically—if we are going to basically change our entire
transportation mode, it is the first time in the history of the United
States of America we cannot, basically, provide all the components
for a transportation mode. We are willing to be relying on, espe-
cially, of China which had a total lock on the EVs.

Secretary YELLEN. We share the objective that you have which
is to rid ourselves of dependence on China, and I——

Senator MANCHIN. You and your staff changed this in half, and
I would say——

Secretary YELLEN. I am not sure. I am not sure—I think we need
to have a technical discussion on this, because——

Senator MANCHIN. We have been calling you about it. Did any-
body here—did any of you all work on this?

Secretary YELLEN [continuing]. Because I believe that the rules
we wrote are in accord with what is in the statute that we have
acquired

Senator MANCHIN. And again, I want to be—I am trying to be
as respectful as I can, they absolutely are not, and I am encour-
aging every manufacturer to sue you.

Secretary YELLEN. Well the

Senator MANCHIN. And I will do the amicus brief on their behalf
and we will show you exactly how we wrote the Bill, the intent of
the Bill. And you will lose every suit. I know that. So in order to
avoid all of that: Why can’t we just basically implement the Bill the
way it was written? And I have said this, you all, and basically the
administration, and these are people I have known forever, you are
trying to implement a Bill you never passed. This is not the BBB,
this is the IRA.

Secretary YELLEN. Well, we share the objective that you had in
writing the Bill.

Senator MANCHIN. I know

Secretary YELLEN. And I believe we have implemented it in ac-
cordance with the—what is in the law.
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Senator MANCHIN. Let us go one step further, if I may. Senator
Coon is based on the Hydrogen Hub. Okay. Now, let me explain to
you. The Hydrogen Hub, we wrote that in the Bipartisan Infra-
structure Bill, and then we came back and funded it in the IRA.
This is how we wrote. This is how we wrote the Bill, this is how
we wrote it, and we are happy to share all this with you. I think,
hopefully, some of your staff knows this.

Where did additionality come in? Where did time matching come
in? Where did regionality come in? Who made that up?

Secretary YELLEN. Well

Senator MANCHIN. We never had one iota of a word in that writ-
ten, and we wrote the Bill. But then all of a sudden these are the
conditions to get the credits. Now with that, where is the other one,
let me show you this one.

[Chart display on poster board:]

Senator MANCHIN. This is from the seven hubs, every one of the
hubs have written to you all. Now, can you have the California
Hub and a West Virginia Hub that agree? Something is wrong. We
must be on the right track. But you all, every hub to agree said,
it is no longer commercially viable if you do what you are doing,
the implementation of the Hydrogen Rules. This is what we are
delaling with, it is killing us. We shouldn’t be fighting within our-
selves.

Just implement, write the rules the way the Bill was intended
to write, we wrote it.

Secretary YELLEN. Well, the Hydrogen Rule has to abide by the
Clean Air Act definition of lifecycle, emissions

Senator MANCHIN. And the whole thing is basically——

Secretary YELLEN [continuing]. And that means taking account
ofl' indirect emissions, which is where the complications come into
play.

Senator MANCHIN. The complication is, that this administration
doesn’t want anything that comes out of the ground. I am fighting
them tooth and nail. We are producing more energy than ever in
the history of the United States of America. If it wasn’t for that,
your inflation would be sky high, prices of gas would be at $5, and
what we are doing, because we are using blue hydrogen, is where
they are going nuts on. That is it. But you are going to have to
have it in this mix or we will not be energy independent.

Secretary YELLEN. We recognize that there is an issue with re-
spect to the hydrogen hubs, and we have asked explicitly, in the
guidance we put out, how people suggest addressing it, and we are
reviewing the comments and——

Senator MANCHIN. And I am out of time. But I would love to sit
down. We were trying to give you the benefit of the doubt and so
many things, trying to work with you, but it just seems that is im-
possible because they are hell-bent on implementing things that
were never intended in the Bill, and were not written in the IRA
or any of the Bipartisan Infrastructure Bill. And we are going to
continue to fight to make sure that they can confirm

Secretary YELLEN. Well, I would like to have a——

Senator MANCHIN. We will be happy to do that.

Secretary Yellen[continuing]: Understand why you think we have
halved.
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Senator MANCHIN. Well, we can definitely show you word by
word. And I hope that whoever is in this audience with you right
now, or whoever wrote some of these things, I would like to have
them in the room too.

Secretary YELLEN. Yes. I agree.

Senator MANCHIN. All right. I am sorry.

Senator VAN HOLLEN. Madam Secretary, I apologize. I had to
leave to chair a—to join a hearing with FBI Director Wray. It is
good to be back.

And I recognize the Chair of the Full Committee, Senator Mur-
ray.

Senator MURRAY. Thank you very much, Chair Van Hollen.

Thank you, Secretary Yellen, for joining us. We all know that
Treasury plays a pretty crucial role keeping our economy strong
and stable, and strengthening our families’ financial security as
well, and it plays an indispensable role in keeping our country safe.
That is why I have been insisting that we find a solution to address
the extremely tight spending caps we are facing, and that any in-
crease in defense spending is at least matched by a much-needed
boost in domestic priorities here at home.

For starters, Treasury is responsible for absolutely vital sanc-
tions enforcement work to choke off funds to our adversaries like
Russia, and Iran, not to mention drug cartels and traffickers. It
also regulates banks to keep our economy sound, protect our fami-
lielz, and prevent Main Street from paying for Wall Street’s mis-
takes.

So I want you to know I am going to keep working with my col-
leagues to underscore the need to increase vital nondefense re-
sources at Treasury and so many other agencies.

So with that, I do have some questions for you. I wanted to ask
you about the Inflation Reduction Act, invested significant re-
sources in the IRS to improve and modernize the Agency, and we
have seen immediate benefits like call-wait times decreasing from
28 minutes to 3 minutes, new enforcement initiatives to ensure
large corporations and their ultra-wealthy are paying their fair
share, and new tools like the Direct File, which has made it easier
than ever for people to file their taxes, and get their refunds.

Nearly 14,000 people in Washington State used Direct File for
their taxes this year, and I am really excited that the IRS is going
to be expanding it to all 50 states next year. It is paramount we
preserve these achievements through the annual appropriations
process now. So I want to ask you, how does the fiscal year 2025
budget request build upon the success of IRA investments?

Secretary YELLEN. Well, Direct File was made possible by re-
sources in the Inflation Reduction Act. They enabled us to invest
in the IRS and deliver world-class service and develop the Direct
File. And we intend to continue using those resources to support
Direct File. We have recently decided to make it permanent, will
extend to all 50 States, hopefully they will all want to partner with
IRS, and that those resources will be critical to covering the cost.

Senator MURRAY. Did your budget request—does your budget re-
quest allow—enable you to be able to expand it to all 50 States?

Secretary YELLEN. Yes, in the sense the request includes both in
appropriation, annual appropriations, and also an increase in man-
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datory funding for the IRS, and that combination would enable us
to do that.

Senator MURRAY. Okay. Very good. The Inflation Reduction Act
has tasked the Treasury Department with an indispensable role in
fighting the climate crisis. That law included a suite of clean en-
ergy tax credits, including the 45V for the production of clean hy-
drogen. Now, unfortunately, your proposed 45V Rulemaking has
thrown up some major roadblocks which a vast coalition, including
Sl‘galltes, industry, labor, have made very clear they are not work-
able.

Washington State is home to one of the cleanest grids and some
of the strongest State climate legislation in the country, and is al-
ready seeing some of the investments put on hold as a result of the
proposed rule. It is no exaggeration to say that getting this rule-
making right may deliver tens of thousands of high-wage jobs while
reducing emissions.

So I want to ask you, how you plan to address the concerns you
are hearing and make sure that the final 45V Rule helps rather
than hinders the development of clean hydrogen projects?

Secretary YELLEN. Thank you for that question. We have heard
a great deal of input on the issue of hydrogen hubs. We asked for
input when we issued proposed regulations on how we could iden-
tify circumstances where there is minimal risk of significant in-
duced grid emissions, and one of the issues there is how to take
account of State policies. So we have received input, and we are
going to take that input into account as we revise the regulation.

Senator MURRAY. Okay. So can you assure me when the final
regulation comes out, we will see a better regulation to make sure
our States can actually use these investments?

Secretary YELLEN. We will certainly try to address this issue.

Senator MURRAY. Okay. I will look forward to seeing that. It is
really critical for our hydrogen Hub.

Secretary YELLEN. I hear you.

Senator MURRAY. Two years ago, I helped pass a sweeping Bipar-
tisan Retirement Bill, SECURE 2.0 Act. It is really important to
me that Americans can retire with dignity. So I want to thank you
for Treasury’s guidance on the emergency savings. I know stake-
holders are anxiously awaiting further guidance on provisions like
the student loan match. Do you have at Treasury sufficient re-
sources to implement these popular bipartisan measures?

Secretary YELLEN. Yes, we do. And we appreciate the support
that you provided us this fiscal year, and we don’t need additional
resources. This is something we are going to get done.

Senator MURRAY. Okay. Very good. And finally, in the American
Rescue Plan, Democrats expanded the Child Tax Credit and lifted
5.3 million people out of poverty. That expansion nearly cut child
poverty rates in half from the previous year, but that progress is
being reversed with the expiration now of the CTC.

I helped reintroduce that, Childcare Tax Credit, which would ex-
pand and make it permanent. Can you talk about the immediate
and long-term benefits expanding the CTC would have on working
and middle-class families?

Secretary YELLEN. Well, I think it would be dramatic. And as you
pointed out, in 2021 CTC is credited with having—it is the leading
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driver behind a 46 percent reduction in child poverty. There were
record lows in Black, Hispanic, Native American, and Asian, and
White child poverty.

And you know, beyond the immediate reduction in child poverty,
research also suggests that this kind of income support brings long-
term gains in children’s health, education, and earnings. So I think
this is something that can have a profound effect on children and
their well-being and futures.

Senator MURRAY. Talk a little bit about how the President’s
budget request addresses child poverty?

Secretary YELLEN. Well, the President has requested in this
budget request to expand the Child Tax Credit and to make perma-
nent full refundability and also advanceability. So we certainly
would like to see the amounts increased and full refundability.

Senator MURRAY. Okay. I really appreciate it. Thank you very
much.

And thank you, Mr. Chairman.

Senator VAN HOLLEN. Thank you, Madam Chair.

And now we will hear from the Vice Chair of the Full Appropria-
tions Committee, Senator Collins.

Senator COLLINS. Thank you very much, Mr. Chairman.

Welcome, Madam Secretary.

Secretary YELLEN. Thank you, Senator.

Senator COLLINS. The IRS is relying on automation very heavily
to answer taxpayers’ questions. This filing season, about half of the
callers received an automated response, while the other half were
able to speak with a customer service representative. Now, I under-
stand that there are certain taxpayer service functions that can be
automated, and that can be an efficient and good way to serve the
customer. But many taxpayers want to have contact with a live
person, want to not deal with going through a menu trying to fig-
ure it out, or they may have a more complex system.

So how can the IRS increase the availability of customer service
representatives to those taxpayers who want to speak with some-
one rather than go through a complicated menu that may not an-
swer their question?

Secretary YELLEN. So I will confess, I am not sure exactly how
people are routed when they call the main number. But what I can
tell you is that the amount of resources, the number of customer
service representatives, and the service that has been achieved
through the IRA investments, many, many people—more people
are reaching live operators who answer their questions. Call wait
times have declined, on average, to 3 minutes.

And a standard metric that IRS uses, the level of service, in-
creased above 85 percent, which is just a vast improvement from
where we were 2 years ago. Taxpayer assistance centers are being
staffed. There is a great deal more available in terms of customer
service. You know, I am not positive just what happens when peo-
ple reach an automated thing, but I can look into that.

Senator COLLINS. Thank you. I would appreciate that. Let me
bring up a related issue. As of May 5, the IRS expects its employ-
ees to return to the office for half of all their workdays. My first
question would be, why only half?
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Secretary YELLEN. Well, you know, the guidelines that we have
put in effect for all Treasury employees, including IRS, conform
with OMB and Administration guidance, which is half. Now, in
many cases, and this certainly applies to IRS employees, I mean,
what is required for many people is to be there full time. And this
is true for large numbers of IRS employees.

It is true for our employees who work in the Bureau of Engrav-
ing, and Printing, and for the mint and manufacturing processes.
So this differs. It is only half, if that is something that is compat-
ible with getting the job done. So our guidance throughout Treas-
ury employees is, we need to see what is necessary to effectively
serve the American public. And only when telework is compatible
with that, is it permitted.

Senator COLLINS. Well, I looked at the latest data from the
Treasury Inspector General for Tax Administration, and the In-
spector General found that IRS employees teleworked 22 percent of
the time, worked in person 37 percent of the time, and engaged in
some sort of hybrid work 40 percent of the time, on average, during
the first quarter of the fiscal year.

So I am trying to reconcile the data that is reported by the In-
spector General to the IRS’s goal of having its employees work half
of their workdays in the office. It seems to me that the Inspector
General found that they are not working half of their workdays in
the office.

Secretary YELLEN. Your Honor, some of the employees are cov-
ered by collective bargaining agreements. They are members of the
Union. And to enforce those rules requires an agreement with the
Union.

Senator COLLINS. Let me just ask you one final question. And let
me suggest that I think those contracts need to be renegotiated
with the taxpayers’ interest in mind.

Secretary YELLEN. Agreed.

Senator COLLINS. Let me ask you about the Main Treasury
Building. It has been identified as an underutilized building by the
GAO in July. And I apologize if this has already been brought up
by anyone. By GAQO’s estimate, less than 50 percent of the usable
space was being utilized.

Now, I understand that is an historic building, and that may
limit—that may pose some challenges to using the entire building.
But it concerns me that we are paying for a costly building if it is
being so dramatically underutilized, when less than half of the
building is being utilized. Is that due to the fact that people are
working from home? Does the Treasury Department need to
downsspace its offices, or bring more people back? What are your
comments on that?

Secretary YELLEN. We are looking at our space requirements
carefully. There are some programs that are growing and need
more space, and some that need less. I believe that we have, as the
leases expired, I need to get back to you with the details. But have
relinquished one Treasury building, the Main Treasury Building, I
am not aware. My impression was that it was fully utilized, but I
will get back to you with details on that.
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We are certainly looking at our space needs, but it is not simple
because there are programs that are growing, while others are
shrinking, their needs are shrinking.

Senator COLLINS. Thank you. Thank you, Mr. Chairman.

Senator VAN HOLLEN. Thank you, Madam Vice Chair.

And Madam Secretary, I have a few more questions here that I
would like to get to. We talked a little bit earlier about your ongo-
ing efforts to implement the REPO Act, the Rebuilding Economic
Prosperity and Opportunity for Ukrainians Act, using some of the
Russian assets to help the people of Ukraine. Could you just up-
date the Committee on where that effort stands in discussions with
our partners, with the G7, and elsewhere?

Secretary YELLEN. Yes. Well, I personally believe that it is nec-
essary and urgent for our International Coalition to find a way to
unlock the economic value of those immobilized Russian Sovereign
assets to support Ukraine. And the REPO Act was an important
step. It enables us to do a whole variety of useful things. We want
to work, if possible, and I believe it is possible, with our partners
in the G7 and the European Union to settle on a coordinated way
to unlock the value of these assets.

And the G7 leaders will be meeting in June, in just a couple of
weeks, in Apulia, in Italy, and we are working together to try to
find a way forward. Now, the European Union has taken a very im-
portant step. That there are substantial assets at Euroclear, which
the assets are frozen, they are Russian sovereign assets.

Euroclear is earning interest on these assets. It doesn’t belong to
Russia, and it had been accruing to Euroclear. And the European
Union has now taken action to take that, it is called the windfall
profits, and to dedicate most of it for Ukraine. So that is a flow
that amounts to somewhere in the $3- to $5 billion range per year,
and will accrue as long as they remain immobilized.

We have been discussing the possibility of giving Ukraine, the
G7, a loan and allowing the windfall, this flow of windfall profits
to be used to pay off those—the loans that would be given. And this
is an approach that seems to be commanding considerable support,
so we are hopeful that this can be worked into something to be pre-
sented to the leaders at the G7, the upcoming G7 Meeting.

Senator VAN HOLLEN. Well, I want to commend you and the Dep-
uty Secretary, and others, on coming up with these creative, inno-
vative proposals.

Secretary YELLEN. Thank you.

Senator VAN HOLLEN. To garner the support of other countries
that we need to work with as part of this effort. Another ongoing
effort, as you know, which was launched a number of years ago
now, was to put a price cap on Russian oil in order to reduce Rus-
sian oil revenues, overall, without impacting the global market
price for oil. Those efforts have been, I think, somewhat successful.
I think there is room for improvement. But could you provide a
very brief update on where that effort stands?

Secretary YELLEN. Yes. So first year, the price cap, I think, was
very successful. We saw a 40 percent decline in the Kremlin’s oil
revenues. And as you mentioned, the second goal is to keep the
market well supplied. Russia continued to sell oil. Now, Russia was
able, after that, to build up a fleet, a so-called shadow fleet, and
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to find ways, often, to provide services like insurance that West-
ern—had been provided by Western companies. And by providing
those services, they were able to continue selling oil, particularly
to India and China.

This was a considerable expense for Russia to have to do that.
And there remains a significant discount on Russian oil. So essen-
tially, although the oil continues to be sold, we forced Russia to
make a hard choice, either abide by the cap and sell at a very low
price, or invest massively resources, drawing money away from the
war effort.

One estimate is that Russia has to pay $36 a barrel to actually
export a barrel of oil. So even if they are getting more than the $6
price cap, their expenses are considerable.

Recently, their top oil official, the Deputy Prime Minister, at-
tested that price cap enforcement, which we have made stricter re-
cently, has been costly to Russian energy exports and is driving
down their profits. So we do have the Russians saying that they
are being harmed by this. We have upped our sanctions activity.
We sanctioned Russia’s largest shipping company with required
stricter enforcement by Western service providers that they are
abiding by the price cap, and those steps seem to be effective.

So I would describe the price cap as continuing to be somewhat
effective at limiting Russia’s revenue, and that includes driving up
their expenses to sell this oil.

Senator VAN HOLLEN. Thank you, Madam Secretary. I also have
one question, which I think will be a simple yes or no. But there
is a lot of misinformation going around with respect to the Biden
administration’s effort to use some of the resources from the Infla-
tion Reduction Act to go after only very high-end, very wealthy peo-
ple who have not paid their taxes that are due and owing.

So I just want to confirm for the record that your direction to the
IRS was that audit rates are not to increase relative to historic lev-
els for small businesses or households earning less than $400,000
a year.

Secretary YELLEN. That was my directive, and Commissioner
Werfel has committed that he will not increase audit rates for fam-
ilies earning under $400,000 or small business taxpayers, they will
not rise above 2018 levels.

Senator VAN HOLLEN. And does the administration have any fu-
ture plans to alter that very clear direction?

Secretary YELLEN. No. That the resources are intended to go
after wealthy individuals who are not meeting their tax respon-
sibilities, complex partnerships, and corporations, which is where
most of the tax gap is estimated to originate.

Senator VAN HOLLEN. Well, thank you for that. I do have one
final area that I just want to convey some thoughts about, and
then maybe you and your team can get back to me later.

Secretary YELLEN. Sure.

Senator VAN HOLLEN. I want to applaud you and the Biden Ad-
ministration for issuing the executive order on imposing certain
sanctions on persons undermining peace, security, and stability in
the West Bank. This was the executive order issued by the Presi-
dent, February 1st of 2024.
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The Chairman of three committees with jurisdiction over this
area, Senator Cardin on the Foreign Relations Committee, Senator
Reed, Armed Services Committee; Senator Warner on the Intel-
ligence Committee, have all written to the administration com-
mending this action and urging you, and the President, and the
Secretary of State to consider further actions with respect to ad-
dressing extremist settler violence on the West Bank, which, as you
know, has created a very, very dangerous and combustible situa-
tion. “Combustible” is actually not the right word because it is al-
ready combusting.

And I really hope that the administration will use its authorities
to send very clear signals as to what is acceptable and what is not.

In that regard, though, I would just bring to your attention a
New York Times Magazine piece from May 16. It is the cover story.
It goes into great detail, not only about extremist settler violence
but the conditions under this very extreme Netanyahu Government
that have allowed a lot of that violence to continue.

And it especially talks about the actions of Mr. Smotrich, who
wears two hats; one is as the Minister of Finance, where as you
know, he has really tried to prevent the Palestinian Authority’s
own tax revenues that are collected by Israel from being returned
to the Palestinian Authority. Thank you for your efforts to keep the
pressure on, because that just creates more and more instability.

The PA, as you know, actually works with the United States and
Israel on security cooperation, among other things, and so under-
mining and under—and unfunding them obviously creates an even
more unstable situation. But in addition to that, that hat that he
wears as Minister of Finance, Smotrich also has a very important
portfolio overseeing the West Bank.

And in this New York Times Magazine piece, which, by the way,
was written by two veteran investigative reporters, including an
Israeli investigative reporter, it says, and I quote, “One document
describes a meeting in March when Major General Yehuda Fox, the
Head of Israel’s Central Command responsible for the West Bank,
gave a withering account of efforts by Bezalel Smotrich, an ultra-
right leader and the official in Prime Minister Benjamin
Netanyahu’s Government with oversight over the West Bank, to
undermine law enforcement in the occupied territory.”

”Since Smotrich took office”, Fox wrote, again Fox is with the
IDF of Central Command; “Since Smotrich took office”, Fox wrote,
“The effort to clamp down on illegal settlement construction has
dwindled ’to the point where it has disappeared™; unquote. “More-
over”, Fox said, “Smotrich and his allies were thwarting the very
measures to enforce the law that the Government had promised
Israeli courts it would take.”

So Madam Secretary, my point is this, as I read this executive
order, and what actions qualify to be sanctioned, it says: Those cov-
ered actions include directing, enacting, implementing, enforcing,
or failing to enforce policies that threaten the peace, security, or
stability of the West Bank. And by my reading, Mr. Smotrich’s ac-
tions clearly meet that definition and that test.

So I would urge the administration to consider imposing these
sanctions on Mr. Smotrich. I think it is the right thing to do to
send a signal that the kind of instability that he is creating both
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through his efforts to cut off all funding to the PA, and I will say
that he said in a letter to Prime Minister Netanyahu, with respect
to the Palestinian Authority, this a quote, “We must bring about
its downfall.” That is in direct contradiction and violation of U.S.
policy, and at least my understanding of the policy of the Govern-
ment of Israel.

And yet you have this individual taking those actions against the
Palestinian Authority, which the President, President Biden, of
course, has seen as a partner in a Government once we get the hos-
tages freed, and bring about a ceasefire in Gaza, as a partner with
respect to governance in Gaza.

So I would suggest that these actions he is taking, both to quote,
“Dismantle the PA,” as well as to encourage and enable extremist
settler violence and the expansion of settlements that are deemed
illegal under even Israeli law, it seems to me it is an action that
the administration should consider. And I would recommend it tak-
ing.

I don’t expect an answer today, but I would, Madam Secretary,
ask you for your commitment to meet with me and my team to talk
about this issue.

Secretary YELLEN. I would be glad to do that. And let me say,
we share your concerns about what is happening in the West Bank.
As you mentioned, we have taken some actions. I have been very
disturbed about the withholding of these revenues. And I think it
was week before last, our G7 Finance Ministers meeting, our com-
munique expressed joint concerns about this.

I have written a letter to Prime Minister Netanyahu expressing
my concerns about this, and the general deterioration of economic
conditions in the West Bank. And I would be glad to have follow-
up conversations with you and your staff on this matter.

But please know that we are also deeply, deeply concerned by,
and disturbed by what is happening here.

Senator VAN HOLLEN. Thank you, Madam Secretary. I have been
following and appreciate the efforts you have taken, and look for-
ward to continuing to work with you and your team on this. Thank
you, of course, for being here today.

ADDITIONAL COMMITTEE QUESTIONS

[The following questions were not asked at the hearing, but were
submitted to the agencies for response subsequent to the hearing:]

QUESTIONS SUBMITTED TO THE HONORABLE JANET L. YELLEN SECRETARY OF THE
TREASURY

QUESTIONS SUBMITTED BY SENATOR PATTY MURRAY

Question 1. Native communities have some of the highest barriers to accessing
capital and financial services. In Washington state, Native Community Development
Financial Institutions play a major role in supporting Native-owned small busi-
nesses and economic growth in Tribal communities. How does the President’s fiscal
year 2025 budget request support economic development in Tribal communities?

Answer. Treasury works on Tribal economic development matters through its Of-
fice of Tribal and Native Affairs (OTNA), the Community Development Financial In-
stitutions (CDFI) Fund, and the State Small Business Credit Initiative (SSBCI).
OTNA advises on Treasury’s programs and policies that have Tribal implications
and manages the Department’s Tribal consultation process. This includes work on
Tribal tax matters and the $30 billion in Tribal recovery set-asides.
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For fiscal year 2025, Treasury has requested approximately $1.6 million to fund
staff positions. For the CDFI Fund, the President’s Fiscal Year 2025 budget request
supports economic development in Tribal communities by including a $25 million re-
quest for the Native American CDFI Assistance (NACA) Program. The NACA Pro-
gram provides two types of monetary awards—Financial Assistance (FA) awards
and Technical Assistance (TA) grants. Native CDFIs lend where other mainstream
financial institutions do not and often serve the most financially distressed individ-
uals, families, and businesses in Native communities. In addition, the NACA Pro-
gram provides training to increase the capacity and expertise of Native CDFIs. Fur-
ther, Native CDFIs are eligible to apply for and receive awards from other CDFI
Fund-administered programs that are included in the President’s Fiscal Year 2025
budget request.

On SSBCI, the majority of Tribal SSBCI capital program applications have been
approved as of October 2024. These approvals correspond to a majority of funding
available to Tribes, with up to $522 million for 234 Tribes approved as of October
11, 2024. The SSBCI program is now refocusing resources from Tribal application
support to Tribal program implementation. Tribal governments have been supported
by robust outreach staffing on the SSBCI team. SSBCI is offering a combination of
in-person and virtual meetings to Tribal governments to explain possibilities with
the program, identify hurdles, answer questions from Tribal governments and part-
ners, and convene financial institutions that are critical to the success of Tribal
SSBCI. Earlier this year, Treasury and the Federal Reserve co-hosted the first Trib-
al SSBCI conference, and several Tribal governments attended the SSBCI Midwest
regional conference at the Federal Reserve Bank of Kansas City.

Question 2. In response to a Government Accountability Office (GAO) report
(GAO-12-560) in 2013, the IRS identified more than 15.6 million taxpayers who did
not seem to be claiming the American Opportunity Tax Credit or Lifetime Learning
Credit despite having received a 1098-T, Tuition Statement. Updated information
would be helpful to the Committee in determining the efficacy of IRS outreach to
these taxpayers. For each of the previous five tax years, including tax year 2023,
please provide an estimate of the total number of tax filers who received a Form
1098-T and A) filed taxes and/or B) had an associated Form 8863, Education Cred-
its (American Opportunity and Lifetime Learning Credits), respectively.

Answer. Eligible educational institutions must file a Form 1098-T for each stu-
dent they enroll and for whom a reportable transaction is made. Not all students
receive a Form 1098-T. A Form 1098-T does not need to be filed for:

—Courses for which no academic credit is offered, even if the student is otherwise
enrolled in a degree program,;

—Nonresident alien students, unless requested by the student;

—Students whose qualified tuition and related expenses are entirely waived or
paid entirely with scholarships administered by the school; and

—Students for whom the institution does not maintain a separate financial ac-
count and whose qualified tuition and related expenses are covered by a formal
billing arrangement between the institution and the student’s employer or a
governmental entity, such as the Department of Veterans Affairs or the Depart-
ment of Defense.

There are three main reasons why a taxpayer who has a student who receives
a Form 1098-T does not claim an education credit. First, not all Form 1098-T re-
cipients are in tax units that are eligible for an education credit. For example, the
American Opportunity Tax Credit (AOTC) is allowed only for the first 4 years of
postsecondary education and is allowed for a tax year only if the student is enrolled
at least half time for at least one academic period beginning in the tax year. In ad-
dition, tax units whose modified adjusted gross income (modified AGI) exceeds cer-
tain amounts may not claim education credits.! Second, students who receive a
Form 1098-T whose tax units are eligible only for a nonrefundable education credit
may not have enough tax liability to use a nonrefundable credit, and thus the tax
unit may choose to not file Form 8863. Third, the student may have additional

1The AOTC may not be claimed if the tax unit’s modified AGI is more than $90,000 ($180,000
in the case of a married couple filing a joint return). For tax year 2019, the Lifetime Learning
Credit (LLC) could not be claimed if the tax unit’s modified AGI was more than $68,000
($136,000 in the case of a married couple filing a joint return). For tax year 2020, the LLC could
not be claimed if the tax unit’s modified AGI is more than $69,000 ($138,000 in the case of a
married couple filing a joint return). For tax years 2021-2023, the LLC could not be claimed
if the tax unit’s modified AGI was more than $90,000 ($180,000 in the case of a married couple
filing a joint return).
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scholarship income in excess of their eligible expenses or be paying their eligible ex-
penses with tax preferred savings.2

Individual Tax Filers with Form 1098-T Tuition Statements and with
Form 8863 Education Credits, Tax Years 2019 — 2023

(counts in millions)

Number of

Students F1040 Returns F1040 Returns with a
Tax with a with a F1098-T F1098-T match who
Year F1098-T" match® also file F8863¢
2019 221 19.1 8.2
2020 22.1 19.1 7.9
2021 21.5 18.4 8.2
2022 21.1 17.5 7.6
2023 20.8 15.7 6.7

Notes:

? The tax year 2023 filing season is ongoing. Estimates reflect data available
as of 10/8/2024.

b Count of unique students with valid TINs with a F1098-T Tuition
Statement.

¢ F1040 returns with valid TINs associated with at least one student with a
F1098-T. Count excludes returns that may be claimed as a dependent on
another return as those returns are ineligible for education credit claims.

“ F1040 returns with valid TINs associated with at least one student with a
F1098-T who also file F8863 Education Credits. Count excludes returns that
may be claimed as a dependent on another return as those returns are
ineligible for education credit claims.

Source: IRS, RAAS, October 11, 2024

Question 3. Please summarize recent IRS activities within the last three tax years
to identify taxpayers potentially eligible for the education credits, or students in
higher education who could benefit from tax filing, and to conduct outreach to these
populations.

Answer. The Internal Revenue Service (IRS) regularly conducts studies on how to
improve the participation rate for refundable credits. The IRS also partnered with
the U.S. General Service Administration and a four-year public university to learn
about effective communication strategies to increase uptake of the American Oppor-
tunity Tax Credit (AOTC). Also, the IRS understands the important role tax profes-
sionals play in assisting taxpayers claim refundable credits for which they are eligi-
ble. Therefore, the IRS strategy entails outreach to tax professionals because of
their significant influence on taxpayer uptake. The IRS’s outreach efforts to tax pro-
fessionals include the annual IRS Nationwide Tax Forum (NTF), which is held in
five cities over the summer, where sessions are conducted on refundable credits eli-
gibility requirements, including education credits. The IRS also conducts similar
seminars at the annual Latino Tax Festival (LTF) to help expand its outreach to
Hispanic communities. Furthermore, during the 2024 NTF and LTF, the IRS hosted

2 Generally, any given dollar of educational expenses may receive at most one tax preference
(no “double dipping”).
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focus group sessions with tax professionals on ways to increase the use of refund-
able credits. The findings from these sessions may help the IRS identify additional
populations that may be eligible for education credits.

The IRS conducts webinars, symposia, and working group sessions on refundable
credits with tax professionals and other stakeholders. At the start of the filing sea-
son, the IRS conducts a webinar on refundable credits to provide tax professionals
with information they need to assist their clients claim education credits. The IRS
hosts ‘Back-to-School’ symposia to encourage our outreach partners to promote edu-
cation credits. The IRS meets with stakeholders and external organizations through
quarterly working group sessions to relate current refundable credit outreach activi-
ties, identify underserved populations, share research findings, and brainstorm
strategies for improving uptake.

The IRS continues to share information about education credits with taxpayers
through traditional and new media. The IRS provides publications to its outreach
partners. The IRS also promotes the education credits webpage on IRS.gov that pro-
vides information on eligibility requirements, a benefits comparison chart between
the AOTC and the Lifetime Learning Credit, access to marketing publications, IRS
tax tips, and an interactive tool to help taxpayers determine whether they are eligi-
ble for education credits. The IRS also promotes education credits to various profes-
sional organizations.

Question 4. Please provide an update on conversations between the U.S. Depart-
ments of the Treasury and Education regarding the establishment of a data-sharing
agreement to conduct outreach to financial aid applicants in higher education about
tax benefits for which they may be eligible, such as the Earned Income Tax Credit,
Child Tax Credit, or education credits, as authorized under Section 483(c)(3) of the
Higher Education Act.

Answer. The IRS is always interested in partnering with Federal, state and local
agencies, including the Department of Education, to identify and collaborate on out-
reach efforts to underserved populations. The IRS maintains numerous resources di-
rected toward students, including Publication 970, Tax Benefits for Students, as
well as a resource center on tax benefits for education. I would refer you to the IRS
Commissioner for more information about the IRS’s work to educate taxpayers
about tax benefits for which they may be eligible, as well as its work with the De-
partment of Education.

Question 5. Please provide an update on conversations between the U.S. Depart-
ments of the Treasury and Education regarding the establishment of an interagency
coordination plan to increase the application for Federal financial aid from individ-
uals who file Federal tax returns, as specified under Section 485E(c)(2)(A)(i) and
Section 485E(c)(2)(C) of the Higher Education Act.

Answer. The IRS does not maintain a data-sharing agreement with the Depart-
ment of Education to conduct outreach to financial aid applicants and does not have
plans at this time to establish an agreement of this type. I would refer you to the
IRS Commissioner for more information about the IRS’s work with the Department
of Education.

Question 6. The U.S. Department of Education has recently indicated publicly
that it has not resolved the remaining data-exchange issues in the Free Application
for Federal Student Aid (FAFSA) which prevent students and contributors without
Social Security Numbers (SSNs) from matching their data with the IRS, thereby
preventing them from directly retrieving their tax data. Please provide an update
on the timeline for resolving this issue, including when the IRS expects full
functionality of the data-matching and data-retrieval processes for individuals with-
out SSNs and whether these issues will be fully resolved for the upcoming 2025—
26 FAFSA cycle.

Answer. We are aware of the prior limitations on the Department of Education’s
FAFSA system for students and contributors without SSNs, but note that Education
posted a notice on August 2, 2024, that the issue was resolved.

Update on August 2, 2024: The Department is revising this announcement
to reflect the extension of a process change that allows those without an
SSN to immediately access the online FAFSA form after creating a
StudentAid.gov account, as announced in the July 30, 2024 electronic an-
nouncement (GENERAL-24-95).

This issue was a limitation of the FAFSA system, not with the IRS data retrieval
or exchange process. Individuals are required to furnish an identifying number, ei-



30

ther an SSN or an Individual Taxpayer Identification Number (ITIN), to file a tax
return with the IRS. Each request for tax data to the IRS must include an SSN
or ITIN to retrieve the individual’s tax records. If the student or contributor does
not have an SSN or ITIN, then the IRS would not have any tax information to pro-
vide.

QUESTIONS SUBMITTED BY SENATOR RICHARD DURBIN

Question 1. With the passage of the Inflation Reduction Act (IRA), Democrats pro-
vided unprecedented support for climate-smart technologies. Through a tech-neu-
tral, tax incentive-based approach, the IRA has unlocked hundreds of billions of dol-
lars in public and private investment for wind and solar energy, heat pumps, elec-
tric vehicles, and other energy efficient technologies. The IRA supports one of those
technologies, clean hydrogen, through the creation of the Clean Hydrogen Produc-
tion Tax Credit, also known as 45V. When produced with power from a zero-emis-
sions energy source—like wind, solar, hydropower, or nuclear—hydrogen offers a
powerful tool to reduce emissions in hard-to-decarbonize sectors like shipping and
heavy manufacturing. With the 45V credit, Congress intended to supercharge the
United States’ nascent hydrogen production industry and support a suite of projects,
including the Department of Energy’s (DOE) Regional Clean Hydrogen Hubs. How-
ever, in December 2023, Treasury proposed rules for the implementation of 45V that
would place strict limits on which projects can qualify for the credit, including by
restricting projects that rely on existing sources of clean energy. This “additionality”
limitation all but prohibits hydrogen produced using nuclear power from qualifying
for the credit. If these proposed rules are maintained, hydrogen producers and the
nuclear industry have indicated they will downsize or outright cancel projects across
the country, including those in the DOE Hydrogen Hubs. Without these projects, the
United States is unlikely to reach the DOE’s goal of producing 10 million metric
tons of clean hydrogen annually by 2030.

a. Does Treasury support the DOE’s goal of producing 10 million metric tons of
clean hydrogen by 20307

Answer. The Section 45V Clean Hydrogen Production Credit is an important tool
for building out a clean hydrogen industry in the United States, complementing
other Federal programs. Together, the Inflation Reduction Act and Bipartisan Infra-
structure Law represent by far the most ambitious policy support globally to enable
the development of a clean hydrogen industry and realize the potential of clean hy-
drogen to reduce emissions in hard-to- abate sectors.

In developing guidance under section 45V, Treasury has worked in concert with
other Federal agencies including the Department of Energy and the Environmental
Protection Agency given their expertise. The Notice of Proposed Rulemaking
(NPRM) that Treasury and IRS issued in December 2023 was aimed at providing
guidance to enable projects to move forward while ensuring the environmental safe-
guards firmly established in the law. The NPRM sought public input on many
issues including on how generation from existing clean generators could be consid-
ered to meet the incrementality requirement.

As we continue to review and evaluate the nearly 30,000 comments received on
the proposed rules, we are working to include appropriate adjustments and addi-
tional flexibilities to help grow the industry and move projects forward, while adher-
ing to the law’s emissions standards, including the requirement to consider indirect
emissions.

b. If so, how does Treasury believe this goal can be met while prohibiting the use
of nuclear energy to produce clean hydrogen under its proposed guidance for 45V?

Answer. See response to Question la (above).

c¢. Does Treasury support the projects outlined by the seven DOE Regional Clean
Hydrogen Hubs?

Answer. See response to Question la (above).

d. If so, how will Treasury work with these Hubs to ensure their success given that
all seven have indicated that the strict additionality requirements proposed in 45V
will hamper their efforts?

Answer. See response to Question la (above).
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QUESTIONS SUBMITTED BY SENATOR JOE MANCHIN, III

Question 1. Fossil fuel communities have historically broken their backs mining
coal, pumping oil, and powering our homes, hospitals, factories and cities. Those
communities that powered our nation to greatness are now the biggest economic los-
ers in this energy transition, and they deserve to be first in line for reinvestment.
That’s why we included a bonus for power generation projects located in these en-
ergy communities—to drive new investment and jobs in the communities that need
it most. So, I was appalled when Treasury extended the bonus to cover expensive
offshore wind projects that, by their very nature out at sea, cannot be located in
this type of community. Let me be clear—this bonus wasn’t intended to sweeten the
deal for the struggling offshore wind industry, it was intended to help communities
like mine in West Virginia that have been left behind.

a. Do you plan to fix this interpretation?

Answer. The energy communities bonus is critical to our efforts to ensure all
Americans benefit from the growth of the clean energy economy by driving invest-
ment in communities that have often been overlooked.

Treasury and IRS issued initial guidance on the energy communities bonus in
April 2023 and additional guidance, Notice 2024-30, in March 2024. Among other
clarifications, Notice 2024-30 clarifies that an offshore wind project can qualify for
the bonus if the supervisory control and data acquisition (SCADA) equipment used
to remotely monitor and control the project’s operations is located in an energy com-
munity as defined by the law. Under the guidance, the SCADA equipment must also
be located in a port that is used either full or part- time to facilitate maritime oper-
ations necessary for the installation or operation and maintenance of the project,
and have a significant long-term relationship with the wind project, with staff and
contractors performing functions essential to the operations of the wind project
based there. This clarification reflects the fact that onshore SCADA equipment at
ports is critical to offshore wind projects and that offshore wind projects make sig-
nificant investments and create jobs at these ports over the duration of the projects.

Treasury and the IRS welcome additional feedback as we implement this impor-
tant provision of the Inflation Reduction Act.

b. Do you think your guidance will drive up the cost of the bonus tax credit or will
it instead shift investment offshore and away from struggling communities?

Answer. See response to Question la (above).

Question 2. The Organization for Economic Cooperation and Development
(OECD), in conjunction with you and this Administration, has been working to im-
plement a new, global tax regime that would, among other things, require countries
to implement a qualifying corporate tax rate of at least 15%. While many countries
and jurisdictions have agreed and have already begun implementing these rules,
there are a number that haven’t, including the United States. Madam Secretary, 1
am concerned about the rules that this Administration agreed to, without direct
input from Congress. We have no guarantees that our existing tax framework, in-
cluding the newly created 15% Corporate Alternative Minimum Tax, will serve as
a qualifying tax for this agreement. We have no mechanisms in place to prevent the
implementation of these rules until all countries have established the appropriate
tax frameworks, which will negatively impact the U.S. revenue base and U.S. based
multi-national enterprises (MNEs). And we have no guarantees that some of the
world’s largest economic players, specifically China and India, will ultimately put
this agreement into practice.

a. Why did the Administration exclude Congress when negotiating with the OECD
and its members on this agreement?

Answer. Congressional input has been valuable in developing our negotiating posi-
tions, and that input is reflected in the current substance of the OECD/G20 Inclu-
sive Framework Two- Pillar Solution, including the “Pillar Two” global minimum
tax rules and related guidance. Our Office of Tax Policy staff has briefed Congres-
sional staff on a bipartisan, bicameral basis throughout the negotiations, and we
will continue briefing Congress to develop the negotiating positions we put forward
in the future. Among other issues, our Congressional/Executive partnership has re-
sulted in outcomes that promote broad compatibility with the U.S. system on topics
such as the allocation of Global Intangible Low-Taxed Income (GILTI) taxes, tax eq-
uity partnerships, and transferrable credits.

b. What assurances have you been given that the existing US tax regime satisfies
some portion of the OECD agreement?



32

Answer. As noted above, the Administration is committed to working with Con-
gress to ensure that Pillar Two-related policy, both in the form of guidance and po-
tential legislation, is compatible as possible with the U.S. tax code. Already the Ad-
ministration has secured consensus agreement that, as currently drafted, tax paid
by U.S. taxpayers under GILTI will be taken into account in determining whether
the required 15% tax rate has been paid, preventing double taxation. To achieve fur-
ther compatibility, the Fiscal Year 2025 Greenbook’s proposal on a modified GILTI
regime presents one way to approach Pillar Two-related reforms that are based on
the existing tax regime. We will continue to work with both Congress and our nego-
tiating partners in the Inclusive Framework on these issues.

¢. How confident are you that nations like China and India will ultimately imple-
ment the OECD tax agreement?

Answer. While we broadly recognize domestic tax sovereignty as a key principle
in all of our negotiations, we continue to seek commitments and monitor Pillar Two
adoption and implementation status across all jurisdictions that have joined the Oc-
tober 2021 Statement on a Two-Pillar Solution to Address the Tax Challenges Aris-
ing from the Digitalization of the Economy. We understand that Pillar Two will be
most successful if implemented broadly and in a way that focuses on protecting the
integrity of the existing Pillar Two Model Rules, which are aimed at preventing inef-
ficient and unfair tax competition. The global minimum tax was crafted to achieve
the goal of ending the race to the bottom on corporate tax rates even if not every
country adopted the rules into their domestic law. We will continue to work with
our Inclusive Framework negotiating partners on to encourage widespread and con-
sistent implementation.

Question 3. As you are well aware, under the Inflation Reduction Act, Congress
provided $80 billion to the IRS for activities ranging from taxpayer services, to tax
enforcement, to business system modernization. Under the Fiscal Responsibility Act
and related agreements, roughly $21 billion from the amounts provided to the IRS
under the IRA were rescinded, with the majority being repurposed for funding other
programs in fiscal years 2024 and 2025. Nevertheless, nearly $60 billion remains
for the IRS to continue to strive and provide excellent customer service to American
taxpayers, update the IT systems of the agency, and ensure that everyone is fol-
lowing the tax code as written.

a. Has the investment Congress provided to the IRS begun to yield the intended
revenue effects, as estimated by the Congressional Budget Office?

Answer. The IRA’s investment in the IRS has provided the agency with the re-
sources it needs to rebuild enforcement capacity with respect to large corporations,
complex partnerships, and high-income and high-wealth individuals. This work is
already paying dividends:

—In February 2024, the IRS launched an initiative to pursue 125,000 high-in-
come, high-wealth taxpayers who have not filed taxes since 2017. These are
cases where IRS has received third party information—such as through Forms
W-2 and 1099s—indicating these people received income between $400,000 and
$1 million or more than $1 million, but failed to file a tax return. In the first
6 months of this initiative, nearly 21,000 of these wealthy taxpayers have filed,
leading to $172 million in taxes being paid.

—In fall 2023, the IRS launched a new initiative to pursue high-income, high-
wealth individuals who have failed to pay recognized tax debt, with dozens of
senior employees assigned to these cases. This work is concentrated on tax-
payers with more than $1 million in income and more than $250,000 in recog-
nized tax debt. After successfully collecting $38 million from more than 175
high-income, high- wealth individuals last year, the IRS expanded this effort
last fall to around 1,600 additional high-income, high-wealth individuals. Nearly
80% of these 1,600 millionaires with delinquent tax debt have now made a pay-
ment, leading to over $1.1 billion recovered.

The revenue effects from the IRA’s investment in the IRS will continue to grow
over time, consistent with CBO’s analysis of the legislation at the time it was en-
acted.

b. Your Department and the IRS recently announced that it was making the IRS
Direct File Program permanent. You will recall that under the text of the IRA, the
IRS was only authorized to study the feasibility of creating Direct File not to estab-
lish it as a permanent program. Do you plan to utilize IRA resources to establish
this now permanent program? If not, how do you expect to fund it?
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Answer. The IRS allocated some IRA funding for Direct File in fiscal year 2025.
The total costs of Direct File will depend on the scope of the product and service
offered as well as the number of filers that elect to use it. The IRS is in the process
of preparing Filing Season 2025 cost estimates to share.

Question 4. We cannot allow incentives Congress provided in the IRA for domestic
manufacturers and our Free Trade Agreement partners to be hijacked by adver-
saries engaging in “mineral laundering.” I am also concerned that the Administra-
tion is exploring limited trade agreements with countries like Indonesia where Chi-
nese investment in the nickel sector reached $3.6 billion in the first half of 2022.
Indonesia is not an FTA partner and to go behind Congress’ back and give them
eligibility just because they produce a lot of nickel is a slap in the face to those of
us who wrote the law to secure our supply chains.

a. Do you agree it is a bad idea to allow minerals from countries like Indonesia,
where China controls the supply chain, to qualify for the consumer EV tax credit?

Answer. The section 30D regulations are strengthening domestic supply chains for
batteries and safeguarding our national security so that the U.S. leads the clean ve-
hicle transition. Under the final rules, as under the statute, starting in 2024, if a
vehicle’s battery has battery components manufactured or assembled by a foreign
entity of concern (FEOC), the vehicle is not eligible for the section 30D Clean Vehi-
cle Credit. Starting in 2025, batteries cannot contain critical minerals that are ex-
tracted, processed, or recycled by a FEOC. Treasury’s final rules detail how auto-
makers must comply with those restrictions, including the due diligence they must
undertake and the certifications they must provide under penalty of perjury. The
final rules also provide an upfront review process to ensure that manufacturers are
su}omitting robust information to verify compliance with the section 30D FEOC
rules.

The definition of “foreign entity of concern” for the IRA’s Clean Vehicle Credit is
based on the Bipartisan Infrastructure Law definition, and specifically, the battery
grant program that the Department of Energy administers. Under DOE’s interpre-
tive guidance, the government of China and companies controlled by the government
of China are foreign entities of concern.

Congress is a key partner in efforts to strengthen our supply chains and reduce
our reliance on China for critical minerals. The Office of the U.S. Trade Representa-
tive and Treasury have engaged extensively with Congress on this issue. The term
“free trade agreement” is not defined in the IRA or elsewhere in statute. Consistent
with the final regulations, the Secretary will carefully consider specific criteria in
identifying whether a country is one with which the United States has a free trade
agreement in effect for the purposes of the section 30D credit. These factors include
whether an agreement between the United States and a country reduces or elimi-
nates trade barriers on a preferential basis and reduces or eliminates restrictions
on exports, including exports of critical minerals.

Question 5. 1 was frustrated to see that the final rule for the EV credit creates
several loopholes that will allow China to benefit from the EV tax credit by weak-
ening the Foreign Entity of Concern restrictions. First, the rule will allow vehicles
with battery components sourced from Foreign Entities of Concern to still be eligible
by ignoring the content of an individual vehicle and allowing automakers to claim
prorated credits based on the amount of FEOC materials across their supply chain.
The rule also creates an unlawful exemption from FEOC requirements for battery
materials they consider to be “low-value” or “hard to trace” until 2027. The most
egregious exemption is for graphite contained in anode materials, even though
“graphite” is explicitly listed as an applicable critical mineral in the law. I don’t un-
derstand how this Administration could give up so easily and continue to let foreign
nations control America’s transportation.

a. Where did these loopholes come from?

Answer. The section 30D Clean Vehicle Credit, together with other provisions of
the IRA, is helping spur a boom in U.S. manufacturing and strengthening energy
security by building secure, resilient supply chains with our allies and partners.
Companies have already announced $173 billion in battery and EV supply chain in-
vestments in America since President Biden took office. The section 30D regulations
are strengthening domestic supply chains for batteries and safeguarding our na-
tional security so that the United States leads the clean vehicle transition. Under
the final rules, as under the statute, starting in 2024, if a vehicle’s battery has bat-
tery components manufactured or assembled by a foreign entity of concern (FEOC),
the vehicle is not eligible for the section 30D Clean Vehicle Credit. These regula-
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tions, which were developed in close consultation with the Department of Energy,
provide temporary transition rules to facilitate the transition of battery and EV sup-
ply chains to meet the statute’s requirements. We anticipate that the development
of detailed traceability mechanisms and the production of certain impracticable-to-
trace battery materials such as domestic graphite will ramp up in preparation for
the sunset of these temporary transition rules.

Moreover, although battery suppliers may be able to trace the origin of all of their
battery materials, critical minerals may be commingled during processing such that
manufacturers and their suppliers cannot physically track specific masses of min-
erals to specific battery cells or batteries. The approach in the final regulations lim-
its manufacturers to claiming the credit only to the degree they have fully compliant
critical minerals, while still acknowledging existing practical limitations regarding
tracking and supply chain management.

The definition of “foreign entity of concern” for the IRA’s Clean Vehicle Credit is
based on the Bipartisan Infrastructure Law definition, and specifically, the battery
grant program that the Department of Energy administers. Under DOE’s interpre-
tive guidance, the government of China and companies controlled by the government
of China are foreign entities of concern.

b. Are you concerned this sends a message that we are OK with allowing China
to benefit from taxpayer dollars?

Answer. See response to Question 5a (above).

Question 6. One of the other most important benefits of the IRA—as I know you
will agree—is that it will help the IRS process tax returns in a timely manner and
provide better customer service. One of the biggest issues I continue to hear about
from West Virginians is that they struggle to receive answers to some of the most
basic questions about taxes and tax refunds. West Virginia residents, like many of
those living in rural areas, rely on IRS walk-in centers for many of their pressing
tax questions, particularly during filing season which recently began. Unfortunately,
many of our assistance centers have been unable to fill vacant positions, meaning
there are minimal in-person resources for taxpayers in those communities. While I
applaud the Department and the IRS for opening a number of assistance centers
in the last 2 years, the fact of the matter is that they are still woefully under-staffed
and unable to tend to the needs of my constituents.

a. Will you commit to working with the IRS and the Taxpayer Advocate Service
to prioritize staffing rural customer service facilities?

Answer. I am committed to working with the IRS and the Taxpayer Advocate
Service to prioritize customer service and support for rural communities. As you
know, in Filing Season 2024, the IRS opened or reopened 54 Taxpayer Assistance
Centers using Inflation Reduction Act funding. The IRS achieved more than 11,000
additional hours of service at Taxpayer Assistance Centers, exceeding its goal of pro-
viding more than 8,500 hours additional hours of service. Overall, the IRS served
more than 170,000 additional taxpayers in-person at Taxpayer Assistance Centers
than Filing Season 2023. The IRS also increased the number of taxpayers receiving
free tax preparation through volunteers by around 200,000 returns, exceeding its
goal of 50,000.

Looking forward, in Filing Season 2025, the IRS is committed to expanded staff-
ing levels at TACs and expanding utilization of “Pop-up Live Assistance Centers”
to serve rural areas and other areas not located near a TAC. They will also expand
service through Volunteer Income Tax Assistance (VITA) partnerships and provide
free tax return preparation assistance through community partners, as well as le-
verage outreach channels to increase taxpayer awareness of all available credits and
benefits, boosting uptake for those eligible including rural communities.

b. What are other steps is Treasury taking to ensure that improved IRS customer
service reaches rural communities?

Answer. See response to Question 6a (above).

Question 7. 1 have always said that the strict sourcing requirements in the EV
credit are tough but achievable. The reason I say they are achievable is because in
addition to the EV credits, the IRA also included the 45X Advanced Manufacturing
Production Credit which incentivizes extraction and processing right here in the
U.S. So, I was disheartened to learn that the guidance released in December for 45X
has excluded all material costs from eligibility, such as mining costs or the cost of
chemicals and materials needed for mineral processing. This greatly reduces the
usefulness of the credit to U.S. critical mineral producers and processors and will
ultimately result in them looking to move their projects outside of the U.S.
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a. Are you planning to address this issue in the final guidance for this credit?

Answer. Expanding production of critical minerals in the United States is an Ad-
ministration priority, and the section 45X Advanced Manufacturing Production
Credit is a key part of our strategy to do that. On October 24, 2024, Treasury and
the IRS issued final regulations on section 45X that provide clarity and certainty
to taxpayers and include changes to further accelerate the buildout of domestic crit-
ical mineral supply chains.

Notably, the final regulations allow taxpayers to include both direct and indirect
materials costs and domestic extraction costs, in the calculation of production costs
for applicable critical minerals and electrode active materials, provided certain con-
ditions are met. Included direct and indirect materials costs must not relate to the
purchase of an existing eligible component, and included domestic extraction costs
must be incurred by the taxpayer that claims the credit for the applicable critical
mineral or electrode active material. These requirements maximize the incentive for
domestic critical mineral production, while safeguarding against potential abuse and
over-crediting.

We carefully considered all feedback, including yours, before issuing final regula-
tions.

Question 8. Madam Secretary, I am concerned about the treatment of matured,
unredeemed debt (MUD) accounts, otherwise known as the unclaimed U.S. savings
bond. In previous years, this Committee, along with the Finance Committee, has
passed legislation to fund the digitization of MUD account records and directed
Treasury to share the information with the states, therefore allowing states to uti-
lize their Unclaimed Property Administration and policies to help find bondholders.
However, it appears that to this point the records have not been shared, seemingly
due to the interpretation of language included from the SECURE 2.0 Retirement
Savings Act.

a. Can you provide an update as to when Treasury plans to share these digitized
records with relevant states?

Answer. Following the passage of the Setting Every Community Up for Retire-
ment Enhancement (SECURE) 2.0 Act of 2022, which directs Treasury to share ma-
tured unredeemed bond information with the states, Treasury published a Notice
of Proposed Rulemaking (NPRM), requesting public comments within 60 days of
publication. Treasury is currently working to review the comments received in re-
sponse to the NPRM and publish a final rule. Treasury is also developing the tech-
nical solution which will be used to share the savings bond records with the states.
The estimated date for completion is approximately late summer 2025.

b. Can you speak to the importance of ensuring that unpaid bondholders are able
to redeem their bonds?

Answer. Treasury values the importance of reuniting the public with their ma-
tured, unredeemed bonds. To bring awareness to these bonds and encourage cus-
tomers to redeem them, Treasury leverages data matching, provides an online
search tool, and has conducted an outreach campaign. As a result of these initia-
tives,

—Treasury mailed over 845,000 letters to veterans (and spouses/dependents). To
date, nearly 667,000 bonds have been redeemed worth more than $264 million.

—To date, there have been over 3.4 million searches with nearly 829,000 matches
through the Treasury Hunt website, the Department’s online search tool that
allows people to search for their bonds.

—Treasury’s outreach campaign, which ran from April 2024 through June 2024,
included organic social media posts, publishing two news articles, running
Google Ads, and holding an interview with ABC Cleveland (has not yet aired).
Treasury also delivered 113,000 emails to targeted MUD bondholders which re-
sulted in the redemption of nearly 32,000 bonds worth over $24.5 million.

QUESTIONS SUBMITTED BY SENATOR JOHN BOOZMAN

Question 1. A constant complaint I hear from Arkansans is how long Employee
Retention Credit (ERC) returns are taking to process.

a. I appreciate the IRS trying to stop abuse, but my casework team can’t even get
IRS liaison’s to pick-up the phone or update them. Sometimes it takes 75 days just
for the liaison to call us back. Will you commit to raising the issue with the IRS
Commissioner and working with him to try and address this backlog?
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Answer. Commissioner Werfel takes the challenges of administering the ERC seri-
ously. On October 10, 2024, the IRS announced that it was accelerating work on
ERC claims, with processing underway on about 400,000 claims, including about
$10 billion of eligible claims.

Question 2. 1 wrote to the banking regulators with House Ag Chair Thompson
about the Basel III proposal and its impact on client clearing services in derivatives
markets.

a. Basel III will make client clearing more expensive, which will ultimately make
it more expensive for end-users to access the markets. We have seen fewer and fewer
banks offering client clearing services, and I'm concerned the Basel III proposal will
only make that worse. Related to that, as you know the SEC recently mandated cen-
tral clearing for U.S. Treasuries. So we’ll have cash US Treasuries being cleared, but
we’ll also have fewer banks clearing in treasury futures because of capital require-
ments. Are you concerned that these proposals would work at odds with each other
in a way that could ultimately harm the functioning of the U.S. treasury market?

Answer. Treasury believes that strong bank capital and liquidity levels promote
a healthy financial system that supports continued economic growth. We support
the banking regulators’ work to implement the final Basel III standards here in the
United States and believe that the regulators are best placed to decide on the opti-
mal method of implementation. Vice Chair Barr recently highlighted significant re-
visions to the Basel III Endgame proposal that the banking agencies are currently
contemplating.

Question 3. The SEC is significantly reforming how capital markets are regulated,
whether we're talking about equities, derivatives, Treasuries, or fixed income.

a. I'm concerned we don’t really have a handle on the impact that all of these
major rule changes will have on markets, particularly if these SEC rules and the
Basel III proposal come at the same time. My worry is that all of these coming at
once will change the role that banks play in providing liquidity and resilience to
global markets, which could lead to market turmoil. I know you don’t head the SEC
or banking regulators, but you do head FSOC. Secretary, what is FSOC doing to look
at the cumulative effect of all of these proposals, and the effect they will have on the
functioning of U.S. capital markets?

Answer. The Federal Stability Oversight Council (FSOC) remains focused on con-
tinuing to carry out its mandate pursuant to the Dodd?Frank Wall Street Reform
and Consumer Protection Act (Dodd-Frank Act). The Dodd-Frank Act charges FSOC
with responsibility for identifying risks to financial stability, promoting market dis-
cipline, and responding to emerging threats to the stability of the U.S. financial sys-
tem. Treasury strongly supports the Council’s work to bring together its member
agencies to identify and address potential risks to financial stability.

The Council will continue to run a coordinated process among our member agen-
cies to advance our mission of identifying, evaluating, and responding to potential
risks to financial stability, such as those described in detail in the Council’s recent
annual report. We take that mission seriously and will continue to bring regulators
together to promote the resilience of the financial system.

QUESTIONS SUBMITTED BY SENATOR JOHN KENNEDY

Question 1. Is it the position of the Treasury that in 2022, Congress preempted
the states’ right to escheat savings bonds that have been abandoned by the citizens
of that state? Please answer yes or no.

a. If no, where does Treasury find the congressional intent to prohibit states from
using the information to escheat the bonds for the benefit of trying to find the bond-
holder or their rightful heir?

Answer. Section 122 of the SECURE 2.0 Act of 2022 (SECURE 2.0), requires
Treasury to share certain information about certain unredeemed savings bonds with
the states. Section 122 expressly limits the purpose for which a state may use the
information to facilitate a state’s efforts to locate the owner of a matured and
unredeemed savings bond with a last known address in that state. SECURE 2.0 did
not authorize the states to escheat or take possession of the savings bonds, nor did
it override Treasury regulations that do not allow states to escheat savings bonds
not in a state’s possession.
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QUESTIONS SUBMITTED BY SENATOR BILL HAGERTY

Question 1. Please provide an itemized list of the IRS Standard Operating Plan’s
42 initiatives and 475 projects. For each initiative and project, provided the esti-
mated cost, FTE, and timeline from development to deployment; the outcome and
key results; the funding source by Treasury appropriation fund symbol(s); a map
tracing the interdependence among the initiatives and projects; and estimated out-
year operation and maintenance costs.

Answer. In May 2024, the IRS released an update on the Strategic Operating Plan
(SOP), which includes outcomes for priority efforts in 2024-2025 under each objec-
tive outlined in the SOP. It also includes estimated IRA spending (Table 3) and
FTEs (Table 4) through fiscal year 2031 and a deeper dive on business systems mod-
?’f‘n%)zlaticin and operations support mandatory funding through fiscal year 2025

able 7).

Question 2. What is the current estimated total cost of fully implementing the IRS
Standard Operating Plan?

Answer. The ultimate cost of the initiatives outlined in the SOP plan will be re-
fined, and the specific estimates of the funding required to achieve our vision may
change over time. In the absence of additional funding, the IRS estimates that its
business systems modernization (BSM) account is currently short by nearly $3 bil-
lion through fiscal year 2031 which means the IRS will only partially modernize,
leaving a sizeable legacy footprint that will prevent the IRS from enabling a near
real-time tax processing system that provides taxpayers with instant account up-
dates, faster refund processing and payment posting, and near real-time status up-
dates. The cost to operate and maintain the IRS technology will continue to rise
having to manage both modern and legacy systems, requiring tradeoffs that will
likely impact taxpayer services and enforcement of the tax law. The legacy tech-
nology that remains will operate inefficiently and with greater risks of outages af-
fecting access to taxpayers and IRS employees. The President’s fiscal year 2025
budget proposal to extend the IRA funding through fiscal year 2034 is critical to the
IRS’s ability to better serve taxpayers. With this additional funding, the IRS will
be able to enable better functionality and improve overall data security as well as
hire sufficiently to meet the taxpayer services and enforcement goals outlined in the

P.

Question 3. Which of the IRS Standard Operating Plan’s 42 initiatives and 475
projects are considered transformational?

Answer. The SOP outlines a vision for a transformed IRS where “All taxpayers
can meet all of their responsibilities, including all interactions with the IRS, in a
completely digital manner if they prefer” and “Noncompliant taxpayers, in par-
ticular the largest and most complex filers, pay what they owe because the IRS has
the workforce and advanced technology needed to enforce fairness in the tax system
and narrow the tax gap.”

The IRS is focused on critical work across the agency, including shoring up its
core technology infrastructure to enable better functionality and improve overall
data security. Modernized technology will significantly improve not just the under-
lying systems but ultimately customer service and the employee experience. With
integrated data systems that update customer service representatives on customer
questions in near real-time and through one system, taxpayers who reach out to the
IRS will get prompt and near real- time information through the phone or digital
solution that works best for them. IRS will also use advanced analytics, new compli-
ance treatments, and near real-time data to identify high-risk filings and pursue
exams that are more likely to uncover tax evasion. Along with modernizing systems,
IRS technology delivery will itself be transformed into a product- and platform-cen-
tric service. This transformation enabled by resources provided through the Inflation
Reduction Act (IRA) will ensure that the systems we are investing in today will re-
main persistently modern for many years to come.

Question 4.

a. Is reducing IRS call wait times from 28 minutes to 3 minutes considered trans-
formational?

Answer. Filing Season 2024, exceeding its goal of call wait times of five minutes
or less on the agency’s main taxpayer helpline during filing season. During Filing
Season 2022—prior to receiving Inflation Reduction Act resources—call wait times
averaged 28 minutes. This achievement is in a broader context of transformational
investments in taxpayer services. For example, this Filing Season, taxpayers bene-
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fitted from important updates to the “Where’s My Refund?” tool, which is the most
popular IRS customer service tool. Taxpayers have used “Where’s My Refund” 275
million times this Filing Season, with around 31 million views of the new and im-
proved status updates as of April 6, 2024. Prior to this Filing Season, “Where’s My
Refund” provided limited information, often leading taxpayers to call the IRS to in-
quire about their refund status. The updates to “Where’s My Refund” allowed tax-
payers to see more detailed refund status messages in plain language. These up-
dates have also ensured “Where’s My Refund” works seamlessly on mobile devices.
Taxpayers often see a generic message stating that their returns are still being
processed and to check back later. With the new and improved “Where’s My Re-
fund,” taxpayers see clearer and more detailed updates, including whether the IRS
needs them to respond to a letter requesting additional information. The new up-
dates reduce the need for taxpayers to call the IRS for answers to basic questions
about their refund.

b. Is the 3 minutes specific to 35 accounts management phone lines?

Answer. The IRS three-minute average wait time refers to the agency’s main tax-
payer helpline during filing season.

c. What was the average wait time for the IRS’s 55 other types of phone lines, espe-
cially the ones for collections and taxpayer protection?

Answer. The National Taxpayer Advocate 2023 Annual Report to Congress in-
cludes Level of Service (LOS) figures for a range of IRS phone lines, including the
top ten IRS enterprise telephone lines by volume of calls (figure 2.4.2).

Question 5. Please provide a table of the full cost of the government of Direct File
by Federal agency, including a break out of development and operation and mainte-
nance activities by cost. Please provide a list of the private sector partners that con-
tributed to Direct File and estimated market value of these contributions.

Answer. Through April 20, 2024, the IRS spent $24.6 million on Direct File, which
includes $11.6 million in costs for the development of last year’s report to Congress.
Of the $13.0 million spent on pilot development and implementation, $10.6 million
is technology and product development costs and $2.4 million is operational costs
(customer service, cloud computing, user authentication, etc.). The limited design of
the pilot means that the IRS was not able to benefit from economies of scale. If the
number of Direct File users were to increase, the cost per return would decrease.

These totals include costs associated with vendor support and an interagency
agreement with GSA’s 18F. To build and run the pilot, the IRS also engaged 29 em-
ployees from the U.S. Digital Service (USDS) to supplement the IRS employees and
other team members. The USDS costs are not included in the $24.6 million spent
gn Direlclt File. The IRS estimates that the annualized cost for the USDS team is

7.2 million.

Question 6. Please provide the data, data source(s), and methodology for the esti-
mated $5.6 million in tax preparation fees saved by using Direct File for the 2024
tax filing season and $9.04 average cost per return using Direct File for the 2024
tax filing season.

Answer. Treasury’s estimate of $5.6 million in tax preparation fees saved due to
the 2024 Direct File pilot is based on the $40 out-of-pocket cost estimate for 1040EZ
filers for tax year 2017, which is the last year before that form was discontinued.
The costs of the 1040EZ are used since both the 1040EZ and the 2024 Direct File
pilot cover a narrow scope. As such, Treasury estimates that the 140,803 taxpayers
who filed their returns via the 2024 Direct File pilot saved an average of $40 each,
or $5.6 million total, in Federal tax preparation fees.

Question 7. Please provide the estimated cost of further developing, deploying, and
operating Direct File for the 2025 tax filing season.

Answer. Total costs for Direct File for Filing Season 2025 will depend on the scope
of the product and service offered as well as the number of filers that elect to use
it. The IRS is preparing estimates to share and will continue to share cost informa-
tion each year as it becomes available.

QUESTIONS FOR SUBMITTED BY SENATOR MARCO RUBIO

Question 1. Since the early days of the Biden Administration in 2021, there has
been one undeniable difference between the Department of Treasury’s leadership
and other major Federal agencies. In general, other key Secretaries have, at the



39

very least, rhetorically emphasized the existential national security and economic
threats posed by the Chinese Communist Party’s (CCP) strategic takeover of critical
industries through repeated trade abuses and non-market strategies. Yet, you have
appeared to downplay the threats posed by the CCP at several critical junctures.
Throughout 2022, for example, you took great care to describe the U.S.’s economic
posture toward the People’s Republic of China as a state of “competition,” not “con-
flict.” In April 2023, when you delivered remarks before the Chinese Embassy in
Washington, you argued that the U.S. and communist China had a responsibility
“to find a way to live together and share in global prosperity.” In January 2023, you
urged Chinese Vice Premier Liu He “to closely communicate” with the U.S. “on glob-
al macroeconomic and financial conditions,” suggesting that the solution to this eco-
nomic “competition” is to increase communication, cooperation, and complacency
with a genocidal communist regime. Yet, despite this track record, of diminishing
the threat of the CCP’s trade abuses and attempts to flood the U.S. market with
artificially cheap critical goods, you appear to have shifted rhetoric recently. For ex-
ample, in your early April visit to the PRC, you issued a strong warning to Chinese
Vice Premier He Lifeng over the CCP’s “overcapacity” of clean energy goods and
dumping of fentanyl precursor chemicals into the U.S. and Mexico. Within the con-
text of these dialogues, you argued that the U.S. would not accept additional “deci-
mated industries” as a result of the CCP’s trade abuses.

a. What prompted this stark shift in your posture toward U.S. trade with the PRC?

Answer. My views have been consistent over time and fully aligned with President
Biden’s priorities. The Administration’s approach to the economic relationship be-
tween the United States and China secures our national security interests and those
of our allies and partners, seeks a healthy economic relationship contingent on a
level playing field for our workers and businesses, and allows for cooperation on the
urgent global challenges of the day. We continue to advance these goals through a
combination of steadfast competition and engagement, often undertaken in parallel
with one another. Throughout this process, we have been candid with the American
people, our partners and allies, and indeed our Chinese counterparts about the
harmful effects of China’s non-market policies and practices.

b. Considering that the CCP has a long track record of achieving non-market ad-
vantages over critical U.S. industries (such as steel, automobiles, and solar) through
significant state subsidies, financing incentives, tax breaks, slave labor, and intellec-
tual property theft, was there any new information or industry analysis that prompt-
ed your perspective on trade issues to change so quickly?

Answer. See response to Question la (above).

Question 2. The Cuban system notoriously lacks transparency, with scant regu-
latory oversight. Examples of this can be seen daily though frequent cash shortages,
currency conversion challenges made worse by highly fluctuating exchange rates, in-
effective anti-corruption measures that preserve and enrich the ruling class, and the
lack of access to government records and information. This enables illicit financial
activities to go unnoticed, posing a significant risk to institutions engaged in finan-
cial transactions with Cuban entities. It is clear that Cuba’s financial framework
falls short of international standards. The Financial Action Task Force (FATF) has
consistently pinpointed deficiencies in Cuba’s Anti-Money Laundering (AML) laws
and enforcement, underscoring the risks involved in transactions with Cuban finan-
cial institutions.

a. What is the rationale behind your agency’s changes to U.S.-Cuba policy as re-
flected in the amendments to the Cuban Assets Control Regulations, (31 CFR Part
515), which allow certain Cuban nationals to open bank accounts in the U.S.? How
will these changes address the lack of Financial Oversight and Transparency in the
Cuban financial system?

Answer. The U.S. Department of the Treasury (Treasury) shares your goal that
changes to U.S. policy should genuinely benefit the Cuban people and not inadvert-
ently support the Cuban government or its backers. On May 28, 2024, Treasury’s
Office of Foreign Assets Control (OFAC) amended the Cuban Assets Control Regula-
tions (CACR), 31 CFR part 515, including to update and clarify authorizations to
support independent Cuban private sector entrepreneurs and access to the Internet,
and expand access to certain financial services for the Cuban people. These regu-
latory changes were crafted following extensive consultations with the Department
of State, which engaged with Cuban independent private sector entrepreneurs and
the U.S. private sector to identify which specific changes would most benefit inde-
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pendent private sector entrepreneurs in Cuba while maintaining restrictions against
the Cuban government and its military, intelligence, and security services.
Regarding authorizations for certain Cuban nationals to open accounts with U.S.
banking institutions, the May 28, 2024 amendment to the CACR included a nar-
rowly scoped authorization in the general license at 31 CFR §515.584(h)(2) for U.S.
banking institutions to open and maintain accounts solely in the name of Cuban na-
tionals who are independent private sector entrepreneurs, as defined in 31 CFR
§515.340, for the purpose of conducting only authorized or exempt transactions
under the CACR. These U.S. banking institutions bring the rigor of AML/CFT (Com-
batting the Financing of Terrorism) controls to any bank account opened by them.
Pursuant to 31 CFR §515.340, the definition of an independent private sector entre-
preneur continues to exclude any Cuban national who is a prohibited official of the
Government of Cuba, as defined at 31 CFR §515.337, and prohibited members of
the Cuban Communist Party, as defined at 31 CFR §515.338. This authorization
serves to facilitate new opportunities for independent private sector entrepreneurs
in Cuba, while continuing to deny benefits to the Cuban government or its backers.

b. What changes has your agency seen regarding Cuban AML mechanisms that
give you reason to believe that U.S. AML standards, and other related financial
crime laws, will be followed in Cuba?

Answer. The Financial Action Task Force (FATF) leads global action to tackle
money laundering, terrorist and proliferation financing. The FATF publishes reports
and case studies on money laundering and terrorist financing, promotes global
standards to mitigate the risks, and assesses whether countries are taking effective
action. As a FATF member, the United States plays an active role in developing and
promoting FATF standards.

Cuba is part of the Financial Action Task Force of Latin America (GAFILAT), a
FATF-Style Regional Body, where it is subject to a mutual evaluation review of its
AML/CFT compliance with the FATF standards. The Mutual Evaluation is a com-
prehensive review of a country’s AML/CFT framework and a key gauge to assess
a country’s illicit finance risks and effectiveness in combating illicit finance threats.
Cuba’s most recent mutual evaluation review was adopted in July 2015 and the
next mutual evaluation assessment is expected to be conducted in 2026. The mutual
evaluation will provide a comprehensive overview of Cuba’s compliance with FATF
standards, which are designed to promote transparency in a country’s financial sys-
tem.

Cuba regularly provides follow-up reports on its progress in addressing defi-
ciencies identified in its mutual evaluation. For example, in a January 2024 follow-
up report, Cuba addressed measures to identify and assess money laundering and
terrorist financing risks associated with new technologies, such as virtual asset
service providers (VASPs). The GAFILAT report concluded that Cuba has made ef-
forts through the approval of various regulations related to virtual assets and
VASPs, which establish a regime to conduct risk assessments, licensing, supervision
or control, sanctions, preventive measures and AML/CFT obligations for VASPs. The
FATF is a key mechanism for the United States to monitor Cuba’s compliance with
international standards on money laundering.

c¢. The Cuban economy is heavily influenced and controlled by regime-owned enter-
prises, which are fertile grounds for corruption and misuse of funds. This environ-
ment provides ample opportunities for money laundering, particularly given the inte-
gration of MIYPMES into the regime-controlled licensing system. How will your
agency measure corruption in a regime-dominated economy?

Answer. Treasury shares concerns related to state-owned enterprises facilitating
corruption and other misuse of funds. As noted previously, Cuba is part of GAFILAT
and is assessed on its compliance with the FATF standards. The FATF standards
include assessment of a country’s top money-laundering risks. The 2015 mutual
evaluation of Cuba found that the top money laundering risks were drug trafficking,
embezzlement, bribery, and fraud. Treasury will continue to monitor money-laun-
dering risks associated with state-owned entities.

Furthermore, the CACR broadly prohibits financial activity with Cuba from the
United States, which limits the potential linkages of this activity to the U.S. finan-
cial system.

d. Given the predominantly cash-based nature of the Cuban tourism sector and its
implications for money laundering through various hospitality and tourism-related
businesses, how do you plan to address the additional complexity this adds to AML
efforts?
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Answer. Due to the broad prohibitions on Cuba-related activities by persons sub-
ject to U.S. jurisdiction in the CACR, there is limited permissible financial activity
in Cuba and limited categories of permissible travel by U.S. persons to Cuba. Treas-
ury monitors follow-up reporting required of Cuba by GAFILAT. Treasury intends
to hold Cuba to compliance with FATF standards.

e. Considering the high risk of MIYPMES being exploited to circumvent U.S. sanc-
tions, and given the lack of transparency and oversight in Cuba’s financial system
along with the regime-controlled nature of the economy, how do you plan to mitigate
the potential for sanctions evasion?

Answer. OFAC takes seriously concerns related to Cuban government involvement
in the private sector and expects banking institutions to conduct due diligence com-
mensurate with their overall risk profile and internal compliance policies and proce-
dures with respect to transactions involving Cuba or a Cuban national, including
transactions under general licenses that authorize certain dealings with inde-
pendent private sector entrepreneurs. Further, our recent Cuba regulatory amend-
ment does not authorize transactions prohibited by other sanctions programs.

We also take allegations of possible sanctions violations seriously. While we do not
comment on possible or pending investigations, Treasury regularly investigates ac-
tivity that might undermine the integrity of our sanctions. We will not hesitate to
take action against persons who violate our sanctions authorities or who engage in
sanctionable conduct, when appropriate.

f. Given the combination of a weak AML framework, a regime-controlled economy,
and a cash-intensive tourism sector that creates an environment ripe for exploitation
by criminal elements, how do you plan to address the risk of MIYPMES being ex-
ploited, whether knowingly or unknowingly, to launder money or facilitate other il-
licit activities?

Answer. Treasury will continue to hold Cuba to compliance to the FATF stand-
ards. The future mutual evaluation of Cuba will provide the best assessment of pos-
sible risk associated with MIYPMES or the tourism sector, as well as the controls
Cuba has implemented to mitigate illicit-finance risk.

Due to the comprehensive nature of the CACR prohibitions on transactions with
Cuba, there is very limited connectivity of the U.S. financial system to Cuba.

Question 3. The U.S. Department of Treasury has established the Outbound In-
vestment Security Program to implement President Biden’s executive order on out-
bound investment, “Executive Order on Addressing United States Investments in
Certain National Security Technologies and Products in Countries of Concern.”
While any effort by the United States to limit the Chinese Communist Party’s ac-
cess to U.S. capital and industry knowledge is positive, there are several reasons
for concern regarding Treasury’s implementation of this executive order.

a. The Departments of Treasury and Commerce are tasked with implementing the
order. What steps, if any, have you taken to coordinate with the Department of Com-
merce over implementation of this executive order, and what specific roles will the
Department of Commerce play in the Outbound Investment Security Program?

Answer. Treasury, Commerce, and other departments and agencies are working
closely on the implementation of Executive Order 14105. The Executive Order di-
rects Treasury to consult with Commerce on the implementing regulations and in-
dustry engagement and analysis of notified transactions, among other things. Com-
merce has been a key partner in shaping the proposed regulations to implement the
Executive Order, drawing upon its industry and technical expertise to provide input
on the implications for military, intelligence, surveillance, or cyber-enabled capabili-
ties of covered national security technologies and products, and has conducted ex-
tensive stakeholder engagement alongside Treasury. Commerce will continue to be
closely involved in the Outbound Investment Security Program, including working
with Treasury to periodically review the effectiveness of the regulations that were
issued on October 28 and assessing aggregate sector trends evident in notifiable
transactions and related capital flows in covered national security technologies and
products under the Executive Order.

b. Your agency has repeatedly failed to sufficiently enforce sanctions with private
investment firms such as Sequoia Capital investing in PRC drone maker, DJI. How
will you ensure that private investment firms like Sequoia comply and restrict access
to private equity and venture capital?

Answer. The Treasury Department’s final rule, issued on October 28, places obli-
gations on U.S. persons to notify the Treasury Department regarding certain trans-
actions and prohibit certain other transactions.
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As noted in the final rule, the Treasury Department plans to monitor compliance
by leveraging a variety of data and information sources, both internal and external.
After identifying an instance of apparent non-compliance, the Treasury Department
may initiate outreach to the relevant parties, or work with other agencies with equi-
ties, including law enforcement equities, to investigate the apparent non-compliance
or initiate an enforcement action.

c. Your agency has previously indicated that it will rely on investors to disclose
whether or not their investment in the PRC is prohibited and that disclosure must
be within 30 days after the investment has been made. What steps are you taking
to effectively monitor and prohibit investments flowing to the PRC?

Answer. The Treasury Department’s final rule places obligations on U.S. persons
to notify the Treasury Department regarding certain transactions and prohibit cer-
tain other transactions. More specifically, the final rule requires that a transaction
requiring notification be filed with the Treasury Department no later than 30 days
after the transaction is completed.

As noted in the final rule, the Treasury Department plans to monitor compliance
by leveraging a variety of data and information sources, both internal and external.
After identifying an instance of apparent non-compliance, the Treasury Department
may initiate outreach to the relevant parties, or work with other agencies with equi-
ties, including law enforcement equities, to investigate the apparent non-compliance
or initiate an enforcement action. The Treasury Department’s investigation of poten-
tial violations and enforcement of the final rule will, as appropriate, also involve co-
ordination with law enforcement agencies.

d. How will you prevent outbound investments in Artificial Intelligence, Semi-
conductors, and Quantum Technology if it is relying on investors to self-certify? Have
you established any mechanism to independently validate the information U.S. inves-
tors provide?

Answer. As noted above and in the final rule, the Treasury Department plans to
monitor compliance by leveraging a variety of data and information sources, both
internal and external. Additionally, the Treasury Department will work closely with
the Commerce Department on industry engagement and analysis of notified trans-
actions, pursuant to the Executive Order.

Further, as noted above, after identifying an instance of apparent non-compliance,
the Treasury Department may initiate outreach to the relevant parties or work with
other agencies with equities, including law enforcement equities, to investigate the
apparent non- compliance or initiate an enforcement action. The Treasury Depart-
ment’s investigation of potential violations and enforcement of the final rule will,
as appropriate, also involve coordination with law enforcement agencies.

Question 4. National Students for Justice in Palestine’s (NSJP) is a national um-
brella network that represents more than 250 university chapters of Students for
Justice in Palestine (SJP) across the United States and Canada. Both NSJP and
SJP have led pro-Hamas, antisemitic protests on campuses since October 7, 2023.
They’re at the forefront of antisemitic activity on campus, coordinating student orga-
nizations, working with radical, pro-Hamas faculty, and distributing propaganda on
campus. Some campuses across the country have banned or suspended their chap-
ters, but that’s only served as a band-aid to the spew of antisemitic hatred from
our elite universities. Neither NSJP nor SJP are 501(c)(3) tax-exempt organizations,
but NSJP benefactors are. NSJP and SJP supporting entities include Westchester
Peace Action Committee (WESPAC); American Muslims for Palestine (AMP), an or-
ganization with ties to pro-Hamas individuals and organizations; and Americans for
Justice in Palestine (AJP), which is the Virginia attorney general is investigating
whether it has provided support to terrorist organizations.

a. How concerned are you about the wave of antisemitic protests that have swept
U.S. Institutions of Higher Education since October 7, 2023?

Answer. Since Hamas’ atrocious terrorist attacks on October 7, 2023, murdering
1,200 innocent civilians and taking over 200 hostages, there has been a concerning
growth in antisemitic incidents and harassment. As a part of the U.S. National
Strategy to Counter Antisemitism, Treasury will continue to engage with financial
institutions to assist with identifying financial activity associated with violent ex-
tremists. Treasury will continue to work to counter the financing of all violent ex-
tremists, regardless of ideology, but also recognizes the broad protections provided
by the First Amendment and other rights secured by the U.S. Constitution.

b. In what ways is your department cracking down on antisemitic terrorist activity
and support of such activity?
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Answer. The Treasury Department works to actively identify and disrupt terrorist
financing in all forms, regardless of ideology. In the year since October 7, 2023,
Treasury has embarked on a sustained pressure campaign to counter Hamas financ-
ing and has targeted numerous sources of funding, financial facilitators, and
complicit actors in their financial enterprise, releasing eight tranches of designa-
tions related to Hamas, some in coordination with international partners. Treasury
has also released several advisories for financial institutions on Iran and its proxies,
including Hamas. Treasury continues to work with partners to take collective public
or private actions against Hamas’ financing across the globe.

c. On May 9, 2024, colleagues and I sent a letter to IRS Commissioner Werfel ask-
ing for an investigation to determine whether NSJP supporters have engaged in con-
duct warranting revocation of their tax-exempt statuses. Will you remove the tax-ex-
empt status of anti- Semitic entities that provide material support to foreign terrorist
organizations, and thus breaking Federal law?

Answer. On June 26, 2024, Commissioner Werfel responded to you and your col-
leagues thanking you for your May 9 letter and acknowledging your concerns. As
his letter explains, the IRS takes seriously any information that a tax-exempt orga-
nization is not in compliance with applicable tax laws. Commissioner Werfel’s letter
details the actions taken with respect to referrals regarding exempt organizations.

d. Will you commit to investigating NSJP benefactors, including those mentioned
in my letter and those in this recent report? Please describe to what extent your de-
partment has already investigated these benefactors.

Answer. Treasury cannot comment on ongoing or potential investigations.

e. Given the recent lawsuit in the U.S. District Court for the Eastern District of
Virginia filed against AJP and NSJP that claims that AJP serves as Hamas’ propa-
ganda division in the U.S. and the Virginia attorney general’s October 2023 inves-
tigation into AJP on whether it used funds raised for providing support to terrorist
organizations, do you think that there should be heightened scrutiny of this organiza-
tion?

Answer. Treasury will continue to work with the interagency and law enforcement
colleagues to ensure Hamas is not abusing the U.S. financial system in any form.
This includes working closely with U.S. law enforcement and interagency partners
to hold individuals and entities accountable if they are engaged in illegal conduct
such as materially supporting a terrorist organization.

f- Do you share my concern over pro-Hamas demonstrators on campuses who have
claimed that they are Hamas?

Answer. Treasury will continue to utilize all tools available to target and disrupt
Hamas’ financial capabilities, to limit their capabilities to raise funds, carry out fur-
ther terrorist attacks, and threaten U.S. and Israeli security interests in the region.

g. How do demonstrators’ claims that they are Hamas play into the department’s
investigations of organizations’ support of Hamas, a foreign terrorist organization?

Answer. OFAC regularly and aggressively investigates cases of U.S. persons who
engage in prohibited activities involving Hamas and other sanctioned terrorist orga-
nizations. OFAC also retains the ability to sanction persons for material support or
other sanctionable activity involving such an organization. OFAC considers all
sources of information as part of its investigations for violations of OFAC-adminis-
tered sanctions and for possible designations for supporting designated terrorist
groups and works closely with interagency partners, including the Department of
Justice, in holding accountable those who engage in conduct that contravenes U.S.
sanctions. OFAC does not sanction persons for their engagement in activities subject
to U.S. constitutional protection such as protected speech or religious beliefs and
practices; nor do U.S. persons violate OFAC sanctions for engaging in such constitu-
tionally protected activity.

h. The founder of AMP, Hatem Bazian, is linked to the charity “Kindhearts,” which
had its assets frozen and a prohibition on transactions with Americans by the de-
partment because it has provided support to Hamas. Do you agree that there should
be heightened scrutiny of AMP?

Answer. OFAC regularly and aggressively investigates cases of U.S. persons who
engage in prohibited activities involving Hamas and other sanctioned terrorist orga-
nization. OFAC also retains the ability to sanction persons for material support or
other sanctionable activity involving such an organization. OFAC does not comment
on possible or pending sanctions actions or investigations regarding specific targets.
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Question 5. Secretary Yellen, the Chinese Communist Party has identified Light
Detection and Ranging (LiDAR) as a critical technology and is leveraging a growing
Chinese LiDAR sector to support its national defense and military industry. There
is also evidence of Chinese LiDAR sensors being used for surveillance activities in
the Xinjiang region. That same technology has flooded the U.S. market, undercut-
ting American companies through unfair market practices. The Department of De-
fense (DoD) recently found that the leading Chinese manufacturer of LiDAR sensors
is a “Chinese Military Company” operating directly in the United States. That same
manufacturer, Hesai, is trading on a U.S. stock exchange, enabling U.S. investors
to potentially fund a company that supports the People’s Liberation Army. Through
a mixture of PRC government support theft of US technology, and access to US cap-
ital, Hesai has captured 47 percent of the global LiDAR market by sales revenue.
I find it extremely troubling that the Treasury Department has not done anything
to prevent U.S. investments from supporting LiDAR companies, like Hesai, that un-
dermine the national security of the United States by directly supporting the mili-
tary ambitions of foreign adversaries.

a. Given these facts, why hasn’t your agency added Chinese LiDAR companies, in-
cluding Hesai, which the DoD recognizes as a “Chinese Military Company,” to the
Chinese Military Industrial Complex List to cut off their access to U.S. financial sup-
port?

Answer. Treasury shares your concerns regarding the flow of investment to cer-
tain companies in the People’s Republic of China (PRC), including those that oper-
ate or have operated in the defense and related materiel sector or the surveillance
technology sector of the economy of the PRC. While we do not comment on possible
or pending investigations regarding specific targets, OFAC will continue to use the
full range of tools at our disposal, including economic sanctions, to combat these ac-
tivities. We welcome information, including sources, on potential sanctions and look
forward to our ongoing work with Congress to support U.S. interests and address
national security threats.

SUBCOMMITTEE RECESS

And the hearing record will remain open until Tuesday, June 12,
to allow Senators to submit additional questions for the record.
Thank you again for joining us. Thank you for your service.

[Whereupon, at 4:07 p.m., Tuesday, June 4, the subcommittee
was recessed, to reconvene subject to the call of the Chair.]
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U.S. SECURITIES AND EXCHANGE COMMISSION

COMMODITY FUTURES TRADING COMMISSION
OPENING STATEMENT OF SENATOR CHRIS VAN HOLLEN

Senator VAN HOLLEN. This hearing of the FSGG Subcommittee
the Appropriations Committee will come to order.

Welcome everyone. My partner on this Committee, Senator
Hagerty, and I have agreed to forego opening statements in the in-
terest of allowing more time for questioning.

So I will introduce both of our witnesses, and if you could make
sure you provide your testimony within 5 minutes, your full state-
ments will be provided for the record. We will proceed from there
and Eihen have 7 minutes of questioning by members, in one or two
rounds.

So let me introduce our witnesses here. We have the Chairman
of the Securities and Exchange Commission, Gary Gensler, who
was sworn in as Chairman in April 2021. Before joining the SEC,
Mr. Gensler has had a variety of positions in and out of Govern-
ment. He was formerly the chair of the U.S. Commodities Future
Trading Commission, CFTC. He also served as Under Secretary of
the Treasury for Domestic Finance and as Assistant Secretary of
the Treasury from 1997 to 2001. He also did a stint at MIT teach-
ing cryptocurrency and other related matters.

Prior to his public service, Chairman Gensler worked at Goldman
Sachs as a partner in the Mergers and Acquisition Department. He
received his undergraduate degree in economics, and his MBA from
the Wharton School at the University of Pennsylvania. Welcome,
Chairman Gensler.

(45)
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Chairman Ross Behnam was sworn in as Chairman of the CFTC
in January 2002. His arrival at the CFTC follows extensive experi-
ence in financial and agricultural markets. Before joining the
CFTC, Chairman Behnam served as senior counsel to our col-
league, Senator Debbie Stabenow of Michigan, who is the Chair of
the U.S. Senate Committee on Agriculture, Nutrition, and Forestry.

During his time in the Senate, Chairman Behnam advised on
and helped implement The Dodd-Frank Wall Street Reform and
Consumer Protection Act. Chairman Behnam is a graduate of
Georgetown University and Syracuse University’s School of Law.

Colleagues, I am proud to say both of these gentlemen live in the
great City of Baltimore.

With that, let me turn it over; first to you, Chairman Gensler.

STATEMENT OF HONORABLE GARY GENSLER, CHAIR, U.S. SECURITIES
AND EXCHANGE COMMISSION

Mr. GENSLER. Thank you. Good morning, Chair Van Hollen,
Ranking Member Hagerty, Senator Kennedy. Thank you for invit-
ing me to testify today on the SEC’s fiscal year 2025 budget re-
quest. As is customary, I would like to note that my views are my
own, as the Chair of the SEC. I am not speaking on behalf of my
fellow Commissioners or SEC staff.

I also want to thank you. I think I was with you last year at this
time, but also I was with you 12 years ago, and I was in Chair
Behnam’s seat, because I was with Chair Mary Schapiro. So I have
done one of these partner hearings once before.

Last week at the SEC, we had our 90th birthday. Congress and
President Roosevelt set our agency up June 6, 1934, in the after-
math of the Great Depression to ensure that our capital markets
work for investors and issuers alike. They knew this was critical
to restoring trust in the markets, promoting the economy. The SEC
they created serves investors building for a better future, and
issuers raising money to fund innovation while overseeing the cap-
ital markets in the middle. But it is really about the issuers and
the investors.

The SEC is a cop on the beat, watching out for the investing pub-
lic and those issuers. I believe the Securities’ laws, and the agency
set up by Roosevelt and Congress have been a significant contrib-
utor to our economic success in those 90 years. I also think it is
a key agency in terms of our standing around the globe.

Our $110 trillion capital market is 40 percent of the world’s cap-
ital market, even though our economy is only about 23 percent of
the world’s capital market. So we punch above our weight class,
and I think this gives us certain advantages as a Nation, and for
investors and issuers.

But I don’t think we can take the leadership for granted. Today,
our limited resources contrast against tremendous growth and
change in our markets. In the face of the significant growth in reg-
istrants’ complexity, individual investor engagement in the markets
that are outlined in the written testimony, I think that you might
think that had grown, but in fact, the SEC actually shrank be-
tween 2016 and 2022.
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With Congress’ help, we were authorized to hire 400 people in
2023, on about a base of 4,600, so to get back to approximately
5,000, to bring us back just modestly above 2016.

While our funding was kept flat in 2024, growth in the market
activity was anything but flat. We are losing pace with an ever-in-
creasing scale of the capital markets’ transaction volume, just to
name one thing, in the equities market doubled in the last 5 years,
tripled in the last 17 years.

Today, we have 15,000-plus registered investment advisors advis-
ing 57 million clients. Just 6 years or 7 years ago, it was 12,000
and only 43 million. So you can see all this growth in the markets.
I would note also that the $32 trillion mutual fund business, reg-
istered funds, the $30 trillion private funds, each in and of them-
selves are bigger than our entire banking system, which is only 23
trillion.

Such growth and rapid change also means more possibility for
wrongdoing. We have seen the number of tips, complaints, and re-
ferrals, we get climbed from 16,700 just 5 years ago, to 40,000 last
year.

Allow me to put flat funding into context: 70 percent of our budg-
et is for staff, 15 percent for technology, about 5 percent for facili-
ties, 10 percent for everything else. So staff is the bulk of it. Flat
funding means cutting staffing, technology, and real estate. It is
pretty straight math. We have paused on nearly all job postings
and backfilling departing staff since last September. We currently
have about 325 positions that were authorized that we are not fill-
ing.
While the agency’s rule set gets outsized attention, and I am sure
we will talk about some of that rulemaking, the vast majority of
our staff work on oversight of the markets, responding to inquiries,
and collectively we get tens of thousands of those a year. And with-
out additional resources, I think the markets and our oversight are
at risk, our ability to find bad actors are at risk, our responsiveness
to market participants is at risk, I think capital formation and in-
novation are at risk.

So as this Committee continues to work, I know our funding is
also deficit neutral, because we have these Section 31 fees that we
charge, so that is a good thing. Sorry, Ross, but we do have that
built in.

I am glad to take your questions. And thank you.

[The statement follows:]

PREPARED STATEMENT OF GARY GENSLER

Good afternoon, Chair Van Hollen, Ranking Member Hagerty, and members of the
Subcommittee. Thank you for inviting me to testify today on the Securities and Ex-
change Commission’s Fiscal Year (FY) 2025 budget request. As is customary, I'd like
to note that my views are my own as Chair of the SEC, and I am not speaking on
behalf of my fellow Commissioners or the SEC staff.

THE SEC AT 90 YEARS

At the SEC, we had our 90th birthday just one week ago.

After the 1929 market crash, President Franklin Roosevelt signed the first of the
Federal securities laws in 1933. He followed a year later with the passage of the
Securities Exchange Act—making June 6, 1934, our birthday at the SEC.
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The SEC was created to ensure that the markets worked free of fraud and manip-
ulation—and that investment advisers carried their duties to the clients they ad-
vised.

Congress and Roosevelt understood how important our capital markets are to in-
vestors, issuers, and more broadly our economy. Today, the $110-plus trillion U.S.
capital markets are the deepest, most liquid in the world. At 40 percent of the
world’s capital markets,! they outpace our roughly 24 percent of the world’s econ-
omy.2 The U.S. capital markets also play an integral role in the dollar’s dominance.3

We cannot, however, take this leadership for granted.

The SEC is a remarkable agency. We serve investors building for a better future
and issuers raising money to fund innovation, while overseeing the capital markets
where they meet. The essence of this is captured in our three-part mission to protect
investors, facilitate capital formation, and maintain fair, orderly, and efficient mar-
kets.

The SEC is the cop on the beat watching out for the investing public and issuers.
The dedicated staff of this agency does extraordinary work with limited resources.

GROWTH AND CHANGE IN THE MARKETS

Our limited resources contrast against the tremendous growth and change in our
markets. The U.S. capital markets benefit from significant engagement from every-
day investors.

About 58 percent of U.S. households own stocks, up from 52 percent in 2016.4
More than half of American households, representing nearly 121 million individual
investors, own registered funds.?

The U.S. has long benefitted from robust competition between nonbanks and
banks. The Commission plays a key role in overseeing many aspects of the nonbank
sector. Each of the registered funds and private funds sectors surpasses the size of
the banking sector.

Further, U.S. debt capital markets facilitate 75 percent of debt financing of non-
financial corporations. In Europe, the U.K., and Asia, only 12-29 percent is raised
in capital markets.®

Today, more than 15,400 registered investment advisers advise 57 million clients.?
This includes advising on more than $32 trillion in registered funds, $30 trillion
in private funds,® and nearly $50 trillion in separately managed accounts.1?

At the end of 2016, by comparison, 12,000 registered investment advisers advised
43 million clients.1t

Let me put this in context. The entire U.S. banking system is $23 trillion.12 Thus,
the capital markets are nearly five times the size of our banking sector.

1See Securities Industry and Financial Markets Association, “2023 Capital Markets Fact
Book” (July 2023), Page 7, available at https:/www.sifma.org/wp-content/uploads/2022/07/2023-
SIFMA-Capital-Markets-Factbook.pdf.

2See Carol Bertaut et al., “The International Role of the U.S. Dollar” (June 23, 2023), Figure
1, available at https:/www.Federalreserve.gov/econres/notes/feds-notes/the-international-role-of-
the-us-dollar-post-covid-edition-20230623.html.

3See Gary Gensler, “Exorbitant Privilege: Responsibilities and Challenges” (Dec. 4, 2023),
available at https:/www.sec.gov/news/speech/gensler-prepared-remarks-council-foreign-relations-
12042023.

4See Federal Reserve Board, “Changes in U.S. Family Finances from 2019 to 2022” (October
2023), Page 19, available at https://www.Federalreserve.gov/publications/files/scf23.pdf.

5See ICI, “2024 Investment Company Fact Book,” Page 2, available at https:/
www.icifactbook.org/pdf/2024-factbook.pdf.

6See SIFMA, “2023 Capital Markets Fact Book” (July 2023), Page 6, available at https:/
www.sifma.org/wp-content/uploads/2022/07/2023-SIFMA-Capital-Markets-Factbook.pdf.

7See Investment Adviser Statistics (Tables 1.1 and 3.2), available at https://www.sec.gov/files/
im-investment-adviser-statistics-20240515.pdf.

8See Securities and Exchange Commission, “Registered Fund Statistics” (Table 2.1), available
at https:/www.sec.gov/files/im-registered-fund-statistics-20240418.pdf, See also Securities and
Exchange Commission, “Money Market Fund Statistics” Table 2), available at https:/
www.sec.gov/files/investment/mmf-statistics-2024-03.pdf.

9 Latest numbers are $23.557 trillion reported by RIAs + $6.954 trillion reported by ERAs =
$30.511 trillion in private fund gross assets reported on Form ADV, Section 5 of Investment
Adviser Statistics.

10 ADV statistics report (Table 4.1).

11 See Investment Adviser Statistics (Tables 3.2 and 2.1), available here https:/www.sec.gov/
files/im-investment-adviser-statistics-20240515.pdf.

12 See Board of Governors of the Federal Reserve System, “Assets and Liabilities of Commer-
cial Banks in the United States,” available at https://www.federalreserve.gov/releases/h8/current/
default.htm. Total assets of approximately $23 trillion as of week ending May 29, 2024 (Table
2, Line 33).
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The Commission has a role in both public and private markets, each of which
offer investors and companies opportunities. Our public markets have approximately
7,400 actively reporting issuers, of which more than 4,000 companies list on U.S.
exchanges.

We now oversee approximately 40,000 entities—including more than 13,000 reg-
istered funds, more than 15,400 investment advisers, more than 3,300 broker-deal-
ers, 24 national securities exchanges, 103 alternative trading systems, 10 credit rat-
ing agencies, 33 self-regulatory organizations (SROs), and six active registered clear-
ing agencies, among other external entities.

The SEC oversees the Public Company Accounting Oversight Board (PCAOB), the
Financial Industry Regulatory Authority (FINRA), the Municipal Securities Rule-
making Board (MSRB), the Securities Investor Protection Corporation (SIPC), and
the Financial Accounting Standards Board (FASB).

Technology is rapidly transforming markets and business models. These changes
range from electronic trading and the cloud to artificial intelligence and predictive
data analytics, just to name a few. There has been dynamic change in communica-
tions to and among investors, from Reddit forums to celebrity influencers. Further,
we’ve seen the Wild West of the crypto markets, rife with noncompliance, where in-
vestors have put hard-earned assets at risk in a highly speculative asset class.
Many of those investments have disappeared after a crypto platform or service went
under due to fraud or mismanagement, leaving investors in line at bankruptcy
court.

Today, there are more than 54 million separately managed accounts; in 2018,
there were 37 million.!3 Transaction volume in listed equities has doubled in the
last 5 years and tripled in the last 17 years.14

Such growth and rapid change also mean more possibility for wrongdoing. We've
seen the number of tips, complaints, and referrals we get at the SEC climb from
about 16,700 in 2019 to more than 40,000 in 2023. As the cop on the beat, we must
be able to meet the match of bad actors.

Despite the increasing workload, the SEC staff again has rated us among the best
places to work in the Federal government; this year we ranked third among
midsized agencies.1> Our attrition this fiscal year is at historically low levels, so far
averaging around 3 percent at an annualized rate.

BUDGET REQUEST

I am pleased to support the President’s FY 2025 request of $2.594 billion for SEC
operations in support of 5,621 positions and 5,073 full-time equivalents (FTEs). In
addition, we've requested $8.4 million for needs supporting General Services Admin-
istration (GSA)-led real estate projects. As this Committee considers this request,
it’s worth noting the SEC’s funding is deficit- neutral; our appropriations are offset
by transaction fees.

In the face of significant growth in registrants, complexity, and individual inves-
tor engagement in markets, one may have thought that our agency would have
grown over the last 8 years. Unfortunately, the reverse was the case—the SEC actu-
ally shrank between 2016 and 2022. With Congress’s help, we were authorized to
hire 400 people in FY 2023 to bring us just modestly above where we were in 2016.

While our funding was kept flat for FY 2024, the growth in market activity was
anything but flat. We are losing pace with the ever-increasing scale of the capital
markets we oversee.

Allow me to put flat funding into the context of the SEC’s overall budget. Approxi-
mately 70 percent of our budget is for staff, about 15 percent is for technology, 5
percent is for facilities, and 10 percent is for everything else. This agency doesn’t
give out grants or other programmatic money. Thus, given year-over-year price and
wage increases, flat funding means cutting staffing, technology, and real estate.

At the start of FY 2024, we paused on nearly all job postings and backfilling for
departing staff. As a result, we are currently more than 300 positions below the
level authorized by Congress for both FY 2023 and FY 2024.

While the agency’s rules get outsized attention in the media, it’s worthwhile not-
ing that the vast majority of the SEC’s staff works on day-to-day oversight of the
markets and responding to public and registrant inquiries. We collectively review

13 Investment Adviser Statistics (Table 3.2).

14See CBOE “Historical Market Volume Data,” available at https:/www.cboe.com/us/equities/
market statistics/historical market volume/.

15See Partnership for Public Service, “2023 Best Places to Work in the Federal Government”
available at https://bestplacestowork.org/rankings/detail/?c=SE00.
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tens of thousands of filings a year.1® More than 10 percent of the agency reviews
disclosure documents, more than half of the agency is within the Divisions of En-
forcement and Examinations, and 13 percent of the agency is in support operations.
Shrinking any of these efforts will inevitably mean that the agency will be less re-
sponsive to the public and less able to protect the public.

As it relates to technology, we cut IT spending by roughly a quarter in FY 2024.
These reductions in technology spending will delay transitions to the cloud, invest-
ments in data analytics, modernizations of key systems, and important enhance-
ments to our technology infrastructure. As a result, we are scaling back our tech-
nology programs at a time when the markets we oversee are growing more techno-
logically complex with each passing year.

As it relates to facilities, in fiscal years 2021 to 2024, we will have shed 275,000
usable square feet from the SEC’s real estate footprint. This includes vacating one
of our three headquarters buildings in Washington, DC, at the end of FY 2023, re-
sulting in approximately $14 million per year in savings. Furthermore, the SEC an-
nounced it will close our Salt Lake City office early in FY 2025.

As it relates to other expenses, we also have reduced spending on contracts that
support mission critical efforts. An example includes our ability to update and im-
prove the Division of Enforcement’s document management and review systems—
tools that are critical to reviewing massive document productions during the course
of investigations and litigations.

If we are again flat funded, there will be significant further implications on our
ability to monitor the markets, maintain SEC programs, adequately resource tech-
nology, and meet the agency’s critical mission.

Without additional resources, the oversight of markets is at risk. Our ability to
find bad actors is at risk. Our responsiveness to market participants is at risk.
American capital formation and innovation are at risk as issuers will have to wait
longer to hear from us.

The SEC currently has 30 Divisions and Offices across our 11 regional locations'?
and Washington, DC, headquarters. 'm summarizing below the budget requests for
our six Divisions and will briefly touch on technology and real estate. For further
details as well as a review of the other offices of the SEC, please reference the FY
2025 Congressional Budget Justification.18

ENFORCEMENT AND EXAMINATIONS

As I mentioned, the Divisions of Enforcement and Examinations account for more
than half of the SEC’s staff. Without examination of our registrants and enforce-
ment of rules and laws when they are broken, we can’t instill the trust necessary
for our markets to thrive. Stamping out fraud, manipulation, and abuse lowers risk
in the system. It means that fewer bad actors will get away with misconduct. It pro-
tﬁcts investors and reduces the cost of capital. The whole economy benefits from
that.

Division of Enforcement

As I noted, in FY 2023, the SEC received more than 40,000 separate tips, com-
plaints, and referrals from whistleblowers and others, a 13 percent increase over FY
2022.

Even with limited resources, the Division brought 784 enforcement actions in FY
2023, a 3 percent increase over fiscal year 2022. When looking only at the 501 origi-
nal, or “stand- alone,” enforcement actions we file—whether settled or litigated—it’s
an 8 percent increase over the prior fiscal year. Our actions resulted in orders for
$4.9 billion in penalties and disgorgement. The SEC distributed $930 million to
harmed investors in FY 2023.19

Meanwhile, rapid technological innovation in the financial markets has led to mis-
conduct in emerging and new areas, not least in the crypto space. Further, the com-
plexity of the frauds we are investigating—and the sophistication of the
fraudsters—is ever increasing.

Addressing this requires new tools, expertise, and resources. When the cars be-
come faster and the highways more congested, you want more cops, not fewer.

16 See Securities and Exchange Commission, “Fiscal Year 2025 Congressional Budget Jus-
tification” (Tables on Pages 24-33), available at https:/www.sec.gov/files/fy-2025-congressional-
budget-justification.pdf.

17When the Salt Lake City office closes in FY 2025, there will be 10 regional offices.

18 See Securities and Exchange Commission, “Fiscal Year 2025 Congressional Budget Jus-
tification” available at https:/www.sec.gov/files/fy-2025-congressional-budget-justification.pdf.

19 See Securities and Exchange Commission, SEC Announces Enforcement Results for Fiscal
Year 2023” (Nov. 14, 2023), available at https:/www.sec.gov/news/press-release/2023-234.
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This year’s request would grow the team by 27 FTEs to 1,447. The additional staff
will provide the Division with more capacity to meet these challenges, investigate
misconduct on a larger scale, accelerate the pace of enforcement investigations to
resolution, and represent the Commission and protect investors in increasingly com-
plex litigations.

Division of Examinations

The Division of Examinations serves a critical role in helping to ensure firms com-
ply with the law.

In FY 2023, we conducted more than 3,100 examinations across our tens of thou-
sands of registrants. From investment advisers to broker-dealers to exchanges, the
Division helps ensure that registrants are following their legal obligations to cus-
tomers and clients, including seniors and other vulnerable investors.

Importantly, the Division is the first line of defense for the investing public rely-
ing on investment advisers. It is responsible for examining and overseeing a growing
registrant population, including more than 15,400 investment advisers and approxi-
mately 800 investment company complexes.

Further, we work in parallel with SROs to examine the more than 3,300 broker-
dealers with roughly 150,000 branch offices.

This stretches thin the limited resources of the Division.

Our FY 2025 request would help the Division grow 20 FTE to reach 1,156 FTEs.

These additional resources are the minimum just for the Division to stay abreast
of the growth in market participants and make key investments to help protect the
American public regarding emerging cyber and information security risks.

PROGRAMMATIC DIVISIONS

Next, I will turn to our three programmatic Divisions.

Corporation Finance

The Division of Corporation Finance oversees the disclosures of new issuers and
public companies so that investors can make informed investment decisions. It’s im-
portant for investors to receive useful, timely, and accurate disclosure. It’s impor-
tant that issuers can get timely feedback on their registration statements and other
filings. Today, there are more than 7,400 active reporting companies, up from about
6,800 in 2020.

In FY 2023, the Division reviewed the filings of more than 3,700 reporting compa-
nies and new issuers.20

The 2025 budget request would grow the team to 447 FTEs. With this increase
of 16 FTESs, the Division would still be 30 FTEs under the 2016 level.

Additional resources would allow the Division to serve investors and issuers more
ably as markets grow and evolve.

Investment Management

The Division of Investment Management oversees the 13,000 registered funds and
15,400 investment advisers that steward nest eggs for 57 million clients. At the end
of 2016, by comparison, 12,000 registered investment advisers advised 43 million cli-
ents.

As noted earlier, both the registered funds market and the private funds market
are each bigger than the banking sector, and we’ve seen significant growth in both.
More than half of American households, representing more than 115 million indi-
vidual investors, own registered funds. When I started on Wall Street 45 years ago,
household penetration was less than 6 percent.

In FY 2023, the Division reviewed more than 4,200 annual and periodic reports
as well as more than 8,600 total portfolios and insurance contracts.2!

Given this growth in the markets, we've asked to grow the division by nine FTEs
to a total of 237.

Trading and Markets

The Division of Trading and Markets serves on the front line for maintaining fair,
orderly, and efficient markets. Market monitoring and supervision are essential
parts of the Division’s activity—especially during times of market stress.

20 See Securities and Exchange Commission, “Fiscal Year 2025 Congressional Budget Jus-
tification” (Page 24), available at https:/www.sec.gov/files/fy-2025-congressional-budget-justifica-
tion.pdf.

21 See Securities and Exchange Commission, “Fiscal Year 2025 Congressional Budget Jus-
tification” (Page 32), available at https:/www.sec.gov/files/fy-2025-congressional-budget-justifica-
tion.pdf.
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The Division oversees 24 national securities exchanges, 103 alternative trading
systems, more than 3,300 broker-dealers, 51 security-based swap dealers, six active
registered clearing agencies, and more than 200 transfer agents, among other enti-
ties.

In FY 2023, the Division responded to more than 16,000 public inquiries. In FY
2023, the Division also reviewed more than 660 filings of broker-dealers as well as
more than 1,700 SRO proposed rule changes and advance notices.22

As market centers, broker-dealers, and clearance and settlement systems continue
to grow in size and activity, so does the need for robust supervision of these entities
and intermediaries.

In FY 2025, we've requested 14 additional FTEs, for a total of 293, to support this
important function of the Commission.

ECONOMIC AND RISK ANALYSIS

Economic analysis is critical to all of the agency’s work. The Division of Economic
and Risk Analysis provides impartial economic analyses that consider the costs and
benefits of our rules as well as their effects on efficiency, competition, and capital
formation.

We get feedback from the public on these economic analyses, which benefits our
rulemaking. Our economic analyses also benefit the markets broadly because mak-
ing data available creates a public good.

In the Enforcement context, the Division’s staff is instrumental in assisting En-
forcement staff with identifying potential wrongdoing, assessing ill-gotten gains, and
working to return funds to harmed investors.

DERA assists the Commission in its efforts to identify, analyze, and respond to
economic and market issues, including those related to new financial products, in-
vestment and trading strategies, systemic risk, and fraud.

Given the critical nature of the Division’s work, for FY 2025, we’ve asked for fund-
ing to support 196 FTEs total, just one additional FTE.

ADDITIONAL MATTERS

Technology

Technology and data continue to fuel rapid change in our markets. The rise of big
data, algorithms, and Al in our markets has put more pressure than ever on the
SEC to keep pace. For example, the data processing by the Division of Enforcement
alone has grown 20 percent year over year for the last 3 years. Cyber threats rep-
resent an ever-increasing threat to the agency and our markets alike.

Yet, as I mentioned, the SEC is cutting its IT program by about a quarter this
fiscal year because of budget pressures. We have had to delay technology upgrades,
some migrations to the cloud, and enhancements in data analytics. For example, we
cut back significantly our investments in Enforcement case management; Enforce-
ment, Exams, and DERA analytics capabilities; implementation of the government-
wide Zero Trust security program; and the workflow system supporting the Division
of Corporation Finance’s disclosure review program.

Thus, we have requested $457 million for information technology. This would help
support the Commission’s cybersecurity, migration to the cloud, modernization of
key systems like EDGAR, implementation of the Financial Data Transparency Act,
and other critical IT needs. This request assumes full use of an additional $50 mil-
lion from the SEC Reserve Fund for multi-year IT projects and programs. To put
these figures in context, this spending is dwarfed by what some of the biggest mar-
ket participants spend in a month on technology.

Facilities

We currently have offices in Washington, DC, and 11 regional offices. The total
facilities cost in FY 2024 is only 5 percent of our budget. We continue to work with
GSA to manage it prudently, significantly reducing our space footprint as I de-
scribed earlier.

Part of the SEC’s FY 2025 request is $8.4 million for lease procurements managed
by GSA. This amount represents the additional funds needed for GSA’s recompete
of the lease for the SEC’s Chicago Regional Office.

We will continue looking for opportunities to achieve cost savings across our leas-
ing footprint in the years to come.

22 See Securities and Exchange Commission, “Fiscal Year 2025 Congressional Budget Jus-
tification” (Pages 27 and 28, filings with regard to broker-dealers filing form 17-H, risk super-
vision of alternative net capital broker-dealers, and over-the-counter derivatives) available at
https://www.sec.gov/files/fy-2025-congressional-budget-justification.pdf.
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CONCLUSION

The U.S. capital markets are the deepest, most liquid in the world. We cannot,
however, take this leadership for granted. The SEC needs to be funded to meet the
match of the growing and evolving markets we oversee. I thank the Committee for
providing me the opportunity to summarize this budget request.

I am pleased to take your questions.

Senator VAN HOLLEN. Thank you, Chairman Gensler.
Chairman Behnam.

STATEMENT OF HON. ROSTIN BEHNAM, CHAIRMAN, COMMODITY FU-
TURES TRADING COMMISSION

Mr. BEHNAM. Thank you, Chairman Van Hollen, Ranking Mem-
ber Hagerty, Senator Kennedy; great to be with you today. Appre-
ciate the opportunity to testify before you today on the President’s
fiscal year 2025 budget for the Commodity Futures Trading Com-
mission. And as with Chair Gensler, these views are my own.

For over a century, derivatives markets have played a key role
in the U.S. economy, promoting economic growth and contributing
to financial stability and the predictability of prices that impact all
Americans.

This October, the CFTC will commemorate its 50th anniversary,
and this milestone provides a natural inflection point as we con-
sider how the past 50 years will impact the next. I have witnessed
the massive expansion of the CFTC’s jurisdiction through Title VII
of the Dodd-Frank Act, also organic growth in our historic markets,
the introduction of new products, including the Digital Commodity
Asset Class, and the significant expansion of market participants,
both institutional and retail.

Given this exponential global growth, I have prioritized a collabo-
rative working relationship with our domestic and international
regulatory partners to ensure regulatory harmonization, market ef-
ficiency, and reducing unintended and negative consequences to
U.S. derivatives markets.

For fiscal year 2025, the Commission is requesting a total of
$399 million, and 725 FTE. The request for its operational budget
was developed with the Fiscal Responsibility Act of 2023 in mind.
We have sought to focus on the most critical areas to reach this
number that represents about a 2.9 percent decrease below the fis-
cal year 2024 budget request and just over a 9 percent increase
above the fiscal year 2023 and 2024 enacted budget.

As Chair, I have focused on: Identifying and addressing regu-
latory gaps and uncertainty, strengthening the agency organiza-
tionally so that we are an operationally effective, diverse, and com-
petitively attractive employer, better understanding and incor-
porating the digital asset ecosystem, artificial intelligence, and cy-
bersecurity into our decisionmaking, and addressing the needs for
guidance regarding emerging product and market structures such
as voluntary carbon credit derivative contracts and vertical integra-
tion.

To date, and thanks to my fellow Commissioners and the incred-
ibly hardworking staff of the CFTC, the agency has stayed on
course following an agenda I outlined in early 2023. I describe the
action items by themes, including risk management and resilience,
customer protections, efficiency and innovation, reporting and data
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policy, duplicative regulatory requirements, and international com-
ity.

Fundamental to all of these topics is the need to update our rule
set to address the derivatives industry’s current course, which is
driven by technology and seeks to both leverage and, in some in-
stances, move away from traditional and familiar models. The dom-
inant disruptors of our current era raise important questions about
conflicts of interest, the strength of capital, margin and segregation
requirements, the role and responsibilities of self-regulatory organi-
zations, affiliate risk management, and of course, customer protec-
tions.

As the CFTC’s Chair, I have made very conscious and intentional
decisions aimed at ensuring that we not only exemplify good stew-
ardship of taxpayer dollars but also provide genuine organizational
support for our valued employees. My first priority included direct-
ing an agency-wide strategic approach to human capital manage-
ment focused on rebalancing and upskilling our workforce through
succession planning and building a bench of future expertise
through pathways, and recruiting that brings diversity of thought,
experience, and background.

It has been over 4 years since our people left their offices and
we assumed an expansive telework posture. I believe that while we
have been productive and achieved success in certain mission-crit-
ical areas, we are keenly aware of the benefits of being together,
in person, in the office.

In addition, I have led reforms in how the Commission collects,
interprets, and reports on market data. This data connects our in-
frastructure security, surveillance, analytical and enforcement
needs and duties, and will significantly impact how we meet our
mission in the tech-driven future.

The CFTC has moved to the cloud, achieved significant advance-
ment in cybersecurity protections, reorganized, increased the visi-
bility of and added new leaders, including our Division of Data.
And our goal is the long game, building capabilities over time to-
ward organizational maturity and technical achievement.

Additionally, I am proud to say that under my direction, the
CFTC’s new Al Task Force issued a request for comment on the
use of Al in CFTC-regulated markets. The proposed budget reflects
the minimum resources needed for the CFTC to perform its role as
a primary regulator of the U.S. futures, swaps, and options mar-
kets; and to properly enforce the law to protect markets and mar-
ket participants.

It provides the resources we need to ensure that the agency has
the appropriate and necessary capabilities to keep up with innova-
tion shaping our markets in 2024 and beyond. It optimizes re-
sources to ensure the protection of market data we receive and
keeps the agency systems and infrastructure shielded from emerg-
ing risks and cyber threats. It funds oversight and surveillance re-
sponsibilities generated by an increasing number of derivatives ex-
changes offering products that require consideration of new and
emerging risks.

Additionally, the budget ensures that our enforcement program
continues its proactive approach in identifying and addressing mis-
conduct within our ever-expanding and transforming markets. This
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is especially critical in light of growing retail participation and the
need for greater protections in the digital asset space.

As we move through 2024, I am proud of the CFTC’s undeniable
record of using regulation, innovation, and collaboration to ensure
our markets function well, and providing risk management and
transparency for all stakeholders, including and most notably,
America’s commercial end users who rely on derivatives markets to
manage risk.

More than ever in these uncertain times, both domestically and
internationally, we need thorough and thoughtful regulation to en-
sure confidence and accountability in the derivatives markets, to
continue delivering results to the derivatives markets and Amer-
ican public, we need consistency and certainty so that we can allo-
cate resources towards critical and multi-year investments.

Thank you again for the opportunity to appear before you today.
And I look forward to your questions.

[The statement follows:]

PREPARED STATEMENT OF ROSTIN BEHNAM

Thank you, Chairman Van Hollen, Ranking Member Hagerty, and members of the
Subcommittee. I appreciate the opportunity to testify before you today on the Presi-
dent’s fiscal year 2025 budget request for the Commodity Futures Trading Commis-
sion (CFTC or Commission).

For over a century, derivatives markets have played a key role in the U.S. econ-
omy, promoting economic growth and contributing to financial stability and the pre-
dictability of prices that impact the daily lives of all Americans. This October, the
CFTC will commemorate its 50th anniversary as an independent agency with exclu-
sive jurisdiction over futures trading in all commodities. This milestone provides a
natural inflection point as we consider how the past 50 years will impact the next.

Over the last nearly 15 years, I have witnessed the massive expansion of the
CFTC’s jurisdiction through Title VII of the Dodd-Frank Act, organic growth in our
historic markets, the introduction of new products, including the digital commodity
asset class, and the significant expansion of market participants, both institutional
and retail as a result of technological disruption. To put a number on it, trading
volumes in exchange-traded futures and options have more than doubled; and the
swaps market is now over $350 trillion,! which is approximately half of the esti-
mated $715 trillion global market. Given this exponential global growth, and work-
ing individually, through our operating divisions, and the Office of International Af-
fairs (OIA), I have prioritized a collaborative working relationship with our domestic
and international regulatory partners to ensure regulatory harmonization, market
efficiency, and reducing unintended and negative consequences to U.S. derivatives
markets.

As Chairman, I am focused on: identifying and addressing regulatory gaps and
uncertainty; strengthening the agency organizationally so that we are an operation-
ally effective, diverse, and competitively attractive employer; better understanding
and incorporating the digital asset ecosystem and artificial intelligence (AI) into our
decisionmaking; and addressing the need for guidance regarding emerging product
and market structures such as voluntary carbon credit (VCC) derivative contracts
and vertical integration.

Today, technology is driving change in the financial markets, and the CFTC must
keep pace in order to fulfill its mission and Congressional mandate. Our work cen-
ters on customer protection and market resiliency, while supporting continued
growth and innovation that will take the agency into the next 50 years.

To date, and thanks to my fellow Commissioners and the incredibly hardworking
staff of the CFTC, the agency has stayed on course following an agenda I outlined
in early 2023 to consider and vote on roughly 30 new regulatory and policy matters
in addition to all proposed rules and orders from the prior year. I bucketed these
actions into themes that address: risk management and resilience; customer protec-
tions; efficiency and innovation; reporting and data policy; duplicative regulatory re-
quirements; and international comity. Fundamental to all of these themes is the

1CFTC, Weekly Swaps Report, Weekly Swaps Report | CFTC.
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need to update our ruleset to address the derivatives industry’s current course,
which is driven by technology and seeks to both leverage and, in some instances,
move away from traditional and familiar models. The dominant disruptors of our
current era raise important questions about conflicts of interest, the strength of cap-
ital, margin, and segregation requirements, the role and responsibilities of self-regu-
latory organizations, affiliate risk management and customer protections.

As the CFTC’s Chairman, I have made very conscious and intentional decisions
aimed at ensuring that we not only exemplify good stewardship of taxpayer dollars,
but also provide genuine organizational support for our valued employees. My first
priority as Chairman included directing an agency-wide strategic approach to
human capital management focused on rebalancing and upskilling our workforce
through succession planning and building a bench of future expertise that brings di-
versity of thought, experience, and background. It has been over 4 years since our
people left the confines of their offices and we assumed an expansive telework pos-
ture. I believe that while we have been productive and achieved success in certain
mission critical functions, we are keenly aware of the benefits of being together in
person in the office. In fact, we have heard from some of our staff and supervisors
their desire to return to the office. A resolution to the impasse in our negotiations
will allow staff to plan their lives accordingly. The CFTC has always been a place
that valued its peoples’ needs to balance work and home life, and we will continue
to do so as we negotiate the next steps.

In addition, I have led reforms in how the Commission collects, interprets and re-
ports on market data. This data connects our infrastructure, security, surveillance,
analytical, and enforcement needs and duties, and will significantly impact how we
meet our mission in the tech-driven future.2 The CFTC has, under my direction,
moved to the cloud, achieved significant advancement in cybersecurity protections,
reorganized, increased the visibility of, and added new leaders to, our Division of
Data (DoD)—including our first Chief Data Scientist who will lead our Al training
and implementation— and launched a CFTC-wide technical training initiative. Our
goal is the long game: building capabilities over time towards organizational matu-
rity and technical achievement.

Additionally, I am proud to say that under my direction, the CFTC’s new Al Task
Force issued a request for comment (RFC) on the use of Al in CFTC-regulated mar-
kets.3 The AI RFC is part of a greater vision to advance analytical capabilities
through building talent, leveraging the cloud, and developing a forward-looking cul-
ture. We have a process in place for exploring Al use cases to help the agency better
monitor, regulate, surveil, identify pockets of stress, and enforce compliance. We are
currently reviewing the RFC comments to better understand what, if any, policy
changes are needed. Further, the Office of Customer Education and Outreach
(OCEO), the agency’s education arm, issued a Customer Advisory in January warn-
ing the public about emerging Al-driven fraud and scams.* Consistent with man-
dates by the Administration and OMB guidance, I recently announced that our
Chief Data Officer and DoD Director will serve as the CFTC’s first Chief Artificial
Intelligence Officer responsible for promoting the agency’s use of Al and guide us
in managing Al risks.5

Said a bit differently, my goal is to modernize the CFTC to ensure our continued
success well into the future. We are seeing changes in market structure and in the
demographics of market participants. I believe that institutions, products, and proc-
esses that prove valuable enough to producers, consumers, investors, and the gen-
eral public—however such value is determined—will inevitably find a way to inte-
grate with established regulatory systems. It is our role to ensure market safety and
integrity by enforcing existing standards under our governing statute and regula-
icions, and by determining new approaches when warranted and consistent with the
aw.

2 See, e.g., See Rostin Behnam, Chairman, CFTC, Keynote of Chairman Rostin Behnam at the
2023 U.S Treasury Market Conference (Nov. 16, 2023), Keynote of Chairman Rostin Behnam
at the 2023 U.S. Treasury Market Conference | CFTC.

3See Press Release Number 8853-24, CFTC, CFTC Staff Releases Request for Comment on
the Use of Artificial Intelligence in CFTC-Regulated Markets (Jan. 25, 2024), CFTC Staff Re-
leases Request for Comment on the Use of Artificial Intelligence in CFTC-Regulated Markets
| CFTC.

4See Press Release Number 8854—24, CFTC, CFTC Customer Advisory Cautions the Public
to Beware of Artificial Intelligence Scams (Jan. 25, 2024), CFTC Customer Advisory Cautions
the Public to Beware of Artificial Intelligence Scams | CFTC.

5See Press Release Number 8903-24, CFTC, Chairman Behnam Designates Ted Kaouk as the
CFTC’s First Chief Artificial Intelligence Officer (May 1, 2024), Chairman Behnam Designates
Ted Kaouk as the CFTC’s First Chief Artificial Intelligence Officer | CFTC.
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The proposed budget before you today reflects the minimum resources needed for
the CFTC to perform its role as the primary regulator of the U.S. futures, swaps,
and options markets, and to properly enforce the law to protect markets and market
participants. It provides the resources we absolutely need to ensure that the agency
has the appropriate and necessary capabilities to keep up with technological innova-
tion shaping our markets in 2024 and beyond. It optimizes resources to ensure the
protection of the market data we receive and keeps the agency’s systems and infra-
structure shielded from emerging risks and cyber threats. It funds oversight and
surveillance responsibilities generated by an increasing number of derivatives ex-
changes offering products that require consideration of new and emerging risks. Ad-
ditionally, the budget ensures that our enforcement program continues its proactive
approach in identifying and addressing misconduct within our ever expanding and
transforming markets. This is especially critical in light of growing retail participa-
tion and the need for greater protections in the digital asset space. The planned
prioritization in these areas will help the CFTC fulfill its mission in a rapidly
changing marketplace.

THE CFTC’S BUDGET REQUEST FOR FISCAL YEAR 2025

The Commission is requesting a total of $399 million and 725 FTE for FY 2025.
The request for its operational budget was developed with the “Fiscal Responsibility
Act of 2023” in mind. With the understanding that the budgetary challenges we are
currently addressing will likely bleed into the coming year, and that some difficult
decisions will be made, we have sought to focus on the most critical areas to reach
this number that represents about a 2.9 percent decrease below the FY 2024 budget
request, and just over a 9 percent increase above the FY 2023 and 2024 enacted
budget.

DIVISION OF ENFORCEMENT (DOE)

The Commission requests $74 million and 163 FTE to protect the public and pre-
serve market integrity by detecting, investigating, and prosecuting violations of the
Commodity Exchange Act (CEA) and Commission regulations through the activities
of its Division of Enforcement. This is an increase of $5.5 million over the FY 2024
enacted budget.

The Commission’s exercise of its enforcement authorities to address misconduct
that has a direct impact on CFTC jurisdictional markets, affects the larger economy,
causes public harm, or interferes with market integrity is one facet of our approach
to innovation and the evolution of financial markets. This increase will, among other
things, support the development of innovative approaches utilizing cutting edge
technologies and upskilling of Commission staff with the goal of identifying mis-
conduct earlier and addressing bad actors expediently.

A review of the filings for FY 2024 demonstrates that while digital asset related
cases are rightfully demanding significant attention,® DOE is ensuring that we take
necessary action in all of our directly regulated markets and in the retail fraud
space involving precious metals and forex (foreign exchange). We are also building
even stronger networks and partnerships through cooperative enforcement efforts
with other civil and criminal agencies domestically and internationally. Looking at
the matters that have stood out this fiscal year, several in the agricultural, energy,
and financial sectors exemplify our unwavering commitment to ensuring that reg-
istrants meet their regulatory obligations, that customers receive the protections
they deserve, that our markets remain free from manipulation and fraud, and that
misconduct in the digital asset space receives swift attention.

Nowhere have we been more active than in the digital asset space. In FY 2023,
we brought 47 actions involving conduct related to digital commodities, representing
more than 49 percent of all CFTC actions filed during that period. A staggering sta-
tistic given the fact that no Federal agency retains any direct regulatory authority
over the underlying (or cash) digital commodity asset market. We can only act on
digital asset fraud or manipulation when we uncover or discover anomalies through
regulated market surveillance and oversight, or through tips and complaints we can
pursue. With many agency resources which are not considered in our budget appro-
priation being allocated to an unregulated market, I fear the current trajectory is
unsustainable. Namely, we will continue to see rampant fraud and manipulation in

6See, e.g. lan McGinley, CFTC, Remarks of Enforcement Director Ian McGinley at the City
Bar White Collar Institute: “Trends in the CFTC’s Recent Crypto Enforcement Actions” (May
23, 2024), Remarks of Enforcement Director Ian McGinley at the City Bar White Collar Insti-
tute: “Trends in the CFTC’s Recent Crypto Enforcement Actions” | CFTC.
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the digital asset market that will hurt American customers, and possibly infect the
traditional financial markets.

To date, FY 2024 is demonstrating a similar cadence. The lack of legislation ad-
dressing the regulatory gap over the digital commodity asset spot market has not
hindered the public’s enthusiasm for digital assets, and I continue to believe Con-
gress must act, as the 2022 FSOC (Financial Stability Oversight Council) report
highlighted,” and as I have mentioned publicly on multiple occasions.®8 Until such
time, the Commission will continue to use its expertise and the tools it has to pro-
tect our markets and the public.

DIVISION OF MARKET OVERSIGHT (DMO)

The Commission requests $36 million and 88 FTE for the Division of Market
Oversight to continue its commitment to maintaining the integrity of the markets
as it reviews new applications and monitors ongoing compliance with core principles
and regulatory requirements.

DMO is expecting growth in 2024 and 2025 given the growing interest in offering
novel, innovative, and increasingly complex products. Currently, there are seven ex-
change or DCM (designated contract market) applications in review. Each registra-
tion application requires both intra-divisional and inter-divisional teams of staff to
review the application and the applicant’s planned operations, and determine com-
pliance with the CEA and Commission regulations. The Division will need to train
and dedicate additional staff to registrations as the number and variability of appli-
cants continues to grow.

In FY 2025, the Commission’s system safeguards examinations—an essential com-
ponent of the examination program for DCMs, SEFs (swap execution facilities), and
SDRs (swap data repositories)—will remain crucial to economic stability. Effective
cybersecurity practices and system safeguards of regulated entities requires in-
creased direct surveillance and vigilance for the scope of examinations conducted
each year.

With respect to rule and product filings, in FY 2023, the Commission continued
to receive a diverse array of product filings from exchanges seeking to meet market
participants’ varying needs, including many innovative products. The number of fil-
ings and the diversity of product offerings require additional resources to ensure Di-
vision staff can complete their reviews, and stay abreast of market developments
and the technological advancements underlying these new products and attendant
rules. For example, since 2021, there has been a significant uptick in the number
of event contracts listed for trading by CFTC-registered exchanges. From 2006
through 2020, DCMs listed for trading an average of approximately five event con-
tracts a year. In 2021, this number increased to 131, and the number of newly-listed
event contracts per year has remained at a similar level in subsequent years.

With respect to rulemakings, in FY 2024 the Division continues to plan and un-
dertake rulemakings to amend Commission rules, as appropriate, to address
changes in the constantly evolving derivatives markets. The Division expects efforts
in proposing, adopting, and implementing rules to ensure the Commission’s regu-
latory framework keeps pace with recent market innovations, to continue in FY
2025.

DIVISION OF CLEARING AND RISK (DCR)

Market events and the volatility in the global financial markets linked to geo-
political issues, continued pandemic recovery and reformation, weather and climate-
related risk, and monetary and fiscal policy consistently raise challenges related to
liquidity and margin requirements. These factors also fuel active debate on the need
for additional tools and resources to manage risks, including collateral management.
Given the importance of clearing to the financial system, and the role of U.S.-regu-
lated central counterparties (CCPs) as among the strongest in the world, the Com-
mission requests $35.6 million and 86 FTE for the Division of Clearing and Risk.
These funds are necessary to maintain current capabilities and expand examination
and surveillance of activities that will impact clearing markets, credit, liquidity, and

7Financial Stability Oversight Council, Report on Digital Assets and Financial Stability Risks
and Regulation (Oct. 2022), Report on Digital Asset Financial Stability Risks and Regulation
2022 (treasury.gov).

8See, e.g., Rostin Behnam, Chairman, CFTC, Keynote of Chairman Rostin Behnam at the
ABA Business Law Section Derivatives & Futures Law Commission Winter Meeting (Jan. 26,
2024), Keynote of Chairman Rostin Behnam at the ABA Business Law Section Derivatives &
Futures Law Committee Winter Meeting | CFTC.
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modeling risks, enhance cyber and operational resilience, and support the safety and
soundness of derivatives clearing organizations (DCOs).

Currently, the CFTC has ten registered DCOs in the United States, including two
DCOs that have been designated as systemically important by FSOC. In addition,
the Commission regulates five registered DCOs located outside the United States,
including some that have a direct impact on U.S. markets, given the volume of
swaps and futures cleared for U.S. entities. DCO examinations, which are time and
staff resource intensive, help the Commission identify issues that may affect a
DCO’s ability to identify, manage, and monitor its risks. DCOs represent single crit-
ical points of managing risk in the global financial system where the failure or dis-
ruption to the functioning of these DCOs could create or increase the risk of liquid-
ity or credit problems spreading among other financial institutions.

There are four DCOs outside the United States exempted from registration by the
Commission that are permitted to clear proprietary swap transactions for U.S. enti-
ties. Although the CFTC relies principally on foreign authorities for oversight, it
does engage in limited monitoring and surveillance of these exempt DCOs. The
Commission maintains an active, data-driven quantitative risk surveillance func-
tion. It expects to continue investing additional resources in human capital, data,
and technology to improve its current analytical capabilities and keep up with
growth in both the scale and complexity of risk transmission in the derivatives mar-
kets—both cleared and uncleared.

MARKET PARTICIPANTS DIVISION (MPD)

The Commission requests $28.5 million and 69 FTE for the Market Participants
Division to maintain effective oversight of registered market participants using cur-
rent delegated authorities and improved cooperative oversight policies. The CFTC
oversees the registration and compliance of thousands of derivatives market partici-
pants, including swap dealers (SDs), major swap participants (MSPs), Futures Com-
missioners Merchants (FCMs), retail foreign exchange dealers (RFEDs), introducing
brokers (IBs), commodity trading advisors (CTAs), commodity pool operators (CPOs),
floor brokers, and floor traders. MPD also oversees the self-regulatory organizations
(SROs), including the Chicago Mercantile Exchange (CME) and the National Fu-
tures Association (NFA), by assessing whether the SROs’ compliance programs over
member firms meet established regulatory standards.

Regulated market participants are a cornerstone of the Commission’s regulatory
framework. To date, 62 registered FCMs hold more than $474 billion in customer
funds, and 106 registered SDs collectively transact hundreds of trillions in notional
value swap contracts annually, serving as a vital source of liquidity for financial in-
stitutions and commercial end users seeking to hedge their risk. As such, the CFTC
directs its registration and compliance resources to provide critical policy and regu-
latory guidance to registered market participants, both directly and in coordination
with the SROs. In addition, the Commission oversees the National Futures Associa-
tion (NFA) in its role implementing delegated authorities to register and oversee
compliance by registered market participants. The Commission ensures that reg-
istration rules, standards, and reporting requirements continue to be responsive to
the needs of the evolving marketplace.

DIVISION OF DATA

The Division of Data develops and implements the CFTC’s enterprise data strat-
egy, providing the specialized technical, analytical, and related services necessary
for the Commission to standardize, acquire, process, examine, govern and exploit
mission critical market and industry data. As the agency’s designated authority on
data issues, DoD provides CFTC regulatory and enforcement staff with the data and
analytical capabilities needed to perform mission work, develops and oversees data
sharing and protection agreements with external entities, and enables policymakers
to make data-driven decisions for overseeing the U.S. derivative markets. In accord-
ance with this mission, the responsibilities of DoD include establishing the Commis-
sion’s data strategy, data standards, data architecture and governance, and build-
ing/maintaining the agency’s core data infrastructure. The Commission requests
$42.1 million and 41 FTE to continue leveraging cloud and other new technology
to enhance and transform its ability to collect, analyze and draw informed conclu-
sions from market data to both conduct and support effective enforcement actions,
oversee rapidly evolving markets, and formulate sound regulatory policy.
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WHISTLEBLOWER INCENTIVES AND PROTECTION

A key to the effectiveness of our enforcement division is the CFTC’s whistleblower
program. The Dodd-Frank Act established the Customer Protection Fund® that sup-
ports our Whistleblower Program1© and the OCEO. As of FY 2023, the Whistle-
blower program has issued 41 orders granting awards totaling almost $350 million
since its inception in FY 2010.11 In fiscal year 2024, the program has, thus far,
awarded $18 million to whistleblowers. The total sanctions ordered in all whistle-
blower-related enforcement actions has surpassed the $3 billion milestone.

As this Committee knows, the overwhelming success of the Whistleblower Pro-
gram has unintentionally led to the potential for disruptions in these two vital of-
fices due to their funding mechanisms. In addition to the importance of a long-term
fix to avoid depletions greater than the total balance of the fund, I believe Congress
should amend the statutory provisions to clarify the permitted uses of the Customer
Protection Fund by the OCEQO.12 This change would allow the Commission to imple-
ment a host of new investor protection programs and provide information aimed at
ensuring American families have the knowledge and tools to not only protect them-
selves from fraud and manipulation, but to more fully engage with the Commission
and the markets we oversee.

CONCLUSION

I know I speak for all the Commissioners when I thank CFTC staff for their com-
mitment to the agency and its mission. My team and I are working closely with staff
and their union representatives in order to find a suitable work posture, post-pan-
demic, that honors the importance of being present and together in the office with
appropriate flexibility, and ensures our accountability as good stewards of taxpayer
money. The agency’s long-term health and success depend on it.

As we move through 2024, I am proud of the CFTC’s undeniable record of using
regulation, innovation, and collaboration to ensure our markets function well, and
of providing risk management and transparency for all stakeholders, including,
most notably, America’s commercial end-users who rely on derivatives markets to
manage risk. More than ever, in these uncertain times both domestically and inter-
nationally, we need thorough and thoughtful regulation to ensure confidence and ac-
countability in the derivatives markets. To continue delivering results to the deriva-
tives markets and American public, we need consistency and certainty so that we
can allocate resources towards critical and multi-year investments.

Thank you again for the opportunity to appear before you today. I look forward
to your questions.

Senator VAN HOLLEN. Thank you, Chairman Behnam.

So I am going to start with you, Chairman Gensler. You summa-
rize well in your written testimony the mission of the SEC as,
quote, “The cop on the beat watching out for the investing public
and issuers.” That sums up, I think, the mission well. And just to
emphasize a point that you closed on, you do that without taxpayer
dollars; is that right?

Mr. GENSLER. Yes, we have been able to charge fees, called Sec-
tion 31 Fees, and another small fee, and then that goes to the
Treasury, so basically we are about neutral.

Senator VAN HOLLEN. Right. And so I am looking at our House
counterparts, that FSGG Subcommittee in the House and the ac-
tions they have taken, which include significant cuts to the enforce-
ment budget, to the cop on the beat, and a provision that would
prohibit the SEC from implementing the Consolidated Audit Trail,
in terms of your enforcement efforts.

As I look at it, the consequence of these actions could be—signifi-
cantly weaken the cop on the beat who is looking out for the invest-

9CEA §23(g), 7 U.S.C 26(g).
10COMMODITY FUTURES TRADING COMMISSION WHISTLEBLOWER PROGRAM,
CFTC’s Whistleblower Program | Whistleblower.gov.
11See CFTC, FY 2023 Whistleblower Program & Customer Education Initiatives 2023 Annual
Report (Oct. 2023), FY 2023 Whistleblower Customer Education Report to Congress.pdf.

12See CEA section 23(g)(2); 7 USC 26(g)(2).
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ing public. Could you describe what the impact of these actions
would be if they were implemented?

Mr. GENSLER. I think on each, they would significantly impinge
upon our ability to be that cop on the beat, but also to answer
questions. We get tens of thousands of filings from mutual fund
companies, from companies wanting to go public, seeking account-
ing guidance, things like that. It is the day-to-day bread and butter
of our agency. About half our agency is either examination or en-
forcement, another 10 or 15 percent is this disclosure review, and
in every place, it would be constrained, and we literally have
40,000 tips, complaints, and referrals per year.

Now, we can’t pursue all of them, but right now in this public
figure, we generally run about 1,500 to 2,000 investigations at any
one time that are happening.

In terms you asked about the Consolidated Audit Trail, this is
a really important source of information for the self-regulatory or-
ganizations, for the stock exchanges, so to speak, and the agency
to piece together whether somebody, for instance, is front-running
a market, or trading on insider information, that we can see pat-
terns in the trading and the security, so both are critical to our
mission.

Senator VAN HOLLEN. It has been said that the Consolidated
Audit Trail discloses very sort of sensitive, personal information.
Could you respond to that claim?

Mr. GENSLER. So that is an important sensitivity that everything
that we deal with at our agency, could be confidential market-mov-
ing information. But in terms of personal information, under Chair
Clayton, he actually skimmed back the collection of any personal
information. And the only information that goes into this Consoli-
dated Audit Trail is a name, address, and birth year. No other so-
cial security information, no other details about it. It is just to
know who is behind the account. I mean, if we are going to look
at insider trading, for instance, you have got to know is it Joe or
Jane.

Senator VAN HOLLEN. Thank you. I am going to ask if you can
give me an update on a provision in law that Senator Kennedy and
I actually teamed up on years ago, the Holding Foreign Companies
Accountable Act. The idea was to make sure that companies, no
matter where they are in the world, that are accessing our markets
and using our exchanges, play by the same rules as American com-
panies here. We had concerns, especially about what was hap-
pening in China, with companies in China.

More recently, Senator Kennedy introduced, and I am pleased to
be his co-sponsor, legislation to make sure that companies and ex-
ecutives of companies, no matter where they are operating, comply
with the same processes for disclosure regarding insider trading, as
we have in the States. Could you give us an update on implementa-
tion of the first, and your views on the second?

Mr. GENSLER. I am glad to. First, a shout out to both of you, be-
cause I think it was with that bill, the Holding Foreign Companies
Accountable Act, that the SEC and the PCAOB were given the suf-
ficient leverage to negotiate an arrangement with the Chinese au-
thorities, Ministry of Finance, and Chinese Securities Regulatory
Commission, a statement of protocol in the summer of 2022, where
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they would give the complete access to inspect those auditors, and
also bring investigations.

In 2021 and 2022 the Public Company Accounting Oversight
Board went over to Asia, actually in Hong Kong, and inspected nu-
merous auditors there. Right now, in China, I can’t remember if it
is in Beijing or Shanghai, but they are in China right now doing
this for the third year. And for the third year, the Chinese authori-
ties are allowing that access.

Now, I would say one cautionary note: the auditing there is not
as high quality as the auditing here in the U.S. or in Europe, but
they are giving the full access to conduct the inspections. And that
wouldn’t have happened, I think, without the leverage you gave us
to negotiate that.

On the bill itself, I did take a quick look. I know that our staff
has given you technical assistance, but as I understand the bill, the
Holding Foreign Insiders Act, is to close a gap, because foreign pri-
vate issuers, and there is about 1,000 companies that have that
designation, about 1,000 European, Asian, South American issuers
that have that designation. If you are a foreign private issuer, you
don’t come under Section 16(a) of the Securities and Exchange Act,
which has to do, simply put that directors, and officers, and 10-per-
cent holders have to file within 2 days if they are selling stock. And
you are closing that gap, so that if you want to have access to the
U.S. markets, you have to comply like U.S. issuers do.

Senator VAN HOLLEN. That is exactly right. It is just to make
sure that we have a complete, even playing field again to protect
the investing public, and that everyone has got to play by the same
rules. We appreciate your summary of it. That is, that captures
what it does, and we hope to get it done.

Senator Hagerty.

Senator HAGERTY. Thank you, Chairman Van Hollen, and wel-
come to the two chairmen today.

Mr. Gensler, I want to start with you. You may recall that last
September, in a Banking Committee meeting, you and I discussed
the SEC is tortured, in my view, legally baseless interpretation of
Section 913 of Dodd-Frank. And you have relied on Section 913 to
justify, I think, some of the most controversial rulemakings you
have done, notably: The Private Funds Rule, the Predictive Data
Analytics Rule.

Just last week, the Fifth Circuit struck down the Private Funds
Rule. It acknowledged what I think many market participants had
warned about, other commissioners had warned about, Members of
the Senate had warned about.

Yet, you are back now asking for $2.6 billion for fiscal year 2025,
and it concerns me that SEC staff resources are being wastefully
deployed on rulemakings that wind up not affecting the markets as
you would hope.

In fact, they are way outside of your remit. I would like to ask
you, Mr. Chairman, how many SEC employees, you mentioned 70
percent of your budget is people, I would like to understand what
percentage of the staff have been tied up working on the Private
Funds Rule, the Predictive Data Analytics Rule, the Climate Dis-
closure Rule, the Dealer Rule, the Safeguarding Rule, the Stock
Buyback Rule, the Best Execution Rule, and the Order Competition
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Rule? Can you tell me how many of your staff resources have been
dedicated to these more partisan, baseless, in my view, interpreta-
tions of the law?

Mr. GENSLER. I thank you, and I do remember the conversation.
If I might say, what we did in that rule, I think, was to help inves-
tors in private funds get quarterly statements on their fees, per-
formance, and any side deals with other investors. And it was
based upon, as you rightly said, a new provision in Dodd-Frank
from 12 or 14 years ago, from Dodd-Frank. We thought and be-
lieved that it was within the law. The Fifth Circuit found——

Senator HAGERTY. I think you found that it wasn’t——

Mr. GENSLER [continuing]. Found otherwise, and we respect, you
know, we do things within the law and how courts interpret it. On
your general question about staffing, I think it is less than prob-
ably 5 percent of our 5,000 people at any given time that are work-
ing on rulemaking. It is people in our Chief Economist Office, peo-
ple in our Office of General Counsel, people in the various policy
divisions, of course, the Commissioners themselves.

But on the order of magnitude, you know, it could be 200, it
could be 300 people in the whole agency that, in part, are working
on it. They are not full-time. The economists are working on other
things as well, of course.

Senator HAGERTY. Well, let us go back to how you prioritize re-
sources, because instead of staffing resources outside of the remit,
which I think that full litany of rules that I just read, are outside
of your boundaries and outside of your remit, you are also not
prioritizing staff, and you are not prioritizing rulemaking for areas
that desperately need it.

And here I am talking about setting in place a constructive set
of rules of the road for the crypto industry, this is an innovative
industry. It is an industry that the United States should be leading
on. Yet other jurisdictions in other countries are setting up rules
for their ecosystems. Yet what happens here with the SEC, and
with the CFTC is constant roadblocks and a lack of certainty.

And what is happening is that this innovative industry is finding
itself increasingly pushed offshore. I don’t think that is the result
that we want to have here in America. And I certainly think a far
better allocation of resources, rather than putting it against the
Private Funds Rule, or Predictive Data Analytics Rule, would be to
focus on setting in place rules of the road for innovative markets
like this.

I want to take, for example, the years-long process that it took
to approve bitcoin’s ETF, and that only happened recently, and it
happened in the wake of a court finding that your grounds for dis-
approval was warrantless. And I am just very puzzled then, in
light of the most recent court ruling, why we haven’t fully approved
the issuance of Ether ETFs.

Chair Behnam, I want to turn to you. Is Ether a commodity? A
yes or no answer will do.

Mr. BEEHNAM. Yes.

Senator HAGERTY. Chairman Gensler, the same question. Is
Ether a commodity?

Mr. GENSLER. Senator, we actually, as an agency, did approve
Ethereum exchange-traded funds——
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Senator HAGERTY. Only partially, it is not—the approval is not
complete.

Mr. GENSLER. Well, we address ourselves to the filings in front
of us, and we approved it and

Senator HAGERTY. So you are saying that all Ether applications
have been approved by the SEC, they have been

Mr. GENSLER. The Ethereum exchange-traded product of filings
that were in front of us from stock exchanges, I think there were
eight or nine of them, were all jointly approved. Individual issuers
still are working through the registration process. That is working
smoothly, and I would envision sometime over the course of this
summer, they will—you know, those are just disclosure kinds

Senator HAGERTY. That is great news. If you are committing to
me that those applications will be approved by the end of the sum-
mer. I appreciate that. We have got to get this market

Mr. GENSLER. Yes. We have already approved, and if I can say
just a little bit further, the Ethereum exchange-traded product, we
actually, last summer, had already—based upon a well-regulated
market—the Chicago Mercantile Exchange has Ethereum futures
contracts that are 3 or 4 years old already, based upon that well-
regulated market, even last summer we had, there were Ethereum
exchange-traded products, that was called ETFs, based upon those
Ethereum futures, last summer. That has already happened.

Senator HAGERTY. Well, I take it from your answer then that the
applications that are still pending for Ether, this would be very
helpful to the marketplace to get this clarified. Are you are ready
to approve those, and you will get before the summer is

Mr. GENSLER. Well, again, that is done at a staff level, but it is
just disclosure and registration, and those registration statements
have to have the proper disclosures and go through before they go,
what is called effective. But we have already——

Senator HAGERTY. Well, the point if you have approval that was
supported

Mr. GENSLER [continuing]. The Commission has already ap-
proved the (crosstalk)

Senator HAGERTY [continuing]. Ether needs to be approved as
well, completely. I am going to move quickly on to another question
here that I have got, and that has to do with—and Chairman Van
Hollen brought this up, the Consolidated Audit Trail Data.

And I think this is a concern, Mr. Chairman, that a number of
us feel it is an extensive amount of data, billions of dollars’ worth
of equity and option trading data, and it does have personally—ex-
cuse me—personally identifiable information on investors associ-
ated with that, as you mentioned, Mr. Chairman.

But I think all of us are concerned, if we look at other agencies,
for example, the IRS. The IRS has had a very, very terrible track
record of being able to maintain and protect individual taxpayer’s
data. There is a person sitting in jail right now, who disclosed
thousands of taxpayer returns and their data just so they could go
after political enemies.

If you think about the FISA context, we found out that in 2021,
the number was 278,000 times in 2021, there was unauthorized ac-
cess of Americans’ personal data, including political figures. And so
there is a deep concern there about this type of data availability,
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and what is being done to protect it. You mentioned at any time,
you have got 1,500 to 2,000 investigations underway, presumably
relying on this data. What are you doing to protect it? And what
law requires you to protect it and to penalize anybody that might
disclose it?

Mr. GENSLER. It is a very important matter to us. First, only a
limited number of people at the SEC even have access to

Senator HAGERTY. Can you give us the numbers, Mr. Chair, to
give a sense for that?

Mr. GENSLER. It is less than 3 or 4 percent of the agency. We
can come back to you and give you, but it is in that 100 to 200
range. So it is not even the whole 1,300 people in enforcement, to
give you a sense. It is a much narrower group of people, and that
is a really, they all go through particular training, and so forth, of
how to access it.

Senator HAGERTY. How did they get permission to access it?

Senator VAN HOLLEN. With respect, so we have seven minutes
allocated for colleagues. If we are about a minute 45 seconds over
here in terms of exchange, if you wouldn’t mind just a quick an-
swer, because I just want to make sure we get to other members.
And we are going to have another round.

Senator HAGERTY. Okay.

Senator VAN HOLLEN. Just, I have 7 minutes, so people could
have plenty of time.

Mr. GENSLER. And I am also willing, Senator, to meet with you
later today, or tomorrow, or to get on the phone and chat this
through with you, or any matter with you.

Senator HAGERTY. Yes.

Senator VAN HOLLEN. We can come back to it on the second
round, too. I just want to make sure.

So let me, let me pick up, if I could, Chairman Gensler, Senator
Hagerty raised the issue of crypto assets, cryptocurrency, obviously,
this is an area where Chairman Behnam has been involved as well.
And we all are very aware of the fact that there is a big debate
going on Capitol Hill right now regarding whether these things are
fish or fowl, and which agency should have jurisdiction.

But I would hope that we would all be able to agree on a couple
things, which is that we want to protect consumers and the public,
number one, and number two, however we move forward, we deal
with the anti-money laundering equivalent part of this, making
sure that these assets cannot be used for nefarious purposes.

So again, our House subcommittee counterpart included a provi-
sion, Chairman Gensler, regarding SEC crypto regulation, and spe-
cifically, it reads, “None of the funds made available by this Act
may be used to carry out an enforcement action related to a digital
asset transaction except for enforcement actions related to fraud or
market manipulation.” And last, and it goes out and sets out some
conditions; could you speak to what the consequences would be
with respect to the goal of protecting consumers and the public if
this were adopted?

Mr. GENSLER. It would seriously undercut our efforts. While not
all crypto are crypto securities, some are under Chair Behnam’s ju-
risdiction, those that are have an obligation to disclose to the pub-
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lic, it is called a registration, to disclose to the public full, fair, and
complete information. We would lose that.

Secondly, intermediaries, so-called exchanges, broker-dealers,
and the like, register, and then the public gets protection. For in-
stance, a really key protection is that your funds are segregated
and protected. And so our securities laws are not solely about fraud
manipulation. Stamping out fraud manipulation is really impor-
tant, but it is also about, if you register, in this case, a crypto secu-
rity token, you have to then give disclosure so the investing public
gets the benefit of that.

If you register a crypto broker or crypto exchange, you get the
benefit of things like segregation, you get the benefit of a rulebook
on the exchange, like we have on, let us say, the New York Stock
Exchange. There is a lot of benefits, but it would also undercut on-
going current cases that we have in front of courts right now. And
we have been very successful in a number of these cases where, at
least on the law, on motions to dismiss, and so forth, the judges
have found we have got the appropriate reading of the law, and
then they will move on to the fact part of the cases.

Senator VAN HOLLEN. So just to be clear on that last point, this
would interfere directly in ongoing cases?

Mr. GENSLER. It would interfere directly on ongoing cases that
we have in front of various circuits—or various district courts.

Senator VAN HOLLEN. Thank you. Chairman Behnam, I men-
tioned the importance of making sure that these assets, currencies,
cannot be used for nefarious purposes, and the need to apply the
equivalent of the anti-money laundering standards to these assets.
Regardless of how we decide to treat them, would you agree with
that? And what measures should we use? Should we just simply
apply existing AML provisions to these currencies?

Mr. BEHNAM. Senator, thanks for the question. You know, from
a CFTC perspective, and as I have said publicly for many years
now, it is a legal authority issue, we, to Chair Gensler’s point, in
the earlier question, have anti-fraud and anti-manipulation author-
ity for digital commodity assets. So we have been quite successful
over the past 10 years, really, in bringing enforcement cases.

But the weakness that we have, or the shortcoming, is that we
have to rely on folks coming to us, providing tips, and complaints.
We don’t have those traditional regulatory tools, registration, cus-
tody, surveillance, oversight that have really made American cap-
ital markets and derivatives markets so strong. As it relates to
AML, KYC, again, it is a legal authority issue. If Congress were
to move on some authority for the CFTC, certainly that would be
a key component of this, given what we have seen and experienced
in this digital asset space around AML and KYC.

I don’t think we need to stray too far from existing law. A lot of
AML, KYC enforcement is conducted through the Treasury Depart-
ment. We work very closely with FinCEN on certain authorities we
have, but it is limited in scope, but I would think, you know, the
current AML, KYC structure, at a bare minimum, is adequate. I
do think that technology would require some rethinking of how we
need to consider both anti-money laundering and know your cus-
tomer.
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Senator VAN HOLLEN. Thank you. Chairman Gensler, any com-
ment on that?

Mr. GENSLER. Yes. One of the real challenges is that these crypto
tokens are transferable outside of the traditional financial sector on
what is called permissionless ledgers. And so one of the real chal-
lenges is, it is not as easy to apply the anti-money laundering law.
So for instance, bitcoin is the token of choice by ransomware at-
tacks. I mean, that is, you know, “Pay us in Bitcoin.” And you can
imagine there is a whole cottage industry in, you know, Eastern
Europe preying upon U.S. companies.

Senator VAN HOLLEN. So Chairman Behnam, you know, last
year, I joined with several of my colleagues here to send you a let-
ter urging you to reject a pending proposal by a private prediction
market operator that could allow for illegal gambling on U.S. elec-
tions and their outcomes. I was pleased to see the CFTC reject this
proposal shortly after. I understand this is an ongoing matter. But
could you just speak to the potential harms of legalized election
gambling, given all the challenges we are already facing to our de-
mocracy today?

Mr. BEHNAM. Thanks, Senator. And, you know, you make the
point directly. There is a lot of issues around election integrity, and
you know, from an agency perspective and from an existing legal
perspective, there are certain parts or products that are prohibited
to be traded on CFTC-regulated exchanges.

Quickly, anything that has to deal with war, assassination, ter-
rorism, anything that is against Federal or State law, against the
public interest, or, as you point out, something like gaming. So the
Commission has long held a position that prediction markets, or
derivatives contracts on elections are illegal. We have faced a num-
ber of entities, as you suggested, that continue to want to list these
contracts.

We have stayed them in certain circumstances. We are facing
litigation in other circumstances. But more recently, just a few
weeks ago, we proposed a rule that would ban prediction markets
on election contracts.

And I think the one thing this Committee should know, and your
colleagues throughout the Senate, is as we pointed out in the dig-
ital asset space, our authority over non-traditional assets or assets
we don’t have direct oversight over in the cash or underlying mar-
ket, is limited to fraud and manipulation.

So in an instance where you had a derivative contract that was
based on an election, local, State, or Federal, if there was allega-
tions of fraud or manipulation, whether it was a news story alleg-
ing a candidate was ill, or was not running, or some news story
that wasn’t necessarily accurate, a voting machine perhaps was
broken and sort of deterred folks from voting, we then, the CFTC,
because of that allegation of fraud or manipulation, would have to
police that market. We would have to police that allegation because
that allegation, whether true or not, could have an impact on the
markets we regulate.

So to your point about election integrity, I think the last thing
we need right now is sort of commoditizing elections. But again,
more clearly, this, in my view, is clearly against existing law, and
we are taking steps to make sure they are banned.
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Senator VAN HOLLEN. Thank you. And I see we went over a little
bit here as well.

Senator KENNEDY. Mr. Chairman

Senator VAN HOLLEN. Are you next, Senator Kennedy, or Sen-
ator Boozman.

Senator KENNEDY. No. I think Senator Boozman is, but I just
want—I love you like a brother, Chris, but John and I would like
a chance to ask questions.

Senator VAN HOLLEN. Well, that is what I am getting to now.

Senator HAGERTY. No.

Senator HAGERTY. I think the question is, that the order, if there
is not another Democrat here, I think it was my staff just raised
it with me, too. We should let the other Republicans go before——

Senator VAN HOLLEN. Oh. Okay. Let me——

. Si%ator HAGERTY [continuing]. Are you going to go back and
orth?

Senator VAN HOLLEN. Let us figure this out. Well, whoever is
going to go next, is going to go next. I mean the normal pattern
is to go back—well, we want to be accommodating the members.

Senator KENNEDY. Yes.

%enator VAN HOLLEN. So who is next on your side? Senator Ken-
nedy.

Senator KENNEDY. Okay. I will try to be as quick as I can. First,
Mr. Chairman and Mr. Chairman, welcome. You know, thanks for
being here. You are both looking well.

Chairman Gensler, do you remember—do you remember, I know
you do, back in October 2020, Ant Group, a subsidiary of Alibaba,
announced an IPO, and everybody was all a titter, you know, to go
and invest in this extraordinary IPO because Alibaba is such a suc-
cessful company. And the CEO of Alibaba got crossways with Presi-
dent Xi, and unsurprisingly, President Xi won, and he cancelled the
IPO, “he” meaning President Xi, for Ant Group, subsidiary of
Alibaba.

And of course, after the announcement of the cancellation was
made, Alibaba stock dropped about 8 percent. Do you remember
that? I did some checking and 2 days before the announcement
that the IPO was cancelled, a bunch of insiders at Alibaba dumped
about $150 million worth of Alibaba stock, therefore avoiding an 8
percent loss which other investors who didn’t know about the IPO
cancellation had to swallow; insider trading; and I said, how can
this be?

Well, our law provides, I am not blaming it on you, this is Con-
gress’ fault, our law says that if you are the CEO of an American
company and you sell your stock, you have got to report it to the
SEC within 2 days of the sale, and you have got to report it elec-
tronically. You can’t use snail mail. And you post it there, in front
of God and country on your Internet, on your website.

But a foreign executive doesn’t have to do this. The foreign exec-
utive, he has weeks to inform you that he has executed an insider
trade and he can then send it to you by snail mail, and it is not
even posted on the website.

So Senator Van Hollen and I have a bill to basically say the for-
eign investors and the foreign executives have to follow the same
rules as the American executives. I mean, insider trading is insider
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trading. Will you support that? We talked to my Democratic col-
leagues?

Mr. GENSLER. I think that you are addressing something, Sen-
ator Van Hollen, and you are addressing a gap in our current re-
gime. We have about a thousand of these foreign private issuers,
and you are right that they don’t have to currently file within 2
days electronically their trades, and I think that would help close
a gap.

There is another gap that is actually a 25-year-old rule and I
have asked staff to look at called Regulation Fair Disclosure, or
FD, when it was under Chair Levitt, some years ago that he put
in place. It is a simple concept, if you share material nonpublic in-
formation to analysts, or Wall Street, or to the press, you have got
to put it out to everybody, and it has helped protect the public, fair
disclosure.

But guess what? There is an exemption there for foreign private
issuers as well. So I have asked staff to take a close look. We would
h}iwe to go through Notice and Comment rulemaking to change
that.

Senator KENNEDY. It is a good idea, a good idea. Well, we are
going to try to move our bill by usually unanimous consent. I can’t
imagine anybody who will object, but I have seen it happen before.
So any help you can give us.

I wanted to ask, last weekend, I know, I need to get a life, but
I sat down and read Judge Engelhardt’s opinion in the—I forget
the name of the case—National Association of Private Funds Man-
agers v. SEC. It is the private funds rule case, and I thought the
opinion was, regardless of what you think about the result, I
thought it was well-reasoned, well-written, far-reaching, and what
I wanted to get your thoughts—and I know the Fifth Circuit en
banc, can change it, and the Supreme Court might review it, but
I wanted to get your thoughts about the consequences of the hold-
ing in that case, holdings, on your other rulemaking procedures?

Mr. GENSLER. I am glad that you read the case, and of course
if it is in the Fifth Circuit, that is in New Orleans.

Senator KENNEDY. Yes.

Mr. GENSLER. But we are still reviewing and thinking about our
next steps. But I think that what it said, and Senator Hagerty and
I were talking about it, is this new provision 14 years ago, in Dodd-
Frank, Section 913 of that which——

Senator KENNEDY. Which is part of the Adviser’s Act?

Mr. GENSLER. Part of the Adviser’s Act, you might remember,
and it is 211(h) of the Adviser’s Act, that talks about new authori-
ties about investors, the court read that to be just about retail in-
vestors, and so we are looking at that but, you know, if you are
asking me, that means that narrows that authority. Of course, we
do everything within the law and how courts interpret it, but we
are still—we are still thinking about the next steps, but it would
narrow that authority to, I think as they read it, I am using a collo-
quial word, “retail” investors.

Senator KENNEDY. One of the things, Mr. Chairman, that got my
attention, and you can debate whether it is part of the holding or
not, but the court seemed to seize on the fact that in terms of your
fraud rule based on the SEC’s experience, out of the thousands and
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thousands of these private funds, you have only found 0.5 percent,
not 5 percent, 0.5 percent instances of fraud, but yet the require-
ment to comply with the private funds rule was going to cost the
private funds industry over $5 billion a year. Obviously, it was a
cost-benefit analysis. That made sense to me. What do you think?

Mr. GENSLER. Well, with all respect to any court and so forth, we
put certain things in a filing and so we listed, I don’t remember,
a couple dozen examples there, exemplars, we in our enforcement
and what we do in enforcement is we have cases when it comes to
our attention and we pursue that fraud and then we either settle
or we litigate, and so we were giving some of those examples.

But again, we are still looking at that case, we are looking at the
opinion, trying to determine next steps. But I think that in any
area in the law if we have examples of fraud that is to help protect
the public, and it is not whether there is tens of thousands of them
but, you know, in that case, a couple dozen real cases, real cases
that we were able to point to.

Senator KENNEDY. But the question was being raised—and I am
going to shut it down, Chris, cost-benefit, okay, and the court was
saying that there are only 0.5 percent, half of 1 percent instances
of fraud based on SEC experience. But the SEC issued a rule that
was going to cost everybody $5 billion a year, and does that make
sense? And I think he was raising that issue.

Mr. GENSLER. Well, we address ourselves to cost-benefit I think
in a very serious way as to what problem we are trying to solve.
In this case, what we were trying to solve is information for the
limited partners investing in private funds, and behind those lim-
ited partners, of course, are pension funds, endowments, your State
pension funds probably, in your State, to have quarterly reports to
them on the performance fees, and arrangements with other inves-
tors.

And this was not meant to be public information. It was just to
provide information to those. I think that would promote greater
competition and efficiency in that market but again, the court had
a different view on this important Section 913.

Senator KENNEDY. Thank you, Mr. Chairman.

Senator VAN HOLLEN. Thank you, Senator Kennedy.

Senator Durbin, and then Senator Boozman.

Senator DURBIN. Thank you, Mr. Chairman. It is good to see you
both. Most people know, but it bears repeating that the CFTC, in
particular, has a special connection to my State and the City of
Chicago. Mr. Gensler, having served in that capacity, you know
that full well, and the SEC, of course, is a highly respected institu-
tion as well; thank you for being here today. There is a difference
between the way that your two agencies are funded, is there not?

Mr. GENSLER. As I understand it, but having had Ross’ seat and
having once had that special relationship with the Senator from Il-
linois, we are fully funded or budget neutral because of fees we can
assess on transactions.

Senator DURBIN. Chairman Behnam.

Mr. BEHNAM. We do not have a user fee appropriated on an an-
nual basis by Congress.
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Senator DURBIN. And as I understand it, in the President’s re-
quest, $2.6 billion for the SEC, $399 million for the CFTC; is that
about right?

Mr. BEHNAM. Yes.

Mr. GENSLER. Yes.

Senator DURBIN. I raise that point as my initial observation be-
cause I want to join the chorus in asking about the future of crypto.
This is an amazing phenomena, 88 percent of the American people
have heard about it, one in five have invested in it, 75 percent say
they are not confident in the safety and reliability of crypto, 45 per-
cent report that their investments have performed worse than they
had expected, and most do not realize that there is no insurance
involved in this, no Federal guarantee. You are on your own when
you go into crypto, correct?

Mr. BEHNAM. Yes.

Mr. GENSLER. Yes. It is a field that is rife with abuse and fraud
and, at least in the—those tokens that are crypto securities are not
properly giving people the disclosure that you would get for any
other offering.

Senator DURBIN. You have been quoted, Mr. Gensler, saying, “It
is rife with fraud, scams, and abuse.” I think you just about re-
peated that?

Mr. GENSLER. Yes. And some of the leaders, 2 years ago, in this
whole field are either in jail, about to go to jail, or awaiting extra-
dition. I mean, tens of billions of dollars have been put at risk.

Senator DURBIN. Despite the House Bill, Chairman Behnam, we
have those who worry that CFTC is biting off a hell of a lot more
than it can chew when it says they want to play in crypto and reg-
ulate the industry, at least some aspects of it. What in the world
makes you think that you can get into this fast-moving, capacious
world and be effective as a regulator?

Mr. BEHNAM. Senator, you know, using the word “play”, I think
I would sort of disagree with that respectfully. This is our responsi-
bility, this is my responsibility as chair to make observations about
commodity markets, and to relay what I observe to all of you. And
currently, there is a gap in regulation over non-security commodity
tokens.

Our enforcement record at the CFTC, I think, demonstrates our
success and our expertise. Over the past 10 years, we have brought
135 crypto cases. We have brought in billions of dollars, and we
have successfully policed a market where we don’t have direct au-
thority or jurisdiction, which ultimately leads to all of this fraud,
and rampant abuse in markets, and ultimately, public mistrust,
lack of confidence, and loss of funds.

So, we are one of two market regulators in the U.S. financial sys-
tem. We are adequately equipped to oversee the markets that we
traditionally oversee——

Senator DURBIN. Let me stop you there.

Mr. BEHNAM. Yes.

Senator DURBIN. What makes you think you are adequately
equipped to deal with this market?

Mr. BEHNAM. Finishing that statement, we are adequately
equipped to oversee the markets we are mandated to oversee. But
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if we were to be given authority over crypto markets, I would cer-
tainly expect there to be an increase in our budget.

Senator DURBIN. Let me ask you, Chairman Gensler, having
lived the life of Chairman of the CFTC, do you think that agency
is capable of handling the responsibilities we are talking about?

Mr. GENSLER. I am going to be conditional. I think it depends on
what they are given. I think that the Congress’ wisdom was to
have an agency to oversee disclosure-based markets where issuers
are asking the public to buy and sell their securities, and are in-
vesting in those—and most of the crypto market is that—there is
15- to 20,000 of these tokens, and without prejudging any one of
them, most investors expecting to benefit from the efforts of others,
that disclosure-based regime has not been set up at the CFTC. The
CFTC, I love, it is a great agency, but it was set up to do the de-
rivatives. There is not disclosure for instance, mandated, required,
nor as Congress suggested, own corn, wheat, oil, or interest rates.

So it is this disclosure-based regime that we have at the SEC.
And T would say that largely the crypto field has been thumbing
its nose at it and been non-compliant.

Senator DURBIN. And the differences are not as significant when
it comes to the investigative resources and mission of the SEC as
opposed to the CFTC.

Mr. GENSLER. I think, having had the honor to chair both, I
mean, they are both great agencies. We have about, I don’t know,
maybe nine times the staff or so, roughly. So we have got a greater
remit. And also our standards and rules around exchanges, and
protecting the public that there is not as many conflicts, you know,
and the New York Stock Exchange can’t trade against their cus-
tomers and run a hedge fund on the side, as sometimes happens
in this crypto field, for instance.

And so the New York Stock Exchange can’t actually also run a
hedge fund on and trade against their customers, or make markets
ahead of their customers. But in the crypto field, that is what is
happening on a lot of exchanges. That they are commingling all
these functions, they are taking the customer’s assets. So they are
taking custody. They are often then using those assets and trading
against them. I mean, it, it was very public what happened in FTX.

But that is not unique. It has happened in multiple places that
there is this commingling. The intermediaries are really presenting
themselves as exchanges, but they are doing an awful lot of other
things to put their interest ahead of their customers.

Senator DURBIN. So they are telling their customers, go long.
They are telling their internal investors, go short?

Mr. GENSLER. They may be, depending upon the company, de-
pending upon the day, they may also be buying into the tokens and
then listing them. And when you list a token, you get a pop in the
value of the token. And so that is good for the intermediary in the
middle as well.

Senator DURBIN. It seems it is like a chia pet. It looks like a good
idea for a gift until you buy it.

Mr. GENSLER. It is really, it is really, this is a field that is not
serving the public well right now.

Senator DURBIN. Mr. Chairman, I yield.

Senator VAN HOLLEN. Thank you, Senator Durbin.
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Senator Boozman.

Senator BoozMAN. Well, thank you. That is hard to follow. We
appreciate you all being here very much. I would like to start with
the CAT, and my understanding is, you know, prior to the Consoli-
dated Audit Trail, and the sense bought a stock, that information
remained with her or her broker. Now, it is going to, to you, the
SEC and FINRA. That seems to be very much Big Brother. My
main concern is, I don’t think the SEC has the authority to set up
the CAT, but I am also concerned that SEC and FINRA don’t have
the ability to secure it.

When I was working with you when you are at CFTC, we had
the OPM breach. We had the SEC breach. The list goes on and on.
And again, I don’t see any special ability of yours to secure that
information, nor is the need for that information to be brought to
a central depository, unless you have got a problem. And then, you
know, you can subpoena it or do whatever you want to do

On top of that, there is no accountability, no oversight, which is
a huge problem given their pay scale and remote work schedule.
So we are going to be writing a letter about that and see if we can
dig into some of those things.

I was going to ask the question about how many people work—
how many people have access? But you mentioned 100, 200, you
don’t even know, you know, how many people have access to the
data that is coming in? So maybe you can tell us how often they
are using the CAT data and how many enforcement cases have
been used as a result of the CAT data.

Mr. GENSLER. I thank you for the question, reminding me about
when we worked together when I was in that chair.

Senator BoozMAN. Right.

Mr. GENSLER. But in 2010, when I was in that chair, there was
something called the “flash crash” and one of the things that hap-
pened as a result is that CFTC within 24 to 48 hours understood
all the movements in the futures, or at least had the data, we had
to analyze it. Good staff, it takes time. I was struck when I was
in Ross’ job—in Chair Behnam’s job at the time, the SEC did not
have that ability to have the data to assess what happened. It took
months of special calls and getting the data.

So that is what Chair Shapiro tried to address back then, and
wrote a rule, Notice-and-Comment Rulemaking long ago. I came in
in 2021 and the Consolidated Audit Trail had already been stood
up. There is a National Market System plan on that.

In terms of your specific question, it is a narrow group. And I did
say to Senator Hagerty, we can come back to the specifics. I just
didn’t want to misstate if it is 122 or 142. And there is a lot of limi-
tation on people using the data and tapping into the data, even at
the SEC, in enforcement. It is not everybody in enforcement, it is
not everybody in our trading and markets, it is very limited.

But the reason that it is important information is we have a
market system that has—and I might be off like 15 to 20 different
exchanges. I mean we all know the big ones, like New York Stock
Exchange, and NASDAQ, and Chicago Board, but there is multiple
exchanges, and trades can go across these different venues and so
it is tying it together, thus called the Consolidated Audit Trail,
something that Chair Behnam had, you know, the Chicago Mer-
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cantile Exchange and could get that data more readily, as I remem-
bered 14 years ago.

So that is where it helps us, in terms of the number of enforce-
ment matters. From time to time we do include that in a public re-
lease. I mean there are some notable ones in insider trading where
the data itself helped us understand what was happening in the
markets.

Senator BoozMAN. How many? How Many?

Mr. GENSLER. I want to be careful because I have to think about
how many have we publicly disclosed in the enforcement matter
that some of the information came from CAT, which is a smaller
number than actually has been used? So I think I am just going
to have to be careful and come back to you, but it is an important
tool that is used by our market oversight. And also if I might say,
the stock exchanges, and there is eight different stock exchange
groups that use it for their market surveillance.

Senator BoozMAN. Well, we could eliminate a lot of problems if
we knew what everybody was doing all the time, but we have pro-
tections, you know, in place or should have protections in place as
to prevent, again, this 100, 200 people having the ability to pour
through data. And then the other concern is the security, and I
think that is a huge issue, and I don’t think—I simply don’t think
you have the ability to do that.

Chair Behnam, interest rate volatility is up and U.S. firms want
to hedge their interest rate risk through derivatives clearing
houses. I know you agree that incentivizing clearing is a good thing
but U.S. customers are prohibited from clearing rates in several
foreign jurisdictions, including Japan and elsewhere. The problem
is that foreign customers aren’t prohibited so U.S. customers are at
a disadvantage. Will you commit to allowing U.S. customers the
ability to hedge their global interest rate risk to ensure a level of
playing field?

Mr. BEHNAM. Thanks, Senator. We have a very clear regulatory
structure around access to U.S. customers, this is all driven around
customer protections and bankruptcy protections, and as we at the
agency evaluate non-U.S. clearing houses who have the ability to
register with the CFTC fully, or fall under an exempt clearing
house model which was created in Dodd-Frank 14 years ago, we
have to respect those boundaries of bankruptcy protections and
customer protections, which I think you and your colleagues can
agree are the sort of pinnacle of what we do, and what we care
about.

So as it relates to U.S. customers and access to foreign markets,
certainly commit to working with other jurisdictions, other institu-
tions who want to register with us fully or fall within an exempt
classification, but I feel very strongly that whatever we do with re-
spect to non-U.S. entities who want access to U.S. markets, we
have to ensure that the same protections that apply for U.S. enti-
ties, whether it is a U.S. Clearing House, or U.S. broker in FCM,
or U.S. exchange, apply to those non-U.S. entities.

And there are certain jurisdictions that don’t necessarily have
parallel bankruptcy law, or parallel regulations that would either
allow them to register with us fully, or provide those bankruptcy
protections which are paramount to U.S. derivatives laws.



75

Senator BoozMAN. Thank you. Thank you, Mr. Chairman.

Senator VAN HOLLEN. Thank you, Senator Boozman. So for those
interested, we will do one more round, and the way we are going
to do it, is we will have Senator Hagerty, Senator Kennedy, Sen-
ator Boozman, if he wants to stay, and then I will ask my round
of questions last and close out the hearing. Senator Hagerty.

Senator HAGERTY. Thank you. I am going to come back to the ex-
change Chair Gensler that you just had with Senator Durbin. I
think it raises an interesting question. It may seem like a broken
record, but this is a serious concern of mine. You were describing
the circumstances around FTX in its ability to do many things that
they could upset most regulators, that it should, the Wild West
manner in which they are performing.

But I think there is a root issue here. In what jurisdictions did
FTX choose to domicile itself?

Mr. GENSLER. They had legal entities here in the U.S., they had
legal entities overseas, and this is I think, you have hit

Senator HAGERTY. Who were in Hong Kong and Bahamas?

Mr. GENSLER. Yes.

Senator HAGERTY. That is where their operations were located.
The presence here in the United States was minimal and I think
that was intentional.

Mr. GENSLER. But they were offering and selling securities to
Americans here in the U.S. You could access through websites. And
this is the case for a number of these other crypto exchanges as
well. They are trying to paper it and layer to make it harder for
agencies, both of our agencies to bring the—be the cop on the beat.
But American investors are accessing them here in the U.S. and
under our authority.

Senator HAGERTY. I know, that is a grave concern. I just think
that the important thing here is that FTX chose to avoid the U.S.
market because we don’t have certainty here, we don’t have regu-
latory clarity here that would allow these exchanges is to come and
operate clearly. And as I mentioned in our first discussion, it is a
matter of resource allocation in my view at the SEC and allocating
resources to put in place a clear and constructive framework for the
ecosystem to exist here, to have the resources necessary to do what
you described to Senator Durbin, I think would be very big help.

Mr. GENSLER. I appreciate what you are saying but I am—with
all respect, I am going to differ with you, they did not avoid U.S.
jurisdiction. I mean, Sam Bankman-Fried is in jail right now. So
they didn’t avoid U.S.—they might have been trying to, and

Senator HAGERTY. But they harmed the U.S.

Mr. GENSLER [continuing]. Did in other crypto exchanges, I be-
lieve, are putting at risk Americans. But it is not about just juris-
diction, it is

Senator HAGERTY. But had they been subject to a set of laws,
and enforcement provisions right here, I think we have been on top
of it much sooner.

Mr. GENSLER. They are currently subject to Congress’ laws writ-
ten over 90 years, called the Securities Laws, Commodity Exchange
Act Laws. I am not going to leave you out, Ross. They are subject
to those laws. As it relates to crypto security tokens which again,
without prejudging anyone, I think the vast majority of these are,
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they are subject to the laws right now and they are not giving the
proper disclosure to your constituents and the crypto inter-
mediaries are improperly comingling, and we are in court right
now pursuing those, and I believe Americans would be better pro-
tected.

So it is not about—there is nothing about crypto that is incon-
sistent with the security laws.

Senator HAGERTY. It is the exchanges, and exchanges can’t get
through the process here, because it has become so difficult. It has
been made so difficult for crypto exchanges to flourish here, to reg-
ister here, and to operate and I am encouraging

Mr. GENSLER. That is because—and with all respect, that is be-
cause they are choosing to try to not comply with U.S. law that so
well protects our capital markets. And I would go a little further,
we have taken up and written some rules in this area where we
think it was appropriate and talked about the application whether
it is in custody, whether it is what is called dealers, and when are
you a dealer and so forth.

And so we have, in certain circumstances, done that but in the
main, whether it is stored on an accounting Ledger called
blockchain technology, or stored on a notepad, it doesn’t matter, it
is the economics that matter, it is the investing public investing
anticipating profits based on the efforts of other

Senator HAGERTY. What actually does matter is having clarity
here in this marketplace, and that does not exist. I can tell you
from talking to many market participants we don’t have adequate
clarity, and they can’t get answers out of the SEC. So again I am
going to finish this line of questioning and move to something else,
but this is something I want to encourage you to focus on. This in-
dustry needs to have a proper ecosystem here in America so that
we are not shoving it offshore.

Mr. GENSLER. If I can say, breaking the law and not liking the
law are different than lack of clarity. And with all respect, I think
that is what we have a lot in this field,

Senator HAGERTY. And we also have a lot of uncertainty, and a
lot of—a lot of lack of clarity coming out of the SEC, in terms of
how these applications are being evaluated. There is a lot of mys-
tery around it. It need not be that way.

To come back to another point that Senator Kennedy raised re-
garding the Fifth Circuit ruling, it raises a question in my mind,
is how you balance the risk at the SEC of losing, in court, versus
the allocation of resources that it takes to undertake these
rulemakings, that I think you probably know are going to be sub-
ject to the type of scrutiny and the type of resistance, because of
the controversy they raise?

Mr. GENSLER. It is on my mind on a very real basis, sir, and has
been for my whole 3 years in the job. But I really do think it is
such a privilege to serve and the important thing we do is we look
out for 330 million Americans, and in this field, this ever growing
field $30 trillion of assets under management, more than the whole
U.S. banking system, what we believe and I still believe that to
have greater transparency so that once a quarter investors know
their fees, performance, and your arrangements with others, that




77

will help promote greater competition, and efficiency, lower the
cost

Senator HAGERTY. We are talking about very sophisticated inves-
tors, with respect to private funds rule, there are sophisticated
players in the marketplace, and plenty competition, as noted by
how many thousands of funds exist there. Last question I would
like to ask you, and this gets to a concern I think we have for many
of the agencies here in Washington. And that is the effort to get
people to come back to their office.

And in April of last year the OMB issued a directive to get 50
percent of the staff back into their offices. And I think the OMB
in the White House expects this to occur, and I am interested in
how the Commission is thinking about compliance with this rule.
Where are you, and to let you just wrap it up. Are there real estate
implications for this that we need to be considering?

Mr. GENSLER. All very good questions. When I was honored to
take over the Commission, we were in mandatory remote, and we
then—Chair Clayton had done that because of COVID. We then en-
tered into negotiations with the bargaining unit, the Union, and
went to impasse, there is a Federal Impasse Panel, and as a result
of that we have an arrangement through 2026 so it was entered
into in 2023, that staff have to come in 2 days a pay period, you
can think of it on average 1 day a week. That was a result of the
impasse and that runs through the end of 2026.

In terms of real estate, we have been shedding real estate. We
shed one of the buildings here in D.C. we had three buildings,
saves about $14 million a year. We have shed a space in New York,
I think we are going through something in Chicago right now, and
we also just announced last week that we would be closing the real
estate in our Salt Lake City Office as well.

Senator HAGERTY. Gentlemen, thank you. Thanks Mr. Chair.

Senator VAN HOLLEN. Thank you. Thank you Senator Hagerty,
Senator Kennedy.

Senator KENNEDY. That is not me, go ahead.

Senator VAN HOLLEN. No. Go ahead, I am going to wrap it up.

Senator KENNEDY. Huh?

Senator VAN HOLLEN. I am going to wrap it up at the end.

Senator KENNEDY. Are you sure?

Senator VAN HOLLEN. Yes. Thanks.

Senator KENNEDY [continuing]. To the National Association of
Private Funds managers meet the SEC the Fifth Circuit opinion.
And again and I realize it could change in an en bank hearing, and
I realize the Supreme Court could make changes. But I was read-
ing, and sir, really this weekend, and then I was reading a bunch
of the analyses on the Internet. The court gave a very narrow in-
terpretation of sections of the Investment Advisers Act, and I am
thinking about sections 2 of 64 and 211(h), I know that is kind of
inside baseball, but I know you know those.

The narrow interpretation of those sections your proposed Pre-
dictive Data Analytics Rule, what effect, if any, do you think the
Fifth Circuit opinion will have on that rule.

Mr. GENSLER. Again I think you would appreciate if I would say
that our staff is still reviewing the Fifth Circuit and we will give
advice to the five-member Commission under General Counsel
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Barbero’s leadership. I also want to note for you, you may not be
aware, we have got a robust comment file on the Predictive Data
Analytics Rule. A lot of people for, a lot of people against, and it
is raising different issues about the scope of that rule.

And I had already asked staff to consider whether we should ei-
ther reopen or re-propose that rule given the breadth, and we even
did, and I say this Chair Behnam might not be aware, we did that
on a Safeguarding Rule as well and we had been talking a lot. I
have asked staff should we reopen or re-propose that Safeguarding
Rule as well.

So while we are considering that on the predictive data analytics
we will also get the best advice from our General Counsel around
the Fifth Circuit opinion.

Senator KENNEDY. Do you ever issue a rule where everyone says
this is just splendid, and we are all happy?

Mr. GENSLER. You know, we——

Senator KENNEDY. Do you generally get a comment about that?

Mr. GENSLER. I would say to get my vote. I am only one of five.

Senator KENNEDY. I understand.

Mr. GENSLER. I really strongly believe in our constitutional sys-
tem do it by the law, and how the courts interpret the law, and
we present ourselves to the American public and that is important
to the trust in the system, but if the courts see it otherwise, we
adjust.

Senator KENNEDY. Sure. What about the impact of the Fifth Cir-
cuit ruling on your outsourcing rules?

Mr. GENSLER. Again, I am going to defer to getting the best ad-
vice from our office of General Counsel, our Division of Investment
Management, sorting through that, and in any, not just this Fifth
Circuit, any ruling by a court sometimes not even related to the
SEC we take a look at it, does it have an effect on something that
we have already put out there, and do we adjust.

Senator KENNEDY. Yes.

Mr. GENSLER. And I just think that is part of our great democ-
racy.

Senator KENNEDY. So you just can’t say yet; would that be fair?

Mr. GENSLER. That would be correct, on the Outsourcing Rule.

Senator KENNEDY. Okay. Well, the language that Fifth Circuit
use, is also present in the Exchange Act of ’34; isn’t it?

Mrl.{ GENSLER. If you are referencing Section 913 of Dodd-
Fran

Senator KENNEDY. For the language interpreted, yes, and——

Mr. GENSLER [continuing]. Put the similar language in the Ex-
change Act, both in what is called 211(h) of the Investment Advis-
ers Act, and a compendium similar language in the Exchange Act.

Senator KENNEDY. Yes, I misspoke. I should have said the lan-
guage that the court interpreted also appears in the Exchange Act.

Mr. GENSLER. One of the provisions, the 211(h).

Senator KENNEDY. Well, that language that the court interpreted
in the Fifth Circuit also appears in Sections 9(j), 14(e), and 15(c)
2(d) of the Exchange Act of ’34. So it could implicate your rule-
making authority under those provisions too, couldn’t it?

Mr. GENSLER. Again, I am going to look to General Counsel
Barbero and her team and, of course, the Divisions of Trading and
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Markets and Investment Management for good advice, and all five
of us will.

Senator KENNEDY. Okay. Does the Commission know yet what it
is going to do? Are you going to ask for an en banc hearing, or ap-
peal, or have you decided yet?

Mr. GENSLER. The commission has not yet.

Senator KENNEDY. Would you tell me if they had?

Mr. GENSLER. Yes.

Senator KENNEDY. Of course. Of course.

Senator KENNEDY. Thank you, Mr. Chairman. I enjoyed talking
to you.

Thank you, Mr. Chairman.

You are doing such an extraordinary job. I didn’t have any ques-
tions. Van Hollen told me to say that.

Mr. GENSLER. That is good. You know, when I was here 12 years
ago, Mary Shapiro got all the questions, too.

Senator VAN HOLLEN. Thank you, Senator Kennedy.

So Chairman Behnam, a couple of times it has been referenced
that the funding mechanism for the SEC is different than for the
CFTC. The SEC collects some fees from those that it oversees and
regulates, CFTC does not. I think the President’s budget includes
a provision that would include at least a component of the funding
from fees. Do you have a view on that as the Chair of the CFTC?

Mr. BEHNAM. Well, I think certainly it would provide consistency
more so than what the agency has dealt with over the past 15
years. I think, given our constituency of market users, we would
have to be—Congress would need to be careful about how they
craft the language with the user fee to ensure that we are not im-
peding or creating essentially barriers for commercial end users to
be using our markets.

As I mentioned earlier and as you noted, these markets are crit-
ical for risk management, which has a direct impact on our econ-
omy, economic growth from agriculture, energy, financial services,
and whatnot.

So I think as Congress continues to contemplate this because this
is an issue that has been going on for, I think, four decades across
both Republican and Democratic administrations, whatever is con-
sidered would need to be carefully crafted to ensure it is not having
a negative or unintended consequences.

Senator VAN HOLLEN. Thank you. I appreciate that. It is some-
thing, obviously, we are talking about but would obviously also talk
to the authorizing committees and with you before we pursued any-
thing like that.

Chair Gensler, just a couple more topics. One has to do with in-
sider trading rules. And thank you for your leadership at the SEC
with respect to the 2022 rules amending the 10b5-1 provisions of
insider trading, Safe Harbor provisions, I have worked with Sen-
ator, on a bipartisan basis here, on trying to make sure we tighten
those. You have obviously heard about Senator Kennedy’s and my
bill with respect to applying the same rules to entities conducting
business overseas.

I did see that in April, the SEC secured a jury verdict in your
first shadow trading action, shadow trading being when a corporate
insider trading shares on economically linked—on an economically



80

linked company while in possession of material non-public informa-
tion about the insider’s own company. Are there other additional
areas that we should be looking at together with respect to insider
trading abuse of the Safe Harbor Rules, other provisions that you
think that we should be taking a look at?

Mr. GENSLER. It is a very good question and because it goes to
the core of like how do you have trust in markets if there is mate-
rial information, material nonpublic information that somebody is
trading on and others who aren’t. As I mentioned earlier in the ex-
change with Senator Kennedy, I have already asked staff to con-
sider a 24-year-old decision that was made by the Commission on
Regulation Fair Disclosure that, you know, at that time that it
didn’t apply to foreign private issuers, and we would have to go
through Notice and Comment Rulemaking to change that. But I
think that that is one area that I think is ripe to be looked at.

I think also, if I might say, artificial intelligence, just if I can
say, which it is interesting, a whole hearing and it hasn’t come up,
I think yet, Chair Behnam raised it about how it is affecting the
markets. But I think in the context of the real transformative
power of Predictive Data Analytics, it is also going to raise new
challenges about how people are using information, and where is
that line as to what is material nonpublic information, if you are
using data and assessing things.

Of course, this hearing itself is probably being analyzed by pre-
dictive data analytics, and your smile right there might be ana-
lyzed as to what law you will support, but I am talking about if
it is inside information.

Senator VAN HOLLEN. Yes.

Mr. GENSLER. And I think there will be new challenges in that
field, and of course fraud is fraud regardless of whether it is a
human doing it, or it is a computer doing it.

Senator VAN HOLLEN. No, I appreciate that. In fact, hearings in
another Committee I serve on, the Banking and Housing Com-
mittee, have raised those issues, Al issues in connection with mar-
ket manipulation. I think it is a really important point you are
raising that.

Chair Behnam, do you have any comment on that, specifically?
And then I have one last question for Chair Gensler.

Mr. BEHNAM. Yes, we have—as I mentioned in my opening state-
ment, and Chair Gensler alluded to, we put out a request for com-
ment on artificial intelligence. It is not new to financial markets.
These are some of the most sophisticated companies in the world,
and they are using data and predictive analytics to get an edge.
The question is now, with our existing suite of laws and regula-
tions, is it appropriate as Al continues to evolve and become more
present in everyday life, especially in markets. And it is going to
be—it is going to bridge gaps between retail investors and institu-
tional investors, and it is going to create, I think, blurry lines about
how we are able to oversee markets.

And we, as a regulator, in addition to seeking feedback from the
market about what we need to do from a policy perspective with
the existing authorities we have, we have actually been quite suc-
cessful using data analytics, predictive analytics, and Al generally
in our enforcement and surveillance program. Some very basic
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things, but first steps and I think foundations for what will really
catapult the agency to, as best we can, keep parody with a really
fast-moving market.

Senator VAN HOLLEN. Well, no, I am pleased to hear that, and
clearly the CFTC, SEC, can make good use of Al tools to better do
your jobs as well.

So Chairman Gensler, this has not come up either other than
Senator Hagerty referenced it in passing, but I was pleased to see
you and the SEC move forward with the climate risk rules. Could
you just very briefly describe why it would be important to an in-
vestor to have these kinds of disclosures with respect to climate
risks?

Mr. GENSLER. It is important to investors because investors
think it is important to them. We are a merit-neutral regulator. We
are not a climate regulator, not an environmental regulator. But
what is interesting is, in our capital markets today, of the top thou-
sand companies by size, by market value, 90 percent of them right
now already make some form of disclosure around climate risks. 60
percent disclose their greenhouse gas emissions, a smaller percent
disclose what is known as Scope 3, but it is 60 percent for Scope
1 and 2, investors find it is material—investors are finding that
they are using that information to think about their purchases and
sales of securities.

So that is where we have a role to play as a non-environmental
regulator, non-climate regulator. But that is our role in what we
put out as a final rule earlier this year. It, too, is being challenged
in court on authority. I look at it, and I think it is fully within the
law and how courts have interpreted the law, because it is con-
sistent with nine decades of disclosure regime around material in-
formation, what a reasonable investor is finding significant in their
investment decisions.

Senator VAN HOLLEN. That is pretty straightforward, that is the
intent, and I applaud you and your fellow Commissioners on the
process you went through in crafting this provision.

So let me thank both of you for being here today. Thank you for
your service. Thank you for your testimony.

ADDITIONAL COMMITTEE QUESTIONS

[The following questions were not asked at the hearing, but were
submitted to the agencies for response subsequent to the hearing:]

QUESTIONS SUBMITTED TO HONORABLE GARY GENSLER, CHAIR, U.S. SECURITIES AND
EXCHANGE COMMISSION

QUESTIONS SUBMITTED BY SENATOR JOE MANCHIN, III

Question 1. Mr. Chairman, as you know, I have raised serious concerns about the
SEC’s Climate Disclosure Rule since it was first proposed. I was glad to see that
the final Rule avoided the inclusion of Scope 3 requirements, which could have re-
quired small and even private companies far down the supply chain to face burden-
some compliance costs. Still, the rule deliberately targets the fossil fuel sector.
American energy production is keeping gas prices down and helping our European
allies weaken their dependence on Vladimir Putin, something we should be cham-
pioning. Instead, this rule threatens American economic and energy security and
goes far beyond the SEC’s traditional mandates. How is the SEC ensuring that the
fossil fuel industry is not deliberately targeted by this Rule?
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Answer. The climate-related risk disclosure rules would provide investors with
more consistent, comparable, and reliable information about registrants’ material
climate-related risks to better inform investors as they make investment and voting
decisions. As discussed in final rule adoption, it applies to certain publicly reporting
companies and does not target any particular industry. Disclosure regarding risks
that a registrant has determined will likely materially impact its business, results
of operations, or financial condition—whether climate- related or otherwise—falls
vAvithin the authority conferred by Congress in the Securities Act and the Exchange

ct.

On April 4, 2024, the Commission issued an order staying the climate-related risk
disclosure rules. This delayed the effective date of those rules pending the comple-
tion of judicial review of consolidated Eighth Circuit petitions for review. See Order
Issuing Stay, Release No. 34-11280 (Apr. 4, 2024) [89 FR 25804 (Apr. 12, 2024)].

Question 2. Chair Gensler, I continue to remain concerned about ESG rules from
the European Union that could harm American businesses. The Corporate Sustain-
ability Reporting Directive (CSRD), which was adopted in 2022 and entered into
force in 2023, requires more in-depth carbon emission reporting from companies op-
erating in the EU.

When reporting, companies will be subject to the “double materiality” standard,
meaning they must disclose the material ESG risks facing their business as well as
the material ESG risks posed to society and the environment as a result of their
actions. Further, companies that are beholden to CSRD will be required to disclose
plans to ensure they are helping limit global warming to 1.5 degrees Celsius. Begin-
ning this year, multi-national enterprises—including those headquartered in the
United States—are beholden to those rules, and in 2025, they will be required to
publish reports detailing their compliance.

a. Will you commit to working with the Biden Administration, as well as your EU
counterparts, to ensure that publicly-listed U.S. companies are not subject to overly
burdensome and duplicative reporting standards?

b. Does the SEC expect that its new Climate Disclosure Rule will satisfy some of
the CSRD requirements for U.S. businesses?

Answer. Given the globalization of markets, engagement with foreign counterparts
is important to the SEC’s ability to carry out our three-part mission to protect inves-
tors; maintain fair, orderly, and efficient markets; and facilitate capital formation.
We regularly engage with foreign counterparts across the globe, including European
counterparts, both in multilateral and bilateral forums, on a wide range of capital
markets issues, including reporting standards. Our goals for international engage-
ment with foreign counterparts on policy matters include advancing the SEC’s mis-
sion through promoting the adoption of high-quality regulatory standards world-
wide, identifying regulatory risks and other issues of common concern, under-
standing how foreign legal and policy developments may impact the U.S. securities
markets and market participants, and identifying potential legal conflicts between
the Federal securities laws and foreign regimes.

In the adopting release for the climate-related risk disclosures rules, the Commis-
sion stated that, among other factors, modeling the climate-related disclosure re-
quirements on the Taskforce on Climate-Related Financial Disclosures framework
could help to mitigate the compliance burden of the final rules, particularly for reg-
istrants that are already providing climate-related disclosures based on such frame-
work or soon will be doing so pursuant to other laws and regulations. With respect
to the EU’s Corporate Sustainability Reporting Directive, the Commission explained
that, because reporting requirements for non-EU companies operating in the EU are
still being developed, the Commission cannot assess the extent to which disclosures
under those requirements would overlap with the SEC’s rules.

Please note that on April 4, 2024, the Commission issued an order staying the
climate-related risk disclosure rules. This delayed the effective date of those rules
pending the completion of judicial review of consolidated Eighth Circuit petitions for
review. See Order Issuing Stay, Release No. 34-11280 (Apr. 4, 2024) [89 FR 25804
(Apr. 12, 2024)].

QUESTIONS SUBMITTED BY SENATOR JOHN BOOZMAN

Question 1. I am particularly concerned about the implications of the proposed
Reg ATS. Specifically, the incredibly expansive definition of ‘exchange’ would cap-
ture ordinary course investment management functions that bear no resemblance to
the exchange-like activity contemplated by the Exchange Act that you claim author-
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izes this rulemaking. The activities that the proposed rule would effectively prohibit
through exorbitant and ill-suited compliance requirements and would ultimately
cast the burden of increased compliance on clients of investment advisors, every day
American citizens, and result in little to no benefits to such investors.

4 a. Arg‘e the Commission and staff working to address these concerns raised by in-
ustry¢

b. Would your staff and division staff be willing to come in and brief my teams
on the proposal?

Answer. Engagement with interested parties is a critical component of our rule-
making process, and we take the feedback we receive on our proposed rules seri-
ously. Staff and I have had robust engagement with a broad range of stakeholders
representing diverse viewpoints on the Commission’s proposed rulemakings. I be-
lieve these conversations improve staff recommendations as well as the decisions
and reasoning of the Commission.

The Commission has received comments from and engaged with industry partici-
pants who have expressed some of the concerns you highlight. Staff will carefully
consider all comments received as it evaluates potential recommendations for the
Commission’s consideration. Our subject matter experts would be happy to provide
a briefing for you and your staff and answer your questions.

Question 2. Chair Gensler, when we had you here last, we called attention to con-
cerns related to your rapid-paced regulatory agenda and the harm done to industry
and the American public in having 60+ proposals with short comment periods. With
the stay of the climate rule, and last week’s decision by the Fifth circuit on the pri-
vate fund adviser rule, actions for both tied directly to the SEC’s exceeding its statu-
tory authority, how are you re-thinking your remaining regulatory agenda?

Answer. Technology, markets, and business models constantly change. Thus, the
nature of the SEC’s work must evolve as the markets we oversee evolve. The agenda
of SEC rulemakings reflects a long tradition of updating our rules to meet new chal-
lenges. Further, the agenda includes rulemaking items that we have been directed
by Congress to implement. Our ability to fulfill our mission depends on having an
up-to-date rulebook—consistent with our mandate from Congress, guided by eco-
nomic analysis, and shaped by public input. We act within the law and how the
courts interpret our laws. As the courts address issues, we take that into consider-
ation as well.” The most recently published agenda of SEC rulemakings is available
at https://tinyurl.com/Spring-2024-Agenda.

Question 3. 1 know you've heard a lot of concerns about the potential impact of
applying the SEC’s Rule 15¢2-11 to fixed income markets. We appreciate the no-
action letter you issued in November of 2022, because it struck a good balance be-
tween providing investors additional protections, without imposing impractical re-
quirements that could damage the market for certain types of bonds. As you know,
though, that relief expires in January. Will you consider extending or even making
that no-action relief permanent—as you did for 144A bonds—to facilitate the
healthy functioning of the credit markets?

Answer. The Commission continually monitors the operations of securities mar-
kets, including fixed- income markets. The fair, orderly, and efficient functioning of
the U.S. credit markets are part of our three-part mission.

Question 4. The Basel 3 endgame proposal will increase capital for banks offering
clearing services by over 80%. At the same time, the number of banks offering these
services has decreased by half in the last 20 years, creating constraints on capacity
for clearing in the market. But I note that the industry is also preparing for the
SEC’s clearing mandate for Treasuries beginning in 2025. It would seem that the
Basel proposal’s treatment of clearing will be at cross purposes with the goals of
both your agencies to move more of the markets into central clearing. Can you com-
ment on this?

Answer. Given the magnitude, leverage, and importance of the Treasury markets,
as policymakers, we cannot ignore the repeated tremors in these markets. There
have been significant changes in the technology and business models of these mar-
kets. Thus, the SEC has been coordinating on reforms with our partners at the U.S.
Treasury, Federal Reserve, Federal Reserve Bank of New York, and Commodity Fu-
tures Trading Commission. The goal of these reforms is to promote the efficiency
and the resiliency of these markets. The rules promote efficiency through access,
transparency, competition, and facilitating all-to-all trading. Doing so lowers costs
on behalf of U.S. taxpayers. The reforms promote resiliency by bringing more trans-
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actions into central clearing. We continue to believe that central clearing brings ben-
efits to the market, as discussed, for example, in the Commission’s recent Treasury
clearing rule.

Question 5. Data protection issues have been a concern for many years. I com-
mend the CFTC for setting up the Division of Data to prioritize these issues. How-
ever, I am concerned with the MOU between the CFTC and SEC as it relates to
Form PF. I'm hearing a lot of uncertainty here. Uncertainty about a safe means for
transferring this sensitive data. Uncertainty about the costs and benefits. It seems
pretty certain to me that we need to slow down here.

a. How can we trust that you all have the best means to transfer sensitive propri-
etary data between agencies?

b. But no means has been proven yet, correct? I think you need to pause until
you're able to do that—uwill you?

c. Are you at all concerned that the two Commissions are creating material enter-
prise risk for market participants without having demonstrated an actual need for
the collection of all of this new data?

d. Isn’t it likely that the costs will significantly outweigh the benefits?

Answer. The SEC shares data with other member agencies of the Financial Sta-
bility Oversight Council, including the CFTC, where appropriate and only after ob-
taining assurances that any data provided will be sufficiently protected. Under the
SEC-CFTC Memorandum of Understanding (MOU) re the use of Form PF Data, the
CFTC must establish policies and procedures to limit access to Form PF data and
ensure such data is stored, accessed, and handled securely. In addition, any CFTC
system used to store, process, or transmit Form PF data must have a FIPS 199 Se-
curity Categorization of either Moderate or High and a valid authorization to oper-
ate in accordance with the Federal Information Security Modernization Act of 2014.
The CFTC also must notify the SEC if the CFTC’s systems lapse in accreditation
or if there is unauthorized access, use, and/or disclosure related to Form PF data
as required by the MOU.

QUESTIONS SUBMITTED BY SENATOR BILL HAGERTY

Question 1. When Congress appropriates funding to the SEC, it also authorizes
the agency to collect an equal and offsetting amount of fees. Since 2012, Congress
has appropriated $20.3 billion to your agency. During this period, the SEC has only
managed to collect $19.7 billion in transaction fees, resulting in a significant $553
million deficit.

a. In the SEC’s FY25 budget justification to Congress, the SEC claims to be a
deficit- neutral agency. Given that the SEC is operating at a deficit, is it accurate
to state that the SEC is contributing to the growing Federal deficit? Why or why not?

b. Is there any reason why the SEC should not be held accountable for the $553
million deficit it created? What would be the agency’s plan if Congress were to re-
quire the SEC to pay the deficit?

c. Are there any current unobligated balances at the SEC that Congress could re-
scind to offset this growing deficit?

Answer. Setting a new fee rate each year based on full-year Congressional appro-
priations involves projecting future dollar volume of securities transactions, which
is an intrinsically complicated and uncertain exercise. As required by the law, we
also consult with the Congressional Budget Office (CBO) and Office of Management
and Budget (OMB) on the methodology used to determine the adjusted fee rates.
This challenge is further exacerbated by the historical timing of the annual appro-
priation, since the law does not permit the SEC to set a new fee rate until we re-
ceive a full-year appropriation. Furthermore, the statute gives the SEC minimal op-
portunities to adjust the rate during the year.

We are happy to discuss possible statutory changes that would allow us to reset
the rate at a different schedule, or with a bit more frequency to better reflect mar-
ket changes that may affect overall collections.

Question 2. During the hearing, you and I discussed the creation of the Consoli-
dated Audit Trail (CAT) data base to collect data on billions of daily equity and op-
tions trades and investors’ personally identifiable information (PII). As I mentioned,
I'm of the belief that the SEC should protect investors, not compile and put at risk
their personal information. Unfortunately, the government has a track record of
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mishandling Americans’ sensitive information. Take, for example, the IRS. By law,
the IRS is required to protect the confidentiality of tax return information and can
charge individuals with a crime. This did not stop the ProPublica leaker, who stole
and disclosed thousands of tax returns. I'm concerned that the CAT database may
be a cyber security catastrophe waiting to happen, and it undoubtedly has the po-
tential for widespread abuse.

a. How many SEC employees have access to CAT? What requirements or criteria
are required before an SEC employee is granted access to the information collected
in the CAT?

b. Given the recent mishandling of sensitive information, what action is taking
place at the SEC to ensure similar leaks don’t happen at your agency?

c. If Congress were to impose stricter punishments to deter unauthorized disclo-
sures by Federal employees and contractors, what recommendations might you pro-
vide?

d. Please provide, in detail, the current protections that have been put in place by
your agency to protect investors’ information in the CAT.

Answer. Access to CAT data for regulators is limited by the CAT National Market
System (NMS) Plan. The Plan requires a comprehensive information security pro-
gram that is regularly evaluated to ensure it remains “consistent with the highest
industry standards for the protection of data.” See 81 Fed. Reg. 84722, 84753. The
Self-Regulatory Organizations and the Commission may access CAT data “solely for
the purpose of performing their respective regulatory and oversight responsibilities.”
Id. at 84724, 84758. While broker- dealers submit personal information to CAT,
such information is limited to the name, address, and birth year of investors. See
85 Fed. Reg. 16152, 16156 (2020). This limited set of personal information is stored
separately from all other CAT data, and access to it is restricted to a limited set
of authorized individuals on a need-to-know basis. See 81 Fed. Reg. 84724-25,
84767-68.

The SEC maintains a variety of technological controls to block unauthorized users
from gaining access to CAT data within the secure analytics environment where it
is kept. In addition, access is only provided to an employee after management ap-
proval is received and training is completed. Staff who are approved for access to
CAT data have a mandatory requirement to annually complete training in the safe-
guarding of PII and information technology security practices in general. CAT also
maintains a full record of PII access that is subject to daily inspection. CAT NMS
Plan, App. D-14. SEC policy stipulates that unauthorized disclosure of Non-Public
Information by employees or contractor personnel may result in administrative,
civil, or criminal action as appropriate, including termination of employment. Fi-
nally, the SEC has been developing “zero trust” controls over CAT data in line with
government-wide requirements.

Question 3. The SEC is currently considering multiple key market structure pro-
posals, including rules concerning tick sizes, volume-based pricing, and daily op-
tions. While the matters governed by these proposals are closely interconnected, the
SEC has neither researched nor tested how the effects of these proposals may inter-
act or overlap when the proposals are implemented at the same time. Pilot pro-
grams would help assess the effects of complex, overlapping market structure re-
form. Why has the Commission not implemented pilot programs to test the impact
of market structure proposals in a real-world, albeit controlled, environment to de-
termine whether a particular market structure reform will bring about its intended
effect?

Answer. Engagement with interested parties is a critical component of our rule-
making process, and we take the feedback we receive on our proposed rules seri-
ously. Staff and I have had robust engagement with a broad range of stakeholders
representing diverse viewpoints on the Commission’s proposed rulemakings. I be-
lieve these conversations improve staff recommendations as well as the decisions
and reasoning of the Commission.

As we implement the Federal securities laws, we continue to welcome feedback
and comments from the public. This helps to ensure that we fulfill our obligations
under the Administrative Procedure Act and other applicable requirements. Fur-
ther, it helps to ensure that our final rules reflect appropriate consideration of pub-
lic input.
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QUESTIONS SUBMITTED BY SENATOR MARCO RUBIO

Question 1. Chairman Gensler, in February I wrote to you requesting to Securities
and Exchange Commission (SEC) to carefully investigate the initial public offering
(IPO) filing of SHEIN by requiring stringent disclosures about its operations and
risks in the People’s Republic of China (PRC). In that letter I expressed serious con-
cern about the potential risks U.S. investors would be unwittingly exposed to if the
company successfully filed for an IPO on a U.S. stock exchange. I cited evidence of
the Chinese Communist Party’s control over SHEIN’s financial data and operations,
as well as several credible accounts of serious labor violations by SHEIN and con-
nections to forced labor in the Xinjiang Uyghur Autonomous Region (XUAR). I also
described how SHEIN’s business model has built its success on circumvention of
U.S. customs enforcement and duties collection through exploitation of the “de mini-
mis” loophole, and that there is bipartisan momentum behind fixing this loophole.
It appears the SEC carefully weighed my concerns. Your agency has not approved
a SHEIN IPO on U.S. stock exchanges, and SHEIN has apparently given up on
launching one. The company recently announced that it would change strategy and
seek an IPO on the London Stock Exchange. The U.S. and United Kingdom have
long shared a special relationship, and I fear that UK investors will face the same
risks that threatened American investors when SHEIN sought to list on our stock
exchanges. Earlier this week, I wrote to HM Treasury Chancellor Jeremy Hunt out
of a duty of friendship to repeat the same warnings I shared with you earlier this
year, and urge caution before the United Kingdom allows SHEIN to list in London.

a. Mr. Gensler, did you share my concerns over the fundamental risks SHEIN
posed to American investors when it sought to list on U.S. exchanges?

b. Though the SEC has not formally approved SHEIN’s IPO in the United States,
your agency also has not publicly rejected the IPO. Are you able to confirm that the
SEC will not approve SHEIN’s IPO in the US unless the company complies with ex-
traordinary disclosure requirements regarding its structure, interactions with the
CCP, and the risks of doing business in the PRC?

c. Do you believe that UK investors would face the same fundamental risks as
American investors if SHEIN succeeds in listing on the London Stock Exchange?

d. If you were advising Chancellor Hunt as he weighs whether to allow SHEIN
to list in London, what information would you share?

e. The United Kingdom has made tremendous progress in recent years in advanc-
ing legislation that counters the existential threat posed by autocratic regimes that
seek to undermine the West’s democratic values and fair system of trade. The UK’s
Financial Conduct Authority retains the ability to block listings on UK securities ex-
changes that pose a significant threat to the UK’s national security. The SEC cur-
rently lacks this authority. Are you concerned that the SEC lacks necessary tools to
protect American investors from unwittingly financing adversarial entities that pose
a magjor risk to the safety and security of our people; for example, a company devoted
to expanding communist China’s military technology?

Answer. 1 share your concerns that U.S. investors should have access to full, fair,
and truthful disclosure about investment risks, including the risks related to invest-
ments in China-based issuers. I have spoken publicly about those risks and the
SEC’s Division of Corporation Finance staff has issued statements concerning the
disclosure obligations of China-based companies. We regularly engage with our UK
counterparts, as well as other foreign counterparts, on a wide range of capital mar-
kets issues and share information and concerns as appropriate.

Question 2. Chairman Gensler, as you know, the Fifth Circuit Court of Appeals
vacated the SEC’s rule “Share Repurchase Disclosure Modernization,” which the
SEC adopted in May of 2023. The SEC rule expanded the disclosures that publicly-
traded companies must provide when they repurchase their own stock, including by
requiring daily disclosures of share repurchases as well as the objective and ration-
ale for this activity. As you know, share repurchases have risen significantly in re-
cent years, eclipsing total capital raised by public companies and coinciding with a
period of relative decline in corporate investment in tangible assets. This rise has
arguable reversed longstanding roles in the interactions between companies and se-
curities markets, with greater focus on increasing valuations than stimulating cap-
ital investment. I was pleased the SEC sought to increase transparency the role
that rising share repurchases have played in reducing capital investment. The Fifth
Circuit’s ruling to vacate the SEC rule concluded that the SEC failed to conduct an
adequate quantitative analysis of the rule’s economic impact. This was a simple cler-
ical error. Considering that the fundamental trends in corporate investment have
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not shifted since the SEC first proposed to improve share repurchasing disclosures,
does the SEC plan to re-propose this rule, along with a more thorough and complete
economic impact analysis?

Answer. As you note, the U.S. Court of Appeals for the Fifth Circuit vacated the
Share Repurchase Disclosure Modernization Rule (“Repurchase Rule”) on December
19, 2023. While there are issuer share repurchase disclosure requirements that pre-
date the Repurchase Rule and continue to apply, I appreciate your point about the
additional transparency that the Repurchase Rule would have provided. We will
take this, as well as views others have provided, into consideration as we con-
template the agenda of SEC rulemakings.

Question 3. Chairman Gensler, investments in assets and companies under the
thump of the Chinese Communist Party (CCP) carry significant risks for U.S. inves-
tors due to communist China’s unpredictable and capricious regulatory environment,
rampant government intervention, intellectual property theft, and restrictions on
the sharing of basic financial data. Geopolitical tensions further exacerbate the haz-
ards associated with doing business in the People’s Republic of China (PRC). Ever
since Congress took actions to create some level of regulatory parity with respect
to investments in publicly traded PRC-based issuers, the CCP has moved to restrict
Western access to financial data. The China Securities Regulatory Commission has
since barred companies from making prospectus statements that “misrepresent or
disparage laws and policies, [the] business environment and judicial situation” in
the PRC. Now, CCP authorities are shutting off live trading data and directing in-
stitutional investors to not sell stocks to stabilize the country’s embattled stock mar-
ket. While you have previously directed SEC staff to conduct ‘targeted’ reviews of
issuers associated with PRC-based operations to, ostensibly, increase transparency,
these efforts have done little to hold the PRC and its companies accountable for fla-
grantly violating U.S. laws and deliberately misleading American investors.

a. Can you provide any updates regarding the SEC’s efforts to increase disclosures
with respect to variable interest entities (VIEs)?

b. Is the SEC doing anything to require PRC-based issuers and PRC-based VIEs
from disclosing if future activities by the PRC government could significantly impact
the company’s financial performance and enforce contractual agreements?

c. Will the Commission consider additional disclosures for PRC-based issuers re-
quiring them to disclose their dealings with PRC regulators or the CCP?

d. Considering that U.S. companies operating in the PRC face an opaque and hos-
tile regulatory environment designed to force the transfer of intellectual property or
erode their ability to compete with PRC companies, do you think that investors in
U.S. companies ought to be made aware of any agreement with a PRC government
official or regulatory body?

Answer. 1 share your concerns that U.S. investors should have access to full, fair,
and truthful disclosure about investment risks, including the risks related to invest-
ments in China-based issuers. I have spoken publicly about those risks and the
SEC’s Division of Corporation Finance staff has issued statements concerning the
disclosure obligations of China-based companies, including obligations that may trig-
ger additional disclosures about VIE structures and material impacts that interven-
tion or control by the PRC in the operations of China-based issuers has had or may
have on their business or the value of their securities. As part of its filing review
process, staff has issued comments to China-based issuers, including when their dis-
closure does not adequately address China-specific risks, such as risks related to
intervention or control by the PRC government. SEC staff will continue to monitor
disclosure by China-based companies for compliance with the Federal securities
laws. In addition, issuers have obligations under existing rules to disclose material
agreements and material effects of governmental approvals and regulation. Staff
have and will continue to comment on disclosures to ensure these disclosure obliga-
tions are met.

Question 4. Following the Russian Federation’s invasion of Ukraine, the SEC sent
a sample letter to companies regarding their Russia-related disclosures and related
supply chain issues. The letter recommended that affected companies provide de-
tailed disclosures regarding to their direct or indirect exposure to Russia, Belarus,
or Ukraine and the impact of both the sanctions and the war on their assets and
operations.

a. As geopolitical tensions between the U.S. and the PRC rise over General Sec-
retary Xi Jinping’s support for Russia, export controls, sanctions, restrictions on out-
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bound investment, and the possibility of an invasion of Taiwan, will the SEC pre-
emptively require any issuer with a presence in the PRC to meet similar reporting
requirement?

b. Will the SEC produce and make publicly available a report on the potential eco-
nomic impact of a sudden loss of market access and the various types of geopolitical,
regulatory, and informational risks assumed by investors who hold assets either
within the PRC or in PRC-based issuers and VIEs?

Answer. Under the Federal securities laws, companies may have disclosure obliga-
tions related to the direct or indirect impact that events in their geographic areas
of operations have had or may have on their business. Many of the items discussed
in the sample letter to companies regarding disclosures pertaining to Russia’s inva-
sion of Ukraine may be applicable to other geopolitical situations.

CONCLUSION OF HEARINGS

Senator VAN HOLLEN. The hearing record will remain open until
Thursday, June 20, to allow senators to submit additional ques-
tions for the record.

And the hearing is now adjourned.

[Whereupon, at 11:31 a.m., Thursday, June 13, the subcommittee
was recessed, to reconvene subject to the call of the Chair.]
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