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FINANCIAL AUDIT

Bureau of the Fiscal Service's Fiscal Years 2015 and
2014 Schedules of Federal Debt

What GAO Found

In GAQO'’s opinion, the Bureau of the Fiscal Service’s (Fiscal Service) Schedules
of Federal Debt for fiscal years 2015 and 2014 were fairly presented in all
material respects, and the Fiscal Service maintained, in all material respects,
effective internal control over financial reporting relevant to the Schedule of
Federal Debt as of September 30, 2015. GAO'’s tests disclosed no instances of
reportable noncompliance for fiscal year 2015 with selected provisions of
applicable laws, regulations, contracts, and grant agreements related to the
Schedule of Federal Debt.

From fiscal year 1997, the first year of audit, through September 30, 2015, total
federal debt managed by the Fiscal Service has increased by 236 percent and
the debt limit has been raised 16 times, from $5,950 billion to $18,113 billion.

Total Federal Debt Outstanding, September 30, 1997, through September 30, 2015
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Prior to the start of fiscal year 2015, a law was enacted to suspend the debt limit
from February 15, 2014, through March 15, 2015. Due to delays in raising the
debt limit, the Department of the Treasury (Treasury) deviated from its normal
debt management operations and took a number of extraordinary actions—
consistent with relevant laws and regulations—from March 16, 2015 through
September 30, 2015 to avoid exceeding the debt limit. Many extraordinary
actions taken by Treasury during fiscal year 2015 resulted in federal debt
securities not being issued to certain federal government accounts.
Consequently, the resulting uninvested principal as of September 30, 2015,
totaling $350 billion, and related interest totaling $2 billion, are appropriately not
reported on the fiscal year 2015 Schedule of Federal Debt. Legislation
suspending the debt limit was enacted on November 2, 2015, and Treasury
restored the uninvested principal as of this date to affected federal government
accounts, thereby increasing the federal debt. As GAO has previously reported,
delays in raising the debt limit have created uncertainty and disruptions in the
Treasury market and challenges for Treasury debt and cash management. To
avoid such disruptions and to help inform fiscal policy debate in a timely way,
GAO has noted in reports related to the debt limit, most recently in July 2015,
that Congress should consider alternative approaches that better link decisions
about the debt limit with decisions about spending and revenue at the time those
decisions are made.

United States Government Accountability Office



http://www.gao.gov/products/GAO-16-160
http://www.gao.gov/products/GAO-16-160
mailto:simpsondb@gao.gov

Contents

Letter 1
Independent Auditor’'s Report 7
Report on the Schedules of Federal Debt and on Internal Control
over Financial Reporting 8
Report on Compliance with Laws, Regulations, Contracts, and
Grant Agreements 12
Agency Comments 13
Overview, Products, and Notes 14
Overview on Federal Debt Managed by the Bureau of the
Fiscal Service 14
Schedules of Federal Debt Managed by the Bureau of the
Fiscal Service 25
Notes to the Schedules of Federal Debt Managed by the
Bureau of the Fiscal Service 26
Appendix | Management's Report on Internal Control over Financial Reporting
Relevant to the Schedule of Federal Debt 33
Appendix Il Comments from the Bureau of the Fiscal Service 34

Abbreviations

Fiscal Service Bureau of the Fiscal Service
FMFIA Federal Managers’ Financial Integrity Act
GDP gross domestic product

Schedule of Federal Debt  Schedule of Federal Debt Managed by the
Bureau of the Fiscal Service
Treasury Department of the Treasury

This is a work of the U.S. government and is not subject to copyright protection in the
United States. The published product may be reproduced and distributed in its entirety
without further permission from GAO. However, because this work may contain
copyrighted images or other material, permission from the copyright holder may be
necessary if you wish to reproduce this material separately.

Pagei GAO-16-160 Schedules of Federal Debt



GA@ U.S. GOVERNMENT ACCOUNTABILITY OFFICE

441 G St. N.W.
Washington, DC 20548

November 13, 2015

The Honorable Jacob J. Lew
Secretary of the Treasury

Dear Mr. Secretary:

The accompanying independent auditor’s report presents the results of
our audits of the Schedules of Federal Debt Managed by the Bureau of
the Fiscal Service (Schedule of Federal Debt) for the fiscal years ended
September 30, 2015, and 2014. The independent auditor’s report
contains (1) our opinion that the Schedules of Federal Debt for the fiscal
years ended September 30, 2015, and 2014, are presented fairly, in all
material respects, in accordance with U.S. generally accepted accounting
principles; (2) our opinion that Fiscal Service maintained, in all material
respects, effective internal control over financial reporting relevant to the
Schedule of Federal Debt as of September 30, 2015; and (3) the results
of our tests of Fiscal Service’s compliance with selected provisions of
applicable laws, regulations, contracts, and grant agreements related to
the Schedule of Federal Debt, which identified no instances of reportable
noncompliance.

The Schedules of Federal Debt present the beginning balances,
increases and decreases, and ending balances for (1) Federal Debt Held
by the Public and Intragovernmental Debt Holdings, (2) the related
Accrued Interest Payables, and (3) the related Net Unamortized
Premiums and Discounts managed by the Department of the Treasury’s
(Treasury) Bureau of the Fiscal Service (Fiscal Service), and include
accompanying notes. As of September 30, 2015, and 2014, federal debt
managed by Fiscal Service totaled $18,138 billion and $17,810 billion,
respectively, primarily for borrowings to fund the federal government’s
operations. As shown on the Schedules of Federal Debt, these balances
consisted of approximately (1) $13,124 billion as of September 30, 2015,
and $12,785 billion as of September 30, 2014, of debt held by the public
and (2) $5,014 billion as of September 30, 2015, and $5,025 billion as of
September 30, 2014, of intragovernmental debt holdings.

Debt held by the public essentially represents the amount the federal

government has borrowed from the public to finance cumulative cash

deficits. When a cash surplus occurs, the annual excess funds can be
used to reduce debt held by the public. In other words, annual cash
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deficits or surpluses generally approximate the annual net change in the
amount of federal government borrowing from the public. Debt held by the
public represents federal debt issued by Treasury and held by investors
outside of the federal government, including individuals, corporations,
state or local governments, the Federal Reserve, and foreign
governments. The majority of debt held by the public consists of
marketable Treasury securities, such as bills, notes, bonds, floating rate
notes, and Treasury Inflation-Protected Securities that are sold through
auctions and can be resold by whoever owns them. Treasury also issues
a smaller amount of nonmarketable securities, such as savings securities
and State and Local Government Series securities.

As we have noted in previous years, Treasury reporting shows that
foreign ownership of Treasury securities represents a significant portion
of debt held by the public.! As of June 30, 2015, the reported amount of
Treasury securities held by foreign and international investors
represented an estimated 47 percent of debt held by the public. This
percentage is close to the 48 percent as of June 30, 2014, but
considerably higher than the estimated 30 percent of debt held by the
public as of June 30, 2001. Treasury estimated that the amount of
Treasury securities held by foreign and international investors has
increased from $983 billion as of June 30, 2001, to $6,175 billion as of
June 30, 2015—an increase of $5,192 billion.? Estimates of foreign
ownership of Treasury securities are derived from information reported
under the Treasury International Capital reporting system, not from the
financial system used to prepare the Schedule of Federal Debt.® These
estimates are not reported on the Schedules of Federal Debt, and as
such, we do not audit these amounts.

Intragovernmental debt holdings represent federal debt owed by Treasury
to federal government accounts—primarily federal trust funds such as

1GAO, Financial Audit: Bureau of the Fiscal Service’s Fiscal Years 2014 and 2013
Schedules of Federal Debt, GAO-15-157 (Washington, D.C.: Nov. 10, 2014).

2Department of the Treasury, Major Foreign Holders of Treasury Securities, accessed
November 6, 2015, http://www.treasury.gov/resource-center/data-chart-
center/tic/Documents/mfh.txt.

3The data reported under the Treasury International Capital reporting system are collected
primarily from U.S.-based custodians. According to Treasury, since U.S. securities held in
overseas custody accounts may not be attributed to the actual owners, the data may not
provide a precise accounting of individual country ownership of Treasury securities.
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Social Security and Medicare—that typically have an obligation to invest
in federal securities their excess annual receipts (including interest
earnings) over disbursements. Most federal government accounts invest
in special nonmarketable Treasury securities that represent legal
obligations of Treasury and are guaranteed for principal and interest by
the full faith and credit of the U.S. government. The federal government
uses the federal government accounts’ invested cash surpluses to assist
in funding other federal government operations. Unlike debt held by the
public, intragovernmental debt holdings are not shown as balances on the
federal government’s consolidated financial statements because they
represent loans from one part of the federal government to another.
Under U.S. generally accepted accounting principles, when the federal
government’s financial statements are consolidated, those offsetting
balances are eliminated.

Debt held by the public and intragovernmental debt holdings are very
different. Debt held by the public represents a claim on today’s taxpayers
and absorbs resources from today’s economy. In addition, the interest
paid on this debt may reduce budget flexibility because, unlike most of the
budget, it cannot be controlled directly. In contrast, intragovernmental
debt holdings reflect a claim on taxpayers and the economy in the future.
Specifically, when federal government accounts redeem Treasury
securities to obtain cash to fund expenditures, Treasury usually borrows
from the public to finance these redemptions.*

We have audited the Schedule of Federal Debt since fiscal year 1997.
Over this period, total federal debt has increased by 236 percent. Also
during this period, the statutory debt limit was raised 16 times, from
$5,950 billion to $18,113 billion.® Notably, delays in raising the debt limit
have occurred in each of the last 5 fiscal years resulting in Treasury
deviating from its normal debt management operations and taking
extraordinary actions to avoid exceeding the debt limit. During fiscal year
2015, total federal debt increased by a net $328 billion, consisting of a (1)
$339 billion increase in debt held by the public and (2) $11 billion

4For more information regarding the federal debt, see GAO, Fiscal Outlook:
Understanding The Federal Debt, accessed November 6, 2015,
http://www.gao.gov/fiscal_outlook/understanding_federal_debt/overview.

5A small amount of total federal debt reported on the Schedule of Federal Debt is not
subject to the debt limit. This amount is primarily composed of unamortized discounts on
Treasury bills and Zero Coupon Treasury bonds.
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decrease in intragovernmental debt holdings. This decrease in
intragovernmental debt holdings resulted from certain extraordinary
actions taken by Treasury consistent with relevant laws and regulations to
manage federal debt to avoid exceeding the debt limit.® Prior to the start
of fiscal year 2015, the debt limit was suspended from February 15, 2014,
through March 15, 2015, in accordance with Section 2 of the Temporary
Debt Limit Extension Act.” Pursuant to this act, the statutory debt limit,
established in 31 U.S.C. § 3101(b), as amended, did not apply for the
suspension period.

An increase in the debt limit was not enacted before the suspension
period ended; therefore, consistent with the Temporary Debt Limit
Extension Act, the debt limit was raised on March 16, 2015, to the amount
of qualifying federal debt securities outstanding as of the beginning of that
date, or $18,113 billion. As such, Treasury began taking certain
extraordinary actions consistent with relevant laws and regulations to
avoid exceeding the debt limit and continued taking extraordinary actions
beyond the end of the fiscal year. Many extraordinary actions taken by
Treasury during the period of March 16, 2015, through September 30,
2015, resulted in federal debt securities not being issued to certain
federal government accounts. Consequently, the resulting uninvested
principal as of September 30, 2015, totaling $350 billion and related
interest totaling $2 billion are appropriately not reported on the fiscal year
2015 Schedule of Federal Debt. On November 2, 2015, the Bipartisan
Budget Act of 2015 was enacted, suspending the debt limit from the date
of enactment through March 15, 2017.8 As a result, Treasury restored the
uninvested principal as of November 2, 2015, to affected federal
government accounts, thereby increasing the federal debt. The Overview
on Federal Debt Managed by the Bureau of the Fiscal Service and note 6
to the Schedules of Federal Debt provide details on the (1) extraordinary
actions taken by Treasury during this period; (2) uninvested principal as
of September 30, 2015, and related interest; and (3) subsequent
restorations of principal and related interest to the affected federal
government accounts by Treasury consistent with relevant laws. The
fiscal year 2015 increase in debt held by the public of $339 billion was

SActions that are not part of Treasury’s normal cash and debt management operations are
considered “extraordinary actions” by Treasury.

"Pub. L. No. 113-83, § 2, 128 Stat. 1011 (Feb. 15, 2014).
8pub. L. No. 114-74, § 901, 129 Stat. 584 (Nov. 2, 2015).
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less than the reported fiscal year 2015 deficit of $439 billion primarily
because of the above-noted uninvested principal offset by increases in
the government’s cash balance and federal direct student loans.

As we have previously reported, the debt limit does not restrict
Congress’s ability to enact spending and revenue legislation that affects
the level of federal debt or otherwise constrain fiscal policy, but it does
restrict Treasury’s authority to borrow to finance the decisions already
enacted by Congress and the President.® The United States benefits from
the confidence investors have that debt backed by the full faith and credit
of the United States will be honored. However, as we have also
previously reported, delays in raising the debt limit have created
uncertainty and disruptions in the Treasury market and challenges for
Treasury debt and cash management. To avoid such disruptions and to
help inform fiscal policy debate in a timely way, GAO has noted in reports
related to the debt limit, most recently in July 2015, that Congress should
consider alternative approaches that better link decisions about the debt
limit with decisions about spending and revenue at the time those
decisions are made.

In fiscal year 2015, the federal deficit shrank for the third year in a row,
but this deficit and the need to refinance maturing debt meant that federal
financing needs remained high. The reported federal deficit for fiscal year
2015 of $439 billion, down from the fiscal year 2014 reported federal
deficit of $483 billion, was the smallest recorded deficit since 2007. Debt
held by the public remained the same as a percentage of gross domestic
product (GDP) at roughly 74 percent of GDP at the end of fiscal years
2014 and 2015. While today’s relatively lower interest rates have kept
borrowing costs lower than they otherwise could have been despite the
recent increases in debt held by the public, interest rates are expected to
increase as the economy continues to recover, resulting in increasing
pressure on the budget. Over the longer term, debt held by the public as
a share of GDP is expected to grow as a result of the structural imbalance
between revenue and spending driven on the spending side by rising

9GAO, Debt Limit: Market Response to Recent Impasses Underscores Need to Consider
Alternative Approaches, GAO-15-476 (Washington, D.C.: July 9, 2015); Debt Limit:
Analysis of 2011-2012 Actions Taken and Effect of Delayed Increase on Borrowing Costs,
GAO-12-701 (Washington, D.C.: July 23, 2012); and Debt Limit: Delays Create Debt
Management Challenges and Increase Uncertainty in the Treasury Market, GAO-11-203
(Washington, D.C.: Feb. 22, 2011).
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health care costs and demographics. Increasing numbers of baby-boom
generation members are becoming eligible for Social Security retirement
benefits and for Medicare. In addition, health care spending has been
growing faster than the overall economy over the past several decades
and is expected to continue to grow at an increased rate as more
members of the baby boom generation retire and become eligible for
federal health programs. The aging of the population and rising health
care costs will continue to put upward pressure on spending and, absent
action to address the growing imbalance between spending and revenue,
the federal government faces an unsustainable growth in debt.

We are sending copies of this report to interested congressional
committees, the Fiscal Assistant Secretary of the Treasury, the
Commissioner of the Bureau of the Fiscal Service, the Inspector General
of the Department of the Treasury, the Director of the Office of
Management and Budget, and other agency officials. In addition, this
report is available at no charge on the GAO website at
http://www.gao.gov.

If you or your staff have any questions concerning this report, please
contact me at (202) 512-3406 or simpsondb@gao.gov. Contact points for
our Offices of Congressional Relations and Public Affairs may be found
on the last page of this report.

Sincerely yours,

Dawn B. Simpson

Acting Director

Financial Management
and Assurance
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GAO U.S. GOVERNMENT ACCOUNTABILITY OFFICE

441 G St. N.W.
Washington, DC 20548

Independent Auditor’s Report
To the Commissioner of the Bureau of the Fiscal Service

In our audits of the Schedules of Federal Debt Managed by the Bureau of
the Fiscal Service (Schedules of Federal Debt) for the fiscal years ended
September 30, 2015, and 2014, we found

« the Schedules of Federal Debt for the fiscal years ended September
30, 2015, and 2014, are presented fairly, in all material respects, in
accordance with U.S. generally accepted accounting principles;

« the Bureau of the Fiscal Service (Fiscal Service) maintained, in all
material respects, effective internal control over financial reporting
relevant to the Schedule of Federal Debt as of September 30, 2015;
and

« no reportable noncompliance for fiscal year 2015 with provisions of
applicable laws, regulations, contracts, and grant agreements we
tested related to the Schedule of Federal Debt.

The following sections discuss in more detail (1) our report on the
Schedules of Federal Debt and on internal control over financial reporting,
which includes other information?! included with the Schedules of Federal
Debt; (2) our report on compliance with laws, regulations, contracts, and
grant agreements; and (3) agency comments.

other information consists of the Overview on the Schedule of Federal Debt Managed by
the Bureau of the Fiscal Service.

Page 7 GAO-16-160 Schedule of Federal Debt



Report on the
Schedules of Federal
Debt and on Internal
Control over Financial
Reporting

In connection with fulfilling our requirement to audit the consolidated
financial statements of the U.S. government, we have audited the
Schedules of Federal Debt because of the significance of the federal debt
to the federal government’s consolidated financial statements.? The
Schedules of Federal Debt present the beginning balances, increases
and decreases, and ending balances for (1) Federal Debt Held by the
Public and Intragovernmental Debt Holdings, (2) the related Accrued
Interest Payables, and (3) the related Net Unamortized Premiums and
Discounts managed by the Department of the Treasury’s (Treasury)
Fiscal Service, and include accompanying notes.® We also have audited
Fiscal Service’s internal control over financial reporting relevant to the
Schedule of Federal Debt as of September 30, 2015, based on criteria
established under 31 U.S.C. 8§ 3512(c), (d), commonly known as the
Federal Managers’ Financial Integrity Act (FMFIA).

We conducted our audits in accordance with U.S. generally accepted
government auditing standards. We believe that the audit evidence we
obtained is sufficient and appropriate to provide a basis for our audit
opinions.

Management’s
Responsibility

Fiscal Service management is responsible for (1) the preparation and fair
presentation of the Schedules of Federal Debt in accordance with U.S.
generally accepted accounting principles; (2) preparing and presenting
other information included in documents containing the audited
Schedules of Federal Debt and auditor’s report, and ensuring the
consistency of that information with the audited Schedules of Federal
Debt; (3) maintaining effective internal control over financial reporting,
including the design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of Schedules of Federal
Debt that are free from material misstatement, whether due to fraud or
error; (4) evaluating the effectiveness of internal control over financial

231U.S.C. § 331(e)(2). Because Fiscal Service is a bureau within the Department of the
Treasury, federal debt and related activity and balances that it manages are also
significant to the consolidated financial statements of the Department of the Treasury (see
31 U.S.C. § 3515(b)).

3Debt held by the public represents federal debt issued by Treasury and held by investors
outside of the federal government, including individuals, corporations, state or local
governments, the Federal Reserve, and foreign governments. Intragovernmental debt
holdings represent federal debt owed by Treasury to federal government accounts,
primarily federal trust funds such as Social Security and Medicare.
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reporting based on the criteria established under FMFIA; and (5)
providing its assertion about the effectiveness of internal control over
financial reporting as of September 30, 2015, based on its evaluation,
included in the accompanying Management’s Report on Internal Control
over Financial Reporting Relevant to the Schedule of Federal Debt in
appendix I.

Auditor’s Responsibility

Our responsibility is to express an opinion on the Schedules of Federal
Debt and an opinion on Fiscal Service’s internal control over financial
reporting relevant to the Schedule of Federal Debt based on our audits.
U.S. generally accepted government auditing standards require that we
plan and perform the audits to obtain reasonable assurance about
whether the Schedules of Federal Debt are free from material
misstatement, and whether effective internal control over financial
reporting was maintained in all material respects. We are also responsible
for applying certain limited procedures to the other information included
with the Schedules of Federal Debt.

An audit of the Schedules of Federal Debt involves performing
procedures to obtain audit evidence about the amounts and disclosures in
the Schedules of Federal Debt. The procedures selected depend on the
auditor’s judgment, including the auditor’'s assessment of the risks of
material misstatement of the Schedules of Federal Debt, whether due to
fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the entity’s preparation and fair presentation of
the Schedules of Federal Debt in order to design audit procedures that
are appropriate in the circumstances. An audit of the Schedules of
Federal Debt also involves evaluating the appropriateness of the
accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the
overall presentation of the Schedules of Federal Debt. An audit of internal
control over financial reporting includes obtaining an understanding of
internal control over financial reporting, assessing the risk that a material
weakness exists, evaluating the design and operating effectiveness of
internal control over financial reporting based on the assessed risk, and
testing relevant internal control over financial reporting. Our audit of
internal control also considered Fiscal Service’s process for evaluating
and reporting on internal control over financial reporting relevant to the
Schedule of Federal Debt based on criteria established under FMFIA. Our
audits also included performing such other procedures as we considered
necessary in the circumstances.
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We did not evaluate all internal controls relevant to operating objectives
as broadly established under FMFIA, such as those controls relevant to
preparing performance information and ensuring efficient operations. We
limited our internal control testing to testing controls over financial
reporting. Our internal control testing was for the purpose of expressing
an opinion on whether effective internal control over financial reporting
relevant to the Schedule of Federal Debt was maintained, in all material
respects. Consequently, our audit may not identify all deficiencies in
internal control over financial reporting relevant to the Schedule of
Federal Debt that are less severe than a material weakness.*

Definitions and Inherent
Limitations of Internal
Control over Financial
Reporting

Internal control over financial reporting relevant to the Schedule of
Federal Debt is a process effected by those charged with governance,
management, and other personnel, the objectives of which are to provide
reasonable assurance that (1) transactions are properly recorded,
processed, and summarized to permit the preparation of the Schedule of
Federal Debt in accordance with U.S. generally accepted accounting
principles and (2) transactions related to the Schedule of Federal Debt
are executed in accordance with provisions of applicable laws, including
those governing the use of budget authority; regulations; contracts; and
grant agreements, honcompliance with which could have a material effect
on the Schedule of Federal Debt.

Because of its inherent limitations, internal control over financial reporting
may not prevent, or detect and correct, misstatements due to fraud or
error. We also caution that projecting any evaluation of effectiveness to
future periods is subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with
the policies or procedures may deteriorate.

Opinion on the Schedules
of Federal Debt

In our opinion, the Schedules of Federal Debt present fairly, in all material
respects, Federal Debt Managed by Fiscal Service and the related
Accrued Interest Payables and Net Unamortized Premiums and

4A material weakness is a deficiency, or combination of deficiencies, in internal control
over financial reporting, such that there is a reasonable possibility that a material
misstatement of the entity’s financial statements will not be prevented, or detected and
corrected, on a timely basis. A deficiency in internal control exists when the design or
operation of a control does not allow management or employees, in the normal course of
performing their assigned functions, to prevent, or detect and correct, misstatements on a
timely basis.
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Discounts as of September 30, 2015, and 2014, and the related increases
and decreases for the fiscal years then ended in accordance with U.S.
generally accepted accounting principles.

Opinion on Internal
Control over Financial
Reporting

In our opinion, Fiscal Service maintained, in all material respects,
effective internal control over financial reporting relevant to the Schedule
of Federal Debt as of September 30, 2015, based on criteria established
under FMFIA.

During our fiscal year 2015 audit, we identified deficiencies in Fiscal
Service’s internal control over financial reporting that we do not consider
to be material weaknesses or significant deficiencies.® Nonetheless,
these deficiencies warrant Fiscal Service management’s attention. We
have communicated these matters to Fiscal Service management and,
where appropriate, will report on them separately.

Other Matter

Other Information

Fiscal Service’s other information contains a wide range of information,
some of which is not directly related to the Schedules of Federal Debt.
This information is presented for purposes of additional analysis and is
not a required part of the Schedules of Federal Debt. We read the other
information included with the Schedules of Federal Debt in order to
identify material inconsistencies, if any, with the audited Schedules of
Federal Debt. Our audit was conducted for the purpose of forming an
opinion on the Schedules of Federal Debt. We did not audit and do not
express an opinion or provide any assurance on the other information.

5A significant deficiency is a deficiency, or a combination of deficiencies, in internal control
that is less severe than a material weakness, yet important enough to merit attention by
those charged with governance.
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Report on
Compliance with
Laws, Regulations,
Contracts, and Grant
Agreements

In connection with our audits of the Schedules of Federal Debt, we tested
compliance with selected provisions of applicable laws, regulations,
contracts, and grant agreements consistent with our auditor’s
responsibility discussed below. We caution that noncompliance may
occur and not be detected by these tests. We performed our tests of
compliance in accordance with U.S. generally accepted government
auditing standards.

Management’s
Responsibility

Fiscal Service management is responsible for complying with laws,
regulations, contracts, and grant agreements applicable to Fiscal Service.

Auditor’s Responsibility

Our responsibility is to test compliance with selected provisions of laws,
regulations, contracts, and grant agreements applicable to Fiscal Service
that have a direct effect on the determination of material amounts and
disclosures in the Schedules of Federal Debt, and perform certain other
limited procedures. Accordingly, we did not test compliance with all laws,
regulations, contracts, and grant agreements applicable to Fiscal Service.

Results of Our Tests for
Compliance with Laws,
Regulations, Contracts,
and Grant Agreements

Our tests for compliance with selected provisions of applicable laws,
regulations, contracts, and grant agreements disclosed no instances of
noncompliance for fiscal year 2015 that would be reportable under U.S.
generally accepted government auditing standards. However, the
objective of our tests was not to provide an opinion on compliance with
laws, regulations, contracts, and grant agreements applicable to Fiscal
Service. Accordingly, we do not express such an opinion.

Intended Purpose of
Report on Compliance
with Laws, Regulations,
Contracts, and Grant
Agreements

The purpose of this report is solely to describe the scope of our testing of
compliance with selected provisions of applicable laws, regulations,
contracts, and grant agreements, and the results of that testing, and not
to provide an opinion on compliance. This report is an integral part of an
audit performed in accordance with U.S. generally accepted government
auditing standards in considering compliance. Accordingly, this report on
compliance with laws, regulations, contracts, and grant agreements is not
suitable for any other purpose.
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Agency Comments

In commenting on a draft of this report, Fiscal Service concurred with our
conclusions. The complete text of Fiscal Service’s response is reprinted

in appendix Il.

Dawn B. Simpson

Acting Director

Financial Management
and Assurance

November 6, 2015
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Overview, Schedules, and Notes

Overview on Federal Debt Managed by the Bureau of the Fiscal Service

Overview on Federal Debt Managed by the Bureau of the Fiscal
Service

Gross Federal Debt Outstanding

Faderal debt manaped by the Bureau of the Fiscal Service (Fiscal Service) comprises debt held by the public and
debt held by certain federal government accounts {issued under 31 U.S.C. §§ 3101-3113), the latter of which is
referred to as mtragovernmental <lebt holdings, As of September 30, 2015 and September 30, 2014, outstanding
gross federal debt managed by Fisea! Service totaled $18,138 billion and $17,810 billion, respectively.* As Figure
1 sllustrates, overall imtragovernmental debt holdings and debt held by the public increased by $371 billion and
$2,658 billion, respectively, from September 30, 2011 to September 30, 2014, The primary reason for the
increases in intragovermnmental debt holdings is the excess anrual receipts (including interest earrings) over
disbursements in the Federal Old-Age and Survivors Insurance Trust Fund, Civil Service Retirement and Disability
Fund (CSRDF), Military Retirement Fund, and DOD Medicare-Eligible Retiree Health Care Fund From
September 30, 2014 to September 30, 2015, intragovernmental debt holdings decrensed by $11 billion while debt
held by the public increased by $339 billion. On Febroary 15, 2014, the Temporary Debt Limit Extension Aet
(Public Law 113-83) was signed into law suspending the statutory debt limit through March 15, 2015 On

March 16, 2015, the statutory dabt limit increased to $18,113 billion as a result of the Temporary Debt Limit
Extension Act, and a delay in raising the statutory debt limit began and continued through the end of the fiscal
vear. Because of a delay in raising the debt limit, the Department of Treasury (Treasury) had to take extraordinary
acticns to meet the government's oblipations as they came due without exceeding the debt limit, which included
suspension of mvestments to the CSRDF, the Postal Service Retiree Health Benetits Fund [Postal Benefits Fund),
and the Exchange Stabilization Fund (ESF). As of September 30, 2015, the delay still existed and suspension of
investments for these funds continued, which contnibuted to the decrease in the mtrapovernmental debt holdings.
The mncreases m debt held by the public are due primarily to total federal spending exceeding total federal
revenuas. s of September 30, 2015, gross debt held by the pubhc totaled $13,124 ballhon and gross
mtragovernmental debt holdings totaled $5.014 hillion. Gross federal debt (with some adjustments} is subject to a
statutory debt lmnit. As of September 30, 2015 and September 30, 2014, the debt subject to the statutory debt limit
was $18,113 billion and $17,781 billion, respectively,

! Federal debt outstanding reported hers differs from the amount reported in the Financial Report of the United States Govemnment
hecanse of the secunties not mamtained or reported by Fiscal Service which are 1ssued by the Federal Financing Bank and other
specific securities 1ssued cutside of the authonty of 31 T1.5.C. §§ 31013113

Page 14 GAO-16-160 Schedule of Federal Debt



Overview, Schedules, and Notes

Figure 1

Total Gross Federal Debt Outstanding
(in billions)

$14,781 $16,059 $16,732 $17,810 $18,138

2011 2012 2013 2014 2015

As of September 30
OHeld by the Public  ®Intragovernmental Debt Holdings
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Interest Expense

Interest expense incurred during fiscal year 2015 consists of (1) interest acerued and paid on debt held by the public
or credited to accounts holding intragovernmental debt during the fiscal year, (2) interest accrued during the fiscal
year, but not vet paid on debt held by the public or credited to accounts holding intragovernmental debt, and (3) net
amortization of premiums and discounts. The primary components of interest expenss are interest paid on the debt
held by the public and interest credited to federal government trust funds and other federal government accounts that
hold Treasury securities. The interest paid on the debt held by the public affects the current spending of the federal
government and represents the burden of servicing its debt (1.e., payments to outside ereditors). Interest credited to
federal government trust funds and other federal govemment accounts, on the other hand, does not result i an
immediate coutlay of the Federal Government because one part of the government pays the interest and another part
receives it. However, this interest represents a clamm on future budgetary resources and hence an obligation on
future taxpayers. This interest, when reinvested by the trnust funds and other federal government accounts, is
included in the programs’ excess funds not currently needed in operations. which are invested in federal securities.
For fiscal year 2015, interest expense incurred totaled 5407 billion: this consisted of interest expense on debt held by

the public of $251 billion, and $156 billion in mterest incurred for intragovernmental debt holdings.

As Figure 2 illustrates, interest expense decreased from fiscal year 2011 through 2013 primarily from a decrease in
the average interest rates for Treasury notes, bonds and Treasury Inflation-Protected Securities (TIPS). From fiscal
year 2013 to 2014, total interest expense increased from $425 ilhon to $433 billion, This increase results from an
merease of $13 billion in interest expense on debt held by the public offset by a $5 billion decrease 1n mterest
expense on ntragovernmental debt holdings. The $13 billion increase in interest expense on debt held by the public
results from the overall increase in the outstanding debt held by the public almost fully offset by a decrease inthe
average interest rates for Treasury bonds and TIFS. The $5 billion decrease in interest expense in miragovernmental

debt holdings resulted primarily from the decrease in the average interest rates on intragovernmental debt holdings.

From fiscal year 2014 to 2015, total interest expense decreased from $433 billion to $407 billion. This decrease
results from a decrease in interest expense on debt held by the public and intragovernmental debt holdings of $9
billion and $17 billion, respectively, The 39 billion decrease in interest expense on debt held by the public primarily
results from (1} a decrease in inflation adjustments. and (2) the continued decrease inaverage interest rates for
Treasury bonds and TIPS, offset by the overall increase in outstanding debt. Average mnterest rates on federal debt
held by the public. marketable have continued to decrease while the average interest rate on federal debt held by the
public, nonmarketable increased this fiscal year, The suspension of investments to the Government Securities
Investment Fund of the Federal Employees Retirement System (G-Fund) and the suspension of new issuances of
State and Local Government Series (SLGS) securities related to the extraordinary actions taken due to the
afarementioned delay in raising the debt limit was primarily the reason for the decrease m nonmarketable debt
outstanding of 3221 billion from that of fiscal year 2014, Since these suspended investments had lower interest rates
than the average, the result is an overall increase in the nonmarketable average interest rate. The 817 billion
decrease m interest expense on ntragovernmental debt holdings primarily results from (1) a decrease in intlation
adjustments, and (2} a decrease in the average interest rates on intragovernmental debt holdings. Average interest
rates on principal balances outstanding as of September 30, 2015 and 2014, are disclosed in the Notes to the
Schedules of Federal Debt.
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Figure 2

Total Interest Expense
{in billions)

$454 $432 $425 $433 $407

2011 2012 2013 2014 2015

Fiscal Year Ended September 30

oHeld by the Public Bintragovernmentsl Debt Holdings
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Debt Held by the Public

Debt held by the public primarily represents the amount the Federal Government has borrowed to finance
cumulative cash deficits. During fiscal year 2015, Treasury used the existing suite of securities to meet the
borrowing needs of the Federal Government while primarily increasing its offerings of longer term securities to
extend the average length of matunity. These actions contnbuted to Treasury notes, bonds, TIPS and Floating
Rate Motes (FRIN) increasing by 5206 hillion, $154 billion, $91 billion, and $ 164 billion, respectively, whereas
Treasury bills decreased by $54 billion in fiscal year 2015, As of September 30, 2015 and 2014, gross debt held
by the public totaled $13,124 billion and $12,785 billion, respectively (see Figure 1), an increase of $339 hillion,
This increase was primarily the result of borrowings needed to finance the government’s fiscal year 2015 deficit.
Dhue primarily to a decrease i short term debt issuances, as compared to the prior year, the total dollar amount
of activity for borrowings from the public decreased for fiscal year 2015 The effect of fewer repayments of
short term debt issuances was offset by the suspension of investments to the G-Fund related to the extraordinary
actions taken due to the delay in raising the debt limit and resulted in a slight merease in activity for repayments

of debt held by the public for fiscal year 2015,

As of September 30, 2015, $12,832 billion, or 98 percent, of the securities that constitute debt held by the public
were marketable, meaning that once the Federal Government issues them, they can be resold by whoever owns

them. Marketable debt is made up of Treasury hills, Treasury notes, Treasury bonds, TIPS, and FRNs with maturity
dates ranging from less than 1 year out to 30 years, Of the marketable securities currently held by the public as of
September 30, 2015, $7.408 billion, or 58 percent, will mature within the next 4 years (see Figure 3). As of
September 30, 2015 and 2014, total marketable debt held by the public maturing within the next 10 years totaled
$11.178 billion and $10.744 billion, respectively, an increase of $434 billion

Figure 3 Maturity Dates of Marketable Debt Held by the Public as of
$3,000 - September 30, 2015

$2,500
$2,000

$1,500 -

in billions

$1,000

$500

$0

2020 2025 2030 2035 2040 2ﬂ45
Fiscal Year of Maturity
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Debt Held by the Public, cont.

The Federal Government also 1ssues to the public nonmarketable securities, which cannot be resold, and have
maturity dates ranging from on demand out to 40 years. As of September 30, 2015, nonmarketable securities totaled
$252 billion, or 2 percent of debt held by the public. As of that date, nonmarketable securitics primarily consisted of
savings securities totaling $173 balhion, SLGS securities totaling $78 billion, and GAS securities totaling $9 billion
From fiscal year end 2014 to 2015, total nonmarketable securities decressed from $513 billion to $292 billion, This
decrease primarily results from the suspension of investments to the G-Fund and the suspension of new issuances of
SLGS securities related to the extraordinary actions taken due to the delay in raising the debt limit that continued to
exist as of September 30, 2015

The Federal Reserve Banks (FRBEs) act as fiscal agents for Treasury, as permitted by the Federal Reserve Act. As
fiscal agents for Treasury, the FRBs play a significant role in the processing of marketable book-entry securities and
paper 1.8, savings bonds. For marketable book-entry securities, selected FRBs receive bids, 1ssue hook-entry
securities to awarded dders, and collect payments on behalf of Treasury, and make interest and redemption
payments from Treasury’s account to the accounts of security holders, For paper U5, savings bonds, selected FRBs
print and deliver savings bonds purchased with federsl income tax refunds; and redeem savings bonds, including
handling the related transfers of cash.
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Intragovernmental Debt Holdings

Intragovernmental debt holdings represent balances of Treasury securities held by over 240 individual federal
sovernment accounts with either the authority or the requirement to invest excess receipts in special ULS. Treasury
securities that are guaranteed for principal and mterest by the full faith and credit of the 1.8, Government.
Intragovernmental debt holdings primarily consist of balances n the Social Security, Medicare, Military Retirement
and Health Care. and Civil Service Retirement and Disability trust funds *  As of September 30, 2015, such funds
accounted for $4,526 billion, or 90 percent, of the $5,014 billion intragovernmental debt holdings balances (see
Figure 4). As of September 30, 2015 and 2014, gross intragovernmental debt holdings totaled $5.014 billion and
$5,025 billion, respectively (see Figure 1), a decrease of $11 billion. The suspension of investments to the CSRDF,
Postal Benefits Fund, and ESF related to the extraordinary actions taken due to the delay in raising the debt limit that

continued to exist as of September 30, 2015, contributed to this decrease.

The majority of intragovernmental debt holdings are GAS securities. GAS securities consist of par value securities
and market-based securities, with terms ranging from on demand out to 30 years. Par value securities are 1ssued and
redeemed at par {100 percent of the face value). regardless of current market conditions. Market-based securities,
however, can be issued at a premium or discount and are redeemed at par value on the maturity date ot at market

value if redeemed before the maturity date.

Comg ts of Intrag tal Debt Holding
Figure 4 as of September 30, 2015
Civil Service
Retirement and
Disability trust
fund
14%
Social Security
trust funds

55 Medicare trust
% < funds
%

WMilitary Retirement

and Health Care
funds
Other programs 15%
and trust funds
10%

? The Social Security trust funds eonsist of the Federal Old-Age and Survivors Insurancs Trist Fund and the Federal Disability
Insurance Trust Fund. The Medicare trust fonds are made up of the Federal Hospital Insurance Trust Fund and the Federal
Suppl v Medical [ Trust Fund  The Military Retirement and Health Care Funds consist of the DOD Military
Retirement Fund and the DOD Medicare Eligible Retiree Health Care Fund.
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Significant Event in Fiscal Year 2015

Delay in Raising the Statutory Debt Limit

A delay in raising the statutory debt limit began on March 16, 2015 and continued through the end of fiscal year
2015, During this pertod, Treasury departed from its normal debt management procedures and invoked legal
authorities to avoid exceeding the debt limit. Extraordinary actions taken by Treasury to ensure the debt limit was
not exceeded included {13 suspending investments to the G-Fund, CSRDF. Postal Benefits Fund, and ESF. (2)
redeeming certain investments held by CSRDF earlier than normal, and (3) suspending new issuances of SLGS

securities.

A delay in raising the statutory debt limit continued to exist as of September 30, 2015, Many extraordinary actions
taken by Treasury during the period March 16, 2015, through September 30, 2015, resulted in federal debt securities
not being ssued o certain federal government accounts. Consequently, the resulting uninvested principal as of
September 30, 2015, totaling $350,476 million and related mterest totaling $2.052 million are not reported on the
Schedule of Federal Debt. Uninvested principal amounts for the G-Fund, CSRDF, Pestal Benefits Fund, and ESF
are $203,246 mullion, $140.602 million, $4,757 million, and 51,871 million, respectively, as of

September 30, 2015, Additionally, the related mterest for the G-Fund, CSRDF, and the Postal Benefits Fund that
would have been acerued and/or paid during the period March 16, 2015, through September 30, 2015, would have
been $1,345 million, $683 million, and $24 million, respectively, on September 30, 2015, In accordance with

relevant laws, ESF 1s not entitled to foregone imterest.
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Historical Perspective

Federal debt outstanding 1s one of the largest legally binding obligations of the Federal Government. Mearly all the
federal debt has been issued by the Treasury with a small portion being issued by other federal government agencies
Treasury 1ssues debt securities for two principal reasons, (1) to borrow needed funds to finance the current
operations of the Federal Government and (2) to provide an investment and accounting mechanism for certain
federal government accounts’ {primarily federal trust funds) excess receipts. Total gross federsl debt outstanding
has dramatically increased over the past 25 years from $3,233 billion as of September 30, 1990, to $18,138 billion as
of SBeptember 30, 2015 (see Figure 5), Large budget deficits continued during the 19907 due to tax policy decisions
and increased outlays for defense and domestic programs. Through fiscal year 1997, annual federal deficits

continued to be large and debt continued to grow at a steady pace.

By fiscal vear 1998, faderal debt held by the public was beginning to decline. In fiscal years 1998 through 2001, the
amount of debt held by the public fell by $476 billion, from $3.815 billron to $3,339 billion. However, federal debt
held by the public began to increase n fiscal year 2002, primarily as a result of higher federal outlays. Federal debt
held by the public increased by 51.2 percent from fiscal year 2002 through fiscal year 2007, From fiscal year 2008
through fiscal year 2015, federal debt held by the public more than doubled, rising by $8.075 billion. Since fiscal
year 2002, debt held by the public has increased from $3.339 billion as of September 30, 2001 to §13,124 billion as
of September 30, 2015.

Figure:3 Total Gross Federal Debt Qutstanding
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Historical Perspective, cont.

outstanding at the end of the fiscal year.

Even in those years where debt held by the public declined, total federal debt increased because of increases in
mtragovernmental debt holdings. Over the past 4 fiscal years, intragovernmental debt heldings increased by $360
hillion, from $4.654 billion as of September 30, 2011, to $5,014 billion as of September 30, 2015. By law, federal
government accounts, ncluding trust funds, have the authority or are required to mvest their excess annual receipts
(including interest earmngs) over disbursements m federal securities. As a result, the intragovernmental debt
holdings balances primarily represent the cumulative surplus of funds due to the trust funds” cumulative annual

excess of tax receipts, interest eredited, and other collections compared to spending.

As shown in Figure 6, interest rates have fluctuated over the past 25 years. The average interest rates reflected here

represent the original issue weighted effective yield on debt held by the public and intragovernmental debt holdings
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Significant Change After Fiscal Year 2015 Affecting Federal Debt

A delay inraising the statutory debt limit existed at the end of the fiscal vear 2015 and lasted until Monday,
November 2, 2015, when the Bipartisan Budget Act of 2015 (Public Law No 114-74) was enacted.  During the
period of October 1, 2015 through October 30, 2015, Treasury continued to use extraordinary actions to meet the
government’s obligations as they came due without exceeding the debt limit. In addition to continumg with the
actions used from March 16, 2015 to September 30, 2015, Treasury (1) exchanged $2 7 billion of Treasury securities
held by the CSRDF for securities issued by the Federal Financing Bank. and (2) postponed the 2-vear note auction
originally scheduled for Tuesday, October 27, 2015, On Movember 2, 2015, a temporary suspension of the statutory
debt limit through March 15, 2017 was enacted. The amounts related to the restoration of uninvested principal as of
Oietober 30, 2015, and related interest for the period March 16, 2015 through October 30, 2015, are disclosed in
Naote 6 to the Schedules of Federal Debt.
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Schedules of Federal Debt Managed by the Bureau of the Fiscal Service

Schedules of Federal Debt

Managed by the Bureau of the Fiscal Service

For the Fiscal Years Ended September 30, 2015 and 2014

(Dollars in Millions)

Federal Debt
Held by the Public Intragovernmental Debt Holdings
Erinci Accrved  Net Unamortized . Accrued  Net Unamortized
rincipal 4 s Principal =y
MNote 2) Interest Prelmnums_ (Note 3) Interest Prlemnwns.-_
L Payable (Discounts) ¥ Payable (Discounts)
Balance as of
September 36, 2013 511,976,279 $51,195 ($24,444) 84,755,715 543,129 569,447
Increases
Borrowings from the Public 7,485,194 (9,368
Mat Increase in
Intragovernmental Dieht
Holdings 269,279 7,335
Accrued Interest (Note 4) 255,517 182,165
Total Increases 7485194 255,517 (9,368) 269,279 182,165 7.535
Decreases
Repayments of Debt Held by
the Public 6,676,502
Intarest Paid 252,881 182902
Met Amortization {Note 4) (4,433) @160
Total Decreases 6,676,502 252,881 4433 1] 182,902 9,160
Balance as of
September 30, 2014 12,784,971 53,831 (29,379) 5,024,994 42,391 67,822
Increases
Borrowings from the Public 7.044,95] (7,448}
Net Increase in
Intragovernmental Debt
Holdings - Premiums 16,293
Agerued Interest {Note 4) 245,355 le5037
Total Increases 7044951 245,358 (7,448} ] 165,037 16,293
Decreases
Repayments of Debi Held by
the Public 6,706,075
Met Decrease in
Intragovernmental Dbt
Holdings - Principal 11,033
Intarest Paid 243,455 166,867
Net Amortization (Note 4} (5,449} 8,776
Total Decreases 6,706,075 243,455 (5.449) 11,033 166867 2,776
Balance as of
September 30, 2015 $13,123,847 855,731 (831,378) 85,013,961 540,562 §75,339

The accompanying notes are an integral part of these schedules.
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Notes to the Schedules of Federal Debt Managed by the Bureau of the

Fiscal Service

Notes to the Schedules of Federal Debt Managed by the Bureau of the Fiscal Service
For the Fiscal Years Ended September 30, 2015 and 2014

(Dollars in Millions)
Note 1. Significant Accounting Policies

Basis of Presentation

The Schedules of Federal Debt Managed by the Bureau of the Fiscal Service (Fiscal Service) have been prepared to
report fiscal year 2015 and fiscal year 2014 balances and activity relating to momes borrowed from the public and
certain federal government accounts under 31 11.5.C §§ 3101- 3113 to fund the operations of the 115, government
Permanent, indefinite appropriations are available for the payment of interest on the federal debt and the redemption
of Treasury securities

Reporting Entity

The Constitution empowers the Congress to borrow money on the credit of the United States. The Congress has
authorized the Secretary of the Treasury to borrow meonies to operate the federal government within a statutory debt
limit. Title 31, 1.8, Code authorizes Treasury to prescribe the debt instruments and otherwise limit and restrict the
amount and composition of the debt. Fiscal Service. an organizational entity within the Department of the Treasury.
is responsible for issuing Treasury securities in accordance with such authority and to account for the resulting debt
In addition. Fiscal Service maintains an mvestment program for federal government accounts, including trust funds
that have legislative authority to invest temporary cash reserves not needed for current benefits and expenses. Fiscal
Service 1ssues and redeems Treasury sccurities for these federal government accounts based on data provided by the
respective program agencies and other Treasury entities. Fiscal Service also issues other specific securities outside
of the authority of 31 ULS.C. §§ 3101 - 3113, such as HOPE Bonds, that arc not reported on the Schedules of Federal
Deht Managed by the Bureau of the Fiscal Service

Basis of Accounting

The schedules were prepared in accordance with ULS, generally accepted accounting principles and from Fiscal
Service's automated debt accounting system. Accounting principles generally accepted for Federal entities are the
standards preseribed by the Federal Accounting Standards Advisory Board (FASAB). which is the official body for
setiing accounting standards of the Federal government The FASAE 1ssued the Statement of Federal Financial
Accounting Standards {SFFAS) No. 34, The Hierarchy af Generally Accepted Accounting Principles, Including the
Application of Standavds Issued by the Financial Accownting Standards Board in July 20089, SIFAS No. 34
wdentifies the sources of accounting principles and the framework for selecting the principles used i the preparation
of general purpose financial reports of federal reporting entities that are presented in accordance with Federal
generally accepted accounting principles.

Interast costs are recorded as expenses when incurred. mstead of when paid. Certain Treasury securities are issued
at a discount or premium. These discounts and premmms are amortized over the term of the secunty using an
mterest method for all long term securities and the straight line method for short term securities. The Department of
the Treasury also issues Treasury Inflation-Protected Securities (TIPS} The principal for TIPS is adjusted daly
over the life of the security based on the Consumer Price Index for all Urban Consumers.
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Notes to the Schedules of Federal Debt Managed by the Bureau of the Fiscal Service

For the Fiscal Years Ended September 36, 2015 and 2014

(Dollars in Millions)

Note 2. Federal Debt Held by the Public

As of September 30, 2015 and 2014, Federal Debt Held by the Public consisted of the following:

2015 2014
Average Interest Average Interest
Amount Rates Amount Rates

Marketable:

Treasury Bills $1,355,231 0.1 % $1,409.627 0.1%

Treasury Notes $,360,026 1.8 % 8,160,196 1.8%

Treasury Bonds 1,688,208 47 % 1,534,068 49%

TIPS 1,135,363 08 "% 1,044,676 0.9%

Floating Rate Notes 287,039 0.1% 0.1%
Total Marketable T S 12831867 T 8127271552
Monmarketable $ 291,980 25% $513.419 2.3%

Total Federal Debt Held by the Public $ 13,123,847 $12,784,5971

Treasury issues marketable bills usually at a discount, but may also issue at par. and pays the par amount of the
security upon maturity, The average interest rate on Treasury bills represents the original issue effective yield on
securities outstanding as of September 30, 2015 and 2014, Treasury hills are 1ssued with a term of one year or less.

Treasury 1ssues marketable notes and bonds as long-term securnities that pay semi-annual interest based on the
securities’ stated interest rate. These securities are issued at either par value or at an amount that reflects a discount
or a premium. The average interest rate on marketable notes and bonds represents the stated interest rate adjusted
by any discount or premium on securities outstanding as of September 30, 2015 and 2014, Treasury notes are
1ssued with a term of 2 to 10 years and Treasury bonds are 1ssued with a term of more than 10 vears.

Treasury issues TIPS that have interest and redemption payments that are tied to the Consumer Price Index for all
Urban Consumers, a widely used measure of inflation. TIPS are issued with a term of 5 years or more. At
maturity, TIPS are redeemed at the inflation-adjusted principal amount, or the original par value, whichever is
greater. TIPS pay a semi-annual fixed rate of interest applied to the inflation-adjusted principal. The average
interest rate on TIPS represents the stated interest rate on principal plus inflation, adjusted by any discount or
premium on securities outstanding as of September 30, 2015 and 2014, The TIPS Federal Debt Held by the Public
inflation-adjusted principal balance includes inflation of $90,035 million and $57,149 million as of

September 30, 2015 and 2014, respectively.

Treasury also 1ssues marketable Floaling Rate Motes (FRN), which pay interest quarterly based on the interest rate at
the time of payment. The interest rate of FRMs can change over time and is indexed to the highest accepted discount
rate of the most recent 13-week marketable bill auction. These securities, like marketable notes and bonds, are
1ssued at either par value or at an amount that reflects a discount or premium. The average interest rate on
marketable FRNs represents the highest accepted discount rate of the most recent 13-week marketable auction as

of September 30, 2015, and 2014, adjusted by any discount or premium on securities outstanding as of these dates,
These notes are currently issued with a term of 2 years.
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Notes to the Schedules of Federal Debt Managed by the Bureau of the Fiscal Service
For the Fiscal Years Ended September 36, 2015 and 2014

(Dollars in Millions)
Note 2. Federal Debt Held by the Public (continued)

Federal Debt Held by the Public ncludes federal debt held outside of the U. 5. government by individuals.
corporations, Federal Reserve Banks (FRB), state and local governments, and foreign governments and central
banks. As of September 30, 2015, the FRE had total holdings of $1,845 344 million. which (17 excludes $618,451
million in Treasury securities used m overnight reverse repurchase transactions and (2) includes a net of

$1.848 million in Treasury securities held by the FRB as collateral for securities lending activities. As of
September 30, 2014, the FRB had total holdings of $1.919,365 million. which (1} excludes $534,667 million in
Treasury securities used in overnight reverse repurchase transactions and (2) includes a net of $2.289 millicn in
Treasury securities held by the FRE as collateral for secunities lending activities. Treasury securities are held by the
FRE in the FRB System Open Market Account (SOMA) for the purpose of conducting monetary policy.

Treasury issues nonmarketable securities at either par value or at an amount that rellects a discount or a premium.
The average interest rate on the nonmatketable securities represents the original issue weighted effective yield on
securities outstanding as of September 30, 2015 and 2014. Nonmarketable securities are 1ssued witha term of on
demand out to 40 years,

As of September 30, 2015 and 2014, nonmarketable securities consisted of the following

2015 2014
Domestic Series § 20905 § 29995
Foreign Series 264 2,986
State and Local Government Series 78,115 105,668
United States Savings Securities 172,826 176,762
Government Account Series 9,138 196,520
Other 1.642 1,488
Total Nonmarketable T s291980 T $513419

Government Account Series {GAS) securities are nonmarketable securities issued to federal govemnment accounts.
Federal Debt Held by the Public includes GAS securities issued to certain federal government accounts. Cne
example is the GAS securities held by the Government Securities Tnvestment Fund (G-Fund) of the federal
employees’ Thift Savings Plan. Federal employees and retirees who have individual accounts own the GAS
securities held by the fund. For this reason, these securities are considered part of the Federal Debt Held by the
Public rather than Intragovernmental Debt Holdings. The GAS securities held by the G-Fund consist of overnight
investments redeemed one business day after their issue. The net decrease in the fund’s principal balance during
fiscal year 2015 13 mcluded in the Repayments of Debt Held by the Public amount reported on the Schedules of
Federal Debt. The net increase in the fund's principal balance during fiscal year 2014 is included in the Borrowings
from the Public amount reported on the Schedules of Federal Debt,
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Notes to the Schedules of Federal Debt Managed by the Bureau of the Fiscal Service
For the Fiscal Years Ended September 36, 2015 and 2014

(Dollars in Millions)

Note 3. Intragovernmental Debt Holdings

As of September 30, 2015 and 2014, Intragovernmental Debt Holdings are owed to the following:

55AC Federal Old-Age and Survivers Insurance Trust Fund 32,760,649 $2,712,803
OPM: Cvil Service Retirement and Disability Fund 718,952 843,557
DOD: Military Retirement Fund 530,960 483,111
DoD: DOD Medicare-Eligible Retiree Health Care Fund 205,793 200,372
HHS: Federal Hospital Insurance Trust Fund 195458 202,207
HHS: Federal Supplementary Medical Insurance Trust Fund 66,128 68,391
FDIC: Deposit Insurance Fund 60,096 48750
DOE: Muclear Waste Disposal Fund 51,812 51,527
OPM: Postal Service Retiree Health Benefits Fund 45,237 48 468
DL Unemployment Trust Fund 44,368 35,919
OPM: Employees Life Insurance Fund 43 958 43213
S5AC Federal Disability Insurance Trust Fund 41,638 70,113
OPM: Employees Health Benefits Fund 23,018 23,556
Treasury: Exchange Stabilization Fund 20,773 22,649
DOL: Pension Benelit Guaranty Corporation 18,492 17,444
DOS; Forgign Service Retirement and Disability Fund 18,144 17,792
HUD: FHA, Mutual Mortzage Insurance Capital Reserve Account 14,733 6,379
HUD: Guarantees of Mortgage-Backed Securities Capital Reserve Account 12:772:% o™
DOT: Adrport and Airway Trust Fund 12,716 12,759
MNCUA:  MNational Credit Union Share Insurance Fund 11,584 11,024
Other Programs and Funds 110,680 104958
Total Intragovernmental Debt Holdimgs $ 5,013,961 $5.024.994

* Guarantees of Mortgage-Backed Secunties Capital Reserve Account 15 a new account which began investing m
(GAS securities in April 2015

Social Security Administration (33A), Office of Personne! Management (OFM), Department of Defense (DOD),
Department of Health and Human Services (HHS), Federal Deposit Insurance Corporation (FDIC); Department of
Energy (DOE); Department of Labor (DOLY, Department of the Treasury {Treasury); Department of State (DOS),
Housing and Urban Development (HUD), Federal Housing Administration (FHA). Department of Transportation
(DOT Y, Mational Credit Unien Adminstration (NCUA).
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Notes to the Schedules of Federal Debt Managed by the Bureau of the Fiscal Service
For the Fiscal Years Ended September 36, 2015 and 2014

(Dollars in Millions)
Note 3. Intragovernmental Debt Holdings (continued)

Intragovernmental Debt Holdmgs primarily consist of GAS securities. Treasury 1ssues GAS securities at either par
value or at an amount that reflects a discount or a premium. FAS securities are issued with a term of on demand out
to 30 vears. GAS securities include TIPS, which are reported at an inflation-adjusted principal balance using the
Consumer Price Index for all Urban Consumers. As of September 30, 2015 and 2014, the mflation-adjusted
principal balance included inflation of $122.397 million and $121.483 million, respectively. The average interest
rates on Intragovernmental Debt Holdings, excluding TIPS, for fiscal years 2015 and 2014 were 3.1 and 3.3 percent,
respectively. The average interest rates on TIPS for both fiscal years were 1.3 percent. The average interest rate
represents the original issue weighted effective yield on securities outstanding as of September 30, 2015 and 2014

Note 4. Interest Expense

Interest expense on federal debt for fiscal years 2015 and 2014 consisted of the following

2015 2014
Faderal Debt Held by the Public
Accrued Interest $245355 $255517
Met Amortization of Premiums and Discounts 5449 4.433
Total Interest Expense on Federal Debt Held by the Public 250,804 259,950
Intragovernmental Delt Holdings
Acerued Interest 165,037 182.165
MWet Amortization of Premmiums and Discounts {8.776) (0,160}
Total Interest Expense on Intragovernmental Debt Holdings 156261 173.005
Total Interest Expense on Federal Debt Managed by Fiseal Service $407.065 $432.955

The valuation of TIPS is adjusted darly over the hife of the security based on the Consumer Price Index for all Urban
Consumers. This daily adjustment is an interest expense for federal debt managed by Fiscal Service. Accrued
mterest on Federal Debt Held by the Public includes inflation adjustments of $2,282 million and $19,682 milhion for
fiscal years 2015 and 2014, respectively. Accrued mterest on Intragovernmental Debt Holdings meludes mflation
adjustments of $1.063 million and $12,381 million for fiscal years 2015 and 2014, respectively.
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(Dollars in Millions)

Note 5. Fund Balance with Treasury

Asaf Asof
;‘gm&m ber 30, 2013 W 30,
Appropriated Funds Obligated $20 316

The Fund Balance with Treasury, 8 non-entity, intragovernmental account, 15 not meluded on the Schedules of
Federzl Debt and is presented for informational purposes.

Note 6. Uninvested Principal and Related Interest and Subsequent Events

Dielays in raising the statutory debt limit impacted the amounts reported on the Schedules of Federal Debt for fiscal
years 2015 and 2014, When delays in raising the statutory debt limit occur, Treasury often must deviate from its
normal debt management operations and take a number of extracrdinary actions consistent with relevant laws and
regulations to meet the government's obligations as they come due without exceeding the debt limit. Many
extraordinary actions taken by Treasury result in federal debt securities not being issued to certain federal
government accounts.

A delay inraising the statutory debt limit that began in fiscal year 2013 continued into fiscal year 2014, During this
period, Treasury took extraordinary actions consistent with relevant laws and regulations to avoid exceeding the
debt limit, including suspending investments to certain federal government accounts. As of September 30, 2013,
uninvested principal amounts totaled $247,827 million and related interest totaled $801 million. These amounts
were not reported on the fiscal year 2013 Schedule of Federal Debt since securities had not been issued at that time
to the affected federal governmental accounts. On October 17, 2013, the Continuing Appropriations Act, 2014, was
cnacted, which suspended the statutory debt hmut through February 7, 2014, In accordance with relevant laws, Fiscal
Service subsequently restored uninvested principal and related interest to the affected federal government accounts,
which included the uninvested principal and related mnterest that existed as of September 30, 2013, These amounts
were appropriately reported on the fiscal year 2014 Schedule of Federal Debt,

On February 15, 2014, the Temporary Debt Limit Extension Act was enacted, which suspended the statutory debt
limit through March 15, 2015, A delay in raising the statutory debt limit began on March 16, 2015 and continued
beyond the end of fiscal vear 2015, Many extraordinary actions taken by Treasury during the period of

March 16, 2015 through September 30, 2015, resulted n faderal debt securities not being issued to certain federal
government accounts. Consequently, the resulting uninvested principal as of September 30, 2015, totaling 33530,476
million and related interest totaling $2,052 million are not reported on the fiscal year 2015 Schedule of Federal

Debt. Uninvested principal amounts for the G-Fund, the Civil Service Retirement and Disability Fund (CSRDF), the
Postal Service Retirees Health Benefits Fund (Postal Benefits Fund), and the Exchange Stabilization Fund (ESF)
were $203,246 million, $140,602 million. 34,757 million, and $1,871 million, respectively, as of September 30,
2015. Additionally, the related interest for G-Fund. CSRDF, and Postal Benefits Fund that would have been accrued
andfor paid during the period of March 16, 2015 through September 30, 2015, would have been $1,345 million,
%683 million. and $24 nullion, respectively. on September 30, 2015. In accordance with relevant laws, ESF 1z not
entitled to forgone interest,

On October 15, 2015, the Secretary of the Treasury notified Congress that extraordinary actions would be exhausted
no later than Movember 3, 2015, Under the authonity of the Bipartisan Budget Act of 2015 (Public Law 114-74), the
statutory debt limit identified in 31 U.S.C. §8 3101(b) will not apply for the period of November 2, 2015 through
March 15, 2017, On November 2, 2015, Treasury discontinued its use of the extraordinary actions and resumed
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(Dollars in Millions)

normal debt management operations. On this date, in accordance with relevant laws, Fiscal Service restored
uninvested principal amounts to G-Fund, CSRDF, and Postal Benefits Fund of $204,839 million, $143,033 million.
and $4,757 million, respectively. All principal not invested for ESF had been reinvested as of October 21, 2015. In
accordance with relevant laws, Fiscal Service restored the interest related to the uninvested principal during the
period of March 16, 2015 through October 30, 2015, to G-Fund on November 3, 20135, in the amount of $1.717
million, Interest related to the uninvested principal during the period of March 16, 2015 through October 30, 2015,
for CSEDF and Postal Benefits Fund will be restored on the next semi-annual interest payment date of

December 31, 2015, As of November 2, 2013, these amounts were $946 million and $33 million respectively
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Appendix I: Management’s Report on
Internal Control over Financial Reporting
Relevant to the Schedule of Federal Debt

DEPARTMENT OF THE TREASURY
WASHINGTON, DC 20239-0001

Management's Report on Internal Control over Financial Reporting
Relevant to the Schedule of Federal Debt

The Bureau of the Fiscal Service’s (Fiscal Service) internal control over financial reporting
relevant to the Schedule of Federal Debt is a process effected by those charged with
governance, management, and other personnel, the objectives of which are to provide
reasonable assurance that (1) transactions are properly recorded, processed, and summarized
to permit the preparation of the Schedule of Federal Debt in accordance with U.S. generally
accepted accounting principles; and (2) transactions related to the Schedule of Federal Debt are
executed in accordance with provisions of applicable laws, including those goveming the use of
budget authority; requlations; contracts; and grant agreements, noncompliance with which could
have a material effect on the Schedule of Federal Debt.

Fiscal Service management is responsible for maintaining effective internal control over financial
reporting, including the design, implementation, and maintenance of internal control relevant to
the preparation and fair presentation of the Schedule of Federal Debt that is free from material
misstatement, whether due to fraud or error. Fiscal Service management evaluated the
effectiveness of Fiscal Service's internal control over financial reporting relevant to the Schedule
of Federal Debt as of September 30, 2015, based on the criteria established under 31 U.5.C.
3512(c), (d) (commonly known as the Federal Managers' Financial Integrity Act).

Based on that evaluation, we conclude that, as of September 30, 2015, Fiscal Service's internal
control over financial reporting relevant to the Schedule of Federal Debt was effective.

| W /=L A AT
Sheryl R. Morrow
Commissioner, Deputy Commissioner,
Bureau of the Fiscal Service Fiscal Accounting and Shared Services

'N\am/fm.u ﬁi.’&;f’/“-‘*- N, m"“

Matthew/ U. Miller Patricia M. Greiner
Assistant Commissioner, Chief Financial Officer and Assistant
Fiscal Accounting Commissioner for Management (CFO)

) /-

Stepheff L. Mannirlg

Chief Information Officer fand
Assistant Commissioner,
Information and Security Services

Movember 6, 2015

CEPARTMENT OF THE TREASURY
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Appendix Il: Comments from the Bureau of
the Fiscal Service

(198744)

DEPARTMENT OF THE TREASURY
WASHINGTON, DC 20239-0001

November 6, 2015

Ms. Dawn B. Simpson, Acting Director
Financial Management and Assurance
1U.S. Government Accountability Office
441 G Street, NW.

Washington, DC 20548

Dear Ms. Simpson:

This letter is in response to your audit of the Schedules of Federal Debt Managed by the Bureau of the
Fiscal Service for the fiscal years ended September 30, 2015 and 2014, We agree with the conclusions of
your audit report.

This year was especially challenging as we were faced with a suspension of the Statutory Debt Limit,
which occurred the first half of the fiscal year, and a Debt Issuance Suspension Period (DISP), which was
in effect the second hall of the fiscal year continuing into the next fiscal vear. We appreciate the
knowledge and experience displayed by your audit team as we encountered unigue reporting requirements
during these circumstances. Your team’s expertise related to our accounting operations provided
continued accuracy and consistency as we worked through unique accounting scenarios. We would like to
thank you and your staff for the thorough audit of these schedules as we finalize the nineteenth year of our
professional relationship. We look forward to sustaining a productive and successful relationship with
your staff.

Sincerely,

§ 4 '\\\\ Y\ @y .:.:'l'.‘:;
Sheryl R, Momrow
Commissioner
Bureau of the Fiscal Service

DEPARTMENT OF THE TREASURY
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