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FOR IMMEDIATE RELEASE CONTACT: 202-225-3625 
March 3, 2023 
No. FC-04 

Chairman Smith Announces Hearing on President Biden’s Fiscal Year 2024 
Budget Request with Treasury Secretary Yellen 

House Committee on Ways and Means Chairman Jason Smith (MO-08) announced today that 
the Committee will hold a hearing on the President’s Fiscal Year 2024 Budget Request with 
Treasury Secretary Janet Yellen.  The hearing will take place on Friday, March 10, 2023, at 
9:00am in 1100 Longworth House Office Building.   

Members of the public may view the hearing via live webcast available at 
https://waysandmeans.house.gov.  The webcast will not be available until the hearing starts. 

In view of the limited time available to hear the witnesses, oral testimony at this hearing will be 
from invited witnesses only.  However, any individual or organization not scheduled for an oral 
appearance may submit a written statement for consideration by the Committee and for inclusion 
in the printed record of the hearing. 

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS: 

Please Note:  Any person(s) and/or organization(s) wishing to submit written comments for the 
hearing record can do so here: WMSubmission@mail.house.gov. 

Please ATTACH your submission as a Microsoft Word document in compliance with the 
formatting requirements listed below, by the close of business on Friday, March 24, 2023.  For 
questions, or if you encounter technical problems, please call (202) 225-3625. 

FORMATTING REQUIREMENTS: 

The Committee relies on electronic submissions for printing the official hearing record.  As 
always, submissions will be included in the record according to the discretion of the Committee.  
The Committee will not alter the content of your submission but reserves the right to format it 



according to guidelines.  Any submission provided to the Committee by a witness, any materials 
submitted for the printed record, and any written comments in response to a request for written 
comments must conform to the guidelines listed below.  Any submission not in compliance with 
these guidelines will not be printed but will be maintained in the Committee files for review and 
use by the Committee. 

All submissions and supplementary materials must be submitted in a single document via email, 
provided in Word format and must not exceed a total of 10 pages. Please indicate the title of the 
hearing as the subject line in your submission.  Witnesses and submitters are advised that the 
Committee relies on electronic submissions for printing the official hearing record. 
All submissions must include a list of all clients, persons and/or organizations on whose behalf 
the witness appears.  The name, company, address, telephone, and fax numbers of each witness 
must be included in the body of the email.  Please exclude any personal identifiable information 
in the attached submission. 

Failure to follow the formatting requirements may result in the exclusion of a submission.  All 
submissions for the record are final. 

ACCOMMODATIONS: 

The Committee seeks to make its facilities accessible to persons with disabilities.  If you require 
accommodations, please call 202-225-3625 or request via email to 
WMSubmission@mail.house.gov in advance of the event (four business days’ notice is 
requested).  Questions regarding accommodation needs in general (including availability of 
Committee materials in alternative formats) may be directed to the Committee as noted above. 

Note:  All Committee advisories and news releases are available on the Committee website at 
http://www.waysandmeans.house.gov/. 
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The committee met, pursuant to call, at 9:03 a.m., in Room 1100, Longworth House 10 

Office Building, Hon. Jason T. Smith [chairman of the committee] presiding. 11 
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*Chairman Smith.  The committee will come to order.13 

Thank you, Madam Secretary, for appearing before the Ways and Means Committee14 

today.  I will note that last year we waited 71 days between the release of the President's 15 

budget and your testimony before the committee.  And so I want to commend you for 16 

promptly being here the day after the President's budget.  I think you are the first cabinet 17 

secretary that is testifying on behalf of the President's budget, and I want to thank you for 18 

that. 19 

After two years of economic failures, the American people desperately want results.  20 

The budget before us today calls for 4.7 trillion in new taxes, and 6.9 trillion in new 21 

spending during a staggering debt crisis.  The American people are struggling.  We know, 22 

because they told us in Yukon, Oklahoma and in Petersburg, West Virginia, during hearings 23 

with this committee. 24 

Whether it is Kelly Payne, a fifth generation rancher from Oklahoma, or Ashley 25 

Bachman, a mother of three and small business owner in West Virginia, the President's 26 

inflation crisis is threatening their livelihoods. 27 

The President's budget means more pain, with $1.8 trillion in new taxes on Main 28 

Street businesses, many of which still have "Help Wanted'' signs hanging in their windows 29 

because of the Democrat-fueled worker shortage. 30 

The $650 billion small business surtax will hit mom-and-pop small businesses, 31 

violating President Biden's pledge not to increase taxes on small businesses. 32 

The $77 billion increase in the death tax will force family farms and ranches to sell 33 

their assets or risk closing their doors. 34 

The $37 billion in new taxes on American-made energy will kill jobs, raise prices, 35 

and make us more dependent on foreign countries for our energy needs.  And President 36 

Biden's global tax surrender to foreign governments will make it better to be a foreign 37 
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worker or business than an American one.  It is a tax deal only China would love. 38 

 Working Americans are scratching their heads over how you will enforce these 39 

taxes, too.  But I think your budget answers that question, too.  Democrats handed the IRS 40 

an $80 billion raise last year.  Taxpayers are now asked in this budget to hand the IRS 41 

another $43.2 billion.  I have to ask, is that a joke? 42 

 After a two-year inflation crisis that has cost American workers more than two 43 

months of pay, families need every penny they can get.  But they can't even get their own 44 

refunds back because of the historic backlog at the IRS.  And they can't get through to a 45 

human at the agency because of the terrible customer service. 46 

 The IRS needs to address its trust gap.  When ProPublica announced it had obtained 47 

a vast trove of confidential and private taxpayer information, the American people was 48 

rightly worried.  What was stolen is their -- what was stolen?  Is their information safe?  49 

To this day, Treasury has provided no public answers. 50 

 What they do have is Treasury's commitment to inject woke, racial, and climate 51 

politics in our monetary policy and our tax code.  The Treasury Department is woefully 52 

falling short in fulfilling its core mission.  I hope that our discussion today covers these 53 

topics and more in a productive way, then we are finally able to get answers to the questions 54 

the American people have been demanding. 55 

56 
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*Chairman Smith.  I am pleased to recognize the ranking member from57 

Massachusetts, Mr. Neal, for his opening statement. 58 

*Mr. Neal.  Thank you, Mr. Chairman.  We want to welcome the Secretary this59 

morning to the Ways and Means Committee.  As is always the case, it is an honor to have 60 

the Treasury Secretary here. 61 

You should know that when Secretary Mnuchin took my phone calls, he promptly 62 

appeared before the Ways and Means Committee, as well.  And I met with him regularly to 63 

discuss policy.  There is much that can be accomplished when the cameras are not turned 64 

on. 65 

Secretary Yellen is one of the brightest, most accomplished policymakers I have 66 

known during all my years in government.  She is the first person in American history to 67 

have led the White House Council of Economic Advisors, the Federal Reserve, and the 68 

Treasury Department.  I have sought her advice many times, and her leadership has 69 

contributed to the historic round of law-making and the rebound of the American economy. 70 

She is a mainstream economic thinker. 71 

And I also would point something out.  The debacle of 2008, with de-regulation of 72 

markets, what happened; again, what happened with the pandemic, she was the one that we 73 

sought for counsel on how to step forward.  But we didn't do it with just Secretary Yellen. 74 

Hank Paulson was on the call with us, as well.  We sought a bipartisan response.  And 75 

based upon the evidence of recovery, it worked. 76 

President Biden's economic plan is working, and the economy is growing at a solid 77 

clip.  Nearly 13 million new jobs, including a half million in January, and 311,000 this 78 

morning.  And the labor force participation rate ticked up. 79 

Labor force participation declined -- it has been stubborn -- largely because of the 80 

pandemic and the retirement of the Baby Boomers.  That has been transformational in our 81 
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economy.  But rebuilding the economy from the bottom up and the middle out has been the 82 

President's push, and we agree with him on this side.  83 

 The budget that he released yesterday was important, and now we have a blueprint, 84 

and we look forward to hearing what the other side has to say when, at some point, they 85 

might lay out their budget plan.  86 

 Many have heard us say before that a strong recovery was never guaranteed.  But 87 

never bet against the American worker or under-estimate the dignity and security of a 88 

paycheck. 89 

 And how did we get here?  We invested directly in people and their families.  We 90 

expanded the child credit, we cut the child poverty rate in half, and no policy has done more 91 

to reduce childhood poverty than the child tax credit. 92 

 We also take credit -- I want to thank the members of the committee here.  After a 93 

long, three-and-a-half days of markup, yesterday the President's budget took the Ways and 94 

Means tax package almost to the item.  95 

 We sustained millions of low and middle-income families with the Earned Income 96 

Tax Credit and the Child and Dependent Care Credit, which was essential.  The American 97 

Rescue Plan permanently increased the Federal child care investment and enabled workers 98 

to re-enter the workforce, and it helped to give parents peace of mind. 99 

 Our work to encourage clean energy is also spurring growth for small businesses and 100 

for workers and their families across the country.  And I want to say that publicly and 101 

privately, in Oklahoma, that position that we adopted with the Inflation Reduction Act and 102 

conversations I had there was pretty well received. 103 

 When coupled with the Bipartisan Infrastructure Law and the tax credits championed 104 

by Ways and Means Democrats in the IRA, the clean energy economy is accelerating, and 105 

millions of green jobs are now on the horizon. 106 
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 I look forward to working with the Administration to implement the IRA as 107 

Congress intended.  This was a monumental achievement.  While free trade agreements are 108 

a purview of Congress, I stand ready to partner with durable and enforceable policies that 109 

fulfill the objectives of the IRA. 110 

 Our multi-year investment in the Internal Revenue Service is making great headway 111 

already in ushering in new service for American taxpayers.  The IRS was severely under-112 

funded.  And now, with the infusion of Democratic support, 99.7 percent of the returns are 113 

being processed, and more Americans are getting their service that they deserve.  We are 114 

pleased that Commissioner Werfel is in place. 115 

 Contrast that between our achievements and extremism, it is clear.  Yesterday we 116 

marked up legislation signaling the intent of our government to default.  You know better 117 

than anyone prioritizing debt is not an option. 118 

 We are here today, Madam Secretary, to welcome you and thank you for your great 119 

gift to America:  your sheer competence.120 
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 *Chairman Smith.  Today's sole witness is United States Treasury Secretary Janet 121 

Yellen.  122 

 The committee has received your written statement, and it will be made part of the 123 

formal hearing record.  You have five minutes to deliver your oral remarks.  Secretary 124 

Yellen, you may begin when you are ready. 125 

126 
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STATEMENT OF JANET L. YELLEN, UNITED STATES SECRETARY OF THE 127 

TREASURY 128 

129 

*Secretary Yellen.  Chairman Smith, Ranking Member Neal, and members of the130 

committee, thank you for inviting me to discuss the Administration's fiscal year 2024 131 

budget. 132 

The President's proposals prioritize growth-enhancing investments that will build on 133 

the economic progress we have made, along with significant tax reforms that will 134 

substantially reduce the deficit, improve our long-run fiscal outlook, and reduce fiscal risks. 135 

Over the past two years, the United States has experienced an historic economic 136 

recovery.  In January 2021, our country was in the middle of an economic calamity 137 

triggered by the coronavirus pandemic.  But Congress and the President took decisive 138 

action through the American Rescue Plan and our vaccination campaign. 139 

This January, two years after the President took office, we reached the lowest 140 

unemployment rate in over 50 years.  We have seen the strongest two years of business 141 

creation in history, and real U.S. GDP per capita is at an all-time high. 142 

Now our task is to navigate our economy's transition from rapid recovery to 143 

sustainable growth.  Our Administration's top economic priority remains bringing down 144 

inflation.  We have seen some moderation in headline inflation, but more work needs to be 145 

done.  Our Administration will continue to build on the actions we have taken to expand 146 

supply and provide cost relief in areas like energy and health care.  These actions have 147 

made a meaningful difference for American families. 148 

With your partnership, we have also laid a foundation for long-term economic 149 

growth through an approach that I call modern supply-side economics.  This approach seeks 150 

to boost the economy's productive capacity by expanding the workforce and increasing 151 
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productivity.  In just the past two years alone, Congress passed three transformational laws:  152 

a generational investment in infrastructure; an historic expansion of American 153 

semiconductor manufacturing; and the largest investment in clean energy in our nation's 154 

history. 155 

 A strategic priority for our Administration this year is to work with you to effectively 156 

implement these laws, and we are seeing the early results.  In just seven months, we have 157 

seen a wave of tens of billions of dollars of investment in clean energy manufacturing across 158 

the country.  And our new investment in the IRS is already paying off.  Taxpayers are 159 

getting drastically improved customer service this year.  For example, we have answered 160 

hundreds of thousands more phone calls during this filing season than at this time last year. 161 

 Our proposed budget builds on our economic progress by making smart, fiscally-162 

responsible investments, and these investments would be more than fully paid for by 163 

requiring corporations and the wealthiest to pay their fair share. 164 

 Fiscal discipline remains a central priority in our budget.  We have proposed a 165 

minimum income tax of 25 percent on taxpayers with wealth in excess of $100 million.  We 166 

have also proposed an increase in the corporate tax rate to 28 percent from the current 21 167 

percent.  And it will come as no surprise that I hope Congress will implement the United 168 

States' part of the global minimum tax deal.  This new regime will end a race to the bottom 169 

in corporate taxation, and raise crucial revenue for essential investments like those proposed 170 

in the President's budget. 171 

 On the spending side we suggest additional investments to boost our long-term 172 

growth potential.  This includes improving the availability of high-quality child care, 173 

providing free and universal pre-school, and boosting the supply of affordable housing. 174 

 We also propose restoring the Child Tax Credit and Earned Income Tax Credit 175 

expansions that were enacted in 2021, but have since expired.  Importantly, with the 176 
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proposed tax reforms, we estimate that this budget will deliver deficit reduction of nearly $3 177 

trillion over the next 10 years. 178 

 I have spoken about the promise of the President's budget, but I would be remiss if I 179 

did not mention a wholly separate issue that could threaten the economic progress that we 180 

have made. 181 

 As you know, I have asked Congress to raise or suspend the debt limit.  Since 1789, 182 

the United States has always paid its bills on time, and it must continue to do so.  In my 183 

assessment and those of economists across the board, a default on our debt would trigger an 184 

economic and financial catastrophe.  I urge all Members of Congress to come together to 185 

address the debt limit without conditions and without waiting until the last minute. 186 

 Thank you, and I look forward to taking your questions. 187 

 [The statement of Secretary Yellen follows:] 188 

 189 

**********COMMITTEE INSERT********** 190 

191 
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Chairman Smith, Ranking Member Neal, and members of the Committee: thank you for inviting 
me to discuss the President’s Fiscal Year 2024 Budget. The President’s proposals prioritize 
growth-enhancing investments that will build on the economic progress we’ve made, along with 
significant tax reforms that will substantially reduce the deficit, improve our long-run fiscal 
outlook and reduce fiscal risks. 
 
Over the past two years, the United States has experienced a historic economic recovery. In 
January 2021, our country was in the middle of an economic calamity triggered by the 
coronavirus pandemic. But Congress and the President took decisive action through the 
American Rescue Plan and our vaccination campaign. This January, two years after the President 
took office, we reached the lowest unemployment rate in over 50 years. We’ve seen the strongest 
two years of business creation in history. And real U.S. GDP per capita is at an all-time high.  
 
Now, our task is to navigate our economy’s transition from rapid recovery to sustainable growth. 
Our Administration’s top economic priority remains bringing down inflation. We have seen 
some moderation in headline inflation, but more work needs to be done. Our Administration will 
continue to build on the actions we’ve taken to expand supply and provide cost relief in areas 
like energy and healthcare. These actions have made a meaningful difference for American 
families. 
 
With your partnership, we’ve also laid a foundation for long-term economic growth through an 
approach that I call “modern supply-side economics.” This approach seeks to boost the 
economy’s productive capacity by expanding the workforce and increasing productivity. In just 
the past two years alone, Congress passed three transformational laws:  a generational investment 
in infrastructure; a historic expansion of American semiconductor manufacturing; and the largest 
investment in clean energy in our nation’s history.  
 
A strategic priority for our Administration this year is to work with you to effectively implement 
these laws. We are seeing the early results. In just seven months, we’ve seen a wave of tens of 
billions of dollars in investments in clean energy manufacturing across the country. And our new 
investment in the IRS is already paying off. Taxpayers are getting drastically improved customer 
service this year.  For example, we’ve answered hundreds of thousands more phone calls during 
this filing season than at this time last year.  
 
Our proposed budget builds on our economic progress by making smart, fiscally responsible 
investments.  These investments would be more than fully paid for by requiring corporations and 
the wealthiest to pay their fair share. Fiscal discipline remains a central priority in our budget. 
We’ve proposed a minimum income tax of 25 percent on taxpayers with wealth in excess of 
$100 million. We’ve also proposed an increase of the corporate tax rate to 28 percent from the 
current 21 percent. And it will come as no surprise that I hope Congress will implement the 
United States’ part of the global minimum tax deal. This new regime will end a race to the 



bottom in corporate taxation – and raise crucial revenue for essential investments like those 
proposed in the President’s Budget.   
 
On the spending side, we suggest additional investments to boost our long-term growth potential. 
This includes improving the availability of high-quality childcare, providing free and universal 
pre-school, and boosting the supply of affordable housing. We also propose restoring the Child 
Tax Credit and Earned Income Tax Credit expansions that were enacted in 2021 but have since 
expired. Importantly, with the proposed tax reforms, we estimate that this budget will deliver 
deficit reduction of nearly $3 trillion over the next 10 years. 
 
I’ve spoken about the promise of the President’s Budget. But I’d be remiss if I did not mention a 
wholly separate issue that could threaten the economic progress that we’ve made. As you know, 
I have asked Congress to raise or suspend the debt limit. Since 1789, the United States has 
always paid its bills on time. It must continue to do so. In my assessment – and that of 
economists across the board – a default on our debt would trigger an economic and financial 
catastrophe. I urge all members of Congress to come together to address the debt limit – without 
conditions and without waiting until the last minute.  
 
Thank you, and I look forward to taking your questions.    
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 *Chairman Smith.  Without -- thank you, Madam Secretary, for your testimony. 192 

 Without objection, each member will be recognized for three-and-a-half minutes to 193 

accommodate the Treasury Secretary's time.  As always, we have to ensure that all 194 

members have an opportunity to ask questions of the Secretary. 195 

 We will now proceed to questions-and-answer session, and I will begin with it first. 196 

 Yesterday, Secretary, I sent you a letter asking that you provide this committee with 197 

legislative language that would accomplish the $4.7 trillion in tax increases contained in 198 

your budget proposal within 30 days.  The American people, they deserve to know exactly 199 

how the Biden Administration plans to raise their taxes, and the impacts those policies will 200 

have on them. 201 

 So without objection, the letter is entered into the record that I sent you yesterday. 202 

 [The information follows:] 203 

 204 

**********COMMITTEE INSERT********** 205 

206 
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March 9, 2023 
 
The Honorable Janet L. Yellen 
Secretary 
U.S. Department of the Treasury 
1500 Pennsylvania Avenue, NW 
Washington, D.C. 20220 
 
Dear Secretary Yellen, 
 

President Biden released his Fiscal Year (FY) 2024 budget earlier today. The budget 
summaries and supporting documents that were released with the President’s FY 2024 budget 
are useful materials for Congress. The Administration’s proposed legislative text that would help 
accomplish the President’s proposed budget is, however, essential for Congress to evaluate and 
consider the President’s proposed budget.  

 
The President’s budget increases taxes by $4.7 trillion. And this comes after Democrats 

added hundreds of billions in tax increases in the Inflation Reduction Act. The American people 
are suffering under the weight of this Administration’s inflationary policies and deserve to know 
precisely how the Biden Administration intends to raise their taxes. Given this Committee’s 
essential role in originating and crafting legislation on tax policy, legislative text is absolutely 
necessary to allow us to evaluate it and consider the true impact these dangerous policy 
proposals will have on our constituents.  

 
Therefore, the Committee asks for your commitment to present Congress with the 

legislative text that would accomplish the President’s budget requests which fall within the 
Department of the Treasury’s purview within the next 30 days. If you have any questions about 
this request, please contact Derek Theurer of the Ways and Means Committee staff. 
 

Sincerely, 
 

 
_________________________ 
Jason Smith 
Chairman 
Committee on Ways and Means 
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 *Chairman Smith.  So, Secretary Yellen, will you commit to providing that 207 

legislative text within 30 days to the committee? 208 

 *Secretary Yellen.  Chairman Smith, yesterday the Treasury Department published 209 

the so-called Green Book, giving a great deal of detail about all of the proposed changes on 210 

the revenue side in this year's budget.  And I believe that provides the detail that is 211 

necessary to consider these proposals. 212 

 The Treasury Department always stands ready to work with this committee and 213 

members of Commerce -- Members of Congress on tax legislation as you consider it. 214 

 *Chairman Smith.  So the -- 215 

 *Secretary Yellen.  And of course, we stand ready to do that. 216 

 *Chairman Smith.  Yes, I have looked at the Green Book, and we appreciate you all 217 

giving it to us yesterday afternoon.  It does not provide the legislative text of the tax 218 

proposals of $4.7 trillion that you're your budget calls for.  And so what -- we were asking 219 

for the legislative text.  So you are not going to send us the legislative text in 30 days? 220 

 *Secretary Yellen.  I don't believe that has ever been done. 221 

 *Chairman Smith.  I was just asking.  But if -- 222 

 *Secretary Yellen.  Congress usually -- 223 

 *Chairman Smith.  Okay.  224 

 *Secretary Yellen.  As I say, we stand ready to work with you as you consider 225 

particular proposals, and we will certainly look at legislative language and give you our 226 

feedback.  But -- 227 

 *Chairman Smith.  If you will present the legislative text to us on your $4.7 trillion 228 

in tax proposals, we would be happy to look at that.  And we hope that, since that is in your 229 

budget, you will ask that. 230 

 Last year Democrats in Congress rammed through $80 billion in mandatory funding 231 
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for the IRS after your department asked for it in conjunction with the President's first budget 232 

proposal.  Your plan called for the IRS to monitor nearly every American bank account, to 233 

hire 87,000 new employees, and to audit over a million more Americans each year, with the 234 

majority falling on working-class Americans. 235 

 The IRS still hasn't given me the plan for the $80 billion, and how that $80 billion 236 

will be spent, even though we have sent several letters.  We have spoken on the phone 237 

about that.  But that can't be right, Secretary Yellen, that you all don't have a plan yet. 238 

 Your budget request, that was submitted yesterday, asked for 14.1 billion in annual 239 

appropriations for fiscal year 2024.  But that is not all, Secretary.  Buried on page 209 of 240 

that Green Book that you just highlighted which explains your proposals, Treasury is asking 241 

for an additional 29.1 billion in mandatory funding to "continue IRA-funded enforcement 242 

and compliance initiatives and investments.''  None of that money is dedicated to customer 243 

service or IT modernization. 244 

 Obviously, you all have a plan.  You are already funding enforcement and 245 

compliance initiatives that have not been disclosed to Congress and the American public.  246 

You already got $80 billion for the IRS.  Now you want 43.2 billion more, all without 247 

explaining what will be done with the first $80 billion? 248 

 The American people, they deserve to know how their hard-earned tax dollars are 249 

being spent, and the impact that a supercharged IRS will have on them.  So how many more 250 

IRS agents will this 43.2 billion get us? 251 

 *Secretary Yellen.  So first, let me say that the strategic operating plan that we have 252 

promised to deliver, we will deliver. 253 

 *Chairman Smith.  And you will make that public to us. 254 

 *Secretary Yellen.  Yes, it will be provided to you -- 255 

 *Chairman Smith.  Thank you. 256 
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 *Secretary Yellen.  -- in the coming weeks. 257 

 And already we have taken very important steps to improve customer service.  The 258 

IRS has hired 5,000 additional customer service representatives.  I promised that the 259 

average level of service in answering taxpayer inquiries this tax season would rise to 85 260 

percent.  And while it varies from week to week so far, we are certainly in that 80 to 90 261 

percent range.  Tax assistance centers are up and operating; ones that had been closed due 262 

to lack of resources are in the process of being reopened.  And many of these centers are 263 

open on Saturdays to provide help to consumers.  Anyone this tax season, any American 264 

attempting to get help from the IRS is experiencing a very different environment. 265 

 *Chairman Smith.  That is good.  So Secretary, audits is something that people 266 

really care about.  Will there be increased audits on working-class families with these new 267 

appropriations? 268 

 *Secretary Yellen.  No, I have directed already that IRA resources will not be used 269 

to increase the share of households or small businesses earning less than 400,000 or less that 270 

are audited relative to historic levels.  And I promise and will ensure that that mandate will 271 

be met. 272 

 And let's remember -- 273 

 *Chairman Smith.  So that is great news.  That is great news, Secretary.  That is 274 

one common thing that we will have.  But part of our oversight duties will be to make sure 275 

that there is not increased audits for small businesses and working families. 276 

 I do want to go on.  We are getting close to two years since ProPublica revealed that 277 

it had obtained what is called a vast trove of IRS data, including extensive information on 278 

the tax returns of thousands of Americans sufficient to detail their income, taxes, 279 

investments, and even the results of audits. 280 

 You have been asked several times about this issue in public, and always note that 281 
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you have referred the matter to the inspector general and the Department of Justice for 282 

review.  You have also said previously that you have -- you take this very seriously, but this 283 

is not an issue that can be referred elsewhere and then completely ignored.  The American 284 

people, they deserve to know that their confidential information is safe at the IRS, and they 285 

deserve answers about what happened. 286 

 Other than refer the matter elsewhere, what actions have you taken in the last 20 287 

months to identify and fix potential vulnerabilities in how the IRS maintains confidential 288 

taxpayer information? 289 

 *Secretary Yellen.  Listen, I want to say that I share the same frustration that you 290 

are expressing.  I would really like to get to the bottom of this.  We care deeply about 291 

taxpayer privacy, and an unauthorized disclosure of taxpayer information is illegal, and 292 

something to be taken very seriously. 293 

 I am frustrated because we have taken the actions that are appropriate, namely to 294 

refer this matter to the appropriate independent investigators, and that includes Treasury's 295 

Office of Inspector General, the Treasury Inspector General for Tax Administration, and the 296 

Department of Justice.  All of these agencies conduct their investigations independently and 297 

according to timelines they determine are necessary and appropriate for a complete 298 

investigation. 299 

 I am waiting to see, just as you are, what the outcome of those investigations are -- 300 

 *Chairman Smith.  So you have done no internal audits within Treasury yourself to 301 

see if there might have been any kind of leak, or any kind of vulnerabilities in protecting 302 

taxpayers' confidential information? 303 

 *Secretary Yellen.  The agencies that are independent, and should be -- 304 

 *Chairman Smith.  So you are letting them do it. 305 

 *Secretary Yellen.  That is what is appropriate in this situation -- 306 
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 *Chairman Smith.  Okay.  Thank you, Madam Secretary. 307 

 As you know, we have established a portal to allow IRS employees to share 308 

information with this committee about any kind of conduct that is going on at the IRS that 309 

they think that we should know of, since we are the committee of jurisdiction for oversight.  310 

I sent a letter to the IRS and asked that it be shared with all IRS employees.  The agency 311 

has thus far refused to do so.  That is completely unacceptable.  IRS employees should 312 

know the options they have to report wrongdoing to Congress that they may witness at 313 

work. 314 

 This is a simple issue.  It is about basic transparency and accountability.  Will you 315 

commit to sharing information about our IRS whistleblower portal with IRS employees? 316 

 *Secretary Yellen.  Well, I want to say that we have very strong whistleblower -- 317 

 *Chairman Smith.  No, I -- that is what I have heard.  But would you -- 318 

 *Secretary Yellen.  And -- 319 

 *Chairman Smith.  My question is will you share our whistleblower with the IRS 320 

employees, yes or no? 321 

 *Secretary Yellen.  I think what is important is that IRS employees know what their 322 

full set of -- 323 

 *Chairman Smith.  Exactly.  So -- 324 

 *Secretary Yellen.  -- options are, and they certainly can report to this committee.  325 

They can report to other committees -- 326 

 *Chairman Smith.  But will you share -- 327 

 *Secretary Yellen.  -- in Congress. 328 

 *Chairman Smith.  -- this whistleblower information to your IRS employees, yes or 329 

no? 330 

 *Secretary Yellen.  I will make sure that they have the appropriate information, that 331 
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they know what their obligations are, and their full set of obligations and -- 332 

 *Chairman Smith.  So does that include this whistleblower hotline?  333 

 *Secretary Yellen.  -- possibilities -- 334 

 *Chairman Smith.  Does that include this whistleblower hotline, that that is 335 

something you will share with them? 336 

 *Secretary Yellen.  I will make sure that they know all of the options that they have. 337 

 *Chairman Smith.  Does that include this whistleblower hotline? 338 

 *Secretary Yellen.  It includes this committee, certainly. 339 

 *Chairman Smith.  And this whistleblower hotline? 340 

 *Secretary Yellen.  We will -- 341 

 *Chairman Smith.  It is yes or no. 342 

 *Secretary Yellen.  We will make sure that they are aware -- 343 

 *Chairman Smith.  I hope that you do, for the sake of the American public and for 344 

the sake of your IRS employees. 345 

 On February 16th of this year, President Biden issued an executive order on 346 

advancing racial equity through the Federal Government.  That was on February 16th. 347 

 Treasury Department officials have repeatedly said they want to design tax 348 

compliance around racial equity.  These statements create the implication that the IRS 349 

should take into consideration race and gender in how it manages tax compliance and 350 

decides who to audit.  But tax returns do not ask taxpayers to identify themselves by race.  351 

So the IRS doesn't even have the data on race. 352 

 That is where the President's executive order comes in.  The order instructs the 353 

Federal Government to apply an equity focus to several areas, including to "prevent and 354 

remedy discrimination, including by protecting the public from various discrimination.''  It 355 

seems clear that this executive order is instructing the IRS to change its process to make 356 
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audit decisions based on taxpayers' race. 357 

 Secretary Yellen, do you think there is any circumstance where the IRS should 358 

consider a person's race or gender when deciding whether someone should be audited? 359 

 *Secretary Yellen.  The IRS doesn't know an individual's race, and we are certainly 360 

not proposing that race be reported on tax returns.  However, the IRS does need to be 361 

careful to ensure that there is fairness in tax administration.  And when studies like some 362 

that have recently been published suggests that algorithms that the IRS may be using are 363 

racially biased in the sense they are much more likely to audit, for example, taxpayers of 364 

color, rather than others with exactly similar circumstances, it is important for the IRS to 365 

become aware of that, and to make sure that the procedures that they use are fair. 366 

 But that certainly does not mean looking at race and deciding to -- whom to audit. 367 

 *Chairman Smith.  So in regards to audits and fairness, you will never use race or 368 

gender in deciding audits. 369 

 *Secretary Yellen.  Race is not available.  And as I said, it is important for the IRS 370 

to make sure that their tax administration -- 371 

 *Chairman Smith.  So if race -- 372 

 *Secretary Yellen.  -- is fair. 373 

 *Chairman Smith.  If race isn't available, your statement about the algorithmics, that 374 

goes after racial preferences. 375 

 *Secretary Yellen.  Well, the investigators were able to infer that the algorithm had 376 

that impact, in spite of the fact that they weren't certain what the race was of any particular 377 

individual.  They used methods to infer that. 378 

 And this is a more general matter, that algorithms are often used.  They are 379 

sometimes used by those who provide credit.  They are not based on race, but it may turn 380 

out that they are indirectly and unintentionally using race.  And it is important to understand 381 



 
 

  19 

and correct that when it is occurring. 382 

 *Chairman Smith.  Without objection, the President's executive order is entered into 383 

the record. 384 

 [The information follows:] 385 

 386 
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 *Chairman Smith.  And I recognize the gentleman from Massachusetts. 389 

 *Mr. Neal.  So, Madam Secretary, I am going to ask you to use your time to explain 390 

some of these positions.  I know you have to get out of here, but I want to make sure 391 

everybody gets a chance to ask a question on both sides this morning.  That is really 392 

important. 393 

 I have questioned Treasury Secretaries back to Nick Brady.  Never did I ever ask a 394 

yes-or-no question, because I know events shift and change every single day, and the people 395 

that have had that job have been entirely competent over these years. 396 

 So could you talk a bit about the child credit, and also the 311,000 new jobs that 397 

were created this morning? 398 

 *Secretary Yellen.  Yes, the child credit.  So the child credit, tax credit was 399 

expanded in the American Rescue Plan.  And that was important because the pandemic 400 

especially hit low-income families very hard.  And it had a dramatic effect in lowering child 401 

poverty, according to many studies.  It really helped families.  Many families were able to 402 

use that child credit to get back to work to help with child care. 403 

 The majority, the great majority of families that received the Child Tax Credit are 404 

working families.  Others were seniors taking care of a grandchild or sometimes children 405 

with disabilities.  And it had a dramatic effect in helping families that were impacted by the 406 

pandemic that -- the President believes that this is something that should be in place 407 

permanently, and his budget recommends reinstating the credit on the terms it existed in the 408 

ARP. 409 

 You mentioned about this morning's employment report.  It showed 311,000 jobs 410 

this morning.  In spite of that, the unemployment rate ticked up slightly to 3.6 percent.  411 

How to reconcile those two disparate facts, I guess I would point out that there was an 412 

increase -- the labor force participation rate moved up just a tad, which is always 413 
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encouraging to see people coming back into the labor force at this point. 414 

 The labor force participation rates for both adult men and women have exceeded 415 

their pre-pandemic highs, and so when more people come into the labor force, that loosens 416 

conditions ever so slightly, takes some of the -- helps address some of the supply demand 417 

imbalance in the labor market while creating lots of jobs.  So what we are seeing here is a 418 

continued very strong labor market, putting Americans back to work. 419 

 *Mr. Neal.  Thank you, Madam Secretary.  And we are always delighted to have 420 

the Treasury Secretary in front of the Ways and Means Committee, understanding that you 421 

are a successor to Hamilton.  Thank you. 422 

 *Secretary Yellen.  Thank you.  I look at his picture in my office every day. 423 

 *Chairman Smith.  The gentleman from Florida, Mr. Buchanan, is recognized. 424 

 *Mr. Buchanan.  Madam Secretary, thanks for being here today. 425 

 My concern is, when you look back over the last 20 years, over $20 trillion in debt.  426 

So I want to talk to you a little bit about the balance sheet. 427 

 Also, this financial report that gets put out the last couple of years.  You signed it, 428 

and so I would like to get your thoughts on exactly is it a clean opinion, what -- you said it is 429 

unsustainable, the financial path that we are on.  That is what you mentioned in the report.  430 

It doesn't seem like it is a very clean audit.  I think there is, obviously, just in terms of the 431 

overall debt, $31 trillion, $20 trillion in the last 20 years. 432 

 There is plenty of blame, let's put it that way, to go around.  But I am very, very 433 

concerned about where we are at and where we are going.  I have got two kids and nine 434 

grandkids, and a lot of us have children in here.  And I am  -- someone, a top economist, 435 

said to me, "At some point this ends badly.'' 436 

 You are, the way I look at it, the chief financial officer.  You know, we get over 437 

here, we raise the debt.  But looking back over the 20 years, I have absolutely no 438 
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confidence in the way we do business up here.  So I would like to get your thoughts just 439 

quickly. 440 

 What did you mean by unsustainable path that we are on currently as a result -- 441 

something that you put in the financial report, what does that mean to you? 442 

 *Secretary Yellen.  Well, a sustainable path is one that keeps the, in my view, the 443 

interest expense on the debt that Americans have to pay -- we take in tax revenue, some of it 444 

needs to be devoted to paying interest on outstanding debt -- 445 

 *Mr. Buchanan.  How do you explain 20 trillion -- 446 

 *Secretary Yellen.  And it is critical that it be manageable. 447 

 *Mr. Buchanan.  Excuse me.  How do you explain 20 trillion in 20 years?  I mean, 448 

we just keep piling up the debt -- 100 basis points on 31 trillion is $300 billion a year.  I 449 

mean, we are kidding ourselves.  So if you are at five, six percent thinking about raising 450 

rates, you are talking a billion -- a trillion-and-a-half, just interest alone.  So I think it is a 451 

concern. 452 

 *Secretary Yellen.  Well -- 453 

 *Mr. Buchanan.  Let me just jump to the second question quickly. 454 

 Is -- $1 trillion they are talking about, tax increases on small business.  That is the 455 

proposed budget in terms of pass-through entities.  I am very concerned.  That puts the 456 

American dream clearly at risk.  So 39.5, you add up the other things, you are probably 46.  457 

If you figure in New York, New Jersey -- I am in Florida.  Texas, you look a little 458 

differently, or California.  You are close to 60 percent for pass-through entities.  These are 459 

small businesses for the most part, 50 employees or less. 460 

 And it is obvious to me, personally, that many of you have never been in business, 461 

because you would understand that the cost of capital, it is not available for a lot of these 462 

small businesses, especially in the environment we are in today.  A lot of people are 463 
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concerned. 464 

 But how do you think about the idea of another trillion dollars on our small business, 465 

medium-sized businesses? 466 

 *Secretary Yellen.  The President pledged not to raise taxes on any individual or 467 

small business earning under $400,000. 468 

 *Mr. Buchanan.  Well, I am just saying that if someone has got a -- 469 

 *Secretary Yellen.  There is not a single penny -- 470 

 *Mr. Buchanan.  Let me just finish on this point.  If someone has got 100 471 

employees, and they make 600, 700, the business does, they take out 100, they pay their 472 

taxes and they have a few bucks, they can help their balance sheet.  And that is the reality in 473 

the small business world.  Just because it is a small business and you make 600, doesn't 474 

mean you take that home.  You need that money to grow.  That is the fuel to grow your 475 

business. 476 

 With that, I yield back. 477 

 *Chairman Smith.  The gentleman from Texas is recognized. 478 

 *Mr. Doggett.  Madam Secretary, I admire your courage in going to Ukraine, and I 479 

am glad you are battle-tested for coming here to our committee.  480 

 *Secretary Yellen.  Thank you. 481 

 *Mr. Doggett.  Let me ask you -- I am hopeful that the Republicans will get to us 482 

their budget plan in 30 days, just as they have asked for commitments from you to do things 483 

within 30 days.  They seem to think that we can continue to deal with our debt problems by 484 

removing revenue from our vital public services.  And I want to touch on two areas that I 485 

think the President and you have acted most appropriately to sustain our needs. 486 

 One of those is for Medicare.  They say, belatedly now, that they won't cut 487 

Medicare, but they seem unwilling to make the changes that are necessary to sustain 488 
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Medicare for our grandchildren, as well as for our current seniors.  I introduced legislation 489 

last year concerning the net investment income tax, and I have reintroduced it, and I see that 490 

is included in the President's budget. 491 

 Isn't it correct that the estimates are that about 85 percent of that increase would be 492 

paid by those who earn $1 million or more a year, and that none of the tax burden would be 493 

on those below 400,000? 494 

 *Secretary Yellen.  That is correct.  And the proposal wouldn't raise it on anyone 495 

making under $400,000.  And the revenue would be devoted to Medicare to shoring up the 496 

hospital trust fund. 497 

 *Mr. Doggett.  And the President, I believe, has a plan to extend it even beyond 498 

2040.  Just closing the loophole and correcting the mistake that was made about the net 499 

investment income would extend Medicare solvency to 2040.  So if people really believe in 500 

Medicare, they would be willing to take the steps to ensure it is there. 501 

 And of course, the second one, and it mystifies me at the creativity of our Republican 502 

colleagues in coming up with excuses to defend multinationals for not paying their fair share 503 

for our national security, though they benefit from it perhaps more than any other group in 504 

our society. 505 

 So I admire your leadership on the global minimum tax.  This newest excuse we 506 

have heard this morning is that it is going to all help China.  They helped China yesterday 507 

with their China bond first program.  But tell me about why it is an error to claim that China 508 

will somehow benefit from stopping the race to the bottom. 509 

 *Secretary Yellen.  China will not benefit at all from this.  China will be forced to 510 

raise their minimum tax on their multinationals up to the level of 15 percent on a country-511 

by-country basis.  And China has signed on to the agreement.  But if for any reason China 512 

failed to enact this tax and put it in place, there is an enforcement mechanism built into this 513 
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agreement by which the United States or other countries in which Chinese firms do business, 514 

where they have subsidiaries doing business, we would impose a top-up tax on Chinese 515 

corporations operating in the United States or in Europe, where they have already put the tax 516 

into place. 517 

 So if China doesn't tax these firms, these their multinationals, we will do it, and we 518 

will keep the tax revenue.  But one way or another, we will level the playing field so 519 

Chinese firms are on the same footing as our multinationals. 520 

 *Mr. Doggett.  Thank you for your leadership. 521 

 *Secretary Yellen.  Thank you. 522 

 *Mr. Doggett.  The gentleman from Nebraska is recognized. 523 

 *Mr. Smith of Nebraska.  Thank you. 524 

 Thank you, Secretary Yellen.  Our time is short here, so I will try to be quick in 525 

answering some very concise questions. 526 

 We have serious concerns about the impact that the $80 billion that the IRS is 527 

receiving, and its impact on families and small businesses.  There are concerns about the 528 

funding stemming from the fact that we are working from disparate statements from the 529 

Administration.  So I am glad you are here to help clarify. 530 

 In 2021, Treasury released an analysis right here that states $80 billion in additional 531 

IRS funding would be used to increase the total headcount at IRS compared to 2021 by 532 

almost 87,000 employees over the next decade.  Is that accurate?  Is that correct? 533 

 *Secretary Yellen.  The vast majority of those hires are to replace attrition, people 534 

who would be retiring.  So -- 535 

 *Mr. Smith of Nebraska.  Okay.  So the attrition is about 12,000 personnel over the 536 

last -- 537 

 *Secretary Yellen.  No, it is -- 538 



 
 

  26 

 *Mr. Smith of Nebraska.  -- 10 years. 539 

 *Secretary Yellen.  It is over 10 years.  It is much larger than that. 540 

 *Mr. Smith of Nebraska.  Okay.  The record reflects that the headcount decreased 541 

by 12,000 over the last decade, so that would leave us at 75,000 new personnel at our -- at 542 

IRS.  So I just want the record to reflect that. 543 

 Now, regarding the audits -- and the chairman talked a bit about this -- there has been 544 

confusion about the meaning of the directive that you cited in the letter last August, and then 545 

repeated here today.  So are you talking about the total number of audits, or are you talking 546 

about the proportion of audits on families and small businesses under $400,000? 547 

 *Secretary Yellen.  I am talking about the proportion of those small businesses and 548 

families. 549 

 *Mr. Smith of Nebraska.  Okay.  So the proportion -- I mean, just for the record, 550 

the proportion is 90 percent.  So 90 percent of the new audits will be, you know, according 551 

to the data, that we can expect up to 90 percent of new audits to be on those making less 552 

than $400,000. 553 

 *Secretary Yellen.  The -- 554 

 *Mr. Smith of Nebraska.  Now -- 555 

 *Secretary Yellen.  The purpose of this legislation is to vastly increase the audit 556 

rates -- 557 

 *Mr. Smith of Nebraska.  Yes, yes, we understand -- 558 

 *Secretary Yellen.  -- on high-income, high-wealth, complex -- 559 

 *Mr. Smith of Nebraska.  Right.  But they are -- 560 

 *Secretary Yellen.  -- partnerships -- 561 

 *Mr. Smith of Nebraska.  But the data reflects that it is broader than that, especially 562 

given the number of personnel.  But -- 563 
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 *Secretary Yellen.  To the extent that the number of taxpayers -- 564 

 *Mr. Smith of Nebraska.  -- shifting gears -- 565 

 *Secretary Yellen.  I understand, okay. 566 

 *Secretary Yellen.  -- earning less than $400,000 increases the audit rates -- 567 

 *Mr. Smith of Nebraska.  But the rates of audit -- 568 

 *Secretary Yellen.  -- will not rise. 569 

 *Mr. Smith of Nebraska.  -- and the commitments, you know, are certainly, I 570 

believe, very clear. 571 

 Now, shifting gears, critical mineral requirements in the Inflation Reduction Act 572 

refer to, and I quote, "countries with which the United States has a free trade agreement, in 573 

effect.''  As chairman of this panel's trade subcommittee, I have been surprised to hear the 574 

Biden Administration may take the view that the term "free trade agreement'' is undefined, 575 

and actually open to various interpretations. 576 

 So this committee has jurisdiction over all U.S. trade policies, including the 577 

negotiation and enforcement of trade agreements.  We know exactly what a free trade 578 

agreement is, as do our partners, our trading partners who have actually raised concerns 579 

about the Inflation Reduction Act. 580 

 So, Secretary Yellen, please clarify.  Would you define a free trade agreement, or at 581 

least provide a list of countries with whom we have a free trade agreement? 582 

 *Secretary Yellen.  Well, we clearly have a number of comprehensive free trade 583 

agreements that will qualify as free trade agreements for the purposes of this statute. 584 

 But in December, Treasury issued a white paper that lays out a possible approach to 585 

identifying additional agreements that could potentially qualify.  And we understand that 586 

the key goal of the IRA is to strengthen supply chains we rely on for energy and resources.  587 

And in order to effectuate the goals of the legislation, it may be appropriate to negotiate 588 
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additional -- 589 

 *Mr. Smith of Nebraska.  I understand what the IRA is intended to do.  I fear what 590 

the actual impact will be. 591 

 And my time is expired. 592 

 *Chairman Smith.  The gentleman from California is recognized. 593 

 *Mr. Thompson.  Thank you, Mr. Chairman. 594 

 And Madam Secretary, thank you for being here, and welcome.  I have a couple of 595 

things I want to bring up, but first I want to be really clear. 596 

 You were confirmed Secretary in January of 2021.  This January we hit the lowest 597 

unemployment rate in 50 years.  We went from an unprecedented pandemic to the lowest 598 

unemployment in decades, and you oversaw all of it.  And today, as we heard, 311,000 new 599 

jobs in February.  As Mr. Neal highlighted your incredible resume and your history, you are 600 

truly a pro. 601 

 Over the past couple of years, I have been privileged to work directly with you, so as 602 

we transition to clean and renewable energy, and I want to thank you for your cooperation 603 

and your help. 604 

 *Secretary Yellen.  Thank you. 605 

 *Mr. Thompson.  I have got four items I want to bring up, but we have a limited 606 

amount of time, so I will ask two and write you about the other.  I would like to talk to you 607 

about my top two priorities:  disaster relief and mental health.  And I will start with 608 

disaster relief. 609 

 Madam Secretary, many survivors of California's wildfires in 2015, 2017, and 2018 610 

are eligible for compensation from something called the Fire Victims Trust, which was 611 

established following the Pacific Gas and Electric bankruptcy.  However, in many of these 612 

cases the survivors are being forced to pay taxes on a settlement award they received from 613 
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the trust, including roughly 30 percent of the award that goes to attorneys. 614 

 I have bipartisan, bicameral legislation clarifying that disaster relief payments like 615 

these from a trust fund are straightforwardly non-taxable.  And I would like you and your 616 

people to work with us so we can help these folks, who haven't even received enough money 617 

to rebuild the homes that they lost.  618 

 And then, second, the biggest issue, or the second biggest issue that we face as a 619 

people, is mental health.  We see problems everywhere:  schools, homelessness, veterans, 620 

amongst the elderly.  Mental illness is a huge, huge problem that costs us trillions of 621 

dollars, and we need to figure it out. 622 

 But treating the symptoms as we have done isn't enough, nor do we have all the 623 

money to do it.  We have to get ahead of the curve.  And Mr. Kelly and I have bipartisan 624 

legislation that we are getting ready to reintroduce that -- and we shared it with your staff -- 625 

that provides tax incentives for neurological research.  626 

 Madam Secretary, do you agree that we can and should use the tax code to help 627 

address our collective mental health crisis? 628 

 *Secretary Yellen.  Well, these are critically important problems and, to me, 629 

appropriate priorities.  And let me say that we will be more than happy to work with you on 630 

this legislation.  So my staff can certainly be in touch. 631 

 *Mr. Thompson.  Thank you.  And then I will submit my questions about solar 632 

cells and taxpayer correspondence to you in writing.633 
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 *Mr. Thompson.  Again, thank you for the incredible job that you have done, and 634 

your commitment to public service. 635 

 *Secretary Yellen.  Thank you for your kind words. 636 

 *Mr. Thompson.  Thank you, I yield back. 637 

 *Secretary Yellen.  Much appreciated. 638 

 *Chairman Smith.  The gentleman from Pennsylvania is recognized. 639 

 *Mr. Kelly.  Thank you, Mr. Chairman. 640 

 Madam Secretary, thanks for being here.  And you do have an impressive resume. 641 

 *Secretary Yellen.  Thank you. 642 

 *Mr. Kelly.  And your dedication to the public and trying to do everything you can 643 

when it comes to the economy is really great. 644 

 I got to tell you, I live at a much different level.  And there is an old saying, "If you 645 

can't convince them, confuse them.'' 646 

 Now, being in the retail automobile business all my life, I am better on blacktop than 647 

I am on a laptop.  And as we go here and we throw these questions out to you, I keep 648 

coming back to some of the things I have learned in my past life.  And, you know, one of 649 

the things is you read the "Tale of Two Cities,'' and this is what we are talking about, right?  650 

It is the best of times, it is the worst of times. 651 

 We talk about job creation.  It is not job creation.  It is job recovery.  And I heard 652 

this not in the Trump Administration, but the previous Administration.  We used to talk 653 

about how many jobs we created, and what it really was is we were just getting people back 654 

to work that were no longer working.  And some of the decisions we have made it more 655 

valuable for people to stay at home than go to work.  And it wasn't that people were lazy, it 656 

is just that they weren't stupid. 657 

 You have a tough job.  You have a tough job.  And I often refer to things that just 658 
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happened in my life in everyday things.  I can remember a movie called "A Few Good 659 

Men,'' and I think one of the things we -- that Jack Nicholson said in that movie was, "You 660 

can't handle the truth.''  I am not talking about you, but I am talking about the American 661 

people.  Mr. Buchanan touched on this, and we worry about this all the time.  It is the 662 

public debt, which is part of your job description.  And you really answer to the President 663 

of the United States as a member of the cabinet. 664 

 I am just baffled as to where we go from here, and how we can put a smile on our 665 

faces.  Because the people I talk to aren't in this room.  When I come out of Mass in the 666 

morning, I have people that stop me.  When I go to Cannella's to have breakfast, people 667 

stop me.  When I go to Cummings to get coffee, people stop me.  You know what they ask 668 

me all the time?  "When the hell are you guys going to get this thing straightened out?  My 669 

pension now is losing its value.  I am dipping into my savings.  I can't help my kids and my 670 

grandkids anymore, because my wife and I don't have the ability to keep up with inflation.'' 671 

 So I know we have all these wonderful, wonderful programs that we talk about, and 672 

all these wonderful ideas that we talk about, and it just is bizarre to me that I think we need 673 

to spend more time in the field.  We need to go to Petersburg, West Virginia.  We need to 674 

go to Oklahoma, and we need to talk to people who really service the debt.  And that is our 675 

hardworking American taxpayers. 676 

 I think all of us, while we have questions of you, I am just -- I got to tell you, I don't 677 

know that I would want your job.  I don't know that I want to be there and wondering where 678 

the slap is going to come from next.  But you do one heck of a job.  I would just hope that, 679 

as a committee, we don't look at how it is that we can make each other look bad, or to figure 680 

out who struck John, but to understand that it is the American people that are suffering right 681 

now. 682 

 This idea of not looking into ProPublica -- and I understand what you said, it is 683 
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somebody else's thing.  And I got to tell you, I got 10 grandchildren, so this reminds me of 684 

Humpty Dumpty.  Humpty Dumpty sat on a wall, Humpty Dumpty had a great fall.  All 685 

the king's horses and all the king's men couldn't put Humpty Dumpty back together again. 686 

 So you just outlined for us the number of offices, the number of people we have to 687 

get to to a simple answer is who the hell put the information out there?  How did they get 688 

this information?  And the longer we stay away from an answer, the faith, the trust, and the 689 

confidence of the American people in this institution is withering and dying on the vine. 690 

 I would just suggest to all of us, I don't give a shit if you wear a red hat or a blue hat.  691 

Wear something that is red, white, and blue, and look at who it is that you represent back 692 

home.  Because I love sitting here and listening to all the testimony.  What I have a hard 693 

time is when I go back home and say, "We are working on it, we just don't know who is 694 

going to answer the question for you.'' 695 

 Thank you so much.  I appreciate you being here.  Your patience and your 696 

dedication to this country is phenomenal.  Thank you, ma'am. 697 

 *Chairman Smith.  The gentleman from Connecticut is recognized. 698 

 *Mr. Larson.  Thank you, Mr. Chairman.  Thank you, Madam Secretary, for being 699 

here.  And thank you also for being part of an administration that actually did leave the 700 

country with a surplus.  Mr. Neal yesterday very eloquently went through that process. 701 

 So I think the American people, and even our colleagues over here on this side of the 702 

aisle, we point with great pride your example, your leadership that you have demonstrated, 703 

including -- 704 

 *Secretary Yellen.  Thank you. 705 

 *Mr. Larson.  -- the 12 million new jobs that have been created in just the past 2 706 

years. 707 

 I also wanted to -- because there is a lot of talk about fairness and debt, et cetera.  708 
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And I am now the ranking member of the Social Security Subcommittee.  And Social 709 

Security, as you know, is the nation's number-one anti-poverty program for the elderly.  710 

And hopefully we get the Child Tax Credit back. 711 

 But absent that, it is the number-one anti-poverty program for children, as well.  I 712 

commend the President for his budget that increases the opportunity, and makes Medicare 713 

more solvent, and also strengthens Social Security, and it does so, actually, by paying for it. 714 

 And the President, in his comments, said -- and you pointed to this -- that there will 715 

be no tax increase on anyone over $400,000.  How many Americans does that represent?  716 

 How many people are in that area of earning over $400,000, and is it fair that 717 

someone who is making 30 or 50 or $75,000 pays in the whole time, and someone like Elon 718 

Musk stops paying after day one for their Social Security?  719 

 Isn't this about fairness? 720 

 *Secretary Yellen.  I think it is about fairness.  And I think hardworking Americans 721 

who have counted on Social Security, and paid into it their entire lives, and dependent on it 722 

as their major source of income in retirement, I think we need to make sure that it is there 723 

for them, and that we look for additional revenue to Americans with very high incomes, 724 

many of whom, in total, pay less taxes than a teacher or a firefighter. 725 

 And throughout the President's budget there are many proposals to make sure, for the 726 

sake of tax fairness, that those individuals pay at least a minimum.  A person making 100 727 

million or more should pay at least 25 percent of their full income as taxes. 728 

 But yes, I think it is, for tax fairness -- 729 

 *Mr. Larson.  Like Mr. Kelly, I go to a lot of places.  And everywhere I go they ask 730 

me when are we going to fix Social Security and, "Why is it that I have to pay in'' -- and we 731 

learn from the President and this exchange -- "Why do I have to pay in constantly out of 732 

every paycheck'' -- it is called FICA, Federal Insurance Contribution -- "and the wealthy do 733 
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not?'' 734 

 *Secretary Yellen.  Agreed. 735 

 *Chairman Smith.  The only floor vote of the date has been called.  As there is only 736 

one vote, we will keep the hearing going on.  So please vote, and then return to the hearing 737 

immediately. 738 

 The gentleman from Arizona. 739 

 *Mr. Schweikert.  Thank you, Mr. Chairman. 740 

 And Madam Secretary, the nature of the chaos of what we all do.  We only have 741 

three-and-a-half minutes, so the tyranny of the clock. 742 

 When you have high-profile elected members who will say things -- because I have 743 

an incredible concern of messaging and stability in debt markets around the world -- when 744 

we will say things like "debt doesn't matter,'' "print a $1 trillion coin,'' "modern monetary 745 

policy, we can just keep borrowing,'' is that helpful, as we are trying -- and particularly when 746 

you are looking at your subscription rates and your auctions? 747 

 Do you wish on occasion we would just not talk about things we don't understand? 748 

 *Secretary Yellen.  Well, look, I think it is critical that the United States be on a 749 

fiscal path that is responsible and sustainable. 750 

 *Mr. Schweikert.  But -- and I know this is more of a message from our brothers 751 

and sisters here, particularly.  I have a long list of quotes about debt not mattering from my 752 

brothers and sisters on the left.  And I think that is a really horrible messaging to debt 753 

markets when, you know, you and I, we are trying to convince the world we take this very 754 

seriously. 755 

 *Secretary Yellen.  I think we should take it seriously, and it does matter. 756 

 *Mr. Schweikert.  Any -- in your banking reg side of Treasury, any concerns over 757 

some of the stresses right now in bond markets, particularly, you know, your Basel Holdings 758 
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-- Silicon Valley Bank, when -- you know, mark to market?  Are you picking up any data 759 

that we should be at least cognizant of? 760 

 *Secretary Yellen.  Well, I will just say -- you mentioned Silicon Valley Bank.  761 

There are recent developments that concern a few banks that I am monitoring very carefully.  762 

And when banks experience financial losses, it is and should be a matter of concern. 763 

 *Mr. Schweikert.  It is -- and to explain, it is the nature of moving interest rates all 764 

of a sudden.  If you have to sell the bonds, you are taking quite a loss. 765 

 In the budget, Madam Secretary, you have a little bit less than $5 trillion of new 766 

taxes over the 10 years.  Do you have the wherewithal to model that to say, okay, here is 767 

our tax regime, and here is its economic effect on GDP growth?  Were you able to do 768 

modeling documents? 769 

 *Secretary Yellen.  Well, we don't have a gigantic model that shows what the total 770 

impact -- 771 

 *Mr. Schweikert.  Okay. 772 

 *Secretary Yellen.  -- would be on the economy, but we have certainly considered 773 

the economic impact in the case of all of the policies that I have proposed -- 774 

 *Mr. Schweikert.  All right, I just -- look, I spent part of my evening -- that is why I 775 

am glassy-eyed -- trying to read through.  I was looking for -- saying, okay, we are going to 776 

raise this much taxes, and we believe it has this much impairment on GDP growth over the 777 

10.  If one of your staffers ever could send me -- 778 

 *Secretary Yellen.  There are -- 779 

 *Mr. Schweikert.  -- document, I would love to look at your math. 780 

 *Secretary Yellen.  I mean, there are -- 781 

 *Mr. Schweikert.  And the very --  782 

 *Secretary Yellen.  There are studies, and it is something that we have tried to 783 
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evaluate in putting forward proposals. 784 

 *Mr. Schweikert.  Yes.  And the last thing, your capital gains tax would go up to 785 

what for very high earners? 786 

 *Secretary Yellen.  It would go up to the same rate as the tax on regular income. 787 

 *Mr. Schweikert.  Okay.  So it would match regular income, though -- 788 

 *Secretary Yellen.  For high-income individuals. 789 

 *Mr. Schweikert.  In the -- Madam Secretary, but in the current environment capital 790 

gains are substantially affected by inflation.  So we would be taxing non-actual gains, we 791 

would be taxing inflated gains -- inflation gains, not actual appreciation.  792 

 Should we actually do an adjustment for inflation on those capital gains taxes? 793 

 *Secretary Yellen.  It is something certainly to consider.  I mean, our tax code is, in 794 

general, not inflation neutral.  795 

 *Mr. Schweikert.  Inflation-adjusted, all right. 796 

 *Secretary Yellen.  And, you know, this is an area that maybe requires some 797 

thought. 798 

 *Mr. Schweikert.  Thank you, Madam Secretary. 799 

 And thank you for your patience, Mr. Chairman. 800 

 *Chairman Smith.  Thank you, Representative. 801 

 The gentleman from Oregon. 802 

 *Mr. Blumenauer.  Thank you, Mr. Chairman. 803 

 And thank you, Madam Secretary, for being here.  When I consider the tone with 804 

which you were greeted, I am amazed that you are willing to come back, and your patience.  805 

It is not just your resume, it is your performance. 806 

 *Secretary Yellen.  Thank you. 807 

 *Mr. Blumenauer.  You have one of the most difficult jobs in America, and every 808 
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American has a stake in your success.  809 

 *Secretary Yellen.  Thank you. 810 

 *Mr. Blumenauer.  Yesterday's action by this committee, coming up with this 811 

fantasy that somehow the IRS can prioritize 1.28 million -- excuse me, billion -- payments a 812 

year, to try and sidestep our responsibility to raise the debt, I apologize for that.  It 813 

continues a trend that my Republican friends have had for years in terms of making the IRS 814 

job more difficult, fewer people, and more complex returns.  I am hopeful that we can get 815 

past that, and that we are able to engage with you in a constructive way to avoid economic 816 

catastrophe. 817 

 I do have one modest area of disagreement, and I must agree with my dear friend, 818 

Chairman Smith, about some of the suggestions that we can sidestep working with Congress 819 

and redefine agreements as FTAs.  None of us think that satisfies the condition.  I have 820 

worked with five presidents on trade issues.  And when we do not have a good, constructive 821 

working relationship and Congress playing its role, it doesn't end well.  And I would just 822 

refer to the trade promotion, the TPP, as an example where it was harder, and we are still 823 

bearing the circumstances. 824 

 *Secretary Yellen.  I apologize for any suggestion that I may have made that 825 

Congress doesn't have an appropriate role. 826 

 *Mr. Blumenauer.  Well, no.  827 

 *Secretary Yellen.  And -- 828 

 *Mr. Blumenauer.  But in terms of redefining what the terms are going to be, it is, in 829 

effect, sidestepping us. 830 

 I hope that you will -- 831 

 *Secretary Yellen.  I think we have been in close touch with this committee. 832 

 *Mr. Blumenauer.  Yes, I understand that.  833 
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 *Secretary Yellen.  My staff have been. 834 

 *Mr. Blumenauer.  But it is different than treating our statutory and constitutional 835 

responsibilities. 836 

 I would just hope that you would commit to work with me and Chairman Smith as 837 

we move forward in a way that is fully consistent with the true definition of a free trade 838 

agreement and the spirit of cooperation in terms of trying to get us on the same wavelength. 839 

 I think your objectives are ones that I probably agree with, but process matters.  And 840 

in terms of being able to make sure that the various stakeholders, some of whom don't have 841 

the confidence in terms of the path that you are taking, I think working together we can raise 842 

that confidence, we can work together to get the desired objectives.  And I hope that you 843 

would commit to working with us in not just the spirit, but the letter of what free trade 844 

agreements are. 845 

 *Secretary Yellen.  I will make that commitment.  And I agree with you that that 846 

collaboration and consultation is critically important.  We are committed to it. 847 

 *Mr. Blumenauer.  Thank you.  I look forward to working with you and your team, 848 

who are doing a great job in trying to figure out how to implement the things that Chairman 849 

Thompson and I embedded in the tax code that has a challenge for you.  But -- 850 

 *Secretary Yellen.  Thank you. 851 

 *Mr. Blumenauer.  -- we appreciate the work. 852 

 *Secretary Yellen.  We are working very hard to implement the green credits in 853 

IRA, and all of the IRA provisions. 854 

 *Mr. Blumenauer.  It is much appreciated. 855 

 *Secretary Yellen.  Thank you. 856 

 *Mr. Blumenauer.  Thank you. 857 

 *Chairman Smith.  The gentleman from Illinois is recognized. 858 



 
 

  39 

 *Mr. LaHood.  Thank you, Mr. Chairman. 859 

 Welcome, Secretary Yellen.  Thank you for your service to the country.  We hope 860 

to see more of you here before our committee. 861 

 I have a question for you.  But before I do that, I do want to express to you how 862 

extremely disappointed I am in the Administration's budget proposal released yesterday.  863 

As I think about the 750,000 constituents that I represent in central Illinois and northwest 864 

Illinois, I can tell you that their priorities are vastly different than what is reflected in the 865 

Administration's budget proposal. 866 

 Just to highlight a few things, eliminating the stepped up basis would really crush 867 

family farms in my district, and family-owned businesses.  Quadrupling the recently-868 

created stock buyback tax, which will hurt Americans with 401(k) plans and pensions is in 869 

there.  And expanding the net investment income tax on small businesses that are still 870 

struggling with high inflation and workforce shortages again is disappointing when I look at 871 

the budget.  It is clear that many of the real challenges that Americans are facing are not 872 

being heard by this Administration and in this budget. 873 

 To my question, I do want to just -- it was referenced earlier.  I do want to talk about 874 

the OECD process and the current global tax negotiations, and specifically Pillar One, 875 

Madam Secretary.  We understand that negotiations around Pillar One have stalled, and I 876 

believe we have significant risk that digital service taxes, which disproportionately harm 877 

U.S. businesses, will spread across the world.  We have already seen that. 878 

 Republicans have repeatedly requested from the Administration and from you to 879 

consult with us before making decisions about your negotiations with our European 880 

counterparts.  You have not done so in terms of communicating with us, and it has been a 881 

source of frustration.  You have not provided any analysis that would allow members of this 882 

committee to evaluate the effects of Pillar One. 883 
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 So, Madam Secretary, as you sit here today, I think you would agree that it is not 884 

financially responsible to purchase a product without knowing its price.  And that is the real 885 

core here.  So when can Congress expect to see this analysis, so that we know what we are 886 

actually being sold here? 887 

 *Secretary Yellen.  So let me say that we have consulted, and with this committee 888 

and with staff on a regular basis about these global negotiations.  So we are keeping staff of 889 

this committee -- our staff is keeping committee staff well informed. 890 

 *Mr. LaHood.  Well, reclaiming my time on --  891 

 *Secretary Yellen.  That -- 892 

 *Mr. LaHood.  -- just on that point, Madam Secretary.  I mean, so we are looking 893 

for an analysis.  I would love to have, if you have an analysis here today you can supply us 894 

-- 895 

 *Secretary Yellen.  Okay, let me respond on that point.  What we have said is that 896 

we stand to gain substantially in Pillar One, because we are a very large market jurisdiction, 897 

and that means that we will get increased taxing power. 898 

 However, there are also provisions on which we will lose, and it is a very fine 899 

balance.  It -- zero is certainly a possibility with respect to revenue, and there remain 900 

significant disagreements in the Pillar One negotiations.  Until those are resolved, we can't 901 

do the analysis that you want. 902 

 But what we have said is that the likely impact on U.S. revenues, while it could be 903 

slightly positive or slightly negative depending on the details, it is not likely to be large. 904 

 *Mr. LaHood.  Well, I would just say your -- the premise of what you just said 905 

there, and the justification for that, sounds great.  But an analysis on there that we can 906 

digest and look at and work with your team is what we need.  Thank you. 907 

 *Mr. Hern.  [Presiding] I thank the gentleman.  The gentleman from New Jersey, 908 
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Mr. Pascrell. 909 

 *Mr. Pascrell.  Thank you, Mr. Chairman. 910 

 Madam Secretary, a Stanford University report found that Black taxpayers are 911 

disproportionately audited by the IRS.  I am sure you have read that report.  Now, this was 912 

true for Earned Income Tax Credit recipients, and this group is long over-represented in 913 

getting audited.  The numbers show that. 914 

 I am thrilled that we have a new IRS commissioner to effectively implement the 915 

Inflation Reduction Act to close the tax gap and rebuild a fair tax enforcement. 916 

 Yesterday, our oversight subcommittee called on Mr. Werfel to prioritize fixing our 917 

biased and broken two-tiered tax system.  Madam Secretary, will you commit to addressing 918 

racial disparities in audit selection? 919 

 *Secretary Yellen.  Yes, absolutely, we will.  We need a tax system that operates 920 

fairly.  And as you noted, our new IRS commissioner has promised to report back to 921 

Congress on this matter very promptly. 922 

 *Mr. Pascrell.  Yes.  Will you ensure the IRS uses Inflation Reduction Act funds to 923 

stop disproportionately auditing EITC recipients, and focus on auditing other folks in the 924 

system, as well? 925 

 *Secretary Yellen.  The focus of the funds in the IRA is intended to be high-income, 926 

high-wealth, complex partnerships, corporations where audit rates have fallen to extremely 927 

low levels, and where most of the revenue that constitutes the tax gap -- we know that is 928 

where it lies.  That is the focus on enforcement. 929 

 But on the EITC, there are high rates of improper payments -- 930 

 *Mr. Pascrell.  Right. 931 

 *Secretary Yellen.  -- partly because firms -- there are firms that improperly file for 932 

EITC for low-income individuals, and we do need to attend to that.  So, it is not the fault of 933 
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individuals, but there is an issue there that we need to continue to focus on, maybe through 934 

education and outreach. 935 

 *Mr. Pascrell.  You have provided tremendous service to our country. 936 

 *Secretary Yellen.  Thank you. 937 

 *Mr. Pascrell.  Mr. Chairman, I want to bring to your attention the fact that there is 938 

a member of the cabinet sitting before us who admits mistakes once in a while.  I have 939 

never met a cabinet member that made a mistake.  I say that with due respect. 940 

 *Secretary Yellen.  Thank you.  I make mistakes. 941 

 *Mr. Pascrell.  And I think that is refreshing.  And I think that helps bring us 942 

together more than anything else, anything else.  I am serious. 943 

 *Secretary Yellen.  Thank you. 944 

 *Mr. Pascrell.  And I am happy to do work with you, and you have done a great job.  945 

 *Secretary Yellen.  Thank you, so much.  I -- much appreciated. 946 

 *Mr. Hern.  I would like to thank the gentleman from New Jersey.  I now recognize 947 

the gentleman from Ohio, Mr. Wenstrup. 948 

 *Mr. Wenstrup.  Thank you. 949 

 Mr. Pascrell, I would like to agree that honesty really does help, no matter what we 950 

are dealing with. 951 

 Anyway, thank you, Madam Secretary, for being here.  The Tax Cuts and Jobs Act 952 

verifiably led to more American jobs, historically low unemployment, stable revenues, 953 

higher wages.  Then COVID hit.  And one of the things that COVID revealed to us was the 954 

vulnerability of our supply chain, and how it is a national security risk, it is a national health 955 

risk.  Just look at who -- where we get our pharmaceuticals from.  It is China.  We can't do 956 

it ourselves.  We are trying to come back from that. 957 

 So my question is, how does raising corporate tax rate to a higher level than our -- 958 
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than the Republic of -- People's Republic of China -- for that matter, almost any other 959 

country in the world, how can that make America more competitive, and solve our supply 960 

chain problem? 961 

 *Secretary Yellen.  Well, I believe it really is important that we invest in America 962 

so we can be a competitive economy.  And you mentioned the importance of tax rules to 963 

private investments in equipment and software. 964 

 But I guess I would point out -- and this is what I mean when I use the term "modern 965 

supply side economics'' -- there are quite a few other kinds of investments that are relevant 966 

to our productivity and competitiveness, and we also need to focus on those.  So 967 

infrastructure is an example; education is another example -- 968 

 *Mr. Wenstrup.  No, I agree with that.  You have got to have all those things in 969 

place.  And you can call them investments, or whatever, but also I think that making the 970 

business feasible here compared to somewhere else makes a big difference.  And that is 971 

what we have to consider, as well.  We have had no inversions since the Tax Cuts and Jobs 972 

Act, and I don't want to see that go away. 973 

 But also, we talk about lowest unemployment now, and it is so low.  But the NFIB 974 

says half of their small businesses have help wanted signs.  Virtually every business I go to 975 

now, small employer, large employer, I have said, "What is your biggest problem?''  It is 976 

getting workers. 977 

 *Secretary Yellen.  Agreed. 978 

 *Mr. Wenstrup.  Okay.  So we have -- could you explain, not only for me, because 979 

I think I have a good idea, but explain to the American people and explain to these 980 

businesses why, with such low unemployment, they don't have employees. 981 

 *Secretary Yellen.  Well, I mean, that is partly what the problem is, is that the 982 

demand for workers in this economy -- 983 
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 *Mr. Wenstrup.  Where did they go?  They had the workers before COVID. 984 

 *Secretary Yellen.  Well, the COVID pandemic accelerated retirements.  We have 985 

seen labor force participation for both adult men and women -- 986 

 *Mr. Wenstrup.  Thank you. 987 

 *Secretary Yellen.  -- rise above previous levels. 988 

 And the President's budget focuses on providing households the child care and other 989 

support they need to work.  And I think it is really important to boost labor supply, and the 990 

President's budget is focused on that. 991 

 *Mr. Wenstrup.  So my point is, it is just -- it is not completely honest if we just say, 992 

hey, unemployment is low.  Well, yes, but it is still a problem to get employees, so we can't 993 

pretend -- 994 

 *Secretary Yellen.  It is. 995 

 *Mr. Wenstrup.  -- there is a rosy picture.  We have got to address all these other 996 

issues. 997 

 *Secretary Yellen.  It is a problem that many businesses, most businesses, face and 998 

are trying to deal with. 999 

 *Mr. Wenstrup.  Thank you.  I yield back.  I appreciate it. 1000 

 *Chairman Smith.  [Presiding] The gentleman from Illinois is recognized. 1001 

 *Mr. Davis.  Thank you, Mr. Chairman. 1002 

 Thank you, Madam Secretary, and I thank President Biden for prioritizing policies 1003 

that would provide meaningful relief to Americans, both young and old. 1004 

 I deeply appreciate the recognition that making the adoption tax credit refundable is 1005 

essential to removing income as a barrier to adoption. 1006 

 I thank the President for advancing an even greater Child Tax Credit to lift even 1007 

more children out of poverty.  The CTC was a lifeline in my communities, and its absence 1008 
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makes children more vulnerable. 1009 

 I also want to thank you for prioritizing the improvements to the Earned Income Tax 1010 

Credit that I have long championed in my responsible fatherhood legislation, and for 1011 

preserving the protections for foster youth and youth experiencing homelessness. 1012 

 I thank you for permanently ending the taxation of forgiven student debt, and for all 1013 

the other policies that would make our country stronger. 1014 

 I hope that you will consider the importance of direct tax credits for child care and 1015 

rent as supplements to the strong budget you proposed.  As we saw with the modernized 1016 

child dependent tax credit in 2021, direct tax credits serve as an essential tool for helping 1017 

every eligible working parent or cost -- given the limited availability of other assistance, 1018 

such as vouchers or low-income housing. 1019 

 And finally, like other systems in our country, the seemingly race-neutral tax policies 1020 

and audit practices have a substantial, disproportionate impact on taxpayers of color.  So I 1021 

hope to work with you to identify legislation that would collect key demographic 1022 

information about tax payers to better understand racial and gender equity. 1023 

 And I thank you very much. 1024 

 *Secretary Yellen.  Thank you very much. 1025 

 [Pause.] 1026 

 *Chairman Smith.  Do you yield?  1027 

 *Mr. Davis.  No, I will yield, of course, for the Secretary. 1028 

 *Secretary Yellen.  Oh.  Well, certainly, the President supports the Child Tax 1029 

Credit and Earned Income Tax Credit, and would work with you to consider the Child and 1030 

Dependent Care Credit, which was passed earlier by Congress, but -- by the House, but isn't 1031 

in the Green Book proposals, but I would certainly look to work with you on that. 1032 

 *Mr. Davis.  Well, thank you for all of your accomplishments.  It is certainly a 1033 



 
 

  46 

strong budget, and we look -- 1034 

 *Secretary Yellen.  Thank you. 1035 

 *Mr. Davis.  -- forward to continuing to work to make it even stronger.  Thank you 1036 

very much -- 1037 

 *Secretary Yellen.  Thank you. 1038 

 *Mr. Davis.  -- and I yield back. 1039 

 *Chairman Smith.  The gentleman from Texas is recognized. 1040 

 *Mr. Arrington.  Thank you, Mr. Chairman. 1041 

 Thank you, Madam Secretary.  I am the budget chairman, and we will have a 1042 

budget.  My Democrat colleagues the last four years did not have a budget.  So it is rich 1043 

when I hear them talk about us presenting a budget.  1044 

 The second thing I would want the American people to know is you all sent your 1045 

budget late.  And so the process is delayed.  And we are going to take our time -- and I 1046 

hope you appreciate this -- to unpack what is in this massive budget proposal.  We are 1047 

going to analyze it, and we are going to lay it out for the American people. 1048 

 So that will be the process.  We will have a budget, and we will be able to compare 1049 

not just the numbers, but the priorities, the policies, the values, and the vision that we differ 1050 

on for the future of this country. 1051 

 A quick question, if you could, just a yes or no on this:  Does the amount of 1052 

government spending that we have been pushing out over the last couple of years, about $10 1053 

trillion, 6 of that will be -- is borrowed money that is adding to the debt about $6 trillion -- 1054 

does that -- has that contributed to this 15 consecutive months of record inflation?  1055 

 And as you, I am sure, are aware, inflation that is cutting the budgets of our working 1056 

families, really devastating poor people and seniors on a fixed income, but is spending 1057 

contributing to that, Federal Government spending contributing to that?  Yes or no. 1058 
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 *Secretary Yellen.  Well, I believe that that was critically important support to make 1059 

sure we didn't end up with a scarred labor force at a time when the risk was, we could see, a 1060 

serious -- 1061 

 *Mr. Arrington.  So is that a yes, that spending -- has spending contributed to 1062 

inflation?  Just yes or no.  Forget your reasons why.  You make that case to the American 1063 

people.  I will say that the American Rescue Plan that was Democrat-supported, no 1064 

Republicans, jammed through, was more about bailing out union pensions and paying 1065 

teachers unions for schools that never opened to our children.  We can debate that point. 1066 

 *Secretary Yellen.  Well, I think that --  1067 

 *Mr. Arrington.  Did spending contribute to inflation? 1068 

 *Secretary Yellen.  I believe that most of the inflation we have experienced 1069 

represents -- reflects disruptions from the pandemic -- 1070 

 *Mr. Arrington.  Okay, Madam Speaker -- 1071 

 *Secretary Yellen.  -- the supply side -- 1072 

 *Mr. Arrington.  I mean, listen, Madam Secretary -- 1073 

 *Secretary Yellen.  -- of the economy, and -- 1074 

 *Mr. Arrington.  Madam Secretary, please, and with all due respect, I asked for a 1075 

simple answer. 1076 

 The American people know that the spending that has flooded the marketplace has 1077 

created this gap in supply and demand, and it is punishing, punishing as the worst of 1078 

regressive taxes on all Americans. 1079 

 And here is the insulting thing.  And again, with all due respect, this is insulting that 1080 

your budget, the President's budget, increases spending.  It is -- these are -- the budget has 1081 

the highest sustained levels of spending, taxes, and deficits in the history of the United 1082 

States of America. 1083 



 
 

  48 

 Now, I want to finish on this.  You have requested 100 billion more in just 1084 

discretionary spending.  If you do the average amount of spending that you all have 1085 

requested in the last three years, the actual and the requested, we would be $3 trillion over 1086 

the 20 trillion that CBO is projecting.  It is bankrupting the country, and it is insulting that 1087 

your budget comes -- you know, your proposal is more of the same. 1088 

 *Secretary Yellen.  I am sorry, there is $3 trillion of deficit reduction over the next -1089 

- 1090 

 *Mr. Arrington.  Nobody believes that. 1091 

 *Secretary Yellen.  -- 10 years in this budget. 1092 

 *Mr. Arrington.  I appreciate that on paper -- 1093 

 *Secretary Yellen.  And there are ways -- it is one thing to spend when you don't 1094 

pay for it, and it is another thing to spend when you do.  And there are revenue raisers in 1095 

this budget that more than finance the additional spending that -- 1096 

 *Mr. Arrington.  You all have added six trillion to the debt. 1097 

 *Secretary Yellen.  -- is proposed. 1098 

 *Mr. Arrington.  And even if I believe what you put on paper, you are taking off 1099 

half of that -- only half of the six trillion you have added, as if it is -- as if you are trying to 1100 

give a gift back to the -- "Here is half of your money back.  We are going to help save the 1101 

country by giving half the money that we borrowed on the backs of our children.'' 1102 

 I just don't believe it, and I look forward to more conversations, and I appreciate your 1103 

service. 1104 

 *Chairman Smith.  I recognize the gentlelady from California. 1105 

 *Ms. Sanchez.  Thank you. 1106 

 Secretary Yellen, thank you so much for joining us here this morning.  You have a 1107 

long and distinguished resume and career, and you are doing a terrific job.  We applaud 1108 
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you.  I am sure that, as a woman working in a traditionally dominated male field, you are 1109 

probably no stranger to breaking firsts and paving the way for other women, which is why, 1110 

during Women's History Month, it is disappointing to see some of my colleagues talk down 1111 

to you, use profanity, and not allow you to finish your answers here at this hearing.  And I 1112 

think it is important to call out that kind of behavior. 1113 

 I want to refute a point that several of my colleagues have made with respect to the 1114 

lack of workers that somehow my Republican colleagues want to blame the Democrats for.  1115 

I want to remind my colleagues of a few salient points about the worker shortage.  1116 

 Number one is that, prior to the pandemic, we had worker shortages.  When I used 1117 

to meet regularly with my small business owners, they identified that as the number-one 1118 

problem that they were experiencing. 1119 

 And then, during COVID, many Baby Boomers retired during the pandemic, and 1120 

many are now too old to return back to the workforce.  So that is a contributing factor. 1121 

 Additionally, the birth rate in the United States has been falling for years, and it is 1122 

not at replacement right now.  So we don't have the workers coming up because we simply 1123 

have a lower birth rate. 1124 

 And then I would remind my colleagues on the other side of the aisle that lack of 1125 

movement on immigration reform that creates legal pathways for immigrants to come to this 1126 

country also exacerbates the worker shortage. 1127 

 So let's just be real clear about what some of these contributing factors are.  Instead 1128 

of just blanket-blaming Democrats for the lack of workers, it is some of the actual things 1129 

that are outside of our control, which is demographics, but also things that are within our 1130 

control, like immigration reform. 1131 

 Secretary Yellen, I wanted to ask you about the Inflation Reduction Act, because 1132 

Treasury has embarked on some critical mineral agreements with Japan and the European 1133 
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Union, and I understand that the intent is to address their concerns on EV tax credits, but 1134 

that is not exactly happening in a vacuum.  Our allies have said that they will build on their 1135 

existing climate subsidies in response to the IRA.  I think that all of us who helped write 1136 

this law agree that we need to work with our allies on shared climate goals. 1137 

 But I also want to stress that the unprecedented way these agreements were written -- 1138 

with this exercise, we continue to upend the separation of power on trade authorities.  These 1139 

agreements have been written in a manner that gives the Secretary the power to guarantee 1140 

specific tax cuts, with USTR signing off on your behalf.  So I want to focus on those 1141 

agreements and how they will affect the domestic union supply chains that we are trying to 1142 

foster as our partners try to expand their investments. 1143 

 Madam Secretary, California is home to one of the largest untapped lithium reserves 1144 

in the world, which is close to the Salton Sea.  And so how may this select buyers club have 1145 

the potential to undermine investments back home? 1146 

 *Secretary Yellen.  Well, the Inflation Reduction Act creates very strong incentives 1147 

to produce, develop minerals for batteries in the United States, and to develop their capacity 1148 

to process those minerals. 1149 

 However, the global demand for these minerals in the years to come will be 1150 

enormous, and we are highly dependent on China.  And so we have seen, as one of the 1151 

goals of the IRA, to broadly strengthen supply chains for these critical minerals and their 1152 

processing.  And so the agreements that we are discussing with Japan and with Europe 1153 

would potentially, if it is possible to form such agreements, permit our close allies to also 1154 

contribute minerals and their processing that would be eligible for use in electric vehicles 1155 

that are assembled in North America. 1156 

 But this is going to be a vast and growing market, and there are huge incentives for 1157 

development of minerals in the United States. 1158 
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 *Ms. Sanchez.  I thank you for your answer, and I yield back. 1159 

 *Chairman Smith.  The gentleman from Georgia is recognized. 1160 

 *Mr. Ferguson.  Thank you, Mr. Chairman, and thank you, Madam Secretary, for 1161 

being here today. 1162 

 You know, early on in your remarks you threw out a term I had not heard called 1163 

modern supply side economics.  I did a little quick research on that.  I believe you are 1164 

calling a duck a squirrel.  That is nothing more than modern monetary theory.  And I 1165 

would suggest that the American people don't go for that. 1166 

 But anyway, that is not really what I wanted to get to.  You know, you have got $80 1167 

billion for 87,000 new IRS employees.  You are asking for another 43 billion.  And, you 1168 

know, we -- I just -- number one, I don't see where those -- you know, where the plan for the 1169 

previous employees are.  Number two, how do we know that these employees won't be 1170 

looking into the bank accounts of our fellow Americans? 1171 

 Our friends on the other side of the aisle tried to get an IRS surveillance program 1172 

into the banking system in the last Congress, and we successfully blocked it.  But we have 1173 

had to go so far as to introduce a bill, H.R. 1010, Prohibiting IRS Financial Surveillance 1174 

Act.  Can we have your assurances that none of the money that has been appropriated to the 1175 

IRS will be used to implement a financial surveillance system with the banking system 1176 

snooping into the bank accounts of our fellow Americans, unless it is directed by Congress?  1177 

Yes or no, do we have your commitment that you won't go around the back of Congress and 1178 

implement that program? 1179 

 *Secretary Yellen.  Of course not.  We require legislation -- 1180 

 *Mr. Ferguson.  Good.  Thank you, thank you.  I appreciate that, Madam 1181 

Secretary, and I appreciate the directness of the answer. 1182 

 Second thing, you know, we -- I still don't get the fact that under the Constitution the 1183 
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power of taxation lies with Congress, and yet you are negotiating U.S. tax policy, and you 1184 

are ceding U.S. tax policy and revenue to countries around the world with the OECD.  I will 1185 

tell you, I have said this, and I think I said this the last time you were here.  We are about 1186 

making America the most competitive place in the world to do business, and we should be 1187 

winning both on the manufacturing side and the export side.  We should be importing 1188 

treasure from around the world to the United States of America.  And I don't think that we 1189 

should give up one dime of our U.S. revenue to foreign countries with this. 1190 

 When we have a debt crisis that is looming, okay, real quickly, can you explain -- 1191 

can you tell me, will the GILTI revenues, if your Pillar Two is implemented, will those 1192 

revenues go down here in the U.S.? 1193 

 *Secretary Yellen.  Well, if the United States implements the GILTI tax, which 1194 

would involve -- 1195 

 *Mr. Ferguson.  As a function of Pillar Two -- 1196 

 *Secretary Yellen.  In Pillar Two -- 1197 

 *Mr. Ferguson.  -- would you see a decrease in tax revenue coming into the U.S. 1198 

from that. 1199 

 *Secretary Yellen.  It would be a huge increase in tax revenue -- 1200 

 *Mr. Ferguson.  Ah, okay. 1201 

 *Secretary Yellen.  -- if we implement the GILTI tax. 1202 

 *Mr. Ferguson.  Okay. 1203 

 *Secretary Yellen.  Our tax revenue would -- 1204 

 *Mr. Ferguson.  I think that has yet to be determined.  Now -- 1205 

 *Secretary Yellen.  -- would clearly rise. 1206 

 *Mr. Ferguson.  -- one final thing, Madam Secretary.  You know, Americans, really 1207 

-- over the years, of all of the alphabet agencies up here, they tend to fear the letters I-R-S 1208 
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more than most.  And one of the things that we find disturbing is that the IRS has been 1209 

buying up a tremendous amount of ammunition and firearms over the years.  Two things. 1210 

 Number one, can you provide a report to this body that will explain why the IRS has 1211 

purchased so much nine millimeter ammunition?  1212 

 And will you commit to not buying a single bullet or a single gun in that agency until 1213 

you get your customer service right? 1214 

 *Secretary Yellen.  Look, there -- 1215 

 *Mr. Ferguson.  Yes or no, will you look into that? 1216 

 *Secretary Yellen.  No, I won't, because -- 1217 

 *Mr. Ferguson.  Okay.  Thank you.  Madam, my time has expired.  1218 

 Mr. Chairman, I yield back. 1219 

 *Chairman Smith.  Thank you.  The gentleman from Kansas is recognized. 1220 

 *Mr. Estes.  Thank you, Mr. Chairman, and thank you, Madam Secretary.  Over 1221 

here, we are doing two for -- I am sorry.  Thank you, Madam Secretary, for joining us 1222 

today. 1223 

 You know, as we were meeting today, you know, we just got the Administration's 1224 

budget yesterday, and tried to dig through the numbers and get an understanding.  But, you 1225 

know, just from top line over the next 10 years, we are spending $8.2 trillion in spending; 1226 

we are raising in revenue, or bringing in in revenue, $65 trillion, which equates to a 1227 

corresponding deficit of $17 trillion.  Now, I know you have said that we are having a $3 1228 

trillion cut in the deficit, but just because we are not making a $20 trillion deficit, it is still a 1229 

$17 trillion increase over the 10-year period. 1230 

 And we talked earlier a little bit about the 15 percent increase in the department after 1231 

already getting the 80 billion last year, and with us being in debt and -- actually, next year, 1232 

over $1 out of $4 that is being spent in the 2024 suggested budget is borrowed.  It is almost 1233 
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$1 out of $3 is borrowed, 30 percent of the spending next year. 1234 

 So today I want to focus a little bit and follow up a little bit on my colleague from 1235 

Georgia, who talked about the OECD, and particularly talked a little bit about the OECD 1236 

Pillar Two and the impact on the U.S. competitiveness in the world.  And what is being 1237 

negotiated is some radical changes in the international tax system, and we have sent a letter 1238 

to my -- or there was a letter that you sent back to my office indicating you look forward to 1239 

working with us to implement this. 1240 

 I can tell you that Congress isn't in favor of this.  As several of us have mentioned, 1241 

we have very main concerns, and Congress doesn't want to implement something that will 1242 

make America weaker and less competitive. 1243 

 So, you know, last year, the Democrat majority in Congress wouldn't even pass the 1244 

Pillar One -- or the Pillar Two, an OECD provision.  So have you informed the other 1245 

countries that we are negotiating with that, you know, you -- it wouldn't pass last year, and it 1246 

is probably not going to pass under a Republican Congress this year? 1247 

 *Secretary Yellen.  Well, my understanding is that there were Members of Congress 1248 

that did not want the United States to go first in implementing a 15 percent minimum tax 1249 

country by country.  We already have a 10.5 percent GILTI or minimum tax on earnings of 1250 

American multinationals abroad.  And now the European Union has adopted it, and other 1251 

countries are moving forward.  Japan, the United Kingdom, Singapore, many countries are 1252 

going forward with this.  So the issue of our going first and will others follow no longer 1253 

exists. 1254 

 *Mr. Estes.  Well, it -- 1255 

 *Secretary Yellen.  And it is critically important for us to -- 1256 

 *Mr. Estes.  It does change, though, if we -- 1257 

 *Secretary Yellen.  -- to put this in -- 1258 
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 *Mr. Estes.  Before I run out of time, if the proposal is to raise our GILTI to 21 1259 

percent, when everybody else is doing 15 percent is all that they have to do, I mean, that is 1260 

going to make American businesses less competitive. 1261 

 *Secretary Yellen.  Well, no, it is not -- 1262 

 *Mr. Estes.  And in the meantime, with the -- under tax provisions, it is going to 1263 

actually allow other countries to still race to the bottom through this process. 1264 

 *Secretary Yellen.  That isn't right, because right now we have a 15 percent tax and 1265 

no other country has any tax whatsoever.  So there is a 15 percent gap.  Now they are all 1266 

going to have a 15 percent gap, and we are proposing that we go to 21, which is a much 1267 

smaller gap of 6 percent. 1268 

 We are a competitive, attractive place to do business, and having a lower tax rate on 1269 

the earnings of American companies abroad than they would pay at home is an incentive to 1270 

shift jobs out of the United States abroad.  And we are more competitive, and we are 1271 

narrowing that gap, which makes it more attractive to invest in the United States. 1272 

 *Mr. Estes.  It really is.  1273 

 *Chairman Smith.  All right. 1274 

 *Secretary Yellen.  And a disadvantage -- 1275 

 *Mr. Estes.  We would agree on that, that U.S. competitiveness is hurt, and that is 1276 

what was addressed. 1277 

 And I have run out of time, but I will yield back, Mr. Chairman. 1278 

 *Chairman Smith.  The gentleman from New York. 1279 

 *Mr. Higgins.  Thank you, Mr. Chairman.  1280 

 Madam Secretary, yesterday this committee held a hearing on the technicality of a 1281 

proposal where there was a lot of talk about debt, deficit, and priorities.  At the same time, 1282 

the President released a $6.9 trillion budget plan, a 182-page document, that aims to cut the 1283 
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deficit by $3 trillion over the next decade.  1284 

 Bloomberg Economics put out a comprehensive report last month saying that 1285 

President Biden was on track to becoming the greatest jobs-producing President in U.S. 1286 

history, nearly 13 million jobs in the past 26 months, including 504,000 in January, and 1287 

311,000 that was announced this morning for the month of February.  They forecast that, 1288 

while inflation was at 9.1 percent in June of last year, the forecast for this time next year is 1289 

2.25 percent.  Ninety-two percent of Americans now have access to affordable health care.  1290 

And we are beginning, through the Inflation Reduction Act, to compete, in a real sense, with 1291 

China. 1292 

 You know, the Stone Age didn't end because we ran out of stones.  And the oil age 1293 

won't end because we run out of oil.  The oil age will end when we find a way to do it that 1294 

is cleaner, quicker, and more competitive. 1295 

 The Inflation Reduction Act includes two major pieces.  One is a $7,500 tax credit 1296 

for Americans to purchase electric vehicles, and also a tax credit for American 1297 

manufacturers of batteries that is estimated to reduce the cost of an electric car by an 1298 

additional $9,000.  It seems as though, you know, we finally got the message that we need 1299 

to be tough about China, but we need to be tougher on ourselves about China, as well.  And 1300 

these initiatives in the Inflation Reduction Act and in this budget, I think, go a long way to 1301 

doing that. 1302 

 You are the 78th Secretary of the Treasury.  You were appointed in January of 1303 

2021.  And just your thoughts about these and other efforts that are in the budget toward the 1304 

goal of increasing American competitiveness accruing to the advantage of the American 1305 

people and the American consumer. 1306 

 *Secretary Yellen.  Well, thank you for your comments.  I strongly agree with your 1307 

assessment of the Inflation Reduction Act.  It is already having a dramatic effect on 1308 
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investment in the United States and job creation, and will make us more energy secure and 1309 

more competitive, and deal with the really national security threat that reflects our over-1310 

dependence on China for the provision of many -- both battery components and electric 1311 

batteries, solar panels, wind turbines, what we need to feel -- be energy secure, to promote 1312 

clean energy. 1313 

 So this is a huge step.  The Semiconductor and CHIPS Act addresses our 1314 

dependance in China and reduction in competitiveness in manufacturing semiconductors in 1315 

the United States.  And that is having a huge effect already in job creation.  And the 1316 

Infrastructure Act is really shoring up our competitiveness by finally repairing roads and 1317 

bridges that are decaying in the United States and really need to be upgraded, and also what 1318 

is necessary for a modern economy to have digital access all over the country. 1319 

 And these bills are shoring up our competitiveness, and the budget will add to the 1320 

provision of funding for R&D innovation in the United States and other things. 1321 

 *Mr. Higgins.  Thank you.  I yield back. 1322 

 *Chairman Smith.  The gentleman from Pennsylvania is recognized. 1323 

 *Mr. Smucker.  Thank you, Mr. Chairman. 1324 

 Madam Secretary, thank you for your service to our country.  I was pleased to hear, 1325 

in response to one of my colleague's questions earlier just a little while ago, you said that the 1326 

debt, these matters -- and I quote -- "should be should be taken seriously.'' 1327 

 When you and I talked last year during this hearing, you said -- and again, I quote -- 1328 

"it is desirable to reduce deficits.''  Do you still feel that way, Madam Secretary? 1329 

 *Secretary Yellen.  Yes, I do. 1330 

 [Chart] 1331 

 *Mr. Smucker.  The chart I have here -- and I don't know if you can see it; hopefully 1332 

can catch it.  But this is the next 10 years, and compares the 2023 proposal by the President, 1333 
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budget proposal, and 2024.  I have directly from the budget these sheets.  And what it 1334 

shows is that this proposal -- 2024, compared to 2023 -- increases deficits further, year over 1335 

year.  And the orange on here is your new proposal compared to what you were proposing 1336 

last year.  You see some significant difference in the early years, but it never is reduced 1337 

over the proposals from last year. 1338 

 And on your totals on this sheet, you are proposing over the next 10 years today 17 1339 

trillion in additional deficits and debt, as opposed to 12 months ago you were proposing 14 1340 

trillion total in deficits and debt. 1341 

 So my question is today, why are you proposing three trillion higher deficits than 1342 

you proposed last year?  1343 

 *Secretary Yellen.  Well, the budget contains a table, table S2, that shows the effect 1344 

of the budget proposals on projected deficits.  And that illustrates quite clearly -- 1345 

 *Mr. Smucker.  Do you disagree with my -- 1346 

 *Secretary Yellen.  I do. 1347 

 *Mr. Smucker.  -- my characterization? 1348 

 *Secretary Yellen.  I do disagree, because what this table shows is that the 1349 

President's proposals result in additional deficit reduction relative to the 2023 baseline of 1350 

close to $3 trillion.  And -- 1351 

 *Mr. Smucker.  Could you point out which year there   are -- 1352 

 *Secretary Yellen.  I am sorry, I can barely see your chart, but I can -- 1353 

 *Mr. Smucker.  Well, could you -- 1354 

 *Secretary Yellen.  I can tell you -- 1355 

 *Mr. Smucker.  Could you look at your sheet and tell me which year there are -- 1356 

 *Secretary Yellen.  I can tell you -- 1357 

 *Mr. Smucker.  -- lower deficits than what you had proposed last year? 1358 



 
 

  59 

 *Secretary Yellen.  Well, for example, starting in 2025, the projected deficits in the 1359 

baseline were 6.7 percent.  And in the President's proposal -- 1360 

 *Mr. Smucker.  That was not your baseline last year.  That is CBO's baseline, 1361 

which is far higher than what you were projecting last year. 1362 

 So essentially, you are saying our policies created higher deficits than you had 1363 

projected last year, and now we are going to take credit for reducing those higher deficits by 1364 

three million.  Am I right on that?  Or three trillion. 1365 

 *Secretary Yellen.  Relative to where we were before this budget was issued, and 1366 

the deficits that we would have seen, this budget projects -- 1367 

 *Mr. Smucker.  Nobody under -- 1368 

 *Secretary Yellen.  -- three trillion less. 1369 

 *Mr. Smucker.  Nobody outside of the Beltway will look at your proposal compared 1370 

to the proposals last year, will look at your proposal compared to what has actually 1371 

happened, will look at a chart like this, which is taken directly from your numbers, and say 1372 

that we are reducing the deficit. 1373 

 And it is a shame, because we both agree that, long term, we are on a wrong fiscal 1374 

trajectory, we must do something about it.  And this budget does nothing.  In fact, it adds 1375 

to the deficits and debts that we have been experiencing. 1376 

 So, again, no one else would believe that we are reducing the deficits with your 1377 

budget.  Thank you. 1378 

 *Chairman Smith.  I recognize the gentlelady from West Virginia. 1379 

 *Mrs. Miller.  Thank you, Chairman Smith and Ranking member Neal. 1380 

 And thank you, Secretary Yellen.  I hope you take that cough drop.  It is from me. 1381 

 *Secretary Yellen.  Thank you, thank you very much. 1382 

 *Mrs. Miller.  In your fiscal year 2022 revenue proposals, you recommended that 1383 
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Congress lower the 1099-K threshold from the time-tested standard of $20,000 to just $600 1384 

with no transaction minimum in order to, and I quote, "close the tax gap.''  Congressional 1385 

Democrats heeded your request, and included the provision without any debate or 1386 

consideration.  President Biden signed it into law, and he touts the accomplishments of that 1387 

bill to this day. 1388 

 In December of last year, your IRS delayed the implementation of the provision that 1389 

you recommended for a full year.  The IRS cited the difficulty in administering the program 1390 

as just one reason for this delay.  Your IRS had a full year to prepare and to send taxpayers 1391 

a bill that they likely didn't owe, and you could not handle the burden.  If this policy was 1392 

too difficult for the IRS to get right after a year of work with your 87,000 new agents, not all 1393 

of which are even back in the office yet, how do you expect an individual -- say he is selling 1394 

his couch, or drum set, or old furniture -- to handle the cost and the compliance burden? 1395 

 *Secretary Yellen.  Well, this was enacted into law in the American Rescue Plan, as 1396 

you pointed out, and the IRS began to implement it as required, and heard a number of 1397 

concerns by individuals and organizations that this was confusing. 1398 

 *Mrs. Miller.  Oh, absolutely.  I hate to interrupt you, but it is a nightmare for 1399 

people that pass money back and forth.  You know, one pays the rent, one does such and 1400 

such, and they Venmo back and forth. 1401 

 I have spent the better part of two years trying to fix the mess that the Democrats 1402 

created with this provision.  And I want to thank every one of my Republican colleagues for 1403 

cosponsoring my bill, H.R. 190, and I certainly hope that my Democrat colleagues will do 1404 

the same thing to protect all of our constituents from an undue burden on -- just a bad policy. 1405 

 Secretary Yellen, in May of 2021, just after the Biden Administration pushed 1406 

through the 1.9 trillion spending bill on a partisan vote, you claimed that five percent 1407 

inflation at the time would be transitory, meaning temporary and brief.  And I am sure that 1408 
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the Biden Administration based decisions on your analysis. 1409 

 But a year later, in June 2022, inflation then hit a 40-year high of 9.1 percent.  A 1410 

few weeks ago this committee held its first hearing in my home state, and all of our 1411 

witnesses said that their number-one hardship is -- dealing now in 2023 -- is still inflation, 1412 

the direct result of the failed economic policies of the Biden Administration. 1413 

 Obviously, inflation is not transitory.  You were wrong, and the people that are 1414 

suffering as a result would really like to know if you might apologize for saying that, and 1415 

being wrong, and misleading them. 1416 

 *Secretary Yellen.  Well, inflation is the President's top priority to bring it down.  1417 

And it is certainly too high.  It has come down off its highs a year ago.  Over the last year 1418 

we have made progress, and in part that reflects -- what I meant at the time was there were 1419 

disturbances from the pandemic on supply chains that would eventually resolve.  And due 1420 

to the President's efforts and the passage of time, those supply chain disturbances have 1421 

largely resolved. 1422 

 *Mrs. Miller.  Please. 1423 

 *Secretary Yellen.  Shipping costs have come down -- 1424 

 *Mrs. Miller.  They haven't, they have not. 1425 

 *Secretary Yellen.  -- substantially, inventories that had been depleted have largely 1426 

been rebuilt. 1427 

 *Mrs. Miller.  I really think that the words that -- 1428 

 *Secretary Yellen.  But there remain inflationary pressures -- 1429 

 *Mrs. Miller.  -- we really should hear is that I am sorry. 1430 

 *Secretary Yellen.  -- that need to be dealt with.  And Russia's war on Ukraine has 1431 

also exacerbated inflation -- 1432 

 *Mrs. Miller.  I yield back. 1433 



 
 

  62 

 *Secretary Yellen.  -- all over the world. 1434 

 *Chairman Smith.  The gentlelady from Washington is recognized. 1435 

 *Ms. DelBene.  Thank you, Mr. Chairman. 1436 

 And thank you, Madam Secretary.  I am all the way on the other side here.  Thank 1437 

you for your time today, and for just all of your attention to the needs of working families 1438 

and struggling Americans.  And, in particular, I want to thank you for recognizing the 1439 

importance of affordable housing by introducing in the budget an increase in the Low-1440 

Income Housing Tax Credit, or the housing credit, and a reduction in bond financing 1441 

necessary to trigger more housing credit equity. 1442 

 These core proposals are for legislation that I have introduced, the Affordable 1443 

Housing Credit Improvement Act, which we will be reintroducing again this year with 1444 

Representatives LaHood, Beyer, and Wenstrup, so a very strong bipartisan proposal.  These 1445 

provisions would finance the production and preservation of over two million additional 1446 

affordable homes, and support three million jobs over the next decade. 1447 

 I wondered if you could speak to how increasing the supply of affordable housing 1448 

will increase our economy's long-term growth potential? 1449 

 *Secretary Yellen.  Well, I think we really have a serious shortage of affordable 1450 

housing, and it really makes it very difficult to hire workers to be able to support business 1451 

expansion when lower-income workers are unable to even afford to be able to live anywhere 1452 

near where they work.  And I think that has been a failing of our housing policy that we 1453 

believe should be corrected. 1454 

 *Ms. DelBene.  Well, thank you so much for including that. 1455 

 I wanted to switch gears a little bit.  Last year this committee held a hearing to 1456 

discuss ways to strengthen economic relations with Taiwan.  One way to do so would be by 1457 

negotiating an income tax agreement, which would boost investment and create jobs by 1458 
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reducing double taxation on U.S. and Taiwanese businesses.  I wondered if you could 1459 

update the committee on how Treasury is evaluating Taiwan's requests for an income tax 1460 

agreement with the United States. 1461 

 *Secretary Yellen.  We are looking -- we recognize that there is a problem there, 1462 

and are looking at potential ways to address it.  But I don't have anything specific to offer in 1463 

terms of a way forward. 1464 

 *Ms. DelBene.  Well, we look forward to and hope you will continue to consult 1465 

with Congress on that -- 1466 

 *Secretary Yellen.  Certainly. 1467 

 *Ms. DelBene.  -- since that is clearly a very important issue.  1468 

 And then lastly, during yesterday's markup of the Republicans' debt prioritization 1469 

bill, I asked the majority staff a technical question that they couldn't answer regarding the 1470 

logistical possibility of debt prioritization.  And so I just wanted to ask you, Madam 1471 

Secretary.  Is it feasible for Treasury's payment systems to prioritize payments to bond 1472 

holders over debt? 1473 

 *Secretary Yellen.  I think that we should not think that prioritization is a solution to 1474 

the debt ceiling issue.  Prioritization is simply not paying all of the government's bills when 1475 

they come due.  That is something we have never done since 1789, and that really is just 1476 

default by another name. 1477 

 So what is critical is that we maintain our commitment to pay the government's bills, 1478 

all the government's bills, when they come due.  And if we don't do that and think that there 1479 

is some shortcut around it that will avoid economic chaos, we are kidding ourselves because 1480 

not paying the government's bills will produce economic and financial collapse.  And I 1481 

would say that Fitch has already made clear in comments that they issued that a failure to 1482 

pay all of the government bills would potentially prompt a downgrade of our debt. 1483 
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 *Ms. DelBene.  Thank you, Madam Secretary.  I appreciate that. 1484 

 I yield back, Mr. Chairman.  1485 

 *Chairman Smith.  The gentleman from Oklahoma is recognized. 1486 

 *Mr. Hern.  Madam Secretary, over here.  Madam Secretary, I really appreciate you 1487 

being here today. 1488 

 Madam Secretary, with all due respect -- and we have talked about this both times 1489 

you have been here -- your going along OECD negotiations have been a failure.  Your 1490 

Democrat-majority House, Senate, President did not adopt these rules last year.  Here we 1491 

are, and there is no way in the world that Republicans are going to adopt this.  I don't know 1492 

how you think that circumventing Congress would be a way to do this.  1493 

 I think you would acknowledge that both of our jobs is to protect the U.S. worker, 1494 

the U.S. taxpayer, and the U.S. fisc, but you are making it much harder by not allowing us to 1495 

be a part of this process, as we are supposed to do here on Ways and Means. 1496 

 And there is no reason that we should expect that China is going to play nicely with 1497 

these rules.  I mean, they are kicking out Western auditors right now, and we are just 1498 

thinking that we are going to know exactly what -- their state-owned, state-regulated 1499 

enterprises are going to participate and be transparent?  I mean, trust me, we would like to 1500 

know their transparency, but we simply do not. 1501 

 How does this ability to -- we are -- this is a rhetorical question, but I guess we are 1502 

trying to figure out because we don't know how, in your OECD negotiations, you plan on 1503 

holding them accountable. 1504 

 You know, Madam Secretary, the American people need to know this.  I mean, we 1505 

are transferring and redoing our entire international tax system -- your words, not mine -- to 1506 

stop the race to the bottom.  And we have asked repeatedly -- myself, Kevin Brady, others -1507 

- I would like to once again submit another letter for the record requesting information. 1508 
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 *Chairman Smith.  Without objection. 1509 

 [The information follows:] 1510 

 1511 

**********COMMITTEE INSERT********** 1512 

1513 



 
March 9, 2023 

 

 

The Honorable Janet L. Yellen 

Secretary 

U.S. Department of the Treasury 

1500 Pennsylvania Avenue, NW 

Washington, D.C. 20220 

 

Dear Secretary Yellen,  

 

 I once again write to request information related to the Organization for Economic Co-

operation and Development (OECD) Pillar 1 Agreement.  

 

For over two years, Republicans on the Committee on Ways and Means have sought 

information to evaluate the Pillar 1 proposal pending at the OECD. Treasury has failed to 

respond to these requests with any information upon which Members could rely for an adequate 

review of the Pillar 1 proposal. It is not acceptable for Treasury to continue to withhold this 

information, particularly with the Biden Administration’s attempt to override Congress’s tax-

writing authority in the course of its negotiations with foreign governments at the OECD.  

 

Specifically, in April 2021, Committee Republicans requested that Treasury provide 

revenue impact estimates and estimates of which companies would be in the scope of the Pillar 1 

agreement. When Treasury failed to respond to the April 2021 request, Representative Ferguson 

repeated the request for these estimates during your testimony before the Committee on the 

President’s FY2022 Budget Request on June 17, 2021.1 Representative Ferguson also submitted 

questions for the record requesting this information.2 In November 2021, Treasury stated, “We 

expect Pillar One (sic) will be roughly revenue neutral for the U.S. fisc, and will not materially 

reduce U.S. tax revenues.”3 However, Treasury did not provide any information about its 

methodology or quantitative estimates for Republican Members to review. 

 

During your testimony before the Committee on the President’s FY2023 Budget Request 

on June 6, 2022, then Ranking Member Kevin Brady again repeated the request for Treasury to 

 
1 H. Comm. on Ways and Means Hearing, Hearing on the President’s Proposed Fiscal Year 2022 Budget with 

Treasury Secretary Janet Yellen (June 17, 2021), https://gop-waysandmeans.house.gov/event/hearing-on-the-

presidents-proposed-fiscal-year-2022-budget-with-treasury-secretary-janet-yellen/. 
2 H. Comm. on Ways and Means Hearing, Hearing on the President’s Proposed Fiscal Year 2022 Budget with 

Treasury Secretary Janet Yellen, Questions for the Record – Submitted by Rep. Drew Ferguson. 
3 Response from U.S. Department of Treasury to H. Comm. on Ways and Means Hearing, Hearing on the 

President’s Proposed Fiscal Year 2022 Budget with Treasury Secretary Janet Yellen, Questions for the Record. 



share its economic and revenue impact analysis of Pillar 1 with Congressional tax writers.4 

Despite having claimed six months earlier that Treasury’s analysis showed “Pillar One (sic) will 

be roughly revenue neutral for the U.S., you replied, “Until some final details of Pillar 1 are 

negotiated, it’s not possible to come up with an estimate to share with the Committee.” 

Questions for the record were again submitted, requesting this information,5 and Treasury’s 

responses to those questions again failed to include the requested estimates.6 

 

In yet another effort to obtain information about the Biden Administration’s surrender of 

U.S. taxing rights under Pillar 1, then Ranking Member Brady and Representative Hern filed a 

Resolution of Inquiry directing the Secretary of Treasury to provide certain documents in the 

Secretary’s possession to the U.S. House of Representatives relating to the impact of the OECD 

Pillar 1 agreement on the U.S. Treasury.7 Regrettably, on September 20, 2022, the Committee on 

Ways and Means unfavorably reported H. Res. 1269. 

 

Given the lack of a response from the Administration, then Ranking Member Brady and 

Representative Hern followed up with a letter to you on October 27, 2022, reiterating the 

request.8 Treasury responded on November 22, 2022, with a one-page response, yet again 

asserting, “any U.S. revenue impact would be modest to non-existent.”9 The response went on to 

note that:  

 

With respect to company inclusion estimates, the parameters for any agreement 

would apply to future years, for which we simply cannot know with certainty which 

companies would or would not meet the parameters. As to the revenue impact on 

other jurisdictions, undertaking a full analysis on that question would require data 

the Treasury Department does not have. Moreover, to our knowledge, no country 

has published interim data of its estimates of Pillar One reallocation or provided 

such estimates before Pillar One negotiations are complete, presumably because 

doing so could undermine that country’s national interests and its negotiating 

position.10 

 

As you know, Committee Republicans have never sought publication of the economic 

and revenue impact assessments of Pillar 1 that Treasury has generated and discussed internally. 

Rather, the request is that Treasury provide those assessments to Members of Congress who hold 

sole tax-writing authority under the Constitution. Committee Republican staff have made clear to 

 
4 H. Comm. on Ways and Means Hearing, Hearing on President’s Proposed Fiscal Year 2023 Budget with Treasury 

Secretary Janet Yellen (June 8, 2022), https://gop-waysandmeans.house.gov/event/hearing-on-presidents-proposed-

fiscal-year-2023-budget-with-treasury-secretary-yellen/. 
5 H. Comm. on Ways and Means Hearing, Hearing on the President’s Proposed Fiscal Year 2022 Budget with 

Treasury Secretary Janet Yellen, Questions for the Record – Submitted by Ranking Member Kevin Brady. 
6 Response from U.S. Department of Treasury to H. Comm. on Ways and Means Hearing, Hearing on President’s 

Proposed Fiscal Year 2023 Budget with Treasury Secretary Janet Yellen, Questions for the Record. 
7 H. Res. 1269, 117th Cong. (2022), https://gop-waysandmeans.house.gov/wp-content/uploads/2022/09/H.-RES.-

1269.pdf. 
8 Letter from The Hon. Kevin Brady, Ranking Member, Comm. on Ways and Means, and The Hon. Kevin Hern, 

Comm. on Ways and Means, to The Hon. Janet Yellen, Sec’y, U.S. Department of the Treasury (Oct. 27, 2022).  
9 Letter from Jonathan C. Davidson, Assistant Sec’y for Legislative Affairs, U.S. Department of The Treasury, to 

The Hon. Kevin Brady, Ranking Member, Comm. on Ways and Means (Nov. 22, 2022).  
10 Id. 



your staff that a private briefing, hosted by Treasury, would be an acceptable forum to receive 

this critical information. Your failure to respond to reasonable requests from Committee 

Republicans is disappointing and unacceptable.  

 

House Republicans will hold the Biden Administration accountable for its lack of 

transparency and its attempts to circumvent Congress’s Constitutional authority to enact U.S. tax 

laws. I reiterate the request for information in H. Res. 1269. I also request that Treasury provide 

tax revenue modeling data and reports estimating the economic impact of the OECD Pillar 2 

agreement on the United States Treasury to the Committee on Ways and Means. I look forward 

to your prompt compliance with the request by March 24, 2023.11  

 

 

Sincerely, 

 

Kevin Hern 

Committee on Ways and Means  

 

 

 
11 H. Res. 1269, 117th Cong. (2022), https://gop-waysandmeans.house.gov/wp-content/uploads/2022/09/H.-RES.-

1269.pdf. 
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 *Mr. Hern.  Thank you.  1514 

 Madam Secretary, what are you doing to prevent China from cheating?  1515 

 Madam Secretary, when are you going to release the analysis of the impact of Pillar 1516 

One and Pillar Two tax frameworks on the U.S. fisc?  1517 

 And do you have the revenue modeling data, or are you just not sharing it, or do you 1518 

not have the data at all?  1519 

 And I will give you the remaining 1 minute and 34 seconds to respond to all of those 1520 

questions. 1521 

 *Secretary Yellen.  We have presented in the budget estimates of the impact of 1522 

Pillar Two, which we urge adoption of by Congress.  Other countries are adopting Pillar 1523 

Two.  The European Union has already adopted it and put it into effect, and this is a huge 1524 

positive for the United States. 1525 

 Of course, it is up to Congress to decide if we should come into compliance with 1526 

Pillar Two or not, but we are the only country in the world that imposes any tax at all on the 1527 

foreign earnings of domestic corporations.  No other country does that.  And what the 1528 

OECD agreement does is 137 countries agreed that they will start to do what we already do, 1529 

and they have agreed to impose a higher tax rate than we currently -- 1530 

 *Mr. Hern.  So, Madam Secretary -- 1531 

 *Secretary Yellen.  -- than we currently put in place. 1532 

 *Mr. Hern.  Madam -- with all due respect, Madam -- 1533 

 *Secretary Yellen.  How is that bad for the competitiveness -- 1534 

 *Mr. Hern.  Madam Secretary, I agree.  You know, that sounds all great.  But if 1535 

you -- we have asked time and time again for you to give us this information for the last two 1536 

years, when we were not even in the majority. 1537 

 *Secretary Yellen.  But we have consulted regularly with this committee. 1538 
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 *Mr. Hern.  Excuse me? 1539 

 *Secretary Yellen.  We have consulted regularly with this committee. 1540 

 *Mr. Hern.  You have not responded with the information we have requested. 1541 

 Madam Secretary, in the remaining seven seconds answer the question how we are 1542 

going to hold China accountable.  We can't even keep balloons from flying across the 1543 

United States.  How are we going to hold them accountable to the OECD framework? 1544 

 *Secretary Yellen.  If China is not accountable, we will tax the income of Chinese 1545 

companies operating in the United States, and the same is true for all other countries that 1546 

adopt Pillar Two and its associated under tax payments rule.  That is the strong enforcement 1547 

mechanism that is built into this agreement, that a country that is non-compliant and decides 1548 

they wish to be a tax haven, that other countries have the ability to punish that by taxing 1549 

those firms themselves. 1550 

 *Mr. Hern.  You are assuming a fair playing field.  1551 

 *Chairman Smith.  The -- 1552 

 *Mr. Hern.  I yield back. 1553 

 *Chairman Smith.  Thank you.  The gentleman from North Carolina is recognized. 1554 

 *Mr. Murphy.  Thank you, Mr. Chairman. 1555 

 Thank you, Madam Secretary, for coming.  Is the workforce participation rate a 1556 

different statistic than the unemployment rate? 1557 

 *Secretary Yellen.  Of course. 1558 

 *Mr. Murphy.  Yes.  So our unemployment rate may be the same as it was 1559 

pre-pandemic, but our workforce participation rate is a full percentage lower, which means 1560 

two-and-a-half  -- more than two-and-a-half million workers are not in the workforce.  You 1561 

have said you think a great number are retirees. 1562 

 I would submit that is not the case.  We right now -- because Biden's continuation of 1563 
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the public health emergency continues with 18 million people on Medicaid who do not 1564 

qualify for benefits and, therefore, are not going into the workforce. 1565 

 Second is that retirees that left, our stock market has crashed, inflation has gone 1566 

through the roof.  So I don't see those people staying at home.  So it is disingenuous to say 1567 

that we are in the same situation as we were pre-pandemic.  We have been paying people 1568 

and enticing them not to come back to work. 1569 

 Second point, the Inflation Reduction Act passed without a single Republican vote.  1570 

It was done behind doors, a very partisan piece of legislation.  Fortunately, Senators Thune 1571 

and Sinema dropped an amendment which passed 57-43.  The Thune amendment fixed a 1572 

provision that said that small and medium-sized businesses, which are in my district, could 1573 

be subject to the book's -- fix this -- if not, they would have been subject to the book's 1574 

minimum tax administrative and financial burdens. 1575 

 I think that the congressional intent was very clear.  I think this Administration has 1576 

done everything it can to run around congressional intent.  I ask unanimous consent to 1577 

insert into the text the amendment debate and the final vote tally for the record, Mr. 1578 

Chairman. 1579 

 *Chairman Smith.  Without objection, so ordered. 1580 

 [The information follows:] 1581 

 1582 

**********COMMITTEE INSERT********** 1583 

1584 
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 *Mr. Murphy.  Secretary Yellen, as you remember, there was a bipartisan 1585 

amendment to clarify this in small business.  Do you agree it was the intent of Congress and 1586 

the Thune amendment was to maintain the current law aggregation rules, yes or no? 1587 

 *Secretary Yellen.  I want to make sure I understand what -- you are talking about 1588 

the corporate alternative minimum tax? 1589 

 *Mr. Murphy.  Would stay in its current state. 1590 

 *Secretary Yellen.  So it only applies to corporations with financial statement or 1591 

book income in excess of $1 billion. 1592 

 *Mr. Murphy.  All right, thank you.  On another topic I have heard from many 1593 

small businesses in my district, I have a very research-and-development-strong district and 1594 

state in North Carolina.  I am very concerned about the lapsed R&D expensing loss.  This 1595 

is a major problem for new startups when they are trying to develop new cures and new 1596 

drugs. 1597 

 This is supported in the House and the Senate by Democrats and Republicans.  But 1598 

as far as I can tell, the R&D expensing was omitted from the budget.  Will you commit to 1599 

helping us get section 174, the R&D expensing, across the finish line so that these 1600 

companies will not be hurt? 1601 

 *Secretary Yellen.  Well, we are in favor of support of R&D.  Currently, the FDII, 1602 

which is part of the taxation system for firms with derived intangible -- 1603 

 *Mr. Murphy.  So it has really hurt our young businesses that are trying to start out -1604 

- 1605 

 *Secretary Yellen.  We suggest repealing that, and working with Congress to put 1606 

something more effective -- 1607 

 *Mr. Murphy.  I appreciate that, because it hurts small businesses that are trying to 1608 

put new molecules, new cures when they have no income coming in. 1609 
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 *Secretary Yellen.  Well, we are -- 1610 

 *Mr. Murphy.  Lastly, can you explain to me what the rationale is of taxing 1611 

unrealized gains?  We are taxing something that someone has not even realized yet, what -- 1612 

in the future that number could actually be a loss.  And so we are going to go after them for 1613 

a potential -- it is like putting somebody in jail for a potential murder that they might do.  1614 

So what is the rationale? 1615 

 *Secretary Yellen.  We have a situation where hardworking teachers and firefighters 1616 

are paying a higher share of their income in taxation than billionaires who derive most of 1617 

their income from unrealized capital gains. 1618 

 *Mr. Murphy.  Well, they have to realize them to gain income. 1619 

 *Secretary Yellen.  Well, we are suggesting a tax on individuals earning more than 1620 

$100 million that would essentially be a pre-payment of taxes that are due upon death. 1621 

 *Mr. Murphy.  So we want to get the money in now, so we can spend it now, so 1622 

there will be even further deficit in the future. 1623 

 *Secretary Yellen.  Well, I -- it is -- I think it is entirely fair that extremely wealthy 1624 

people should -- 1625 

 *Mr. Murphy.  Well, I am not -- thank you.  I have used up my time, but it is -- I 1626 

am not talking about the wealth of the person, I am talking about the actual theory of 1627 

attacking somebody before they have actually gained their money.  And again, it is like 1628 

putting somebody in prison before they have done the murder. 1629 

 *Chairman Smith.  We want to thank the gentleman. 1630 

 *Mr. Murphy.  So thank you.  With that, Mr. Chairman, I will yield back. 1631 

 *Chairman Smith.  Yes, the lady from -- the gentlelady from California is 1632 

recognized. 1633 

 *Ms. Chu.  Secretary Yellen, I thank you for being here.  Last year, during our 1634 
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fiscal year 2023 hearing, I asked you what Treasury was doing to address the unacceptable 1635 

fact that low-income EITC filers were getting audited 4.5 times more frequently than all 1636 

other taxpayers earning under $500,000.  You answered this.  You said the resources 1637 

available to the IRS have been simply gutted, and it does not have the capacity to enforce 1638 

our tax laws as they apply to high-end evaders.  It also meant that taxpayer experience was 1639 

unacceptably poor, with long wait times for calls and a backlog of unprocessed returns. 1640 

 Well, we heard you.  And thanks to the Inflation Reduction Act, we put in $80 1641 

billion to the IRS to improve these functions, and we can already see the positive effect.  1642 

Contrary to the massive misinformation by those on the other side of the aisle, there has 1643 

been a sea change.  And in fact, The Washington Post just did an article earlier this week 1644 

saying the IRS braces for the unthinkable, a normal tax season.  And in fact, it said the 1645 

IRS's massive funding boost has begun to reach the front lines of the tax season.  It has 1646 

vaulted the agency from more than a decade of disarray to a once unimaginable position:  a 1647 

functioning tax service. 1648 

 The IRS is answering 90 percent of its phone calls, has squashed its backlog of 1649 

overdue returns, introduced new online taxpayer tools to keep pace with private software 1650 

companies, and processed 99.7 percent of returns filed this tax season.  And not only that, 1651 

but tax professionals are also saying that now the agency will be able to keep up with phone 1652 

calls and written correspondence and, most importantly, disburse refunds in a timely 1653 

manner. 1654 

 So I just have to say phone calls are getting answered with an average wait time of 1655 

seven minutes only.  And also, of the $850 million spent by the IRS, more than half of the 1656 

funds have gone directly to taxpayer services.  1657 

 *Secretary Yellen.  Yes.  1658 

 *Ms. Chu.  I also want to address an issue from earlier, which is the IRS does have a 1659 
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law enforcement team that they use for extremely serious cases on non-compliance.  1660 

 Earlier the gentleman from Georgia demanded there be no additional ammunition 1661 

purchases.  But actually, these law enforcement officials need ammunition to even qualify 1662 

for their job.  This demand from the gentleman from Georgia would actually put law 1663 

enforcement officials in harm's way, and is actually anti-police. 1664 

 So can you address both issues about the increased functioning of the IRS and this 1665 

law enforcement issue? 1666 

 *Secretary Yellen.  Well, I agree with what you said on both scores, and I appreciate 1667 

the description you gave of all of the ways in which taxpayers' service has improved since 1668 

the IRA provided this funding.  It is a high priority, and there will be more to come. 1669 

 And we -- there will also be a focus on hiring skilled tax attorneys and accountants 1670 

who will be able to audit the returns of high-income and wealthy taxpayers, complex 1671 

partnerships, corporations where we know there is very substantial under-reporting of 1672 

income, and there will be an increased payoff to that over time, and that will be another 1673 

important focus that you will see play out in terms of a reduction in the tax gap over time. 1674 

 With respect to the officers and the bullets, it is true there is a small cadre of -- 1675 

essentially, they are trained as law enforcement officers, individuals who do carry weapons 1676 

to deal with very -- 1677 

 *Chairman Smith.  The gentlelady's time has expired. 1678 

 *Ms. Chu.  Thank you. 1679 

 *Chairman Smith.  The gentleman from Texas -- Tennessee is recognized. 1680 

 *Mr. Kustoff.  Thank you, Mr. Chairman. 1681 

 Thank you, Madam Secretary, for appearing today.  I want to go back and talk about 1682 

the Inflation Reduction Act, and follow up on Congressman Adrian Smith's questions, and 1683 

maybe Congressman Drew Ferguson. 1684 
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 When we have been asked -- asked you about the number of audits specifically of 1685 

those taxpayers making less than $400,000, your reply has been something to the effect that 1686 

it won't increase compared to historical levels.  My question to you is, isn't it right that the 1687 

actual number of taxpayers making more -- or less than $400,000, those audits will increase?  1688 

Isn't that right? 1689 

 *Secretary Yellen.  Well, I don't --  1690 

 *Mr. Kustoff.  The actual number? 1691 

 *Secretary Yellen.  I don't have that information.  But if the size of that population 1692 

goes up and you maintain a constant audit rate, the number would probably rise. 1693 

 *Mr. Kustoff.  Fair enough.  And that is as a result of the passage of the Inflation 1694 

Reduction Act, correct? 1695 

 *Secretary Yellen.  Well, I am not sure what you mean by that.  I mean -- 1696 

 *Mr. Kustoff.  Well, I mean, we just -- we voted -- I voted against -- the creation of 1697 

the Inflation Reduction Act, which increases the number of audits.  We have established 1698 

more than 400 -- those taxpayers more than $400,000.  I asked you about the number -- not 1699 

at historical levels, the actual number -- of taxpayers making less than $400,000.  You gave 1700 

me your answer, and I am asking you isn't that --  1701 

 *Secretary Yellen.  But, you know -- 1702 

 *Mr. Kustoff.  Ma'am, I am asking you, isn't that a direct result of the passage of the 1703 

Inflation Reduction Act? 1704 

 *Secretary Yellen.  It depends on what the policy is.  I have directed the IRS not to 1705 

raise audit rates on individuals or small businesses earning under $400,000. 1706 

 And what has happened is the IRS has been starved for resources.  It has -- 1707 

 *Mr. Kustoff.  Let me ask you this. 1708 

 *Secretary Yellen.  -- cut dramatically -- 1709 
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 *Mr. Kustoff.  This is in relation to the letter that was sent by the Congressional 1710 

Budget Office to then Ranking Member Kevin Brady, and then ranking member of the 1711 

Budget Committee, Jason Smith, dated August 25th, 2022.  "How will taxpayers with 1712 

incomes less than $400,000 be affected by the act?'' 1713 

 And I realize you don't have the letter in front of you.  "The act will affect taxpayers 1714 

with incomes less than $400,000 in several ways.  Activities other than audits such as 1715 

collections and automated screening and document matching are not constrained by the 1716 

Secretary's directive.  And under the 2022 Reconciliation Act, the amounts they generate 1717 

will be greater for taxpayers with all amounts of income,'' CBO projects. 1718 

 My question to you is you don't have any reason to doubt what CBO cites in this 1719 

letter, do you? 1720 

 *Secretary Yellen.  Look, we want taxpayers to be able to pay, and to pay the 1721 

amounts that are due.  And presumably, improvements in technology may raise compliance 1722 

in ways that are not directly related to the fraction of individuals that are audited. 1723 

 And, you know, the failure of -- 1724 

 *Mr. Kustoff.  Automatic screening and document matching for those taxpayers -- 1725 

 *Secretary Yellen.  -- an agency -- 1726 

 *Mr. Kustoff.  -- under $400,000 will be increased.  You don't disagree with the 1727 

CBO report, do you? 1728 

 *Secretary Yellen.  I haven't read it in detail, but -- 1729 

 *Mr. Kustoff.  Fair enough. 1730 

 *Secretary Yellen.  I -- you know, we have -- 1731 

 *Mr. Kustoff.  I will submit this for the record.  My time has -- 1732 

 *Chairman Smith.  Without objection. 1733 

 [The information follows:] 1734 
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 1735 

**********COMMITTEE INSERT********** 1736 

1737 



www.cbo.gov 

CONGRESSIONAL BUDGET OFFICE  Phillip L. Swagel, Director 
U.S. Congress  
Washington, DC  20515 

August 25, 2022 

Honorable Kevin Brady   Honorable Jason Smith 
Ranking Member    Ranking Member 
Committee on Ways and Means  Committee on the Budget 
U.S. House of Representatives  U.S. House of Representatives 
Washington, DC  20515   Washington, DC  20515 

Re: Additional Information About Increased Enforcement by the Internal 
Revenue Service 

Dear Congressmen: 

On August 16, 2022, Public Law 117-169, the 2022 reconciliation act, was 
enacted. As a result of increases in outlays for the Internal Revenue Service 
(IRS) stemming from the act, the Congressional Budget Office estimates 
that revenues will increase by $180.4 billion over the 2022–2031 period. 
CBO projects that some of the increased revenues will be collected from 
taxpayers with income less than $400,000; the amount will be a small 
fraction of the total increase.  

This letter provides additional information about the basis for CBO’s 
analysis and answers several questions that you asked. CBO will publish an 
updated cost estimate for the entire 2022 reconciliation act in the first week 
of September and is providing this information about the IRS’s 
enforcement now in response to interest expressed by you and other 
Members.  

CBO’s previous estimate of the revenue increase was $203.7 billion.1 
CBO’s current estimate is about $23 billion less than its previous estimate 
for two reasons. This estimate incorporates changes to the legislative 
language—about funding the IRS and improving taxpayers’ compliance—
that were made after CBO published the earlier estimate, which was based 
on the legislative text available on July 27, 2022. Those changes removed 

 
1 See Congressional Budget Office, cost estimate for H.R. 5376, the Inflation Reduction Act of 
2022 (August 3, 2022; updated August 5, 2022), www.cbo.gov/publication/58366. 

http://www.cbo.gov/publication/58366
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expedited hiring authority for the newly funded positions and the ability for 
the IRS to pay certain employees higher rates than those in the normal 
government salary structure. This estimate also incorporates the projected 
budgetary impact of a recent directive by the Secretary of the Treasury 
regarding how the additional funding will be used.  

How Does the IRS Enforce Tax Laws? 
The IRS relies largely on taxpayers to report their income, calculate the 
amount of tax they owe, and remit that amount through withholding or 
other payments. However, not all income is properly reported, and unpaid 
taxes amount to hundreds of billions of dollars annually, the IRS estimates. 
To collect some of those unpaid taxes, the IRS undertakes a variety of 
enforcement activities: 

• Auditing tax returns of corporations, partnerships, and individual 
taxpayers; 

• Collecting unpaid taxes through mailed notices, payment agreements 
with taxpayers, and liens or levies; 

• Identifying taxpayers who did not file returns on time and obtaining 
those returns; 

• Correcting mathematical or clerical errors; 

• Using software to flag fraudulent or questionable refunds; and 

• Verifying information reported by taxpayers by checking it against 
information from third parties. 

When additional funding is provided to the IRS for enforcement, it will, in 
CBO’s estimation, use all available productive approaches to increase 
revenues and raise voluntary compliance from taxpayers with all amounts 
of income.2 In CBO’s analysis, the IRS typically allocates its enforcement 
resources—such as hours of work by a group of employees—to maximize 
revenues for a given amount of spending and compliance with tax rules.  

 
2 For additional background about the IRS and how CBO analyzes its activities, see Congressional 
Budget Office, Trends in the Internal Revenue Service’s Funding and Enforcement (July 2020), 
www.cbo.gov/publication/56422. For additional details about CBO’s estimation methods, see 
Congressional Budget Office, letter to the Honorable Lindsey Graham regarding estimated 
revenue effects of increased funding for the Internal Revenue Service in H.R. 5376, the Build 
Back Better Act (November 18, 2021), www.cbo.gov/publication/57620.  

http://www.cbo.gov/publication/56422
http://www.cbo.gov/publication/57620
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Consequently, CBO generally estimates that if activities with higher 
predicted returns are restricted, the alternatives will generate lower returns. 
If the IRS is restricted from using additional funding to conduct certain 
audits, for example, it can use other enforcement activities instead, but they 
may not be as productive, and developing new ways of detecting 
noncompliance might take time. If the restriction required the IRS to use 
and track a specific allocation of funding for the audits it undertakes, its 
administrative costs would increase.   

How Much Is the Funding Increase for the IRS? 
Funding provided by the act is projected to make the IRS’s budget 
90 percent larger in 2031 than was projected in the July 2021 baseline that 
CBO used in its analysis of the 2022 reconciliation act. With this new 
funding, the IRS’s budget in 2031 is projected to be about one-tenth larger 
than it was at its recent peak in 2010, when measured as a share of total 
output in the economy. Of the additional $79 billion in funding, the act 
allocates $46 billion for enforcing tax laws; the remainder is provided for 
other activities such as services for taxpayers, operations support, and 
business system modernization.  

How Do Legislative Changes and Administrative Actions After July 27, 
2022 Affect CBO’s Projection of Revenues? 
Language providing flexibility to the IRS in hiring personnel had been 
included in the legislative text posted on the website of the Senate Majority 
Leader on July 27, 2022, but it was not included in the text posted on 
August 6, 2022, that was subsequently enacted into law. In CBO’s 
assessment, not including the personnel flexibility will cause the IRS to hire 
new personnel more slowly and could make hiring experienced candidates 
more difficult. CBO expects that hiring highly specialized enforcement 
employees who handle the most complex examinations and collections 
cases will be especially challenging. Also, if newly hired employees are 
less experienced, they will require additional training to become fully 
productive. As a result of the hiring challenges, the IRS will collect less 
revenues, CBO projects, than would have been the case if the enacted law 
had included the language providing personnel flexibility.  

On August 10, 2022, Secretary of the Treasury Janet Yellen directed that 
“any additional resources—including any new personnel or auditors that 
are hired—shall not be used to increase the share of small business or 
households below the $400,000 threshold that are audited relative to 
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historical levels.”3 In CBO’s projections, the IRS complies with that 
directive and undertakes alternative activities that generate less revenues.  

The reduction in projected revenues from those two changes is about 
$23 billion from 2022 to 2031, resulting in a total revenue increase of 
$180.4 billion. By CBO’s estimates, the interaction between the two 
changes will reduce revenues more than either change would individually, 
because personnel flexibility would have aided the IRS in hiring the type of 
highly specialized employees needed to target noncompliance by large 
corporations, complex partnerships, and individuals with complicated tax 
returns. Because of delays in hiring, CBO expects that the revenues 
collected will be greater after 2031 (the last year in CBO’s cost estimate for 
the act) than they would have been otherwise. 

What Would Have Happened If the Act Had Prohibited the IRS From 
Using the New Funding on Audits of Taxpayers With Income Less 
Than $400,000? 
When amendments to the 2022 reconciliation act were offered in the Senate 
on August 7, this potential change was considered and not adopted: 

“At the end of section 10301, add the following: (c) LIMITATIONS 
RELATED TO THE INTERNAL REVENUE SERVICE.—None of the funds 
appropriated under subsection (a)(1) may be used to audit taxpayers 
with taxable incomes below $400,000.”  

If that change had been made after the removal of the language regarding 
personnel flexibility and Secretary Yellen’s directive on the use of the 
additional funds, the increase in revenues resulting from greater outlays for 
the IRS would have been $176 billion over the 2022–2031 period, CBO 
estimates, about $4 billion less than the amount currently projected to be 
collected.4  

In CBO’s assessment, the change would have imposed restrictions on the 
use of appropriations by the IRS, which would have caused the agency to 
shift to less productive enforcement activities and to incur increased 
administrative costs. In addition, some taxpayers, gauging their probability 

 
3 See Janet L. Yellen, Secretary of the Treasury, letter to Charles P. Rettig, Commissioner of the 
Internal Revenue Service (August 10, 2022), https://tinyurl.com/2p9fh5tc. 
4 That estimate used CBO’s July 2021 baseline projections, which were used for all estimates of 
the 2022 reconciliation act. New legislation changing the law would be evaluated relative to 
CBO’s current baseline from May 2022, updated for legislative changes, which covers the 2022–
2032 period. 

https://tinyurl.com/2p9fh5tc
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of being audited to be lower if they report income under $400,000, would 
have increased their underreporting of income.  

The amendment would have imposed restrictions even though, in CBO’s 
estimation, the IRS will comply with the Secretary’s directive regarding the 
share of audits devoted to small businesses or households with income less 
than $400,000. Under the 2022 reconciliation act and with that direction 
from the Secretary, audit rates for taxpayers with income less than 
$400,000 will be at roughly historical amounts, CBO expects, and thus 
higher than those projected in CBO’s baseline.5 The amendment would 
have constrained audit rates for taxpayers with income less than $400,000, 
keeping them lower than historical amounts. 

Some of the reduction in revenues from the proposed amendment would 
have stemmed from lower revenues from audits of taxpayers with income 
less than $400,000, and some would have stemmed from less productive 
enforcement activity (and greater administrative cost of enforcement) in 
total. Some taxpayers reporting income of less than $400,000 on their tax 
return, for whom the proposed amendment would have barred audits using 
the new funding, will be found to have more income than they reported—in 
some cases, income greater than $400,000—if they are audited. 

CBO’s updated estimate presented here differs from a preliminary 
assessment that the agency provided to Congressional staff by email several 
times during August. The previous estimate was for amendment 5404, 
offered by Senator Crapo on August 7, which consisted of the legislative 
language quoted above. At that time, CBO estimated that amendment 5404 
would have reduced revenues by at least $20 billion over the 2022–2031 
period. That estimate did not incorporate the effects of the Treasury 
Secretary’s directive announced on August 10, 2022, or that directive’s 
interaction with the change that removed legislative language providing 
personnel flexibility to the IRS. The updated estimate of the effects of the 
amendment provided in this letter is smaller mainly because, in CBO’s 
assessment, the Secretary’s directive will cause many of the effects that 
would have occurred under amendment 5404. After those effects are 
accounted for, the remaining potential effects of prohibiting the use of 

 
5 In CBO’s baseline projections in July 2021, the IRS was anticipated to broadly reduce its 
enforcement activities over the next decade. Those reductions reflected the projections of 
budgetary resources available to the IRS growing more slowly than income subject to taxation. As 
part of those reductions, the share of small businesses and households with income less than 
$400,000 that was audited would have fallen below historical amounts, CBO expects. 
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newly appropriated funds to audit taxpayers with income less than 
$400,000 are smaller. 

How Will Taxpayers With Income Less Than $400,000 Be Affected by 
the Act? 
CBO projects that an increase in revenues collected from taxpayers with 
income less than $400,000 (as reported both before and after any 
enforcement activities take place) will constitute a small fraction of the total 
increase collected from all taxpayers resulting from the increased funding 
for the IRS. That fraction will be small because, CBO expects, the IRS will 
follow the Secretary’s directive, and enforcement resources will focus on 
what the Secretary terms high-end noncompliance.  

CBO does not have a strong basis for precisely estimating the increase in 
revenues collected from taxpayers with income less than $400,000 from all 
types of enforcement activity. The main reason is that IRS reports 
information on only one type of enforcement activity—audits—categorized 
by taxpayers’ income. CBO does not have data about the distribution of 
revenues from other (that is, nonaudit) enforcement activities by income.  

The act will affect taxpayers with income less than $400,000 in several 
ways:  

• Audit rates at roughly historical amounts, in accordance with the 
Treasury Secretary’s directive, will boost audit activity and thus 
revenues relative to the amount in CBO’s July 2021 baseline.  

• Activities other than audits—such as collections and automated 
screening and document matching—are not constrained by the 
Secretary’s directive, and under the 2022 reconciliation act, the 
amounts they generate will be greater for taxpayers with all amounts 
of income, CBO projects. 

• Voluntary compliance will increase for all taxpayers, in CBO’s 
estimation.  

• Increased funding for nonenforcement activities such as services for 
taxpayers can also affect revenues if the assistance enables taxpayers 
to report their income and calculate their tax liability more 
accurately.  
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I hope that this information answers your questions. Please contact me if 
you would like to discuss these issues further. 

Sincerely,  

  
Phillip L. Swagel 
Director 

cc:  Honorable Richard Neal 
 Chairman 
 Committee on Ways and Means 
 

Honorable John Yarmuth 
 Chairman 
 Committee on the Budget 
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 *Secretary Yellen.  -- a $7 trillion tax gap.  And the IRS really needs to close that, 1738 

because it undermines the fairness and effectiveness of our tax system not to have a system 1739 

that collects taxes that are owed and due. 1740 

 *Chairman Smith.  The gentleman from Pennsylvania is recognized. 1741 

 *Mr. Fitzpatrick.  Thank you, Madam Secretary, for being here, and for your time 1742 

today.  We appreciate it.  I want to address a separation of powers issue and concerns with 1743 

the IRA. 1744 

 The IRA's free trade agreement requirement, specifically for critical mineral inputs 1745 

on batteries, was clear.  And congressional intent upon the passage of the IRA with respect 1746 

to that was clear.  And yet the Administration is now seeking to redefine free trade 1747 

agreements -- which everyone knows to do that would require approval by the members of 1748 

this body -- now referring to it as a "free trade area'' in order to extend the law's benefits to 1749 

Japan and the European Union, with which the United States does not have a 1750 

congressionally-approved free trade agreement. 1751 

 Madam Secretary, are you aware that during the pandemic semiconductor chip 1752 

shortage, Japan and Germany withheld semiconductor chips from U.S. automakers here in 1753 

our country in favor of their own automakers? 1754 

 *Secretary Yellen.  I wasn't aware of that, but I -- 1755 

 [Pause.] 1756 

 *Mr. Fitzpatrick.  Are you aware, also aware that the United States accepts Japanese 1757 

vehicle certification on imports from Japanese autos into our country, however, Japan does 1758 

not reciprocate? 1759 

 *Secretary Yellen.  I am not aware.  I am not aware of all of those -- 1760 

 *Mr. Fitzpatrick.  Japan -- in fact, Madam Secretary, Japan's rules intentionally do 1761 

not conform to U.S. car regulations.  U.S. car manufacturers must navigate a very complex 1762 
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environment when exporting to Japan.  These are non-tariff barriers that disadvantage autos 1763 

made here in the United States. 1764 

 The next question:  Are you aware that just this week the U.S. ambassador to the 1765 

World Trade Organization stated that Japan must take bold steps to lower trade barriers 1766 

regulated -- I am sorry, related -- to autos and agricultural products? 1767 

 *Secretary Yellen.  So, look, with respect to the IRA and Japan, Japan does process 1768 

and extract critical minerals that are used by American car makers.  And the thought is that, 1769 

in order to improve the security of our supply chains, the United States might negotiate 1770 

agreements pertaining to critical minerals -- not to say that the conditions are there now, but 1771 

that there would be negotiations of agreements with countries like Japan or with European 1772 

countries.  There would have to be requirements.  They wouldn't -- presumably a 1773 

requirement is that you couldn't put export controls in place that -- 1774 

 *Mr. Fitzpatrick.  I understand that.  But with -- 1775 

 *Secretary Yellen.  -- in a crunch would prevent -- enable a country to -- 1776 

 *Mr. Fitzpatrick.  Understood. 1777 

 *Secretary Yellen.  -- withhold exports.  So this would be a matter of arriving at 1778 

agreements.  They might have labor or environmental standards -- 1779 

 *Mr. Fitzpatrick.  But surely you understand that that requires -- 1780 

 *Secretary Yellen.  -- that promote free trade. 1781 

 *Mr. Fitzpatrick.  That requires congressional approval, correct? 1782 

 *Secretary Yellen.  It -- 1783 

 *Mr. Fitzpatrick.  This misinterpretation is essentially a balance of power -- or a 1784 

separation of power issue. 1785 

 *Secretary Yellen.  I think we need to be in close communication with the 1786 

committee. 1787 
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 *Mr. Fitzpatrick.  Understood. 1788 

 *Secretary Yellen.  Absolutely. 1789 

 *Mr. Fitzpatrick.  But I just want to point out the disparity.  Are you aware that 1790 

U.S. autos exported to the EU incur a 10 percent tariff, however the United States only 1791 

imposes a 2.5 percent tariff on European auto imports? 1792 

 *Secretary Yellen.  This all -- may all be true, but what we are talking about are 1793 

critical minerals, and attempting to meet the objective of Congress in passing this legislation 1794 

-- 1795 

 *Mr. Fitzpatrick.  My time is about to expire.  Last question.  1796 

 *Secretary Yellen.  -- to improve supply chains. 1797 

 *Mr. Fitzpatrick.  Last question.  Are you also aware -- this is to my point -- that 1798 

China is the biggest supplier of battery technology and production to both Japan and EU, the 1799 

countries I am referencing? 1800 

 *Secretary Yellen.  We are trying to reduce our dependance on China with this 1801 

legislation. 1802 

 *Mr. Fitzpatrick.  My time is expired.  I yield back. 1803 

 *Chairman Smith.  The gentlelady from Wisconsin is recognized. 1804 

 *Ms. Moore of Wisconsin.  Thank you so very, very much, and thank you for 1805 

appearing, Secretary Yellen.  I have so enjoyed our relationship back from when you were 1806 

chair of the Fed, and really -- you are so qualified to appear before this committee and 1807 

answer some of our important questions. 1808 

 I have a couple of questions, and if I have repeated things that others have already 1809 

made inquiry about, please forgive me.  I was called away for other business not more 1810 

important than you, but just other business. 1811 

 Recognizing tribal sovereignty, I was really pleased to see that the Biden 1812 
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Administration included a recommendation to include tax parity for Indian Health Services 1813 

scholarships.  And I am working with Mr. Schweikert here on the committee, and Mr. 1814 

Kildee here, and Congressman Kelly, looking forward to going forward on tax parity for 1815 

tribal nations, unconstrained by artificial and arbitrary essential government function test, so 1816 

that we can increase the effectiveness of the Low-Income Housing Tax Credit and the New 1817 

Markets Tax Credits on tribal communities. 1818 

 So I am so happy that you are moving forward with that, and how do you think that 1819 

will inform -- will improve our GDP? 1820 

 *Secretary Yellen.  I think it is an important initiative.  The Low-Income Housing 1821 

Tax Credit is critical, and I think improving situation with respect to housing and tribal lands 1822 

addresses a critical need. 1823 

 *Ms. Moore of Wisconsin.  It really does, because the infrastructure needs on Indian 1824 

land are tremendous.  And so this would create a lot of economic activity. 1825 

 I wanted to ask you -- and you are Secretary of Treasury now, but, again, you are 1826 

very brilliant and -- 1827 

 *Secretary Yellen.  Thank you. 1828 

 *Ms. Moore of Wisconsin.  -- you have been chair of the Fed.  1829 

 You say that the Biden budget will cut the deficit by nearly 3 trillion over 10 years, 1830 

and I am delighted to see that you are not proposing doing that with austerity tactics like just 1831 

eliminating -- you know, of course, we are getting out of the emergency stuff, but the EITC 1832 

is expanded, the Child Tax Credit is here.  SNAP you haven't talked about reducing.  You 1833 

certainly are protecting the ACA, recommending childcare.  And yes, you want people to 1834 

get back to work, but the dignity of work doesn't necessarily mean working at 7.25 an hour. 1835 

 How are you able to reduce the deficit by three trillion without austerity? 1836 

 *Secretary Yellen.  So the President's focus is on hardworking families who are 1837 
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struggling to make ends meet, and providing them with the tools they need to make life a 1838 

little bit easier, whether it is improvements in the cost of health care, lowering prescription 1839 

drugs, educating their children by adding a year of preschool, a child tax credit, making 1840 

childcare affordable. 1841 

 These are ways of giving working families some breathing room, and the budget 1842 

focuses on that, and it doesn't raise taxes by a penny on any household or small business 1843 

earning less than $400,000.  And it pays for those initiatives by remedying what I think is 1844 

an unfairness about our tax system that lets wealthy individuals, very high-income 1845 

individuals, and corporations off with lighter tax loads than a school teacher or a firefighter 1846 

or a policeman have to pay. 1847 

 And so it raises additional revenue in a variety of different ways by asking those 1848 

high-income, wealthy individuals, and corporations to pay their fair share. 1849 

 *Ms. Moore of Wisconsin.  Thank you so much, Mr. Chairman, and I would yield 1850 

back. 1851 

 *Chairman Smith.  I recognize the gentlelady from New York. 1852 

 *Ms. Tenney.  Thank you, Mr. Chairman.  And before I get started, I just wanted to 1853 

say thank you to Ms. Sewell, Mr. Davis, and Mr. Kelly, and I look forward to working with 1854 

you on this crucial legislation relating to the new markets tax credit, and making it 1855 

permanent.  The credit has delivered for districts in my own upstate New York district, and 1856 

I am committed to pushing this priority across the finish line. 1857 

 Secretary Yellen, I just want to say thank you for appearing here today, and thank 1858 

you for your service. 1859 

 There are so many important topics that we need to be -- need to be addressed, and 1860 

Americans are suffering from the biggest price increases in over 40 years.  Small businesses 1861 

like mine and all of upstate New York are feeling the pain of labor shortages and 1862 
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Democratic tax hikes.  Taxpayers' personal information is being exposed in massive leaks, 1863 

and your Treasury Department is actively working to bypass Congress and cede U.S. tax 1864 

authority to foreign countries. 1865 

 U.S. companies and workers need an international tax landscape that offers certainty, 1866 

promotes investment and innovation, and incentivizes critical research and development 1867 

here in America.  Instead, it seems like Treasury has unwittingly bitten off more than it can 1868 

chew by negotiating a deal with the Organization for Economic Cooperation and 1869 

Development, the OECD, that gives away our tax revenues, reduces the competitiveness of 1870 

U.S. companies and workers, and erodes overall economic strength.  And I know many of 1871 

my colleagues have talked about this.  If this deal were finalized, it would result in fewer 1872 

jobs and less prosperity for millions of Americans and their families. 1873 

 Secretary Yellen, Treasury has the responsibility of negotiating at the OECD, but 1874 

why do you believe that Treasury has the authority to do so without proper consultation with 1875 

Congress?  1876 

 And I might add you have testified today that you have reported to Congress, but you 1877 

have not consulted or collaborated with Congress in a way before cutting these deals with 1878 

Europe.  And don't you agree that you are appointed to this position, not anointed to this 1879 

position? 1880 

 *Secretary Yellen.  I certainly am appointed, not anointed, absolutely agree.  And 1881 

we have consulted, and not only informed. 1882 

 *Ms. Tenney.  Can you explain where you get this -- 1883 

 *Secretary Yellen.  We have had ongoing -- 1884 

 *Ms. Tenney.  Can you explain where the consultation and collaboration has been 1885 

done so in a public forum with both sides, where we have seen this -- 1886 

 *Secretary Yellen.  I -- 1887 
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 *Ms. Tenney.  -- and that has -- I just -- we have not seen that.  We have seen 1888 

reporting.  Reporting is not consultation. 1889 

 *Secretary Yellen.  Our staff have regular briefings with staff of this committee.  1890 

And I have had many conversations with the chair and ranking member of this committee on 1891 

ongoing developments whenever there is something new that occurs in the negotiations. 1892 

  And I don't know if you are talking about Pillar One or Pillar Two of the tax 1893 

agreement.  Pillar Two is certainly something that cedes no taxing rights, is an international 1894 

agreement by which other countries have -- 1895 

 *Ms. Tenney.  If I may reclaim my time, you have allowed other countries to tax 1896 

our own countries, and not -- you stood a -- again, the United -- the GILTI tax, and also the 1897 

book minimum tax, you have -- we got these, and then you didn't fight for a fair treatment of 1898 

these and these negotiations.  So why didn't you protect these taxes, and why are other 1899 

foreign entities and countries in the agreement allowed to now tax our U.S.-based countries? 1900 

 *Secretary Yellen.  Well, look -- 1901 

 *Ms. Tenney.  Companies, excuse me. 1902 

 *Secretary Yellen.  We have every right to tax our companies as we see fit.  1903 

Congress is not obliged to do anything.  But the Pillar Two does allow punishment by 1904 

countries that participate in the agreement in the sense of countries that -- 1905 

 *Ms. Tenney.  So wait.  You are -- 1906 

 *Secretary Yellen.  -- decide they wish to be tax havens by -- they may undertake -- 1907 

and this is one of their taxing rights -- to impose additional taxes -- 1908 

 *Ms. Tenney.  So let me reclaim my time.  You are admitting -- 1909 

 *Secretary Yellen.  -- on firms that -- 1910 

 *Chairman Smith.  The gentlelady's time is expired. 1911 

 *Ms. Tenney.  -- that we have given our priorities up to foreign countries. 1912 
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 *Secretary Yellen.  We haven't given any -- 1913 

 *Chairman Smith.  The gentlelady's time is expired. 1914 

 *Secretary Yellen.  We haven't given anything up. 1915 

 *Chairman Smith.  The gentlewoman from Minnesota is recognized. 1916 

 *Mrs. Fischbach.  Thank you very much, Mr. Chair, and thank you, Secretary, for 1917 

being here today, and I just -- I want to talk a little bit -- I know we talk a lot about big 1918 

things in D.C., but we don't always talk about what is happening in real America.  1919 

 And I -- you know, most of the work in my district is done by small businesses, 1920 

family farms, small manufacturers, and they and I are very concerned that the taxes in the 1921 

President's budget will hurt them.  It will affect them, no matter what we say.  It is going to 1922 

affect them.  And, you know, they are already faced with increased costs:  fuel, for farmers 1923 

input costs due to inflation in the economy right now. 1924 

 And the President's budget includes more than 300 billion in new taxes on non-1925 

corporate taxpayers.  Secretary, why does the President believe that now, as we are just 1926 

emerging from the economic destruction of COVID, we should increase taxes on small, 1927 

family-owned businesses? 1928 

 *Secretary Yellen.  The President's budget doesn't contain a penny of new taxes on 1929 

any individual earning under $400,000, or small business earning under $400,000.  So, the 1930 

taxes that are raised are all on high-income, especially very high-income individuals, and on 1931 

corporations that are not small businesses, and that benefit from many tax preferences and 1932 

lower tax rates. 1933 

 In some cases, income isn't taxed at all, and it results in a situation where many of 1934 

your constituents who are concerned about rising costs, and health care costs, and the cost of 1935 

education, and are burdened by such costs, it results in a situation where they are paying 1936 

higher tax rates, a higher fraction of their income than a billionaire who earns most of their 1937 
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income -- 1938 

 *Mrs. Fischbach.  I reclaim my time.  And Secretary, with all due respect, I mean, 1939 

we are facing limits.  And so I just wanted to -- because I think we disagree on that.  And I 1940 

think that we are reading things differently in understanding what is in the proposal.  And I 1941 

think that is why the chair earlier asked for the legislative copy, the legislative language of 1942 

it, because -- and I am reading the Green Book, I am --  1943 

 *Secretary Yellen.  I am sorry, the Green Book contains as -- 1944 

 *Mrs. Fischbach.  I am looking at it. 1945 

 *Secretary Yellen.  -- much description as you could -- 1946 

 *Mrs. Fischbach.  Ma'am, I am looking at it.  Secretary, I am looking at it right 1947 

now.  But I think that is -- so that we are looking at the same thing, because we have a 1948 

much different understanding of how the taxes are going to affect those people in my 1949 

district. 1950 

 And just, you know -- so I will say, with the tax increases that are included and the 1951 

death tax included in the President's budgets, you know, I really -- I got to wonder, how does 1952 

the President expect family farms to survive with all of the things that we are burdening 1953 

them with?  And I have a real concern about that. 1954 

 And I know that last year we fought very hard regarding the stepped-up basis, and I 1955 

believe it is back in here.  Like I said, I am continuing to read, because we got the green 1956 

sheet, or whatever you call it, yesterday.  So we are continuing to read.  But I -- if we have 1957 

your assurance that these people are not going to pay any more taxes, they are not going to 1958 

see those death taxes -- but I have real concerns. 1959 

 And with that, I yield back.  My time is up. 1960 

 *Chairman Smith.  The gentlelady from Alabama is recognized. 1961 

 *Ms. Sewell.  Thank you, Mr. Chairman. 1962 
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 Madam Secretary, thank you for being here today to provide further insight into this 1963 

Administration's budget request.  1964 

 It is my belief that our federal budget must present opportunities for all Americans to 1965 

achieve economic prosperity.  This is done so with the commitment of significant 1966 

investments in communities, especially those communities that have lived on the margins, 1967 

due to the -- due to economic circumstances.  I can think of no better tool to achieve the 1968 

kind of leveling the playing field in marginalized vulnerable communities than the New 1969 

Market Tax Credit. 1970 

 I want to join Representative Tenney in applauding President Biden's proposed 1971 

budget for including a permanent extension of New Market Tax Credits.  This crucial tax 1972 

credit has been instrumental in promoting economic growth and development in 1973 

under-served communities, creating jobs, expanding businesses, and including access to 1974 

health care, job training, child care, and other important social services. 1975 

 The New Market Tax Credit is a valuable tool that has enabled investors to inject 1976 

much-needed capital into distressed communities.  Since its inception, this program has 1977 

delivered over $120 billion -- with a B -- in total project investments, providing a lifeline to 1978 

businesses and communities that have been long overlooked. 1979 

 In my hometown of Selma, Alabama, the New Market Tax Credit is supporting the 1980 

expansion of a business called GMI, which produces silicone-based alloys and other 1981 

strategic materials which feed our nation's supply chain for semiconductors, solar energy 1982 

products, military energy storage, and the like.  The expanded facility in my hometown 1983 

generated 100 skilled jobs.  It is this level of success that I would like to see replicated in 1984 

districts all around the country. 1985 

 I know that this is currently in the proposed budget, but I want to assure you that it 1986 

has bipartisan support.  In the 117th Congress, I introduced the bipartisan legislation to 1987 
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make the New Market Tax Credits permanent, H.R. 1321, and we had 126 cosponsors.  I 1988 

look forward to working with my colleagues, like Congresswoman Tenney, in also 1989 

reintroducing a similar piece of legislation. 1990 

 Last Congress I also introduced the Rural Jobs Act with Chairman Jason Smith to 1991 

expand the program and to provide one billion in New Market Tax Credit allocation targeted 1992 

to persistent under-served rural communities. 1993 

 My question is, can you elaborate on how this tool can be used, why it is so 1994 

important that we make it permanent, and how you see this affecting under-served 1995 

communities all across this country? 1996 

 *Secretary Yellen.  Well, I agree with you.  I think it is a very important tool to 1997 

promote investment in communities that have historically been left behind, and can be a real 1998 

spur to economic development.  And that is why the budget does propose to make it 1999 

permanent. 2000 

 And I would say, more broadly, a priority of the Biden Administration has been a 2001 

focus on place-based policies so that communities that historically have suffered -- we have 2002 

had areas of the country that have grown very rapidly, seen big -- 2003 

 *Ms. Sewell.  Absolutely. 2004 

 *Chairman Smith.  Thank you. 2005 

 *Secretary Yellen.  -- increases in income, and others that have lagged.  And many 2006 

of the acts that have already been passed, the IRA, the Infrastructure Act, the 2007 

Semiconductors Act, and the ARP that increased funding of community CDFIs -- 2008 

 *Chairman Smith.  To respect the -- 2009 

 *Secretary Yellen.  -- and MDIs -- 2010 

 *Chairman Smith.  The -- time expired, Secretary.  To respect your time and to 2011 

make sure we get -- 2012 



 
 

  87 

 *Secretary Yellen.  Yes. 2013 

 *Chairman Smith.  -- every one of these, when that clock hits -- 2014 

 *Secretary Yellen.  Sorry, apologies. 2015 

 *Chairman Smith.  Let's just stop talking.  2016 

 *Secretary Yellen.  Okay. 2017 

 *Chairman Smith.  The gentleman from Utah is recognized. 2018 

 *Mr. Moore of Utah.  Secretary Yellen, thank you for being here.  This is 2019 

substantive work.  It is important for our nation.  I appreciate you -- willing to come so 2020 

quickly after the budget was released, and I hope you have felt that we do respect your 2021 

expertise. 2022 

 I am going to talk something -- about something very personal, something that -- I 2023 

think that this entire committee is supportive of, and that is those individuals that are in the 2024 

adoption space, and the adoption tax credit. 2025 

 According to a GAO report from 2011 and a taxpayer advocate report from 2012, 2026 

families claiming the Adoption Tax Credit in those years faced an audit rate nearing 70 2027 

percent, a 69 percent of audit rate.  The national average is 0.8.  So, I mean, the 2028 

discrepancy here is enormous, and it is concerning.  So, this is a specific example of what 2029 

we want to talk about, because a lot gets said here in this -- in the concept of audits, but 2030 

these are staggering numbers. 2031 

 I haven't been able to find any data more recent than 2012.  What has been the audit 2032 

rates for families claiming the Adoption Tax Credit over the past five years? 2033 

 *Secretary Yellen.  So, I don't have that information at my fingertips, but I would be 2034 

glad to get back to you.  And I think the issue that you are raising is certainly a legitimate 2035 

one that I would try to work with you on and better understand. 2036 

 *Mr. Moore of Utah.  These are families that are watching -- 2037 
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 *Secretary Yellen.  Sure. 2038 

 *Mr. Moore of Utah.  -- what is going on.  They are concerned that this is only 2039 

going to ramp up, as opposed to go away.  2040 

 *Secretary Yellen.  Sure. 2041 

 *Mr. Moore of Utah.  And that is a staggering issue.  Is -- the fact that you don't 2042 

have it here is okay -- is it something that is being collected over the past several years, to 2043 

your knowledge? 2044 

 *Secretary Yellen.  I honestly -- I need to look into that.  I just am not certain.  I 2045 

assume that that data is available, but I -- 2046 

 *Mr. Moore of Utah.  I joined --  2047 

 *Secretary Yellen.  I need to check into it, and -- 2048 

 *Mr. Moore of Utah.  I joined this committee -- 2049 

 *Secretary Yellen.  -- we will get back to you. 2050 

 *Mr. Moore of Utah.  Thank you, Secretary.  I joined this committee with real 2051 

legislation that should be hugely bipartisan to help address this, this and other issues with 2052 

our folks that are out there adopting foster care and -- you know, from infancy.  And I 2053 

mentioned that this is very important for us. 2054 

 One piece of your testimony -- and I am going to keep to time here -- one piece of 2055 

your testimony, it talked about the race to the bottom with respect to corporate tax rates.  I 2056 

can give specific examples from Procter and Gamble, from Nucor.  These are rural-based 2057 

companies in my district.  And I have met and sat down with each of them.  When they 2058 

talk to me about when their taxes become globally competitive -- so from the Tax Cut and 2059 

Jobs Act, you know, the things -- the two things that they highlight the most is, one, their 2060 

ability to pay middle-class and frontline workers more salary.  And they have been able -- 2061 

they have got the data that shows that they raised those wages.  And the second thing is 2062 
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what they have been able to do to give back to their communities:  ambulances for Box 2063 

Elder County, a specific example that sticks out to me. 2064 

 I am concerned at the communication that just raising -- going ahead and not looking 2065 

at what actually happened with some of these tax rates when we became globally 2066 

competitive, and just going ahead and raising them just to cover more spending that we are 2067 

seeing from the President's budget, what am I to tell these companies right now, as there is a 2068 

potential from 21 to 28 percent increase, which is enormous, and it will be a very impactful 2069 

increase, what am I to tell these individuals? 2070 

 *Secretary Yellen.  Well, I think that the tax cut on the corporate level that was 2071 

introduced by the Tax Cut and Jobs Act, I think it was appropriate to cut corporate tax rates.  2072 

It wasn't -- we had one of the highest rates globally, and it needed to come down, and it 2073 

wasn't very effective in raising corporate tax revenue, but it came down too much.  And I 2074 

don't think we have seen the economic payoff from that in the form of great increases in 2075 

investment spending. 2076 

 *Mr. Moore of Utah.  Thank you. 2077 

 *Secretary Yellen.  And we -- 2078 

 *Mr. Moore of Utah.  I am going to -- and thank you so much for that. 2079 

 *Chairman Smith.  The gentlelady from California is recognized. 2080 

 *Mrs. Steel.  Thank you, Chairman Smith, for holding this important hearing. 2081 

 And thank you for your service, Secretary Yellen. 2082 

 Progressive spending has led to record inflation, and now this Administration wants 2083 

to add fuel to the fire.  I was alarmed yesterday when I discovered that President Biden's 2084 

request includes a 15 percent increase to the IRS annual funding.  That is a $2.1 billion 2085 

increase over the enacted funding levels for 2023, on the top the extra $80 billion 2086 

progressive gave to the IRS last year.  The IRS exists to serve Americans, not to make the 2087 
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lives of taxpayers harder. 2088 

 It has been reported that millions of tax returns from previous years are still not 2089 

processed.  In my district that -- we have been getting a lot of inquiries about how to get the 2090 

refunds from the IRS.  If the IRS owes my constituents money, it could take years from 2091 

them to receive their return. 2092 

 Many have expressed concerns about the IRS snooping on their private bank records 2093 

and transactions heightened with sensitive personal information being released in years past. 2094 

 You claim that you are not going to -- going after lower and middle-class Americans, 2095 

yet progressives have been working behind the census (sic) lowered the 1099-K threshold.  2096 

Why should every Americans who are dealing with record inflation, pay their rent, and 2097 

repay for their ticket events -- event tickets now go out of their way to file unneeded, 2098 

burdensome tax forms with lack of proper security? 2099 

 And why are you in favor of adding more unnecessary filing when the IRS is already 2100 

dealing with the endless backlogs? 2101 

 *Secretary Yellen.  Well, the objective of this legislation with respect to 1099-Ks 2102 

was to make sure that Americans have the information they need to accurately file their 2103 

returns and pay the taxes that are due because there are Americans who receive money from 2104 

businesses -- business that they do -- may be relatively small -- and most Americans receive 2105 

reports they use to file their income taxes on their wages and salaries, their -- 2106 

 *Mrs. Steel.  Madam -- 2107 

 *Secretary Yellen.  -- interest in dividend income, and this is -- 2108 

 *Mrs. Steel.  Madam Secretary -- 2109 

 *Secretary Yellen.  -- other income on which taxes are due. 2110 

 *Mrs. Steel.  I reclaim my time.  I totally get that, but we already have that in the 2111 

law right now.  That 1099-K, when you receive more than $600 transaction, then you have 2112 
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to file it, that is adding another burdensome to the taxpayers.  That is -- 2113 

 *Secretary Yellen.  It was lowered in the ARP from, I believe, $20,000 to $600, 2114 

because many Americans who earned less than 20,000 probably weren't getting that 2115 

information and paying the taxes that were due. 2116 

 And it is -- you know, this was in the law.  The IRS needed to implement what is in 2117 

the law. 2118 

 *Mrs. Steel.  And my time -- 2119 

 *Secretary Yellen.  And it is up to Congress to decide what the right -- 2120 

 *Mrs. Steel.  I yield back.  Thank you. 2121 

 *Chairman Smith.  The gentleman from Michigan is recognized. 2122 

 *Mr. Kildee.  Thank you, Mr. Chairman. 2123 

 And Madam Secretary, thank you.  It is good to see you. 2124 

 First, let me just comment.  I listened to Mr. Fitzpatrick's questions and comments 2125 

regarding trade authority, and I just want to state for the record that we don't agree on 2126 

everything across the aisle, but I think there is general concern about the direction of trade 2127 

negotiation, and where that authority lies.  And I look forward to further conversation with 2128 

the Administration to provide greater clarity, and to protect the prerogatives of Congress in 2129 

that in that respect. 2130 

 *Secretary Yellen.  That is fair. 2131 

 *Mr. Kildee.  We learned a lot, Madam Secretary, during the pandemic about 2132 

supply chains, what can go wrong when we rely too heavily on other countries, particularly 2133 

China, for example, for critical goods and components that are essential to our economy.  2134 

And I was really proud to work with the Administration on the CHIPS and Science Act, the 2135 

Inflation Reduction Act, both of which will support American workers bringing 2136 

manufacturing jobs back to our country. 2137 
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 In my district, I happen to have a company, Hemlock Semiconductor, that makes 2138 

polysilicon, a base material for both semiconductors and for solar panels.  Included in the 2139 

CHIPS and Science Act, is a tax credit to onshore production of these really important 2140 

materials.  As Treasury drafts its guidance for this credit, does Treasury plan to include the 2141 

entire supply chain of semiconductors, including polysilicon? 2142 

 *Secretary Yellen.  So I don't -- I think we are in the process of drafting those 2143 

regulations.  I don't have the answer to your question, but we would value your input on 2144 

this, certainly take it into account, and get back to you on this matter. 2145 

 *Mr. Kildee.  I appreciate that.  I am certainly not in a position, as a single Member 2146 

of Congress, to express congressional intent.  But I know, as I was working on this 2147 

legislation, this is certainly the sort of application that we had in mind for the credit.  And 2148 

so I would ask you to take a very close look at that. 2149 

 *Secretary Yellen.  Certainly, we will do that. 2150 

 *Mr. Kildee.  The Inflation Reduction Act also supports domestic manufacturing of 2151 

solar panels -- 2152 

 *Secretary Yellen.  Yes. 2153 

 *Mr. Kildee.  -- right here in the U.S., instead of relying on those produced in 2154 

China.  I worked on legislation to do this because it makes sense for us to trade foreign 2155 

dependance on oil to a foreign dependence on solar panels.  We don't want to do that. 2156 

 *Secretary Yellen.  Of course. 2157 

 *Mr. Kildee.  Our legislation includes a domestic content bonus to spur domestic 2158 

manufacturing, not just domestic jobs for installing solar panels.  So a strong domestic 2159 

content standard will enable larger investment in U.S. solar manufacturing.  Does Treasury 2160 

plan to issue any guidance that incentivizes domestic manufacturing for across the solar 2161 

panel value chain?  A similar question to my first question. 2162 
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 *Secretary Yellen.  So I believe we are in the process of -- we have rules that we 2163 

have to write in connection with claiming those credits.  And there are an enormous number 2164 

of rules that we need to write.  We have prioritized some of the most urgent ones, but we 2165 

will be producing a rule on that. 2166 

 *Mr. Kildee.  Thank you very much.  I appreciate that, and thank you for being 2167 

here. 2168 

 I yield back the balance of my time. 2169 

 *Chairman Smith.  I recognize the lady from Texas, the gentlelady from Texas. 2170 

 *Ms. Van Duyne.  Thank you very much, Mr. Chairman. 2171 

 You know, for a party that can't even define what a woman is, I find it rich that some 2172 

of my Democrat colleagues want to highlight International Women's Day and go after -- as 2173 

if we are supposed to go soft on the Secretary today.  I am going to demand that everybody 2174 

treat us as equals, and don't demean us just because we are born with ovaries.  I don't care if 2175 

it is International Women's Month. 2176 

 It is disturbing that this Administration continues to peddle the big lie that people 2177 

making less than $400,000 are not paying more in taxes.  You said it yourself this morning 2178 

that people making less than $400,000 won't pay a penny more in new taxes, not a penny 2179 

more.  And maybe you need to get out of D.C. more, because a lot of us are paying more in 2180 

new taxes. 2181 

 Let's just review a few.  Income taxes.  Wages have artificially increased but, 2182 

because of inflation, the dollar value has actually decreased.  So many people that are 2183 

making less than $400,000 that saw wage increases are now paying more in income taxes, 2184 

correct? 2185 

 *Secretary Yellen.  Well, it is -- we don't have  perfect -- 2186 

 *Ms. Van Duyne.  Fuel taxes.  Gas prices have increased from a national average 2187 
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of $2.35 when Biden took office to now $3.41 a gallon this week.  So, are people making 2188 

$400,000 paying more in fuel taxes? 2189 

 *Secretary Yellen.  More in fuel taxes? 2190 

 *Ms. Van Duyne.  Correct, yes.  2191 

 So sales taxes.  Groceries have increased by 12 percent.  Eggs have increased by 2192 

nearly 60 percent.  Flour is up over 21 percent.  Used cars are up over nine percent.  Are 2193 

people making less than $400,000 paying more in sales taxes for simple things like food? 2194 

 [No response.] 2195 

 *Ms. Van Duyne.  Okay.  Ad valorem taxes.  Housing prices have more than 2196 

doubled in many markets around the country.  A lot of times that is dependent on how 2197 

much people are paying in ad valorem taxes.  So would you agree that people making more 2198 

than $400,000 and own a house are paying more in ad valorem taxes? 2199 

 *Secretary Yellen.  Well, these are often state or local taxes -- 2200 

 *Ms. Van Duyne.  Oh, sure. 2201 

 *Secretary Yellen.  -- that you are talking about. 2202 

 *Ms. Van Duyne.  But we are talking about taxes.  And here is the problem.  2203 

When you are stuck in D.C., we don't see beyond D.C.  But people are being taxed to death, 2204 

and are absolutely sick of it.  And when you said people who make more than $400,000 are 2205 

not being taxed a penny more, I guarantee you they would disagree with that. 2206 

 *Secretary Yellen.  What I said was that the President's budget -- 2207 

 *Ms. Van Duyne.  People are paying more than they have in taxes, even if they are 2208 

making less than $400,000, and it is a direct result of policies that have come out of this 2209 

Administration.  And it is alarming that you all don't seem to understand that over-2210 

regulating, over-spending, and increasing debt contributes to increased inflation. 2211 

 All of us are suffering from increased inflation, 14.4 percent.  And yet, this 2212 
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Administration keeps throwing its hands up and saying, "It is not our fault, we didn't do 2213 

anything.''  You have had party rule for the last two years.  Take some responsibility. 2214 

 *Secretary Yellen.  The President has said -- 2215 

 *Ms. Van Duyne.  Last June, you told this committee that spending had come down, 2216 

and that there was no doubt that inflation was too high.  And yet, the Inflation Reduction 2217 

Act that you just lauded used budget gimmicks and, in fact, added $745 billion in new 2218 

spending.  And now the President has come out with a massive budget, $7 trillion almost, 2219 

of spend, and then $4.7 trillion of new tax hikes.  That makes -- that meets the very 2220 

definition of tax and spend.  And is that not a return to increase in spending? 2221 

 *Secretary Yellen.  The President's budget in the -- 2222 

 *Ms. Van Duyne.  I yield back my time, thank you. 2223 

 *Secretary Yellen.  -- and the laws that have been passed reduce many burdens on 2224 

American households.  It makes health care through the ACA far more affordable than it 2225 

was. 2226 

 *Ms. Van Duyne.  I yield back my time.  Thank you, Mr. Chairman. 2227 

 *Chairman Smith.  The gentleman from -- 2228 

 *Secretary Yellen.  It prevented an increase in premiums. 2229 

 *Chairman Smith.  The gentlelady has yielded back her time.  The gentleman from 2230 

Iowa is recognized. 2231 

 *Mr. Feenstra.  Thank you, Secretary Yellen, for being here today.  I greatly 2232 

appreciate it. 2233 

 Both Congress and the U.S. companies have been sounding alarms about Pillar Two 2234 

since the model rules were released in December of 2021.  You know the concerns, 2235 

obviously, of how it was negotiated and also what was exactly agreed to, but I want to focus 2236 

on probably the most common issue that I am hearing about from our companies. 2237 
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 Under the agreement, non-refundable tax credits can bring a company's U.S. Pillar 2238 

Two effective tax rates below a 15 percent minimum.  As you know, our tax laws are full of 2239 

non-refundable business tax credits enacted by this committee over the decades, most 2240 

notably the R&D credit.  Other countries, like the United Kingdom, were able to protect 2241 

this credit in their negotiations, and I am trying to understand why the Treasury Department 2242 

would agree to curb and eliminate this incentive created by Congress to encourage 2243 

investment because we saw it beneficial to this economy. 2244 

 So the question is this.  Secretary Yellen, why did the U.S. Treasury not try to 2245 

negotiate rules that protected the U.S. R&D incentives in the same way the UK did, in the 2246 

same way other European countries did, and we lost ours? 2247 

 *Secretary Yellen.  Well, I think that some of these incentives would have been lost 2248 

under the BEAT, and our proposal would repeal the BEAT in favor of the under-taxed 2249 

payments rule consistent with the model agreement, and in that sense is more favorable for 2250 

R&D than what would otherwise have been the case. 2251 

 *Mr. Feenstra.  So, in all fairness, so you are saying you are fine with it, that you are 2252 

not going to go to bat for this R&D tax credit, you are not going to ask other countries to 2253 

accept it? 2254 

 *Secretary Yellen.  Well, we have said that we would look forward to working with 2255 

Congress on an R&D credit that would be effective. 2256 

 *Mr. Feenstra.  Yes, but you know and I know that is a refundable tax credit.  That 2257 

is never going to happen, because that is worth, you know, billions and trillions of dollars.  2258 

That is just not going to happen. 2259 

 I mean, this is a big deal.  I mean, this is a really big deal to every company, when 2260 

they can't take this R&D credit, part of -- to lower that 15 percent minimum, and yet the UK 2261 

did and other countries did.  I mean, we are at a tremendous advantage (sic). 2262 
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 Now, I hear what you are saying.  I hear what you are saying, and it is sort of 2263 

capitulation.  But, I mean, do you understand what these companies are asking here?  2264 

 *Secretary Yellen.  Well, most companies are able to make use of it because they 2265 

don't come under these rules. 2266 

 *Mr. Feenstra.  That is not the case. 2267 

 Mr. Chairman -- Secretary Yellen, thank you for those comments.  2268 

 Mr. Chair, I would like to submit a letter for the record stating that R&D is the 2269 

manufacturing industry's number-one priority.  And the -- this committee has already 2270 

received that letter. 2271 

 Thank you, and I yield back. 2272 

 *Chairman Smith.  Without objection, so ordered.  2273 

 [The information follows:] 2274 

 2275 
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Jan. 30, 2023 

The Honorable Ron Wyden The Honorable Mike Crapo 
Chairman Ranking Member 
Committee on Finance Committee on Finance 
U.S. Senate  U.S. Senate 
Washington, DC 20510 Washington, DC 20510 

The Honorable Jason Smith  The Honorable Richard Neal 
Chairman Ranking Member 
Committee on Ways and Means Committee on Ways and Means 
U.S. House of Representatives U.S. House of Representatives 
Washington, DC 20515 Washington, DC 20515 

Dear Chairman Wyden, Chairman Smith, Ranking Member Crapo and Ranking Member Neal: 

Manufacturers’ ability to create jobs in the United States, invest in communities and effectively 
compete against China and others in the global economy is threatened by recent harmful tax 
changes that make it more costly to perform research, buy machinery and finance important 
investments. These damaging changes come at time when 62% of manufacturing leaders 
already expect a recession in 2023, according to the most recent National Association of 
Manufacturers’ Outlook Survey. 

Manufacturing employs nearly 13 million Americans, contributes $2.81 trillion to the U.S. 
economy annually, pays workers over 18% more than the average for all businesses and has 
one of the largest sectoral multipliers in the economy. Taken alone, manufacturing in the United 
States would be the eighth-largest economy in the world. But that economic leadership—and 
therefore the economic security of American families—is in jeopardy. 

As the largest manufacturing association in the United States, the NAM represents small and 
large manufacturers in every industrial sector and in all 50 states, and for all manufacturers in 
the U.S., it is critical that Congress act without delay to reverse these harmful tax changes to 
help ensure a strong and competitive manufacturing economy here in the U.S.  

1. Ensure the tax code continues to support innovation.

Manufacturers in the United States drive more innovation than any other sector, performing 55% 
of private-sector research and development in the U.S. In 2021 alone, manufacturers spent 
nearly $350 billion on R&D. Research is the lifeblood of manufacturing: new products, new 
materials and new processes help propel manufacturing in America forward. Unless Congress 
acts, manufacturers’ ability to innovate and create new products, technologies and lifesaving 
medicines will be harmed.  

Since 1954, the tax code has recognized the important role of R&D in creating jobs and spurring 
innovation by providing a critical incentive for investments in R&D. Specifically, the tax code has 
allowed businesses to immediately deduct 100% of their R&D expenses in the same year in 
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which they are incurred. However, as of Jan. 1, 2022, businesses have been required to 
amortize, or deduct over a period of years, these expenses—making R&D more costly to 
conduct in the U.S.  
 
Coming at a time of increasingly fierce global competition for research dollars, this policy—if not 
reversed—will hurt jobs, innovation and competitiveness. According to a recent economic 
analysis, the U.S. economy would lose 263,382 jobs and experience a GDP reduction of $82.39 
billion in 2023, with the manufacturing industry projected to lose nearly 60,000 jobs, if the 
harmful R&D amortization policy is not reversed quickly.1 
 
Unless Congress acts, the U.S. will continue to be just one of two developed countries with an 
amortization requirement for R&D expensing (the other being Belgium). Meanwhile, China, 
which has made no secret of its ambition to become the world leader in advanced 
manufacturing, currently provides a 200% deduction for R&D expenses for manufacturers.  
 
For these reasons, the NAM strongly encourages Congress to act without delay to pass 
legislation reversing the R&D amortization provision so that manufacturers in the U.S. can 
continue leading the world in innovation, growing the economy and creating well-paying jobs. 
 
2. Enable manufacturers to continue to finance growth.  
 
Debt financing plays an important role in supporting manufacturing growth. Many manufacturers 
borrow funds to finance long-term investments in equipment and facilities, which in turn help 
create jobs and enable manufacturers to compete effectively in today’s global economy. At the 
beginning of 2022, a stricter limitation on the deductibility of the interest payments on business 
loans went into effect, increasing the cost of financing critical investments in machinery and 
equipment.  
 
The maximum interest deduction under section 163(j) is now limited to 30% of a company’s 
earnings before interest and tax (“EBIT”)—a substantial change from the standard in place prior 
to 2022, which was based on earnings before interest, tax, depreciation and amortization. 
(“EBITDA”). By excluding depreciation and amortization, the EBIT-based limitation makes it 
more expensive for capital-intensive companies to finance critical purchases, grow their 
businesses and hire new workers. This stricter limitation effectively acts as a tax on investment, 
and it makes the U.S. a global outlier. Of the more than 30 OECD countries with an earnings-
based interest limitation, the U.S. is the only one that employs an EBIT standard. 
 
According to a recent study, failing to reverse this harmful change could cost the U.S. economy 
467,000 jobs and reduce U.S. GDP by $43.8 billion.2 The NAM encourages Congress to support 
job-creating manufacturing investments here in the U.S. by acting expeditiously to protect 
interest deductibility. 
  

 
1 New Data: Taxing R&D Will Cost U.S. More Than 260,000 Jobs Next Year If Congress Doesn’t Act. National 
Association of Manufacturers (Dec. 16, 2022). Available at https://www.nam.org/new-data-taxing-rd-will-cost-u-s-
more-than-260000-jobs-next-year-if-congress-doesnt-act-19948/.  
 
2 Economic Impact of Not Addressing the More Stringent 163(j) Interest Expense Limitation. EY (September 2022). 
Available at https://documents.nam.org/tax/nam_interest_deductibility_study.pdf.  
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3. Make permanent a key incentive for capital equipment purchases.  
 
For the past several decades, the tax code has provided businesses with varying degrees of 
first-year expensing (i.e., bonus deprecation). A 100% deduction for the purchase of equipment 
and machinery in the tax year purchased has been in place since 2017. This critical incentive for 
capital-intensive industries like manufacturing reduces the after-tax cost of capital equipment 
purchases and increases the return on investments. These projects in turn support job creation 
and retention. According to recent analysis by the nonpartisan Joint Committee on Taxation, 
manufacturers led all sectors in the use of expensing by a wide margin.3 Unfortunately, the 
100% level of full expensing began to phase out this year and will be eliminated completely by 
2027. If this occurs, it will be much more expensive for manufacturers to undertake job-creating 
investments and effectively compete on a global scale. As such, the NAM encourages Congress 
to protect full expensing. 
 

* * * * 
 
Competitive tax policies are critical to supporting growth and long-term investment in 
manufacturing in the U.S. Those investments create jobs and opportunity and family-supporting 
careers. They help communities grow and strengthen the supply chains that determine whether 
the products Americans need reach their stores and their homes.  
 
By reversing the harmful change to the tax treatment of R&D, returning to an EBITDA-based 
standard for interest deductibility and restoring full expensing, Congress can help ensure that 
manufacturers, especially small manufacturers, can continue to invest in their operations, their 
workers and America’s future.  
 

Sincerely, 
 

 
 
Aric Newhouse 
Senior Vice President, Policy and Government Relations 
National Association of Manufacturers 

 
 
cc: Members of the Senate Finance Committee 

Members of the House Ways and Means Committee 

 
3 Tax Incentives for Domestic Manufacturing. Joint Committee on Taxation (March 12, 2021). Available at 
https://www.jct.gov/publications/2021/jcx-15-21/. 
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 *Chairman Smith.  The gentleman from Pennsylvania is recognized. 2278 

 *Mr. Evans.  Thank you, Madam Secretary.   2279 

 *Chairman Smith.  Would you turn on the mike? 2280 

 *Mr. Evans.  Thank you, Mr. Chairman. 2281 

 Madam Secretary, I would like to agree that the President's budget reflects the 2282 

progress that we have made, and I want to make sure that he knows I thank him for his 2283 

leadership and what you are doing.  So, I sincerely thank you very much. 2284 

 I want to speak about an issue I have spoken to you in the past about, an issue that 2285 

really concerns around school buildings and facilities.  I want to raise the issue about the 2286 

rehabilitation historical tax credit, and that is the issue I have been working on for a long 2287 

period of time. 2288 

 We have two high schools in my congressional district that discovered life-2289 

threatening asbestos.  And basically, what I have been attempting to do is to see if we can 2290 

put together -- the school buildings are at age 70, and I have basically been attempting to 2291 

find ways to deal with school. 2292 

 So, what I want to do is get your thoughts on our nation's public schools access to 2293 

historical tax credit, and to use that tool is the issue I have consistently been raising.  I 2294 

would like to get your thoughts on it. 2295 

 *Secretary Yellen.  Well, I think you are raising a very important issue in terms of 2296 

dealing with school buildings, and it is something the Administration thinks is important, as 2297 

well.  And we can discuss what might be appropriate to deal with that issue -- 2298 

 *Mr. Evans.  Okay. 2299 

 *Secretary Yellen.  -- and work with you on that. 2300 

 *Mr. Evans.  Good.  I want to thank you, Madam Secretary, for coming before the 2301 

committee.  Thank you for your honestness.  Thank you, again. 2302 
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 I yield back, Mr. Chairman. 2303 

 *Secretary Yellen.  Thank you. 2304 

 *Chairman Smith.  The gentlelady from New York is recognized. 2305 

 *Ms. Malliotakis.  Madam Secretary, you know my district very well because you 2306 

were born in Bay Ridge, Brooklyn.  Your alma mater is Fort Hamilton High School.  So 2307 

you also know that my district is one that is home to hardworking Americans who are trying 2308 

to make ends meet during record-high inflation.  2309 

 As this Administration continues to recklessly print and spend money, it is pushing 2310 

American people to the limits.  This Administration is literally giving money with one 2311 

hand, and then they are taking it with the other when people are paying higher costs, 2312 

whether it be the supermarket, the gas pump, the utility bills, et cetera. 2313 

 Seniors in my district -- and you know Bay Ridge is home to many seniors -- are 2314 

struggling to stay in their homes, and it is nearly impossible for young families to buy their 2315 

first home.  And CNBC reports credit card debt is at an all-time high, putting households 2316 

near a breaking point.  And all this while the Fed continues to raise interest rates, and 2317 

Democrats continue their spending spree. 2318 

 The public deserves to know, as do the members of this committee, how long you are 2319 

aware that the massive spending packages were pushing us closer to the debt limit, and why 2320 

you stayed silent for so long. 2321 

 As you know, on December 23rd, 2022, Congress, under the Democrat control, 2322 

passed 1.7 trillion omnibus spending package, which came after 2 years of aggressive, 2323 

unchecked spending and record deficits.  However, you waited nearly a month, until 2324 

January 13th, to send a letter to Speaker McCarthy in saying that we had reached -- we will 2325 

be reaching the statutory limit, and that you would have to take extraordinary measures.  2326 

 Yes or no, did you warn the President at the time that he was jamming through this 2327 
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package that you were going to be reaching that limit? 2328 

 *Secretary Yellen.  Well, look, we have run deficits for most of our history, and it is 2329 

clear that we continually need to issue more debt in order to finance them.  So -- 2330 

 *Ms. Malliotakis.  But did you warn the President that we -- 2331 

 *Secretary Yellen.  -- when Congress -- 2332 

 *Ms. Malliotakis.  -- were going to be hitting the debt limit, or did you wait?  Did 2333 

you purposely wait, or did you tell the President -- 2334 

 *Secretary Yellen.  The President knows very well that we -- 2335 

 *Ms. Malliotakis.  Okay. 2336 

 *Secretary Yellen.  -- would reach the debt limit, and Members of Congress know 2337 

that, as well. 2338 

 *Ms. Malliotakis.  Why did you wait until January 13th to -- 2339 

 *Secretary Yellen.  And we sent you -- 2340 

 *Ms. Malliotakis.  -- make it public? 2341 

 *Secretary Yellen.  We sent Congress, as we always do, a notification when it 2342 

became clear that we would reach the debt limit, and need to use -- 2343 

 *Ms. Malliotakis.  Were you told by anyone in the White House not to say anything 2344 

during that time of negotiation? 2345 

 *Secretary Yellen.  Of course not.  And it is very clear what the outstanding debt is.  2346 

It is all -- it is entirely public information. 2347 

 *Ms. Malliotakis.  Now, it is true, but I find it odd that that three-week period 2348 

between when that package passed -- or when it was even negotiated, that you didn't say 2349 

anything as a Treasury Secretary to sound the alarm that we were heading down this -- that 2350 

we were going to hit the -- you were going to have to take extraordinary measures.  It seems 2351 

like something that the American people would want to know while they were jamming 2352 
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through this excessive package. 2353 

 But I will move on to say that the Federal Reserve continues to raise interest rates to 2354 

slow the amount of money circulating through the economy, to drive down demand for 2355 

goods and services, with the goal of lowering prices and reducing inflation.  But this, as you 2356 

know, will not work.  It does not work when government spending and the printing of new 2357 

money continues at unsustainable levels, reducing the value of the dollar. 2358 

 Isn't it kind of like trying to pour water on a fire, while also pouring gasoline?  I 2359 

mean, you admitted you were wrong when you said inflation was transitory.  Will you be 2360 

honest with the American people today, and just tell them the truth, that the inflation will not 2361 

reduce -- return back to the 1.4 percent of 2021 as long as government continues to print and 2362 

spend? 2363 

 *Secretary Yellen.  No, I certainly wouldn't agree with that.  And this year the 2364 

Federal budget has -- the deficit has declined substantially, and there has been a reduction in 2365 

fiscal impetus toward inflation. 2366 

 *Ms. Malliotakis.  I understand.  We are still at 6.4 percent, and we were at 1.4 2367 

percent at the beginning of this Administration.  I believe, as long as we keep printing this 2368 

money, we will never get back down to that inflation.  And so, I hope you will pass that on 2369 

to the Administration.  Thank you. 2370 

 *Chairman Smith.  I thank the gentlelady.  The gentleman from Ohio is recognized. 2371 

 *Mr. Carey.  Madam Secretary, thank you for being with us today, and I appreciate 2372 

your service to the country. 2373 

 *Secretary Yellen.  Thank you. 2374 

 *Mr. Carey.  I am going to go through a statement.  I am going to try to keep my 2375 

time brief.  I am a firm believer that those who don't know history are doomed to repeat it, 2376 

and so I am just going to go back, as we have time, to go through the Green Book and, 2377 
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obviously, look at all the -- dive into the budget.  2378 

 But, on March of 202,1 you said there was only a small risk that inflation would be a 2379 

problem.  And on May 2nd of 2021 you said you don't believe that inflation will be an 2380 

issue.  On May 27th, you stated that the recent inflation we were seeing at the time would be 2381 

temporary.  You also said that you believed interest rates would stay low.  Then, on 2382 

October 29th of 2021, you said that monthly inflation rates would return to levels close to 2 2383 

percent towards the second half of the year.  2384 

 When referring to the Biden Administration's infrastructure spending proposals, you 2385 

actually said, "I don't think these investments will drive up inflation at all.''  You even went 2386 

as far as to say that these spending packages were actually anti-inflationary. 2387 

 Finally, on June 1st of 2022, you conceded that you were wrong about the path that 2388 

inflation would take and, as we all know, we were also wrong regarding your projections of 2389 

the interest rates.  And as the Fed right now is signaling that more rate hikes will probably 2390 

happen until inflation gets under control, it makes me wonder when we are going to get off 2391 

the spending merry go round. 2392 

 But with that, I really would like to focus on just a couple of things, because energy 2393 

is something that is very important.  But perhaps the biggest failure I have seen in U.S. 2394 

sanctions over the last two years has been the inability to stop Iranian oil exports to China.  2395 

And I appreciate the Administration's recent sanctioning of the companies involved in the 2396 

Iranian illicit oil trade, however, I am concerned that these efforts are insufficient. 2397 

 So a real quick question, and then I am going to yield back.  Would you agree our 2398 

sanctions have been ineffective in stopping Iranian oil from being exported to China? 2399 

 *Secretary Yellen.  My sense is that there is -- you know, I need to look into that 2400 

more fully.  But probably our sanctions have not been fully effective.  We are constantly 2401 

looking to enforce them better, and to step them up in order to meet this objective, so -- 2402 
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 *Mr. Carey.  Thank you.  Thank you, Madam Secretary.  Mr. Chairman, I yield 2403 

back. 2404 

 *Chairman Smith.  The gentleman from Illinois is recognized. 2405 

 *Mr. Schneider.  Thank you, Mr. Chairman.  2406 

 Madam Secretary, thank you.  Thank you for giving us a little bit of extra time so 2407 

we all have a chance to ask a question.  It is greatly appreciated. 2408 

 And I want to commend the Administration's work bringing the world together to try 2409 

to address tax policy.  The multilateral Pillar One/Pillar Two processes aim to provide 2410 

certainty and predictability for U.S. companies operating abroad.  That said, I do believe we 2411 

have to ensure that the U.S. remains committed to following through on these efforts, 2412 

working with Congress, and protecting the competitiveness of U.S. firms to ensure that we 2413 

not only are growing American companies, but we are starting new companies and inspiring 2414 

other countries to come here.  So I thank you on that. 2415 

 I want to ask a quick question on the debt ceiling.  I will go home this weekend, and 2416 

I will hear from all of my constituents what is going to happen, what is going to happen.  2417 

Can you just remind us -- I know we have talked about it -- what do I say to Illinois 2418 

taxpayers when they ask, "What is going to happen if we don't address the debt ceiling?'' 2419 

 *Secretary Yellen.  I think we are going to be faced with economic and financial 2420 

catastrophe. 2421 

 The United States Government has always paid its bills since 1789.  And not just 2422 

some bills, but all bills that come due.  U.S. Treasuries are the safest asset in the entire 2423 

financial system, and the U.S. dollar serves as the reserve currency.  If there is a thought 2424 

that Congress would allow the United States to default on its payments that it has to make, 2425 

that will call into question the safety of these assets, and potentially lead to a financial crisis. 2426 

 And if we got to the day when we are not able to make our payments, and somehow, 2427 
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we have to no longer make good on our obligations to Social Security recipients, and 2428 

veterans, and the military, and to all those providers -- 2429 

 *Mr. Schneider.  And I apologize.  With limited time -- 2430 

 *Secretary Yellen.  And interest rates will spike.  We saw that in 2011. 2431 

 *Mr. Schneider.  It will be painful. 2432 

 *Secretary Yellen.  And U.S. -- 2433 

 *Mr. Schneider.  So let me just ask a follow-up question. 2434 

 *Secretary Yellen.  We were downgraded, and that was a hit to the interest rates that 2435 

all Americans have to pay -- 2436 

 *Mr. Schneider.  Right.  As someone once said, if we don't learn from history, we 2437 

are going to repeat it.  We saw it in 2013. 2438 

 We talked yesterday.  We had a markup on this idea of prioritization, paying some 2439 

of our bills, not all of our bills.  Does paying some of our bills -- is it feasible?  And even if 2440 

it was, would that still result in default? 2441 

 *Secretary Yellen.  It is still a default, because I think most Americans would think 2442 

-- and most people in financial markets would feel that a country has obligations, and they 2443 

are looking to see if the country meets the obligations it has, not some of the obligations, but 2444 

all of the obligations. 2445 

 *Mr. Schneider.  Great.  And my last comment is thank you.  In the Inflation 2446 

Reduction Act my legislation on sustainable aviation fuel was a part of what is the greatest 2447 

investment we have ever made in addressing climate change.  I look forward to working 2448 

with you and your department, making sure that we get that in place so that -- 2449 

 *Secretary Yellen.  Great. 2450 

 *Mr. Schneider.  -- America can lead the way in sustainable aviation fuel. 2451 

 *Secretary Yellen.  We are working hard on that. 2452 
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 *Mr. Schneider.  I yield back. 2453 

 *Secretary Yellen.  Thank you. 2454 

 *Chairman Smith.  The gentleman from California is recognized. 2455 

 *Mr. Panetta.  Thank you, Mr. Chairman. 2456 

 Thank you, Madam Secretary.  It seems that right now you have policymakers 2457 

trying to bring about a managed slowdown of our economy, and you have investors trying to 2458 

figure out if the economy is going to have a hard landing or a soft landing.  But also, it 2459 

seems, because the economy is so stubbornly successful right now, we are trying to figure 2460 

out if the economy is going to land at all. 2461 

 And so that is because the American economy right now is strong for a number of 2462 

factors.  And consumers and firms, especially in major economies, they are in good 2463 

financial health. 2464 

 *Secretary Yellen.  Yes. 2465 

 *Mr. Panetta.  But the acceleration of our economy means that the recession may 2466 

not be imminent is what we are seeing right now. 2467 

 So, despite some of the complaints that we are hearing, it seems that we do still have 2468 

to figure out a way to slow down the economy by bringing down inflation so that we can 2469 

bring down inflation.  And we have to figure out, you know, does that mean we raise 2470 

interest rates to get inflation to that two percent target?  2471 

 Now, as you know, when you talk about rate adjustments and when they are made, 2472 

there are long and variable lags for which and how they work.  But experts are thinking that 2473 

the previous interest rates that were just made, they might have been already played out.  So 2474 

looking forward now, looking forward, where do we go?  2475 

 Do we accept this continued inflation, or do we have to continue to raise interest 2476 

rates for a second year in a row? 2477 
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 And if we raise those rates, what is appropriate, Madam Secretary? 2478 

 *Secretary Yellen.  So, you know, this is a matter we leave up to the best judgment 2479 

of the independent Federal Reserve.  Having worn that hat in a prior life, I know that the 2480 

kinds of judgments you are asking me to make are very difficult ones, and require 2481 

tremendously careful analysis of the economy, what is playing out, and how monetary 2482 

policy operates. 2483 

 I know that my colleagues at the Fed are engaged in these discussions every day, and 2484 

want to do the best they can.  They are clearly committed to bringing inflation back to their 2485 

two percent target. 2486 

 *Mr. Panetta.  Okay, thank you.  Thank you. 2487 

 *Secretary Yellen.  They also have a commitment to -- 2488 

 *Mr. Panetta.  Thank you.  I got a minute left, and it is -- 2489 

 *Secretary Yellen.  The -- 2490 

 *Mr. Panetta.  -- your last minute, so just -- I am going to make it real quick.  What 2491 

should our long-term goals be, Madam Secretary, when it comes to our debt? 2492 

 *Secretary Yellen.  That we have a sustainable fiscal trajectory.  And to me, the 2493 

single best metric is real net interest burden of the debt.  And that is something we have 2494 

focused on carefully in this budget.  Historically, it is been at or a little bit above one 2495 

percent. 2496 

 And if you look at the budget, with the deficit reduction it contains, it -- we keep the 2497 

real net interest burden as a share of GDP right around one percent.  So, to me, that is a 2498 

sustainable budget path, and it is one I use to evaluate fiscal sustainability. 2499 

 *Mr. Panetta.  Thank you, Madam Secretary. 2500 

 Mr. Chairman, I yield back.  Thank you. 2501 

 *Chairman Smith.  Thank you. 2502 
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 Madam Secretary, thank you for your testimony.  Sorry we went 12 minutes over, 2503 

but we appreciate that you stayed for all of it. 2504 

 Please be advised that members have two weeks to submit written questions to be 2505 

answered later in writing.  Those questions and your answers will be made part of the 2506 

formal hearing record. 2507 

 With that, the committee stands adjourned. 2508 

 [Whereupon, at 12:12 p.m., the committee was adjourned.] 2509 
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Responses to Questions for the Record 
 
Representative David Schweikert 
 
Question 1 
 
There has been discussion of having the IRS prepare returns on behalf of taxpayers by using 
information reported to the IRS, including wages and investment income. Does the IRS need 
additional legislative authority to prepare tax returns in this manner? 
 

a. If so, what additional legislative authority would the IRS need to prepare 
returns in this manner? 

b. If not, what existing authority allows the IRS to prepare returns in this manner? 
 

Answer: The IRS does not have plans to prepare returns on behalf of taxpayers. As 
described in the IRS Strategic Operating Plan, the IRS will focus on helping taxpayers 
get it right the first time, quickly address issues when they arise, and claim credits and 
deductions they are eligible for. Core to those customer service improvements will be 
providing taxpayers and their authorized tax professionals with data and information to 
help them populate their own tax returns based on prior-year returns and current-year 
information. 
 
On May 16, 2023, the IRS released a study evaluating taxpayer opinions, cost, and 
feasibility of a Direct File option that would allow taxpayers to file their taxes directly 
with the IRS for free, as required by the Inflation Reduction Act (IRA). The report 
showed that a majority of taxpayers—72%--- are interested in the IRS providing this 
option. It also showed that IRS is technically capable of delivering a Direct File option. . 

 
 
Question 2 
 
There has been some discussion of having the IRS develop their own software for taxpayers to 
prepare and file their tax returns. Does the IRS need additional legislative authority to develop 
and administer a filing software for this purpose? 
 

a. If so, what additional legislative authority would the IRS need to develop and 
administer a filing software for this purpose? 

b. If not, what existing authority allows the IRS to develop and administer a filing 
software for this purpose? 

 
Answer: As described in the IRS Strategic Operating Plan, the IRS will focus on helping 
taxpayers get it right the first time, quickly address issues when they arise, and claim 
credits and deductions they are eligible for.  
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On May 16, 2023, the IRS released a study evaluating taxpayer opinions, cost, and 
feasibility of a Direct File option that would allow taxpayers to file their taxes directly 
with the IRS for free, as required by the Inflation Reduction Act (IRA). The report 
showed that a majority of taxpayers—72%--- are interested in the IRS providing this 
option. It also showed that IRS is technically capable of delivering a Direct File 
option.  IRS has the legal authority to develop a Direct File option, which would be an 
additional online service option for taxpayers as part of the IRS’ commitment to provide 
taxpayers a seamless interaction with the IRS in the ways that work best for them, 
whether on the phone, in-person, and online. There is substantial precedent for the IRS 
providing assistance and advice to taxpayers to meet their tax filing obligations and 
complete their returns accurately, such as through the Tele-File program, which allowed 
taxpayers to file their tax returns by telephone, and through taxpayer assistance centers, 
in which IRS employees provide in-person tax preparation services. The IRS also offers 
individualized tax preparation assistance by phone, through calculators and other tools on 
its website, through formal private letter rulings, and by partnering with third-party 
volunteer organizations including those participating in the Volunteer Income Tax 
Assistance (VITA) and Tax Counseling for the Elderly (TCE) programs to provide tax 
advice.  
 
As a result of the study’s findings, the Treasury Department directed the IRS to develop a 
limited scope pilot for a Direct File option for filing season 2024.  
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Representative Darin LaHood 
 
Question 1 
 
On December 29, 2022, the Treasury Department issued a proposed regulation (REG- 100442-
22) under the Foreign Investment in Real Property Tax Act (FIRPTA) that would reverse the 
IRS' prior position concerning domestically-controlled Real Estate Investment Trusts (REITs) 
and effectively raise capital gains taxes on certain foreign investments in U.S. real estate. The 
proposed regulation may be a significant deterrent to future inbound real estate investment. 
Moreover, it raises the risk of a harmful "rush to the exits" by existing investors. 
 
The Tax Section of the American Bar Association has recommended that Treasury withdraw this 
proposed FIRPTA "look-through" rule, among other reasons, because the proposal does not 
reflect Congressional intent.1 The Tax Section pointed out that Congress specifically declined to 
adopt a look-through rule for C corporations when it amended FIRPTA look-through rules in the 
Protecting Americans from Tax Hikes Act of 2015. 
 

a. In developing this proposed regulation, what was Treasury's reasoning in 
suddenly altering long-settled tax policy under FIRPTA that conflicts with 
Congressional intent in this area? 

b. Given the current challenges facing the real estate market including rising 
interest rates, demand shifts, and supply chain disruptions, does Treasury have 
any available analysis that was conducted that would provide some explanation 
for this sudden shift in policy? 

 
Answer: The proposed regulation is intended to implement the policy underlying the 
FIRPTA regime as enacted by Congress.  FIRPTA aims to put both foreign investors and 
U.S. investors on a level playing field for tax treatment on U.S. real property sales by 
causing foreign investors to be subject to tax on those sales.  U.S. real property includes 
equity in “U.S. real property holding corporations.”  As part of the regime, Congress also 
enacted an exception from the FIRPTA tax for foreign investments in such entities that are 
domestically-controlled REITs.  A REIT is considered domestically controlled if less than 
50 percent of the value of its stock is held “directly or indirectly” by foreign persons.  
 
The proposed regulations did not alter long-settled tax policy, but rather represented an 
initial proposal to address an area of uncertainty.  Neither the Code nor the original 
legislative history of the enactment of the domestically-controlled REIT exception provide 
guidance for determining whether stock is held “directly or indirectly” by foreign persons.  
While Congress did not include rules that would require a look-through approach to C 
corporations in the Protecting Americans from Tax Hikes Act of 2015, there is no stated 
guidance in legislative history or elsewhere that explains the reason Congress did not adopt 
this approach. In the absence of specific guidance from Congress, Treasury and the IRS 
interpret the statutory language consistent with the underlying policy of the statute.  Given 
FIRPTA’s overall goal of eliminating tax advantages that foreign investors had in the U.S. 
real property market, Treasury and the IRS have proposed an interpretation of the 
domestically-controlled REIT exception that prevents foreign investor groups from 
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forming REITs that have tax advantages over U.S.-controlled REITs.  This interpretation 
could also address the potential use of U.S. corporations by foreign owners to avoid 
FIRPTA tax for themselves or their co-investors using the domestically-controlled REIT 
exception.  For these reasons, Treasury and the IRS proposed a look-through rule for non-
public domestic C corporations (i) as part of broader, needed guidance on the meaning of 
“direct and indirect” ownership and (ii) to ensure alignment with FIRPTA policy when 
determining whether REITs are “domestically controlled.”  We are committed to fully 
engaging in the notice-and-comment process and are now considering the comments’ 
recommendations. 
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Representative Kevin Hern 
 
Question 1 
 
The Administration’s 2024 budget proposes eliminating the FDII deduction and redeploying that 
revenue into an unspecified R&D incentive. Not only will this proposal encourage offshoring and 
discourage U.S. innovation and job growth, but it also directly counters strong, bipartisan 
Congressional support for FDII. Congress has repeatedly demonstrated support to not only 
retain FDII, but also ensure that it remain in parity with the GILTI regime. 
 
In July 2021, I led a letter signed by all W&M Republicans highlighting the important role FDII 
has in keeping successful R&D and intellectual property in the United States. As we outlined in 
that letter, trading FDII for an unspecified R&D incentive conflates provisions that serve distinct 
purposes, both of which encourage domestic innovation. While research incentives serve as 
“input” measures—reducing the cost of research on the front-end (whether or not that research 
is successful), the FDII—in addition to providing parity with GILTI to discourage tax-motivated 
offshoring—serves a complimentary purpose to research incentives as an “output” measure 
which rewards successful research, leading to more investment in innovation. 
 
Moreover, as this Administration’s OECD negotiations will result in the GILTI being an 
unsustainable revenue source, the FDII is even more important as a U.S. tax base expander: it 
allows the U.S. to collect tax on highly mobile foreign market IP income rather than other 
countries collecting it under Qualifying Domestic Minimum Top-up Taxes (QDMTTs). 
 
What is even more confounding is that your proposal puts you in direct opposition with your 
House Democratic colleagues, who thoughtfully preserved this important provision as a part of 
the international tax changes made in the House-passed Build Back Better Act. Given the 
overwhelming bipartisan support for the FDII, we would expect you to strongly defend U.S. law 
at the OECD’s Forum for Harmful Tax Practices.  
 

a. Given that your Democratic colleagues in Congress have clearly spoken in 
support of maintaining FDII in its current form, do you intend to defend U.S. 
law and U.S. interests at the Forum on Harmful Tax Practices?  
 
Answer: FDII is current law and as such we intend to defend this law at the Forum on 
Harmful Tax Practices.  

 
 
Question 2 
 
The OECD global tax agreement likely will have a significant effect on US revenues and jobs, 
and Congress needs to be supplied with Treasury’s analysis of the deal so that we can properly 
evaluate its impact. 
 

a. Have any documents containing estimates and analysis of the OECD global tax 
agreement on US revenues and jobs been transmitted by Treasury to Congress? 
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b. If so, please identify the title of the documents and the dates on which such 
documents were transmitted. 

c. If not, will you commit to providing such documents, even if they include 
preliminary estimates and analyses? 

 
Answer: The Pillar 1 negotiations are ongoing, and there are important design elements 
that remain unresolved. As a result, it remains premature to provide a precise fiscal 
impact assessment.  Moreover, to our knowledge, and as we have previously 
communicated to your staff in discussions and multiple bipartisan briefings, it continues 
to be the case that no country has published interim data of its estimates of Pillar 1 
reallocation or provided such estimates before Pillar 1 negotiations are complete, 
presumably because doing so could undermine that country’s national interests and its 
negotiating position.   

 
With respect to tax revenue and other reports estimating the economic impact of Pillar 2, 
the Administration’s Fiscal Year 2024 Budget, released on March 9, 2023, includes 
proposals that would align U.S. tax rules with the OECD Pillar 2 Agreement.  Treasury 
estimates that the proposal to revise the global minimum tax, limit inversions, and make 
related reforms would raise $493 billion over ten years and the proposal to adopt the 
undertaxed profits rule would raise $549 billion over ten years.    
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Representative Carol Miller 
 
Question 1 
 
1099-K Reporting Requirements 
 
In December of last year, the Internal Revenue Service delayed implementation of the 1099-K 
threshold change that Congress had authorized in the American Rescue Plan Act. This change 
was recommended to Congress in your Fiscal Year 2022 Revenue Proposals and was placed into 
the American Rescue Plan Act with no debate or congressional consideration. One cited reason 
for the delay is the difficulty in administering this program at the lower threshold, since so many 
Americans would be unnecessarily caught and sent a 1099-K form. 
 

a. If Congress does not act by the end of this year to change the 1099-K threshold, 
will the IRS implement another delay? 

b. If the IRS will not implement another delay, what plans do you have to make this 
program easier to implement and what further guidance will you provide to the 
American taxpayers to ensure they are not paying taxes they do not owe? 

 
Answer: Notice 2023-10 announced that calendar year 2022 will be regarded as a 
transition period for purposes of Internal Revenue Service (IRS) enforcement and 
administration with respect to the implementation of the amendments made to the de 
minimis exception for third party settlement organizations (TPSO) under section 
6050W(e) of the Internal Revenue Code (Code) by the American Rescue Plan Act of 
2021 (ARP), Pub. L. 117-2, 135 Stat. 4 (March 11, 2021), for returns for calendar years 
beginning after December 31, 2021.  The transition period described in the notice was 
intended to facilitate an orderly transition for TPSO compliance with section 6050W and 
participating payee compliance with income tax reporting.   
 
The change under the ARP is important because tax compliance is higher when amounts 
are subject to information reporting, like the Form 1099-K.  However, the change in law 
must be managed carefully to help ensure that Form 1099-Ks are only issued to taxpayers 
who should receive them.  In addition, it is important that taxpayers understand what to 
do as a result of this reporting, and tax preparers and software providers have the 
information they need to assist taxpayers. 
 
IRS issued updated frequently asked questions in December 2022 to provide additional 
guidance to taxpayers about this change and Form 1099-K.  See 
https://www.irs.gov/pub/taxpros/fs-2022-41.pdf.  IRS provided more information in 
March 2023 through additional frequently asked questions and Tax Tip 2023-37, What 
taxpayers should do when they receive Form 1099-K.  See 
https://www.irs.gov/pub/taxpros/fs-2023-06.pdf and 
https://www.irs.gov/newsroom/what-taxpayers-should-do-when-they-receive-form-1099-
k.  These releases provided clarity surrounding the sale of personal items and de minimis 
exception for reporting third party network transactions and guidance on what to do when 
a Form 1099-K is incorrect.  The IRS has a substantial outreach plan to help ensure 

https://www.irs.gov/pub/taxpros/fs-2022-41.pdf
https://www.irs.gov/pub/taxpros/fs-2023-06.pdf
https://www.irs.gov/newsroom/what-taxpayers-should-do-when-they-receive-form-1099-k
https://www.irs.gov/newsroom/what-taxpayers-should-do-when-they-receive-form-1099-k
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taxpayers and impacted stakeholders (issuers) understand their reporting and filing 
responsibilities and have the knowledge necessary to take the requisite action to comply 
with the tax law change. 

 
 
Question 2 
 
Organisation for Economic Co-operation and Development Pillar 2 Negotiations 
 
Unlike US Companies, Chinese companies are not operated to generate profit for shareholders 
but rather to further the strategic aims of the State. The enforcement mechanism of Pillar 2, like 
you repeatedly mentioned during your testimony, is the "Undertaxed Profit Rule" or "UTPR" 
which designed to force compliance from multinational entities (MNEs) domiciled in tax 
jurisdictions that do not implement qualified tax regimes. This is accomplished via an 
extraterritorial tax levied on a parent group through their foreign subsidiaries by the host 
jurisdiction. 
 

a. Given this divergent philosophy of Western and Chinese companies, how will 
the international community ever know if a Chinese MNE's should be subjected 
to UTPR? 

 
Answer: The UTPR applies to companies regardless of where the company is 
headquartered.  Large multinational companies will be required to file a GloBE 
Information Return, which will disclose whether any top-up tax is due to be collected 
under the UTPR.   

 
b. What information is required by Treasury to assess the amount of UTPR owed 

by a parent group via their US subsidiary? How will Treasury know if the 
information provided is accurate? 

 
Answer: The United States has not yet adopted the UTPR and thus no UTPR would be 
owed by any United States subsidiary at this time.  If the United States were to adopt the 
UTPR, the amount of UTPR to be collected by the United States would be disclosed on 
the GloBE Information Return filed by the MNE.  The accuracy of the information could 
be confirmed through the same methods as other self-reported information collected by 
the IRS, including audits. 

 
c. Should a dispute arise between a taxpayer and a jurisdiction levying a UTPR, 

what dispute resolution mechanisms are available? 
 

Answer: The UTPR is a tax imposed by a jurisdiction on its residents, so we expect that 
a taxpayer will be able to challenge a liability under the UTPR as provided under that 
jurisdiction’s laws, including through judicial proceedings.  Bilateral and multilateral 
dispute resolution mechanisms for the Pillar 2 rules, including in the case of the UTPR, 
are currently under discussion.  A public consultation document was released by the 
OECD Secretariat in December that identifies a number of options currently under 
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consideration to achieve tax certainty, including both dispute prevention and dispute 
resolution mechanisms. 

 
d. Does Treasury expect China to support their own MNE's that file a dispute or 

side with the Country that levied the UTPR against the Chinese MNE? 
 

Answer: The dispute resolution mechanisms in connection with the UTPR are still under 
consideration and certain design choices, including which parties would participate in the 
dispute resolution process, have not yet been made. 

 
e. If US-based MNE claimed treaty protection related to UTPRs asserted by our 

treaty partners, would the US Treasury support the US-based taxpayers in these 
claims? 
 
Answer: To the extent that a treaty partner acts inconsistently with their treaty 
obligations with respect to U.S. residents, the U.S. Treasury is ready to support those 
residents. 

 
 
Question 3 
 
Article 9.3 of the Model Rules provides an exception for MNEs in the initial phase of their 
international activity. This is widely accepted to have been added because of concerns raised by 
China about the impact of the UTPR on Chinese MNEs. There are additional carveouts in the 
model rules for State-Owned industries and MNE's under 750M Euros in revenue. China's 
concerns that a UTPR would be levied on their own MNE's resulted in their success in securing 
a strategic exemption. American MNE's do not enjoy the same benefit of exclusion; the R&D 
credit was not protected by Treasury in the negotiations and the US GILTI regime was not 
grandfathered as compliant under the model rules. Congressional Democrats explicitly rejected 
Treasury's international tax modifications in last Congress' reconciliation legislation. 
 

a. Were any other concession made to secure China's commitment to the 2 pillar 
project? 

 
Answer: During the course of the negotiations, China wanted special carveouts that 
would benefit them disproportionately.  Taking into account congressional feedback, we 
did not allow that.  The UTPR rule will apply to Chinese companies equally.  In other 
words, China will not gain an advantage by failing to implement the deal, because the 
top-up tax will be collected from multinationals headquartered in China and paying less 
than the minimum 15% rate there, regardless of whether China implements or not.  

 
b. Why should Congress allow UTPR's levied against American MNE's, 

undercutting incentives that previous Congresses & Presidents have enacted? 
 

Answer: Pillar 2 serves the important goal of leveling the playing field for U.S. 
businesses, while also protecting U.S. workers and middle-class families by ending the 
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race to the bottom in corporate tax rates.  The UTPR is an important design element of 
the Pillar 2 rules in that it prevents a country from gaining an advantage for its own 
MNEs by declining to adopt the Income Inclusion Rule (IIR).  If a country could exempt 
its MNEs from the Pillar 2 rules in that way, it would give them an advantage over U.S. 
MNEs that are subject to a global minimum tax under GILTI and MNEs in other 
countries that will be subject to Pillar 2.  In order to achieve a level playing field, the 
rules must apply equally to MNEs headquartered in all jurisdictions.  By leveling the 
playing field, Pillar 2 will create a system where U.S. businesses will be more 
competitive than they are now.  

 
c. Why should this Congress agree to limit (on behalf of ourselves and all future 

congresses) the fiscal policy tools available to us as we work to strengthen the 
American economy? 
 
Answer: The Pillar 2 rules neither mandate nor prohibit the use of any fiscal policy tools.  
Instead, they seek to level the playing field by imposing top-up tax if a particular MNE’s 
effective tax rate in a given country falls below the minimum rate of 15%. 

 
d. If it is possible for China to levy a UTPR against American companies should 

their ETR fall below 15% (example, the R&D credit causing a sub-15% ETR), 
what prevents China from assessing the UTPR at a rate greater than 15%? 
 
Answer: All countries participating in the Pillar 2 project have agreed that, if they adopt 
the Pillar 2 rules, they will do so consistent with the Model Rules and other guidance that 
is multilaterally agreed.  The Model Rules expressly require that the minimum effective 
tax rate at which the UTPR operates must be 15%.  If a country were to purport to apply 
the UTPR at a higher rate, that would violate the Pillar 2 agreement and would not be 
recognized by other countries applying the Pillar 2 rules.  In addition, the United States 
would maintain all the other tools at our disposal to respond to discriminatory taxation by 
a foreign country. 

 
 
Question 4 
 
Tax experts and academics have published numerous papers suggesting that the UTPR is 
inconsistent with our existing tax treaty obligations as well as historic international norms. 
 

a. How did the US Treasury arrive at the conclusion that this extraterritorial tax 
regime is consistent with the existing treaty obligations previously negotiated by 
the United States? 

b. Why did Treasury choose not to pursue a multilateral instrument to resolve 
these questions? 

c. Once established by the UTPR, what principle or agreement would limit the 
ability of a foreign jurisdiction to assess extraterritorial taxes on US based 
MNEs? 

d. In our efforts to reduce deficits in the United States, should the US Congress 
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enact additional extraterritorial taxes on foreign-based MNEs? 
 

Answer: When developing legislative proposals that would affect the international 
provisions of the Internal Revenue Code, the Treasury Department takes care to closely 
evaluate the question of the compatibility of the proposals with the obligations of the 
United States under its bilateral income tax treaties.  The Treasury Department has taken 
the same approach with the development of Pillar 2 and believes that the Pillar 2 rules are 
compatible with U.S. tax treaties.  As a general matter, the enactment of Pillar 2 in the 
United States would require the passage of legislation by the Congress without the need 
for a multilateral instrument.  Nevertheless, the Treasury Department is actively 
participating in the ongoing discussions at the OECD about the possibility of a 
multilateral instrument that would facilitate the resolution of disputes between countries 
regarding the application of the Pillar 2 taxes. 
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Representative David Kustoff 
 
Question 1 
 
Secretary Yellen, 
 
I remain concerned about the effect of the Foreign Tax Credit Final Regulations that took effect 
for calendar year 2022. I appreciate the guidance Treasury and IRS has provided to date, but it 
doesn't go far enough for our U.S. based companies with operations in some countries- for 
instance, Brazil. 
 
U.S. headquartered companies operating in Brazil are still exposed to double taxation until 
Brazil adopts arm's length principles. The regulation puts U.S. companies at a competitive 
disadvantage with foreign-headquartered companies, allowing foreign companies to grow 
foreign market share at the expense of goods and services made by U.S. companies and U.S. 
workers. Fortunately, Brazil is moving now to adopt the arm's length rules, but with 2024 as the 
earliest date for mandatory adoption. 
 

a. Will Treasury provide guidance to account for Brazil's plan to adopt arm 
length's principles? 
 
Answer: Treasury and IRS are monitoring developments in Brazil and are considering 
additional foreign tax credit guidance to provide certainty to U.S. taxpayers.  However, 
the IRS has a longstanding policy of not issuing rulings on the creditability of a particular 
foreign tax.  This policy pre-dates the issuance of the most recent final foreign tax credit 
regulations, and Treasury and IRS intend to continue that policy. 

 
b. Will Treasury consider delaying implementation of the regulation with respect 

to Brazil for two years to provide time for Brazil to adopt its new rules? 
 
Answer: Treasury and IRS do not intend for different rules to apply to taxes assessed by 
Brazil as compared to taxes assessed by other jurisdictions.  

 
c. What can Treasury do to help US business remain globally competitive with 

their Brazil operations, in light of the double taxation resulting from the FTC 
regulations? 
 
Answer: Treasury continues to encourage Brazil’s adoption of the arm’s length principle, 
which will be a significant positive development for U.S. companies operating in Brazil. 

 
 
Question 2 
 
Secretary Yellen, 
 
Over the past several months, CDFI financial institutions have repeatedly identified that changes 
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to the CDFI certification process conflicts with legal and regulatory requirements. For example, 
the CDFI Fund's proposed methodologies to assess whether CDFIs are serving certain target 
populations violate fair lending laws. Similarly, responsible financing practices requirements 
would prohibit the use of balloon payments mortgages, which Congress has previously expressed 
is an important to serving rural areas and which prudential regulators sometimes encourage use 
of to manage risk. We are glad to hear that the CDR Fund has announced its intention to take a 
harder look at these issues before finalizing the application. 
 
However, CDFI financial institutions have indicated that more expertise on the regulatory 
environment and safety and soundness expectations inside the CDA Fund would be incredibly 
helpful. Financial institutions are able to provide cradle-to-grave education, counseling and 
services which loan funds simply cannot match. It seems critical for the Fund to operate 
seamlessly with financial institutions and their regulators. 
 

a. What is the Treasury's perspective on appointing a Director with meaningful 
experience with insured depositories and consumer finance and what 
considerations you think are important to finding the right person to head the 
Fund? 

 
Answer: As indicated in the 2020 publication of United States Government Policy and 
Supporting Positions manual (Plum Book), which is published by the Senate Committee 
on Homeland Security and Governmental Affairs and House Committee on Oversight 
and Accountability after each presidential election, the Director of the Community 
Development Financial Institutions Fund (CDFI) is a Career Senior Executive Service 
(SES) position. Career appointments made to SES positions are governed by the Civil 
Service Reform Act of 1978 and requires that selections be made based on merit 
competition. Per this statute, SES positions are established to “ensure that the executive 
management of the Government of the United States is responsive to the needs, policies, 
and goals of the Nation and otherwise is of the highest quality.” The U.S. Treasury 
Department is working with the Office of Personnel and Management (OPM), which 
oversees the overall Federal executive program.  
 
The selection process for SES positions (such as the CDFI Fund Director), includes 
widespread notification of the position opening job openings, review of applications by 
Treasury’s Office of Human Resources, rating and ranking of applicants by a panel with 
in-depth knowledge of the job's requirements, and evaluation of each candidate's 
qualifications by the agency’s Executive Resources Board. In addition, SES candidate 
qualifications are evaluated by a Qualifications Review Boards (QRB), which are OPM-
administered independent boards consisting of senior executive service members who 
assess the executive core qualifications of SES candidates. All SES candidates must have 
their executive qualifications certified by an independent QRB before being appointed as 
career members of the SES.   
 
The Treasury Department will comply with all applicable SES hiring requirements and 
guidelines, as mandated by OPM and the Civil Services Reform Act of 1978. 
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Question 3 
 
Secretary Yellen, 
 
The Corporate Alternative Minimum Tax (CAMT) imposes a minimum tax of 15% on 
corporations with an adjusted financial statement income ("book income") of over $1 billion. It 
is clear for that this tax was meant to apply to the largest publicly traded companies, as some 
types of firms, such as S-corporations, were excluded from the CAMT. 
 
Firms that I represent have raised the concern that, despite being explicitly excluded from the 
CAMT, some S corporations' book income may be combined or "aggregated" with income from 
small C corporations--resulting in a small C corporation becoming subject to the CAMT. This 
would result in an expansion of the CAMT beyond the scope and purpose of the law. Further, the 
strict limitations and features of the S corporation structure--as well as the applicable tax rate 
on S corporations--make it impossible for tax planners to utilize an S corporation to "game the 
system" and avoid the CAMT. 
 
Implementation of the law can and should address these issues related to excluded S 
corporations, and that doing so will adhere to the intended scope and purpose of the Jaw without 
creating opportunities for avoidance.  
 

a. Can you comment on your views on the implementation of the CAMT as it 
relates to S corporations-and particularly the question of S corporation income 
being aggregated or "combined" with that of small C corporation for purposes 
of the CAMT's threshold testing? 

 
Answer: The new CAMT regime imposes a minimum tax on any corporation that meets 
the definition of an “applicable corporation.”  S corporations are explicitly excluded from 
this definition and the new CAMT regime does not impose a minimum tax on any S 
corporations or any S corporation income.  However, C corporations that are owned by S 
corporations can meet this definition if the C corporation’s book income exceeds the 
relevant CAMT testing threshold.  For purposes of this determination, the CAMT 
statutory language requires C corporations to aggregate their book income with the book 
income of other entities that are part of the same controlled group (as determined under 
existing statutory and regulatory aggregation rules).  Those existing rules do not appear to 
exclude S corporations from being included as part of a controlled group for this purpose.     
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Representative Brian Fitzpatrick 
 
Question 1 
 
During Friday’s hearing, my colleague, Mr. Kildee, inquired about the interpretation of the 
CHIPS and Science Act 48(D) tax credit established to promote onshore production of 
semiconductors. Congress enacted this legislation to assure our nation develops a reliable 
supply chain for semiconductors – so we do not wake up one morning and find ourselves at the 
mercy of potentially unreliable countries for this component critical to our national defense and 
our economy. 
 
Included in the CHIPS and Science Act is language clarifying the eligibility of upstream 
manufacturers for incentives under the Act to help assure a reliable supply chain for 
semiconductors. It strikes me that this approach must apply to tax credits made available under 
the Act if those credits are to be effective in helping establish a secure supply chain. 
 
So, allow me to join my colleague from Michigan in asking:  
 

a. Will the Treasury, in interpreting the CHIPS and Science Act, assure its tax 
credits are available to upstream manufacturers in the semiconductor supply 
chain? 

 
Answer: In coordination with the Department of Commerce and the Department of 
Defense, Treasury and the IRS published a notice of proposed rulemaking (NPRM) on 
March 23, 2023, containing proposed rules to implement the section 48D investment tax 
credit and the special “applicable transaction” recapture rule in section 50(a)(3).  The 
NPRM expressly requests public comment on the definition of the term “semiconductor” 
because this term is not specially defined in section 48D or section 50(a).  However, 
beginning with the definition of “applicable transaction” in section 50(a)(6)(D), a series 
of statutory cross-references, including as amended by Division A of the CHIPS and 
Science Act, ends with the following definition of “semiconductor” in section 4651(13) 
of title 15, U.S. Code: “The term ‘semiconductor’ has the meaning given that term by the 
Secretary [of Commerce].”  That definition is used for various purposes of the CHIPS for 
America Program established under section 102 of the CHIPS and Science Act, under 
which “covered entities” may receive funding for “investment in facilities and equipment 
in the United States for the fabrication, assembly, testing, advanced packaging, 
production, or research and development of semiconductors, materials used to 
manufacture semiconductors, or semiconductor manufacturing equipment.” (Emphasis 
added). 
 
In contrast, the section 48D investment tax credit is only available for investment in “a 
facility for which the primary purpose is the manufacturing of semiconductors or 
semiconductor manufacturing equipment.” (Emphasis added).  In this regard, the NPRM 
specifically requests comments on “whether this term, for purposes of the section 48D 
credit, should include semiconductive substances—materials with electronic properties 

https://www.federalregister.gov/documents/2023/03/23/2023-05871/advanced-manufacturing-investment-credit
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controllable by the addition of, typically small, quantities of specific elements or 
dopants—on which an electronic device or system is manufactured, such as, but not 
limited to polysilicon and compound semiconductor wafers.  If so, commenters are 
requested to explain in detail what principle, standard, or parameters could be 
incorporated in a definition of the term “semiconductor” so as to prevent extending the 
definition of that term to also include other materials and supplies used in the 
manufacture of finished semiconductors.”  We will, of course, need to coordinate any 
adjustments to the definition of “semiconductor” with the Department of Commerce and 
the Department of Defense, as required by law. 
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Representative Gregory Steube 
 
Question 1 
 
When speaking at the Federal Bar Association Conference on March 3rd, Nikole Flax, Director 
of the IRS Inflation Reduction Act Transformation and Implementation Office said of the IRS 
expansion, "we really are doing it with an agency wide focus, but with a level of transparency 
that I think we haven't seen before." More than seven months after the passage of the Inflation 
Reduction Act, there has been no transparency on the IRS's expansion plans.  
 

a. What specific actions will Treasury and IRS take to demonstrate improved 
transparency? 

 
Answer: The IRS is committed to an ongoing dialogue with Congress, the tax 
community, and the public on the implementation of the IRS’ Strategic Operating Plan 
(Plan). Feedback from stakeholders and transparency is critical to the success of the IRS 
transformation effort. In the years ahead, the Strategic Operating Plan will evolve as the 
IRS receives more input and assesses the impact of improvements. The IRS will prepare 
an annual update of the Plan based on lessons learned, progress made, and any changes 
needed. The IRS will also provide updates at least annually to external stakeholders – 
including Congress and the public – through existing reporting and review processes like 
the Annual Performance Plan and Report. The IRS welcomes the opportunity to discuss 
progress more regularly with Congress and other stakeholders.  

 
 
Question 2 
 
During his confirmation hearing, IRS Commissioner Werfel committed to allowing Congress and 
the public to weigh in on the expansion and enforcement plan. 
 

a. Can you confirm that Treasury and IRS will allow Congressional and public 
input before the enforcement plan is implemented? 
 
Answer: Shortly after enactment of the Inflation Reduction Act, Treasury and the IRS 
initiated an effort to develop the Strategic Operating Plan. The planning process 
leveraged prior IRS planning efforts, including the Taxpayer First Act Report to 
Congress and new thinking around best practices and available technology capabilities. 
Treasury and the IRS also sought input from a wide range of stakeholders in tax 
administration, including IRS employees and their representatives, technology experts, 
small business groups, tax professionals, and more.  

 
 
Question 3 
 
The President's Budget Request includes $1.8 trillion in tax increases targeted at small 
businesses organized as pass-throughs. In addition, the Budget Request would impose higher 
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taxes on the nearly one million small businesses organized as "C" corporations, which would 
face a 33 percent rate hike.  
 

a. Does the Budget Request protect owners of small business "C" corporations 
earning less than $400,000 from a tax hike? 

 
Answer: The President’s budget would ensure that the wealthy and large corporations 
pay their fair share and, in doing so, fully pay for the investments proposed in the budget 
while generating nearly $3 trillion in additional deficit reduction over the next decade.  It 
closes tax loopholes for the wealthy and cracks down on tax cheats, and it once again 
ensures that no one earning less than $400,000 a year will pay a penny more in new 
taxes. 

 
 
Question 4 
 

a. How much revenue from the higher corporate tax rate will come from small 
business "C" corporations with fewer than 500 employees and $25 million or 
less in gross receipts?  

 
Answer: According to the IRS Statistics of Income Corporation Income Tax Returns 
Complete Report, among active corporations other than those filing forms 1120S, 1120-
REIT, and 1120-RIC in tax year 2019, the most recent year for which data is available, 
corporations with business receipts under $10 million account for 4 percent of income tax 
after credits. This report does not separately report information for corporations under a 
$25 million gross receipts threshold, and data on the number of employees is not 
generally available for C corporations.  
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Representative Blake Moore 
 
Question 1 
 
Secretary Yellen, SECURE 2.0 includes over 90 new provisions impacting retirement savings. As 
with any new major bill, federal regulators must work diligently to implement regulations as 
directed by Congress and provide regulatory clarity. As I understand it, the list of additional 
guidance needed to implement SECURE 2.0 is long. 
 

a. Given the Department of the Treasury and the Internal Revenue Service’s role 
in overseeing retirement plans and the existing priorities as outlined the 
regulatory fall agenda, can you explain how you plan to prioritize the guidance 
for implementation of SECURE 2.0 so that plan participants and other 
retirement savers are not harmed or disadvantaged due to regulatory 
uncertainty? 

 
Answer: The Treasury Department’s Office of Tax Policy (OTP) is well aware of the 
need to implement the SECURE 2.0 provisions expeditiously.   OTP is working closely 
with the Internal Revenue Service (IRS) and the Department of Labor, as applicable, to 
identify the provisions for which guidance is most urgently needed due to: (i) a near-term 
effective date, (ii) questions from stakeholders who need guidance to commence 
implementation of the provision, or (iii) requirements for which guidance is needed for 
plan sponsors and the IRS to program their payroll and IT systems to comply with the 
provision.  OTP and IRS are moving forward to draft and issue priority guidance as soon 
as possible.  
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Representative Randy Feenstra 
 
Question 1 
 
Secretary Yellen, 
 
At the hearing, I asked "Why did the US Treasury not try to negotiate rules that protected the 
U.S. R&D incentives in the same way that the U.K. did, in the same way other European 
countries did and we lost ours?" 
 
You responded: "I think some of these incentives would have been lost under the BEAT and our 
proposal would repeal the BEAT in favor of the [UTPRJ consistent with the model agreement 
and in that sense is more favorable for R&D than what otherwise would have been the case." 
 
There are a number of reasons why I found your response to be problematic. But the most 
fundamental issue I see is that it suggests the Department of the Treasury views itself as having 
the same power as Congress - to raise taxes on US businesses by cutting back domestic tax 
incentives - but exercising that power through a multilateral bureaucracy to allow other 
countries to collect the tax. Congress enacted the BEAT to raise US revenue. 
 

a. While it is true that Congress will need to confront the issue of R&D credits 
under the BEAT after 2025, don't you think there is a difference between a tax 
provision enacted by Congress and the U.S. Treasury effectively giving license 
to foreign countries to fill their coffers by clawing back US tax incentives? 
 
Answer: Pillar 2 does not mandate or grant new taxing rights to any jurisdiction.  
Congress has the authority to adopt the tax policy it wants, and Pillar 2 does not change 
that.  Similarly, other sovereign countries also have the right to adopt their own tax 
policies.  

 
 
Question 2 
 
Secretary Yellen, 
 
As you know, the "QDMTT" takes priority over other top-up taxes in Pillar Two -IIR and UTPR- 
and, in the case of the U.S. companies, the tax is applied on the profits of their foreign 
operations by the country where they are operating. 
 
Since the U.S. has a lot of major companies who operate around the world, we are particularly 
sensitive to the revenue impacts of these changes. We have a substantial number of MNCs, and 
we're also the only country with a minimum tax, GILTI, that already taxes their foreign 
operations. 
 
It is possible that most of the global Pillar 2 revenue will be collected under QDMTTs, which 
will reduce US revenue under GILTI. So, the problem is, if foreign countries with low corporate 
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rates like Ireland start taxing U.S. companies under the QDMTT, depending on Treasury's 
determination on the creditability of QDMTTS, that's either going to 1) double tax our 
companies or 2) reduce the tax revenue we collect under GILTI. So, either U.S. companies or the 
U.S. fisc. are getting hit by this, and that seems like a lose-lose situation. 
 

a. Do you expect U.S. companies to see double-taxation as a result of the QDMTT 
and GILTI? 
 
Answer: The Treasury Department is considering additional foreign tax credit guidance 
regarding Pillar 2 taxes.  The Treasury Department supports the Pillar 2 agreement, 
which includes rules on the ordering rules of the taxes that are intended to prevent 
double-taxation and will seek to uphold the agreement in any guidance issued. 

 
b. If not, does your current budget account for this impact of QDMTT in reducing 

revenue? 
 
Answer: The revenue estimate for the GILTI proposal was done following long-standing 
revenue estimating conventions and is consistent with the policies of foreign countries at 
a given point in time. The estimate would change as foreign countries enact Pillar 2. 

 
 
Question 3 
 
Specifically, the Greenbook includes proposals to align GILTI with Pillar 2, but at a significantly 
higher rate, and adopt a UTPR. Treasury estimates these proposals combined would raise more 
than $1 trillion over 10 years. 
 

a. Do Treasury's estimates assume the widespread adoption of QDMTTs by 
investment hub countries? If so, what is the amount? If not, then isn't it 
misleading for the President's budget to count on that much revenue coming in, 
when in reality, a substantial amount will go to other countries? 

 
Answer: The revenue estimates for the GILTI and UTPR proposals were prepared in 
accordance with long-standing revenue estimating conventions and are consistent with 
the policies of foreign countries at a given point in time. The estimate would change as 
foreign countries enact Pillar 2. 
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Representative Richard Neal 
 
Secretary Yellen, 
 
Question 1 
 
The Biden Administration has initiated negotiations with the European Union and Japan on 
separate critical minerals agreements which the administration intends to treat as “free trade 
agreements” for purposes of the Inflation Reduction Act clean vehicle battery critical minerals 
requirement.  
 

a. Could you please identify the statutory authority the Biden Administration will 
rely on to negotiate and enter into these agreements? 

 
Answer:  The Office of the United States Trade Representative (USTR) is the agency in 
the Administration chiefly responsible for trade negotiations in general and negotiation of 
the referenced agreements in particular.  I would refer you to that Office for a response to 
your question about statutory authority to negotiate and conclude agreements. 

 
 
Question 2 
 
According to a white paper issued by the Department of the Treasury in December Treasury and 
the IRS expect to seek comment in proposed guidance on what criteria should be used to identify 
free trade agreements for purposes of the Inflation Reduction Act clean vehicle critical minerals 
requirement. Treasury and the IRS expect to propose that these criteria include whether an 
agreement reduces or eliminates trade barriers on a preferential basis, commits the parties to 
refrain from imposing new trade barriers, establishes high-standard disciplines in key areas 
affecting trade (such as core labor and environmental protections), and/or reduces or eliminates 
restrictions on exports or commits the parties to refrain from imposing such restrictions, 
including for the critical minerals contained in electric vehicle batteries. Treasury and the IRS 
also expect to propose that the term encompasses, at minimum, the comprehensive trade 
agreements of the United States with Australia, Bahrain, Canada, Chile, Colombia, Costa Rica, 
the Dominican Republic, El Salvador, Guatemala, Honduras, Israel, Jordan, South Korea, 
Mexico, Morocco, Nicaragua, Oman, Panama, Peru, and Singapore. Further, Treasury and the 
IRS expect to propose that the Secretary may identify additional free trade agreements for 
purposes of the critical minerals requirement going forward and will evaluate any newly 
negotiated agreements for proposed inclusion during the pendency of the rulemaking process or 
inclusion after finalization of the rulemaking.  
 

a. Could you please specify the statutory authority the Secretary of the Treasury 
intends to rely on to identify such free trade agreements for purposes of the IRA 
clean vehicle critical minerals requirement? 

 
Answer: In the Inflation Reduction Act, Congress directed Treasury to issue “such 
regulations or other guidance as the Secretary determines necessary or appropriate to 
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carry out the purposes” of the new critical mineral and battery component requirements 
and to “issue proposed guidance with respect to [those] requirements.”  Earlier this year, 
the Department of Treasury and the IRS released proposed regulations under section 30D 
of the Internal Revenue Code regarding the clean vehicle credit.  As explained in the 
notice of proposed rulemaking, the term free trade agreement is not defined in the IRA or 
in the tax code.  The proposed regulations would define the term “country with which the 
United States has a free trade agreement in effect,” and the NPRM explains the basis for 
this proposal at greater length.  We will carefully consider public comments before 
issuing a final rule. 

 
 
Question 3 
 
Secretary Yellen, please indicate whether the Department of the Treasury will submit the 
proposed guidance on what criteria should be used to identify free trade agreements for 
purposes of the Inflation Reduction Act clean vehicle critical minerals requirement for public 
notice and comment as established by the Administrative Procedures Act?  
 

Answer: Earlier this year, the Department of Treasury and the IRS released proposed 
regulations under section 30D of the Internal Revenue Code regarding the clean vehicle 
credit.  Those proposed regulations provide criteria that would be used to identify 
countries with which the United States has a free trade agreement in effect for purposes 
of section 30D. 
 
As set forth in proposed §1.30D-3(c)(7)(i), those criteria would include whether an 
agreement between the United States and another country, as to the critical minerals 
contained in electric vehicle batteries or more generally, and in the context of the overall 
commercial and economic relationship between that country and the United States: (A) 
reduces or eliminates trade barriers on a preferential basis, (B) commits the parties to 
refrain from imposing new trade barriers, (C) establishes high-standard disciplines in key 
areas affecting trade (such as core labor and environmental protections), and/or (D) 
reduces or eliminates restrictions on exports or commits the parties to refrain from 
imposing such restrictions on exports.  The proposal is subject to an ongoing rulemaking 
process, and we will carefully consider public comments before issuing a final rule. 

 
 
Question 4 
 
Secretary Yellen, please explain how the Department of the Treasury determined the proposed 
criteria that should be used to identify free trade agreements for purposes of the Inflation 
Reduction Act clean vehicle critical minerals requirement. Please explain why the proposed 
criteria by the Department of the Treasury does not include whether an agreement is enforceable 
or whether it includes a binding dispute settlement mechanism. 
 

Answer: The proposed definition of a country with which the United States has a free 
trade agreement in effect takes into account the term’s meaning, use and context in the 
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statute. The IRA’s amendments to section 30D expand the incentives for taxpayers to 
purchase new clean vehicles and for vehicle manufacturers to increase their reliance on 
supply chains in the United States and in countries with which the United States has 
reliable and trusted economic relationships. The Treasury Department and the IRS 
recognize that more secure and resilient supply chains are essential for our national 
security, our economic security, and our technological leadership. The Treasury 
Department and the IRS propose to identify the countries with which the United States 
has free trade agreements in effect for purposes of section 30D consistent with the 
statute’s purposes of promoting reliance on such supply chains and of providing eligible 
consumers with access to tax credits for the purchase of new clean vehicles. The proposal 
is subject to an ongoing rulemaking process, and we will carefully consider public 
comments before issuing a final rule. 

 
 
Question 5 
 
Secretary Yellen, please describe what factors the Department of the Treasury will use to 
determine if an agreement reduces or eliminates trade barriers on a preferential basis, commits 
the parties to refrain from imposing new trade barriers, establishes high-standard disciplines in 
key areas affecting trade (such as core labor and environmental protections), and/or reduces or 
eliminates restrictions on exports or commits the parties to refrain from imposing such 
restrictions, including for the critical minerals contained in electric vehicle batteries. 
 

Answer: The Treasury Department is proposing to consider several factors to determine 
if a country has a free trade agreement in effect with the United States for purposes of 
section 30D.  These factors would include whether an agreement between the United 
States and another country, as to the critical minerals contained in electric vehicle 
batteries or more generally, and in the context of the overall commercial and economic 
relationship between that country and the United States: (A) reduces or eliminates trade 
barriers on a preferential basis, (B) commits the parties to refrain from imposing new 
trade barriers, (C) establishes high-standard disciplines in key areas affecting trade (such 
as core labor and environmental protections), and/or (D) reduces or eliminates restrictions 
on exports or commits the parties to refrain from imposing such restrictions on exports. 
The proposal is subject to an ongoing rulemaking process, and we will carefully consider 
public comments before issuing a final rule. 
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Representative Mike Thompson 
 
Question 1 
 
I wrote to the Department last year to express my support for rapid implementation of the 
Taxpayer Correspondence Delivery Tracking (TCDT) system. I understand the second phase of 
that project has been funded. While I certainly appreciate the range of competing priorities IRS 
must manage, I would appreciate confirmation that IRS is proceeding with implementation of the 
TCDT program as quickly as possible.  
 

a. Could you please provide a status update? 
 

Answer: Taxpayer Correspondence Delivery Tracking (TCDT) Phase 1 deployed March 
2022. This phase allows the United States Postal Service (USPS) to provide data on 
delivery, address changes, and reply mail in real time and provides this information to its 
customers electronically without requiring the return of a physical piece of mail. In 
addition, the Taxpayer Correspondence Delivery Tracking (TCDT) system Phase 2 is 
awaiting final procurement approval; we still anticipating being able to deploy in FY 
2024.    

 
 
Question 2 
 
The Inflation Reduction Act provided historic and much-needed investments in renewable 
energy. I was proud to author the energy tax portions of that legislation with my colleagues on 
the Committee, including the bonus credit in Section 48 for products that meet domestic content 
criteria.  
 

a. Could you please describe the steps Treasury is taking to ensure that this bonus 
credit is implemented in a manner that incentivizes the domestic production of 
parts not currently made in the U.S., such as solar cells? 
 
Answer: The domestic content bonus is one of the important provisions in IRA that boost 
U.S. manufacturing and help ensure American workers benefit from the clean energy 
economy they are building. On May 12, 2023, Treasury and IRS released Notice 2023-
38, a notice of intent to propose regulations on the domestic content bonus. Consistent 
with the statute, the Notice in general provides that for projects or facilities to qualify for 
the bonus, all of the structural iron or steel items in the project or facility that are 
Applicable Project Components, and an applicable percentage of manufactured products 
(including Applicable Project Components) in the project or facility, must be produced in 
the United States. The Notice provides detailed information to help clarify how taxpayers 
can satisfy the requirements for the bonus. We welcome input on Notice 2023-38 and the 
domestic content bonus provision. 
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Representative Bill Pascrell 
 
Question 1 
 
On March 8, 2022, I wrote to you requesting that the Treasury Department issue guidance on 
irrevocable grantor trusts to limit rampant abuse of the egregious stepped-up basis loophole. On 
June 8, 2022, while sitting before the Ways and Means Committee, you promised the Department 
would crackdown on this tax thievery “very soon.” The Department took a step in the right 
direction in its 2022-2023 Priority Tax Guidance Plan and Fiscal Year (FY) 2024 Revenue 
Proposal. Assets outside an estate in an irrevocable grantor trust should not qualify for stepped-
up basis treatment under the letter of the law. It has been nearly a year since your testimony.  
 

a. How and when will the Department implement this necessary guidance? 
 

Answer: Revenue Ruling 2023-2, which was issued on March 29, 2023, implements this 
guidance. 

 
 
Question 2 
 
The Department’s FY24 Revenue Proposal includes tax fairness solutions I have long 
championed, including finally closing the infamous carried interest loophole. My Carried 
Interest Fairness Act closely resembles the Department’s proposal to tax carried interest as 
ordinary income and subject it to self-employment tax. 
 

a. Does the Department support the Carried Interest Fairness Act (H.R. 1068), as 
introduced in the 117th Congress? 
 

b. The Congressional Budget Office has previously estimated that taxing carried 
interest as ordinary income would raise $14 billion in revenue over ten years. 
Victor Fleischer, a law professor at the University of San Diego, has stated his 
analysis suggests closing the carried interest loophole could return as much as 
$180 billion over ten years to American taxpayers. How much revenue does the 
Treasury Department estimate its carried interest proposal would raise? 

 
Answer: The FY24 Budget includes a proposal to tax carried interest as ordinary income. 
The Treasury Department estimates that this proposal would raise $6.5 billion over ten 
years. 

 
 
Question 3 
 
The onerous $10,000 cap on the State and Local Tax (SALT) deduction imposed by the 2017 
Republican tax scam targeted my constituents. In the year prior to its imposition, 1.9 million 
taxpayers in New Jersey deducted their local property and state income taxes – constituting 
approximately 42% of New Jersey taxpayers – averaging $19,162 per deduction. You have 
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acknowledged that the SALT cap caused “disparate treatment” across taxpayers and expressed 
the need to study “just what impact it’s had.” I am disappointed that the Department’s FY24 
Revenue Proposal again fails to include any path toward SALT relief. 
 

a. Will you commit to supporting robust SALT relief to middle-class families in 
high cost-of-living states like New Jersey? 

b. Has the Department conducted an analysis of the disparate impact of the SALT 
cap on taxpayers by state and zip code of residence? 

c. What is the Department’s view on the merits of the final regulation entitled 
“Contributions in Exchange for State or Local Tax Credits” which became 
effective on August 12, 2019? 

d. Why has the Department not sought to repeal this burdensome rule enacted by 
the Trump regime restricting states and municipalities from providing state and 
property tax relief to residents? 

 
Answer: Decisions on the SALT question should be part of a legislative process in 
Congress. Treasury and IRS stand ready to implement any changes that may be made. 

 
 
Question 4 
 
Last year, the Internal Revenue Service (IRS) audited Earned Income Tax Credit (EITC) 
recipients at a rate five and one-half times greater than the general public. Meanwhile, audits of 
wealthy taxpayers have declined precipitously over the last decade. Tax enforcement funding 
provided by the Inflation Reduction Act (IRA) must go toward closing our tax gap and bringing 
fairness to our tax system. Low-income families should not face the consequences of failing tax 
enforcement policies while the rich get off scot- free. 
 

a. During my line of questioning to you on March 10, 2023, you raised the issue of 
“high rates of improper payments” made to EITC recipients as an explanation 
for the elevated audit rate. Does the rate of error detected on returns of EITC 
recipients fully account for the disproportionate audit rate? 
 
Answer: The IRS is committed to fair and impartial administration of the tax law. For tax 
year 2018 returns, the most recent tax year outside the statutory period, the IRS 
conducted 240,000 EITC audits, equating to about a 0.9% audit rate. The service and 
technological transformation made possible by the resources provided by the IRA will 
focus on helping taxpayers get it right the first time, quickly fixing errors, and making 
sure taxpayers have the education and tools to understand and meet their tax obligations. 
We expect that this work will help reduce enforcement actions on honest taxpayers. For 
example, it will help EITC recipients properly claim the credit and prevent unnecessary 
delays with their refunds.  The IRS is dedicating significant resources to better 
understanding the drivers of the disparity and will continue to update Congress on this 
work. 

 
b. On March 10, you also acknowledged that these improper payments are “partly 
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because of firms” and “not the fault of individuals.” The numerous complex 
eligibility requirements to claim the EITC are a significant barrier for working 
families. Are the errors detected on returns filed by EITC recipients related to 
the mistaken over-claiming of refundable tax credits or the total under-
reporting of tax liability? How much revenue does the IRS capture each year 
from auditing EITC recipients? 

 
Answer:   Objective 3 within the Strategic Operating Plan lays out initiatives and 
projects which focus expanded enforcement on taxpayers with complex tax filings and 
high-dollar noncompliance. This includes high-income and high-wealth individuals, 
complex partnerships and large corporations that are not paying the taxes they owe. The 
IRS will focus IRA enforcement resources on hiring the expert staff needed to examine 
these returns and improving analytics to better support risk-based enforcement decisions 
and inform opportunities to expand use of existing resources to address high-income and 
high-wealth noncompliance. The IRS will comply with the Secretary’s directive not to 
raise audit rates on small businesses and households earning less than $400,000 relative 
to historic levels.  

 
 
Question 5 
 
The 2021 National Taxpayer Advocate (NTA) Annual Report to Congress characterized the 
correspondence audit process as “structured to expend the least amount of resources to conduct 
the largest amount of examinations.” The IRS has previously asserted that it cannot address the 
disproportionate audit rate of low-income families without additional funding. Blessedly, that 
funding was provided by Congress in the Inflation Reduction Act.  
 

a. Will you commit to directing IRA funding toward overhauling audit selection 
methodology to prioritize the returns of wealthy tax evaders with rampant 
under-reporting instead of chasing low-income families whose returns require 
less resources? 

 
Answer:  The IRS is committed to building trust with taxpayers, and confidence that the 
tax system is administered in a fair manner. This includes ensuring that audits do not 
disproportionately fall on any one particular segment of the population. The IRS will 
focus IRA enforcement resources on hiring the expert staff needed to examine the 
complex returns of high-income and high-wealth individuals, complex partnerships, and 
large corporations that are not paying the taxes they owe. This includes high-income and 
high-wealth individuals, complex partnerships and large corporations. Improved analytics 
will better support risk-based enforcement decisions and inform opportunities to expand 
use of existing resources to address high-income and high-wealth noncompliance. The 
IRS will comply with the Secretary’s directive not to raise audit rates on small businesses 
and households earning less than $400,000 relative to historic levels. Objective 3 within 
the IRS Strategic Operating Plan lays out initiatives and projects which focus expanded 
enforcement on taxpayers with complex tax filings and high-dollar noncompliance. The 
IRS has no plans to increase audit rates for households making less than $400,000. 
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Objective 3 within the Strategic Operating Plan lays out initiatives and projects which 
focus expanded enforcement on taxpayers with complex tax filings and high-dollar 
noncompliance. This includes high-income and high-wealth individuals, complex 
partnerships and large corporations that are not paying the taxes they owe. The IRS will 
focus IRA enforcement resources on hiring the expert staff needed to examine these 
returns and improving analytics to better support risk-based enforcement decisions and 
inform opportunities to expand use of existing resources to address high-income and 
high-wealth noncompliance. The IRS will comply with the Secretary’s directive not to 
raise audit rates on small businesses and households earning less than $400,000 relative 
to historic levels.  

 
 
Question 6 
 
I share your view that we need to focus on “education and outreach” to EITC recipients. 
Providing adequate taxpayer services and support to low-income families claiming this vital 
lifeline is a far better route toward lowering the rate of improper payments than socking 
struggling households with often confusing and burdensome correspondence audits. The 2021 
NTA Annual Report found that the IRS conducts correspondence audits with “limited or no 
taxpayer interaction” in contravention of section 3705(a) of the IRS Restructuring and Reform 
Act (RRA) of 1998 which requires correspondence audits to include the name, telephone number, 
and unique identifying number of an IRS employee. The NTA further noted that the IRS’s view 
that correspondence audits are “non-complex” is an “inaccurate description of the complexity 
of the issues that taxpayers must navigate when reconciling the various filing status and 
refundable credit implications” in the Internal Revenue Code (IRC). 
 

a. Can you further elaborate in detail on the education and outreach efforts to 
EITC recipients the Department plans to engage in moving forward? 

 
Answer: In administering the EITC, we have two goals--increasing participation and 
reducing errors that lead to delays and improper payments. Through expanding 
communications, outreach and education, we seek to increase information available to 
taxpayers and tax professionals about the availability of refundable credits, including the 
EITC, and the eligibility requirements that must be met.  

IRS pursues a variety of efforts to ensure taxpayers eligible for refundable credits can 
receive them with minimal burden. We leverage engagement with internal and external 
stakeholders in carrying out a robust outreach and education program to reach the 
approximately 4.3 million individuals who are eligible but don’t claim available credits. 
EITC Awareness Day, for example, is an annual collection of local events across the 
country where IRS invites community organizations, elected officials, state and local 
governments and other entities throughout the nation to raise awareness of EITC 
publications and online tools. We also collaborate with members of the private, public, 
and nonprofit sectors by hosting the Refundable Credit Summit, an annual gathering 
where IRS executives share current modernization efforts, updates to IRS forms and 
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publications, and outreach activities led by the IRS’s Stakeholder Partnership, Education 
& Communication organization. The summit includes breakout sessions of the 
Refundable Credits Participation and Software Development Working groups to 
strategize future awareness and compliance approaches. We further engage with the 
public by collaborating with state and local municipalities and presenting information at 
the National Tax Forums as well as conferences such as the Latino Tax Festival.  IRS’ 
Information Technology and Online Services teams have created tools and content on 
IRS.gov dedicated to EITC such as EITC Central (https://www.eitc.irs.gov/) and the 
EITC Assistant (https://www.irs.gov/credits-deductions/individuals/earned-income-tax-
credit/use-the-eitc-assistant).  

Using funding provided the IRA, the IRS will help taxpayers get it right the first time, 
quickly fix errors, and make sure taxpayers have the education and tools to understand 
and meet their tax obligations.  For example, IRS will send notifications to identify 
potential issues as taxpayers file returns so they can quickly fix errors. This will help 
EITC recipients properly claim the credit and prevent unnecessary delays with their 
refunds. 

b. Will you direct IRA funds to implementing the RRA requirement that 
correspondence audits include the contact information for an individual IRS 
employee? 

 
Answer: The IRA Strategic Operating Plan lays out critical IRS initiatives and plans to 
improve taxpayer experience when resolving an issue. Thanks to the resources of the 
IRA, taxpayers will have access real-time status updates on taxpayer refund and return 
processing, audits, and other service interactions through the channel of their choice. 
Status-tracking tools will provide details about processes, incorporating data and 
analytics into messaging about estimated processing times, and for both employees and 
taxpayers, provide clear instructions for next steps when appropriate.  

 
c. Will you direct IRA funds to restructuring IRS correspondence audit processes 

to ensure low-income families are provided timely and clear details regarding 
audit procedures, are adequately supported throughout the process, and are 
followed up with by an IRS employee should the taxpayer be nonresponsive? 

 
Answer: The IRA Strategic Operating Plan (SOP) lays out IRS initiatives and plans to 
improve audit processes, clarity of notices and letters, and availability of information to 
taxpayers. As part of implementing the SOP, the IRS is working to redesign all taxpayer 
notices to improve the taxpayer experience. This includes notices issued to lower-, 
middle-, and higher-income families alike. These redesigned notices will be written in 
plain language, delivered in ways they prefer, and provide clear explanations of issues 
and steps to resolution. 

 
 
 
 

https://www.eitc.irs.gov/
https://www.irs.gov/credits-deductions/individuals/earned-income-tax-credit/use-the-eitc-assistant
https://www.irs.gov/credits-deductions/individuals/earned-income-tax-credit/use-the-eitc-assistant
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Question 7 
 
On December 20, 2022, the Ways and Means Committee issued a comprehensive report 
regarding the IRS’s failure to properly examine the tax returns of Donald Trump under its 
mandatory audit program. The Committee found the IRS under the Trump regime did not 
conduct timely audits of presidential or vice-presidential tax returns in keeping with statutorily 
established precedent and procedure. On the exact day Chairman Neal made a legal request 
under Section 6103 of the IRC for Donald Trump’s business and personal tax records, the IRS 
began an incomplete and haphazard presidential audit for tax year 2015 with just a single 
revenue agent responsible for examining his incredibly voluminous and complex tax records. 
This dereliction remains a black eye on the IRS’s entire credibility. The Internal Revenue 
Manual contains little guidance regarding the scope of a mandatory examination and merely 
stipulates that “[i]ndividual income tax returns for the President and Vice President are subject 
to mandatory examinations.” 
 

a. The Committee recommended the IRS “review the mandatory audit program 
and revise the procedures set forth in the Manual for the program.” Will the 
Department ensure that guidance regarding the timing and processes governing 
mandatory presidential and vice-presidential examinations is clearly outlined in 
the Internal Revenue Manual? 

b. The Committee further recommended that the IRS “provide adequate and 
appropriate staffing and resources necessary for a full and timely audit of the 
President and prescribe that the audit team be comprised of two senior IRS 
agents, a partnership specialist, a foreign specialist, and a financial products 
specialist.” Will you direct funding to strengthening and staffing the mandatory 
audit program as recommended by the Committee? 

 
Answer: In order for our tax system to work, taxpayers must have confidence that all 
taxpayers, regardless of who they are, are being treated fairly and impartially.  The IRS 
must administer the tax laws with respect to a President in the exact same way that it 
would administer the tax laws with respect to any ordinary American. The mandatory 
audit program is administered by the IRS.  Please direct your questions on the 
administration of this program to the IRS. 
 
 

Question 8 
 
Last year, IRS telephone service was terrible through the filing season, with only two in every 10 
taxpayers who wanted to talk to IRS customer service representatives being able to do so.  
 

a. What is the level of service so far this filing season? 
 

Answer: Thanks to the 5,000 new hires made possible by Inflation Reduction Act 
resources, IRS customer service representatives answered nearly 4 million more taxpayer 
calls with live assistance since the start of Filing Season 2023 through May 27, compared 
to the same period in 2022.  IRS also cut phone wait times to five minutes, down from 29 
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minutes in Filing Season 2022.  IRS achieved an 88% level of service with live assistance 
since the start of Filing Season 2023, meeting the goal set by Secretary Yellen last year. 
This is a sixfold increase in Level of Service over Filing Season 2022.  The IRS 
integrated new technology features like customer callback options, which will be 
available for up to 95% of taxpayers calling for toll-free live assistance by the end of July 
2023. The IRS will continue to integrate improved technology to bring customer service 
into the 21st century by looking at the full picture and giving taxpayers options that work 
for them through the channel of their choice.   

 
 
Question 9 
 
Last year, the IRS began the filing season with over 20 million tax returns and pieces of 
correspondence in its backlog. At the beginning of this current filing season, the backlog had 
been reduced down to 5 million tax returns and pieces of correspondence. 
 

a. What is the current level of the backlog? 
 

Answer: IRS worked through more inventory in calendar year 2022 than any other year 
in its history. The IRS has cleared all original individual and business paper returns 
received in 2022 that did not contain errors or other issues that necessitated follow up 
with taxpayers.  This puts us 5+ months ahead of where we were at the same time last 
year. For comparison, in calendar year 2022, all 2021 original returns, that did not 
contain errors or necessitated follow up with taxpayers, were processed by mid-June.  As 
of May 27, 2023, we had 4 million unprocessed individual returns. These include tax year 
2022 returns, 2021 returns that need review or correction, and late filed prior year returns. 
Of these, 1.8 million returns require error correction or other special handling, and 2.2 
million are paper returns waiting to be reviewed and processed. This work does not 
typically require us to correspond with taxpayers, but it does require special handling by 
an IRS employee, so in these instances it is taking the IRS more than 21 days to issue any 
related refund. As of May 27, 2023, we had 4.2 million unprocessed business tax returns. 
These include tax year 2022 returns, 2021 returns that need review or correction, and late 
filed prior year returns. Of these, 1.6 million returns require correction or special 
handling, and 2.6 million are paper returns waiting to be reviewed and process.     

 
b. How many business and individual returns received in 2021 and 2022, 

respectively, are in the backlog? 
 
Answer: IRS worked through more inventory in calendar year 2022 than any other 
period in its history. We have processed all paper and electronic individual and business 
returns received prior to January 2023, and we are opening mail within normal time 
frames.  
 

c.  How many IRS Forms 941-X are in the backlog? 
 
Answer: As of May 31, 2023, total inventory of unprocessed Forms 941-X was 
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approximately 740,000.   
 

 
Question 10 
 

a. With the additional IRS funding, how many employees does the IRS expect to 
hire through 2031 and what percentage will work in taxpayer service, 
operations, enforcement, and business modernization?  

 
b. How many will replace employees lost through attrition and retirement, and 

how many will be new positions? 
 

Answer: The Plan includes IRA hiring information through FY 2024, because we have 
solid sense of what we think hiring will look like over a shorter time span. IRS is working 
to refine longer term estimates, acknowledging that anything we provide beyond the next 
few years will be highly preliminary because staffing needs will change as we improve 
technology and improve efficiency.  
 
IRS faces an urgent need to replace retiring staff and train the next generation of IRS 
employees. Over the FY 2023 to FY 2025 time period alone, around 26,000 IRS 
employees are expected to retire or leave the agency. About half those departures 
(14,500) are expected in the taxpayer service area and about 30% (8,000) are in the 
enforcement area. These losses equate to roughly 30% of the employees working at IRS 
at the end of FY 2022. IRS will need to hire to both backfill for these losses and bring on 
additional staff in priority areas where it has historically lacked resources like taxpayer 
service and enforcement staff focused on wealthy and corporate tax evaders. From FY 
2022-FY 2025, IRS expects to achieve a net increase of about 32,000 new employees, 
with more than 60% of that staffing focused on taxpayer services, energy security 
implementation, operations, and IT. (Note: these figures are net of expected attrition.)  
IRS is ramping up hiring of accountants, data scientists, attorneys, and other staff focused 
on high-income individuals, large partnerships, and large corporations. : 

 
 
Question 11 
 
On June 22, 2022, in my capacity as Chairman of the Ways and Means Subcommittee on 
Oversight, I wrote to the IRS concerning the haphazard approval process for tax-exempt 
organizations under 501(c)(3) of the IRC. Although Form 1023-EZ was developed to curtail an 
increasing backlog of exempt organization applications, the form seemingly led to fraudulent 
applications being approved with lax IRS oversight. On October 3, 2022, the Treasury Inspector 
General for Tax Administration (TIGTA) issued a report which found the information provided 
on Form 1023-EZ to be “insufficient to make an informed determination about tax-exempt 
status.” TIGTA successfully obtained 501(c)(3) status for four of five nonexistent organizations it 
submitted as part of its investigation.  
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a. Will you direct IRA funding to strengthening the application and oversight 
process for 501(c)(3) tax- exempt organizations? 

 
Answer: The IRS is committed to ensuring effective oversight of the tax-exempt sector, 
including the operation of 501(c)(3) tax-exempt charities. Taxpayer confidence in the tax-
exempt sector is essential to preserving and protecting charitable tax deductions. The Tax 
Exempt & Government Entities division of the IRS (TE/GE) serves exempt sector 
taxpayers by helping them understand and comply with applicable tax laws and reporting 
obligations. This includes issuing determination letters to qualifying tax-exempt 
organizations and examining tax-exempt organizations using referrals and data analytics 
to focus on high-risk issues.   
 
The IRS is committed to using available funding, including from the IRA, to strengthen 
efforts in this area. While the IRS recognizes most stakeholders and taxpayers in the tax-
exempt sector strive to remain compliant, there are purposeful bad actors engaging in 
transactions and structures to avoid taxation and to mask other illegal activities. The 
additional resources requested will be applied to strengthen compliance efforts and 
directly address fraudulent activities and trends in the tax-exempt sector.  

 
 
Question 12 
 
On February 9, 2022, in my capacity as Chairman of the Ways and Means Subcommittee on 
Oversight, I wrote to you regarding the report issued by the Bureau of the Fiscal Service on June 
17, 2021, entitled “Report for the Redemption of Savings Bonds, Response to Executive Order 
13968.” The report found the Treasury Department currently holds nearly $30 billion in mature 
unredeemed debt, savings bonds bought years or decades ago by Americans, and documents the 
problems the Treasury Department is having in locating these bondholders. Reducing this 
volume of mature unredeemed debt will get more money back into the hands of working families. 
I never received any response to the several questions I raised regarding the Department’s 
efforts to return nearly $30 billion in mature unredeemed debt to bondholders.  
 

a. When can I expect a substantive response? 
 

Answer: Treasury’s Office of Legislative Affairs returned a letter to your office on April 
15, 2022.  

 
 
Question 13 
 
Congress identified offshore wind as separately eligible for the Investment Tax Credit (ITC) as 
part of the Consolidated Appropriations Act of 2021. For years, there has been demand for 
guidance clarifying that the entirety of an offshore project is considered wind energy property 
eligible for the ITC. This approach is consistent with congressional intent. The Bluebook 
released by the Joint Committee on Taxation for the 116th Congress (JCS- 1-22) contained 
language identifying that subsea cables and voltage transformers are necessary properties to 
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condition electricity for the grid.  
 

a. How and when will the Department incorporate these clear statements of 
congressional intent into long-requested guidance clarifying that offshore wind 
project assets, including the equipment leading up to the onshore transformer 
and project substation, qualify for the ITC? 

 
Answer: Treasury and IRS are actively working on proposed regulations to clarify the 
definition of energy property for purposes of the investment tax credit.  This project was 
a priority prior to the Inflation Reduction Act’s passage, and the passage of the Inflation 
Reduction Act has highlighted the need for additional guidance in this area in the near 
term.  With respect to offshore wind, Treasury understands the need to provide certainty 
around the issue of certain assets to allow projects to move forward.   

 
 
Question 14 
 
Recognizing the importance of nuclear energy to a carbon-free future, the IRA established IRC 
Section 45U, a first-of-its-kind production tax credit to enable existing merchant nuclear plants 
to continue producing the clean power our nation needs. As the lead sponsor of the Zero-
Emission Nuclear Power Production Credit Act on which Section 45U was based, it is important 
to me that the Department implements this essential credit consistent with congressional intent. 
While Section 45U does not take effect until next year, there are critical issues regarding the 
definition of ‘gross receipts’ that require interim guidance by the Department as soon as 
feasible. We understand that the Department may be prioritizing guidance that could impact 
deployment of capital for new projects, but the purpose of the nuclear PTC is to stabilize existing 
zero-emission nuclear plants and prevent their premature closure, which would have devastating 
impacts on long range climate goals and today’s workforce. 
 

a. The Department must provide a definition of gross receipts accounting for the 
geographical differences in energy prices across the nation and among 
generators operating in the same region. Relying on national or regional prices 
to estimate gross receipts is inadequate. The Department should use each 
merchant facility’s spot market revenue to determine gross receipts, which 
would ensure that fluctuations in energy prices received by individual 
generators are accurately reflected. When will the Department issue interim 
guidance which provides a clear definition of gross receipts based on spot 
market revenue? 

b. The Department must also clarify that hedging income and losses are included 
in a facility’s gross receipts. Longstanding language in 1221(a)(7) of the 
Internal Revenue Code recognizes hedging transactions used by taxpayers to 
reduce price risk. Merchant generators routinely enter into forward hedges on 
the price of energy, and subsequent hedging income and losses significantly 
impact the facility’s earnings. When will the Department issue interim guidance 
to clarify that realized hedging income and losses are included in a facility’s 
gross receipts? 
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Answer: Treasury and IRS are working on guidance on the 45U Zero-Emission Nuclear 
Power Production Credit, including considering the public comments and other input we 
have received on it.  I do not have a specific timeframe to offer at this time.  But we 
understand the need for clarity and certainty on the 45U credit and are working 
expeditiously to provide it as soon as is feasible. 

 
 
Question 15 
 
We’ve heard several concerns from the European Union on the IRA over domestic tax incentives 
driving manufacturing and production in the United States to combat climate change. 
Meanwhile, Digital Services Taxes (DSTs) and other digital sovereignty measures continue to 
target U.S.-based multinational companies.  
 

a. Why hasn’t the Biden administration taken a stronger stance in defending 
American industry against DSTs? 

 
Answer: The Biden Administration has taken and continues to take a strong stance 
against DSTs that discriminate against American business.  The Administration has led 
Pillar 1 negotiations to develop an updated and modernized international tax architecture 
that will end the proliferation of DSTs.  As part of that work, we negotiated a standstill 
agreement with other jurisdictions to halt the enactment of new DSTs and we continue to 
take steps to prevent discriminatory DSTs. 

 
 
Question 16 
 
Canada has announced proposals for a DST taking effect in 2024 or 2025 but applying 
retroactively to 2022. This unusually aggressive approach clearly sidesteps language included in 
the OECD/G20 Inclusive Framework on BEPS agreed to by Canada and 142 other nations. The 
agreement was clear that new DSTs would not be enacted prior to the earlier of December 31, 
2023, or the coming into force of the Pillar One framework. Canada’s DST measure is 
particularly punitive. Most taxes are prospective to develop sound compliance and payment 
mechanisms.  
 

a. What is the Administration doing to safeguard American industry against 
Canada’s proposed retroactive DST? 

 
Answer: The Administration views the Pillar 1 negotiations as the best path forward on 
resolving the issues presented by provisions such as Canada’s proposed DST.  Any 
agreed upon solution under the Pillar 1 framework will prohibit discriminatory DSTs, 
including the Canadian DST.  We are working to bring those negotiations to conclusion 
as soon as possible and intend as part of those negotiations to ensure protections for 
American business against discriminatory DSTs. 
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Representative Linda Sanchez 
 
Question 1 
 
On March 28, 2023, Ambassador Katherine Tai will sign the Japan Critical Minerals Free 
Trade Agreement. The Biden Administration has also concluded consultations as the Treasury 
and USTR have tabled text on a critical mineral free trade agreement with the European Union. 
Both agreements seek to grandfather in the EU and Japan to Section 30D of the Inflation 
Reduction Act (IRA).  
 

a. Why did the Treasury Department decide to allow significant provisions of the 
labor and environmental sections of the Japan Critical Minerals Free Trade 
Agreement to be non-binding? Does the United States consider these 
agreements non-binding? 

 
Answer: USTR was the lead agency negotiating the binding U.S.-Japan Critical Mineral 
Agreement, and we defer to them on addressing those negotiations. 

 
 
Question 2 
 
Several unions and battery manufacturers worry that providing concessions to other nations 
undermines the goal of bringing jobs and investment to the U. S’s electric vehicle industry and 
detracts from the IRA’s intent of creating a domestic electric vehicle supply chain.  
 

a. Does the Administration intend on expanding critical mineral pacts to other 
countries? 

 
Answer: Eligibility for the full electric vehicle tax credit requires North American final 
assembly of the electric vehicle, and North American manufacture or assembly of battery 
components.  We are implementing the law in a way that will help promote job creation 
in the United States.  As to your specific question, USTR leads on the negotiation of free 
trade agreements, including critical mineral agreements.  We would defer the question on 
future critical mineral agreements to them. 

 
 
Question 3 
 

a. Can you explain how the recent agreements being made with Japan and the 
European Union to supply critical minerals for EVs fit within the definition of a 
Free Trade Agreement for the purposes of the IRA? 

 
Answer: The term free trade agreement is not defined in the IRA or in the Code. The 
proposed definition of a country with which the United States has a free trade agreement 
in effect takes into account the term’s meaning, use and context in the statute. The IRA’s 
amendments to section 30D expand the incentives for taxpayers to purchase new clean 
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vehicles and for vehicle manufacturers to increase their reliance on supply chains in the 
United States and in countries with which the United States has reliable and trusted 
economic relationships. The Treasury Department and the IRS recognize that more 
secure and resilient supply chains are essential for our national security, our economic 
security, and our technological leadership. The Treasury Department and the IRS propose 
to identify the countries with which the United States has free trade agreements in effect 
for purposes of section 30D consistent with the statute’s purposes of promoting reliance 
on such supply chains and of providing eligible consumers with access to tax credits for 
the purchase of new clean vehicles.  
 
Based on these considerations, the Treasury Department and the IRS propose criteria the 
Secretary would consider in identifying these countries. As set forth in proposed 
§ 1.30D–3(c)(7)(i), those criteria would include whether an agreement between the 
United States and another country, as to the critical minerals contained in electric vehicle 
batteries or more generally, and in the context of the overall commercial and economic 
relationship between that country and the United States: (A) reduces or eliminates trade 
barriers on a preferential basis, (B) commits the parties to refrain from imposing new 
trade barriers, (C) establishes high-standard disciplines in key areas affecting trade (such 
as core labor and environmental protections), and/or (D) reduces or eliminates restrictions 
on exports or commits the parties to refrain from imposing such restrictions on exports. 
 
The proposal is subject to an ongoing rulemaking process, and we will carefully consider 
public comments before issuing a final rule. 

 
 
Question 4 
 

a. Does reinterpreting the definition of a Free Trade Agreement align with the 
IRA? 

 
Answer: Please see the response to Question 3. 
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Representative Suzan DelBene 
 
Question 1 
 
In 2014, the Obama Administration issued its green book for tax proposals for the 2015 budget. 
Included in the Green Book, the Obama Administration proposed to repeal IRC section 5010. 
This was included in the FY fiscal 2014 through 2017 Green Books and included justifications 
for a full repeal of the credit. 
 
Specifically, the Green Book states “the Administration reasons that calculating the credit and 
enforcing compliance with the provision is complicated for producers and the government, since 
it requires information about the specific components of the beverage rather than alcohol 
content alone. Repeal would raise revenue and simplify tax collections credit for distilled spirits 
and tax all distilled spirit beverages at the $13.50 per proof-gallon rate.” 
 
The JCT’s analysis scored this proposal to raise $1.946B over ten years. 
 

a. Does the Treasury under the Biden Administration remain supportive of 
repealing IRC 5010? 

b. Instead of subsidizing the blending of two alcoholic ingredients through the 
5010 credits, does the Biden Administration believe that the $2 billion in lost 
revenue could be used more efficiently and effectively to support other 
important federal programs? 

c. Is the Treasury Department concerned that subsidizing this type of production 
activity through the tax code could be thought of as unnecessary in 2022, for a 
mature and stable industry?” 

 
Answer:  The Treasury has not included a proposal to repeal IRC 5010 in the Greenbook 
during the Biden Administration. We welcome input and recommendations for proposals 
that we could include in future years. 

 
 
Question 2 
 
My Democratic colleagues and I want to work with the Biden administration to ensure that the 
climate provisions of the Inflation Reduction Act are implemented successfully to meet our 
ambitious climate goals. It is my understanding that the Treasury Department and the U.S. 
Trade Representative (USTR) are negotiating agreements with Japan and the European Union, 
and maybe others, to enable them to gain access to the electric vehicle tax credit supply chain 
without any plan to submit the agreements to Congress for a vote. When Congress passed that 
law, we said that only “free trade agreement” partners could qualify. 
 

a. What is your definition of a free trade agreement partner? 
b. What are examples of trade agreements you would consider free trade 

agreements? 
c. What are examples of trade agreements that you would not consider free trade 
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agreements? 
d. Do you consider the countries participating in the Indo-Pacific Economic 

Framework (IPEF) free trade agreement partners? 
e. Do you consider countries that ratified the World Trade Organization Uruguay 

Round Agreement free trade agreement partners? 
 
Answer:  The term free trade agreement is not defined in the IRA or in the Code. The 
proposed definition of a country with which the United States has a free trade agreement 
in effect takes into account the term’s meaning, use and context in the statute. The IRA’s 
amendments to section 30D expand the incentives for taxpayers to purchase new clean 
vehicles and for vehicle manufacturers to increase their reliance on supply chains in the 
United States and in countries with which the United States has reliable and trusted 
economic relationships. The Treasury Department and the IRS recognize that more 
secure and resilient supply chains are essential for our national security, our economic 
security, and our technological leadership. The Treasury Department and the IRS propose 
to identify the countries with which the United States has free trade agreements in effect 
for purposes of section 30D consistent with the statute’s purposes of promoting reliance 
on such supply chains and of providing eligible consumers with access to tax credits for 
the purchase of new clean vehicles.  
 
Based on these considerations, the Treasury Department and the IRS propose criteria the 
Secretary would consider in identifying these countries. As set forth in proposed 
§ 1.30D–3(c)(7)(i), those criteria would include whether an agreement between the 
United States and another country, as to the critical minerals contained in electric vehicle 
batteries or more generally, and in the context of the overall commercial and economic 
relationship between that country and the United States: (A) reduces or eliminates trade 
barriers on a preferential basis, (B) commits the parties to refrain from imposing new 
trade barriers, (C) establishes high-standard disciplines in key areas affecting trade (such 
as core labor and environmental protections), and/or (D) reduces or eliminates restrictions 
on exports or commits the parties to refrain from imposing such restrictions on exports. 
 
The proposal is subject to an ongoing rulemaking process, and we will carefully consider 
public comments before issuing a final rule. 
 
The proposed regulations include countries with which the United States has 
comprehensive free trade agreements (that is, agreements covering substantially all trade 
in goods and services between the parties, including trade in critical minerals). These are 
Australia, Bahrain, Canada, Chile, Colombia, Costa Rica, Dominican Republic, El 
Salvador, Guatemala, Honduras, Israel, Jordan, Korea, Mexico, Morocco, Nicaragua, 
Oman, Panama, Peru, and Singapore. In addition, the Treasury Department and the IRS 
also propose to include additional countries that the Secretary identifies after considering 
the factors listed in proposed § 1.30D–3(c)(7)(i). One example of such a country is Japan, 
with which the United States recently concluded a Critical Minerals Agreement (CMA) 
containing robust obligations to help ensure free trade in critical minerals, including a 
commitment to refrain from imposing duties on exports of critical minerals that are 
currently essential to the electric vehicle battery supply chain, a commitment for the 
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United States and Japan to confer on investments in this sector that may affect national 
security, and detailed undertakings related to the enforcement of labor and environmental 
laws related to trade in those critical minerals. The CMA was concluded in the context of 
an earlier trade agreement the United States concluded with Japan in 2019, a related 2019 
agreement on digital trade, and the U.S.-Japan Partnership on Trade announced in 
November 2021.  The Treasury Department and the IRS have consulted with the U.S. 
Trade Representative in applying the proposed factors.  IPEF is still under negotiation 
and not yet a completed agreement, and we have not proposed to identify the WTO 
Uruguay Round Agreement as a free trade agreement. 
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Representative Gwen Moore 
 
Question 1 
 
As you may be aware, a question has arisen regarding whether SECURE 2.0 inadvertently 
eliminated all catch up provisions starting in 2024.  
 

a. Will the Treasury Department provide guidance to ensure that those American 
close to retirement can utilize this important retirement tool? 
 
Answer: The Treasury Department is well aware of this issue.  Treasury’s 
Office of Tax Policy (OTP) has been working with Congressional staff to 
determine the proper course of action, including whether a technical correction 
is appropriate.  OTP also is reviewing the provision to assess how best to 
interpret the provision in a manner that is consistent with Congressional intent.   
 

 
Question 2 
 
Recognizing Tribal Sovereignty or meeting our trust obligation to Native Americans is important 
to me. I was glad to see that the Administration’s proposed Budget includes a recommendation 
to provide tax parity for Indian Health Service scholarships and loan repayment plans with 
similar programs under the National Health Service Corps but disappointed by how much the 
Budget left out. I’m working to advance legislation to better assist Tribal nations through the tax 
code.  
 

a. Do you agree that we must enact legislation this Congress to bring parity to our 
tax code, including by enabling tribes to issue private activity bonds and 
governmental bonds, unconstrained by the artificial and arbitrary essential 
government function test, increasing the effectiveness of Low-Income Housing 
Tax Credits on tribal lands and the New Markets Tax Credit for tribal 
communities? 
 
Answer: Parity among State and Tribal governments in the tax code is a worthy policy 
goal, and we would welcome a chance to work with your staff to discuss how best to 
amend section 7871 or other sections of the tax code, including how to make the low-
income housing credit and new markets tax credit more effective for Indian Country. 
 

 
Question 3 
 

a. Does the Child Tax Credit (CTC) affect inflation and will extending the CTC 
enhancements we enacted in the American Rescue Plan Act exacerbate 
inflation? 

 
Answer: The President’s budget includes proposals to reduce everyday costs for families 
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and give them more breathing room—including lower costs for health insurance, 
prescription drugs, housing, college, child care, and utilities.  It also invests in continuing 
to strengthen supply chains to address some of the underlying drivers of inflation.  
Because the policies proposed in the budget are fully paid for and generate additional 
deficit reduction, those policies should lower costs for families without adding to 
inflationary pressures. 

  
 
Question 4 
 
I lead an Earned Income Tax Credit (EITC) expansion proposal, the Worker Relief and Credit 
Reform (WRCR) Act which would (1) simplify the structure of the EITC to remove the 
consideration of “qualifying children” from the computation, (2) extend the EITC to caregivers 
and students and (3) make the EITC an advance credit, among other changes.  
 

a. I appreciate the permanent EITC proposals included in the American Families 
Plan but would like to know if the Administration is thinking of going further 
and would support changes like those I am proposing to help more in our 
communities keep up with our changing economy? 

 
Answer: The EITC is a critical anti-poverty policy and the President’s budget proposes 
to expand the EITC for workers without qualifying children to make it even more 
effective.  We welcome additional ideas to further strengthen this important policy. 

 
 
Question 5 
 
I understand that complexity claiming the Earned Income Tax Credit (EITC) is a barrier to the 
credit’s success and that determining a qualifying child can be especially difficult. I have a bill, 
the Worker Relief and Credit Reform (WRCR) Act that would restructure and simplify the credit 
by decoupling it from the number of children so that the credit would be based on each 
individual worker’s earned income.  
 

a. Would you support this reform or do you have any recommendations on how to 
otherwise simplify the credit? 

 
Answer: Simplification is a worthy policy goal, and we welcome your proposals for how 
the EITC can be simplified. 

 
 
Question 6 
 
I’m a co-chair of the Congressional Foster Youth Caucus and a long-time champion of 
strengthening the Earned Income Tax Credit (EITC). I was glad to see your proposal to reduce 
the EITC lower eligibility age to 18 for former foster children and qualified homeless 
individuals, regardless of student status. This change was included in the Build Back Better 
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legislation that the Ways and Means Committee marked up last Congress, but that was not 
enacted.  
 

a. Can you talk about why this provision – to lower the eligibility age to 18 for this 
population rather than 19 – is so important? 

 
Answer: Under current law, the EITC is restricted to taxpayers between the ages of 25 
and 64 years old.  These age restrictions prevent young workers living independently 
from their families from benefiting from the EITC.  This restriction means that young 
people who are just beginning to build the habits that will allow them to be successful 
throughout their working lives won’t benefit from the EITC.  Among other changes to the 
age restriction, the President’s budget would make former foster children and qualified 
homeless individuals eligible at 18, regardless of student status, allowing them to benefit 
from this important policy.  

 
 
Question 7 
 
I’m really concerned about working Americans who get stuck being renters and are effectively 
locked out from a key tool for generating wealth from themselves and intergeneration wealth 
because all their income is tied into paying rent and meeting other expenses. So, they can’t 
afford a down payment, for example. I’m working on a proposal and I’m hoping it’s something 
that you would support, to help residents at Low Income Housing Tax Credit (LIHTC) properties 
transition to homeownership by facilitating the conversion of LIHTC properties at the end of the 
affordability compliance period into homeownership opportunities for existing residents.  
 

a. Do you agree we need to help renters living in LIHTC properties who want to 
own their own home make that step? 

 
Answer: The Administration has taken a series of measures to help American families 
achieve and maintain homeownership. For example, in March 2023, the HUD Federal 
Housing Administration (FHA) lowered its annual mortgage insurance premium by about 
one-third, saving the average FHA borrower approximately $800 in the first year of their 
mortgage loan. But we agree that additional investments are necessary, particularly for 
first-time, first-generation homebuyers facing down payment barriers to homeownership, 
which includes many families living in LIHTC properties. That is why the 2024 Budget 
includes $100 million for a HOME down payment assistance pilot to expand 
homeownership opportunities for first-generation and/or low wealth first-time 
homebuyers, as well as $10 billion in mandatory funding for a new First-Generation 
Down Payment Assistance program. The 2024 Budget also includes several reforms to 
LIHTC, which will make it more effective in supporting rental housing for low-income 
tenants.  
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Representative Dan Kildee 
 
Question 1  
 
Lead in drinking water is a national threat to public health, and removing lead service lines is 
one of the most effective ways to reduce lead in drinking water. Lead service lines are unique 
infrastructure and are often owned by both a local government and private entity, like a 
household or business. Under our tax code, if a public drinking water utility issues tax-exempt 
bonds to finance lead service line replacement on private property at no cost to their customers, 
the bond issue must pass the U.S. Internal Revenue Service’ (IRS) private business use test. This 
test requires that utilities undertake an extensive and costly analysis of their entire service area. 
In some cases, the analysis required is so costly that it will deter local governments from 
pursuing tax- exempt bond financing at all. 
 
I have introduced bipartisan legislation, the Financing Lead Out of Water (FLOW) Act, that 
would exempt bonds issued by public water systems to finance lead service line removal and 
replacement from private business use test, if the water utility is replacing the lead service lines 
with the goal of complying with a national drinking water regulation for lead.  
 

a. Does the U.S. Department of Treasury (Treasury) support this legislation to 
ease this administrative burden on public water utilities seeking to replace lead 
service lines? 

 
Answer: Removing lead service lines is an important policy, and the Treasury 
stands ready to implement any legislation that is enacted.  

 
 
Question 2 
 
Last year, the Treasury’s Office of Tax Analysis published an analysis of the implementation of 
the Opportunity Zones policy. This data gave us insights into how the policy works for 
communities, but we want to know more about its reach and effectiveness. The bipartisan 
legislation I’ve supported, the Opportunity Zones Transparency, Extension, and Improvement 
Act, would require an annual report to Congress of important metrics on how the policy is 
working. 
 
It is my understanding that Treasury has previously felt constrained on the data the agency can 
collect and release from investors and Opportunity Funds.  
 

a. Would Treasury welcome more congressional direction in providing that 
evidence to the public? 

 
Answer: Whether to provide additional legislative direction with regard to reporting on 
Opportunity Zones is a matter for Congress to determine.  Treasury stands ready to 
implement any legislation that is enacted.  
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Question 3 
 
The corporate alternative minimum tax (CAMT) is one of the key provisions in the Inflation 
Reduction Act to advance tax fairness and responsibly raise revenue. Congress intended for this 
tax to apply to the largest publicly traded companies – and specifically the “most aggressive 
corporate tax avoiders” with wide disparities between the book earnings they report to Wall 
Street and their taxable income. Congress explicitly excluded S-Corporations, Real estate 
investment trust (REITs) and businesses organized as pass-throughs from the CAMT. 
 
I have heard from firms in Michigan and around the country that are concerned that the 
guidance the Treasury released in December 2022 groups the income of S-Corporations with the 
income of hold smaller, umbrella partnership C-Corporations for the purposes of the CAMT, 
including some taxpayers in a way that runs counter to the intent of the law.  
 

a. Can Treasury take additional action to provide clarity or relief to potentially 
affected taxpayers? 

 
Answer: The new CAMT regime imposes a minimum tax on any corporation that meets 
the definition of an “applicable corporation.”  S corporations are explicitly excluded from 
this definition and the new CAMT regime does not impose a minimum tax on any S 
corporations or any S corporation income.  However, C corporations that are owned by S 
corporations can meet this definition if the C corporation’s book income exceeds the 
relevant CAMT testing threshold.  For purposes of this determination, the CAMT 
statutory language requires C corporations to aggregate their book income with the book 
income of other entities that are part of the same controlled group (as determined under 
existing statutory and regulatory aggregation rules).  Those existing rules do not appear to 
exclude S corporations from being included as part of a controlled group for this purpose.    

 
 
Question 4 
 
During the pandemic, we unfortunately learned a lot about supply chains—and what can go 
wrong when we rely too much on other countries, like China, for critical goods and components. 
America should not have to rely on foreign-made chips or energy to support our businesses and 
workers. 
 
Congress passed two pieces of legislation last year, the Chips and Science Act and the Inflation 
Reduction Act. These laws will support American workers and bring manufacturing jobs back to 
America. Included in the Chips and Science Act is the 48D tax credit to onshore production of 
semiconductors.  
 

a. As Treasury drafts its guidance for this tax credit, does Treasury plan to include 
the entire value chain of semiconductors, including polysilicon? 

 
Answer: In coordination with the Department of Commerce and the Department of 
Defense, Treasury and the IRS published a notice of proposed rulemaking (NPRM) on 

https://www.federalregister.gov/documents/2023/03/23/2023-05871/advanced-manufacturing-investment-credit
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March 23, 2023, containing proposed rules to implement the section 48D investment tax 
credit and the special “applicable transaction” recapture rule in section 50(a)(3).  The 
NPRM expressly requests public comment on the definition of the term “semiconductor” 
because this term is not specially defined in section 48D or section 50(a).  However, 
beginning with the definition of “applicable transaction” in section 50(a)(6)(D), a series 
of statutory cross-references, including as amended by Division A of the CHIPS and 
Science Act, ends with the following definition of “semiconductor” in section 4651(13) 
of title 15, U.S. Code: “The term ‘semiconductor’ has the meaning given that term by the 
Secretary [of Commerce].”  That definition is used for various purposes of the CHIPS for 
America Program established under section 102 of the CHIPS and Science Act, under 
which “covered entities” may receive funding for “investment in facilities and equipment 
in the United States for the fabrication, assembly, testing, advanced packaging, 
production, or research and development of semiconductors, materials used to 
manufacture semiconductors, or semiconductor manufacturing equipment.” (Emphasis 
added). 
 
In contrast, the section 48D investment tax credit is only available for investment in “a 
facility for which the primary purpose is the manufacturing of semiconductors or 
semiconductor manufacturing equipment.” (Emphasis added).  In this regard, the NPRM 
specifically requests comments on “whether this term, for purposes of the section 48D 
credit, should include semiconductive substances—materials with electronic properties 
controllable by the addition of, typically small, quantities of specific elements or 
dopants—on which an electronic device or system is manufactured, such as, but not 
limited to polysilicon and compound semiconductor wafers.  If so, commenters are 
requested to explain in detail what principle, standard, or parameters could be 
incorporated in a definition of the term “semiconductor” so as to prevent extending the 
definition of that term to also include other materials and supplies used in the 
manufacture of finished semiconductors.”  We will, of course, need to coordinate any 
adjustments to the definition of “semiconductor” with the Department of Commerce and 
the Department of Defense, as required by law. 

 
 
Question 5 
 
The Inflation Reduction Act included legislation I authored, the Solar Energy Manufacturing 
Act, that would support domestic manufacturing of solar panels here in the U.S., instead of 
relying on China as we do now. 
 
My legislation includes a domestic content bonus to spur domestic manufacturing, not just 
domestic jobs for installing solar panels. A strong domestic content standard will enable larger 
investments in 
U.S. solar manufacturing of core components needed to move solar manufacturing away from 
China.  
 

a. Does Treasury plan to issue guidance that incentivizes domestic manufacturing 
for across the solar panel value chain? 
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Answer: The domestic content bonus is one of the important provisions in IRA that boost 
U.S. manufacturing and help ensure American workers benefit from the clean energy 
economy they are building. On May 12, 2023, Treasury and IRS released Notice 2023-
38, a notice of intent to propose regulations on the domestic content bonus. Consistent 
with the statute, the Notice in general provides that for projects or facilities to qualify for 
the bonus, all of the structural iron or steel items in the project or facility that are 
Applicable Project Components, and an applicable percentage of manufactured products 
(including Applicable Project Components) in the project or facility, must be produced in 
the United States. The Notice provides detailed information to help clarify how taxpayers 
can satisfy the requirements for the bonus. We welcome input on Notice 2023-38 and the 
domestic content bonus provision. 

 
 
Question 6 
 
As a Member of Congress, a separate but co-equal branch of government, I am concerned about 
the administration’s recent actions and your recent comments when it comes to one aspect of the 
implementation of the Inflation Reduction Act. In passing this law, Congress’ intent was clear: 
when it comes to qualifying for the 30D electric vehicle tax credit, countries with Free Trade 
Agreements (FTA) with the United States would be eligible. An FTA is an agreement between 
two more countries, ratified by Congress. 
 
These “critical mineral agreements” with Japan and the EU the administration is negotiating 
are “executive agreements”, not FTAs, because they have not gone through Congress. I am 
concerned that the administration is taking it upon itself to redefine and expand the definition of 
what an FTA is.  
 

a. Does the administration plan to engage in additional “critical mineral 
agreements” beyond Japan and the EU? 

 
Answer: USTR leads on the negotiation of free trade agreements, including critical 
mineral agreements.  We would defer the question on future critical mineral agreements 
to them. 

 
 
Question 7 
 
As you know, supply chain disruptions resulted in massive vehicle inventory shortages as well as 
tax penalties that uniquely affect automotive dealers. I was disappointed that the Treasury 
Department did not grant relief under Section 473 of the Internal Revenue Code, as I believe the 
department could have granted relief under its existing authority. However, I appreciate the 
Treasury Department’s cooperative effort to provide a technical fix and legislative solution that 
complements the existing authority in the tax code. 
 

a. Will Treasury continue to work with Congress to pass the bipartisan Supply 
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Chain Disruptions Relief Act to grant temporary and targeted relief to dealers 
who cannot replenish their inventory through no fault of their own? 
 
Answer: Treasury stands ready to continue to work with Congress on this topic 
and to implement any legislation that is enacted.  
 

 
Question 8 
 
The work of the Community Development Financial Institutions (CDFI) Fund at Treasury is 
critical to expanding CDFIs’ capacity to provide credit and financial services to underserved 
populations and communities across the country, including my constituents in mid-Michigan. I 
appreciate the important work that national and local CDFIs do for the communities I represent. 
 
Unfortunately, I have heard from some financial institutions in Michigan that are certified as 
CDFIs that changes to the certification process – particularly requirements regarding Target 
Markets – have left them unable to maintain their certification. Even after undergoing an 
extensive “cure” period, these local financial institutions, which provide badly needed financial 
services to low-income families, have seen their certification revoked due to circumstances 
beyond their control, and have been told that their record with the CDFI Fund will be 
permanently damaged because of their inability to maintain compliance their certification 
agreement. 
 

a. When will the CDFI Fund end its current blackout period for certifications and 
release its new CDFI certification application? How will the CDFI fund be 
treating applicants who were previously decertified through no fault of their 
own? 

 
Answer: In order to maintain their Certification status, Community Development 
Financial Institutions (CDFIs) must recertify on an annual basis and verify that they 
continue to meet each of the Certification requirements. In the event a CDFI indicates it 
is no longer compliant with Certification requirements, it is placed into a cure period and 
provided an opportunity to rectify the deficiency. The CDFI Fund’s long-standing policy 
is that:  
 

• all organizations with a Certification-related deficiency are first provided 
an opportunity to cure that deficiency;  

• CDFIs do not lose their Certification status unless they fail to cure the 
deficiency; and  

• CDFIs in a cure period remain fully eligible to apply for CDFI Fund-
administered assistance awards. 

 
Organizations that may be interested in applying for Certification—either as a new CDFI 
or to regain their CDFI Certification status—will again be able to do so once the CDFI 
Fund resumes accepting Certification Applications. There are no additional requirements 
for applicants who were previously decertified beyond meeting the revised Certification 
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criteria. 
 
Because the CDFI Fund is still in the process of reviewing and considering public 
comments to proposed changes, no revisions to the CDFI Certification Application have 
been finalized. As such, prior to the blackout period, neither the process nor the criteria 
by which current CDFIs were required to recertify (including Target Market 
requirements), had changed (as part of the revised certification the CDFI Fund has 
proposed expanding opportunities for Certified CDFIs to serve additional geographic 
Target Market areas without seeking additional approval from the CDFI Fund). 
 
In order to provide the CDFI Fund additional time to review the substantial number of 
letters received during the most recent of several comment periods, the CDFI Fund’s 
current pause on CDFI Certification Application submissions will remain in place. 
Further refinements and changes to the Application are anticipated and will be released 
publicly prior to the Application becoming effective in late 2023, when the blackout 
period will be lifted. 

 
 
Question 9 
 
I am in favor of making our tax code fairer for working families, and believe the IRS should 
devote its resources to ensuring the wealthiest individuals and corporations are paying their fair 
share in taxes. This is one of the reasons I was pleased the IRS delayed the implementation of the 
new $600 1099-K reporting threshold. 
 

a. Do you believe that if the 1099-K reporting threshold was higher, IRS would 
have fewer forms to process and for that reason, would be able to focus its 
resources more efficiently on enforcement? 

 
Answer: Information reporting enables more efficient administration and enforcement of 
tax law.  The net misreporting percentage for income subject to substantial information 
reporting and withholding is 1 percent while the net misreporting percentage for income 
subject to little or no information reporting is 55 percent. As a result, an increase in 
information reporting generally allows the IRS to use its enforcement resources more 
efficiently. 
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