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House Passes Senate’s Stablecoins Regulation Bill, 308-122,
Clearing Measure for President’s Signature

100+ Democrats Support Bill; Signing Ceremony Set for Friday at White House;
House Also Passes Bill Blocking Federal Reserve From Issuing a Digital Currency

By a vote of 308-122, the House today (Thursday, July 17) passed a landmark bill (S. 1582) regulating a type of
cryptocurrency called stablecoins, which are designed to match the value of another stable asset such as the U.S.
dollar. The coins are often used to facilitate trades of other, more volatile digital assets such as Bitcoin. The bill, which
drew the support of 102 Democrats, including Minority Leader Hakeem Jeffries (D-NY), represents the first time
Congress has cleared a bill establishing regulation of digital assets, a priority for congressional Republicans and the
Trump administration. A signing ceremony at the White House is planned for Friday afternoon (July 18).

The House also passed, by a vote of 219-210, HR 1919, the Anti-CBDC Surveillance State Act, which would block the
Federal Reserve System from studying or implementing a central bank digital currency (CBDC). Only two Democrats
supported the bill. The bill, sponsored by Majority Whip Tom Emmer (R-MN) was the subject of a two-day standoff on
the House floor earlier this week as a faction of conservative Republicans demanded that the measure be merged with
the crypto market structure bill (HR 3633) that also passed the House on Thursday. House GOP leaders ultimately
reached an agreement in which they promised that the CBDC bill will be added to the must-pass National Defense
Authorization Act (NDAA) later this year.

The GENIUS Act (for Guiding and Establishing National Innovation for U.S. Stablecoins) is sponsored by Sen. Bill
Hagerty (R-TN), with several original cosponsors including Banking Committee Chairman Tim Scott (R-SC), Cynthia
Lummis (R-WY), Angela Alsobrooks (D-MD) and others. The bill takes the approach of having federal regulators
oversee larger stablecoin issuers, while smaller issuers could choose to be regulated by state-level agencies.
Supporters of the bill said it would provide regulatory certainty for an emerging market and keep crypto trading from
moving overseas, while boosting demand for the dollar and U.S. treasuries, because the bill requires stablecoins to be
backed one-to-one by those or other safe assets.

Notably, because House Financial Services Committee Republicans did not have the opportunity to bring their own
stablecoins regulation bill (the STABLE Act) to the floor and instead accepted the Senate-passed bill without changes,
the separate crypto market structure bill (HR 3633) that the House also passed on July 17 includes a group of
provisions that would reopen the stablecoins bill after it becomes law. Presuming these modifications remain intact in
the final market structure bill, they would make changes related to nonfinancial stablecoin issuers, commodity-backed
stablecoins and accounting requirements for issuers (see summary below).

Democrats supported the GENIUS Act in large numbers despite the opposition of Financial Services Committee Ranking
Member Maxine Waters (D-CA), who gave a floor statement in which she criticized S. 1582 for not blocking President
Trump’s family crypto company from issuing a stablecoin. Waters, who in the previous Congress worked on a
bipartisan stablecoins bill with former Financial Services chairman Patrick McHenry (R-NC), now retired, also said the
bill “creates the appearance of a federal framework for stablecoins, but it does not provide the federal government
with the full authority it needs to ensure all stablecoin issuers comply with the law. The bill also creates risks for
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consumers who will be stuck in a lengthy bankruptcy process if a stablecoin ever fails... Additionally, it leaves the door
open for foreign firms that present a major national security threat, including targets of sanctions.”

Features of S. 1582, the GENIUS Act

Key Terms. The bill defines the terms “Payment Stablecoin,” “Permitted Payment Stablecoin Issuer,” “Digital Asset” and
“Digital Asset Service Provider.” The bill stipulates that for the purposes of securities and commaodity laws, payment
stablecoins are not securities or commaodities, and approved stablecoin issuers are not investment companies.

Several Regulators

Under the bill, only issuers approved by an appropriate federal or state regulator could issue or market stablecoins in
the United States. Federally chartered bank subsidiaries that issue stablecoins would be overseen by that bank’s
federal regulator. State-chartered banks would be regulated by the FDIC, the Office of the Comptroller of the Currency
(OCC) or the Federal Reserve. The OCC would oversee uninsured national banks, the U.S. branches of foreign banks,
and nonbanks that successfully apply to become a “federal qualified nonbank payment stablecoin issuer.” Credit
unions and their subsidiaries that issue stablecoins would be overseen by the National Credit Union Administration.

The bill uses a $10 billion threshold of outstanding issued stablecoins to separate federal and state oversight. Issuers
under the $10 billion threshold could choose to be regulated by a state, as long as that state’s regime is “substantially
similar” to the federal approach.

Federal Supervision. An issuer regulated by the OCC would be examined and supervised only by that agency, and the
OCC would be authorized to issue rules to ensure financial stability, in coordination with other federal and state
regulators. Issuers that have less than $10 billion in issued stablecoins, and are not under state regulation, would be
examined by the appropriate banking regulator. That regulator would be empowered to block the issuance of coins or
take other actions if issuers are found to “willfully and recklessly violate the law.”

State Supervision. States seeking to regulate stablecoins would have to submit a certification to a new review
committee (made up of the Treasury secretary, the Federal Reserve chair or the vice chair for supervision, and the
FDIC chair) that their regime is “substantially similar” to the federal framework. States could appeal a denial to the
U.S. Court of Appeals for the D.C. Circuit. If issuers surpass the $10 billion threshold, they would have to transition to
federal oversight within 360 days of exceeding the threshold, though federal regulators could issue a waiver allowing
them to remain under state supervision (after a review of several factors). States could also make agreements with the
Fed to jointly oversee a state-approved issuer. The Fed or the OCC could take enforcement actions against state-
regulated issuers in “unusual and exigent circumstances,” such as risks to financial safety and soundness, or the
stability of the issuer.

Nonfinancial Companies. In language requested by Demaocrats that is likely to affect social media companies like Meta
and X, the bill blocks public companies and any subsidiaries not predominantly engaged in financial activities from
issuing stablecoins, unless the new federal review committee unanimously finds that the company would not: 1) pose a
material risk to the safety and soundness of the U.S. banking system, U.S. financial stability, or the Deposit Insurance
Fund; 2) Use transaction data to target advertising or sell customer data to a third party without consent, or 3)
Require customers to buy an additional paid product or service.

Approval Process. The bill lays out a 120-day timeline in which regulators would approve or deny a stablecoin issuer’s
application once it is submitted. Applications could be denied only if the issuer’s activities are found to be “unsafe or
unsound,” and the issuer could request a hearing on the denial, followed by a final decision by the regulator. If denied,
issuers could file another application. Once a stablecoin issue is approved, issuers would have to certify annually that
they have implemented anti-money laundering (AML) measures and economic sanctions compliance programs, with
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penalties if they fail to file the certification. All regulators would have to issue capital, liquidity and risk management
regulations for issuers that are tailored to the issuer’s business model.

Capital Reserves & Other Requirements

An issuer’s stablecoins would have to be backed up one-to-one by cash reserves, such as: 1) U.S. currency; 2) Treasury
bills or bonds with a maturity of 93 days or less; 3) funding secured through a repurchase agreement backed by T-bills;
4) Securities issued by a registered investment company or other money market fund; 5) Any similarly liquid federal
government-issued assets approved by the issuer’s regulators; or 6) certain “tokenized” reserves that comply with
applicable laws. The monthly mix of reserves would have to be published on the issuer’s website, with that information
examined by a registered public accounting firm each month and personally certified by company executives. Issuers
with more than $50 billion in outstanding coins would have to prepare an annual financial statement for audit and
publish it on their website. An issuer’s reserves could not be “rehypothecated” - used to fund other investments - or
otherwise re-used unless it is to satisfy repurchase margin obligations, to pay for custodial services or to create
liquidity to meet redemption requests.

Paid Interest. Despite the appeals from trading platforms like Coinbase, S. 1582, like the House bill, would not allow
stablecoin issuers to pay their holders any form of interest or yield if it is solely related to holding or using the coins.

Anti-Money Laundering (AML). Stablecoin issuers would be subject to the same AML, sanctions compliance, and
know-your-customer (KYC) rules that apply to banks, including the requirement to report suspicious transactions.
Treasury would issue rules tailored to issuers’ size and complexity. The bill says issuers must have the technical
capacity to comply with federal orders to seize, freeze or prevent the transfer of stablecoins.

Custodians. Third-party entities could only offer safekeeping services for stablecoin reserves if they are supervised by
a federal or state regulator, to whom they would submit information about their business operations. Custodians would
also have to treat such reserves - and property such as private keys - as belonging only to the customer, and
segregate that property from the custodian’s own funds, though they could use a portion of a customer’s or an issuer’s
funds to pay for certain transactions.

Bank Custodians. The bill stipulates that it cannot be interpreted to limit the authority of a bank or credit union to
engage in otherwise legal activities, such as issuing digital assets that represent deposits, or providing custodial
services for stablecoins. State-chartered banks could offer custodial or money transmitting services for a stablecoin
subsidiary if they comply with state laws on liquidity and supervision. The bill also prohibits federal regulators from
requiring a bank or credit union to include digital assets held in custody as a liability on their balance sheet, or to hold
capital reserves against them (unless the institution owns those assets).

Foreign Issuers. The bill permits Treasury to establish “reciprocal” agreements with foreign jurisdictions that are
deemed “comparable” to U.S. regulation. Stablecoins from such jurisdictions, where the issuer has the technical
capacity to freeze transactions and follow other lawful orders, would be allowed to be traded in the U.S., provided they
register with and submit to supervision by the OCC and hold enough reserves in the U.S. to accommodate redemptions.
When evaluating registration applications, the OCC would have to consider factors such as whether the foreign issuer
presents a risk to U.S. financial stability.

Effective Dates. The bill would go into effect within 18 months of its enactment or 120 days after a primary federal
regulator issues any final regulations to implement the measure. Crypto platforms would have three years to comply.
Beginning three years after enactment, it would be illegal for digital asset service providers to sell stablecoins by an
unapproved issuer.

June 12 Substitute Amendment. The manager’s amendment adopted on June 12 made a number of changes to the
underlying text, including exempting stablecoins that include “USD” in their names (such as Tether’s USDT and the USD1
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coin backed by the Trump family) from a ban on imitating the U.S. dollar. Senate Democrats highlighted a series of
changes they said they had won in the substitute amendment. Among other changes, in addition to the amendment’s
language restricting issuance of stablecoins by non-financial issuers like Big Tech companies, they cited provisions:

e Ensuring that state consumer protection laws are not preempted and guaranteeing that consumers retain legal
remedies against bad actors, and expanding the prohibition on interest-bearing stablecoins to cover all
domestic and foreign stablecoin activities;

e Prohibiting issuers from claiming that stablecoins are backed by FDIC insurance;

e Ensuring the bill does not alter who is legally eligible for Federal Reserve “master account” services or deposit
access; and

e Directing the Financial Crimes Enforcement Network (FInCEN) to establish risk management standards for
financial institutions when interacting with decentralized finance protocols such as mixers, tumblers and other
similar services.

Changes Planned by HR 3633. Because House Financial Services Committee Republicans did not have the
opportunity to bring their own stablecoins regulation bill to the floor and instead accepted S. 1582 without changes,
the separate crypto market structure bill (HR 3633) also passed by the House on July 17 includes a group of
provisions that would reopen the stablecoins bill after it becomes law. This language:

¢ Includes a provision blocking nonfinancial companies from retaining or acquiring control of a nonbank entity
that is an approved stablecoin issuer. The Federal Reserve and other agencies would issue rules listing
activities that are considered financial in nature. These provisions also strike a requirement in the GENIUS Act
that nonfinancial companies be approved by a board of financial regulators in order to issue stablecoins.

e Allows for qualified commodity-backed stablecoins.

e Adds provisions to the GENIUS Act’s requirement that stablecoin issuers publish a monthly audited statement
of reserves. Issuers would also have to establish and maintain “an adequate internal control structure” for
meeting reserve requirements, in accordance with a framework determined by their regulator. Issuers also
must obtain an annual attestation report by a registered public accounting firm “attesting to management’s
assertions concerning the effectiveness of the internal control structure” and their procedures for complying
with capital reserve requirements.

If you have questions, please contact Will Heyniger or Bob Schellhas at Washington Council Ernst & Young.

Washington Council Ernst & Young
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