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Attachment E
Debt Statement

This Statement provides information on current and projected debt on issue, estimated and projected Government net debt, and details of climate spending and the extent to which this spending has contributed to debt.

Net debt is expected to be $317.2 billion (18.1 per cent of GDP) in 2016‑17. Net debt is projected to peak at 19.0 per cent of GDP in 2018‑19, before declining over the medium term to 9.9 per cent of GDP ($284.7 billion) in 2026‑27. 

Gross debt, measured as the face value of Commonwealth Government Securities (CGS) on issue subject to the Treasurer’s Direction, is expected to be $496 billion at the end of 2016‑17 and is expected to increase to $601 billion at the end of 2019‑20. By the end of the medium term (2026‑27) the total face value of CGS on issue is projected to rise to $648 billion. 

Commonwealth Government Securities issuance

The Government finances its activities either through receipts or borrowing. When receipts fall short of payments, the Government borrows by issuing CGS to investors.

The Australian Office of Financial Management (AOFM) is responsible for issuing CGS and the management of the Government’s financing activities. The AOFM currently issues three types of securities: 

Treasury Bonds: medium- to long-term securities with a fixed annual rate of interest payable every six months;

Treasury Indexed Bonds (TIBs): medium- to long-term securities for which the capital value of the security is adjusted for movements in the consumer price index (CPI). Interest on TIBs is paid quarterly, at a fixed rate, on the adjusted capital value; and 

Treasury Notes: short-term securities generally maturing within six months of issuance. The volume of Treasury Notes on issue will vary over the course of the year, depending on the size and profile of the within-year funding flows. 

All new CGS issuance is undertaken in Australian dollars. There is a very small amount of foreign currency denominated debt securities on issue remaining from issuance undertaken before 1988. Most of these securities mature in March 2017.

Within these three broad categories of CGS, issuance is undertaken into a limited number of maturities (known as lines). Each of these lines has a fixed maturity date (the date on which the Government repays the principal it has borrowed) and, for Treasury Bonds and Treasury Indexed Bonds, a coupon rate (the annual fixed interest rate paid on the security).

Concentrating CGS issuance into a limited number of lines (rather than issuing securities with a specific time value, such as 10 years) ensures each line is sufficiently large that it can easily be traded in the secondary market. Strong liquidity in the secondary market is attractive to investors, promotes demand for CGS, and assists in lowering borrowing costs.

The AOFM exercises operational independence in the execution of its duties. Its announced issuance program for each year is therefore determined on the basis of maturing CGS, net new issuance required to fund the Budget, and other operational considerations. 
Operational considerations often mean that the annual issuance program may not be equivalent to the financing task for a particular year. For example, the AOFM may choose to smooth issuance across several financial years in order to minimise changes in CGS supply from one financial year to the next. The AOFM may also decide to partially pre‑fund the following year’s financing task. 
Regular buyback tenders commenced in September 2016. In a buyback tender, the AOFM buys back outstanding short-dated Treasury Bonds. The buybacks are funded by issuance of a corresponding face value amount of longer-dated Treasury Bonds. This operation assists the AOFM in its cash management task ahead of bond maturities and contributes to an orderly and efficient Treasury Bond market.
In recent years, the AOFM has taken the opportunity to lengthen the CGS yield curve. This has provided for a lower risk profile of maturing debt and has been achieved during a period when borrowing costs have been low by historical standards. It has also underpinned the development of a 20‑year Treasury Bond futures contract by the ASX, which will assist investors with the management of interest rate risk. 

In October 2016, the Treasury Bond yield curve was extended to 30 years through the issuance of a new March 2047 Treasury Bond. The AOFM successfully issued $7.6 billion of this Treasury Bond at a yield of 3.27 per cent. 

The extension of the yield curve is consistent with a strategy of lengthening the average term-to-maturity of the Australian Government’s debt portfolio and diversifying the CGS investor base. This aims to reduce the impact of volatility in interest rates on the Government’s budget over time.

The Government remains committed to a well-functioning and liquid CGS market to support the development of a corporate bond market by providing a risk‑free benchmark and to provide a low‑risk investment vehicle. 
Estimates and projections of key debt aggregates
The level of current and projected Government debt on issue is commonly expressed in one of two ways: gross or net debt.

Gross debt measures the face value of CGS on issue at a point in time. While gross debt is measured in face value terms, estimates and projections of CGS on issue are published in both face value and market value terms in this statement. 

The face value of CGS on issue is the amount that the Government pays back to investors at maturity, independent of fluctuations in market prices.
 The total face value of CGS on issue changes when new securities are issued, or when securities are repurchased or reach maturity.

The market value of CGS represents the value of securities as traded on the secondary market, which changes continuously with movements in market prices. Consistent with external reporting standards the market value of CGS on issue is reported on the Australian Government General Government Sector balance sheet. 

Net debt is equal to the sum of deposits held, government securities (at market value), loans and other borrowing, minus the sum of cash and deposits, advances paid and investments, loans and placements. As net debt incorporates both selected financial assets and liabilities at their fair value, it provides a broader measure of the financial obligations of the Commonwealth than gross debt. 

Not all government assets or liabilities are included in the measurement of net debt. For example, neither the Government’s unfunded superannuation liability nor the equity holdings of the Future Fund are accounted for in net debt.
Estimates and projections of net debt

Table 3.34 contains estimates and projections of net debt to the end of the forward estimates period.

In 2016‑17, net debt is expected to be $317.2 billion, compared to $326.1 billion at the 2016 PEFO. Over the forward estimates, net debt is projected to peak as a proportion of GDP at 19.0 per cent in 2018‑19. The peak in net debt is both lower and one year later than expected at the 2016 PEFO, when it was projected to peak at 19.2 per cent of GDP in 2017‑18. Over the medium term, net debt is projected to decline to 9.9 per cent of GDP ($284.7 billion) in 2026‑27. 
Table 3.34: Liabilities and assets included in net debt from 2016-17 to 2019-20 
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2016-17 2017-18 2018-19 2019-20

$m $m $m $m

Liabilities included in net debt

Deposits held 217 217 217 217

Government securities 540,184 583,400 618,144 642,465

Loans 15,455 14,903 14,889 14,809

Other borrowing 1,666 1,617 1,565 1,512

Total liabilities included in net debt 557,522 600,137 634,815 659,003

Assets included in net debt

Cash and deposits 2,942 2,978 3,690 3,960

Advances paid 59,987 78,107 92,613 103,370

Investments, loans and placements 177,400 176,043 179,529 187,842

Total assets included in net debt 240,329 257,128 275,832 295,171

Net debt 317,193 343,009 358,983 363,832


Changes in net debt since the 2016 PEFO
Table 3.35 shows the drivers of the change in net debt between the 2016 PEFO and the 2016‑17 MYEFO.
Net debt is estimated to have decreased in 2016‑17 and 2017‑18, primarily due to valuation effects associated with an increase in yields since the 2016 PEFO. However net debt increased in 2018‑19 and 2019‑20, largely driven by lower underlying cash balances compared to PEFO.
Table 3.35: Net Debt — reconciliation from the 2016 PEFO to the 2016-17 MYEFO
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$b $b $b $b

Net debt as at 2016 PEFO ($b) 326.1 347.1 356.7 355.4

Changes in financing requirement -2.1 -4.0 9.8 19.4

Impact of yields on CGS -7.2 -7.0 -6.6 -5.7

Asset and other liability movements 0.4 6.9 -1.0 -5.2

Cash and deposits 1.7 0.2 -0.9 -1.6

Advances paid 2.7 -5.3 -9.1 -8.0

Investments, loans and placements -3.9 12.6 9.5 5.0

Other movements -0.1 -0.6 -0.6 -0.6

Total movements in net debt from

2016 PEFO to 2016-17 MYEFO -9.0 -4.1 2.3 8.4

Net debt as at 2016-17 MYEFO ($b) 317.2 343.0 359.0 363.8


Chart 3.13 shows that net debt is projected to be 9.9 per cent of GDP ($284.7 billion) in 2026‑27, higher than projected net debt in 2026‑27 at the 2016 PEFO.

Chart 3.13: Net debt projected to 2026‑27
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Note: A tax‑to‑GDP cap of 23.9 per cent is applied to MYEFO projections from 2022‑23. This tax cap applied to 2016 PEFO projections from 2021-22.

Source: Treasury projections. 

Estimates and projections of CGS on issue

Table 3.36 contains projections of the face value (end-of-year and within-year peak)
 and the market value (end-of-year) of CGS on issue. 

The Commonwealth Inscribed Stock Act 1911 (CIS Act) requires the Treasurer to issue a direction to the AOFM stipulating the maximum face value of relevant CGS that may be on issue.
 As required by the Charter of Budget Honesty Act 1998, Table 3.36 reports projections of CGS on issue subject to the Treasurer’s Direction. 

When considering these projections, it is important to note that the AOFM publishes an issuance strategy for the budget year only. Projections beyond the budget year are based on a set of technical assumptions and will vary with changes to these assumptions and budget estimates and projections.
Table 3.36: Estimates and projections of CGS on issue subject to the Treasurer’s Direction(a) 
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$b $b $b $b

Face value - end of year 496 539 576 601

Per cent of GDP 28.3 29.7 30.5 30.5

Face value - within-year peak(b) 498 540 576 611

Per cent of GDP(b) 28.4 29.8 30.5 31.0

Month of peak(b) Jun-17 Jun-18 Jun-19 Apr-20

Market value - end of year(c) 536 579 614 638

Per cent of GDP 30.6 31.9 32.5 32.3


(a) The same stock and securities that were excluded from the previous legislative limit are excluded from the current limit set by the Treasurer’s Direction. These exclusions are outlined in subsection 51JA(2A) of the CIS Act.
(b) The precise within-year timing of cash receipts and payments is not known. Projected peaks of CGS on issue are therefore subject to considerable uncertainty.

(c) The Treasurer’s Direction applies only to the face value of CGS on issue. This table also shows the market value of CGS that are subject to the Treasurer’s Direction. These figures will differ from the estimates and projections published in Appendix B: Australian Government Budget Financial Statements Table B2: Australian Government General Government Sector balance sheet that refer to total CGS on issue.

Source: Australian Office of Financial Management.

The total amount of CGS on issue and the amount of CGS on issue subject to the Treasurer’s Direction is reported weekly on the AOFM website.

In 2016-17, the end-of-year face value of CGS on issue subject to the Treasurer’s Direction is expected to be $496 billion, compared to $497 billion at the 2016 PEFO. The end-of-year face value of CGS on issue subject to the Treasurer’s Direction is expected to reach $601 billion in 2019-20.

In 2016-17, the face value of CGS on issue subject to the Treasurer’s Direction is expected to reach a within-year peak of $498 billion. In 2019-20, this is projected to rise to a within-year peak of $611 billion.
Changes in CGS on issue since the 2016 PEFO
Table 3.37 shows the change in the projected end of year face value of CGS on issue subject to the Treasurer’s Direction between the 2016 PEFO and the 2016‑17 MYEFO.
Table 3.37: Projected CGS on issue subject to the Treasurer’s Direction —reconciliation from the 2016 PEFO to the 2016-17 MYEFO
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$b $b $b $b

Total face value of CGS on issue subject to the 

Treasurer's Direction as at 2016 PEFO

497 542 565 581

Factors affecting the change in face value of CGS on 

issue from 2016 PEFO to 2016-17 MYEFO(a)

Cumulative receipts decisions 0.3 0.5 0.1 -0.5

Cumulative receipts variations 3.6 9.6



19.3 30.5

Cumulative payment decisions -0.4 -0.8 -1.3 -2.0

Cumulative payment variations -3.6 -6.6 -10.8 -16.5

Cumulative change in net investments in financial assets(b) 7.2 -0.5 6.4 10.0

Other contributors -8.1 -5.5 -3.2 -1.5

Total face value of CGS on issue subject to the 

Treasurer's Direction as at 2016-17 MYEFO

496 539 576 601


(d) Cumulative impact of decisions and variations from 2016-17 to 2019-20. Increases to payments are shown as positive, and increases to receipts are shown as negative.

(e) Change in net cash flows from investments in policy and liquidity purposes.

Note: End of year data.
The total face value of CGS on issue is projected to rise to around $648 billion by 2026‑27, around $8 billion higher than the $640 billion projected at the 2016 PEFO (Chart 3.14). The projected increase in CGS on issue at the end of the medium term is driven by the changed profile of underlying cash balances (see Chart 3.1), and its associated higher public debt interest expense, accumulating over the medium term.
Further details on the changes to the underlying cash balance since the 2016 PEFO can be found in Part 3: Fiscal Strategy and Outlook.
Chart 3.14: Face value of CGS on issue projected to 2026‑27 
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Note: A tax‑to‑GDP cap of 23.9 per cent is applied to MYEFO projections from 2022‑23. The tax cap applied to the 2016 PEFO projections from 2021‑22.

Source: Australian Office of Financial Management and Treasury projections.
Breakdown of CGS currently on issue

Table 3.38 provides a breakdown of the CGS on issue by type of security as at 9 December 2016.
Table 3.38: Breakdown of current Commonwealth Government Securities on issue 


[image: image7.emf]On issue as at 9 December 2016

Face value Market value

$m $m

Treasury Bonds (a) 428,341 459,814

Treasury Indexed Bonds (a) 28,866 37,176

Treasury Notes (a) 3,500 3,486

Total CGS subject to Treasurer's Direction(a)(b) 460,706 500,477

Other stock and securities 2,484 4,631

Total CGS on issue 463,190 505,108


(a) The Treasurer’s Direction applies only to the face value of CGS on issue. This table also shows the market value of CGS that are subject to the Treasurer’s Direction. 

(b) The same stock and securities that were excluded from the previous legislative limit are excluded from the current limit set by the Treasurer’s Direction. These exclusions, outlined in subsection 51JA(2A) of the CIS Act, are:

•
stock and securities issued in relation to money borrowed under the Loan (Temporary Revenue Deficits) Act 1953;

•
stock and securities loaned by the Treasurer under a securities lending arrangement under section 5BA of the Loans Securities Act 1919, or held by or on behalf of the Treasurer for the purpose of such an arrangement;

•
stock and securities invested under subsection 58 of the Public Governance, Performance and Accountability Act 2013; and

•
stock and securities on issue as at the start of 13 July 2008, other than Treasury Fixed Coupon Bonds.

Source: Australian Office of Financial Management.

Treasury Bonds

Table 3.39 lists Treasury Bonds currently on issue, as well as the annual interest rate (the coupon) and the timing of coupon payments. As at 9 December 2016, there were 23 Treasury Bond lines on issue, with a weighted average term to maturity of around 7.2 years and the longest maturity extending to March 2047. 

Since late 2010-11, the AOFM has incrementally lengthened the CGS yield curve. This increases the average maturity and duration profile of the AOFM’s debt portfolio, thereby lowering variability in future debt servicing costs and reducing refinancing risk.
Table 3.39: Treasury Bonds on issue 
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Coupon 9 December 2016

Per cent Maturity $m

6.00 15-Feb-17 11,828 Twice yearly 15 Feb 15 Aug

4.25 21-Jul-17 14,521 Twice yearly 21 Jul 21 Jan

5.50 21-Jan-18 19,860 Twice yearly 21 Jan 21 Jul

3.25 21-Oct-18 17,440 Twice yearly 21 Oct 21 Apr

5.25 15-Mar-19 22,947 Twice yearly 15 Mar 15 Sep

2.75 21-Oct-19 24,400 Twice yearly 21 Oct 21 Apr

4.50 15-Apr-20 25,697 Twice yearly 15 Apr 15 Oct

1.75 21-Nov-20 21,100 Twice yearly 21 Nov 21 May

5.75 15-May-21 27,499 Twice yearly 15 May 15 Nov

5.75 15-Jul-22 22,700 Twice yearly 15 Jul 15 Jan

5.50 21-Apr-23 24,100 Twice yearly 21 Apr 21 Oct

2.75 21-Apr-24 25,500 Twice yearly 21 Apr 21 Oct

3.25 21-Apr-25 27,900 Twice yearly 21 Apr 21 Oct

4.25 21-Apr-26 31,900 Twice yearly 21 Apr 21 Oct

4.75 21-Apr-27 28,500 Twice yearly 21 Apr 21 Oct

2.75 21-Nov-27 18,100 Twice yearly 21 Nov 21 May

2.25 21-May-28 12,900 Twice yearly 21 May 21 Nov

3.25 21-Apr-29 13,200 Twice yearly 21 Apr 21 Oct

4.50 21-Apr-33 11,100 Twice yearly 21 Apr 21 Oct

2.75 21-Jun-35 6,250 Twice yearly 21 Jun 21 Dec

3.75 21-Apr-37 9,300 Twice yearly 21 Apr 21 Oct

3.25 21-Jun-39 4,000 Twice yearly 21 Jun 21 Dec

3.00 21-Mar-47 7,600 Twice yearly 21 Mar 21 Sep



Timing of interest payments(a)


(f) Where the timing of an interest payment falls on a non-business day, the payment will occur on the following business day.

Source: Australian Office of Financial Management.

Treasury Indexed Bonds

Table 3.40 lists Treasury Indexed Bonds currently on issue, as well as the annual interest rate (the coupon) and the timing of coupon payments. As at 9 December 2016, there were 7 Treasury Indexed Bond lines on issue, with a weighted average term to maturity of around 8.8 years and the longest maturity extending to August 2040.
Table 3.40: Treasury Indexed Bonds on issue 
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Coupon 9 December 2016

Per cent Maturity $m

1.00 21-Nov-18 5,089 Quarterly 21 Nov 21 Feb 21 May 21 Aug

4.00 20-Aug-20 5,114 Quarterly 20 Aug 20 Nov 20 Feb 20 May

1.25 21-Feb-22 5,390 Quarterly 21 Feb 21 May 21 Aug 21 Nov

3.00 20-Sep-25 6,843 Quarterly 20 Sep 20 Dec 20 Mar 20 Jun

2.50 20-Sep-30 3,593 Quarterly 20 Sep 20 Dec 20 Mar 20 Jun

2.00 21-Aug-35 3,350 Quarterly 21 Aug 21 Nov 21 Feb 21 May

1.25 21-Aug-40 1,950 Quarterly 21 Aug 21 Nov 21 Feb 21 May



Timing of interest payments(a)


(g) Where the timing of an interest payment falls on a non‑business day, the payment will occur on the following business day.

Source: Australian Office of Financial Management.

Treasury Notes

Table 3.41 lists the Treasury Notes currently on issue. The face value of Treasury Notes on issue as at 9 December 2016 was $3.5 billion. Treasury Notes do not pay a coupon, but they are issued at a discount — the face value received at maturity is higher than the price paid at issuance.
Table 3.41: Treasury Notes on issue 


[image: image10.emf]On issue as at

Maturity 9 December 2016 $m

24-Feb-17 2,500 At maturity 24 Feb

28-Apr-17 1,000 At maturity 28 Apr



Timing of interest payment


Source: Australian Office of Financial Management.
Non‑resident holdings of CGS on issue

As at September 2016, the proportion of non-resident holdings of CGS is around 57 per cent (Chart 3.15). This proportion is down from historical highs of around 76 per cent in 2012. 

Chart 3.15: Non‑resident holdings of Commonwealth Government Securities 
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Note: Data refers to the market value of holdings.

Source: ABS Catalogue Number 5302.0 and Australian Office of Financial Management.

Interest on CGS
The interest costs related to CGS are presented in these statements in both cash and accrual accounting terms. The difference between the cash interest payments and accrual interest expense generally relates to the timing of when the interest cost is recognised.
· Interest payments are recognised in the period when they are paid during the life of the security. 

· Interest expense is recognised in the period in which an expense is incurred during the life of the security, rather when they are actually paid. 

Estimates of the interest payments and interest expense of CGS on issue include the cost of CGS already on issue and future CGS issuance. The cost of:
· CGS already on issue uses the actual interest rates incurred at the time of issuance; and

· the expected future issuance of CGS is based on the prevailing market rates across the yield curve at the time of a budget estimates update.

The assumed market yields at the 2016‑17 MYEFO result in a weighted average cost of borrowing of around 2.7 per cent for future issuance of Treasury Bonds in the forward estimates period, compared with around 2.5 per cent at the 2016 PEFO. Chart 3.16 shows the yield curve assumptions underpinning the 2016 PEFO and 2016‑17 MYEFO.
Chart 3.16: Yield curve assumptions from 2016‑17 to 2019‑20 
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Source: Australian Office of Financial Management.

The 2016‑17 MYEFO yield curve is generally higher and steeper than the yield curve assumed at the 2016 PEFO. The Government’s interest payments and expense over the forward estimates mostly relate to the cost of servicing the stock of CGS on issue, and are expected to increase over the forward estimates as a result of the projected rise in CGS on issue. 

The Government’s total interest payments in 2016‑17 are estimated to be $15.4 billion, of which $15.0 billion relates to CGS on issue (Table 3.42).
Table 3.42: Interest payments, interest receipts and net interest payments(a)
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$m $m $m $m

Interest payments on CGS 15,010 16,092 17,352 18,285

Per cent of GDP 0.9 0.9 0.9 0.9

Interest payments 15,377 16,520 17,796 18,731

Per cent of GDP 0.9 0.9 0.9 0.9

Interest receipts 2,990 3,166 3,521 4,046

Per cent of GDP 0.2 0.2 0.2 0.2

Net interest payments(b) 12,386 13,353 14,274 14,685

Per cent of GDP 0.7 0.7 0.8 0.7


(h) Interest payments and interest receipts are a cash measure, with the relevant amount recognised in the period in which the interest payment is made or interest is received.

(i) Net interest payments are equal to the difference between interest payments and interest receipts.
The Government’s total interest expense in 2016‑17 is estimated to be $17.6 billion, of which $16.0 billion relates to CGS on issue. Table 3.43 shows the Government’s estimated interest expense, interest expense on CGS, interest income and net interest expense over the forward estimates.
Table 3.43: Interest expense, interest income and net interest expense(a) 
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$m $m $m $m

Interest expense on CGS 15,960 17,197 18,234 19,122

Per cent of GDP 0.9 0.9 1.0 1.0

Interest expense 17,637 18,935 19,977 20,797

Per cent of GDP 1.0 1.0 1.1 1.1

Interest income 3,771 4,322 5,142 6,168

Per cent of GDP 0.2 0.2 0.3 0.3

Net interest expense 13,865 14,613 14,835 14,629

Per cent of GDP 0.8 0.8 0.8 0.7


(j) Interest expense is an accrual measure, with the relevant amount recognised in the period in which the expense is incurred, but not necessarily paid.

Climate spending

The Government’s climate spending is shown on an aggregated basis in Table 3.44.
Table 3.44: Climate spending from 2016‑17 to 2019‑20
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$b $b $b $b

Climate spending(a) 1.40 1.40 1.50 1.50


(k) Spending in this table is on a headline cash balance basis; that is, payments and net cash flows from investments in financial assets for policy purposes, as well as estimated interest receipts associated with Clean Energy Finance Corporation investments.
The key components of climate spending are:

· the Emissions Reduction Fund, which will provide incentives to support abatement activities across the economy; and
· the Clean Energy Finance Corporation which invests in renewable energy, energy efficiency and low emissions technologies. 
The above figures incorporate the Government’s decision to provide $800 million in additional funding to ARENA over five years from 2017‑18. 
Impact of climate spending on debt
Climate spending may be financed through either receipts or debt. This statement takes the approach of assuming that the proportion of climate spending being financed through new debt (as opposed to receipts) is equivalent to climate spending as a proportion of total spending. This is shown in Table 3.45. 

Table 3.45: Impact on debt — climate spending as a proportion of total spending 
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Climate spending ($b) (a) 1.40 1.40 1.50 1.50

Total spending ($b) (b) 460 476 493 508

Climate spending (per cent of total spending) 0.3 0.3 0.3 0.3

Change in face value of CGS from 

     previous year ($b) (c) 77.8 43.3 36.5 25.7

Contribution to change in face value of CGS

     from climate spending ($b) 0.24 0.13 0.11 0.08


(l) The calculation of climate spending in this table is on a headline cash balance basis; that is, payments and net cash flows from investments in financial assets for policy purposes, as well as estimated interest receipts associated with the Clean Energy Finance Corporation investments.
(m) The calculation of total spending in this table is on a headline cash balance basis; that is, total payments and net cash flows from investments in financial assets for policy purposes. 

(n) Calculations of the change in the face value of CGS are calculated using total CGS on issue.
�	For TIBs, the final repayment amount paid to investors includes an additional amount owing to inflation growth over the life of the security. This amount is not included in the calculation of face value.


� 	End-of-year values are estimates or projections of CGS on issue at 30 June for the particular year. The precise timing of within-year peaks of CGS on issue is not known. The timing of the within-year peak is therefore reported to the given month in the particular year.


� 	On 11 December 2013, the Treasurer directed that the maximum face value of CGS that can be on issue is $500 billion.
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