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1 PROCEEDI NGS
2 MR. BIAD OLI: Good afternoon. |'m Tony
3 Biagioli. As the TAC designated federal officer,
4 it's ny pleasure to call this nmeeting to order.
5 Before we begin this afternoon's discussion, |I'd
6 like to turn to Comm ssioner Christy Goldsmth
7 Ronero, the TAC sponsor, for the wel cone and
8 opening renarks.
9 COW SSI ONER GOLDSM TH ROVERO.  Thank you. |
10 welcone all of us who are joining us today to Al
11 Day with a special welcone to our guests who are
12 speaking today, as well as the TAC nenbers, who |
13 thank for their public service and serving on the
14 TAC.
15 Speci al recognition, of course, and thanks go
16 out to TAC Chair Carol e House and Vice Chair Ar
17 Redbord. And, of course, | want to recogni ze and
18  thank the TAC designated federal officer Tony
19 Biagioli, assistant designhated federal officers Ben
20 Rankin and Drew Rogers, as well as Scott Lee,
21 Yevgeny Shrago, and Zach Coplan in ny office. And
22 | also want to thank all the CFTC staff who worked
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1 on tech and Al Day, including in particular Shivon
2 Kershaw for her technical assistance on the report.
3 |'ve also invited to be with us today Ted

4 Kaouk, who yesterday was nanmed as the CFTC s first
5 chief Al risk officer. Were are you, Ted? Raise
6 your hand. Welcone. Wlcone, Ted. So it's nice
7 for himto be here and be tal king about this on Al
8 Day.

9 Wiile it is well known that Al has been

10 involved in financial markets for many years, Al

11 Day is about gaining a better understanding from Al
12 experts of the inpact and inplications of the

13 evolution of Al, including generative Al. Al Day
14 is al so about how to ensure the safety, security,
15 and trustworthiness of Al systens in this

16 evolution. Earlier presentations in TAC on Al have
17 focused on this evolution of Al. Mich has been

18 said about the great opportunities that the

19 evolution in Al could bring to solve many of the
20 worl d's toughest problens, or, as President Biden
21 calls it in the executive order, "the prom ses of

22 A"
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1 On the other side of the coin are concerns

2 that have been rai sed about the potential negative
3 inplications of this evolution of A, or, as

4 President Biden calls it, "the perils of Al." As a
5 way to nanage those perils, the TAC has been

6 exam ning the concept of responsible Al.

7 Responsible Al includes principles of fairness,

8 transparency, explainability of the Al's output,

9 safety, and security.

10 The concept of responsible Al at its core

11 enbraces val ues by whi ch governnents and

12 organi zations can align their Al planning, design,
13 and deploynment. A critical conponent of ensuring
14 responsible Al is governance, which is increasingly
15 becom ng foundational to organizations and the U S.
16 Gover nnent .

17 The TAC has sought to support the current

18 efforts on Al from President Biden and the

19 admnistration. To that end, the TAC has al ready
20 had presentations fromthe Wiite House on the

21 executive order on Al, the Wiite House Ofice of

22 Science and Technol ogy Policy on the blueprint for
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1 an Al Bill of Rights, and the Departnent of

2 Commer ce.

3 Today, we're honored to hear from El ham

4  Tabassi, associate director for energing

5 technol ogies, Information Technol ogy Laboratory,

6 and chief Al advisor at the National Institution of
7 Standards and Technol ogy, or NI ST, which is in the
8 Departnment of Commerce. She will present on NI ST's
9 Al Risk Managenent Franmework released in early

10 2023. As we | earned when NI ST previously presented
11 to the TAC on its Cyber Framework, NI ST is the

12 standard setter in the Federal Governnment for

13 technology. After all, it's in their nane.

14 Just this week, N ST rel eased suppl enent al

15 pmaterial for its Al framework in response to the

16 E. O In the announcenent, U. S. Secretary of

17 Comrerce G na Rai nondo descri bed how t he Conmerce
18 Departnent has been working hard to research and

19 devel op gui dance needed to safely harness the

20 potential of Al while mnimzing the risks

21  associated with it. She tal ked about the

22 trenmendous progress the Departnment has nade in a
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1 short anmount of tinme and said, quote, "W are

2 continuing to support responsible innovation in Al
3 and Anerica's technol ogical |eadership,” end quote.
4 As the TAC hel ps the CFTC understand the

5 inpact and inplications of the evolution of Al for
6 financial markets, a whol e-of -governnment approach
7 wll enable the CFTC to | everage exi sting

8 practices, principles, expertise, and resources of
9 other federal agencies and harnoni ze our approach
10 where possi bl e.

11 Along with Associate Director Tabassi from
12 NI ST, we are honored to hear today from Sunayna

13 Tuteja, chief innovation officer of the Federal

14  Reserve Board. She will speak on the Fed's

15 approach to responsible Al. | have had the

16 privilege of working with Sunayna on several

17 occasi ons.

18 We're al so honored to hear from Todd Conkl i n,
19  who serves as Treasury's chief Al officer and

20 deputy assistant secretary, cyber. TAC nenbers are
21 very famliar with Todd, as he serves as a nenber

22 of the TAC. As many of you know, Treasury j ust
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1 released a report on Al and cybersecurity, a report
2 that cane out after Treasury's consultation with 42
3 financial institutions. As Todd wll discuss, one
4 of the results of those consultations was that

5 financial institutions are |everaging N ST s Al

6 R sk Managenment Franmewor K.

7 |"'malso excited to hear a presentation from
8 the CEO of Modern Markets Initiative, Kirsten

9 \Wegner. | was so inpressed by Kirsten's

10 congressional testinony on the potential inpact of
11 Al on financial markets that | knew that the TAC
12 woul d benefit from hearing from her.

13 As the TAC exam nes the inpact and

14 inplications of Al evolution on financial nmarkets,
15 it nmust be at the forefront of that exam nation

16  that U. S. financial markets are the safest, npst

17 trusted, and deepest nmarkets in the world.

18 I nvestor and customer confidence and trust in U S
19 financial nmarkets is paranbunt to the ability of
200 markets to continue | eading the world.

21 As a market regulator, the CFTC has a m ssion

22 to pronote the integrity, resiliency, and vibrancy
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1 of markets. This mssion is necessary to maintain
2 the | eadership of U S. financial nmarkets. The CFTC
3 has an inportant responsibility to safeguard U. S.

4  financial markets and the trust placed in them As
5 part of this core responsibility, in past neetings,
6 the TAC has exam ned the potential for Al to harm
7 markets and to underm ne confidence and trust in

8 markets.

9 Today, the TAC di scusses what the CFTC and

10 organi zations can do to prevent that. That

11 exam nation and other Al subjects are contained in
12 a report by TAC s Subcomm ttee on Energi ng and

13 Evolving Technologies. |'mvery excited to hear

14 fromthe subcommttee chairs, who will be

15 presenting to the TAC their report on responsible
16 Al in financial markets for the TAC s consideration
17 today.

18 Simlar to Secretary Rainondo's remarks, |et
19 nme say that the TAC has nmade trenmendous progress in
20 a short anmount of time and is continuing to support
21 responsible innovation in Al and Anerica's

22 technol ogi cal | eadership.
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1 The subcommttee has worked a |l ong tine on

2 this report, and I want to give them speci al

3 recognition today. Chairs of the subcomrmittee are
4 Dr. N col Turner Lee, senior fellow and director of
5 Brookings Center for Technol ogy I nnovation; and

6 Todd Smith, director of information systens at the
7 National Futures Association. These two co-chairs
8 have made substantial contributions and led their
9 subcommittee in drafting a report that expertly

10  addresses in a very thoughtful way the inpact and
11 inplications of the evolution of Al in financial

12 markets. These are thoughtful, iterative, and

13 foundational reconmendations geared towards nore
14 responsible Al systens wth greater transparency
15 and oversight to safeguard financial nmarkets.

16 Gven the Al expertise, as well as narket expertise
17 of the subcommttee, the findings and

18 recomendations in the report should be taken very
19 seriously by financial services firns and

20 regqgul at ors.

21 |"mvery grateful for the work that went into

22 this report, and please allow ne to recogni ze by
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1 nane the subcomm ttee nenbers that drafted the

2 report wth the co-chairs Dr. Turner Lee and Todd
3 Smth. | failed to do that on the DeFi report to
4 recognize all the subcommttee nenbers, so let ne
5 renedy that for this report.

6 They are Cornell Law School professor Dan

7 Awrey; Better Markets director of derivatives

8 policy, Cantrell Dumas; Trail of Bits founder and
9 CEO Dan Guido; IBMAI ethics global |eader Dr.

10 Francesca Rossi; Them s Tradi ng co-founder and co-
11 head of equity trading, Joe Saluzzi; Institute for
12 Agriculture and Trade Policy senior policy analyst,
13 Steve Suppan; Circle vice president and deputy

14 general counsel, global policy, Corey Then;

15 University of M chigan professor, conputer science
16 and engi neering, Dr. M chael Wellnman; U.S.

17 Departnent of Treasury chief Al officer and deputy
18 assistant secretary of cyber, Todd Conklin.

19 It is an inpressive report for the TAC s

20 consideration, and | thank all of the subcommttee
21 nmenbers for their contributions and | ook forward to

22 the discussion today, so thank you for being here.
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1 MR. BIAG OLI: Thank you, Comm ssioner
2  (oldsmth Ronero.
3 W wi |l now hear prerecorded opening remarks
4 from Conm ssi oner Mersinger.
S COMM SSI ONER MERSI NGER: Good afternoon. |'m

6 sorry that I"munable to join you today, but | want
7 to thank Conm ssioner Goldsmith Romero for using

8 the Technol ogy Advisory Committee to | ead the way

9 in addressing such an inportant issue for our

10 pmarkets. | also want to thank TAC DFO Tony

11 Biagioli for arranging for such a great panel of

12 experts.

13 Today' s di scussions exenplify the approach the
14 CFTC shoul d take regarding artificial intelligence,
15 laying the foundation with a better understandi ng
16 of Al, while pursuing our inportant agency goal of
17 pronoting responsible innovation. Wether we're

18 discussing Al or any other innovation, new

19 technol ogi es often present opportunities for better
20 functioning and nore efficient markets, but,

21  unfortunately, they can al so present opportunities

22 for fraud, as well as risks for custoners,
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1 regulated entities, and the econony at | arge.

2 However, intervention before investigation is

3 a dangerous recipe for reqgqulatory overreach.

4  Regardl ess of the technol ogy, we nust remain

5 focused on regul atory outcones versus regul ati on of
6 a particular type of technology. Qur regul ations

7 must remain technol ogy-neutral. |f we get caught

8 up in regulating the underlying technol ogy rather

9 than the outcone fromthe use of the technol ogy, we
10 face creating rules that do not keep up with

11 technol ogi cal advances. This neans we need to

12 understand the risks and opportunities of new

13 technologies like Al. That's where all of you cone
14 in.
15 My hope is that today's neeting and the TAC s

16 work on Al will be an opportunity for the CFTC to
17 gather nore facts and i ncrease our know edge by

18 | everagi ng the expertise of TAC nenbers and the

19 speakers here today. After we gather those facts,
200 we can apply themto our existing rules and

21 governing statute and consider whether, and if so,

22 what changes are necessary to best safeguard our
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1 custoners and ensure market integrity, while at the

2 sane tinme fulfilling our statutory nmandate to
3 pronote responsible innovation. | have no doubt
4 that, through this approach, we will be able to

5 foster better and stronger derivatives narkets as a
6 result of Al, just as the CFTC has done during

7 other equally transformative devel opnents

8 throughout its 50-year history.

9 Thank you all for taking tinme out of your busy
10 schedules to be here today. W appreciate all your
11 work, and | can assure you it will play a very

12 inportant role as the Comm ssion continues to

13 discuss the role of artificial intelligence in

14 CFTC-regul ated markets. Thank you.

15 MR. BIAG OLI: Thank you, Conm ssi oner

16 Mersi nger.

17 W will now hear prerecorded opening remarks
18 from Comm ssi oner Pham

19 COW SSI ONER PHAM  Good norning. Thank you,
20 Conm ssioner Goldsmith Romero, for convening this
21 meeting of the Technol ogy Advisory Committee. Over

22 the past year, you and the TAC have really been
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1 Jleading the way at the CFTC on the issue of
2 artificial intelligence, and | | ook forward to the
3 continuation of those efforts. | also want to
4  recogni ze the TAC designated federal officer
5 Anthony Biagioli, the alternate designated federal

6 officers Ben Rankin and Drew Rogers, the CFTC

7 staff, and everyone who worked to nake today's

8 neeting possible. And, of course, thank you to the
9 commttee nenbers for taking tinme away from your

10 day jobs to share your expertise and provide the

11 CFTC with val uable insight into advancenents in

12 technol ogy.

13 While Al has recently dom nated the news and
14 policy agendas around the world, especially wth

15 the devel opnent of generative Al, the financial

16 services industry has been using various iterations
17 of Al for years to inprove autonmation and

18 efficiency under the supervision of prudential and
19 other regulators. At last July's TAC neeting, |

20 spoke about the inportance of utilizing existing

21 risk governance frameworks and ri sk nanagenent

22 disciplines to identify, nmeasure, nonitor, and
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1 control energing risks and new technol ogies. One
2 exanple is operational risk nmanagenent, which

3 includes technology risk, cyber risk, and third-

4 party risk. | believe that nodel risk nmanagenent
5 is key for Al risk governance, and that one way to
6 approach appropriate safeguards for the depl oynment
7 of Al and trading and markets is by looking to the
8 existing approach to risks and controls in

9 algorithmc trading.

10 | ook forward to the presentation of the

11 TAC s Energing and Evol vi ng Technol ogi es

12 Subcomm ttee report regarding responsible Al in

13  financial markets and to the presentations by our
14 col | eagues at the Federal Reserve, U.S. Departnent
15 of the Treasury, and the National Institute of

16 Standards and Technol ogy on their current Al

17 initiatives. |'mpleased that our partners at the
18  National Futures Association will be sharing their
19 expertise with us, as well as |leaders fromthe

20 private sector.

21 Thank you, Comm ssioner Goldsmth Ronero, and

22 to the nmenbers for your service on this committee.
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1 | look forward to today's discussion on artificial
2 intelligence in regul ated financial services.
3 MR, BIAG OLI: Thank you, Conmm ssioner Pham
4 and thank you all for your opening remnarks.
5 Bef ore begi nning our first segnent, there are

6 a fewlogistical itens that |'ve been asked to

7 mention to the conmttee nenbers. Please nake sure
8 that your mcrophone is on when you speak. This

9 neeting is being sinultaneously webcast, and it is
10 inportant that your mcrophone is on so that the

11 webcast audi ence can hear you. |If you'd |ike to be
12 recogni zed during the discussion and you are here
13 in person, please change the position of your place
14 card so that it's vertical on the table. And,

15 Chair House or Vice Chair Redbord, | wll recognize
16 you and give you the fl oor.

17 | f you are participating virtually and you'd
18 |ike to be recognized during the discussion for a
19 question or conment or need technical assistance,

20 pl ease nessage ne within the Zoomchat. | wll

21 alert our chair, vice chair, and our technical

22 gsupport staff either that you' d |ike to speak or
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1 that you need assistance, and we'll go fromthere.
2 Pl ease identify yourself if you're virtual
3 before speaking and signal when you are done
4  speaking. And please speak directly into your
5 phone or m crophone for optinmal audio quality on
6 the webcast. Inportantly, please unnmute your Zoom

7 video before you speak and then nmute it after you
8 speak because this is all being broadcast publicly.
9 Pl ease only turn on your canera when you're

10 engaging in discussion. Oherw se, you can remin
11 off canmera. And if you are disconnected from Zoom
12 pl ease close your browser and enter Zoom again

13 using the link previously provided for today's

14 neeting.

15 Bef ore we begin, |ast but not least, we'd |like
16 to do a roll call of the nenbers participating

17 virtually so we have your attendance on the record.
18 |"mjust going to go down the Iine | ooking through
199 the Zoom and I'Il say your name if you coul d just
20 unnute and confirmthat you' re here, and then we'l|l
21  be ready to get started.

22 Francesca Rossi ?
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1 DR. ROSSI: Here.
2 MR BIAGOLI: Ben MIne?
3 MR. MLNE: Present.
4 MR BIAG OLI: Dan Awey?
5 MR. AVWREY:. Present.
6 MR. BIAG OLI: John Pal ner?
7 MR. PALMER: Present.
8 MR BIAGOLI: Christian Catalini?
9 MR, CATALINI : Present.
10 MR BIAG OLI: M chael Wellman?
11 DR. WELLMAN:. Present.
12 MR BIAG OLI: Jennifer IIKkiw?
13 M5. ILKIW Present.
14 MR. BIAG OLI: Adam Zar azi nski ?
15 MR ZARAZI NSKI :  Here.
16 MR BIAG OLI: Steve Suppan?
17 DR. SUPPAN: Present.
18 MR BIAG OLI: Sunil Cutinho? Sunil Cutinho,
199 if you are present on the line -- let the record
20 reflect Sunil just nmessaged ne in the Zoom chat
21 that Sunil is present.
22 Are there any TAC nenbers who are
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1 participating virtually whose nane | did not call?
2 [ No response. |

3 MR, BIAG OLI: Thank you. Wth that, ']

4 turn things over to TAC chair Carol e House.

5 M5. HOUSE: Thank you so nuch, and thanks so
6  nuch to Comm ssioner Goldsmth Romero and to the

7 entire CFTC team for conveni ng us and your

8 |eadership on this core issue, as well as to the

9 | eadership provided by our subconmttee chairs on
10 this incredible topic that we're going to be

11 discussing all day, and also to the whole TAC, just
12 a wonderful group of experts across everything

13  markets and finance and energi ng tech.

14 | have been in a |ot of discussions lately

15 focusing on Al and convergence of a |lot of these
16 technol ogies that we're going to tal k about, cyber,
17 A, blockchain, and a |ot of the core issues that
18 regulators constantly struggle with are constantly
19 at the forefront, and they're certainly present in
20 the discussion on Al, how to bal ance and respect
21 and where there's nmutual supporting and al so

22 tensions between freedom and security, between
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=

privacy and accountability.

2 And at these areas, this is exactly where

3 regulators have to constantly consider and wei gh,
4 what are the costs, and what are the benefits?

5 \What are the costs either in privacy and intrusion
6 into people's |lives and nmarkets and institutions,
7 but also what are the costs if we don't inpose

8 obligations that hel p us understand technol ogi es

9 and potential inpacts and risks and don't get the
10 critical visibility and the enforcenent capability
11 in order to do sonething about it if things go

12 wrong.

13 These are all core issues at play, whether

14 we're tal king about bl ockchain or certainly in the
15 Al space. And across all these issues and these
16 pillars with these equities, there's three pillars
17 that I'malso seeing raised in every discussion

18 that we have at the TAC, which is information,

19 infrastructure, and identity. Those things are

20 core to the Al discussion. | think that they're
21 also manifested really well in the report that our

22 jncredi ble subcommittee put together. And,
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=

ultimately, regulators are now having to think

2  about what are the right neasures and controls, the
3 benefits, the opportunities, and the risks rel ated
4 to getting our information and data and

5 infrastructure and identity right, secure, and

6 trustworthy to preserve the future of secure

7 digital econom es.

8 So as we continue the discussion today, |'m
9 just absolutely thrilled to be here and to hear

10 fromthe incredible experts, including a | ot of

11 fornmer coll eagues and good friends, who are deeply,
12 deeply respected across this space and was honored
13 to be part of the subcomrittee, really every

14 subcommttee at the TAC focusing not just on

15 admring problens, but al so presenting neani ngf ul
16 solutions, and to a Commi ssion that has al so

17 denonstrated that it's not interested in just

18 admring problens, but to certainly find the

19  npeaningful way forward to address them

20 So then I'll transition into our first

21  presentation, and it is ny absolute pleasure to

22 jntroduce our first speaker regarding artificial
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1 intelligence, who is a good friend and deeply,

2 deeply respected coll eague Sunayna Tuteja, chief

3 innovation officer at the Federal Reserve Board,

4 who will speak to us about the Federal Reserve and
5 Al specifically on advanci ng responsible

6 innovation, Sunayna over to you.

7 M5. TUTEJA: Thank you, Carole. It's

8 delightful to see you. I'msorry |I'mnot there on
9 the analog, though I'ma little bit intimdated

10 about how big the screen is in the roomand how far
11 | should back away fromthe canera. So thank you,
12 everybody, and thank you to the CFTC TAC Advi sory
13 Council for hosting this super tinely Al Day

14 discussion and really bringing together a diversity
15 of perspectives and experiences on this topic.

16 You know, clearly Al, gen Al is having a

17 Canbrian nonent, and there are no shortage of shiny
18 objects or spicy opinions. And, as was well

19 articulated by the opening coments, there's a | ot
20 of excitenment about the prom se of this technol ogy.
21 But |I'mhappy to see that nore and nore it's a very

22 pal anced perspective, that as nmuch as we should
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1 really interrogate the potential of this

2 technol ogy, we also have to acknow edge that it is
3 not a panacea or without perils, and we've got to

4 al so understand what the downsi des are and how we

5 ought to be actively nmanaging and mtigating and

6 understandi ng those risks as well.

7 | think it's incunbent on all of us,

8 especially when we see this nascent technol ogy nake
9 its way up the S curve with an unprecedented

10 velocity, and the fact that the technol ogy

11 continues to shape shift and evolve and we're

12 seeing a new i nnovation happen in this technol ogy,
13 not in the span of years and decades, but in a

14 pmatter of, you know, weeks and days. |If any of you
15 spent any tinme on Hugging Face, it is both

16 exciting, but also daunting to see the devel opnents
17 and the pace of the devel opnents in this technol ogy
18 on a day-to-day, hour-by-hour basis. So | think

19 it's incunmbent on all of us to really flex that

20 curiosity and make sure that we're leveling up as
21 individuals and on behalf of our institutions. And

22 this conversation today, | think, is an excellent
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anchor.

2 For context, | amthe chief innovation officer
3 for the Federal Reserve System As | tried to

4 explain ny role to ny Canadi an parents, the Central
5 Bank of the United States is not at all central.

6 W are a solar systemof 13 entities, 12 reserve

7 banks and the Board of Governors, and in this role,
8 | have the awesone honor of working with all of our
9 reserve banks and the Board of Governors in

10 advanci ng purposeful innovation for the Fed.

11 As part of our overall innovation portfolio,
12 we interrogate a range of frontier technol ogies,

13 ranging fromtechnol ogi es whose utility is in the
14 here and now, and technol ogi es that may seem ki nd
15 of far out |ike gquantum and we nmay not know when

16 it's Canbrian nmonment is, but it's incunbent on us
17 that we're |learning today and ki nd of understandi ng
18 its value for tonorrow. So as part of that range
19 of technologies that we actively interrogate, we

20 apply a consistent heuristic of responsible

21 innovation, and that really is anchored in, you

22 know, let's learn by doing. Let's not think about

Scheduling@TP.One 800.FOR.DEPO
TP One www.TP.One (800.367.3376)



Technology Advisory Committee Meeting 5/2/2024
Page 27

1 these new things in abstraction or be assunptions.
2 Let's actually put hands on keys and | earn by doi ng
3 and understand the technology and its potenti al,

4 pbut also its, you know, peril and how we m ght

5 pmanage it. So that's an inportant conponent of,

6 you know, how we think about responsible

7 innovation.

8 The second conponent of our heuristic really
9 is, you know, when there's sonething new com ng at
10 us, it is easy to get distracted. | am you know,
11 guilty as charged. And with innovation, sonetines
12 it can give it a bad rap because it seens |ike, you
13 know, you're chasing sonmething and we don't know
14 what the value accretionis, so a lot of our

15  responsi bl e innovation focus is anchored in are we
16 | ooking at this new technol ogy and new capability,
17 whatever it mght be, in the context of solving

18 gnarly problens? Are we starting with a problem
19 statement? Are we starting with a thesis and then
20t hinking about how this technol ogy m ght help us
21 solve it and kind of give us a |level of focus and

22 di scipline.
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1 And then the third conponent of our heuristic
2 really is, you know, as we |earn by doing and ki nd
3 of we focus on solving gnarly problens, are we

4 designing neani ngful optionality solutions that

5 maght help us level up the institution for the

6 present, but also kind of that call option for the
7 future.

8 So | wanted to share that heuristic a little
9 Dbit with you because as | zone in on how we are,

10 you know, advancing our |earning and our

11 experinentation around Al and gen Al that you'l

12 kind of start to see a bit of atrue line. As |

13 mentioned, this technol ogy kind of continues to

14 evol ve and change, and so we have to remain quite
15 agile in our interrogation of it. And if there are
16 any sci-fi nerds in this neeting today, we can all
17 attest that we've read enough sci-fi to know that
18 Al is often cast as conpletely dystopian or

19 conpletely utopian when, in reality, that is not
20 going to be the outcone. It'll be somewhere in the
21 mddle, but that outcome will be defined by the

22 choi ces and the decisions that each of us make, and
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1 | think that's why having that responsible

2 innovation franework is inportant.

3 The ot her reason having a franmework around

4  responsible innovation is critical, especially in
5 Jlarge institutions |like ours and yours and ot hers,
6 is there is a level of risk averseness that's built
7 into the DNA, and it's necessary, right? Break

8 things and ask for forgiveness is not sonething

9 that's kosher. However, you want to guard agai nst
10 apathy, that anytine you see sonething new, while
11 we nmay be very good at assessing the risk of doing
12 sonmething new, we also equally have to assess what
13 is the risk of not doing this and kind of |ooking
14 at it fromboth dinensions. So | think that a

15 responsi bl e i nnovation framework hel ps us guard

16 agai nst apathy, but at the sanme tinme, it also puts
17 the right guardrails to ensure that we don't have a
18 random t housand fl owers bl oonmi ng that, you know,

19 nmay create unnecessary cost and duplication and

20 risk, so taking that very anchored and prudent and
21 pragnatic approach is critical.

22 So how are we going about with our responsible
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1 innovation framework, and howis it manifesting?

2 W really break down the franmework al ong the |ines
3 of four Es. So the first conponent of the four

4 E s is education. W very nuch take the stance, as
5 was expressed earlier, that education is paranount,
6 and education nust be evergreen. For exanple, we
7 host ongoing roundtables with the industry so we

8 can be learning fromoutside-in perspective. But

9 for internal for all of our coll eagues across the
10 Federal Reserve System six tinmes a year or every
11 other nonth, we host inmmersive education sessions
12 that are about leveling the playing field and

13 conpletely inclusive to everybody who works within
14 the Federal, and we tackle different conponents of
15 this technol ogy.

16 Just a couple of weeks ago, we hosted a hal f-
17 day i mrersive education event around the topic of
18 "with great powers cone great responsibilities,"”

19 right? Because we had done previous sessions,

200 which was really all about understanding the

21 potential of this technology and how | eaders in the

22 jndustry across different categories were applying
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1 this technology. So the |last one was all about,

2 okay, how do we al so then think about the risks,

3 right, and sone of the ones that were nentioned

4 earlier froman explainability perspective, bias

5 ethics, you know, you nane it, hallucinations, but
6 then really getting tactical about what processes,
7 policies, and protocols do we have in place today
8 that help us address these risks, which may not be
9 new, but may just be a little bit different

10 pmagni tude, but then al so understandi ng what new

11 risks are being created with this next generation
12 of this technol ogy, that we do have a

13 responsibility to create updated policies or

14 processes or protocols. So that's an exanpl e of
15 really tackling different topics and hel ping the
16 entire institution build new nmuscle nenory around
17 thenmes that we may al ready know and understand, but
18 also net new thenmes that we have to start to think
19 about and build for the future. So that's around
20 educati on.

21 Qur second E is enablenent. You know, one of

22 the first things we did when Chat GPT had its, you
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1 know, blow out nonent Thanksgi ving 2022 and

2 everybody was |ike, oh, what are we going to do?

3 Are we going to use it? Are we going to |let our

4 folks use it, et cetera, et cetera? One of the

5 things, you know, that we undertook at the Fed, and
6 again, it's accessible to all of our coll eagues

7 kind of really denocratizing the access, is we

8 unl ocked as many of the generative Al capabilities,
9 but we did it in a guard-railed environnent. W
10 have an experinentation platformcalled Launchpad,
11 which, again, is quarantined away from al

12 production systens and has the right appropriate
13  guardrails, but what we wanted to do was unl ock

14 these capabilities wherein as appropriate so

15 anybody within our organization could really get

16 that hands-on-keys experience, right? Because the
17 next best idea of how to apply this technology is
18 not going to cone fromthe chief innovation

19 officer. |It's going to come from sonmebody who is
20 closest to the end platform the end product, the
21 end process, who knows where the frictions are and

22 how this technol ogy m ght be the ideal solution.
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1 So that's what we wanted to unl ock is that

2 Jlearning, but that |earning by doing and enabling
3 the access to this technology, again, in a very

4  guard-railed, quarantined, sandbox-type

5 environnent.

6 Part of enabl enent, you know, in addition to
7 the tech stack, was al so about, hey, do we have

8 clear policies and processes for all of our

9 colleagues? You know, do they know what the

10 guardrails are about the can and can't do,

11 recognizing that a |lot of these conponents are not
12 going to be static, that these policies and

13 processes will need to be dynam c and evol ve as we
14 |learn. But we wanted to nmake sure that there was
15 that consistency and that coordi nated approach so,
16  intentionally or unintentionally, no one was goi ng
17 to get thenselves in trouble. So that was a | ot of
18 the work that went into the enabl enent conponent,
19 and again, doing it together as a franchi se.

20 Then the authority of our responsible

21 innovation framework really anchors on

22 experimentation. So this kind of cul mnates the
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education, as we're |learning, the enabl enent, which
2 is kind of having that tactile, tangi ble experience
3 wth the technology and the right policies and

4 processes and guardrails that enable us to curate

5 the right use cases. So we start wth a problem

6 statenment or a thesis statenent and then run it

7 through a very coordi nated experinentati on process
8 where we assess, is this technology viable? 1Is it
9 feasible in terns of a solution for this problem

10 statenent? And could this be a solution that is

11 scal abl e and secure enough? But then also is there
12 a desirability, right? Does the end user or the

13 busi ness for whom we' re experinenting have that

14 desirability? And that's really inportant because,
15 you know, you want to kind of break down that

16  sonetines unnecessary barriers, but we, the

17 technol ogi sts and kind of the business | eaders --
18 jit's like that mene of all the Spider Mans that are
19 pointing at each other, you know, so we wanted to
20 make sure experinentation was very mnuch busi ness-
21 | ed and technol ogy- and security-enabled. So

22 that's kind of the approach, you know, we're taking
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1 wth our experinentation.

2 The ot her conponent |'Il share with the

3 experinentation is it's helping us really validate
4 where is the real promse, and what is the depth of
5 the promise of this technol ogy? Because we get use
6 cases where like this actually doesn't need gen Al,
7 vanilla A with a sprinkling of RPA w Il suffice.

8 So we also want to caution against that gen Al

9 Dbecones the solution for everything. But it's also
10 hel ping us understand the magnitude of the risks.

11 What are these net new risks? Wat are existing

12 risks whose contours mght be shifting so it helps
13 us think about both the prom se side and the peril
14 side and really learn?

15 And as part of experinentation, we al so ensure
16 that fromday one we bring along our BFFs in risk,
17 conpliance, legal, cybersecurity because we need

18 their counsel and their expertise but not at the

19 tail end of the experinmentation. W' ve taken the
20 approach that they're at the table even as we are
21 designing and curating the use case, which we found

22 to be a helpful tailwind. And also, they bring
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1 that other possible approach that kind of hel ps us,
2 you know, learn with a bias for action, which I

3 think is inportant.

4 And then the fourth E of the responsible
5 innovation franework -- and we're not there yet
6 because we're still in experinentation -- is where

7 we really see the viability, the feasibility, and

8 there's the business desirability. Then how do we
9 think about execution? You know, where does it

10 nake sense for path for production? And again,

11 just want to underscore we're not there yet. W're
12 very nuch focused on education and enabl enent and
13 this very curated experinmentation phase. But it's
14 inportant to kind of be thinking about it because
15 where we see the value manifest, we want to nmake

16  sure that, you know, we've got that pathway and

17 kind of have the building blocks in place.

18 So that's a little bit about our process. As
19  we think about use cases, for experinentation, we
200 are really starting to see the value, the sprouting
21 value, both fromsonme of our internal work, but

22 also kind of the outside-in perspective. [It's kind
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1 of the notion of five Cs. Yes, I'ma bit of a
2  sucker for alliteration, so the four E' s and the
3 five Cs.
4 SO our use cases as we're interrogating them

S5 nunber one is around concision, and it's a bit of a
6 made-up word. It's a conbination of concise and

7 precision. | think you all can likely attest to

8 it, where you are ingesting or nanagi ng terabytes
9 of multinodal data that just is not humanly

10 possible to kind of go through. Could this

11 technol ogy add val ue by consum ng all of those

12 datasets and then producing a TLDR? That is not
13 just concise, but it's also accurate, it has

14 precision, and then the human becones the auditor
15 or the editor to it.

16 The second area is around content creation.

17 You know, if you have given a speech about a topic
18 X nunber of times, could the nodel wite the next
19 draft for you? One of the things we've learned is
20 there's value in sonething like that, where the

21 content and the perspectives and opinions are

22 static. If there's alot of volatility in the
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1 content, then it's not going to be as useful or
2 hel pful.
3 And then the third one is really around code

4 transformation, and in it, you know, there's the

5 arena of code generation. There's the notion of

6 code mgration. You know, institutions that have
7 tech debt and, you know, code that's witten in

8 | anguages that you may not have anybody to manage
9 today. How do you transformthat code into new

10 | anguages and kind of help bring down the tech debt
11 while you're al so generating new code? And, you

12 know, | spent nost of ny career in the private

13 sector as a product |leader, and it was al ways the
14 pbane of ny existence to have to prioritize ny

15 product roadmaps because | never had enough awesone
16 engi neers and devel opers. So |I'm hoping if code

17 generation does prove its mantle, that this could
18 be that great augnentation so we can ship nore

19 features and functionality wi thout having to

20 prioritize our product roadmaps too nuch.

21 And then the fourth Cis really around

22 custoner engagenent, |ike this technol ogy, again,
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1 Dbe a copilot to the human where, again, you're

2 doing a lot of ask-and-answers w th, again,

3 consistent know edge bases, but know edge bases

4 where there's a high fidelity in terns of the

5 dat aset.

6 And then the fifth one is really catalyzing

7 operational efficiencies where you' re nmanagi ng, you
8 know, |arge data centers or cloud architecture or
9 networking sites or other kinds of operational

10 capabilities wthin an organi zation. How can this
11 help bring about a new of efficiencies. | wll

12 underscore, again, these are all, you know, in

13 experinents and what we're |earning fromthe

14 outside, but our current thesis really is that this
15 technol ogy potentially has the ability -- I'ma

16 pilot, so I'll explainit in like flying terms.

17 It's for this technology to be your copilot, but
18 it's nowhere near to kind of fly the plane on

19 autopilot. So that's at |east how you know we' ve
20 been kind of l|earning and kind of our current

21 thesis around this.

22 So I'll pause there. And, Anthony, you can
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1 let nme know. |'m happy to take sone questions or

2 other direction fromyou.

3 M5. HOUSE: Thank you so nmuch, Sunayna, for

4 your wonderful and incredibly |like enthusiastic and
S illumnating presentation on the great work that

6 you're driving over at the Fed. | was thrilled

7 when you went on board that teamand thrilled to

8 hear what you've been up to for the last two years.
9 So at this tinme, | would like to open the

10 floor to questions and comments fromthe TAC

11 nmenbers. |If you're in person -- great, Mchael, if
12 you'll start us off.
13 MR. GREENVWALD: Thanks, Carole. Sunayna,

14 wonderful presentation. Thank you so much. Very
15 inpressive to see how the Federal Reserve is

16 approaching this topic.

17 My question to you is, how do you feel about
18 the talent recruitnent in this space right now?

19 Regarding the education, the experinentation, where
20 are you, would you say, on the | adder of talent?

21 And are you getting enough fromwhat you need? And

22 then how are you |l earning fromeach other?
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1 M5. TUTEJA: H, Mchael. Thank you.
2  Excellent question. | tal ked about sone of the
3 tailwnds. Wen | think about sone of the
4 headwinds, I'"'mgoing to stick with ny pilot anal ogy

5 here. Wen | think about sone of the headw nds in
6 advancing this work, not just at our institution,

7 but | think any institution, you know, conpute

8 costs is definitely, you know, high on top of the

9 list. Data fidelity is another one because | think
10 we all know, if you don't have the right data, it

11 doesn't matter what kind of nmagical Al you overlay
12 on top of it, you're not going to get the results
13 or the outcones that you desire.

14 Talent, Mchael, is the third one. The way we
15 have been approachi ng our current experinentation
16 as we're getting going is we created an in-house

17 talent network. So we put out, you know, a call

18 within the Federal Reserve System and said, hey,

19 here are sone of the skill sets that we're | ooking
200 for. You know, if you are sonebody that has the

21 nmental nodel of l|earning by doing, you |ike solving

22 gnarly problenms, you know, this may be the thing
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that you want to kind of cone contribute to.

So what we did is, you know, we created a
tal ent network that has data scientists, cloud
engi neers, you know, fol ks who are pretty
proficient in Al and LLMs today, business owners,
because what that talent network enables us to do
I's, again, level the playing field for experinent
because, you know, that product nmanager who is
cl osest to the end product platform custoner kno
what the problem statenent is, so when they subm
their use case, they may go, you know what, | don
code, | don't know how to actually do this, but I
am t he product owner who knows the problem
statenent, and then we can match themup with kin
of our internal roster fromthe tal ent network.

Because what we wanted to do was break down
the barriers of sonebody saying, oh, | have this
use case, but | don't know what to do with it, or
"' m not an engineer, and we really wanted to nake
sure it's a bigtent, and it wasn't just the
technol ogi sts that were excited about it, that, y

know, everybody at the Fed was excited about it,
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1 kind of creating that talent network.

2 The other way we've tried to augnent is kind

3 of working with external partners, right,

4 col laborating wth academ a, collaborating with the
5 private sector, and really learning fromthem and

6 co-creating with them which has really been super
7 useful.

8 In terns of the third thing, as we, you know,
9 think about our talent pipeline for the future, we
10 are actively having those di scussi ons about, hey,

11 you know, how do we think about bringing in the

12 next generation of talent for these types of roles
13 like pronpt engineers, right? |If you ask the free
14 version of Chat GPT, which stopped updating its

15 data, | think, in 2023, what a pronpt engi neer is,
16 jt's going to go, | don't know what you're talking
17 about, because there was no such thing as a pronpt
18 engineer in 2023. And, today, it's one of the

19  hottest jobs on Linkedln, so we've got to al so kind
20 of be -- you know, to quote the Gretzky idiom

21 you've got to skate to where the puck is going. So

22 those are sone ways of how we are pulling internal
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1 talent, augnenting with external experts in
2 academ a and the industry, but then al so kind of
3 thinking about our future bench strength.
4 MR, GREENVALD: | think if you have Spider Mn

5 in the job description, it will be very successful.

6 M5. HOUSE: Thank you.
7 Justin?
8 MR. SLAUGHTER: Thanks. Sunayna, great

9 presentation. M question's about the sandbox.

10 You called it Launchpad, | think. |[Is that correct?
11 M5. TUTEJA: Yes.
12 MR. SLAUGHTER: So kind of a two-part

13 question. First, how did you develop this? Ws

14 this primarily done in-house or off of, | assune,

15 in tandemw th an offer of an LLM? |'d be curious
16 whi ch one.

17 And then the second one is, you nentioned, of
18 course, the network of the central banks, 13

19 reserve banks. How nmuch have you made this

20 available to other government agencies, either in
21 financial regulation or otherw se, rather than have

22 thembuild their own?
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1 M5. TUTEJA: Thank you, Justin. So we built
2 the Launchpad. 1've been at the Fed now just over
3 two years. | know, equal parts surprising and

4 scary. So we built that shortly after | joined the
5 Fed very candidly because this was the first tine

6 this institution had the role of the chief

7 innovation officer. And as | did ny |listening tour
8 around the institution, one of the pain points that
9 was expressed often is, yes, yes, | knowlIl'm

10 supposed to innovate, but | can't even get access
11 to a cloud account w thout going through 89

12 approval s and all kinds of hoops.

13 So it becane very evident to ne that if | was
14 going to preach the gospel of innovation, | first
15 had to nake sure that we were renoving their

16 friction points and really enpowering them and

17 enabling themw th what they needed so they could
18 innovate. And one of those things was how do we

19 curate a one-stop shop that's one-click access to
20 all other contenporary technol ogi es that you, A,

21  either just want to learn, or you have a thesis and

22 you want to experinent, and we actually built it
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1 in-house.
2 The cool thing about the Fed is when you try
3 to solve a problem the first thing | like to do is

4 do an asset inventory because within ny solar

5 systemof 13 planets, soneone, somewhere probably

6 has thought of a solution or built a mcro-solution
7 for their local need. So in this case, we had a

8 few sandboxes around the system at different

9 reserve banks and areas, so we kind of brought them
10 together and say, listen, we like this in yours, we
11 |like that in yours, and we kind of aggregated it

12 and used that as our substrate, and then we

13 continued to add new capabilities to it.

14 You know, it is a cloud native, so it's

15 connected to all of the cloud providers. So when
16 generative Al capabilities started to roll up,

17 first, we started to enable the capabilities that
18 are built into each of the cloud platforms, and

19 then, you know, we kind of take a case-by-case

20 approach to unl ocking sonme of the other LLMs as and
21 where appropriate, and again, working with ny BFFs

22 in legal and conpliance and risk and cybersecurity.
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1 So that's kind of the approach we' ve taken, you
2 know, so yes, built in-house.
3 We have | everaged the Launchpad for sone soup

4 tech innovation work that we've done with sone of
5 the other central banks in the past, but it's not
6 sonmething that, you know, we bought w dely

7 syndicated, but if that's sonething that's of

8 interest, |I'mhappy to |learn nore and double click

9 offline.

10 MR. SLAUGHTER:  Thanks.
11 M5. HOUSE: N col?
12 M5. LEE: Can you hear ne? GCkay. Well, thank

13 you so nuch for your presentation. As M chael

14 nmentioned, using a Spider Man reference is actually
15 really cool.

16 The other thing | wanted to bring up, though,
17 is to sort of date nyself. Many, nmany years ago,

18 the Federal Reserve had a big conversation on

19 online bias, algorithmc bias, data quality, et

200 cetera. And I'll never forget this particular

21 hearing that | participated on with Lisa Rice of

22 the National Fair Housing Alliance where the Fed
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had a particular interest in ensuring data quality
2 over autononous systens.

3 |'"d love to hear a little bit nore about what
4 you all are doing to identify and mtigate bias and
5 how that conversation has pretty nmuch expanded over
6 the last few years as we've | earned nmuch nore about
7 Al and its application in financial settings. And

8 thank you.

9 M5. TUTEJA: Thank you. Thank you for the
10 question. | wll attest, I"'mnot a policynaker. |
11 amjust a nere nortal innovator, so | wll offer ny

12 perspectives, and these are Sunayna's perspecti ves.
13 You know, in the context of the experinentation

14 we're doing, N col, you are totally on point. You
15 know, the data integrity, data fidelity, as |

16 mentioned, is super critical, but that's why we put
17 such a big enphasis right now on that notion of

18 | earn by doing, right?

19 There is a lot of literature and a | ot of

20 conversations about mnimzing, nmanaging a bias,

21 pbut froma process perspective, so if I"'mgoing to

22 tell our engineers, hey, you' ve got to consune
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1 these nodels or create nodels where there's no

2  bias, what does that nean, bias according to whonf
3 Like, what are the tollgates? Like, what is the

4 litnus test, et cetera?

S So that's why, as we are doing

6 experinentation, one of the things I'mreally proud
7 of is we have technol ogi sts and | awyers and

8 policynmakers and product people all sitting side by
9 side, right? Because each of thembrings in their
10 specialized expertise so that, you know, as we're
11 interrogating this technology, we're starting to

12 kind of see the early results of sone of the work.
13 The technol ogi sts m ght go, hurrah, hurray, this is
14 great, this is the result | wanted, but then froma
15 policy perspective or product perspective or | egal
16 perspective, they may have ot her di nensions that we
17 have to take a look at that's equally inportant.

18 So | mght answer it that way to say we

19 absolutely recognize that this technology is not a
20 panacea and not without its perils and a lot of the
21 things you tal ked about, but how do we truly

22 understand the nagnitude of it? Because then we
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1 can say, okay, so the process, the policies, the
2 protocols that we have in place today, does that
3 suffice in managing and mtigating this? And if
4  not, how do we need to |evel up those policies,
5 those protocols, you know, and processes, if
6 there's a change in the dynam cs of these risks.
7 M5. HOUSE: Thank you, Sunayna.
8 M5. TUTEJA: Sorry, | would just say --
9 MS. HOUSE: (Go ahead.
10 M5. TUTEJA: -- you know, we are also | earning
11 by doing. | know everybody is |earning by doing,

12 so | would al so wel cone foll owon conversations and
13 wel come what you're learning fromyour experinents
14 and work, you know, and advice you nmay have that,

15 you know, we should al so consi der because, you

16 know, we're all kind of on the sane journey here.

17 And the nore learning and sharing like this forum
18 this facilitating | think will be a tailwind to all
19 of us collectively.

20 M5. HOUSE: Thank you, Sunayna. And |I'll take
21 alittle bit of chair privilege to ask the | ast

22 question for this session.
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1 So nuch of what you tal ked about, you

2 highlighted and underscored how many st akehol ders,
3 how conplex this is. You nentioned functions

4 across |legal and regulatory and policy and tech and
5 security, and that's just for you guys thinking

6 about how at the Federal Reserve Systemto

7 inplenment and use these incredible, innovative

8 technologies and also mtigate those risks.

9 Every single regulated institution in the

10 financial sector is having to account for the sane
11 things, and |I'mcurious, comng froma regul atory
12 body and knowi ng that part of what you're dealing
13 with is trying to upskill talent and understandi ng
14 across the regulators, the enforcers, the people in
15 counsel's office that are going to substanti ate,

16 you know, different enforcenent actions in cases,
17 and I"'mjust curious if you have any cl osing

18  t houghts about how regul ators shoul d be thinking
19 about upskilling those capabilities and how t hey
20 could take these | essons from how you guys are

21 considering what type of tech to integrate

22 yourselves. How then should regul ators and
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1 enforcers be looking at financial institutions that
2 are integrating it and ensuring that they're taking
3 as thoughtful and deliberate an approach as you

4 are?

5 M5. TUTEJA: Yes, and | think a |lot of that,

6 Carole, is, you know, everybody's on that sane

7 journey, and | think that's why what | mght say is
8 having conme fromthe private sector and now bei ng

9 in the public sector, | think it's actually really
10 cool that the public sector institutions are just
11  as engaged with this technol ogy. You know, think
12 of all the folks that are speaking here today and
13 all the traction that's happening, you know, across
14 the agencies around the U S. Governnent. | think
15 that that's a little bit different than maybe sone
16 of the previous technol ogi es where naybe the

17 industry is noving at a certain clip, but the

18 public sector is a little bit behind or not even in
19 the gane. And with this, you know, | feel bullish
20 pecause everybody's on the | earning journey

21 together, which | think can be synbiotic.

22 You asked maybe sonething for folks to
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1 consider as they all kind of |evel up, you know,

2 maybe 1'l|l share an anecdote that | find, you know,
3 that gives ne both optimsmaround this, but also

4  keeps nme curious and wanting to keep leveling up

5 is, you know, as humans, when we think about the

6 wutility and the application of new technol ogi es, we
7 often think about it in the context of what we know
8 today and what we deal with today, right? And

9 that's just kind of how it goes.

10 You know, | was going to ask for a show of

11 hands, but | can't see it, but if you haven't heard
12 or read up, | mght encourage you to | ook up the

13 anecdote of eternal Septenber. So it cones from

14 the internet history. So, you know, oftentines,

15 the Canbrian nonent for the internet is alluded to
16 the md '90s, but the reality is, the internet had
17 been kind of simrering, you know, from DARPANET to
18  ARPANET becomng the internet. But until the md
19 '90s, there was a, you know, a coordi nated

20 onboarding to the internet, and it happened every
21 Septenber because that's when a new crop of

22  students started at universities, which at that
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1 tinme were the gateway to the internet.

2 In the md '90s there was a conpany you may

3 have heard of called Anerica Online that sent

4 everybody those square black things we used to call
5 floppy disks, and said, put it in your conputer and
6 welcone to the internet. First of all, let's

7 acknowl edge how naive and adorable we were that we

8 would stick things into our conputer people sent

9 us, which you should not do, never, ever, ever

10 anynore.

11 But that 1994-1995 tineline becane known as
12 the eternal Septenber because mllions and mllions
13 and mllions of norm e Anmericans suddenly | anded on

14 this thing called the internet, and it kind of

15 Dbroke the internet. It created all kinds of chaos,
16 put it al so unl eashed unfathonabl e i nnovati on

17 because this technology that otherwi se was in the
18 hands of the fewin universities or tech | abs, et
19 cetera, suddenly was in the hands of everybody, and
20 it unl eashed new i deas and unf at honabl e i nnovati on.
21 And | kind of use that anal ogy sonetines to

22 anchor nyself with what's happeni ng today. You
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1 know, this technology on Al, gen Al, as nascent as
2 it is, it's not conpletely new, but it was in the
3 hands of a few And what Chat GPT did was,

4  suddenly, billions and billions and billions of

5 normes started using it, so, yes, it's creating

6 all kinds of chaos. But I feel bullish and

7 optimstic that it's also likely unl eashing

8 unfat homabl e i nnovation that we just can't even

9 think about. And | think that's exciting, but that
10 also, you know, we have to nake sure as |eaders

11 within our institution that we are stayi ng curi ous,
12 and we're hoping our organizations and our

13 institutions level up to the right responsible

14 i nnovation franmeworKk.

15 M5. HOUSE: Thank you, Sunayna. | |ove

16 closing a reqgul atory advi sory body on chaos and

17 innovation. Thank you so nuch, Sunayna. You're

18 wonderful .

19 "Il turn it over to Ari.
20 MR. REDBORD: Carole, thank you so much.
21 And it is Al Day at the TAC, so we're going to

22 stay on that topic. Qur second speaker on Al is
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1 Kirsten Wegner fromthe Mddern Markets Initiative,
2 CEOthere, and really looking forward to the

3 presentation and anot her robust discussion, so

4 thank you so nuch for joining us.

5 M5. WEGNER: Fantastic. Thank you so nuch for
6 having ne. |'ve |learned so nuch and got sone even
7 reading material on the history of the internet

8 that | can do afterwards.

9 It's just such a pleasure to be here. Thank
10 you so nuch, Comm ssioner Goldsmth Ronero, for

11 inviting nme and just being able to share ny

12 thoughts on the past several decades of innovation
13 in the algorithmc tradi ng space.

14 So I"'mKirsten Wegnher. |'mthe CEO of Moddern
15 Markets Initiative. |'m speaking on ny own behal f,
16 though, today as an industry practitioner who has
17 been working with algorithmc traders, sone of the
18 first electronic exchanges in the early 2000s, as
19 well as sonme of the early online brokerage firns.
20 So |I've been working as a | awer and a policy

21 advisor, really a translator and early expl ai ner of

22 that technol ogy.
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1 So | think just echoing what Sunayna just said
2 about kind of |ooking at the rate of change and how
3 unfathonmable that can be, | nean, if you just | ook
4 back at this rate of change, it's sonetines hard to
5 distinguish the trees fromthe forest here. So

6 |ooking at this rate of change here, | have a graph
7 which kind of illustrates it. | nean, the first Al
8 systens were around in the 1950s with an autonated
9 kind of chess systemif you will. And since that
10 time, up to like 2010, the rate of innovation has
11 pasically doubl ed every two years at the rate of

12 ©Moore's law. But sonet hi ng happened around 2010

13 that we kind of broke through More's | aw and now
14 change is happening at this exponential rate every
15 six nonths. And so we can't predict the future,

16 but we can | ook at the past and sonme of the | essons
17 learned fromthe past 20 years in autonmated tradi ng
18 to kind of informour conversations.

19 Esti mates vary wi dely about the size of the Al
200 market. Sonme say it'll be $300 billion by 2026,

21 and that's no snmall change. So | think the real

22 question is, as the industry grows, how do we
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1 ensure that we enploy responsible innovation, kind
2 of what that neans, to harness the best upside of
3 this technology, while also ensuring that we have
4 the building blocks in place, as I'll discuss,

5 privacy law, protection against algorithmc bias,
6 and a |level playing field for market participants
7 so we can have broader access of this technol ogy,
8 including governance systens and really pronoting
9 conpetition of the U S. firnms in a global market.
10 So here, again, we see at the very far right
11 of this graph, at this point, sone Al systens are
12 surpassi ng human kind of intelligence in sone

13 limted areas of speech recognition. That's just
14 pbeen in the past 5 or 10 years. Now, that's sone,
15 not all Al systens. Say Al systens are vastly

16 clunky, you need really robust, high-quality

17 datasets to kind of surpass the human m nd, and
18 we're just sinply not there yet in a |lot of

19 capacities. So there are many questions here.

20 |t's about the policy, right? |f you need such a
21 high anmount of data to train an Al system what

22 happens if we can never have that data in the first
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1 place, right?

2 So the really high-level observations here are
3 that, first, Al and automation can and should be a
4 tool rather than a replacenent for humans. And we
5 just heard earlier about the idea of a copilot. |
6 think that's a very apt analogy. | think no one

7 wants to cede total control to an Al system so we
8 have to have that human el enent and the

9 explainability el enent.

10 Second, you know, | think it's inportant to
11 recognize that data is the raw material going into
12 these Al systens, so the Al systemis only as good
13 as its inputs. And, as I'll discuss later, this
14 opens up a huge can of wornms on neasuring data

15 quality, ensuring that there's not bias. | could
16  do a separate presentation on that.

17 And then | think, as we talk about Al, there's
18 sone benefit in having an equal vocabul ary here.

19  \What does this nonenclature nean? Wat is Al?

200 What is generative Al? | don't think that we have
21 clear definitions, and | think whatever the

22 definitions are should be, | think, flexible enough
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1 that they can evolve over tine. But with so many
2  buzzwords, it's inportant to make sure we kind of
3 have a simlar frame of reference.

4 And then | think it's inportant to focus on

5 governance. It's vital to | ook at governance of

6 the Al nodels and protocols to nake sure they're

7 fair, transparent, safe, and secure. So this could
8 involve establishing best practices internally,

9 working collaboratively so individual industry

10 players don't have to reinvent the wheel.

11 Accountability, the public should seek

12 accountability in order to have trust in Al

13  systenms. To make sure there are no gaps in

14 frameworks, 1'll talk |later about, you know, the
15 gaps in the privacy laws right now W have this
16 state patchwork. | think there's a role that we
17 can play in filling sonme of those gaps to nake sure
18 we have an even and uni form systemthere.

19 And lastly, | think I'd be remss not to

200 pention third-party service providers. A lot of
21 individual s and organi zations may want to get into

22 the Al space but may not have the resources
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1 internally, so | think we should really I ook at

2 sone of these third-party vendors, what those

3 business relationships are, what the liability risk
4 is, privacy, data risk, and really nmake sure we're
5 including those third-party participants in the

6 conversations as well.

7 So noving onto the next slide here.

8 So sonme of the use cases in automation that we
9 can be very famliar with, it's been used for a

10 while in the financial services industry, we have
11 CFO tools for dynamc pricing of goods. W have

12 speech recognition, like, for exanple, if you're a
13  trader, you can only listen to one earnings call at
14 atime. Wth A, this is sonething that's been

15 around for nore than five years, you could |isten
16 to multiple earnings calls at once. So that's an
17 exanpl e of kind of surpassing the human capacity

18  for recognition.

19 Alternative data anal ysis, anyone who's

20 wat ched sone of the HBO shows have seen traders

21 | ooking at shots of |ike warehouses, parking |ots,

22 it could be a supply chain of boats going up or,
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1  you know, shipping portals. So there are nmany

2 different fornms of alternative data out there that
3 also can be inputs in the financial services

4 industry.

5 And then |I'd say the majority of the use cases
6 of Al and financial services are likely to be kind
7 of the less glanorous and nore boring

8 admnistrative functions of, you know, processing
9 paper, reporting, and just keeping track of books,
10 and just automating away, kind of the very nundane
11 kind of entry-level functionality in the financi al
12 services industry.

13 Now, if we nove to the automated trading

14 industry that |I've been working with, on the next
15 slide, there we go, so this is a great picture from
16 the 1980s of floor brokers on the trading floors.
17 And if any of you have watched Wall Street, the

18 novie, that's what the trading floors used to | ook
19 |like pre-automation. | don't know how many of you
20 have been to a trading floor nore recently, but it
21 | ooks like the picture on the right where you have

22 electronic traders reading orders using al gorithnms.
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1 So the workforce has shifted away fromthese
2 humans on the floor to really coders progranm ng
3 the algorithmc, you know, formulas for trade
4 execution. So there's been a net increase in
5 future workforce, but a conplete shifting of
6 skills.
7 So the underlying technology for this market
8 automation is really algorithnms that are using
9 dynamc pricing the sane way if you're buying --
10 and this is a crude exanple -- if you're buying an
11 airplane ticket, there m ght be dynam c pri cing,
12 right? | nean, that's really what's happening with

13 the stocks here. They're dynamically pricing

14 continuously at a very rapid speed, different

15 underlying netrics, whether it's, you know,

16 consuner sentinment, it could be fundanmental s about
17 the stocks, anything driving the value, and so

18 you're getting real-tinme algorithms nmaki ng that

19 pricing nore efficient.

20 What that neans to end users on the next slide
21 is that, you know, this is one of the clear

22 benefits of narket automation, and that use of Al-
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1 1like technology is that over the past 10 to 20

2 years, we've seen a huge reduction in trading

3 costs, so the average cost for trading has gone

4  down by nore than 50 percent over a decade. And if
5 you go even further back, if you were |ike trading
6 stocks in the '90s, you m ght spend $6 to trade

7 $100 of stock. Now, that's pennies on the dollar.
8 Now, what that neans over a lifetinme of

9 investnment is that this graph on the right shows

10 you have a 30 percent higher return, and that's

11 just fromthe increnental savings in costs. So

12 that's a huge benefit to end users that | think you

13 can see play out in other areas of automation as

14 wel | .
15 Now, that benefit has not been w t hout
16 chall enges, which I'lIl go into on the next slide.

17 This is a huge anount of information I'mgoing to
18 try to cover, and these are some of the real, |I'd
19 say, scandals of the past 20 years that have come
200 in part fromindustry. You know, there has been a
21 need to explain how the technol ogy works to the

22 public, and I think bridging that gap of know edge
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1 between the technol ogists and the coders and then

2 having, you know, individuals who can communi cate
3  how that technol ogy works.

4 So we've read, you know, books about "flash

5 boys" and high-frequency traders. Those were

6 really algorithmc traders at the end of the day,

7 who did deliver a benefit to the public in terns of
8 narrowed bid-ask spreads, but there always were

9 sone bad actors out there. So if you read about

10 frontrunning or spoofing, those were bad actors who
11 were using that sane technology to do things that
12 were illegal. So ny nenber firns had, for many

13 years, worked to deploy technol ogy to use our own
14 Al systens and our own technology to turn in those
15 bad actors to FINRA and to nmake sure that they

16 didn't fall victins to fraud and abuse.

17 But this highlights the broader question,

18 right? Wen you're using any technology, it can be
19 used for good or bad, and it's part of human

20 npature. There's a bell-shaped curve of humanity.
21 So we can't ignore that | esson | earned that there

22 were individuals using the technol ogy for bad and
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1 that industry participants and regulators had to

2 work together to devel op technol ogy and regul ati ons
3 to detect and deter those bad actors.

4 Fl ash crashes, you know, when you have an

5 algorithmc trading system no technology is

6 infallible to a glitch, whether it's a phone, a

7 conputer or any other technology. And so | think
8 it's inmportant, when you | ook in the broader

9 context of Al, that there are nethods of having an
10  off switch, right, that you can hit a pause.

11 What did we do as an industry over the past

12 decades of financial services? Wll, we have

13 circuit breakers. They were finally tested during
14 the COVID pandemic nultiple times in the span of 10
15 days when we had all this volatility and stocks

16 were going way up, way down. | think that is a

17 transferable itemto consider in the Al context,

18 right? How do you turn a conputer system off?

199 It's, again, tying in that itemof the human

20 elenent, the copilot. |Is there a way to turn it
21 off if there's an algo gone wld.

22 Third, again, is kind of this gold rush to
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1 data. | call it liquid gold, but it's just the

2  image of just the huge value of the data that the
3 Al systemis only as good as the data going into

4 it. How have we seen that play out in 20 years of
5 automated trading? Well, one nust | ook only at

6 decades of litigation now between brokers and

7 exchanges on the SEC side, which | think can inform
8 our thinking here of, you know, there were speci al
9 different data feeds and faster data feeds and

10 col ocation. You know, obviously, the exchanges are
11 nponeti zi ng what they have, the data, and that is
12 what one expects a business to do. But many

13 brokers felt that there were different unfair

14 pricing schenes, and it rai sed many questions and
15 litigation that has, | think, on sone |evel is yet
16 to be resol ved.

17 So this battle over data, this broader

18 question, you know, it was -- | think | wote an
19  op-ed about the war of Wall Street naybe | ast

20 decade, right, but this is going to play out again
21 potentially in Al, right? Wuo owms the data? Wo

22 has access to it? Do we have data autonony? And
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1 1"l gointo that as well of ownership as
2 consunmers.
3 Nonencl ature | touched on earlier, |ike, how
4 do you define -- there is still no definition for
5 high-frequency trading. | think | wote a comment

6 Jletter to ESMA, a European regul ator, a nunber of

7 years ago, and no one can agree on the definition.
8 You know, it's really an automated trading system
9 algorithmc trading, but I think people have found
10 that they want to define the technol ogy over the

11 individual using it, that that sanme technol ogy can
12 pbe depl oyed by many different types of market

13  participants, so the definition may vary. So how
14 does that kind of influence our thinking on Al? |
15 think, you know, we should | ook at principle-based
16 approach not being too overly narrow because the

17 definitions and use cases may change over tine. So
18 just that flexibility that we're not brittle in our
19  t hi nki ng.

20 And then the inportance of information sharing
21 petween industry and reqgqul ators, what we're doing

22 today is just fantastic. | think we have to
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1 collaborate. You know, | spend a lot of ny tine

2 talking to academ cs, |ooking at math finance, as

3 well as, you know, coders, as well as policy

4  experts, right? How do we find sonme conmon

5 denom nator of agreenent in this very rapidly

6 changi ng space? The only way we can do it is

7 working together and finding cormmon standards, so |
8 think nore of this type of Al Day is a great idea.
9 Next sli de.

10 Ckay. So | nentioned data being |iquid gold,
11 and | think many of us at the table have been aware
12 of kind of the patchwork of state data | aws over

13  the past two decades, that we have, | think, about
14 a third of the states that have data | aws ri ght

15 now. There isn't a federal framework, and | think
16 jt's really inportant that we | ook at a federal

17 data privacy framework as just a foundation for our
18 Al policy.

19 So | was really pleased this | ast nonth when |
20 saw Senators Cantwell and Rogers introduced anot her
21 bipartisan, bicaneral bill on data privacy.

22 Soneone at a table recently who works at a grocery
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1 store asked, do you support this or oppose it? |
2 said, you know, at sone point, just having any bill
3 that establishes clarity, even if it's not 100

4 percent perfect, is probably better than having

5 nothing. It does preenpt sone of the state | aws,
6  but not others, so there's still alittle bit of,
7 1'd say, roomfor discussion there.

8 Al'so on the federal front, we have Senators
9 Warner and Kennedy who introduced a bill, not on

10 data, but on ensuring that kind of risk factors

11 related to Al are addressed. And | think that was
12 di scussed at your |ast TAC neeting, so very

13 inportant that we have that federal focus.

14 The overarching policy questions, | think,

15 that are being | ooked at both at the federal and
16 the state |level are transparency of data | aws,

17 consuner rights, |ike do we have a consuner right
18 to data, data anonymity versus confidentiality,

199 right? Like, what is a privacy right |ike? Like,
20 maybe we don't want our data out there for

21 everyone, but the government mght still need a way

22 to trace what we're doing to have accountability.
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1 There have been sone proposals for data broker
2 registries. This gets kind of at sone of that

3 third-party industry participant question, as well
4 as the very inportant question of how do you

5 neasure data integrity? Wat kind of systens

6 should conpani es have in place to neasure their

7 data to nmake sure when data is put into a profiling
8 algorithm that there isn't a disparate inpact

9 based on race, gender, or other protected class

10 factors?

11 So that is a lot of information, but I'm

12 | ooking forward to discussing that in the

13 guesti ons.

14 "Il nove on next to the state patchwork. |

15 think that this slide is a perfect illustration of
16  sonet hing that has not been generated by Al. |It's
17 human-generated. |It's a little bit sloppy, and it

18 |ooks a little bit visually like what the state

19 framework | ooks like right now W've got a |ot of
20 different laws, a lot of different thresholds for
21 disclosure of data breaches, a |ot of different

22 rights for consuners, but it's in a way exciting.
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1 Li ke the Constitution created states as kind

2 of the |aboratories of denbcracy, and that's what's
3 happening right now So we have three states and

4 one city that actually have transparency

5 requirenents so you have to disclose to consuners

6 if you re using their data for an Al system which
7 is kind of cool. New York City is one of them

8 California, Illinois, and Maryland. So it m ght be
9 an enployer. If you're videotaping a job

10 interview, and you' re videotaping their deneanor or
11 doing sonething that would create a data input, you
12 have to disclose that and get their consent.

13 You have three states that have clear

14 framewor ks now enacted for protection from

15 algorithmc discrimnation, and these are really

16 requirenents for self-assessnent tools. They can
17 vary widely in context. Sone of them are just

18 generally geared at prohibiting |ike business

19 participants, if you're an insurer, from

20 algorithmcally discrimnating against different

21  potential insureds. You have ones ained at the

22 crimnal justice system pretrial risk assessnent.
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Believe it or not, sone people getting in or out of
2 jail may be determ ned by an algorithm and so

3 that's really inportant to ook at in that context.
4 But we can | ook kind of peripherally at all

5 those different | egal franmeworks and see, is that

6 successful in that state, |ike kind of check out

7 what is working, what isn't, and integrate that

8 into a federal franmework.

9 And then, of course, the nost |ike standard,
10 post conmmon privacy |laws at the state level really
11 are surrounding privacy |i ke authorized use, reuse.
12 Do you have the right to delete your data? Believe
13 it or not, nost of the states don't have these

14 rights, so our data can be collected, whether

15 we're, you know, plugging in our phone in a car

16  rental conpany or using an email network. W don't
17 know how our data is being used, and nost of us

18 don't have any clear rights, dependi ng on what

19 state you livein. So | think it's inportant for
200 us to look at this as a foundational question on

21 the future of Al. It's so obvious, but we

22 gsonetimes don't bring it up enough at these
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1 neetings, that this is, | think, just foundational
2 in building our house of Al policy.

3 So next sli de.

4 Ckay. This is areally creative idea |

5 qmention just to kind of tie things together. And
6 Congressman Bill Foster |oves to tal k about digital
7 driver's license, digital 1D, but I kind of Iove

8 talking about this idea, too, because | think it

9 kind of waps a bow on a |ot of these issues. So
10 again, right now, identification is by state. W
11 have our state driver's license. W do have a

12 federal -i ssued passport for foreign travel, but at,
13 you know, the local level, our IDs are by state,

14 and there are sone states with digital IDs as well.
15 Ri ght now, we don't really have a digital

16 federal ID. It's debatable if that's a good or a
17 bad thing. There's really an inherent question of
18 tradeoffs again of privacy, autonony, of

19 traceability. Actually, USAID, of al

20 organi zations, has sone really interesting graphics
21 on like what a well -depl oyed versus poorly designed

22 federal ID systemcould look like. And | have on
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1 this slide sonme of the, you know, key points that
2 they've made, which | think are informative, right?
3 If you have a really well-designed system you

4  could use that for financial inclusion, get nore

5 people participating in the banking system know
6 your-custoner conpliance, institutional

7 inefficiencies. And if you' re the governnent, you
8 could give benefits easily and get tax refunds nore
9 easily.

10 So there's a lot of efficiency, right, but

11 then | also think if we have a poorly designed

12 system vyou know, dependi ng on who the | eadership
13 is, if you trace everyone's finances to their ID,
14 if you don't |ike what soneone says on soci al

15 nedia, could you turn off their bank account? You
16 know, if you have a bad governnent, you know, this
17 could be a big privacy intrusion.

18 So | think, again, it's a tradeoff. This is
199 really in the real mof sci-fi right now, but I

200 think it's something to seriously |ook at because
21 if we do have a federal privacy statute, it may

22 raise the question of how do we tie that together
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1 with asingle ID? And if it's state-run right now,

2 | think we still have a new pat chwork evol vi ng.
3 So | think we're ready for the next slide.
4 Accountability, okay, well, this is, | think,

5 maybe one of the nost chall engi ng questions, right?
6 | think | nmentioned earlier, you know, hunan

7 nature, there are bad actors, good actors. There

8 may be good people doing bad things, and vice

9 wversa, right? It's as old as, you know, Kkind of

10 phil osophy and human nature, right? But if there
11 are bad actors using Al, right, whether they are

12 market mani pul ators, spoofers, frontrunners, people
13 cyber attacking, or maybe they're foreign

14 governnents, or it could be also fraud,

15  inpersonators, Al-generated content that creates

16 m sinformation, deepfakes, right? There's so many
17 potential use cases that we nmay have not even

18 conceived, right? Wat can we do about that?

19 So | think, again, neetings like this are

20 super hel pful to have the private sector and public
21  sector working together. | think in the private

22 gsector, you know, conpanies are self-notivated to
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1 detect against bad actors because they don't want
2 to be victins of |ike spoofing or other financial
3 like illegal activity. How do you notivate people
4 to want to protect their custonmers? Well, we want

5 to retain our custoners. W want to make sure that
6 there's trust inherent in the system that people

7 will feel confortable using the technol ogy, and if
8 they're bad actors going in to those custoner

9 accounts, you'll |ose your custoner base basically.
10 So I think the private sector is incented.

11 But we al so need to nake sure we have

12 structures in place, |I'd say, through best

13 practices, through internal protocols, that you can
14 create accountability, fairness, transparency, and
15 information sharing |ike between the different

16  participants. So with the stock exchanges, if

17 there was a bad actor who hacked into an exchange,
18 what many did is they'd share the | essons | earned
199 internally within industry. W wouldn't want to

20 pasically advertise how soneone got in, but it was
21 really inportant to have that comrunication, the

22 sane way -- and this may be a dark analogy -- if
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1 there's an airplane crash, right, and sonething

2 goes wong, you want all the airlines gathering

3 together and doing kind of a postnortem Like what
4 happened here? How did this happen, right?

5 So if you have a breach in the financi al

6 services context with an Al system or sone bad

7 actor, | think you want to nake sure there's

8 information sharing that's happening, that people
9 aren't enbarrassed to show a point of failure, and
10 that they share that point of failure or

11 susceptibility to other participants in a

12 confidential way so other industry participants can
13 receive the benefit of that |esson | earned.

14 | think, within the regulatory context, |'ve
15 read since the President's executive order on Al

16 was enacted |i ke six nonths ago, that 150 staff

17 have been hired. That's fantastic. | think we

18  want the workforce capacity, | think we want the

19 technol ogy capacity to be able to keep up with that
20 evol ving space and to make sure we are | everaging
21  the expertise of the private sector in informng

22 deci si on- maki ng.
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1 So | think next slide.

2 So | think that is it, but 1'd be happy to

3 chat about any of the many topics | have brought up
4 today.

5 MR. REDBORD: We're totally going to chat

6 about the many topics --

7 M5. WEGNER: Pl ease.

8 MR. REDBORD:. -- you brought up today.

9 "' m going to open the floor up to questions
10 and conversation for TAC nenbers. 1'Il sort of

11 just start with this. One thing that really struck
12 nme is we have -- everyone knows | like to talk

13 about crypto and bl ockchain all the tine, so --

14 MR. REDBORD: -- we have a DeFi subcommittee,

15 and it really just struck nme that so many of these
16  issues, right, that you were tal king about overl ap.
17 Like | could have closed ny eyes, and you could

18 have been tal ki ng about bl ockchai n t echnol ogy.

19 M5. VEGNER:  Yes.

20 MR. REDBORD: And it's, you know, like a

21  patchwork of state |laws, a lack of federal clarity,

22 market autonmmtion, really all these topics. Mire
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sort of a comment, but if you have --
M. VEGNER:  Yes.
MR. REDBCORD: -- sort of a reaction to that,

woul d | ove to hear your views.

M5. WEGNER: Yes, | nean, | think DeFi plays a
really val uable role when you look at -- like, you

know, one thing the financial sector has struggled

with at tines is |ike single point of failure,
right? DeFi is so decentralized, you don't have
| i ke one single point of vulnerability.

| think also that if we | ook at the broader
question of kind of |ooking at tracing the next

step of generative Al and Al -generated content

versus human-generated content, that DeFi and kind

of decentralized finance has a place in that. And

you can indulge nme in this, but you could have a

wat ermark to note the Al-generated content, and you

coul d save that in a blockchain and have a
traceability to identify, you know, is this real
not? And this inpacts so nmany things, whether
It's, you know, just an image or |ike election

integrity, right? |s what we're seeing real or

or
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1 not? |Is that voice real or not? So I think having
2 away to trace content and tie it in with a

3 bl ockchain and maybe use decentralized nmechani sns

4 is really exciting. It's really, really exciting.
5  Yes.

6 MR. REDBCORD: Yes, thank you so nuch.

7 Cor ey?

8 MR. THEN. Kirsten, thank you so nuch,

9 fascinating presentation. A lot of what you said
10 resonated. |I'mcurious if you' ve thought a | ot

11 about if consuners have the ability to easily

12 exercise a right to delete their data or opt out or
13 what have you, whether it starts affecting the

14 reliability of the underlying data, the useful ness
15 of the data. Does it end up skewing the data if

16 like a certain class of people are opting out? And
17 like howto like reconcile that sort of |ike

18 inherent tension?

19 M5. WEGNER: Absolutely. | nean, that's such
200 a brilliant question because, you know, the quality
21 of the data is determ ned, you know, having a vast

22 scope of data, size of data, and then, you know, a
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1 lot of people have tal ked about elimnating, you

2 know, redundancy of data, but you're tal king about

3 the opposite, right, not having two sets of the

4 sane data to throw it off by like deleting part of

5 it. Sol think that's a really inportant question,
6 right, to | ook at because we don't really have any

7 use cases of data being deleted yet. And it

8 definitely can inpact the outcone, | think.

9 MR, THEN: Fair, fair.

10 M5. WVEGNER: And then al so, how do you

11 trace -- | nean, this is one thing, too, | grapple

12 with, right? Once you' ve given away your data,

13 right now, we don't knowif it's been given away,

14 and we don't really have a neans of tracing it.

15 Maybe bl ockchain can be part of that in the future,
16 but how do you delete it? Wat is the inmpact? And
17 then al so, sone states have gone further to discuss
18 a kind of nonetization of your data. Like can you
19 get a financial dividend on your data if you own

20 your data over a lifetime. California Governor

21 Newsom has di scussed this idea. | think Senator

22 \Warner talked about it. Nothing' s been introduced.
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1 And | think in Mnnesota this idea was al so
2 discussed, right?
3 And |i ke, people have tried to nodel out what
4 that value would be of our data. It's really hard
5 to nodel out. Sone people have said, oh, well, if
6 you divide the nunber of users on Meta by the
7 nunber of people using it, it could be like $7.
8 Those nunbers are really arbitrary. | don't think

9 we're quite there yet with the data, but how do you
10 track the data? How do you naybe nonetize it? And
11 if you delete it, like, are you getting a refund on
12 the data? Are you paying them back for the data?
13 | don't know. You know, it raises so nany policy
14 questi ons.

15 MR THEN. Right. So you're saying there's

16 roomfor work here and --

17 M5. WEGNER: Absol utely.

18 MR. THEN. -- we have jobs in the future?

19 M5. WEGNER: Yes, absolutely.

20 MR THEN. All right.

21 M5. WEGNER: | nean, | think we could probably

22 do a whol e four-hour session just on data al one and
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1 nonetizing data. And is it like a commodity,
2 right? People have witten -- there have been many
3 thought pieces on this. |Is data a commpdity? How
4 do we philosophically conceptualize it? Sone
5 people nay say data is personal. It's |like an
6 organ. You can't sell it. W shouldn't nake this

7 sonmething that's incented to be nonetized because

8 we'll incent nore harvesting of data or that it'l|
9 have an adverse effect on kind of humanity that if
10 we think our data is valuable, we m ght spend even
11 nore tine on our screens because we coul d nmake

12 noney giving our data away, right? Like where do
13 we draw the line, and what are the tradeoffs here?
14 |s this sonething froman ethics perspective we

15 want to incent?

16 On the other hand, we are giving our data

17 away. It is being nonetized, so should, you know,
18 consuners participate in the upside of this? These
19 are all policy questions that are very nuch open

20 and | think exciting to think about.

21 MR. REDBORD: This sounds |ike an entire other

22 tech neeting, and it actually speaks to your liquid
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1 gold --
2 M5. WEGNER: Liquid gold, yes.
3 MR. REDBORD: -- expression for data. Yes.
4 Justin?
5 MR. SLAUGHTER: Yes, | was going to say, first

6 off, to your point, Ari, there is actually a deal
7 between News Corp and the Polygon bl ockchain to

8 wverify information. They've got the verify chain.
9 This is a key point, though, Kirsten, because, |

10 npean, the data has already been nonetized by

11 everyone but the consuners.

12 M5. VWEGNER:  Yes.

13 MR. SLAUGHTER: \What we've done instead is we
14 give the people the right to trade their data

15 basically forever, to access individual websites,
16 and then giving basically no responsibility --

17 M5. WEGNER:  Yes.

18 MR. SLAUGHTER: -- to the conpanies to keep it
19 safe or to share that back with the users

20 thensel ves.

21 But on privacy, |'msurprised you didn't

22 mention, though, that while we don't have a U. S.
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1 law federally, we have in Europe GDPR --

2 M5. WEGNER: Yes, absolutely.

3 MR. SLAUGHTER  -- and now, because of the

4 |ack of action by Congress over the |ast 15 years,
5 unfortunately, nost conpanies just conply with GDPR
6 and states. So we're reqgulatory takers to the

7 Europeans rather than actually set our own | aws,

8 which strikes ne as very dangerous for finance --
9 M5. VWEGNER:  Yes.

10 MR. SLAUGHTER: -- because we have really, |
11 think, got a lot riding on the idea that we set our
12 own laws for the financial system W don't take
13 anyone else's. And to lose that on privacy is a
14 very dangerous canel's nose.

15 M5. WEGNER: | think that's absolutely right,
16 and | think, you know, we do have sonme existing

17 privacy framework. W have the Children's Online
18  Privacy Protection Act, which was fromthe early
19 2000s. And, you know, we've taken a bite at the
20 apple a couple times. And, of course, different
21  requl ators have sone al ready existing authority.

22 And yes, major |like international conpanies are
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1 also adjusting to a European franework. Al so,

2 California has a privacy law that's very much

3 anal ogous to the European framework versus Virginia
4 has a nore business kind of friendly framework.

5 So, | nmean, the question is, how do we

6 harnonize this? Is the U S going to be kind of a
7 leader in this field? Are we going to follow, you

8 know, other countries, too, because we can't find

9 agreenent internally? | hope the answer isn't that
10 we're, you know, regul ating by default or

11 | egislating by default because we can't find

12 consensus. | have a lot of optimsmthat there are
13 a lot of smart people in the roomhere and with the
14 conpanies in both parties that we can hopefully

15 find agreenent.

16 MR. REDBORD: There are a | ot of other

17 questions, and this has been an awesone

18 conversation, but I'"'mso sorry, we're going to keep
19 it noving to our next speaker. But thank you,

20 everyone, for the participation and for the

21 conversation today. It was a great presentation,

22 great discussion.
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1 Qur next speaker, staying on Al, El ham Tabassi
2 fromthe National Institutes of Standards and
3 Technol ogy, really looking forward to the
4  presentation and di scussion. Thank you so nuch.
5 M5. TABASSI: Thank you so very nuch for
6 including nme in these wonderful conversations.
7 Thank you very nuch, Conm ssioner Ronero, for
8 having ne here and the whole CFTC commttee. It's

9 great to see nmany of our good friends.

10 Let me start by saying a few things about

11 NI ST, National Institute of Standards and

12 Technol ogy. W are a federal agency and

13 nonregul atory agency under Departnent of Conmerce.
14 W have a very broad portfolio of research from
15 working on bl ockchai n, gquantum advanced

16 commruni cations, cybersecurity, to Al, and a

17 longstanding tradition of cultivating trust in

18 technology. And we do that by participating in

19 devel oping a technical sound standard, advancing
20 measurenent science and standards that nmake

21 technology nore reliable, nore robust, nore secure,

22  jn other words, nore trustworthy. And that's
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1 exactly what we have been doing in the space of Al.
2 "Il be tal ki ng about sone of our recent work

3 starting with the Al R sk Managenent Franework. A

4 little over a year ago, N ST released Al R sk
5 Managenent Franework or, as we call it
6 affectionately, Al RWw. It's a voluntary franmework

7 for managing the risk of Al in a flexible,

8 structured, and neasurable way, flexible in several
9 nmeans and dinmensions, nostly to be able to keep up

10 with the pace of technol ogy, but also for the

11 different organizations with different resources be
12 able to get the right guidance for nmanaging the

13 risk of Al.

14 And structure, we tal k about that attribute,

15 but we spent a lot of tinme in the Al RMF basically,
16 the first part of that, to bring the community on a
17 shared understandi ng on many different definitions,
18 what is Al systens, what we nean by risks, what

19 constitutes trust, what are the trustworthy

20 characteristics of Al systems? And the second part
21 of that focuses on reconmendati ons on how to

22 achieve trustworthy, responsible Al systerns.
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1 The third attribute is very near and dear to
2 many of us at NI ST com ng from a neasurenent

3 science agency, neasurable, and that goes back to
4 the fact that if we cannot neasure it, we cannot
S inprove it. So in order to be able to inprove the
6 trustworthiness of Al systens, the safety, the

7 security, the privacy, we need to know what they
8 are. The first step is to know what to neasure and
9 then how to neasure them And Al RMF tal ks about
10  this.

11 Overall, Al RVF takes a risk-based approach.
12 |t puts the enphasis on the outcones that need to
13 be achi eved based on the risks involved and avoid
14 being a prescriptive approach on exactly

15 prescribing the steps that needs to be taken,

16 although it provides as an informative annex how
17 the objectives of the different guidance can be
18 achi eved.

19 It's also a rights-based approach. It puts
20 the protections of the people and planet right at
21 the center of this, and for that reason, it also

22 takes a sociotechnical approach. And know ng and
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recogni zing that Al systens are nore than just

2 data, conmpute, and algorithm they are conpl ex

3 interactions of data, conpute, and algorithmwth a
4 human that operates the environnment that they're
5 operating in and the individuals and the

6 communities that are being inpacted by the use of
7 technol ogy.

8 And so as we heard, context matters. O

9 course, you can look at it and take it as a nore
10 general abstract technol ogy that can be applied to
11 many different technol ogies, but then we get into
12 the conversations of the valuations and risk

13 managenent context and use case nmatters.

14 It was al so devel oped in very cl ose

15 collaborations with a broad sector of the

16 comrunity. In developing AI RMF, as we do with
17 anything that we do at NI ST, we reached very far
18 and wi de and nake sure that we include the voices
19 and the insights and i nput and experiences of the
20 conmmunity that devel oped a technol ogy. That

21 usually enconpasses the expertise of conputer

22 scientists, nathematicians, and stati stici ans.
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1 But we also very early on understood that we
2 also need to get input and engage the comrunity

3 that studies the inpact of the technol ogy. That

4 becones the psychol ogi sts, sociol ogists, cognitive
5 scientists. And again, all of these things go back
6 to the Al systens being a sociotechnical system

7 and data solutions are not just only purely

8 technol ogi cal .

9 | should say that nmuch of the work that we do
10 at NIST, it starts with a request for information
11 or multiple rounds of draft for public coment,

12 workshops. And, for the sake of transparency, we
13 post all of the inputs that we receive in terns of
14 responses to the requests for information or

15 comments on our drafts on our website, including
16 the recording of our workshops.

17 So let nme go on and tal k about what the Al RW
18 is. So the first part of the Al RMF, again, tries
19 to bring everybody on a shared understandi ng of

20 what we nean by concepts such as Al, risks,

21 trustworthy. There has been, as nentioned, a | ot

22 of high-1evel principle-based documents. So the
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1 first thing we try to do is to get those

2 principles, bring themto the practices, and then
3 fromthe practices to actionabl e inplenentation

4 gui delines.

5 So in bringing the community of understanding,
6 | just want to highlight a couple of the things.

7 You nmentioned the definition of Al systens. W

8 were very cognizant that a | ot of good work has

9 been done, so we didn't want to start fromthe zero
10 and scratch, so we |leveraged a | ot of the work that
11 has been done.

12 For exanple, for definition of Al systens, we
13 started with the definition of Al systemin the

14 CECD Al recommendation, and then worked with the

15 comunity to inprove on that definition. And,

16 interestingly, the EU Al Act was nentioned. Al RW
17 was rel eased on a Thursday, January 26. On Mbnday,
18  through a State Departnent coll eague, we got a call
199 from you know, the European col |l eague that they

20 realized kind of the limtations of the definition
21 of Al systens in their docunents when they saw

22 ours.
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1 Anot her definition that | want to point out is
2 the definition of risks. That was basically built
3 on or maybe it's exact code of definition of risk

4 in sone of the OVMB and NI ST docunent that talks

5 about risk as a conposite nmeasure of the |ikelihood
6 of an event happening and the consequence of that

7 event. The consequence can be positive, negative,
8 or neutral. R sk as a kind of positive, negative,
9 or neutral ultimtely nmakes ri sk nmanagenent about
10 paxim zing the benefits, maximzing the positive

11 users, while mnimzing the negative consequences,
12 inpacts, and harnms. And | think that's really

13  inportant to consider when we are doing risk

14 managenent of Al systens and al so considering the
15 risk of not using Al and not only think about the
16 abuses and m suses that can happen.

17 Anot her contri bution of the Al RMF was, again,
18 trying to -- in the hope of bringing everybody on a
19 shared understanding is tal k about what do we nean
20 by trustworthy? What constitutes trust? What are
21 the attributes and characteristics of a systemto

22 pe trustworthy? This all gets to the nmeasurable
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1 attributes and hel ps the devel oper to know what

2 type of attributes and characteristics they need to
3 build intheir systens and al so the evaluator to

4 know what to evaluate for.

5 In short, working with a conmunity, we cane up
6 wth the seven characteristics of valid and

7 reliable, safe, secure and resilient, privacy-

8 enhanced, interoperable and explainable, fair with
9 harnful bias nmanaged, and transparent and

10 account abl e.

11 Al RMF, again, with the help of the conunity,
12 provided sone sort of a definition. Again, the

13 whole point is bringing some sort of alignment in
14 the work of the community. And then use the

15 seventh characteristics inits core part of the

16  docunent that provides altogether 72

17 recommendati ons categorized in the four high-Ievel
18  functions of map, neasure, nmanage, and govern for
19 assessnent and neasurenent and managenent of the

20 ri sks.

21 In the very high level, the govern functions

22 provide guidance on basically the processes and
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1 procedures, the roles and responsibilities, all of
2 the enbeddi ng that's needed for successful,

3 effective, and efficient risk managenment. The map
4 functions provide guidance on understanding the

5 risk and inpact, understanding the context of use,
6 and trying to, you know, contextualize those

7 trustworthiness characteristics within that context
8 of use. (@uidance on prioritizing these

9 characteristics was the nost inportant for that

10 particul ar context of use.

11 The nmeasure function focuses on guidelines on
12 neasuring these different aspects of the

13 trustworthiness, but al so enphasis that there's

14 tradeoffs anong all of these things. So,

15 basically, zero error doesn't exist, zero risk

16 doesn't exist. These risks are going to kind of

17 intertw ne each other, so having a holistic and

18  conpl et e understandi ng of the systens and how al |
19 of these risks may interact with each ot her becones
20 inportant.

21 Al so put a lot of enphasis on regular

22 monitoring, so Al systens are nost of the tinme not
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1 determnistic, so you cannot just, you know,

2 conpare to the previous, you know, software

3 product. Just testing one and put it into

4  production is not advised. So reqgular nonitoring,
5 while it is in production, and deploynent is also
6 inportant.

7 And the manage functions provide

8 reconmmendations on basically comng up with the

9 responses to the risk, again, understandi ng that

10 zero risk doesn't exist, and sonetines accepting
11 risk is the way to go.

12 | nmentioned that Al RVF has been built on a
13 |l ot of good work. | should al so give a shout-out
14 to SR 11-7 and a | ot of good work that the

15 financial community had done on this.

16 Utimately -- and we tal k about in Al RVF --
17 that we don't want it to be reduced to a checkli st.
18 So it's voluntary, it's flexible. Not all of the
19 72 reconmendations are to be inplenmented. And, to
20 that end, we put a |lot of enphasis naking sure that
21 it doesn't reduce to a checklist, a conpliance

22 regime, and there's a lot of thinking that needs to
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1 Dbe done on understandi ng the context, understandi ng
2 the risks involved in that context, and coni ng up

3 with a good response in terns of prioritizations

4 Dbased on the resources that are available, but also
5 the risk appetite.

6 Utimtely, what we want to go for is the

7 culture of risk understanding and ri sk nmeasurenent,
8 so instead of putting all of these kinds of

9 safegquards as sort of policy neasures or other

10 different neasures at the end of a system try to
11 get all of this thinking as early as possi bl e,

12 hopefully, as the design part, to strive for

13 building the technologies that -- | stole it from
14 sonebody in governnent -- that it's easy to do the
15 right thing, it's difficult to do the wong thing,
16 and it's easy to recover if it is abused or

17 m sused. So thinking about how to build -- and

18 this goes back to the devel opers and desi gners and
19 a lot of innovators -- that how we can really build
20 in those trustworthy characteristics in the system
21 and test them during the design, during the

22  training, and not only past depl oynment.

Scheduling@TP.One 800.FOR.DEPO
TP One www.TP.One (800.367.3376)



Technology Advisory Committee Meeting 5/2/2024
Page 99

1 The last thing | will say on the Al RWVF is

2 that we also had our eye on global alignment. W
3 understand that the discussions of the Al risk

4 managenent, Al governance is a gl obal conversation.
5 So at the tinme of the release of Al RMF, we al so
6 released a crosswal ks that basically tal ked about
7 how to do the mapping or crosswal k between the Al
8 RMF and several high-1level policy or technical

9 docunments at the tinme of Al RWF rel ease. That

10 includes sonme of the international standards, but
11 al so docunents such as draft EU Al Act because, at
12 that tine, it was in the draft state.

13 Since then, we have produced nore crosswal ks
14 from Al RMF, and sone of them have been done by

15 international partners wth, for exanple, Al

16  governance from Si ngapore or Japan, and Korea al so
17 wants to do simlar things, and also nore of the
18 international standards.

19 We put also a roadmap out at the tine of

20 release of Al RVF, again, informed by the input

21 fromthe community on the things that's needed to

22 pe done on operationalizations of the Al RMF, but
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also taking it to the next step. W put a revision
2 cycle on Al RW because we know t hat maki ng sure

3 that, as technol ogy noves and gets updated, that

4 this docunent gets updated. W put a pl aybook out
5 that, again, provides a |ot of informative

6 references, informative guidance on how to

7 operationalize each of the 72 recommendati ons.

8 Fast forward to Cctober, the executive order

9 was nmentioned. The executive order, I'mtold, is
10 one of the nobst conprehensive executive orders in
11 the history of executive orders in nunber of pages,
12 put at least for ne, it's also in the nunber of the
13  actions that it asked nany different agencies to

14 do. The executive order is really centered on our
15 obligations to harness the power of good in Al

16 while mnimzing its negative risks.

17 NI ST was tasked with several tasks all around
18  neasurenent and eval uations, and, Monday, we

19 rel eased four docunents for public release. One of
20 themis a profile of Al RMF for generative Al.

21 That docunent tal ks about risks that are unique to

22 generative Al or uniquely exacerbated by generative
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1 Al. So it lists 12 risks for generative Al and

2  tal ks about them

3 There is also a docunent as a conpani on

4 resource to an older N ST docunent, secure software
5 devel opnent, that tal ks about secure software

6 devel opnent for Al and how to inprove the security
7 of the software in the Al space.

8 A third docunent is a | andscape of synthetic

9 content authentication and detections. \Wat are

10 the nethods and techni ques today, and what are the
11 gaps and chall enges in inplenentation of sone of

12 those today. W have a task later on to provide

13 guidelines for synthetic content authentications to
14 work with the OVB.

15 The fourth docunent is a gl obal engagenent

16 plan for pronoting Al standards, so all of the work
17 that's needed to basically nmake sure that there is
18 a gl obal alignnent on understanding Al risk and Al
19  risk managenent.

20 This is a lot of work. W have our plate

21 certainly full, but we are also very grateful for

22 the work with the community, the collaboration with
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1 the comunity, and also the establishnment of the Al
2 Safety Institute announced by Vice President Harris
3 on Novenber 1 or 2. You know, we |look at it as a
4  new and exciting resource that can help us deliver
5 all of this, including the consortiumthat we

6 launched by 222 nenbers in February. The nunbers
7 have now increased to 260 and grow ng, and t hat

8 gives us a convening space to work nore cl osely

9 wth the community.

10 |''mgoing to stop here for any questions that
11 you may have, and thank you agai n.

12 MR. REDBORD: Thank you so nuch for the

13 presentation, and really | ooking forward to openi ng
14 the floor up to TAC nenbers.

15 One thing that really struck ne is it was

16 probably the nost succinct definition of risk

17 managenent, maybe the best that |'ve ever heard.

18  You said risk nmanagenent is about maximnm zing the

19 benefit of technology while mnimzing the risk.

20 And we spent a lot of time on this committee in

21 particular tal king about how do we maxim ze the

22 penefit, whereas people in risk managenent tend to
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1 focus on just mnimzing the risk part. That

2 really spoke to ne.

3 M5. TABASSI: Ch, thank you. Yes, that was
4 very intentional because if you just get stuck on
5 thinking about the negative consequences and harm
6 the bigger picture of, well, what's the risk or

7 negative inpact of not using the technology is

8 going to be out of the conversation.

9 MR. REDBORD: And a really good intro

10 eventually to Todd, who's going to speak next. |
11 know his report does deal a lot with the benefits

12 in addition to the risks.

13 O her folks? Oh, Carole.

14 M5. HOUSE: Thank you. Thank you so nuch for
15 the incredible presentation. I'ma big fan girl of
16 the great work going on over at NIST. | would | ove

17 for your insights to double click a little bit on
18 one of the key principles and areas that you tal ked
19 about, areas around transparency and

20 explainability. | loved that when it was

21  enphasized in the Al Bill of Rights that we

22 published out of the Wite House working with NI ST
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and a bunch of other agencies because, to ne, you
2 have to get that one right in order to figure out

3 the others, right? Like if there's no transparency
4 or explainability, you don't really have a

5 nmeaningful way to be able to assess whether you're
6 effectively mtigating bias, driving security, et

7  cetera.

8 | also know fromwork as a regul ator in other
9 spaces that there would be calls often from

10 industry asking for nore standards and gui dance on
11 this thing when industry hadn't really coal esced

12 around standardi zed best practices and that

13 governnent doesn't create these things in a vacuum
14 They build it with industry and, normally, once

15 industry has sort of coal esced around what those

16 standardi zed best practices are. So |I'mjust

17 curious if you could share sone insights wth us

18 about that, around standards or guidelines specific
19 to that, including how potentially regul ators, as
200 well as institutions in the financial space,

21  especially, should be thinking about and

22 contributing to standards and guideline efforts
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1 that you or regulators nay be considering relating
2 to transparency and explainability specific to

3 their sector and use of Al.

4 M5. TABASSI: Thanks for that question. So,

5 again, going back to unpacking the term nol ogy, we
6 think that explainability, interpretability, and

7 transparency as three distinct concepts and provide
8 sone definition because one of the questions that,
9 you know, two, three years ago, everybody woul d say
10 that, well, this |arge | anguage nodels, these |arge
11 nodels, they have mlIlions and now billions of

12 paraneters. Do we need to know all of those and

13 how all of these things work? So that becones

14 explainability and what happens under the hook and
15  understanding the nodel. And there's, of course,

16 you know, debuggers and devel opers that need to

17 know t hat.

18 The interpretability becones kind of

19 understandi ng the context and answer the why, why
20 did the Al systens give that answer, and that

21 pbecones inportant. You nentioned the financi al

22 gsector. There's already |aws on the books that ask
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1 for if, for exanple, a |loan application is not

2 approved, what is the reason. So if an Al system
3 is being used, there should be a reason for that.
4 And so we had a publication that canme out in
5 2022 that tal ks about these differences, talks

6 about the interpretability, neaningful

7 interpretability, how nmuch information, information
8 to whomso that we can nmake it nore actionable.

9 And then the transparency, as you said, is

10 really fundanental. The transparency is basically
11 docunentation and reporting of all of the different
12 actions and the different decisions that have been
13 made through the whol e process of the risk

14 managenent. So if sone system has been deened

15 nondi scrimnatory, how they define

16 nondi scrim natory, what type of testing that has
17 Dbeen done.

18 And because of the inportance of the

19 transparency in the playbook for each of the

20 subcategories, for each of those 72

21 recommendati ons, we have a specific session for

22 transparency, howto actually report that. So a
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1 lot nore work is needed to be done in that space,
2 and, as you said, areally inportant concept, so
3 thank you for the question.
4 MR. REDBORD: Commi ssioner Goldsmth Ronero?
5 COW SSI ONER GOLDSM TH ROVERO Thank you so

6 nmuch. Today's presentations have been so

7 fantastic. | think we could be here for like 10

8 hours to discuss all of these. And | really

9 appreciate all of the participation of everyone on
10 the TAC because we could just go and go and go on
11 this, so thank you so nuch.

12 "' mgoing to go back to sonething Kirsten was
13 tal king about in her fabul ous presentation about

14 how Al has been used for decades, including in

15 financial markets, but, as you know, in other

16 places, too. And so if | can just ask a very high-
17 | evel question of what was so different about the
18  evolution of Al that caused NIST to, in January

19 2023, issue a specific Al R sk Managenent

20 Framework, given that had been around for so |ong?
21 MS5. TABASSI: Yes, thank you for that

22 question. And yes, you know, | joined NI ST in
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1 1999. M first project was to devel op an open
2 vocabul ary speaker recognition. The project was
3 walk in the roomand say, conputer bring up ny
4 calendar and, from ny voice, recogni zes ny cal endar
5 versus yours. So many of us have been working in
6 this space for a very long tine.
7 And | think the graph that you showed t hat
8 sonet hi ng happened in 2010, and that was the
9 |ImgeNet and the birth of the deep |earning, you
10 know, the explosion of the conpute and data that
11 allowed a | ot of innovations to happen, and that
12 just gets -- you know, the innovation cycle, you
13 said that's six nonths. | heard it nine nonths.
14 And we have one appendi x in Al RMF that talks
15 about how Al systens differ fromtraditional
16  software systens and why we need that. And data is
17 certainly one of those. As this nodel becones
18  bigger, they can have energi ng behaviors that we
19 did not know at the very beginning. They are nore
20 powerful, and as now, it's also the scale and speed
21 of the adopti on.
22 So Al systens present unique risks that we
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1 hadn't seen in software systens before. W talk

2 about the data. W tal ked about the non-

3 discrimnant nature of them that they can change.
4 So the previous versions, you know, the ones that

5 we have before the InmageNet, a | ot of those

6 features, a lot of those inputs were handcrafted.

7 So we humans had a nuch better understandi ng that

8 what we're getting to the input to the system and
9 how the system worKks.

10 Fast forward to the deep neural nets, all of
11 those features now are being kind of figured out by
12 the network itself. So it adds another sets of n
13 di nensi ons of opaqueness to the systemthat now

14 it's doing sonething that we don't quite understand
15 those functioning of the Al systens.

16 And then fast forward to | arge | anguage nodel
17 and Chat GPT and ot hers, these are nuch bigger, and
18 then they can exhibit behaviors that it was not

19 quite understood during their devel opment. So

20 these were sone of the reasons, but there are nore.
21 Yes.

22 MR. REDBORD: | think we have one nore
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1 question, Steve Suppan online if you are with us.

2 DR. SUPPAN. Yes. So, today, we've talked

3 about data as being the liquid gold of Al, and I

4  just wanted to suggest that, you know, we shoul d

5 also be thinking about at |east two other raw

6 mterials of Al, one being energy use and the other
7 being water use. And |I'm just wondering whet her

8 NI ST has studied water use and energy use in the

9 devel opnent of Al because, as you know, sone

10 studi es have begun to appear about that use.

11 M5. TABASSI: Thank you for that question.

12 Before addressing the water and energy use, | just

13 want to go back to the data that you said. So the

14 other thing about the data is that when you have

15 all these large data, all of the biases baked in

16 the data gets into the system so that's sonething

17 that we didn't have with traditional software. And
18 a lot of the privacy issues and the security issues
199 in Al systens of vulnerability, you put a positive

200 note on it, a stop sign, our human brain can

21 understand what the Al system cannot. So those are

22 all the different attack vectors to Al systens.
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1 In terns of the energy and water, in Al RVF we
2 talk about the inpact on the clinmate as sonething

3 that needs to be studied, and | understand that a

4 lot nore work is now around this. COECD had started
5 anewsort of a-- nowl!l think it's about one year

6 or six nonths or so -- a new sort of a study group
7 around inpact of Al systens on clinate. W don't

8 have a real study that generates enpirical data yet
9 on that. Thank you.

10 MR. REDBORD: Thank you so nmuch. Thank you

11 for the presentation and the great conversation.

12 |'"'mgoing to turn things back over to Chair

13  House to get to our next presentation.

14 M5. TABASSI: Thank you.
15 M5. HOUSE: Thank you. Thank you so mnuch.
16 And for our final presentation before we nove

17 on to discussing the report, Todd Conklin, chief
18 artificial intelligence officer and deputy

19 assistant secretary for cyber at the U S

20 Departnent of the Treasury will present regarding
21 the Treasury Departnent's recent report, "Mnhagi ng

22 Artificial Intelligence: Specific Cybersecurity
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1 Risks in the Financial Services Sector." Thank
2 you, Todd.
3 MR, CONKLIN:  Thank you, Carole. Thank you,

4 Ari. Thank you, Conmm ssioner Goldsmth Ronero.

5 Really a pleasure, and thank you for the

6 opportunity to present on Treasury's report, which
7 was one of the many tasks that came out of the

8 presidential executive order |ast Cctober.

9 So the Treasury report, it's fully public.

10 |t's publicly avail able, a 50-plus page report that
11 on the Treasury website. |f you have any i nterest
12 in going deeper on the higher-Ilevel overviewthat
13 |'mabout to give today, | think we do have sone

14 slide decks that hopefully you could all see well
15 if you're at hone.

16 If we goto slide 3, I'lIl give alittle bit of
17 background on the report. As we already nentioned,
18 it was part of the ask of the White House that the
19 Treasury start to dive into the inpacts and use of
20 Al and cybersecurity vulnerabilities in particul ar
21 across the financial sector.

22 So to construct this report, Treasury
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conducted, starting in Decenber of |ast year, 42
2 in-depth interviews with nultiple sector

3 participants, ranging fromour |argest financial

4 institutions to our smallest, and then we al so

5 included tech conpanies, core providers, sone data
6 providers, and AML and sanctions conpanies. W

7 also heavily consulted our FBIIC, federal agency
8 partnership, which is the regulatory commttee of
9 which CFTCis a nenber in addition to our broader
10 financial sector coordinating council apparatus

11 that's attached to the FBIIC

12 So next slide.

13 What did we unpack? So we started with an

14 overview of the current and existing reqgqulatory

15 framework, and this section again was done in

16 consultation with the federal regulatory financi al
17 agencies, and the drafting of this section was |ed
18 by the Ofice of Conptroller of the Currency.

19 So, throughout the interview process, nost

20 firms enphasi zed how col | aborative their

21 engagenments with reqgul ators have been as they've

22 pegun to explore advanced Al use cases. This is in
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part because U. S. financial sector regul atory

2 agencies do not focus on the specific technol ogy

3 per se, but instead address the inportance of risk
4 managenent, governance, and controls for the use of
5 technol ogy and the business functions it supports.

6 As a result, financial institutions have

7 largely been able to incorporate existing guidance

8 into their use of Al. Sone specific exanpl es of
9 this include -- and many are listed at a high | evel
10 up top there -- but rules and standards for risk

11 managenent and informati on security, supervisory
12 gui dance on nodel risk managenent, standards and
13 expectations for technology risk managenent,

14 effective data managenent and governance, consuner
15 and investor protections, effective third-party

16 risk managenent, appropriate risk managenent

17 controls and supervi sory procedures for broker-

18 dealers with narket access, and al so expectations
19 for insurance providers on how to govern the use of
20 AI. And we do a deep dive on each of those

21 elenments within the report if you have an interest

22 in focusing.
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1 So if we go to the next slide.

2 What are the current |ong-termuse cases for
3 Al across the financial sector? So nost financial
4 institutions, as previously nentioned, have been

5 |leveraging sone elenent of Al for a decade, decades
6 in sonme cases, especially for core cyber defense

7 infrastructure like endpoint protection, intrusion
8 detection and prevention systens, data | oss

9 prevention, and other network appliances. Although
10 not specifically stated in the Treasury report,

11 many of the anecdotes that we heard from our

12 institution was that you can't do nodern

13 cybersecurity in this day and age w thout the use
14 of Al tools. So that, | think, was a profound

15 comment that we reflected back from many sector

16 parti ci pants.

17 So participants reported that the use of Al

18 has allowed for the autonation and inprovenent of
19  function, supporting risk managenent, fraud

20 prevention, operational risk, and |abor-intensive
21 fraud and cybersecurity-related tasks. Generative

22 Al introduces additional possibilities for
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1 inproving the quality, scale, and cost-

2 effectiveness of risk nmanagenent and conpli ance

3 functions for financial institutions.

4 So next sli de.

5 Alittle bit nore on the cybersecurity and

6 fraud protection focus, so financial institutions
7 are taking an overall cautious approach to

8 generative Al adoption and have prioritized

9 trialing lowrisk, high-return use cases.

10 Participants also reported their use of existing
11 resources like NIST's Al Ri sk Managenent Franmework
12 to support their enterprise policy. And of the 42
13 sector participants, every single one referenced
14 NI ST in particular as being a guiding foundati onal
15 docunent that they attenpt to | everage.

16 So our discussions with financial institutions
17 also reveal ed that the use of in-house versus

18 third-party Al systens varied significantly by

19 institutional size. Mst participants, regardl ess
20 of size, appear to be using third-party solutions
21 for at |least sone parts of their cybersecurity and

22  fraud infrastructure. However, there's a clear
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1 capabilities gap between | arger and snall er

2 institutions. Larger institutions tend to |everage
3 amx of proprietary and commercial data while

4 smaller institutions heavily rely on vendor data to
5 support their Al use cases.

6 We heard a strong desire fromintervi ewees

7 that inproved fraud data information-sharing across
8 the financial sector would greatly inprove the

9 accuracy and efficacy of anti-fraud nodel s,

10  especially for firnms that do not produce a |ot of
11 in-house fraud data that they can | everage to

12 inprove their own detection systens.

13 If we go to the next slide.

14 So I think one of the notes that we tried to
15 really highlight and why we fused together the

16 cybersecurity and fraud issues, even though the

17 initial scoping of the report was really specific
18 to cybersecurity, is that cybersecurity very much
19 s a teamsport mndset, right? And | think what
200 we heard when we asked the fraud questions was a

21 bit of a different m ndset, right? So often, the

22 fraud functions are very insul ar anongst particul ar
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1 financial sector participants, and there's not a
2 significant anmount of sharing across the sector,
3 and there's limted infrastructure to actually do
4 so. Sone are in the process of being devel oped,
5 and that nodel really causes a bit of a nentality
6 where, you know, one firmjust has to be stronger
7 than their partner, right, as opposed to cyber,

8 where there's a daily sharing of intel from

9 governnment to the sector and anongst the sector
10 through formalized vehicles that are really

11 extrenely well established at this point.

12 So part of what we hypothesize in the report
13 is how do we begin the process of bringing that

14 team cyber m ndset and intel-sharing m ndset into
15 the fraud | andscape specifically to close the data
16 gap that exists in the Al fraud space for our

17 smallest institutions? Really, it is a

18 foundational problemthat we identified in the

19 report that we're really going to try to hyper

20 focus on in our next step.

21 So in the report we also did a heavy dive on

22 the best practices for nmanagi ng Al -specific
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1 cybersecurity risks, and we do go very deep on each
2 of these, so if you are in the sector and you do

3 want a reference point, this is a good place to

4 start. So throughout the interview process,

5 participants share their approaches for managi ng

6 Al-specific cyber risk, which, as noted previously,
7 1s based on existing regulations and gui dance. Qur
8 report consolidates these approaches to highlight

9 the best practices we heard from partici pants.

10 The first is situating Al within enterprise

11 risk managenent progranms. This will integrate Al-
12 gpecific risk managenent within the existing best
13 practices of managi ng operational risk through

14 three | ayers of defense approach.

15 Next, financial institutions should devel op

16 and inplenent their own Al-specific frameworks to
17 guide their usage and risk nmanagenent of Al

18  syst erns.

19 Third, financial institutions are integrating
20 risk managenent functions to cover the range of

21  possible risks posed by artificial intelligence

22 gystens, and our next reconmendation -- and this |
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1 think was pretty well treaded in the conversations
2 earlier today -- is to evolve the chief data

3 officer role and nap the data supply chain. In

4 order to effectively harness the benefits of

5 artificial intelligence systens, organi zations nust
6 have a proactive approach to data acqui sition,

7 curation, security, and nonetization, and

8 especially nost acute for our snall est

9 institutions, which we already alluded to the data
10 gap on the fraud side, it's a broad data gap for
11 all Al devel opnent for their own in-house nodels,
12 and that exposes themto a new third-party el enent
13 as well, right, as that third-party data access

14 pbecones really the primary incubator for a | ot of
15 their Al systens and prograns.

16 So we'll go to the next slide.

17 The report also then detailed a series of

18 cybersecurity-specific chall enges and

19 opportunities, so we did lay out really a roadmap
20 for how we could begin to conbat sone of these

21 chal |l enges, and we do have a pl aybook that we just

22 recently leveraged in the cloud construct.
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1 So Treasury in the mddle of |ast year

2 launched what we call the cloud executive steering
3 group, which consists of regul atory agency heads

4 and sonme CEO participation fromthe financial

5 sector and also involves experts fromcloud service
6 providers. And collectively, across both

7 regulatory agencies, the sector participants and

8 also the cloud conpani es, we've begun to focus on a
9 shared and comon | exicon for cloud devel opnent,

10 which is a very simlar gap to what we heard in the
11 Al space. And | think the npost profound statenent
12 that we had early on in the Treasury report is

13 there is not one consistent definition for what Al
14 is or nmeans or howit's going to be used for the

15 financial services sector. | think that's a pretty
16 striking statenent, given that everyone has been

17 active in this space for a very long tine, and

18 everyone has plans to continue to be active. So we
19 have to start with sone very baselining definitions
20 of every aspect of this space so that, as we expand
21 the regulatory environnment, we are all speaking the

22 sane | anguage across the tech conpanies, the
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1 regulatory community, and al so the financi al
2  sector.
3 And then, of course, | already alluded to the

4 growi ng capability gap, which, frankly, in the tech
5 space isn't new between | arge and snall

6 institutions, but the new elenent is just the

7 absence of data on the smaller side to even do

8 nodel ing, which can be one of the nost profound

9 challenges that we're going to have to collectively
10 cone together to fix.

11 And then we did work heavily with our N ST

12 partners. One of the feedbacks, while every sector
13 participant did | everage the Al R sk Managenent

14 Franmework as a baseline, there are opportunities to
15 nmake that even nore operational, so we are going to
16 work with NIST to bring the sector in to try to get
17 sonme of the nore operational teeth behind sone of
18 the updates to that, so we're excited for that

19  future partnership.

20 So, additionally, | would say | think a very
21  appropriate next step, given that the federal

22 regulatory agencies partnered in the devel opnent
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1 and release of the Treasury report, the rel ease on
2  March 27 would be this body's report on artificial
3 intelligence, which | spent a lot of tinme. And the
4 Treasury teamthat drafted the March 28 report al so
5 has done a significant anount of effort into this

6 conmmittee's report, so hopeful that we can have a
7 positive outcone on our discussion on that report

8 today.

9 If we go to the next slide. Yes, | think I

10 ran through it. W can go one nore slide.

11 Yes. And so just general catchall is that

12 there is a |l ot happening across Treasury in the Al
13  space, so we're only covering a very small subset
14 which is specific to cybersecurity and frauds. |
15 would be remss if | didn't nention that there are
16 obvi ously other issues related to consumner

17 protection that Treasury has obviously keenly

18  focused on, and we're going to continue to nonitor.
19 And al so, as chief Al officer, |I'mresponsible for
20 all internal departnental devel opnent use cases, of
21 which we have upwards of 100 ongoing right nowin

22 various stages of nmaturity that we're excited
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1 about.

2 The nost public that we've been in sone of

3 those use cases has been in our own internal fraud
4 application use for our Bureau of Fiscal Services,

5 for which, over the |ast few nonths, we've been

6 able to reduce fraud paynent activity by hundreds

7 of mllions of dollars for paynments goi ng out of

8 Treasury's Bureau of Fiscal Services |everagi ng new

9 Al nodels that we deployed relatively recently.

10 So that being said, |I'mhappy to take
11 questions or coments. Hopefully, I'mnot over.
12 M5. HOUSE: Thank you so nuch, Todd, for that

13 great presentation.
14 | would like to open the floor to questions
15 and comments fromthe TAC nenbers. Mchael, | saw

16 you first.

17 MR. GREENVWALD: Thanks, Carole.
18 Todd, thank you for the report.
19 As you |l ook globally, given the Commrerce

20 announcenent between the U S. and the U K., are
21 there particular international exanples in

22 financial mnistries that you' re seeing alignnment
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1 where you're sharing best practices, given the work
2 you just did?

3 MR. CONKLIN:  Yes, a great question. At 6:00
4 a.m this norning we had our quarterly G7 cyber

5 experts group check-in, which | co-chair with

6  Duncan Macki nnon from Bank of England. On our

7 workstream agenda for the second half of this year
8 is Al, so we did a deep dive presentation this

9 norning. That workstreamis being | ed by our

10 Federal Reserve counterparts on the U S. side of

11 the house, along with a teamfromU. S. Treasury.

12 So we're still in the process of scoping what that
13 work looks like. W're going to attenpt to use the
14 Treasury report as a |aunching-off point. And just
15 to give a spirit of the conversations that are, of
16 course, confidential that we have across the G7,

17 but the spirit is we're trying to find a new | ane
18 that would be appropriate for the G/ to focus on,
199 right? And | think that's something -- there's so
200 much activity in this space, right, so how do you,
21 one, distinguish the activity you take, and what

22 does that look like? So that's sonmething we're
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1 trying to hone in on what that actually |ooks |ike
2  for the G7 partnership.
3 M5. HOUSE: Thank you so nuch. G eat

4 question, M chael.

5 Corey?
6 MR. THEN. Thanks for the presentation, Todd.
7 So sonet hing you pointed out up there is

8 sonmething |I've thought a | ot about, which is not

9 just Al, but technology in general exacerbating the
10 difference between | arge and fi nanci al

11 institutions. And |I'mcurious, wthout having had
12 the opportunity to read the report yet, how far out
13 you've mapped what the potential consequences of

14 that are, how you can aneliorate that. Do you see
15 a wave of consolidation com ng because small er

16 institutions sinply can't keep up? |'d just be

17 interested in exploring that.

18 MR. CONKLIN: Yes, fantastic. And | do want
19 to be careful because we did only interview 42

20 sector participants, draw ng sweeping concl usi ons
21 in the consolidation potential space, but what was

22 profound to me was that when we did interview
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1 smaller institutions, in sone cases, the CEGs of

2 those snaller institutions joined the conversation,
3 whichis fairly rare for us at Treasury, right,

4 especially in the cyber and fraud context. It's

S not rare in other contexts, but for that |evel of
6 attention, |I think, was telling. And that subset
7 did have sonme very significant concerns of

8 immediacy in that regard, not even a decade arc,

9 but a much shorter arc than that. So it's

10 sonmething that we are commtted to try to figure
11 out as soon as possi bl e.

12 M5. HOUSE: Thank you. Are there any

13 questions el sewhere from-- oh, great, Ari has got
14 his board up.

15 MR. REDBORD: Thank you so nuch, Todd, for the
16  presentation and the report, and it's been fun to
17 discuss it with you over the |ast few weeks.

18 | think one thing that makes it really

19 significant is the fact that it was a survey of

20 financial institutions to really kind of dig into
21 what they're seeing. Can you talk a little bit

22 about, anecdotally even, sort of what Al -enabl ed
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1 fraud looks like in the financial institutions?

2 \What are they actually seeing? Wat's happeni ng

3 day to day there that they were concerned about ?

4 MR, CONKLIN: Yes, great question. And it was
5 on the slides, but I didn't cover it on the

6 address, but | think what's new -- and we asked

7 every single participant what's new here, right?

8 Because just specific to the cybersecurity space,

9 for exanple, we heard a | ot about, you know, enai
10 phishing in the news. And when we started to hone
11 in on, you know, how nuch is that inpacting you,

12 it's not really a newthreat, right? But the emil
13 phishing is nore precise. That is being observed.
14 Translation abilities are being upgraded, right, so
15 they're nore sophisticated, but there are

16 mtigations in place for that, right? So not that
17 we disregard that. It's just there's mtigations
18 in place that still apply whether or not the entry
19 point is, you know, being constructed with Al or,
20 you know, soneone fat-fingering it, right?

21 So what is new that really then touches on

22 your question with the fraud space is the ease at
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1 which the bad actor or the fraudster can mmc

2 audio and video. And why is it challenging? It's
3 challenging to a very specific subset right now of
4 -- and | think we tal ked about this on your

5 podcast. It's challenging, especially for the

6 high-asset custoners who in many cases have a very
7 public profile.

8 And oftentinmes, unfortunately, financial

9 institutions will create nore of a frictionless

10 experience for that subset of custoner and reduce
11 sone of the nultifactor authentication tiers and
12 things to ensure a speedi er engagenent for that

13 kind of -- that's been the new target area that

14 cane out of the interview construct with several

15 wthin that construct, their voices and vi deos had
16 been exploited to gain access. And that cane up
17 quite a fewdifferent tines as anecdotes. W wil
18 keep it anonym zed as to which firnms.

19 But that is another exanple, though, there are
20 mtigations in place. It was just the business

21  risk caused those nitigations to be reduced, and

22 that's sonmething we tried to highlight in the
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1 report, you know, a rem nder that, you know, let's
2  make sure because of this ability to mmc voices

3 and video, that those controls remain in place for
4 your entire custoner set.

5 MR. REDBCORD: Thank you so nuch.

6 M5. HOUSE: Yes, thank you so much, Todd. And
7 congratulations to you and the entire Treasury team
8 for areally just fantastic report, so wonderful.

9 That concl udes our presentations so far.

10 We're now going to take a short break and reconvene
11 at 3:25 for then a deeper discussion surrounding

12 the report that the subconm ttee put together.

13 Thank you. See you at 3:25.

14 [ Recess. ]

15 MR BIAGOLI: |f everyone could please be

16 seated, we're going to get started. kay. For the
17 next stage of the proceedings, I'mgoing to turn it
18  back over to our chair Carol e House.

19 M5. HOUSE: Thank you, Tony. W are now ready
20 to explore our final topic of the day, what we're
21 all here to talk about. It's a wonderful

22 penultimate conclusion to this fantastic Al Day,
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1 consideration and di scussion of the Energi ng and

2 Evol ving Technol ogi es Subcommi ttee report on

3 responsible Al and financial markets. The report
4 was transmtted to the TAC nenbers on April 26, and
5 the plan for today is now to have a robust

6 discussion regarding the report and, ultinmately, a
7 vote by the TAC regardi ng whether to adopt it and
8 its recommendations to the Comm ssion.

9 We'll start with an overview from Ni col Turner
10 Lee and Todd Smith, co-chairs of the subcommttee,
11 regarding the thinking and approach behind the

12 report.

13 Over to you, co-chairs.

14 M5. LEE: Good afternoon to the full

15 commttee. W're onin terns of the report that

16 you all have seen.

17 First and forenost, before we get started,

18 Todd and I would like to send our grateful thanks
19 to the Commi ssioner. Conm ssioner, we thank you
20 for your |leadership for this TAC advisory. W

21 thank you for your |eadership on this issue. And

22 if you all renenber when we first sat in this room
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1 and we sort of got to know each other, this was one
2 of your major issues, in addition to DeFi. And

3 thereis athird one that will go next, but this is
4 an issue of inportance to you, so we hope today

5 that the things that you hear will be a rel evant

6 conversation to the conversations we had earlier

7 today.

8 W al so want to thank our DFGCs and staff for

9 all of your work in supporting our subcommttee.

10 Wthout your inval uable support, this report would
11 not be where it is today with regards to managi ng
12 it wthin the agency.

13 W al so want to thank our co-chairs of this

14 commttee as well. Thank you for your constant

15  support and just the way you' ve helped us to frane
16 -- and Carole particularly being one of the first
17 people to put out a report -- helping us to frane
18 the expectation for the quality of information that
199 we hope that we will deliver to you and Ari today.
20 The subcommttee we will talk about in just a
21 nponent, but to the full TAC for again being here

22 and being a part of this process. So Todd and |
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1 wanted to start there because, as public servants,
2 we often don't get a good thanks, and we want to

3 make sure you leave with a whole hearty thanks for
4 all the work that you have done even in reading the
5 report that we sent around.

6 And then I'Il just conclude and turn it over

7 to Todd to give his thanks as well to the full

8 subcommttee itself. W wll post your nanmes up on
9 the board, but again, it's just really inportant

10 for the subcommttee to know that we're very

11 appreciative of the tinme and effort that you all

12 spent as wel|.

13 So I'll turnit to ny co-chair, and then we'l]|
14 junp into the presentation.

15 MR. SM TH. Thanks, Ni col.

16 So | wanted to echo ny thanks to Conm ssi oner
17 Goldsmth Ronmero, the support, the guidance that

18 you've provided and the team you' ve put together,
199 not only with Tony, Scott, everyone, all the DFGCs
200 were terribly supportive, productive, and |

21 consider thema little bit of my CFTC fam |y now,

22 so you're wel cone.
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1 | also wanted to thank the subcommttee. It
2 wasn't easy, but it was always constructive, and |
3 think that's how the process should be, and | think
4 that's because of the people on the subcommttee.
5 So | thank themfor their effort and participation,
6 and |l earning through this process wth them was

7 really a great experience, so thanks to the

8 subcomm ttee.

9 And then |I also want a special shout-out to
10 Nicol. As co-chair, |I think we made a real ly good
11 team bal anci ng one anot her out, supporting one

12 another, and |I'm proud of the report that we're

13 going to speak to so.

14 M5. LEE: And mnd you he did that as | was
15 completing ny first book. It cones out in August,
16 so | give a lot of love to Todd for tracking ne

17 down as wel .

18 So we're going to formally begin our

19 presentation. |'ll just need sone help with the
20 slides. As we present this report, which is

21 entitled "The Responsible Artificial Intelligence

22  in Financial Mirkets: Opportunities, Ri sks, and
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1 Recommendations. W submt before all of you --

2  the Conmmi ssioner previously read out all of the

3 nanmes, but | think | want to read them again. Todd
4 was like, well, we don't have the tinme, but | think
5 it's worth acknow edgi ng all the people who are

6 part of this conmttee again. And I'Il| just

7 mention you by first nanme since your titles and

8 affiliations were already nentioned.

9 Thank you to Dan, Cantrell, Dan G, Carole,

10 Ben, Dr. Rossi, Joe, Dr. Suppan, Corey, Dr.

11 Wellman, and to Todd Conklin who cane on in his

12 role after seeing all the stuff that you do. W're
13 especially appreciative of your support of the

14 comm ttee process.

15 And we al so want to recogni ze the support that
16 Todd and | were able to get fromour respective

17 teans just with sone of the things that many of

18 you, particularly those of you who are | awers,

19 know that it's just the npst grueling part, which
20 js to fact check citations. And so they were very
21 hel pful in getting us to the bottomline.

22 And | also want to extend to Ben, who was
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1 anot her person who was part of the CFTC teamt hat

2 kept us honest as we were working through the

3 report.
4 Next sli de.
5 This report, just to preface it, was not an

6 easy report. As a researcher nyself, and as we've
7 heard fromthe various presentations, not just

8 today, but the one that we had in January, there's
9 not alot of data when it cones to this particular
10 mssion of the agency. And the stuff that is out
11 there, as | was corrected on many occasi ons, tends
12 to be nore consuner-focused than conpany- and

13 client-focused. So this was one of those

14 challenges, | think, for many of us on this

15 commttee to really think about how do we bl end

16  technol ogi cal background, research background, and
17 mar ket background in constructive ways.

18 Fromthat, | think the report objectives, as
19 you have read it, really was designed to provide a
20 conprehensive overvi ew of Al adoption and use by
21 entities. As you've heard a | ot today, the word

22 flexible, I think, was really undergirding our work
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1 because there really is no textbook definition

2 right now I'mseeing Kirsten -- you know, we

3 started just |like you, probably a little bit nore
4 behind just because of the various disciplines and
5 organizations that we cane from

6 But one thing we did agree upon, which you all
7 have seen references in the report, is our

8 collective definition of CFTC-regi stered entities,
9 and that is very vital because | think, for the

10 npost part, it helped us to stay in our |lane when it
11  canme to the basic prem se of where we were

12 starting.

13 The other things that we did in the report

14 that you'll see as a second objective was to offer
15 definitions of responsible Al governance and

16 technical ternms and really how they apply to the

17 entities which we are referencing, as well as

18 global financial narkets overall. |It's no secret
19 that these terns are | oosely used and often w thout
200 common definition, and so it was very inportant to
21 this subcommttee to give sone neat to the bones of

22 these definitions in ways that it was relevant to
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1 how the report was actually going to flow, but nore
2 jinportantly, for us to devel op our space and

3 understandi ng and commonal ity anpong those terns.

4 |'"ve been in this space | ong enough to know

S that there are other terns that we didn't include,
6 that many of us have heard over the years, but |

7 think getting to the responsi ble Al piece was

8 probably in line but where we're seeing the

9 conversation go.

10 The third goal of the report objective was

11 access the executive, legislative, and regul atory
12 use policy frameworks and current gl obal gui dance.
13 So it was really inmportant to us, despite us not

14 having a lot of record and research in the industry
15 itself, but to give sone guidance on what we've

16 seen across the board. And you heard a | ot of that
17 today, which we'll try not to be as redundant, but
18 a lot changed also during the witing of the report
199 in terns of the OVMB recent guidance conming out. It
20 was nore recent guidance than the guidance that we
21  actually reference, and so we did our best to be,

22 again, flexible in the drafting of the report to
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1 account for what was actually current and where we
2 mght actually go.

3 Next sli de.

4 Anot her key objective for the report was to

5 propose a series of use case scenarios, both real

6 and hypothetical, for the application of Al. And |
7 think you heard today fromthe prior agency

8 representatives, you know, sone of the applications
9 when it came to fraud detection. And when we

10 actually heard fromDr. Wellnman in January and he
11 started tal ki ng about super mani pul ati ve chat bot s,
12 we were like, we need to get himon the commttee,
13 too, right? Because these concepts, particularly
14 for the scope of our work, were really interesting.
15 One of the things I'd like to note that |

16 think we did quite well in this report is to not

17 put, you know, the finger on the exact use case soO
18 that there was, again, sone growh. This report in
19 many respects, | think, is the beginning of an

20 evol ving docunent, sonething that can be very

21 jterative as the environnment itself changes. But

22 we did prepare in this report, as you all have
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1 seen, just really nice use case scenarios. | want
2 to give a big shout to Dan for helping us with that
3 where we were starting to think about sonme of those
4 areas where we mght want the agency to start

5 putting alittle bit nore attention on.

6 The report al so explored risk managenent

7 strategies of Al tools and discussed and descri bed
8 sone possible paths forward. Again, wthout a | ot
9 of literature there, there are sone really good

10 risk managenent strategies that we thought the

11 prose and the policies and practices around those
12 could apply to this particul ar space.

13 So in ny experience of doing Al work, which is
14 for quite sone tine now, it's real interesting, |
15 think, the work that we did here because a | ot of
16 folks shy away from you know, being very

17 prescriptive. And | think what we were able to do
18 was to give sone behavioral practice that felt

19 confortable within the industry in which we all

200 work. And then we're also applying this at the

21 CFTC.

22 And we concluded with sone proposed
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1 recommendations. And we did sonething that in al
2 of ny years of being on a variety of federal

3 commssions, if | appeared that | have done this

4 Dpefore, | have, for a lot of years. W actually

5 gave sone gui dance on who are the people we're

6 talking to as opposed to, on many of the committees
7 that | sit, making it the burden of Congress to do
8 sonething different. W actually gave the staff

9 sonme additional work to think about in those

10 recommendations, as well as sone of the

11 organi zati ons under the guidance of the CFTC and
12 what we heard today, our partner federal agencies.
13 So that was the gist of where we wanted to go
14 with the report. [In case anyone was wondering, but
15 why didn't they go further? Wy didn't they start
16 here? W tried to create a starting point where |
17 think nost people could fit and understand this

18 without getting too technically wonky, and at the
19 sane tine, being too prescriptive in a very

20 f| exible environnment right now.

21 Next sli de.

22 Wth that, | think nost of the general public
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1 wll appreciate, as well as the CFTC-regul at ed

2 industries, that we gave you a glossary to nake

3 sure that the things that we tal ked about in the
4 report you also understood. This is just a sanple
5 of that glossary. The subconmttee, | love this
6 idea generally. W kept finding that we were

7 tal king about these things, and we deci ded t hat

8 nmaybe we didn't know the sanme thing about these

9 things that maybe the public al so needed to know.
10 So the glossary really sets the tone for this.

11 Cobvi ously, sonme things that are critical, we
12 put up here on this slide, defining artificial

13 intelligence. As you see with the definition --
14 |"mnot going to read all of them because they are
15 in the report -- nmaking sure people were really

16 clear about Al safety because | think that is the
17 main reason why agencies like this are exploring
18 this, that there's a safety conmponent to this,

19 particularly a safety conponent when it cones to
20 the critical infrastructure of financial services.
21 Foundati onal nodels have recently cone into

22 the | anguage of Al. For those of you that are
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1 trying to understand what that is, read the report,
2 pbut for the nost part, these are the advanced

3 capabilities that are really being placed on many

4 of these nodels and tools that we see today, and

5 then obviously generative Al.

6 VWhat | also think that we did quite well in

7  the subcommittee report is to not nake this just a
8 conversation around generative Al. Mny of us

9 right now who sit around the table, this is the new
10 thing that nost people talk about, and this was an
11  area where we're able to give sone thought into how
12 this wll effectuate the way in which the agency,

13 you know, either regul ates or recommends goi ng

14 forward. So, again, | just want to bring reference
15 to the fact that there is a glossary in here with
16 nore than four terns, but these are sone of the

17 foundational terns that we'll bring up in the

18 presentation.

19 Next sli de.

20 So what is responsible Al? | just want to

21 start here and then turn it over to Todd to go a

22 |ittle bit nore into the risk managenent portion of
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1 this. W decided for the purposes of this

2 presentation to take a 65-page report and nake it
3 very concise with sone of the key conponents so

4 that we can have nore tinme for dial ogue.

5 We clearly want to nake sure that folks

6 understand that the framework that undergirds the

7 mjority of research in this report are around

8 these typical properties -- we also define those --
9 of responsible Al. Wat does that nean? | think
10 we've heard it today. It has a lot to do wth

11 fairness, right? Wat is the tradeoff when it

12 comes to looking at fair nodels, and how do we

13 evaluate the extent to which we're being

14 responsible in their design, deploynent, oversight,
15 accountability?

16 Robust ness, what we heard today fromthe

17 Federal Reserve chief innovation officer is that

18 this requires a very robust understandi ng of these
19 technol ogi es and not always with just technical

20 insight, that you really have to be able to evol ve

21 with the space. At least that's what | got from

22 jt.
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1 Transparency, having transparency matters and
2 particularly in these markets, and so our friend

3 here Kirsten talked a | ot about, you know,

4  transparency when it conmes to where these nodel s

5 are being deployed. As I've said, | was really

6 struck by your slide of the forner trading fl oor

7 and what the trading floor |ooks |ike today and

8 making sure not only conpanies that are affected

9 and changi ng and evolving into those markets

10 understand the value of transparency, but the

11 peopl e who were procuring these products from al so
12 understand that as well.

13 Expl ai nability, which we also talk about in
14 the report, is another elenent of responsible Al.
15 Qur dear coll eague Francesca really pointed that
16 out in the work that she's doing to make sure that
17 we understand how t hese nodel s are bei ng nade and
18 what's going in and out of them It's a real big
19 junp fromour previous dialogues in Al about the
20 whol e garbage in/garbage out. |It's actually gotten
21 pore sophisticated when we tal k about it.

22 And then, finally, privacy and what does t hat
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1 look like, particularly for end users of trading
2 systens? You know, where do they fit in the

3 ecosysten? So | was very appreciative, Scott and

4 |, about the conversation you had on privacy, one,
5 because we don't have to go into nuch detail, but
6 it does bring up, | think, an elenent that goes

7 beyond consuner privacy to how do we | ook at

8 custoner privacy going forward.

9 Sol will end here, but |I shared this to just
10 give you a good sense of what's in the report,

11 what's not in the report, right, what we were able
12 to cover, what we still think we'll need to

13 explore, and we'll share that in the

14 recommendations, but just to do sone |evel-setting
15 in case you' re wondering, you know, how far we went
16 with the depth of the content.

17 So with that, I'll pass it over to ny great

18 co-chair, Todd Smth.

19 MR. SM TH. Thank you.

20 So, yes, in ternms of level-setting, | think
21 it's good. Tony, if we can go to the next slide.

22 One of the things with risk managenent that we
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1 wanted to do as a subcommttee is set a prem se.

2  \What are we discussing? Wy are we discussing it?
3 And that helped us with the route forward. So the
4 premse wth risk nanagenent that we took is that

5 there are certain widely identified and wel | - known
6 Al risks already in the industry and governnment and
7 academa. So it was with that prenm se that we

8 proceeded with the analysis as a subconmttee.

9 So next slide.

10 So, first, we wanted to identify, okay, well,
11 what are those widely identified risks to a certain
12 degree, right? So we wanted to work in specific

13 categories. These are high level in nature, of

14 course, but I'll step us through it.
15 Firstly -- and a |ot of this content has
16  al ready been touched upon, so I'll go quickly

17 through it, but lack of transparency, essentially
18  not knowi ng or being able to explain an Al nodel
19  deci si on-nmaki ng process. And what's key there,

200 too, in ternms of that bullet is transparency and
21  explainability go hand-in-hand for the npbst part,

22 so we wanted to definitely identify that as a ri sk.
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1 Poor data quality, | think, again, we're

2 referencing, Kirsten, your findings a lot. As we
3 all know from systens, whether that be Al-related
4 or not, you're only as good as your data. |'ve had
5 other conversations as well. Data is the

6 foundation. So, obviously, if that data is poor,
7 that's a risk.

8 And we nention here overfitting. Overfitting
9 is the noise associated with data. So anytine

10 you're feeding that into any type of system

11 specifically wwth Al nodels, let's say, overfitting
12 can cause uni ntended consequences relative to what
13 the nodel and the users of the nodel or the nodel
14 output is expecting.

15 And then poisoning of data, as it sounds,

16 that's a risk associated with poor data quality.

17 Whether it's on accident or on purpose, data

18  poi soning can occur, and that alters the intended
19  consequences or expectations of Al nodels.

20 Keepi ng on the data thenme, mi shandling of

21 data, especially with sensitive data as we've

22 tal ked about, and again, whether on accident or on
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1 purpose, that's a risk.
2 Fai rness, fairness runs the ganmut in terns of
3 the whole Al lifecycle if you will, so fromdata

4 generation to nodel features, it's inportant that
5 we speak to that because the consequences can be a
6 reproduction or a conpoundi ng of the biases that

7 have been spoken to earlier.

8 And then lastly, nodel concentration. Mbdel
9 concentration is when w dely depl oyed nodels are
10 used across the board and utilize Al foundational
11 nodels by -- they're generated by a small group of
12 entities that are shared by a | arge audi ence, and

13 there's nodel concentration risks that results in

14 that.
15 So next slide, please.
16 Ckay. So partial list of use cases, this is

17 extrenely partial in terns of the anount there, but
18 why do we tal k about use cases here? As part of

19 the subcommittee process, we've identified those

20 categories of Al risks. Now what we wanted to do
21 as a subcomm ttee was, okay, let's identify sone

22 partial list use cases. And as we get into the
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=

recommendati ons, you all will see there'll be a

2 reconciliation recommendation involving a gap

3 analysis, but that's how we cane to this concl usion
4 as a subconmittee is that while they're wdely

5 known Al risks, what is unknown? And then in order
6 to get to sone answer to that question, whatever it
7 my be, we wanted to develop a partial list of use
8 cases and structure that into the conversation we
9 were having.

10 So again, I'll go through these quickly, from
11 |eft to right, trading and investnent, that

12 invol ves investnent research and al gorithm c and

13 high-frequency trading, certainly Al use cases in
14 those processes.

15 Next one is custoner communi cations, custoner
16 advi ce, customer service. Wat business processes
17 do use Al in that in that real n? Marketing,

18 customer acquisition, custoner retention,

19 certainly.

20 Next, risk managenent, margi n nodel

21 ponitoring, and then collateral and liquidity

22 optimzation, definitely use cases there.
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1  Regulatory conpliance, your market surveillance,

2 your trade practice surveillance, know your-

3 custoner, anti-noney |aundering, capital margin

4 calculation. W can go on and on and on, but those
5 are sone high-level exanple use cases in reqgulatory
6 conpliance.

7 And then, lastly, back-office operations,

8 trade verification, trade reporting, certainly use

9 <cases there in terns of Al.

10 Next slide, please.

11 Qur next step as a subcommttee was to a

12 certain degree | everage and understand and -- using
13 Nicol's word -- level-set. Wiere are we in this

14 space? And there are existing requirenents that in
15 the risk managenent program areas of the

16 regul ati ons where we have Al risks are tended to.

17 And I'Il go through the slide here and expl ai n what
18 these are.

19 So for FCMs, specifically, CFTC regul ation

200 1.11, pulling one of the exanples risk nanagenent
21 programrequi renents under that regul ation,

22 technol ogical risks, certainly tends to Al risks.
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1  Swap dealers, CFTC regul ation 23.600, pulling from
2 that risk nmanagenent program under that regulation,
3 credit and operational risks speak to what can be

4  posed potentially by Al in ternms of a risk.

5 And then, lastly, our other bucket, if you

6 will, registered entities fall under CFTC core

7 principles and system safeguards therein. And

8 specifically in system safeguards, the controls

9 that are in system saf eguards speak to Al risk.

10 And then at the bottom of the slide there, |

11 alluded to this earlier, this is one of the

12 recommendations -- not to get ahead of us -- but we
13 want to have the CFTC have an engagenent to

14 jdentify any potential gaps there wthin the

15  existing R sk Managenent Franework.

16 Next slide, please.

17 Ckay. So what do we do going forward as a

18 subcommittee? And part of our reconmendations, our
19 conversation led to this. Adding to and creating a
20 nore intensive risk managenent program in addition
21 to the existing risk managenment prograns that are

22 out there, that to us posed chal |l enges and concerns
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1 that we listed here from nmanagi ng ri sk managenent

2  independence if you will and where and how to fit

3  humans in, over, under, wherever, on the | oop.

4 \Were does that go? That's a challenging concern.
5 And then vendor risk, that's a concern there, too,
6 in terns of taking that approach.

7 What we t hought was better and provided

8 opportunities and benefits was taking a governance-
9 based approach to initial Al risk managenent

10 efforts. That presented a | ot of opportunities and
11 benefits. And it goes to our earlier speaker from
12 NIST, and it's in accordance with N ST's franmework
13 where we take a governance-based approach from a

14 firmlevel and wap it into those processes so we
15 can identify potential Al risks that we haven't yet
16 seen and loop it into that process, have it really
17 be process-driven. And then certainly accordance
18 with the NI ST franework, nmap, measure, nonitor, and

19 follow that process.

20 Next sli de.
21 Ckay. Related risk managenent issues, |I'll go
22 through this quickly because it's been spoken about

Scheduling@TP.One 800.FOR.DEPO
TP One www.TP.One (800.367.3376)



Technology Advisory Committee Meeting 5/2/2024
Page 154

1 or these different areas have been spoken about.

2 But training data, the quality of data, the type of
3 data, and what does it represent. Again, an

4 earlier speaker spoke to this, but data is key, and
5 so that's a risk nanagenent issue that we wanted to
6 make sure we tended to. The placenent of humans,

7 HTL and HOTL, conmmon phrases, commobn terns, we

8 joke about it, but it's a risk nmanagenent issue

9 that needs to be tended to.

10 And then, lastly, the gromh of the tal ent

11 pipeline. Recent OVB guidance that Ni col

12 nmentioned, staff capacity building around Al

13 expertise. And then budget inplications, so right
14 with talent, there's budget inplications, so we

15 wanted to nmake sure to nention that as well.

16 Ch, I'msorry. Yes, the spreading of

17 msinformation. Again, going to Professor Wllman
18 and his TAC presentation last tine, we definitely
19 wanted to include that as part of the risk

20 managemnent issues that we saw.

21 DR. LEE: Perfect. So then I'lIl go to the

22  next slide.
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1 So what you've heard from Todd so far, |

2 think, is a direct application to the sector in

3 ternms of what Al | ooks |ike, which, again, | think
4 |is an extraordinary contribution, not just to the

5 agency, but to the industry at large. W' ve been

6 |ooking for these real-life applications | think

7 many of you can attest to.

8 But in the governance side, |ike Todd said, it
9 all relates back to governance because what we

10 wanted to do in the report is to not nmake sure it

11 was just one specific type of industry that is

12 regul ated, but that there are governance frameworks
13 that could actually apply across the board. | like
14 to consider these the work that the agency has to
15 do, the work that firnms need to do, the work that
16 we need to see the technology community do, and the
17 work of governnent. So governance overlays all of
18 those verti cal s.

19 And if you notice, the first type is really

20 very nuch related to technical cadence, you know,

21 quality of data, nodel training, being able to | ook

22 at the systemdeploynment in ways that are critical
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1 of the technology itself. Todd has nentioned it.

2 \What are the corporate policies and regul ations

3 that are existing in both regul ated and unregul at ed
4 industries? Otentinmes, with Al we think it's just
5 one industry that should be the center of how we

6 have these conversations, but there are adjacent

7 industries that feed into nmuch of the work of Al

8 providers right now or conpanies that are using Al
9 that are not necessarily using it as a central

10 surf ace.

11 Strategies for identifying and mtigating

12 technical and sociotechnical risks, a |lot of that
13 is enbedded in the NIST Al Ri sk Managenent

14 Framework, but it's also inportant for conpanies.

15 Even if you do not think that this applies to you,
16 it does. There are technical, sociotechnical risks
17 that seep into nodels all the tine to disrupt a | ot
18 of the stabilities that come particularly in the

19 financial market. You have a | ot of

20 vulnerabilities that can be teased out, and | think
21 that's that point of msinfornation.

22 Governnent regul ation and intervention, it was
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1 nmentioned earlier today, but | can't help but to

2 continue to say that this adm nistration has done a
3 job of putting together the pieceneal of getting to
4  the Wiite House executive order on Al, starting

S wth the national blueprint on civil rights, going
6 into the NI ST Ri sk Managenent Franmework, having the
7 OMB gui dance as part of the Wite House executive

8 order, and having agencies finally having chief Al
9 officers who actually can take this on so that it's
10 not just talk fromthe governnent, but it's real

11 interventions that we'd |like to make. And,

12 obviously, we all know that we're doing nuch of

13 this work to make sure that we're the gl oba

14 leaders in Al.

15 And then, lastly, strict guidance and

16 guidelines on types of technology. This fifth

17 type, as you've noticed, has sort of crept over to
18 the other side on an indent, but this is really

19 inportant as well because not all technology is

20 created equal. | often find nyself as a person who
21 works in this space sort of thinking about

22 artificial intelligence, but really thinking about
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1 autononous decision-nmaking tools and really

2 capturing it there, and I think we did a good job
3 doing that in the report.

4 Next sli de.

5 Wiy is this inportant? And this was an

6 inportant point that we wanted to point out for

7 those who nmay be al so watching and reading this

8 report who are thinking thensel ves on what

9 governance strategies apply to them It's

10 inportant to have policies and procedures, as Todd
11 said, to map, neasure, and manage ri sk, ensure

12 individuals are responsi ble for the oversight of Al
13 systenms, have the appropriate qualifications and

14 training. These are different systens, and it just
15 can't be, you know, always the person that did this
16  pefore to do this kind of work.

17 Qualify infornmed decision-nmaking by having a
18 diverse team Sone of that has to do with

19 denographic diversity. Some of it has to do with
20 expertise. | amso happy to hear El hamtal k about
21  sociologists |like nyself who work in this space,

22 put having those very interdisciplinary cross-
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1 sector, cross-industry people at the table to
2 discuss these technologies, it's a high-Ievel
3 concern.
4 Next sli de.
5 Have robust engagenent with rel evant internal

6 and external stakeholders. Establish clear

7 communi cation and feedback processes wth actual

8 know edge of the devel opnent, foundati onal

9 training, and adaptation of these systens. Again,
10 just on the governance side -- and we'll go into

11 the recomendations -- this applies to everybody

12 who may be around this table or listening via

13 webstream really making sure that there are

14 communi cati on processes in place and that you pick
15 up where you m ght have nade a m stake because that
16 will be very hel pful.

17 And again, | think our subcommttee was very
18  honored to engage in this conversation where there
19 was very little research because this is really

20 jnportant to the gl obal econony and how we have the
21  sane type of protected interests here in the United

22 St ates.
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1 And address risks arising fromthe invol venent
2 of outside service providers. They are not exenpt
3 inthis space, and so third parties matter, and |
4 think we heard a | ot about that today.

S Next sl i de.

6 So with that, | just want to advise that this
7 report is witten in a way that anybody can read

8 it, right? It's not too technical where it just

9 |like excludes fol ks from being able to understand
10 this. That's thanks to our diversity of our own
11 commttee, who had to ask a | ot of questions about
12 what this was and figure out a space to contri bute.
13 But it's also witten, as we've said, to be

14 flexible enough to allow the agency to build up

15 that know edge base of participants that actually
16 engage with them

17 So we're just going to read the

18 recommendations. There's nore detail within the
19 report. And then we want to just go to further

20 conversation fromour comrmittee before we open it
21 up to the full commttee.

22 First and forenost, the CFTC should host a
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1  public roundtable discussion, and staff shoul d

2 directly engage in outreach with CFTC-regi stered

3 entities to see guidance and gai n additional

4 insights into the business functions and types of

5 Al technol ogi es nost prevalent within the sector.

6 So, in other words, Anthony, your work is not
7 done. And, Scott, we are handing this to you to do
8 sone nore work that is part of building this

9 know edge base.

10 Second recommendation, the CFTC shoul d

11 consider the definition and adoption of the Al Ri sk
12 Managenent Franework for the sector in accordance
13 with the guidelines and governance aspects of N ST
14 and to assess the efficiency of Al nodels and

15 potential to actually say custoner harns as they

16 apply to registered entities. This is inportant.

17 A lot of discussion we had on our conmttee is
18 the applicability of the NIST R sk Managenent

19  Framework. There were sone fol ks that didn't even
20 know it existed in the way it does. W heard today
21 that it can be applied to a variety of contexts,

22 and it's sonmething that is easily applicable
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1 because it's not necessarily forcing you to do
2 everything that is on that checklist, as we heard

3 from N ST thensel ves.

4 And so I'lIl give you the last three, and then
S we'll wap it up.
6 MR SMTH. | just wanted to echo one thing,

7 N col, that you had nentioned, and, again, going

8 back to the DeFi report, the phrase that rang true
9 wth nme when that report was presented and | think
10 was carried on as a thene is that this is the start

11 of the conversati on.

12 DR. LEE: Yes.

13 MR SMTH. And so | just wanted to echo that
14 t hought.

15 So recommendation 3, CFTC should create an

16  inventory of existing regulations related to Al in
17 this sector and use it to develop the gap analysis
18 | mentioned earlier, potential risks associ ated

199 wth Al systens. And we spoke to already what the
20 purpose of the gap anal ysis woul d be.

21 Next slide, please.

22 Recommendati on 4, the CFTC should strive to
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1 gather and establish process to gain alignnent of
2 their Al policies and practices with other federal
3 agencies, including SEC, Treasury, and other

4 agencies interested in the financial stability of
5 markets. It speaks for itself.

6 And |l astly, recommendation 5, the CFTC should
7 work toward engagi ng staff as both observers and

8 potential participants in ongoing donestic and

9 international dial ogues around Al and, where

10 possible, establish budget supplenents to build the
11 internal capacity of agency professionals around
12 necessary technical expertise to support those

13 agenci es' endeavors in energing and evol ving

14 technol ogies. And that was our last and fifth

15 recommendati on.

16 DR. LEE: So they're a nouthful, but they're
17 all witten in the report, and you can read them at
18 your own pace.

19 And so with that, we'd |ike to thank the

20 subconmttee for all their great work at this and
21 then just open up the floor to a couple of

22 subcomm ttee nenbers and the full subcommttee
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1  nmenbership follow ng. So, Francesca, | know you're
2 online if you wanted to say, as our chief Al expert
3 on the coonmttee as well, any coments about the

4 report that we nmay have m ssed?

5 DR. ROSSI: Wll, | don't think you' ve m ssed
6 anything, but |'m happy, to speak in supporting the
7 report. So, first of all, really, that it was a

8 great experience to work with all the subcommttee
9 nmenbers and the two of you, especially for your

10 | eadershi p, but also the coll aboration, as Todd

11 said, with your very constructive cooperation with
12 the other nenbers.

13 | think the report does a good job. And one
14 thing that El ham al so said previously that was very
15 inportant to give a good bal ance between trying to
16 understand the benefits but also the risks and not
17 just focus on the risks and not just focus on the
18  benefits. And | think that this is a very

19  inportant bal ance that every docunent that tries to
20 analyze the use of a technology and how to support
21 responsi bl e innovation should have. So that's the

22 first thing that | think is very, very good in the
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1 report.
2 The second one is, of course, these
3 definitions that we give that give sone clarity
4 about what we nean by certain concepts that are
5 relevant in this space. And in particular, | |iked

6 this deep dive into the various forns of Al

7 governance. Nowadays, nmny stakehol ders understand
8 the inportance and the rel evance of Al governance,
9 but not everybody neans the sanme thing because, as

10 we see in the report, there are five kinds of Al

11 governance that we have considered. It can be
12 governance of the Al l|ifecycle. It can be
13 corporate internal governance. It can be

14 governance given by public policy, by regul ations,
15 by standards. So it's very inportant to spell out
16 all these different forns of Al governance because
17 they all need to be considered and adopted and

18 coordinated so that they don't, you know,

19 contradict in a redundant way on top of each other.
20 Anot her thing is really the focus also on the
21 Ri sk Managenent Framework, the NI ST one, and to

22 understand how to adapt it to this financial market
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1 sector, which | think it's a very good starting

2 point to then work on nore.

3 And then, in ternms of the recommendati ons, |

4  think the recommendations do a great job in

5 covering all the aspects because, basically, the

6 recomendations say, first, you need to understand
7 the capabilities, the risks, and the current uses

8 of the technology of Al in the financial donain.

9 Then, once you've done that, you can understand how
10 to adapt and use the Ri sk Managenent FranmeworK.

11 You shoul d al so | ook at what our current regulation
12 already covers and what instead is still to be

13 addressed in regulation in other ways.

14 And then also, the CFTC, you need to

15  coll aborate possibly with other agencies to help

16 each other, and in doing that, you should probably
17 support all these activities with the raise in the
18 technical and sociotechnical especially expertise
19 and know edge within the Conmmi ssion.

20 So | think that this covers all the dinensions
21 that need to be really inproved not just in the

22 CFTC, but in general. You know, raise awareness,
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have nore know edge, understand how to adapt the
current systens and rmanagenent systens to your

domain, work with others, see what regulation is
al ready covering or whether there is need to do

nore, but support all these activities wll real

I ncrease maturity in the sociotechnical i1issues and

know edge around Al.

So, definitely, I enjoyed working with the
menbers of the subcomm ttee and under the
| eadership of Nicol and Todd, and | hope that th
ot her menmbers of the TAC and the CFTC would |i ke
this report.

MR. SM TH. Thank you, Francesca.

Any ot her subcomm ttee nenbers? O, Todd,
t hi nk you were going to speak.

MR. CONKLIN: Yes, fantastic. No, | really

appreciate -- | was a late add to this work, so

|l ot of it was underway, but | really appreciate the

partnership and the thoroughness of the report,
really inpressive. And | really think, in tande
it's areally nice conplenentary piece to the

Treasury report, and | think it's sonething that

|y

e

a

m
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1 hope other agencies also strive to do.

2 So | think the nore we could put out there in
3 ternms of baselining where everything is with the

4  pboth the positive and al so the risk managenent

S wview, | think, is critical. | think it's sonething
6 we triedto really achieve in the Treasury report,
7 for exanple, which just does a great job at as well
8 s telling the story of the sector's use in a

9 positive way where | think a lot of tines nmaybe the
10 financial sector broadly gets sone negative

11 feedback in ternms of not being innovative.

12 And | think actually the body of evidence in
13 the Al space alone is that the financial sector and
14 the financial services sector is one of the nost

15 innovative sectors in the Al space, and we shoul d
16 give themcredit and also learn fromthemin terns
17 of the best practices that have been depl oyed and
18 also being mndful of the risks still that we have
199 to work on. So | think this balances all that.

20 DR. LEE: Yes, | was going to say this

21  conmmittee hel ped me because | was pretty dystopian

22 to start, so it was actually good to be around sone
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1 positive people for change.

2 | want to open it up to the subcommttee

3 nmenbership in general if there's any conment that

4 anyone would like to put on record before we

5 proceed to the full TAC. Do we have one fromthe

6 subcommittee? And our esteened Conm ssioner if you
7 want to junp in.

8 COW SSI ONER GOLDSM TH ROMVERO.  Yes. So | et

9 nme just say one thing. In listing out all the

10 subcomm ttee nenbers that contributed to this

11 report, in ny opening remarks | |eft out our chair
12 Carol e House because | just assune everyone knows
13 that she is contributing greatly to everything, but
14 | et ne recognize her that | know she wants to speak
15 about the report.

16 M5. HOUSE: Thank you so nuch. Thank you so
17 much, Comm ssioner, and thank you so nuch for going
18 over this incredible report and the | eadership that
19  you two provided.

20 | loved this report and this process. The

21 group on the subcommittee, the nost incredible

22 diverse representation of expertise and
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1 perspectives. And | love that this report focused

2 very nmuch on understandi ng and napping the reality

3 of risks with a candid and, | think, very truthfu
4 acknow edgenent of the opportunities. It doesn't
5 pretend to have every answer. It doesn't pretend

6 that the financial sector hasn't used and adapted
7 Al before. They haven't been using Al in

8 conpliance or in conduct of trading |like they

9 really haven't been conpeting in finance, but there
10 is a need for a call to action to understand fully
11 these ri sks.

12 And that's really what this is. This is a

13 launch. This is a beginning, and the whole

14 subcomm ttee working on this with your | eadership
15 has provided a framework for the CFTC and ot her

16 policynakers to take and thinking about how to

17 apply that to these critical technologies. So it
18 understands the wi de variance of inplenentations
19 and gave a really great overview of the |andscape
20 of different policies that are so critical.

21 Again, it doesn't ignore the fact that every

22 jnstitution that deals in the U S. probably deals
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1 with other jurisdictions, too, so | think that it

2  was very thoughtful that you guys outlined those

3 things.

4 | really appreciate the fact that regul ators
5 are having to consider with this technology how to
6 Dbal ance providing guidance early and give a north
7 star to responsi bl e devel opnent of this tech, but

8 also prevent crushing innovation in preventing

9 being able to adopt and | everage i nnovative

10 technol ogi es or hardcoding in certain cyclical

11 inplenentations into regul ations that woul d prevent
12 ensuring that that north star exists in the future.
13 So, again, the risk-based framework that was really
14 recomended by all nenbers of the subcommttee and
15 as echoed in the report, | think, is incredibly

16 wi se and poi gnant for policymkers to consi der.

17 Al'so, | just wanted to note nore as sonething
18 that I'mlooking forward to as we take the

19 recomendations, so it's nore going forward about
20 the report, the convergence of Al with the other

21 areas that we're focusing on. | know | nentioned

22 jt a bit in ny opening statenent, but Al with
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1 cybersecurity, in a very good way, right, |ike Al

2 is enabling nore real-tinme detection and

3 understanding of cyber indicators to enabl e our

4 ability to defend agai nst nore sophisticated cyber
S intrusions.

6 But it also, as consistent with the purpose of
7 the executive order and comng up with this term of
8 dual use foundation nodels, essentially, provides

9 what could be argued to be a nunition and human-

10 | evel capacity for conmand and control of

11 incredi bly sophisticated malicious cyber operations
12 in the next few years. So we need good Al to help
13 us conbat the malicious use of the bad Al.

14 | also think that with blockchain and Al,

15 there are sone really interesting convergences of
16 those two technol ogies, reinforcing each other's

17 best and worse traits in really fascinating and

18 interesting ways. Smart contracts could be truly
19 smart and self-optimzing, and what does that nean,
20 depending on what that smart contract is up to?

21 And Al helping to solve sone of the scalability

22 problenms of bl ockchain, maybe bl ockchain hel ping to
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1 solve sone of the transparency and auditability

2  problens of Al.

3 So sone really interesting work that |I'm

4 | ooking forward to us continuing with the TAC

5 across all three subcommttees since |'msure all
6 of us have been tal king about Al no matter which

7 subcommttee that we were in. But it was a

8 wonderful report, and it was an honor to be a part
9 of it.

10 DR LEE: So I just want to put for the

11 record, since you are both a subcommittee nenber,
12 as well as our esteened chair, and if there are no
13 other people on the live screen fromthe

14 subcomm ttee, that we surrender this portion over
15 to the TAC

16 M5. HOUSE: Sure, thank you. And then we've

17 got two nore subconmittee nenbers.

18 DR. LEE: Yes.
19 M5. HOUSE: So, first, Corey, | think you had
20 your tag up first, and we'll go to Tinothy and

21 anyone el se that has comrents.

22 MR. THEN: That was just up from before, but
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1 sonmething very dramatic there, right?

2 But | think we should give a special shout-out
3 to N col and Todd because they | abored earnestly

4 and doggedly for many, many, many hours doing this,

5 so thank you guys.

6 M5. HOUSE: Thank you, Corey.

7 Ti not hy and then Stanl ey.

8 MR, GALLAGHER: W all work in energing tech.
9 It's an absolutely trenendous report. | |ike the

10 way you guys didn't try to boil the ocean, right?
11 You set it out there, and a |lot of your work w ||
12 pbe built off in the future, and | hope to be part
13 of building off in our group as well.

14 Just a qui ck question or recommendati on, too,
15 applying the RVF NI ST franmework, which, you know, |
16  thought was a great idea, do you see that as being
17 like a governnental function or an internal

18 function for the conpany or |like even |like a third
19 party like an external accounting firmtype of

20 function?

21 DR LEE: So I think the jury's still out on

22 that one. | think we're going to see a |ot nore of
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1 a market novenent towards the Ri sk Managenent

2  Franework only because | think it's conmng fromthe
3 governnent agencies as a gui depost for what we want
4  general corporate governance to | ook like. But I

5 think, as it evolves, we'll see probably nore

6 sectors actually adopt this than we actually

7 thought. And one of the neat conversations that we
8 had in the subcommttee for people who are |ess

9 aware of it, Tim were, then maybe we should start
10 | ooking at this to see. So | think, you know,

11 we're not at the stage of hardcore regul ation yet,
12 put there's a possibility that nuch of the

13 reqgulation will be built around that R sk

14 Managenent Franmework.

15 M5. HOUSE: Stanley?

16 MR GQUZIK: So, Nicol and Todd and the

17 subcommttee, | do want to say thank you, you know,
18 a very excellent report. | do think this report

19 cones out, it's actually rather tinmely. And what |
20 appreciate about the report is about the best
21 practices nentioning existing conpani es have Al

22 governance frameworks already in place, and this

Scheduling@TP.One 800.FOR.DEPO
TP One www.TP.One (800.367.3376)



Technology Advisory Committee Meeting 5/2/2024

Page 176
1 is, I would say, like an increnent or an additi onal
2 characteristic through its risk governance
3 frameworKks.
4 And then, you know, the way |'mthinking about

5 this docunent is in the cyberspace, in the software
6 space, you know, financial institutions, we already
7 shifted left, where, you know, the secure software
8 devel opnent is, you know, the beginning of the

9 developnent lifecycle and a design. And what |

10 appreciate about the franework here, especially

11 |ike, you know, nentioning N ST and the work that
12 NIST is doing, this is an opportunity to think

13 about shifting left with Al governance the way we
14 shifted left with Al security. So it currently

15 falls into those sane design patterns that we use
16 to build software.

17 And then the other part | appreciate about the
18 docunent is where smaller conpanies -- we spoke

19 about snmaller conpani es, the chall enges that they
200 have with Al. They'll be innovative, devel oping

21 these new nodels. You know, they have issues wth,

22 you know, access to data and a nunmber of things,
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1 but this also now is docunentation for small er
2  conpanies to actually shift left and help them

3 build those types of Al governance franeworks. So

4 | would just say very good work. Thank you for
5 this.
6 DR. LEE: If | could just say sonething on

7 that. Thank you, because | think that was the

8 subcommttee's point, right, to nmake sure this is a
9 docunent that could live in a variety of spaces for
10 the agency and serve as, again, a guidepost for

11 renoving | think some of the big burdens that sone

12 smal | er conpani es al so experi ence when they don't

13 know what we're tal king about with these things.

14 So, yes, we really appreciate that feedback on

15 Dbehal f of the subcomm ttee.

16 MR SMTH. | would just also quickly add, the
17 last point you made in terns of providing sone type
18 of information and framework for small er conpanies

199 as well, | think that's an excellent point, so

20 thank you.

21 M5. HOUSE: Yes, | also love that point. The

22 jdea of providing frameworks that can help the
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1 smaller businesses and devel opers address not j ust

2 security by design and privacy by design, but this

3 idea of l|ike governance and accountability and

4 equity by design, which is all really necessary for
5 building these technol ogi es, especially, | think,

6 with trends towards things |ike decentralization

7 and other stuff, the ability to nmeaningfully inpact
8 that huge part of the direction of this tech based

9 on the scale of its growth is right now So that's
10 areally, really poignant point. Thank you so

11 nuch, Stanl ey.

12 Are there any other further questions or

13 comrents on this report or other recommendati ons

14 fromeither those in the roomor online?

15 Ch, perfect. N kos.
16 MR, ANDRI KOG ANNOPOQULCS:  First of all, | want
17 to congratulate you on the report. | found it

18 extrenely interesting for me to read personally.
19 Otentines, what we do as Metrika, which is risk
20 managenment on digital assets, we tend to hear from
21 our custoners that digital assets are 24/7, 365.

22 Therefore, when we do risk managenent, we want to
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1 have as nuch efficiency, and we want to have as few
2 risk analysts covering the breadth of digital

3 assets and the speed.

4 So there is a natural use of Al to speed up

5 risk managenent and allow digital assets to flowin
6 and out of organizations in an easier way. And |

7 think your Al risk framework raises the question on
8 how you responsibly apply Al and you enabl e the

9 risk managenent on digital assets.

10 So I know I'mdrawi ng even nore |inks between
11 digital assets and Al, but | think these two

12 emergi ng technol ogi es play together in nore ways

13 than we inmagine, and | think it's great |ike making
14 those steps or thinking across the board about how
15 there is a hierarchy of risk managenent that plays
16 into each other. And as finance gets transforned
17 into real tinme, how do we nmake use of all of those
18 technologies that really speed it up?

19 DR. LEE: Thank you, Ni kos. W appreciate

20 that as well.

21 | nmean, going back to Carole's point, | think

22 the purpose of the second report is to keep the
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1 build going, right, so that there's a good body of

2 work that cones out of this TAC that actually

3 suggests that these are not technologies in

4 vacuuns, and they're not practices in vacuuns.

5 They're really interconnected. So | really

6 appreciate that because | think, again, you know,

7 sonetines we do not give credit -- | think soneone
8 said this -- to the finance industry for actually

9 being groundbreaking in these areas. And if you

10 hang around at other verticals, we're probably nmuch
11 npore advanced, | was just about to say.

12 | think, Comm ssioner, we actually have a

13 proposal just to go back to the Wiite House and say
14 we've solved it all because the commttee worked

15 coll aboratively and did everything | think we've

16 been wanting to do for this country, but it's very
17 nice to hear howit will be very helpful to the

18 industry in weaving all the parts together.

19 M5. HOUSE: Thank you.

20 Are there any further questions or comments on
21 the report fromthose in the roomor virtually?

22 Menbers, we have now di scussed at |ength the
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1 Emerging and Evol vi ng Technol ogi es Subcommittee

2 report and recomendati ons regardi ng responsible Al
3 in financial markets. To further consider these

4 inportant issues, as there a notion fromthe body
5 to adopt this report and recomrendati ons and submt

6 it to the Conm ssion?

7 DR. LEE: You want to do it?

8 MR SMTH. Yes, definitely. | make that

9 notion.

10 M5. HOUSE: |Is there a second?

11 [ Mul ti pl e seconds. ]

12 M5. HOUSE: So many seconds, thank you.

13 It has been noved and properly seconded that

14 the Energi ng and Evol vi ng Technol ogi es
15 Subcomm ttee's report and recommendati ons regardi ng
16 responsible Al in financial markets be adopted in

17 full by the TAC and submtted to the Conm ssion.

18 | s there any further discussion?
19 [ No response. ]
20 M5. HOUSE: Are there any further comrents

21 from TAC nenbers virtually?

22 MR. CUTINHO | have a question, Carole.
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1 M5. HOUSE: O course, go ahead.
2 MR. CUTINHO You know, | didn't know if you
3 were going to do a roll call, but one of the

4 coments | want to make before | vote on this is

S this. | think the report is a little bit confusing
6 to ne personally because it doesn't draw a line or
7 a distinction between artificial intelligence as a
8 discipline and generative Al as a nmnifestation of
9 that discipline. And if we accept the pren se

10 that, you know, this technology is going to be

11 pervasive, then the recommendati on that we create
12 yet anot her governance body or treat this as

13 sonething distinct froma general technol ogy that,
14 you know, perneates every aspect of business | feel
15 is fraught with a lot of risks and conflicts.

16 So there are already governance bodies that

17 are risk managenent frameworks, so | am not very

18 confortable voting along with the TAC nenbers for
19 acceptance of this report.

20 DR. LEE: So, Sunil, thank you for that

21 feedback. And, you know, as |'ve done public

22 service, every report is not for everybody, so we
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=

appreci ate and respect you for that.

2 You know, one of the things that we were

3 challenged with was the extent to which we actually
4 delved into the specific technol ogy cadence, and

5 Francesca had the sane conflict that | had as a

6 person who deals on the technical side as well, and
7 the extent to which we also drew the |ine between

8 how far we were going to go into energing and

9 evolving technologies in a way that we were going
10 to have very distinct recommendati ons.

11 | think for the policy side, at least in ny

12 work at Brookings, that we've been real careful

13 about doing that in a variety of reports because

14 the environnent is changing. But we would consider
15 it. | think that's the purpose of that first

16  reconmendation, that the agency continue to do nore
17 work on this, right? So this is not a one-stop

18 deal, that we have a | ot nore exploration and

199 inquiry to do, but your coment is well noted and
20 sonething | just wote down for ourselves to

21 continue to discuss and inquire about and to bring

22 that into the spaces in which we all work.
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1 M5. HOUSE: Thank you. And |I'Il open this up
2 for any further discussion fromthe group in
3 response to that.
4 My own comment, Sunil, | definitely appreciate

5 that, and | certainly have also a | ot of feelings

6 about regul ati on of general -purpose technol ogy. |
7 renmenber when people were thinking about a

8 Dbl ockchain regulator. There's a reason why in the
9 U S we took a tech-neutral approach. M reaction
10 to that is nostly that the way that | felt that the
11 recommendation was franed is pointed at adopting a
12 Ri sk Managenent Franmework, but the sanme way that

13 NI ST issues |like guidelines that are unique to

14 particular sectors, that it would nmake sense for

15 standards are neant to be adapted for use cases.

16 So | understood it to be sonmething where it's
17 CFTC consi dering adopting and adapting the Ri sk

18 Managenent Franework as woul d be consistent for its
19 registered entities and for its own use of Al. But
20 | really appreciate that note and would |l ove to

21 open it up for any other further discussion in

22 reaction to this cooment. And if not, then we can
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1 nove on to the vote.
2 Ch, yes, go ahead, Todd, and then Jonah.
3 MR. SM TH. Yes, just one quick comment. W

4 do al so make nention of |everaging existing

5 reqgulations froma risk nmanagenent program

6 standpoint, so not reinventing the wheel where it's
7 not necessary, but still being thorough and

8 conducting an analysis thereof, so | just want to
9 make that comment.

10 MR. CRANE: | was actually going to nmake a

11 simlar point about the report itself, and al so

12 that, you know, Sunil, | struggle wth the sane

13 thing alittle bit. And as a practitioner in

14 financial services for a nunber of years, the

15  question has been, so how do we apply current risk
16 managenent franeworks and gover nance franeworks

17 when we're using Al? And it turns out it's not

18 that straightforward, and people have really been
19 struggling with it for along tine. And | think |
20 took the report as suggesting sone ways to think
21 about fitting within existing frameworks and

22 existing governing structures. And | think the
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1 flexible governance-based approach is consistent
2 wth that, so that was ny read of it anyway. |
3 think, as a practitioner, I'll find it helpful to

4 connect sone dots.

5 M5. HOUSE: Thank you so nmuch. And thank you,
6 Sunil, as well, for your conment.
7 |s there any further discussion or commentary

8 fromthe TAC nenbers?

9 There's one hand raised, Justin.
10 MR. SLAUGHTER: Hey, everybody. I|'msorry |
11 had to leave. |I'min the process of getting ny

12 daughter, the wages of parenthood.

13 The thing | wanted to flag -- and | think

14 Sunil's comment is very well taken. In truth, the
15 idea that regulation can ever truly be tech-neutral
16 is something of a fantasy. The only way that works
17 is to assune that all technology is identical when
18 inherently -- and this is very well said by the

19 Europeans -- the nature of technology is to change
20 regqgulation, vice versa.

21 That said, | do agree with Jonah that this

22 does strike a mddle ground. | think the report
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1 grants that regulation is not tech-neutral because
2 we have to respond and adapt to Al. Finding the

3 dividing lineis difficult, but I would rem nd

4 Sunil this is a report that is nonbinding. It is

S sinply a statenent of what we think are best

6 practices and is probably the best way forward to
7 get over that hunp of deciding what policynmakers

8 shoul d actually do.

9 So | support this report in part because |

10 think it is not tech-neutral, but it is nore open
11 to technology, it is reflective of technol ogy, and

12 that's the better way to deal with it.

13 M5. HOUSE: Thank you, Justin.

14 Any ot her comments fromthe TAC nenbershi p?

15 [ No response. ]

16 M5. HOUSE: The notion on the floor is for the

17 TAC to adopt the Energing and Evol vi ng Technol ogi es
18  Subcommittee's report and recomendati ons regardi ng
19 responsible Al in financial markets and subnmt the
20 report and reconmendations to the Conm ssion for

21 consi derati on.

22 As a point of order, a sinple najority vote is
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1  necessary for the notion to pass.

2 | will turn it over to the DFO to conduct a

3 roll call vote.

4 MR. BIAGQ OLI: Thank you, Chair House.

S Committee nmenbers, when | call your nane, 'l
6 start with folks in the roomand then nove to those
7 participating virtually. Please indicate your

8 agreenment with yes, disagreenent with no, or you

9 can indicate abstain. Those are the three options.
10 And, as a rem nder, abstentions are not counted as
11  a vote.

12 So we'll start with those in the room W']|]|
13 start with our illustrious subcommttee co-chairs
14 and give you the privilege of casting the first

15 vote, so N col Turner Lee?

16 DR LEE: Yes.

17 MR BIAG COLI: Todd Smith?

18 MR SM TH.  Yes.

19 MR. BIAG OLI: Jonah Crane.

20 MR. CRANE: Yes.

21 MR. BIAG OLI: N kos Andri kogi annopoul 0s?
22 MR, ANDRI KOG ANNOPOULOS:  Yes.
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1 MR BIAGOLI: Ari Redbord?
2 MR. REDBORD: Yes.
3 MR. BIAG OLI: Carole House?
4 M5. HOUSE: Yes.
5 MR BIAG OLI: Tim Gllagher?
6 MR GALLAGHER  Yes.
7 MR. BIAG OLI: Corey Then?
8 MR, THEN. Yes.
9 MR BIAGOLI: | was off mc there
10 inadvertently. So Corey Then? | heard you.
11 MR. THEN. Yes.
12 MR. BIAG OLI: Todd Conklin?
13 MR, CONKLI N Yes.
14 MR BIAGOLI: Cantrell Dumas?
15 MR. DUMAS:. Yes.
16 MR BIAG OLlI: Stan GQuzik?
17 MR GQJZI K. Yes.
18 MR BIAGOLI: | don't believe I m ssed
19 anybody in the room so we'll nove to those
20 participating virtually. Again, I'll go in the
21 order that you all appear on ny screen.
22 So, Sunil Cutinho?
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10

11

12

13

14

15

16

17

18

19

20

21

22

anyone.

whose nane | did not call?
[ No response. ]

VR.

» ® » » 3 % » 3 D 8 D S D D DD DD

CUTINHO. | abstain.

BIAG OLI: Justin Slaughter?
SLAUGHTER  Aye.

BIAG CLI: Christian Catalini?
CATALI NI :  Aye.

BIAG OLI: Francesca Rossi ?
ROSSI @ Yes.

BIAG OLI: Steve Suppan?
SUPPAN:  Yes.

BIlAG OLlI: Dan Awrey?

AVREY:  Yes.

BIAJ OLI: M chael Wellnman?
VELLMAN:  Yes.

BIAG OLI: Adam Zar azi nski ?
ZARAZI NSKI :  Yes.

BIAJ OLI:  Jennifer 11kiw?

| LKIW  Yes.

BIAGQ OLI: | don't believe | m ssed

| s there anyone participating virtually

Bl A OLI: Chair House, the ayes have it,
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1 and the notion carries. You have 18 "yes" votes,

2 zero "no" votes, and one abstention.

3 M5. HOUSE: Thank you so nuch, Tony. As you

4 heard it, the yeses have it. The notion carries.

5 The Energi ng and Evol vi ng Technol ogi es

6 Subcommittee's report and recommendati ons regarding
7 responsible Al in financial markets has been

8 adopted by the TAC and will be submtted to the

9 Comm ssion for consideration.

10 It is nowtinme for closing remarks from

11 Comm ssioner Goldsmith Ronero. Congratulations to
12 the subconm ttee and the whole team

13 COW SSI ONER GOLDSM TH ROVERGC:

14 Congratul ations, well done. So nmuch work went into
15 this, so nuch thought. And I've always said

16 constructive collaboration, trusted, respected

17 views that can disagree with each other or take

18 different viewpoints, that is the point of why we
199 do this. It nmakes for better reports, findings,

20 and reconmmendati ons.

21 And | very nuch appreciate the weaving, al

22 the Al expertise, the narkets expertise, and al so
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1 all of the ideas of the interagency cooperation and
2 the rest of the work that the CFTC and this

3 advisory conmttee needs to do.

4 So you have just launched a | ot of work for

5 yourselves in both reports, and | want to say

6 trenendous progress for the TACto get out, two

7 very bal anced, thorough, thoughtful, foundational
8 reports that are tinely and relevant. And the

9 splash is not today. It'll be how the concepts in
10 the report are picked up and | ooked at with tine
11 and as the technol ogy changes.

12 | will tell you, |I know you all read this to
13 vote today, the nore you read this report, the nore
14 Easter eggs you find that are fantastic thoughts
15 and threads that we can pick up later and do whol e
16 reports on.

17 |"mincredibly proud of this subcommttee. |
18 amincredibly proud of N col and Todd for their

19 | eadership and for Carole and Ari for their

20 | eadership. This was a hard report, as you said,
21 and | hope that we all |eveled up today on Al Day.

22 \W've heard the sane themes. The speakers, all of
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1 their remarks really play into the report, and

2 there's simlar thenmes being weaved all throughout.
3 That's not an accident or coincidence. These are
4 the issues at play in our Federal Governnent now.
5 |'malways asked is it too early for the Federal

6 CGovernnent to do anything?

7 Since the start of TAC since | took over, we
8 have been |looking at Al in a very foundati onal way
9 so that we can | earn and understand the evol ution
10 of Al, understand what it's doing in the nmarkets,
11 and understand where it's going. The deep dive

12 into Al governance and best practices, phenonenal.
13 The list of use cases, | know your eyes night run
14 over a table, that is incredible, and just there's
15 so nmuch in here, very thoughtful, very iterative,
16 and very foundational, and | think all of that was
17 reflected in the votes today.

18 " mincredi bly proud of your work. |'m proud
19 of the trust that you' ve built together. |'m proud
20 of the closeness that you have to trust each other
21 with raising hard issues and concerns. Thank you,

22 Sunil, for your conment, and it's very nuch
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1 appreciated, as | always appreciate any diverging

2 views.
3 So thank you for all of your public service.
4 | told you at the beginning this was public service

5 when | asked you all to serve, and now you know

6 what it nmeans because you' ve worked very hard on

7 two reports. So it's certainly the best of public
8 service to go into these deep, conplex issues and

9 provide neani ngful guidance, advice, and

10 recommendations to the Commssion. So |'mvery

11 proud of this group, and thank you for all of your
12 public service.

13 MR BIAG OLI: To conclude, Comm ssioner, |

14 have one happy correction to the record. | had

15 announced that there were 18 yeses, zero noes, and
16 one abstention. |It's 19 yeses, zero noes, and one
17 abstention.

18 That concl udes our TAC neeting. Thank you,

19 everyone. Meeting is adjourned.

20 [ Wher eupon, at 4:36 p.m EDIT, the neeting was

21 adj ourned. ]

22
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