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Introduction

Chairman Crapo, Ranking Member Brown, and members of the Committee, thank you for the
opportunity to appear before you today. My name is Charles Cascarilla, and I am the CEO and
Co-Founder of Paxos. I’ve spent my career in financial services as an analyst, investor and
entrepreneur and have experienced the shortcomings and systemic risks of our financial market
infrastructure. | therefore started Paxos to modernize the financial market infrastructure that our
economy relies on every day. We believe it’s important to create a more transparent and open
financial system which better fosters and achieves customer inclusion and market competition.
One that is built for a digital age, that runs 24/7, where money and other assets can be transferred
instantaneously in a trustworthy way.

From the beginning of this ambitious mission we committed to doing things the right way:
ensuring that customer assets would be protected to the highest possible extent. In 2015, after
years of dedication, we became the first trust company approved to manage cryptocurrency and
blockchain-based digital assets by the New York State Department of Financial Services
(NYDFS) under New York Banking Law. We are held to the same standards of banking
regulation as banks, custodians and other financial institutions. These include capital and other
prudential requirements, annual supervisory exams, and full compliance with federal and state
anti-money laundering and illicit financing requirements including the Bank Secrecy Act to
prevent use of our platform for financial crime.

We believe stablecoins and adoption of a Central Bank Digital Currency (CBDC) are critical to
our financial infrastructure and maintaining our nation’s leading economic position.
Additionally, a global dollar-backed stablecoin or CBDC should be based on the principles of
free markets, private property, privacy, freedom of speech and economic empowerment. These
principles have always driven America's growth and are even more achievable and valuable in
the open, knowledge economy.



How Stablecoins Can Address Systemic Issues in the Financial System

We believe stablecoins can address the systemic issues that exist in the antiquated plumbing of
our financial system. We must update this architecture for a 21st century world where commerce
happens in real time; we can no longer rely on a system that is only available for a few hours,
five days a week, with long delays. Consumers and institutions alike are held back by the
inability to have timely access to their own funds because of settlement delays in bank transfers,
international wires and other activities that can take over five days to settle. This makes it
difficult to manage other payments with any kind of predictability. On an economy-wide scale,
this creates a complex daisy chain of loan obligations and unnecessary intermediaries.

We need to build a system that can fully support the velocity of our internet-centric, digital
economy, and we must enable everyone to participate in it. Critical to this upgrade is the
foundational asset of the economy: money. It is time to re-evaluate our very concept of money
and what it means for money to be digital, and we see stablecoins as being the next evolution of
the dollar. We define stablecoins as tokens that represent existing dollars one-to-one on a
blockchain. They are a simple but powerful technology that can allow for much greater access to
the financial system. We see three urgent reasons it is imperative for the United States to pursue
a digital dollar strategy:

1. FEinancial Inclusion. We believe stablecoins can provide fair access to financial services,
including the 63 million unbanked and underbanked adult Americans® across every state
and 1.7 billion unbanked globally? two-thirds of whom have mobile phones. Currently,
there is an unnatural digital divide in people’s access to cash. Physical cash is accessible
to everyone, yet the ability to make electronic payments is limited to those with bank
accounts, and low- and moderate-income households with bank accounts pay
disproportionately high fees.

Why are we restricting the unbanked - typically a demographic already at a disadvantage
financially - to old-fashioned, analog systems and preventing them from participating
fully in the digital economy? By design, blockchain-based stablecoins (like the ones
Paxos issues) allow everyone to have equal access to digital wallets and digital dollars,
just like with physical cash. The simplest wallets can be set up as easily as email
accounts; other than applicable regulatory requirements they do not require extensive
paperwork and there is no notion of minimum balances. Stablecoins can build an
ecosystem that supports the disadvantaged, reducing disparate impact such as onerous
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fees imposed by high cost checking accounts, overdraft fees, predatory loans as well as
check-cashing and cross-border remittance fees.

2. Capital Mobilization and Cost Reductions. The efficiency of stablecoins brings
significant time and cost reductions to everyone involved - from the biggest of financial
institutions to the smallest of consumers. We estimate that at any given moment in time,
there are trillions of dollars worth of capital trapped in transactions that have not yet
settled. That sum includes reserves and capital set aside in the case of trade failures, and
this capital could go to work in much more productive ways if these transactions settled
instantaneously, thus increasing the velocity of money. The financial services industry
has been consuming more and more of our GDP, now making up roughly 8% compared
to 4% historically.>*5 Adopting blockchain technology allows us to dramatically change
cost structures and create efficiency similar to what we have seen in other industries.

As an example, today, financial assets can be the most expensive assets to move. This is
why many stores will not take credit or debit cards for transactions under five or ten
dollars, and ATMs charge exorbitant fees. Conversely, the cost of moving assets across
the blockchain are de minimis and would allow the movement of a millionth of a penny
at the same cost as a million dollars.

3. Technology-Enabled Transparency and Competition. Digitizing the United States
dollar reduces the number of intermediaries and potential points of failure between
consumers and the Federal Reserve. At the same time, it spurs innovation and therefore
improves competition between those intermediaries. A fully digitized system creates the
opportunity for transparency and real-time risk monitoring, reducing the systemic risk
from centralized intermediaries. As a result, improved competition will benefit customers
by driving real innovation and creativity in financial products without the need for
opaque leverage so that our economy can better fund individuals and small businesses
that are often left out.
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The Design of Paxos Stablecoins

Today, Paxos powers three of the top six stablecoins in the world. The Paxos approach to
building stablecoins shares many characteristics with other blockchain-based, dollar-backed
stablecoins, but also has several distinguishing features. There are three categories in particular |
would like to focus on: technology, regulation and privacy.

1. Distributed Ledger Technology and Automation. Often, people are skeptical of or
intimidated by new technologies, or they may have preconceived notions about
blockchain or cryptocurrencies. Blockchain-based tokens are simply a new kind of
database or ledger technology. Whereas previously databases were maintained and
updated by one central bookkeeper or administrator, blockchain technology allows for a
shared, more secure and distributed ledger. Importantly, it is accessible by anyone simply
with internet and open-source blockchain software.

Our stablecoins are based on the Ethereum blockchain, so anyone with a smartphone or
Internet access can send and receive stablecoins through any Ethereum-based wallet
software; there are many different options available and all are interoperable, similar to
how people can send emails to each other while using different email providers. Rather
than relying on banks or private networks, transactions execute directly between the
counterparties. This allows for transactions to run more securely, 24/7, nearly
instantaneously and for just a few cents per transaction regardless of transaction size.

When people want to move dollars into stablecoins or vice versa, they go to Paxos, the
central issuer and redeemer. We offer tokens tied one-to-one to dollars with zero fees or
limits in near real-time. We also enable creation and redemption through APIs so that
technologically-advanced customers can use a more automated process. The technology
and operations we have built around our stablecoins ensure that the tokens in existence
never exceed the dollar reserves we hold.

To date, Paxos-issued stablecoins have already supported $189 billion worth of
transactions.

2. Consumer Protections through Regulation and Oversight. Paxos Trust Company is
regulated by the New York State Department of Financial Services (NYDFS), which
means that we are subject to very high standards of financial regulation and supervision.
We are subject to ongoing oversight and examinations of our operations, procedures and
books. Further, the company is required to keep high capital reserves and maintain client
assets fully segregated from the corporate treasury that funds our business and operations.
In that regard, trust companies meet an even higher standard than banks since we are




required to hold client assets in reserve and cannot lend them out. This also means that all
assets we hold in custody are bankruptcy remote; in the unlikely event our company
experiences a default, all client assets are secured in their names, and all stablecoin
reserves will be returned to token holders.

In addition to our company being regulated, the issuance of each of our stablecoins is also
regulated by the NYDFS. The NYDFS approved the design of our tokens and, through
ongoing regulation and supervision, it ensures that we follow the approved operations
and procedures so consumers' assets are protected.

These design elements include ensuring that our stablecoins are always backed by dollar
reserves held in instruments guaranteed by the full faith and credit of the US government
(such as Treasury bills), with a small amount held in FDIC-insured bank accounts to help
facilitate redemptions while minimizing commercial banking risk. It is important to note
that our stablecoins are not competitive to the dollar in any way; we do not presume to
add or subtract from the dollars that are in circulation. Rather, our stablecoins represent
real dollars. All of our bankruptcy-remote stablecoins in circulation represent dollars that
we hold fully segregated in custody and cannot be used for any other purpose.
Additionally, third-party auditors review and publish attestation reports monthly,
attesting to the match between the balances of stablecoins in circulation and dollars in
reserve.

Privacy and Accountability. Our tokens are built on the public Ethereum blockchain,
which is pseudonymous - in other words, all transactions are recorded on the public
record of the blockchain, but participants are identified only by their Ethereum wallet
address, not by any personal identifiers. This allows individuals to transact freely and
privately, without fear of surveillance or interference, while maintaining verifiable audit
trails.

Importantly, however, when users come to Paxos as a point of distribution to create or
redeem stablecoins, they are reviewed in accordance with Know Your Customer and
Anti-Money Laundering regulations. This is how we can carefully monitor enterprises
and consumers to ensure high regulatory compliance standards. Additionally, we utilize
transaction monitoring technology as an anti-money laundering measure, and proactively
cooperate with law enforcement when we observe suspicious activity. These systems
create the opportunity for greater oversight and supervision over businesses than cash,
while maintaining privacy on an individual basis.



We deliberately designed our stablecoins to maintain the privacy and open access of physical
dollars, while decentralizing the ledger. Central Bank Digital Currencies could follow the same
design.

Approaches to Central Bank Digital Currencies

A Central Bank Digital Currency (CBDC) is a digital version of fiat money issued by a
government authority such as either a Central Bank or Treasury. This would be another form of
US dollar money, but potentially with the characteristics of a stablecoin. This is a powerful
mechanism by which the Federal Reserve could drive greater innovation in the financial system
through openness and transparency.

It is important for this Committee to deliberate over the impacts of key design decisions
regarding privacy and anonymity, such as: how much of the details of private transactions are
disclosed and to whom. The answers vary widely depending on design choices, including if the
digital currency is an account-based versus token-based system. The implications of these
decisions are important to weigh as they could lead to various adverse effects, such as
discrimination based on spending habits or other data privacy abuses.® Likewise, there are
questions about the level of openness and access: should only banks have the ability to interact
with the Federal Reserve or could other institutions, payment companies and even consumers?
Could consumers and businesses be able to make peer-to-peer transactions, similar to physical
currency, without an intermediary?

Ultimately, the best mechanism to answer these design questions is to allow experimentation in a
safe way. The right regulatory policy would be analogous to what we did with the internet—
enable innovators to experiment and iterate with different implementations of this technology
within a flexible regulatory framework based on systemic impact. This could lead to the most
effective implementation of a digital dollar driven by success in the marketplace of ideas and
customer usage.

For example, one approach could be allowing non-bank organizations to hold deposits at the
Federal Reserve and allowing them to be distribution channels. As an example, the Bank of
England today allows direct participation to its payment system by authorized non-bank payment
service providers.” Similarly, this concept has been applied to the Federal Reserve in the
Peterson Institute for International Economics proposal for the designation of “‘digital payment

& World Economic Forum (January 2020), Central Bank Digital Currency Policy-Maker Toolkit, retrieved from
http://www3.weforum.org/docs/WEF_CBDC_Policymaker Toolkit.pdf.

"Bank of England (December 2019), Access to UK Payment Schemes for Non-Bank Payment Service Providers, retrieved from
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providers’ (DPPs)8 that widens the types of private institutions that hold deposits at the Fed
while maintaining the Fed’s oversight. This type of approach has proven powerful and effective
in numerous other industries and projects.

Having multiple types of organizations authorized to distribute CBDCs could potentially create
another avenue for transmission of funds such as Economic Impact Payments, particularly to
Americans who lack bank accounts and steady income.

Reaffirming the values of free markets, private property, privacy and freedom of speech are
instrumental in growing the American economy and maintaining the dollar as the world’s reserve
currency. A well-constructed US CBDC will support our pre-eminent economic position and
reserve currency status.

Final Remarks

At Paxos, we are modernizing the financial system with our regulated stablecoins so all
American have access, with the right balance of oversight and privacy. Supporting growth and
innovation with a US CBDC would facilitate the necessary upgrades to our financial
infrastructure, reduce systemic risk, increase inclusion for all Americans and reinforce our values
and the long-term position of the US dollar.

To the Committee, thank you again for the opportunity to provide my testimony.

8Coronado, Julia and Potter, Simon M. (March 2020). Securing Macroeconomic and Monetary Stability with a Federal Reserve-Backed Digital
Currency,Peterson Institute for International Economics, retrieved from https://www.piie.com/system/files/documents/pb20-4.pdf.
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