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FINANCIAL SERVICES AND GENERAL 
GOVERNMENT APPROPRIATIONS FOR 2017 

THURSDAY, FEBRUARY 11, 2016. 

INTERNAL REVENUE SERVICE 

WITNESS
HON. JOHN KOSKINEN, COMMISSIONER, INTERNAL REVENUE 

SERVICE

Mr. CRENSHAW. Well, good morning, everyone. The hearing will 
come to order. 

This is the subcommittee’s first hearing of the year. So welcome 
to all our returning members. Glad to have you back. And always 
appreciate your attention to these important issues that we face 
here in the subcommittee. 

Today we are going to hear from the Internal Revenue Service 
Commissioner, John Koskinen. 

Welcome, Commissioner. We appreciate you taking the time to be 
with us today, and especially since the budget was released so re-
cently. Thank you for being here. 

As a matter of housekeeping, we are going to follow the 5-minute 
rule that we did last year. Members are going to be recognized in 
order of seniority, those that were here when the meeting started, 
and the latecomers will be recognized in order of their arrival, and 
we will go back and forth from side to side. And if everyone will 
try to keep their questions and comments to 5 minutes, then every-
body will have a chance to be heard. 

Now, over the past 5 years, the IRS budget request, in my view, 
has been a little bit unrealistic, a little bit excessive, because it has 
averaged $1.6 billion, or 14 percent, above the last year’s enacted 
level. And the IRS hasn’t received either a dollar or a percentage 
increase of that magnitude over the past 20 years, so history would 
not seem to be in your favor. 

Now, this year’s request is not quite as excessive. For 2017, the 
IRS is requesting $12.3 billion. That is $1 billion, or a 9.3 percent 
increase, over last year. However, less than 20 percent of the budg-
et increase is for taxpayer services, strengthening cybersecurity, 
and eliminating identity theft. This committee believes that these 
three activities should be a top priority of the IRS and they should 
be funded accordingly. 

In addition, the budget before us today removes some of the good 
government provisions that cure what we believe ails the IRS, such 
as reviewing the appropriateness of the videos that are made, com-
plying with the Federal Records Act, guarding against excessive 
conference spending, upholding the confidentiality of taxpayer in-
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formation, and prohibiting the targeting of taxpayers based on 
their ideological beliefs. 

Now, Commissioner, last year, we asked you to show Congress 
and all Americans that it is no longer going to be business as usual 
at the IRS. So sometimes it is hard for us to take seriously this 
budget request when the IRS again asks for an unrealistically high 
amount that doesn’t make customer service a priority and fails to 
adopt some of the good government reforms that we added on this 
committee last year. 

Moreover, the IRS has fallen short of its mission to provide top- 
quality tax services and fairness to all. For far too long, too many 
calls into the IRS are either abandoned, they are dropped, or they 
are met with a busy signal. Inexcusably, the last tax season, only 
37 percent of all the calls were answered by IRS. Telephone wait 
times just about tripled since 2010, and the inventory of tax-related 
identity theft cases rose nearly 150 percent since 2014. 

So for the past 2 years, I have asked this agency to make cus-
tomer service a priority. And each year we learn that customer 
service diminishes. Now, you may argue it is because the IRS budg-
et has been cut, and I might argue that it is because the IRS choos-
es to spend its funds on other areas, like the Affordable Care Act, 
bonuses, and conferences. But nevertheless, Congress included 
$290 million in the omnibus for the IRS to answer the phone, to 
improve fraud detection, and cybersecurity, and we expect to see 
results.

Recent cyber attacks on the Federal Government and private 
businesses have all of us worried about identity theft, especially 
when it comes to filing taxes. Later today the Oversight and Gov-
ernment Reform Committee is going to hold a hearing with your 
chief technology officer on last week’s IRS hardware failure and the 
destruction of an IRS hard drive despite a court preservation order 
to preserve its contents. 

Now, I look forward to hearing from you today on how the agency 
is providing taxpayers with both privacy and assistance. 

Along the lines of fairness, public confidence in the IRS was 
deeply betrayed when it came to light that the IRS was using inap-
propriate criteria for selecting tax-exempt applications for extra 
scrutiny. And so the omnibus took a major step toward restoring 
public confidence in the IRS by including a new provision that pro-
hibits the IRS from using its funds to revise regulations for the 
501(c)(4) organizations. 

This committee would also caution the IRS against wading into 
further controversy, such as when you proposed draft regulations 
that would put charities or 501(c)(3) organizations in the position 
of collecting and reporting Social Security numbers of their donors 
to the IRS. Members of this committee, other members, including 
myself, questioned the need for this, and we are glad to see the IRS 
formally withdraw the proposed rule. We don’t want to see the IRS 
take any steps backwards. 

Now, with the budget release this past Tuesday, I look forward 
to hearing from you how the 2017 plan is going to modernize and 
transform your organization into one that is more customer service 
oriented, which stresses integrity and fairness to all. From what I 
have been able to observe, past funding cuts have clearly motivated 
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the IRS to deliver more service online and increase automation, 
and every organization ought to constantly strive for greater effi-
ciency. But these changes are meaningless without objective meas-
ures to evaluate their effectiveness. 

So I would encourage you to report back quantifiable results to 
the committee and to members to accommodate taxpayers. We 
want to make sure that you also deal with folks that maybe aren’t 
as technologically advanced as others. 

But let me close on a positive note, Commissioner. Let me thank 
you for your personal dedication to the success of the ABLE Act. 
Some of you all know that was the major reform to individuals 
with disabilities, first time in 25 years, allows individuals with dis-
abilities, autism, Down syndrome, to set up a tax-free savings ac-
count as long as they use those proceeds for qualified expenses. 
And that is going to give peace of mind to a lot of families. It is 
going to allow individuals with disabilities to achieve their full po-
tential.

And right now, 37 States have enacted some sort of ABLE Act 
legislation. I am happy to report that my home State, Florida, has 
a State mandate to have it up and running by July 1 of this year, 
and it wouldn’t have happened without your commitment and the 
commitment of the IRS to get those regulations out, make them 
understandable, simple. So we thank you for that, on behalf of mil-
lions of individuals with disabilities around the country. Thank you 
for that. 

So now, I want to turn to Mr. Serrano for any opening statement 
he might make. 

Mr. SERRANO. Thank you, Mr. Chairman. And I thank you for 
your cooperation and your support of all members of the committee. 
I am one who believes that, notwithstanding the omnibus situation 
that we always have at the end of the year, it is not this committee 
that causes that. Although, it is this committee where some mem-
bers—not on this committee—would like to put so many riders on 
the bill that make it difficult then for the bill on the floor and oth-
erwise. But maybe this year we can convince them that they want 
to go home earlier and it is better not to have riders on it. 

This is our first subcommittee hearing of the year, and I look for-
ward to working with you once again. We have a number of impor-
tant hearings planned, including with some folks who our friends 
on the Budget Committee don’t feel like meeting with. So I look 
forward to moving forward with our process. 

Today, I would like also to welcome our Commissioner back be-
fore the subcommittee. He took over the helm of the Internal Rev-
enue Service during a very difficult time in the agency’s history, 
and I believe he has done a strong job of righting the ship and 
making sure that the employees there are focused on their mission. 

That said, there is only so much the Commissioner can do with-
out sufficient resources, and that is where this subcommittee comes 
in. While we were able to increase funding for the IRS by $290 mil-
lion above the fiscal year 2015 level, compared to the deep cuts suf-
fered by the agency in previous years, this increase is insufficient. 

Last year, numerous nonpartisan reports—from the Taxpayer 
Advocate to the Treasury Inspector General for Tax Administration 
to the Center on Budget and Policy Priorities—noted the negative 
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impact that budget cuts have had on taxpayer services and dollars 
collected.

The omnibus funding increase was a downpayment on the nec-
essary investments needed for the IRS to succeed, and I believe 
that more investment is needed to help reverse these declines. 

That is why I support the fiscal year 2017 budget request pro-
posed by the President. It includes a significant increase over last 
year’s level and is spread across several initiatives, from improving 
taxpayer service to the continued implementation of the Affordable 
Care Act. 

Much of this increase is devoted to the core mission of the agen-
cy: helping ensure that Americans can file their taxes in a timely 
and accurate manner and ensuring that those who attempt to cheat 
the Federal Government are caught and punished. In my view, 
much of this increase should be acceptable to both sides of the 
aisle.

Last year, we reached consensus that the IRS needed further in-
vestment in order to collect the revenue owed to our country and 
to ensure that everyone plays by the same rules. I hope we follow 
the same bipartisanship spirit this year. 

Before I conclude, I do want to express my concern over language 
that was added to the surface transportation bill, the FAST Act, 
last year requiring the IRS to use private debt collection agencies. 
We have seen in the past that this is a waste of taxpayer money 
and that requiring private entities to take on essential government 
function leads to confusion and abuse. 

I strongly opposed these efforts in the past, and it is my expecta-
tion that no private debt collection program should take place with-
out sufficient safeguards in place. And if those safeguards cannot 
be found, then I expect the program will not move forward. 

I hope you will be able to discuss this issue and we will all be 
able to discuss this issue in more detail today. 

And I must say, Mr. Chairman, in closing that we have had this 
discussion before in this committee, both under your chairmanship, 
my chairmanship, and at other times, Mrs. Emerson, and the con-
sensus throughout the years has been that these debt collectors in 
many cases abuse and mistreat people rather than collect the debt 
they are supposed to collect. So it is something we should be very 
careful about when we deal with it. 

Commissioner, welcome back, and I look forward to your testi-
mony.

Thank you, Mr. Chairman. 
Mr. CRENSHAW. Thank you, Mr. Serrano. 
I would like to now recognize Mr. Rogers, who is chairman of the 

full committee, for any opening statement he might like to make. 
Chairman ROGERS. Mr. Chairman, thank you for recognizing me. 
Mr. Commissioner, welcome back to the committee. 
Since fiscal year 2011, this committee has pared back IRS’ astro-

nomically high budget requests on a bipartisan basis. This is large-
ly a result of this committee’s concerted effort to reduce discre-
tionary spending government-wide, justifiable concern over the im-
plementation of ObamaCare and the Foreign Account Tax Compli-
ance Act, and multiple objectionable management decisions at the 
agency; for example, targeting certain groups based on their ideo-
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logical beliefs and destroying documents. It is therefore surprising 
to see that the fiscal year 2017 budget request is $12.3 billion, a 
9.3 percent increase over the enacted level of 2016. 

There are a number of issues with this request that you have 
made of us. Three in particular stand out. 

First, the bipartisan budget agreement does not allow for a dis-
cretionary cap adjustment for the IRS. As you know, this would re-
quire a statutory change outside the jurisdiction of this committee, 
a legislative change that has been rejected by both the House and 
Senate Budget Committees for the previous 5 years. 

If the activities funded by the discretionary cap adjustment are 
important to the administration, then you ought to operate within 
the amount allowed under the Bipartisan Budget Agreement. The 
IRS needs to prioritize spending like every other Federal agency. 

Second, this Congress has repeatedly rejected additional funding 
for the implementation of ObamaCare. I am concerned, as are my 
colleagues, that the IRS, through CMS, made billions in payments 
to insurance companies without the approval of Congress. 

The courts, of course, will be the final arbiter of that issue, but 
I can say without doubt at this time that this committee has never 
appropriated a single penny to permit the administration to make 
any Section 1402 offset program payments. 

Finally, I am disappointed that the IRS requests to eliminate the 
three administrative provisions that have been enacted on a bipar-
tisan basis for several years. Since the IRS targeting and spending 
scandals, appropriation bills have included prohibitions against tar-
geting U.S. citizens for exercising their First Amendment rights, 
targeting groups for regulatory scrutiny based on their ideological 
beliefs, and making videos without advance approval. We are deal-
ing with the taxpayers’ money, and these provisions lay out what 
most people would consider commonsense policies. 

Mr. Commissioner, we are glad to have you with us today. This 
committee takes seriously our role in overseeing the budget and 
policies of the IRS, and I appreciate your continued engagement 
with us. 

This is the first hearing of this subcommittee for the year. It is 
also the first hearing of the entire committee for the year. We will 
have over 100 of these types of hearings among the 12 subcommit-
tees, trying to oversee the spending of the Federal Government and 
trying to cut waste, fraud, and abuse, as we go. 

So, Mr. Commissioner, thank you for being here. 
I yield back. 
Mr. CRENSHAW. Thank you. 
Commissioner, I would like to now recognize you. If you could 

keep your oral presentation to about 5 minutes, that will give us 
more time for questions. And your entire statement will be in-
cluded in the record. So the floor is yours. 

Mr. KOSKINEN. Thank you. I will do my best. 
Chairman Rogers, Chairman Crenshaw, Ranking Member 

Serrano, members of the subcommittee, thank you for the oppor-
tunity to discuss the IRS budget and current operations. 

I want to begin by thanking you for the $290 million in addi-
tional funding for fiscal year 2016. These funds were specifically 
designated for improving taxpayer service, strengthening cyberse-
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curity, and expanding our efforts against identity theft. It is the 
first time in 6 years the IRS has received significant additional 
funding. It is a major step in the right direction, and I can assure 
the Congress and this committee we will use these resources wisely 
and efficiently. 

But the IRS is still under significant financial constraints. Even 
with the additional $290 million, our budget for 2016 is still about 
$900 million below where it was in 2010. As a result, we have had 
no choice but to continue the exception-only hiring policy that 
began in fiscal year 2011, that leaves us unable to replace most 
employees we lose through the year through attrition. In fact, we 
expect the IRS workforce to continue to shrink by another 2,000 to 
3,000 full-time employees this year, for a total loss of more than 
17,000 employees since 2010. 

We recognize the importance of spending taxpayer dollars wisely, 
and we will continue working to find efficiencies in our operations. 
But a fact that often gets overlooked is the U.S. is much more effi-
cient in its tax collection than most other countries. The average 
OECD member country spends $8.87 to collect $1,000 of revenue, 
while the U.S. spends only $4.70, about half. And so, I believe, it 
is important to understand that we already are one of the most ef-
ficient tax administrations in the world. 

The IRS is also continuing to strengthen our operations as we 
move forward. In that regard, we have addressed a number of man-
agement problems that developed in the past, including all of the 
issues that Chairman Crenshaw mentioned. We have dealt with all 
of those. Those problems are not going to recur again. 

And in particular, in the tax-exempt area, of concern to all of us, 
we welcomed the Senate Finance Committee’s bipartisan report 
issued in August. And in addition to having accepted all of the IG’s 
recommendations made 3 years ago in its report, we accepted, and 
have virtually completed, the implementation of all of the rec-
ommendations of the Senate Finance Committee bipartisan report, 
including the recommendations in the majority report and the rec-
ommendations in the minority report. 

In developing our funding request for fiscal year 2017, we felt it 
was important to be as specific as possible in describing our prior-
ities and the cost of each one. So while the President’s 2017 budget 
for the IRS requests a total increase of about a billion dollars, we 
have broken that down into 15 separate initiatives. We believe this 
will give Congress a good sense of how we intend to spend any in-
crease in funding we might receive. 

And, I think equally important, we are prepared to be held ac-
countable for achieving the goals related to each initiative. Let me 
briefly highlight some of the major areas covered by these initia-
tives.

First, taxpayer service. The additional funding will help us im-
prove service delivered through traditional channels, and allow us 
to continue modernizing the services we offer, to help transform the 
taxpayer experience. 

Second, stolen identity refund fraud. The additional funding will 
allow us to keep investing in resources and tools to stay ahead of 
criminals who continue to become more sophisticated in stealing 
identities and filing false refunds. 
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Third, our core enforcement programs. With this additional fund-
ing, we would, for example, be able to increase audits and collec-
tions. This increase is critical because the ongoing decline in en-
forcement activities we have seen in the last several years has 
translated into, literally, billions of dollars of lost revenue for the 
government.

Fourth, the Affordable Care Act. We have no choice but to imple-
ment it. It is a statutory mandate, and we must continue to invest 
in IT infrastructure to support implementation of the ACA’s most 
tax-related provisions. I would point out that for the past 4 years, 
the IRS has received almost no funding for this implementation, 
and we have had to use over $1 billion of resources needed for 
other critical IT functions in order to meet our statutory obligations 
under the ACA. 

And fifth, electronic records management. Although we have 
been making progress in preserving and protecting emails and 
other electronic records, we need to continue making improvements 
so we can respond faster and completely to legal and congressional 
inquiries, as well as FOIA requests. 

While providing adequate funding in these and other areas is 
critical, Congress can also help us by passing legislation to improve 
tax administration. In that regard, the President’s 2017 budget re-
quest contains a number of legislative proposals I would urge Con-
gress to approve. 

They include renewing streamlined critical pay authority, allow-
ing us to expand the matching program for taxpayer identification 
numbers, granting us authority to require minimum qualifications 
for paid tax preparers, and expanding the electronic filing require-
ments for businesses. 

This concludes my statement, Mr. Chairman. I would be happy 
to answer any questions you have. 

[The information follows:] 
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Mr. CRENSHAW. Well, thank you very much. 
And let me start with a couple of questions. You know, you men-

tioned your goals. We have talked about the fact that $290 million 
of additional appropriations came to you for those three areas: cus-
tomer service, fraud detection, and better dealing with cybersecu-
rity. And you outlined how you plan to use that in the sense of hav-
ing some broad goals. 

Let’s begin by telling us specifically what do you plan to do. Be-
cause one of the things, it is great to have goals, but they need to 
be implemented. And tell us specifically how are you going to deal 
with customer service. Are people going to still wait on the tele-
phone? How are you going to deal with that? 

How are you going to implement that goal of making sure that 
you are detecting fraud, taxpayer fraud? Because right now, cus-
tomer service is at an all-time low and tax fraud is rising every 
year. Give us a couple of specific ways that you are going to try 
to implement those goals in those three areas. 

Mr. KOSKINEN. I am delighted to explain. We have given this 
Committee a detailed spending plan, but our goal is your goal, and 
that is not only to spend the money, but see the results. As I have 
said all along, you ought to be able to tell what you get for what 
you pay. 

In taxpayer service, we will spend, of the $290 million, about 
$178 million specifically to improve taxpayer service. 

Mr. CRENSHAW. How are you going to do that? 
Mr. KOSKINEN. And we are going to do that, by hiring up to 

1,000 new temporary and seasonal people. We hire several thou-
sand every year, 8,000 to 10,000, to staff the call centers, to staff 
our walk-in centers, to deal with all the correspondence. It takes 
us a little while to get them hired, but already the results are in. 
We have about 25 million returns already filed, and the level of 
taxpayer service has already gone up. 

Our goal for the filing season is to have taxpayer service move 
from the 37 percent, 40 percent area into the low 60 percent area. 
It won’t be where we think it needs to be, because the $290 million 
was out of a request, last year, for an additional $700 million in 
those three areas. 

Part of the reason we have more requests for additional funding 
for taxpayer service in the 2017 budget is that we think the level 
of service ought to be at 80 percent; 80 percent of people ought to 
get through, inside 2 to 5 minutes, to somebody they need to talk 
to.

Specifically, the thousand people, the additional adjustment of 
resources, will allow us this year, we think, to have a taxpayer 
level of service in the low 60 percent. Our goal would be to try to 
get to 70 percent. But if we have the additional funding in 2017, 
we could get to 80 percent. 

Mr. CRENSHAW. Twenty percent of that new money was going to 
go for customer service, right? 

Mr. KOSKINEN. Virtually half of it now. Of the $290 million, $178 
million.

Mr. CRENSHAW. That is good. So that is a big priority, right? 
Mr. KOSKINEN. Yes. Well over half of the money will be on tax-

payer service. 
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Mr. CRENSHAW. Tell us about—— 
Mr. KOSKINEN. Cybersecurity. 
Mr. CRENSHAW. And before that, just identity theft. 
Mr. KOSKINEN. Identity theft. As I have said in my testimony, we 

called together, almost a year ago, the CEOs of the major tax pre-
parers, the software developers, the payroll providers, as well as 
the State tax administrators. And I told them when they came to-
gether—it was the first time we had ever had that kind of a sum-
mit—that the goal was not for me to tell them what to do, or the 
IRS to tell them what to do. The goal was to create a true partner-
ship, because we cannot deal with identity theft, any one of those 
groups, by ourselves. We need to actually work in concert with the 
private sector, with the States. 

And we have had remarkable success. We have virtually the en-
tire tax ecosystem, as it were, working with us to share informa-
tion, to spot suspicious patterns of refund filing. We have also 
worked with them to establish minimum standards of authentica-
tion. When taxpayers use their services, as one of the CEOs said, 
‘‘You need—the IRS—to set a standard.’’ And I said: I am happy 
to set that standard, as long as you define it so it works for you. 

The net result of that is that we have 20 different data elements 
that we now have, that we didn’t have before. We are sharing in-
formation on a regular basis. We have been able to actually move 
forward in such a way that the private sector leaders move from 
requesting, to almost demanding, that we make the partnership 
permanent, because it has been so effective for them, for the 
States, and us. 

Mr. CRENSHAW. How much did we lose—do you know the latest 
number—in terms of tax identity theft? One time there was like $9 
billion. What is that number today? 

Mr. KOSKINEN. In 2013, the GAO number in review with us was 
about $5 billion. We think we have it down, but it is still a signifi-
cant number. We think this year—we already see—we have been 
able, thanks to having found some money ourselves, to get our fil-
ters to work better. Part of the way we caught the attack that took 
place in the last couple weeks was improved detection capacity. 

And what we would do with the $95 million we are devoting to 
cybersecurity, out of the $290 million, and we have specific addi-
tional resources we are providing that we will share with you, is 
we hope we will be able to finally begin to catch up with, if not get 
ahead of, the criminals. 

One of the ways we measure that is the percentage of suspicious 
returns and refunds we are able to stop. We already have stopped 
300,000 suspicious returns just in the front end of this filing sea-
son, many of which we would not have been able to stop before. So 
it is the IT monitoring. It is being able to segregate our systems 
to be able to determine what is going on. 

In the most recent attack, as we stopped one attack, we could 
watch it moving. As I said yesterday, one of the things people don’t 
realize is we are all in this battle, and that is why I brought the 
private sector in. We get pinged or probed a million times a day, 
a number that is hard and mind-boggling to think of. 

We are dealing with increasingly sophisticated organized crime 
syndicates around the world, attacking not only us, but attacking 
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private sector companies and banks. Banks in the financial sectors 
are part of the security summit that we have put together, and we 
are working with them regularly. 

Mr. CRENSHAW. Great. Well, thank you for that. 
Let me go now to Mr. Serrano. 
Thank you, sir. 
Mr. SERRANO. Thank you, Mr. Chairman. 
We know that we were able to agree on an increase last year for 

the IRS, and that was a good thing. I hope we can continue it. But 
there are many people who still feel that it is 19 percent below the 
fiscal year 2010 funding level. 

So my question is, what do you believe the long-term impacts of 
these cuts the IRS has experienced since 2010 will be? And how 
does your request for this year begin to repair the damage done by 
these cuts? 

Mr. KOSKINEN. We have tried to explain that, ultimately, the 
government functions on voluntary tax compliance. We collect over 
$3 trillion a year, the vast majority of it voluntarily. 

People participate voluntarily, first, because they think the sys-
tem is fair. So one of the advantages of the Foreign Account Tax 
Compliance Act isn’t just the money we will collect, it is that the 
person in Des Moines or Ashland, Kentucky, when they write their 
check, will feel rich people aren’t getting away with something, hid-
ing their money in Switzerland. That is no longer possible. 

People also do it because they know we have information. And 
while we try to work very hard with taxpayers trying to be compli-
ant, if you are trying to cut corners or cheat, they know if we have 
got the information, we are not going to be pleased with that, and 
we will track you down. 

Taxpayer service is an element of compliance. In other words, I 
have always thought enforcement and taxpayer services are two 
sides of the compliance coin. So we need to provide appropriate tax-
payer service. We need to make it as easy as possible for people 
to figure out what to do if they owe, and how to pay it. We need 
to be able to do that, for those who wish, online. Most people don’t 
want to call us. They would like to get the information and just 
file.

On the other hand, enforcement is important. It is not so much 
the $50 billion to $60 billion we collect with the enforcement fund-
ing, although that is significant money, obviously; it is that, again, 
people feel that, if I didn’t pay, somebody would come and collect. 
And therefore, if the enforcement activities begin to decline, and 
people over the water cooler at their country clubs are saying, 
‘‘Well, you know, I did this and nobody called me’’ or I got away 
with that, it is corrosive to compliance. 

Simply leading into this year, we have 5,000 fewer revenue 
agents, officers, and criminal investigators. At the end of this year, 
we will have 6,500 fewer. The fewer people we have, the fewer au-
dits we do. The audit coverage rate has gone from 1.1 percent to 
0.6 percent. 

So we estimate on the numbers—and again, we are happy to 
share those performance measures—that, it is costing the govern-
ment $4 billion to $5 billion lost every year. And I guess it is the 
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audits and the cases that we cannot pursue because we do not have 
enough people to do that. 

We lose money on the one hand, but we also undercut—at some 
point risk undercutting—the voluntary compliance system if people 
think that the enforcement mechanism in the IRS is being con-
strained, underfunded, and no longer effective. 

Mr. SERRANO. Let me ask you something. I have been here a 
bunch of years, and so have these other gentlemen, except for those 
two guys over there, the young ones. On one hand, you present a 
picture that I believe in, an agency that does its work and gets re-
spect from most of the American people. And yet you have some 
Members of Congress, a large number, who have always seen the 
IRS as a problem. If they could get rid of it, I don’t know who 
would collect the taxes, but they would be very happy. 

Briefly, because I know my time is running out, why do you 
think the difference of opinion? Obviously, it would be easy to say 
it is a political statement. But there is no real political gain in say-
ing let’s not collect taxes, although nobody wants to pay taxes. So 
why the difference? 

Mr. KOSKINEN. I think, around the world, tax collectors are not 
the world’s most popular group. Many people ask me: Why did you 
take this job? 

It is important, I think, ultimately for people to understand tax 
collection is a critical function of government. Not only do we col-
lect 93 percent of the money that funds the programs everyone else 
supports, but we deal with virtually every American. We, in the 
last year, had 150 million individuals file tax returns. 

And that is why I agree with the Chairman: taxpayer service is 
a critical issue. It is why I was as concerned, more concerned prob-
ably, than most people about the relatively abysmal level of service 
last year. Taxpayers deserve, and need to be able to get, service 
properly. When you call us, you should be able to get through, you 
should be able to get somebody knowledgeable, well-trained, able to 
answer your question. 

As Justice Holmes said a long time ago, taxes are the price we 
pay for democracy. Basically, without the funding, the government 
can’t function, whether it is defense, whether it is Social Security, 
whatever it is. 

We have an obligation. I take Chairman Rogers’ point and Chair-
man Crenshaw’s point, that we have an obligation, not only to pro-
vide effective service and appropriate service and appropriate col-
lection activities, but we have an obligation for taxpayers to feel 
they are going to get treated fairly. That it doesn’t matter who they 
voted for, what party they belong to, what organization they sup-
port.

And as I have said, people need to understand—because even 
with the low coverage rate we will still do a million audits this 
year—they need to understand when they hear from us, it is be-
cause of something in their return. And if somebody else had that 
same issue, subject to resource constraints, they would hear from 
us as well. 

One of the things I have taken on, and I think the concerns have 
been appropriate, it is critical for us to ensure that we restore 
whatever trust has been lost in the ability of this agency to func-
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tion as a tax administration agency, without any agendas beyond 
that, treating everyone fairly. 

Most importantly, one of the things I have been trying to stress 
is, we spend a phenomenal amount of time trying to help tax-
payers. I know we have an image of, well, you know, we knock on 
the door, we are chasing you for money. We spend a phenomenal 
amount of time on assistance. 

And as I have said, if you are trying to be compliant, you don’t 
have to call somebody on late night TV to deal with us. You can 
call us. We will try to figure out. If you are having trouble making 
a payment, we have online installment agreements, we have offers 
in compromise. Our goal is to have people be compliant when they 
are trying to be compliant. 

Mr. CRENSHAW. Thank you. 
Mr. SERRANO. Thank you. 
Mr. CRENSHAW. Mr. Rogers. 
Chairman ROGERS. Thank you, Mr. Chairman. 
A recently released GAO study on the 2015 tax filing season 

highlights just how bad customer service has become at the IRS. 
That report found that roughly only one-third of taxpayers who 
called the IRS for assistance had their calls answered. One-third. 
Two-thirds did not get an answer. The report also showed that call 
wait times have more than tripled in just the last 5 years. 

Because of multiple poor management decisions at IRS, the 
budget has been either cut or held flat since 2010. Blame for long 
phone wait times and the decline in customer service is often 
placed on these budget cuts. However, nothing in the Financial 
Services appropriations bill explicitly reduces funding for customer 
service. To the contrary, funding for customer services was in-
creased in fiscal year 2014 and fiscal year 2016. 

Under your leadership at IRS, funding has been prioritized for 
implementation of ObamaCare and the Foreign Account Tax Com-
pliance Act, and your customers, the U.S. taxpayers, have paid the 
price.

Since our committee has increased funding specifically for tax-
payer services in recent years, how do you explain the continuing 
decline in customer service, which you, yourself, have admitted as 
abysmal?

Mr. KOSKINEN. I testified 2 years ago, shortly after I became the 
IRS Commissioner, and noted, in fact, at my confirmation hearing 
21⁄2 years ago, this agency does statutory mandates. The chairman 
has talked about our efforts. With no funding, we have a number 
of statutory mandates. Unfunded or not, we do them. We have 
taken the ABLE Act seriously. We take all of the statutory man-
dates seriously, including private debt collection. When the Con-
gress gives us a requirement, we do it. It is the highest priority. 

So Congress, as I noted in my testimony, has underfunded us for 
the Affordable Care Act. That does not remove the statutory man-
date we have to implement the act. We have to implement the For-
eign Account Tax Compliance Act. We have no choice. 

So when no funding is provided for those, we have to find the 
funding somewhere else. And as I said 2 years ago, at the contin-
ued level of underfunding, the things that were going to suffer 
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were going to be enforcement, taxpayer service, and, ultimately, in-
formation technology. 

The $900 million that we did not get for information technology, 
for funding the unfunded mandates, had to come from other IT 
projects. We do not replace and install every patch that we get. We 
get thousands of security patches and upgrades. They all take time 
and money and effort. We have to prioritize, which we can do—— 

Chairman ROGERS. But have you taken money from customer 
services to do these other? 

Mr. KOSKINEN. No. We have actually, if you look at it, the only 
thing we have taken from customer service from last year is we 
have spent fewer user fees there. We have never been fully funded 
in the last 3 or 4 years for customer service. We have been using 
our user fees, which normally would help us with unfunded man-
dates, to support taxpayer service. Last year we provided user fees 
to taxpayer service, but we did not have enough user fees, as in 
prior years. We had to spend them elsewhere. 

Chairman ROGERS. Stay on track here with me a minute. 
Mr. KOSKINEN. Pardon? 
Chairman ROGERS. Stay on track here a minute. 
Mr. KOSKINEN. I am saying, we spent—— 
Chairman ROGERS. No, no, no. Let me ask you a question. 
Mr. KOSKINEN. Good. 
Chairman ROGERS. We increased customer services funding in 

fiscal year 2014 and for 2016. Nothing in this bill, these bills, re-
duced funding for customer service. If service is so bad, as GAO 
says it is, and we have funded customer service, you say that you 
have had to use moneys from all over to fund these other man-
dates, our question is, the mandate we want you to have is to serve 
the public, and you are not doing that, according to GAO. 

Mr. KOSKINEN. We share that goal. The budget process, when 
you look only at the appropriation, ignores—and we have drawn 
this to the attention to your staff as well as the Committee—that 
we have $250 million to $300 million of user fees we collect every 
year historically. I am sorry, we have $250 million to $300 mil-
lion——

Chairman ROGERS. Go ahead. 
Mr. KOSKINEN. We have $250 million to $300 million of user fees 

that historically have been used for unfunded mandates, other ex-
penditures. Because the appropriation for taxpayer service has not 
been fulsome, we have historically devoted a lot of those user fees 
to taxpayer service. 

The appropriated amount, you are exactly right, went up by sev-
eral million dollars. But what we were not able to do last year was 
put the same amount of user fees into taxpayer services. We ended 
up spending $100 million less of user fees—and we made that very 
clear, your staff understands that—on taxpayer service, because 
those user fees had to be spent to fill the other holes in our budget. 

We have the same problem this year. At the end of this year, our 
balance of user fees will be at the lowest level in the last 15 or 20 
years.

Chairman ROGERS. But how can you defend yourself against 
GAO’s determination that only one-third of taxpayers who called 
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the IRS even got their call answered? Only a third of them. Two- 
thirds never got an answer. 

Mr. KOSKINEN. That is right, and one of the reasons we appre-
ciate the Congress’ additional funding this year. And we are spend-
ing the vast majority of it, over half of it, on taxpayer services. We 
couldn’t agree more. 

Two years ago, when our level of service was at a higher level, 
I noted that if the budget continued to be cut, we were going to see 
lower enforcement, lower taxpayer service, and threats to IT. 

So the Committee’s actions, and the Congress’ action, by giving 
us the $290 million, I think, is a significant step forward. As I say, 
we expect taxpayer service to be significantly better this year. It 
won’t be at the level we want it to be because the funding of $290 
million doesn’t fill all of the gaps that the $700 million in addi-
tional requests last year, for those three areas, would have done. 
But it will be noticeably different. 

I think Chairman Crenshaw is right. If you give us the money, 
we should be able to show you the results. And my hope is, as tax-
payer service gets better this year, the Committee will understand, 
if more money is provided there, and we don’t take it out of some-
place else, the service level will ultimately get to a point that 80 
percent of people will get through in less than 5 minutes. 

It is the goal. We used to be able to do that. Before the budget 
cuts there were days in the mid-2000s when that was the level. 

But I couldn’t agree with you more, and we agree with the GAO. 
We have, ourselves, been noting, as you note, and describing it as 
unacceptable to continue to run at that level of taxpayer service. 

Chairman ROGERS. Well, the report also showed that call wait 
times have more than tripled—— 

Mr. KOSKINEN. Exactly. 
Chairman ROGERS [continuing]. In the last 5 years. Tripled. 
Mr. KOSKINEN. And in the last 5 years, the budget has gone 

down every year. 
Chairman ROGERS. And we have increased your funding for cus-

tomer services. 
Mr. KOSKINEN. I have told you. We have spent, the year before 

that, $150 million to $200 million in user fees on taxpayer service, 
because it is a priority. Last year, with the additional significant 
budget cuts, we could not do that. We could only put $50 million 
of user fees in. So taxpayer service last year, the funding went 
down by $100 million because of the budget cuts. 

But I would stress, we totally agree with you. It is unfair to tax-
payers. It is not the way the government ought to operate. 

And the wait times are as bad as the so-called courtesy dis-
connects. You should be able, when you call us, to get through in 
less than 5 minutes. We won’t quite meet the 5-minute deadline 
this year because, again, we don’t have the resources. The increase 
is significant, but not sufficient. But you will see a noticeable im-
provement. The Practitioner Priority Line will be better for the 
first time in several years. 

It is a high priority for us. I couldn’t agree with you more. 
Chairman ROGERS. Well, we want to see the statistics to see 

whether it is coming or going, better or worse. 
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Mr. KOSKINEN. If it doesn’t go, you have a legitimate point, we 
should be held accountable. If we are going to spend $178 million 
of taxpayer dollars on taxpayer services, the services should signifi-
cantly improve, and we are happy to track that with you. 

Chairman ROGERS. Would you be able to give this subcommittee 
a status report on how you are doing with that in, say, a couple 
of months? 

Mr. KOSKINEN. I could give you a status report right now. As I 
say, we have had—— 

Chairman ROGERS. I am interested in how you are going to 
change things. 

Mr. KOSKINEN. No, no, the status report. The number I have is 
25 million returns have been filed, all but a million of them elec-
tronically. And while we are still at the front end, the level of serv-
ice has gone up to 71 percent. So 71 percent of people, as a result 
of our ability, thanks to your funding, have moved in. 

Now, we won’t be able to sustain that because we are about to 
get far more calls the rest of the filing season. But our goal, and 
we said that in our plan to you, we should be held, measured to, 
during the filing season this year, going from that 37, 40 percent 
to the low 60s. Our level of service for the filing season should be 
62 percent. 

For the year—because we had 3 months before we got the bill 
and were running at a really crummy level—our expectation is that 
we will be in the 47 to 50 percent rate, which is significantly better 
than the 37 percent. 

Chairman ROGERS. Well, what I want to know, and I want you 
to report to us on April 15—— 

Mr. KOSKINEN. I will be here. 
Chairman ROGERS [continuing] I want you to report to us on the 

percentage of people whose calls get through. 
Mr. KOSKINEN. Yes. 
Chairman ROGERS. And how much you have reduced the wait 

times for those who call. 
Mr. KOSKINEN. Those are exactly the right measures, and I will 

be happy to report those. 
[The information follows:] 
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Chairman ROGERS. Gotcha. Thank you. 
Mr. CRENSHAW. Thank you, Mr. Chairman. 
And, Commissioner, you hear this over and over again from this 

committee, you get $11 billion, and you have got a lot of things to 
do, just like we all have got a lot of things to do, and it is all about 
priority. And what the message is, it seems like the most important 
priority ought to be customer service. And I think the criticism is, 
from time to time, money goes to other places that don’t seem to 
be as important as customer service. 

So I think you are getting the message that we would say—some-
times people say: Well, the way the Federal Government works is 
when they cut their budgets, they find the place that creates more 
pain to the average citizen and then everybody thinks they need 
more money. 

So I think you got the message that we just want you to make 
sure that you make this a priority. That is all we have got to say. 

Mr. Bishop. 
Mr. SERRANO. Mr. Chairman, I noticed that you said he gets $11 

billion. That is what he is asking for. 
Mr. CRENSHAW. No, he is asking for $12 billion. 
Mr. SERRANO. Oh, okay. Just checking to see if you were commit-

ting yourself to the $11 billion. 
Mr. CRENSHAW. No, that is last year. 
Mr. KOSKINEN. You are very careful. 
Mr. CRENSHAW. Mr. Bishop, please. 
Mr. BISHOP. Thank you very much, Mr. Chairman. 
And thank you, Mr. Koskinen, for being here. 
I have been listening to this discussion, but I know that your fis-

cal year 2017 budget request proposes to restore more than $807 
million in cuts to the IRS that have occurred over the past few 
years. The cuts, once counting for inflation, currently fund your 
agency at levels comparable to 1998, I am told. 

You have indicated that personnel accounts for nearly 75 percent 
of your budget and that these cuts have contributed to the loss of 
13,000 people due to normal attrition, reduction in forces, and 
agency hiring freezes. This loss has translated into fewer personnel 
conducting audits, which you have said, and tax enforcement, fewer 
employees answering the phones to respond to taxpayer inquiries, 
longer wait times. 

As a result, you have indicated that we have suffered a degrada-
tion of taxpayer services and a loss of billions of dollars in enforce-
ment revenue. I am told that for the 2006 tax year, that there was 
a $450 billion gross tax gap. That is the difference between taxes 
owed and taxes voluntarily paid on time. That would be a substan-
tial contribution toward reduction of the deficit and also providing 
the additional resources that the Internal Revenue Service needs to 
collect the money that is needed to fund the government. 

It seems to me that the cuts over the past 5 years have really 
worked to sort of cut off your nose to spite your face, in terms of 
being able to fund our government. 

And so while customer service is vitally important—and I hear 
it from my constituents day in and day out when they have to deal 
with the IRS and can’t get through—if you get this restoration, are 
you going to be able to collect that money, to decrease that $450 
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billion gross tax gap, so that the government gets what it is enti-
tled to get under existing law without raising tax rates, what is ac-
tually owed? 

Mr. KOSKINEN. Perhaps a way to put this in context for everyone 
is the President’s request for 2017 would get us to the level—forget 
about inflation—where we were 7 years ago, 2010. I don’t think 
there is any other major agency of the government that presently 
is asking, in 2017, simply to be restored to 2010’s level. 

Since 2010, we have 10 million more taxpayers. We have the 
aforementioned Affordable Care Act, Foreign Account Tax Compli-
ance Act, the Health Coverage Tax Credit, private debt collection 
act, and other unfunded mandates we are dealing with, with a 
budget that is not anywhere near where we were 6 years ago, in 
2010. The 2017 billion extra would take us back to where we were 
in 2010. 

So over 7 years, we would have been held flat. And yet, in the 
meantime, if we can get that program integrity cap money, the en-
forcement revenues, net of the expenses over a 10-year period in 
the budget, are projected to generate, to the government, a net of 
$46 billion more revenue, far exceeding the billion dollars that is 
in that budget, and would be every year. 

So, again, I would stress when we talk about this budget, it is 
another billion dollars, that would take us back to where we were 
in 2010. 

I would also stress, again, we need to be efficient. We need to 
consolidate our space, we need to make sure that we are not print-
ing anything more than we have to, that we are using our people 
efficiently.

But you have to understand, France, Germany, England, Can-
ada, and Australia all spend twice as much as we do to collect their 
revenues. We are already far more efficient as a tax collection 
agency than anyone else. 

I agree we should be as efficient as we can be. But the image 
that somehow $11 billion, or even $12 billion, is a lot of money and 
we must be able to do everything with it doesn’t correspond with 
the reality. It is clear to us taxpayer service is a priority, but statu-
tory mandates are also a priority. Running the filing season every 
year is a priority. 

Mr. BISHOP. Mr. Koskinen, I have got 24 seconds left. 
Mr. KOSKINEN. Sorry. 
Mr. BISHOP. Bottom line is that Congress has required and the 

population increases has required that you do more with less. And 
that has contributed and is a contributing factor, I would take it, 
to the fact that customer service is poor and we have got that tax 
deficit, that tax gap. 

Mr. KOSKINEN. That is correct. And we are doing, as I said, much 
more with much less. There is a limit to what you can do with less, 
and we are well beyond that limit. 

Mr. BISHOP. Thank you, sir. My time has expired. 
Mr. KOSKINEN. Thank you. Sorry to use so much of your time. 
Mr. CRENSHAW. Thank you very much. 
Let’s go now to Mr. Graves. 
Mr. GRAVES. Commissioner, good morning. I hear your argu-

ments, and I want to applaud you for doing more with less. I re-
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mind the committee that we are nearly $20 trillion in debt. Over 
the last 6 years, we have been able to cut nearly $200 billion from 
discretionary spending, but there is more to do. But I understand 
your request. I do. 

And so just to go back to last year, we had a conversation about 
fraud, and my memory, if it is correct, is that around $5.8 billion 
was reported in fraudulent tax refunds being sent to criminals and 
not to the taxpayers that were owed them. That is about half of 
your budget request. 

And so the easiest way to get to your budget request would prob-
ably be to continue your efforts to eliminate that fraud. I think that 
would help all of us. 

And so I want to thank you for the summit that you had and 
bringing all the stakeholders in. It sounds like it was very produc-
tive. I would like to learn more about that, and hopefully we will 
hear a little bit more about that today. 

But it sounded like it was more about the individual preparers 
that had been defrauded through identity theft or some other 
mechanism—that seemed to be the focus. Was there any type of 
focus on fraud related to the electronic identification numbers, the 
filing identification numbers the industry uses for authentication 
purposes, to check and make sure that there is not fraud occurring 
from the non-individual filing perspective? 

Mr. KOSKINEN. No. We are dealing with very sophisticated crimi-
nals. One of our concerns is, as we get better at dealing with indi-
vidual fraud, and particularly with the Congress’ approval for us 
to get W–2s earlier so we can match data, we now have criminals 
forming false corporations and creating false W–2s that look like 
they are real W–2s. So there is a business fraud issue. 

One of the issues we talked about, again, with our partners is, 
as we get better at detecting fraud, the next place criminals go is 
to the tax preparers. So there will be more and more private sector 
companies in the tax system who are being attacked, because if you 
can get into a preparer’s system, you then have all of that informa-
tion and you can file false refunds. 

The goal of all of this activity, as far as we are concerned, as op-
posed to whatever they are doing with everything else they have 
got, is to file false returns and get false refunds. We think that by 
being able to share this information in real time, because of invest-
ments we made we have improved. It used to be our filters could 
be adjusted once a year. We have a very antiquated system. We 
can now adjust those filters in real time. We can adjust them as 
a result of the information we get from preparers, from States. 

The issues we have had with the recent bot attack, we have im-
mediately been able to share, thanks to the partnership, all of 
those Social Security numbers with State revenue agencies around 
the country. We have been able to share all of those with all of our 
private sector partners. 

So we think it is going to be a more formidable battle—— 
Mr. GRAVES. So you have ability to verify and authenticate the 

EFIN of these preparers? 
Mr. KOSKINEN. One of the issues we have is, again, looking at 

authentication for every way people get into our system. We are 
satisfied on the installment agreements, for instance, if you are try-
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ing to pay us, it is unlikely you are a criminal. The criminals don’t 
pay us, they try to get the money. 

On the other hand, we are looking at everybody who has access 
to our system—preparers, mortgage companies, others—because 
they are all vehicles and venues that if we can stop people here, 
they will simply come in other ways. 

I would stress the bottom line is, we are making progress. We 
will never end this battle. The criminal syndicates we are dealing 
well are too well funded, too creative, and too desperate. Somebody 
asked me: When will you be done? And I said: The minute you 
think you are done is when you are going to be done. You can 
never think that you are finished. 

So we have spent a lot of time—and the funding you have given 
us will improve that—trying to make sure that, to the extent we 
can, we are getting ahead of it. 

What we would do with the additional funding in the 2017 budg-
et is be proactive. Thus far, even with our partners, up until re-
cently, we have been reactive. There is a probe here, and we push 
back. We find a problem here, and we solve it. 

We have a potential, and, again, with this partnership, with all 
of their security people, to come together and actually start to get 
ahead of the game. Instead of responding to where the attacks are 
coming from, beginning to protect ourselves against where we 
think the next attacks will come from. 

Mr. GRAVES. All right. And as I close, Mr. Chairman, let me just 
point out that the industry is lawfully doing what they are ex-
pected to do, and that is filing returns to the best of their ability. 

Mr. KOSKINEN. Right. 
Mr. GRAVES. And so, as we said last year, and I believe the Com-

missioner supports this, we don’t need to put undue regulations on 
an industry that is clearly trying to assist the Commissioner and 
the agency, and are doing as much as they can do with the infor-
mation that is being provided to them. It is up to the agency to de-
termine and verify the validity of the data being received. 

And then lastly, let me point out, it is nice to hear for the record 
that we have one agency that is just trying to get back to a 2010 
funding level, and that demonstrates the good work of this com-
mittee and what we have been doing over the last couple years and 
how tough it has been. 

But thanks for doing more with less. 
Mr. KOSKINEN. Happy to hear that. 
And I would just stress, your point, in our work with the private 

sector, as I have told them, it is a partnership. So we are not tell-
ing them to do anything. What we are doing is jointly figuring out, 
OK, what can we do together. 

So when they said, well, they need a standard, obviously, because 
they don’t want to have a competitive disadvantage if it is a little 
harder to get into one than the other, and as I have said, it has 
been our approach, OK, we will work with you on developing it. 
But it will be their standard. And I think that is why it has been 
such a productive relationship. 

Mr. CRENSHAW. Thank you. 
Mr. Quigley. 
Mr. QUIGLEY. Thank you, Mr. Chairman. 
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Thank you, Commissioner. 
The phone scammers, I have heard the tapes actually played of 

people posing as IRS agents and scaring the hell out of people 
when they call them and tell them: If you don’t do this right now 
or wire money to us to pay these back taxes, someone will be 
knocking at your door, you will be arrested. A real horror story in 
my district, in my State, and I know you know across the country. 

I would love to hear what you are doing about that, but particu-
larly because as we go forward with private sector collectors, the 
possibilities that people believe that these people are real become 
more evident and I think it actually complicates that problem. 

Mr. KOSKINEN. I have been dismayed by the persistence of the 
scam. For the last 2 years, every press conference I have done, I 
have mentioned we put out a Dirty Dozen every year. The highest 
priority has been to warn people against phone scams. Basically, 
2 years ago when I started I said: If you are surprised to be hear-
ing from us, you are probably not hearing from us, because we 
don’t call you first. We actually send you letters. You will get sev-
eral communications from us before you get a call. We work with 
the IG. We have been working on criminal prosecutions of people 
we catch. 

What is concerning to me is I get news clips every day, and vir-
tually every day there are very good news reports warning people, 
whether it is on television or print news media, across the country. 
And it is amazing the number of people who still get that call and 
they just say: Well, I am going to have to deal with it. A lot of 
times they are older people. A lot of times they are immigrants. 

One of the things we are trying to get people to understand is, 
if you hear from the IRS, we will never threaten you. We will never 
tell you that you are going to go to jail the next day, you are going 
to lose your house. We will never tell you to make a payment to 
a debit card or to a bank account. 

We are committed, and I am personally committed, that on the 
private debt collection, we are going to do everything we can to 
make it work. I don’t want anybody to think we are slow-rolling it. 

Mr. QUIGLEY. Excuse me, how will they differentiate themselves, 
besides the precorrespondence? 

Mr. KOSKINEN. The big challenge we have is that—we are de-
signing the program and the training—we will send a letter to the 
taxpayer saying: We have turned your account over to a specific 
company. Part of the contractual relationship is the company will 
then send a letter to the taxpayer saying: We have been given your 
account by the IRS and you will be hearing from us. 

That, we think, will help. It won’t solve the problem. We are then 
trying to get ahead of the world. We know the criminals will now 
try to figure out how do they send letters that look a lot like our 
letters, use the same letterheads, say the same thing. So we are 
going to work. 

We have a bidders conference coming up at the end of this 
month, again, with the private sector, to say: ‘‘Okay, we have got 
this problem. We didn’t have it the last two times we tried private 
debt collectors. How can we jointly figure out how to deal with that 
problem?’’ Because it won’t do them any good if they call and get 
hung up on because people say these are more scammers. 



33

Again, I don’t think we are going to have the only answer, and 
we are going to work with the potential contractors. One of the big 
issues will be how can we buffer their work from all of the efforts 
we are all making to try to get people not to respond to the phone 
scams.

Mr. QUIGLEY. You state the obvious. Hopefully, the letters will 
differentiate themselves: We are not going to call you and threaten 
you, we are not going to call you and demand you debit right away, 
we are not going to call. It has got to go into those specifics. 

Mr. KOSKINEN. Yes. And we are trying in our public relations 
campaign to tell people just that. 

The bottom line is, if we can just get the public to understand, 
‘‘If you are going to pay your taxes, you write the check to the U.S. 
Treasury and you mail it,’’ and get people not to go down to the 
bank and make a debit card deposit today, not to make it to some-
body’s bank account. And nobody is under the threat of, if they 
don’t do it, in 24 hours something terrible is going to happen. 

Mr. QUIGLEY. Thank you. 
I yield back. 
Mr. CRENSHAW. Thank you. 
Mr. Yoder. 
Mr. YODER. Thank you, Mr. Chairman. 
Commissioner, good to have you this morning. Thanks for your 

testimony.
I noted the very interesting dialogue that you have had this 

morning with members about how to collect the taxes that are due 
and owed, and how complex that is, and how challenging that is. 
Certainly Chairman Rogers made very clear his frustration that we 
all have with customer service and challenges that I think you rec-
ognize are a problem well and you have stated you are working on. 

You made a statement that really resonated with me, which was 
you said we will never win this battle, that it is sort of a never- 
ending problem, and you just have to do as good as you can. 

And I think the reason we are having this problem and why we 
will never win this battle is because we are looking at it the wrong 
way. You are looking at it, and this committee looks at it, from a 
revenue solution answer, and I think the problem is within the Tax 
Code itself and the tax system we have set up in America. 

With 70,000 pages, the complexities that exist, Americans are 
frustrated with the Tax Code. There are people that don’t pay their 
taxes, that find loopholes. And most Americans want to see a Tax 
Code that is flatter and fairer, in both political parties. 

Maybe one of the things that unifies the country is that they 
want to see what happens if the IRS changes. And I think that 
makes your job very difficult. And I don’t think there is enough 
money we can throw at the problem. The problem is changing the 
way we do business at the IRS, changing our Tax Code. 

And I note that you spend $11 billion. You would like a billion 
dollars more. I am sure you would be willing to spend even more 
than that, if we would give it to you, because you would try to use 
it to collect more taxes. 

Americans spend more than that. I mean, by some estimates 
they spend $37 billion annually complying with the Tax Code. So 
you are spending $11 billion and Americans are spending 3.24 bil-
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lion hours complying, and that adds up to 369,000 years annually. 
And just think about a country when we are trying to create jobs, 
we are trying to create opportunity, that would not be the country 
that our Founders designed that they would expect that this is 
where we would be. 

And if you look at the changes we have made to the Tax Code 
with ObamaCare additions and the various laws that get passed in 
this country every year, that has added up to a point where you 
have got a J curve in terms of just dramatic increase in responsibil-
ities we have placed on you to the point where your point is we will 
never win this battle. And I think it is precisely because we are 
going about the battle the wrong way. 

If we had a simpler and fairer Tax Code, you would get higher 
compliance rates, people would know where their tax revenue is 
going, and they ultimately would be more willing to comply them-
selves, and your collection efforts would be less costly. 

So that brings me to some of the things we can do immediately 
that might help bring about some of those changes. One of the 
things my constituents hate more than anything is fraud, waste, 
and abuse in government. Nobody likes that. 

And I bring our attention back to the earned income tax credit 
issue that we have discussed before. And I would highlight again 
for the committee the roughly 25 percent error rate, which is as-
tounding. I don’t know that there are very many government pro-
grams that have that high of a fraud or error rate, to the tune of 
maybe $15 billion to $20 billion annually. We spend $30 billion re-
searching cures at the NIH, every disease known to man, we are 
spending $30 billion, and we are wasting $15 billion to $20 billion 
on paying earned income tax credits to people that don’t deserve 
them.

So it is particularly concerning. And I would just like to ask, I 
guess, where we are on that issue, what progress we are making, 
and in particular, what solutions Congress can bring or you can 
bring towards resolving this? Can you highlight any disparities, in 
particular, of improper payments made by self-preparers versus 
third-party providers? And do you believe that you need additional 
authority granted by Congress to impose due diligence penalties on 
self-preparers in addition to enforcement and audit powers that 
you have now? 

Mr. KOSKINEN. I am going to try to get all that done in a 1 
minute and 20 seconds. 

Mr. YODER. Fair enough. 
Mr. KOSKINEN. But let me start by saying, as I have testified 

from the start, this is one of the major challenges we have. It is 
a program a lot of people support. Most people seem to support it. 
It is for the working poor. And the error rates, and the amount of 
money going improperly just need to be fixed. 

We appreciated your responding to our request to get W–2s ear-
lier. Next year, we will get them in January. As a result of our 
partnership, we have volunteers who have provided us with 20 mil-
lion W–2s already this year, and that allows us to double-check, 
when somebody files, their income, to the extent W–2 income is re-
ported. Next year, also the Congress has said that refunds will be 
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held until February 15 to give us more time to check, and that will 
be helpful. 

[CLERK’S NOTE. In the above paragraph, the IRS is referring to 
section 201 of the PATH Act, which was enacted as part of the 
Consolidated Appropriations Act for 2016 (P.L. 114–113). More spe-
cifically, 201(a) (earlier W–2s) and 201(b) (delayed EITC refunds).] 

The corollary to that, what we need, is to have what we are now 
calling, because we are trying to keep it narrow, ‘‘correction proce-
dures for specific errors.’’ For instance, we are going to work with 
Social Security to get their identification when people report that 
they have reported to us the wrong Social Security earnings for the 
EITC.

When we see an error like that, that is from a reliable database, 
we can’t make the change. We actually have to audit that person. 
We have to send them letters. We already do over 400,000 EITC 
audits. So it is clear we can’t just audit our way out of the problem. 

If we have the ability, as we have in some instances to correct 
math errors, when we have a reliable database, to make the 
change, taxpayer can still say, ‘‘Hey, you know, I have got a con-
cern.’’ They have the right to come in and disagree. But if we can 
make those changes without having to audit, we think we could cut 
down improper payments significantly. 

One of the reasons we are talking about, and requesting, the 
ability to require minimum standards for preparers is not to create 
a regulatory regime. We had the program before. People know what 
it would look like, since we did it 4 or 5 years ago. It simply re-
quires some minimum testing of preparers so that they know some-
thing about the Tax Code. 

A significant number of errors are made in good faith. The stat-
ute is very complicated. So if somebody wanted to simplify the stat-
ute, that might be OK too. But it is basically preparers, if they 
have had no training or education, having a difficult time tracking 
their way through it. So that is what we have in mind for the min-
imum standards. 

We won’t drive crooks out of business. There are criminals—a 
small, very small percent of preparers—who are, in fact, adver-
tising: Come with us, we will get you a big refund. Those people 
we prosecute as we go. 

But if we could get the W–2s earlier, the correction procedure for 
specific errors would go away. We think the W–2s by themselves 
will help us make a dent in this problem as we go forward. 

To address the question of the due diligence, we have been run-
ning pilots, we have been looking at it. Preparers have due dili-
gence questions. The questions are helpful. We have built them 
into the software. We are working again with the software pro-
viders and the preparers to try to figure out what is the reasonable 
level of due diligence they should have. 

Their point is, in the preparers that are preparing—back to the 
minimum standards—EITC returns, they have a very high error 
rate. What is also happening, though, is as we get more focused on 
preparers, then marginal preparers prepare the return and don’t 
sign it. So it looks like it is self-prepared, but it has actually been 
prepared by a preparer. So we are trying to warn people don’t do 
that, because you may lose your refund if it is a crook. 
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One of the things we are doing, as actually the Omnibus bill sug-
gested—maybe even required, but I thought it was a good sugges-
tion. I pulled together everybody in the IRS that knows anything 
about this. They suggested a kind of a summit on EITC. 

And we are going to do that. We are going to bring preparers, 
we are going to bring recipients, we will bring people from outside 
the government, as well as inside the government, to try to sit 
down, and, again, not tell people what to do, but to try to say: 
‘‘Okay, what is the common view here as to what needs to be 
done?’’ If there are statutory changes in the program that would 
help, we would get back to you. 

We know on the enforcement side, if we have the things I have 
just talked about, particularly the correction procedure, that would 
help.

We have this duality. We have to make sure everybody eligible 
knows about EITC, like the ABLE Act. We say, ‘‘here is your pro-
gram,’’ and at the same time we are trying to make sure people get 
the right amount. 

So we will hold that summit, which may turn out to be a series 
of meetings, and get back to you on that as well. I had four or five 
things that I was worried about when I started. This was one of 
the five. 

Mr. YODER. Thanks, Commissioner. 
Mr. CRENSHAW. Thank you. 
Just a quick question. You mentioned that identity theft costs $5 

billion or $6 billion a year. What are the latest numbers on how 
much the earned income tax credit error rate costs? 

Mr. KOSKINEN. The earned income tax credit fluctuates. The 
error rate has always been in the 22 to 25 percent error. It goes 
up and down each year. 

Mr. CRENSHAW. What is that in real numbers? At one time it was 
$19 billion. Do you know what is the latest? 

Mr. KOSKINEN. I don’t remember it being high, but the number 
has floated again, depending on which year it is, between $14 bil-
lion and $17 billion. Whatever it is, it is a number—well, again it 
is like everything. We will never get it to zero, because it is com-
plicated and people will file—— 

Mr. CRENSHAW. That is a lot of money. 
Mr. KOSKINEN. We ought to be able to get it under $10 billion. 

I mean, you could say $5 billion to $7 billion. If we could just get 
it under $10 billion. 

Mr. CRENSHAW. It would be nice. 
Mr. Rigell. 
Mr. RIGELL. Thank you, Mr. Chairman. 
And, Commissioner, thank you for being here today and for your 

testimony.
It has been my experience here in 5 years of service in the House 

that so often in these hearings it is not too surprising that Repub-
licans, we really focus on really reducing spending, and often times 
my Democratic colleagues are making the case for the other side 
of things. 

Just for the business background, when I try to assess and work 
through that, because I am a fiscal conservative and I am deeply, 
deeply troubled by us being $19 trillion in debt, I think really it 



37

is a fundamental threat to our country. And we are all in this to-
gether, Republicans, Democrats, those who are fed up with both 
parties. From coast to coast, we are all in this together. 

So as it relates to the IRS, an evaluation of the request that you 
have made and just some of the comments that have already been 
made today, I try to look at this, as best I can, from an objective 
standpoint and trying to assess performance, and indeed your per-
formance. That is part of what we do here. 

So performance over time is something that I always look for in 
evaluating a business unit or something like that. It is difficult for 
me to at least easily—I know you would be very good to come by 
and explain this to me. I have met with you privately before and 
you have always been responsive. 

That said, if you could incorporate into your summaries, at least 
I would ask for performance over time, that is the efficiency num-
bers that you are using, the cost per thousand collected. And also, 
because I know that it is not just cost per thousand that we are 
looking for and that you should be evaluated on, but also, and im-
portantly, the quality on a range of different metrics there. 

So with all that said, is your cost per thousand, according to your 
own data, is it increasing, decreasing, or staying the same? 

Mr. KOSKINEN. At this point, we have become more efficient. Not 
to overstate it, but we really are, by far, the most efficient tax ad-
ministration in the world. 

We do think, and we measure it, and we are happy to share 
those measures, on taxpayer service, for instance, as we have had 
more taxpayers and less funding, we have had a decline in per-
formance. And it is of concern to all of us, and it is an appropriate 
measure.

Over time we just look at it in gross. We are spending a billion 
dollars less than we did 6 years ago, even with the increase, and 
we are processing 10 million more taxpayers. So, obviously, we are 
processing significantly more taxpayers with less funding. There is 
a problem, at some point, in terms of at what point do you lose ef-
fectiveness.

Mr. RIGELL. Well, let’s talk about that just for a moment. I re-
member from my econ class a long, long time ago, when marginal 
costs and marginal revenue are equal, you have maximized profit. 

Now, let me say right up front, I know this is not a business, we 
are not in the profit business. But this idea of optimizing the right 
amount of tax collection, not more than is owed, but not less than 
is owed, that is the optimum. 

So does your budget reflect, are you saying, could you make the 
argument that if you got the budget request that you had asked 
for, that that is the optimum? I mean, that is, if you start to spend 
more than that, you are going to actually maybe collect less than 
it cost you to collect it? 

Mr. KOSKINEN. I don’t know where that curve will go. I can guar-
antee you, as I said earlier, just with the funding in the program 
integrity cap—and I understand that is always an issue as to 
where it fits in this budget—but just for the increased enforcement 
arm over time, our estimate is the net gain to the government 
would be $46 billion. 
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So you are right. We are not a business, but we have a business-
like aspect to us because we are the accounts receivable, the collec-
tion arm of the business. If you are in a business, we are the rev-
enue generator, and then you have the expenditures and all of the 
programs, wherever you are going to spend them. 

So part of my concern is that, as I said, I spent 20 years in the 
private sector running large, troubled businesses. I never met any-
body who said: I think I will starve my revenue arm to see how 
they do. 

But on the other hand, your point is, everybody looks at them 
and says: But I want that revenue arm to be efficient. I am not just 
going to throw money at it. 

Mr. RIGELL. There you go. 
Now, I have got about 30 seconds, and let me just close with this. 

I just wanted to share with my Democratic colleagues, the ranking 
member and others, every line of our budget needs to be given 
scrutiny, and including the IRS. And this is just part of being pru-
dent and doing right by the taxpayer, all of us. 

But what is driving our fiscal situation overwhelmingly is our 
failure collectively to responsibly reform mandatory spending. And 
I just want to close with that, because that is really what has got 
to be done. I know it is outside the scope of this hearing, but we 
have got as an institution to address that thoughtfully, because 
that essentially is what is driving us in our fiscal situation. 

Thank you for your service, and thank you for your testimony 
today.

I thank the chairman, as well, and I yield back. 
Mr. CRENSHAW. Thank you, sir. 
Mr. Amodei. 
Mr. AMODEI. Thanks, Mr. Chairman. 
Good morning, Commissioner. 
Mr. KOSKINEN. Good morning. 
Mr. AMODEI. To the extent that Mr. Crenshaw is going to en-

deavor to manage my 5 minutes, please don’t be offended if I en-
deavor to manage the time you take in your answers. 

I want to talk to you about a specific instance, and the issue is 
process related. And we have heard a lot about taxpayer service, 
and I am gratified by that. 

Taxpayer gets a designation for alternative energy purposes that 
says he is an alternative fuel refiner. It turns out he files under 
that, it is wrong, for whatever reason, you don’t qualify for that. 
Receives advice from the IRS that you are an alternative fuel 
blender.

OK. Goes forward under that. New IRS agent: Oops, you are not 
one of those either. Refund, blah, blah, blah, blah, blah. 

Goes into your appeals process, fast track mediation, mediates, 
IRS folks on the other side, come to an agreement, don’t know what 
the agreement was. And your folks on the other side of the medi-
ation say: Hey, we are not in power to sign off on this. 

So the mediator calls the person who is and gets an affirmative: 
We will do that deal. OK, whatever it was. Then they get a call 
back the next week saying, from somebody else above, whoever he 
talked to on the phone: We are not doing that deal. 
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And so I am sitting here in the face of things like it is a critical 
function of the government, taxpayer service is a critical function. 
Now, these aren’t folks who are trying to run away from you. They 
are embracing your system and your dispute resolution system. 
They are entitled to knowledgeable, well-trained, able to provide ef-
fective and appropriate service. You can call us, not some late night 
talk show person, have people compliant when they are trying to 
be compliant, treat them fairly. 

It is no news to anybody in here you are a Yale-trained lawyer, 
and I respect that. I know that is probably the only school you 
could get into with your minimal educational requirements. But 
don’t worry, I couldn’t even get in there, so you are doing better 
than me. 

But I look at all this stuff and I say: Hey, I am not expecting 
your folks to be perfect, they make mistakes. And maybe if it was 
just one of these things in a single case it would be like, well—and 
I don’t know if you have been briefed on it, because your folks have 
been into my office at one point in time a while back. 

But I am sitting here in terms of basic fairness, in the context 
of all this stuff where we are talking about we want people to reach 
out to us, we want to provide the best possible service. And I am 
not saying, therefore, they shouldn’t have to pay the tax or they 
shouldn’t have to do this or that. 

But the process of a system where people have embraced your 
system at every point they could, thought that they went through 
your fast track mediation program, not yours, but the Service’s, 
and they come away with not the first disappointment in terms of, 
oh, you are really not that, but the second one says: Oh, by the 
way, that deal we did, we have decided we are not doing that, even 
though you had somebody who ostensibly was in the course and 
scope of their employment in the appeals process that said we will 
do that. 

It is something that deeply troubles me in terms of those folks 
who are coming to you for resolution as opposed to those who we 
have been talking about that are trying to scam you, run away 
from you, cheat you, lie, and steal. 

So I say all that to say this: I would really appreciate, and my 
request is, since we are not going to accomplish it during our little 
5-minute speed dating session here, I would like the appropriate 
folks from your office—I don’t know if it is still under litigation or 
not, although I can tell you the company was 28 employees when 
this all started and now I think there are 4, because it is a busi-
ness thing and those decisions had consequences—I need somebody 
to come in and say: Listen, Taxpayer Bill of Rights, Code of Federal 
Regulations, Administrative Procedure Act, are we exempt from 
something where if we say we are going to saw off on something 
in mediation, that it is really like, well, don’t take that to the bank 
yet, because it came as a complete shock not only to these folks, 
but to the mediator who had never seen it before. 

And so I want to hear what the other side of the story is a little 
bit. But in terms of general process moving forward beyond this 
case, it is like, hey, if I am coming to you and trying to be compli-
ant and you guys have made mistakes, then we still need to go for-
ward, tax law still needs to be enforced. 
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But there ought to be a lane for, OK, let’s figure out how he get 
to where we need to get here short of, hey, sorry we made a mis-
take, but that doesn’t change it, you have got fines, penalties, and 
blah, blah, because you weren’t really entitled to be treated that 
way. Oh, and by the way, the appeals process really isn’t going to 
help you, even though you thought you had a deal. 

Will you please come by and see me? I am not a high mainte-
nance guy. You have only been by twice in 5 years. I don’t abuse 
you. If I say please? 

Mr. KOSKINEN. As you can imagine, our golden rule is: ‘‘The 
Commissioner does not get involved in any individual case.’’ We 
can’t talk about cases publicly. We are delighted to talk about it 
with you. But the Commissioners basically, historically, have not 
gotten involved in individual cases. But I take the point. I think 
the point you raise—— 

Mr. AMODEI. The point is a process point. I am not asking you 
to come talk about this case. I want to know the process that says 
that is OK. 

Mr. KOSKINEN. The process, I am happy to come talk to you 
about. I am happy to because the process is designed to be fair, it 
is designed to work with people who are trying to be compliant. We 
do, literally, millions of installment agreements and other agree-
ments.

When the system doesn’t function appropriately there are lanes 
for appeals. We have a Taxpayer Advocate, who I strongly support, 
who can do that. There are ways. 

But, again, people ought not to have to go through the maze to 
the extent we can avoid it. We ought to be able to come to closure. 

Mr. AMODEI. So is that a yes, your folks will be by? 
Mr. KOSKINEN. Yes, I will come, I will be happy to come by. 
Mr. AMODEI. Thank you very much. 
Thank you, Mr. Chairman. 
Mr. KOSKINEN. But just for the record, I would note, we will be 

talking about process, not a particular case, because I can’t talk 
about a case. 

Mr. AMODEI. Absolutely. 
Mr. KOSKINEN. Fine. 
Mr. CRENSHAW. And, Mr. Amodei, if you would like another 5- 

minute speed date, if you just sit quietly for a couple of minutes 
you will have that opportunity. So we will have another round. 

Just what I would like to know is, I mentioned in my opening 
statement that you had this hardware failure, and I think that 
there is a hearing today on that. Tell us a little about how that 
happened. I think there was a destruction of one of the hard drives. 
Plus the problem, I guess, the breakdown. How did that happen? 
And how does that affect folks that are filing their tax returns? 

Mr. KOSKINEN. This is when we went down for 24 hours. 
Mr. CRENSHAW. And then the destruction of that hard drive. 
Mr. KOSKINEN. Two separate issues. 
Mr. CRENSHAW. OK. 
Mr. KOSKINEN. So the first is the systems failure. We do our 

processing in Martinsburg, West Virginia, and then we have a 
backup site, alternate site that we go back and forth to, in Mem-
phis. We have redundancies within those systems. 



41

This was a hardware failure and we are still working with the 
vendors to figure out exactly why, but a simple voltage regulator 
failed. There is a backup voltage regulator. When they were fixing 
the first voltage regulator, the outside contractor, the backup failed 
again.

We normally would have, if the system were going to be down 
for any period of time, moved to Memphis, which we do about every 
6 months or so just so we have a disaster recovery. But that doesn’t 
automatically take up. It takes us 24 to 36 hours to get that system 
up.

We decided, and it turned out to be right, that we could get the 
system back up inside of the 24 hours, so it would go faster and 
we would be more secure in terms of not losing data going back up 
in Martinsburg. 

So the hardware has fixed, the system is up. It happened, again, 
about 3 years ago in a different mechanical failure. It reminds all 
of us filing season is simple if you are just filing and it all goes 
well, and last year we didn’t have any of these issues. But we are 
running a complicated system to process and collect the data on 
150 million taxpayers, and we are always at risk that some part 
of the system, just like your computer, is going to one day decide, 
‘‘Okay, I am just not going to function again.’’ That is why we have 
the backups in Martinsburg. 

Part of the reason, when people say, ‘‘Well, gee, you have a big 
system,’’ is because we have to have the backup. If we had a light-
ning strike, a fire, whatever it was in Martinsburg, we have to be 
able to continue processing. So we have a redundant system with 
people sitting in Memphis and it moves back and forth for that rea-
son.

But we were delighted that we were able to be down less than 
24 hours and that we were able to get back up and that there was 
no corruption of the data. It was a hardware failure. The system 
just stopped. So you are worried about—— 

Mr. CRENSHAW. There was no corruption of the data and it just 
kind of slows things down for—— 

Mr. KOSKINEN. So we basically were down for a little less than 
24 hours. 

Mr. CRENSHAW. Just put you behind that. 
Mr. KOSKINEN. And so it turns out for taxpayers, the submitters 

are able to just simply hold—we have 17 transmitters that collect 
all of this—and they just hold the returns until we are open again. 
So most taxpayers, of the 25 million filing, never saw anything. 
They just filed. For all they knew, the system had gone through in 
that 24 hours. 

Mr. CRENSHAW. How about the destruction of that hard drive? 
Evidently there was an order to preserve the contents. 

Mr. KOSKINEN. I would first note it wasn’t a court order. It was 
part of a FOIA issue in a major case we have that got a lot of visi-
bility. We had a FOIA case filed. So we, on our own, put out what 
is called a litigation hold. We said, OK, everything related to this 
FOIA request we need to preserve. It is part of major litigation. So, 
the FOIA was a kind of an end run. Can we get stuff in discovery 
out of FOIA that we won’t get directly through the court? 
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The hard drive in question belonged to an employee who had left 
in the summer of 2014, the end of July. The FOIA request was 
filed and the litigation hold was put in place in the end of the year. 

What happened was that we have 3,000, 3,500 people leaving 
every year. When they leave we clean their computers. They have 
to turn everything in, and then to protect taxpayer data as a gen-
eral matter, if there is nothing else going on, we clean those hard 
drives and computers and then recycle them, or destroy them if 
they are old. And we collect those. 

In this case, the computer and the hard drive were separated. 
The hard drive was designated, along with a lot of others, to, in 
fact, be recycled and destroyed. 

As luck would have it, in October, it went to the holding area 
where they are all collected. When the litigation hold went on, it 
went on to all existing employees. It didn’t go to this hard drive, 
which was on the way to being recycled. 

Fortunately, we had, in another FOIA case, taken the data off 
that hard drive. So we have the data, but we didn’t discover that. 
We advised the court in the major litigation that in the FOIA case, 
it appeared we had lost that data because the Justice Department, 
whoever handled it, felt, and we agreed, that we ought to let them 
know.

But we kept investigating and pursuing it and then discovered 
that we had, in another case, pulled the data off the hard drive. 
So as has been said, as a guy said, I would rather be lucky than 
good.

What we decided to do is have me simply issue an order we are 
not going to sanitize, as it is called, or wipe any hard drive. We 
have been saving all of our disaster recovery backup tapes for the 
last 3 years. So they are there. And if need be, we could go into 
those to get data, if we hadn’t found the data otherwise. 

But we decided that, while we are trying to fix the system so we 
don’t rely on getting data off hard drives, we are going to save 
every hard drive. And beyond that, what we are going to do as peo-
ple leave, is we will copy the data off that hard drive into an elec-
tronic area. And if there is a litigation hold, we will actually now, 
instead of just sending notification to the employees, send it to 
their managers. And the managers, when an employee leaves, will 
have to check: ‘‘Have you checked to see if there is a litigation 
hold?’’ So, we will have a belts and spenders approach, I hope, 
going forward. 

By the end of this year, we hope that we will be able to be in 
a situation where all of the data off every hard drive as people 
leave will be collected into, in effect, an electronic area. 

One of the requests in the 2017 budget is for $17 million to $19 
million to allow us to have a modernized e-discovery system. When 
you ask for data, instead of this clunky system we use now which 
takes forever, we would be able to go into that database, pull all 
of the relevant documents, and give them to you virtually overnight 
as we go. 

But in the meantime, nobody is wiping anything, or collecting 
the data off of it and saving it, and we have made even more com-
plicated responses to a litigation hold. So while we didn’t lose this 
data, it did seem to me that we just can’t afford that question while 
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we are moving to kind of a modern document recovery and reten-
tion system. I just don’t want to hear anymore of these: It got stuck 
in——

Mr. CRENSHAW. In a minute, I would like you to talk more about 
this whole modernization. You just hear over and over again that 
somehow IRS needs to kind of transform itself, modernize itself. A 
lot of that has to do with technology. We will save that for a 
minute.

But Mr. Serrano, and then Mr. Amodei after that. 
Mr. SERRANO. Thank you. 
Well, that is the first thing I wanted to talk about, the IRS ‘‘fu-

ture state’’ plan. The concern that some people have is that you 
may be making or your agency may be making these decisions 
based on false assumptions—one, for instance, that the budgets 
will remain in place, and that is a battle we have every day. 

And secondly, that you will be, and I am not trying to be sar-
castic, you will be the first agency in the history of the U.S. Gov-
ernment to be up to date on technology. It seems that we have 
never had that. Ever since I got on Appropriations we have been— 
had dealt with fiscal year 2000, where the world was going to come 
to an end; didn’t come to an end. But still every month it seems 
an agency is falling behind on its IT. 

So what are you doing to prepare for the fact that what you are 
dealing with now in terms of your plan may be obsolete by tomor-
row?

Mr. KOSKINEN. Well, IT presents that challenge. That as you go 
forward, if you just stand still you are falling farther behind be-
cause the IT is getting more modernized. We now talk about cloud 
storage and a lot of things nobody thought of 5 or 7 years ago. 

We are, as I say, not at that level of risk in the sense that we 
are not trying to go to the moon. We are just trying to catch up 
where financial institutions are now, and then evolve with them in 
terms of the taxpayer experience. 

So the budget issue is always appropriate. People need to make 
sure we are spending the money appropriately. We need to make 
sure we are spending the money appropriately. But, again, as 
shown, if we can move, in response to taxpayers’ requests, to more 
and more information online, make it more available to them, it 
will free up our call centers and our Taxpayer Assistance Centers 
to people who want to be there. 

The ‘‘Where is My Refund?’’ application is a good example. Last 
year, 235 million hits were made on that app online. It allows you 
to figure out the status of your refund. We don’t have 235 million 
taxpayers. As I keep saying, some people just love to push the but-
ton. But this year already we have had 95 million hits. 

Now, even if that is only 10 million or 20 million taxpayers, in 
the old days they used to call to find out, ‘‘Where is my refund? 
I filed my return. What has happened?’’ So we moved all of those 
calls online. 

Now, if we don’t get funding going forward the app—except for 
our concern about operation and maintenance—the app will be 
there. And so the more people we can move online, the more effi-
cient we will become, the better the taxpayer service will become. 
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What is at risk in terms of future budgeting—and we hope to 
present this committee with more details about what the line of 
sight over the next 3 to 5 years will look like with particular build-
ing blocks and how much they cost—is simply that we will go slow-
er than we would like. So, for instance, the apps that are up about 
online installment agreements, online payment agreements, online 
payments, all are building toward taxpayers being able to have an 
online, secure account with us. If we stopped today, we would have 
apps that work for limited applications, but people would still have 
to call us for other issues. 

It is important to recognize two things about this. One is there 
will always be taxpayers who aren’t comfortable with the digital 
economy, or basically don’t want to use it. I always use my mother- 
in-law, until she hears me. For years we didn’t try to get her to 
do email. She refuses. She wants to talk to somebody. She picks up 
the phone. 

Last year, 86 percent of people filed electronically, which meant 
14 percent, over 20 million taxpayers, gave us paper returns. And 
as far as we are concerned, if that is what they want to do, that 
is fine. 

So in the future, there will be people who could use the app who 
will call us, and that is fine. What we are trying to do is get people 
off the phone who didn’t want to be there in the first place. 

But your point about it in terms of upkeep is we have two chal-
lenges, and the committee knows this. The committee has been 
very good about our modernization program, and we have made 
significant progress as a result of the funding provided by Con-
gress. And we give you reports about that, and I am trying to make 
the reports more readable, so as you see what you are buying. 

Once we get a system up and running, we have to sustain it. Our 
operations and maintenance budget has not necessarily grown with 
that. Our budget for 2017 asks for $95 million for maintenance of 
all of these systems. So when we get a hardware failure like the 
24-hour shutdown, we have the systems to fix it, and hopefully we 
modernize enough that we have fewer of those breakdowns as we 
go forward. 

It is a package. It is complicated. The system is complicated. IT 
is complicated. What we are trying to do with this ‘‘future state’’ 
is not look at it from the standpoint of the IRS, look at it from the 
standpoint of taxpayers, again, taxpayer service. How do we make 
the taxpayer experience as improved and as efficient as we can for 
them, recognizing we don’t want to leave anybody behind, so if they 
don’t want to participate in the online digital stuff, that is fine? 
But I think that helps. 

And then, if we can, for the Committee, be clear about exactly— 
and that is where we started in this budget, trying to be very spe-
cific about the initiative so you could see what you are getting for 
what you pay for. My goal is that then we could have performance 
measures, you could look at it every year and say: How are we 
doing? You put in that system. 

One of the systems we put in this year, for instance, allows us 
to monitor our system better, which is how we caught the bot at-
tack, which in previous years we never would have caught. 
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So we need to be in an ongoing dialogue with you about specifi-
cally what are we buying, and why, and what is going to make a 
difference.

Mr. CRENSHAW. Thank you. 
Now for another speed date from Mr. Amodei. Take your time. 
Mr. KOSKINEN. I would like the record to note I didn’t use any 

of his last 5 minutes. 
Mr. CRENSHAW. That is right. And he can have some of my next 

5 minutes if he wants them. 
Mr. AMODEI. Thanks for the generosity on both gentlemen’s 

parts. And I am sure that if I don’t already, I will soon regret refer-
ring to the phrase as speed dating in 5 minutes. Nonetheless, I will 
stand by it. 

Commissioner, in the highway trust fund provision that was 
passed last year, there were some things in there which strength-
ened your ability to collect tax debt. And I believe one of the provi-
sions was, hey, we want you to do some stuff within 90 days, and 
we want you to look at using private collection folks, they are al-
ready approved by the Treasury. And I am looking at something 
here that says last month you said you didn’t think you would meet 
the deadline for implementing that program, and I guess that 
deadline refers to the 90 days. 

Mr. KOSKINEN. Right. 
Mr. AMODEI. So I am looking through your statement talking 

about all the initiatives in terms of Treasury-approved folks, that 
sort of thing, although it is not clear to me that that was part of 
it, but I think some people assumed it was. And you are talking 
about additional funding to strengthen enforcement programs and 
the ability to handle 30,000 more addition debt collection cases. 

I guess my first question is, I am assuming you are not going to 
meet the 90 days, when do you expect to meet that if that assump-
tion is correct? And what do you attribute the delay to? 

Mr. KOSKINEN. Let’s work backward. The delay is that, even just 
in a standard procurement, 90 days would be the shortest time in 
which we could do it, if we had a program up and running and it 
was simply a question of buying off the schedule. 

So my commitment is within that 90 days, to give Congress a 
timeline as to when we are going to implement the private debt col-
lection. As I said earlier, my goal is to make sure we do everything 
we can to make it work well, including dealing with the phone 
scams issue. 

We have a bidders conference scheduled this month which will 
be within the 90 days, again to get their participation with us in 
designing this program. We have to set up an IT system from 
scratch, again an unfunded mandate. We just keep collecting these. 
We have to design an IT system to take the cases that, under the 
statute, go to debt collectors, send those to the debt collectors, 
make sure they have a secure system to protect the taxpayer data. 

They then have to process those cases, have a secure way of giv-
ing us back the information case by case as to what happened to 
it so we can monitor and collect that, monitor their performance, 
and be able to report on how it runs. 

So our goal, although the timeline is still being finalized, and I 
do want to get it back to the Congress in the 90 days, is we will 
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have a bidders conference now. Our goal is to have the procure-
ment done and the program designed, with all of the training that 
goes into it for the debt collectors, so that they know exactly how 
this is going to work, the development of the protections for tax-
payers, the letters. Our goal would be to have that procurement 
done before the year is out. But we will have that timeline, we will 
get it to you. 

My concern is, I don’t want to put it together quickly and then 
have it be a problem, and then people say: ‘‘Well, you really knew 
that was going to be a problem and that is your way of killing the 
program.’’ I have no intention of killing the program. If we can 
make it work, my view is that would be fine. But it is complicated 
because you are taking people and having them perform quasi-gov-
ernment functions. You have got to make sure the data is pro-
tected. You have got to make sure that they are trained appro-
priately, and that we have an agreement with them this is, in fact, 
what they are going to go do. 

Mr. AMODEI. So use of the language already used by the Depart-
ment of Treasury, which I assume would have some of those same 
concerns since you are collecting on behalf of the government, real-
ly wasn’t helpful to you. 

Mr. KOSKINEN. No, no. It is very helpful to us. We are going to 
use that. The bidders coming to that conference are the people on 
that list. It is very helpful to us. It would take us much longer if 
we had to go to the broader GSA list. That list has four companies, 
the GSA list has 63. 

So it was very helpful. The focus is there. The reason we can 
have this bidders conference and get going is because you made it 
easier.

Mr. AMODEI. In the remaining minute of our speed date, how 
would you describe this in terms of your priorities for how you are 
transitioning the Service? And I will tell you the context, to be fair. 
It is like when I look at this thing that says, hey, we get more 
money, we can process 30,000 more collection cases, I am assuming 
that that is an in-house thing, not a private debt collection thing. 

Mr. KOSKINEN. Exactly. 
Mr. AMODEI. So the question comes, how would you describe this 

as one of your priorities in terms of compliance? 
Mr. KOSKINEN. Like all statutory mandates, it is a high priority. 

The highest priorities we have, we have got to run filing season, 
because that is $3 trillion we collect. The next highest priority is 
to implement statutory mandates. And we do those as quickly as 
we can. 

Again, since I have been here we have accumulated a number of 
statutory mandates; none of them have come with any funding. 
That doesn’t give us an excuse for not doing it. It may slow us 
down in some places. But we have an obligation to do them. We 
have an obligation to make them work, and we have an obligation 
to keep you advised as to what the timeline is and how the pro-
gram is going. 

Mr. AMODEI. Thank you. 
Thank you, Mr. Chairman. Since it is a school night, I yield back. 

I will be dating no further. 
Mr. CRENSHAW. You are on a roll. You want to keep going? 



47

Mr. KOSKINEN. And I am not taking that as a sign of rejection 
that he gave up on the relationship here. 

Mr. AMODEI. Since I have never had anybody say, ‘‘I wish you 
would have talked longer,’’ I think I will stick with that. 

Mr. CRENSHAW. Thank you very much. 
Just real quick, how much money, how much revenue did we col-

lect last year? 
Mr. KOSKINEN. We collected a little over $3 trillion. $3.1 trillion. 

I think is the number. 
Mr. CRENSHAW. When is the last time we collected $3 trillion? 
Mr. KOSKINEN. I think we probably collected, the year before, $3 

trillion. Basically it grows incrementally. 
Mr. CRENSHAW. So would you say this last year that you col-

lected more than you had ever collected before? 
Mr. KOSKINEN. I think our collections from our enforcement ac-

tivity, with the revenue agents, are starting to go down. But as a 
general matter, the compliance rate continues and our collection 
rate, overall compliance rate, goes steady. 

My concern is, a decline of 1 percent in that compliance rate is 
going to cost us $30 billion a year, so that we have to worry about 
taxpayer service, we have to worry about enforcement. Because the 
number that we collect on our enforcement activity, the $50 billion 
to $60 billion, is real money. But what it is doing is reinforcing vol-
untary compliance. 

The number I have tried to get everybody to focus on is, what 
is the compliance rate? And if it starts to decline, the numbers you 
are talking about dwarf everything else we have talked about here 
today.

Mr. CRENSHAW. The enforcement collections, do they go up and 
down?

Mr. KOSKINEN. We do a lot of enforcement collections by just our 
automatic collection process. We automatically find mistakes in re-
turns and we communicate with people by paper, as I said. We 
send out 200 million notices a year. So the vast amount of our col-
lection is done that way, and that stays fairly steady. 

Our problem is, to the extent people write back and disagree, 
then we have an audit. And our limited ability to audit starts to 
run down, and that is where the decline in revenue agents and offi-
cers, which we are now tracking separately, goes down. 

Somebody asked about revenues. Say the average revenue agent 
generates between $1.5 million and $1.8 million a year. So on the 
incremental basis it is why we say, if we could restore the agents 
and officers, we can guarantee you we would give you more money 
back, by far, than you gave us for that purpose. 

But otherwise the voluntary compliance system has continued 
running appropriately and effectively. My concern is, I just don’t 
want to do anything that jeopardizes that. 

Mr. CRENSHAW. I would just encourage you, this is like priorities 
in terms of customer service. I mean, you know where the revenue 
comes from, and I would think those, you would want to make that 
a priority. If you only have so much money, you have to decide 
where you are going to spend it. 

Mr. KOSKINEN. We do that. 
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Mr. CRENSHAW. And I think you are doing that to a certain ex-
tent. But that really is the bottom line on any kind of agency. 

I am bothered sometimes when I hear you say: Well, if we just 
had a little more money we would have collected more revenue. If 
you listen to GAO, they will tell you: You give us an extra dollar 
and we will save you $69. And I always say: What if we gave you 
a trillion dollars, would you save $69 trillion? And I know you are 
not saying that, but just keep that in mind. 

Mr. KOSKINEN. I agree. 
Mr. CRENSHAW. We collect more revenue with less dollars, but 

make sure we are spending our money in the right places to keep 
that collection going. 

Mr. KOSKINEN. And the advantage of having this discussion in 
the face of 6 years of decline, until this year, is that we can track 
the number of cases, collection cases we are not pursuing where we 
know there is money owed. So it is not the theoretical. ‘‘There is 
an unlimited amount of money out there.’’ There is not an unlim-
ited amount of money. The tax gap, actually, you couldn’t collect 
all of that. 

But at this point you can talk to the heads of our Criminal Inves-
tigators or Wage and Investment, Small Business people, and they 
will tell you, without revenue agents and officers, the rate of exam-
ination is going down. But more importantly, as we have collection 
cases, we are just going after fewer of them. 

I have talked to over 20,000 IRS employees personally. And when 
you talk to them, their concern is that—the revenue agents par-
ticularly—is that they know the money is there and they just don’t 
have the time and the people to get it. And as we shrink—and we 
will shrink more this year—there is going to be less of that. 

I am not saying we would have collected a billion billions, but we 
have committed that if you funded the enforcement, we would get 
you $46 billion net over the next 10 years. 

Mr. CRENSHAW. I understand that. I would just encourage you to, 
if you know that is there, then you ought to find money in other 
places. That seems to be an important function, and if you do that 
more efficiently you will get the money. 

Mr. KOSKINEN. Well, yes, but you have to understand, on en-
forcement, the easiest thing to do we would just take rich people 
and big spenders, because that is where the biggest differentials 
are. The minute we don’t provide audits across the entire income 
spectrum, preparers are very smart and they have large numbers 
of clients, they can see, because they know which clients they are 
hearing from, they will notice. And the minute we are not pro-
viding oversight, even though it is at a lower rate, in a particular 
area of the economic range, that is where you are going to see the 
next frauds. And the bulk of money is collected from the bulk of 
people in the middle of the bubble. 

Mr. CRENSHAW. I just want to encourage you to make that a pri-
ority. You have a lot of money, you spend it in a lot of different 
places, and I know everything is important, but some are more im-
portant.

Mr. KOSKINEN. I would say we don’t have a lot of money. We 
have a lot of money from the standpoint of any individual. In terms 



49

of how the operation of the agency goes, we do not have a lot of 
money. We have $900 million less than we had 6 years ago. 

Mr. CRENSHAW. And you are collecting more revenue. 
Mr. KOSKINEN. Right. Our customer service has not been good 

and we are losing $5 billion a year on the revenue we know is out 
there.

Mr. CRENSHAW. But it is more than you had 5 years ago. 
Mr. KOSKINEN. And the $900 million, as always, nobody has ever 

disagreed, costs you about four to five times as much in lost rev-
enue.

I think it is appropriate to look at performance, and we are a 
businesslike operation with the accounts receivable of the govern-
ment. And so to underfund the accounts receivable, when you know 
there are accounts out there you should be collecting, doesn’t seem 
to me to be the most sensible way to run the business. 

Mr. CRENSHAW. No, but I guess you could argue, if you collect 
more revenue with less money, then maybe if you had even less 
money you would collect even more revenue. But I think there are 
other factors, we all agree, that go into that. 

Mr. KOSKINEN. And I guess my bottom line—because I only have 
another one of these years and then I am going to run out of my 
tenure—my bottom line concern is that when we have undercut the 
effectiveness of the Agency, you won’t see it immediately, we won’t 
see a 1 percent decline. 

Mr. CRENSHAW. We don’t want to see that happen. I am with you 
100 percent. 

Mr. KOSKINEN. OK, but we are getting very close to the edge, if 
we are not over it. 

Mr. CRENSHAW. OK. Mr. Serrano has a parting comment. 
Mr. SERRANO. There is the temptation to say that if we are col-

lecting more money, then the President Obama economy is strong. 
But I won’t do that. You will tell me it is just that taxes are higher 
and we will get into that back and forth. 

Quick statement, and then you could comment on it if you wish. 
It is not in the form of a question. But I am still not convinced, 
I have never been convinced, about the private debt collectors. I 
don’t like them. It makes me nervous. And I know it can be abused. 
These folks get a bounty. A bounty means that you go hard to 
make sure you collect and how you treat people. 

I am one of those Members of Congress, and there are more than 
we think, it is just that they don’t say it out loud, who has great 
respect for government employees, government workers. I have 
great respect, for instance, for the people who sit behind us. 

If the American people knew the average age of the people who 
run Congress behind the scenes, behind the work that we do, they 
would be very grateful and know that the country—the last time 
I looked the country is still the greatest country on Earth, and 
there are a lot of young people involved in running it on a daily 
basis, at least running the Senate and the House. 

But I worry, and I hope that as time goes on and this begins to 
be developed that you keep us informed on whether or not I was 
wrong or I was right on the fact that there will be abuse, and that 
it is better to have people who are on the payroll now, people who 
have been around a while, collecting that debt, rather than having 
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people who don’t have the government as their sense or center 
point, but rather just collecting the dollars. 

And that is my statement. If it’s a question and you want to com-
ment on it, it is up to you. 

Mr. KOSKINEN. It is an important statement. It has been con-
troversial. We have tried private debt collection a couple times in 
the past, and it hasn’t turned out to be efficient or effective. 

It is not our role to second-guess that decision. And that is why 
I want to make it clear we are committed. It is a statutory man-
date. We should take this program. We are committed to doing ev-
erything we can to make it work. We want to protect taxpayers. We 
want to make sure that we don’t build in problems for them, which 
is one of the reasons I can’t just go out and say, ‘‘Go collect debt,’’ 
because I have a lot of things we have to do around it. 

But we really do want to make sure that we do everything we 
can to make it work, because it needs a fair shake. And we are doc-
umenting with the IG, as well, all of the steps we are taking. We 
have tried to learn from what happened before, and if there were 
issues that we could have improved on the last couple times, I said 
we need to do that. 

Because if it works, that would be fine and we would have a fair 
choice at it. If it doesn’t work, we will have done everything we can 
to make it work, and then everybody will be able to decide, OK, we 
had a fair test of it, we worked hard, and it didn’t work. 

Our goal is to make it work. We recognize the issues around it. 
But the Congress has said you should do this, and our response to 
what the Congress tells us to do is we do everything we can to do 
it as quickly as we can. 

Mr. CRENSHAW. Thank you. 
Mr. Amodei, do you have anything further? 
Mr. AMODEI. Thank you, Mr. Chairman. I guess I am going to 

be staying out past my curfew today. 
I appreciate the comments of my colleague who is the ranking 

member in that. There are a couple of things going on here where 
you are, although some days I am sure you feel like it, are not held 
to a perfection standard. Government employees make mistakes 
from time to time. 

So to hold this thing, I am not sure that is what is being at-
tempted, but to hold the concept of this statutory mandate, which 
was signed by the President, so for anybody with a C or above, in 
government it is like, well, that kind of makes it the law of the 
land at the moment. To hold that to a perfection standard, I can 
tell you right now, you are going to be disappointed, because there 
are human beings involved. That is like holding Members of Con-
gress to a perfection standard, members of executive agencies to a 
perfection standard, and all that. 

But in the context of the testimony that I believe is absolutely 
accurate from the Commissioner, that we have a very large amount 
of money that is due to the government, legitimately, that, quite 
frankly, isn’t collected, to explore this as a possibility, and espe-
cially with your testimony, Mr. Commissioner, that we want to try 
to give it every fair chance and do it right, so we are going to re-
port back within the 90 days or whatever, it is like OK. And if it 
fails, then that is fine. 
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But I think sweeping generalizations in terms of it can only be 
done by your employees or it should never be done in another con-
text are things that, quite frankly, aren’t open. If it falls on its face, 
then that will become evident. I appreciate the fact that you want 
to cover yourself, to say we put all the gas in the tank it could hold 
and it didn’t get there, or if it does get there it is like, OK, this 
is part of it. 

But to take a tool that is in the box and not try to use it and 
leave it in the box, I think is one of the reasons that gets us all 
criticism in government, whether it is the executive branch or the 
legislative branch. 

So I look forward to hearing what you folks have done in 90 days 
with those already-working-for-the-government folks and then how 
the program proceeds. And, hopefully, you will pick folks that don’t 
make as many mistakes as those of us in government do, and that 
will be a rousing success. And if they do make as many mistakes 
as those of us in government, then we will deal with what comes. 

Thank you. I yield back. 
Mr. SERRANO. Mr. Chairman, if I may? 
Mr. CRENSHAW. Yes. 
Mr. SERRANO. Because the gentleman made a very interesting 

point.
Your comment would be perfect if we had never tried this before. 

We have tried it and it hasn’t worked. The experience has not been 
a good experience. 

And that is my concern, that there are some people heck bent on 
making this part of how government collects money. And the expe-
rience we have had in the past was not good. We had complaints 
about people being harassed, we had complaints about people going 
to the door really as, I hate to say it, as bounty hunters. 

So I just have a certain respect for people who understand what 
the parameters of their behavior are in government. But I under-
stand your point, and your point would be extremely well taken if 
we have never tried this before. 

Mr. CRENSHAW. Maybe it will work this time. 
But we thank you for being here today, for your time, and are 

really encouraged to hear some of the efforts you are making in 
terms of customer service, in terms of modernization. It is a tough 
job. But we thank you for your service, and we thank you for your 
testimony today. 

This hearing is adjourned. 
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TUESDAY, FEBRUARY 23, 2016. 

OFFICE OF MANAGEMENT AND BUDGET 

WITNESS

HON. SHAUN DONOVAN, DIRECTOR, OFFICE OF MANAGEMENT AND 
BUDGET

Mr. CRENSHAW. Well, good afternoon, everybody. 
This hearing will come to order. 
Today, we will hear from the OMB Director, Shaun Donovan, 

who has the dubious distinction of submitting for the first time in 
our Nation’s history a $4 trillion budget. 

This record level of spending corresponds with a record level of 
revenue; however, it still isn’t enough to balance the budget. So an-
other $600 billion is added to the Federal debt, which, in gross 
terms, now exceeds $20 trillion for the first time. It took 233 years 
to incur the first $10 trillion in debt, and it took only 8 short years 
to incur the next $10 trillion in debt. 

Now, the only way to retire the Federal debt is for spending as 
a percentage of GDP to be lower than its historical average and for 
revenue as a percentage of GDP to be higher than its historical 
revenue. The budget before us, however, projects that both spend-
ing and revenue as a percentage of GDP will remain above their 
historical average through 2026. In other words, this budget is a 
permanent source of debt. 

As a percentage of GDP, gross debt hovers around 105 percent. 
Now, that is a level that has not been seen or tolerated since the 
end of World War II. And I think we would all be a little afraid 
if the country became acclimated to this level of debt. 

So make no mistake, it is an economic burden that threatens the 
living standards of future generations. As such, I am disappointed 
that the administration’s final budget request to Congress did not 
propose any substantive entitlement reforms to prevent any further 
intergenerational inequity, let alone not one substantial entitle-
ment reform in the last 8 years. Back in 2000, there was talk about 
retiring the Federal debt by 2013, and now the Federal debt has 
eclipsed our GDP. 

Now, the Office of Management and Budget has the great re-
sponsibility of constructing a budget that reflects the President’s vi-
sion for our country. And because of this responsibility, I believe 
OMB has an even greater responsibility to be judicious and delib-
erate with its own budget request. And so, today, I hope not only 
to have an informative discussion about OMB’s appropriations re-
quest but also to dive into some of the important policies and as-
sumptions included in the President’s overall request. 

For fiscal year 2017, OMB is requesting a 6-percent increase over 
last year’s level. That is just a little bit under $101 million. In ad-
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dition, the budget requests a significant increase for OMB’s IT ac-
count, at 17 percent over last year. 

Now, I appreciate the strides the administration has made to im-
prove the use of IT resources all across the government to increase 
efficiency, to reduce waste, and identify savings. However, at a 
time where our Nation is incurring significant debt for generations 
to come, I think OMB should be exercising even greater fiscal re-
straint.

And may I remind the Director that when the President first 
took office in 2008 OMB received $78 million. Therefore, I believe 
your agency, again, has a greater duty to lead by example and to 
live within the means of your own budget. 

I would also like to discuss the role OMB has in strengthening 
Federal cybersecurity and the steps the Federal Government is tak-
ing to prevent the kind of IT failure we saw with the breaches of 
OPM’s background security and personnel database. More and 
more, we are seeing threats to our national security via cyber at-
tacks on our networks and operating systems. OMB’s role in guid-
ing and coordinating cyber policy is very, very important. 

Today, I hope we can talk about the Department of Labor’s pro-
posed fiduciary standard rule. As you know, last month, the De-
partment of Labor submitted its rule to redefine fiduciary stand-
ards to OMB for its mandatory review. I will have some questions 
about this because OMB has the critical task of reviewing all the 
Federal regulations to ensure all proposed regulations keep pace 
with modern technology, promote the changing needs of society, 
and avoid duplicative and inconsistent policies. 

I believe the Department of Labor’s rule will significantly harm 
low- and middle-income investors seeking financial advice regard-
ing their retirement and will cause unintended consequences to 
many Americans’ IRA accounts by limiting their access to invest-
ment advice provided to many small account holders. At a time 
when many Americans lack adequate retirement savings, we 
should be empowering families to save more for retirement by pre-
serving access to all forms of affordable investment advice. 

And, finally, I want to talk some today about the administra-
tion’s inadequate proposal to fund the Army Corps of Engineers. I 
am very disappointed the administration chose to ignore the impor-
tance of our Nation’s ports and waterways. As we move toward 
larger post-Panamax ships, ensuring that ports are dredged deep 
enough to handle these larger ships is essential to secure America’s 
place in a global competitive market. 

For instance, in Jacksonville, Florida, my home district, 
JAXPORT, our local port, is a major economic driver in the commu-
nity. JAXPORT supports more than 132,000 jobs and has an eco-
nomic impact of about $27 billion in the northeast Florida region. 
And, unfortunately, the President’s budget not only cut the Army 
Corps of Engineers’ funding by 22 percent, but it doesn’t fund a 
single new deep draft navigation project. 

In order to modernize our Federal navigation channels, we need 
a budget that reflects the needs of our Nation’s ports. And so I am 
hoping to hear from you, Director, today on why the administration 
woefully underfunded the Army Corps of Engineers and about the 
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decision to fund only one new start project in the 2017 budget re-
quest.

But, again, I want to thank you, Director Donovan, for taking the 
time to be with us today, and I look forward to your testimony. 

And now I would like to turn to the ranking member, Mr. 
Serrano, for any opening remarks he might have. 

Mr. SERRANO. Thank you, Mr. Chairman. 
I want you to know that you just cost me a dollar. I bet someone 

that you would say something positive about the budget, and I 
didn’t hear it. Maybe I skipped it. 

Mr. CRENSHAW. Yeah, I said something nice about the IT stuff. 
Mr. SERRANO. Yes, you did. Yes, you did. 
Thank you, Chairman Crenshaw. I would like to join you in wel-

coming Shaun Donovan, Director of the Office of Management and 
Budget, to this hearing. 

Today’s hearing serves a dual purpose: We will of course discuss 
OMB’s specific budget request for this year and delve into the new 
initiatives that will help coordinate government-wide responses to 
pressing issues. But we will also delve into the budget request as 
a whole and how OMB has helped to put together a coherent and 
cohesive product that reflects our Nation’s values and addresses its 
needs.

That secondary role is especially important for this year’s con-
text, because this year our majority colleagues on the Budget Com-
mittee have taken the unprecedented step of refusing to invite Di-
rector Donovan to testify on the administration’s budget. I think 
that decision is unwise at best. 

With that in mind, I want to commend Chairman Crenshaw for 
his decision to hold a hearing today. I think it speaks well of the 
Appropriations Committee’s more bipartisan nature. Although we 
may have differences of opinion about what our policy priorities 
should be, I am glad to know that the chairman believes that we 
should hear all sides of the debate. 

And I am very serious and sincere about that, Mr. Chairman. 
And I think it is especially necessary to hear what Director 

Donovan has to say about the fiscal year 2017 budget. 
So I believe that the President’s request, prepared with your 

counsel, creates a strategic plan that strengthens our economy and 
invests in working families by improving access to early and higher 
education as well as affordable health care, investing in our infra-
structure, and partnering with local communities and businesses to 
create good-paying jobs and affordable housing. I commend OMB 
for your role in these efforts. 

There is also much to discuss in OMB’s request, as well, which 
totals $100.7 million in fiscal year 2017. This includes a relatively 
small increase of $5.7 million to help ensure you have the per-
sonnel and the tools necessary to meet these numerous responsibil-
ities.

It is important to note that, out of the requested increase, $2.4 
million are for unavoidable costs, such as salary increases, higher 
rental costs, and IT contractor support. The other $3.3 million 
would help OMB restore a portion of previous staff cuts at a time 
when OMB has taken on numerous new responsibilities mandated 
by Congress. OMB’s current staffing levels are 7 percent below 
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2010 levels and would still be 5 percent below 2010 levels even if 
OMB receives its full 2017 funding request. We need to make sure 
that OMB has the resources necessary to do its job. 

I am also interested in hearing about the implementation of the 
Cybersecurity National Action Plan and OMB’s role in developing 
and coordinating Federal IT cybersecurity strategy and policy. I 
hope we will have a chance to discuss all these issues in further 
detail today. 

Thank you for your service and for appearing before this sub-
committee. I look forward to hearing about your priorities for 2017. 

And I thank you, Mr. Chairman. 
Mr. CRENSHAW. Thank you. 
I would like now to yield to Mr. Rogers, who is the chairman of 

the full committee, for any opening statement he might like to 
make.

Chairman ROGERS. Thank you, Mr. Chairman. 
Director Donovan, we are pleased to have you with us to discuss 

the President’s fiscal year 2017 request for OMB as well as some 
recurring themes in the overall request. 

This marks the eighth and final budget request under the 
Obama administration, which you have been a part of from the 
very beginning. While we may not agree on everything, I have en-
joyed working with you over the years and appreciate your service 
to the country. 

For fiscal year 2017, as has been said, you have requested $100.7 
million, which is about $5.7 million over fiscal year 2016. These ad-
ditional funds are proposed to hire more staff, raise pay and bene-
fits, and for increases in rental and IT costs. 

As you know, we are in very tight fiscal times, so any request 
for additional dollars is met with extra scrutiny in this committee. 
That is our job. 

Your relatively small agency plays a critical role in overseeing 
the administration of the entire executive branch, and it is impor-
tant that this committee assess the strength of the President’s 
budget request as a whole. 

As you are aware, in December, Congress and the President 
came to an agreement that set budget caps for fiscal year 2016 and 
2017. So I am disappointed, not surprised, that this year’s budget 
request seeks at every turn to circumvent the terms and the spirit 
of that agreement. 

Year after year, this committee has rejected the administration’s 
attempts to evade statutory discretionary spending caps by pro-
posing new and unrealistic programs on the mandatory side of the 
ledger. And yet, here again, this budget, which you helped draft, 
shifts tens of billions of dollars from discretionary funding over to 
mandatory.

If we were to blindly follow the President down this path, by 
2020 our country would spend more money on interest payments 
on the national debt than we would on protecting and defending 
our Nation. Instead of proposing real solutions to help get our Na-
tion’s fiscal house in order, the President has chosen only to exacer-
bate the problem. 
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And while I have sadly come to expect the budget request to be 
a political document, this year I am especially disappointed in two 
proposals in particular. 

First, despite bipartisan efforts in the past several years to in-
crease funding for medical research, this budget opts instead to po-
liticize the issue, proposing the $1 billion Cancer MoonShot 
through mandatory spending, outside the terms of the balanced 
budget agreement and outside the scope of this committee’s juris-
diction.

The same goes for the proposal related to our Nation’s deadly 
opioid epidemic. Our country loses over 100 lives a day to heroin 
and prescription drug overdoses. That is over 100 families every 
day that lose a son, a daughter, a father due to this tragic scourge. 

And don’t mishear me. I have enjoyed working in a bipartisan 
fashion with the administration, with a number of dedicated indi-
viduals to curb the tide of abuse, to help save those lives and those 
families. I believe we have made some real progress, and I do not 
question their commitment. 

However, when we receive a $1 billion proposal in mandatory 
funding to address this pressing problem, I do have to question the 
sincerity and seriousness of the request. It is unquestionable that 
funding for NIH and for treatment and law enforcement to fight 
against drug abuse are important, admirable goals that we all 
share on a bipartisan basis. But here we have to make tough 
choices and prioritize, and this budget request is completely devoid 
of that leadership. Again, I am not surprised, but I am truly dis-
appointed.

And let’s move on now to the global Zika virus emergency. The 
committee has received the President’s supplemental appropria-
tions request for Zika. We are reviewing it carefully. But I am dis-
appointed you didn’t take our committee’s recommendation to use 
unobligated Ebola and other disease funds for the immediate re-
sponse to Zika, which we offered to backfill as needed in the fiscal 
year 2017 bills. 

I think you will eventually regret that decision. The supple-
mental you have requested will take time, will probably get mired 
in controversy, and will likely attract many requests for additional 
emergency funding. 

We gave you a quick and easy path. You have chosen a much 
more difficult one that will only slow the response to Zika. And I 
am sorry you didn’t take our advice and our permission to use 
those funds for Ebola and the other diseases for this immediate 
pending problem with Zika. 

I look forward to discussing these issues with you further during 
the question-and-answer part of the hearing, and I want to thank 
you for being here and for your work. 

I yield back. 
Mr. CRENSHAW. Thank you. 
And now, Director Donovan, we will turn to you for your testi-

mony. If you could keep it in the 5-minute range, that will allow 
more time for questions. And your full statement will be made part 
of the record. So the floor is yours. 

Mr. DONOVAN. Thank you. 
Chairman Rogers, thank you for joining us today. 
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Chairman Crenshaw, Ranking Member Serrano, and all the 
members of the subcommittee, thank you for the opportunity to 
present the President’s 2017 budget request for the Office of Man-
agement and Budget. 

I want to first thank this subcommittee and the full committee 
for its work on the 2016 omnibus and the Bipartisan Budget Act 
of 2015. Together, we came together to avoid harmful sequestration 
cuts and enacted a spending bill that provided critical funding for 
both our defense and nondefense priorities. 

The President’s 2017 budget builds off the achievements we se-
cured for 2016 and adheres to the funding levels authorized in the 
BBA. And we look forward to working with Congress to continue 
the progress we have made in moving the appropriations process 
back to regular order. 

I also want to thank you for your support of OMB. Over the last 
3 years, you have provided OMB with resources to halt the fur-
loughs and staffing losses that threatened our ability to maintain 
the high standard of quality that we hold ourselves to and that 
Congress rightly expects from OMB. Restoring capacity allows us 
to deliver more value for taxpayers through improved program 
management, smarter regulations, and more identified opportuni-
ties for savings. 

Under the President’s leadership, we have turned around our 
economy and created 14 million jobs; the unemployment rate has 
fallen below 5 percent for the first time in almost 8 years; nearly 
18 million people have gained health coverage as the ACA has 
taken effect; and we have dramatically cut our deficit by almost 
three-quarters.

The President’s 2017 budget will help continue this economic and 
fiscal progress. It shows that investments in growth and oppor-
tunity are compatible with putting the Nation’s finances on a 
strong and sustainable path. And it lifts sequestration in future 
years so that we continue to invest in our economic future and our 
national security and replaces the savings by closing tax loopholes, 
reforming tax expenditures, and with smart spending reforms. 

The budget shows that the President and our administration re-
main focused on meeting our greatest challenges not only for the 
year ahead but for decades to come, making critical investments 
that will accelerate the pace of innovation, give everyone a fair shot 
at opportunity and economic security, and advance our national se-
curity and global leadership. 

The President’s request for OMB is $100.7 million, which will be 
used to support the staff we brought on board in 2015 to address 
our historically low staffing levels, as well as enable us to hire an 
additional 10 full-time equivalents. Our 2017 request supports the 
staffing levels we need to more effectively oversee program man-
agement and funding, including identifying opportunities for budg-
etary savings across more than 100 agencies and departments 
throughout the Federal Government. 

OMB’s request will also enable us to continue to play a central 
role in executing the President’s management agenda. The addi-
tional resources will let OMB ramp up promising efforts and build 
on progress in a number of key areas. But I would like to specifi-
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cally highlight our investments in supporting smarter IT delivery 
and stronger cybersecurity across government. 

OMB is requesting $35 million for Information Technology Over-
sight and Reform, or ITOR, to support the use of data, analytics, 
and digital services to improve the effectiveness and security of 
government services. 

The requested resources will help scale up particularly promising 
efforts like the U.S. Digital Service, which has already saved agen-
cies millions of dollars and assisted with many of our toughest dig-
ital challenges. The 2017 request expands the central USDS team 
at OMB to work on additional projects and supports standing up 
Digital Service teams at 25 agencies across the government. 

The ITOR fund also supports OMB’s work on enhancing Federal 
cybersecurity. Strengthening the cybersecurity of Federal networks, 
systems, and data is one of the most important challenges we face 
as a Nation. To address these challenges, the President created a 
Cybersecurity National Action Plan that takes near-term actions 
and puts in place a long-term strategy to enhance cybersecurity 
awareness and protections. OMB will use ITOR resources to work 
with Federal agencies to implement these actions and to support 
timely and effective responses to cyber incidents. 

Our efforts to help deliver a smarter, more innovative, and more 
accountable government extend to our regulatory responsibilities as 
well. The administration is committed to an approach to regulation 
that promises economic growth, competitiveness, and innovation, 
while protecting the health, welfare, and safety of Americans. 

We continue to make significant progress on the retrospective re-
view of existing regulations, eliminating and streamlining regula-
tions to reduce burden and cost. Since 2010, agency retrospective 
reviews have detailed hundreds of initiatives that will reduce costs, 
saving more than $22 billion in the near term. 

The responsibilities I have described here are in addition to our 
work with agencies to prepare and execute the Federal budget. And 
while some people think only about OMB’s efforts on behalf of the 
President’s budget, members of this subcommittee know that OMB 
works with Congress every day to provide information and analysis 
and to respond to contingencies and unforeseen circumstances. 

I want to close by thanking you again for the opportunity to tes-
tify today. It is a particular honor for me to serve at OMB, given 
the critical role it plays and the talented individuals who work 
there.

Supporting OMB and the work we do to make government per-
form better for the American public will continue to be a smart and 
necessary investment, and I look forward to continuing to work 
closely with this subcommittee to that end. 

Thank you. I look forward to your questions. 
[The information follows:] 
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Mr. CRENSHAW. Well, thank you. 
Let me ask you about your budget request of a little over $100 

million. You got an increase last year. You are asking for a 6-per-
cent increase this year. 

As I understand it, your role is to say to the agencies what you 
ought to be asking money for and not spending yourself. I mean, 
you oversee the overall budget, and that is why I said earlier I 
think you have a particular responsibility in terms of fiscal re-
straint.

I know when I was chairman of the Legislative Branch Sub-
committee of this full committee, I cut the Members’ office accounts 
by 10 percent. It was a tough decision, but I thought we ought to 
lead by example. And if you look over the last 5 years, the budget 
of the House of Representatives has gone down by 16 percent. 

And so when you ask for a 6-percent increase, I look at the re-
quest, and I think last year part of that increase was going to go 
for 25 new staffers and now, for 2017, another 10 new staff posi-
tions. Can you tell me how many of the 25 from last year’s appro-
priation have been hired? 

Mr. DONOVAN. We have fully hired to the staffing levels that you 
have provided in prior years. 

And I think it is important to recognize, there is a significant 
piece of this—of the $5.7 million increase, $2.4 million will go just 
to inflationary increases that we have, whether staff, benefits, rent, 
those types of things. 

I think it is critical for us to execute the additional responsibil-
ities that we have been given, many of them by statute. I was very 
pleased that we reached a bipartisan agreement in the transpor-
tation bill last year, for example, to step up our efforts to stream-
line infrastructure permitting across the country. I think a very 
strong bipartisan effort there. We are bringing on some new staff 
to implement that effort. That is a good example. 

Mr. CRENSHAW. So the 25 that we funded last year, they have 
all been hired? 

Mr. DONOVAN. That is correct. 
Mr. CRENSHAW. Okay. 
Mr. DONOVAN. That is correct. 
Mr. CRENSHAW. And then you need 10 more for next year, and 

you have roles for them to play. 
Mr. DONOVAN. Absolutely. And, again, the DATA Act is another 

good example, a bipartisan effort that we need to bring on staff for. 
And, obviously, cybersecurity is an area where I think we can all 
agree.

I think one of the most important points I can make about this 
is that I think in all of these different areas we can demonstrate 
that the staff that we are bringing on are achieving substantial 
savings across the Federal Government, whether it is the Digital 
Service——

Mr. CRENSHAW. I gotcha. 
Mr. DONOVAN [continuing]. Which is saving hundreds of millions 

of dollars—— 
Mr. CRENSHAW. You hired that first 25 pretty quick. And, you 

know, if you have the money to do it, you did it, and that is good. 
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Mr. DONOVAN. We have saved $3.5 billion in IT acquisition costs 
through the reforms that we have made. So the leverage on these 
staff, we think—and it is important that we show you the return 
on investment for those staff. 

Mr. CRENSHAW. Gotcha. 
Let me ask you a quick question about some of the work you do 

when you oversee all the different regulations that come before 
you. And, in particular, I mentioned in my opening statement the 
Department of Labor and the fiduciary standard. 

As you know, we had this conversation last year, I believe the 
SEC, which we oversee and fund here, has the primary responsi-
bility to look at our economy and make sure that things are safe 
and stable. And it seems like they would be the appropriate people 
to make a rule or regulation about fiduciary standards. In fact, 
when we asked Mary Jo White at the hearing, she said they are 
working on a rule to do that. 

It seems like the Department of Labor has kind of just ignored 
everybody’s input to say, you know, let’s not duplicate, let’s not 
make things overlap, and yet they just keep going, and keep going. 
They have heard from the Department of Treasury, they have 
heard from the different appropriators, different subcommittees, 
full committees. 

And I guess the question is, if they are just going to kind of keep 
moving—then they come to you, and you have to ultimately review 
that. And my understanding is that you are going to expedite that 
review, and there might be a final rule sometime in April. 

And so the question becomes, do you sit down and do a com-
prehensive cost-benefit analysis to make sure that—we all want to 
help investors. We all understand that with the stock market there 
are certain risks involved. So we want to help, but we don’t want 
to help in a way that cuts off people’s access to investment advice. 

So before you kind of finalize that rule, do you do a cost-benefit 
analysis?

Mr. DONOVAN. Absolutely. 
And let me just say at the outset, we do have, as you just noted, 

this rule under review at this point. So I am limited in what I can 
say on the specifics of the rule. But, generally speaking, it is one 
of our most important duties to ensure that cost-benefit analysis is 
done correctly and effectively, and we take the time necessary to 
ensure that that is done. 

Also one of our most important duties is to ensure that there is 
interagency review of regulations. In this case, it is the Depart-
ment of Labor’s statutory authorities that they are putting into ef-
fect through the rule, but one of our jobs is to make sure that there 
is a strong interagency review of these rules before they are final-
ized.

Mr. CRENSHAW. So can you assure us that there is not going to 
be duplication or inconsistencies if you have a rule by the SEC and 
a rule by Department of Labor? 

Mr. DONOVAN. What I can assure you is that we are going to do 
everything we can to minimize those. SEC is obviously an inde-
pendent agency, so, while we consult with them, we don’t have di-
rect oversight over their rulemaking. But I can assure you that we 
will do everything we can to ensure that coordination. 
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Mr. CRENSHAW. And how do you go about making sure this pro-
posed rule isn’t going to have unintended consequences, and actu-
ally limit people’s access, not adversely affect particularly some of 
the low- and middle-income Americans? How do you go about the 
process to make that determination? 

Mr. DONOVAN. Well, one of the critical things that we do—and 
this is through an open, transparent process of meetings and com-
ments that come into rules. I believe there were thousands of com-
ments that were received and evaluated, hundreds of meetings that 
took place in the review of the rule. And so that is, obviously, the 
best possible way to have an open, transparent process that makes 
sure that concerns about any particular rule are incorporated. 

Mr. CRENSHAW. And I guess you know there have been a lot of 
concerns—anytime you have a comment period, some people like it, 
some people don’t—but there have been a lot of concerns raised, 
and not on a partisan basis, kind of across the board, people are 
just concerned that you don’t overdo the regulation to really harm 
the people you are trying to help. So I just hope that you will con-
tinue to keep that in mind. 

And, again, when we have the SEC Chairman before us, we will 
ask her how she’s doing on her rule. Because, again, we don’t want 
to see the inconsistencies, duplication that just create even more 
confusion.

Mr. DONOVAN. Well, again, I am not going to comment directly 
on the rule. I will say that Secretary Perez has made clear they are 
doing everything they can to streamline and simplify the rule while 
still maintaining the bedrock principle of a fair standard of protec-
tion for investors. 

Mr. CRENSHAW. Can you tell us whether or not you are expe-
diting the rule and when the final rule might be available? Or is 
that something you are not supposed to comment on? 

Mr. DONOVAN. Even if I could tell you, I wouldn’t know exactly 
when we would be finished here. What I can tell you is we are giv-
ing it a full interagency review, as I described. 

Mr. CRENSHAW. Thank you very much. 
Mr. Serrano. 
Mr. SERRANO. Thank you, Mr. Chairman. 
You have touched on it somewhat, but I want you to expand on 

it. You know, we have been in a certain kind of mood in the last 
few years—actually, more than a few years—of cutting, cutting, 
cutting the budget. And some Members feel that if we cut the 
budget, that is fine; that is what we were elected to do. But some 
of us feel that what made our country great was investing in our 
country also, investing in infrastructure, investing in education. 

So how does the President’s budget deal with those issues? And 
is it possible, do you think, at all in this climate—and I know this 
is more a political question than anything else—for any President 
to make Congress happy in terms of investing and at the same 
time not making them totally angry on spending? 

Mr. DONOVAN. Well, I think you have hit on a core issue that we 
grappled with in the budget. But I will say that I think what we 
really did here was to build on a bipartisan precedent that we have 
seen now twice, with the Murray-Ryan agreement and then with 
the Bipartisan Budget Act last year. And that is basically to recog-
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nize that sequestration, which I would really describe, in many 
cases, as mindless austerity, cutting just simply straight across the 
budget without reflecting, really, which are the critical invest-
ments—that, on a bipartisan basis, we came together last year to 
invest more on the discretionary side of the budget, but we offset 
it with both revenue increases and smart spending cuts on the 
mandatory side of the budget. 

And that is exactly the model that we have been taking up in 
the President’s budget. Not only are we living within the caps that 
were part of that budget deal, which provide substantial relief on 
the discretionary side for critical investments, many of which you 
described, but we also achieved $2.9 trillion in deficit reduction 
over the 10-year window through taking a look at where we can 
close loopholes on the tax side, where we can make smart spending 
reductions. We have $375 billion in healthcare savings over the 10- 
year window. 

So we really think that is the right model, and it is a model that 
has been bipartisan that we have followed. 

But what we can’t do is continue to cut the very things that will 
help us make the investments that are going to grow our economy, 
whether it is the research and development that is so critical to 
keeping our innovation edge that we have over other countries, 
whether it is investing from the very youngest age in our kids, like 
we did with Head Start in the bipartisan agreement last year and 
we continue this year in our budget, in education and training and 
so many other areas that are critical to our short-term but also our 
long-term success. 

Mr. SERRANO. I am glad that we are discussing that approach, 
Mr. Chairman, because one of my concerns and the way I always 
say it is, you know, somewhere right now in this country, in many 
places, there is a man and a woman somewhere in a lab, or a cou-
ple of men and women in a lab, in white coats working either on 
the next Velcro or perhaps finding a cure for cancer or the common 
cold. And we sometimes feel, it looks to me, like we are willing to 
even cut those areas, you know, that make us grow. 

Do you think we are reaching at all that dangerous point? Or do 
you think that the bipartisan agreements we have had or some of 
the changing in tone that we have seen at times in the last couple 
years, which some people forget about—it hasn’t all been rancor 
and discord at times—that we can get to a point where we don’t 
jeopardize the investments we have to make in the future of the 
country?

Mr. DONOVAN. Well, I am hopeful, if we can not continue the 
model that we had of 3 or 4 years ago, between shutdown and the 
other manufactured crises that really hurt our economy, hurt con-
fidence of individual families across the country and our busi-
nesses, but follow the model we had last fall, I think we really can 
make progress on these issues. 

Because I think there is broad recognition that discretionary 
spending is not where our fiscal challenges are, that, actually, we 
are investing too little on the discretionary side, even with the sub-
stantial increase that we got in this budget deal, which we lived 
by in our budget, and that, really, where our fiscal challenges are 
are more on the revenue and on the mandatory side of the budget, 
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particularly around health care. And that is something that we 
have made a lot of progress on, bringing down our healthcare costs. 

Mr. SERRANO. Mr. Chairman, one quick question. And this is a 
question that I run the risk that anybody under 30 in the audience 
will leave here shaking their head and saying, ‘‘How dumb can he 
be?’’

But can we reach a point where the IT equipment we buy doesn’t 
become obsolete 6 months later? Is that our ability to purchase im-
properly, or is it just that technology changes so quickly that we 
can’t keep up? 

Mr. DONOVAN. Well, no—— 
Mr. SERRANO. Because it seems that all the years I have been 

on Appropriations—I mean, there was the fiscal year 2000 where 
we thought we were going to all die and the country was going to 
go down the drain. But since then, one of the issues is how we pour 
money at times—pour money, honestly—you’re hearing a Democrat 
say that—into IT and then, a year later, the department or that 
agency is saying it is obsolete. 

Mr. DONOVAN. Yeah. 
Mr. SERRANO. Is there any way to deal with that? 
Mr. DONOVAN. Part of this is, clearly, the technology changes 

quickly. But the fact is, historically, the government has taken an 
approach that dramatically exacerbated that problem. A lot of this 
is in how we procure information technology, whether that is the 
individual devices that we use or how we procure software services. 

And so two critical things that we are doing that we are making 
a great deal of progress on: One is we are moving aggressively to 
what we call category management. Instead of having literally 
thousands of different contracts across the Federal Government for 
laptops, for desktops, for handheld devices, we are going to a very 
small number of government-wide contracts. 

As we started to implement that late last year in IT and particu-
larly in devices, we saw a 50-percent decline in prices very quickly. 
How can that be, you say? Because, for example, right now, if you 
were going to bid on a contract, you have to look at potentially 
thousands of different contracts in different agencies with many, 
many different types of configurations. Instead, if we go to saying 
simply, let’s choose three, four, five different configurations of a 
desktop or a laptop and make that the standard, we can actually 
dramatically improve the efficiency for the contractors themselves 
of doing business with us and bring the prices down. And we have 
started to see that. 

On software procurement, which is a little more complicated, we 
have moved to what we call an agile system. It basically used to 
be that we would buy giant IT systems all at once, kind of in a big 
bang, and, by the time you get 4 years down the road, realize you 
are above budget, behind schedule, it is too late to be able to make 
changes and adjustments. Instead, what we are doing is buying, 
just like the private sector does, much more incrementally. And 
that is also really starting to make a difference. 

I saw this, frankly, at HUD. When I came in, I had a giant finan-
cial services project that was above budget, behind schedule. And 
I came to OMB—this is the role that OMB can play. I came to 
OMB; they said, you know what, Treasury has actually got a sys-
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tem that is very similar. And so we moved to what we call shared 
services where HUD now does all its financial transactions through 
its system at Treasury. Much more cost-effective. 

And so those are the kind of techniques that, even if technology 
changes quickly, it allows us to be much more agile and responsive 
to keep up with those changes. 

Mr. SERRANO. Thank you. 
Thank you, Mr. Chairman. 
Mr. CRENSHAW. Just real quick, do you have a number, like, how 

much money the Federal Government spends every year across the 
board on IT? 

Mr. DONOVAN. Roughly $90 billion. 
Mr. CRENSHAW. That is all? 
Mr. Rogers. 
Chairman ROGERS. Mr. Director, let’s talk about debt. We owe 

over $19 trillion, growing uncontrollably, several trillions of it dur-
ing this administration. 

People out there are frightened, frustrated, mad, misunder-
standing what is happening. And when I try to tell them, look, we 
have cut discretionary spending in the last 5 years by over $175 
billion, and yet the debt continues to zoom. Why? Because of man-
datory spending, entitlement spending—out of control. 

When I first came here, we appropriated two-thirds of Federal 
spending. Today it is one-third. Two-thirds is now mandatory, auto-
matic. If you qualify for a certain program, the money comes out 
of the Treasury. It doesn’t go through this committee. We have no 
oversight.

If we continue at this pace, as I said in my opening statement, 
soon the debt interest is going to exceed what we spend for na-
tional defense, among other things. So it is a real crisis, in my 
judgment.

Of the $4 trillion in Federal spending that is going to take place 
next year, we are only appropriating $100 billion, and it is out of 
control. And yet this budget that the administration is proposing 
would increase mandatory funding by some $60 billion, either cur-
rently funded under discretionary or new money that should be 
funded as discretionary. 

[CLERK’S NOTE.—Chairman Rogers corrects the $100 billion as $1 
trillion later in the record.] 

Knowing that we have a mandatory spending problem that is 
crowding everything else out, the President chooses to ignore that 
problem and, frankly, only make it worse. He plans to pay for 
much of this new funding through imaginary fees and taxes that 
obviously aren’t going to happen. 

With the President having been in office now over 7 years, we 
still haven’t seen a credible plan to tackle this out-of-control enti-
tlement spending and debt. He has almost 11 months left in office. 
Can we see any hope that he will make a good-faith effort with the 
Congress to help strengthen and preserve critical entitlement pro-
grams and yet have some kind of a check on the rapid growth of 
the entitlement sector? 

Mr. DONOVAN. So, Chairman, let me begin by agreeing with your 
fundamental premise that discretionary spending is actually a 
place that we have cut and I think cut too far, and that was the 
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basis of the bipartisan deal we reached last year. And I want to 
thank you for your leadership on getting to, I thought, a very effec-
tive compromise on the omnibus at the end of last year. 

Where I want to disagree with you is that, in fact, since the 
President has come into office, we have made substantial progress 
not just on our short-run deficits, which are down by roughly 75 
percent—we have had the fastest sustained deficit reduction since 
the end of World War II—but we have also made substantial 
progress on our medium- and long-run deficit and debt as well. 

And the reason for that is because healthcare spending, as you 
know, is the single most important challenge that we have on the 
mandatory spending side. It outweighs all other programs. And, in 
fact, that is one of the reasons why the President immediately, on 
coming into office, focused on this issue. And since he came into of-
fice, we have actually seen the slowest healthcare cost growth in 
50 years. 

And, in fact, if you just take 1 year, the year 2020, since the Af-
fordable Care Act was passed, CBO—these are not our numbers— 
CBO projects that we are going to spend $185 billion less in 2020 
on Medicare and Medicaid combined. 

So we have made real progress. And what we are proposing in 
our budget is to continue that progress. We have $375 billion of 
further healthcare savings that we are proposing. And as we saw 
with the doc fix legislation that got done about a year ago, we 
think there are many areas where we can make bipartisan 
progress to make further progress on those entitlements. 

But I would also say that the President believes that we need to 
take a balanced approach. And the fact is we have wasteful spend-
ing on the Tax Code side of our budget as well and that we need 
to aggressively look at those areas as well. And our budget does 
that.

But even with the added $2.9 trillion of deficit reduction that we 
achieve in this budget, if you add that to the $4.5 trillion of deficit 
reduction that we have achieved since 2011, even if his budget was 
enacted tomorrow, we would still have more than 50 percent of the 
deficit reduction of that $7.4 trillion that comes from spending cuts. 

So we think we have a real record of looking hard not just at the 
discretionary side but the mandatory side. But we also need to look 
at the tax side. 

Mr. ROGERS. What was the amount of debt when he took office? 
Mr. DONOVAN. As a share of the economy and the projections—— 
Mr. ROGERS. No, as a real number. 
Mr. DONOVAN. I don’t have those numbers in front of me. But, 

again, the right way to look at this problem—— 
Mr. ROGERS. It was only about $14 trillion. Now it is over $19 

trillion.
Mr. DONOVAN. Well, what I—— 
Mr. ROGERS. How can you say that you have cut the debt? 
Mr. DONOVAN. What I can say is that, as a share of the economy, 

we have brought down the deficits dramatically. If you look at our 
budget proposal, it would take the critical step of stabilizing and 
then bringing down our debt as a share of our economy. That is the 
critical test that economists apply to it. 
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And I will say, compared to the current status quo, we achieved 
that $2.9 trillion of deficit reduction in our budget, which achieves 
that key fiscal goal. 

Mr. ROGERS. Let me make a correction. I think I said a moment 
ago something wrong, when I said that of the $4 trillion we are 
going to spend next year, I said $100 billion. It is $1 trillion of that 
is what we appropriate. 

The rest is mandatory and growing out of control. And yet your 
budget proposes roughly $60 billion more mandatory spending from 
discretionary. It should be going the other way. 

Mr. DONOVAN. Expected mandatory spending has gone down sub-
stantially since the President came into office, primarily because of 
the healthcare savings that we have achieved. The projections of 
debt and deficits today—— 

Mr. ROGERS. How did we get from a debt of $14 trillion when he 
took office to over $19 trillion now? That is not a reduction; that 
is a huge increase. 

Mr. DONOVAN. Not compared to the expectations when he came 
into office. If you look at CBO’s numbers when the President came 
into office, we have substantially reduced expected deficit and debt. 

Mr. ROGERS. Can you take expectations to the bank? 
Mr. DONOVAN. All I can do and all the President can do is make 

changes, propose changes, working with Congress, that change our 
path, our fiscal path. 

Mr. ROGERS. The bottom—— 
Mr. DONOVAN. And we have done a substantial amount to im-

prove the fiscal path of this country, particularly through reduc-
tions in healthcare spending, since the President came into office. 

Mr. ROGERS. But in spite of all of that, the debt has gone up dra-
matically since the President came into office. 

Mr. DONOVAN. The President inherited deficits that were at al-
most 10 percent of our economy, and he has brought them down 
to well below 3 percent. That is the fastest deficit reduction we 
have seen since World War II. 

Mr. ROGERS. Well, bottom line, bottom line, the public doesn’t 
understand cutting expectations. The public sees that we owe $19 
trillion and growing like a weed, all the while the administration 
adds more mandatory spending to the debt so that the appropria-
tions process, the people’s way of oversight, is thwarted. Because 
mandatories, as you well know, rely upon formulas and qualifica-
tions for programs that automatically come out of the Treasury 
without it being appropriated. And that is where I think we are on 
a real, real bad track. 

Mr. DONOVAN. Well, Mr. Chairman, where I think we can agree 
is exactly the leadership you and the committee provided last year, 
that finding ways to reduce mandatory spending in smart ways, 
which was part of the budget agreement that was reached last 
year, is the right way to go while we continue to make the critical 
investments on the discretionary side that we need. 

Mr. ROGERS. Thank you. 
Mr. CRENSHAW. Thank you. 
We have been joined by the ranking member of the full com-

mittee, Mrs. Lowey. And so I am going to recognize her to either 
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make an opening statement and/or ask a question or a combination 
thereof.

Mrs. LOWEY. Well, my good friend the chairman is so very gen-
erous. I really appreciate your welcome here to this distinguished 
committee. And I appreciate you and my good friend Mr. Serrano 
holding this important hearing. 

And I would like to join you in welcoming Director Donovan. 
Thank you for being here today. 

And thank you for your gracious welcome, Mr. Chairman. 
Mr. SERRANO. I can’t take all this. 
Mrs. LOWEY. Welcome. 
Mr. DONOVAN. Thank you. 
Mrs. LOWEY. With the 2-year bipartisan agreement we reached 

at the end of last year and Speaker Ryan’s focus on regular order, 
most of us were optimistic that this year’s appropriations process 
would be smoother than the prior years’. 

Yet Speaker Ryan, I understand, is entertaining cutting entitle-
ments through appropriation bills instead of through authorizing 
committees. And Budget Committee Republicans broke with deco-
rum and did not invite you to testify on the President’s budget re-
quest. This is very surprising to me. 

At this time, it is unclear whether House Republicans will even 
offer a budget of their own. At least the Appropriations Committee 
is doing its job, and I am very happy to work with the chairman 
in doing the job. And I am glad to have you here today. 

Mr. DONOVAN. Thank you. 
Mrs. LOWEY. Director Donovan, do you know the last time a sit-

ting OMB Director was not asked to testify before the Budget Com-
mittee?

Mr. DONOVAN. To my knowledge, Ranking Member, that has 
never happened before since the Budget Committees were created. 

And I will say, despite any personal feelings, I think the most 
important issue is that I was disappointed because we did make— 
and I said this before you arrived, and I want to compliment you 
directly for the bipartisan work, both on the bipartisan budget 
agreement and on the omnibus in December. But it felt like we 
made a lot of progress toward reestablishing regular order in doing 
that and creating this 2-year framework and getting a good agree-
ment, a good compromise last year. And I was disappointed that 
I wasn’t able to testify. My hope is that we can continue the 
progress toward regular order as we go forward. 

Mrs. LOWEY. And I know because Chairman Rogers and I would 
like to have regular order and move forward with regular order. 

So, Mr. Donovan, Mr. Director, had you been invited to testify 
before the Budget Committee, are there particular areas of Federal 
investment that would spur the economy, enhance our national se-
curity, provide groundbreaking biomedical breakthroughs that you 
would have discussed? If so, I am happy to let you speak to those 
investments now. 

Mr. DONOVAN. Thank you. 
I would really highlight three key areas, and these were areas 

that the President highlighted as major challenges for the country 
going forward. 
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First, we have to invest to maintain our leadership as the most 
innovative economy on Earth. And one particular area that he 
highlighted was the investment in renewable energy. R&D for that 
is a critical place where we can put people to work, grow the jobs 
of the future. But an area that I know is near and dear to your 
heart, as well, is on biomedical research and a substantial increase 
in investment that we are proposing as part of the Cancer Moon-
shot, along with a range of other areas of investment as well. 

The second big area is where we need to invest to grow oppor-
tunity to give everybody a fair shot in the country. One of the most 
important advances I think we won in the omnibus was a major 
increase in Head Start to get kids started at the very earliest 
stages. Our budget proposes more than a $400 million increase 
there, which would take us to more than half of Head Start chil-
dren in full day, full year programs around the country, which has 
been shown to be a critical advance. 

But also a great bipartisan victory in replacing the No Child Left 
Behind Act. And I think there is a significant set of places that we 
could invest, and that the budget does, on the education side, on 
training and apprenticeships. 

One other area that I would point out to really try to modernize 
the safety net that we have for workers is our wage insurance pro-
posal as part of a broader effort to modernize unemployment insur-
ance around the country. We think that is a critical area where we 
could make bipartisan progress, encourage people to get back to 
work even more quickly. 

So those are two, and then the third is national security. The 
budget invests more than $2 billion in additional resources to take 
the fight to ISIL; substantial increases to make sure that our Euro-
pean partners are reassured that we are going to stand in the way 
of Russia’s aggressive actions in Europe and beyond. Third, the cy-
bersecurity proposal that we have already started to talk about is 
a major national security threat that we need to do more on, and 
the budget proposes a more-than-one-third increase, $19 billion in 
total, for our fight to improve cybersecurity. 

Mrs. LOWEY. In looking at President Obama’s final budget pro-
posal, I see that it would reduce the Federal deficit to $503 billion 
in fiscal year 2017, down from the current fiscal year. 

In fact, since 2009, under President Obama’s leadership, Federal 
deficits have fallen by nearly three-quarters, the most rapid sus-
tained deficit reduction just after World War II. The annual deficit 
in 2015 fell to 2.5 percent of the gross domestic product, the lowest 
level since 2007 and well below the average of the last 40 years. 

You have mentioned that the budget stays within last year’s 
budget agreement and, as a result, has caused some tough choices. 
Can you describe the effect of some of these choices on the discre-
tionary side of the budget? 

Mr. DONOVAN. Absolutely. 
So the structure of the bipartisan budget agreement relieved 

about 90 percent of sequester on the nondefense side of the budget 
but only about 60 percent in 2017. So 90 percent in 2016; about 
60 percent in 2017. Essentially, discretionary funding is about flat 
in our budget from 2016. 
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And what that means is, as you well know, if you look at areas 
like veterans health care where there are inflationary increases 
that happen each year, Section 8 vouchers I am very familiar with, 
and a range of other programs where simply serving the same 
number of people requires an inflationary increase, what that 
means is, when you have flat funding, you are going to have much 
more pressure on other discretionary accounts. 

And so there are a range of areas where we had to make tough 
decisions, whether it is in low-income heating assistance, the 
LIHEAP program; CDBG; State-paid leave assistance. There are a 
number of areas where we would have wanted to do more, but, 
through the compromise that was reached, we decided that we 
should honor the deal that was reached last year and stick to those 
caps despite those tough choices. 

Mrs. LOWEY. Thank you, Mr. Chairman. 
Mr. CRENSHAW. Thank you. 
Mrs. LOWEY. I appreciate your time. 
Mr. CRENSHAW. Now we will turn to Mr. Womack. 
Mr. WOMACK. Thank you. 
I want to pick up—before I go to a couple of my prepared ques-

tions, I want to go back and pick up on Chairman Rogers’ discus-
sion on the mandatory side. 

So, since we didn’t have a presentation, Director Donovan, before 
the Budget Committee, on which I proudly serve, maybe we could 
go back and just revisit some numbers in response to his questions. 

One, what does the gross Federal debt of the U.S. Government 
balloon to in the 10-year window? 

Mr. DONOVAN. Actually, it declines from about 76 percent of GDP 
down to—— 

Mr. WOMACK. So let me stop you. Just a minute. 
Mr. DONOVAN. It declines from—— 
Mr. WOMACK. I have very limited time. I have very limited time, 

Director.
So only in Washington and only from the Office of Management 

and Budget could we see the gross Federal debt go from $19 trillion 
today to—and let me help you with the number; it is fresh on my 
mind—even with $3 trillion worth of tax increases, $26 trillion in 
the 10-year window. Now, forget the percentage of the economy. In 
many respects, that is kind of a fairytale around here. But only 
here can we go from $19 trillion in gross Federal debt to $26 tril-
lion and somebody in this administration talk about how it is going 
down.

So let me ask you this. What is the net interest on the debt 
based on the projections of interest rates, if there is such a thing, 
over the 10-year window? Today it is, in round numbers, $225 bil-
lion or $230 billion a year. So what does it go to in the 10-year win-
dow, Mr. Director? 

Mr. DONOVAN. I don’t have those numbers in front of me. 
Mr. WOMACK. Well, let me help you with the number. Even with 

tax increases, it balloons to more than $700 billion a year. 
What do we spend on national defense? With OCO—— 
Mr. CRENSHAW. About $600 billion. 
Mr. WOMACK. $500-and-some-odd billion, plus some OCO money. 

So let’s just round it to $600 billion. 
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In the budget that was presented to this Congress by this Presi-
dent, we were going to take the net interest on the debt from an 
alarming rate of $225 billion or $230 billion today to nearly $800 
billion in the 10-year window. And if you take out tax increases, 
it is nearly a trillion dollars of interest. 

How can you sit here with a straight face and tell this committee 
in response to questions about what we know to be the true drivers 
of the deficits and the debt in this country—mandatory spending— 
that this President has done anything but lead on how we are 
going to get our arms around this phenomenon? How can you sit 
here and say that? 

Mr. DONOVAN. Congressman, you don’t have to take my word for 
it. If you look at CBO’s numbers, if you look at the broad—— 

Mr. WOMACK. These are CBO’s numbers I am looking at. 
Mr. DONOVAN. And CBO’s numbers will show you that, relative 

to where we were 4 or 5 years ago, they will tell you we expect to 
spend $185 billion less on Medicare and Medicaid in 2020 than we 
did just 4 or 5 years ago. Relative to current law, our budget shows 
$2.9 trillion of deficit reduction. 

And so we are making real progress on the most important driv-
er of mandatory spending. We have the lowest healthcare cost 
growth than we have had in 50 years. And that is why, despite the 
politics around the Affordable Care Act, the President focused on 
health care as one of the most important drivers, if not the most 
important, of our mandatory challenges. And we have made real 
progress on that front. 

Mr. WOMACK. All right. I am glad you mentioned health care, be-
cause I agree with you that it is the principal driver of the deficits 
and the debt as we now know it. 

So at about what year—and I know you have looked at these 
numbers. At about what year, based on 18 percent of GDP in aver-
age revenues—that is about what we see, 18, plus or minus—at 
what year is there no money left for discretionary spending at all, 
no money at all for this committee to appropriate? At what year 
does that happen because mandatory programs consume all of it? 

Mr. DONOVAN. Congressman, one of the things that we all have 
to recognize—— 

Mr. WOMACK. What year? 
Mr. DONOVAN [continuing]. Leave aside the politics—— 
Mr. WOMACK. What year? 
Mr. DONOVAN [continuing]. Is that we have a demographic chal-

lenge in this country, with the retirement of the baby boomers, that 
is going to require us to pay attention to these mandatory chal-
lenges but also to look at the revenue side. If we want to keep our 
promises to seniors, we are going to have to look not just at manda-
tory spending but also to close tax loopholes, to look at wasteful 
spending on the tax side of the ledger as well. 

Mr. WOMACK. I know that the President wants to raise a lot of 
taxes. What I find incomprehensible as a Member of Congress—be-
cause I sat with my colleagues on the floor of that House when the 
President gave his State of the Union address and talked for 70 
minutes, and not one time did he dedicate any leadership from that 
podium on what we are going to try to do to get our arms around 
the mandatory spending that is bankrupting this country. 
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That is the kind of leadership that I think we should expect out 
of the President, and that is leadership that I think is lacking in 
the budget proposal. 

Mr. DONOVAN. What I can certainly tell you is he showed a lot 
of leadership in pushing healthcare reform that is accelerating the 
cost reductions that we have seen. It is universally recognized, as 
you have just agreed, that healthcare spending is the most impor-
tant driver of the costs on those sides, and we have made remark-
able progress in the last 4 to 5 years. 

So I think it is a completely unfair characterization that we have 
not focused on entitlements. And, in fact, we have made remark-
able progress compared to any benchmark when the President 
came——

Mr. WOMACK. We are probably not going to agree on that one. 
And I yield back my time. 
Mr. CRENSHAW. Thank you. 
We will have time for another round of questions, but now let’s 

turn to Mr. Quigley. 
Mr. QUIGLEY. Thank you, Mr. Chairman. 
Mr. Chairman, I can’t help it. I wasn’t going to get into this, but 

let me put this on a different picture and put it in the proper per-
spective. Simpson-Bowles, I believe, really only had one major vote 
on the House side, and that was Cooper-LaTourette, as I recall, 
and I was one of 38 Members of the House to vote for that. So the 
debt, the deficit, these are things that I am concerned about and 
put my vote on the line toward that end. 

But let me just put the perspective, I think, what you are trying 
to get to is, as you relate to the deficit as it relates to GDP, I think 
what you are saying is, if a household of $25,000 annual income 
has $5,000 in debt, that is a whole lot different, a debt of $5,000, 
than it is a $50,000 income a year, correct? Is this what you are 
alluding to? 

Mr. DONOVAN. This is the way we look at mortgages, we look at 
personal finances: What share of people’s income do they dedicate 
toward their debt? And that is exactly the way we look at it for the 
economy.

Mr. QUIGLEY. And one last point on this. I am sure you don’t 
have this—able to answer now, but since people are asking you for 
specific numbers—and if you don’t have it, maybe you can get it 
to us. The total debt we have right now, could you tell us what per-
centage of that debt comes from the Iraq war and the tax cuts that 
came with it at the same time? 

Mr. DONOVAN. I don’t have an exact number. What I can tell you 
is a sizable portion when the President came into office. I would 
also say—— 

Mr. QUIGLEY. I would like to know what percentage is—— 
Mr. DONOVAN. Well, that we have reduced spending in OCO, in 

the war account, by over $100 billion a year since the President 
came into office because he was able to keep his promises to end 
the ground wars in Iraq and Afghanistan. 

Mr. QUIGLEY. And I appreciate that. But at some point if you 
would get to us the raw numbers—— 

Mr. DONOVAN. Absolutely. 
[The information follows:] 
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DEBT IMPACT OF THE IRAQ WAR AND 2001/2003 TAX CUTS

OMB does not separately track the comulative impact of individual legislative ac-
tion on debt. However, the cumulative effects of the 2001 and 2003 tax cuts, along 
with spending for Iraq war and related activities, are clearly substantial. The 
Congressioal Budget Office maintained a cumulative tally of the changes in its Jan-
uary 2001 projection of a surplus of $5.6 trillion surplus over the 10-year period 
2002–2011 (see https://www.cbo.gov/sites/default/files/112th-congress-2011-2012/
reports/06-07-ChangesSince2001Baseline/pdf).

Mr. QUIGLEY [continuing]. Of how much we owe now, how much 
of that—now and as time goes on, what percentage of that will be 
from the expenses of invading Iraq and completing that war and 
the tax cuts that went. Because what I recall, in World War II we 
went to war and we recognized that wars are expensive and we 
raised taxes. 

On a less pleasant note, let me talk about something locally in 
Illinois. Flooding is a regional issue. In the Chicagoland area, it is 
a bipartisan issue. I talk to my Republican colleagues and those 
that serve with me in the region. 

One of the big solutions to that was the McCook reservoirs, sup-
ported on a bipartisan basis. Got funded from the administration 
for 3 straight years. We are concerned about spending money; had 
a three-to-one benefit-cost ratio, not just Chicago but 36 suburbs. 
Would have had 1.5 million structures, 5 million people. And the 
amount of damage we already had before these were completed is 
staggering.

Unfortunately, Assistant Secretary of the Army (civil works) Ms. 
Darcy omitted this in the 2017 funding for stage 2 under the ex-
traordinary mistaken belief that stage 2 is related to water pollu-
tion control instead of the fact that it is for flood control, fully au-
thorized and documented in the Corps’ system as such. The project 
is being recommended by the Corps for flood protection. 

At some point, as Senator Durbin and I have been talking about, 
but, again, on a bipartisan basis, we need your help to try to in-
clude these resources in the fiscal year 2017 workplan for the 
Corps of Engineers in that area. 

Mr. DONOVAN. Well, I understand your concern about this. We 
did include—— 

Mr. QUIGLEY. Concern is you stubbed your toe. This is a broken 
foot.

Mr. DONOVAN. I am sorry if I understated it. 
Mr. QUIGLEY. Yeah. 
Mr. DONOVAN. But we did include $5 million in the 2016 

workplan, which is part of a substantial contribution we made to 
completing phase 1. I am glad that we are able to keep that com-
mitment to the first phase, but I understand that you are focused 
on how we get phase 2 funded. 

Mr. QUIGLEY. Right. So this will be one of many conversations, 
and more and more animated, because, with all due respect, we 
need your help to try to find a way to put these resources in the 
workplan for the Corps of Engineers. And I believe that Ms. Darcy 
will be around Friday, and we will have an animated conversation 
with her at that time, as well. 

But the fact is we need your help. Funding the first 3 years and 
then leaving it hanging there isn’t particularly helpful. 

Mr. DONOVAN. Understood. 
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Mr. QUIGLEY. Thank you. 
Mr. CRENSHAW. Thank you. 
Mr. Graves. 
Mr. GRAVES. Mr. Donovan, good to see you. 
Mr. DONOVAN. And you. 
Mr. GRAVES. I am going to change topics briefly for a moment, 

but, first, I am excited to hear the enthusiastic support of the 
President’s budget by Mr. Quigley and the ranking member. I hope 
to see them introduce that and put their name on it and cosponsor 
it and advocate for it and debate it on the floor so we can see where 
all Members of the House stand on that budget. 

But thinking about the President’s budget, thinking about Mr. 
Womack’s comments and the chairman’s comments, the American 
people and particularly those in the 14th District of Georgia are 
just mad. They are frustrated. They do not trust this government. 
They do not trust in any kind of responsibility for financial man-
agement, for reducing the debt. They hear the comments, such as 
yours just now, of, ‘‘oh, well, the debt’s going to go down over time 
in relation to something else,’’ when, actually, the number is going 
up over time. They see that. They know that. 

And it is that frustration you are seeing all throughout the coun-
try right now in the Presidential election. And, quite frankly, I am 
glad that they are expressing this frustration and this anger be-
cause I am hoping somebody will listen. And we are soon to find 
out who is going to be listening. 

But an area they know they can control and they know they can 
manage is their own personal finances. They don’t think anybody 
can do anything with this place up here, and, for the most part, 
I think they are right. But someplace where they do have direct 
control and access is their own personal finances, their own debt 
reduction, their own savings for retirement. 

And that leads me to the fiduciary rule that you and I spoke of 
last year, and you mentioned it briefly today, about the economic 
analysis. And I know the terms you used earlier today were the 
same as last year, in that you cannot speak directly on the rule be-
cause the rule is being evaluated. 

But as to the economic analysis, has there been one completed, 
a cost-benefit analysis? And if so, what did it indicate? 

Mr. DONOVAN. So the cost-benefit analysis is obviously completed 
as part of finalization of a rule. So we do not have a final cost-ben-
efit analysis that I can speak to. 

What I can say is that the Council of Economic Advisers looked 
at this issue more broadly and identified that consumers lose about 
$17 billion a year over bad advice on investment products. So there 
clearly is a major impact directly to families, the families that you 
are talking about, from bad advice. 

Mr. GRAVES. So the $17 billion, I believe that is the far end of 
the scale. It is a very wide range—it is an extremely wide range 
of numbers. 

Is that an analysis that you are basing your economic analysis 
off of? Or is yours an independent analysis taking into consider-
ation potentially other analyses that may disagree with the $17 bil-
lion or the $8 billion number? 
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Mr. DONOVAN. Again, I can’t speak directly to OIRA’s because we 
have not completed the rulemaking. But, generally speaking, we 
look at a broad range of sources of information, not just the Council 
of Economic Advisers. 

Mr. GRAVES. Speaking of the one you did reference, so I assume 
you have knowledge of it, that $17 billion of savings, how is it 
achieved? How does a consumer achieve a savings? 

Mr. DONOVAN. Actually, I think it was a cost. And so the savings 
would be achieved if a consumer is protected from getting bad ad-
vice or gets better advice. 

Mr. GRAVES. How, though? The mechanism of their—you say it’s 
a cost. So if they don’t incur that cost, I am going to suggest it is 
a savings. How are they saving $17 billion, specifically? 

Mr. DONOVAN. If I understand the question, it would be through 
getting advice that would allow them to make better investment 
decisions.

Mr. GRAVES. Is the assumption that there would be the same 
number of investors post-fiduciary-rule versus pre-fiduciary-rule in 
that analysis? 

Mr. DONOVAN. I guess I would want to look back at that analysis 
before I answer that question. I am not sure. 

Mr. GRAVES. I understand. 
Well, my concern—and I will close, Mr. Chairman—is that, while 

this rule may have some intention, we don’t know whether it is 
good, or not, intention. It has some intention. 

The question truly should be how does this impact the overall 
consumer, who in my district is working hard every day just to try 
to slog through this economy that the President, in previous spend-
ing and irresponsibility, has created for them to struggle through, 
with their families. 

But they want to get ahead. They want a fair shot. They want 
to be able to save. They want to be able to invest. My concern is 
that this rule is a barrier to them, that instead of being able to 
save a little money and meet with somebody in their town that 
they know, that they go to church with, that they shop with, that 
they see locally that offers them advice, now they are going to be 
pushed more towards an interface that is impersonal, and maybe 
it is a computer interface, Internet interface, whatever it might be, 
but something that is less accessible, which creates a deterrent, 
which creates less savings and less preparation for retirement. 

So I would be very interested in the analysis and whether or not 
it makes the assumption that you will have the same, if not more, 
investors in the future after the rule, or will you have less inves-
tors. Because it is going to be one of those options there. 

So thank you, Mr. Chairman. 
Mr. CRENSHAW. I think what he is asking is what areas of the 

market failure led the administration to propose this rule. I mean, 
if you think about that, it sounds like one of those solutions looking 
for a problem. But you think that through. 

Let’s turn now to Mr. Yoder. 
Mr. YODER. Thank you, Mr. Chairman. 
Director Donovan, welcome to the committee. 
Mr. DONOVAN. Thank you. 
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Mr. WOMACK. Director, you are a good man, I like you, we have 
had conversations in the past. But your attempts to sugarcoat this 
budget and its projections for the future on behalf of the adminis-
tration that I know you work for is just a sad abdication of respon-
sibility for the challenges we are facing as a country. 

Chairman Rogers, my colleagues Mr. Womack, Mr. Graves, and 
others have really laid out some very specific concerns. And what 
we have gotten into is a debate, which we see all the time in Wash-
ington, D.C., about historical discussions about who is wrong and 
who is right, and we have really no optimism for where we are 
going for the future. 

So I want to take our conversation to what we can do to work 
together to solve some of these problems going forward, because 
where we are headed is not a rosy situation. 

Now, when you look at where we have come from, the $10 trillion 
to $20 trillion, that is a huge deficit increase—or huge debt in-
crease, and no one gets a pat on the back for that. We know that 
if we had adopted every one of the President’s budgets, our govern-
ment would be 20 percentage larger today. 

And so we know that we have reduced a bad situation to not as 
bad as it could have been. And maybe that may be the motto of 
what is going on in Washington these days, is things could be 
worse. But things need to get a whole lot better, and I know you 
know that. And I know that you know this budget doesn’t really 
pass the smell test. 

When you look at what is driving the costs—and we have had 
this discussion, sort of a straw man from the ranking member 
about mindless austerity, manufactured crisis—you both had that 
conversation. I mean, what the House has tried to do is to really 
shed light on and be honest with the American people about where 
we are going. And when you look at automatic spending, you look 
at the pie charts, you know, in 1965 it was 34 percent, in 2015 it 
is 68 percent, it is headed to 78 percent. Mr. Womack asked when 
it would be 100 percent. We don’t know the answer to that, but it 
is really bad, and it is crowding out investment. 

So I really pushed hard in the last budget to increase the Presi-
dent’s budget request on NIH from $1 billion up to $2 billion. I sent 
a letter with a bunch of my colleagues, many folks here, to try to 
get to $3 billion, and we can’t get there because the White House 
has other priorities or because we are being crowded out by manda-
tory spending. 

I have a 3-year-old daughter—I am sorry—a 2-year-old daughter, 
a 3-month-old daughter. We all have children, we all have grand-
children, people that we are worried about. And I guess my ques-
tions for you are: As we go forward, what do we tell them? And 
when can we tell our children that the American budget will be 
balanced if we adopt the President’s budget submission? 

Mr. DONOVAN. Well, I guess I would disagree with you that I 
haven’t been talking about forward-looking proposals here. I talked 
specifically about a broad set of things the President’s budget does 
on healthcare reform. Let me take another. In fact—— 

Mr. YODER. I understand. I understand, Director. I just have a 
little bit of time here, and so I have some specific questions that 



92

I just want to get to the heart of it. And we are going to get into 
a debate about semantics. And what I want—— 

Mr. DONOVAN. What you can tell your daughter—— 
Mr. YODER. But I want to know, when can we tell our children 

that the American Government will run in the black based upon 
the President’s budget submission? It is a pretty simple question, 
and you are a very smart man. I know you know the answer to 
this. What is that date? 

Mr. DONOVAN. I think what you should tell your daughter is that 
this country is facing a significant demographic challenge with the 
retirement of the baby boom, that we need to keep our promises 
to those retirees, and—— 

Mr. YODER. Well, let’s get to that question. 
Mr. DONOVAN. If I could just—— 
Mr. YODER. Sure. 
Mr. DONOVAN. You asked a question. 
One of the most important things about that is that we are now 

facing a world where, instead of having over three workers for 
every retiree, we are going to have about two and a half—— 

Mr. YODER. I am probably going to agree with you on a lot of the 
root causes, Director. 

Mr. DONOVAN. Immigration reform—immigration reform is actu-
ally an area where I think we could reach a bipartisan agreement. 
It will help us not only grow our economy, it would reduce the def-
icit by a trillion dollars—— 

Mr. YODER. So my child asks me when is the budget going to bal-
ance and I say what? 

Mr. DONOVAN. What I would tell her is that we need to do ex-
actly the kinds of things that we are proposing to do. 

Mr. YODER. So I wouldn’t tell her—I would not tell her—what is 
the answer to the question, Director? When does the budget—when 
does America run a budget in the black? 

Mr. DONOVAN. I am trying to answer your—— 
Mr. YODER. I know, but when is your projection? Give me a date. 

When will the American budget be in the black again? 
Mr. DONOVAN. We—— 
Mr. YODER. Based upon the President’s budget request, which 

lays out all of his requests—this is his vision for the future, it is 
your vision for the future. On what date certain can we tell the 
American people, if we adopt your policies wholeheartedly, the $3.5 
trillion in tax increases, if we adopt all of that—because you have 
already asked for trillions in new taxes—if we adopt it as is—— 

Mr. DONOVAN. I think—— 
Mr. YODER [continuing]. When do we go in the black? 
Mr. DONOVAN. Please don’t mischaracterize our budget. We pro-

posed a budget that has $2.9 trillion in deficit reduction, that in 
the 10-year window stabilizes debt and starts to bring it down, 
compared to a current path that we are on where debt would in-
crease substantially as a share of the economy. Those are the crit-
ical tests that the President has laid out for fiscal stability, and we 
meet those tests. 

Mr. YODER. Mr. Chairman, I will submit to the Director, who I 
have a lot of respect for, this is why people get frustrated with 
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Washington, because we can’t ever get straight answers to straight 
questions.

I have other questions on here in terms of Medicare. You men-
tioned that. When are IPAB cuts going to start with Medicare? 

Mr. DONOVAN. That will be—— 
Mr. YODER. Because the CMS says next year. Is that still your 

position, that the way to fix retirement benefits through 
ObamaCare that you are talking about so much as the key to these 
healthcare situations, that—what is the date certain when I can 
tell my 104-year-old grandmother that her Medicare benefits would 
be cut under the IPAB? 

Mr. DONOVAN. Well, first of all, CMS will make a final decision 
this year. But you are also deeply mischaracterizing the way the 
IPAB works. All of those changes are presented to Congress and 
voted on by Congress. And so—— 

Mr. YODER. When will the government, when will CMS make 
recommendations? And how much will they be—— 

Mr. DONOVAN. We expect—— 
Mr. YODER [continuing]. Regarding how much of Medicare—— 
Mr. DONOVAN. We expect it to be later this year—— 
Mr. YODER. OK. 
Mr. DONOVAN [continuing]. In the next few months. 
Mr. YODER. Mr. Chairman, I will just conclude by saying this is 

why I think Americans are frustrated that we can’t get straight an-
swers to these questions. 

We are not making the kind of progress we need to make. We 
are leaving a legacy of debt and despair for the next generation. 
Director Donovan knows it; the President knows it. And they are 
shutting down and going to be gone in a year, and we are going 
to be here left with fixing the situation. And our kids and 
grandkids, ultimately, after Director Donovan is gone and I am 
gone, we both know they are going to be left picking up this left-
over expense. 

And it is embarrassing, and we ought to work at it to seriously 
fix it and not get into a semantical debate about shaving off, of in-
creases, and we were going to build something and we didn’t build 
it so we are going to count that as a cut. It is a lot of Washington 
talk, and we all know how this works. 

The reality is the debt is growing to an unsustainable level, and 
we are going to saddle our kids and grandkids with it. And I just 
hope and pray that this administration—the President has political 
capital left—that maybe he will come to the table and we can actu-
ally work together so we can answer that question: This is the date 
certain we will go in the black, and this is when we will actually 
solve this problem. And until then, we are going to have these con-
versations that ultimately get us nowhere. 

I yield back, Mr. Chairman. 
Mr. CRENSHAW. Thank you. 
Now we will turn to Mr. Rigell. 
Mr. RIGELL. Thank you, Mr. Chairman. 
And, Mr. Donovan, I thank you for being here today. 
Mr. DONOVAN. Thank you. 
Mr. RIGELL. And I want to give you credit right from the start. 

I think you are trying to do the best you can. OK? That said, the 
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differences between your assessment of our situation and, indeed, 
the President’s assessment of our situation and my own and what 
I see in my colleagues, the differences are profound, and they are 
fundamental.

I had the opportunity to meet with the President—it was a few 
years ago, and it was just for a few minutes. But in those few min-
utes that I had the opportunity to speak to him, I went right at 
this issue of our fiscal situation. Above all else, it is what concerns 
me.

And I would just associate myself with the remarks of my col-
leagues. We didn’t meet beforehand to understand where we were 
coming from on a line of questioning, but it resonates with me, the 
alarm that they are expressing. 

And in the Nation’s capital, I think hyperbole is used oftentimes, 
and the word ‘‘crisis’’ is used on just about everything, but I am 
submitting to you that we do, indeed, have a fiscal crisis. I don’t 
believe that your testimony here today reflects the crisis we are in. 
I don’t think the President’s words reflect the crisis that we are in. 

In fact, I associate myself with what Mr. Womack said. I walked 
out of the State of the Union, and I just thought, it is like he is 
just completely unaware of where we are headed financially. Inter-
est rates can only go one way, right? Which way? Up. $130 billion 
for each 100 basis points, 1-point increase. That is hardly reflected 
in all of this. I look at the President’s schedule, what he talks 
about when he is in public. It is like fiscal Orwellian speak. 

You know, I have been a businessperson all of my life and dealt 
with budgets. And I look at your own testimony, Mr. Donovan. 
Look, page 1, bottom paragraph—and I know you know the dif-
ference between the debt and the deficit, but listen to this sen-
tence. ‘‘The 2017 budget continues this progress. It shows’’—OK. 
You talk about that we are proud of the President’s budget, that 
it meets the test of fiscal sustainability—listen to this part—‘‘and 
putting debt on a declining path through 2025.’’ 

Does the President’s budget put debt on a declining path through 
2025?

Mr. DONOVAN. Yes, it does. 
Mr. RIGELL. No, it does not. As a percent of the GDP, it doesn’t. 
And, by the way, I agree with you on that point. Everything 

ought to be evaluated in terms of percent of GDP—revenue, ex-
penditures, the debt as a percent of GDP. 

But words matter, Mr. Donovan. I would expect that you of all 
people would understand the difference here. You said you are put-
ting the debt on a declining balance through 2025. 

Mr. DONOVAN. A declining path as a share of the economy. 
Mr. RIGELL. No, it is—no. No. Debt is increasing. 
Mr. DONOVAN. As a share—— 
Mr. RIGELL. We need to be precise—— 
Mr. DONOVAN. As a share of the economy—— 
Mr. RIGELL. Oh, is that what you—that is not what it says. Look, 

this isn’t a matter of semantics. I get the difference. Listen, I am 
in favor of evaluating things of the percent of GDP. 

Mr. DONOVAN. Every serious economist who looks at this issue 
looks at debt—— 

Mr. RIGELL. You are misunderstanding the point I am making. 
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Mr. DONOVAN [continuing]. Deficits as a share of the economy. 
Mr. RIGELL. No. On that point, Mr. Donovan—please. You are a 

smart guy. I am not trying to talk down to you. I think we are try-
ing—the thing is we only have 5 minutes. It goes just like that. 

On that point, I am in agreement with you. I really believe ev-
erything ought to be evaluated as a percent of GDP. That is how 
every lender does this. That is how I ran my business. It is your 
ability to repay. And that is a percent of—whatever it is, your busi-
ness cash flow or whatever. On that point, we are in agreement. 

I am saying that, even in your written testimony, you said, we 
are putting debt on a declining path. Now, if I was putting my 
business on a path of declining debt, that means I am paying down 
my debt. 

The reason I bring this to your attention is because, when I hear 
the President speak—and, indeed, it is kind of embedded in your 
own testimony here—it is a bit Orwellian. And what I mean by 
that is that you are not dealing with reality, the stark and harsh 
and troubling reality of our fiscal situation. 

The President references in extremis point of deficits, and he 
says, ‘‘I brought them down.’’ He doesn’t go on to say, ‘‘But they 
are still way too high.’’ That is what leadership is. 

And, look—— 
Mr. DONOVAN. Deficits today are below the 40-year average of 

deficits.
Mr. RIGELL. Well, no, see, the challenge that—see, this Orwellian 

speak here—and, look, I still associate myself—there is a funda-
mental difference between this side and that side. And, frankly, we 
are right on this. We are calling attention to our fiscal situation. 
You are not expressing any real concern about where we are head-
ed.

Mr. DONOVAN. I don’t—— 
Mr. RIGELL. I will tell you—— 
Mr. DONOVAN. I don’t think that is accurate. I have talked a lot 

about the progress that we have made but also more that we need 
to do on—— 

Mr. RIGELL. You know, the President is not fighting for this. He 
didn’t say hardly a word about it in the State of Union speech, 
hardly a word. That is not leadership. 

Mr. DONOVAN. He talked about—— 
Mr. RIGELL. And the clock is ticking on his administration. The 

clock is ticking on our country. 
Mr. SERRANO. Mr. Chairman, is this a contest of interruptions? 
Mr. RIGELL. No, I am sorry. Listen, I don’t mean to raise my 

voice. And I appreciate the ranking member—— 
Mr. SERRANO. Well, you are, sir, raising your voice. And we have 

given very little respect to the Director today. 
Mr. RIGELL. No, he is—— 
Mr. SERRANO. I have been on this committee a long, long time, 

and I have never seen anyone come before us treated the way he 
has been treated today. 

And the last time I saw—I read the Constitution and the Appro-
priations Committee manuals. It says that the President proposes 
and we dispose. So how can it be that a President is drumming up 
the debt when we pass bills that pay for programs in this country? 
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So we don’t have a dictatorship, and I think it is time we realize 
we don’t have a dictatorship. We are either all guilty or no one is 
guilty.

Mr. RIGELL. Mr. Chairman, may I just have 30 seconds? 
Mr. CRENSHAW. Certainly. And that doesn’t count against your 

time.
Mr. RIGELL. OK. 
Mr. CRENSHAW. And if you feel like talking loud, that is—I don’t 

think the Director—— 
Mr. RIGELL. And I just—I thank the—— 
Mr. CRENSHAW. And I can talk loud too. 
Mr. RIGELL. And I respect the ranking member. 
And, look, it is an honor to be on this committee. And I simply 

want to say, look, we are fellow Americans trying to get this right. 
And I have problems with my own party. The Americans for Tax 
Reform pledge is mathematically indefensible. 

I am simply submitting to you, Mr. Donovan, that part of leader-
ship, and I think the fundamental part of it, is the proper assess-
ment of the current situation and the trajectory, the direction we 
are going. 

My concern here today is not something I have contrived. I know 
these hearings are so often thought of as theater. I am not saying 
I care any more than you about our fiscal situation. But it keeps 
me up at night, and, frankly, I wish it didn’t—I didn’t think about 
this as much as I do. 

But when we get on the flip side of debt and we are there, we 
are there, 200 basis points, 2 full interests—2 points going up, 
which is frankly within reason, $260 billion. And to the ranking 
member’s point, my own party has contributed to this situation. I 
didn’t like it when I was told to go out shopping when we got into 
wars. I wanted somebody to tell me how I needed to sacrifice. I 
never heard that. 

But I have taken enough time, and I thank the chairman for his 
extension of time, and I thank the ranking member for his com-
ment, and I thank you for your testimony today. 

Mr. DONOVAN. Thank you. 
Mr. RIGELL. Thank you. 
Mr. CRENSHAW. And just for the record, Mr. Rigell always talks 

pretty loud. 
Mr. RIGELL. I didn’t know that. 
Mr. DONOVAN. And I am from New York, so I am OK. 
Mr. RIGELL. Thank you. 
Mr. CRENSHAW. We will have time. We will have time. I hope you 

all stick around. We will have another round of questions, but let 
me interrupt that for a second. 

I will say, as I have said in opening statement, Director, people 
look and they see it took 233 years to get to the point where we 
are $10 trillion, that is our national debt. And then they can look 
and see, the last 8 years, we added $10 trillion to our debt. I mean, 
those are things that people understand. And I think we are all 
trying to figure out a way forward—that is not good place to be. 

But let me ask you two quick questions about the budget. As I 
mentioned in my opening statement, you cut the Corps of Engi-
neers by 22 percent. And as I pointed out, too, that most of the 
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cargo internationally goes through our ports. We have these post- 
Panamax ships. They are bigger, they draw more, and so our ports 
need to deepen their waterways to compete internationally. 

And so I guess the question is, why did the administration pro-
pose a 22-percent reduction over the Army Corps’ last year’s budg-
et? And why is there a reduction of $800 million or about 40 per-
cent for these construction accounts? And those are the ones that 
fund our ports. So can you tell us what went into your thinking? 

Mr. DONOVAN. Look, this is—I think it was Ranking Member 
Lowey asked earlier about tough decisions we had to make in the 
budget. Given that it was basically flat from 2016, there were a se-
ries of places where we needed to find reductions, and this was one 
of the places that we went. 

On the construction point, the operations and maintenance ac-
count for the Corps is more fixed, if you will, because they have to 
take care of a set of assets that are there, so it tends to be the con-
struction account that suffers the most in those cases. 

So this is something where—you know, you and I have met a 
number of times about Jacksonville and the focus on it. We were 
able to get to six new starts in 2016, which was an unusually high 
level. And we have allocated those to the highest-return projects. 

But, as you well know, there are far more projects. And our hope 
is that, not only we can do more directly, but we are also working, 
as you and I have discussed, on ways to make sure that private re-
sources are coming in and supporting the construction of those; and 
we think there is a lot of opportunity given exactly the competitive 
advantage that you have talked about post-Panamax, and there is 
a lot of ways to bring private capital into these projects as well. 

Mr. CRENSHAW. So the one new start this year, six last year, one 
this year, is this just kind of a matter of priority in terms of not 
enough money to go around? 

Mr. DONOVAN. That was the single most important—— 
Mr. CRENSHAW. What are the criteria—what do you look at when 

you decide what makes a new start? What do you look for? Like, 
on that one new start you suggest, what went into your thinking 
to make that decision? 

Mr. DONOVAN. Really, it is working with the Army Corps, its 
cost-benefit analysis. So, in every case, the traditional starts that 
we did were over two and a half, cost-benefit ratio, so—actually, 
two and a half, benefits to cost. And so they showed a dramatically 
high level of return relative to other projects. 

Mr. CRENSHAW. Gotcha. 
And switching gears real quick, some agencies of the Federal 

Government get funded through mandatory appropriations, they 
are not subject to review by the full Appropriations Committee, 
like, I guess, the OCC and this new agency, the CFPB. 

And I wonder, how vigorously does OMB look at those budgets 
that aren’t annually reviewed by the Approps Committee? Do you 
look at those? 

Mr. DONOVAN. We spend an enormous amount of time on that. 
Let me just give you a few examples. 

I have already talked about the $375 billion in healthcare sav-
ings that we are proposing in the budget. That is obviously all on 



98

the mandatory side. We have a total of about 117 different cuts, 
reductions, that we do—— 

Mr. CRENSHAW. Have you ever cut some of those mandatory— 
well, like, let’s talk about the CFPB because that is kind of what 
I was focusing on. 

They get a check from the Fed for $600 million. They were set 
up purposefully outside our appropriations process. But somebody 
did an independent performance audit for the CFPB, and they rec-
ommended that the Bureau expand transparency of their funding 
and expenditures. 

Now, do you think that is a good analysis? Some of these that 
are funded mandatorily, do you think they ought to be a little more 
open and transparent? 

Mr. DONOVAN. Well, CFPB is an independent agency. It is dif-
ferent from the vast majority of programs on the mandatory side. 

Mr. CRENSHAW. So you never look at that one? 
Mr. DONOVAN. We don’t have authority—— 
Mr. CRENSHAW. OK. 
Mr. DONOVAN [continuing]. Over CFPB’s budget. We do look at 

mandatory spending broadly in a range of areas—— 
Mr. CRENSHAW. And when you do, do you look at their trans-

parency of their funding and their expenditures, even though 
we——

Mr. DONOVAN. Absolutely. 
Mr. CRENSHAW [continuing]. Don’t, because we are not allowed 

to. Even though CFPB is not one of those. I guess OCC might be. 
Mr. DONOVAN. And we think that transparency is actually a very 

important tool in trying to keep costs down. Drug prices is an area 
where we actually have some innovative proposals in our budget 
this year to create more transparency, which we think can help to 
control drugs costs. 

Mr. CRENSHAW. But the CFPB is not one of those agencies that 
is funded outside of the appropriations process that you over-
see——

Mr. DONOVAN. It is funded, as you said correctly, as most finan-
cial regulators are, through the—— 

Mr. CRENSHAW. And that is not an area that you oversee? 
Mr. DONOVAN. It is not an area we oversee directly. 
Mr. CRENSHAW. OK. Well, thank you. 
Let’s go now to Mr. Serrano, quietly. 
Mr. SERRANO. Thank you, Mr. Chairman. 
My concern, Mr. Chairman, is probably more about the process 

and who we are. We are appropriators. And the Appropriations 
Committee has a reputation, a reputation that in the 1990s became 
a dirty thought, that people could actually debate and then go have 
a beer after the debate. That is the essence of our democracy. That 
is who we are as a country. There are many countries throughout 
the world where people disagree, and they try to shoot each other 
after the disagreement. 

But lately—maybe it is because it is an election year—lately, we 
have decided that President Obama is the worst President in the 
history of the country, he has done nothing, and his people do noth-
ing, and that they just drive up the debt, and they drive up the 
debt, and they drive up the debt. 
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You know, we are a country, Mr. Chairman, that does worry 
about the senior citizen who doesn’t have something to eat, and 
that costs money. We are a country who cares about a child going 
to school and has laws about a child going to school, and that costs 
money.

We are a country that does try, not as much as I would like to, 
you are hearing this from a liberal, try to take care of our veterans 
to the best of our ability, although liberals usually, like me, say 
don’t go to war and when they come home, give them whatever 
they need, give them everything. If it was up to me, they would get 
a house, a car, education, everything, just for putting on the uni-
form. And if they are not citizens and they go to war, the minute 
they put on the uniform, they become citizens. That is how much 
I respect our veterans. 

But I think we have got to understand that we have a process 
here. And we can’t just blame one person. So he proposes a budget 
that we don’t like. That is why there is a guy over in the Senate 
running for President who wants to shut the government every 
day, because he doesn’t like that budget. That is his right to do so. 
But let’s not make it sound like we don’t play a role. 

I have voted for budgets that spend money. I have proposed 
budgets that spend money. But I think it is a disservice by us as 
a group—and I am not picking on anybody—as a group to forget 
that you and I were that close to voting on the same bill 2 years 
ago until somebody in the Senate gave away a piece that even you 
were not interested in giving away; and that last year, we all voted 
for a bill that we weren’t crazy about, but we knew we had to keep 
the government open and keep it working. 

So all I am saying is probably something that nobody will pay 
attention to, is that he is a public servant, I am a public servant, 
we are all public servants. We don’t get selected. We don’t get 
picked. We come and we beg people, be it at a legion hall, be it at 
a foreign wars place, be it in front of a subway station in the 
Bronx, New York, we beg people to vote for us. I will be doing that 
pretty soon. My primary is in June, and I will do it again for the 
20-something time in my life, to ask them to do that. But we have 
got to be a little more respectful of each other and a little more re-
spectful of the process. 

I will close with this thought. The worst word you hear these 
days is ‘‘gridlock.’’ Gridlock. Gridlock may be democracy working. 
We didn’t come here to agree on everything. We came here to 
present our positions. In China, the budget is always on time. In 
China, the budget is always on time. Is that the system we want? 

And so rather than ask a question, I just hope that we face this 
year understanding what it is, and we know what it is, and we are 
trying to elect somebody President, and you folks are trying to elect 
somebody else President. I hope your nominee is that guy from 
New York, that will be a good thing. But, you know, we still have 
a good thing going in this country, and we shouldn’t make it sound 
like the country stinks. 

In fact, I will close with this thought. There is a gentleman run-
ning for President who says: Let’s make America great again. You 
know what my answer is? America is great, we just need more peo-
ple to share in its greatness. That is my philosophy. If I went 
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around saying America is not great, I will probably be run out of 
time. It is great. It is the greatest country under God’s heaven. And 
we should preserve it by starting off and understanding what our 
role is and what we have to do to make it right. 

And one last point. If we can get into debt looking for weapons 
of mass destruction that were never there, then we certainly can 
spend some money on education and on housing and so on. 

And by the way, I found the weapons of mass destruction. They 
are called failing schools in some cases. They are called senior citi-
zens who can’t pay their rent. Those are the weapons that could 
destroy us, not the ones we are looking for. 

I am sorry for the preaching, but maybe when you are not—I 
don’t know, maybe when you are born in a territory, maybe when 
you are born slightly outside the boundaries, you realize how lucky 
you are to be in this country and how lucky you are to be a Mem-
ber of Congress. And I feel like that every day. 

Thank you, Mr. Chairman. 
Mr. CRENSHAW. Well, thank you, Mr. Serrano. And I think we all 

feel like we are lucky to be Americans. And I think we all know 
that government needs money to provide services. But sometimes 
we have to be efficient and we have to make hard choices. And I 
am sure there are a couple more questions. And my observation is, 
we have worked together, and the Director knows there is disagree-
ment on a lot of different issues, whether it is talking about the 
budget or whether it is talking about the fence or whatever. 

So I hope nobody is kind of—one of the problems in today’s world 
sometimes is when people disagree, they tend to demonize the per-
son they disagree with. And I don’t hear any of that today. And I 
don’t think that is a good thing. So I think we have had a spirited 
discussion. We will keep on having a spirited discussion. 

So I will recognize Mr. Womack. If he would like to be recog-
nized.

Mr. WOMACK. I concur with the chairman, and I have an enor-
mous amount of respect for the ranking member. We have had a 
lot of discussions, disagree on baseball and many other things. And 
I have an enormous amount of respect for Shaun Donovan, and I 
want the record to reflect that. I think the conversation we are 
having is healthy, and the country needs more of it. 

I wasn’t around politics in the 1960s when two-thirds of the Fed-
eral budget was the kind of government that we speak of here 
today. Mrs. Lowey talked very articulately about investment of the 
Federal dollar in projects that stimulate growth and development 
in our country, what we are doing in our harbors and in our water-
ways, building roads and bridges. Those are the kinds of things— 
I was a mayor—these are the kinds of things that the Federal Gov-
ernment does that helps give us a basis for economic development 
that creates jobs and opportunity for a lot of people. 

I just know today that the percentage of money out of our Fed-
eral budget that is dedicated to discretionary spending, the govern-
ment as we know it, is getting thinner and thinner, and it is put-
ting a lot of pressure on these things, including national security, 
and that gives me a great deal of concern. 

And when I pressed the Director about the date that all of our 
money goes to mandatory spending, it is somewhere out around 
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2030, 2035, in that timeframe, which is not very far away, and we 
have to be addressing these issues. 

So, Mr. Donovan, thanks for your patience over the last several 
minutes. I am sure you were beginning to wonder if your presence 
was even needed any longer. But I want to go back to a couple of 
things and seek your input. 

I want to go to paperwork reduction, because we know the regu-
latory burdens facing our country today are pretty intense, and I 
know what the PRA was designed to do. I am concerned a little bit 
that Federal agencies are using the generic clearances process to 
avoid the requirements of the Paperwork Reduction Act, as you 
know, enacted to minimize information collection burdens, maxi-
mize quality of information collected. 

While OMB has recognized that in certain instances a Federal 
agency should not have to comply with the PRA’s full require-
ments, these instances are limited. They consist of situations where 
there is a need for multiple similar low-burden collections that do 
not raise substantive or policy issues or specifics of each collection 
cannot be determined until shortly before the data are to be col-
lected.

OMB has provided three examples in which generic clearance is 
appropriate: customer satisfaction surveys, focus group testing, and 
Web site usability surveys. Even though generic clearances are not 
allowed for collections that raise substantive or policy issues, I un-
derstand that CFPB, as an example, has used generic clearance 
process to collect data on topics that it intends to issue rules on. 
For example, overdraft. 

Is it appropriate for an agency to collect information under a ge-
neric clearance process that will be used as part of its rulemaking? 

Mr. DONOVAN. So, first, I would just say again, CFPB is not 
under our—power, and we do consult with them, but we cannot di-
rect them, and they do not need to follow, generally, our rule-
making guidelines. So in this specific case, I don’t think it is my 
place to determine what is appropriate for CFPB. But I would be 
happy, if there are other areas where you are concerned about this, 
I would be happy to look at it and suggest whether or not we think 
it violates those—our guidelines. 

Mr. WOMACK. OK. Well, let me ask, maybe not for the benefit of 
the CFPB, which is kind of the driver of this particular question, 
but what steps does OMB take to prevent agencies within your ju-
risdiction from abusing the generic clearance process? 

Mr. DONOVAN. So I would say we have a couple different ways. 
We do pursue regular review of the processes that they are taking. 
There are also a number of outside agencies that will look at, 
whether it is the IGs or otherwise, that will look at these kinds of 
processes.

The other thing that we are doing proactively is our regulatory 
look-back effort, which I mentioned we have achieved over $22 bil-
lion in savings. A significant share of that savings does come from 
paperwork reduction. 

So I think it is important that we not just be enforcing our 
standards, but also working with agencies to find proactively new 
ways that they can reduce documentation. Truck drivers, for exam-
ple, we have a major rule at DOT we did last year that changes 
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their reporting that dramatically lowered their costs there because 
of paperwork reduction. 

Mr. WOMACK. Is the Paperwork Reduction Act having the desired 
effects? Could it be enhanced? Could it be better? 

Mr. DONOVAN. I do think—and this is really what the guidance 
that you are referring—you just referred to tries to get at—as with 
many things in government, we need to make sure that they are 
modernized to keep up with technology. And so we do see increas-
ing use of customer satisfaction surveys and other things as critical 
to figuring out whether we are being effective as government, 
whether we are doing a good job. 

And I think the Paperwork Reduction Act wasn’t created at a 
time when many of those processes existed, and so we do feel like— 
and we have tried it within our own guidance—I think it is worth 
having a discussion about whether there are some statutory 
changes that might be useful to try to modernize what it does. 

And I think in cases we may be missing things. I have seen a 
lot of cases where the Paperwork Reduction is actually creating 
more paperwork, frankly, than it is reducing because of modern 
technology.

Mr. WOMACK. I thank the Director. 
I have one other question, Mr. Chairman, that I am not going to 

ask. I will submit it for the record. A lot of attention has been 
given to the fiduciary rule, and I do have a question regarding it, 
but I will submit it for the record so as to be respectful of every-
one’s time. 

Mr. WOMACK. I thank the gentleman for his work, his testimony 
today, and also for his previous work at HUD. Thank you so much 
for having a good, spirited, and constructive debate today. Thank 
you so much. 

Mr. DONOVAN. Thank you. 
Mr. WOMACK. I yield back. 
Mr. CRENSHAW. Thank you. 
Mr. Graves is recognized. 
Mr. GRAVES. Thank you, Mr. Chairman. 
And I want to share my respect for the ranking member, Mr. 

Serrano, and greatly appreciate your reflections a minute ago. 
To Mr. Donovan, who has the unfortunate opportunity to be the 

first hearing after a district work period, what you have sensed 
today is in no disrespect for you or what you have presented to us. 
It is more of a reflection of what our jobs are, and that is to be the 
voices of our constituencies. 

Coming back from a district work period, that is what we hear, 
and that is what you have heard expressed today. I understand 
that we are the voice of our constituencies, and obviously, today, 
you are the voice of the administration. So it is two very different 
roles there for each of us. So thank you for your patience as we 
have expressed our frustration after we have sensed the pulse of 
our districts. 

But just on a different matter, I know you are a member of the 
National Ocean Council, if I could just ask you a question or two 
as it relates to that. 

Can you just help us as a committee understand, in terms of 
funds and personnel, how is that requested or how much is re-
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quested in the President’s budget, fiscal year 2017, as well as 
maybe historically, how many resources have been allocated 
through dollars and personnel since its formation? 

Mr. DONOVAN. To be frank, I don’t have that information at hand 
right now. I would be happy to follow up and get you more details 
on that following the hearing. 

[The information follows:] 
The National Ocean Policy (NOP) is helping to ensure that the many Federal 

agencies involved in ocean management work together to reduce duplication and red 
tape and use taxpayer dollars more efficiently. Because NOP work is consistent with 
other existing agency missions and authorizations and is interwoven with base 
agency programs, it is not possible to separate work done to further the NOP from 
existing agency activities. As such, OMB does not track NOP funds and FTE across 
agencies.

For information on total Federal ocean and coastal spending across agencies, not 
specific to the NOP, please see the 2015 Federal Oceans and Coastal Activities Re-
port (https://www.whitehouse.gov/sites/default/files/microsites/ostp/FOCAR%202012- 
2015.pdf).

Mr. GRAVES. OK. If you could that would be great. Maybe also 
include any of the annual reports that should be publicly available 
over the last couple of years for the committee. 

Mr. DONOVAN. Yes. 
Mr. GRAVES. And with that, Mr. Chairman, that is all I have. 
Mr. CRENSHAW. Thank you. 
Mr. Yoder. 
Mr. YODER. Thank you, Mr. Chairman. 
Mr. Director, three quick topics, see what we can do here in 5 

minutes.
The first one deals with the gas tax, increase in the President’s 

budget. The President told students in Georgetown University in 
2011 that rising prices at the pump affect everybody, workers, 
farmers, truck drivers, restaurant owners, students who are lucky 
enough to have a car. The President himself said a $10 rise in oil 
prices translated to a 25 percent rise in gasoline prices. 

Given the challenges that working people face already and the 
expense that they have from their Federal Government, I believe 
there is this challenge with trickle-down government, where all 
these taxes and regulations ultimately hit working people in my 
district the hardest, the folks at the poverty line, the people strug-
gling to get by, and the Clean Power Plan is one of them. 

In terms of this gas tax increase, explain to me why, given the 
challenges hard-working Americans are facing, why the President 
chose this time to put a gas tax burden on Americans. 

Mr. DONOVAN. Well, first of all, this is a tax that goes across oil, 
not just gasoline—— 

Mr. YODER. Fair enough. 
Mr. DONOVAN [continuing]. On oil companies directly when it is 

produced at the wellhead. 
But I think, more importantly, we should also be focused on the 

burdens on families and communities that our infrastructure and 
the state of that infrastructure is producing. And so whether it is 
the hours that families spend caught in congestion, whether their 
inability to get to jobs or schools, we need to do something to make 
sure we accelerate our investment, not just in infrastructure, but 
smart infrastructure as well. 
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Traditionally, this has been a bipartisan issue. We did reach a 
bipartisan 6-year bill last year. But there is more that we can do. 
And investing in the infrastructure of the future, whether it is 
driverless cars or a broad range of other areas, the research and 
development that we need on transportation, we think that those 
costs on families need to be recognized as well. 

Mr. YODER. In 2008, Joshua Bolten, chief of staff to then Presi-
dent George Bush, issued a memorandum on May 9 to the heads 
of executive departments and agencies, as well as the Adminis-
trator of the Office of Information and Regulatory Affairs, to en-
courage them to resist the historical tendency of administrations to 
increase regulatory activity in their final months. Later, Bolten 
noted ‘‘that we did not intentionally jam or burden our successors.’’ 

My question for you is, does the White House intend to issue 
such a similar memo along the lines taken by the chief of staff to 
George Bush in 2008. And at that point, of course, he didn’t know 
if the next President was going to be a Democrat or Republican. 
They just said let’s not jam everyone up with tons of regulations. 
What is your position? What is the administration’s position on 
that?

Mr. DONOVAN. In fact, not just are we considering it, Howard 
Shelanski has issued a memo to agencies to try to lay out the fact 
that we will enforce very consistent standards on rulemaking 
throughout the end of the administration and to encourage agen-
cies to finish their work as quickly as possible and to make sure 
that they are prioritizing so that we don’t have a substantial un-
usual amount of rulemaking. 

Mr. YODER. Great. Appreciate that, continuing that tradition. 
Finally, I will ask you about the deeming rule. I know that is 

something that is under consideration at the OMB. FDA submitted 
the final set of regulations to OMB. OMB has a 90-day period to 
review and it can extend for another 30 days. We have currently 
passed that 120-day mark. So I want to ask you about that. 

And then I wonder if you have taken into account the regulatory 
burden in terms of the expense of implementing all of that when 
you have tens of thousands of cigars and vapor products, and not 
just brand name products, but each different variation in flavor 
and size and consent. 

And I guess, so, one, can you clarify where we are in the process? 
We are past the 180-day review. When do you think you will actu-
ally have a result on that? 

And then wouldn’t it be less costly and easier to implement and 
ultimately be, I think, more effective for the FDA to move a date 
forward for the newly deemed products and specifically set stand-
ards for vapor products? Because every single one of them have 
been made after the deeming date that FDA came up with. So it 
seems like we are putting an unfair burden on my constituents 
who utilize those products and maybe overwhelming for the FDA. 

Mr. DONOVAN. So given that this is a rule we currently have 
under review, I can’t speak to the specifics, the merits of the rule. 
It has been under review, as you say accurately, beyond the 90-day 
period. As I said earlier, we will take the time it takes to resolve 
rules, to make sure that we get cost-benefit analysis done correctly 
and accurately. And I expect that we will finalize soon, but I can’t 
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give you a specific timeline on that, given that we are still under 
review.

Mr. YODER. All right. Well, as you are engaging in the review, 
those would be thoughts that you might want to take into consider-
ation. I know you have had plenty of comments, and the FDA has 
as well, and I am assuming those are the types of things you are 
wrestling with. 

Mr. DONOVAN. I can assure you those are exactly the kinds of 
issues that we look at. 

Mr. YODER. We appreciate your thoughts on that. Thank you. 
Mr. CRENSHAW. Thank you. 
Mr. Serrano, do you have any closing comments? 
Mr. SERRANO. No. Just to thank the chairman and thank the 

members of the committee for this hearing. It was spirited, that is 
a good thing. 

And thank you, sir, for your service to our country and for mak-
ing New York look good all the time. Thank you. 

Mr. DONOVAN. Thank you. 
Mr. CRENSHAW. And I would just add my words of thanks to your 

commitment to public service, and we appreciate you being here 
today. That is what the legislative process is all about, a give-and- 
take. And just appreciate your spirit and the hard job that you 
have. So we look forward to continuing to work with you as best 
we can to make this a better place for all of us. 

Mr. DONOVAN. Thank you. 
Mr. CRENSHAW. Thank you very much. 
Mr. DONOVAN. Thank you for having me. 
Mr. CRENSHAW. Thank you. This hearing is ad-

journed.
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TUESDAY, MARCH 22, 2016. 

SECURITIES AND EXCHANGE 
COMMISSION

WITNESS

HON. MARY JO WHITE, CHAIR, SECURITIES AND EXCHANGE 
COMMISSION

Mr. CRENSHAW. The hearing will come to order. The ranking 
member. Mr. Serrano, has tweeted that the meeting will start 
11:00 promptly, and I know people are anxiously reading his tweet 
at this point, so we will start. 

This is the final hearing of our subcommittee, so I want to wel-
come our witness, the Securities and Exchange Commission Chair, 
Mary Jo White. Thank you for being here today. We always enjoy 
having you before our subcommittee. I know the subcommittee 
members look forward to having a good exchange with you. 

The SEC plays a critical role in protecting investors, encouraging 
capital formation, and maintaining fair and efficient markets, just 
as buyers and sellers expect the U.S. markets to be fair and effi-
cient, the regulator who oversees them is expected to be fair and 
efficient as well. For fiscal year 2017, the SEC is requesting $1.781 
billion, which is $176 million, or an 11 percent increase over fiscal 
year 2016. 

While the SEC is a fee-funded agency, congressional oversight 
over the Commission is essential in holding the SEC accountable 
in fulfilling its mission, and making sure that it is responsive to 
the markets and investors, as well as congressional concerns. 

I look forward to discussing your request, and why the Commis-
sion believes it needs these additional fundings. For the past 3 
years, the Committee has set aside resources within the overall 
SEC funding amount to fully fund the Division of Economic and 
Risk Analysis, the so-called DERA. In that time, the funds this 
Committee provided have given DERA the ability to grow by al-
most 50 positions, including 16 PhD economists. And I happen to 
believe that cost-benefit analysis of SEC rulemakings is very, very 
informative, and I support the work that DERA does to educate the 
Commission about the macro, as well as the micro, economic effects 
of SEC rulemakings. So, I want to express my support for other 
DERA functions, such as developing risk-based models for the 
Commission’s inspections and enforcement divisions. 

In addition to your duties as chair of the SEC, you are also a 
member of the Financial Stability and Oversight Council, the so- 
called FSOC, and I know we discussed this a bit last year, but the 
designation process for systemically important financial institu-
tions, SIFIs, still is a concern for me. 
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Although FSOC has adopted some transparency measures since 
we last spoke, I am not sure that they go far enough. In addition, 
I still believe the current designation process is not flexible enough. 
Entities should be given the opportunity to address systemic risk 
before being designated. FSOC’s success should be measured by 
how it mitigates systemic risk, not by the number of institutions 
it designates. 

Another issue that we discussed last year was liquidity in the 
markets, especially in the fixed income markets. As I am sure you 
know, the fiscal year 2016 omnibus required DERA to report back 
to the committee within one year of enactment, on the combined 
impact of the Volcker rule, Basel III, and other financial regula-
tions, and the impact they have had on access to capital for con-
sumers, investors, businesses, and on market liquidity. 

I continue to have concerns that the cumulative effect of these 
layers of regulations has adversely impacted overall market condi-
tions and market liquidity. So, I look forward to reading the report 
and discussing with you today what the SEC is doing to address 
this issue. 

The 2016 omnibus also included a provision which prohibits the 
SEC from finalizing, issuing, or implementing any rule or order re-
garding the disclosure of political contributions in the SEC filings. 
I believe Congress has been very clear on this issue. However, I un-
derstand that there are some who believe the SEC is still able to 
work on a potential rule without actually finalizing that rule. Let 
me just caution you against this interpretation. 

I think the Commission has a lot of work to do, including Con-
gressionally mandated work that is more important than advancing 
a policy that Congress has never actually required, and in fact, has 
plainly rejected in statute. 

On a bipartisan note, last month, the House passed H.R. 3784, 
that is called the SEC Small Business Advocate Act. Mr. Quigley 
and I were sponsors of the bill, and I hope the Senate takes up this 
legislation soon, because small businesses are on the forefront of 
job creation and technology innovation. The SEC’s Small Business 
Advocate Act establishes an Office of the Advocate for Small Busi-
ness Capital Formation, and the Small Business Capital Formation 
Advisory Committee, to assist small businesses and small busi-
nesses’ investors with any problems that they may have with the 
Commission, identify difficulties small businesses have in securing 
access to capital, including unique challenges for minority and 
women-owned businesses, analyzing the potential impact of SEC 
regulations on small businesses, and propose changes to SEC regu-
lations which would better promote the interests and needs of 
small businesses and their investors. 

I am interested to hear from you, Chair White, on how the SEC 
is currently making small businesses and small businesses’ capital 
formation a priority, and any thoughts you might have on this bi-
partisan legislation. 

The SEC should be one of the leaders in helping further grow our 
economy, while at the same time keeping our markets fair and or-
derly. That is an important responsibility, and I know that you 
take it very seriously. We thank you for the work that you do, and 
the staff for the work that they do. We look forward to your testi-
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mony today, but first, I am going to turn to Mr. Serrano, the rank-
ing member, for any comments he might make. 

Mr. SERRANO. Thank you, Mr. Chairman. Crenshaw and 
Quigley? Was I out that day? 

Mr. QUIGLEY. Yes. 
Mr. SERRANO. Yes? OK, thank you. Thank you, Chairman Cren-

shaw. I join you in welcoming Chair White back before our sub-
committee. It is a pleasure to see you once again as you come to 
testify about the fiscal year 2017 budget request for the Securities 
and Exchange Commission. Your budget request for this fiscal year 
is quite reasonable, in my opinion, given the large and growing 
oversight role that you are expected to undertake. 

With so many new responsibilities, not just from Dodd-Frank, 
but also the JOBS Act, we could argue that you should be request-
ing even more funding than you are. Your total budget request is 
dwarfed by most big banks, I.T. investments. So, despite recent in-
creases, you are always fighting an uphill battle with fewer re-
sources that are needed to do the job. 

Last year, we succeeded in increasing the SEC’s budget level to 
$1.6 billion, which has allowed you to at least not lose ground. 
Your fiscal year 2017 request asked for a further increase of more 
than $100 million to a total of $1.781 billion. This will help in-
crease your enforcement capacity, your ability to conduct oversight, 
and examinations of regulated entities, and your ability to protect 
consumers.

Although the financial meltdown of 2007 and 2008 fades in the 
memories of some people, it remains foremost in my mind. At that 
time, we had regulatory agencies that were negligent in their du-
ties to protect consumers and cut back on abusive practices. And 
we all paid dearly for that. People lost their retirement incomes. 
They lost their savings. And the American people were forced to 
bail out actors who had taken unnecessary and harmful risks that 
undermined our economic system. 

That is why a strong and vigilant SEC is vital to protecting not 
just those who invest in the financial markets, but the American 
people as a whole. As we found out several years ago, guaranteeing 
that you have the resources to ensure fair and open financial mar-
kets is key to every American’s economic security. Dodd-Frank 
gave you significant new tools and oversight abilities, and it is up 
to this subcommittee to make sure you are able to carry out the 
intent of that law. 

I do also want to mention another part of this equation that 
threatens to undermine the system of safeguards and protections 
provided by the SEC and other financial regulators. As in previous 
years, last year’s House and Senate appropriations bills contained 
numerous riders that are both unnecessary and procedurally 
flawed. These riders opened up loopholes in Dodd-Frank, and un-
dermined the ability of the SEC to do its job. 

Before I close, Chair White, I just want to thank you for your 
dedication to this agency, and to this Nation. You have a tough job 
to do, and hopefully, this subcommittee makes it easier rather than 
more difficult. I know you are a fellow Yankees fan, and since base-
ball season will soon be underway, I am sure I will see you in the 
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Bronx soon. Thank you, Mr. Chairman, and thank you, Chairman 
White.

Mr. CRENSHAW. Thank you. Now, we will turn to Chair White for 
your opening statement. If you could keep it in the range of 5 min-
utes, that will give us plenty of time to answer questions. 

So, the floor is yours. 
Ms. WHITE. Thank you. Chairman Crenshaw, Ranking Member 

Serrano, and members of the subcommittee, thank you for inviting 
me to testify in support of the President’s fiscal year 2017 budget 
for the Securities and Exchange Commission. I appreciate the op-
portunity to discuss with you why the funding of the agency at a 
level of $1.781 billion is critically needed to enable the agency to 
fulfill its important responsibilities to investors, our markets, and 
companies seeking to raise capital to fuel innovation and economic 
growth.

The SEC has made great strides in recent years to strengthen its 
operations and programs, adopting strong measures, and bringing 
important enforcement actions to protect investors and our mar-
kets. We do not want this progress to stall, because we fall short 
in the funding necessary to maintain our positive trajectory in ful-
filling our mission. 

On the rulemaking and policy fronts, we finished our JOBS Act 
mandates in 2015 with the adoption of both Regulation A Plus and 
Regulation Crowdfunding, and are nearing completion of all of our 
Dodd-Frank mandates. We also advanced other key rules and com-
prehensive initiatives in mission-critical areas. Beyond the specific 
rulemakings, the SEC has, for example, continued its review of eq-
uity and fixed income market structure issues, advanced its disclo-
sure effectiveness review to improve the public company disclosure 
regime for investors and companies, and undertaken the mod-
ernization and enhancement of our regulatory regime for asset 
managers.

The Commission also continued in 2015 to hold securities law 
violators accountable in record numbers, with record recovery or-
ders, in all market strata, and in a number of cutting edge, first- 
of-their-kind enforcement cases. 

Systemic enhancements in the SEC’s national examination pro-
gram, including increased recruitment of industry experts, the aug-
mentation of data analytics, and enhanced training have led to a 
more effective and efficient program. We are, throughout the agen-
cy, increasingly harnessing technology to better identify risks, un-
cover frauds, sift through large volumes of data, inform policy mak-
ing, and streamline operations. 

While these achievements clearly evidence a stronger and more 
efficient agency, significant work and challenges remain if we are 
to be successful in executing the SEC’s broad mandates and re-
sponsibilities. Currently, the SEC is charged with overseeing ap-
proximately 27,000 market participants, as well as 18 national se-
curities exchanges, the PCAOB, FINRA, the MSRB, SIPC, and the 
FASB. In addition, the SEC is responsible for selectively reviewing 
the disclosures and financial statements of over 9,100 reporting 
companies.

Since 2001, the markets and registrants we oversee have grown 
exponentially in size and complexity, with the trading volume and 
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the equity markets tripling—nearly tripling, to $70 trillion, and the 
assets under management of registered advisers more than tri-
pling, from approximately $21.5 trillion to about $66.8 trillion. At 
the same time, as the ranking member alluded to, the annual 
budgets for I.T. alone, for some of our largest registrants, are re-
ported to be up to $10 billion, more than five times the SEC’s en-
tire budget. 

The SEC’s responsibilities have also dramatically increased in re-
cent years, with new duties or expanded jurisdiction over securi-
ties-based derivatives, hedge, and other private fund advisers, cred-
it rating agencies, municipal advisors, and clearing agencies, in ad-
dition to the responsibility to implement and oversee an entirely 
new crowdfunding regime. 

The SEC greatly appreciates the confidence that Congress and 
this subcommittee have placed in us in recent appropriation cycles, 
and we are seeking that support this year. The requested level for 
fiscal year 2017, which has been carefully thought through and tar-
geted, will permit the agency to hire an additional 250 staff in crit-
ical core areas, and continue to improve our information tech-
nology. Specifically, the SEC’s budget for 2017 seeks to increase ex-
amination coverage of investment advisors, where current funding 
enables the agency to examine only 10 percent of the approxi-
mately 12,000 registered investment advisors; further leverage cut-
ting edge technology; protect investors by expanding our enforce-
ment program’s investigative capacities, including in new, complex 
areas, and to strengthen our ability to successfully litigate against 
wrongdoers; further bolster the SEC’s economic and risk analysis 
functions; and hire market and other experts to enable the SEC to 
fulfill its expanded rulemaking and oversight responsibilities. The 
funding we are seeking is imperative to protecting investors, and 
to meeting the challenges of today’s markets and the SEC’s ex-
panded responsibilities. 

As the Chairman alluded to, the SEC’s funding is deficit-neutral, 
so that any amount appropriated to the agency will be offset by 
modest transaction fees, and therefore, will not impact the deficit 
or the funding available for other agencies. Our appropriation also 
does not count against the fiscal 2016, or fiscal year 2017 caps in 
the Bipartisan Budget Act of 2015. I hope and believe that we have 
shown ourselves to be good stewards of the funds we have been ap-
propriated, and we will continue to be. 

So, I look forward to working with the subcommittee to provide 
the SEC with the resources it needs to fulfill its critical mission, 
and I thank you again for the support you have shown the agency. 
I would be happy to answer your questions. 

[The statement of Ms. White follows:] 
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Mr. CRENSHAW. Well, thank you very much. We will start the 
questions now, and we will try to observe the 5 minute rule, 
though there will be some members coming and going—there are 
other hearings going on at this very moment. Some are right across 
the hall; some are right down the hall. 

But let me start by just asking you about your budget this year, 
a requested increase of $176 million. And I mentioned that is an 
11 percent increase over last year. Last year, you received a $105 
million of an increase, which is $281 million over 2 years. But from 
2015 to 2016, there was $51 million in carryover. I wonder how 
that happened, and how that works when you also have access to 
a reserve fund that was set up under Dodd-Frank. Just talk about 
the funding over the last 2 years, and that $51 million. How does 
that occur, and what do you plan to do with that $51 million? 

Ms. WHITE. I think you are referring to carryover balances, and 
I think we spoke about this last year. The SEC, unlike, a number 
of other Federal agencies have what are called no-year funds, so 
that we are allowed to carryover funds that we have not spent dur-
ing the particular appropriations cycle. It allows for better financial 
planning and smarter hiring. You do not want to be rushed to hire 
the wrong experts, or enter into the wrong contracts because you 
have got an artificial deadline. In the last several years, the carry-
over balances have actually come down. Some of those balances are 
also attributable to de-obligating funds on completed contracts. So, 
again, that is good financial management. 

We take into account those carryover balances when we make 
our request for the subsequent year. You cannot estimate precisely 
what you are going to have in a given year and it depends on when 
we get our appropriation as well. Obviously, if we get it late in the 
year then that puts more pressure on us to spend by the end of 
that year. But fortunately, because of the no-year funds, we are 
able to spend it smartly, wisely, and be good stewards of the funds 
that Congress appropriates for us. 

Mr. CRENSHAW. I got you. And last year, you received a $105 mil-
lion increase, but it was less than you requested. I think $117 mil-
lion less than that. So, when you do not get as much as you ask 
for, how do you prioritize—of that $105, what will your—I know 
you have done a lot of work in enforcement investigations. But 
when you do not have as much as you had requested, tell us a little 
bit about how the priorities were with the money you did receive, 
including from last year. 

Ms. WHITE. Basically, what we try to do—and obviously, it 
makes a difference what our most pressing needs are in a given ap-
propriations cycle. For example, last year and this year, one of our 
very high priorities is to try to increase the number of examiners 
we have to examine that investment advisor space we have talked 
about for at least our last two or three hearings, to strengthen en-
forcement.

We align the priorities we sought the funding for, and then make 
separate judgments based on the reduced amount that we receive. 
We essentially allocated through a very thorough process those po-
sitions to best meet the priorities that were contained in our budg-
et request. 
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So, a number of them went, indeed, to I.A., investment advisor 
examiners. A number went to Enforcement. A number obviously 
went to the Division of Economic and Risk Analysis. A number 
went to—I wish it was a bigger number, but a number also went 
to hiring more market experts, as we outlined, as well as to the ex-
tent that the money was available it went to continue the tech-
nology projects that are so critical to us. 

You mentioned the reserve fund. We have used, at the SEC, the 
reserve fund set up by Dodd-Frank, as you indicated, for the long- 
term mission critical I.T. projects that are so essential to us. I 
think we had $25 million of that rescinded last year, so we had to 
deal with, less money than we really needed last year. But again, 
we try to do smart budgeting after we get our appropriation, as 
well as before, when we make our request. 

Mr. CRENSHAW. Got it. You mentioned DERA, and I mentioned 
in my opening statement that we have carved out money for that 
division. We think that is important in terms of understanding the 
cost-benefit analysis, and I want to get you to comment on that. 
How has that worked out? I mean, has that been helpful, across 
the board, in assisting what you do? 

Ms. WHITE. Well, certainly, I would say that yes, and I have said 
before that I think DERA is one of the great success stories of the 
SEC. I very much appreciate the support that we have gotten 
through the appropriations process for DERA. It is also our fastest 
growing division. And they essentially, in addition to cost-benefit 
analysis on our rulemakings, also do what I would call substantive, 
original research on our rulemaking. They are able to do that, as 
not only we have gotten more positions, more economists, but have 
really built the infrastructure for them to be able to do their work. 

So they get involved earlier in the rulemakings. You will see, 
often now, their own studies, their own original research is actually 
put into the public comment file and arena for people to comment 
on.

And so, that has really come a long way, and you cannot over-
state its importance to the quality of our rulemaking. They also 
are, now, in the last couple of years at least—maybe a little longer 
than that, really—and increasingly so, integrated into the entire 
agency. They are the ones who primarily manage our big data, 
structured and unstructured, not only for themselves and their re-
search, but for the other divisions to help them do their job much 
better.

They are also the ones that have really designed and conceived 
of and work with the other divisions on these data analytics that 
we have talked about throughout our budget requests and in prior 
hearings so that Enforcement and our exam staff is better able to 
identify high-risk areas. Where do we go to examine? Where is this 
suspicious activity that we need to go and look at more deeply? 
They are really doing, I think, fantastic work at the agency. 

Mr. CRENSHAW. Well, thank you. I am glad to hear that. One of 
the things that we asked last year in the omnibus bill is for them 
to do a study, and report back to us because I think there is some 
concern that there is an awful lot of regulation. I mentioned in my 
opening statement that you have Basel III, and this, that, lots of 
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regulations. And there is some concern among folks that there lay-
ers of regulations have impacted the liquidity of the markets. 

So, we ask for a report to see what they would have to say, and 
I am looking forward to reading that report, but do you think some 
of those regulations—if there is a lack of liquidity, was that an un-
intended consequence, or do you think that was part of the plan 
in cooling down the economy, or heating it up, based on your view 
of what happened in 2008? 

Ms. WHITE. Unintended consequences, is something all the regu-
lators must be focused on, at all times, and certainly, with respect 
to the enormous amount of rulemaking that has been done since 
the crisis that also applies. And all of the rulemakings we do at the 
SEC are looked at through that lens. I guess I would say two 
things about this. 

Liquidity is enormously important to the functioning in our mar-
kets, our economy, and to growth. So, it is an enormously impor-
tant set of issues, I would say, that all the regulators, certainly the 
SEC, are focused on. Determining whether you have a reduction in 
liquidity, to what extent, and if so, what the causes are, I think 
any economist will tell you, whether they are in DERA or they are 
elsewhere, is extraordinarily difficult. We have, for example, with 
our fellow banking regulators, and I think the CFTC, reported 
quarterly to the House of Financial Services Committee, on wheth-
er we can determine whether the Volcker Rule has had a negative 
impact on the corporate bond—the liquidity in the corporate bond 
markets.

And, thus far, clearly the conclusion is we cannot say that it has 
had an impact. So, it is enormously important to study and enor-
mously important to try to figure it out, just what you are dealing 
with, looking for unintended consequences, if you find them. And 
if they are negative, doing something about them. 

I did see—and I am glad to see the academic community getting 
into this issue. A fairly recent study that was presented, or is to 
be presented at one of our DERA conferences, I think a British Co-
lumbia study really looked precisely at this question of the com-
bined regulations, but more specifically, even the impact of the 
Volcker Rule on liquidity. 

That particular study determined that it has not had a negative 
impact on liquidity, and indeed, you see liquidity deteriorating 
right after the crisis, but you do not see blips up after regulators 
have been put into place. Obviously, there will be more studies 
coming forth, as there should be. So, it is enormously important to 
stay on top of. 

Mr. CRENSHAW. So, it is a concern, and it sounds to me like you 
all have looked at that from time and time, and I think this study 
will give us even more information about that. Do you ever talk 
about what is the appropriate liquidity level? I mean, you cannot 
really pin that down, but it is something you all talk about as you 
look at the markets? 

Ms. WHITE. Yes, no question about it. Obviously, you have other 
objectives you are trying to achieve as well that you are balancing 
from time to time with regulations with liquidity. But it is enor-
mously important all the time to look at that. 

Mr. CRENSHAW. Got it. OK. Now, let’s turn to Mr. Serrano. 
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Mr. SERRANO. Thank you, Mr. Chairman. Chair White, the Presi-
dent’s budget request of $1.781 billion, an increase of about six per-
cent for fiscal year 2016, will support 250 new positions. You are 
requesting 52 new positions in enforcement, 127 in compliance, 
four in corporate finance, and seven each in trading and markets, 
and investment management. 

Please explain what functions these will serve, and why they are 
needed. And also, as a follow-up, what would happen if you did not 
get these positions? 

Ms. WHITE. Well, starting with the exam positions, I think we 
have requested 127, about, I think, 105 or 107 of those would actu-
ally go to that investor advisor space, which we have talked about 
before, where we have resources only to examine about 10 percent 
a year, which obviously creates a very significant investor protec-
tion issue. So, you know, that is what—primarily we would use 
those for. 

We would also use the examiners in other spaces, as well such 
as our oversight responsibilities over the exchanges, the SROs and 
broker dealers. Enforcement: I cannot overstate the importance of 
strong enforcement, particularly in these markets as they get fast-
er, more complex. We need market experts, and we need people 
who know how to use these data analytics and apply them smartly. 

We are charging more individuals now in our Enforcement pro-
gram, which I think is very important to stronger deterrence. That 
means, or at least, this would be my theory of why that means we 
have had more trials recently, so a dozen of those positions in En-
forcement would be devoted to bolstering our litigation unit—our 
trial unit in the office. 

And then, I think 24 of the positions really spread over DERA, 
Corporation Finance, Trading and Market, and Investment Man-
agement would be for market oversight, and just as our responsibil-
ities are diverse and expansive, different ones of these hires would 
be used in order to be able to cover those responsibilities as best 
we can. 

And so, if we were not to get these positions, you essentially 
would see a deterioration in every one of those priorities that we 
outlined in our budget request. We would be examining less, there-
fore subjecting investors to much more risk. We would not be en-
forcing as we should be. We could not try the cases that we need 
to try and prevail in, in order to send a strong deterrent message. 
We have new responsibilities under Dodd-Frank and the JOBS Act, 
and we have to oversee the new crowdfunding regime. We have ex-
aminers devoted to the Volcker Rule. 

So, it is really spread out among, and I think smartly, the prior-
ities and the responsibilities that we have. And if we were not to 
get the funding we need, we would clearly be compromising our 
mission, compromising the markets, and compromising investor 
protection.

Mr. SERRANO. Well, I am glad to hear that you used the word 
enforcement because I keep telling this story, but it cannot be told 
enough. Some years ago, this agency—you were not there, came to 
the subcommittee and actually said, ‘‘We do not need any more 
money. We are fine.’’ And we later found out why. They were not 
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enforcing anything, and only history will tell what role they played 
in that 2007/2008 fiasco. 

Let me take you, very quickly, to Puerto Rico, which is not a bad 
place to take anyone. Puerto Rico is in the midst of an economic 
crisis that is so bad it really is becoming a humanitarian one. Your 
investment management division is urging funds, especially those 
with exposure to Puerto Rico, set to monitor, to continually update 
their disclosure based on the risk associated with their invest-
ments. Can you talk a little about that and any other role the SEC 
may have in what is unfolding in Puerto Rico? 

Ms. WHITE. Yes. I think the guidance update that you are refer-
ring to really is to make sure that investors are looking out for 
risks they may face—losses they may face that are due to market 
events. And obviously, and sadly and tragically, what is going on 
in Puerto Rico creates those, in some situations. So, it is really a 
prudent set of guidance for investors. 

In terms of the SEC’s role in the underlying crisis, beyond at-
tending to investors and holdings in funds, which really the guid-
ance goes to, we do not have a direct role in that, although as a 
member of FSOC, I clearly am in discussions about that with Sec-
retary Lew and the FSOC members who are—and particularly Sec-
retary Lew, as you know, is very, very focused on the core of that 
crisis. We also coordinate with our fellow financial regulators, just 
in terms of impacts and possible impacts not only on investors— 
direct investors, but in the broader markets. 

Mr. SERRANO. Thank you. Thank you, Mr. Chairman. 
Mr. CRENSHAW. Thank you. I am going to turn now to Mr. 

Graves, and then Mr. Quigley, but I wanted to note that we have 
been joined by the ranking member of the full committee, Mrs. 
Lowey, and she will be here to ask a question or two along the 
way. So, welcome. Mr. Graves. 

Mr. GRAVES. Thank you, Mr. Chairman. Chair White, good to see 
you again. I know many of the members of this subcommittee have 
raised concerns related to the DOL and SEC fiduciary rulemaking, 
so I want to talk about that just a minute. 

It was brought up with Director Donovan a few weeks ago, as we 
all met. And there was an area that we feel like has just been ig-
nored a little bit too much, and its implications of the rule, we feel 
like impact hardworking constituents that we all represent, includ-
ing hardworking Georgians that I do. Chairman Johnson in the 
Senate produced a report on the problems with the Department’s 
rule, and he published it on February 24th, and Mr. Chairman, I 
would like that submitted for the record, for the committee. 

And that is a 40 page report, so I do not expect everybody to go 
through it right now, but there is one area I wanted to focus on, 
and I am going to quote the report. It says, ‘‘Despite public assur-
ances that that the Labor Department has collaborated with the 
SEC, emails between a Labor Department employee and an SEC 
expert revealed discord between the agencies about the rule-
making.’’ And the report goes on, with a senior SEC official stating 
concerns about reduced pricing options, rising cost, and limited ac-
cess to retirement advice, particularly for retail investors—in other 
words, our constituency. 

[The information follows:] 
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Mr. GRAVES. Twenty-six some odd items of concern were raised 
by your career staff relating to the substantive content of the rule, 
with Labor failing to resolve all of these issues. And I think, as we 
all know, many of your staff, being career staff, are considered ex-
perts in what they do, and we hope that the appointees know the 
issues as well. But the folks that have dedicated their careers are 
those that we hope we can trust to take ‘‘just the facts’’ positions. 

So, Chair White, does it concern you as much as it concerns me, 
and I know others on this panel that Labor seemingly ignored the 
concerns of your own career professional staff that they have 
raised, and have not addressed them? Of your staff, or of this com-
mittee, who have raised the very similar and same concerns also? 

Ms. WHITE. I cannot comment on the specific report and the ex-
changes back and forth, but I can say what I have said before, 
which is that the staff of the SEC did provide substantial technical 
assistance to the Department of Labor, including bringing our per-
spective, the staff’s perspective, and expertise on the broker-dealer 
model, including on, at least, their views about possible impacts as 
various permutations of a rule. 

The Department of Labor also, in their notice and comment pe-
riod, asked about those issues. Obviously, we have not seen the 
final rule yet, but I think—what I have also said about my own 
view for doing a fiduciary duty—uniform fiduciary duty in the SEC 
space is that it is not an easy task, and if we ended up at the end 
of the day really depriving particularly retail investors of reliable, 
reasonably priced advice, then I would consider us to have failed 
in our purpose. 

But at the end of the day, we are independent agencies, and the 
Department of Labor does have responsibility for the very impor-
tant ERISA space. And I think, perhaps, the particular exchange 
you are referring to occurred in maybe 2012. I cannot really add 
to what that meant or did not—I think that was on the prior pro-
posal, though. 

Mr. GRAVES. OK. Well, thank you, and we appreciate what your 
staff has provided and expert advice that they provide. And I think 
it is in all of our interests to make sure that all of our constituents 
have the most options available to them to invest wisely and 
affordably, and not options removed. And our concern is that this 
rule will remove many of those options, and if not remove them, 
make them more expensive, or put barriers in place in which peo-
ple will not seek those options. And we believe it is just wiser to 
be investing in their future and in their retirement, and we want 
to make sure all those options are available, and can be made with 
individuals in their communities that they trust that might just be 
in downtown Main Street. So, thank you, Chair. 

Mr. CRENSHAW. And just on that, as I understand it, Dodd-Frank 
specifically said, your agency was mandated to study the issue, and 
to propose a rule. Do you have any idea why the Administration 
has supported the DOL moving ahead of you? 

Ms. WHITE. First, I think what Dodd-Frank did was to say—it 
mandated a study, which the staff did—it was a very good study— 
and gave the SEC the authority, if it decided to, to proceed with 
a uniform fiduciary duty for broker-dealers and investment advis-
ers under Section 913 of that Act. 
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Again, the initial Department of Labor proposal was in 2010. 
They do have responsibility for the ERISA space, and even as we 
sit here today, there are—our broker-dealers which are subject to 
some Department of Labor regulations, and vice versa. So, I mean, 
there is a bit of overlap in those spaces before. 

Mr. CRENSHAW. But, is the SEC going to look into developing 
their own rule? 

Ms. WHITE. Without question, and I think I said, some time ago 
that my own view, after really extensive study—and the agency 
has been studying this for a lot of years, and I certainly spent a 
lot of time since I have been Chair; my conclusion is the SEC 
should proceed under 913 to do a uniform fiduciary duty for broker- 
dealers and investment advisers. 

Mr. CRENSHAW. And who is going to figure out how to harmonize 
the two rules? 

Ms. WHITE. Well, you try to make them at least compatible, if 
you can. The coordination, obviously, with fellow regulators, where 
we have overlapping jurisdiction, is enormously important. We 
have it in the Title VII, over-the-counter derivative spaces, with 
not only the CFTC, but foreign regulators. But again, I want to be 
clear. I think this is very hard and not quick to do this well. 

Mr. CRENSHAW. Got it. Thank you. Mr. Quigley. 
Mr. QUIGLEY. Thank you, Mr. Chairman. Welcome, Chair White. 

It was nice for Chairman Crenshaw to reference the Small Busi-
ness Advocate Act. I am sure you are aware of it, and the fact that 
the House passed it on a bipartisan basis. I only assume the Sen-
ate will take it up. Can you tell us your stance on moving forward 
with this, and designating a small business advocate at the SEC? 

Ms. WHITE. Again, we have not taken a position on the par-
ticular bill. I think we may have provided some technical assist-
ance on it. I mean, look, there is no question—and this is true at 
the—certainly, true at the SEC, throughout the SEC, how impor-
tant small businesses are, and that their different needs and dif-
ferent models be attended to very closely. 

We have a small and emerging business advisory committee that 
I reinstituted shortly after I got to the Commission. We have in our 
Division of Corporation Finance an Office of Small Business Policy. 
They advise on all of our rulemakings, with the lens of small busi-
nesses, and comment on that. I think they responded to maybe 
1,700 separate inquiries from small businesses, you know, last 
year.

So, we are extraordinarily focused on that, with a lot of expertise. 
In terms of having a small business advocate, the thing that I 
would worry about with that—because it is certainly good in con-
cept; I think we all agree that we want to do everything we can 
for small businesses—is not to fragment the efforts that are carried 
out on behalf of small businesses, and certainly, that is true at the 
SEC. And we really have that concentrated, in a way, where there 
is a lot of expertise and a lot of work that goes on regarding small 
businesses. So, however the bill might develop, I would not want 
to lose that. 

Mr. QUIGLEY. Let me reference another point. A recent study 
conducted by researchers at the University of Chicago and the Uni-
versity of Minnesota—seven percent of all active financial advisors 
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have been disciplined for misconduct or fraud. The study also found 
that the advisors who have engaged in misconduct, of those, 38 
percent are repeat offenders. I am sure you are aware of the con-
cerns about these things. Are you aware of these studies, and what 
is the SEC currently doing, proposing to prevent financial fraud 
like this, especially for repeat offenders? 

Ms. WHITE. I am aware of the study. I have actually read it 
quickly. I have not read it with the care that I will in the next 
week or two. This is an area that I think is enormously important, 
because whether it is a broker-dealer or it is an investment advi-
sor, if they are not serving their clients honestly, fairly, and I 
would say, in the best interests of the client, that is a big problem. 

And one of the things that we have done at the SEC in par-
ticular—this is long before the study, is that we have a broker- 
dealer task force. And we have, in our OCIE exam area, a priority 
to really look for these repeat offenders, and frankly, look very 
closely at the firms where they tend to end up again. 

In other words, I think one of the things the study referenced 
was not only do you have problems in the past with some of these 
advisors—and I think they are brokers. I think the study is on bro-
kers, really. But they show up again at another firm, and they 
show up again at another firm. 

So, our focus has been—FINRA tends to deal with registered rep-
resentatives individually—not always, but certainly to a great de-
gree. But we are really focused on the firms—where they seem to 
be residing. 

We have one particular initiative, where we are looking at churn-
ing by brokers throughout various firms in order to try to crack 
down on that. So, it is an enormously important area. 

Mr. QUIGLEY. I mean, how much of this is resources? 
Ms. WHITE. Some of it is resources. You cannot get away from 

that. I mean, you cannot get away from that, because in the 
broker-dealer space—we have been talking about the investment 
advisor space—but in the broker-dealer space, FINRA does today 
about 80 percent of the examinations of broker-dealers. 

That is really firms and individual brokers. But that does not 
really take into account all their various offices—branch offices, 
which are not examined with that kind of frequency. They do about 
50 percent a year, which is better than 10 percent a year, in the 
investment advisory space. 

But I think we cannot do enough. I mean, I think our techniques 
are better. I think our data analytics are better. We are identifying 
those patterns. And as I said, for the last two or three years, at 
least, we have been very focused on this at the SEC, really trying 
to identify where those brokers are going and getting them out of 
the industry. 

Mr. QUIGLEY. I thank you for your service. Thank you, Mr. 
Chairman.

Mr. CRENSHAW. Thank you. Mr. Amodei. 
Mr. AMODEI. Thank you, Mr. Chairman. Madam Chair, to the ex-

tent that the chairman is going to manage my time, please do not 
be offended if I endeavor to manage yours. I will try to be crisp 
with my questions. And so, with that in mind, initially, I know that 
you folks have been working on an update for Industry Guide 7, 
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which provides guidance for mining companies to report the value 
of mineral resources and reserves. The present stuff, that is 34 
years old, is inconsistent with international reporting require-
ments. Could I have a point of contact in your staff, just to get an 
update on where that stands? 

Ms. WHITE. Yes. I would call Keith Higgins who is the Director 
of our Division of Corporation Finance. 

Mr. AMODEI. Great. Thank you very much. I want to go back a 
minute for the Department of Labor stuff. And I guess we will call 
this under the heading of Intermurals. Obviously, you will be able 
to tell from my question that I think your jurisdiction is unques-
tioned. I understand there is an issue there with ERISA and some 
of that stuff. But I am concerned, when you speak earlier about un-
intended consequences, and I hear you when you say, ‘‘Listen, it is 
hard and it is not quick.’’ 

But I think, ultimately, under Dodd-Frank, the section that you 
mentioned in your earlier testimony, there is in fact mandatory 
language under the Standard of Conduct stuff that says—it is 
under other matters, but it is under the Standard of Conduct sec-
tion. Says that ‘‘The Commission shall examine and appropriate, 
promulgate rules prohibiting or restricting certain practices, con-
flicts of interest,’’ blah, blah, blah. 

There is also, I believe, a Supreme Court case out there that is 
not specific to the SEC, but generally says, ‘‘Hey, when Congress 
acts later in time, and specifically, that takes precedence over ear-
lier acts, in terms of regulating that sort of stuff.’’ So, I guess I am 
concerned about unintended consequences. 

Clearly, the 800-pound gorilla issue in the room is, is DOL going 
to have one rule? Is SEC going to have another? Can you give me 
any comfort on how—on what you think your jurisdiction is ulti-
mately when you get through this process, and how that is going 
to work, if it is, in conjunction with DOL? 

Ms. WHITE. Well, I think there is no question, certainly, at least 
since Section 913 of Dodd-Frank was passed, that the SEC has the 
authority—not the mandate, but the authority—to impose a uni-
form fiduciary duty on broker-dealers and investment advisors. It 
also provides certain parameters if the Commission decides to go 
forward.

And again, as I am urged to say more often than I do, I am one 
member of the Commission, even though the Chair—and so, this 
is a Commission decision. But, I believe the SEC should exercise 
that authority to go forward. 

But that is, again, not a quick and easy process. And it is not 
up to me alone as to whether or what the parameters of that rule-
making would be, although 913 sets some parameters. Were we to 
go forward—in terms of your question on consistency—assuming 
that there was a Department of Labor rule that preceded ours that 
overlapped, we would continue to talk about coordination and mak-
ing our rules and the regime as compatible as possible. But they 
are not—they do not always land identically. And that is something 
that is—you try to make them land identically, if you can. But we 
are separate agencies with separate statutory mandates. 

Mr. AMODEI. Time frame? 
Ms. WHITE. For us? I cannot say that—— 
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Mr. AMODEI. I mean, you have got some decisions, I know, to 
make, but it is like, so—— 

Ms. WHITE. I cannot give you a time frame, other than to say 
again what I have said before, that it is complicated and not fast 
by any means. And where it stands right now is essentially that 
the—you know, the staff’s parameters of recommendation are being 
discussed with my fellow commissioners. 

Mr. AMODEI. OK. I guess, final question is: So, if DOL comes out 
with a standard before you folks get through your process, you are 
going to enforce their standard? 

Ms. WHITE. Again, they have some enforcement authority on 
their own. I mean, our enforcement authority is under the Federal 
securities laws. So we do not enforce the Labor Department rules 
per se. Obviously, again, the conduct can overlap with our jurisdic-
tion. So it is not, as easy a situation as maybe my initial response 
would imply. But we enforce the Federal securities laws and our 
rules.

Mr. AMODEI. Well, and I appreciate that. I am just saying that 
you talking to the committee saying, ‘‘It is not easy as you might 
think,’’ I get that. But the other problem is, somebody who is now 
the subject of an investigation based on whose rule it is and who 
is interpreting what is even less easy, if you will, than—I would 
much rather be the regulator than the person who finds out, ‘‘I 
thought I was in good shape with the SEC, but now I got the DOL 
bird swooping in on me, and we were compliance folks.’’ 

Ms. WHITE. And I think that is why we try, in all of our spaces 
where we overlap, and it is not just the Department of Labor, to 
be as consistent as we can. I will say again, though, that we have 
had parallel rules and do have parallel rules now that are not to-
tally consistent. And we do our best to give guidance and clarity. 
But they are not identical and they do overlap. 

Mr. AMODEI. Thank you. Thank you, Mr. Chairman. I yield. 
Mr. CRENSHAW. Thank you. And I think we will have time for 

another round of questions. But now let me turn to Mrs. Lowey for 
either a statement or a question, or both. 

Mrs. LOWEY. Well, thank you very much, Mr. Chairman. I appre-
ciate your leadership and I do want to say how fortunate we are 
to have a chair who is so experienced. Your years and years of ex-
perience have contributed to your outstanding management of this 
very difficult agency. We thank you very much. 

When I look at the numbers, the markets you are policing have 
a lot of new registrants—more than 2,300 private funded advisors 
have registered with the SEC since the effective date of Dodd- 
Frank, and more than 800 municipal advisors are expected to be 
registered in 2017. In the next two years, the number of new reg-
istrants are expected to be subject to examination, including swap 
execution facilities, security-based swap data, repository swap deal-
ers, crowdfunding portals. How do you prioritize examinations, 
given how large your existing portfolio is? How much larger will it 
become with all of these new registrants? How many of those do 
you anticipate being able to examine? 

How can investors have confidence that everything is being done 
to prevent another meltdown when so few of these entities are 
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being examined? And will your budget request help build that con-
fidence?

Ms. WHITE. The budget request will help. I think there is no 
question that the SEC is a significantly under-resourced agency, 
despite the increases—which we are very appreciative of, that we 
have gotten in the last few years—to do the job we have been given 
to do. 

I would say that unequivocally, even before we were given the 
additional responsibilities under Dodd-Frank and the JOBS Act. 
And your reference to the private fund advisors, which includes 
hedge fund advisors and municipal advisors, and the securities- 
based swap dealers who will be registered and come online; those 
are all add-ons, to our responsibilities. 

And so, there is in our request this year a request for, really, lim-
ited positions for those that will come online. But clearly, there will 
be a gap there. What do we do about that? And we try to make 
as smart a use of the resources that we have. I certainly come in 
and try to be as eloquent as I can, for more resources, so I can do 
the job. 

But we try to do more risk-based identification of where to go. 
We do desk reviews of data. When we got the private fund advi-
sors, initially we did presence exams, which were more limited 
exams. But at least we had our arms around and a boot or two on 
the ground. But in order to carry out our investor protection mis-
sion, we need significantly more resources in all those spaces. 

Mrs. LOWEY. I think it is important for my colleagues to note 
that in 2015, the work of your division of enforcement resulted in 
a record amount of sanctions—$4.2 billion. A record 507 standalone 
actions were filed, as were an additional 300 follow-on proceedings 
in delinquent filing cases. If you could share with us, what trends 
have you noticed in securities fraud? Are they just getting smarter? 
How will your budget request help you spot fraud and take action 
against those who perpetrate it? 

Ms. WHITE. Yes, the markets we have to police are getting 
smarter, more complex, bigger, faster all the time. One of the ways 
that we try to meet that challenge is through smarter use of the 
data analytics that we have been talking about. We have a soft-
ware tool, for example, called Artemis that actually was developed 
in-house, that basically allows us to identify insider trading—sus-
picious patterns, at least—among traders. You do not have to wait 
for an event and then look behind that and see who traded. 

But it is also a budget issue. I am very proud of the record in 
enforcement. I mean, not just the numbers, which I think are very 
impressive, but the kinds of cases and how complex they are. But 
if you think about, where is the value-add when you are thinking 
about how much to fund an agency, enforcement alone last year ob-
tained orders for returning $4.2 billion. Our request here is $1.7 
billion. And think of all the other value-add that the SEC provides. 

So, what are we seeing in terms of trends beyond just more and 
more complex? I think the complex financial instruments area is 
one, which clearly requires market experts. Again, we seek those 
in our budget request. More data analytics to analyze and identify 
those pyramid schemes and financial reporting frauds, which is 
also a place for more market experts and more data analytics. 
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When I said we thought out and tried to target our budget re-
quest—you will see, that is among who we have asked for. 

Mrs. LOWEY. That is very helpful. And lastly, in fiscal year 2015, 
this committee asked for an update on the SEC’s efforts to mod-
ernize corporate disclosure requirements, including cyber security. 
You informed us that in March 2014, the Commission held a 
roundtable to discuss cyber security in furtherance of the Commis-
sion’s efforts to better inform itself, the marketplace, fellow agen-
cies, and the private sector. 

I would be interested to know what lessons you learned from 
that roundtable. Should companies that file with the SEC be re-
quired to disclose cyber-attacks, to engage with the private sector 
in other ways on cyber security? And I just want to say, Mr. Chair-
man, I remember years ago—when Ray Kelly was NYPD police 
commissioner, they were always behind the ball, because corpora-
tions were afraid their stock prices would go down if they admitted 
that they lost $7 billion or whatever in a cyber-attack. I would love 
to know where you stand on these issues. 

Ms. WHITE. Yes. First of all, I do not think there is any greater 
risk that the financial sector, and really beyond the financial sec-
tor, faces than cyber risks. And that is private sector, the govern-
ment, our spaces as well. 

In terms of disclosure by public companies, and obviously, we are 
just talking about public companies, the SEC did do guidance to 
companies some time ago, really alerting them to the range of 
issues that would require disclosure if there is an attack, or simply 
the risk, to their business. If that is material, they must disclose 
it. We look at the disclosures every year in our annual reviews. 

But we also are focused with our fellow agencies and the private 
sector on this really much deeper, broader risk than the SEC’s ju-
risdiction really reaches to. We pay a lot of attention with respect 
to our registrants. And again, our examiners have gone out really 
ahead of the curve, I think; and good for them in going out and 
looking for cyber preparedness at investment advisors and broker- 
dealers, and then publishing, obviously not by name and chapter, 
but really, publicizing observations to that population what to look 
for, how to enhance what your system is, what are the best prac-
tices out there. We continue to have that as an exam priority. 

We also, in our Trading and Markets Division and Investment 
Management Division, meet with our registrants, talk to them all 
the time about preparedness for the cyber-attacks that are going to 
come and how to report, and whether to report. But a lot of this 
has to go on a broader scale than even where the SEC can function. 
And it has got to be private sector, government, Department of 
Homeland Security, the Treasury Department. And we are very ac-
tive in those inter-agency groups as well. 

Mrs. LOWEY. Thank you, Mr. Chairman. I just want to say in 
conclusion, because we sit on many of the same subcommittees that 
cyber security is such a huge threat. In my discussions with many 
of these public companies and some large private companies, they 
all have their own systems in place. 

So, how we all coordinate, how much disclosure—so we can learn 
from what has happened—there are so many issues involved here. 
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And I appreciate you are right in the middle of it. I thank you, Mr. 
Chairman.

Mr. CRENSHAW. Thank you. Mr. Yoder, and then Mr. Bishop. 
Mr. YODER. Thank you, Mr. Chairman. Madam Chair, good to 

see you again. Thanks for your service. There is a pending rule be-
fore the Commission that would increase the number of firms that 
have to register with FINRA. I am hearing from market partici-
pants that the rule, as drafted, while well-intentioned, is overly 
broad. It would require some firms to register with FINRA with lit-
tle regulatory benefit that could be achieved otherwise. I know you 
are studying that. 

As you know, this committee is responsible for oversight of your 
budget, which is why we are here today, of course. But it got me 
thinking, who is responsible for oversight of the FINRA budget? 
The rulemaking, by definition, will increase their budget, increase 
their oversight. How can this committee be sure that they are 
using the resources effectively, efficiently, and not creating undue 
burdens on certain parts of the market? 

Ms. WHITE. Well, the SEC does have oversight responsibilities 
over FINRA as an SRO. And we exercise that authority, including 
exam authority. But it is a membership organization, basically. I 
think you are talking about the 15b9 proposal, I think. 

Mr. YODER. 15b9, yes. 
Ms. WHITE. Yes. The 15b9. Yes. And I think that is one where 

it is a proposal, and we are in the comment period now. And so, 
we will certainly be considering all those comments very carefully 
and including the costs as well. And so, FINRA, many, if not most, 
if not nearly all of their rules have to be approved by the SEC. So 
that is a check. That is a safeguard, too. 

Mr. YODER. And in terms of those dollars, you feel like the over-
sight that you are in charge of, that you can appropriately know 
that their budget grows, that we have, I guess, the understanding 
that that is being handled appropriately? How can we, as a Con-
gress, do our oversight duty and trusting in your leadership, of 
course, but—— 

Ms. WHITE. One of the things that has been a focus since I have 
arrived as Chair of the SEC in 2013, is that I think we do need 
to enhance the oversight that we do at the SEC. Obviously, Con-
gress has its, you know, separate responsibilities. 

One of the things that we are trying to do in order to get greater 
coverage of these investment advisors I keep talking about, in 
terms of examinations, is also very soon to actually transition some 
of our broker-dealer resources to the investment advisor space. And 
that is because, in part, FINRA really does 80 percent of those 
broker examinations. But that means that we need to up our over-
sight over FINRA, if that is the move that we are going to make. 
And I think just in general, we are looking to enhance our over-
sight as well. 

Mr. YODER. Well, I appreciate that. And I appreciate your study-
ing the 15b9 rule and making sure you are finding that right bal-
ance and not over-regulating to where we do not actually receive 
the benefit, but cost folks that do not need to be registered and 
would do probably more harm than good. So, I appreciate your 
leadership there. 
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I want to ask you about the 30e-3 rule on printing. It sounds like 
the structure of the rule is getting a bit complicated. And I know 
that you have been studying this for some time, too. The process 
is pretty simple today. There are some concerns, I hear, from mar-
ket participants, that replacing it with a series of steps might actu-
ally make it more complicated. And now even supporters of the 
rule are concerned about that as well. Where are you in that rule-
making process? And does it make more sense just to step back 
and start over rather than pushing the rule as it is now, in terms 
of the complication? 

Ms. WHITE. Well, we have gotten a lot of comments on this as-
pect of the rule. And we are studying them very carefully. We will 
proceed, obviously. We do not hesitate, if it is called for, to re-pro-
pose something if that seems to make sense. I am not suggesting 
we are at that juncture now, but we are certainly seriously study-
ing the range of the issues that have been brought to our attention 
and that we are aware of, from our own work. 

Mr. YODER. OK. And then the ranking member brought up the 
topic of cyber security. And I wanted to associate myself with her 
remarks and then I wanted to just talk about your internal control. 

So, certainly one thing is external threats. You know, I had a 
chance to deal—your counterpart with the CFTC was in the Ag 
Committee recently, which I serve on as well. And we talked about 
the Reg T rules. And there are concerns that I have heard from 
market participants that they might put their source code in the 
hands of CFTC, and nefarious actors, either within or without, 
could somehow release that. And that is sort of their secret sauce, 
so to speak. 

You know, in light of the potential harm for data being released, 
internally, what are your internal controls that would help assure 
the committee that any of that sensitive data that might get into 
the hands of the SEC would not be released or somehow not be 
compromised?

Ms. WHITE. I think there is no more important an issue—I mean, 
we have to be able to regulate, but we also have to give the req-
uisite assurances that can be given that we will be able to safe-
guard that very sensitive information. I think this particular budg-
et request, just to bring it back to the budget for a second, requests 
$14.7 million to enhance our internal security system. And this is 
really coming up with us in a number of places, but including our 
proposals in the asset management space, where we are asking for 
additional information. 

And one of the issues we are dealing with there is not only mak-
ing sure we are enhancing our systems, which we are very, very 
focused on, but also how much can we say about how we are en-
hancing in order to give assurance and a confidence level. I mean, 
it is a bit of a balance, because you do not want to be too detailed 
about that, or you are giving a roadmap, right? So, that is one of 
the things. But I think we need to be able to get ourselves to a 
place where we can say more than we may have in the past about 
that.

Mr. YODER. I appreciate your leadership there, and I think, you 
know, the SEC, as well as the CFTC, they ultimately cross paths 
with a lot of sensitive information that could compromise, you 
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know, entities that they regulate. And so, the importance that you 
place on that, I think, is critical to, you know, maintaining that in-
formation. So, I appreciate it. Thank you. Thank you, Mr. Chair-
man.

Mr. CRENSHAW. Thank you. Mr. Bishop, and then Mr. Womack. 
Mr. BISHOP. Thank you very much, Mr. Chairman. Thank you, 

Ms. White. According to a 2013 GAO report, which was three years 
ago, minorities accounted for only 19 percent of management posi-
tions in the financial industry, and even worse, minority women ac-
counted for only 13 and a half percent. Can you tell me what steps 
the SEC has taken to improve this drastic disparity and what are 
the current stats? Hopefully they are improved. And tell me what 
steps you think Congress could take to give you additional tools to 
increase minority participation? 

Ms. WHITE. I think there are at least two spaces to talk about 
there. One is within the industry in the private sector and our reg-
istrants and there, we, together with a number of our other finan-
cial regulators under Section 342 of Dodd-Frank, have focused on 
our registrants, focusing on the diversity of their staffing, among 
other things. In terms of our own agency, we basically look in three 
areas—our own staffing that we have. 

Obviously, I have mentioned the registrants. We also have a cer-
tain amount of—not huge amounts—but amounts that are mean-
ingful of contracting dollars. And so, one of the things that our 
OMWI office really focuses on, and has made a lot of progress in, 
is to make sure that minority and women-owned businesses know 
how to, ask to get in the procurement process, in order to be able 
to at least bid for or compete for those contract dollars. And we 
have had a lot of success there. We have challenges at the SEC, 
certainly, with respect to the number of minorities and women in 
our most senior positions, and we are very focused on that in terms 
of taking specific measures. 

We have seen some improvement there, but we remain very 
much focused on that. But I think it is a public and private sector 
set of issues, not easy ones to solve, but I think we have to remain 
very focused on them and I think we have to use all the tools at 
our disposal. 

Mr. BISHOP. Anything that we could do to help you in that re-
gard?

Ms. WHITE. Budget? No, I mean, I do not mean to make light of 
this at all, because I do not, because I consider this enormously im-
portant. I think we are right now, at least at the SEC, kind of mid-
stream in really seeing how some of our initiatives are working, 
some of our outreach is working. We have expanded—— 

Mr. BISHOP. I was going to ask you about recruitment. 
Ms. WHITE. Yes, and in recruitment, that is one of the areas 

where, again, I think we have really made great progress, and I 
forget the number of outreach events that we did this past year. 
But it exceeds 150 or something, and it is in the right places with 
the right people at them. And I think I would like to see how suc-
cessful those initiatives are before I would suggest what might be 
helpful from Congress. 

Mr. BISHOP. OK. Let me change gears a second and follow on 
Mrs. Lowey’s question. According to your budget request, the SEC 
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has never examined approximately 40 percent of all registered in-
vestment advisors. With the growing number of registered advi-
sors, which you claim has been an increase of nearly 35 percent 
over the last decade, how do you plan to address the shortfall with-
out impacting investigation of at-risk advisors? 

Ms. WHITE. We have had, for the last 2 years, what is called our 
never-before examined initiative. And that really looks at reg-
istrants that have registered with us in the past 3 years, in order 
to ensure that we are at least covering that space. 

We also do something as simple as this. It is a bit of a variant 
of our presence exam for the private fund advisors, which is to call 
up every registrant and just sort of say, Here are the rules. Here 
we are. We are present. Obviously, that is not boots on the ground. 
That is not a thorough exam. But it is more presence. And so, in 
every year we are devoting the resources we think are wise to mak-
ing sure that we are at least covering as much of that space in one 
way or another as we can. 

Mr. BISHOP. OK. Last week, the SEC approved for the first time, 
a lender to use funds from public investors to back loans for small 
businesses. This crowd lending is an innovative financial product 
established for the JOBS Act of 2012. 

The company approved under Regulation A plans to initially 
offer the loans to veteran small business owners as an alternative 
to high-interest payday lenders. Allowing crowd lending is a posi-
tive development that could expand opportunities for small busi-
ness owners and it is especially encouraging to me to see that vet-
erans will be the first to utilize this. What other steps is the SEC 
taking to encourage liquidity for small businesses? 

Ms. WHITE. Where we pass on issues like that is in our Regula-
tion A space and our more traditional role of reviewing filings to 
make sure that the right disclosures are given, basically. 

Among the things that we are looking at in terms of small busi-
ness and small business liquidity, is that we are doing—it begins 
I think in October—the tick size pilot you may have heard about 
to see what the data shows about increasing secondary liquidity for 
smaller businesses. We continue to look at venture exchanges as 
possibly a way—I mean, we have approved venture exchanges be-
fore, but look at different variations of venture exchanges to see 
whether we cannot increase liquidity for small businesses. The 
crowdfunding mechanism, which becomes effective in May, is also 
a way to raise money. 

Obviously, you have got to attend, after you raise money to the 
liquidity that needs to follow for investors. But we really are spend-
ing an awful lot of time on that issue for small businesses. 

Mr. BISHOP. Thank you, and I think my time has expired. 
Mr. CRENSHAW. Thank you. Mr. Womack. 
Mr. WOMACK. Thank you, Mr. Chairman. Chairman White, al-

ways great to see you. Thank you for your service. Last year, when 
you were with us, I spoke briefly to market structure, particularly 
when it came to errors or glitches such as the ‘‘flash crash,’’ which 
was then addressed through the working groups established by 
both the Depository Trust and Clearing Corporation and the New 
York Stock Exchange. 
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If I recall, you touched on the regulation SCI, but it is my under-
standing that industry group suggestions may have been more 
comprehensive. I would like to follow up by seeing if we could get 
the list that I had previously requested, noting which of these rec-
ommended changes by the DTCC and the Stock Exchange have 
been implemented by the SEC, and why or why not, if that is pos-
sible.

Ms. WHITE. It is possible, if we have that information. I will say 
that after our session last year, basically the staffs followed up 
with each other to try to identify precisely the space that you were 
intending for us to respond to. And we did respond as we thought 
the question was put. But I had a sense that there might be some-
thing else that we had not responded to. 

Mr. WOMACK. Let’s have a staff-to-staff follow-up. 
Ms. WHITE. Yes, absolutely. Absolutely. 
Mr. WOMACK. I appreciate that, still focusing on structure, par-

ticularly the National market system planned governance. You may 
know that there is a discussion draft in the House put forward by 
my colleague from Virginia, Mr. Hurt. 

This legislation would install broker-dealer representation on the 
operating committees of the National market system plan, such as 
a consolidated audit trail, tick size pilot, and so on. What would be 
the downside of having broader industry participation in the devel-
opment and operation of these critical market utilities? 

Ms. WHITE. That is an issue that we have in our Equity Market 
Structure Advisory Committee and four subcommittees including 
an NMS subcommittee. And among the issues that the committee 
looks at, our staff is looking at, are those governance questions. I 
cannot get ahead of that analysis to give a view until I have gotten 
the full input. But it is an issue that we are very focused on. 

Mr. WOMACK. Yeah, and then, just a parting comment. In your 
testimony, you note that volume and equity markets have dras-
tically changed over the years, but so have other major aspects, 
such as exchanges moving from not-for-profit and member-owned- 
for-profit, and publicly-traded. This would seem to emphasize needs 
for reform, yet countering the exchange evolution, it is often cited 
that indirect participation in NMS governances available through 
advisory committee membership. 

With that said, I would note that advisory committee members 
are most often given little actual voice, citing among other things, 
the fact that much meaningful business is done in executive ses-
sions, from which, I know you are aware, advisory members are ex-
cluded. I believe that the SEC has the ability to positively affect 
this governance structure already, separate from broad reforms. 
But if need be, Congress, of course, will continue to weigh in. So, 
thank you very much for your testimony and again for your service. 
And Chairman, I yield back. 

Mr. CRENSHAW. Thank you. We have time for another question 
or two. I will start. You and I talked, I think last year, about 
FSOC. And I mentioned you are a member of FSOC. It is a rel-
atively new agency. One of my concerns has always been the trans-
parency involved in the designations. I think it is fair to say if 
there are systemically important financial institutions, and they 
are designated as such, they have additional burdens, et cetera. It 
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seemed initially that the goal was to designate institutions as op-
posed to mitigate the risk involved with institutions. 

And so my first question is: Would you agree with me that it 
would be more important to mitigate the risk to our system and 
that you ought to judge the success of that by the mitigation of risk 
as opposed to the number of designations that are made? 

Ms. WHITE. I think you want to basically look at the most mean-
ingful metric. The mission of FSOC is to identify and address risks 
to the financial stability in the financial system that are found. 
One tool is obviously the designation tool. 

Mr. CRENSHAW. Let me ask you about the designations. There is 
some question that it seems like the big banks all got designated. 
Is that based on their size or based on their activity? 

Ms. WHITE. That was largely, I think, it was before my time. But 
I think that is largely a size designation for them. But if you actu-
ally look at the number of designations certainly outside the bank-
ing context, there have not been that many, but I think your point 
is very well taken, nevertheless. I think FSOC is sensitive to that. 
Certainly I am, and I think other members are too, which is to be 
as transparent as one can be, in terms of the particular factors that 
may have driven a particular decision to designate. 

Now, as I think we discussed before, that I think it is often a 
business model. So, it is not like you can kind of change this piece 
and you would not be considered under the analysis systemically 
important, but I think the more one can advise as to what those 
factors are. I mean, the idea is not to have the systemic risk in the 
system, right? And so, whatever tools or information FSOC and 
others can give to bring that about is what we should be doing. 

Mr. CRENSHAW. I do not know if you are familiar, but last year 
at our full committee markup, I offered an amendment that I want-
ed to be sure everybody on the committee got to look at and dis-
cuss, and it was kind of an off-ramp, a way for companies to de- 
risk prior to designation, particularly the non-banks, the asset 
managers, or insurance companies. It did not preclude FSOC from 
designating them, but it gave them an opportunity to be notified. 
Here is a problem with your business model. Can you tell us how 
you might cure it? 

And still, if FSOC felt like that did not solve the problem, did 
not mitigate the risk enough, the designation could still occur. That 
seems like a commonsense, reasonable approach. I am wondering 
if that would simply add some flexibility, because again, the goal 
is not just to—and I know there have not been that many designa-
tions—but the goal is not to go out and find people to designate 
them. The goal is to keep our financial system safe, secure, orderly, 
et cetera. So, did you see that language? And what are your 
thoughts about that kind of flexibility? 

Ms. WHITE. Well, I think I did see that language. It has been a 
while since I looked at it, so I should put that caveat in. And there 
is increased engagement, certainly, between FSOC staff, and the 
companies that are being looked at. So there is an awful lot of dia-
logue back and forth. We have obviously had a number—not a big 
number—but a number of designations now, including non-banks 
where the reasoning is quite detailed, actually, publicly, and then 
even more detailed in what is provided to the companies. 



260

And companies are clearly free at any time prior to designation 
to change their business model, and then they would be analyzed 
as they were presenting to FSOC as they were considering them 
as changed. And so, I would hope if that was realistic—again, a lot 
of these are so intertwined in terms of the factors that lead to des-
ignation that it is not a simple ‘‘gee, if you were not doing that, or 
you did less of that you would not be systemically risky or you 
would not be systemically important.’’ 

But I certainly think that exchange of information ought to 
occur. And I think more of it is occurring now, actually. We also 
have the off-ramp or the review anyway. It is not an off-ramp, but 
as I said, it is not called an off-ramp, but it is the annual review 
of each entity that is designated to determine whether or not they 
should remain designated. 

So, if there have been changes since the designation, and frankly 
that occurs even if the company does not seek it. So, that is an 
automatic review. We have done that only for 2 years now. I think 
this is the second year. And I think it is getting more exacting and 
becoming a better process. 

Mr. CRENSHAW. Well, it is good to hear the process is becoming 
a little more transparent. Particularly when you get into the ques-
tion of whether the designation is based on size or based on activi-
ties. When you move away from large banks, like asset managers, 
for instance, they are very large, but in terms of their activity, you 
can argue about how much systemic risk occurs when you are man-
aging somebody else’s money. 

But, I think we will continue to have that dialogue, because as 
you point out, even at the end, to say if maybe we mitigated 
enough risk, they do not need to be designated specifically any-
more, but at the front end, it might be appropriate to give more 
understanding to what the activities are, what the size is, before 
that designation occurs. So, I am encouraged to hear your thoughts 
on that. Mr. Serrano, do you have a question? 

Mr. SERRANO. Yes, I do. Thank you. Chairman White, I want to 
bring you back to this issue of Puerto Rico, because in the 26 years 
that I have been here, I have never seen all the years focus in on 
something so quickly on both sides of the aisle and both Houses to 
try to deal with what they know has become a humanitarian issue. 
With that in mind, I am going to call an original co-sponsor of the 
Puerto Rico Investor Protection Act, which would terminate the ex-
emption of companies located in the U.S. territory from coverage by 
the Investment Company Protection Act of 2015. And we thank you 
for your technical assistance that you gave us on putting that bill 
together.

Could you please speak to the effect of the bill and how it can 
help the situation there? Now, I realize, as you have told us before, 
you are not directly involved, but this one is about investors. And 
so, you might be more involved with that. 

Ms. WHITE. Yes, this one is, I mean, at least in some aspects. 
Again, the Commission has not taken a formal position on the bill. 
But I think I have discussed my views on at least aspects of this 
publicly, which is that I think that exemption was born in another 
time and a different situation, where you based the exemption from 
the Investment Company Act. 
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And the requirement was, I think in part, based on the theory 
that the government did not have the resources or the ability to 
travel to the territories, including Puerto Rico, to do what they 
needed to do. So, I think it is a loophole. I think it ought to be 
plugged.

Mr. SERRANO. Just for the record, you know, the territories, and 
you do not see it more clearly and evident than in this committee, 
usually the attitude with the territories is whatever is left over. 
And I have stories, I tell you, that would make people laugh if they 
were not sad. That one is sad, that they did not think they could 
travel to the territories or whatever, so they did not include the 
territories—you know, American citizens. 

I remember in front of me the FCC once, I asked them how come 
there is no satellite radio in Puerto Rico yet. They have it now. 
They said the satellite will get there. And I thought the whole es-
sence of a satellite is it can get anywhere. So I said, ‘‘Borrow one 
from the CIA, and you will be able to get there and elsewhere.’’ So, 
now they have it, and some people like me and some people do not 
like me, you know, terrestrial radio. 

But let me ask you something. You have so many new respon-
sibilities now, and one of them that always keeps coming up—and 
I know you have been asked this, but I just want to stay on it be-
cause it is important to me, and it is important to a lot of people— 
are you really keeping up fully at this point in the I.T. area? Be-
cause it seems to me, and I do not think this will ever end, I mean, 
it does not end in our own offices. 

I mean, we buy equipment in our offices and the staff celebrates 
the fact they have all this new equipment, and a year later, the 
equipment is not that good anymore compared to other agencies. 
So, the banks out there have much better stuff and you have better 
equipment. What can we do about that, other than keep pumping 
money? And I am against pumping money. I do not want to sound 
like a Republican, but—— 

Ms. WHITE. It clearly is, you know, there is a significant re-
sources component, right, of this? We talked about the $10 billion 
a year on the I.T. budget alone of some of our largest registrants. 
So there is no question about that, but it is also a matter of exper-
tise and attracting that expertise and keeping that expertise at the 
government agencies. 

And so, we are never going to be able to pay those experts as 
much as the private sector can pay them. But one of the heartening 
things that I have found since being at the SEC, particularly in the 
I.T. area and this applies to our economists as well, is how at-
tracted they are—you have to pay them enough, which is a chal-
lenge—to coming to the SEC for public service, number one. 

Number two is that they have access to data they find, particu-
larly in the case of the economists, fascinating that they do not 
have outside because we, obviously, have access to some data that 
the public does not have. And so, you will see in our request, I say 
it over and over again how much more we are seeking out market 
experts and quants and other kinds of technical experts. But it is 
a real challenge. I mean, you are always playing catch up even 
with all the resources you can imagine, right? You must have the 
resources.
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But it is also the talent and the people that both know how to 
use your tech systems but also to design them. I mentioned the 
Artemis software application, which has been tremendous. It has 
produced a number of important insider trading cases and was ac-
tually developed in-house. So it was not a big resources issue. It 
was a brain issue; right? 

Mr. SERRANO. You know, and one of the things that I have no-
ticed, Mr. Chairman, is that what she is talking about is really so 
true. We have young people in this country—not that I am knock-
ing the experts who have been around a while—young people that 
are really whizzes when it comes to technology, and we have not 
found a way in government to attract them, to bring them in. You 
know, government is not something they understand. 

I remember that I either sarcastically or very profoundly during 
the Obamacare roll out that created some problems, I said, ‘‘Why 
do you not just go to a college dorm? It will be resolved in a half 
an hour, if you get some of those kids in here.’’ And I think that 
we are missing a disconnect in this country between the fact that 
we have a younger generation that understands technology well, 
that comes up with incredible inventions that they later sell for $1 
billion to someone, you know, and we rely only on what we think 
we know. I have no problems at my office hiring someone who is 
24 and say, ‘‘Fix that computer,’’ because I know they know how 
to. And I think that that might sound simplistic, but I think it is 
something that we are missing and we—so I am glad to hear you 
say what you said. 

And lastly, let me just follow up on something Mr. Bishop said, 
and then I will let you go for my part. There have been some ques-
tions recently about whether investors have enough information on 
the composition of the boards of publicly-traded companies. Numer-
ous letters have been sent to you asking that the SEC act to re-
quire to disclose—disclosure of more information pertaining to the 
diversity of boards. Do you think that more needs to be done in this 
area and, if so, what sort of timeline is the SEC looking at? 

Ms. WHITE. I spoke about this I think in late January where, ba-
sically, I share the concerns, at least some of the concerns that 
have been expressed. The SEC has a rule now and has for a num-
ber of years of requiring companies, if their nominating committees 
have a diversity policy to say what it is, how they use it, how they 
monitor it for effectiveness and so forth. 

But there is also a fairly recent GAO study that shows how few 
companies have been disclosing anything in that space. The current 
SEC rule does not define diversity, and so one of the things that 
is urged is that we at least include in the definition of diversity 
race and gender and ethnicity, along with the other kinds of skill 
sets and experience that may figure into diversity when a nomi-
nating committee is deciding how to optimize their board. 

And so, I have directed the Division of Corporation Finance to 
both look at the disclosures that have occurred over time with an 
eye to my concerns that we may need to provide more information 
to investors to make it useful, in terms of information about, gen-
der and race and ethnicity. 

There are a number of issues as there are with anything in this. 
What you do, for example, with board members who may not wish 
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to have that disclosed. But I think it is something that—my per-
sonal view is we should proceed on it and I am quite focused on 
it both in terms of reaching that conclusion on my part and then, 
if so, to moving it along. 

Mr. SERRANO. Well, I want to take this opportunity, Chair White, 
in closing, to thank you for your service, you know. November is 
coming soon so we do not know where we are all going to be after 
November. But I want to thank you, and I want to ask you a per-
sonal favor on behalf of everybody. 

It is a personal favor, and that is to try to continue to do what 
you have done, to put the SEC as that watchdog, that detective, 
that cop on the beat, that we need so that the Wall Street fiasco 
does not come back. If you put it on its road, it may be difficult 
for some people to undo it in the future, although some will try to 
go back to the days when we did not care what Wall Street was 
doing. Let’s just try to get it on the road and I know you are the 
person to do it. Thank you. 

Ms. WHITE. Thank you. 
Mr. CRENSHAW. Mr. Bishop is recognized. 
Mr. BISHOP. Thank you very much. Let’s talk about flash crash-

es. In August of last year, fears of a slowdown in China’s market 
prompted volatility in U.S. markets. Some investors were surprised 
to discover that ETFs were trading at much lower prices than their 
underlying investments on the morning of August 24. Parts of this 
resulted from delays in opening stocks and U.S. markets, while 
ETFs were immediately available for trading. 

Additionally, the flash crash, like others before it, has been par-
tially blamed on the application of automated investment tools on 
a large scale, without a sufficient safeguard against panic selling. 
While the flash crash of August 24th, 2015, was nowhere near the 
turmoil experienced in the flash crash of May 6th, 2010, it dem-
onstrates that stock markets are still susceptible to human and 
computer errors and are largely unpredictable. What is the SEC 
doing to prevent flash crashes and their artificial instability in the 
U.S. stock markets? 

Ms. WHITE. Quite a bit, and we have done quite a bit. I guess 
I would first say that I think what happened on August 24 was a— 
sort of unwelcome, mini-stress test. But I actually think that it 
showed the resilience of our critical market infrastructure. 

I would take issue with saying it was a flash crash, sort of com-
pounded by various kinds of errors. Having said that, however, 
clearly, it was a significant set of phenomena. The staff actually 
put out a research note on this in late last year. It was really very, 
very useful data and analytics. 

We also have requested certain information from the exchanges 
and other participants on that day to see what measures should be 
taken to deal with some of the phenomenon that did occur. And 
among the issues obviously that are, under the microscope, so to 
speak, are the limit up/limit down rules that were put in after the 
flash crash in 2010. How do they operate? Market circuit breakers 
were actually not triggered but, clearly, limit ups/limit downs were 
particularly in certain ETFs, and you did have the phenomenon 
that you note in terms of underlying values departing from share 
value.
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And so, there have been some adjustments already made, I 
think, in terms of the price collars and the size of the price collars. 
But there are other issues under consideration to try to make sure 
that the issues that did occur there, that really did not reflect fun-
damental values, at least fast enough of the stocks, the ETFs, are 
dealt with. And so I think you will see some measures taken in re-
sponse to that. And we look at this all the time. 

Our SCI rule that we talked about earlier is meant to increase 
the resiliency of our critical market infrastructures. When an inci-
dent does occur, it is reported to the SEC sooner rather than later 
so we can take action. So we are constantly dealing with issues like 
that, and with a great deal of seriousness. You want to optimize 
the markets, in terms of their functioning, as well as making sure 
they are reflecting fundamental value for investors and also serv-
ing the companies that seek to raise capital. 

Mr. BISHOP. Thank you. 
Mr. CRENSHAW. Well thank you, Chair White. We want to thank 

you for your service. I think everyone on this subcommittee appre-
ciates the work you are doing. It is a big job, lots of responsibility, 
and we know how seriously you take that. So thank you for that, 
and we look forward to continuing to work with you so that you 
have the resources to do your job. So, thank you very much. This 
meeting is adjourned. 

Ms. WHITE. Thank you very much. 
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WEDNESDAY, MARCH 16, 2016. 

DEPARTMENT OF THE TREASURY 

WITNESS

HON. JACOB J. LEW, SECRETARY, DEPARTMENT OF THE TREASURY 

Mr. CRENSHAW. Well, if everybody is ready, we will get started. 
This hearing will come to order. Good morning. I would like to wel-
come our witness, Secretary Jack Lew, Secretary of the Treasury. 

Today, we look forward to discussing the Department’s own 
budget request, as well as, some of the assumptions and policies in-
cluded in the President’s overall request for fiscal year 2017. 

Last month, we had a very loud discussion with OMB Director 
Shaun Donovan about the debt generated by the President’s budg-
et. While there is more than one way to measure the size and the 
effect of debt on the economy, in the simplest terms, the President’s 
budget spends more than it takes in, and that results in more debt. 

This debt is an economic burden that must be repaid by our 
grandchildren and their grandchildren because the President’s final 
budget does not address the unavoidable question of how to dis-
tribute the economic cost of an aging population across the genera-
tions.

The Federal debt, in gross terms, exceeds $20 trillion for the first 
time in our Nation’s history. It took 233 years to get to this first 
$10 trillion in debt, and it only took 8 years to get to the next $10 
trillion. And because of this, Mr. Secretary, I wanted you to think 
back to your first tenure as the OMB director, when you predicted 
that the United States would be debt free by 2013. 

Now, obviously, a lot has changed since then, but the formula for 
retiring debt has not. Spending as a percentage of GDP must be 
lower than its historical average, and revenue as a percentage of 
GDP must be higher than its historical average. The budget before 
us, however, projects that both spending and revenue, as a percent-
age of GDP, will remain above the historical averages through 
2026. In other words, this budget is a permanent source of debt. 

Growing along with the debt is Treasury’s own budget request 
for the fiscal year 2017. The Treasury Department is requesting a 
massive 12 percent increase, including $1 billion, or a 9 percent in-
crease for the IRS. Instead of making some tough choices, it seems 
that Treasury proposes unrealistic increases, budget gimmicks, and 
new mandatory spending. 

I believe the IRS request is unrealistic. They have not received 
either a dollar or a percentage increase of that magnitude in the 
last 20 years. The IRS request assumes a discretionary cap adjust-
ment that the budget committees have rejected for 5 consecutive 
years.
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In addition, the Treasury seeks to spend an additional $8.5 bil-
lion outside of the appropriations process. The request also pro-
poses a new cybersecurity enhancement account to the tune of $110 
million. Without a doubt, cyber threats are real and they are seri-
ous, and the committee has been continually supportive of funding 
for cybersecurity as a part of the agency’s annual budget request. 
However, I would caution the administration against the tempta-
tion to create an endless number of new accounts across govern-
ment spending, and calling that a cybersecurity plan in order to get 
new funding for an old problem. 

Make no mistake, we must harden our Nation’s information tech-
nology infrastructure, but it should be done with a critical eye. 
New programs with new names aren’t going to solve the Federal 
Government’s perpetually out-of-date, over budget, behind sched-
ule, information technology. 

I hope, with further discussion today, we can find some common 
ground to work on together. As you know, a matter of great inter-
est to me, and concern to me, is the Financial Stability Oversight 
Council’s process for designating systemically important financial 
institutions and, in particular, nonbanks. 

Following up on our conversation from last year, I hope we can 
shed some light on how FSOC has improved transparency with re-
gard to entities under consideration for SIFI designation as we 
adopted last year. 

Another issue that was important, I would like to bring to your 
attention, is that in the 2016 Omnibus, we required the SEC’s divi-
sion of economic and risk analysis to report back to this committee 
within a year of enactment on the combined impact of the Volcker 
rule, Basel III, and other financial regulations, what kind of impact 
they have had on access to capital for consumers, investors, and 
businesses, and the impact on market liquidity. 

I look forward to reading that report later this year, but in the 
meantime, I hope we can talk a little bit about how you will work 
with the SEC economists, if and when asked. I have serious con-
cerns that the cumulative effect, of these layers of regulations, 
have resulted in an alarming lack of liquidity in U.S. markets, par-
ticularly in fixed income markets. 

I believe we need to continue to monitor this issue closely, and 
I look forward to discussing these concerns with you today. 

And finally, let me say one thing about the Omnibus last year. 
We included an additional $5 million for Treasury’s Alcohol and To-
bacco Tax and Trade Bureau. That was to expedite the label and 
formula processing. And I believe that by appropriating these funds 
for the Bureau, we can help countless small businesses that depend 
on the Treasury for approval of their labels and formulas to get 
their products to market. 

Mr. Secretary, I hope this funding makes it clear that this is a 
priority for Congress. I know it is a priority of our full committee’s 
chairman, and I hope the Department will assist the Bureau in ac-
complishing their mission. 

So again, I want to thank you for taking the time to meet with 
us, Secretary Lew. I look forward to your testimony, but first let 
me turn to the ranking member, Mr. Serrano, for any opening 
statement he might make. 
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Mr. SERRANO. Thank you, Mr. Chairman. And I would like to 
join you once again in welcoming Secretary Lew before the sub-
committee to discuss the Department’s budget request for fiscal 
year 2017. 

The Treasury Department plays a broad and important role in 
guiding our economy, ensuring a fair Federal tax code, managing 
our Nation’s finances, promoting economic opportunity, and con-
ducting important international activities. You provide assistance 
and leadership in a number of diverse roles, and I thank you for 
all your efforts. 

One area where your continued leadership is desperately needed 
is on the island of Puerto Rico. The Treasury Department has been 
playing a leading role in helping to address the fiscal and economic 
crisis on the island. Last year’s Omnibus bill included language al-
lowing Treasury to provide technical assistance to Puerto Rico to 
help it work on ways to balance its books and improve its economy. 

While this is a good step, and I hope we will discuss it today, it 
is clear that more needs to be done by Congress on this issue. The 
humanitarian toll this is taking on American citizens is truly ap-
palling. The Speaker has committed to action, and I expect him to 
keep his word. 

Let me just mention that again, Mr. Chairman, because unfortu-
nately, there are too many Members of Congress and the American 
people who don’t know that everyone who was born in Puerto Rico 
is an American citizen. 

A significant contributor to the island’s fiscal woes is its contin-
ued inequitable treatment under numerous provisions of both the 
Federal tax code and the Federal grant programs. Your budget re-
quest proposes to remedy one of these issues by creating a manda-
tory funding stream that would essentially allow working families 
in Puerto Rico to receive the Earned Income Tax Credit, something 
that no one living on the island is currently eligible for. I commend 
you for this proposal and believe it will provide some relief for fam-
ilies on the island. 

Beyond this vital issue, your fiscal year 2017 budget request in-
cludes new funding for the Community Development Financial In-
stitutions fund. The CDFI fund has helped entities invest billions 
of dollars in economically underserved areas, including, in my dis-
trict in the Bronx. I commend you for a new initiative proposed 
within this program this year, the small dollar loan, which will 
help reduce reliance on the payday lenders. Access to mainstream 
financial services is a serious problem in the Bronx and elsewhere, 
so I think this new effort is a great program and a great potential. 

Now, as I have said to you privately and publicly, this CDFI is 
a great program, and to strengthen it is really going in the right 
direction. Your budget request also builds on last year’s increases 
for the IRS providing for further investment and to try and better 
address enforcement and service priorities. 

Although I am pleased that we were able to get a significant in-
crease for the agency, the IRS has still lost thousands of employees 
over the past several years, and its budget is still 19 percent below 
fiscal year 2010. These reductions have made it significantly more 
difficult for the agency to help those with questions and to go after 



312

tax cheats. Your budget request helps restore capacity at the IRS, 
which is important in ensuring the fiscal health of our Nation. 

Lastly, I do, also want, to mention the Department’s central role 
in reforming our policies towards Cuba. Treasury issued new travel 
regulations yesterday in advance of the President’s trip there, and 
I hope we will get a chance to discuss these further. 

The impact of your Department’s policies, in all of these areas, 
show just how central the Treasury Department is to our Nation’s 
economy, our government’s fiscal health, and our communities’ eco-
nomic opportunities. I think the Department has done a great job 
in all of these areas in the past 8 years, and I want to commend 
you, Secretary Lew, for a job well done over the past 3. 

If I had the ability to keep people around for the next adminis-
tration, you would be at the top of my list for many, many reasons, 
but I didn’t win any of the primaries, so I am not involved in this. 

But I just want to finish up by saying you have been a great 
friend of the Commonwealth of Puerto Rico, and any, any help that 
you can continue to lend, because it is sad, and it is sad that the 
public is not aware of what is happening, and as you know, any-
thing that happens in Puerto Rico affects Wall Street, affects New 
York, affects the United States, where there are 5 million Puerto 
Ricans living, and they are part of who we are. They are part of 
the system. 

I was born there, as you know, and the most important point to 
me is that the suffering is affecting veterans in Puerto Rico at the 
veterans’ hospitals and elsewhere. And at the minimum, we should 
stick to our word that we never turn our back on veterans, and 
those veterans in Puerto Rico are as much veterans as they are 
anywhere else in the country. 

So I thank you for your help to the whole island and especially 
to the veterans. Thank you. Thank you, Mr. Chairman. 

Mr. CRENSHAW. Thank you. And our chairman of the full com-
mittee, Mr. Rogers, is en route, and when he arrives, if he wants 
to make an opening statement, we will recognize him. 

But right now, Mr. Secretary, we recognize you for your opening 
statement. If you could keep your remarks in the neighborhood of 
5 minutes and you can submit your full statement for the record, 
but please proceed. 

Secretary LEW. Thank you very much, Chairman Crenshaw, 
Ranking Member Serrano, members of the committee. I appreciate 
this opportunity to testify on the Treasury’s 2017 budget request. 

Thank you for the kind words, Congressman Serrano, but as I 
hope you can understand, I look forward 10 months from now liv-
ing full-time in the Bronx again. 

Since my testimony last year, our economy has continued its 
record breaking streak of private sector job creation, which has 
reached 6 consecutive years, and 14.3 million jobs. Over the last 2 
years, we have experienced the strongest job creation since the late 
1990s. At 4.9 percent, the unemployment rate is half of its 2009 
peak, and we continue on a sound fiscal path from fiscal year 2009 
to 2015. The deficit as a share of gross domestic product (GDP) fell 
by almost three-quarters from roughly 10 percent to 2-and-a-half 
percent.
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And Mr. Chairman, I appreciate your comments about the per-
formance of the budget during the years that I was OMB director 
in the 1990s, and I did, in 2001, project a surplus of over $5 trillion 
for the upcoming 10-year period. Obviously policies changed after 
that, and when I came back to the Office of Management and 
Budget (OMB), it was a very different situation because the money 
had been spent on things like tax cuts, and new benefits, and wars, 
and then we had a financial crisis. What this administration has 
done is put our country back on a path of fiscal responsibility, and 
I look forward to having a chance to discuss that. 

The passage of the Omnibus spending bill in December has 
helped really build on the momentum in our economy now. It has 
really contributed to economic growth, and it has also helped us re-
build our international leadership. The agreement, I think in an-
other way, demonstrates that we still have the capacity of finding 
common ground on difficult issues. It lays the foundation for ad-
dressing some of our long-term challenges, but there is a lot of 
work that still remains, and that is why this year’s budget includes 
critical investments in both our domestic and national security pro-
grams.

Treasury’s 2017 budget makes investments in cybersecurity and 
infrastructure and financial intelligence activities, including efforts 
that are directed at ISIL. It also includes strategic investments in 
the IRS so that the agency can return to providing the level of cus-
tomer service and privacy protection that Americans expect and de-
serve. It is important to investments in America’s small businesses, 
in distressed communities, to help grow the economy and ensure 
that all Americans benefit from growth. 

Finally, the 2017 Treasury budget makes a number of invest-
ments to support the ability of both our domestic and international 
offices to further Treasury’s mission. 

Cybersecurity is an urgent challenge facing the country and the 
Treasury Department. Our budget proposes a new $110 million de-
partment-wide cybersecurity investment account to enhance infor-
mation technology (IT) management across our bureaus and im-
prove our ability to protect against, and respond to, cyber threats. 

The proposed investments will enhance electronic authentication 
procedures for access to Treasury digital services, expand existing 
security systems on internal networks and public websites, and 
safeguard data across the Department. 

The fiscal year 2017 budget also includes strategic investments 
in the Internal Revenue Service (IRS) to improve service to tens of 
millions of taxpayers, to reduce the deficit through more effective 
tax administration, and to provide privacy protections that Ameri-
cans expect and deserve. 

I appreciate the increase provided by Congress in fiscal year 
2016, but as many of you are aware, the IRS remains severely un-
derfunded. Despite its crucial role and growing responsibilities, the 
IRS budget is nearly $1 billion lower than it was in fiscal year 
2010, while the volume of income tax return filings has increased 
by nearly 7 percent. Budget reductions at the IRS cost the country 
billions of dollars each year in lost revenue, contribute to inad-
equate customer service for taxpayers, and leave necessary cyberse-
curity protections underfunded. 
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A sustained deterioration in taxpayer service, combined with di-
minished enforcement capacity, could create serious long-term risks 
for the U.S. tax system. Our request provides a $530 million in-
crease above the 2016 enacted levels. With these investments, the 
IRS will increase staffing for traditional taxpayer services, improve 
the quality of assistance available to taxpayers, who call the IRS, 
and bolster defenses against stolen identity refund fraud. 

In fiscal year 2015, full year telephone level of service plunged 
to just 38 percent. With the additional funding that we received in 
2016, we expect to reach 47 percent this year, and with full funding 
in the 2017 budget, we could bring that level back to 70 percent. 

The budget also invests in new IT architecture that will enable 
the IRS to continue to modernize and secure its online services, 
and provide taxpayers with an experience comparable to what they 
have come to expect from financial institutions. Treasury’s request 
also proposes an additional $515 million increase through a pro-
gram integrity cap adjustment, to increase enforcement of current 
tax laws, investigate transnational organized crime, root out abu-
sive tax schemes, and enforce the Foreign Account Tax Compliance 
Act (FATCA). 

These targeted investments are expected to return roughly $6 to 
the government for every $1 invested and reduce the deficit by $46 
billion over a 10-year budget window. In fiscal year 2017, Treasury 
outlined key investments in evidence-based programs that will sup-
port America’s small businesses, working families, and distressed 
communities.

I would like to focus on one in particular. I share the concerns 
that Congressman Serrano raised with regard to Puerto Rico. I 
very much appreciate the committee’s inclusion of technical assist-
ance authority for Puerto Rico in last year’s funding bill, but more 
does need to be done. Puerto Rico’s economy continues to suffer. Its 
unemployment remains above 12 percent. Its debt is unsustainable, 
and out migration continues to accelerate. 

The administration has proposed a comprehensive plan to ad-
dress Puerto Rico’s financial challenges, and we encourage Con-
gress to act with the haste that this crisis requires with legislation 
that will allow financial restructuring along with new oversight, 
neither of which cost any taxpayer dollars. 

The budget also proposes a $600 million annual allotment index 
to inflation to create a refundable locally administered Earned In-
come Tax Credit for residents of Puerto Rico. Unlike Americans liv-
ing in the 50 States and the District of Columbia, residents of 
Puerto Rico are not eligible for the Earned Income Tax Credit 
(EITC), and it would increase employment in Puerto Rico’s formal 
economy, as well as improve the Commonwealth’s tax compliance 
and tax revenue. 

Finally, the fiscal year 2017 Treasury budget makes a number of 
investments to support the ability in both our domestic and inter-
national offices to further Treasury’s mission. While not under this 
subcommittee’s particular jurisdiction, I want to highlight Treas-
ury’s international programs budget request. It provides a cost-ef-
fective way to promote international financial stability and to con-
tinue U.S. leadership in international development, advance na-



315

tional security, and expand export markets for American busi-
nesses.

In closing, I want to take the opportunity to thank the talented 
team of public servants at the Treasury Department. I am proud 
to represent them here today, and on behalf of these hard working 
men and women, I want to say how much we appreciate the contin-
ued support of this committee. 

Thank you very much, and I look forward to your questions. 
[The information follows:] 
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Mr. CRENSHAW. Well, thank you, sir. And we will start with the 
questions, and we will observe the 5-minute rule if we can, just so 
we can have everybody ask a series of questions. And I think we 
will have time for another round after that. 

But let me start, Mr. Secretary. I mentioned in my opening state-
ment about this new agency called FSOC, which you are the chair-
man of, and as you and I talked last year about one of my concerns 
that there is not a lot of transparency in this whole designation 
process, and I think your point last year was, well, it is really— 
it is kind of a binary decision. We either designate somebody or we 
don’t designate somebody. 

And I guess the question becomes, isn’t it more important to 
mitigate the risk than it is to simply designate someone. And so 
this subcommittee, last year, adopted some language that I pro-
posed to say, before you go out and designate someone, you would 
maybe let them know what FSOC thought the potential problem 
was, give them an opportunity to understand what the problem is, 
and give them an opportunity to actually derisk or cure that prob-
lem, and still, FSOC would have the final authority as to whether 
to designate that institution as a SIFI or not. 

And particularly in terms of nonbanks. It is understandable, 
more so, in the big banks, the Too Big to Fail concept, I think that 
is what gave rise to this whole SIFI designation, but when you get 
into nonbanks, life insurance companies, or asset managers, this 
lack of transparency is still a concern, I think, to me and to this 
subcommittee.

So talk a little bit about that. I mean, isn’t it more important? 
We want to have an economy, we want to have capital markets 
that are safe and secure, and that is more important, mitigating 
the risk there than simply designating people either SIFI or not a 
SIFI. Wouldn’t you agree that that really is the goal? 

Secretary LEW. Mr. Chairman, the goal of FSOC is to keep an 
eye on risks to financial stability and to, when necessary, designate 
firms for a level of scrutiny that is appropriate to the level of risk 
that they present. 

Since we talked last year about this, and we have had some con-
versations in the middle, we have actually taken steps to provide 
more information earlier in the process to entities that are being 
reviewed. We have very intense back and forth conversations with 
them. They know exactly what the analysis is. They present a lot 
of information, and there are not dozens or hundreds of nonbank 
designations.

There is less than 10, and they are firms that are very large 
firms. They are amongst the largest financial institutions in the 
world. And I think we ought to remember that the financial crisis 
didn’t begin exclusively in regulated banks. It actually had its 
roots, in part, in some nonbank financial institutions like AIG, 
which was designated early on in the process. 

We have gone through the process listening and learning as we 
go along. I think we have been very prudent and made only a very 
small number of designations, because this is not an authority that 
should be seen as potentially a risk to small institutions that do 
not present the kind of financial stability risks that FSOC was 
meant to keep an eye on. 
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I am happy to continue the conversation. Obviously, FSOC is still 
a young organization. I think it has performed very well and very 
prudently, and I think we are in a better place today because we 
have more visibility into these very significant institutions that are 
now scheduled to be reviewed in an appropriate way. 

Mr. CRENSHAW. You mentioned that you are having those con-
versations, and particularly, in terms of the nonbanks, and there 
was, I know life insurance companies have been designated. There 
was some concern that some of the asset managers, and the ques-
tion would become, what risk they posed overall, in terms of there 
are other people’s money that is being invested. They don’t seem 
to pose the same kind of risk, but if you are having those kinds 
of conversations, do you agree that the language we added last 
year, does that make sense that as you move forward in these dis-
cussions, that you would come to a point where you would give cre-
dence to that language to say we will sit down with you, if you are 
having those discussions. 

And if these are areas of concern, I want to make you aware, Mr. 
Institution, of those concerns, give you an opportunity to look at 
them and say, maybe we can help mitigate that risk, and if so, does 
that make sense to have that kind of process so that before you just 
designate them, you at least let them know—it sounds like you are 
trying to do that now. 

Secretary LEW. Yeah, that—— 
Mr. CRENSHAW. But why not codify that so that it gives them 

some—I guess some comfort, that they are just not going to wake 
up one morning and somebody says, well, you are now a SIFI? 

Secretary LEW. So I think the way the process works, there is a 
great deal of visibility into what the analysis is, and in each of the 
firms that have been designated, the issues are core to what the 
businesses are. So it is not as if they are small kind of bolt-on busi-
nesses that if you sold this small business, it would change the fun-
damental shape of the firm. 

I do not think that there is a mystery as to why the firms were 
designated. Some firms may choose to restructure their business 
activity because it is in their business interest to do so. We already 
have seen one of the designated firms, though they have made the 
case that it is not at all because of a desire to get out of the SIFI 
designations, but because of a core business decision, to separate, 
become a manufacturing company, not a financial services com-
pany. That will be reviewed by FSOC fully and transparently to 
the company in the next year’s review, if those transactions go for-
ward.

So I do not think there is a lack of transparency or lack of infor-
mation. What I think we do have to be careful about is creating 
more procedural hoops and potential delays. It is roughly a 4-year 
process from the beginning to the end for a designation. 

I think that a financial crisis does not give you 10 or 20 years 
of warning. I think we have a process that is very deliberative, 
very thoughtful, very iterative, and interactive with the parties 
that are being reviewed, and I would be very cautious before put-
ting any overlay of new procedural requirements that become the 
basis for delay or prolonging the process. 
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There is one party that has challenged the designation in court. 
That will be resolved by a court. That is how the law was set up, 
and the court will decide. But I think to add additional procedural 
hoops would frankly put us at risk of missing a target for designa-
tion when it is timely to prevent a problem. 

As I said in my initial response, it is not like there are dozens 
or hundreds of firms that are on the edge of being designated. This 
has been used very judiciously for only the very largest firms, and 
it is a very long process that permits a great deal of visibility by 
the party that ultimately is subject to review. 

Mr. CRENSHAW. Well, it seems like then, we tend to agree, that 
it gives you, both FSOC and the institution, an opportunity to miti-
gate that risk. Now, it sounds to me like that is what you would 
like to see happen. You may not want to write that down, but that 
is what you are doing today, and again, it is important to mitigate 
risk, not just to designate. You would say, look, if you can mitigate 
the risk, that is probably better than just getting designated and 
staying there forever, which brings up another question, just very 
briefly.

After somebody has been designated a SIFI, is there any way to 
get undesignated a SIFI? 

Secretary LEW. Yeah. 
Mr. CRENSHAW. Because once again, it seems to me, from your 

standpoint, as the regulator, what you would want to do is to say 
if there is some risk involved, we want to tell you about it, we will 
designate you, but we would really rather you mitigate the risk 
and not be designated, and so I wonder, will there ever be a way 
to get undesignated if all the mitigation takes place and the risk 
has gone away? 

Secretary LEW. There is an annual review of each designation 
based on submissions made by the designated firm, and that is a 
real review, so—— 

Mr. CRENSHAW. Has anybody ever been undesignated? 
Secretary LEW. No one has been undesignated, but I think that 

there is a full understanding that if there is a material change in 
the business plan, then the basis for being reviewed and for the 
designation being reviewed is very real. We have not seen some-
thing come up for review where there has been a significant change 
in the business plan. I anticipate that that may well happen in the 
coming period of time. 

It is not our job to decide what the size of the firm should be. 
That is a business decision the firm makes. If their level of risk 
goes down, on review, and they don’t meet the threshold, that is 
a basis for deciding the designation should not go forward. 

So we do not start out with a desire to have more firms des-
ignated. We start out with the mission mandated by the act, for us 
to look at whether there are significant risks to the financial sta-
bility, and if so, to make the appropriate designations. 

I think that it has been used in a very cautious way, and it is 
something that we can be proud that we have now created the abil-
ity to see what is going on at firms that are large and have that 
kind of systemic impact. If firms change their business plan and 
they are no longer presenting that kind of a profile, we would re-
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view it and make a different judgment, but that is really—that is 
the process. 

It exists, and I don’t know whether it will be in my tenure, be-
cause we are in the last year, but I have full expectation that if 
there is a major change of business plan, it would be reviewed, and 
that determination could go one way or the other. 

Mr. CRENSHAW. I am encouraged to hear that I think when 
FSOC got created and you became the chairman, nobody knew ex-
actly what was going to happen. And I think some of the early indi-
cations, early actions were that all you can do is say yes or no, and 
now it sounds to me like there is an evolution of a process, and we 
are just trying to help bring that along. And if the proposal is to 
write that down, that doesn’t get in the way of the overall regula-
tion. We hope we can move in that direction. So thank you for that. 

And now I would like to turn to Mr. Serrano. 
Mr. SERRANO. Thank you, Mr. Chairman. To your surprise, I ac-

tually understood that argument. It got a little interesting for 
awhile. I thought we were talking about designating minor league 
ballplayers back to Triple A or something. 

But Mr. Secretary, let me bring you back to what, you know, is 
taking so much time, and rightfully so, in my community, both in 
New York and in the Commonwealth of Puerto Rico. In trying to 
help in the omnibus bill, we gave some technical assistance lan-
guage, including economic forecasting, budgeting, cash manage-
ment, spending controls, information technology upgrades, 
multiyear fiscal planning, revenue, and expenditure projections, 
improving tax collections, and grant management. 

What are you doing with that new authority? What progress has 
been made? And is there any new authority the administration 
needs and is looking for? 

Secretary LEW. Congressman, as you know, before that author-
ity——

Mr. SERRANO. And I want to take this opportunity again to 
thank you for all you have done. You have understood and, I think, 
you have made many, in the administration, understand the impor-
tance of not letting one of the territories fall apart. In the past, I 
can tell you as an appropriator, and this chairman happens to be 
very good at it, and the full committee chairman in helping us, but 
the territories are seen as something else. 

This morning I was watching one of the major stations, and they 
are saying, well, Hillary has won this, and Trump has won that, 
and Bernie has won that, of course, we are not counting the terri-
tories. I say, well, why not, they have delegates, too, and they gave 
delegates to the candidates, and that is part of the attitude. We 
never count the territories. 

Secretary LEW. Congressman, my view, and the view of the 
President is that we are talking about what happens to 3-and-a- 
half million American citizens, many of whom are veterans, many 
of whom have served their country, all of whom deserve the same 
attention that Americans living on the mainland do, and that is 
how I have approached it, in terms of what resources we put into 
dealing with it. 

Before the law was passed, we were working closely with Puerto 
Rico for quite a period of time, informally advising them, but doing 
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it within the limits of what we could do with an authority that did 
not give us the ability to provide them, kind of in-place technical 
advisers. I think that was helpful to them, but frankly, they had 
a need for more. 

Since the law was enacted, we have assigned technical advisers, 
the kinds of people that we use in our international programs in 
the Office of Technical Assistance who are very skilled at going into 
a government, seeing where problems are, helping to design solu-
tions, train people to do the work, and then leave, and leave in 
place an infrastructure that is stronger. 

As I travel around the world, I cannot tell you how much praise 
I hear for the work that those folks do. Now, Puerto Rico is part 
of our country, so this is not an international program. We did not 
have the authority to send people into a subdivision of the United 
States. The law gave us that ability. We now have a team there 
that is working on a range of issues, including revenue collection, 
including keeping their books in a way that is more straight-
forward, and we are looking for opportunities of how to expand it. 

In general, these are small teams. You know, you go to a foreign 
country and we will have 2 or 3 people there, and they do an enor-
mous amount of work. This is something we are dedicating the re-
sources that we need, and we will find the people as the needs ex-
pand.

I have a lot of confidence that we will do good constructive work, 
but I do not want to suggest that technical assistance alone can 
solve the problem. There is a deep problem in Puerto Rico right 
now, which is one of insolvency. There is more debt than the Com-
monwealth can repay. The Commonwealth’s budget is heavily bur-
dened by debt payments and healthcare payments, and that is why 
the proposals we made on Medicaid reimbursement are so impor-
tant.

The time-critical issue right now is that in May and July, Puerto 
Rico faces very large bond payments, which they do not appear to 
us to be able to meet. Action needs to be taken in a timely way, 
so that in the May, June, July period, we do not see a disorderly 
unwinding of Puerto Rico. Not only will that endanger the well- 
being of 3.5 million Americans, but it puts at risk all the bond-
holders who will not benefit if the island does not have money to 
pay back their obligations. 

So an orderly workout process, with an oversight authority, is 
critically important. I appreciate the Speaker’s commitment to have 
action taken in the first quarter of the year. We have been working 
closely with everyone on this, but the time to act is now. 

Mr. SERRANO. Well, you personally answered one of my other 
questions, which was, within which you are allowed to tell me in 
public, what you are allowed to tell us in public, what role are you 
playing in the Speaker’s promise, which we know he will hold and 
keep, to have something ready by the end of March, or the begin-
ning of April? 

Secretary LEW. Well, since the end of last year, we have provided 
technical assistance to any committee of Congress that was looking 
to deal with the problem, the crisis in Puerto Rico. I just have to 
say, the crisis is not a future one. It is a present one. Right now 
schools are closing, hospital wings are closing, millions of people 
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are looking at whether they can leave the island. It is at a rate 
that is not sustainable. The economy will just be destroyed if peo-
ple leave at the rate that they are leaving, and we are providing 
technical support. 

We cannot write the law. The committees will have to write the 
law. I certainly hope that the process leads, in the next weeks, to 
the kind of process that all stakeholders can trust as being fair. We 
have never advocated a one-size-fits-all approach. We understand 
that there are different interests that have to be balanced, but it 
has to be informed by legislation because there is no structure for 
the orderly restructuring of Puerto Rico’s debt. 

It does not have bankruptcy protection. There is nothing in the 
contracts that provides for it. This would go through the courts, 
and it would take 5 or 10 years to be resolved, and in that time, 
Puerto Rico’s economy would just be destroyed. 

Mr. SERRANO. Mr. Chairman, just in closing, am I to gather, 
from your information, from what you told us, that there is a sense 
of urgency on the part of many Members of Congress, some who, 
perhaps in the past, were not engaged with Puerto Rico in any 
way, that this is an important issue that has to be dealt with? 

Secretary LEW. I have to say, Congressman, having talked to 
probably over 100 Members of Congress, since November, on Puer-
to Rico, the level of urgency that I perceive today is much broader 
on both sides of the aisle. There is an understanding that these 
May and June payments are just not manageable. Obviously, the 
challenge is getting through the congressional process with some-
thing that can get bipartisan support. I hope that that can be 
achieved within the next few weeks. 

Mr. SERRANO. Thank you. Thank you, Mr. Chairman. 
Mr. CRENSHAW. Thank you. Mr. Yoder is recognized. 
Mr. YODER. Thank you, Mr. Chairman. Mr. Secretary, welcome 

to the committee. I appreciate your testimony. I certainly appre-
ciated the dialogue you were having with the chairman regarding 
SIFIs, in particular, mutual funds. And I think the point that, you 
know, I would like to associate myself with comments the chairman 
made and just add to that. You know you hold, Mr. Secretary, and 
you know, government regulators hold the power. 

Over 90 million Americans have funds invested in mutual funds. 
If you have got a pension or a 401(k), this could affect you, and it 
is a pretty significant impact on a lot of folks’ retirements. Wall 
Street Journal wrote last year that it could have a 25 percent re-
duction of your ultimate retirement benefits. I mean, that is huge, 
to knock down someone’s retirement benefits by 25 percent. And 
you also end up making those mutual funds, which many of us be-
lieve aren’t banks and aren’t going to cause a meltdown, you make 
them now back up other SIFIs that might actually cause a prob-
lem. Now those mutual funds are potentially at risk. 

So I think one could argue, Mr. Secretary, that you could actu-
ally make our constituents’ retirement accounts more at risk, not 
only less, and so I just want to reiterate that. 

Secretary LEW. Congressman, if I could just—— 
Mr. YODER. Yeah, please. 
Secretary LEW [continuing]. Respond quickly. 
Mr. YODER. Real quickly. 
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Secretary LEW. We have been working on asset managers for 
quite a while now in FSOC. We started out by reviewing individual 
firms. We made the decision that what we really needed to do was 
look at activities that presented risk. We are continuing that. The 
Securities and Exchange Commission (SEC) has some draft rules 
out. Our analysis is obviously going to take cognizance of the work 
that the SEC is doing. 

But the questions that we have to ask are: Is the migration of 
enormous amounts of financial resources into whether it is, mutual 
funds, or hedge funds, or other kinds of nontraditional financial in-
stitutions, creating the kinds of risks that could lead to real finan-
cial stability questions? That is the question we are asking. 

Mr. YODER. And I think that is a very appropriate question to 
ask, and I think many, Wall Street Journal and others, have ana-
lyzed that and said the answer is no, and that actually by bur-
dening 90 million Americans with these new regulations, and cap-
ital requirements, potentially, you actually lessen their retirement 
outcomes. Right, so that is a cost that they are going to bear if you 
go forward because—— 

Secretary LEW. The financial crisis was not good for people’s—— 
Mr. YODER. Well, but— 
Secretary LEW [continuing] Retirement accounts. 
Mr. YODER. Right, but—— 
Secretary LEW. And that is probably—— 
Mr. YODER. But punishing people—— 
Secretary LEW. And that is what we have to try to avoid. 
Mr. YODER. But punishing people that weren’t part of it, you 

know, our—— 
Secretary LEW. We are not trying to punish anyone—— 
Mr. YODER. Well, it would be—— 
Secretary LEW. We are trying to make sure they do not get pun-

ished——
Mr. YODER. Well, if you punish my constituents by making them 

have to back up other risky transactions, and their transactions 
aren’t risky, you put them in that same pool, now 90 million Amer-
icans, their retirement accounts are at risk because they are back-
ing up other SIFIs, number one, and number two, the capital re-
quirements then, according to the Wall Street Journal, could re-
duce their net retirement benefits by 25 percent, so we can agree 
to disagree, but I want—— 

Secretary LEW. We do not have a plan, so it is not like—— 
Mr. YODER. I understand. I understand. 
Secretary LEW [continuing]. I am sitting here advocating some-

thing. The question is when we have to ask—— 
Mr. YODER. Too many other things to make sure you are taking 

in consideration. 
Secretary LEW. Yeah. 
Mr. YODER. OK. Mr. Secretary, it is my understanding the Treas-

ury Department has failed to comply with the House Financial 
Services Committee’s May 11, 2015, subpoena for records per-
taining to the administration’s debt ceiling contingency plan, which 
records were first requested in December 2013, and the House Fi-
nancial Services’ Too Big to Fail investigation first requested in 
June 2013. 
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It is my understanding the Treasury Department has also failed 
to comply with several of the Financial Services Committee’s infor-
mation requests, including those pertaining to FSOC designation 
processes.

Is the Treasury Department withholding subpoenaed and re-
quested records from the Financial Services Committee? 

Secretary LEW. There are conversations going on now, as there 
always are, when there are subpoenas’ between counsel, and they 
are trying to work through these issues. 

Mr. YODER. So Mr. Secretary, you have not denied that you are 
withholding documents, and so will you—— 

Secretary LEW. No, I said we are engaged in a process with the 
committee.

Mr. YODER. Will you commit to our committee, to this Financial 
Services Committee today to promptly producing all the subpoe-
naed requested records? 

Secretary LEW. As always, there are questions of what is appro-
priate, and that is what the counsels are working through. 

Mr. YODER. So you won’t commit to producing all the documents? 
Secretary LEW. Well, we only commit to doing what is appro-

priate.
Mr. YODER. Well, part of the requirement is that the committee’s 

request require, either your counsel to either certify that you pro-
duced all the records located, or after conducting a search, reason-
ably calculated to locate all responsive records, have you and your 
counsel made the required certification? 

Secretary LEW. I will have to check with counsel where we are 
right now in the process. 

Mr. YODER. Do you as Secretary, do you intend to ever certify 
completion?

Secretary LEW. Congressman, there are conversations going on 
now, as they always do, when there are requests like this, and 
when there are subpoenas. I am not going to answer a hypo-
thetical. We hope—— 

Mr. YODER. That is a very direct question. Will you ever respond 
to the Financial Services Committee subpoena? 

Secretary LEW. Well, we have discussions going on. 
Mr. YODER. I understand there is discussion. We are having a 

discussion right now. 
Secretary LEW. Right. 
Mr. YODER. And I am asking you a direct question. 
Secretary LEW. The outcome—— 
Mr. YODER. Can you tell this committee will you comply? 
Secretary LEW. Based on the outcome of those conversations, we 

will take appropriate actions. 
Mr. YODER. So you won’t tell us whether you will comply. 
Secretary LEW. Well, I—— 
Mr. YODER. Even if you are not going to comply, you still cer-

tify—I mean, when does this end? When will you resolve this issue? 
I mean, this has been going on since 2015. Some of these requests 
are 2013. 

It is very hard for the House and the administration to work to-
gether if we can’t get cooperation in responding to congressional 
subpoenas.
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Secretary LEW. Yeah. And that is why—— 
Mr. YODER. It is very frustrating to the process. It breaks down 

trust and the ability to do our jobs. 
Secretary LEW. The appropriate place for that conversation to 

take place is where it is taking place. We are trying to resolve 
these issues. I certainly am hopeful that we will be able to resolve 
them. I just cannot respond to a hypothetical. 

Mr. YODER. Well, they are not hypotheticals. They are direct 
questions. I wish, on behalf of the Financial Services Committee 
and our efforts, to understand these issues, that you would comply 
with these subpoenas and do so in a timely fashion so we can do 
our job, and I appreciate your testimony. Thank you, Mr. Chair-
man.

Mr. CRENSHAW. And I think you know, we expect you to do this, 
and we appreciate it. 

Mr. Quigley. 
Mr. QUIGLEY. Thank you, Mr. Chairman. Welcome, Secretary 

Lew.
Secretary LEW. Good to be here. 
Mr. QUIGLEY. Deep breath. In January, Secretary Kerry said 

that—he indicated that if Iran is found to be funding terrorism, 
they are, quote, ‘‘going to have a problem in the U.S. Congress.’’ 
Can you provide an update on Iran’s current terror finance appa-
ratus and speak to what the Treasury is doing to monitor and fol-
low up with sanctions on Iran? 

Secretary LEW. So, Congressman, we, as you know, have contin-
ued to maintain all the non-nuclear sanctions, even after Iran com-
plied with the nuclear agreement, so the sanctions on terrorism, 
the sanctions on regional destabilization, the sanctions on human 
rights violations remain in effect. 

Treasury has the responsibility to implement many of those sanc-
tions, and we have continued to review, in each area, to identify 
and designate parties. We have designated a number of parties in-
volved with Hezbollah. We are continuing to look at these activi-
ties. As we build a record that warrants designation, we will con-
tinue to take actions. 

The nuclear agreement was very important. It set back Iran’s de-
velopment of a nuclear weapons program, and I think, has greatly 
added to the security of both the United States and the world. But 
Iran still engages in very malign activities, including support of 
terrorists. We will continue to find the places where we have the 
ability to take action. 

I would just note that even when the most severe nuclear sanc-
tions were in place, it was very difficult to stop the flow of all 
money to terrorists and to regional destabilization, and we are 
going to continue to work on it as we did before. 

Mr. QUIGLEY. Yeah, I mean, can you evaluate, to the extent you 
can publicly, the agency’s ability to monitor this? It is a com-
plicated world. Iran is elusive. 

Secretary LEW. Well, look, we have an excellent group of intel-
ligence analysts and investigators who, I think, do just an incred-
ibly good job. They punch way above their weight. They are broadly 
respected in the national security community for that. They can 
only operate based on information that they have access to. 
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It is hard information to get. It requires a cooperation with our 
broader intelligence community, which is very good, very strong, 
and people work day and night and weekends. They are committed. 
There is a passion in our team. 

Mr. QUIGLEY. I assume that after the Iran deal, and the first 
level of compliance, that there was a lot more work to be done, 
given the anticipation. It wasn’t as much money as most had said 
that was going to be released or made available because it was tied 
up in so many other things, but are you gauging more activity after 
this compliance in effect, that resources, or more resources, are 
available to Iran? 

Secretary LEW. Well, actually very little of the money has flowed 
back to Iran at this point. It is something that we hear from both 
Iran and other countries about, that banks around the world are 
being very slow to respond to requests for money that is freed up. 
So the pace has not been a rapid one. 

The amount, as you noted, is much smaller than the kind of 
headline number because there is only about $58 billion of the 
roughly $100 billion that is theoretically available that could go 
back to Iran, because it is tied up overseas in ways that it cannot 
be released. Iran’s own estimate is more like $30 billion than $50 
billion, and very little of that has flowed back at this point. 

They have enormous domestic needs in Iran. When they talk 
about resuming oil production at historic levels, they are going to 
have to spend a huge amount of money rebuilding their infrastruc-
ture for them to get back even close to old levels of production. 
They have been withholding salaries in sensitive areas like mili-
tary salaries because they have been strapped for cash. 

All evidence we have is that they are still under enormous finan-
cial stress. So I think, that the first dollars that go back, there are 
going to be a lot of domestic demands, so the money will not just 
flow into malign purposes. But I have to go back to what I said. 
Even when they were under the most severe nuclear sanctions, 
they were still finding resources to put in to support terrorism and 
regional destabilization, so I do not think we can assume that is 
going to stop, but I do not think it is going to grow to a level that 
is materially different than where it was, and we are going to do 
our level best to shut down the way the money flows to support ter-
rorism as we have been doing over time. 

Mr. QUIGLEY. Very good. Thank you. My time is expired. Thank 
you, Mr. Chairman. Thank you, Mr. Lew. 

Mr. CRENSHAW. Before we turn to Mr. Amodei, we have been 
joined by the chairman of the full committee, Mr. Rogers, and I 
would like to ask him if he would like to make a statement. 

Mr. ROGERS. Thank you, Mr. Chairman. I apologize for being 
late. We have got simultaneous hearings going on with these sub-
committees, and I just left one across the hall. 

Mr. Secretary, it is good to see you. It is good to have you here, 
and I apologize, Mr. Chairman, again for running late here. 

Treasury’s budget, perhaps more than any other agency, should 
be viewed through the lens of the President’s entire budget request 
and the state of our Nation’s economy. As has been highlighted in 
recent months, deficit reduction and the reduction of our national 
debt is critical to our long-term economic and national security in-
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terests. The annual deficit reached a high water mark at $1.4 tril-
lion in fiscal year 2009, has since fallen to under $439 billion in 
fiscal year 2015, largely, I might say, due to the hard work of this 
committee and this Congress. 

Since 2009, we worked to reduce discretionary spending by 
around $195 billion. Of note, mandatory outlays, including debt in-
terest, has continued to increase significantly during the same time 
period. If we want to continue to reduce our deficit and chart a 
course for long-term economic security, we have got to get the man-
datory side of the ledger under control. 

The President’s 2017 budget request proposes an increase of $2.5 
trillion in Federal spending and $3.4 trillion in tax increases over 
the next decade. Unfortunately, once again, there is sadly no lead-
ership in addressing the challenges associated with ballooning 
mandatory spending. 

If we were to blindly follow the President down this path, by 
2020, our country would spend more money on interest payments 
on the national debt than we would on protecting and defending 
our Nation. This threatens to squeeze out all of the worthwhile pro-
grams that many of our constituents care for, from transportation 
projects and medical research, to housing assistance, and homeland 
security.

Mr. Secretary, I hope that you can shed some light on the admin-
istration plans to address what, I think, is a looming crisis. 

The 2017 budget request for Treasury is $13.1 billion. That is a 
$1.2 billion increase over current levels. The majority of that pro-
posed increase would be utilized by the IRS to implement 
Obamacare and the Foreign Account Tax Compliance Act for pro-
gram increases and relies on a discretionary cap adjustment. There 
are a number of issues with this request, but two, in particular, 
stand out. 

First, the bipartisan budget agreement does not allow for a dis-
cretionary cap adjustment for the IRS. As you know, that would re-
quire a statutory change outside the jurisdiction of this committee 
that has been rejected by both the House and Senate Budget Com-
mittees for 5 consecutive years. 

If the activities funded by the discretionary cap adjustment are 
important to the administration, then they should operate within 
the amount allowed under the bipartisan budget agreement. Mr. 
Secretary, the IRS needs to prioritize its spending like every other 
Federal agency. 

Second, I am very disappointed to see that the IRS budget pro-
posal eliminates three administrative provisions that have been en-
acted on a bipartisan basis for several years. Since the IRS tar-
geting and spending scandals, appropriations bills have included 
prohibitions against targeting U.S. citizens for exercising their 
First Amendment rights, targeting groups for regulatory scrutiny 
based on their ideological beliefs, and making videos without ad-
vance approval. We are dealing with taxpayers’ dollars here, and 
these provisions lay out what most people would consider common-
sense policies. 

Finally, let me end my remarks, Mr. Chairman, on a positive 
note, by thanking you for maintaining the $5 million increase Con-
gress provided last year to the Alcohol and Tobacco Tax and Trade 
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Bureau, as you mentioned, I think, in your earlier statements. This 
relatively small office at Treasury does great work on behalf of the 
many distilleries in my State and around the country which sup-
port a booming industry nationwide. This additional funding will 
help reduce the average processing time of distilled spirits’ labeling 
applications.

So Mr. Secretary, it is good to have you here. Thank you for 
being here. 

Mr. CRENSHAW. Thank you, Chairman Rogers. And now let’s 
turn to Mr. Amodei, and after that Mr. Rigell. 

Mr. AMODEI. Thanks, Mr. Chairman. 
Mr. Secretary, I want to talk with you just for a minute about 

the health of community banks and CFPB and all that other sort 
of stuff. We have never met, so you have no reason to be familiar, 
but I represent the part of Nevada that isn’t Las Vegas, which 
translates to pretty rural neck of the woods, which translates to 
community banks, small credit unions, kind of an important part 
of our financial infrastructure. 

And I have got some information here that indicates that after 
the passage of Dodd-Frank, we have had a pretty rapid decline in 
the number of community banks in the country and that some of 
this is attributed to the actions of CFPB, which hasn’t, as you 
know better than I do, the folks that are on that, interesting 
groups of folks, but I am looking at a study here that is by the Har-
vard Kennedy School, the ‘‘State and Fate of Community Banking,’’ 
which was February of last year that it came out and talks about 
some of the things they attribute it to. And a lot of it, a lot of the 
stress they attribute in the industry is to a regulatory one-size-fits- 
all policy, if you will, that is centered in CFPB. 

And so you are saying, well, OK, so they are not in touch or 
whatever, what is the problem, that sort of thing, but yet when you 
look at the information, in the report and who it is attributed to, 
community banks have lost market share at a rate double that be-
fore the bureau’s existence. Information is in the Harvard Kennedy 
study. The study is based on data provided by the FDIC whose 
chairman sits on FSOC. According to CFPB itself, community 
banks are, quote: A lifeline to hard working families paying for 
education, unexpected medical bills, and homes. 

The loss of FSOC voting board, Federal Reserve Board of Gov-
ernors, the loss of community banks could result in total loss of 
credit in some rural and small markets. 

And I will just do one more: Interpersonal relationships are the 
backbone of community bank lending, according to all of the above 
authorities, and CFPB promulgates one-size-fits-all rules that re-
move the flexibility for community banks and credit unions to use 
judgment and work with their neighbors on lending. They do this, 
and this is, I think, the important part, in spite of the fact that 
community bank default rates hover around 3 percent, as opposed 
to larger bank rates of 10 percent. 

And so I am sitting here trying to process all this, and it is like— 
I guess first question is—I mean, when FSOC talks about signifi-
cant economic harm and you talk about what has happened with 
community banks, even if you say, well, they are consolidating, it 
is OK. It is like, hey, that is a trend that for those of us who care 
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about small banking available, and other than the major financial 
centers, that appears to be going on without concern by the institu-
tions that are below you. Tell me, how am I wrong in that analysis? 

Secretary LEW. Congressman, we share the view that community 
banks are very important to our communities, and I think the his-
tory here goes back before the financial crisis. There had been a 
pattern of consolidation beginning, and it has continued. Some of 
it has to do with the structure of the industry. 

I think if you look at the whole range of prudential regulators, 
they have each taken a view that there should not be a one-size- 
fits-all approach, that where there are differences that are material 
because of size, there ought to be a recognition of that, and the 
flexibility that is built into many of the statutes should be exer-
cised.

I think that when it gets to issues of consumer protection, some 
of them are not size specific. I mean, to the extent that there is a 
clear way to put into plain English what a mortgage looks like so 
people know what they are signing, it is not a big or a small bank 
issue.

The capital requirements for small banks, community banks are 
not the same as they are for large institutions, and we have been 
open to ideas like having less frequent reviews of smaller banks be-
cause we do understand that there are differences. 

I have to say, in all candor, that there are a lot of large financial 
institutions that kind of present themselves as if they are commu-
nity banks, and they are not. There have been proposals, for exam-
ple, to change the threshold for enhanced prudential standards to 
$500 billion. That is not a small bank, and I think you know that. 
So we have to be really talking about small banks when we are 
talking about community banks. 

Mr. AMODEI. Thank you for that. And I apologize for not man-
aging your time the same way the chairman is getting ready to 
manage mine. 

So where I would like to end it, if I might, Mr. Chairman, is just 
to say I would like the ability to return to you outside of the com-
mittee process and say, here are some examples of what we 
think——

Secretary LEW. Sure. 
Mr. AMODEI [continuing]. And some of it may be just communica-

tions between CFPB and the others, and kind of get your response 
to those. 

Secretary LEW. I would be happy to respond. 
Mr. AMODEI. Thank you very much, Mr. Chairman. I yield back. 
Mr. CRENSHAW. Thank you. 
Mr. Rigell. 
Mr. RIGELL. Thank you, Mr. Chairman. 
And, Secretary Lew, thank you for being here and for your testi-

mony today. 
I appreciate Chairman Rogers bringing up, though, our overall 

fiscal condition. It caused me to seek this office about 61⁄2, 71⁄2
years ago, my first, because of my concern about our fiscal trajec-
tory and our condition. And that is what I want to discuss with you 
briefly here. 
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Let me first say that I believe that both sides have contributed 
to this. I think the evidence is pretty clear on that. As a fiscal con-
servative and as a Republican, I believe that we fought for this a 
lot harder, though, and I want to walk through that just a little 
bit.

If I look at where we are on this growth, about 6 years of growth, 
our economy is cyclical, we are probably due for some type of cor-
rection here in the future. And then interest rates, I am convinced, 
can only go one way, they can only go up. 

And all of this is really troubling to me. I think the consequences 
of us not addressing this are far more severe than, I think, most 
leaders in Washington. And I don’t say that with any hubris, like 
I have got some special insight into it. In fact, I hope I am wrong 
on all of this. But the evidence, I think, doesn’t point to that. 

Here is a quote by then Senator Obama in 2006: ‘‘America has 
a debt problem and a failure of leadership.’’ I mention that because 
I am mindful of the feeling that I had when I left the State of the 
Union address not long ago, and I thought about what he didn’t 
say. He didn’t really address our fiscal situation. I think he has 
failed to grasp our fiscal situation. I don’t say that in a partisan 
way. He is my President right now, right, and I was really dis-
appointed in my President. I don’t think history is going to be kind 
to us. 

And I am going to give you time to respond to this and maybe 
you can tell me: Congressman Rigell, it is not as bad as you think 
it is. I am not sure how you can work through that, though, be-
cause every trend is going the wrong direction. And I am convinced 
that your administration, the administration, and I would respect-
fully submit that you as the Secretary of the Treasury have a duty 
to raise the alarm level here and put more a sense of urgency 
about this. 

And I want to give you some time to respond. And thank you for 
being here. 

Secretary LEW. Congressman, I think the economy is in far bet-
ter shape than you have just described. I think that we are seeing 
very strong consumer demand, we are seeing housing come back, 
we are seeing job growth at very sustained, strong levels. 

We have a lot more work to do, but when it comes to our fiscal 
condition, you cannot compare where we are today to where we 
were 7 years ago, when we had a financial crisis and a recession 
driving the deficit, after a period of just building it up through pol-
icy decisions, and we have reduced the deficit from 10 to 2.5 per-
cent of GDP. 

Mr. RIGELL. Let me say this. And I only cut you off because our 
time is so limited. Every administration official that has testified 
here, at least the ones that I have heard, there is always a back-
ward looking—and, look, let’s just say I—let’s just even say hypo-
thetically—I don’t—let’s just say I agree with that. What I am not 
seeing is this really fighting for mandatory spending reform. It is 
just not happening. It just isn’t. 

Secretary LEW. So, Congressman, if you look at the trajectory 
under our budget, even under the baseline for the next 10 years, 
we have restored stability to a situation that was out of control. 
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There is much more policy that needs to be discussed. It is not 
all mandatory spending. There are tax issues as well. We have 
done a lot to reduce the deficit. We have reduced discretionary 
spending. We have solved some of the tax problems, though not all 
of them. While I know we do not agree on the Affordable Care Act, 
through the Affordable Care Act we reduced spending on 
healthcare programs. 

So we have done a lot over these 7 years. We now have a founda-
tion to work together. If we could get into a space for a bipartisan 
conversation like we had in the 1990s, perhaps we can make more 
progress——

Mr. RIGELL. Well, part of this, the President has got to lead and 
make the case with every American that for us to get out of this, 
that there has to be the thoughtful and substantive reform on the 
mandatory side. I have not seen it. 

Look, I had an opportunity to speak to him once privately. I did. 
He said: Scott, what is on your mind? I said: Mr. President, we are 
not doing enough on this, we are not doing right by our children. 
And he is not fighting for it. I just haven’t seen it. 

And I know that the clock is ticking on the administration’s time, 
but I would implore you, just as a fellow American, to make this 
case, because if we don’t, we get on the flip side of debt, and we 
are about there right now, and then your lender starts telling you 
what to do. 

I thank you. And out of respect for my chairman, I think I will 
yield back. 

But thank you, Mr. Chairman. 
Secretary LEW. If I can just take 30 seconds. 
Mr. CRENSHAW. Please. 
Secretary LEW. I have spent most of my professional life trying 

to point this country in the right direction on a fiscal path. I pre-
sided over three surplus budgets. No other living budget director, 
no past budget director can say that. I understand the importance 
in the right time of having a balanced budget. 

Right now if you asked me what is the most critical thing for the 
economic future of this country, it would be getting a bipartisan 
consensus on things like building infrastructure, dealing with im-
migration reform, doing the things that would build the foundation 
of our economy. Those are immediate pressing needs. I actually 
think we have some time to deal with these other issues. 

Certainly there is more work to do on the entitlement side, there 
is more work to do on the tax side. I think we have gone too far 
on the appropriations side. It was meant to trigger action on the 
other issues. It has incrementally had that effect. That is how we 
got an agreement last year and 2 years ago. 

So I think if you look at where we have come over the last 5 
years, in pieces we have put together many of the elements of what 
was once called a grand bargain. We have more work to do. We do 
have more work to do. But I think we are in a very strong place 
going forward. 

Mr. RIGELL. I thank you for your testimony. 
And I thank the chairman for giving you that extra time. Thank 

you.
Secretary LEW. Thank you. 
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Mr. CRENSHAW. Thank you. 
And now I would like to recognize Ms. Herrera Beutler. 
And we are glad to see you back, your smiling face. 
She has been dealing with some family health issues. 
And we welcome you. And please proceed. 
Ms. HERRERA BEUTLER. Thank you, Mr. Chairman. It is good to 

be back. And everything is going well at home. So it is exciting to 
get to come back and be a part of this hearing this morning, al-
though I will tell you, some of these issues seem like repeats, like 
a little bit like Groundhog Day. I am going to switch gears a little 
bit and see if I can’t break myself out of the Groundhog Day feel. 

Thank you, Mr. Secretary, for coming. A number of my col-
leagues have written you and Ambassador Froman about concerns 
relating to the data localization provisions of TPP that exclude the 
financial services industry, and I know you have commented on 
this. I understand you are working with the Trade Representative 
and regulators in the industry on the issue, and I just wanted to 
see if you could update the committee on where your efforts are. 

Secretary LEW. I am happy to. 
Data localization is something that as a general principle we 

have opposed in trade agreements. In things like electronic pay-
ments, I put an enormous effort into making sure there were not 
data localization provisions, because it was pure and simple a trade 
barrier. It was either making it more expensive for a firm from the 
United States to do business there or it was a way to create local 
jobs, but it was not appropriate. 

In the case of financial services and prudential regulation, there 
is a very difficult issue, and it is one that I think there is a reason 
to be cautious on. That is, that prudential regulators need access 
to information in a timely way, and our experience has been that 
there have been moments, particularly in moments of crisis, when 
prudential regulators could not get the information they needed 
from international sources. 

Because we have a principled position that data localization in 
general is bad, we are working to see if there is a way to thread 
this needle to make sure that the prudential concerns can be ad-
dressed without having it become something that could become a 
real problem for financial services companies. 

It is a hard needle to thread. The regulators are focused on it. 
We are trying to find a pathway there. And I have put a fair 
amount of my own effort into trying to make sure that it is taken 
very seriously. 

Ms. HERRERA BEUTLER. So you think we could be somewhat close 
to reaching—— 

Secretary LEW. So, first we have to separate TPP from some kind 
of future policy. TPP is locked, and what you can do to change TPP, 
obviously, is very limited. There is the possibility of having some 
kind of side agreement, but I do not want to exaggerate what can 
be done with the 11 countries in TPP. 

We are looking to see is there something, particularly going for-
ward, that would inform future discussions on things like the 
Transatlantic Trade and Investment Partnership (TTIP) and any 
other binational trade agreements, and that is where the vast num-
ber of countries would come into play. 
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It is a complicated issue, so I am going to be cautious rather 
than being overly optimistic. But I can tell you that I have gotten 
the attention of all the regulators, they are looking at this, they are 
trying to find a way to thread the needle, and we are going to do 
the very best we can to work it through. 

Ms. HERRERA BEUTLER. Good. Thank you. 
Switching again, recognizing the importance of protecting the fi-

nancial services sector from cyber attack, which is a tall task. Do 
you agree there should be a coordinated approach among the regu-
latory agencies and key stakeholders to cybersecurity regulation 
across the financial services sector? Because what we are seeing is 
siloed efforts, everybody’s coming up with their own solution, and 
with technology that is not going to work. So I would like your 
comment on that. 

Secretary LEW. Well, I actually do not think that it is true that 
they are all coming up with their own solution. There has been a 
broad embrace of the National Institute of Standards and Tech-
nology (NIST) standards as being best practice, and there is a lot 
of coordination and discussion not to have conflicting standards. 

I think where the question comes up is each prudential regulator 
has its own supervisory approach, and how you take the standards 
and apply them in a supervisory context is something that is his-
torically a challenge to coordinate, because each has slightly dif-
ferent parameters. 

There are conversations going on to try and do as much as can 
be done to deconflict there. I have asked my deputy secretary, 
Sarah Bloom Raskin, to take the lead for Treasury coordinating the 
cyber issues across the Department. She has put an enormous 
amount of time and energy into working both within the Depart-
ment, where we have very substantial concerns, but also across the 
regulatory community. We get very senior-level participation in 
these coordinating meetings, and we now have legislation that 
gives us the ability to work more with the community outside the 
private sector. 

So it is a concern that we share. I cannot tell you that there will 
be no differences between how different prudential regulators do 
their oversight of banks, but there is very much an attempt to get 
best practices. 

Ms. HERRERA BEUTLER. So it seems like you are saying that they 
are going to approach it from a different side from the oversight 
position, not that they are going to talk about creating their own 
standards. Is that the clarification? 

Secretary LEW. That is certainly where the goal is, to have as 
close to single standards as possible. We do not get to impose on 
prudential regulators their standards. It is really what they do by 
reference to a single standard like the NIST standard. 

Ms. HERRERA BEUTLER. Got it. Got it. 
Secretary LEW. It is a serious question, and I appreciate it. 
Ms. HERRERA BEUTLER. I think some of my challenges is we have 

heard, like, whether it is futures trading or whether it is the stand-
ards—we have heard talk of different actual standards, not we are 
going to approach the way we administer it differently. And as you 
can imagine, it is hard enough in industry, but if the Federal Gov-
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ernment can’t within one agency have the same standards, we’re 
going to have challenges. 

Secretary LEW. Part of the challenge is there is not a one-size- 
fits-all approach, because different platforms have different charac-
teristics and requirements. So I think there will be inherent dif-
ferences. The question is, do they all reference back to the same 
kind of core principles, which I believe they do, and if they do not, 
we need to keep working on it. 

There will be differences. Securities and banks have different 
systems because they do different things. So I do not want to sug-
gest that we would have some arbitrary one-size-fits-all approach, 
that would not make sense. But the goal is to have as little conflict 
as possible. 

Ms. HERRERA BEUTLER. Thank you. I yield back. 
Mr. CRENSHAW. Thank you. 
Mr. Graves. 
Mr. GRAVES. Thank you, Mr. Chairman. 
Mr. Secretary, good to see you. Thank you for appearing before 

us. We are always grateful for your thoughtful and thought-pro-
voking responses each and every time. 

I have about six questions. Most of them are very redundant and 
I suspect your responses may be redundant as well, but that is OK. 
I think it is important for the record. 

Following up on Mr. Yoder’s thoughts as well and our role as 
providing some accountability and assisting the Financial Services 
Committee as well in some of their responsibilities, could you just 
answer for us, why are you withholding subpoenaed internal Treas-
ury records pertaining to the administration’s debt ceiling contin-
gency plans? 

Secretary LEW. So, again, as I responded earlier, we have con-
versations going on with the committee, our counsel and their 
counsel, and we are continuing to hope to resolve these issues. 

Mr. GRAVES. Thank you. And then the same, why are you with-
holding subpoenaed records pertaining to the Financial Services 
Committee’s ‘‘Too Big to Jail’’ investigation? 

Secretary LEW. So I do not want to pretend to be deeply familiar 
with every request. I have to get back to you on that. 

Mr. GRAVES. OK. 
Secretary LEW. I mean, our general approach is always to work 

with the committee and try and find an appropriate accommoda-
tion. But I will check on that. 

[The information follows:] 
Treasury is committed to working with Congress, including the House Financial 

Services Committee to provide the information needed to fulfill its oversight role. 
We have been working with the Financial Services Committee for several months 
to understand and accommodate its priorities related to its inquiry into criminal 
prosecutions of large financial institutions. We have made responsive documents 
available to the Committee. 

Mr. GRAVES. OK. Thank you. And very similar, why are you 
withholding the records the committee has requested pertaining to 
the processes the FSOC uses to designate and de-designate 
nonbank financial institutions as systematically important finan-
cial institutions? 
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Secretary LEW. Well, obviously, I have testified widely on the 
subject, including here this morning, and we work with the com-
mittees to try and provide appropriate information. 

Mr. GRAVES. Thank you. And then one other. On what legal 
basis—and this is maybe just sort of bringing it to an end—what 
legal basis are you withholding these records from the Financial 
Services Committee? 

Secretary LEW. So I am really going to have to just say we are 
leaving these discussions to the appropriate conversation between 
lawyers.

Mr. GRAVES. Understand. And then one other related. On what 
legal basis of withholding the subpoenaed records relating to the $5 
billion in unlawful payments to insurance companies that has been 
requested by the Ways and Means Committee? 

Secretary LEW. I am sorry. I did not understand that last ques-
tion.

Mr. GRAVES. On what legal basis have you been withholding sub-
poenaed request of records relating to the $5 billion in unlawful 
payments to insurance companies as requested by the Ways and 
Means Committee 1 year ago? 

Secretary LEW. So, Congressman, all of these requests are going 
through a process where lawyers are working through them. I will 
have to check on that specific request. I have not looked at it re-
cently.

[The information follows:] 
Treasury is committed to working with Congress, including the House Committee 

on Ways and Means, to provide the information needed to fulfill its oversight role. 
We have been working with the Ways and Means Committee for several months to 
understand and accommodate its priorities related to its inquiry into the cost-shar-
ing reduction payments. We have made, and will continue to make over the next 
few months, responsive documents available to the Committee. 

Mr. GRAVES. Understand. And I just had a duty to ask those 
questions.

Secretary LEW. Yeah. 
Mr. GRAVES. And I know you have a response there and a duty 

to respond as you have. And I guess for this committee’s sake, just 
trying to help us understand, what are the consequences of non-
compliance or nonresponse to a subpoenaed request by standing 
committees of the House of Representatives? 

Secretary LEW. Well, look, I have always endeavored in my many 
decades of doing this to try and be responsive and to reach an ac-
commodation that gives committees material that is appropriate. 
There are some materials that are not appropriate to be provided, 
for a variety of reasons. It depends on what the particular material 
is. So that is why I am avoiding giving an answer that would be 
very general. 

Mr. GRAVES. But is there a consequence to the agency, to you as 
Secretary or to the agency if you just choose never to respond? And 
this is a fair question. 

Secretary LEW. I think congressional oversight is an important 
function. We endeavor to provide appropriate information to sup-
port congressional oversight and we certainly look for a relation-
ship of comity with the committees that we deal with. So we al-
ways endeavor to work through these issues. 
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Sometimes there is a request for information that is not appro-
priate to provide, and we have in the past always been able to 
work through those issues. Obviously, Congress has some remedies 
of its own, and then there are issues of privilege that can some-
times be invoked. But it always depends on the circumstances, so 
there is not a general answer. 

Mr. GRAVES. Understand. And so just let me point out to the 
committee here that many of these subpoenaed requests of records 
have been 1 year, 2 year, if not almost 3 years in the waiting from 
the Secretary and his associates, and the discussions, I guess, have 
been ongoing for that long as well. 

But one of the remedies to this as a committee, I would hope, is 
that we take this into consideration, that duly elected and ap-
pointed committees of the House of Representatives have rightfully 
asked for records and have been denied those, because discussions 
are ongoing. But as we consider the request by the Secretary, I 
hope we take that into consideration. 

Thank you, Mr. Chairman. 
Mr. CRENSHAW. Thank you. 
Now I would like to turn to Chairman Rogers for a question or 

two.
Mr. ROGERS. Mr. Secretary, since we divided off Secret Service 

into Homeland Security, does your Department retain any concerns 
about counterfeiting or is that solely with the Secret Service? 

Secretary LEW. We have very much direct responsibility. We and 
the Fed together work on the design of our currency to make sure 
that it is as difficult as possible to counterfeit. That is where the 
technology comes in. We work with the Secret Service, who do the 
principal investigation when there are counterfeiting events. I 
think it is at the highest level of importance that we maintain the 
integrity of our currency and we put all the attention that it re-
quires into it. 

Mr. ROGERS. Well, I should ask this of the Secret Service, and 
I will, but I was recently, last week, in Peru, the counterfeiting 
capital of the world, I am told. 

Secretary LEW. I wish there were only one. 
Mr. ROGERS. But anyway, it is apparently wholesale big time 

there. We have only got one person there that I am told to work 
with the Peruvian Government to try to stop it. But could you 
check into that? 

Secretary LEW. I would be happy to, Mr. Chairman. 
Obviously, when the Secret Service was under the Treasury De-

partment we had more direct accountability for their resources and 
they would do the investigations. 

I can tell you that we are trying to stay ahead of counterfeiters. 
As we look at the next generation of currency, we are looking at 
new kinds of technology that will make it even harder to counter-
feit. We obviously are going to have to stay a step ahead, because 
it is a world where counterfeiters are out there. 

Mr. ROGERS. Well, Peru apparently is the real hot spot, and I 
hope that you could work with Secret Service to get some more ef-
fort going there with the people—— 

Secretary LEW. I will follow up on that. 
[The information follows:] 
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The U.S. Secret Service is responsible for enforcing U.S. counterfeiting laws, 
please direct your questions to the U.S. Secret Service’s Office of Government and 
Public Affairs. U.S. Secret Service, Office of Government and Public Affairs, 245 
Murray Ln., Washington, DC 20223, 202–406–5708. 

Mr. ROGERS. Thank you. 
Quickly, Bitcoin. The Office of Terrorism Financing and Intel-

ligence within your Department is the only Federal agency solely 
devoted to tracking and disrupting of the financial means of our en-
emies for the purpose of ultimately defeating them, and the head 
of that office said last year: ‘‘What keeps me up at night when I 
am thinking about digital currency, the real threats out there these 
days, we are thinking a lot about ISIS.’’ 

And the use of digital currencies, Bitcoin, to be used by groups 
like ISIS seems to me to be a real threat. It is an unregulated form 
of online currency, circumvents the traditional banking system. Is 
it on the government’s radar since it could serve as an ideal 
placeholder for terrorist assets and provide a way for terrorists to 
exchange money? 

The Bitcoin website, Bitcoin.org, describes the ease with which 
anyone can send and receive virtual funds. I quote it: ‘‘Sending 
bitcoins across borders is as easy as sending them across the street. 
There are no banks to make you wait 3 business days, no extra fees 
for making an international transfer, and no special limitations on 
the minimum or maximum amount you can send.’’ 

It is the first worldwide decentralized currency, can be sent per-
son to person without any third-party involvement, and can be 
used by groups like ISIS to spread their evil worldwide. 

What do you think about it? 
Secretary LEW. So, Congressman, we obviously are looking at 

many ways that ISIL will get money and we are trying to shut 
down every path that we can identify. 

Let me take a more general approach to the question of Bitcoin. 
It is in that area of financial technology that captures people’s 
imagination because it has the possibility of creating easier ways 
to do business in the future. We have from the start said that we 
do not want to be anti-technology. The things that will create the 
right platforms for the 21st century will come out of disruptively 
changing ideas. 

On the other hand, we have to hold a new system, a new plat-
form like Bitcoin to the same standards we hold traditional finan-
cial products. We track cash because cash can be used anony-
mously to support illegal or malign activities. Our Financial Crimes 
Enforcement Network (FinCEN), which is part of the Office of Ter-
rorism and Financial Intelligence (TFI), right from the beginning 
laid out criteria that we need to keep an eye on what is going on 
in Bitcoin that is fully consistent with the way we approach both 
formal banking and cash. 

It is challenging, and I am not going to suggest that there are 
not threats there. There are real threats there. But our team is on 
top of it and, I think, very much looking to see what do we need 
to do to make sure that it does not become a funding stream to 
support bad actors. 

With regard to ISIL, we have taken dramatic actions to try and 
shut down formal banking in areas that they control, working with 
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the Government of Iraq. We have taken military action to set back 
their ability to generate revenue through oil development and ship-
ping. We have worked to shut down the flow of salaries into terri-
tories they control. 

So we are doing everything we can. They are stressed. You can 
see it in the fact that they are having trouble paying their soldiers. 
But that is not good enough. We have to keep at it until we really 
dial back their ability to promote the kind of terror that they are 
all about. 

Mr. ROGERS. Well, you are exactly right. And your Department 
is the leading edge of that effort on the financial strangulation of 
these organizations. So we wish you well and urge you on. 

Secretary LEW. Thank you. We, in just December, had a meeting 
at the U.N. Security Council, the first time in the history of the Se-
curity Council that finance ministers met in the Security Council. 
I chaired the meeting, because it was our Presidency, and we 
unanimously passed a resolution to treat ISIL the same way we 
treat Al Qaeda and to get the whole world to say they are going 
to cooperate. 

A lot of countries do not have the kind of resources that we have 
in TFI. One of the things we have to do is help them build that, 
and our technology assistance and technical assistance program 
and working with international organizations to do that is part of 
what this is about. 

Mr. ROGERS. Thank you. 
Secretary LEW. Thank you, Mr. Chairman. 
Mr. CRENSHAW. Thank you, Mr. Chairman. 
We have got a few minutes left. I have a couple more questions. 

I think Mr. Serrano might, too. 
So let me ask you, Mr. Secretary I mentioned in my opening 

statement my concern about the lack-of-liquidity in the economy. 
After the crisis, an awful lot of new rules and regulations were put 
into effect, and I have always had a concern that they might some-
how impact this liquidity issue that deals with our economy. A lot 
of other people have that same concern. Just recently, I think, a 
couple of members of the Fed said they believe there is a linkage 
between the post-crisis regulatory framework and liquidity. 

So my first question is, do you think that was by design or do 
you think that was an unintended consequence? 

Secretary LEW. Well, first, I want to go back to first principles. 
I am not sure that the linkage is as clear as some people have ar-
gued that it is. We are at a time of an inflection point, in many 
ways, in the economy. We are leaving a period of historically low 
interest rates and low volatility. We are seeing markets evolve in 
a way that there are more and more nontraditional and electronic 
participants in the market with huge volumes. We have also seen 
corporate bond issuance surge in recent years, and there has been 
quite rapid growth of the asset management industry. So there is 
a lot changing in the financial landscape. 

Now, on top of that, we have had new regulatory requirements 
put in place, and I have said before that we will continue to look 
at whether there are unintended consequences there. I think that 
many have jumped prematurely to a conclusion that that is the 
case.
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I will give you an example. When there was the round trip on 
October 15, a year and a half ago, where the market went up and 
down very quickly, for weeks people were saying that was a result 
of liquidity caused by regulation. 

We went back and did very careful analysis. We had all the dif-
ferent regulators who had different pieces of visibility work to-
gether, and that is not the conclusion that you reach when you 
study the data. You see that there were very dramatic moves in 
high-frequency trading that had a distorting effect. 

You are seeing things happen, which I do not have the full expla-
nation for, but in asset management funds closing positions at the 
end of the day algorithmically. 

So there is a lot going on. 
What we have done through financial reform is we have put a 

foundation that is solid underneath our financial system. So right 
now when you have a period like January and February with vola-
tile markets, there was a lot of confidence in the integrity of the 
U.S. financial system. That is of enormous benefit. 

So we have to keep an eye on whether there is spillover effect. 
To the extent that there is a lack of liquidity for high-risk products, 
that is different than if there is a more general liquidity issue for 
prime corporate—— 

Mr. CRENSHAW. Because that is really what I am talking about, 
wild market fluctuations. You hear Mr. Amodei talk about the com-
munity banks going out of business. 

Most people, maybe not everybody, but if you got people in the 
Fed saying: Look, I think there is a linkage here when you have 
got all this new regulation, and clearly there is a little bit of lack 
of liquidity just in everyday business startups, things like that. 
And you might say: Well, I don’t see the linkage and I don’t—— 

Secretary LEW. There are also different ways of defining liquid-
ity.

Mr. CRENSHAW. And that is what I was going to ask you, because 
if you don’t think that that really is impacting, maybe—you said 
you have done some studies. As I mentioned in my opening state-
ment, we asked the SEC to do a study, and they might coordinate 
with you, but it would be interesting to see what the results of a 
more formal study would produce in terms of lack of liquidity. So 
you would say, A, I am not sure that there is a linkage, and, B, 
then you would certainly say—— 

Secretary LEW. I am not dismissing the question. 
Mr. CRENSHAW. No, but you don’t think anybody sat in a room 

and said: Look, if we do all these new regulations, we can take 
some of the liquidity out of the market. Nobody thought—— 

Secretary LEW. No. I think it was a general proposition that was 
the case. There were some things during the pre-crisis period, one 
could argue there was too much liquidity in some high-risk mar-
kets, there was overleverage. But that is not what you are asking 
about.

Mr. CRENSHAW. No, no. When you all sit down and talk about li-
quidity, what would you argue is the right mix of liquidity? 

Secretary LEW. So, look, I think that in terms of markets, the 
question is can you match up buyers and sellers in real time for 
securities, for stocks and bonds. 
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Mr. CRENSHAW. But also in business startups, small banks, all 
the lending, it seems to me you hear a lot that these community 
banks are all going out of business, big banks are getting bigger, 
but it is harder and harder for somebody to go start a business or 
buy a home. It seems to me that has some sort of impact, and 
maybe that is at a lower level than you look at. 

Secretary LEW. No, we look very much particularly at home own-
ership. I have said many times that the credit box shrunk more 
than regulators meant for it to. You look at what banks are doing, 
they are not operating at the outer limits of what regulators think 
is a comfortable place to lend. You look at the FICO scores for 
loans, they are too high, where you kind of gap out and you cannot 
get mortgages. 

The Federal Housing Administration (FHA) is looking at some 
things that they can do to try and provide some clarity there. I be-
lieve they may have even put out something this week. 

So those issues are very much in our focus. That is different than 
a broad question of market liquidity. So it is important to define 
what it is, which piece you are talking about. 

Mr. CRENSHAW. I am glad to hear you say that—it would seem 
fairly obvious—that you are concerned about liquidity in the mar-
ket.

Secretary LEW. I think creditworthy individuals and businesses 
should have access to credit. 

Mr. CRENSHAW. Exactly. I think we all want to say we want rea-
sonable regulation, but we want to be careful that if too much regu-
lation creates problems, then we want to be sensitive to that. Not 
enough regulation also creates problems. There is a balance some-
where.

Secretary LEW. There are some issues that have arisen in terms 
of how legal matters are resolved, the aftermath and the derisking 
that is taking place in the financial sector, where we are seeing fi-
nancial businesses withdraw from areas that they are just deciding 
are not worth being in because they see risk and they do not see 
a lot of benefit. 

We are putting a lot of attention into that, frankly, whether it 
is individuals in the United States or countries that we want to 
have commercial relationships with the United States. We are not 
in a better place if people and countries are cut out of the formal 
financial system, but firms do have to have an idea of what do they 
need to do to comply reasonably with all of the standards that are 
out there. That is something we are putting a great deal of effort 
into in our last year. 

Mr. CRENSHAW. Thank you. Thank you. 
Mr. Serrano. 
Mr. SERRANO. Thank you. 
Mr. Secretary, the President’s announcements on Cuba and Cuba 

travel have been met with great support from a lot of people, and 
I am happy to see that the outcry we all expected from 10 years 
ago didn’t take place. 

What have you seen as changes affecting what you have to do? 
What needs to be done still? And can you talk to us about the new 
announcement that was made just yesterday? 
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Secretary LEW. Congressman, we have as recently as yesterday 
taken a series of actions to try, within the fairly tight boundaries 
of law, to open up more contact between the American people and 
the Cuban people, to create a basis for driving change in Cuba by 
having the influence that we have when people get to know us and 
our values and our standards. 

Yesterday, we eased up on some travel restrictions, we eased up 
on some financing restrictions. We have done everything consistent 
with the laws that, as I say, circumscribe how much we can do. So 
I would not describe where we are as normal commercial relations, 
normal in any way. 

We are seeing an increase in activity. That is a good thing. I be-
lieve that if you look at the history of the last 50 years, it has not 
worked, cutting Cuba off has not worked. It has put us at odds 
with most countries in our own hemisphere and it has left the 
Cuban people cut off. 

The most positive thing we can do is demonstrate by our example 
what it is our values are, to have the freedom of business and the 
freedom of ideas start seeping into a system that has not seen that 
kind of freedom. 

So I do not think there is a disagreement between us and those 
who oppose our policies on the fact that there is a need for change 
in Cuba. There is a difference in what we think are the effective 
means to accomplish that. I think the history does prove that the 
path we have taken has not worked. 

We believe the path that we are embarked on now, subject to the 
limitations of an embargo and the Libertad Act and all kinds of re-
strictions, is going to help. With changes of law, it could be done 
in a much more normal way. 

Mr. SERRANO. I am trying to remember who it was, and I can’t 
at this moment, but someone before this committee told us that the 
biggest change they saw was when the President went to Latin 
America and he was meeting with a group of leaders from Latin 
America. Was that you that told us that? 

Secretary LEW. Well, I may have. It happened to him. 
Mr. SERRANO. The point was how excited they were. 
Secretary LEW. It happened to him. It happens to me on a reg-

ular basis when I interact with my counterparts from Latin Amer-
ica. This has been an issue where they have had to be at odds with 
us, and they are not at odds with us, as much or even at all, be-
cause of the changes. I think it is a good thing for the U.S. to be 
a leader in our hemisphere, and part of being a leader is figuring 
out how to address issues like this. 

There is a lot that needs to change in Cuba, so nothing about 
this policy embraces practices that need to change. It is really a 
question of what is the most effective way to accomplish that 
change, and I think our leadership role in the world and the West-
ern Hemisphere is very important as well. 

Mr. SERRANO. One last question. One of my favorite programs is 
the CDFI program, and we notice that you asked for a relatively 
small increase compared with some of the other numbers that we 
have discussed today. I hope we are not putting them at risk in 
any way, because that is an agency that has been very effective in 
my community. It has a lot of fans on both sides of the aisle. 



346

Secretary LEW. Urban and rural. 
Mr. SERRANO. Yeah. 
Secretary LEW. Yeah. I am a big fan of the CDFI program. I feel 

like I was present at the creation in the 1990s. I have tried to in 
my period of time at Treasury nurture it and help it to grow. We 
have tried to be responsive in areas like the Bank Enterprise 
Award Program and request the funding level for that important 
program. I think we have requested a level of funding that will 
give CDFI the ability to grow and to do well. 

Something that we did last year that is very important is we 
worked to have credit unions qualify as CDFIs, tremendously ex-
panding the base of institutions that are eligible for participation. 

As I have traveled around the country and visited CDFIs, one of 
the things that has been striking to me is that it is not just the 
direct activities that we fund. We create anchors to bring together 
a variety of Federal services, local services, to coordinate an eco-
nomic development engine in a community to help young people 
find training and jobs. You have to have an anchor, and in a lot 
of these communities the CDFI-funded organization can be that an-
chor.

Mr. SERRANO. Well, they have done a great job. 
And let me just in closing say that this will be the last time you 

come before us, I think, in an official capacity. We will keep talking 
on different issues and working on Puerto Rico and so on. I want 
to thank you for your service. 

Secretary LEW. Thank you, Congressman. 
Mr. SERRANO. And like I said, I didn’t win any primaries for 

President, so I can’t reappoint you. I would have loved to do that. 
And if you come back to the Bronx, as you have stated before, we 
welcome you again as always. That is your home? 

Secretary LEW. I vote in the Bronx, I pay taxes in the Bronx, I 
look forward to living there again. 

Mr. SERRANO. OK. Thank you. 
Mr. CRENSHAW. Thank you. 
Mr. Yoder has another question or two. 
Mr. YODER. Thank you, Mr. Chairman. 
Mr. Secretary, Treasury and other agencies recently put out a 

broad request for information on the changing structure of the 
market for U.S. Treasury securities. This comes on the heels of a 
joint report on the October 2014 flash rally and numerous public 
discussions on the changing profile of the market in terms of par-
ticipants and overall structure. 

Are the particular areas within the market where Treasury is 
particularly focused concerned that either new structures or new 
participants may be impacting the overall efficiency and liquidity 
of this important and unique market? 

Secretary LEW. Yeah. Thank you for the question. I, while you 
were out, addressed it, so I apologize for repeating. 

But if you look at the report we did on October 15 and the re-
quest for information, it outlines the kinds of questions that we 
have. These are questions. We do not have certainty about what 
the answers are. And it is quite an important process. 

What we have seen is a change in where the level of activity is 
by kind of firm, kind of activity. The amount of activity that is 
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algorithmically generated, high-frequency trading, for example, it is 
a very large part of the market. 

We are also seeing that funds that move large amounts of securi-
ties have activities at the open of the day, the close of the day, that 
have patterns that seem to be having potentially some impact. 

This is important to understand, because this is the plumbing of 
our financial markets. If the system is changing, we have to ask, 
whether the things that we have done in the past to make sure you 
maintain an orderly market and liquidity are appropriate and 
working.

So we do not start out with an idea that there is something, like, 
bad that needs to be addressed. We start out with a very com-
plicated evolution of our financial markets that needs to be fully 
understood. I think Treasury has a responsibility for driving that 
kind of questioning, which is why we have the request for informa-
tion out there. I very much look forward to the responses to it. 

This is not a case where we are starting out with an answer and 
looking for a record to support it. This is saying we have now ob-
served a lot of things that suggest there has been dramatic change 
in the structure of the market. We need to understand that in 
order to know how to respond. 

Mr. YODER. I appreciate your answer. 
I would be remiss if I didn’t take a moment to talk about the 

budget a little bit. I know there has been extensive testimony and 
we have differences as parties about this, but numbers are num-
bers.

Do you know what the projected debt is under the current budget 
projections for the next decade, in additional debt? 

Secretary LEW. I have not added it up, but I know that we have 
reduced the growth rate of the debt for 3 quarters. 

Mr. YODER. I respect that. I know. And we have a debate about 
what we have done. 

Secretary LEW. We can get back to you with the answer. 
[The information follows:] 
In its Mid-Session Review of the FY 2017 Budget released on July 15, 2016, the 

Office of Management and Budget projected that debt subject to the statutory limi-
tation would increase from $19.4 trillion at the end of FY 2016 to $26.7 trillion at 
the end of FY 2026, an increase of $7.4 trillion over the next decade. (Ref: Mid-Ses-
sion Review of the FY 2017 Budget, Table S-11, page 61) Note: As of August 15, 
2016, actual debt subject to limit was $19.386 trillion. 

Mr. YODER. Yeah. I mean, just a basic, you are the Secretary of 
the Treasury, what is the projected debt over the next 10 years? 
I know you know this answer. 

Secretary LEW. I walk around with a lot of numbers in my head. 
Mr. YODER. You don’t know the answer to that question? 
Secretary LEW. I do not have the number in my head—— 
Mr. YODER. Come on. 
Secretary LEW. I know that we have reduced the annual accumu-

lation of debt to a level that is—— 
Mr. YODER. With all due respect, Mr. Secretary, I know that is 

the sort of company answer and I respect that that is what you 
have got to go with, but I just—I want to have a discussion. 

Secretary LEW. It has the virtue of being true. 
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Mr. YODER. I want to have a discussion about where we are 
going, not a debate about the past. 

Secretary LEW. There is no doubt that the debt will continue 
to——

Mr. YODER. Our projection, I think your projection, since you are 
not coming forth with it, the debt is going to continue to grow. You 
agree with that, right? 

Secretary LEW. It definitely grows and—— 
Mr. YODER. Would you say $7 or $8 trillion over the next decade? 
Secretary LEW. Obviously, GDP is very large and growing. So if 

your debt as a percentage of GDP is even flat, it is going to grow 
by a large number. 

Mr. YODER. Fair discussion. 
Secretary LEW. The question is, what is it as a percentage of 

GDP that is sustainable? 
Mr. YODER. Right. So do you know that answer? 
Secretary LEW. It stays in the 70s, which is higher than it was, 

but it is not at a record level. And we have long-term challenges 
ahead of us. But we are not looking at it breaking through a level 
that is a crisis level. 

Mr. YODER. And I appreciate that you know the debt-to-GDP 
ratio, but you don’t know the total debt number. 

Going forward, I think we have concerns about the solvency of 
Medicare. Your own folks, the Medicare trustees, have concerns 
about the solvency of Medicare, and I know we are going to talk 
about how we have made it better, and we have in some regards. 

Secretary LEW. We have more work to do. 
Mr. YODER. But we have more work to do. 
Secretary LEW. Absolutely. 
Mr. YODER. You know, 10,000 seniors retire every day. My 

grandmother is 104, right. We have longevity. These are great 
things.

Secretary LEW. I wish her a healthy and long life. 
Mr. YODER. Thank you very much. I will pass that on to her. 

Thank you. One hundred five in June. 
But the question, I guess, for you, I will just give you 30 seconds 

here, you oversaw a balanced budget in the 1990s, Republican 
House and Senate, Democratic President, you have bipartisan 
workings together on that. If you could balance this budget over 
the next 10 years, what would you recommend? 

Secretary LEW. Well, I think that the time to balance the budget 
is not now, because I think we have—— 

Mr. YODER. I mean, over the next 10 years, over the future. 
Secretary LEW. Yeah. There is a reason that we did not present 

a balanced budget in the 10-year window. Coming out of the deep, 
deep recession, we have other much more immediate challenges 
that I think would help our economy if we dealt with. If you gave 
me a choice of balancing the budget or rebuilding our infrastruc-
ture, it is a more immediate challenge to rebuild our infrastructure. 

The ability of our economy to meet the needs of the 21st century 
is going to be undermined if we do not do that. We have a bit of 
time to deal with entitlement spending and to deal with taxes in 
a bipartisan way. 



349

Look, I have been part of bipartisan budget deals over a period 
of four decades. The right way to do this is through a bipartisan 
conversation where we agree on the need to protect senior citizens, 
where we agree on the need to have a fair and more simple tax sys-
tem, and where we have an honest discussion about what the 
tradeoffs are. 

The last few years have not given rise to the kind of grand bar-
gain, but over a period of years we have taken incremental steps 
that have gotten us a long way there. We went a little too hard on 
discretionary spending. I thought so at the time. Now I think 
things like the budget agreement put some mandatory savings in 
to back out some of the discretionary savings. 

We did the Affordable Care Act, which did reduce our healthcare 
spending dramatically, and we did raise taxes, which we thought 
was necessary, on the people who were most able to pay. 

That does not mean we have did it all, but we have done a lot 
over the last 7 years, and I think there is more to do. I hope that 
my successor is able to work in an environment where there can 
be the kind of bipartisan discussion that, frankly, I have tried very 
hard to foster and have enjoyed being part of in the past. 

Mr. YODER. Well, I think invariably this conversation, when we 
had the OMB Director in as well, turns to a discussion about what 
the administration has done. And I think Congress and the admin-
istration both have an obligation to engage in adult conversations, 
and you outlined the premise by which that would occur in terms 
of bipartisan discussions, protecting Medicare for seniors, reform-
ing and flattening out this tax code. I mean, the principles are 
there.

And I just throw out for the sake of conversation, it is March, 
we have about a year. I would love to see the administration lead 
those efforts and see while you are Secretary and while we are here 
working under the current framework, why not try to address some 
of these long-term problems now. Because I think you agree that 
the longer we wait to address them, the harder they will be and 
the more difficult it will be for your successor and for ours. And so 
we just—I have got young girls, we all have children. 

Secretary LEW. I have young grandchildren. 
Mr. YODER. Yeah. So I think you should be—I mean, I know you 

are as concerned about this as we are, and so I just offer that I 
am ready to engage, I think we are all ready to engage. We would 
love to. 

Secretary LEW. I have always been ready to engage. 
I would say that on the tax side, if we could figure out a way 

to work together to stop inversions, that is something that the 
American people are offended by on the Democratic and the Repub-
lican side alike. We find it wrong, and we know how to stop it. I 
hope we can at least come together on that. 

Mr. YODER. Thank you, Mr. Chairman. 
Mr. SERRANO. Mr. Chairman. 
Mr. CRENSHAW. Yeah. We can fix the tax code. That is the way 

we will stop it, right? 
Go ahead. I have a question, but you have a comment? 
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Mr. SERRANO. Just a quick comment. I really respect the gentle-
man’s comments about balancing the budget. I think that is so im-
portant and something everybody wants and so on and so forth. 

The Secretary has made it clear that sometimes you get into a 
little debt by building highways and you create a million jobs at 
the same time, and it is something you should look at. 

But I have been around here long enough to remember when we 
cut taxes when we weren’t supposed to cut taxes and when we got 
into a war we weren’t supposed to get into. We had a surplus and 
then we blew the money away, along with a lot of our respect 
throughout the world. We are still looking for those weapons of 
mass destruction, but they cost billions of dollars. 

So I think if we learn anything from that it is to be careful about 
the future, protect our country, try to give the working class people 
in this country less of a tax burden. But we made some serious 
mistakes at that time, and we are all guilty of it. We cut taxes 
when we shouldn’t have and we threw away a surplus on a war 
that we shouldn’t have been involved in. 

And now we hear the gentleman speak honestly, but I think we 
have to revisit that every so often to remember how we got into 
this mess. 

Thank you. 
Mr. CRENSHAW. Let me ask one final question, Mr. Secretary, 

about mandatory spending, because I know, your agency has a lot 
of bureaus that are funded through mandatory funding that are 
outside the appropriations process. And I understand, that FSOC, 
which we have talked a lot about, are going to have a 23 percent 
increase in their budget. And so I wanted to ask you why you think 
that is. 

But in a broader sense, I read a report that said this new Con-
sumer Financial Protection Bureau had an independent perform-
ance audit and it was recommended that the CFPB expand their 
transparency of their funding and expenditures, which kind of 
brings up that broader question about these agencies that aren’t 
under the appropriations process: how much scrutiny goes into 
those budgets? For instance, it used to be the OMB Director. 

I wonder in those days how much attention did you pay or does 
the OMB today pay to some of those agencies that are funded out-
side the appropriations process. What kind of critical review do 
they get? Can you talk a little bit about that? Because I think that 
is a concern to everybody. 

For instance, that 23 percent increase, you say, well, tell us 
about that. But in general, since they are not under the process 
that the public sees with every other agency, are you comfortable 
with the amount of scrutiny they get before they spend the dollars 
that they spend even though they are mandatory? 

Secretary LEW. Congressman, with regard to FSOC and OFR, 
they are funded through the Financial Research Fund, which was 
established as part of Dodd-Frank as a permanent source of fund-
ing. As part of each budget cycle, OFR and FSOC provide the pub-
lic with detailed information that justifies planned expenditures 
during the upcoming year. The Financial Research Fund is subject 
to appropriate internal controls and has been subject to periodic 
audits.
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I think it is important to have these independent regulatory ac-
tivities funded the way they are funded. That has been a tradition 
with bank regulators. And I also think it is important that they 
provide the public with detailed information that shows how they 
are using the money. We would look forward to working with you 
to make sure that that happens. 

Mr. CRENSHAW. Great. Well, thank you very much. And I think— 
Mr. Graves has no more questions. 

Again, I want to thank you personally for your long career in 
government. Not that you are going away, I know you are going to 
the Bronx, you may come back. But thank you for your service to 
the country. Thank you for working with us. And we look forward 
to continuing to work together to make things better in this coun-
try.

Secretary LEW. Thank you, Mr. Chairman. 
Mr. CRENSHAW. So, again, thank you so much. 
Secretary LEW. And thank you for the cooperative way that you 

have worked with the Treasury Department to start meeting some 
of these very important needs. 

Mr. CRENSHAW. Thank you. 
This meeting is adjourned. 
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