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Message from the Secretary of the Air Force

I am pleased to present the Air Force Annual Financial Statement for Fiscal Year 2011. The
report provides the financial position and results of operations that support the Air Force mission and
priorities.

Today’s complex strategic environment calls for military forces that are ready to conduct a
multitude of missions on short notice across the globe. As part of the joint team, America’s Air Force
unfailingly provides Global Vigilance, Reach, and Power across the full spectrum of operations. From
humanitarian relief operations to the continuous air sovereignty, space, cyber, and nuclear deterrence
missions, the speed, precision, and versatility of the U.S. Air Force is tested and proven daily.

At a time when the Nation is focused on economic recovery and deficit reduction, the Air Force is
committed to ensuring the effective and efficient use of our resources as we execute our vital missions.
Therefore, we must continue to standardize data, systems, and business processes — and we must make
tough strategic choices.

Closely linked with our efforts to improve internal efficiencies, we are working aggressively
toward financial improvement and audit readiness. The Air Force is developing a plan to achieve the
Secretary of Defense’s direction to accelerate audit readiness of the General Fund Statement of Budgetary
Resources, and we are dedicating additional resources to audit readiness in FY 2012 and FY 2013.
Improving the accuracy, reliability, and timeliness of financial information supports better decision
making at every level, while audit readiness further ensures confidence in our financial reporting and
financial management.

The 2011 Annual Financial Statement reflects the dedication and commitment of the Air Force to

effectively and responsibly manage our resources. As we carry out our responsibility to defend the
Nation, we will continue to serve with integrity, dedication, and a commitment to excellence.

7 hidea © XD

Michael B. Donley
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Message from the Assistant Secretary of the Air Force
for Financial Management and Comptroller

The Fiscal Year (FY) 2011 Annual Financial Statement of the U.S. Air Force presents our financial
position and results of operations. It allows Congress, senior defense leaders, and the public to assess our
management performance while highlighting our efforts to continuously improve financial management processes
and systems. Our goal is to obtain auditable financial statements in order to enable better management of
taxpayer resources. We have made great strides towards this goal, including receiving our first unqualified
opinion on a statement line item. In August 2011, KPMG, LLP, affirmed the internal controls over the Budget
Authority — Appropriation line of the Statement of Budgetary Resources are designed to operate effectively to
prevent, detect, and correct material misstatements. In October 2011, we received a clean opinion on Funds
Balance with Treasury (FBWT) reconciliation from Price Waterhouse Cooper.

We have asserted the existence and completeness of military equipment (e.g. aerospace vehicles and
externally carried pods) and operating materials and supplies (e.g. cruise missiles, aerial drones, and targets). We
expect to begin an independent examination for elements of our military equipment in the first quarter of FY
2012. However, the Air Force acknowledges it has material weaknesses in other areas and is aggressively
working to implement our corrective action plans.

Our ability to achieve audit readiness depends in part on our ability to field our Enterprise Resource
Planning Systems (ERPs), such as the Defense Enterprise Accounting and Management System (DEAMS). In
fielding our ERPs, we have benefited greatly from being slightly behind the other Services. We have closely
observed their deployments and leveraged lessons learned. We are pushing forward, consistent with guidance
from the Office of Management and Budget (OMB) and others, to deploy these ERPs in smaller pieces in order to
improve accountability.

With our Nation’s serious fiscal challenges, we must streamline our financial management processes for
greater efficiency and effectiveness in executing wartime requirements. Accordingly, producing auditable
financial statements becomes even more critical in demonstrating accountability for taxpayer dollars. The
Secretary of Defense recently directed acceleration of our plan to achieve audit readiness of the Statement of
Budgetary Resources (SBR) by 2014. | have chartered a cross functional team to build a detailed acceleration
plan for Secretary Panetta’s review. While we work to accelerate the SBR, it is imperative that we continue to
improve our business practices, asset accountability, and training of our work force to gain full audit readiness by
2017.

The Air Force is committed to good stewardship of the resources entrusted to us and to achieving a clean
financial audit. 1 am confident that we have a sound plan and dedicated Airmen who will make this goal a reality.

- —

S

Jamie M. Morin

——
| —
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Air Force Vision
“The United States Air Force will be a trusted, reliable joint partner with our sister
services known for integrity in all of our activities, including supporting the joint
mission first and foremost. We will provide compelling air, space, and cyber
capabilities for use by the Combatant Commanders. We will excel as stewards of all
Air Force resources in service to the American people, while providing precise and
reliable Global Vigilance, Reach and Power for the nation.”

Air Force Mission
The mission of the United States Air Force is to
fly, fight and win..in air, space and cyberspace.
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Management Discussion and Analysis

Air Force in Action—FY 2011

The United States faces diverse and complex security
challenges that require a range of agile and flexible
capabilities. From the ongoing conflicts in Afghanistan and
Iraq, to potential confrontation with aggressive state and non-
state actors, to providing humanitarian assistance, the United
States Air Force continues to provide capabilities across the
full spectrum of potential military operations. Over 36,000
deployed Airmen are engaged in many diverse mission areas,
from training the Iraq and Afghanistan police, providing
medical supplies in Afghanistan, to assisting with
transportation and security details. Overarching Service
priorities relating to organizing, training and equipping Airmen
to meet the needs of our national leadership and our
combatant commanders continue to be achieved:

= Continue to strengthen the nuclear enterprise

= Partner with the joint and coalition team to win today’s fight

= Develop and care for Airmen and their families

= Modernize our air and space inventories, organizations and

training
= Recapture acquisition excellence

Continue to strengthen the nuclear enterprise

Air Force Global Strike Command achieved full operational
capability (FOC) on September 30, 2010, moving all Air Force
nuclear-capable bombers and Intercontinental Ballistic Missiles
(ICBMs) under one command. The Air Force Nuclear
Weapons Center continues to pursue vital and deliberate
sustainment of the nuclear enterprise through efforts such as
the Air Force Comprehensive Assessment of Nuclear
Sustainment process. Bomber force modernization continued
in an effort to maintain a viable force beyond 2030. We have
completed the transition to four B-52 operational squadrons
with the addition of the 69th Bomb Squadron at Minot Air Force
Base, North Dakota. ICBM also continued with investments in
new test equipment and launch facility environment control
systems.

Partner with the joint and coalition team to win today’s
fight

Today’s engagements require Airmen to perform their duties
effectively and achieve influence in culturally complex
environments around the globe. The Air Force continues to
emphasize extensive language skills and regional knowledge
in its growing cadre of Regional Affairs Strategists. These
personnel work with partner nations as attachés and Security
Cooperation Officers, filling positions requiring in-depth
understanding of the interagency processes key to building
partnerships.

——

Develop and care for Airmen and their families

The Air Force is proud of its commitment to supporting its
Airmen and families. It maintains an enduring emphasis on
Airmen and families by actively engaging the entire Air Force
Community: Total Force Airmen, Department of the Air Force
civilians, single and married personnel, primary and extended
family members, retirees, and on and off-base community
partners. We continue to strengthen our community by
expanding child care through different programs such as the
Extended Duty Program, Home Community Care, Missile
Care, and Supplemental Child Care initiative. In FY 2011, we
launched the Food Transformation Initiative to address
Airmen’s concerns with dining facility closings, lack of healthy
food options, and insufficient hours of operation. The Air Force
continues to expand our efforts to improve resiliency of Airmen
and their families before, during, and after deployments and
has significantly expanded capabilities to ensure support and
reintegration of our Total Force.

Modernize our air and space inventories, organizations
and training
Air superiority is crucial in modern warfare. It enables air, land
and maritime operations in support of our Joint, Interagency
and Coalition partners. For over five decades, Air Force
investments, expertise and sacrifice in achieving air superiority
have ensured that friendly ground forces operate without threat
of attack from enemy aircraft. Airspace control remains vitally
important in all operating environments. Ongoing air defense
modernizations efforts include:
= Upgrading to a fifth-generation fleet with F-22 modifications
to provide fleet commonality and ensure the viability of our
legacy weapons systems
= Modernizing our legacy fleet of F-15 fighter aircraft with
AESA radars to ensure their viability well into the future
= Enhancing electronic warfare including EC-130H Compass
Call fleet upgrades, and a flight deck and mission crew
simulator to increase training capacity

Recapture acquisition excellence
The Air Force continues to strive for acquisition excellence by
increasing the rigor and transparency of its processes and by
stabilizing requirements and funding. We have taken a multi-
faceted approach to recapturing acquisition excellence to
include:
= Rebuilding the acquisition workforce
= Delivering a fully implemented Acquisition Improvement
Plan to guide and shape current and future efforts
= Creating a foundation for a robust Continuous Process
Improvement function within acquisition

et
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= Implementing approximately 75 efficiency initiatives that
range in scope and impact throughout the acquisition
enterprise

Air Force Structure

The command line of the Air Force flows from the President
and the National Command Authority to the Secretary of
Defense and the Department of the Air Force. The Air Force is
headed by the Secretary of the Air Force (SECAF), with the
Chief of Staff reporting to the Secretary (see Figure 1).
Immediately subordinate to the departmental headquarters are
the Major Commands (MAJCOMs), Field Operating Agencies
(FOAs), Direct Reporting Units (DRUSs), and the Auxiliary.

Figure I: Air Force Organization Chart

secretary of the Air Force
Under Secretary of the Air Force
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Chief of Staff
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Major Command Structure

Most units of the Air Force are assigned to a specific major
command (MAJCOM), led by a general officer. MAJCOMs
have extensive functional responsibilities as will be shown on
the following pages. They may be subdivided into Numbered
Air Forces (NAF) with each responsible for one or more wings
or independent groups.

Wings are the primary units of the working Air Force and are
responsible for maintaining an Air Force base or carrying out a
specific mission. Wings may be commanded by a general
officer or a colonel. There are different types of wings, based
on objective: operational, air base, or specialized mission. A
wing may have several squadrons in more than one dependent
group. Wings typically contain an operations group, a
maintenance group, a support group and a medical group.

The majority of individual officers and Airmen are assigned to a
squadron, which may be composed of several flights.

Additionally, there are other types of organizations in the Air
Force structure such as centers, field operating agencies and
direct reporting units.

% »  Air Combat Command (ACC)
A b Mission: Aim High... fly, fight, and win...

——

integrating capabilities across air, space, and cyberspace to
deliver precise, coercive effects in defense of our nation and its
global interests.

Responsibilities: ACC is the lead command for the combat
Air Force. The command organizes, trains, equips and deploys
combat-ready forces to support combatant commanders
around the globe. Additionally, ACC is the air component
headquarters to U.S. Northern, Southern and Central
commands and supports the in-place air components of U.S.
European and Pacific commands. ACC also provides air
defense forces to North American Aerospace Defense
Command. To accomplish the objectives of the National
Defense Strategy, the command operates fighter; attack;
bomber; intelligence, surveillance and reconnaissance; combat
search and rescue; battle-management; electronic-combat and
unmanned aircraft system platforms. In addition, ACC
conducts information operations and provides command,
control, communications and intelligence systems to theater
commanders and combat forces.

Command Personnel: 132,089

Air Education and Training Command
(AETC)
Mission: Develop America’s Airmen today, for
tomorrow. With a vision to deliver unrivaled air,
space and cyberspace education and training, the command
recruits Airmen and provides basic military training, initial and
advanced technical training, flying training, medical training,
space and missile training, cyber training, and professional
military and degree-granting professional education. The
command also conducts joint, readiness and Air Force security
assistance training.

Responsibilities: Sustains the combat capability of the
operational Air Force with highly trained and motivated Airmen,
recalls individual ready Reservists and manages mobility and
contingency tasking support for combatant commanders.

Command Personnel: 74,948

Air Force Global Strike Command (AFGSC)
Missions: Develop and provide combat-ready
¥ forces for nuclear deterrence and global strike
R operations ... Safe, Secure, Effective, to
support the President of the United States and combatant
commanders.

y

'y

Responsibilities: Organize, train and equip the Air Force's
three intercontinental ballistic missile wings, two B-52
Stratofortress wings and the only B-2 Spirit wing. The three
weapons systems make up two-thirds of the nation’s strategic
nuclear triad by providing the land-based and airborne nuclear
deterrent forces.

et
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America’s alert ICBMs are ready to launch on any given day,
and America’s ICBM team plays a critical role in maintaining
global stability and ensuring the nation’s safety and security.
The B-2 Spirit is a long-range nuclear and conventional stealth
bomber. The bomber can fly at high subsonic speeds at
altitudes that can reach 50,000 feet. Its unrefueled range is at
least 6,000 nautical miles. In a short time, the B-2 brings
massive firepower anywhere on the globe through the most
challenging defenses.

The B-52 Stratofortress is a long-range, nuclear and
conventional heavy bomber that can perform a variety of
missions. The bomber can fly at high subsonic speeds at
altitudes reaching 50,000 feet. It has an unrefueled combat
range in excess of 8,800 miles. It can carry precision-guided
ordnance with worldwide precision navigation.

AFGSC is also the Air Force’s lead command for and largest
operator of UH-1IN Huey helicopters, with a focus on replacing
the platform with one more suitable to the post-9/11
requirements of providing security to the fielded ICBM force.

Command Personnel: 22,999

Air Force Materiel Command (AFMC)
Mission: Deliver war-winning technology,
acquisition support, sustainment and
expeditionary capabilities to the warfighter.

Responsibilities: Conducts research, development and test
and evaluation, and provides acquisition management services
and logistics support necessary to keep Air Force weapon
systems ready for war.

Command Personnel: 84,562

Air Force Reserve Command (AFRC)
Mission: To fly, fight and win...in air, space
and cyberspace.

Responsibilities: AFRC provides the Air
Force with about 20 percent of its capability with only about 4
percent of the total Air Force budget, while spanning a wide
variety of missions. It's the only Department of Defense unit
that conducts fixed-wing aerial spray missions. It flies
hurricane hunter missions for the National Weather Service. It
is administratively responsible for the Air Force’s individual
mobilization augmentee program.

Command Personnel: 70,088

Air Force Space Command (AFSPC)
Mission: Provide an integrated constellation of
space and cyberspace capabilities at the
speed of need.

Responsibilities: Organizing, equipping, training and
maintaining mission-ready space and cyberspace forces and

——

Management Discussion and Analysis

capabilities for North American Aerospace Defense Command,
U.S. Strategic Command and other combatant commands
world-wide. AFSPC oversees Air Force network operations to
provide capabilities in, through, and from cyberspace;
manages a global network of satellites, and is responsible for
space system development and acquisition. It executes
spacelift to launch satellites with a variety of expendable
launch systems and operates them to provide space
capabilities in support of combatant commanders around the
clock. It provides positioning, navigation, timing,
communications, missile warning, weather and intelligence
warfighting support.

AFSPC operates sensors that provide direct attack warning
and assessment to U.S. Strategic Command and North
American Aerospace Defense Command.

The command develops, acquires, fields, operates and
sustains space systems and fields and sustains cyber
systems.

Command Personnel: 43,048

Air Mobility Command (AMC)
Mission: Provide global air mobility ... right
effects, right place, right time.

Responsibilities: AMC Airmen — active duty,
Air National Guard, Air Force Reserve and civilians — provide
airlift and aerial refueling for all of America’s armed forces.
They also provide aeromedical evacuation and Global Reach
laydown. The command has many special duty and
operational support aircraft and plays a crucial role in providing
humanitarian support at home and around the world.

Command Personnel: 129,870

AR Air National Guard (ANG)
% Mission: The Air National Guard has both a
Y o federal and state mission. The dual mission, a
mgw ™ provision of the U. S. Constitution, results in
each guardsman holding membership in the National Guard of
his or her state and in the National Guard of the United States.

Federal Mission: Maintain well-trained, well-equipped units
available for prompt mobilization during war and provide
assistance during national emergencies, such as natural
disasters or civil disturbances. During peace, the combat-ready
units and support units are assigned to Air Force major
commands to carry out missions compatible with training,
mobilization readiness, humanitarian and contingency
operations. ANG provides almost half of the Air Force’s tactical
airlift support, combat communications functions, aeromedical
evacuation and aerial refueling. In addition, ANG has total
responsibility for air defense of the entire United States.

et
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State Mission: When ANG units are not mobilized or under
federal control, they report to the governor of their respective
state, territory or the commanding general of the District of
Columbia National Guard. Under state law, ANG provides
protection of life and property, and preserves peace, order and
public safety through emergency relief support during natural
disasters, search and rescue operations, support to civil
defense authorities, maintenance of vital public services and
counterdrug operations.

Command Personnel: 107,230

Pacific Air Forces (PACAF)

Mission: Provide Pacific Command integrated
expeditionary Air Force capabilities to defend
the homeland, promote stability,
dissuade/deter aggression, and swiftly defeat enemies.

Responsibilities: Organizes, trains, equips and maintains
resources prepared to conduct a broad spectrum of air
operations —from humanitarian relief to decisive combat
employment — in the Department of Defense’s largest area of
responsibility. Conducts multinational exercises and hosts
international exchange events to foster partnerships for
regional security and stability in an area covering 13 time
zones and 100 million square miles, with 60 percent of the
world’s population, one-third of the world’s economic activity
and five of the six largest armed forces.

Command Personnel: 43,078

U.S. Air Forces in Europe (USAFE)
Mission: Execute the U.S. European

¥..  Command mission with forward-based air
g0 power to provide forces for global operations,
ensure strategic access, assure allies, deter aggression and
build partnerships.

Responsibilities: Build and maintain partnerships, promote
regional stability, provide forces for global operations, support
combatant command missions, develop and care for Airmen
and their families, sustain forward-based infrastructure, ensure
strategic access to U.S. forces, assure allies and deter
aggression.

Command Personnel: 35,149

Air Force Special Operations Command
(AFSOC)

Mission: America’s specialized air power — a
step ahead in a changing world, delivering
special operations power anytime, anywhere.

Responsibilities: Responsible to U.S. Special Operations
Command for the readiness of Air Force special operations
forces to conduct the war on terrorism and to disrupt, defeat

——

and destroy terrorist networks that threaten the United States,
its citizens and interests worldwide. The command’s mission
areas include shaping and stability operations; battlefield air
operations; information operations; intelligence, surveillance
and reconnaissance; specialized air and space mobility;
precision engagement and agile combat support.

Command Personnel: 17,168

Direct Reporting Unit (DRU)

A DRU is a subdivision of the Air Force that is directly
subordinate to Headquarters Air Force, separate from any
MAJCOM or FOA because of a unique mission, legal
requirements, or other factors. DRUs have the same
administrative and organizational responsibilities as
MAJCOMSs. The DRUs are the Air Force Academy, Air Force
District of Washington, and Air Force Operational Test and
Evaluation Center.

Civil Air Patrol (CAP)
g_ Mission: Support America’s communities with
R m"” emergency response, diverse aviation and

&t ground service, youth development and
promotion of air and space power.

Responsibilities: Civil Air Patrol provides operational
capabilities in support of aerial and ground search and rescue
disaster relief and counterdrug and homeland security
missions. It conducts 90 percent of all inland search-and-
rescue missions tasked by the Air Force Rescue Coordination
Center. It builds strong citizens for the future by providing
leadership training, technical education, scholarships and
career education to young men and women, ages 12 to 21, in
the CAP cadet program. It promotes and supports aerospace
education, both for its members and the general public, and
conducts a national school enrichment program from K-12.

Personnel: 61,133

Field Operating Agency (FOA)

A FOA is a subdivision of the Air Force that carries out field
activities under the operational control of a Headquarters U.S.
Air Force functional manager. FOAs perform field activities
beyond the scope of any of the MAJCOMSs. Examples of FOAs
include the Air Force Audit Agency, Air Force Center for
Engineering and the Environment, Air Force Financial Services
Center, Air Force Services Agency, and Air Force Weather
Agency, among others.

Air Force Resources

The three vital resources to successful accomplishment of the
Air Force mission are:

Places: A network of bases that reflect the Air Force’s global
competencies.

et
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Figure 2: Major Air Force Installations - CONUS
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The Air Force is a global force, spanning facilities both in the
United States and around the world, as shown in Figure 2 and
Table 1.

= CONUS: 77
= OCONUS: 16

People: Trained, motivated, and dedicated.

The Air Force consists of over 690,000 military and civilian
personnel. Aerospace power is a proven necessity for victory
on land, sea, air, space, and cyberspace. The foundation for
this is our people.

The reserve component (Air Force Reserve and Air National
Guard) has become more important than ever in sustaining
worldwide operations. These warriors make possible the
successful accomplishment of Air Force missions.

Systems: Modern weapons platforms that integrate air,
space, and cyber assets into an undefeatable force.

Air Force “systems” no longer mean only “manned aircraft.”
Systems also include space launch vehicles, satellites,
intelligence, surveillance and reconnaissance assets,
unmanned aerial systems, and the cohesive infrastructure to
all Air Force systems. All Air Force systems are essential
assets for Air Force people to accomplish the mission.

Management Assertions

We remain mindful of our Nation’s budgetary challenges and
fiscal constraints, because fiscal responsibility is a national
security imperative. This environment requires that we balance
our capabilities between current combat operations and the
need to address emerging threats and challenges. We
continue to pursue cost-effective systems that leverage
existing capabilities and maximize interoperability and
integration of legacy and future systems. The following

——

sections provide our assurances related to the Federal
Financial Management Improvement Act (FFMIA) and the
Federal Managers’ Financial Integrity Act (FMFIA).

Chief Financial Officer (CFO) Compliance

The Chief Financial Officers’ Act provides direction for
achieving a clean audit through leadership commitment,
modernized government financial management systems, and
strengthened financial reporting. Sound financial management
helps to ensure the maximum combat capability for each
taxpayer dollar. The Air Force is committed to achieving the
legislative requirement for a clean audit by 2017. While 2017 is
a challenging deadline for a military organization as large and
diverse as the Air Force, the strong engagement of Air Force
leadership, additional financial resources provided in recent
years, and focus on fielding effective financial systems will help
achieve it. We are focusing our efforts on the information most
relevant to decision makers, and the Air Force Financial
Improvement Plan is closely aligned with the DoD strategy to
achieve a clean audit.

Internal Controls

The Air Force operates a robust Manager's Internal Control
Program in compliance with OMB Circular A-123. This
program employs a comprehensive system of continuous
evaluation of internal controls and is fully integrated with
functional program control assessments used to help ensure
that the goals of the Department of the Air Force are achieved
each year. Under the guidance of the Office of the Under
Secretary of Defense (Comptroller), the Secretary of the Air
Force reports a level of assurance over its internal controls in
three distinct areas: Internal Control over Nonfinancial
Operations (ICONO), Internal Control over Financial Reporting
(ICOFR), and Internal Control over Financial Systems
(ICOFS).
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Internal Control Over Financial Reporting

As directed in the Under Secretary of Defense (Comptroller)
memo dated August 11, 2009, the Air Force’s ICOFR review
focused on the strategic prioritization of the SBR and the
existence and completeness (E&C) of mission-critical assets.
The Air Force evaluated the effectiveness of internal controls
over the key Procure to Pay business processes utilizing the
Department’s newest financial management system, the
Defense Enterprise Accounting Management System
(DEAMS). This system, currently deployed to a pilot location,
will serve as the future enterprise system solution to help the
Air Force achieve financial statement audit readiness. This
effort involved documenting key processes and internal
controls, performing risk assessments, and testing and
analyzing the effectiveness of the key controls. In addition, the
Air Force also completed ICOFR reviews as a part of existence
and completeness audit ready assertions for Military
Equipment and elements of Operating Materials and Supplies.
During FY 2011, the Air Force validated the corrective actions
to mitigate the ICOFR material weakness over the Fund
Balance with Treasury Reconciliation and asserted to the
process’ audit readiness. We continue to track and report on
eight previously identified ICOFR material weaknesses that are
included in the Secretary’s Annual Statement of Assurance.

Continuous Improvement

This year the Air Force started to meet the first set of
milestones in support of the Under Secretary of Defense
(Comptroller) priorities of audit readiness of the SBR and the
E&C of mission-critical assets. As the Air Force conducted the
prescribed phases of discovery and evaluation for assessable
units within the Air Force audit readiness strategy, there were
several issues that surfaced, corrective actions were
developed, and a way forward to audit readiness was
identified. The continual evolution of the Air Force audit
readiness strategy incorporates lessons learned, identifies best
practices from past assertions and the other Services,
leverages the knowledge of the personnel in the field that
perform the current processes, and integrates with the ERP
systems of the future to ensure audit readiness is sustained.
The existing governance structure continued to monitor
progress, address obstacles and work collectively as an
enterprise to ensure audit readiness is a priority and remains
one until complete Air Force audit readiness is achieved.

Progress Towards Auditability

Statement of Budgetary Resources:

The Air Force continues to employ a strategy to achieve audit
readiness of the SBR that is focused on the lifecycle of
appropriated funds. The Air Force, in coordination with
Defense Finance and Accounting Service (DFAS), developed
a methodology for audit readiness of the SBR focused around
four assessable units that cover the fund receipt and
distribution, obligation, outlays, reimbursement and

——

reconciliation processes that ultimately impact all of the
sections of the SBR.

The Air Force asserted the assessable unit of Budget Authority
in the 4t Quarter of FY 2010. The submission of the Budget
Authority assertion affirmed that the internal controls over the
reporting of the SBR line items of Appropriations Received,
Non-Expenditure Transfers, Rescissions, as well as the Funds
Distribution to Major Commands are designed and operating
effectively to prevent or detect and correct material
misstatements. The assertion has been audited by an
Independent Public Accounting (IPA) firm, and the IPA concurs
with the Air Force’s assertion.

Additionally, in the 1%t Quarter of FY 2011, the Air Force (in
partnership with DFAS) asserted audit readiness on the FBWT
reconciliation process using the CCAS-AF tool. This limited
scope assertion focuses on the critical key reconciliation
capability that the Air Force must demonstrate in order to
assess the remaining control objectives for the FBWT line
item. The Air Force is consistently reconciling over 99.9
percent of FBWT at the detail level each month. Based on the
Air Force assertion and consistency of meeting the DoD
metric, our internal mitigation work is complete.

The Air Force is now focused on the execution of Budgetary
Resources and the Funds Distribution process to base-level
entities. As discovery and evaluation are conducted, the Air
Force expects to shift the assertion dates for these assessable
units to the left (i.e., completion earlier than currently planned).
However, some of the Air Force interim milestone assertions
are dependent on the successful implementation of the Air
Force ERPs.

Existence and Completeness

The Air Force continues to execute a consistent strategy to
achieve E&C audit readiness for mission-critical assets, with a
specific focus on the validation of physical inventory
documentation. The Air Force is also leveraging existing E&C
field work performed by the AFAA to shorten the time required
to draft primary assertion documentation and provide
supporting physical inventory documentation and working
papers.

The Air Force asserted E&C for military equipment in the 1st
Quarter of FY 2010. The Air Force assertion incorporated two
sub-assessable units: aerospace vehicles and externally
carried pods. The E&C assertion was supported by physical
inventory testing of selected aircraft assets in the Reliability
and Maintainability Information System (REMIS). The test
results indicate that the Air Force has highly effective internal
controls over military equipment asset (aircraft) accountability.
An audit by DoDIG is expected to begin in FY 2012.

The Air Force asserted E&C for cruise missiles and aerial
drones and targets, two sub-assessable units of OM&S, in the
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3rd Quarter of FY 2011. The E&C assertion was supported by
physical inventory testing by AFAA for a representative sample
of the entire populations for both sub-assessable units found in
REMIS. The test results indicate that the Air Force has
effective internal controls over the accountability for cruise
missiles, drones and aerial target assets.

Successful execution of the Air Force strategy for E&C audit
readiness, as well as other audit readiness initiatives, requires
close coordination with Air Force functional staff throughout all
Air Force Commands.

Current and Future Financial Systems - Defense Enterprise
Accounting and Management System (DEAMS)

Our systems enable us to maintain stewardship over the
resources entrusted to us. DEAMS is key to our current and
future ability to manage the Air Force’s resources. DEAMS
was launched in August 2003 as a joint initiative between the
Air Force, U.S. Transportation Command (USTRANSCOM)
and the Defense Finance and Accounting Service under what
was the Defense Department’s Business Transformation
Agency. The DEAMS mission is to support the Nation's
warfighters with timely, accurate, and reliable financial
information, enabling more efficient and effective decision
making by DoD managers. DEAMS is reengineering financial
management activities with a unified enterprise architecture,
standardized business rules and processes, and the first
implementation of the new Standard Financial Information
Structure.

The Air Force is implementing DEAMS through a three-
increment development approach with eight scheduled
software releases. Increment 1, Release 1 supported a
technology demonstration at Scott AFB, lllinois, involving
USTRANSCOM:; Headquarters, Air Mobility Command; and Air
Force Active Duty, selected Air National Guard and Air Force
Reserve tenant organizations on or associated with Scott AFB.

During FY 2007 an expanded Release 1 successfully
demonstrated the system’s capability to support commitment
accounting. In May of 2010 an operational version of Release
1 was deployed at Scott AFB, taking the full Oracle I-
Procurement functionality to those same units.

Scheduled software Releases 4-6 under Increment 1 will
expand DEAMS capability to the remaining AMC bases,
Surface Deployment and Distribution Command (SDDC) and
Military Sealift Command (MSC). By FY 2017 DEAMS
Increment 2, through a series of software support releases, is
scheduled to have deployed DEAMS to the remaining Air
Force MAJCOMSs, their installations and supported tenant
organizations providing full financial management and
reporting capabilities to the Air Force.

——
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When fully fielded, DEAMS will transform financial
management and set a new standard for effective and efficient
stewardship of our Nation's Defense resources.

Air Force General Fund

The General Fund is the fund into which most receipts of the
United States Government are deposited. Exceptions include
receipts from specific sources required by law to be deposited
into other designated funds and receipts from appropriations
made by Congress to carry on the general and ordinary
operations of the Government. The Notes to the Principal
Statements provide more detail on the appropriations. The
major appropriations in the Air Force General Fund and their
uses are introduced below.

Military Personnel (MILPERS)

This appropriation provides funding for the care and feeding of
our Airmen. It includes all direct military compensation for
active duty, reserve, guard, and retired personnel including
regular pay, allowances, and bonuses. Additionally, this
appropriation funds all Permanent Change of Station (PCS)
moves and supports a total force (active, reserve and guard)
end strength of 508,000.

Operations & Maintenance (O&M)

This appropriation funds key readiness programs critical to
prepare forces for combat operations and other peacetime
missions. These include day-to-day operating costs such as
flying hours, depot maintenance, training, spare parts, and
base operations. The FY 2011 appropriation supported 93
installations, including operations at two space lift ranges, and
funded approximately 1.2 million flying hours while sustaining
an aircraft fleet of over 5,500 aircraft.

Procurement

This appropriation provides for purchase of aircraft, missiles,
vehicles, electronic and telecommunications equipment,
satellite and launch equipment, base maintenance and support
equipment, and investment-type spares. The FY 2011 program
expanded, modified and upgraded weapons systems (F-22
Common Configuration, Flight Data Recorder, C-17 block
retrofit, etc.).

Research, Development, Test and Evaluation (RDT&E)
This appropriation provides funding for the research and
development of next generation weapons and platforms and
for the testing and evaluation of current prototypes and
upgrades. The FY 2011 initiatives include:
= Begin KC-X tanker development
= |nvest in critical technology and competitive concept
exploration for Long Range Strike
= Protect critical Science & Technology focus on advanced
propulsion, sensors, directed energy and C2
= Continue GPS IlIA development
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= Develop, integrate, and test Space-Based Infrared Systems
(SBIRS)GEO 1 &2

Military Construction (MILCON)

This appropriation includes any construction, development,
conversion, or extension of any kind carried out with respect to
a military installation. Typically this appropriation applies to any
projects that exceed $1.5 million but can be applicable to
projects exceeding a $750 thousand threshold.

A sub-element of this appropriation provides funding for family
housing construction programs. The FY 2011 appropriation
supported renovation of 404 substandard housing units.

Base Realignment and Closure (BRAC)

The law authorizes the BRAC accounts to fund one-time,
nonrecurring costs that are a direct result of BRAC directed
actions. Some costs do not qualify for BRAC funding as costs
resulting from closure or realignment. The FY 2011 BRAC
program was approximately $300 million.

Air Force Working Capital Fund

The Air Force Working Capital Fund (AFWCF) conducts
business in two primary areas: the Consolidated Sustainment
Activity Group (CSAG) and the Supply Management Activity
Group-Retail (SMAG-R). Air Force Materiel Command (AFMC)
manages more than 90 percent of the AFWCF business
activity for Supply Management and Depot Maintenance
activities. These functions provide goods and services to the
Air Force and DoD customers, as well as customers outside
the DoD (e.g., local and foreign governments). Supply
Management provides expedited repair, replenishment and
inventory control for spare parts and associated logistics
support services to fulfill Air Force needs during war and
peacetime. Depot Maintenance provides economical and
responsive repair, overhaul and modification of aircraft,
missiles, engines, other major end items and associated
components.

In FY 1998 the Air Force was appointed the Executive Agent
for Transportation Working Capital Fund (TWCF) cash. Even
though AFWCF manages TWCF's cash, daily operations are
managed by the United States Transportation Command. As a
result, TWCF's financial statements are reported with other
Defense Agencies.

The AFWCF allows the Air Force to accomplish the following:
ensure readiness through reduced support costs, stabilized
rates and responsive customer service; flexibility to respond to
customer support needs in real-world situations; focus
management attention on net operating results, including cost
and performance; identify the total cost of providing support
products and services; and establish strong customer/provider
relationships.

——

Consolidated Sustainment Activity Group (CSAG)

CSAG is an AFWCF business activity chartered for operation
in FY 2009. The CSAG consolidates the Depot Maintenance
Activity Group (DMAG) and the Material Support Division
(MSD) from the Supply Management Activity Group (SMAG)
into a single business enterprise. This consolidation eliminates
internal transactions between MSD and DMAG, resulting in a
more efficient business enterprise and customer support
improvements. The mission of CSAG is supply management of
reparable and consumable items as well as maintenance
services. Under CSAG, business operations formerly known as
DMAG are now characterized as the Maintenance Division and
business operations formerly known as MSD are now
designated the Supply Division.

The CSAG Maintenance Division repairs systems and spare
parts to ensure readiness in peacetime and to provide
sustainment for combat forces in wartime. This division
operates on the funds received from its customers through
sales of its services. In peacetime, the Air Force enhances
readiness by efficiently and economically repairing,
overhauling and modifying aircraft, engines, missiles,
components and software to meet customer demands. The
Maintenance Division's depots have unique skills and
equipment required to support and overhaul both new,
complex components as well as aging weapon systems.
During wartime or contingencies, the depots can surge repair
operations and realign capacity to support the war fighter's
immediate needs.

CSAG Maintenance Division is managed by AFMC and
employs over 24,000 personnel supporting four industrial
locations:

= Qgden Air Logistics Center (O0-ALC), UT

= QOklahoma City Air Logistics Center (OC-ALC), OK

= Warner Robins Air Logistics Center (WR-ALC), GA

= Aerospace Maintenance and Regeneration Group

(AMARG), Tucson, AZ

The CSAG Supply Division is primarily responsible for Air
Force-managed, depot-level reparable spares and consumable
spares unique to the Air Force. Spares are an individual part,
subassembly, or assembly supplied for the maintenance or
repair of systems or equipment. In addition to management of
these inventories, the Supply Division provides a wide range of
logistics support services including requirements forecasting,
item introduction, cataloging, provisioning, procurement, repair,
technical support, data management, item disposal,
distribution management and transportation.

Contract Depot Maintenance

The transition of contract depot maintenance from the working
capital fund was completed in FY 2008. The activity ceased
accepting new orders at the end of FY 2008. Effective 1 July
2011, any remaining Contract Depot Maintenance lines of
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accounting were converted to Organic (CSAG-Maintenance
Division) fund codes. Contract Depot Maintenance financials
continued to be reported thru the end of FY 2011 with no
activity.

This change brings the user and provider of contract depot
maintenance services closer together and removes the WCF
from its role as the “middleman.”

Supply Management Activity Group—Retail

The Air Force Supply Management Activity Group-Retail
(SMAG-R) is comprised of three divisions: General Support,
Medical-Dental, and the United States Air Force Academy.

The Air Force SMAG-R provides a wide range of logistics
support services including requirements forecasting, item
introduction, cataloging, provisioning, procurement, repair,
technical support, data management, item disposal,
distribution management and transportation. Inventories are an
integral part of SMAG-R and are maintained by each of the
divisions in support of customer requirements. The SMAG-R
objective is to replenish inventories and provide supplies to
customers in a timely manner within customer funding
constraints, while maintaining fund solvency. The Air Force
SMAG-R manages weapon system spare parts, medical-
dental supplies and equipment, and other supply items used in
non-weapon system applications.

The General Support Division (GSD) manages nearly 1.1
million items, which are procured from Defense Logistics
Agency (DLA) and General Services Administration (GSA).
GSD customers use the majority of these items to support field
and depot maintenance of aircraft, ground and airborne
communication and electronic systems, as well as other
sophisticated systems and equipment. The GSD also manages
many items related to installation, maintenance, and
administrative functions.

The Medical-Dental Division (MDD) manages nearly 9,000
different items for 74 Medical Treatment Facilities (MTF)
worldwide. All supply and equipment requirements generated
by Air Force MTFs are procured through this division. MDD
also maintains the War Readiness Materiel (WRM)
requirement. WRM provides initial war fighting capability until
re-supply lines can sustain wartime demands for medical and
dental supplies and equipment.

The Air Force Academy Division finances the purchase of
uniforms and uniform accessories for sale to cadets in
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accordance with regulations of the Air Force Academy and
related statutes. The customer base consists of approximately
4,500 cadets who receive distinctive uniforms procured from
various manufacturing contractors.

Air Force Working Capital Fund Customers

AFWCEF provides support to a variety of customers: Air Force
Major Commands (including the Air National Guard & Air Force
Reserves), the Army, the Navy, other WCFs, other government
agencies and foreign countries.

Air Force Working Capital Fund Financial Performance
Measures

AFWCF assesses financial performance using the Net
Operating Result (NOR) of an activity. The NOR is the
difference between revenue and expenses, i.e., a bottom-line
profit and loss indicator. The NOR objective of an activity
group is to break even over a two year period. Prices are
established to achieve this objective by recovering or returning
prior-year losses or gains. DoD cash management policy is to
maintain the minimum cash balance necessary to meet both
operational requirements and disbursements in support of the
capital program. Cash generated from operations is the
primary means of maintaining adequate cash levels. Effective
cash management is directly dependent on the availability of
accurate and timely data on cash levels and operational
results. Cash levels should be maintained to cover seven to
ten days of operational costs as well as cash adequate to meet
six months of capital disbursements.

Financing the Fight

The Air Force must take the necessary steps today that will
allow future generations to continue to provide consistent,
credible and effective air, space and cyber capabilities on
which our Nation depends. Our ability to do so is constrained
by the increasing costs to design and build platforms and by
the accelerating costs of personnel benefits and other must-
pay operational bills in a particularly challenging budget
environment. We will ensure we maximize combat capability
out of each taxpayer dollar by identifying waste, implementing
efficiencies, pursuing continuous process improvement
initiatives and making smart investments. We will provide the
necessary capability, capacity and versatility required to prevail
today and in the future as we continue “financing the fight.”
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Limitations to the Financial Statements

The principal financial statements have been prepared to report the financial position and results
of operations of the entity, pursuant to the requirements of Title 31, United States Code, Section
3515 (b). While the statements have been prepared from the books and records of the entity, in
accordance with U.S. generally accepted accounting principles promulgated by the Federal
Accounting Standards Advisory Board, and the formats prescribed by Office of Management and
Budget, the statements are in addition to the financial reports used to monitor and control
budgetary resources which are prepared from the same books and records. The statements should
be read with the realization that they are for a component of the U.S. Government, a sovereign
entity.

——
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General Fund
Principal Statements

Fiscal Year 2011

The FY 2011 Department of the Air Force General Fund Principal Statements and related notes
are presented in the format prescribed by the Department of Defense Financial Management
Regulation 7000.14-R, Volume 6B. The statements and related notes summarize financial
information for individual activity groups and activities within the General Fund for the fiscal
year ending September 30, 2011, and are presented on a comparative basis with information
previously reported for the fiscal year ending September 30, 2010.

The following statements comprise the Department of the Air Force General Fund Principal
Statements:

Consolidated Balance Sheet

The Consolidated Balance Sheet presents as of September 30, 2011 and 2010 those resources
owned or managed by the Air Force which are available to provide future economic benefits
(assets); amounts owed by the Air Force that will require payments from those resources or
future resources (liabilities); and residual amounts retained by the Air Force, comprising the
difference (net position)

Consolidated Statement of Net Cost

The Consolidated Statement of Net Cost presents the net cost of the Air Force’s operations for
the years ended September 30, 2011 and 2010. The Air Force’s net cost of operations includes
the gross costs incurred by the Air Force less any exchange revenue earned from Air Force
activities.

Consolidated Statement of Changes in Net Position

The Consolidated Statement of Changes in Net Position presents the change in the Air Force’s
net position resulting from the net cost of Air Force’s operations, budgetary financing sources
other than exchange revenues, and other financing sources for the years ended September 30,
2011 and 2010.

Combined Statement of Budgetary Resources

The Combined Statement of Budgetary Resources presents the budgetary resources available to
the Air Force during FY 2011 and 2010, the status of these resources at September 30, 2011 and
2010, and the outlay of budgetary resources for the years ended September 30, 2011 and 2010.

The Principal Statements and related notes have been prepared to report financial position
pursuant to the requirements of the Chief Financial Officers Act of 1990, the Government
Management Reform Act of 1994, and the Office of Management and Budget’s Circular A-136,
“Financial Reporting Requirements.”

11
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Principal Statements
Department of Defense
Department of the Air Force
CONSOLIDATED BALANCE SHEET
As of September 30, 2011 and 2010
($ in Thousands)

2011 Consolidated

ASSETS (Note 2)

Restated
2010 Consolidated

Intragovernmental:
Fund Balance with Treasury (Note 3) $ 110,088,325 107,566,991
Investments (Note 4) 1,077 1,080
Accounts Receivable (Note 5) 588,063 415,493
Other Assets (Note 6) 85,368 93,765
Total Intragovernmental Assets $ 110,762,833 108,077,329
Cash and Other Monetary Assets (Note 7) $ 95,583 108,828
Accounts Receivable,Net (Note 5) 366,409 459,788
Inventory and Related Property,Net (Note 9) 48,650,905 49,698,922
General Property, Plant and Equipment,Net (Note 10) 134,784,123 128,025,934
Other Assets (Note 6) 12,108,803 11,565,221
TOTAL ASSETS $ 306,768,656 297,936,022
STEWARDSHIP PROPERTY, PLANT & EQUIPMENT (Note 10)
LIABILITIES (Note 11)
Intragovernmental:
Accounts Payable (Note 12) $ 2,553,974 2,375,974
Other Liabilities (Note 15 & 16) 2,029,335 2,181,138
Total Intragovernmental Liabilities $ 4,583,309 4,557,112
Accounts Payable (Note 12) $ 3,013,935 3,719,734
Military Retirement and Other Federal 1,126,143 1,109,362
Employment Benefits (Note 17)
Environmental and Disposal Liabilities (Note 14) 10,564,623 8,839,352
Other Liabilities (Note 15 and Note 16) 5,478,873 6,402,702
TOTAL LIABILITIES $ 24,766,883 24,628,262
COMMITMENTS AND CONTINGENCIES (NOTE 16)
NET POSITION
Unexpended Appropriations - Other Funds 114,254,051 108,832,210
Cumulative Results of Operations - Earmarked Funds 12,425 18,568
Cumulative Results of Operations - Other Funds 167,735,297 164,456,982
TOTAL NET POSITION $ 282,001,773 273,307,760
TOTAL LIABILITIES AND NET POSITION $ 306,768,656 297,936,022

The accompanying notes are an integral part of these financial statements.
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Department of Defense
Department of the Air Force
CONSOLIDATED STATEMENT OF NET COST
For the periods ended September 30, 2011 and 2010
($ in Thousands)

Restated
2011 Consolidated 2010 Consolidated
Program Costs
Gross Costs $ 166,451,900 $ 187,004,658
Military Personnel 36,391,504 36,221,498
Operations, Readiness & Support 62,207,918 56,229,265
Procurement 38,706,085 63,191,812
Research, Development, Test & Evaluation 28,007,745 30,012,123
Family Housing & Military Construction 1,138,648 1,349,960
(Less: Earned Revenue) (8,751,985) (5,913,669)
Net Cost before Losses/(Gains) from Actuarial Assumption 157,699,915 181,090,989
for Military Retirement Benefits
Net Program Costs Including Assumption Changes 157,699,915 181,090,989
Net Cost of Operations $ 157,699,915 $ 181,090,989

The accompanying notes are an integral part of these financial statements.

(15 )
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Department of Defense
Department of the Air Force
CONSOLIDATED STATEMENT OF CHANGES IN NET POSITION

For the periods ended September 30, 2011 and 2010

($ in Thousands)

CUMULATIVE RESULTS OF OPERATIONS

Beginning Balances
Prior Period Adjustments:
Corrections of errors (+/-)

Beginning balances, as adjusted
Budgetary Financing Sources:

Appropriations used
Nonexchange revenue

Donations and forfeitures of cash and cash equivalents
Transfers-in/out without reimbursement

Other Financing Sources:

Transfers-in/out without reimbursement (+/-)
Imputed financing from costs absorbed by others

Other (+/-)

Total Financing Sources
Net Cost of Operations (+/-)

Net Change

Cumulative Results of Operations
UNEXPENDED APPROPRIATIONS

Beginning Balances

Beginning balances, as adjusted
Budgetary Financing Sources:

Appropriations received

Appropriations transferred-in/out
Other adjustments (rescissions, etc)

Appropriations used

Total Budgetary Financing Sources
Unexpended Appropriations

Net Position

The accompanying notes are an integral part of these financial statements.

(

0

2011
Earmarked 2011 All 2011 2011
Funds Other Funds Eliminations Consolidated
18,568 S 179,970,391 S 0 S 179,988,959
0 (15,513,410) 0 (15,513,410)
18,568 164,456,981 0 164,475,549
0 159,703,254 0 159,703,254
913 0 0 913
4,728 0 0 4,728
0 0 0 0
0 867,507 0 867,507
0 855,639 0 855,639
1 (459,954) 0 (459,953)
5,642 160,966,446 0 160,972,088
11,785 157,688,130 0 157,699,915
(6,143) 3,278,316 0 3,272,173
12,425 § 167,735,297 0 167,747,722
0 $ 108,832,210 0 108,832,210
0 108,832,210 0 108,832,210
0 167,631,093 0 167,631,093
0 772,813 0 772,813
0 (3,278,811) 0 (3,278,811)
0 (159,703,254) 0 (159,703,254)
0 5,421,841 0 5,421,841
0 114,254,051 0 114,254,051
12,425 § 281,989,348 S 0 282,001,773
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Department of Defense
Department of the Air Force
CONSOLIDATED STATEMENT OF CHANGES IN NET POSITION
For the periods ended September 30, 2011 and 2010
($ in Thousands)

2010 Restated
Earmarked 2010 All 2010 2010
Funds Other Funds Eliminations Consolidated
CUMULATIVE RESULTS OF OPERATIONS
Beginning Balances S 10,432 S 184,330,402 S 0 $§ 184,340,834
Prior Period Adjustments:

Corrections of errors (+/-) 0 1,094,196 0 1,094,196
Beginning balances, as adjusted 10,432 185,424,598 0 185,435,030
Budgetary Financing Sources:

Appropriations used 0 157,921,032 0 157,921,032

Nonexchange revenue 1,432 0 0 1,432

Donations and forfeitures of cash and cash equivalents 10,757 0 0 10,757

Transfers-in/out without reimbursement 0 297,535 0 297,535
Other Financing Sources:

Transfers-in/out without reimbursement (+/-) 0 202,939 0 202,939

Imputed fin