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MESSAGE FROM THE

ACTING SECRETARY OF THE AIR

SECRETARY OF THE AIR FORCE
WASHINGTON

February 2001

Message from the Acting Secretary of the Air Force

Fiscal Year 2000 was a challenging year for the United States Air Force. We worked hard to sustain the
capabilities of our Air Force despite the significant challenges associated with maintaining an aging fleet of aircraft
while also recruiting and retaining our highly skilled all-volunteer force in a strong economy. We also modernized
our equipment to the extent our budget allowed. We successfully transformed our Air Force into an Expeditionary
Aerospace Force. That transformation allowed us to sustain our ability to meet combat requirements in atimely,
responsive fashion over the long term. It also provided our people with more predictable deployment schedules.

The Air Force addressed these challenges with an FY 00 budget of roughly $70 billion. Consistent with the
requirements of the Chief Financial Officers Act, this statement documents the expenditures devoted to our General
Fund activities. It also briefly reviews selected performance measures established as part of the Government
Performance and Results Acts and compares the results for FY 00 to our previously set goals.

We made effective use of our budget dollars by remaining a leader in financial reform. In FY 00 we contin-
ued our progress toward achieving auditable financial statements. Our enhanced internal controls and upgraded sys-
tems continued to reduce the number of financial fraud cases. Furthermore, we maintained our commitment to train-
ing our financial managers. Our guidelines for professional development ensured our financial professionals were
well trained to meet constantly changing demands.

As we progress through the new millennium, our mission remains: to defend the United States through con-
trol and exploitation of air and space. We will continue our faithful stewardship of funds to ensure we dominate the
aerospace medium.

LAWRENCE J. DECANEY
Acting Secretary of the Air Force
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MESSAGE FROM THE ASSISTANT SECRETARY OF THE AIR FORCE,

FINANCIAL MANAGEMENT AND COMPTROLLER

DEPARTMENT OF THE AIR FORCE
WASHINGTON DC 20330-1130

OFFICE OF THE ASSISTANT SECRETARY

February 2001

Message from the Assistant Secretary of the Air Force
Financial Management and Comptroller

| am pleased to present the Air Force General Funds financial statement for Fiscal Year 2000. This statement
fulfills the requirements of the Chief Financial Officers Act and portions of the requirements of the Government
Performance and Results Act.

The statement documents how the Air Force spent the $70 billion of budget authority appropriated for
FY 2000. In addition, this document briefly reviews our FY 2000 goalsin light of actual performance. The Air
Force successfully met its operational commitmentsin FY 2000 and achieved notable success in overcoming most of
the staffing deficiencies of the previous fiscal year, meeting most of our target performance goals. We met our
recruiting challenge; retention appears to be turning in the desired direction; and we are aggressively addressing
readiness. We continue to implement financial management reforms in an effort to increase the resources available
for application to the resolution of these remaining challenges.

The Air Force did make progress in improving financial management in FY 2000, although much remains to
be done. Achieving an auditable financial statement remains one of our key goals. In FY 2000, we continued to
make progress on our plan to use the tri-annual review of obligations to remedy documentation shortcomings for
older budget obligations, addressing one of the key remaining audit problems with our General Funds statement. We
continued to tighten our controls to minimize the opportunities for financial fraud, and continued to implement guide-
lines to increase the level of professional development and training for our key financial management personnel. We
also made progress in improving some of our financial systems that provide data to the main accounting systems.

The Air Force takes its responsibility for stewardship of the public funds seriously. We are therefore strongly
committed to improvement in all aspects of financial management.

T3

JAMES R. SPEER
Acting Assistant Secretary of the Air Force
(Financial Management and Comptroller)
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Overview

e J
Air Force
Foundations
\_ J
Mission

The mission of the U.S. Air Forceis to defend the
United States through aerospace power.

Vision 2020

America’'s Air Force—Global Vigilance, Reach, and
Power

Core Values

A Integrity First
A Service Before Salf
A Excélencein All We Do

Core Competencies
A Aerospace Superiority

A Globa Attack

A Rapid Globa Mobility

A Precision Engagement

A Information Superiority

A Agile Combat Support
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Action—Year 2000

Air Force Iin

J
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During Fiscal Year (FY) 2000, the U.S. Air Force
responded to numerous challenges and contingencies
with effective actions designed to provide the most suc-
cessful resolutions. Perhaps the foremost of these efforts
was to begin integrating the lessons learned from our
successful Kosovo air campaign into the tactical and
strategic knowledge base of Air Force operations. Other
operations in FY 2000 included those in Irag, contin-
gency operations, and humanitarian actions at home and
around the globe.

Air Force Operations to
Stabilize World Situations

K osovo—After decisively winning peace in Kosovo, the
Air Force continued to support the necessary details of
maintaining that peace. By providing timely materiel
support and reinforcement for American and European
peacekeeping forces on the ground in Kosovo, the Air
Force increased the viability of the International Relief
Force (IRF). Air Force units operating from German
North Atlantic Treaty Organization (NATO) bases trans-
ported Army units and their equipment to a staging base
in The Former Yugoslav Republic of Macedonia. In an
effort similar to a bucket brigade operation, from this
staging base the IRF moved on to Kosovo to provide
Task Force Falcon with additional flexibility and force
protection. Air Force capabilities were instrumental in

ur modernization and

readiness programs

continue our commit-

ment to ensuring that when our air-
men are called on to go into
harm’s way, they will have the
complete set of tools to ensure
that their success is never in
doubt. We owe them nothing less.
—F. Whitten Peters,

Secretary of the Air Force
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generating a safe and secure environment in which
the people of Kosovo could begin to rebuild.

Slovakia—A bilateral agreement between Slovakia
and the United States allowed U.S. pilotsin Europe
to expand their training while strengthening ties of
friendship between the two nations. This agreement
was manifested by support from the Slovak Air
Force at Malacky Air Base and use of the nearby
Kuchyna bombing range. For the Slovak Air Force,
the agreement meant partial funding for airfield and
range operations, plus interoperability and famil-
iarization between pilots from the two nations.
Closer military ties with the United States and
possibly other NATO-member nations were a
bonus. U.S. aircraft did not drop live munitions
on the range, so with the exception of aircraft
noise, Air Force use of the range did not impact
neighboring communities.

K orea—While the administration encouraged
the presidents of South and North Koreato sign
a peace accord, the United States contemplated
no reduction in the approximately 37,000 U.S.
military personnel in South Korea. A sizable Air

Force contingent of about 8,700 personnel based at
Kunsan and Osan Air Bases continued to provide
an air umbrellafor protection from attack by the
aggressively positioned North Korean military.
North Korea continued to have alarge well-armed
force deployed close to the demilitarized zone and
to spend a disproportionate share of its gross
national product on its military at a time when its
people were starving. According to Department of
Defense Press Secretary Ken Bacon, South Korean
President Kim Dae-jung wished to see U.S. forces
remain in his country. President Kim indicated that
he considers the U.S. military presence aregional
stabilizing force.

Irag—The U.S. Air Force continued to fly exten-
sive sorties as part of Operation Northern/

Southern Watch. The Air Force bore the brunt of
the assignment to constantly patrol the no-fly zones
in northern and southern Irag. The combined opera-
tion encompassed nearly 1,900 personnel in Turkey
supporting Northern Watch, and more than 5,100
personnel in Saudi Arabiafor Southern Watch. The
alied enforcement effort employed about 45 air-
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AIR FORCE IN ACTIODN—YEAR 2000

craft of many types, from fighters and tankers to
helicopters. Coalition pilots flew, on average, about
40 sorties aday. Airborne for three to seven hours,
the fighters spent much of their time flying to and
from the enforcement zone and reaching aerial
refueling tankers. Numerous instances involving
use of force in this operation occurred because of
the recalcitrant aggression of the Iraqi leadership.

Counterdrug/Counter-
terrorism

The Air Force continued to play an important role
in assisting drug enforcement agencies with air-
borne and ground-based radar. The Air Force also
employed intelligence, surveillance, refueling, and
reconnaissance platforms to intercept and track
smugglers far south of U.S. borders. Asacasein
point, while en route from Edwards Air Force
Base, California, to Eglin Air Force Base, Florida,
the new Global Hawk unmanned air vehicle (UAV)
conducted demonstration operations for the U.S.
Coast Guard along the Gulf Coast. These activities
focused largely on exploring Global Hawk’s capa-
bilities to assist civilian agencies in counterdrug
and contraband interdiction operations. Global

Hawk set an endurance record during this flight by
flying 31.5 hours non-stop.

The Air Force Research Laboratory (AFRL)
Information Directorate awarded a contract to per-
form a study of potential counterterrorism tech-
nologies to benefit the law enforcement communi-
ty. The year-long Counterterrorism Technology
Assessment and Methodology Study was funded by
the Department of Justice’s National Institute of
Justice (NIJ). The NIJ National Law Enforcement
and Corrections Technology Center—Northeast is
co-located with the Information Directorate at the
AFRL Rome (New York) Research Site. The mis-
sion was to support domestic counterterrorism
efforts through research into electronic devices to
detect concealed weapons and explosives, body
cavity scanners, and through-the-wall surveillance
technologies. Through-the-wall surveillance
research will use avariety of existing sensor tech-
nologies, then combine (or fuse) specific data from
each for a better image. The goal will be to allow
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military peacekeepers and civilian law enforcement
personnel to monitor individuals shielded behind
walls.

Humanitarian Missions

Military medics have spearheaded humanitarian
and civic assistance at home and abroad. Air Force
medical professionals are implementing the med-
ical readiness strategy of shaping our allies envi-
ronments to promote democracy, peaceful relation-
ships, and economic vitality. The Air Force
Medical Service has established a new core compe-
tency of medics serving as International Health
Specialists (IHSs). IHSs are proficient in a second
language and deploy around the world to provide
basic primary and subspecialty care. These IHSs
could be called upon to act as advisors or to facili-
tate humanitarian missions in their area of expert-
ise. They also may serve as advance team mem-
bers, prior to a deployment, to assess the situation
following a disaster.

USAF medics also have taught trauma systems
courses, sponsored by the Expanded International

Military Education and Training system, to more
than 350 studentsin six Central American coun-
tries and four southern African countries. In each
course, military and civilian medics from adjacent
countries have attended. Emphasisis placed on
regional involvement, disaster response, trauma
care, leadership, civilian/military collaboration,
resource management, and “train-the-trainer” skills.
Clearly, these global partnerships and training can
benefit our alies and create regional political sta-
bility, reducing the likelihood of future conflict.

In FY 2000, the Air Force continued to respond to
humanitarian needs around the globe. The United
States, along with other nations, deployed to
Mozambique to provide aid to the many thousands
of refugees displaced by massive flooding. Because
the transportation infrastructure was damaged by
flooding, U.S. Air Force HH-60G Pave Low heli-
copters became the primary workhorses for trans-
portation operations outside the International
Airport in Mozambique.

An Air Force medical team performed life-chang-
ing surgeries for indigent families at the Santa
Teresa public health hospital in Comayagua,
Honduras. U.S. Southern Command directed the
mission after receiving the request for aid from the
U.S. Embassy in Honduras. The medical team also
brought a half ton of medical supplies from
Lackland Air Force Base, Texas. Honduras's econ-
omy had been improving steadily until Hurricane
Mitch hit hard two years ago, leaving about half of
the 6 million people living below the poverty line.
Unlike many charitable medical teams, Army and
Air Force teams have operated there for 17 years,
maintaining records on their patients and perform-
ing follow-up surgeries when needed.
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The Future of
the Air Force
. Y,

The U.S. Air Force entered the 21st century as the most
powerful, swift, and flexible military force in the world.
Aerospace power was born in America with the Wright
brothers and was proven decisive in combat by
American commanders who understood the imperative
of dominating the skies: William Mitchell, Douglas
MacArthur, Dwight D. Eisenhower, Chester Nimitz,
Henry Arnold, William Westmoreland, H. Norman
Schwarzkopf, Mark Clark, and many more. Aerospace
power became America’s unique asymmetric advantage.
Through aerospace superiority operations, we estab-
lished freedom from attack, freedom to maneuver, and
freedom to attack for all joint forces. Not since the
Korean War have American ground forces been attacked
by enemy aircraft. Through modern technologies first
developed during the Viethnam War era and the latter
stages of the Cold War, the United States achieved the
ability to conduct air operations with near impunity from
hostile defensive activity. Technologies such as radar
absorption and reflection for stealth, and precision robot-
ic guidance made hostile nations think twice about open-
ly challenging our military forces.

Today, aerospace power gives the nation a strategic
advantage and is its most rapid instrument of military
choice. Aerospace power makes it possible for the
United States to lead in executing critical security com-
mitments, while remaining ready to engage rapidly any-
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where around the globe. Joint military operations
require control of air and space. Without aerospace
power, joint forces could not effectively deploy,
fight, and win. With aerospace power, joint forces
can secure objectives quickly with minimum loss
of life. The Air Force is a combat-proven, mission-
focused, decisive fighting force. Today, our nation-
al security policy relies on the steady engagement
of air forcesin severa regions. While the other
services use their aviation arms primarily to assist
their principal forces, the Air Force provides the
essence of our nation’s aerospace power.

The Developing Threat

The Air Force is preparing for a range of potential
threats that vary in character and intensity. A hos-
tile state action, weapons of mass destruction,
cyber-terrorism, and a heightened need for defense
of the American homeland are all possible chal-
lenges in the future. Security can be fragile.
Tomorrow’s weapons have the potential to be devi-
ous and destructive. New threats can emerge quick-

UNITED STATES AIR FORCE

ly, and our ability to counter them must never be
taken for granted.

Given the uncertainty and diversity of these threats,
aerospace power, with its unique capabilities, is
more important than ever in carrying out America’s
security goals. First, aerospace power is far-reach-
ing. Our aircraft can reach any point on the globe
within hours, with the flexibility to supply relief or
to produce combat effects. Second, as alethal
fighting force, we can control enemy maneuversin
the battlespace and find and destroy targets with
great precision. Third, aerospace power is vigilant.
Airmen link aircraft, satellites, and information
systems to create global situational awareness.
Vigilance takes many forms, from security forces
patrolling the base perimeter to nuclear forces on
alert. These three characteristics combine to make
aerospace power a highly flexible, powerful mili-
tary force—indispensable to our nation. Building
such characteristics into the Air Force requires
careful analysis, hard work, and commitment to
performance goals.

; 2)
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Air Force
Resources and
Organizations

\_

The Air Force's stated mission is to defend the United
States through control and exploitation of air and space.
To accomplish this mission—global power and reach for
America—the U.S. Air Force needs the following:

A People—trained, motivated, and dedicated.

A Places—network of bases that reflects the change
from “global containment” to “global engagement.”

A Systems—modern weapon platforms that integrate
air and space assets into a formidable application of
force.

People

The United States Air Force is built on the foundation of
its people. The people fight and win America's air wars,
they must be skilled, motivated, and dedicated. They
must be recruited, then trained, and finally retained to
keep the foundation strong.

The data in the charts on the following page clearly
show that this resource is shrinking and changing in
composition.

While the reduction in military personnel has leveled off
in the past few years, active military has declined about

34 percent from 1990 levels, and the reserve component
declined 10 percent, even with many added taskings.
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AIR FORCE RESOURCES AND ORGANIZATIONS
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These trends also are reflected in the civilian Air
Force segment. The number of civiliansin the
active Air Force has declined by 41 percent since
FY 1990, and although the number of civilian tech-
nicians in the reserve component has remained
constant, the reserve components' taskings have
increased greatly. Also, the number of civiliansin
the reserve component has increased from 13 per-
cent to 21 percent of all civilian Air Force
personnel.

The aging civilian workforce also compounds man-
ning problems. Due to personnel drawdowns of the
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past decade, new hires have been limited, and
many experienced employees have gone on to
other jobs or taken advantage of early retirement
options. As aresult, 42 percent of Air Force civil-
ian personnel are eligible to retire in the next five
years, and there are too few experienced workers to
fill those positions. The Air Force is taking steps to
reshape the civilian force to ensure future availabil-
ity of sufficient experienced personnel with the
skillsto fill key positions.

In addition to the dramatic decline in the military
force since the end of the Cold War, the other most
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significant occurrence has been the shift of people
and mission tasking from the active force to the
reserve component. The reserve component con-
sists of the Air Force Reserve Command and the
Air National Guard. The reserve components are
not just “add-ons’ to the active force but an inte-
gral part of it—nearly half of the mission-oriented
squadrons in the total Air Force are in the reserve
components. The vital role reserve forces play in
the post-Cold War environment is underscored by
the fact that a clear majority of the Air Force's total
air refueling capability isin the Air National Guard
and the Air Force Reserve. During the recent
Operation Allied Force, Air Force Reserve and Air
National Guard units and personnel performed
approximately half of all air refueling support for
NATO operations.

To ensure that the reserve components encompass-
ing these vital resources achieve optimal benefit to
the Air Force mission, the Air Force is studying
methods of better integrating Active, Guard, and

Reserve Forces into the daily operations of the total
Air Force.

Recruit, Train, and Retain
Recruit

As of the end of FY 2000, the Air Force is approxi-
mately 5,200 men and women short of its total
force goal. This situation exists because retention is
still down. In spite of its missed recruiting goal (for
the first timein 20 years) in FY 1999, the Air
Force achieved its FY 2000 recruiting goa by
accessing 34,369 airmen against a goal of 34,000.

The Air Force exceeded its FY 2000 recruiting goal
not by lowering standards but by intensifying
efforts to get the message out about what benefits
the Air Force provides a young person. This suc-
cess, in the face of the nation’s strong economy and
the stiff competition from business, is the result of
hard work and many new approaches.

Successfully meeting recruiting goals reflects a
combination of measures. More recruiters on the
street, new advertising initiatives, and higher enlist-
ment bonuses are important to manning the force.
Most of all, this success reflects a determination to
make recruiting a top priority.

To accomplish its recruiting mission, the Air Force:

A Dramatically increased the number of produc-
tion recruiters from 1,085 at the beginning of
FY 1999 to 1,363 at the end of FY 2000.
During FY 2000, authorizations increased from
1,209 to 1,450 and will grow to 1,650 by the
end of calendar year 2001.
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A [nstituted aggressive advertising, including the
first full year of apaid national television
advertising campaign.

A Kept pace in cyberspace by introducing an
innovative, artistically designed web site that
provided a better understanding of the Air
Force overall—effectively reaching the Internet
generation.

The need to recruit qualified men and women, both
military and civilian, to servein the U.S. Air Force
remains as important today as when the service was
established. The Air Force is confident that if it
gets its message across to the nation’s young peo-
ple, they will respond positively.

The Air Force hopes to attract more former airmen,
soldiers, sailors, and Marines to return to active
duty in FY 2001. A program that complements typ-
ical non-prior service recruiting allows the Air
Force to immediately fill noncommissioned officer
shortages in certain specialties through welcoming
back individuals with previous military experience.

UNITED STATES AIR FORCE

Previously, recruiters were given credit only for
enlisting people with no prior military experience.
Accessions with prior military service did not
count against their annual goal, although 848 veter-
ans returned during FY 2000. The FY 2001 goal of
34,600 new recruits includes prior-service mem-
bers. During the early-to-mid 1980s, the enlisted
prior-service program brought back as many as
3,000 veterans each year. Force reductions resulted
in reduced use of the program over the past decade.

With the change in rules, members of all services
may begin a career in the Air Force without an
administrative waiting period. The basic criteria for
enlisted members to reenter the active force are as
follows:

A Eligibility for re-enlistment at time of separa-
tion
A No more than 12 years of prior active service

A Separated no more than six years at time of
resumption of active duty

A Grades E-4 through E-6.
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Air Force Reserve and Air National Guard mem-
bers also are eligible to participate, with command-
er approval.

Train

Getting good people into the Air Force isjust the
beginning—they need to be trained to perform
highly technical work that is the basis of the Air
Force's record of military success.

The Air Force is changing the way it trains with
the implementation of a new professional military
education (PME) course at Maxwell Air Force
Base, Alabama; the Aerospace Basic Course
(ABC). ABC isthefirst step in an Air Force offi-
cer’'s PME and is designed to meet the needs of
our newly commissioned line, non-line, active-
duty Guard and Reserve officers, and selected
civilian interns. This four-week course started
about two years ago to create an “airman first”
mentality for all Air Force members. ABC will
serve as a foundation in core values, core compe-
tencies, and aerospace power theory.

Technical training courses are a vital part of our
training system. For example, the 21-day |loadmas-

ter course teaches airmen the basics of weight and
balance and the mathematical formulas used for
loading aircraft. The course consists of five blocks
of instruction covering transportation of hazardous
materials; aircraft loading formulas; vehicle centers
of gravity; principles of airdrop and palletized load
planning; and vehicle marshaling and restraint.
After completing this course, students attend the
Air Force Survival School.

The Community College of the Air Force (CCAF)
offers numerous courses leading to an associate
degree and graduated its 200,000th student in

FY 2000. CCAF, the largest community collegein
the world and the only one in the Department of
Defense, was activated in 1972 to gain academic
recognition for technical training conducted by Air
Force schools. The college offers 66 degreesin five
areas. aircraft and missile maintenance, electronics
and telecommunications, allied health, logistics and
resources, and public and support services.
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Retain

The impact of the biggest pay raise in a generation,
pay table reform, and changes to military retire-
ment is being felt in the Air Force. Better support
for men and women in uniform is producing a
more stable and more experienced force.

Unfortunately, retention problems overshadowed
the benefit of FY 2000’s successful recruiting cam-
paign, and the Air Force continued to be under
strength by approximately 5,200 personnel.

Compensation

Our compensation programs must be able to attract
and retain quality, high-tech individuals in an envi-
ronment of economic growth, low unemployment,
and in a competitive marketplace. Reflecting that
reality, the FY 2001 National Defense
Authorization Act (NDAA) continues the gains
from FY 2000 by providing for a 3.7-percent pay
raise, and atargeted pay raise for E-5 to E-7 per-
sonnel ranging from $32 to $58 per month. It also
reduces the median out-of-pocket expense for
Basic Allowance for Housing (BAH) from 18.9
percent to 15 percent, continuing on track with the

goal to reduce median out-of-pocket expenses to
zero by FY 2005. It also establishes a new BAH
rate standard for E-4s and below with an appropri-
ate rate change. The limitation on Basic Allowance
for Subsistence (BAS) of 1 percent per year has
been lifted and will rise according to the U.S.
Department of Agriculture Food Index. Based on
current trends, this approximates a 2-percent
increase in FY 2001.

A Special pay and bonuses. The law provides for
an Officer/Enlisted Critical Skills Bonus of up
to $200,000 in a career and provides needed
flexibility to address our retention concerns.
Specia Duty Assignment Pay maximums
increase to a maximum of $600 per month.

A Other benefits. The law also equalized
Dislocation Allowance (DLA) for E-5s and
below. Service members were authorized a pet
quarantine reimbursement of up to $275.
Service members will have the opportunity to
participate in the Thrift Savings Plan similar to
that presently offered to DoD civilians.

A TRICARE. TRICARE benefits have been
extended to all eligible military retirees, regard-
less of age, and their dependents. The legisla-
tion that extended the Medicare subvention pro-
gram also implemented the TRICARE Senior
Pharmacy program for Medicare-eligible mili-
tary retirees and family members. It also made
TRICARE Prime Remote available to al uni-
formed service personnel and their dependents
and repealed both TRICARE Prime and Prime
Remote copayments by active-duty dependents.
Finaly, it eliminated the requirement to obtain
non-availability statements for TRICARE
Standard participants.
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The Air Force will continue to push for competi-
tive basic pay; enhanced flexibility in special pay-
ments and bonuses; reduced out-of-pocket costs;
civilian force shaping initiatives, and improved
TRICARE access.

Quality of Life

Our most critical readiness component is our peo-
ple—we continue to rank quality of life with readi-
ness and modernization as the Air Force's top pri-
orities. Our quality of life initiatives continue to
acknowledge the intense demands we place on our
mission-focused total force. The Air Force will,
with the continued support of Congress, pursue fair
and competitive compensation and benefits; bal-
anced deployments and exercise schedules; safe,
affordable, and adequate housing; support for com-
munity and family programs; expanded educational
opportunities; and quality health care.

The FY 2000 NDAA addressed several quality of
lifeissues: a4.8-percent pay raise, full restoration
of the military retirement system, future pay raises
set at employment cost index plus 0.5 percent, pay
table reform, career enlisted flight incentive pay,
basic housing allowances increases, aviation con-
tinuation pay enhancements, and temporary lodging
expenses for first-term airmen. Both the Dormitory
Master Plan and the Family Housing Master Plan
continue to address improvements and renovations
in military housing, and DoD is championing the
reduction of out-of-pocket housing expenses. The
Air Force will continue to leverage benefits and
quality of life programs to support a higher reten-
tion rate. Defense leaders will continue working to
improve housing. The first step will be putting
more dollars in service members pockets by

improving the basic allowance formula for housing.
Adjustments will eliminate off-base residents’ out-
of-pocket expenses over five years. Beneficiary
counseling/assistance coordinators, debt collection
assistance officers, and education and improved
care access initiatives have been instituted to
improve TRICARE. In addition, claims processing,
out-of-pocket expenses, and customer service will
continue to be addressed. Many other programs and
initiatives, such as childcare and youth centers, fit-
ness facilities, AFCrossroads.com, equipment and
training, Air Force leadership, personal financial
management assistance, and spouse employment,
continue to demonstrate the Air Force's commit-
ment to the recapitalization of the Total Force.

The Air Force continued to set the standard in pro-
viding quality childcare and youth activities. In

FY 2000, the Air Force used the FY 1999 emer-
gency supplemental appropriations for Morale,
Welfare, and Recreation (MWR) Personnel Support
for Contingency Deployments, to provide special
programs related to youth and childcare. This
included the purchase of 600 computers to enable
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adolescent members of Air Force families to com-
municate with deployed family members. Summer
camp experiences also were provided to 4,797 chil-
dren of deployed parents. The Air Force aso
implemented a new childcare program for extended
duty hours to help parents with childcare during
heightened operations tempo.

The Air Force recognizes the economic benefit our
members derive from the activities and services
provided within our base community. Programs
like child development, youth programs, fitness
centers, libraries, skills development, clubs, golf
courses, and bowling centers all offer programs and
services that support and enhance the sense of com-
munity and meet our members’ needs for relax-
ation and stress reduction. Beyond these benefits,
on-base programs are part of the non-pay benefit
system providing savings over the cost members
would pay to receive similar services off base.

The Air Force also continues to support the com-
missary benefit as an important non-pay entitle-
ment upon which active-duty, retiree, and, increas-
ingly, reserve component personnel depend. The
commissary system is consistently viewed by serv-
ice members and their families as one of their vital
non-pay compensation benefits and contributes
greatly to recruiting and retention.

Lodging facility improvements to ensure Air Force
members and their families enjoy adequate visiting
quarters (VQs) and temporary lodging facilities

(TLFs) have become a higher quality of life priori-
ty. Constructing facilities in sufficient quantity and
maintaining existing facilities not only supports

membersin TDY and permanent change of station

(PCS) status but also yields significant savingsin
travel costs and ensures force protection.

This year, legislation was passed to eliminate co-
payments for active-duty family members enrolled
in TRICARE Prime. Additionally, TRICARE
Prime Remote will be extended to family members
of active-duty personnel when the member and
family are stationed more than 50 miles from a mil-
itary medical treatment facility. Changes to claims
processing, referral practices, and reimbursement
for certain travel expenses will make accessing spe-
cialized care through the TRICARE system easier
for beneficiaries.

Pilot Retention

A special subset of the retention challengeis retain-
ing our experienced pilots. The U.S. Air Force
boasts the world’'s most efficient, talented support
force, combined with technologically superior, inte-
grated aerospace systems, however, retention of
skilled pilots is key to accomplishing operational
missions. Further, at a cost of severa million dol-
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lars to train and season, a veteran pilot is the Air
Force’'s most expensive personnel asset. A strong
economy and unprecedented airline hiring have
contributed to a shortage of approximately 1,200
pilots, 9 percent of the requirement. To minimize
losses and protect our combat capability, Air Force
leadership has taken aggressive steps, including
scrutinizing pilot requirements, increasing pilot
production, increasing active duty service commit-
ment from eight to 10 years, increasing compensa-
tion, managing operations tempo, and enhancing
quality of life programs.

There is no magic answer that will reduce or elimi-
nate the pilot shortage or declining pilot retention.
However, the Air Force is making a concerted
effort to turn the tide and reinforce the foundation
needed to protect the nation’s combat capability
now and in the future.

Retiree Benefits

Initiatives incorporated in the FY 2001 National
Defense Authorization Act (NDAA) will help com-
bat declining retention rates. Air Force senior lead-
ership worked aggressively to address health care
benefits for retirees over age 65. These efforts were
successful with the inclusion of senior healthcare in
the FY 2001 NDAA. As aresult of this landmark
legislation, Medicare-eligible military retirees will
be permanently authorized to use military health
care as full TRICARE participants. Senior retirees
also will have a multiple-option prescription drug
benefit with access to retail pharmacies and the
National Mail Order Pharmacy (NMOP). The TRI-
CARE Senior Prime Demonstration Project will be
extended an additional year, and the option is open
to negotiate with the Health Care Financing

Administration to continue the program permanent-
ly. To ensure adequate funding for health benefits
for military seniors, an accrual financing system
will be in place by October 1, 2002. This account
within the Treasury Department will be dedicated
solely to funding health care for military seniors,
similar to how current retirement benefits are
funded.

Both the House and Senate appropriations bills will
expand the pharmacy benefit to over-65 retirees.
Military retirees who can drive to the local military
clinic or hospital will be able to get prescriptions
filled. Those who live an hour or more away from
the base will be able to use a mail order process
that provides a 90-day prescription supply. Having
obtained funding in the FY 2000 budget, the Air
Force will offer certain members corrective eye
surgery performed at Wilford Hall Medical Center,
Lackland Air Force Base, Texas, as part of two
new laser eye surgery programs that began in
October. The new Refractive Surgery Center of
Excellence will support these new Air Force pro-
grams and will serve an important readiness role.
The programs will allow Lackland opthamol ogists
to perform approximately 2,000 procedures each
year, eliminating or reducing dependency on
glasses.

oday there are thousands of Air Force people facing
T the toughest military missions—in Korea, in the
Balkans and in the Gulf. They are the best-

equipped, best-trained and best-led forces on this globe.
And the entire Air Force team—military and civilian, active
duty, Guard and Reserve—are an integral part of that team,
that force, that family...our great Air Force.

—General Michael E. Ryan

Air Force Chief of Staff
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Mumber of Bases

Number of Bases

Places

The dramatic decline in the number of Air Force
install ations worldwide since the end of the Cold
War clearly shows how it has changed from a con-
tainment force to a deployment force. Thisis espe-
cially evident in the reduction of our basesin
Europe by 70 percent. Overal, the number of
installations at home and abroad has dropped by
41 percent since 1990, an impressive number and
impressive part of the peace dividend.

Even given this significant drop in infrastructure,
future developments in the Air Force—establishing
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the Expeditionary Air Force being one—indicate
that another Base Realignment and Closure
(BRAC) exercise is needed to further trim infra-
structure so that additional savings can be applied
to high-priority items such as modernization.

Systems

When the Air Force talks of weapon systems, it no
longer means just airplanes. It means airplanes that
are integrated with constellations of satellites using
communications and information linkages that cre-
ate a weapon platform of devastating force.
However, just as we need state-of-the-art satellite
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constellations, we cannot let the air-breathing com- ( \
ponent of this weapon platform lapse into an out-
moded configuration that fails to take full advan-
tage of the nation’s space superiority.

Aircraft

While the number of aircraft has decreased signifi-
cantly in both the active force and the reserve com-
ponent, it is not the number of aircraft that is
today’s challenge. The age of the Air Force's
weapons systems is unprecedented. This year, the
average age of our aircraft is 20 years, and under
current modernization plans this average age will
increase to 30 years in 2015. The costs of maintain-
ing this older equipment are growing. Fatigue, cor-
rosion, and part obsolescence are progressively

increasing the costs of maintaining older planes
and reducing overall equipment readiness. If the
Air Force is to continue making readiness afford-
able, it must aggressively balance the cost of

Active Forces
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Average Age of Selected Weapons Systems in Years
Weapon September 30, Number of
System 2000 Aircraft
F-15 14 614
C-130 30 192
Cc-5 19 81
B-52 39 85
B-1 13 75
A-10 19 120
replacing weapons systems with continued modern- Satellite Activity
ization efforts. It is not just support aircraft that are @ 4120
aging but some of our primary warfighters as well. = 100
1]
In addition, a technology imbalance is quickly ﬁ 80 £
developing, because while information and com- S 60
munication technology is advancing at an exponen- @ 40
tial rate, airframe interfaces are of a different tech- 'E 20
nological era 3 0 : v
FY90 FY99 FY0O
Satellites
Satellites are becoming more and more important
in enabling the Air Force to perform its mission. llite C b
Air-breathing assets must be fully integrated with Satellite Conta
space assets to take advantage of this synergy. The 150
charts shown include satellites controlled beyond - 144
the operational Air Force inventory, such as other E 140
DoD, allied, and research satellites. The United - 130
States launched 30 satellites during FY 2000, with £ 123
asingle falure, the Boeing Sea Launch. The DoD E 120 .
launch record for FY 2000 is 11 successful satellite 110 : §
launches without failure. EYa0 EYa9 EYDO
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Air Force
Organizations

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.

Major Air Commands are divided primarily
between two types. operational and support. Within
the operational commands, the divisions are gener-
ally defined according to purpose or location

(e.g., combat; movement of people and supplies,
Pacific and European theaters). The support com-
mands generally are organized according to func-
tion (e.g., logistic, support, or training) and are
directly subordinate to Air Force Headquarters.

Air Combat Command

Total Command Personnel—97,363
Commander—General John P. Jumper

Mission

Air Combat Command (ACC) professionals pro-
vide the world's best combat air forces, delivering
rapid, decisive, and sustainable air power—any-
time, anywhere. Its mission includes operating
fighter, bomber, reconnaissance, battle-manage-

ment and rescue aircraft, as well as command, con-
trol, communications, and intelligence systems.
ACC organizes, trains, equips, and maintains com-
bat-ready forces for rapid deployment and employ-
ment while ensuring strategic air defense forces are
ready to meet the challenges of peacetime air sov-
ereignty and wartime air defense. ACC provides
nuclear forces for U.S. Strategic Command, theater
air forces for the five geographic unified com-
mands (U.S. Joint Forces Command, U.S. Central
Command, U.S. European Command, U.S. Pacific
Command, and U.S. Southern Command), and air
defense forces to the North American Aerospace
Defense Command.
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Air Force Education and
Training Command

Total Command Personnel—57,624
Commander—General Hal M. Hornburg

Mission

Air Force Education and Training Command
(AETC) recruits personnel into the U.S. Air Force
and provides them with military, technical, and
aeronautical training, plus pre-commissioning, pro-
fessional military, and continuing education. After
the basic training program, AETC trains enlisted
personnel in technical skills prior to placing them
in Air Force jobs. The command maintains a cur-
riculum of more than 1,350 active technical cours-
es, offering awide variety of job skills for today’s
young adults. During a career in the Air Force, the
command administers the education and training
provided for each officer or enlisted person.

Air Force Materiel Command

Total Command Personnel—84,187
Commander—General Lester L. Lyles

Mission

Through integrated management of research, devel-
opment, test, acquisition, and support, the Air
Force Materiel Command (AFMC) advances and
uses technology to acquire and sustain superior
systems in partnership with our customers and sup-
pliers. AFMC performs continuous product and
process improvement throughout the lifecycle. As
an integral part of the Air Force war-fighting team,
AFMC contributes to affordable combat superiori-
ty, readiness, and sustainability.
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Air Force Reserve Command

Total Command Personnel—78,870
Commander—Major General James E.
Sherrard |11

Mission

The Air Force Reserve Command (AFRC) pro-
vides the total Air Force with highly prepared units
and individual members in support of both Air
Force and national objectives. By providing cost-
effective options for the Air Force, the dedicated
citizen airmen of the Air Force Reserve Command
work to build the world’s most respected air and
space force. AFRC flies 15 aerospace vehicle types
in 23 major mission areas, including satellite and
pilot training and three unique missions: hurricane
hunters, space shuttle mission support, and aerial
spray, including aeria spray of oil dispersant
chemicals.

Air Force Space Command

Total Command Personnel—33,250
Commander—General Ralph E. Eberhart

Mission

The Air Force Space Command’'s (AFSPC’s) mis-
sion is to defend the United States through the con-
trol and exploitation of space. The command’s pro-
fessionals are the best missile/space team in the
world, making space reliable and routine for the
warfighter by continuously improving the com-
mand’s ability to provide and support combat
forces. The command has four primary mission
areas. space force support; space control; space
force enhancement, and space force application.
AFSPC defends America through its space and
intercontinental ballistic missile (ICBM) opera-
tions, which are vital force elements for projecting
global reach and global power. AFSPC is the maor
command providing space forces for the U.S.

Space Command and trained intercontinental bal-
listic missile forces for U.S. Strategic Command.
AFSPC aso supports the North American
Aerospace Defense Command (NORAD) with bal-
listic missile warning information and operates the
Space Warfare Center to develop space applications
for direct warfighter support.
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Air Force Special Operations
Command

Total Command Personnel—11,995
Commander—Lieutenant General Maxwell C.
Bailey

Mission

The Air Force Special Operations Command
(AFSOC) is America's specialized air power. It
provides Air Force specia operations forces for
worldwide deployment and assignment to regional
unified commands. AFSOC is one of four compo-
nents of the U.S. Special Operations Command, a
unified command at MacDill Air Force Base,
Florida. The principal missions of special opera-
tions forces are unconventional warfare, including
direct action, special reconnaissance, foreign inter-
nal defense, combating terrorism, psychological
operations, counter-proliferation, civil affairs, and
information operations. The ability to deploy glob-
ally and strike precisely from the air or ground,
without regard for adverse weather, provides force
multiplication, minimizes collateral damage, and
permits freedom of maneuver for supported forces.

Air Mobility Command

Total Command Personnel—41,524
Commander—General Charles T. Robertson, Jr.

Mission

The Air Mobility Command's (AMC’s) mission is
to provide airlift, air refueling, special air mission,
and aeromedical evacuation for U.S. forces. Asa
function of its responsibility for rapid, global
mobility and sustaining America’s armed forces,
the command also supplies forces to theater com-
mands to support wartime taskings. As the Air
Force component of the U.S. Transportation
Command, the AMC is the single manager for air
mobility. This rapid, flexible, and responsive air
mobility capability promotes stability in regions by
keeping America’'s capability and character highly
visible. The AMC provides responsive global reach
for America every day.
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Air National Guard

Total Command Personnel—106,990
Commander—Major General Paul A.
Weaver, Jr.

Mission

The Air National Guard (ANG) comprises
106,990 citizen soldiers with state and
Federal responsibilities. ANG has 88 flying
units and 334 mission support unitsin al
fifty states, three U.S. territories, and the
District of Columbia. It isfully integrated
in the 10 air expeditionary forces, con-
tributing more than 25,000 Air National
Guard members every 15-month cycle. With nearly
1,200 aircraft, the Guard performs 100 percent of
the air sovereignty mission and contributes one-
third of the fighters, almost half of the tactical air- Total Command Personnel—45,166

lift and air refueling aircraft, and 70 percent of the Commander—General Patrick K. Gamble
combat communications and theater air control
assets in the total force.

Pacific Air Forces

Mission

The mission of the Pacific Air Forces (PACAF)
is to plan, conduct, and coordinate offensive and
defensive air operations in the Pacific and Asian
theater. PACAF provides advice on the use of
aerospace power throughout the theater and car-
ries out missions as directed by the commander
in chief of the U.S. Pacific Command. As a
major command, PACAF ensures that Air Force
units in the region are properly trained,
equipped, and organized to conduct tactical air
operations. PACAF's area of responsibility
extends from the West Coast of the United States
to the East Coast of Africaand from the Arctic
to the Antarctic—more than 100 million square
miles.

Guardians
of the

Pacific
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U.S. Air Forces in Europe

Total Command Per sonnel—35,506
Commander—General Gregory S Martin

Mission

The U.S. Air Force in Europe's (USAFE’S) mission
is to provide responsive forward presence and deci-
sive air and space power. USAFE plans, conducts,
controls, coordinates, and supports air and space
operations to achieve U.S. and NATO objectives

based on tasks assigned by the commander in chief,
U.S. European Command.

Direct Reporting Units and Field
Operating Agencies
Direct Reporting Units’ Mission

Direct Reporting Units (DRUSs) are directly respon-
sible to Air Force Headquarters. Because of their
unique mission responsibilities, they operate inde-
pendently of any separate operating agency or
major air command. They range in size from 8,000
military and civilian personnel and cadets at the Air
Force Academy to 60 military and civilian person-
nel at the Air Force Doctrine Center at Maxwell
Air Force Base, Alabama.

Field Operating Agencies’ Mission

Field Operating Agencies (FOAS) carry out their
responsibilities under the operational control of a
functional manager at the Air Force Headquarters
level. They range in size from 16,000 to less than
50 personnel assigned, and include such diverse
agencies as Air Force Audit, Air Intelligence, and
Air Force Legal Services. They perform their mis-
sions independent of the major air commands.
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Financial and
Performance
Measures

J

The FY 2000 budget was amost the same as FY 1999,
with dlight increases in real purchasing power. The total
Air Force budget authority was $70.1 billion. This
amount includes al funds for operations and mainte-
nance (O& M) to include contingencies; procurement;
research, development, testing, and evaluation
(RDT&E); military personnel (MILPERS); military fam-
ily housing (MFH); military construction (MILCON);
and BRAC. This funding does not include any funds
received from operating the working capital funds arena,
other services, DoD agencies, and other Federal
agencies.

Air Force FY 2000 Budget
by Appropriation
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Billions of Dollars

The budget for FY 2001 continues this trend of
small increases of actual dollars. The election of a
new administration may, however, change the actu-
a amounts the Air Force receivesin FY 2001 and
beyond.

The Air Force will continue to need increased
funding levelsif it isto maintain its current high
operating tempo and modernize its aging fleet of
aircraft. The Balkans war is over, but the support
for the implementation force (IFOR) is not. The
Northern and Southern watch over Iraq is ever
present, and sustained missions in Korea and drug
interdiction in South America are ongoing. These
overseas deployments are driving the high opera-
tions tempo and, thereby, further increasing operat-
ing costs and draining funds from investment areas.

The Air Force has arrested its personnel drain
through targeted funding of recruiting and retention
programs and use of the Expeditionary Aerospace
Force concept. It has worked hard to fix its mission
readiness through increased funding for spares and

O&M
32 108
| 28.3
i 28.2
FYa0 FY99 FYO0
FYy 2002 CY Dollars

Billions of Dollars

replenishments. Now, with increased budgets in the
near future, the Air Force can work at modernizing
its weapons systems and reducing its operating
costs.

Budget by Appropriation
Categories

These trends in total budgetary authority are
reflected in changes in the various components of
the budget. There are six major appropriation cate-
gories, plus BRAC, that make up the Air Force
FY 2000 budget of $70.8 billion (FY 2002 constant
year dollars) in budget authority. Milpers dollars
finance the salary and benefits of uniformed per-
sonnel. O&M pays the salaries and benefits of
civilian employees and other day-to-day operating
costs such as fuel and spare parts. RDT&E funds
development of new weapons, and procurement
(PROC) finances their purchase. Milcon pays for
construction of facilities. MFH provides for the
operation, maintenance, and construction of hous-
ing units.

Procurement
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Note: Budget authority of $70.8 billion differs from authority (TOA) less the National Foreign
figures in statements because of inflation adjust- Intelligence Program, Special Operations
ments to FY 2002 constant year dollars and pres- Command, and the Defense Health Program.

entation of only Blue Air Force total obligation
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Budget by Core Competency

In addition to presenting its budget in the tradition-
al appropriation and program structure formats, the
Air Force budget aso can be usefully described in
terms of the service core competencies. air and
space superiority, global attack, precision engage-
ment, rapid global mobility, information superiori-
ty, and agile combat support. These core competen-
cies are the foundation upon which the Air Force is
building its vision for the 21st century—global
engagement.

In addition to these six core competencies, the Air
Force considers quality people and infrastructure
essential to effectively performing our core compe-
tencies. The following charts show how the Air
Force FY 2000 budget of $70.8 billion was divided
by core competency.
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Rapid Global Mobility
($11.9 Billion)
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Government Performance
and Results Act

The Government Performance and Results Act
(GPRA) requires that agencies establish a mission
and the goals necessary to accomplish that mission.
For each goal, the agency must develop perform-
ance measures and compare actual resultsin terms
of those measures.

The Air Force’'s mission is to defend the United
States through control and exploitation of air and
space. To accomplish that mission, the Air Force's
strategic plan includes the following three goals:

A Recruit and retain quality people
A Maintain optimal operational performance
A Modernize.

These Air Force goals are linked to the overall

DoD goals. Recruiting and retaining people relates
to the DoD goal of the same name. Maintaining
optimal operationa performance supports the DoD
goal to have the forces necessary to shape and
respond to the international environment.
Modernizing forces supports the goal to prepare for
an uncertain future.

This report section discusses each Air Force godl
and selected performance measures associated with
it. In keeping with the requirements of GPRA,
actual performance in FY 2000 is compared with
target performance where possible and the results
are related to the Air Force budget for FY 2000.

The First Goal: Recruit and
Retain Quality People

People are the Air Force's top priority. Because
multiple deployments, crisis responses, and aging
equipment are stressing Air Force manpower lev-
els, additional manpower must be moved into the
forces directly supporting the Expeditionary
Aerospace Force. Recruiting and retaining the
highest quality men and women are among the Air
Force's greatest challenges in the current economic
environment.

Recruiting

In FY 2000, the Air Force met its officer recruiting
goal by accessing 5,513 new officers, compared to
atarget of 5,516. Although meeting its overall offi-
cer accession target, the Air Force was unable to
produce the desired number of accessions with
technical academic degrees and also fell short in
several medical specialties.

The Air Force exceeded its enlisted recruits goal of
34,000 enlisted recruits by bringing in 34,369
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recruits. In addition, the Air Force accessed 848
prior service members, helping to fill critical short- 120
ages in the mid-level enlisted ranks with experi- 100

enced personnel. ad |

Not only did the Air Force meet its goal for enlist- &0

ed recruits, it did so without sacrificing quality. 40 -

Enlisted recruit quality is typically measured by the
percentage of new recruits who hold high school

diplomas, a good measure of willingnessto persist o

and complete training. Quality also is measured by
the percentage of recruits who score in the top half
(categories | to 111A) on the entrance test given to
all new recruits, which is a good measure of ability
to learn complicated skills. The Air Force wants 99
percent of its new recruits to hold high school
diplomas, and it met that goal in FY 2000 (see B0

chart). The Air Force fell short of itsgoal ontest 75 -

scores, but 73 percent of new recruits scored in the
top half on the test.

In response to the continuing recruiting challenges
faced in FY 2000, the service conducted a three-
month “cradle-to-grave” review of recruiting/acces-
sion/training pipeline processes. Focus areas
included marketing, advertising, public awareness,
recruiting, training pipeline, programs, manning,
facilities, and funding. One hundred and twenty
initiatives were vetted for implementation. A
Recruiting and Retention Task Force was estab-
lished to oversee implementation of these initia-
tives and to integrate and coordinate related activi-
ties. Initiatives that directly impacted the service's
ability to meet its recruiting mission in FY 2000
include increased recruiter manning, expanded
enlistment bonuses (including those targeted at crit-
ical skills and during historically difficult recruiting

Recruits with High School Diploma

To
65

Goal
99%
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Recruits in Top Half of Entrance Test
Goal
B0%

!

Fa - FYag . FyE4 . F
months), expanded prior service enlistment pro-
gram, and expanded advertising efforts.

Retention

The Air Force failed to achieve its enlisted reten-
tion goalsin FY 2000. Enlisted retention is meas-
ured by the percentage of reenlistment of eligible
airmen who remain in service at the end of their
first term, second term, and those on their third
subsequent term of enlistment. The end of the first
term occurs after the first four to six years of serv-
ice. The second term ends after completing the sec-
ond reenlistment, usually between eight and 10
years of service. Career status is attained after com-
pletion of approximately 10 or more years of serv-
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Percent

Enlisted Retention

a5 93 91 91

retaining another key cate-
gory of personnel—pilots.
Today, the Air Forceis

100

63
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ice. Asthe above chart shows, the Air Force failed
to meet its retention goals within all three reenlist-
ment categories. Career retention stood at 91 per-
cent at the end of FY 2000, compared to a goal of
95 percent. Also for FY 2000, second-term reten-
tion totaled 69 percent, compared to a goal of 75
percent, and first-term retention amounted to 52
percent, compared to a goal of 55 percent. While
these goal's were missed, retention of first term per-
sonnel did improve compared to FY 1999.

In addition to missing goals for retaining enlisted
personnel, the Air Force aso is having difficulty

Pilot Retention—Cumulative Continuation Rates

100

approximately 1,200
O gEII'EI'EJE pilots (or nine percent)
OEEEE short of its requirement.
H2nd Term
Goal 75 o trong economy and
airline hiring are key con-
O1st Term i
Goal 55% tributors to the shortage

and will remain a chal-
lenge to pilot retention for
the foreseeable future.
Cumulative Continuation Rates (CCR) is one tool
the Air Force uses to monitor pilot retention trends.
Pilot CCR estimates the percentage of pilots enter-
ing their sixth year of service who, given current
retention patterns, are expected to remain in the
service through their 11th year. In FY 2000, pilot
retention, measured by the six-to-11-year CCR,
was 45 percent, a significant decrease from the
high of 87 percent in FY 1995.

A robusgt, flexible Aviation Continuation Pay
(ACP) program is integral to our multi-faceted
game plan to retain pilots. We use ACP as atool to
influence rated retention and stabilize the
rated force; compensation is offered in
exchange for additional active duty serv-
ice commitment. The Air Force'sFY

2000 ACP program aggressively capital-

BO A

ized on the increased latitude and flexi-

Percent
&

Cumulative Continuation Rates

60 1 41 45 bility provided by Congressin the FY
2000 NDAA. Upon enactment, we began
20 - I offering ACP payments through 25 years
0 - . of aviation service at up to $25,000 per

FY95 F‘I'EE F‘I"BT F‘I"‘!'H FY29 FYO00

year and expanded eligibility to pilots
below the rank of O-7. The expanded
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program alows us to target/influence pilots in the
few remaining larger year groups as they approach
separation eligibility—before opportunity is lost.
This has resulted in a substantial increase in com-
mitted labor-years. The program is helping us
“hold the line” on current shortages until we can
fully benefit from the positive effects of increased
pilot production and the 10-year active duty service
commitment for pilot training in FY 2000.

Why isthe Air Force having retention problems?
In addition to specific reasons noted above with
regard to pilots, there are many overall factors. In
some cases, the lure of higher wages in the private
sector leads to departures. With the robust econo-
my, job offers are plentiful and wages are high for
many of the highly skilled people who work in the
Air Force. The pay improvements enacted by
Congress for FY 2000 are positive steps towards
improving military compensation and will hopeful-
ly help offset some of these adverse retention
trends.

High tempo, which results in long separations from
family and friends, is another important factor in
people leaving the Air Force. To reduce adverse
impacts, the Air Force seeks to limit the amount of
time personnel spend away from home on TDY to
amaximum of 120 days per year. In FY 2000, 78
percent of active-duty Air Force personnel assigned
to combat systems met this goal, and the average
number of days Air Force personnel were deployed
in support of contingencies/exercises declined by
32 percent from FY 1999. The Air Force undertook
amajor reorganization called the Expeditionary
Aerospace Force. This reorganization will not
reduce the amount of TDY time—which is deter-
mined largely by mission and training needs—but

will provide Air Force personnel with more pre-
dictable and stable TDY schedules.

Training

Training was funded at the level of $6.5 billion
during FY 2000. Training funds included a wide
variety of expenditures, from the salaries of both
trainers and trainees, to the operation of basic and
advanced training bases, to the procurement of
trainer aircraft and other support equipment, plus
other expenses. Training funds were drawn from
appropriations for military personnel, operations
and maintenance, and procurement. Training funds
rose 4.8 percent in FY 2000 from their FY 1999
level. This boost reflected an increase in the num-
ber of new personnel recruited to replace those who
were separating from the service.

Pilot training is of particular concern to the Air
Force, considering the number and quality of
trained pilots bears so directly on the ability of the
Air Force to accomplish its mission and because of
the pilot shortages discussed previously. One key
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Programmed Hours Per Crew Per Month
FY95 FY96 FY97 FYog FY99  FYO00

Fighter 18.8 20.0 18.3 17.0 17.7 17.2

Bomber 20.7 19.7 18.9 18.3 17.9 15.8

Tanker 16.0 15.4 16.2 184 17.0 171

Adrlift 24.0 24.0 238 24.5 23.9 240

measure of pilot training is the hours per crew per
month (HCM) that pilots spend flying and training.
Because of its importance to training, and its
effects on the budget, the Air Force monitors this

Flying Hours Program Execution

Hours in Milliens FY95 FY26 FY37 FY98' FY99* FY00*

Programmed 1726 1716 1680 1280 1185 1.315
Actual 1708 1657 1603 1184 1126 1.273
% Complets g99.0 96.6 85.4 925 85.0 g6.8

*FY 1998, 1999, and 2000 hours are O&M flying hours. They do not include incremental
contingency flying hours programmed or executed, Transportation Working Capital Fund
(TWCF), reimbursable flying hours, medical evacuation, special operations, or RDT& E
flying hours. Previous year’s data included all hours programmed and flown. FY 1998
percent completed reflects 52,423 hours not executed but programmed for the T3 trainer

aircraft. (Flight operations were suspended for the whole year.) If the total T3 program had

been executed, the program would have been 96.5 percent complete. FY 1999 completion
percentage does not include T3 hoursin program or execution.

goal closely. The charts
show that after a sharp
drop in programmed
hours between FY 1997
and 1998, with an atten-
dant drop in completed
hours of programmed
flying in 1998, both pro-
grammed flight hours
and the completion rate
of those hours began to
return to their pre-1998
levels.

HCM is a programmatic indicator to show the
impact Planning, Programming, and Budgeting
System (PPBYS) actions have on combat crews.

HCM is an aggregate of
different weapon sys-
temsin different com-
mands. HCM values
vary widely by weapon
system and Major Air
Command due to differ-
ences in mission pro-
files, crew composition,
and training require-
ments for dissimilar air-
craft. HCM includes
combat and major com-
bat support weapon sys-
tems only. Due to signif-
icant differences
between categories,
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HCM values are not aggregated in overal Air
Force composite HCM.

Percent completion varies due to numerous factors
such as fact-of-life program changes during the
year, support to regional contingencies, weapons
system retirement, and conversion of hours
between weapon systems and aircraft flight opera-
tion suspensions.

The Second Goal: Maintain
Optimal Operational
Performance

Our fundamental capability isto dominate the
aerospace realm to ensure freedom from attack,

freedom to maneuver, and freedom to attack. This
capability stems from our core competencies. aero-

i
£
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o
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Space superiority, global attack, precision engage-
ment, information superiority, rapid global mobili-
ty, and agile combat support. Our heading stays
constant: the Air Force vision of global reach,
global power, and global vigilance is the guiding
principle behind our strategic plan and budget pro-
grams for aerospace power.

Aerospace power cannot be defined just as fighters,
bombers, or satellites. Aerospace power comes
from talented, trained people employing a combi-
nation of systems and capabilities. It starts with our
ability to operate out of austere bases and requires
constant attention to the fundamental's of food,
shelter, force protection, communications, airfield
and mobility operations, and civil engineering. It
includes the world’'s most capable air mobility
assets and infrastructure, empowering the global
reach capability without which forces and equip-
ment could not move onto forward bases. At the
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next level, aerospace power requires intelligence,
surveillance, and reconnaissance (ISR) assetsin
space and in the air that are interoperable and can
communicate information back to command cen-
ters. At these centers, data can be digested and syn-
thesized to form synergistic information that com-
manders can use to direct their forces and the
battlespace.

In one contingency, our primary contribution may
be C-17s delivering relief supplies. But as impor-
tant as the C-17 is to such an operation, it would be
of little use without the material handling equip-
ment that allows it to be loaded and unloaded.
Moreover, relief missions depend on layers of sup-
port from information systems, communication
satellites, weather, navigation, and air refueling that
come together to form an Air Force-unique capa-
bility: an air bridge. Similarly, the B-2 dropping the
Joint Direct Attack Munition (JDAM) is an out-
standing capability. But the B-2 cannot perform
that mission without targeting data, which depends

(as does the relief mission) on that same ISR and
communications infrastructure. Moreover, both
missions depend on the Global Positioning System
(GPS), which in turn, requires a supporting infra-
structure of space launch ranges and launch
vehicles.

The new EAF concept enables the Air Force to
meet the nation’s increased demand for deployed
forces. Without this reorganization, the force levels
that exist today could not sustain this increased
demand. EAF allows us to provide tailored forces
to regional commanders, while keeping the force
trained and ready to meet major commitments. But
most importantly, it gives our people more pre-
dictable deployment schedules, adding needed sta-
bility to their family lives and career paths. Equally
important, EAF alows us to make more effective
use of the Guard and Reserve, reducing the opera-
tions tempo for al our forces. The new concept
works by designating 10 packages of our forces,
known as Aerospace Expeditionary Forces (AEFS),
that rotate two at atime to be on call or deploy to
regional hotspots. It also provides for five rotating
mobility headquarters units, to meet demands for
airlift. The reorganization required for this transi-
tion islargely complete. However, we must contin-
ue exercises and initiatives to improve our expedi-
tionary capability by reducing deployment times,
improving communications and en route planning,
streamlining equipment loads, and honing our abili-
ty to operate from austere locations.
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Mission Capable Rates

One key measure of readiness for aircraft
is mission capable (MC) rates (expressed
as the percentage of time USAF aircraft
are ready to perform their required mis-
sion). By this measure, Air Force readi-
ness amounted to 67 percent in FY 2000.
This level is dlightly below the level in
FY 1999 and well below the FY 1997
level of 88 percent (see chart).

While the overall level isat 67 percent,
mission capable rates vary widely by type
of aircraft. The charts on the following
pages show rates by type of aircraft.

tives over the last decade, high operations tempo,
maintenance manpower shortages, and most signif-
icantly, aging aircraft. Many efforts, including
recent spares funding plus-ups and initiatives to
fully fund current and future years spares require-
ments are beginning to have a positive impact on

MC rates. However, the numerous factors delineat-
ed above cannot be rapidly corrected. It takes 18 to
24 months to realize delivery of spare parts require-

A Strateglc airlift MC rates aso incurred asllght ments. For instance’ as of September 2000’ 67 per-
decline after remaining steady or increasing for

four of the past five years. FY 2000 strategic
airlift MC rates are currently 68.1 percent.

A The MC rates for aircraft in the “other” catego-
ry decreased (2.6 percent) from FY 1999 and 100

A Fighter and bomber MC rates appear to remain
consistent or slightly better than FY 1999 rates
at 74.3 percent, and 65.5 percent, respectively.
The increase for fighters was 0.1 percent, 0.8
percent for bombers. Both groups, however,
remain below the command goals, which vary
by type of aircraft and range between 60 per-
cent to 83 percent.

Overall Readiness Trend

remain below the lead command goals, which 80 -

range between 75 percent to 85 percent. E &0
Several interrelated factors explain this declinein - 40 -
readiness and failure to meet goals. The most 20 1
prominent factors leading to decline in MC rates 0 -

are inconsistent spares funding and policy direc- FY9T FY98 FYa9
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cent of the FY 1999 spare parts plus-ups had deliv- initiative, featuring regular deployment schedules,
ered. Non-MC rates attributed to supply appear to appears to be stabilizing operations tempo and pos-
have leveled off in the past 12 months, but there is itively impacting retention levels. Recent testimony
not enough evidence to indicate that we have by the Air Force Chief of Staff (CSAF) emphasizes
turned the corner from the negative trends of the the need to recapitalize the force structure to miti-
past years. gate the effects of aging aircraft and reparable

parts. Ensuring operational readiness will continue

Air Force leadership efforts to address other factors to receive priority attention at all levels.

are underway. The Expeditionary Aerospace Force

Total Air Force Mission Capable Rate
T6.6
74.3
B 729
) I
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The Third Goal: Modernize

A major transformation emerged in the last decade
when the Air Force became a stealth-enhanced, all-
weather, day/night, precision force, but the preci-
sion revolution also has costs. First is the cost of
integrating our new precision weapons onto our
existing platforms—in many cases this requires
extensive modifications. Now that we can bomb at
night, we also must be able to fly safely at night,
which means installing night vision goggles and
related lighting in all combat aircraft. Precision
weapons also require precise data on the location of
targets—data that today must come from operations
centers, satellites, UAV's, and supporting aircraft.
This, in turn, drives a requirement to link our air-
craft together through high-speed digital networks

and to install better onboard targeting systems. We
also must complete the integration of precision
weapons into our Guard and Reserve aircraft—for
EAF and precision to work, every strike aircraft
must be capable of dropping precision ordnance.
Finally, we also must invest in a suite of capabili-
ties and training to decrease from hours to minutes
the time it takes to identify and strike targets.

Full spectrum dominance is required to provide the
joint force freedom from attack, freedom to maneu-
ver, and freedom to attack at atime and place of
our choosing, regardless of weather. Key to this
goal isthe Air Force's current high/low mix fighter
force structure. This high/low fighter force struc-
ture is based on a high capability fighter—the F-15
now and the F-22 in the future—to provide air
superiority and alow-cost fighter—the F-16 now
and the Joint Strike Fighter (JSF) in the future—in
large numbers for attack capability. Another key to
dominance is the heavy bomber force, adding
prompt global reach independent of theater basing
constraints and high-mass precision engagement
capability. The United States displayed its current
aerospace dominance with the success of Operation
Allied Force in Kosovo. Maintaining and improv-
ing the Air Force's ability to achieve future full
spectrum dominance is a primary objective of the
Air Force Modernization Program.

The key to achieving full spectrum dominanceis
the ability to control the vertical dimension so the
joint force is free from attack and to attack. In the
21st century, aerospace superiority depends on the
F-22 Raptor, to defeat enemy aircraft; the Space-
based Infrared System (SBIRS), to provide early
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warning of long-range hostile missile threats; and
the Airborne Laser (ABL), to provide a credible
defense against theater ballistic missiles. The F-22
Raptor is the replacement for the F-15 and will
dominate the vertical battlespace of the 21st centu-
ry with its revolutionary combination of stealth,
supercruise, maneuverability, and integrated avion-
ics. The F-22—armed with the AIM-9X infrared
short range air-to-air missile, an improved AIM-
120 AMRAAM missile—and the Joint Direct
Attack Munitions (JDAM) will destroy threats to
our forces in the air and on the ground when it
enters service in December 2005.

The average age of the Air Force aircraft fleet con-
tinues to rise, as shown in the chart. Thisisduein
large part to the Cold War procurement of the
1980s ending abruptly with the demise of the
Soviet Union. Current procurement funding for
new weapon systems is not keeping pace with the
need to replace aging systems. Without an increase
in these procurement dollars, the difference
between aircraft procurement and retirement will
cause the average age of the aircraft fleet to
increase at arate of around 5.5 percent per year.

Average Age of Air Force Aircraft
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Key Modernization Programs

Aerospace Superiority
F-22 The alr dominance abrcraft of the Hst century
Airbome Laser (ABL) Provides theater ballistic missile defense

Evodved Expendable Launch Yehicle (EELV)

Assumres Amerca’s future spacelift capabilities

Space-based Infrared System [SBIRS) Consalidates national and DoD infrared space-based detection systems to meet
the nation™s needs inthe areas of missile 'i'l'-ﬂ'ﬂm misslle defense, technical
intelligence. and battlespace characterization

Space-based Laser Envisioned to provide the nation with highly effective, continuous. boost phase

intercept opthon for both theater and natlonal missile defense

Information Superiority
Global Hawk

Provices long-enduranc e, high-altitude, standodf, image collection capabilities

E-I Airborme Waming and Control System (AWACE)

Provides all altifude surveillance, warming, and baftle management for worlded de
air comilsal operations

Musti-Platfiorm Radar Technology Insertion Program
(RTIF}

Daveloping a family of modular, scalable Active Electronically Scanmned Armay
(AREBA]) radars for multiple platform requirements

U-2 and RC-135 Rivet Joint

Provides Joini Force Commanders supericr FER colleciion capability

Global Positioning System (GPS)

GPE navigation infiormation is being integrated ino nearly all facets of the
mod erm bartl efield and daily operations

Precision Engagement
Joing Air-o-Saaface Standoff Missile (JASSM)

Bugonomous, leng-range, precision-puided, standoff crulse missile able to strike
a variety of high-value, heavily defervded, fixed or relocatable targets

Saint Direct Attack Munitions (JOAM)

Dlivers general purpoase bombis in adverse weather with GPEANE precision acouracy

<Jaint Standofll Weapon [JE0W)

Crelivers chuster munitions against a variety of soft and armored area targets at
ranges up to 40 nautical miles

Wind Corrected Munitions Dispenser (WCMD)

Provides accurate dispenser weapon capability when delivered from medium to
high altitudes
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Global Attack
Joing Strike Fighter {JSF)

Affordable. next generation, multirole sirike fighter to replace aging F-16 and A-10 Neet

B-1 Lancer, B-2 Spirit, and B-52 Btratofortress

Continuing modemization of the B-1, B-Z and B-52, coupled with precision
guided munitions

F-15 Eagle and F-18 Falcon

Potent mix of air-to-air and air-fo-surface capability

Rapid Global Mobility
C-17 Globemaster I Frovwides both intertheater and iviratheater aimlifit misstons
C-5 Galaxy Long-range hieavy cargo transport

CV-22 Dsprey Heavy vertical lift capability for the Special Operations Forces
Agile Combat Support

Global Combat Support Sysiem (GCSE)

Cost Effective Operations

Not only must the Air Force accomplish its mis-
sion; it must do this at the lowest reasonable cost.
One way to measure efforts to hold down costsis
to analyze the money spent on infrastructure.

Infrastructure is generally defined as all the people
and programs that do not deploy in war but are
necessary to maintain an effective combat capabili-
ty. Infrastructure costs include those for installation
support, training, central logistics support, acquisi-
tion support, and other support activities. It is what
would be considered “overhead” in a commercial

Improves Alr Force responsivensss, mobility, and sustainability of deployed forces

business enterprise. Total spending on infrastruc-
ture amounted to about $28.2 billion in FY 2000 or
about 40 percent of the Air Force budget (FY 2000
dollars from FY 2001 program budget). While the
Air Force does not have a specific goal for the
level of its budget devoted to infrastructure, DoD
has set a goal of spending 43 percent or less of its
budget on infrastructure. By that measure, the Air
Force is below the Office of the Secretary of
Defense (OSD) goal.

In addition to besting the OSD goal, overall Air
Force infrastructure funding declined between 1999
and 2000 in real terms. The overall decline reflect-
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ed reductions in several categories of infrastructure, to offset low retention rates. The Air Force contin-
particularly installation support. On the other hand, ues to look for ways to reduce infrastructure costs
afew categories increased. For certain categories, to free funds to support its high operating tempo
such as training, the increases were explained by and to fund modernization.

the need to train more pilots and enlisted personnel

Infrastructure Funding
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Overview

Management Reforms

\_

Financial

and Initiatives y

The Assistant Secretary of the Air Force for Financial
Management and Comptroller (SAF/FM) continues to
place a high priority on financial reform. Through close
cooperation with Air Force commanders and managers,
the Air Force is making significant progress toward
improving financial management and complying with
the Chief Financial Officers (CFO) Act of 1990.

Financial Management
Improvements

Asin past years, the Air Force aggressively pursued its
goals for financial management reform during FY 2000.
Efforts continue to rely on many government groups,
including Air Force Financial Management personnel,
the Air Force Audit Agency, the Defense Finance and
Accounting Service (DFAS), and other organizations.

Why Financial Reforms Are Needed

Financial management reform remains an urgent concern
of the Assistant Secretary of the Air Force for Financial
Management and Comptroller. The Air Force needs
financial management reform to:

A Provide better financial information to our com-
manders and managers

A |mprove confidence in the Air Force as good stew-
ards of taxpayer dollars
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A Meet the requirements of public law

A Support the President’s goal for auditable finan-
cia statements.

There are many elements to successful financial
reform. Among them are improvements in profes-
siona quadlifications, achieving auditable financial
statements, improving compliance with financial
rules and regulations, improving cost accounting,
and increasing accuracy, visibility, and efficiency.

Striving to achieve auditable financial statements,
the Air Force has made significant progressin FY
2000. Efforts have concentrated on the following:

A Improving financial data—To this end we
continue to improve financial accounting, budg-
etary accounting, and manageria cost account-

UNITED STATES AIR FORCE

ing. The Air Force has cut unsupported and
erroneous obligations by 80 percent. We have
completed most major tests on our key budget
statement.

A [mproving financial systems—The Air Force
continues an aggressive approach to improving
al systems supplying financial information.

A [mproving professional qualifications—The
Air Force implemented a new comprehensive
professional development program for financial
managers to ensure that the Air Force has a
highly capable financial work force.

A Increasing compliance—The Air Force creat-
ed a base-level quality assurance position,
established web-based control checklists, and
produced quality statements of assurance.

A |mproving data accuracy, efficiency, and vis-
ibility—The Air Force helped commanders and
managers make better decisions through signifi-
cant improvements in the availabilities and
timeliness of selected financial information.

Improve Financial Data

The Air Force is striving to achieve auditable
financial statements, consistent with the CFO Act.
To this end, the Air Force is focusing on the
accounting framework, which includes three
accounting areas. budgetary accounting, financial
accounting, and managerial cost accounting. For
years, the Air Force's primary focus has been on
budgetary accounting, tracking the expenditure of
Air Force funds. With passage of the CFO Act, we
began focusing on accounting for assets and liabili-
ties, as private businesses do. Today, with the
requirements for performance-based budgeting and
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reporting, managerial cost accounting is receiving
much more attention.

Improving Budgetary Accounting

Over the past few years, the Air Force has placed
extra emphasis on the Budgetary Resources
Statement because of its importance in reflecting
our stewardship responsibilities. This statement and
the related disclosures presents information on
three major elements. First is the funding author-
ized by Congress, second is the status of those
funds, and third is the total obligated balance at the
end of the fiscal year. To date, the Air Force has
made considerable progress toward achieving a
positive opinion on this statement. Two of the three
major elements portrayed on this statement now are
accurately presented. On the final element, com-
posed chiefly of obligation balances, the financial
community has taken significant steps to improve
the year-end obligated balance by reviewing all
obligations tri-annually for accuracy, completeness,
timeliness and at the same time deobligating the
funds that are no longer required. In addition, the
Air Force Audit Agency, in conjunction with the
DoD Inspector General, has contracted with a
Certified Public Accounting firm to assist in the
FY 2000 General Fund audit and to develop plans
for the General Fund Financial Statements audit for
2001.

Improving Financial Accounting

The Air Force is working hard to improve its finan-
cia accounting, which offers two-tiered benefits—
verify the accuracy of the data used to manage the
Air Force and comply with the CFO Act. To this
end, we are addressing the key deficienciesin

reporting assets and liabilities on the Air Force bal-
ance shest.

In 1998, the Air Force established a CFO
Integrated Process Team (IPT), headed by a senior
financial and logistics manager. The IPT uses a
coordinated approach, with representatives from all
functional communities as well as the Air Force
Audit Agency and the DFAS Denver Center. By
working together and fully identifying, properly
valuing, and correctly accounting for assets, liabili-
ties and related transactions, the Air Force can
solve the most significant audit issues, thus
enabling the Air Force to earn at least a qualified
opinion on its financial statements.

OSD formulated a series of implementation strate-
gies and the Air Force devel oped supporting action
plans designed to accomplish the improvements
needed to achieve auditability of the balance sheet
and other financial statements. These initiatives
seek to make major improvements in how we
account for assets such as real property, personal
property, and inventory and how we account for
liabilities such as environmental and disposal lia-
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bilities. To further these efforts, the CFO IPT has
incorporated the implementation strategy initiatives
into their team plans.

As aresult of the CFO IPT’s work on the imple-
mentation strategies, the Air Force is reporting bet-
ter data on its financial statements. In FY 2000, the
Air Force worked with DoD and a private firm to
verify the amount of its “personal” property and to
strengthen its internal controls over equipment.
Through full implementation of its real property
system, the Air Force now is able to present its real
property assets consistent with financial manage-
ment requirements. The Air Force has made great
strides in recognizing its environmental liabilities.

Improving Managerial Cost
Accounting

A primary objective of the financial management
community is providing commanders with better
cost information to aid decision making. Several

key initiatives illustrate our progressin this area.

During FY 2000, the Air Force continued to
improve the Air Force Total Ownership Cost
(AFTOC) management information system.
AFTOC provides detailed information on the costs
of supporting weapon systems. The Commanders
Resource Integration System (CRIS) will provide a
data warehouse information storage and analysis
system, atool for performing resource analysis of
flying hour programs. Plans are underway to merge
the AFTOC and CRIS databases, resulting in an
Air Force Central Cost Data Warehouse.

Another mgor Air Force undertaking is deploy-
ment of the Depot Maintenance Accounting and
Production System (DMAPS)/Defense Industrial
Financial Management System (DIFMS), which
will provide actual data on repair costs for major
weapons—a major improvement in cost accounting
in a business that spends about $4 billion per year.

Improve Financial Systems

The Air Force is working to ensure that critical
“feeder” systems—systems that provide financial
data to the accounting systems—are compliant with
all Federal financial management requirements.
The massive effort of upgrading the critical feeder
systems to comply with Federal financial manage-
ment requirements has been underway since 1996,
when the Air Force first identified the critical feed-
er systems.

The goal isto have all systems compliant by
September 2003. To thisend, in FY 2000 the Air
Force implemented a “Y 2K-like” approach to man-
aging the system fixes. Feeder system managers
must ensure that they take their systems through
the steps of awareness, assessment, renovation or
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replacement, validation, and compliance. This
approach tracks our progress toward CFO Act
compliance. At the close of FY 2000, 42 feeder
systems were classified as critical. Twenty-five of
these feeder systems have plans to migrate the sys-
tem or data to other systems. Of the remaining 17
systems, two are in the validation phase, 10 arein
the renovation phase, and five remain in the assess-
ment phase.

Severa of our most important systems have made
significant progress. Two are undergoing validation
in preparation for certification—Auirlift Services
Industrial Funds Integrated Computer System
(ASIFICS) and Aerospace Maintenance and
Regeneration Center (AMARC) Business System
(ABS). Two other major systems are expected to
begin validation in FY 2001—the new Automated
Civil Engineer System—Real Property (ACES-RP)
and Air Force Equipment Management System
(AFEMS). ACES-RP is now fully implemented
with itsinstallation at Air National Guard sitesin
FY 2000. ACES-RP's system design included com-
pliance requirements and is ready for validation.
AFEMS, which handles most types of persona
property, has completed the required modifications
for CFO Act compliance and aso is ready for vali-
dation.

One of the largest and most complex of the modifi-
cations to feeder systems is a suite of systems sup-
porting the Air Force depots that repair aircraft and
other weapon systems. The Depot Maintenance
Accounting and Production System (DMAPS) and
associated Defense Industrial Financial Manage-
ment System (DIFMS) will provide much better
cost accounting data and also are designed to com-
ply with the CFO Act. Conversion of the first depot

to DMAPS/DIFMS has already begun and is
scheduled to be completed in FY 2001. The
remaining depots will begin conversion in FY
2001.

Improve Professional
Qualifications

The Air Force is making an effort to improve the
professional qualifications of our financial manage-
ment personnel. In May 1999, the senior Air Force
financial management leadership issued guidelines
for the professional development of its financial
managers. These guidelines apply to those in desig-
nated positions that are involved in policy deci-
sions or are responsible for enforcing financial

laws and regulations. However, the leadership is
encouraging all financial management personnel to
follow the guidelines and to complete an Individual
Development Plan that explains how they will meet
the guidelines.

The guidelines for professional development cover
continuing professional education (CPE), general
education, professional and military education,
experience, and test-based certification. There are
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Number of Cases

three levels of guidelines depending on the seniori-
ty of the designated position. The specific provi-
sions of the guidelines can be found on the
SAF/FM web site (www.saffm.hg.af.mil).

Continuing professional education is a key part of
these guidelines because it enables financial man-
agers to stay informed of the many changesin
financial management. The guidelines call for those
in designated positions to obtain 80 hours of CPE
every two years, with at least 20 hours in each year.
For those Air Force personnel who sometimes have
difficulty completing CPE because they work at
remote locations and have unpredictable schedules,
Air Force financial |eaders plan to make CPE easi-
er to complete. SAF/FM has created CPE using
distance learning courses, videotapes, articles and
quizzes on the SAF/FM home page, and other tech-
niques. More courses are in development to expand
training opportunities.

The guidelines also encourage financial managers
to obtain a test-based certification. As part of this
effort, the Air Force supports the American Society
of Military Comptrollersin its efforts to develop
training and a test-based certification program
focused on defense financial matters. That training

Reported Antideficiency Act Violations

10 9
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began in January 2000, and the exam is available—
many already have been certified. The Air Force, in
conjunction with the other services, is providing
training on financial issues, including those the
exam will cover.

Increase Compliance

A successful financial management environment
demands a system of checks and balances to ensure
compliance with financial laws and regulations.
Over the past year, the Air Force Accounting and
Finance Office has capitalized on technol ogical
advancements to achieve increased financia com-
pliance. Working with financia experts from the
field, they reviewed current business practices and
identified critical processes for incorporation into a
set of standardized self-inspection criteria. These
new criteria were made available to the entire
financial management community through the
implementation of a new web-based Self-
Inspection Program (SIP), which encompasses all
facets of Air Force financial operations and was
designed to ensure standardization while alowing
growth with the ever-changing business environ-
ment. The SIP will help ensure compliance and
reduce financial fraud.

The Air Force continues to make
significant progress in one key area
of compliance, the number of
reportable Antideficiency Act
(ADA) violations. Because antidefi-
§ ciency cases can be violations of

' Federal law, the number of reported
violations are one indicator of the
adequacy of Air Force's administra-

EY00 tive funds control processes. In FY
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1998, the Air Force had no antideficiency viola-
tions. This represents a significant reduction from
FY 1997 when nine antideficiency cases were
reported. Two antideficiency cases were reported in
FY 1999, with a dlight increase to five reportable
casesin FY 2000.

The Air Force is placing more emphasis on preven-
tive initiatives, including increased fiscal and
appropriation law training, along with comprehen-
sive management program and budget reviews.
Last year, the Air Force completed a web-based fis-
cal law course specifically directed at persons with
responsibility for ensuring the proper use of appro-
priated funds. The training focuses on the body of
law that governs the availability and use of Federal
funds. This self-administered and certifying train-
ing course will assist financial managers in estab-
lishing, reviewing, and maintaining effective
administrative controls over appropriations and

funds. Additional improvement in the Air Force As the chart shows, problem disbursements fell
antideficiency program is attributable to increased sharply from atotal of $394 million in 1999 to a
support for senior SAF/FM leaders, more attention total of only $96 million in FY 2000. The Air

and involvement from major command financial

isafinancia disbursement that appears to exceed
the obligation to which it has been matched. The
work done in this area has achieved great progress
(see chart).

R _ _ Force and DFAS are making a concerted effort to
management organizations identifying and investi- reduce the overall level of problem disbursements,
gating antideficiency cases, better screening of sus- using techniques such as pre-validation of obliga-

pected violations, and improved antideficiency tions before disbursements are made.
training. The Air Force also works with DFAS to

reduce the overall level of prob-
lem disbursements. Problem dis- Problem Disbursements
bursements are made up of
unmatched disbursements
(UMDs) and negative unliquidat-
ed obligations (NULOs). A

UMD isafinancial disbursement
that cannot be readily matched to
arecorded obligation. A NULO

27 EUMDs
OHULDs

Thousands of Dollars
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Improve Data Accuracy,
Efficiency, and Visibility

The Air Force is using the latest computer tech-
nologies to improve its accuracy of entering finan-
cia information, while at the same time improving
efficiency of inputting this data. The Air Force also
is deploying systems that will improve access and
visibility of numerous types of resource informa-
tion. This visihility increases the potential to spot
and fix errors, plus provides better and broader
financial analysis. Summarized below are some of
the systems being improved or deployed.

Automated Business Services
System (ABSS)

ABSSis now fully deployed to all active-duty Air
Force locations and will be deployed within the
next year to all Reserve and Guard locations.
ABSS was designed to improve financial efficiency
and accuracy in response to the vice-presidential
mandate for the DoD to achieve paperless acquisi-
tion. ABSS has met and exceeded this mandate by

processing more than 90 percent of the Air Force's
acquisition documents in paperless format thanks
to ABSS's ability to automate funding documents,
such as purchase requests, and electronically feed
the accounting and contracting systems with com-
mitment data.

Accuracy aso has improved tremendously with
ABSS and its Electronic Data Interchange. Point-
and-click, drag-and-drop user interfaces and the
ability to flow data electronically throughout the
acquisition process is a significant achievement.
This single-point-of-entry attribute, plus the ability
to trace a document, has led to decreased negative
unmatched obligations and unmatched disburse-
ments.

ABSS will continue to improve on it successesin
the next year by introducing public key infrastruc-
ture (PK1) encryption technology, thereby improv-
ing internal controls and reducing paper, providing
additional and more detailed system interfaces, and
installing low maintenance but improved customer
interfaces using the latest web-based techniques.

LeaveWeb

This ssimple but effective military leave processing
system uses web technol ogies to increase the accu-
racy and timeliness of military leave and pay
accounting. The new system, being deployed over
the next two years, allows a military member to go
online and find a LeaveWeb form using their stan-
dard web browser. Like ABSS, a member’sinfor-
mation is entered once, then flows from person-to-
person, office-to office as electronic data. Anyone
within the chain of command with proper permis-
sion rights (supervisors, orderly rooms, command-
ers, etc.) may access this information online to
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approve or deny aleave request, determine leave
status, run unit analysis reports, or make adminis-
trative changes. At the end of every day, a military
pay technician downloads the stored information,
digitally certifies the data for accuracy, then
uploads the information to DFAS using the military
pay systems. With the use of Leave\Web, leave
accounting accuracy is expected to improve 100
percent, while customer satisfaction and efficiency
also will improve dramatically.

Commanders’ Resource Integration
System (CRIS)

CRIS is a prototype data warehouse information
storage and analysis system developed by ACC
Financial Management to provide in-depth resource
analysis of their flying hour program. The system
takes daily data feeds from legacy finance, logis-
tics, and operations systems and puts them in a
central data warehouse. The data is cleansed and
balanced for accuracy, then is stored or delivered to
its customers for analysis. A customer can access
the data warehouse using an online access tool,
similar to a Microsoft Excel spreadshest, to find
the data. Because CRIS gathers data from numer-
ous stovepipe legacy systems, for the first time the
analyst has access to the entire procurement,
accounting, and logistics process. This new capa-
bility allows the Air Force to correct inaccuracies
between systems, substantially reduce the time
spent on data collection and analysis, and provide
rock-solid financial justifications.

CRIS s future isto expand the ACC data ware-
house to include al Air Force data (more than two
terabytes per year) and deploy the data to other
major commands in FY 2001 and to all basesin FY

2002. This new access to total resource data should
provide another invaluable tool to achieving CFO
Act compliance.

Automated Purchase Card System
(APCS)/Customer Automation and
Reporting Environment (CARE)

The APCS has been areal success story in the Air
Force financial management world. The Air Force
has realized nearly $2 million in rebates each quar-
ter in FY 2000. Most of the rebate can be attributed
to our quick turn-around time for making payments
to U.S. Bank, the purchase card issuer. The
Department of Defense also recognizes the need to
automate the purchase card process and has been
working with U.S. Bank on the CARE system.
Several Army installations went live with CARE in
FY 2000, and the Air Force will begin rolling out
CARE to stateside bases in early 2001. CARE con-
tains the same functionality as APCS and includes
additional features that will assist cardholders and
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approving officials in managing the program.
CARE alows for account setup and maintenance
and contains an automated purchase card log and
reconciliation tool, which will greatly reduce the
amount of time and effort the financial manage-
ment community expends in obtaining confirma-
tion statements. It also allows charges to be reallo-
cated to other accounting lines after payment, with-
out preparing manual journal vouchers. All
accounting entries are processed through CARE,
thereby reducing or eliminating technician errors
within DFAS or the Financial Service Offices.
APCS will still be required until the two overseas
commands, PACAF and USAFE, can be converted
to CARE. If al goes well with the stateside imple-
mentation, thiswill occur in early FY 2002.
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LIMITATIONS OF THE FINANCIAL STATEMENTS

The financia statements have been prepared to
report the financial position and results of opera-
tions for the entity, pursuant to the requirements of
31 U.S.C. 3515(b). While the statements have been
prepared from the books and records of the entity,
in accordance with the formats prescribed by the
Office of Management and Budget, the statements
are in addition to the financia reports used to mon-
itor and control budgetary resources, which are pre-
pared from the same books and records.

To the extent possible, the financia statements
have been prepared in accordance with Federal
accounting standards. At times, the Air Forceis
unable to implement all elements of the standards
due to financial management systems limitations.
The Air Force continues to implement system
improvements to address these limitations. There
are other instances when the Air Force's applica-
tion of accounting standards is different from the
auditor’s application of the standards. In those situ-
ations, the Air Force has reviewed the intent of the
standard and applied it in a manner that manage-
ment believes fulfills that intent.

The statements should be read with the realization
that they are for a component of the U.S.
Government, a sovereign entity. One implication of
thisisthat the liabilities cannot be liquidated with-
out legidlation that provides resources to do so.

As of the date these statements were prepared, the
Federal Accounting Standards Advisory Board
(FASAB) had not determined the final reporting
requirements for ND property, plant, and equip-
ment (PP&E). Therefore, DoD elected to report

ND PP&E in fiscal year 2000 in a manner similar
to how it was reported in fiscal year 1998 and fis-
cal year 1999. DoD, as encouraged by FASAB,
implemented early for fiscal year 1998 the then-
proposed amendments to the accounting standards
that required reporting of quantities, condition, and
investment trends for major types of ND PP&E. At
subsequent FASAB meetings, the board chose not
to implement the proposed amendments but to con-
tinue studying various alternatives for reporting
ND PP&E. These studies were ongoing in fiscal
year 2000.

Because FASAB did not adopt the proposed
amendments, DoD is not fully compliant with the
existing reporting requirements that require the Air
Force to report the value of ND PP&E. DoD can-
not fully comply with the existing reporting
requirement because many of the Air Force's ND
PP& E accountability and logistics systems do not
contain avalue for the ND PP&E assets. These
systems were designed for purposes of maintaining
accountability and meeting other logistics require-
ments, not for reporting the value of ND PP&E.

Given the complexity of the existing temporary
reporting requirements, the enormous cost of
implementing those temporary reporting require-
ments, and the interim nature of the temporary
reporting requirements, DoD is continuing to use
the prior year reporting disclosure. Further, DoD
believes the most reasonable and responsible
course of action is to report quantity and invest-
ment information for the DoD’s ND PP&E until
such time that FASAB adopts permanent reporting
reguirements.
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The accompanying notes are an integral part of the financial statements.
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CONSOLIDATED BALANCE

As of September 30, 2000
{5 im Thousands)

ASBETS [Mate 2|

niragoremmant Al

Fund Balance wilh Treaasure (Note 3] ¥ 40541322
Irvegimems (Moted) 1.303
Apcounts Recaiabla [Hoba| s, L B
Orther Aszats (Mobe 6) 185 283
Total Imragovemmental A5sats 41012 560

Caxh and Other Monetary Assals (Habs T) i 64 E2
Socounts Receivable (Mota 5) 506228
Fvenisry and Related Propedy [Mate ) 19,25 TER
Ganeral Fropety, Flant end Equpment [Mate 10) 20,536,756
CHher Assets [Nata 6] 4 502 05
TOTAL ASSETS b 86192423

LIABILITIES |Maote 11)

niragoremmantal

Acoolints Payabla (Haba 12] L AT 03
Dbl [Mata 13) 106
Crthar Liakilkies (Meta 15 & Moba 18] | 714 G5
Tatal Infragovemmsrial Liabiikies § T30
Accounts Payable {(Mote 12) ] 4 174 723
Miitary Ratirement Benefts and Oiher Employmeant-Relaled Achusna Lisklities (Mats 17) 1,123 245
Erwiranmantal Lishiites [Mate 14] 7. 7153253
Cher Liabilhiss (Mote 15 and Mote 16) 15483
TOTAL LIABILITIES $_laariiz
HMET POSITION
Ll rpiss sl 0 Appropnalicns (Male 18] ¥ 35304934
Cumulative Results of Dperations 31,580 260
TOTAL MET POSITION % 87221164
TOTAL LIABILITIES AND NET POSITION ¥ _B9.1924923

The accompanying notes are an integral part of the financial statements.
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CONSOLIDATED STATEMENT OF NET CasT

For the year ended September 30, 2000
{5 im Thousands}

Program Costs

Inragosvernmenisl % 17,784 148

Wiith the Fublic a5, 236 037

Tatal Program Cast F 83000185
{Léss Earmed Raveriue) {3 a55 -.'I-'|5|

et Frogram Costs i ;|l'! 1 %l I'i'-"‘i

Metl Costs ol Operations ¥ 80041136
———]

The accompanying notes are an integral part of the financial statements.
See notes 1 and 19.
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CONSOLIDATED STATEMENT OF CHANGES IN NET POSITION

For the year ended September 30, 2000
{5 im Thousands)

Mat Cost of Operations A0 041 125

Financing Scwrces [othar than sochangs reaveanusa)

Appropretions sed 62,974 178
Lionahcns - Moneshanps Hewanis LA
Impided Firsancing (Mote 20) 535443
Trarsfars - in TE 431
Total Firancang Saurces [alher han Exdhangs Revanues) ¥ B3 =87 502
Met Results of Operations ¥ 3,546 367
Prior Pericd Adjustments (Rote 30} 5 486 041 l
Met Change in Cumulative Results of Operations ¥ {1.9168T4)
Increase (Decrease ) in Unexpended Appropriations (514 fickll ]
Chamgs in MNet Pasition ¥ 02634304
Met Posltion-Beginning of the Penod i R
Blet PositionEnd of the Pericd 87 221.1G5

The accompanying notes are an integral part of the financial statements.
See notes 1 and 20.
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COMBINED STATEMENT OF BUDGETARY RESOURCES

For the year ended September 30, 2000
(% im Thousands)

BLIDGETARY RESOLRCES

Burigst Autharity 83748029
Unabligaled Balance - Beginning af Pericd 7 B0E 408
Met Transters Prior - Year Balance, Adcual 227055
Spendng Authomty from DRseting Collesons 4,00 0%
Adjusiments (980 216]
Tobal Budpetary Resources ¥ Boi, 4 G350

STATUES OF BUDGETARY RESOURCES

Ooligations Inciimesd ¥ B89,241.307
Unablipaled Balances - Ay silable &, 232 28T
Unabligated Balances - Mot Avaiabie g7 2T B
Total, Statws of Budgetary Resourcas G5 46 360
OUTLAYS
CHaligatiores: IncLmed B84, 240307
Less Spending fugbanty from Offseiting Calledions and Adusimenis {6,508 028]
Obligated Balancs, Met - Baginning of Pamad 34,001,921
Holigated Balansa Trarstermad, Hat 0
Less Chbligated Balance, Met - End of Panod (334910 7811
Total Dutays L1 Rt Kk

The accompanying notes are an integral part of the financial statements.
See notes 1 and 21.
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COMBINED STATEMENT OF FINANCING

For the year ended September 20, 2000
{5 in Thousands)

DELIGATIONS AND HONBUDGETARY RESDOURCES:
Cibhigations Incumed
Less: Spendng Authonty from O fseling Calledlions and Adusimenis
Financing Impited for Cosk Subaides
Trarctars-n (O]
Less: Exchange Revenue lat in the Entky's Budgst
Less: Trust or Specal Fund Recaipts Falaad to Exchangs i the
Ertily's Budget
Total Obligabions as Adusted and Nanbuddetary Rasauncas
RESOURCES THAT DO MOT FUND MET COST OF OPERATIONS:
Changs in Amcunt of Goods, Sersces and Bensfits Drdared but Mot
vat Raceved or Frovidad | Increasss FLiscreasss
Changa in Linfilled Customer Ordars
Costs Capitalz ed on the Balance Sheet - [Incmeases fDecmasas
Financing Sources that Fund Costs of Prior Periads
Total Resources That O Mot Fund Met Costs of O parations
COMPONENTS OF COSTS OF OPERATIONS THAT DO ROT
REQUWIRE OR GENERATE RESDIRCES
Lspraciaben ard Amomzaiion
Ead Dmbts Felated to Uncodeciable Mon-Cradit Reform
Facs i ables
Rovaluation of Assels and Lisbiibes - Increases{Decreases|
Lags an CHapoaition of Assais
Qner - {Incraasss YLECraass
Tosal Costs That Da Met Ragquire Resaumes

FINAMNCING SOLIRCES YET TQ BE PROVIDED
MET COST OF OPERATIONS

o83 M 307
{6,508 28]
535443
75431
40E]

{72]

% 82334875

I 851,353

197 A54)
1,407 Al

Ala10

:1 SA6823

1,604

&,953 405
20 162
(4 BT A7

§__3.262 768

§ o019 ke

f 80041427
—_—

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

See notes 1 and 22.
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CONSOLIDATING BALANCE SHEET

As of September 30, 2000
{5 in Thousands)

Alr Force Air Farce Alr Haticnal
A ctive Regarve Gusrd
ASSETS [Hale 2|
niregovemmantsl
Fund Balance with Tragsury (Mote 3] i MaEls60 9§ TE3 DB 3 1,182 632
Irvesimems (MNote 4] 1,403 Q 0
Arcourts Recsirable [Holes) 256 363 23 B0A 108813
Crihar dssets (Moba &) 183 512 2 1118
Total Imragovemmantal Aszats % 39,045 78T ] TTT 562 3 1,283 361
Cazh and Other Monetary Asssts (Hoke T) L2 84 Gg2 3 1} £ L
Aocounts Feceivable (MNofa 5 4492 158 3214 10 A58
nventery and Related Froparty (Mole B) 18,256,263 Q 11,525
Gansral Propety, Plant end Equemer [Mate 10) 18,024 082 404 732 2013842
Jther Assets [Hale 6) 4 TR A0 2.0y 1 258
TOTAL ASSETS % B1 688550 % 1,351 561 $ 3,530 842
LIABILITIES |Mate 11
niregovemmantal
Accounts Payable (Hoka 12) 1 g2 3 k- Ta.az £ i 180
Dbl [Hata 13) 10e 0 0
Cibhar Labilties (MNote 15 & Mete 18] 1, 708 078 5454 15 717
Total Intragevemmantal Laabilkies % AEanneg  § eI k-] £ 111 857
Aocounts Payable (Mate 12)] 5 4,036,637 3 115,732 ¥ 22364
Idlilitary Ratirement Benefts and Cihar Empleyment-Related a0E 82E 117 D&d 197,325
Actupnal Ligklities [Mote 17)
Ermironmental Lisbiities (ot 14] T.715,253 a 0
Oher Liabiibies [Mole 15 and Male 16 3, 156 750 20 AED B IR
TOTAL LIABILITIES L 19,347 Fi i R ) £ an a7
MET PQSITION
Umas panded Appropnalicns (M oba 18] i 33,504 353 3 575 461 £ 1,181,050
Cumulative Rasuts of Dpamtions O TR B 73 718 1 760G 913
TOTAL NET POSITION ¥ 53541024 3 B9 207 3 2,930 963
TOTAL LIABILITIES AND HET POSITION 2 Bl GAE SO0 § 1 281 561 3 3330942

The accompanying notes are an integral part of the financial statements.
See notes 1 and 21.
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CONSOLIDATING BALANCE SHEET

Combined Intra-Entity Consolidated
Total Elirninati e Tetal
40541322 i 0 i 40 541 322

1,202 0 1.303

382,765 108,143 284 842

185 320 a7 185 203

§__ 41120730 ¥ 103,170 ] 41,012 560
i £4 962 L] 0 3 44 982
a0g. 228 0 506,228

18,268, foa 0 19,250, 768
20,538,758 0 20,536,756

4 807 609 0 4 507 40

¥ 9830105 ¥ 108,170 ] 26,192 923
¥ 1,060,925 ] LR e ] ST A0
104 0 108

1730247 15248 1,714 9565

i 2824 181 i 108,170 5 2713011
] 4,174,733 i 0 3 4,174,733
1,123,240 0 1,123,245

T.715,252 0 F 15253
3345 461 {1 3. 2ME4E3
15076 8% i 108 1710 1 19 571 724
¥ 35330934 ] 0 i 35,350 934
31 A5 280 i 31 B0 260
: S O ] s 3 Gr a2l 104
3 86.301.053 i 108,170 3 #5192 923
——— —— —_——

The accompanying notes are an integral part of the financial statements.
See notes 1 and 21.
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CONSOLIDATING STATEMENT OF NET CosT

For the year ended September 30, 2000
{5 In Thousands)

Air Fares Air Fares Air Mational
Active Reserve Guard
Pragram Costs
& Miitary Parsannal
Imiragoy emment al L] 3,085 354 i 126 B4 i 206 531
With the Public 14 578 07E T48 163 1376250
Total Program Cast % 17 973 A57 ¥ Bv4 g7 ¥ 1,564 TE1
(Less Eamed Ravanue] (240 023) [1,074) {Z53,572)
Met Program Costs L] 17,733,419 ¥ A73.7TR3 i 1,561.209
= Jperabcn and Manienanca
Intragayermmental i 1177 418 £ T48 B0 § 1. 725970
With the Public 16, 610 663 1, 0a0 289 1836722
Total Frogram Cost % 27, TaE 03 ¥ 1,536, 709 ¥ 3,574 BE2
Lass Eamad Ravarnusl (2 008 714} 161 A6 (268 55T
et Program Costs % 25 TR AR 3 1,778 403 L3 32081 25
C. Pracurement
Intragoyernmenta i TInET2 £ 1] i 0
Wih the Public 13,086 014 ] {}
Tokal Frogram Cast 4 13,506 688 % i * 0
iLass Eamed Ravanus] (162 385) ] {
Met Program Costs i 13 &4 30 £ ] i 0
0 Rasaarch Developmant, Test & Evaluahan
Iriirggyoe ernmental % 3B A55 3 0 % L
Wih the Public 14 486 087 i 0
Tetal Program Cast L 14,207 545 3 { L 0
(Lass Eamad Ravanue| 1582 577 { 0
Met Program Cosis L4 14,225 028 £ 1] % )
E. Miitary Censtnichion/Famiy Housing
Imtragay ermmental L 11,160 ] 5,242 § M5
With the Public e 53 79,791 4.2 808
Tolel Program Cast 5 708,863 E 25,0054 2 343 169
iLass Eamed Revenus] ] ] 0
Met Program Cosls L TG hE ¥ 2, LA L 243 164
= Cither
Iniragay ernmental 1 &2 £ i i 0
WD the Public 1,043 0 0
Total Program Cost L 1,15 ¥ 0 L 0
(Lass Eamad Havanuel {45 il {}
Met Program Cosis 5 1 633 E 0 b3 0
5. Tolal Program Casls
Imtragay ermmental L 15,324 752 ¥ el L 1,845 662
With the Fublic o, T2 400 1916 3% 35506 T ED
Toetal Program Cast 5 75,087 1535 ¥ 2,798 SED b2 5,502 642
fLasy Eamed Ravanu s |2 9593 726) (=] $J| {2a2 135|
Met Program Costs L 72003 475 3 2737 200 i h, 1 0E0T
Mat Costs of Operations % 72,083 429 £ 2 T3T.200 L3 5 10807

The accompanying notes are an integral part of the financial statements.
See notes 1 and 19.
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CONSOLIDATING STATEMENT OF NET CoOSsT

Combined Intra-Entity Consolidated
Tetal Elminations Total
L 3 423 556 i 35,7E5 5 3397 T
16 55 516 0 16,535 516
£ 0423075 1 36 TES £ 20,397 310
264 AEd) [19 88T} {244 747
£ 20,963,331 i 15878 E 2,152513
§ 13,662,228 L] 63 167 £ 13,209 064
19 540,254 1] 19, 540 264
¥ 33302430 i 353 167 S 32,518,313
(2 333,533) 1366, 728) 11,872 357]
¥ 30 BE3EAT ] [12084) 5 M) E7R A0S
¥ 720,672 3 an ¥ 720,542
13 065,014 0 13,066,014
£ 12 BOE AR ] o £ 13,808 665
(162 385 1] {162,285
£ 13 544,301 3 an S 13,644 271

t 319 458 1 232 £ 119 28
14 488 087 K] 14 4488 Q87
3 4 BOT 545 3 232 5 14,807, 373
[582517) {3075} {579 438]
i3 14 305 008 1 £ A5 £ 14,227 HB5
i 16, 763 3 (5] i 18,755
1,121,123 0 1,121,173
% 1 447 &6 4 B b 1 1,137 878
il i} 0
3 1 137,636 3 =] i 1,137,678
L2 el i 0 £ a5l
1 043 [} 1,043
i 1,705 3 [ £ 1,705
(T2} K] (T

Fro
=
=
! o
L
e

|._- ‘I

L 4 1 il
——

£ 16155240 i 380,162 i 17,764 148
45 338 037 0 £5, 236 037
83388277 i 204,152 £ -EREAER ]
234, 241) {3849 190 et LAY
£ 80041136 i 0 i B0, 041,134
£ B00<41 136 i " 5 241 136

The accompanying notes are an integral part of the financial statements.
See notes 1 and 19.
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CONSOLIDATING STATEMENT OF CHANGES

Far the year ended September 30, 2000
(% in Thousands)

IN NET

POs

ITION

Alr Force Alr Farce
Active R sare
Mt Cost of Operations OT2.0G3 228 : R 1
Franong Soumes [other than Exchange Revenues)
dppropnations Usad 1, 09,120 2001 923
Conatians - Monaxchange Resanua 2450 0
Imputad Financing (Mote 20 £A5 443 i
Transfars - in 75, 431 {1
Total Financing Saurces (other than Exchanga Revenuas) 75 510 657 1 2671524
Met Results of Operations O3 E1E 624 1 {65, 261)
Pricr Pericd Adjustments (Mote 30) |5 742 4417) 14! Ll
Met Change in Cumulative Results of Operations £ .25 81T 1 T&. 788
Increase (Decrease) In Unexpended Appropriations [T T7E {10490
Change in Het Position £ 2857580 ] 45 148
Met Position-Beginning of the Period [0 b G0 PIR
Met Position-End of the Period £ B3 341 024 1 49 X7

The accompanying notes are an integral part of the financial statements.
See notes 1 and 20.
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CONSOLIDATING STATEMENT OF CHANGES

Bir Matiomal Consclidated
Guard Total
£ 5,210 507 £ 80,041 135
5,005 511 B2.974.178
1] 2 450
1] 535 443
1] 5431

E 3,5, 511

L’ | 204 555)
134 351
L {70 B4 5]
147 567
L’ g2

2 854 042
1 2,930 B
T —

3 &3, 587 502

¥ 3,546 36T
15 466 041)

¥ 1016674
(614 £50)

¥ 2 534,324

9 755519
¥ &7 221 1565
e}

IN NET PosiTiaN

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

See notes 1 and 20.
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COMBINING STATEMENT OF BUDGETARY RESOURCES

For the year ended September 30, 2000
{5 in Thousands)

AirForce Ajr Force
Active FEnerve
BUDGETARY RESOURCES

Budget Aulharity ¥ 7B A7 BET £ 2, 756 060
Urabhgsated Belance - Beginning of Persd 6,659 338 155 865
Med Trans ks Price-Yaar Balance, Adchual 253 055 {26 000
Sopendng Authorty from Ofsstting Collections 1 663,605 93,702
Adjusimeants |855.149) m 5 |

Total Budpetary Resoross
ETATUS OF BUDGETARY REE0OURCES
Obligatiors |ncumed
Linablipatad Balances - fwalable
Unablipated Bealances - Hol & alable
Total Status of Budgatary Hesources
CUTLAYTS
Cioligations Incumead
Lass Spanding dughanty from O ffseting Collectians and Adjustments
Cioligated Ealanca, Mel - Bapnning of Farnod
Lass Cbligatad Blalance, MNet - End of Pariad

Tokad Dutays

1 g 7=l 4 37

b2 7O GE0 335
& 065 515
T07 1E5

¥ 86 TEL 427
—_—

i T BE0 3365
15 00S S51)
32 418 DES

[31 TTEO00)

t 74 Bek B0

The accompanying notes are an integral part of the financial statements.
See notes 1 and 21.
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COMBINING STATEMENT OF BUDGETARY RESOURCES

Ajr Hatianal Combined
Guare Tatal

£ 5,186 374 k1 83, 748021
153, 207 7. M08 408

a 237055

00,782 5,053,092
17 27T (SR 2 16]

S 5677 63 ! 325, 46 360
b4 5481174 ¥ 48,241 307
111874 & 232 JET

B4 501 B72 768

£ 5 67T 820 1 45 148 360
S DA T4 ! 94,241 307
(26T BT 1) 16, 508.028)
1,000,153 34,001 321
|GBE 166) (33410 76E1]

£ 5 n&.‘- "i 1 -1 -'II" .“'-I"-I -1-"i ’:

The accompanying notes are an integral part of the financial statements.
See notes 1 and 21.
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COMBINING STATEMENT OF FINANCING

For the year ended September 30, 2000
{5 In Thousands)

AirForce Ajr Force
Bctive Reserve
DELIGATIONS AND RONBUDGETARY RESOURCES:
Dligations Incumad 3 79,850 334 ¥ 2,796,787
LE5E. Spendng Authenty from Lifseting Collechons and Adjustments (5,000 1) (104 bt
Finanong Imputed for Cost Subsidies B35 443 0
Translers-in (O 75,431 0
Less: Exchangs Revenue Matin the Emtity's Budget [401G] 0
Less: Trustar Spacial Fund Fecaipts Ralabad to Cxchange in the Endby's Bwdget (2] {}
Tatal Qbligations as d&dusted and Menbudgstary Resaurces 3 74 565 171 3 2 G5 201

RESOURCES THAT DD NOT FLIND HET COST OF QFERATIONS:

Changs im Amaunt of Goods, Services, and Benedts Lirdarad but Mok ] 51,423 E? {23 168]
el Recaived of Provided (Increases FDacreases

Changs in Unfilad Sustomer Grdars (ar AT8) g3
Casts Capitalzad an the Balanca Sheat - | ncmasas | Decreases {8197 308 |3 85|
Finanong Scurces thal Fund Cass af Prior Pericds T.E81 {2 174
Tatal Resources That Do Mot Fund M et Cosls of Operabans 3 (7,225 564 ¥ |5BETH]

COMPONENTE OF COSTS OF OPERATIONS THAT DO NOT
REOUIRE OR GENERATE RESOURCES

Dapreaalion and Amarizaban 3 T25. 317 3 16 829
Sad Debis Redated to Uncollecable Mor-Credi Reform Raceivables 1,600 0
Hewaluation of Assets and Liabeities - IncreasesiDecreasas| 6,658,814 Ll Ll
Less on Drsposition of Assets 20,162 0
Cithar - [Increases vDecresse (4 B2 080 (228
Tatal Cogls That Da Mot Require Redolunses 3 2 B33,835 3 46 064
FINAMCING SOURCES YET TO BE PROVIDED i 1,676 372 ¥ 13 550
MET COSET OF OPERATIONS E 1 72,049 514 3 2,735 168

The accompanying notes are an integral part of the financial statements.
See notes 1 and 22.
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COMBINING STATEMENT OF FINANCING

Alr Mational Combined
Guard Total

1 5481174 ¥ 83241307
{3587 BT1) {3,506 028]

0 535443

o L E
o (4D
0 172

Y 5083 203 F 92M1E7H
i (76,507 L] 851,353
[32) 197 354
{170,107} 18,401 A00)

55, 208 a0 a10
3 {161 T4G) ¥ (T5TEA81)
i 146 o7 7 5 EEE 923
0 1.900

1854086 59,953,905

o 20162
456 4,601 422]

1 342 B8 L3 3,242 768
3 3,723 5 2,011 E35
3 5,258,127 ¥ 80,041,137

The accompanying notes are an integral part of the financial statements.
See notes 1 and 22.
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FOOTNOTES TO THE PRINCIPAL STATEMENTS

Note 1—Significant Accounting
Policies

A. Basis of Presentation

These financial statements report the financial posi-
tion and results of operations of the Department of
the Air Force, as required by the Chief Financial
Officers (CFO) Act of 1990, as expanded by the
Government Management Reform Act (GMRA) of
1994 and other relevant legislation. The financial
statements were prepared from the books and
records of the Air Force in accordance with
Department of Defense Financial Management
Regulation (DoDFMR) as adapted from Office of
Management and Budget (OMB) Bulletin No.
97-01, Form and Content of Agency Financial
Statements, and to the greatest extent possible, gen-
erally accepted accounting principles (GAAP).
These statements are different from the financial
reports also prepared by the Air Force pursuant to
OMB directives that are used to monitor and con-
trol Department of Defense’s (DoD’s) use of budg-
etary resources.

The Air Force is unable to fully implement all ele-
ments of GAAP and the OMB Bulletin No. 97-01
due to limitations of its financial management
processes and systems, including nonfinancial feed-
er systems and processes. Reported values and
information from the Air Force's major asset and
liability categories are derived largely from nonfi-
nancial feeder systems, such as inventory systems
and logistic systems. These were designed to sup-
port reporting requirements focusing on maintain-
ing accountability over assets and reporting the sta-
tus of federal appropriations rather than applying

the current emphasis of business-like financial
statements. As aresult, the Air Force cannot cur-
rently implement every aspect of GAAP and the
OMB Bulletin No. 97-01. The Air Force continues
to implement process and system improvements
addressing the limitation of its financial and nonfi-
nancial feeder systems.

There are other instances where the Air Force has
reviewed the intent of the GAAP and applied itin a
manner consistent with that intent, but the auditors
interpret the GAAP differently. Financial state-
ment elements impacted include financing pay-
ments under firm fixed price contracts, operating
materials and supplies (OM& S), and disposal lia-
bilities.

A more detailed explanation of these financial
statement elements is discussed in the applicable
footnote.

B. Mission of the Reporting Entity

The United States Air Force was created on
September 18, 1947, by the National Security Act
of 1947. The National Security Act Amendments
of 1949 established the DoD and made the Air
Force a department within DoD. The overal mis-
sion of the Air Force is to defend the United States
through control and exploitation of air and space.

The accompanying financial statements account for
all resources for which the Air Force is responsible
except that information relative to classified assets,
programs, and operations has been excluded from
the statements or otherwise aggregated and report-
ed in such amanner that it is no longer classified.
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The audited financial statements are presented on
the accrual basis of accounting (as required by
DoD accounting policies) with the exception of the
Gift and Cadet fund accounts and certain year-end
cut-off procedures, which are immaterial.

Financial statements and reports are prepared by
the Defense Finance and Accounting Service
(DFAS) Denver, Office of CFO Procedures and
Reporting (DFAS-AAC/DE), based upon data pro-
vided by numerous financial reporting systems.
Some of these systems are the General Accounting
and Finance System (GAFS), Standard Base
Supply System (SBSS), and major command-
unique systems that feed into general funds. In
addition, feeder data are supplied by the Air Force
Academy Financial Management Office for the
Cadet Fund and by DFAS Denver Directorate of
Departmental Accounting (DFAS-AHA/DE) for the
Gift Fund which is administered by them. Other
entities, such as Army Corps of Engineers and
Department of the Navy, also send data for consoli-
dation.

DFAS-AHA/DE uses the Departmental On-Line
Accounting and Reporting System (DOLARS) to
consolidate and prepare Air Force-level budgetary
reports. Monthly, file transfer protocol (FTP) is
used to transmit data from the base, operating loca-
tion, or mgjor command, depending on the report.
The data are programmatically validated by
DOLARS programs and then automatically updat-
ed in the departmental database. Data are also
updated in the database through manual entries.
Appropriation-level Status of Funds reports are
prepared from this single, integrated database thus
enabling consistent, accurate, and timely reporting.

All datain the database have readily available audit
trails at departmental level.

The financial statements presented herein are pre-
pared by the Defense Departmental Reporting
System (DDRYS) as fed by the CFO Reporting
System using data from DOLARS, records summa-
rized in the Air Force service-unique general
ledger, and other external data. The accounts used
to prepare the statements are classified as
entity/nonentity. Entity accounts consist of
resources that the agency has the authority to
decide how to use or is legally obligated to use to
meet entity obligations. Non-entity accounts are
assets that are held by an entity but are not avail-
able for use in operations.

The Air Force incorporates into the accounting sys-
tems internal controls, reconciliations, management
by exception reports, and other check and balance
processes.

When possible, the financial statements are pre-
sented on the accrual basis of accounting as
required by GAAP. For fiscal year (FY) 2000, the
Air Force's financial management systems are
unable to meet al the requirements for full accrual
accounting. Efforts are underway to bring the DoD
systems into compliance with all elements of
GAAP and OMB Bulletin No. 97-01.

The following is alist of Air Force account num-
bers and titles (all accounts are entity accounts
unless otherwise noted).
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Air Force Account Number

57 * 0704
57* 0810
57 * 1999
57 * 3010
57 * 3011
57 * 3020
57 * 3080
57 * 3300
57 * 3400
57 * 3500
57 * 3600
57* 3700
57* 3730
57 * 3740
57 * 3830
57 * 3840
57 * 3850
57 X 5095
57 X 8418
57 X 8928
57 * 3XXX

Title
Military Family Housing (O&M and Construction), Air Force
Environmental Restoration, Air Force
Unclassified Receipts and Expenditures, Air Force
Aircraft Procurement, Air Force
Procurement of Ammunition, Air Force
Missile Procurement, Air Force
Other Procurement, Air Force
Military Construction, Air Force
Operation and Maintenance (O& M), Air Force
Military Personnel, Air Force
Research, Development, Testing, and Evaluation (RDT&E), AF
Personnel, Air Force Reserve
Military Construction, Air Force Reserve
Operation and Maintenance (O& M), Air Force Reserve
Military Construction, Air National Guard
Operation and Maintenance (O& M), Air National Guard
Personnel, Air National Guard
Wildlife Conservation, etc., Military Reservations, Air Force
Air Force Cadet Fund
Air Force Genera Gift Fund
Budget Clearing Accounts

57 * 6XXX (Non-entity)

C. Budgets and Budgetary
Accounting

The Air Force's activities are financed by general,
working capital (revolving), trust, special, and
deposit funds. These appropriations and funds are
used to fund and report how the resources have
been used in the course of executing the Air
Force’'s missions. These notes describe the attrib-
utes of these funds.

Deposit Fund Accounts

General funds are used to record financial transac-
tions arising under congressional appropriations.
The Air Force manages 16 general fund accounts,
consisting of seven funded by annual year appro-
priations and nine funded by multi-year appropria-
tions.

Air Force working capital fund activities are cov-
ered in a separate set of audited financial state-
ments and related footnotes.
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Trust funds are used to record the receipt and
expenditure of funds held in trust by the
Government for use in carrying out specific pur-
poses or programs in accordance with the terms of
the donor trust agreement or statute. Trust
accounts include funds collected through gifts and
bequests (as well as interest earned on the invest-
ments of some of these gifts) and assets held for
particular purposes. The Air Force maintains two
trust fund accounts totaling $5.6 million in assets.

Special funds account for receipts of the govern-
ment that are earmarked for a specific purpose.
The Air Force manages one special fund account,
the Wildlife Conservation Program, totaling $.5
million in assets. This specia fund account had
appropriations available of $.5 million.

Deposit funds are generally used to (1) hold assets
for which the Air Force acts as agent or custodian
or whose distribution awaits legal determination or
(2) account for unidentified remittances. The Air
Force expressly requires all check collections to
pass under the immediate control of one of these
deposit funds upon receipt, regardless of source, if
the ultimate recipient is unknown. For FY 2000,
the Air Force deposit fund accounts totaled $24.1
million in assets.

D. Basis of Accounting

Transactions are recorded on an accrual and a
budgetary basis of accounting. Under the accrual
basis, revenues are recognized when earned and
expenses are recognized when liabilities are
incurred, without regard to receipt or payment of
cash. Budgetary accounting is accomplished
through unique general ledger accounts to facilitate

compliance with legal and internal control require-
ments associated with the use of federal funds.
The effects of known intrafund transactions are
eliminated.

The financial statements are presented in accor-
dance with the accounting principles and reporting
standards contained in the DODFMR, Volume 6B.
There are, however, eight areas in which the
accounting systems do not currently comply with
existing GAAP. These areas include:

1. Chart of Accounts. Prior to and since being
capitalized by DFAS, systems used to account
for Air Force funds have not fully implemented
the U.S. standard general ledger (GFGL) chart
of accounts. DaD directives require a general
ledger system be established using the U.S.
standard general ledger chart of accounts to
provide primary internal management informa-
tion. This deficiency isdisclosed in DFAS
Denver Financial Management 5-Year Plan,
Volume 2.

2. General Ledger. Prior to and since being capi-
talized by DFAS, systems used to account for
Air Force funds have not been implemented to
reflect a true transaction-driven general ledger
system to provide a consolidated source of
financial management information for either
management or financial statement purposes.
To account for its resources, the Air Force uti-
lizes an extensive number of feeder systems to
control and report the status of resources.
Many of these systems are outside the account-
ing and finance network controlled by DFAS
(i.e., budget, supply and property systems) and
the general ledger accounting process. This
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deficiency isincluded in DFAS Denver
Financial Management 5-Year Plan, Volume 2.
DFAS has initiated a project to integrate and
modernize DFAS accounting systemsinto a
comprehensive management system. The over-
all goal isto bring financial data for both gener-
a funds and working capital funds under gener-
al ledger control complying with General
Accounting Office (GAO) and OMB mandates.
The general ledger system will be transaction-
driven and utilize the U.S. standard general
ledger chart of accounts.

. Government Furnished Material (GFM),
Government Furnished Property (GFP) and
Contractor Acquired Material (CAM) and
Contractor Acquired Property (CAP) have all
been identified as a reporting weakness.

. Inventory/Equipment. The Air Force uses dif-
ferent valuation methods for the various cate-
gories of materials contained in the Air Force
inventory. Materials inventory items accounted
for in logistics systems are valued at |atest
acquisition cost (LAC). Generally, latest acqui-
sition costs are based on prices paid for recently
acquired items plus surcharges for handling,
distributing, and other costs so latest acquisition
costs are typically higher than historical cost.
Real property installed equipment is valued at
cost and isincluded as part of the real property
facility cost basis.

. Canceled-year appropriation balances for
receivables and payables are not reliable.

. Although the Air Force has made progressin
using the consumption method to recognize
certain expenses, more work remains to be
done.

FOOTNOTES TO THE PRINCIPAL STATEMENTS

7. The Air Force does not recognize holding gains
and losses related to inventory revaluation,
which occurs when latest acquisition costs are
used.

8. Inall cases, the Air Force does not report gains
and losses on disposal of general property, plant
and equipment. As systems are updated, gains
and losses are being implemented.

In addition, the Air Force identifies programs based
upon the major appropriation groups provided by
Congress. The Air Force isin the process of
reviewing available data and attempting to develop
a cost reporting methodology that balances the
need for cost information required by the SFFAS
No. 4, Manageria Cost Accounting Concepts and
Standards for the Federal Government, with the
need to keep the financial statements from being
overly voluminous.

E. Revenues and Other Financing
Sources

The Air Force is financed primarily through appro-
priations provided by Congress for annual and
multi-year purposes. The following Treasury
accounts are used to fund, execute, and report on
total financial activity.

A General Funds. This grouping contains the
bulk of congressional appropriations including
RDT&E, investment (procurement), and con-
struction accounts.

4 Operation accounts represent those funds
used for the pay of operating forces. These
funds also finance the functional and
administrative support needed to operate
and maintain Air Force installations.
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4 The Air Force conducts and contracts for
RDT&E of advanced weapon systems
which are normally expensed. The RDT&E
programs support modernization of weapon
systems through military research,
exploratory development, and the develop-
ment and testing of prototypes and full-
scale pre-production of hardware.

4+ Investment (procurement) and construction
accounts are used for specific purposes
which are approved by and reportable to
Congress. These accounts are used for the
acquisition or construction of technology,
property, and infrastructures.

Revenue and expenses were reduced by $395
million, advances and unearned revenue were
reduced by $125 million, and receivables and
payables were offset by $1.517 billion asa
result of eliminating intra-Air Force program
transactions.

Trust Funds. The Air Force trust funds are
endowment or revolving funds. These accounts
are used to record the receipt and outlay of
funds held in trust by the government for usein
carrying out specific purposes or programs.
The Air Force operates two trust funds.
4+ The Air Force Gift Fund is an endowment
fund where donors make conditional mone-
tary gifts to the Air Force. Donations to the
Air Force are recognized as afinancial
source upon acceptance of the donated
asset, and revenue is recorded for the value
of the increase to the asset account.
Obligations and expenditures are made
against the Gift Fund for the purposes spec-

ified in the gift offer. The use or obligation
of Gift Fund receiptsis recorded on a cash
basis versus an accrua basis of accounting.
When specified in the gift offer, these funds
are allowed to be invested in marketable
securities. Donated property is disclosed in
the financial statements. Trust fund revenue
of $2.5 million includes donations of $2.45
million and interest earned of $72.1 thou-
sand to the Gift Fund.

4 The Air Force Cadet Fund operates as a
local deposit fund account. It isadminis-
tered by the Superintendent of the Air Force
Academy on behalf of the Academy cadets.
Each month, moneys are deposited into the
account from checks and information pro-
vided by the Defense Joint Military Pay
System (DIMS). The cadet pay office
draws checks on this account to pay the var-
ious vendors and contractors at the
Academy. The advance education funds,
which previously were processed through
the Cadet Fund, are now paid directly from
the Military Personnel Appropriation
(3500), and a repayment of indebtednessis
established on the cadet Master Military
Pay Account (MMPA) in DIMS.

A Specia Funds Receipt Accounts. These

accounts are credited with receipts from specif-
ic sources, are earmarked by law for a particu-
lar purpose, and none of the funds are generat-
ed from operations. Special fund expenditure
accounts are used to record appropriated
amounts of special fund receipts to be expend-
ed for special programs in accordance with spe-
cific provisions of law.
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A Deposit Fund Accounts. These accounts gener-
aly are used to hold assets whose distribution
awaits legal determination or for which the Air
Force acts as agent or custodian, and account
for unidentified remittances. The Air Force
expressly requires all check collections to pass
under the immediate control of one of these
deposit funds upon receipt, regardless of
source, if the ultimate recipient is unknown.

For financial reporting purposes under accrual
accounting, operating expenses for general fund
activities are recognized in the period incurred.
Expenditures for capital and other long-term assets
are not recognized as expenses until consumed in
the Department’s operations. Unexpended appro-
priations are recorded as equity of the Air Force.

Certain expenses, such as civilian annual leave and
military leave earned but not taken, are not funded
when accrued. Such expenses are financed in the
period in which payment is required. Therefore,
for the Department’s general funds, an amount due
from future financing sources (appropriations to be
provided) is recognized as an offset to equity in the
consolidated balance sheet. The offset is com-
prised of the accrued amount of such unfunded
expenses at year-end.

Annual and multi-year congressional appropria
tions are supplemented, when authorized, with rev-
enues generated by sales of goods or services
through a reimbursable order process. This process
allows the seller to increase funds available by the
cost of the supplies and/or services ordered by the
customer. The reimbursable order process pro-
motes efficiency in providing products and servic-
es, and it allows an accurate accounting of

resources provided and applied. The authority to
obligate is recognized (i.e., obligations may be
recorded) when orders from a government entity
are accepted or orders accompanied by advances
from a non-federal entity are received. Obligation
authority must be recorded before performance on
an order begins. For financial reporting purposes
under accrual accounting, revenue is recognized
when earned. The cost of goods sold or services
provided is recognized when expenses are incurred.
Advances received prior to delivery of goods or
services are treated as unearned revenue and
recorded as a liability of the Air Force.

Medical Funding: Funding for all componentsin
DoD is accomplished through the Defense Health
Program appropriation.

F. Accounting for Intragovernmental
Activities

The Air Force, as an agency of the Federal govern-
ment, interacts with and is dependent upon the
financial activities of the Federal government as a
whole. Therefore, these financial statements do not
reflect the results of all financial decisions applica
ble to the Air Force as though the Agency were a
stand-alone entity.

The Air Force's proportionate share of public debt
and related expenses of the federal government are
not included. Debts issued by the federal govern-
ment and the related interest costs are not appor-
tioned to Federal agencies. The Air Force's finan-
cial statements, therefore, do not report any portion
of the public debt or interest thereon, nor do the
statements report the source of public financing
whether from issuance of debt or tax revenues.
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Financing for the construction of Air Force facili-
tiesis obtained through budget appropriations. To
the extent this financing may ultimately be
obtained through the issuance of public debt, inter-
est costs have not been capitalized since the
Treasury Department does not allocate such interest
costs to the benefiting agencies.

The Air Force civilian employees participate in the
Civil Service Retirement System (CSRS) and
Federal Employees Retirement System (FERS).
Military personnel are covered by the Military
Retirement System (MRS). Additionally, employ-
ees and personnel covered by FERS and MRS also
have varying coverage under Social Security. The
Air Force funds a portion of the civilian and mili-
tary pensions. Reporting civilian pension benefits
under CSRS and FERS retirement systemsis the
responsibility of the Office of Personnel
Management (OPM). The Air Force recognizes an
imputed expense for the portion of civilian employ-
ee pensions and other retirement benefits funded by
the OPM in the Statement of Net Cost and recog-
nizes corresponding imputed revenue for the civil-
ian employee pensions and other retirement bene-
fits in the Statement of Changes in Net Position.
The OPM reports pension benefits and liabilities
for CSRS, FERS, and Thrift Saving Plan (TSP),
and DoD reports for MRS.

The DaoD reports the assets, funded actuarial liabili-
ty, and unfunded actuarial liability of the military
personnel in the Military Retirement Fund (MRF)
financia statements. The DoD recognizes the actu-
aria liability for the military retirement health ben-
efits in the Other Defense Organization column of
the DoD Agency-wide statements.

To prepare reliable financial statements, transac-
tions occurring between entities within the DoD or
between two or more federal agencies must be
eliminated. However, the Air Force, as well as the
rest of the federal government cannot accurately
identify all intragovernmental transactions by cus-
tomer. For FY s 1999 and 2000, the Air Force pro-
vided summary seller-side balances for revenue,
accounts receivable, and unearned revenue to the
buyer-side internal DoD accounting offices and
required the adjustment of the buyer-side records to
recognize unrecorded costs and accounts payable.
Intra-DoD intragovernmental balances were then
eliminated. In addition, the Air Force implemented
the policies and procedures contained in the
Intragovernmental Eliminations Task Force's
Intragovernmental Fiduciary Transactions
Accounting Guide for reconciling intragovernmen-
tal transactions pertaining to investments in federal
securities, Federal Employees Compensation Act
transactions with the Department of Labor, and
benefit program transactions with the OPM.

Each year, the DoD components sell assets to for-
eign governments under the provisions of the Arms
Export Control Act of 1976. Under the provisions
of the Act, DoD has authority to sell defense arti-
cles and services to foreign countries, generally at
no profit or loss to the U.S. Government.
Customers are required to make paymentsin
advance to a trust fund maintained by the
Department of the Treasury from which the Air
Force was reimbursed for the cost of administering
and executing the sales.

Prior to FY 2000, sales to the foreign military sales
trust fund were considered intragovernmental for
statement presentation and eliminating entry pur-
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poses. Beginning with FY 2000, these transactions
are now treated as nonfederal. This change reclas-
sified approximately $170 million in accounts
receivable; $450 million in revenue and cost of
sales; and $20 million in advances received for the
FY 2000 statements.

G. Funds with the U.S. Treasury and
Cash

The Air Force's financia resources are maintained
in U.S. Treasury accounts. The cash receipts and
disbursements are processed by the DFAS disburs-
ing offices, the U.S. disbursing offices at the
Department of State’s financial service centers as
well as the Department of the Treasury and the
Federal Reserve. The balance with the U.S.
Treasury represents the aggregate of al unexpend-
ed balances. Material disclosures are provided at
note 3.

As agents of the U.S. Treasury Department, dis-
bursing officers (DOs) maintain monthly Standard
Form (SF) 1219, Statement of Accountability, that
portrays their cash accountability to the Treasury.
The majority of DO’s cash accountability is actual
operating or accommodation or exchange “cash’
either acquired by Treasury check issue or by col-
lection from customers. However, portions of the
total FY 2000 cash accountability shown on adis-
bursing officer’s Statement of Accountability, SF
1219, include advances to the Massachusetts
Institute of Technology and other institutions of
higher education under advance payment pool
agreements. These advances do not represent Air
Force funds and are reported as Non-Entity Assets,
Other. The amount of total DO cash accountability
included in the FY 2000 statement as a liability to

Treasury is $359.3 million (including advances to
contractors).

H. Foreign Currency

The Air Force conducts a significant portion of its
operations overseas. The Congress established a
special account to handle the gains and losses from
foreign currency transactions for five general fund
appropriations (operation and maintenance, military
construction, family housing operation and mainte-
nance, family housing construction and military
personnel). The gains and losses are computed as
the variance between the exchange rate current at
the date of payment and a budget rate established at
the beginning of each fiscal year. Foreign
Currency fluctuations related to other appropria-
tions require adjustment to the original obligation
amount at the time of payment. These currency
fluctuations are not separately identified. Material
disclosures are provided at note 7.

I. Accounts Receivable

As presented in the Balance Sheet statement,
accounts receivable include accounts, claims, and
refunds receivable from other federal entities or
from the public. Allowances for uncollectible
accounts are based upon analysis of collection
experience by fund type. The Air Force does not
recognize an allowance for estimated uncollectible
amounts from another federal agency. Claims
against another federal agency are to be resolved
between the agencies. Material disclosures are pro-
vided at note 5.

J. Loans Receivable
Not Applicable.
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K. Inventories and Related Property

The Air Force reports all OM& S at latest acquisi-
tion cost (LAC). The LAC method is used because
OM& S datais maintained in logistics systems
designed for material management purposes.

These systems do not maintain the historical cost
data necessary to comply with the SFFAS No. 3,
Accounting for Inventory and Related Property.
When an acquisition is made at LAC for OM&S,
Nno gains or losses are recognized in the net cost
statement.

The related property portion of the amount reported
on the Inventory and Related Property line includes
only OM& S (Held for Use, Held in Reserve for
Future Use, Excess, Unserviceable and Obsolete).
OM& S, consisting of ammunition and supply con-
sumables, are reported at LAC except for items
considered to be excess or obsolete. These OM&S
items have been marked down to their Net
Redlizable Value. Material disclosures are provid-
ed at note 9.

L. Investments in U.S. Treasury
Securities

The Air Force Gift Fund was established to control
and account for the disbursement and use of mon-
eys donated to the Air Force and the receipt of
interest or dividends arising from investment of
such donations. The Gift Fund accepts certain gifts
offered by the public. Among these are monetary
gifts, which are accounted for by DFAS Denver.
The amount of investments represents federal secu-
rities controlled by DFAS Denver. Related earn-
ings are allocated to appropriate Air Force activi-
ties to be used in accordance with the directions of

the donor. The intent is to hold investments to
maturity unless they are needed to finance purchas-
es in accordance with the donor’s intent. As of
September 30, 2000, $1.3 million of investments at
cost (par value less unamortized discount and pre-
mium) in U.S. securities were included in the Gift
Fund. Material disclosures are provided at note 4.

M. General Property, Plant and
Equipment (PP&E)

Genera PP&E assets are capitalized when an asset
has a useful life of two or more years and the
acquisition cost equals or exceeds the DoD the cap-
italization threshold of $100,000. All General
PP&E, other than land, is depreciated on a straight-
line basis, based on a prescribed recovery period.
General PP&E land is not depreciated.

Most Air Force general PP& E assets are valued at
historical acquisition cost. When records are not
available to support the original acquisition cost of
general PP&E, either the LAC or estimates are
used. If estimates are used, they are based on
either (1) the cost of similar assets at the time of
acquisition or (2) current cost of similar assets dis-
counted for inflation since the time of acquisition.
If the original acquisition costs are not known for a
significant amount of assets in amajor class of
General PP&E, the notes to the principal state-
ments disclose the method of valuation and the rea-
son for its use.

Valuations for equipment as reported in the Air
Force Equipment Management System (AFEMYS),
the Information Processing Management System,
and the Medical Logistic System are based on actu-
al historical cost. The Air Force has three minor
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systems that still report equipment based on LAC.
These systems include the Financial Inventory
Accounting and Billing System (FIABYS), the
Reguirements Data Bank (RDB), and an Aerospace
Maintenance and Regeneration Center (AMARC)
system. The data from these systems will eventual-
ly be incorporated into the Air Force AFEMS.

Multi-use heritage assets are treated as general
PP& E for reporting and accounting purposes.
Therefore, the acquisition costs of multi-use her-
itage assets and any capitalized renovations or
improvements shall be reported on the balance
sheet and depreciated. Multi-use heritage assets
are also reported in the Required Supplementary
Stewardship Information section as heritage assets.
Multi-use heritage assets are used predominantly
for government operations (e.g., the Pentagon).

Land and facilities, in most cases, are valued at
actual cost. Buildings are capitalized when placed
in service (constructed) or at the date of acquisi-
tion. Improvements to land and buildings are capi-
talized if they meet or exceed the capitalization cri-
teria of $100,000 or more and have or increase the
useful life two or more years. In FY 2000, the Air
National Guard real property was implemented into
the Automated Civil Engineering System (ACES).
This system captures costs for each project by work
order number, by appropriation, updates the con-
struction in progress account, and capitalizes and
depreciates all Genera assets for both the general
fund and each working capital fund. The system
also identifies preponderant user for reporting of
each asset.

Prior audits of financial statements had shown that
documentation to support the recorded acquisition

cost of many older properties was no longer avail-
able. The DoD, as part of the implementing strate-
gy efforts, contracted to evaluate the accuracy of
the values reported in ACES (real property). The
results of this effort showed that valuations for al
real property was within acceptable tolerance lev-
els. The GAO isnow in the process of validating
the contract results. In addition, the DoD currently
has an ongoing contract to validate the existence
and completeness of data reported in AFEMS.
When records are not available to support the origi-
nal acquisition cost or value of property, the notes
to the principal statements will disclose the method
of valuation and the reason for its use. Material
disclosures are provided at note 10.

Routine maintenance and repair costs for all gener-
al PP& E assets are expensed when incurred.

Capitalization of Assets: General PP& E are depre-
ciated in accordance with DoD financial manage-
ment policy, which is consistent with the Federal
accounting standards. This guidance required the
capitalization of all assets with a useful life of two
or more years and an acquisition cost of $100,000
or more. When historical costs are not available,
the fair market value of the asset is used on the
capitalizable amount. The various criteria used to
establish the fair market value are:

1. Cashredlized in transactions involving the
same or similar assets,

2. Quoted market prices,

Fair market value of other assets or services
received in exchange of property, or

4. Independent appraisals.
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When it isin the best interest of the government,
the Air Force provides to contractors government
property necessary to complete contract work.
Such property is either owned or leased by the Air
Force, or purchased directly by the contractor for
the government based on contract terms. When the
value of contractor procured General PP& E
exceeds the DoD capitalization threshold, such
PP&E should be included in the value of General
PP& E reported on the Air Force Balance Sheet.
The DoD recently completed a study that indicates
that the value of General PP& E above the DoD
capitalization threshold and not older than the DoD
Standard Recovery Periods for depreciation, and
that is presently in the possession of contractors, is
not material to the DoD financial statements.
Regardless, the DoD is developing new policies
and a contractor reporting process that will provide
appropriate General PP& E information for future
financia statement reporting purposes.
Accordingly, the Air Force currently reports only
government property in the possession of contrac-
tors that is maintained in the Air Force property
systems.

To bring the Air Force into compliance with federal
accounting standards, DoD has issued new property
accountability and reporting regulations that
require the DoD Components to maintain, in prop-
erty systems, information on all property furnished
to contractors. This action is structured to capture
and report the information necessary for compli-
ance with federal accounting standards.

N. Advance and Prepayments

Payments in advance of the receipt of goods and
services are recorded as prepaid and deferred

charges at the time of prepayment and reported as
an asset on the Balance Sheet. Prepaid charges are
recognized as expenditures and expenses when the
related goods and services are received.

O. Leases

Generally, lease payments are for the rental of
equipment, space, and operating facilities and are
classified as either capital or operating leases.
When alease is essentially equivaent to an install-
ment purchase of property (a capital lease) and the
value equals or exceeds the current DoD capitaliza-
tion threshold, the applicable asset and liability are
recorded. The amount recorded is the lesser of the
present value of the rental and other lease payments
during the lease term, excluding that portion of the
payments representing executory costs paid to the
lessor, or the asset’s fair value. Leases that do not
transfer substantially all of the benefits or risks of
ownership are classified as operating leases and
recorded as expenses as payments are made over
the lease terms.

P. Other Assets

The Air Force conducts business with commercial
contractors under two primary types of contracts:
fixed price and cost. In order to alleviate the
potential burden on the contractor that these long-
term contracts can cause, the Air Force often pro-
vides financing payments. One type of financing
payment that the Air Force makes is based on the
percentage of completion. In accordance with
SFFAS No. 1, these payments are reported as work
in process and are not reported as advances or pre-
paymentsin the “Other Assets’ line item.
However, the Air Force has reported progress pay-
ments provided to contractors under the terms of
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fixed price contracts as an advance or prepayment
in the “ Other Assets” line item. While our auditors
do not agree with this presentation because SFFAS
No. 1 does not address this type of financing pay-
ment, the Air Force treats these payments as
advances because the Air Force becomes liable
only after the contractor delivers the good in con-
formance with the contract terms. |If the contractor
does not deliver a satisfactory product, the Air
Force is not obligated to reimburse the contractor
for their costs, and the contractor is liable to repay
the Air Force for the full amounts of the advance.

Q. Contingencies and Other
Liabilities

The SFFAS No. 5, Accounting for Liabilities of the
Federal Government, defines a contingency as an
existing condition, situation, or set of circum-
stances that involves an uncertainty as to possible
gain or loss to the Air Force. The uncertainty will
be resolved when one or more future events occur
or fail to occur. A contingency is recognized as a
liability when a past event or exchange transaction
has occurred, a future loss is probable and the
amount of loss can be reasonably estimated.
Financial statement reporting is limited to disclo-
sure when conditions for liability recognition do
not exist but there is at least a reasonable possibili-
ty that aloss or additional loss will be incurred.
Examples of loss contingencies include the col-
lectibility of receivables, pending or threatened liti-
gation, possible claims and assessments. The Air
Force loss contingencies arising as a result of pend-
ing or threatened litigation or claims and assess-
ments occur due to events such as aircraft and vehi-
cle accidents, medical malpractice, property or
environmental damages, and contract disputes.

Other liabilities arise as a result of anticipated dis-
posal costs for the Air Force assets. This type of
liability has two components: nonenvironmental
and environmental. Recognition of an anticipated
environmental disposal liability commences when
the asset is placed into service, consistent with
SFFAS No. 6, Accounting for Property, Plant, and
Equipment. Based upon the Air Force policies and
consistent with SFFAS No. 5, Accounting for
Liabilities of Federal Government, a nonenviron-
mental disposal liability is recognized for an asset
when management makes a decision to dispose of
the asset. The DoD’s auditors disagree with this
application of the standard for nonenvironmental
disposal liabilities based on their interpretation that
the disposal liability recognition should commence
at the time the asset is placed in service. Theissue
raised by the auditorsis one that has government-
wide implications for all federal agencies. Until
the issue is resolved on a government-wide basis,
the Department has agreed to adhere to the explicit
literal provisions of the SFFAS No. 5. The
Department has agreed to the recognition of nonen-
vironmental disposal liability for National Defense
PP& E nuclear powered assets when the asset is
placed in service. Such amounts are developed in
conjunction with and not easily separately identifi-
able from environmental disposal costs. Material
disclosures are provided at notes 14 and 15.

The Air Force liabilities also arise as a result of
range preservation and management activities.
Range preservation and management activities are
those precautions considered necessary to protect
personnel and to maintain long-term range viabili-
ty. These activities may include the removal and
disposal of solid wastes, clearance of unexploded
munition, and efforts considered necessary to
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address pollutants and contaminants. The reported
amounts for range preservation and management
represent the current cost basis estimates of
required range preservation and management activ-
ities, beyond recurring operating and maintenance,
for active and inactive ranges at active installations.
The estimated costs are recognized systematically
based on the estimated use of physical capacity.

R. Accrued Leave

Civilian annual leave and military leave are
accrued as earned and the accrued amounts are
reduced as leave is taken. The balances for annual
and military leave at the end of the fiscal year
reflect current pay rates for the leave that is earned
but not taken. Sick leave and other types of non-
vested |eave are expensed as taken. Annual leave
isaccrued asit is earned and the accrual is reduced
as leave istaken. Each year, the balance in the
accrued annual |eave account is adjusted to reflect
current pay rates.

S. Net Position

Net Position consists of unexpended appropriations
and cumulative results of operations. Unexpended
appropriations represent amounts of authority
which are unobligated and have not been rescinded
or withdrawn, as well as amounts obligated for
which neither legal liabilities for payments have
been incurred nor actual payments made.

Cumulative results of operations represent the dif-
ference, since inception of the activity, between
expenses and losses and financing sources includ-
ing appropriations, revenue, and gains. Beginning
in FY 1998, this included the cumulative amount of
donations and transfers of assets in and out without
reimbursement. In addition, there will no longer be

a segregation of cumulative amounts related to
investments in capitalized assets, such as PP&E, or
a separate negative amount shown for future fund-
ing requirements.

T. Treaties for Use of Foreign Bases

The Air Force has the use of land, buildings, and
other facilities which are located overseas and were
obtained through various international treaties and
agreements negotiated by the Department of State.
Generally, treaty terms allow the Air Force contin-
ued use of these properties until the treaties expire.
Investments in buildings, runways, aircraft shelters,
and other facilities located on the overseas bases
are capitalized. Asof September 30, 2000, the Air
Force had not finalized the cost values of buildings
and facilities located in foreign countries. These
fixed assets are subject to loss in the event the
treaties are not renewed or other agreements are not
reached which allow for continued use by the Air
Force. In the event these treaties or agreements are
terminated, losses will be recorded for the value of
non-retrievable capital assets.

U. Comparative Data

The OMB has waived the requirement to present
comparative financial statements for FY 2000.

V. Undelivered Orders

The Air Force was obligated to pay for undelivered
orders (goods and services that have been ordered
but not yet received) amounting to $31.6 billion at
fiscal year end. No liability for payment has been
established in the financial statements because
goods/services have yet to be delivered.
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Note 2—Nonentity Assets

As of September 30, 2000

CAtmounts i thousands)

1. Intragovernmental Nonentity Assets:
A. Fund Balance with Treasury
B. Accounts Receivable
C. Total Intragovermmental Nonentity Assats
2, Nonfederal Nonentity Assets:
A. Cash and Other Monetary Assets
B. Accounts Receivable
C. Other Assels
D. Total Monfederal Monentity Assets
3. Total Nonentity Assets
4. Total Entity Assets
5. Total Assets

6. Other Information: Asdisclosed in note

1.D.5., canceled accounts receivable balances are

not reliable.

The amount of $111.7 million on Line 2.C. repre-

sents advances to contractors as reported on SF

1219, Statement of Accountability. Thisamount is
being reported for payments as part of an advance-

5 24,839
28,046

$ 52,885
3 54,982
281,217
111,712

% 437,911
3 210,796

85,682,127
$ 36,192,923

payment pool agreement made with the
Massachusetts Institute of Technology and other
non-profit institutions. Advance-payment pool
agreements are used for the financing of cost-type
contracts with non-profit educational or research
institutions for experimental, or research and devel-
opment work, when severa contracts or a series of
contracts require financing by advance payments.

Note 3—Fund Balance with Treasury

As of September 30, 2000

CAmounts in thousands)

1. Funid Balances:
A Appropriated Funds
B. Tmst Funds
C. Other Fund Types
D Total Fund Balances

2. Fumi Balances Per Treasury Versus Agency:

A Fund Balance per Treasury
B. Fund Balance per Air Force Records
C. Reconciling Amoumnt

¥ 40,514,556
2,675
24,091
$ 40,541,322

¥ 40539373
40,541,312
3 (1,949)
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3. Explanation of Reconciliation Amount: The
FY 2000 reconciling amount is due to an error

made at Treasury during September 2000 reporting.

This amount was dropped from the extended avail-
ability appropriation for the B-2 aircraft. The enti-
ty records are correct and Treasury records will be
corrected in FY 2001.

4. Other Information Related to Fund Balance
with Treasury: The Fund Balance with Treasury
(FBWT) does not include any amounts for which
the Department of Treasury is willing to accept
corrections to canceled appropriations, in accor-
dance with SFFAS 1.

The FBWT in appropriations that were canceling
on September 30, 2000, was withdrawn in accor-
dance with Treasury policy. This amount was $1.7
billion for FY 2000.

The OPAC differences represent amounts reported
by an organization but not reported by its trading
partners. As of September 30, 2000 and 1999,
there were zero and ($2.3 million), respectively, of
OPAC differences greater than 180 daysold. A
majority of the differences represent internal DoD
transactions and, therefore, do not affect the FBWT
at the DoD Consolidated level. However, for indi-
vidual entity level statements, these differences

would affect the amount reported for FBWT. The
DoD is working with the DFAS Centers, Treasury,
and Treasury’s contractor to develop an automated
tool to aid in reconciling the Treasury’s Statement
of Differences. The accounting and paying centers
established metrics and implemented monthly
reporting requirements for FY 2000. These actions
aided the Air Force in clearing all of the old bal-
ances and establishing better internal controls over
the OPAC process.

DFAS isin the process of collecting information
for all check issue discrepancy data that are unsup-
portable because: (1) records have been lost during
deactivation of disbursing offices; (2) the Treasury
will not assist in research efforts for transactions
over 1 year old; or (3) corrections were processed
for transactions that Treasury had removed from
the check comparison report. Transactions that
have no supporting documentation due to one of
the preceding situations shall be provided to the
Treasury with a request to remove them from the
Treasury Check Comparison Report. The vast
majority of the remaining check issue discrepancies
are aresult of timing differences between the Air
Force and the Treasury for processing checks.
Further, no empirical evidence has been presented
that demonstrates check issue discrepancies
adversely affect the FBWT.
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Note 4—Investments

As of September 30, 2000
' Amortized Tusvitnaat,
_ Amortization  {Premium)/ N
{ Amounts in thousands) Cost Method Discount Net
1. Intragovernmental Securities:
Mon-Marketable, Market-Based § 1290 Interest b i3 & 1,287
Accrued [nterest $ 16 5
Total Intragovernmental Secunties 5

1,306

S s___ L3

2. Other Information: See note 1.L. for other information on investments.

Note 5—Accounts Receivable

A s of Septemiber 30, 2000 ’
b ’ Cross A“'i:;:m Accounts
.-’ulu;uunl Fetimated Rnt;llv: Irle,
{Amonnts in thousands) — Uncollectibles ¢
1. Imtragovernmental Receivables: £ 284642 N/A § 284,642
2. Nonfederal Receivables (From the Public): % 746737 £ (240 5099 $ 506,228
3. Total Accounts Recelvable: g ] Eé] é"g g !‘.l.m ﬁgg: L "22 E?g

4. Allowance method: The total allowanceis
determined at the departmental level. These
departmental level amounts are derived as follows:
For closed years receivables an arbitrary allowance
rate of 50 percent results in an estimated allowance
of $231.4 million. Interest allowance of $3.6 mil-
lion is calculated using an average percent of write-
offs to outstanding public accounts receivable over
afive-year period. Closed year receivables and
interest are payable to the Treasury when collected.
For entity receivables, the allowance is computed
each year based on the average percent of write-
offs to outstanding public accounts receivable for
the last five years and results in an estimated
allowance of $5.5 million.

5. Other information: As presented on the
Consolidated Balance Sheet, accounts receivable
include reimbursement receivables and refund
receivables such as out-of-service debts (amounts
owed by former service members), contractor debt,
and unused travel tickets. It also includes net inter-
est receivable per DoD FMR Vol. 6B guidance.
Canceled accounts receivable are reported as non-
entity receivables because these amounts are
deposited into a Treasury miscellaneous receipt
account when collected. A reconciliation between
Report on Receivables Due from the Public and the
Balance Sheet was accomplished. Guidance was
issued by DFAS Arlington to reclassify Foreign
Military Sales Trust Fund receivables as public
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rather than government. Thisresultsin a $170.4
million increase in open and closed year public
receivables that were not included in the Report on
Receivables Due From the Public. Another differ-
ence between the Balance Sheet and Report on
Receivables Due From the Public (line 7) is $122.9
million and $13.2 million for entity and non-entity
receivables, respectively. These differences relate
to undistributed collections that are prorated
between public and intragovernmental receivables
on the balance sheet at fiscal year-end. Also, a
$4.6 million net difference was due to closed years
refund receivables, reimbursement receivables and
adjustments not reported on the Receivable Report.
Gross interest receivables, non-entity, public was
$44.7 million with an allowance for estimated

Note 6—Other Assets

Asof September 30, 2000

CAmounts in thousands)
1. Imiragovernmental Other Assets:
A, Advances and Prepayviment
B. (Hher Assets
C. Total Intragovermmental Other Assets
2. Monfederal Other Assets:
A, Outstanding Contract Finaneing Paviments
B. Other Assets (With the Public)
C. Total Monfederal Other Assets
3. Total Other Assets:

4. Other Information Related to Other Assets:
The amount on Line 1.B. of $85 million represents
an other asset resulting from the processing of
progress billings received from US Transportation
Command. Thisisthefirst year such an asset has
been reported.

L]

uncollectibles of $3.6 million, resulting in a net of
$41.1 million.

The Air Force accounting systems do not capture
trading partner data at the transaction level in a
manner that facilitates trading partner aggregations.
Therefore, the Air Force was unable to reconcile
intragovernmental accounts receivable balances
with its trading partners. The DoD intends to
develop long-term systems improvements that will
include sufficient up-front edits and controls to
eliminate the need for after-the-fact reconciliations.
The volume of intragovernmental transactions is so
large that after-the-fact reconciliation can not be
accomplished with the existing or foreseeable
resources.

100,293
85,000

185,293

4664816

137,793

4 802,609

4,987,902

The amount of $4.7 billion on Line 2.A. for FY
2000 represents outstanding financing payments for
fixed price contracts reported as other assets.
(Closed and canceled accounts data were unreliable
and not included.) Of the $4.7 billion, $77.4 mil-
lion are for capitalizable equipment, the rest is for
national defense items such as airplanes and mis-
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siles. These outstanding national defense items
finance payments are reported as an asset until
delivered, at which point they are expensed. This
isthe first year these outstanding national defense
item finance payments have been reported as an
asset pending expensing at delivery. Under the
terms of the fixed price contracts, the Air Force
becomes liable only after the contractor delivers the
goods in conformance with the contract terms. |If
the contractor does not deliver a satisfactory prod-
uct, the Air Force is not obligated to reimburse the
contractor for its cost, and the contractor is liable to
repay the Air Force for the full amount of the
advance. The Air Force does not believe that
SFFAS No.1, Accounting for Selected Assets and
Liabilities, addresses this type of financing pay-
ments. The auditors disagree with the Air Force's

application of the accounting standard pertaining to
advances and prepayments because they believe
that the SFFAS No. 1 is applicable to this type of
finance payment.

The amount of $137.8 million on Line 2.B. is com-
posed of $137.4 million in advances to contractors
and suppliers ($25.7 million entity and $111.7 mil-
lion non-entity), and $.4 million for pending sale of
timber assets. The amountsin Line 2.B. will fluc-
tuate from year to year depending on the timing
and/or quantity of advances, recoveries of advances
and deliveries and changes in timber sale activities.

Intragovernmental advances from the Foreign
Military Trust Fund of $20 million were reclassi-
fied to nonfederal. See note 1.F for additional dis-
closures.

Note 7—Cash and Other Monetary Assets

Asof September 30, 2000
{Amonnts in thousands)

Cash
Foreign Currency

§ 56,562
8,420

Total Cash, Foreign Currency, & Other Monetary Assets S 64987

Other Information Pertaining to Entity Cash &
Other Monetary Assets. The non-entity assets
shown consist of cash reported on disbursing offi-
cers SF 1219, Statement of Accountability. The
amount of $56.6 million represents undeposited
collections of $.4 million and DO Cash of

$56.2 million. The Disbursing Officers Cash does
not include $182 million in undeposited collections
reported to DFAS-DE on the SF 1219. This
amount represents deposits from foreign govern-
ments to the FM S Trust Fund.

Note 8—Direct Loans and Loan Guarantees

Not Applicable.
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Note 9—Operating Materials and Supplies, Net

As of September 30, 2000

{ Amounts i thousands)
1. OM&ES Catezories:

OME&ES Amount  Allewance

Revaluation Valuation

OMES, Net  Method

A, Held for Use $ 17,536,050 b 0 £ 17,336,030 O
E. Heald in Ressive for Futire [ze 1,689.471 0 1,689.47] ]
. Excess, Obsolete, and Unserviceable 44,267 i 44,267 NREV
D). Total $ 19269 TER b3 i] $_ 19269 788

e e e
—_—

Legend Tor Valuation Methods

NEV = Net Realizable Value O = Other

1. Restrictions on Operating Materials and Supplies

3. Definitions of Titless OM&S Amount repre-
sents the standard value used for OM& S transac-
tionsin the financial system. Revaluation
Allowance is the total difference between standard
OM& S values and either historical cost or net real-
izable value. OM& S, Net is approximate historical
cost or net realizable value.

4. Other Information: OM&S data reported on
the financial statements are derived from logistics
systems designed for material management purpos-
es. These systems do not maintain the historical
cost data necessary to comply with the valuation
requirements of SFFAS No. 3, Accounting for
Inventory and Related Property. In addition, while
these logistics systems provide management infor-
mation on the accountability and visibility over
OM& S items, the timeliness at which this informa-
tion is provided creates issues regarding the com-
pleteness and existence of the OM& S quantities
used to derive the values reported in the financial
statements.

The Air Force attempts to use the consumption
method of accounting for OM& S (acquisitions,

deletions). As stated above, current financial and
logistics systems cannot fully support the consump-
tion method. According to federa accounting stan-
dards, the consumption method of accounting
should be used to account for OM& S unless (1) the
amount of OM& S is not significant, (2) OM&S are
in the hands of the end user for use in normal oper-
ations, or (3) it is cost beneficia to expense OM& S
when purchased (purchases method). The
Department has reached an agreement with the
OMB, the GAO, and the Department of Defense
Inspector General (DoDIG) to move to the con-
sumption method of accounting for OM&Sin
future years. Based on this agreement, the Air
Force studied the methods to report historical costs
and has determined that moving average cost
(MAC) will be used to value the OM&S.

Currently, a study isin process to determine which
system will be used to do consumption accounting.
It is anticipated that the study and implementation
will take approximately two years.

In FY 2000, the Air Force used the LAC valuation
method without the computation of unrealized
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holding gains and/or losses due to price changes
since acquisition. The SFFAS No. 3 requires that
the consumption method of accounting be applied
for the recognition of expenses for OM& S.
However, this standard is not followed because the
various computer systems (SBSS, FIABS, Combat
Ammunition System, Standard Depot System and
various other systems involving contractors and
manually maintained accounts) used to report data
were designed as inventory systems rather than
accounting systems. Therefore, the OM& S
expense (as reflected on the Statement of Net Cost)
is understated. This may or may not be material.

The value of the Air Force GFM and CAM in the
hands of contractorsis generally not included in the
OM& S vaues reported above. The DoD is
presently reviewing its process for reporting these
amounts in an effort to determine the appropriate
accounting treatment and the best method to annu-
ally collect and report required information without
duplicating information.

The Air Force, in FY 2000, used a refined defini-
tion for determining what constituted a tactical
missile al-up-round. As aresult, trainers, drones,
and dummies, were removed form the National
Defense PP& E (tactical missiles) Required
Supplementary Stewardship Information Report.
This resulted in these items being added to the
OM& S lineitem as a prior period adjustment total-
ing $192 million.

War reserve materials, asidentified by the logistics
community, are reported as OM& S held in reserve
for future use. Thisincludes a portion of munitions
being reported by the Combat Ammunition System,
as well as other assets as reported by the SBSS.

Excess, Obsolete, and Unserviceable OM& S
(excluding repairables) have been revalued from
standard price to their net realizable value (NRV).
Based on current policies and procedures, it has
been determined that the NRV is 1.8 percent of
acquisition cost. Therefore, the reported value of
Excess, Obsolete and Unserviceable OM& S was
reduced by $2.4 billion.

In FY 2000, OM& S are being reported for the first
time by two private companies that have contracted
with the Air Force to manage and report all OM& S
for the C-17 and the C-130J aircraft. In FY 1998,
$195 million of OM& S (aircraft engine spare parts)
were acquired from the working capital funds.
Since it was not picked up in the general funds
until this year, this required a prior period adjust-
ment. The remainder of the OM& S obtained from
private sources, the Defense Logistics Agency, and
the working capital funds are reported as an
increase to the general funds totaling $1.3 billion.

The Air Force, in FY 2000, is reporting data from
eight manually maintained accounts and the U-2
program that had not been previously reported.
The increase to OM& S will be treated as a prior
period adjustment totaling $1.5 billion. The data
from five of these accounts have been rounded to
the nearest one thousand dollars, and in some cases
to the nearest $100 thousand, thereby either under-
stating or overstating the actual inventory values.
The manually maintained accounts are considered
supply accounts other than standard supply. The
Air Forceisin the process of reviewing all of these
supply accounts to determine if they are still war-
ranted. If no longer warranted, they will be
returned to the standard supply systems. Where the
accounts are still warranted, the Air Force will
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work with these supply account managers to pro- In FY 2000, OM& S held for repair isincluded in
vide actual historical cost data, acquisitions, and OM& S held for use. Thiswill be changed and
disbursements (consumption accounting) for FY reported separately for FY 2001.
2001 and beyond. ) o
OM& S reported for FY 2000 includes $7.6 billion
Classified data pertaining to OM& S has not been in munitions. Of that amount, $7.3 billion is
included in the financial statements. The Air Force included as held for use, $304 million as held for
will study the best approach to be taken to include future use, and $2.2 billion reduced to a NRV of
this data in the financial statementsin FY 2001. $40 million as excess, obsolete and unserviceable.

Note 10—General PP&E, Net

As of September 30, 2000 Depreciation/ {Accumulated
Amortizatlen Service Acquisition Depreciation’  Net Book

{ Amounts i thousands) Method Life Value Amortization) Value

1. Major Asset Classes:
A Land M/A MiA £ 284595 N/A  §  2B43595
B. Buldings, Structures, Faciliies SL 20-40 36,800,437 (21.905,623) 14894 814
C. Equapment SL 5-10 B, 134259 % (5,276,522) 2 B57.7137
D, Assets Under Capatal Lease =L 20 306,423 (121,633) 184,790
E. Construction-in-Progress ' N/A MN/A 2314820 MIA 2314820
F. Total General PP&E $47. 840,534  $(27.303,778) % 20,536,756

'Note 15.B for additional information on Capatal Leases

Legend for Depreciation/ Amortization Methods

S/L = Straight Line N/A = Not Applicable
2. Other Information: The value of the Air net book value. In accordance with an approved
Force General PP&E real property in the posses- strategy with the OMB, the GAO and the DaDIG,
sion of contractors isincluded in the values report- the DoD is developing new policies and a contrac-
ed above for the Magjor Asset Classes of Land, tor reporting process to capture General PP& E
Buildings, Structures, and Facilities. The value of information for future reporting purposes for com-
General PP&E personal property (Major Asset pliance with federal-wide accounting standards.

Classes of Software, and Equipment) does not

include all of the General PP& E above the DoD
capitalization threshold in the possession of con-
tractors. The net book value of such property is
immaterial in relation to the total General PP& E

Assets at closed base realignment and closure loca
tions are not included in the PP& E amounts reflect-
ed on the financial statements. These assets have
been considered excess with no further operational
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value to the Air Force. The losses from the dispo-
sition of these assets have been reported on the
statement of financing as required.

The Air Force records al real property projects as
construction in progress (CIP) in ACES regardless
of estimated cost. If the full cost of the project
does not meet or exceed the DoD capitalization
threshold, the CIP is expensed. Therefore, the CIP
account as reported may be overstated. The Air
Force does not believe the overstatement is
material.

The Air Force, in FY 2000, capitalized and depre-
ciated most personal property using the deprecia-
tion module in the AFEMS. AFEMS s designed
to segregate National Defense from General equip-
ment, then for General equipment to capture the
historical cost, date of acquisition, date placed in
service, based on identified user (general fund,
working capital fund, or other DoD activities) and
then to depreciate the various types of equipment
according to current DoD depreciation policies and
procedures. As part of the load process, the Air
Force logistics and property management commu-
nities were requested to do a complete review of all
equipment as listed on the Customer Account/
Customer Receipt List that met the capitalization
criteria and had not been loaded properly in
AFEMS. As of September 30, 2000, an estimated
$662 million of Air Force equipment (not fully
depreciated) still had not been populated with the
historical cost and/or acquisition date. To assure
that this data was included in the financial state-
ments, the Air Force used the standard price for
each item and estimated the date of acquisition to
provide a basis for manually depreciating and
reporting of these assets. This same load issue was

reported in the FY 1999 financial statements.
Although, some progress has been made to resolve
these load issues (FY 1999 $895 million, FY 2000
$662 million) the problem still continues. The
DoD has contracted with a private firm to validate
all data and the methodology used to populate
AFEMS. This contract as of September 30, 2000
isongoing. In addition, $14 million of equipment
purchased in FY 2000 did not pass the
AFEMS/SBSS edit checks, but met the capitaliza-
tion criteria, and was added to the equipment
account and depreciated manually.

The Air Force reported $495 million in Specia
Tools and Specia Test Equipment (ST/STE) on the
financia statements from two different systems
(AMARC and Requirements Data Bank-D200J).
The acquisition cost data and date placed in service
for these assets in these two systems is suspect in
some cases or could not be determined. These sus-
pect values were used either due to unavailable his-
torical cost data or the inability of the system to
report the full cost (value over $10 million). In
addition, since the date placed in service was not
available, the Air Force used the “ date aircraft were
delivered” asthe date the ST/STE was placed in
service. The date may or may not be the actual
date the ST/STE was fabricated and placed in serv-
ice. Using incorrect acquisition dates may result in
an overstatement or understatement of the depreci-
ation expense for the year. The ST/STE in the Air
Force systems, except for ST/STE pertaining to the
B-2 aircraft, appear to be fully depreciated.
Depreciation for ST/STE from these two systems
was computed manually using a straight-line
method, with zero residual or scrap value and use-
ful life of 10 years.
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The Air Force, in FY 2000, made a prior period
adjustment to the FY 1999 ending balance to cap-
ture approximately $896,000 in medical equipment
that had not been previously reported. The missing
data was the result of using March 31, 1999, data
from five of the 89 sites that had medical equip-
ment. In addition, a prior period adjustment was
also made to the accumulated depreciation account.
The depreciation module used by the medical
logistics community to compute depreciation was
designed by a private contractor based on current
DoD policies/procedures and DFAS reporting
requirements.

The Air Force, in FY 2000, reported $3 million of
personal property with other government agencies,
civil agencies, and individuals on atemporary loan
basis that could not be depreciated. The assets on
temporary loan are retained in the FIABS, which
does not capture historical cost, date of acquisition,
or date placed in service. Consequently, deprecia-
tion cannot be accomplished either systemically or
manually with any degree of accuracy. Although
the dollar value isimmaterial, it was included as
part of the equipment account balance for full dis-
closure.

In FY 2000, the Air Force used the Information
Processing Management System (IPMS) to capture,

report, and depreciate all Automated Data
Processing Equipment (ADPE). During FY 1999,
the Air Force used capitalization data from this sys-
tem, but contractors computed the depreciation
manually. Due to a change in definition of what
constitutes ADP equipment, a prior period adjust-
ment restated the beginning balance by $2.2 mil-
lion. Asaresult of the restatement, the accumulat-
ed depreciation also had to be restated for these
equipment items.

Reporting for internal use software under SFFAS
No. 10 is effective for the FY 2001 financial state-
ments. The Standard defines “internal use soft-
ware” as software that is purchased from commer-
cial vendors “off the shelf,” internally developed,
or contractor developed solely to meet the entity’s
internal or operational needs. The Air Force has
two central design activities (CDAS) which develop
or contract for interna use software. Both CDAS
submitted the total amount of the support services
they provided to the Air Force, to accurately segre-
gate these amounts into capitalized and expensed
amounts. The Air Force has engaged a contractor
to review available data sources and develop a data
collection process for internally developed software
with sufficient auditability that can be repeated in
future years.
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Note 10.A—Assets Under Capital Lease

Asof September 30, 2000

{ Amomnts in thousands)
1. Entity as Lessee, Assets Under Capital Lease:

Land and Buldings £ 306423

Accumulated Amortization (121,633)

Total Capital Leases 184790
2. Other Information: The Air Force currently amount for FY 2000 could not be determined and
has one capital |ease under litigation. The liability may potentially represent liabilities in future years.

Note 11—Liabilities Not Covered by Budgetary Resources

As of September 30, 2000

(Amounts in thousands)
1. Intragovernmental Liabilities:

A. Debt 105
B. Other 826,963
. Total Intragovermmental Liabilities F 827T0m

2. Nonfederal Liabilities:
A, Military Retirement Bengfits and Other

Employiment-Related Actuanal Liabilities 1,123,249

B. Environmental Liabilities 7871245

C. Other Liabalities 2,823,560

D. Total Nonfederal Lialalities $ 11.818.054
3. Total Liabilitics Not Covered by Budgetary Resources: $ 12,645,126
4. Total Liabilities Covered by Budgetary Resources: 6,326,603
5. Total Liabilities: § 18,971,729
6. Other Information: Line 1.B. consists of Line 2.C. consists of $1.751 billion in accrued
$149.9 million in accounts payable from canceled annual leave liabilities for military and civilians,
appropriations, judgement fund liabilities of $360.4 $656.0 million in contingent liabilities, $235.1 mil-
million, workman's compensation reimbursement lion in capital lease liabilities (current of $13.1 mil-
liability of $288.6 million and unemployment com- lion and non-current of $222 million), $181.3 mil-
pensation liability of $28 million. lion in accounts payable canceled appropriations

and $.5 million in accrued interest liability.
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Note 12—Accounts Payable

A of September 30, 2000

Accounts
{Amonnts in thousands) Pavable
1. Imtragovernmental: 997903 %
2. With the Public: 4.174.733
3. Total ¥ 5172636 b

4. Other Information: For the majority of buyer-
side transactions, the Air Force feeder and DFAS
accounting systems do not capture trading partner
data at the transaction level in a manner that facili-
tates trading partner aggregations. Therefore, the
Air Force was unable to reconcile intragovernmen-
tal accounts payable balances with its trading part-
ners. Reconciliation with the OPM and the
Department of Labor (DOL) is currently ongoing.
The DoD intends to develop long-term systems
improvements that will include sufficient up-front
edits and controls to eliminate the need for after-
the-fact reconciliations. The volume of intragov-

Note 13—Debt

A of September 30, 2000

Beginning
{Amonnts i thonsands) Balance
Agency Debi:
Debt to Other Federal Agencies 109
Classification of Debt:
Intragovermuental Debi $§ 109

Taotal
Qa7 a03
4174733
5,172 636

ernmental transactions is so large that after-the-fact
reconciliation can not be accomplished with the
existing or foreseeable resources.

The intragovernmental Interest, Penalties, and
Administrative Fees results from payments made
out of the DoD Education Benefits Fund.

Payments to Post-Vietnam Era Voluntary and
Involuntary Separatees are made in advance of con-
tributions from the services. The DoD Board of
Actuaries has determined that the services must
pay the accumulated interest on this unfunded lia-
bility.

Endling
Ealance

109

5 109
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Note 14—Environmental Restoration (Cleanup) Liabilities and

Environmental Disposal Liabilities

As of September 30, 2000

CAanoumnts in thousands)

Environmental Liabilities:
Monfedaral:

1. Accrued Environmental Restoration (Cleanup) Costs:

a. Active Installations Defense Envirommental
Restoration Prograim Funds
b. Active Installabon—Other Funds
c. Base Realipnment and Closure Installations
d. Closed, Transterred and Transfernng Ranges
2. Other Environmental Disposal Liabilities:
a. Other National Defense Weapons Systems
3. Total Environmental Liabilities

4. Other Information Related to Environmental
Liabilities: For FY 2000, the Air Force estimated
and reported environmental restoration liabilities at
active installations totaling $5.02 billion as of
September 30, 2000. These restoration liabilities
are comprised of the following: $376.3 million in
current Defense Environmental Restoration
Program (DERP) liabilities, $4.47 billion in DERP
non-current liabilities, and $175.5 million non-cur-
rent non-DERP liabilities. For FY 2000,
$30,000.00 of Unexploded Ordnance (UXO)
(Current portion from FY 1999 estimated Training
Range liability) is now considered retired.

For FY 2000, the Air Force has estimated and

reported its BRAC environmental future liabilities.
The Air Force Base Conversion Agency (AFBCA)
estimates a $1.863 billion cost to complete liability

Current Moncurrent
Liability Liability Total
£ 376,300 8 4467,734 0§ 4,844,034
Ll 175,519 175,519
236,561 1,626,618 1. 863,179
0 829 400 829 400
0 3.121 3,121

$ 61286l $ 7102392 § 7715233

as of 30 September 2000. This amount includes all
cleanup requirements to meet regulatory require-
ments and to transfer property. However, this
amount does not include potential future cost asso-
ciated with the long-term landfill management for
which the Air Force may never be absolved of
responsibility due to State laws. Pending final
DoD and Air Force guidance, a better description
of these potential future costs will be available for
the FY 2001 report.

The FY 2000 environmental disposal liability of
$3.1 million in Other National Defense Weapon
Systems includes strategic, tactical, active, inactive
missiles and motors. The Air Force indicates they
do not plan to dispose of any strategic missiles or
motors.
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Note 15.A—Other Liabilities

As of September 30, 2000
: Current MNoncurrent
{Amonnts in thousands) Liability Liahbility Tetal
1. Imtragovernmental:
A Advances from Others £ 126900 % 0 % 126900
B. Deposit Fumnds and Suspense Account Liabilities 3,604 0 3,604
C. Resources Payable to Treasury 542,244 0 342,244
D Disbursmg Officer Cash 176,631 0 176,631
E. Accounts Payable—Cancelled Appropnations 149916 1] 142916
F. mdgment Fund Liablities 33 480 326,875 360,355
. Workman's Compensation Reimbursement to the
Department of Labor 123,349 165,344 288,693
H. Other Liabilities 66,566 0 66,566
. Total Infragovernmental Other Liabilities $ 1222780 % 492219 § 1714999
2. Monfederal:
A, Accrued Funded Pavroll and Benefits ¥ 145318 § 0 % 145318
B. Advances fromm Others 55,668 1] 55,668
C. Depost Funds and Suspense Accounts 21,146 0 21,146
D, Temporary Early Retirement Authority 16,800 27,000 43,800
E. Nonenvirommental Disposal Liabilities:
Excess/'Obsolete Struchures 39,090 116,902 155,092
F. Accounts Payvable—Cancelled Appropriations 181,141 1] 181.141
G. Accrued Unfunded Annual Leave 1,750,696 ] 1,750,696
H. Capital Lease Liabaity 13,050 222,039 235,089
[ Other Liatilities 564 656 069 656,633
I. Total Nonfederal Other Liabilities $ 2223473 8 1,022,010 ¥ 3,245483
3. Total Other Liabilities £ 3446253 % 1514220 % 4,960,482
4. Other Information Pertaining to Other sents legal contingencies of $656.1 million and
Liabilities: The amount of $66.6 million on line accrued interest liability of $563.5 thousand.

1.H. represents Unemployment Compensation of
$28 million and $38.6 million of Government
Contribution of Employee Benefits. Air Force's
computed figures for the Judgement Fund differ
from Treasury’s records. A reconciliation will be
performed to determine the validity of the records.
The amount of $656.6 million on line 2.1. repre-

Proprietary contingencies are commonly referred to
as contingent liabilities. If they meet certain
requirements, proprietary contingencies are either
disclosed in the notes to the financial statements or
recorded as liabilities in the principal financial
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statements. Proprietary contingencies are indicated
below. See note 1Q for budgetary contingencies.

Unfunded liabilities on line 1.E. and 2.F. from “M”
and closed years amounts to $331 million which is
included on the balance sheet. Although closed
appropriation liability balances are unreliable, it is
possible that this liability will be liquidated using
current year funding at the time of liquidation.

The Air Force is party to various legal and admin-
istrative claims brought against it. Most are tort
claims initiated by individuals addressing aircraft
and vehicle accidents, medical malpractice, proper-
ty and environmental damages resulting from Air
Force activities, and contract disputes.

Certain legal actions to which the Air Forceis
named a party are administered and, in some
instances, litigated by other Federal agencies. Tort
clams and litigation against the Air Force are cov-
ered by the Federal Tort Claims Act (FTCA) (28
U.S.C. 1346(b), 2671-2680) and in Titles 10 and
32, U.S.C. Contingent liabilities of the Air Force
under the FTCA are limited to administrative
claims settled for $2,500 or less. Contingent liabil-
ities of the Air Force for claims under Titles 10 and
32 are limited to the first $100,000 paid per
claimant, except under 10 U.S.C. 27344, and 10
U.S.C. 9801-9804. Under 10 U.S.C. 27344, the
Air Force pays the entire amount of any claim set-
tlement. Under 10 U.S.C. 9801-9804, the Air
Force contingent liability is the first $500,000 per
claimant. Claims settled for more than $2,500
under the FTCA, and claims settled for more than
the Air Force contingent liability under sections
2733, 2734, and 2738 of Title 10; and section 715
of Title 32 are paid from the Treasury’s Judgment

Fund. Amounts exceeding the Air Force contin-
gent liability under 10 U.S.C. 9801-9804 are certi-
fied to Congress for payment. Under these claims
statutes, the Judgment Fund is not reimbursed by
Air Force appropriations. However, the Air Force
must reimburse the Treasury’s Judgment Fund for
claims filed under the Contracts Disputes Act.

In addition to the contractor claims under appeal
and the open contractor claims for an amount
greater than $100,000, the Air Force was party to
numerous other contractor claims in amounts less
than $100,000 per claim. These claims are a rou-
tine part of the contracting business and are typical-
ly resolved through mutual agreement between the
contracting officer and the contractor. Because of
the routine nature of these claims, no requirement
exists for a consolidated tracking mechanism to
record the amount of each claim, the number of
open claims, or the probability of the claim being
settled in favor of the claimant. The potential lia-
bility arising from these claims in aggregate would
not materially affect the operations or financial
condition of the Air Force. The recorded estimated
probable liability amount of $5.0 million has been
included in the accompanying financial statements
as an other unfunded expense and as an unfunded
liability for open contractor claims greater than
$100,000 and neither under appeal nor in litigation.
A reasonably possible liability is estimated at $1.4
million.

As of September 30, 2000, the Air Force was a
party to 2,340 claims and litigation actions. The
total estimated probable liability for civil law and
litigation claims against the Air Force as of
September 30, 1999, were valued at $322.3 mil-
lion, and has been included in the accompanying

UNITED STATES AIR FORCE FY 2000 FINANCIAL STATEMENT




FOOTNDOTES TO THE PRINCIPAL STATEMENTS

financial statements as an unfunded expense and an
unfunded liability. This liability dollar amount
recorded in the financial statementsis an estimate
based on athree-year weighted average. A reason-
ably possible liability is estimated at $213.4 mil-
lions. Neither past payments nor the current con-
tingent liability estimate can be used appropriately
to project the results of any individual clam. Itis
uncertain that claims will ever accrue to the Air
Force. In addition to the fact that many cases sm-
ply lack merit, most claims, even if successful, will
not be paid from Air Force accounts. Rather, judg-
ments are ordinarily paid from the Judgment Fund,
not from Air Force accounts even though claims
were the result of Air Force operations. In many
cases involving attorney fees, the amounts are not
known until the last appeal is concluded.

The Legal Representation Letter describes contin-
gent liabilities from cases which may or may not be
paid from the Treasury’s Claims, Judgement, and
Relief Acts Fund depending on the final outcome.
Since Air Force appropriations do not necessarily
pay for al judgements or settlements for cases and
the probability of payments is unknown, these con-
tingencies from pending cases are not reflected in
the financial statement.

As of September 30, 2000, the Air Force was a
party to 194 contract appeals before the Armed
Services Board of Contract Appeals (ASBCA).
Such claims are funded primarily from Air Force
appropriations. The contractor claims involve
unique circumstances which are considered by the
ASBCA in formulating decisions on the cases. The
probable amount of loss from contractor claims of
$157.7 million has been reflected in the financial

statements. A reasonably possible liability is esti-
mated at $23.4 million.

Line 2.E. isthe current cost basis estimate of dis-
posing of, or demolishing approximately $156 mil-
lion worth of sguare feet of excess/obsolete struc-
tures at active installations, in accordance with dis-
posal plans directed by Defense Reform Initiative
Directive No. 36, dated May 5, 1998. The expect-
ed completion date is FY 2003.

The FY 2000 nonenvironmental disposal liability
was $0; there were no missiles at the end of the fis-
cal year for which aformal management decision
had been made to decommission. A maximum
nonenvironmental disposal liability of $9,305,659
was also determined based on the quantities of mis-
siles and missile motors designated for disposal or
identified in demilitarization plans. The maximum
nonenvironmental disposal liability includes both
strategic and tactical active and inactive missiles
and missile motors. The maximum nonenviron-
mental disposal liability for strategic missiles was
$0 because no missiles or missile motors were pro-
jected for disposal as of 30 September 2000. The
maximum nonenvironmental disposal liability for
tactical missiles and missile motors was $7,350,055
for active missiles, $1,955,604 for inactive mis-
siles, and $0 for missile motors.

In addition, upon the implementation of the START
Il Treaty, all Peacekeeper missiles will be disposed.
The estimated cost to dispose al Peacekeepers
(AURs and uninstalled missile motors) is $9 thou-
sand for environmental disposal liability and $63.5
million for nonenvironmental disposal liability.
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Note 15.B—Capital Lease Liability

Asof September 30, 2000 Asset Category
B T Lamd amd

{ Amounts in Thousands) Buildings Total

1. Future Pavments Duoe:
A 2001 5 13,051 3 13,051
B, 2002 14,284 14,284
C. 2003 15,656 15,636
D. 2004 17.184 17,184
E. 2005 18,709 18,709
F. After 5§ Years 156,205 156,205
. Total Future Lease Payments Due .1 235089 § 235089
H. Net Capital Lease Liability 5 235,089 & 235089

2. Capital Lease Liabilities Covered by Budgetary Resources: $ 170436

3. Capital Lease Liabilities Not Covered by Budgetary Resources: § 64,654

4. Other Information: Capital Leases prior to and leases purchases entered into during FY 1992
FY 1992 and leases purchased prior to FY 1991 and FY 1991, and thereafter must be fully funded
were funded on afiscal year basis. Capital |eases in the first year of the lease.

Note 16—Commitments and Contingencies

Disclosures Related to Commitments and closed in note 14, Environmental Liabilities and
Contingencies. All disclosures related to known Environmental Disposal Liabilities, and note 15.A.,
commitments and contingencies have been dis- Other Liabilities.
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Note 17—NMilitary Retirement Benefits and Other Employment-Related

Actuarial Liabilities
Asof September 30, 2000

{Amounts in Thousands)

Total Military Retirement Benefits amd Oither

Employmeni- Related Actuarial Liabilities L3

Other Information Pertaining to Military
Retirement Benefits and Other Employment-
Related Actuarial Liabilities: Actuaria Cost
Method Used: The liability for future workers
compensation (FWC) benefits includes the expect-
ed liability for death, disability, medical, and mis-
cellaneous costs for approved compensation cases,
plus a component for incurred but not reported
claims. The liability is determined using a method
that utilizes historical benefit payment patterns
related to a specific incurred period to predict the
ultimate payments related to that period.

Assumptions: Consistent with past practice, these
projected annual benefit payments have been dis-
counted to present value using the Office of
Management Budget’'s (OMB’s) economic assump-
tions for 10-year Treasury notes and bonds. The
interest rate assumptions utilized for discounting
were as follows:

2000
6.15% in Year 1,
6.28% in Year 2,
6.30% in Year 3, and thereafter.

To provide more specifically for the effects of
inflation on the liability for future workers' com-

UNITED STATES AIR FORCE FY

Actuarial Prezsent
Value of Projected
Flan Benelils

Workmen's Compensation (FECA) $

1,123,249

Assumied Unfumnded
Interest Actuarial
Rate (%) Liability
1,123,249 5.00% $ 1,123,249
£ 1123249

pensation benefits wage inflation factors (cost of
living adjustments or COLAS) and medical infla-
tion factors (consumer price index medical or
CPIMs) were applied to the calculation of project-
ed future benefits. These factors were also used to
adjust the methodology’s historical payments to
current year constant dollars.

The compensation COLAs and CPIMs used in the
projection were as follows:

FY COLA CPIM
2000 1.97% 3.69%
2001 2.83% 4.24%
2002 2.90% 4.10%
2003 2.53% 4.16%

2004+ 2.60% 4.16%

The model’s resulting projections were analyzed to
insure that the amounts were reliable. The analysis
was based on three tests: (1) a comparison of the
new model’s prior year projected payments for the
current year to the actual payments, (2) a compari-
son of the change in the liability amount by agency
to the change in the aggregate liability, and (3) a
comparison of the historical payment data imported
into the new model to the benefit paymentsin prior
years.
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Note 18—Unexpended Appropriations

Asx of September 30, 2000 (Admnounts in Thousands)
1. Unexpended Appropriations:

A, Unobhgated, Available $ 6,232,288
B. Unobhgated, Unavailable 872,765
C. Unexpended Obligations 28,225 881
D. Total Unexpended Appropriations  § 35,330,934

2. Other Information Pertaining to Unexpended
Appropriation: Unexpended obligations reported
as a component of Unexpended Appropriations
include both Undelivered Orders-Unpaid and
Undelivered Orders-Paid only for Direct
Appropriated funds. This amount is distinct from

Change in Amount of Goods, Services, and
Benefits Ordered but Not Yet Received (line 2.A.)
of the Statement of Financing, which includes the
change during the fiscal year in unexpended obli-
gations against budget authority from all sources.

Note 19—General Disclosures Related to the Statement of Net Cost

Disclosures Related to the Statement of Net
Cost: The amounts presented in the Statement of
Net Cost are based on obligations and disburse-
ments and therefore may not in all cases report
actual accrued costs. The Air Force generally
records transactions on a cash basis and not an
accrual basis asisrequired by generally accepted
accounting principles. Therefore, the Air Force's

Note 19.A—Imputed Expenses
Asof September 30, 2000 (Amounts in Thousands)

1. Civilian {C5RS/FERS) Ketirement $189,105
2. Civilian Health 342,289
3. Civilian Life Insurance 1,372
4. Judzement Fund/Litization 2677
3. Total Imputed Expenses $535.443

Note 19.B—Exchange Revenue

Disclosures Related to Exchange Revenue:
Goods and services provided through reimbursable
programs to the public or another U.S. Government

systems do not capture all actual costs. As such,
information presented in the Statement of Net Cost
is based on budgetary obligations, disbursements,
and collection transactions, as well as nonfinancial
feeder systems; and is adjusted to known accruals
for major items such as payroll expenses, accounts
payable, environmental liabilities, etc., and known
imputed expenses.

entity (intra-Air Force, intra-DoD or other federal
government entity) are provided at cost. Such
reimbursable sales are reported as earned revenues.
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Costs are equal to the amount reported as earned.
In FY 2000 Sales to the Foreign Military Trust
Fund and related cost of sales have been reclassi-

Note 19.C—Stewardship Assets

Disclosures Related to Stewar dship Assets.
Stewardship assets include Heritage Assets,
Stewardship Land and National Defense PP&E.
Costs for acquiring, constructing, improving, recon-
structing, or renovating heritage assets; costs of
acquiring stewardship land; and costs to prepare
stewardship land for its intended use are required to
be recognized and disclosed in the Statement of Net
Cost or in the notes. Such cosgts, if any, are not sepa-
rately identifiable and are not believed to be material.

Aircraft Procurement, 57 */* 3010 (FC 11)
Adrcraft Procurement, 57 */* 3010, Supplemental (FC 3B)

Adrcraft Procuwrement, 57 */* 3017, 2 Year Supplemental (FC 3L)
Adrcraft Procurement, 57 */* 3016, Extended B-2 Authonty (FC 3I)

Total Aircraft Procurement

Miszile Procureinent, *™ 3020 (FC 13)

Missile Procurement, */* 3022, 2 Year Supplemental (FC 3N)

Total Mizsile Procurement

fied as non-federal, transactions with the public,
rather than intragovernmental asin prior years.

Costs from the following appropriations totaling
$6.71 billion, net of adjustments, cost of goods and
services provided to others and current year
progress payments of $4.45 billion, are deemed to
be for National Defense PP&E. (Outstanding
progress payments will be expensed upon delivery
of equipment. See note 6. As such, these costs are
included in the Procurement Program Costs section
of the Statement of Net Cost:

$ 471 billion
04 balliom
.04 billion
A0 bllions
¥ 48] lallion
£ 1.80 hillion
10 ballion
£ 1.90 llhon

Note 19.D—Reconciliation of Intragovernment Revenue

Disclosures Related to I ntragover nmental
Revenue and Expense: Revenue of $450 million
from the Foreign Military Sales Trust Fund was

reclassified to nonfederal. See note 1.F for addi-
tional disclosures.

Note 19.E—Suborganization Program Costs

The Air Force identifies programs based on the
nine major appropriation groups provided by
Congress. The DoD isin the process of reviewing
available data and attempting to develop a cost
reporting methodology that balances the need for
cost information required by SFFAS No. 4 with the
need to keep the financial statements from becom-
ing overly voluminous.

Until costing allocating processes and expanded
intra-Air Force eliminating capabilities are incorpo-
rated into the accounting processes, the usefulness
of further suborganization-reported (major com-
mand) net costsis limited. It isfor this reason that
no additional statement of suborganization costs at
lower levels are presented with these statements.
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The Air Force is unable to accumulate costs for
major programs based on performance measures
identified under requirements of the Government
Performance and Results Acts (GPRA). This
inability is due to the financial processes and sys-
tems not being designed to collect and report this
type of cost information. Until the processes and
systems are upgraded, the Air Force, like the

Department of Defense as a whole, will break out
programs by major appropriation groupings.

The Statement of Net Cost format requires report-
ing program costs by costs incurred with intragov-
ernmental and public entities. Although overall
program costs are believed to be fairly stated, the
cost alocations between intragovernmental and
public based on available vendor type-coded data
may not be totally accurate.

Note 20—Disclosures Related to the Statement of Changes in Net

Position

Asof September 30, 2000
{ Amounts in thounsands)

1. Prior Period Adjustments Increases (Decreases) to Net

FPosition Beginming Balance:

A. Emors and Omussion i Pnor Year Accounting Reports

B. Other Pnor Perniod Admstments

. Total Pnor Period Adjustments
1. Imputed Financing:

A. Civihan CSES/FERS Retirement

B. Civihan Health

. Civihan Life Insurance

D, Judgment Fund/Litigation

E. Total Imputed Financing

3. Other Information (all figuresin thousands):

Prior Period Adjustments consist off

(1,0936]11)
(4,372.430)
$ (5466041

b 189,105
342,289

1372

26177

§ 535443

Femoval of operating materials and supplies in the hands of contractors fimmshed

by the Contract Property Management System (CPMS), in accordance with directives. § 2,918,309
Adpstment of September 30, 1999, balances used in pnor financial statements

to October 1, 1999, balances furmished from feeder systems under development

and/'or unplementation for constimetion in progress, operating matenals and

aupphes, property plant and equpment and related acowmulated depreciation 2,178,453
Net adjustment to record comect September 30, 1999 closed account balances & 322,167
Met correction of September 30, 1999 balances of assets under capital lease,

related accummulated depreciation. and pancipal portion of related hiabilities. 3 47,112
Total 5 5,466,041
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Note 21.A—Disclosures Related to the Statement of Budgetary

Resources

As of September 30, 2000
{ Amounts in thousands)

1. Met Amount of Budgetary Kesources Obligated

for Unidelivered at the End ot the Period

2. Other Information: The statement does not
include any amounts for which The Department of
Treasury iswilling to accept corrections to can-
celed appropriation amounts, in accordance with
SFFAS No. 1.

Adjustments in funds that are temporarily not
available pursuant to Public Law, and those that are
permanently not available (included in the
Adjustments line on the Statement of Budgetary
Resources), are not included in Spending Authority
from Offsetting Collections and Adjustments line
of the Statement of Budgetary Resources or the
Spending Authority for Offsetting Collections and
Adjustments line of the Statement of Financing.

Negative budgetary resources of $455 million
(relating to Offsetting Receipts of Accounts shown
on the Report on Budget Execution, or SF 133) are
not included in the Statement of Budgetary
Resources (combined, combining or disaggregat-
ed).

Due to accounting system deficiencies, the proper
amount of intra-agency eliminations for this state-
ment cannot be determined.

28,948,683

Accounting system deficiencies currently do not
provide or capture data needed for obligations
incurred and recoveries of prior year obligations in
accordance with OMB Circular A-34, Instructions
on Budget Execution requirements. Although
DFAS Denver Center developed an alternative
methodology to calculate these items, the auditors
and DFAS Denver Center concur this methodology
also distorts the obligation figures. As aresult, the
amount of distortion cannot be reliably determined,
and may or may not be material.

Disaggregated Statements of Budgetary Resources
are included in the Required Supplementary
Information section of the statements. The abnor-
mal balance in line D.9., Unobligated Balances-Not
Available, in the Research, Development, Test, &
Evaluation grouping relates to the cancelation of
reimbursable authority at fiscal year end.

Audit results have shown that unliquidated obliga-
tions recorded in accounting systems as of
September 30, 1999, were overstated and may have
been materially incomplete. This causes an inaccu-
racy in the FY 2000 beginning balance.
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Note 21.B—Disclosures Related to Problem Disbursements, In-transit
Disbursements and Suspense/Budget Clearing Accounts

Ax of September 30, 1998
{ Amownts in thousands)

1. Problem Dishursemenis % 3BE.000

2. In-transit Disbursements, Net 5 277000

3. Other Information Related to Problem
Disbursements and In-transit Disbur sements:
The Air Force has $96 million problem disburse-
ments and in-transit disbursements that represent
disbursements of Air Force funds that have been
reported by a disbursing station to the Department
of the Treasury but have not yet been precisely
matched against the specific source obligation giv-
ing rise to the disbursements. For the most part,
these payments have been made using available
funds and based on valid receiving reports for
goods and services delivered under valid contracts.

4. Suspense/Budget Clearing Accounts

Account Sep 1998 Sep 1999
F38 /5 % 10,399 134910
F3580 (1.34%5) (B.367)
F3885 43 488 23,657
Total $ _ 52539 $ 150,200

5. Other Information Related to Suspense/
Budget Clearing Accounts. The Air Force has
made a concerted effort to reduce balances in the
suspense and budget clearing accounts, and to
establish an accurate and consistent use of these
accounts. The information presented indicates the
significant reductions (with the exception noted

Cumulative

(Dhecrease)/
1999 L{1N] Increase
201,436 5 00,830 5 (327.161)
193,370 £ 35143 F (241 B3N

The problem disbursements and in-transit disburse-
ments arise when the Air Force various contracting,
disbursing, and accounting systems fail to match
the data necessary to properly account for the dis-
bursement transactions in all applicable accounting
systems. The Air Force has efforts underway to
improve the systems and to resolve all previous
problem disbursements and process all in-transit
disbursements. As of September 30, 2000, these
efforts resulted in a $1.766 billion decrease in
reported problem and in-transit disbursements since
June 1995.

(Decrease)/
Sep 2000 Increase
(i, 686 $ 50287
(3,187) (1,839)
468,660 425,172
526,159 $_ 473,620

below) that the Air Force has achieved in the vari-
ous suspense/budget clearing accounts.

The large increase in F3885 for FY 2000 is due to
numerous OPAC transactions received during the
last business day of September and by established
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procedure are placed in this suspense account until
they can be assigned to a valid appropriation.

On September 30 of each fiscal year, al of the
uncleared suspense/budget clearing account bal-
ances are reduced to zero by transferring the bal-

ances to proper appropriation accounts using alog-
ical methodology, such as prorating the amounts on
a percentage basis derived by comparing the dis-
bursements in the suspense/clearing account to
total disbursements.

Note 22—Disclosures Related to the Statement of Financing

Intra-entity transactions have not been eliminated.
The accompanying Statements of Financing are
presented as combined or combining statements.

Financing Imputed for Cost Subsidies of $535.4
million consists of the imputed items listed in note
19.A., Imputed Expenses.

Adjustments in funds that are temporarily not
available pursuant to Public Law and those that are
permanently not available (included in Line 5,
Adjustments, on the Statement of Budgetary
Resources) are not included in Spending Authority
From Offsetting Collections and Adjustments on
the Statement of Budgetary Resources or on the
Statement of Financing.

Note 23—Disclosures Related to the Statement of Custodial Activity

Not Applicable.

Note 24—Other Disclosures
1. Entity as L essee-Operating L eases
A. Description of lease agreements:

Category 1: Medical Equipment—Operating leas-
es are one (1) year leases with 4 option years.

Each year, facilities must specifically exercise the
option to continue the lease. The operating leases
that contain an option to purchase allow the gov-
ernment to purchase the equipment at fair market
value at the end of the lease period.

Category 2: Military Family Housing—The fig-
ures represents operating leased facilities in the

U.S. and overseas applicable to active Air Force,
Air Force Reserve and Air National Guard.

Category 3: Motor Vehicles—Operating L eases
for Motor Vehicles are essentially one year |eases
funded as in appropriation 3400 (O&M). Asthe
outyear estimates indicate, Air Force expects to
continue to reduce the level of owned assets, while
increasing the number of operational leases. Air
Force will continue to displace commercial leases
in favor of IFMS (GSA) leases because IFMS leas-
es are typically more economical.
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Asof September 30, 2000

{Amonnts in thousands)

Assel Assel Aswet
B. Future Payments Due: Category 1 Category 2 Category 3 Total
Fiscal Year
2001 b 1.281 5 47 5 S0 $ 1378
2002 1,235 43 57 1,335
2003 1,061 0 0 1,061
2004 644 0 0 44
Total Futre Lease Payments Due  §$ 4,221 5 a0 5 107 2 4418

Note 24.A—Other Disclosures

Interest Payable. DFAS Columbus has accumu- undistributed amounts by appropriation based on
lated prompt payment interest of approximately the percentage of distributed government and pub-
$564 thousand during FY 2000 for Air Force con- lic receivables and payables.

tracts. The interest payments were not made
because the unpaid invoices are under areconcilia
tion process in an interest-bearing mode.

Canceled Balances: All unliquidated balances
associated with closed accounts have been canceled
in accordance with Public Law 101-510. Canceled

Undistributed Collections and Disbur sements: accrued expenditures unpaid are reflected in the
Accounts receivable and payable are adjusted for financial statements as unfunded liabilities.
undistributed collections and disbursements. These Canceled undelivered orders outstanding are not
transactions represent the Air Force's in-float included in the financial statements; however, these
(undistributed) collections and disbursements for orders may result in future expenditures. Canceled
transactions that were reported by a disbursing sta- receivables are included in the Air Force Balance
tion but not recorded by the appropriate account- Sheset.

able station. The CFO Reporting System prorates
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MNational Defense Property, Plant, and Equipment
for Fiscal Year Ended September 30, 2000 (Stated in Number of Systems or [tems)

Asof

National Defense PP&E 10/01/99
1. Alrerafi

A Combat 3139

B. Aurlift | 5506

C. Other Aircraft 1,299
2. Guided, Sell-Propelled Ordnance

A Missiles ] 584
3. Space systems

A Satellites T

Narrative Statement

As of the date these statements were prepared, the
Federal Accounting Standards Advisory Board
(FASAB) had not determined the final reporting
requirements for National Defense Property, Plant,
and Equipment (ND PP&E). Therefore, the
Department of Defense (DoD) elected to report ND
PP&E in Fiscal Year (FY) 2000 in a manner simi-
lar to how it was reported in FY 1998 and FY
1999. Acting on FASAB recommendations, DoD
in FY 1998 implemented the then proposed amend-
ments to the accounting standards, i.e. the reporting
of quantities, condition and investment trends for
major types of ND PP&E. Unfortunately, at subse-
guent FASAB meetings, the Board chose not to
implement the proposed amendments, but to con-
tinue studying various alternatives for reporting
ND PP&E. These studies were ongoing in FY
2000.

Since the FASAB did not adopt the proposed
amendments, DoD is not in full compliance with
the existing requirements to report the value of ND
PP&E, utilizing the latest acquisition cost method.

Asof Condition
Additions Deletions 930000 % Operational
a7 a7 3139 T8
44 53 1.847 6
45 3l 1.313 g1
3,708 5813 50,569 Bl
o 4 T4 10k

DoD cannot fully comply with the existing report-
ing requirements, because many of its ND PP& E
accountability and logistics systems do not contain
avalue for the ND PP&E assets. These systems
were designed for purposes of maintaining
accountability and meeting other logistics require-
ments, and not for reporting the values of ND
PP&E.

Given the complexity and interim nature of the
existing temporary reporting requirements, and the
enormous cost of implementing those requirements,
DoD is continuing to use the prior year reporting
formats. Further, DoD believes the most reason-
able and responsible course of action is to report
guantity and investment information for ND PP& E
until such time that the FASAB adopts permanent
reporting requirements.

1. Aircraft

a. Asof September 30, 2000, the Air Force
had 6,299 active and 2,130 inactive aircraft
initsinventory. Not included in this num-
ber are 773 aircraft at the Aerospace
Maintenance and Regeneration Center
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(AMARC) in various stages of being dis-
mantled. Due to a changein DoD Financial
Management Regulations, Volume 6B,
Chapter 11, i.e. to report only aircraft in
“active status’, the beginning balance was
restated from 8,559 to 6,335. The Air
Force also resolved other issues with the
FY 99 ending balance, resulting in a reduc-
tion of an additional 41 units from the FY
00 beginning balance. After further
research by the Air Staff, some aircraft
were reclassified among the three major
categories (combat, airlift, and other).
These actions made it necessary to restate
the beginning balance for each aircraft sub-
category. Of the 156 aircraft added to the
inventory in FY 2000, 82 were acquired by
means of contracts from the private sector.
The remainder were due to aircraft convert-
ed to other mission design series (MDS), or
returned to active status. The 151 aircraft
deleted included 43 that were either sold to
foreign military, transferred to reclamation
projects at AMARC (dismantled), or
crashed. The remaining 108 aircraft either
were reclassified by conversion or trans-
ferred to an inactive status. All active and
inactive aircraft, except for reclamation air-
craft at AMARC, are accounted for in the
Equipment Inventory Multiple Status
Utilization Reporting System (EIMSURS),
a subsystem to the Reliability &
Maintainability Information Management
System (REMIS). The aircraft inventory,
along with the assignment, possession, and
condition, is maintained on adaily basis.

The inactive aircraft reported by the Air
Force has a beginning balance of 2,224,
consisting of combat, airlift, and other air-
craft. The Air Force added 76 aircraft and
deleted 170 during the year, leaving an end-
ing balance of 2,130, as of September 30,
2000. The additions and deletions from this
inventory, in most cases, were the result of
changes in aircraft active status.

. The Air Force had a beginning balance of

743 aircraft in AMARC. During the year,
95 additional aircraft were added to the
inventory and 65 were deleted, leaving an
ending balance of 773. The Air Force uses
AMARC to reclaim parts and assemblies
from stored aircraft in support of customer
needs. Parts are removed from these air-
craft when they are no longer in production
or available from within the supply system.
The types of reclamation include

(2) Priority Removals (urgent and unfore-
seen requirements which cannot be satisfied
through normal supply channels),

(2) Programmed (requested in volume to
satisfy long range forecasts), and (3) Mini
Save List (parts removal to satisfy high pri-
ority requirements). Once all salvageable
parts have been removed, the remaining
portion of the aircraft is transferred to the
Defense Reutilization and Marketing
Service (DRMYS) for sale. In FY 2000,
most of the 65 aircraft deleted followed this
process.

2. Guided, Self-propelled Ordnance
a. The Air Force currently has 59,569 active

and 132 inactive missiles in inventory. The
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active inventory consists of 2,244 strategic
missiles and 57,325 tactical missiles. The
ICBM inventory consists of Minuteman,
Peacekeeper, and air-launch cruise missiles.
All complete ICBMs are accounted for, as
to quantities and readiness, by the EIM-
SURS. Thetactical missile inventory con-
sists of Maverick, Sidewinder, HARM,
Sparrow, AMRAAM, Power Standoff
Weapon, Have Nap, Stinger, and Harpoon.
The tactical missiles are accounted for in
the Army’s Standard Depot System (SDS),
The Air Force’'s Combat Ammunition
System (CAS); the Item Manager’s
Wholesale Requisition System (IMWRYS),
and various diverse manual systems.

In FY 1999, the Air Force reported an end-
ing balance of 80,360 strategic and tactical
missiles. Thisfigure has been restated to
61,584 for the following reasons. (1) DoD
Financial Management Regulation, Volume
6B, Chapter 11, required the reporting of
only active inventory. This required the Air
Force to eliminate 269 strategic missiles
and 1,596 tactical missiles from the FY
1999 ending balance. (2) A better defini-
tion of what constituted an All-Up-Round.
The Air Force eliminated 2,801 tactical
missiles, consisting of trainers, drones, and
dummies and 58 unassembled ICBMs from
the ending balance. (3) Asaresult of sys-
tem modifications and better reporting poli-
cies and procedures, the Air Force discov-
ered that 15, 471 Maverick missiles had
been double counted. These duplicate mis-
sile counts have been eliminated from the
ending inventory. Also, 1,361 Stinger,

RERQUIRED SUPPLEMENTARY STEWARDSHIP INFORMATION

AMRAAM, Sidewinder, and Sparrow mis-
siles had not been reported, and have been
added to the inventory. The Air Forceisin
the process of studying ways to avoid dupli-
cate reporting, and to provide better con-
trols over their munitions.

. The additions reported during the year were

the result of acquisitions to replace invento-
ries. The deletions were the result of sales
to foreign countries, training, and obsoles-
cence. Some of the systems used by the Air
Force to track missiles cannot provide the
guantitative data for acquisitions and dele-
tions made during the year. These systems
were designed to report either inventory
balances or just the dollar value. Where the
dollar values are provided, the systems can-
not provide quantitative data by tracking
back to specific acquisitions or sales.
Consequently, the data reported above as to
quantities added and deleted are not com-
plete. The Air Force currently isworking
on system modifications and studying ways
to improve the accounting and reporting
problems associated with al munitions.

Not included in the above quantitative data
are other tactical missiles considered secret.

3. Space Systems
a. The Air Force, as of September 30, 2000,

has 74 unclassified satellites in either opera-
tional orbit (48) or in storage with contrac-
tors (26). The 74 unclassified satellites
consist of 44 GPS, 14 DSCS, nine DM SR,
two MILSATCOM, one ARGOS, one
RADCAL, one STEP-MO, one MightySat
I, and one MISTI-3. The FY 1999 ending
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balance (FY 2000 beginning balance) has
been restated from 67 to 71. Four satellites,
consisting of one ARGOS, one RADCAL,
one STEP-MO and one MISTI-3, were not
included in FY 1999 data. This omission
occurred because (1) several organizations
responsible for different types of satellites
had not been required to report their satel-
litesin operational orbit, and (2) alack of a
centralized reporting system. The AF is
currently establishing a centralized report-
ing system to capture and maintain satellite
inventories. Until the system is established,
amanual procedureisin place to account
for the balances and transactions that affect
satellite inventory. In addition to the above
operational satellites, the Air Force has
other miscellaneous satellites (quantity
unknown) that are not being reported. In
most cases, these satellites are acquired or
maintained out of Research, Development,
Test & Evaluation funds. Many of these
satellites have been removed from active

RERQUIRED SUPPLEMENTARY STEWARDSHIP INFORMATION

inventory as aresult of not meeting the ini-
tial orbit requirements. The Air Forceis
currently examining the need to report these
types of satellites.

During FY 2000, one TSX-5, one
MightySat |1, one FalconSat, and five GPS
satellites were acquired. All Air Force
national defense satellites reported as addi-
tions to the quantitative data were obtained
by means of private sector contracts, with
the exception of the FalconSat satellite,
which was built as a project by students at
the Air Force Academy. The five satellites
reported as deletions during the year
became inoperable while in orbit.

. The Air Force aso has other classified

satellites in operational orbit or storage that
are not reported in the above quantitative
data. All satellitesin operational orbit are
considered to be in workable condition and
are not subject to deferred maintenance.
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MNational Defense Property, Plant, and Equipment Yearly Investments
for FY 1998 and FY 2000 {in Millions of Dollars)

National Defense PP&E
1. Alircraft
A Combat
B. Aulft
C. Other
D). Adrcraft Support Principal End Items
E. Other Aircraft Support PP&E
L, Guided, Seli-Propelled Ordnance
A Misales
B. Guded, Self-Propelled Ordiance Support PP&EE
3. Space Systems
A Batellites
B. Space Svatams Support Principal End Items

Narrative Statement

1. Investment values included in this report are
based on outlays (expenditures). Outlays are
used instead of acquisition costs because cur-
rent Department systems are unable to capture
and summarize Procurement Appropriation
acquisition costs in accordance with current
Federal Accounting Standards Advisory Board
requirements.

2. Theyearly investment costs for aircraft, mis-
siles and satellites along with associated sup-
port principal end items were extracted from
the DOLARS-Status of Funds System, which
prepares the ACCT-RPT(M)1002 report. To
arrive at the costs reported, Budget Program
Activity Codes (BPACs) were identified for
each major category, by type (combat, airlift,
other, ICBM, tactical missiles, satellites and
support equipment). Using these BPACs, an
extract was then prepared to obtain the values
reported. Excluded from our extract were

FY 1998 FY 1999  FY 2000
2,028 3,347 2,746
3,381 3,973 4,397
1,129 638 745

261 392

435 N/A

113 3581 369
24 34

17 1,438 1,053
537 443 660

BPACs reported for aircraft spares, repair parts,
reimbursable program cost and undistributed
costs. These costs were considered to be

OM& S acquisitions.

3. Aircraft (See Note 1. previous section)

a

Aircraft Support Principal End Items. The
Air Force has determined that uninstalled
aircraft engines and avionics pods will be
reported as aircraft support principal end
items for FY 2000. The majority of all air-
craft engines, both installed and uninstalled,
are maintained in the Comprehensive
Engine Management System (CEMS). This
system tracks engines from cradle to grave
and provides maintenance history for each
engine. In FY 2000, the Air Force identi-
fied and reported additional engines man-
aged by Contractor Logistic Support (CLS)
at Wright-Patterson AFB and Oklahoma
City Air Logistic Command that were not
included in the CEMS. These engines are
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currently managed and tracked manually.
The Air Force is currently taking action to
ensure that all aircraft engines are included
in CEMS. As of September 30, 2000, the
Air Force had 128 engines with contractors.
The CEMS and CL S engine managers
reported a beginning balance of 5,870 unin-
stalled engines for the Air Force and an
ending balance of 5,722 as of September
30, 1999. Of this balance, 37.6 percent were
considered operational, or in either “built
up” or “raw” serviceable condition. During
the course of the year, 145 aircraft engines
were added to the inventory and 293 were
deleted.

The Air Force has designated Reliability,
Availability, Maintainability, Logistics
Engineering Support (RAMPOD) as the
system of record for all electric combat and
integrated system pods. RAMPOD was
designed to track each pod from cradle to
grave and provide accurate maintenance
datain order for the Air Force managers to
make sound fiscal and operational deci-
sions. Currently, the Air Force has eight of
the ten different types of podsincluded in
this system. In FY 2000, the Air Force
incorporated the Electronic Warfare Tactical
Simulation Pods, Precision Attack Low
Attitude Navigation and Targeting System,
Pave Penny Pod, Litening Il, Theater
Airborne Reconnaissance System, and the
Data Link Pod into RAMPOD. This added
1,928 Pods to the beginning balance of
2,730 which made up the balance reported
for Electronic Attack Pods (Electronic
Countermeasures and Electronic Warfare)

RERQUIRED SUPPLEMENTARY STEWARDSHIP INFORMATION

and the Air Combat Training Systems. The
Advance Range Data System and HARM
Tracking System Pods are currently not
included in the RAMPOD. These Pods will
be loaded in RAMPOD during FY 2001.
As aresult of Air Force actions, the FY
1999 ending balance (FY 2000 beginning
balance) has been restated to 4,855 Pods,
while the ending FY 2000 balance is 4,936.
During the year, 206 Pods were added to
the inventory and 125 were deleted. Of the
4,936 Pods, 78 percent are considered fully
mission capable.

. Other Aircraft Support PP&E. The Air

Force has determined that assets acquired
from aircraft funding (appropriation 3010)
with budget code “Q”-Aircraft Weapon
Systems and Peculiar Support Equipment
would be considered as other aircraft sup-
port PP&E. In FY 1999, the Air Force
reported an ending balance of 1,512 items
(FY 2000 beginning balance). During the
year, 66 items were acquired, and none
were deleted. The ending balance, as of
September 30, 2000, was reported at 1,578
items valued at $1.4 billion. Examples of
other aircraft support equipment include
engine test sets, brake test sets, and insula-
tion test sets.

4. Guided, Self-propelled Ordnance (See Note 2.
previous section)

a. Guided, Self-propelled Ordnance Support

Principal End Items. The Air Force has
determined that ICBM motors and Cruise
missile engines will be reported as Guided,
Self-propelled Ordnance Support Principal
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End Items for FY 2000. These ICBM
motors are maintained in the Integrated
Missile DataBase (IMDB), while two types
of Cruise engines are maintained in the
Comprehensive Engine Management
System (CEMYS). In FY 2000, the Air
Force had in inventory 1,740 extra| CBM
motors, consisting of Minuteman I, 11, 111,
stages 1, 2, and 3, Peacekeepers, stages 1,
2, 3, and 4, and 665 miscellaneous (i.e.
Castor, SRAM, Orbus) uninstalled missile
motors and 342 Cruise engines. Of the
2,747 uninstalled motors and engines, 1,448
were reported as flight worthy. The ICBM
motors, in addition to being maintained for
the missile program as replacement spares,
are also being used by the Rocket System
Launch Program to launch various different
types of satellites, after modification. The
miscellaneous missile motors are main-
tained for research and development pur-
poses only.

. Guided Self-propelled Ordnance Support
PP&E. The Air Force reported an ending
balance of 2,885 equipment items as ND
PP& E Guided, Self-propelled Ordnance
Support PP&E for FY 2000. These quanti-
ties were obtained from the Air Force
Equipment Management System (AFEMYS)
and included assets acquired with missile
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procurement funding (Appropriation 3020
with Budget Codes “E”-Missile
Replacement Equipment and Procurement,
Budget Code “H”-Nuclear Ordinances, and
Budget Code “P’-Missile Weapon Systems
and Peculiar Support Equipment).
Examples of these equipment items include
missile atimeter testers, guided missile
maintenance stands, bomb guidance test
sets, and fixture test sets.

5. Space Systems (See Note 3. previous section)

Space Systems Support Principal End Items.
The Air Force has determined that launch vehi-
cles will be considered Space System Support
Principal End Items to the satellite program.
As of September 30, 2000, the Air Force had an
ending balance of four unexpended launch
vehicles (Titan I1) in their inventory. During
FY 2000, the Air Force launched 8 satellites.
These launches used one Atlas |1A, one
Pegasus XL, one Titan IVB, two Titan I, and
three Delta Il aslaunch vehicles. An Inertia
Upper Stage (1US-22) was also utilized with
the Titan IVB launch vehicle. Most of these
launch vehicles were acquired during the year
based on the type of satellite launched. The
cost associated with these launch vehicles are
added to the value of the satellite successfully
or unsuccessfully launched to arrive at the full
cost of the satellite.
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Heritage Assets
for Fiscal Year Ended September 2000

Measurement Asof As of
Ouantities 1ivLee  Additions  Deletions o7 30000

Musewms Each 14 i 0 14
Momunents & Memonals Each 151 i 0 151
Cemeteries & Archeological Sites  Sites 6,039 0 4,679 1,360
Buldings & Structures Each 4,177 0 [ 50 4,027
Major Collections Each B i 0 8

Narrative Statement

1. Museums—The Air Force Museum, located at
Wright-Patterson Air Force Base, Ohio, houses
the main collection of historical artifacts that
are registered as historical property in the
USAF Museum System. The other 13 Air Force
museums are considered Air Force Field
Museums, which also contain items of histori-
cal interest; some, however, are specific to their
locality. As of September 30, 2000, the Air
Force Museum System reported 60,897 items
that display the material culture of the Air
Force and its predecessor organizations, includ-
ing advances in technology and significant per-
sons, places and events in Air Force history.
During the reporting year, 1,879 items were
added, while 6,212 were deleted. The overall
condition of the collections in the 14 museums
is good; items are displayed and protected in
accordance with the standards of Air Force
Instruction 84-103, USAF Museum System.

2. Monuments and Memorials—The memorials
and monuments reported above, except for 28,
are all located at the Air Force Academy in the
Air Gardens and Honor Court. Most of these
monuments and memorials honor specific indi-
viduals or cadet wings for various accomplish-
ments. The remaining 28 memorials, al with a

cost that exceed $100,000, are located on vari-
ous Air Force bases throughout the U.S. All
are reported in acceptable condition.

. Cemeteries & Archeological Sites—The Air

Force has administrative and curatorial respon-
sibilities for 39 cemeteries on its bases, plus
1,321 sites that meet the definition of what con-
stitutes an archeological site as outlined in the
National Historical Preservation Act. The
beginning balance for cemeteries has been
adjusted from 27 to 39 due to a better definition
of what constitutes a cemetery. Many bases
now report multiple cemeteries that were com-
bined in FY 1999. The Air Force bases are
responsible for care and maintenance of each
cemetery, and the cemeteries are reported in
good condition. The decrease of 4,679 archeo-
logical sites, as reported, represents those sites
that have not been evaluated for historical sig-
nificance, but are included in the Air Force
inventory of sites. The Air Force modified its
report to include only those sites that have been
included in the National Register of Historic
Places, or have been determined to be histori-
caly significant and eligible for inclusion in the
National Register. As of September 30, 2000,
29 sites are listed in the National Register of
Historic Places, and 1,192 have been deter-
mined to be eligible by the keeper of the
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National Register of Historic Places, or through
document consultation with State Historic
Preservation Officers. Examplesinclude a
“Mound’, referred to as the Wright-Patterson
Air Force Base Mound, constructed between
500 B. C. and 400 A. D. by the Adena people,
which is 8.2 high and 86’ in diameter. Other
examples are Pre-Columbian (1000-1499 AD)
petroglyphs and pictographs found on canyon
walls and large rocks, and consisting of bighorn
sheep, deer, and various figures and other sym-
bols. These archeological sites are located
within the Desert National Wildlife Range and
the Nellis Range. The Air Force archeological
sites are in good condition, as documented by
the Air Force in their submittal to the
Department of Interior, for the Federal
Archeological Report for FY 1999. Each
Mgjor Command is responsible for the care and
maintenance of the archeological resources
under their care, in compliance with the
Nationa Historic Preservation Act, and the
Archeologica Resources Protection Act. The
Air Force archeological resourcesinventory is
in compliance with both laws.

. Buildings and Structures—The Air Force cur-
rently considers 4,027 buildings and structures
as heritage assets. The decrease reported this
year represents those buildings for which the
Air Force is not the principal property manager.
The September 30, 1999, data included build-
ings in which the Air Force was the secondary
tenant. Examples include property located at
Jefferson Barracks (100) and Fort Des Moines
(50). Of the 4,027 buildings and structures,
1,831 are currently on the National Register of
Historical Places. Most of the buildings and
structures are considered to be multi-use her-
itage assets, and as such, have been capitalized,
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depreciated, and reported as general PP&E.
Deferred maintenance for these buildings are
included in the General PP&E, Real Property
Deferred Maintenance Table as part of the
Required Supplementary Information.

Major Collections—The Air Force has 8 signif-
icant or major collections consisting of: (a) his-
torically significant materials (5 sites), (b) the
Air Force Art Collection, and (c) two collec-
tions at the Air Force Academy containing his-
torical items and memorabilia as well as dis-
tinctive works of art. In FY 2000, the Air
Force reported a beginning balance of 50,588
linear feet of historically significant materials
in the permanent collection of the Air Force
Historical Research Agency at Maxwell Air
Force Base, Alabama, plus unique and perma-
nent documentation in four other Air Force her-
itage repositories. Increases during the year of
371 linear feet reflect normal accessions, leav-
ing an ending balance of 50,959. During FY
2000, the Air Force reported an increase to the
USAF Art Collection of 228 items. These
items were added to the beginning balance of
8,351, leaving an ending balance of 8,579. The
Air Force Art collection consists of original
oils, drawings, sketches and sculptures. The
two major collections at the Air Force
Academy consist of historical items and memo-
rabilia as well as distinctive works of art. The
US AF Museum has not completed its invento-
ry of the Academy holdings. It is anticipated
that USAF Museum personnel will complete
the validation of the inventory by the end of the
calendar year. The curators for all major col-
lections reported the contents to be in good
condition. They further added that amost all of
the materials are protected in an environment
suitable for long-term storage.
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Stewardship Land
for Fiscal Year Ended September 2000 { Acres in Thousands)

Asaof
Lamal Use 1070 1/99
Mission

7,719

Narrative Statement

The Air Force has 7,732,989 acres of mission-
essential land under their administration. Of that
amount, 7,607,652 acres were acquired through
public domain, Executive Orders, Public Land
Orders, Permits with the Department of Interior, or
Notes issued by the Air Force. The remainder of
the land was obtained from private sector donations
(9,556 acres), and from state and local govern-
ments (115,781 acres). Lands purchased by the Air
Force, with the intent to construct buildings or

Asof
Additions Deletions O/ 30060
17 3 7,733

facilities, are considered general PP&E and are
reported on the balance sheet. During the past
year, 16,537 acres were acquired through public
domain process as identified above, while 62 acres
were acquired from private sources. The Air Force
reduced their public domain holdings by 2,296
acres, and those from state and local governments
by 349 acres. All Stewardship lands, as reported,
are in acceptable condition, based on designated
use. Some Stewardship Land is used for training,
i.e., bombing ranges, and will have some cleanup
costs associated with its use.

MNonfederal Physical Property
Yearly Investment in State amnd Local Governments
for Fiscal Years (Preceding 4th Fiscal Year) through FY 1999
(in Millions of Dollars)

Categories
Mational Defense Mission Related

Narrative Statement

The Air National Guard investments in non-federal
physical property are strictly through Military
Construction Cooperative Agreements (MCCAYS).
These agreements involve the transfer of money
only, and alow joint participation with States,
Counties, and Airport Authorities for construction
or repair of airfield pavements and facilities
required to support the flying mission assigned at

FY 1999
166

FY 2000
6.8

these civilian airfields. Figures reported represent
the dollar value of agreements signed during the
fiscal years.

Investment values included in this report are based
on Nonfederal Physical Property outlays (expendi-
tures). Outlays are used because current DoD sys-
tems are unable to capture and summarize costs in
accordance with the Federal Accounting Standards
Advisory Board Requirements.
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Investments in Research and Development
Yearly Investment in Research and Development

for Fiscal Year (Preceding 4th Fiscal Year) through FY 1999 (in Millions of Dollars)

Categories FY 199 FY 1997 FY 1998 FY 1999 FY 2000
1. Basic Research 8216 $2238 $212 £2006 £193
2. Applied Research 506 650 583 562 547
3. Development
Advanced Technology Development B48 G52 491 483 496
Demonstration and Vahdation 914 B0 1,190 1.295 1,013
Engineenng and Manufachmng Development 4,927 4667 4,371 4,200 3,991
Research, Development, Test and Evaluation
Management Support 1,213 1,116 1.097 934 BOS
Orperational Systems Development 3,909 6,132 6,798 o810 7062
Total $12625 $14435 $14742 $14490 $14.107

Mote: the Values reported above do not include any undistnbuted disbursements.

Narrative Statement

1. Basic Research—The Air Force's Defense
Research Sciences Basic Research program
funded basic scientific disciplines that are core
to developing future warfighting capabilities.
Funding was provided to twelve scientific proj-
ects, one project focused on education pro-
grams for scientists and engineers, and interna-
tional programs. The scientific projects were
focused on atmospherics, biological sciences,
chemistry, electronics, fluid mechanics, human
performance, materials, mathematical and com-
puter sciences, physics, propulsion, space sci-
ences, and structures. The educational program
emphasis was on mathematics and computer
sciences, chemistry, electronics and physics.
This program discovered the first al-nitrogen
compound in over 100 years, the N5+ mole-
cule, which could provide a super energetic
propellant because of being extremely energetic
and very stable.

2. Applied Research—The Air Force's Applied

Research program is devel oping technologies to
support both an air and space force of the
future. Technology developments are focused
in those areas that are essential to future
warfighting capabilities. This investment strat-
egy recognizes the enabling technol ogies that
are being developed by commercia industry
and allows the Air Force to focus on those mili-
tary-relevant technologies that are not being
developed by industry. Technology develop-
ments are done in a laboratory environment.
Two examples are hardware in-the-loop simula-
tion of laser algorithms for terminal guidance
of small conventional weapons, and the devel-
opment of a trans-atmospheric vehicle smula
tion capability.

. Advanced Technology Development—The Air

Force's Advanced Technology Development
program demonstrates, in arealistic operational
environment, integrated sets of technology to
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prove military worth and utility. Technology
achievements included fabrication of an
Unmanned Combat Aerial Vehicle (UCAV).
The UCAV is ajoint Defense Advanced
Research Projects Agency (DARPA) program
which will demonstrate the utility of using an
unmanned vehicle to drop small munitions.
Additionally, an advanced jet fuel additive
developed in this program transitioned into
operational use in the Air Force. The new
additive significantly reduces maintenance
costs on high performance turbine engines.
The Federal Aviation Agency has approved the
use of the additive in commercial aviation.

4. Demonstration and Validation—The Air
Force's Demonstration and Validation program
is comprised of system specific advanced tech-
nology integration efforts accomplished in an
operational environment to help expedite transi-
tion from the laboratory to operational use.
Examples of the Air Force's Demonstration and
Validation efforts are: (1) Airborne Laser
(ABL), which will design, build, and test a
high-energy laser weapon. The primary task is
to acquire, track, and kill theater ballistic mis-
silesin boost phase of flight. The system uti-
lizes acommercia 747 freighter aircraft that
was delivered for modification in January 2000.
Other notable ABL accomplishments include
the completion of the System Critical Design
Review on 27 April 2000. (2) Advanced EHF-
Engineering Model, which will develop digital
processors to produce a more capable and
cheaper Advanced EHF satellite. During FY
2000, the digital processor development was
finished, and testing began at Lincoln Lab
Testing Facilities in October. Early develop-

ment of the digital processors will reduce both
economic risk and technical risk for the future
engineering and manufacturing development
phase. (3) Combat |dentification-Enhanced
Recognition and Sensing Laser Radar (ERAS-
ER), which develops a new tool for non-coop-
erative target identification. ERASER allows
attack aircraft to stand off at longer ranges
when employing weapons, increasing effective-
ness/survivability, and reducing fratricide.
ERASER consists of amodified laser designa-
tor and an extremely sensitive infrared camera.
During FY 2000, the Air Force demonstrated
ERASER to have an exceptionally long range
and higher resolution imaging capability when
compared with current technology.

. Engineering and Manufacturing

Development—The Air Force's Engineering
and Manufacturing Development (EMD) efforts
are projects which have not received approval
for full rate production. Examples of the Air
Force EMD effortsare: (1) Joint Direct Attack
Munitions (JDAM), which is alow cost,
autonomously controlled, adverse weather,
global position system-aided inertial navigation
guidance kit for the Air Force/Navy 1,000
pound (MK-83), 2,000 pound (MK-84 and
BLU-109), and 500 pound (MK-82) general
purpose bombs. Currently, EMD is complete
for the MK-84, BLU-109, and MK-83 JDAM
tailkit, and EMD efforts have begun for the
MK-82 JDAM. As part of low rate initial pro-
duction, 5,779 JDAM tailkits have been deliv-
ered, and a decision for full rate production is
expected in February 2001. A total of 88,569
JDAMs are expected to be produced (63,073
Air Force, 25,496 Navy). (2) Specialized
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Undergraduate Pilot Training (SUPT), which is
ajoint Air Force and Navy venture to obtain a
Joint Primary Aircraft Training System (JPATYS)
and Ground Based Training System (GBTYS).
JPATS, known as the T-6A Texan 11, will
replace the USAF and USN primary trainer air-
craft (T-37B and T-24C, respectively) and asso-
ciated GBTS. These systems will be used to
train entry-level student aviators in the funda-
mentals of flying, leading to fully qualified mil-
itary pilots, navigators, and navel flight offi-
cers. In February 2000, the Air Force accepted
delivery of the T-6A manufacturing develop-
ment aircraft, and has since completed the

EMD effort. (3) Expendable Launch Vehicle
(EELV), which replaces the current fleet of
Titan, Atlas and Delta launch vehicles. The
EELV program is half way through a four-year
partnership with industry to develop two new
families of space launch vehicles. Once opera
tional, EELV will launch both commercial and
Government satellite payloads. (4) Integrated
Command and Control Applications, which will
provide the Air Force capability for avirtual
meeting space for geographically dispersed
units to work together. This effort worked with
the Joint Battle Center to assure Air Force input
on a collaboration tool.

. Research, Development, Test and Evaluation
Management Support—The Air Force's
Research, Development, Test and Evaluation
(RDT&E) Management Support efforts include
projects directed toward support of installation
or operations required for general research and
development use. Included would be test
ranges, military construction, maintenance sup-
port of laboratories, operations and mainte-
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nance of test aircraft and ships, and studies and
analyses in support of the research and devel-
opment programs. Examples of Air Force
RDT&E management support are: (1) The
Major Test and Evaluation Investment program,
which funds the planning, improvement, and
modernization for three national asset test cen-
ters having over $10 billion of unique test facil-
ities/capabilities operated and maintained by
the Air Force for DaoD test and evaluation mis-
sions, and available to others having a require-
ment for their unique capabilities. Many efforts
are contained within this program, but two
examples are the Guided Weapon Evaluation
Facility (GWEF) and the Common Airborne
Instrumentation System (CASIS) project.
GWEF, located at Eglin AFB, performs
weapons testing in a multi-spectral realistic
simulated test environment. GWEF supported
EGBU-15 testing during and after Kosovo
(December 99-May 00). The CAIS project will
standardize aircraft instrumentation between
test centers, providing a common suite of
instrumentation and support systems.
Components of the system have been used dur-
ing B-52/JASSM testing and by the T-38 air-
craft at the Test Pilot School. (2) The Threat
Simulator Development program, which sup-
ports many of the Air Force Electronic Warfare
Test Processes. Current projects focus on
improved Low Radar Cross Section (RCYS)
measurements, advanced sensor testing and
fused sensor testing, high fidelity threat model-
ing and simulation, and enhanced IR and RF
countermeasures testing. During the past year,
high fidelity threat models were used to support
F-22 and JSF testing. Enhanced IR and RF
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capabilities were used to support JSF, SOCOM
and Navy programs. Advanced sensor testing
capabilities were used to support Army Apache
and British Tornado testing. High fidelity
threat models incorporating Electronic Combat
capability were completed. This capability is
currently supporting the B1 modification and
JSF programs where testing during the early
developmental phase of programs could save
money, as design changes in this phase are less
costly.

7. Operational Systems Development—The Air
Force's Operational Systems Devel opment
efforts include projects in support of develop-
ment acquisition programs or upgrades in
EMD. Examples of operational systems devel-
opment are: (1) C-17 Required Navigation
Performance, RNP-4, which provides the C-17
with continuous navigation performance with-
out time limitations and allows required air
traffic control data to be transmitted via ahigh
frequency datalink. Initial development of
design and requirement integration began this
year. (2) C-5 Reliability Enhancement and
Reengineering Program (RERP), which
improves C-5 reliability, maintainability and
availability and reduces total ownership cost.
By replacing the power plant and fixing unreli-
able system components, C-5 RERP increases
capability, throughput, and access to GATM air-
space. In January 2000, the Pre-EMD sole
source contract was awarded to Lockheed-

Martin Aeronautics (LM Aero) and
Engine/pylon sub-contractors selected by LM
Aero (General Electric/B.F. Goodrich). Actual
EMD contract award is scheduled for early
2001. (3) Airborne Warning and Control
System (AWACYS) projects included an on
board HF EM capability that was developed
and demonstrated on the AWACS fleet. This
effort will lead to aless then $2 million, rapid
fleet-wide solution to meet a warfighter
requirement identified as a Kosovo lesson
learned. (4) AIM-9X Sidewinder project,
which improves seeker performance, infrared
counter-countermeasures, and kinematics of the
AIM-9M short-range air-to-air missile. Aim-
9X regains short-range first-shot, first-kill capa-
bility for the U.S. warfighter. Test and
Evaluation efforts have been positive, with nine
successful guided launches and eight direct hits
to target drones. Other notable accomplish-
ments include the modeling and simulation
suite accreditation and contract award date for
low rate initial production scheduled for
November 2000. (5) GPS Modernization,
which was initiated in response to jamming
threats and the national policy to encourage
civil use of GPS without degrading military
utility. All recommended GPS enhancements
support economic infrastructure and national
security. Modernization efforts include adding
anew military signal and civil signals to future
GPS satellites.
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For the year ended September 30, 2000
{5 in Thousands)

MliEtary Oparation and
Fersonnel Maintenance Procurement

BUDGETARY RESOURCES

Budget Autharity § 20,256,624 § 23,217,330 § 19,131,872

Linabligated Balance - Beginnnp af Penod 432 280 TE2 EE 3525072

Med Trans lBrs Prioe-Yaar Balance, Achual [ 2% 000) 118, 316 G303

Spendng suthorty from Qffsatting Collections 272 BT 3 00a, TET 195517

Adjusirnants | 158,627) [TE.612) {81E,145]

Total Budgetary Resounoss $ Z0.7ED3M ¥ 32 030,678 ¥ 22547618
ETATUS OF BUDGETARY REEOURCES

Cioligations Incumsd § 20,509,789 ¥ 31,235,634 5 19,127 425

Linabligated Balances - Leallabls 19,704 166 52 3547

Umabligated Balanoes - Hol &sailabie 251,430 18,712 174 223

Total, Status of Budjetary Resouras $ 207603323 3 32 070,76 3 22647818
ML AY'S

Joligatiors Incumad ¥ 20509789 ¥ 21,235,634 § 19,127 425

Lass Spanding Authanty from Ofsetting Collschans and Adjustments {415 G} 3470 684) (a5 628]

Obligated Balanca, Met - Bagnning of Periad 1370426 G 253 164 16,680 217

Lass Chligated Blelance, MNet - End of Pariad {475 B50N [ I ] [ L 2 WA B

Total Outlays § 20780223 5 27 B13 672 £ 18, 757.923

The accompanying notes are an integral part of the financial statements.
See Notes 1 and 21.
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Research,
Development, Military
Teat & Construction Othar Ganaral Combined
Ewaluation Family Housing Funds Tatal
1 14,630,552 i 1,456,522 ¥ 5051 ¥ 83 T48021
1,743 3565 444 715 2157 TAE407
T314 "T17 0 237055
1,665 281 o ER 1Y 5,052 063
(116,652} (21.232) i1 846] {980 217]
3 17,680,525 i 2.001,122 1 15,891 § 85 ME 358
] 15,811 537 i 1,543,733 ¥ 12438 § 88,241306
2,065 581 431 i 1403 §, 232287
(1696 693] 25 354 0 B2 TES
¥ 17 680525 i 2.001,123 1 15,891 § 85 B 358
i 15,611 837 i 1,543,733 § 12 438 $  83,241306
(1, E25350) (20,454) 9. 891) {6,508 026)
5,288 265 1,31135 508 34,001,821
[ e (1712 4675 11,1032 (33410 761)
.1 13 B39 503 3 1,133 216 3 14801 ¥ A2 324438
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Ceeneral Property, Plant, and Equipment
Real Property Deferred Maintenance Amounts
As of September 30, 2000 ( Amounts in Thousands)

FProperty Type/Major Class

Real Property
Buildings

Narrative Statement

The Air Force Office of the Civil Engineer,
Operations and Maintenance Division (AF/ILEO),
estimates a $4.442 billion deferred maintenance lia-
bility for Fiscal Year (FY) 2000. It isa $329 mil-
lion increase from the FY 1999 liability. Thefig-
ure comes from the FY 2000 Facility Investment
Metric (FIM) and includes amounts for heritage
assets and stewardship lands. This amount was not
reported in Budget Exhibit OP-28 because the defi-
nition and accounting category for “sustainment” is
new for FY 2002.

£ 5,908,000

The Air Force Office of Civil Engineering Housing
Division (AF/ILEH) estimates a $1.466 billion
deferred maintenance liability. Thisisa $221 mil-
lion increase from the FY 1999 liability. Thisfig-
ure comes from the FY 1999 Real Property
Maintenance Model, a system that consists of 1998
housing condition assessments on a three-year
cycle performed by licensed civilian architects and
engineers. The figure includes amounts for her-
itage assets.

No procedures are currently in place to separate the
deferred maintenance amounts for buildings and
structures.
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National Defense Property, Plant, and Equipment
Deferred Malntenance Amounts
As of September 30, 2000 { Amounts in Thousands)

Major Tyvpes
1. Alrcraft § 55400
2. Missiles 1,500
3. Orther Weapons Systems | 43,800
Total

Narrative Statement

The figures presented above are estimated amounts
from the Fiscal Year 2002 Budget Estimate
Submission. The figures include amounts for
Active Air Force, Air National Guard and Air
Force Reserves. Other Weapons systems include:
engines ($30.5 million), software ($65.5 million),
other mgjor end items ($27.7), non-working capital
fund exchangeables ($19.8 million), and area base
support ($.3 million).

The Depot Purchased Equipment Maintenance
(DPEM) is a customer driven/decentralized

$ 200,700

process. The Air Logistic Centers established the
initial requirements, based on force structure, engi-
neering requirements, flying hours, historical data
and customer demands. The Major Commands
review the requirements through multiple review
boards, the Maintenance Requirements Review
Board, the Software Requirements Review Process,
the Engine Requirements Review/Managers
Conferences, and Comm-Electronics Support
Review. Based on this information, the Logistics
Support Review is conducted to validate and
schedul e requirements/funding for the budget.
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Funds
Schedule, Part A DoD Intragovernmental Balance
Assel Balances Which Reflect Entity Amount | Treasury with Accounts
[with Other Federal Agencies Index Treasury:. | Recsivable: | Investments:] Other
|[Executive Office of the President, Defense » 881
Security Assistance Agency
[Department of Agriculture 12 310
[Department of Commerce 13 1,073
|Department of the Intericr 14 1,444
[Department of Justice 15 7.820
|Department of the Mawy, General Funds (GF) 17 29 227
[Department of Labor 16 32
[United States Postal Service 18 15
[Department of State 19 782
IDEFI artment of the Treasury 20 40541 322 2,882 1.303
|Department of the Army, GF 21 23248 15,107
Social Security Administration s &
|Department of Veterans Affairs 36 42
[General Service Administration 47 1,796
[Mational Science Foundation 49 913
|Fedum| Emeargency Management Agency 58 Fi:}
IEmrirnnmun‘tal Pratection Agency 68 459
|DE|:| artrment of Transportation B4 Q626
Agency for International Development FiF 25
[Department of Health and Human Services 75 1,948
[Mational Aeronautics and Space Administration g0 16,276
|Department of Energy g4 3,513
[Department of Education 91 120
|L.| 5. Army Corps of Engineers (Civil Works) b a2
|Dep artment of the Army, WWCF S7-4930-001 a74 443
|l:lep artrment of the Mawy, WCF 27-4930-002 338
[Department of the Air Force, WCF 27-4230-003] 17,163 10,844
|Dthar Lefense Urganizations, GF 87 82,731 72,751
[Cther Defense Organizations, \WCF 97-493] 101,618 46 148
Tolal of Seller Activity Disaggregated by 284 542 185,293
|Customer
Teokals: 40.541,322 284 542 1,303 | 185,283
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Schedule, Part B DoD Intragovernmenal Entity

Debits/Borrowings

Liabilities Which Reflect Entity Amounts with Treasury |Accounts From Other
i Index: Payable | _ Agencies: | Other:
Department of Commerce 13 (13
|Department of Justice 15 ol
|Department of the Navy, General Funds (GF) 17 (26,895 (72,315)|
|Department of Labor 16 (316,693)|
IDepartmmt of the Treasury 20 I:‘I.D-ED.EEEJI
IDepan;rnmt of the Army, GF 21 i41,014) 15.524]'
IG'I'ﬂv:t: of Personnel Management 24 |:33,£rEE]I
|l:lepamnmt of Transportation 5] [229]'
[National Aeronautics and Space Administration a0 (4.495)|
|Department of Energy 2o (2.457)]
|L-| S. Army Corps of Engineers {Civil Works) o6 (115)
|ru'lllrtary Retirement Trust Fund o97-8087 {3,338) 108
|Department of the Army, WCF 97-4930-001 (787)
87-4830-002 | (27.294) 0l
a7-4830-003 | (611,927) (18,580)|
Other Defense Organizations, GF a7 (40, 352) (41 .{ISEJI
|other Defense Organizations, WCF o7-4930 | (246,129) (131,023
Total (997 902) 109 | (1,711,801)]
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Schedule, Part C DoD Intragovernmenal
Revenues and Related Costs with Other Treasury Earned
yherx: Revenue:
Executive Office of the President, Defense 11 (6,782
' igtance Agency
Department of Agriculture 12 {1,084
Departmant of Comimercs 13 i1D.?53Y1
Department of the Interior 14 {1,802
|Department of Justice 15 (21 468)]
|Depar|:mer|t of the Mawvy, General Funds {GF) 17 {110,877}
Department of Labar 18
United States Postal Service 18
Department of State 19
Sy 20
Department of the Army. GF 21
Office of Personnel Management 24
Social Security Administration 28
Muclear Regulatory Commission 31
Department of Veterans Affairs ]
General Sendce Administration 47
National Science Foundation 49
Federal Emergency Management Agency S8
Environmental Protection 5] ]
59
72
Department of Health and Human Services k-]
|Na1i gnal Aeronautics and Space Administration &0
Department of Energy 59
a1
of Engineers (Chvil Works) =1
O7-4530-001
97-4920-002 |
E 97-4930-003 |
Cher Defensae Organizations, GF a7
Dther Defense Organizations, WCF 97-4230
Tedal:
Schedule, Part E DoD Intragovernmental Treasury Non exchange Revenue
Iﬂmnnmm.u.ﬂ:m:m Index; | Transfers-n | Transfers-out
Other Defense Organizations, GF a7 {50, 955)
|Cther Defense Organizations, WCF a7-4830 (24 472)]
Total: (75.431)]
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AUDIT OPINION

INSPECTOR GENERAL
DEPARTMENT OF DEFENSE
400 ARMY NAVY DRIVE
ARLINGTON, VIRGINIA 22202-4704

7l
T v-;.'j

February 7, 2001

MEMORANDUM FOR UNDER SECRETARY OF DEFENSE (COMPTROLLER) DIRECTOR, DEFENSE
FINANCE AND ACCOUNTING SERVICE

SUBJECT:  Endorsement of the Disclaimer of Opinion on the FY 2000 Air Force General Fund Financial
Statements (Project No. D2001FD-0051.03)

The Chief Financial Officers Act of 1990, as amended by the Federa Financial Management Act of
1994, requires financial statement audits by the Inspectors General, We delegated to the Air Force Audit
Agency (AFAA) the audit of the FY 2000 Air Force General Fund financial statements. Summarized as fol-
lows are the AFAA disclaimer of opinion on the FY 2000 Air Force General Fund financial statements, report
on internal controls, report on compliance with laws and regulations, and the results of our review of the
AFAA audit. We endorse the disclaimer of opinion expressed by AFAA.

Disclaimer of Opinion. The AFAA disclaimer of opinion, dated February 7, 2001, on the FY 2000
Air Force General Fund financial statements states that AFAA was unable to express an opinion on the finan-
cia statements. We concur with the AFAA disclaimer of opinion that material uncertainties existed regarding
the reasonabl eness of amounts reported on Air Force General Fund financial statements. Those uncertainties
existed because of the following:

e The Defense Finance and Accounting Service (DFAS) has not fully implemented the U.S. Government
Standard General Ledger chart of accounts, and the systems used to account for Air Force funds did
not employ a transaction-driven ledger to capture financial management information.

e The Air Force did not comply with Federal accounting standards because it used latest acquisition
price to value operating materials and supplies, and it did not do the following:

- report gains and losses on disposal of general property, plant, and equipment;
- recognize holding gains and losses related to revaluations of operating materials and supplies; and
- fully use the consumption method of accounting for operating materials and supplies.

e The DFAS and Air Force could not accurately identify all intragovernmental transactions by customer.
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e Canceled-year appropriation balances are not reliable for accounts receivable and payable.

e The Air Force estimated that it still needed to determine the historical cost, accumulated depreciation,
and acquisition date for $662 million in General Fund equipment as of September 30, 2000.

e The extent of environmental cleanup liabilities was uncertain because of incomplete documentation for
cleanup cost estimates.

e The AFAA could not reconcile or validate real property construction-in-progress of $1.5 billion, which
was reported by Army Corps of Engineers and Naval Facilities Engineering Command. Further, asso-
ciated real property datarequired for performing audit tests were not received in time to conduct the
tests.

e The AFAA aso could not confirm the ending obligated and unobligated balances on the Statement of
Budgetary Resources for FY 1999; consequently, AFAA could not confirm the beginning balances on
the FY 2000 statement.

Internal Controls. The AFAA tested internal controls but did not express a separate opinion because
opining on internal controls was not one of its objectives. However, AFAA determined that internal controls
did not provide reasonable assurance of achieving the internal control objectives described in the Office of
Management and Budget Bulletin No. 01-02, October 16, 2000, “Audit Requirements for Federal Financial
Statements.” We concur in the following material weaknesses and reportable conditions that AFAA identified.

e DFAS Denver and DFAS field organizations processed accounting entries valued at over $1.6 billion
were not adequately prepared or supported. Similar problems were disclosed in a DoD Inspector
General review of FY 2000 DFAS Denver accounting entries.

e DoD Inspector General reviews performed during FY's 2000 and 2001 determined that system security
controls for electronic commerce were inadequate and did not assure that electronically transmitted
data were secure.

¢ Reporting of obligated balances was subject to material weaknesses because transaction records were
not available and internal controls did not ensure proper matching of disbursements with related obli-
gations.

e Inaddition to the AFAA audit work on internal controls, we reviewed accounting entries processed by
DFAS Denver valued at over $406 billion. Our review determined that more than $320 billion were
either improper or unsupported. Details on this review will be included in a separate report issued by
the DoD Inspector General.

The Air Force and DFAS recognized many of the financial reporting weaknesses and reported them in
their FY 2000 Annual Statements of Assurance. Details on the internal control weaknesses will be provided in
separate AFAA reports.
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Compliance With Laws and Regulations. We concur in the areas of noncompliance with laws and
regulations that AFAA identified, which will be discussed in more detail in separate AFAA reports. Under the
Federal Financial Management Improvement Act of 1996, the AFAA work showed that the financial manage-
ment systems did not substantially comply with Federal financial management system requirements, applicable
Federal accounting standards, and the U.S. Government Standard General Ledger at the transaction level.

Review of Air Force Audit Agency Work. To fulfill our responsibilities for determining the accuracy
and completeness of the independent work that AFAA conducted, we reviewed the audit approach and plan-
ning and monitored progress at key points for selected areas. We also performed other procedures to deter-
mine the fairness and accuracy of the approach and conclusions.

We reviewed the AFAA work on the FY 2000 Air Force General Fund financial statements from
November 21, 2000, through February 7, 2001, in accordance with generally accepted Government auditing
standards.

O ol ¥ Hivorua_

David K. Steensma
Deputy Assistant Inspector General for Auditing
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DEPARTMENT OF THE AIR FORCE
WASHINGTON DC 20330-1000

iy =

OFFICE OF THE SECRETARY

7 February 2001

To the Acting Secretary of the Air Force
Chief of Staff, USAF

We were engaged to audit the accompanying Air Force General Fund financial statements for the fiscal year
(FY) ended 30 September 2000. The annual financial statements consist of the Balance Sheet and the related
Statement of Net Cost, Statement of Changes in Net Position, Statement of Budgetary Resources, and
Statement of Financing. Preparing these financial statements is the responsibility of the Defense Finance and
Accounting Service (DFAS) and Air Force management. This report presents our opinion on the financial
statements, evaluation on the effectiveness of internal controls over financia reporting, and assessment of
compliance with laws and regulations.

OPINION ON THE FINANCIAL STATEMENTS

We are unable to express, and we do not express, an opinion on the Air Force Balance Sheet or the Statements
of Net Cost, Changes in Net Position, Budgetary Resources, and Financing. We were unable to obtain suffi-
cient, competent evidential matter, or apply other auditing procedures, to satisfy ourselves as to the fairness of
these statements under provisions of the Government Auditing Sandards and Office of Management and
Budget (OMB) Bulletin 01-02, Audit Requirements for Federal Financial Statements,

16 October 2000. Material uncertainties exist regarding the reasonableness of amounts reported on these state-
ments. Air Force management has disclosed many of these uncertainties in the financial statement notes as
compliance or data problems. For example:

e The DFAS has not fully implemented the U.S. Government Standard General Ledger Chart of
Accounts. Further, systems that account for Air Force funds do not reflect a true transaction-driven
general ledger or provide a consolidated source of financial management information for either man-
agement or financial statement purposes. (Financial Statement Note 1)

e The Air Force use of latest acquisition cost to value operating materials and supplies does not comply
with federal accounting standards.1 For example, Air Force managers do not report gains and losses on
disposal of general property, plant, and equipment, nor do they recognize holding gains and losses

1 The American Institute of Certified Public Accountants recognizes the Statements of Federal Financial Accounting
Standards issued by the Federal Accounting Standards Advisory Board as generally accepted accounting principles
for federal government agencies.
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related to operating materials and supplies inventory revaluation that occurs when latest acquisition
costs are used. Further, the Air Force does not use the consumption method of accounting for operat-
ing materials and supplies. (Financial Statement Note 1)

e TheDFAS and Air Force cannot accurately identify all intragovernmental transactions by customer.
(Financial Statement Note 1)

e Canceled-year appropriation balances are not reliable for accounts receivable and payable. (Financial
Statement Note 1)

¢ Air Force management officials estimated that, as of 30 September 2000, the Air Force still needed to
determine historical cost, accumulated depreciation, and acquisition dates for general fund equipment
valued at $662 million. (Financial Statement Note 10)

Our disclaimer is also based on our inability to reconcile or validate $1.5 billion of $2.3 billion in reported
construction-in-progress because Army Corps of Engineers and Naval Facilities Engineering Command sup-
porting documentation was not timely received and project costs were not identified to allow audit testing.
Further, the Department of Defense (DoD) did not publish the FY 2000 Financial Management Improvement
Plan in time for us to determine if known Air Force and DFAS financial system weaknesses were included and
that remediation plans were established. We found material uncertainties related to environmental cleanup lia-
bilities due to incomplete documentation for cleanup costs. Finally, we disclaim an opinion on the Statement
of Budgetary Resources because our FY 1999 audit work could not confirm the ending FY 1999 obligated and
unobligated balances on that statement. Consequently, we could not confirm the beginning balance for FY
2000. Efforts are ongoing to establish audited beginning period balances for FY 2001.

REQUIRED SUPPLEMENTARY INFORMATION

The Required Supplementary Information is not arequired part of the principal financial statements, but is
supplementary information required by OMB Bulletin 97-01, Form and Content of Agency Financial
Satements, 16 October 1996. We applied limited audit procedures to the deferred maintenance portion of this
information, but did not audit it and, therefore, express no opinion on the information.

The Required Supplementary Stewardship Information is also not a required part of the principa financial
statements and, therefore, is not required to be audited. However, we selectively tested additions and deletions
of national defense property, plant, and equipment, but express no opinion on the Required Supplementary
Stewardship Information.

UNITED STATES AIR FORCE FY 2000 FINANCIAL STATEMENT




AUDIT OPINION

MANAGEMENT INITIATIVES

In FY 1998, the Office of the Under Secretary of Defense (Comptroller/Chief Financia Officer) initiated
strategies designed to produce auditable financial statements. The DFAS and Air Force continued in FY 2000
to improve financial data accuracy and reporting to support those initiatives. To illustrate:

e The Air Force and DFAS undertook extensive measures to improve the accuracy and auditability of
budgetary data through periodic obligations reviews.

e The Air Force worked with DFAS to improve all accounting systems and “feeder” systems that provide
financial datato accounting systems, and established an Integrated Process Team (IPT) comprised of
functional subgroups responsible for corrective actions. Specificaly, the IPT is working to correct
deficiencies affecting the reporting accuracy of property, plant and equipment; deferred maintenance;
environmental liabilities; inventory; munitions; and operating materials and supplies. Each of these
accounts materially impacts financial statement balances.

e The DFAS nitiated actions to integrate and modernize DFAS accounting systems into a comprehensive
management system. The overall goal isto bring financial data under general ledger control, using the
U.S. Government Standard General Ledger Chart of Accounts.

e During FY 1999, the Air Force fielded the Automated Civil Engineer System real property module at
active Air Force bases and began reporting real property information to the general ledger for financial
statement preparation. The Air National Guard implementation was completed in FY 2000. To ensure
system data reliability, the DoD contracted to evaluate the accuracy of values reported in the
Automated Civil Engineer System, and the General Accounting Office (GAO) is currently validating
contract results. Further, the DoD contracted to validate the data and methodology used for popul ating
the Air Force Equipment Management System. This contract was ongoing as of 30 September 2000.

e The Air Force continued to develop the Air Force Total Ownership Cost management information sys-
temin FY 2000. This system analyzes a myriad of standard Air Force system data to provide detailed
cost information on weapon systems and infrastructure. The system is expected to become the single
source of cost information for mid- to long-range analyses, as well as to directly support the Air Force
Reduction in Total Ownership Cost program. Current efforts focus on capturing daily flying hour data
and related costs.

e The Air Force continued efforts to implement the consumption method of accounting for operating
materials and supplies and has determined that the moving average cost approach will be used in valu-
ing these assets. In addition, an Air Force study is underway to identify a consumption accounting sys-
tem, and follow-on implementation is expected to take approximately 2 years.

e The Air Force continued to identify assets not previously reported in the financial statements. For
example, during FY 2000, contractors for the C-17 and C-130J aircraft reported operating materials
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and supplies for the first time. Further, prior-period adjustments were made for $195 million in aircraft
spare parts acquired from working capital funds and $1.5 billion in assets for U-2 aircraft.

We believe these efforts are steps in the right direction and will help to resolve many of the problems with
existing systems. We will continue to work closely with management to address the material deficiencies pre-
cluding an unqualified audit opinion.

REPORT ON INTERNAL CONTROLS

Management is responsible for establishing and maintaining an internal control structure to provide reason-
able, but not absolute, assurance that transactions are properly recorded, processed, and summarized to permit
both financial statement preparation in accordance with federal accounting standards and safeguarding assets
against loss from unauthorized acquisition, use, or disposal. Because of inherent limitations in any system of
internal controls, errors or fraud may nevertheless occur and not be detected. Also, projecting internal control
evaluation results to future periods is subject to the risk that procedures may become inadequate. In addition,
our consideration of internal controls would not necessarily disclose al material weaknesses. A material
weakness is a condition where controls do not reduce to arelatively low level the risk that errors or irregulari-
ties, in amounts that would be material in relation to the financial statements, may occur and not be detected
on atimely basis by employees performing their assigned functions.

Although we accomplished internal control testing, our financial statement audit objectives did not include
providing a separate internal control opinion. Accordingly, we do not express such an opinion. However,
OMB Bulletin, Audit Requirements for Federal Financial Statements, requires that we describe reportable con-
ditions and material weaknesses identified during the audit. Accordingly, the following paragraphs summarize
material weaknesses and reportable conditions that existed in the design or operation of the internal control
structure over financial reporting in effect at 30 September 2000 for the Air Force consolidated financial state-
ments. These weaknesses, along with recommended remedial actions and time frames for corrective actions,
are more fully described in supporting audit reports issued to Air Force and DFAS management.

SUPPORTING DOCUMENTATION

Based on our review of accounting entries processed by DFAS Denver (DFAS-DE) and journal vouchers pre-
pared by DFAS field organizations (previously called operating locations), transactions valued at over $1.6 bil-
lion were not adequately prepared or were not properly supported. Primarily, the vouchers and supporting
documentation did not (1) explain why the transactions were processed or (2) support the transaction amount.
While the absence of adequate explanation and support creates an internal control issue, it does not necessarily
mean that the entries were invalid or erroneous. (Air Force Audit Agency (AFAA) Project 01053009, Revenue
and Other Financing Sources — Journal Vouchers and Adjustments) The DoD Inspector General reviewed
additional DFAS-DE accounting transactions and reported similar preparation and support problems in Draft
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Report of Audit D2001-0014, Compilation of Fiscal Year 2000 Financial Statements for the Department of the
Air Force and Other Defense Organizations.

a. Departmental Adjustments and Entries. In reviews of 861 DFAS field organization adjustments and 16
DFAS-DE entries requiring journal vouchers (valued at $2.2 billion), 39 adjustments and 10 vouchered entries
(valued at $1.3 billion) were not adequately prepared or supported.

b. Disbursement and Collection Journal Vouchers. In reviews of 296 DFAS field organization disburse-
ment journal vouchers (valued at $1.9 billion) and 124 DFAS field organization collection journal vouchers
(valued at $66 million), approximately 46 percent and 48 percent, respectively, were inadequate. Specifically,
136 disbursement vouchers (valued at $325 million) and 60 collection vouchers (valued at $22 million) were
not adequately prepared or supported.

ELECTRONIC COMMERCE INITIATIVES

As part of a Deputy Secretary of Defense department-wide initiative to expand use of new technologies,
improve business practices, and progress toward paperless contracting, the DFAS is participating in a series of
electronic commerce initiatives to support DoD agencies. These initiatives include Electronic Document
Access (shared documents across DoD using the Internet), Electronic Data I nterchange (computer-to-computer
exchange of business information in a standard format), and Electronic Document Management (imaging to
eliminate reliance on paper versions of documents such as invoices). Because these initiatives do not entail
use of hard-copy, original source documentation, the possibility of fraudulent or erroneous information enter-
ing accounting systems without being detected increases. During FY's 2000 and 2001, the DoD Inspector
General reviewed the electronic commerce initiatives and concluded system security controls were insufficient
and did not provide reasonable assurance that electronically transmitted data were secure. (DoDIG Report
D-2001-029, General Controls Over the Electronic Document Access System, 27 December 2000; DoDIG
Draft Report, D2000FG-0057.01, Controls for the Electronic Data Interchange at the Defense Finance and
Accounting Service Columbus, and DoDIG Draft Report D2000FG-0057.02, Controls Over Electronic
Document Management)

OBLIGATIONS

The process for reporting obligated balances was subject to material weaknesses because transaction records
were unavailable and internal controls did not ensure proper matching of disbursements with related obliga-
tions. (AFAA Project 00053007, Revenue and Other Financing Sources — Obligated Balances, Fiscal Year
2000)

a. Obligations Incurred and Recoveries of Prior-Year Obligations. The DFAS accounting systems did not
maintain individual transaction records of Air Force obligations incurred and recoveries of prior-year obliga-
tions. Rather, the systems calculated totals for these types of transactions based on net changes in obligated
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balances during the period. As aresult, specific transaction records were not available for audit. Moreover,
obligations incurred and recoveries of prior-year obligations included on the Statement of Budgetary
Resources ($88.2 hillion and $1.5 billion, respectively) could be materially misstated because DFA S account-
ing systems ignored individual increases and decreases that may have contributed to calculated net changesin
obligations.

b. Matching Disbursements to Obligations. The DFAS internal controls did not ensure proper matching of
disbursements with related obligations, resulting in $60.8 million of negative unliquidated obligationsin the
accounting systems. Through electronic commerce initiatives and prevalidation of disbursements, DFAS and
Air Force officias continued work in FY 2000 to resolve this longstanding internal control issue. These
efforts have reduced negative amounts more than 85 percent, from $434.2 million, since FY 1997.

PERFORMANCE MEASURES

Our limited review of internal controls related to performance measures, reported in the Management
Discussion and Analysis section of the principal statements, did not identify any control weaknesses. Because
we only obtained an understanding of the sources and controls related to performance measures, our work was
not intended to determine whether controls were in place and working as designed. However, we concluded
the information presented in the Management Discussion and Analysis section was materially consistent with
the financial statements and footnotes.

REPORT ON COMPLIANCE WITH LAWS AND REGULATIONS

Air Force management is responsible for complying with applicable laws and regulations. Issues that should
concern management include compliance with laws and regulations pertaining to the objectives of Air Force
General Fund programs and the activities, functions, and manner in which programs and services are deliv-
ered. Material instances of non-compliance are failures to follow requirements or violations of prohibitions
contained in laws or regulations that cause us to conclude the aggregation of the misstatements resulting from
those failures or violations is material to the financial statements, or the sensitivity of the matter would cause
others to perceive the misstatements as significant.

As part of obtaining reasonable assurance that financial statements are free of material misstatement, we tested
Air Force compliance with certain laws and regulations where noncompliance could have a direct and material
effect on financial statement amounts, to include requirements contained in the Federal Financial Management
Improvement Act (FFMIA) and Federal Managers Financial Integrity Act (FMFIA). We concluded Air Force
and DFAS systems and controls did not achieve full compliance with applicable laws and regulations that
could have a direct and material effect on the FY 2000 Air Force financial statements. We considered non-
compliance issues discussed below in forming our opinion on the financial statements. These weaknesses,
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along with recommended corrective actions and time frames for corrective actions, are described in cited sup-
porting audit reports. Our audit objectives did not include providing a separate opinion on overall compliance
with laws and regulations and, accordingly, we do not express such an opinion.

FEDERAL FINANCIAL MANAGEMENT IMPROVEMENT ACT

The FFMIA requires report disclosure on whether Air Force financial management systems substantially com-
ply with federal financial management system requirements, federal accounting standards, and the U.S.
Government Standard General Ledger at the transaction level. Our audit tests disclosed instances where Air
Force or DFAS systems did not substantially comply with the three FFMIA requirements.

a. Federal Financial Management System Requirements. In FY 2000, we reported that general and
application controls related to seven Air Force- and six DFAS-operated systems were deficient in at least one
control category. The more significant weaknesses identified and the number of deficient systems were:
access controls (9); completeness (7); documentation, audit trails, and transaction controls (6) each; separation
of duties (5); and accreditation and configuration management (4 each). We also identified and recommended
that the Air Force add two feeder systems, three budget systems, and a budget system under development to
the inventory of critical financial systems. (AFAA Report of Audit 99054038, General Fund Financial System
Reviews, 4 August 2000)

b. Federal Accounting Standards. Air Force management acknowledged in FY 2000 that its financial
management systems did not allow substantial compliance with federal accounting standards. Specifically,
financial statement footnotes disclosed the following areas of noncompliance. The Air Force did not (1) use
the correct basis to value material and equipment; (2) recognize gains and losses on disposal of general proper-
ty, plant, and equipment; (3) recognize holding gains and losses related to operating materials and supplies
revaluation; or (4) use the consumption method of accounting for operating materials and supplies. Further,
government furnished material and contractor acquired material in the possession of contractors was not
included in operating materials and supplies. In addition, intragovernmental transactions could not be accu-
rately identified by customer, trading partner data were not captured at the transaction level to facilitate trading
partner aggregations and reconciliation of transactions, and canceled-year appropriation balances for accounts
receivable and payable were not reliable. Additional, substantial departures from federal accounting standards
that existed during FY 2000 are described below:

(1) Consumption Accounting. Air Force logistics organizations did not implement the consump-
tion method of accounting to recognize all inventory and related property expenses, as required by Statement
of Federal Financia Accounting Standard (SFFAS) Number 3, Accounting for Inventory and Related Property,
27 October 1993. This departure occurred because information systems were designed for inventory control
and not for financial accounting. The Air Force reached agreement with OMB, GAO, and the DoD Inspector
General to move in future years toward consumption accounting for operating materials and supplies and
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determined that the moving average cost method will be used to value operating materials and supplies. As
previously stated under Management Actions above, a study is underway to identify a consumption accounting
system, and implementation is expected to take 2 years.

(2) Cost Accounting. The Air Force and DFAS were unable to prepare the Statement of Net Cost
in full conformance with SFFAS Number 4, Managerial Cost Accounting Concepts and Standards for the
Federal Government, 31 July 1995. The Air Force was unable to accumulate costs for major programs based
on performance measures identified under the requirements of the Government Performance and Results Act
of 1993 because the financial processes and systems in use were not designed to collect and report this type of
cost information. Deviations from the standard occurred in the areas of reporting program costs and reporting
by responsibility segments. The Air Force is reviewing available data and attempting to develop a cost report-
ing methodology. We advised the DoD Inspector General of this issue because it affects all DoD components.

(3) Statement of Budgetary Resources. The DFAS was unable to prepare the Statement of
Budgetary Resources in full conformance with SFFAS Number 7, Accounting for Revenue and Other
Financing Sources, 10 May 1996, As covered in the earlier section on internal controls, accounting system
deficiencies did not provide or capture data needed to calculate obligations incurred and recoveries of prior
year obligations in accordance with OMB Circular A-34, Instructions on Budget Execution, October 1999.
The DFAS is developing an electronic database that will produce a monthly Supplemental Data Base Transfer
Report that should provide obligations incurred and recoveries of prior-year obligation amounts. (AFAA
Project 01053007, Revenue and Other Financing Sources — Obligated Balances, Fiscal Year 2000)

c. U.S. Government Standard General Ledger at the Transaction Level. Asdisclosed in the financial
statement footnotes, DFA S managers had not implemented the U.S. Government Standard General Ledger.
Lacking a transaction-driven general ledger process, managers extracted data from multiple automated and
manual systems, many of which were outside the accounting and finance network, to derive account balances.
This process significantly increased the potential for account balance misstatements.

FEDERAL MANAGERS’ FINANCIAL INTEGRITY ACT

Air Force management acknowledged in the FY 2000 Statement of Assurance and in the Management
Discussion and Analysis section of the financial statements that Air Force systems do not fully comply with
federal financial management system requirements. The Annua Report on the Department of the Air Force
Critical Financial Management Systems for Fiscal Year 2000, included in the Statement of Assurance, identi-
fied 42 systems that provide significant information to accounting systems producing financial reports. Both
of these documents describe actions underway to bring systems into conformance with requirements. Because
the FY 2000 DoD Financial Management Improvement Plan was not yet published, we could not confirm that
al system deficiencies were reported, along with remediation plans. We did confirm, however, materia con-
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trol weaknesses disclosed in our audit reports were reported in Air Force, DFAS-DE, or the DFAS FY 2000
Statements of Assurance.

OBJECTIVE, SCOPE, AND METHODOLOGY

Management responsibilities are to:

e Prepare the annual financia statementsin conformity with applicable accounting principles.

e Establish and maintain internal controls and systems to provide reasonable assurance that the broad
control objectives of the FMFIA are met.

¢ Implement and maintain financial management systems that comply substantially with federal financial
management systems requirements, applicable federal accounting standards, and the U.S. Government
Standard General Ledger at the transaction level.

e Comply with other applicable laws and regulations.
AFAA responsibilities are to:

e Plan and perform an audit to obtain reasonable assurance about whether the principal financia state-
ments are reliable (free of material misstatement) and presented fairly in conformity with OMB
Bulletin 97-01, Form and Content of Agency Financia Statements, and applicable accounting princi-
ples.

¢ Obtain reasonable assurance about whether relevant management internal controls are in place and
operating effectively.

e Test management compliance with selected provisions of laws and regulations and perform limited pro-
cedures to test the consistency of other information presented with the financial statements.

To fulfill these responsibilities, we:

o Examined, on atest basis, evidence supporting the amounts and disclosures in the principa financia
statements.

e Assessed the accounting principles used and significant estimates made by management.
o Evaluated the overall presentation of the financial statements.
e Tested compliance with selected provisions of laws and regulations.

e Obtained an understanding of the design of internal controls, determined whether they had been placed
in operation, assessed control risk, and obtained sufficient evidence from our tests to support our
assessment of internal controls.
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e Performed the procedures described in the Codification of Statements on Auditing Standards, AU
Section 558, Required Supplementary Information, as they apply to the reporting of deferred mainte-
nance.

o Selectively tested evidence supporting additions, deletions, and disclosures in the Required
Supplementary Stewardship Information.

e Followed up on previously reported deficiencies.

In reviewing the Air Force consolidated financial statements, we evaluated internal controls to determine the
reliability of financial and performance reporting related to the principal statements, accompanying footnotes,
and the Overview of the Reporting Entity, including performance measures. In the area of financial reporting,
we determined whether Air Force and DFAS personnel properly recorded, processed, and summarized transac-
tions to permit financial statement preparation in accordance with federal accounting standards. We also

(1) evaluated the safeguarding of assets against loss from unauthorized acquisition, use, or disposition;

(2) obtained an understanding of the design of internal controls; (3) determined whether the controls were in
operation; (4) assessed control risk; and (5) tested the controls.

With respect to information in the Overview of the Reporting Entity, we determined whether the information
presented was materially consistent with the information presented in the principal statements and accompany-
ing footnotes. In the area of performance measures, we determined whether Air Force personnel properly
recorded, processed, and summarized transactions and other data that support performance measures included
in the overview accompanying the Air Force consolidated financial statements. We obtained an understanding
of the design of internal controls related to the existence and completeness assertions.

We accomplished the audit at the Office of the Assistant Secretary of the Air Force, Financial Management
and Comptroller; DFAS locations (DFAS centers and DFAS field organizations); HQ Air Force Materiel
Command; and Air Force active duty units. Specific locations are listed in the individual audit reports. We
completed audit fieldwork in December 2000 and provided a draft report to management in January 2001.
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SumMmMARY OF PRIOR AuDIT COVERAGE

The GAO, DoD Inspector General, and the AFAA have conducted multiple reviews related to financial man-
agement issues. Last year, we issued a disclaimer on the FY 1999 Air Force consolidated financial statements.
The GAO reports can be accessed over the Internet at http://www.gao.gov; DoD Inspector General reports, at
http://www.dodig.osd.mil; and AFAA reports, at http://www.afaa.hg.afmil.

We appreciate the cooperation and courtesies extended to our auditors.

JACKIE R. CRAWFORD
The Auditor Generd
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