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SECRETARY OF THE AIR FORCE
WASHINGTON DC

November 2006

Message from the
Secretary of the Air Force

I am proud to report that in Fiscal Year 2006 the Airmen of the United States Air Force responded with 
distinction to the many challenges our nation faced.  Whether in the Global War on Terrorism, in defending our
homeland, in humanitarian and peacekeeping operations, or in ensuring the readiness of the world's greatest air,
space, and cyberspace power, our nation's Airmen performed magnificently.  

Our financial management team remains a key enabler of these Air Force efforts.  As proud stewards of the
country's resources, they are confidently entrusted with our Air Force finances. Those resources allow us to
accomplish our mission - to deliver sovereign options for the defense of the United States of America and its
global interests - to fly and fight in air, space and cyberspace. 

Through Air Force Smart Operations for the Twenty-First Century, we have focused our efforts to more 
efficiently accomplish our mission, support our people, and modernize our force.  

Our expeditionary fighting forces, centered on the Air and Space Expeditionary Force, provide the foundation 
for our operations.  We continue to closely align the active duty Air Force, Air National Guard, and Air Force
Reserve with Total Force initiatives to enhance our overall capability, and as recent developments illustrate, we
are fully engaged as a Total Force in the Global War on Terrorism.  

We have also remained focused on caring for and developing our Airmen - our most valuable resource.  
They face tremendous challenges, and in FY2006 we continued seeking ways to maintain and improve their 
training as well as personal and professional development.

Modernizing our aircraft inventory, which is the oldest in Air Force history, will allow our Service to maintain 
its technological advantage and build a portfolio of military capabilities needed to deliver sovereign options to 
the nation. 

Our financial management team is also focused on transforming to deliver improved service, better information
reliability, integration and visibility in our financial management processes.  These financial statements illustrate 
the success of the Air Force over the past year, as well as specific financial management accomplishments. 
The publication of our financial statements complies with the requirement set out in the Chief Financial Officers
Act, and this financial information addresses both our General Fund and Working Capital Fund activities.  

The service of our financial managers remains nothing short of outstanding – "Financing the fight," while providing
stellar contributions to America's air, space and cyberspace capability.
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DEPARTMENT OF THE AIR FORCE
WASHINGTON DC

OFFICE OF THE ASSISTANT SECRETARY

November 2006

Message from the 
Assistant Secretary of the Air Force,

Financial Management and Comptroller

I share the confidence and pride expressed by the Air Force Secretary in our financial management 
professionals.  In Fiscal Year 2006, we continued our support to ongoing Global War on Terrorism operations
throughout the world, responded to natural disasters, and continued to improve our financial processes, 
systems and personnel.

The FY2006 Air Force Financial Statement reflects the wise investment America has made in its Air Force.  
It includes a Management Discussion and Analysis section that more precisely illuminates Air Force efforts and
contributions.  It fulfills the requirements of the Chief Financial Officers Act, documents the expenditures
devoted to our General Fund and Working Capital Fund, and reviews performance measures established as
part of the Government Performance and Results Act.

Financial management plays a key role in fulfilling the Air Force mission, improving that support and 
conforming to the law is at the center of the Air Force financial management transformation.  Our 
Financial Management Vision is to:

• Become a partner in strategic Air Force decisions.
• Recruit, prepare and retain a well-trained and highly educated provisional team for today and tomorrow.
• Make processes efficient and effective to produce accurate and relevant financial information.
• Reduce our cost structure by employing leading-edge technologies that continuously streamline 

financial management processes and increase capabilities.
• Provide our customers with world-class financial services.
Our financial management team members are accomplishing these goals while stressing accountability, 
visibility and the highest-quality management skills available anywhere.  This remains our top priority.

We continue to make progress toward achieving financial information integrity.  This year we begin validating
individual lines on our financial statement.  One of the critical steps in this effort will be to thoroughly evaluate
the information comprising our Fund Balance with Treasury and our Cash and Other Monetary Assets entries
as major steps toward a complete and accurate presentation of our financial information.

We will never forget that we are financing the world's finest air and space power and that we have the obligation
to be good stewards of the resources entrusted to us.  Air Force financial management professionals have met
that obligation, and will continue to do so, as we proudly preserve–your strategic partners ...“financing the fight!”

iii
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Air Force in Action
The Air Force vision of “Lasting 
Heritage…Limitless Horizon” encapsu-
lates how America’s Airmen have 
created the world’s—and history’s—
greatest air, space, and cyberspace
power.  In FY2006, this power was
used around the globe to face, and 
prepare for, mission requirements
across the full spectrum of conflict.

Our first priority is to maintain our
national focus on winning the Global
War on Terrorism (GWOT).  In
FY2006, the Air Force continues to be
a part of a joint and coalition team with
the Army, Navy, Marine Corps, Coast
Guard, and our allies. Whether flying
fighters, conducting space operations,
operating unmanned aerial vehicles or
maintaining vigilance over the Home-
land, all of America’s Airmen, no matter
their specialty, contribute to this mis-
sion.  They have performed tremen-
dously, and in many cases heroically, in
defending both our freedom and the
freedom of others.  

In defending our country, our Airmen
continue countless hours of surveil-
lance and remain on constant alert,
ensuring that our airspace is protected
while our people stand ready for what-
ever missions may come their way,
including humanitarian relief and rescue
operations. 

To provide the foundation for these
vital capabilities, the Secretary of the
Air Force and the Chief of Staff of the
Air Force have highlighted two addi-
tional USAF priorities.  The first of
these is Developing and Caring for Air-
men.  As the Air Force Posture State-
ment 2006 explains, “we must manage
our force to ensure the Air Force is
properly sized, shaped, and organized,

to meet the global challenges of today
and tomorrow.”  We are also undertak-
ing innovative recruiting and retention
efforts, military housing, and new man-
agement systems for personnel actions
and civilian employment.

Another element of this foundation is
Maintenance, Modernization, and Recapi-
talization of Air Force systems – essen-
tially transforming the way we do busi-
ness.  In some cases, the Air Force is
planning to use older aircraft with system
upgrades to extend service life.  Bearing
in mind the Air Force is dealing with
service life extensions, we are also mov-
ing to bring newer systems to the field,
including the F-22A Raptor, unmanned
aerial vehicles and intelligence, surveil-
lance and reconnaissance aircraft. 

In this report, you will also read how
our financial management community
supports Air Force missions and initia-
tives worldwide.  All three goals – win-
ning the GWOT, taking care of our
people, and recapitalizing our force –
are critical to maintaining Air Force
capabilities in the service of the nation.  

Looking into the future at how we will
accomplish these three goals, we are
taking a number of bold steps.  In order
to respond swiftly, flexibly and decisive-
ly to asymmetric, irregular, and emerg-
ing threats, we have embarked on a
bold new initiative known as Air Force
Smart Operations for the 21st Century
(AFSO21).   This will allow our Airmen
to respond to everything from major
conflicts to humanitarian relief.  Our
Airmen are doing this with remarkable
success, despite dealing with the oldest
inventory of aircraft in the storied his-
tory of both the Army Air Corps and
the Air Force.

2006 Annual Financial Statement

Management Discussion and Analysis
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Underpinning all of this are our
financial management profession-
als, both military and civilian.
Their attention to detail, expertise,
and professionalism ensures excel-
lent Air Force stewardship of the
nation’s resources.  They are
indeed “Financing the Fight.” 

Air Force Organizations
The command line of the Air
Force flows from the President to
the Secretary of Defense and then
to the Department of the Air
Force.  The Air Force is headed by
the Secretary of the Air Force
(SECAF), with the Chief of Staff
reporting to the Secretary.  Imme-
diately subordinate to the depart-
mental headquarters are the Major
Air Commands, Field Operating
Agencies (FOAs), Direct Reporting
Units (DRUs), and the Auxiliary.   

Major Command (MAJCOM)
Major Air Commands are divided
primarily between two types:
operational and support.  Within

the operational commands, the
divisions are generally defined
according to purpose or location
(e.g., combat, movement of peo-
ple and supplies, Pacific and Euro-
pean theaters).  The support com-
mands generally are organized
according to function (e.g., logistic,
support, or training) and are
directly subordinate to Air Force
Headquarters. The MAJCOMs are:

AIR COMBAT COMMAND (ACC)

Mission - Operate USAF bombers
(active and Air National Guard and
Air Force Reserve Command);
USAF’s CONUS-based fighter and
attack, reconnaissance, battle man-
agement, and command and con-
trol aircraft and intelligence and
surveillance systems.  Provide
combat airpower to America’s
warfighting commands (Central
European, Northern, Pacific, and
Southern). 

Provide nuclear, conventional, 
and information operations forces
to United States Strategic Com-

mand (STRATCOM).  Provide air
defense forces to North American
Aerospace Defense Command
(NORAD).  

AIR EDUCATION AND TRAINING
COMMAND (AETC)

Mission - Recruit, train, and edu-
cate professional, expeditionary-
minded airmen to sustain the com-
bat capability of America’s Air
Force.  Conduct joint, readiness,
and Air Force security assistance
training.

AIR FORCE MATERIEL COMMAND
(AFMC)

Mission - Deliver war-winning
expeditionary capabilities to the
warfighter through development
and transition of technology, pro-
fessional acquisition management,
and world-class sustainment of all
Air Force weapons systems.

AIR FORCE SPACE COMMAND
(AFSPC)

Mission - Operate and test USAF
ICBM forces for STRATCOM; mis-
sile warning radars, sensors, and
satellites; national space-launch
facilities and operational boosters;
worldwide space surveillance
radars and optical systems; world-
wide space environment systems;
and position, navigation, and timing
systems.

AIR FORCE SPECIAL OPERATIONS
COMMAND (AFSOC)

Mission - Serve as America’s 
specialized airpower, providing 
combat search and rescue, and
delivering special power anytime,
anywhere.  Also tasked with:
shaping the battlefield; information
operations; precision engagement;
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mobility; agile combat support;
aerospace interface; and recovery
operations. 

AIR MOBILITY COMMAND (AMC)

Mission - Provide rapid global
mobility and sustainment through
tactical and strategic airlift and aer-
ial refueling for U.S. armed forces.
Provide special duty and opera-
tional support aircraft and global
humanitarian support.

PACIFIC AIR FORCES (PACAF) 

Mission - Provide ready air and
space power to promote U.S.
interests in the Asia-Pacific region
during peacetime, crisis, and war.  

US AIR FORCES IN EUROPE 
(USAFE)

Mission - Provide the joint force
commander rapidly deployable
expeditionary aerospace forces.
Plan, conduct, coordinate, and sup-
port air and space operations to
achieve U.S. national and North
Atlantic Treaty Organization
(NATO) objectives based on U.S.
European Command (EUCOM)
taskings.  Support U.S. military
plans and operations in Europe, the
Mediterranean, the Middle East,
and Africa.

AIR RESERVE COMMAND (AFRC)

Mission - Support the active duty
force.  Serve in such missions as
fighter, bomber, airlift, aerial port
operations, aeromedical evacuation,
aerial fire fighting, weather recon-
naissance, space operations, air-
borne air control, flying training,
flight testing, and aerial spraying.
Provide support and disaster relief
in the U.S., and support national
counterdrug efforts.

AIR NATIONAL GUARD (ANG)

Mission - Provide combat capability
to the warfighter and security for
the homeland.  Protect life and
property and preserve peace,
order, and public safety.

FIELD OPERATING AGENCY (FOA)

A FOA is a subdivision of the Air
Force, directly subordinate to a
Headquarters Air Force functional
manager.  An FOA performs field
activities beyond the scope of any
of the major commands.  The
activities are specialized or associ-
ated with an Air Force-wide mis-
sion and do not include functions
performed in management head-
quarters, unless specifically direct-
ed by a Department of Defense
(DoD) authority.  Examples of the
total thirty-two FOAs are the Air

Force Audit Agency, Air Force
Communications Agency, Air
Force Cost Analysis Agency, Air
Force Services Agency, and Air
Force Weather Agency.  

DIRECT REPORTING UNIT (DRU)

A DRU is a subdivision of the Air
Force, directly subordinate to
Headquarters Air Force.  A DRU
performs a mission that does not fit 
into any of the MAJCOMs.  A DRU
has many of the same administra-
tive and organizational responsibili-
ties as a MAJCOM.  The five DRUs
are the Air Force Academy, Air
Force Studies and Analysis Agency,
Air Force Doctrine Center, Air
Force District of Washington, and
Air Force Operational Test and
Evaluation Center.

AUXILIARY

An Air Force auxiliary is an 
organization created by statute
that the Secretary of the Air
Force may use to fulfill the 
Air Force’s noncombat programs
and missions.  The Civil Air 
Patrol (CAP) is the only U.S. Air
Force auxiliary to date.

This Management Discussion and
Analysis includes both the Air
Force General Fund and Working

2006 Annual Financial Statement
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Capital Fund, descriptions of func-
tional areas these funds support,
and how they are used to further
Air Force capabilities for the
nation. The Air Force Financial
Statement also satisfies provisions
of the Chief Financial Officers
(CFO) Act.

General Fund

Quality People/Force
Shaping

The beginning of FY2006 saw the
Air Force reach its goal of reducing
manning below 360,000 in order
to fall below authorized end-
strength.  Although the Air Force
was below overall end-strength,
the forces mix between officer and
enlisted was unbalanced.   Over-
age in officers resulted in the Air
Force paying more in personnel
costs than planned, which
stretched an already thin budget.  

To address these imbalances, the
FY2006 Force Shaping Program
involved a variety of programs to
ensure the Air Force could make
the required reductions while
maintaining the right skills and
experience mix to accomplish

today’s mission, as well 
as future missions. 

The Air Force accessed approxi-
mately 31,000 enlisted personnel
and 4,200 officers for FY2006.
This was an increase of about
12,000 enlisted accessions and a
decrease of more than 600 officer
accessions over the previous year,
as the Air Force worked to bal-
ance the force. It is critical to mis-
sion accomplishment to have the
right person, in the right position,
at the right time, which is achieved
through balancing the force.

To reduce officer overages, the
SECAF authorized the establish-
ment of annual Force Shaping
Boards (FSBs).  The purpose of the
FY2006 FSB was to reduce officer
overages by identifying eligible offi-
cers for separation while, at the
same time, balancing career fields
and officer commissioned year-
groups.  Prior to establishment of
the FSBs, eligible officers were
offered voluntary options to transi-
tion to other forms of service, in
and out of the Air Force.  For
example, officers could move from
active duty to vacancies in the

Reserve and Air National Guard
under the PALACE CHASE pro-
gram, and to the Army under the 
“Blue to Green” program.  The Air
Force also waived most active duty
service commitments to allow per-
sonnel to separate early.  

In addition to the FSB, the Air
Force also provided incentives to
those eligible to retire, such as
reducing from three years to two
years the time in grade required
for colonels and lieutenant
colonels to retire. A liberal separa-
tion policy was also instituted to
encourage officers serving in over-
age skills to leave, by waiving
active duty service commitments
incurred for education, recent
assignments, and other administra-
tive actions.  Officers (colonel and
below) were also allowed to
request retirement more than 
12 months from their originally
requested date.  The FY2006
National Defense Authorization
Act (NDAA) provided legislation
allowing officers to retire with only
8 years of commissioned service
instead of 10 years, provided they
attained at least 20 years of active
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service.  These programs allowed
Airmen inclined to leave or retire
to do so quickly and easily. 

The Air Force also force shaped
the enlisted force through the
FY2006 Noncommissioned Officer
Retraining Program (NCORP),
which retrained 964 personnel
from 30 overage Air Force Special-
ity Codes (AFSCs) into those with
a shortage. The results equated to
an overall achievement rate of 95
percent of the Air Staff’s target
goal – the best since the program’s
inception and an amazing improve-
ment over the previous year’s 69
percent achievement. The Career
Job Reservation (CJR) program
helped rebalance the junior enlisted
force as they entered their second
enlistment. All Airmen were
required to obtain a CJR in one of
the 146 AFSCs in order to re-enlist.
In 17 AFSCs that had significant
overages, CJRs were limited to the
number needed to sustain the
career fields at their optimal man-
ning. Airmen from these AFSCs
who did not obtain CJRs had the
choice of applying to retrain into
one of the shortage AFSCs or leav-
ing the Air Force. Using this tool
helped improve by 17 percent the
imbalances in the 17 AFSCs where
CJRs constrained the number of
people entering a second enlist-
ment.

The Air Force continues to judi-
ciously control spending for Selec-
tive Reenlistment Bonuses (SRBs).
SRBs are an additional financial
incentive used to encourage enlist-
ed Airmen in select AFSCs with
between 17 months and 14 years

of service to remain on active duty.
The FY2006 NDAA set the maxi-
mum payment an Airman can
receive for an enlistment through
the SRB program to $90,000;
however, the Air Force’s retention
rate has not demanded imple-
menting this option.  The maxi-
mum payment in the Air Force
remains $60,000.  SRBs are set by
AFSC on a sliding scale.  The aver-
age SRB payment to Airmen in
FY2004 was $10,700.  In FY2004,
the Air Force removed 82 AFSCs
from the list of those eligible for
SRBs, leaving 62 AFSCs.  In March
2005, that list was reduced further,
leaving only 32 AFSCs with this
financial incentive.  This reduction
saved the Air Force $102.7 million.
In May 2006, the Air Force further
revised the SRB List to include 37
AFSCs.  Coupled with the sav-
ings/efficiencies gained from previ-
ous year’s SRB reductions and the
newly developed SRB modeling
capabilities, the Air Force can
more effectively target the SRBs to
human capital capability shortages
in our warfighting specialties.  

Together these programs and poli-
cies helped shape the Air Force by
improving imbalances between
many enlisted AFSCs and retaining
the right Airmen with the right
skills. The Air Force will continue
to devise programs to ensure the
human capital is available to pro-
vide the needed mission capability. 

Transforming 
Nonappropriated Fund
(NAF) Business Operations
Air Force Services is transforming
NAF business processes through
Nonappropriated Funds Transfor-
mation (NAF-T), a four-phased,
multi-year initiative to improve
financial management capabilities
and leverage technology to elimi-
nate non-value added business
processes.

Air Force Services is transforming
NAF accounting and payroll
processes through the continued
building of a NAF Shared Services
Center (SSC) in San Antonio,
Texas. This follows the trend in the
commercial sector where decen-
tralized activities are moved to
one location to achieve economies 

2006 Annual Financial Statement
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of scale and increases in pro-
ductivity.  This initiative will have a
positive impact on the manage-
ment, control, and reporting of all
Air Force NAF activities by
streamlining the information flow
and reducing operating costs 
in the worldwide $1.2 billion 
NAF operation.

Personnel Service Delivery

In remarks made on 10 September
2001, the Secretary of Defense
declared war on the Pentagon’s
bureaucratic processes and chal-
lenged us all to “wage an all-out
campaign to shift Pentagon
resources from bureaucracy to the
battlefield, from tail to the tooth.”
The Secretary went on to say:  “To
compete, we need to bring the
Department of Defense the human
resources practices that have already
transformed the private sector.”
With that challenge, several initia-
tives were launched to “transform

the way the Department works 
and what it works on.”

To execute these new initiatives,
the Deputy Chief of Staff for Man-
power and Personnel established
the Personnel Service Delivery
(PSD) Transformation program in
order to better serve the force.
This program is a multi-year effort
designed to dramatically transform
the processes, organizations, and
technology by which the Air Force
delivers personnel services to the
Total Force-Active Duty, Guard,
Reserve, and civilians.  The focus
of the transformation is on the
development and implementation
of a new Service Delivery Model
(SDM).  This new model will
improve the efficiency and quality
of transaction and inquiry services
through the re-engineering, cen-
tralization, and automation of
processes.  The SDM will also
allow Personnel professionals to
focus on providing an enhanced

level of strategic advisory services
to commanders and leaders within
their respective organizations.

The PSD Transformation vision is
to transform Air Force Personnel
to focus on the strategic delivery
of the right people, to the right
place, at the right time.  The end-
state goal for the program is to
transition the primary interface
with customers, such that 85 per-
cent of personnel transactions/
inquiries are conducted through
self-service (Web and interactive
voice response), 10 percent
through the contact center
(phone, chat, email, etc.), and only
5 percent through face-to-face
means.  The PSD concept enabled
the release of 1,500 authorizations,
creating a $382.4 million savings
between FY2006 and FY2010 that
is being re-capitalized into the per-
sonnel transformation effort.

Operational Performance

The Air Force must retain, main-
tain, and operate around the
world 24 hours a day, 7 days a
week.  This is how we accomplish
air supremacy, protecting Ameri-
can ground commanders and
troops from significant air threats.
Americans fighting on the ground
have not been significantly
attacked by fixed-wing or rotary-
wing aircraft in more than 50
years, but this is not something
we can take for granted.  A key
part of this training and prepara-
tion is the President’s Budget (PB)
Air Force Flying Hour Program.

The Air Force Flying Hour Pro-
gram was developed to provide
training opportunities to prepare
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units to support their warfighting
mission.  Execution of the FY2005
PB Flying Hour Program was 100.5
percent.  As of 31 August 2006,
execution was 97.1 percent, and is
projected to exceed the PB for the
full year.  Flying Hour Program
execution addresses the execution
of the Active Air Force Congres-
sionally funded O&M hours.  Incre-
mentally funded contingency sup-
port hours, Transportation Work-
ing Capital Fund hours, foreign
nation reimbursable training hours,
Special Operations hours, and
RDT&E hours are not included.

The execution of the Flying Hour
Program can be impacted by con-
tingency operations support, main-
tenance issues, aircraft flight oper-
ations suspensions, aircraft delivery
delays, weapons system retire-
ments, and approved program
changes.  Though the execution of
the Flying Hour Program does not
define unit readiness, it can be a
forward indicator of possible
readiness issues. The MAJCOMs
determine the reasons for execu-

tion deviation and required 
courses of action.  These evalua-
tions provide insight to possible
future-year requirements.

Weapon System
Performance Metrics

The Air Force uses a variety of
metrics to gauge the performance
of its weapon systems and 
organizations.  They are the
barometers for measuring 
the effectiveness of our organiza-
tional structures, our training,
manpower and equipment 
levels, quality of spare parts, 
maintenance actions, and a variety
of other indicators of our ability to
provide mission-ready weapons
systems to the warfighter.  Chief
among these performance metrics
are Mission Capable rates, Non-
Mission Capable rates, Cannibal-
ization rates, and engine and 
supply measures.

Mission Capable Rates

Mission Capable (MC) rates are
perhaps the best-known yardstick

for measuring the readiness of Air
Force aircraft.  MC rates reflect the
percentage of aircraft, by fleet,
capable of performing at least one
of their assigned missions.  The
FY2006 aggregate MC rate as of
31 July 2006 is 78.7 percent, an
increase from the FY2005 rate of
78.3 percent, and is based on a
combined MC rate of A/OA-10,
B-1, B-2, B-52, C-130, C-141, C-5,
C-17, E-3, E-8, F-15, F-15E, F-16,
F-117, HC-130, KC-10, KC-135,
HH-60, RC-135, RQ-1, T-1, T-6,
T-37, T-38, and U-2 aircraft.  
MC rates categorized into Fighter,
Bomber, Tanker/Airlift, and Other
are drawn from the aggregate 
fleet above.

Non-Mission Capable Rates

Total Non-Mission Capable for
Maintenance (TNMCM) rate 
is a measure of a maintenance
organization’s ability to fix 
aircraft quickly and accurately;
Total Non-Mission Capable for
Supply (TNMCS) measures spare
parts availability.
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The FY2006 aggregate fleet 
TNMCM rate, as of 31 July 2006,
decreased from 18.1 percent to
17.9 percent.  The FY2006 
TNMCS rate as of 31 July 2006
decreased from 8.2 percent to 
7.9 percent, representing the 
seventh consecutive year of
improving supply rates, and the
lowest TNMCS rate since FY1994.

Other Key Metrics

Air Force weapon system per-
formance measures for FY2006
provide a snapshot of the tremen-
dous efforts of the logistics com-
munity to provide and support
combat-capable forces that are
organized, trained and equipped to
provide efficient and effective
combat and combat support
efforts across the full spectrum of
military operations.

Cannibalization (CANN) rates
reflect the number of cannibaliza-
tion actions that occur per 100 sor-
ties for a particular weapon system.
The FY2006 aggregate rate of 3.6

CANNs per 100 sorties, as of
31 July 2006, is a decrease from 
the FY2005 rate of 4.2 and 
represents the lowest CANN 
rate since FY1994.

The Engine Non-Mission Capable-
Supply (ENMCS) rate for all Air
Force engines improved as the
rate dropped to 3.6 percent, the
lowest rate in the past eight years.
Engine-time-on-wing (ETOW)
rates have improved by slightly
over one percent each year for
Fighter, Bomber, and Tanker/
Airlift fleets over the past two
years.  Investments in engine
modifications, spare parts, and
reliability-centered maintenance
have continued to pay quality 
dividends for our engine fleet
throughout FY2006.

Aircraft MC rates are but one
indicator of enhanced weapon 
system readiness.  Programmed
depot maintenance and fleet mod-
ernization activities are critical to
maintaining mission-ready aircraft.

The Air Force strives to make
continual improvements in busi-
ness practices designed to
increase the efficiency and effec-
tiveness of our depot mainte-
nance programs.  As of
31 July 2006, the total number of
aircraft in depot for FY2006 was
525, continuing the downward
trend in depot-possessed aircraft.

Financial Management
Transformation

Air Force Financial Management
(FM) envisions an Air Force operat-
ing at peak effectiveness and efficien-
cy with every dollar striking the cor-
rect balance among supporting the
mission, maintaining the infrastruc-
ture, and taking care of our people.
We achieve that vision by providing
Air Force leaders with accurate, rel-
evant, and timely information to
make the right strategic choices
while making existing operations
more effective and efficient.  In addi-
tion, we see Airmen resolving pay
issues without a trip to the Finance
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Office, but retaining access to
face-to-face support when needed.  

In recent years, we created a
roadmap that translates our vision
into concrete, actionable, and
measurable steps.  It integrates
ongoing transformation initiatives
into strategy and communicates
priorities, focuses efforts, and
serves as a filter to help determine
where to invest time, people, 
and resources.  

The strategic goals outlined in the
plan are:

1. Become a partner in strategic
Air Force decisions.

2. Recruit, prepare, and retain a
well-trained and highly educated
professional team for today and
tomorrow.

3. Make processes efficient and
effective to produce accurate
and relevant financial informa-
tion complemented by sophisti-
cated decision support.

4. Reduce our cost structure by
employing leading-edge technolo-
gies that continuously streamline
financial management processes
and increase capabilities.

5. Provide our customers with
world-class financial services.  

To better achieve these goals, 
FM is transforming its services, 
systems, and people.

Services Transformation: 

We will transition from primarily
processing and responding to rou-
tine transactions and place more
emphasis on analytical decision
support activities while streamlin-
ing financial procedures. 

Systems Transformation: 

We will modernize systems to 
provide more robust capabilities
that will reduce man-hours and
costs of completing transactions. 

People: 

We will continue to develop our
force through innovative training,
self-study, and developmental
assignments.  

Transformation is our catalyst to
achieving the FM vision.  In 2006,
through our FM operational frame-
work, we enacted Six Lanes of
Transformation:

• Financial Services Transforma-
tion will consolidate back-office
travel and pay processing into a
centralized Central Processing
Center (CPC). The goal is to
transition into a 3-tier customer
service concept to include a
24x7 Call Center, online 

services, and face-to-face sup-
port, allowing customers to get
financial help anytime, anywhere
in the world.  This Air Force
Finance Services Center
(AFFSC) will be operational in
October 2008.

• Financial Advisor Transformation
will provide enhanced analytical
decision support and financial
advice to commanders.  This
includes realigning resources to
provide enhanced budget, cost,
and accounting services to the
unit.  This improved trusted
advisor role, referred to as the
Financial Advisor, will debut in
June 2007. 

• Analytical Capability Transforma-
tion’s vision of the Center of
Expertise (CoE) is to provide
expert, on-demand, specialized
financial analysis support for
decisions to Air Force installa-

2006 Annual Financial Statement



10

United States Air Force

tions and Major Commands.
The types of analytic efforts that
the CoE will provide include
advice/analysis for resource allo-
cation, economic analyses, busi-
ness case analyses, as well as
specialized analytical efforts (i.e.,
mission changes, support agree-
ments, privatization, A-76, etc.).

• Combat Comptroller Transfor-
mation will determine how the
21st Century FM community
prepares and deploys to support
the warfighter.  Deliverables
include launch of a Community
of Practice used to share deploy-
ment information to ensure we
maintain a robust capability to
meet our wartime requirements,
as well as test and implement
the E-44, a handheld tool used
to automate processes in
deployed environments.  

• Education, Training, and Devel-
opment Transformation created
Web-based training guides to
support the realignment of the
budget and accounting liaison
functions; developed an induc-
tion course for the CoE; and

supported the other  transfor-
mation lanes by providing the
necessary training and ensuring
FM professionals have the 
necessary skills to perform 
their duties in the transformed
environment.  

• Budget Operation Transforma-
tion will create a world-class
enterprise in the Headquarters
Air Force Budget operation by
strategically allocating
resources, re-engineering
processes, and building contin-
uous cultural improvements.  

Transformation accomplishments
in FY2006 included:

• The site selection for the
AFFSC was approved and offi-
cially announced as Ellsworth
AFB in South Dakota.  The 
center will be home to shared
services of more than 600 pay
and travel professionals, and
will service the Air Force
warfighters’ financial needs.  
It will open in October 2007.

• The accounting and budget func-
tions were realigned at all active

and reserve bases to provide
one-stop shopping for all
accounting, budgeting, and 
decision support for their 
customers and commanders.  

• 18 April 2006 marked the grand
opening of the FM Center of
Expertise.  At full capacity, the
CoE will deliver support to
installation and MAJCOM
comptroller staff, and clear and
unbiased analysis to installation
and MAJCOM financial manage-
ment customers, as well as
expert training to improve 
analytical skills for making
resource allocation decisions.
The CoE will be fully opera-
tional in FY2007.

• The Combat Comptroller team
has provided electronic tools
and a website for one-stop
shopping for all deployment
needs.  The Combat Comptrol-
ler Community of Practice was
launched in late April 2006 and
has already received more than
1,300 hits.  The E-44 handheld
device will be deployed in the
fall of 2006 in an effort to make
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financial transactions while
deployed easier and more 
efficient.

• The Education, Training, and
Development team held the
First Decision Support Course
in April 2006. Additionally,
modern Web-based courses 
are being built to support the
opening of the AFFSC.

Air Force Working
Capital Fund Overview
Air Force Materiel Command
(AFMC) supports Air Force
warfighters and operations via
major business areas that operate
as revolving funds, i.e., providers
charge users for the goods and
services provided.  AFMC
accounts for more than 93 percent
of Air Force Working Capital Fund
(WCF) revenue and expense activ-
ity (excluding the Transportation
WCF, which is managed by the
United States Transportation Com-
mand).  The AFMC-managed WCF
consists of two functions:  Supply
Management and Depot Mainte-
nance.  These functions, referred
to as activity groups, supply singu-
lar goods and services to the Air
Force and Department of Defense
(DoD) customers as well as cus-
tomers outside the DoD (e.g.,
local and foreign governments).
Supply Management provides man-
agers expedited repair, replenish-
ment, and inventory control for
spare parts and associated logistics
support services to fulfill Air Force
needs during war and peacetime.
Depot Maintenance provides 
economical and responsive repair,

overhaul and modification of 
aircraft, missiles, engines, 
other major end items, and 
associated components.  The
Information Services business 
area was decapitalized beginning 
1 October 2005 (FY2006) and
became an appropriated activity
that no longer operates under 
the WCF.

WCFs allow the Air Force to
accomplish the following:

• Ensure readiness through
reduced support costs, 
stabilized rates, and 
customer service.

• Provide flexibility to adjust 
customer support needs in
response to real-world 
situations. 

• Focus management attention
on net results, including costs
and performance.

• Identify the total cost of 
providing support products 
and services.

• Establish strong customer/
provider relationships.

Supply Management
Activity Group 

The Supply Management Activity
Group (SMAG) provides policy,
guidance and resources to meet
Air Force needs for spare parts.
SMAG manages approximately two
million items including weapon sys-
tems spare parts, medical/dental
supplies, and equipment and items
used for non-weapon systems
applications.  Materiel procured
from vendors held in inventory is
for sale to authorized customers.

SMAG consists of four divisions:
Material Support Division (MSD),
General Support Division (GSD),
Medical/Dental Division, and Unit-
ed States Air Force Academy
Cadet Issue Division.  AFMC 
manages MSD and GSD.  Head-
quarters United States Air Force
manages the Medical/Dental 
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Division and Air Force Academy
Cadet Issue Division. 

MSD is responsible for Air Force-
managed, depot-level reparable
spare parts and some consumable
spares.  The principal products of
MSD are serviceable spare parts
and assemblies unique to Air Force
weapon systems.

The retail operations of the WCF
are comprised of the General Sup-
port, Medical/ Dental, and United
States Air Force Academy Divi-
sions.  Although each division
operates independently, all pur-
chase large quantities of commodi-
ties in order to sell small quantities
directly to the ultimate consumer
(supporting the warfighter).  Large
bulk buys allow the Air Force to
take advantage of economies of
scale and achieve significant cost
savings.  Additionally, each division
concentrates its efforts in a specific
area of expertise. 

The GSD items support installation
maintenance and administrative
functions, field and depot mainte-
nance of aircraft, and other sys-
tems.  GSD supports more than
150 Air Force installations
throughout the world.

The Surgeon General of the Air
Force is responsible for the overall
management of the Medical/Dental
Division.  This peacetime operating
authority provides the effective
support necessary to maintain
established norms in the health care
of USAF active military, retirees,
and family members. The war
reserve materiel (WRM) require-
ment of this division is to provide
medical supplies and equipment
vital to support forces in combat
and contingency operations.

The United States Air Force Acad-
emy Cadet Issue Division finances
the purchase of uniforms, uniform
accessories, and computers for

sale to cadets.  The division’s 
customer base includes more than
4,000 cadets who receive distinc-
tive uniforms procured from a
number of domestic manufacturing
contractors.

Customers, Products, and
Services

In addition to the management of
various inventories, SMAG pro-
vides a wide range of logistics 
support services, including require-
ments forecasting, item introduc-
tion, cataloging, provisioning, 
procurement, repair, technical 
support, data management, item
disposal, distribution management,
and transportation.  SMAG 
provides this support to a variety
of customers.  The SMAG supply
business also provides initial 
provisioning support to the Air
Force Acquisition Executive.

SMAG Transformation
Initiatives

SMAG is implementing a major
redesign of the spares supply
process through a set of initiatives
designed to improve support to
the warfighter.  These initiatives
will result in a fundamental reshap-
ing of the internal management
processes and data systems used
on a daily basis to buy, repair, and
distribute the thousands of differ-
ent items needed to maintain
weapon systems in a mission capa-
ble status.  Four primary initiatives
address key areas of opportunity
within the spares process: 

• Purchasing and Supply Chain
Management (PSCM) - adapts
commercial best practices to
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integrate purchasing and supply
processes into a single, cus-
tomer-centric, end-to-end
process that provides the right
item in the right quantity and
quality, on time, and at a 
reasonable cost. 

• Weapon System Supply Chain
Management - a customer-facing
proactive initiative that seeks to
improve processes and leverage
savings achieved by PSCM
strategies, while retaining ulti-
mate focus on specific platforms
operated by thewarfighter.

• Logistics Enterprise Architecture
- an initiative to develop a single
authoritative strategic map of
future logistics business prac-
tices, systems, and organiza-
tions.  This single authoritative
source defines operations and
systems models, aligns business
and IT initiatives, and provides a
vehicle to ensure transformation
coordination across the Air
Force and outside the Air Force.

• Advanced Planning System -
aims to improve the process of
translating warfighter needs into

executable logistics system sup-
port plans and schedules.  By
emphasizing collaboration with
customers and suppliers, it
seeks to optimize activities and
resources across the Air Force
supply chain.   

Customer Support
Performance Measures

Mission Capable (MICAP) and Cus-
tomer Wait Time (CWT) measures
allow managers to assess quality of
spares support provided and plan
corrective action when needed.
MICAP is defined as the status of a
weapon system as determined by
its ability to accomplish its assigned
mission.  MICAP hours are
accrued in a given month for items
affecting mission capability that are
on backorder to an AFMC source
of supply.  For every day during
the month the requisition is
unfilled, 24 hours are assigned to
the requisition.  CWT measures
the average time elapsed between
customer order and satisfaction of
that order, including the wait time
– expressed in days – between the
retail supply issue or backorder

from the source of supply and then
subsequent delivery to the base
customer.  MICAP hours have
improved significantly since 1999.
MSD items accrued an average of
five million monthly MICAP hours
during calendar year 2000.  That
number dropped to 1.3 million
hours for the 12-month period
ending in April 2006.  CWT is a
newer metric but has also shown 
a significant improvement.  The
monthly average CWT during
FY2004 was 7.4 days and has been
six days through the first eight
months of FY2006.

Financial Performance
Measures

SMAG measures financial perform-
ance based on the Net Operating
Result (NOR) for MSD and
GSD.The NOR is the difference
between revenue and expenses,
i.e., a bottom-line profit and loss
indicator.  The NOR objective of
an activity group is to break even
over the budget cycle.  Setting
rates that effectively offset prior
year net profit or loss and break
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even for new activity in the rate-
setting year accomplishes this
objective.  Revenues are amounts
earned as a result of normal opera-
tions and usually result from sale
of, or reimbursements for, goods
and services provided to DoD
activities, other federal govern-
ment agencies and the public.
Expenses are the use of resources
during an accounting period in car-
rying out the DoD’s mission.  They
occur from rendering services;
acquiring, producing or delivering
goods; or carrying out other mis-
sion-related activities.  The result
is being able to provide needed
goods and services to customers
and generating the revenue to sus-
tain continued operations within
the activity.

Depot Maintenance
Activity Group

The Depot Maintenance Activity
Group (DMAG) ensures successful
management and execution of com-
prehensive depot maintenance pro-
grams for Air Force-managed equip-
ment in accordance with existing

Air Force guidance.  In peacetime,
DMAG enhances readiness by effi-
ciently and economically repairing,
overhauling, and modifying aircraft,
engines, missiles, components and
software to meet warfighter
demands.  During wartime or con-
tingencies, the group shifts to surge
repair operations and to realign
capacity to support the warfighter’s
immediate needs.

Customers, Products and
Services

DMAG provides major overhaul
and repair of systems and spare
parts while striving to meet or
exceed required standards for
quality, timeliness and cost.  Both
AFMC depots and contract oper-
ations accomplish these goals. 

DMAG has two principal objec-
tives.  The first objective is to
provide organic depot repair
capability for fielded and emerging
weapon systems, so that warfight-
ers have mission-essential equip-
ment.  Secondly, DMAG’s intent is
to ensure the ability to rapidly 
respond to those warfighter

requirements driven by contin-
gency operations.  

To accomplish this, short- and long-
term strategies must be used.  The
depot maintenance strategic plan
guides the DMAG to have the right
workload capacity and capability to
meet depot maintenance in:
(a) peacetime support, (b) surge,
and (c) core requirements.  To
better support the services that
DMAG provides to its customers,
an integrated suite of systems,
Depot Maintenance Accounting
and Production Systems (DMAPS),
provides improved financial, pro-
duction, and material functionality
in support of the warfighter’s
needs for quality organic depot
maintenance.  This includes
improved financial management
support/ tools and reporting for
organic depot maintenance activi-
ties, including substantial compli-
ance with legislative requirements,
such as the CFO Act.  

DMAG supports a variety of cus-
tomers including Air Force Major
Commands, Air National Guard 
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(ANG), Air Force Reserve Com-
mand (AFRC), SMAG, Foreign 
Military Sales, and Non-DoD 
customers.  Additionally, DMAG
provides storage, reclamation, and
regeneration for equipment not
currently used by the military 
services.  This work is done at 
the Aerospace Maintenance and
Regeneration Center at Davis-
Monthan AFB, Arizona.  Contract
depot maintenance is transitioning
from the Air Force WCF to be
financed directly by the using 
commands, SMAG, and other 
customers.  

Transformation Initiatives

Air Force Smart Operations for
the 21st Century (AFSO21) is the
overarching process improvement
initiative now encompassing all
transformation efforts.  Process
improvement activities have
reduced flow days and backlogs,
and avoided costs, thus increasing
equipment availability to the
warfighter and reducing operating 
costs in support of Expeditionary
Logistics for the 21st Century
(eLog21) goals.  These ongoing
efforts have been recognized

throughout DoD and industry and
will no doubt continue to be in 
the future.

Awards and recognitions include: 

• 2005 Public Sector Shingo Prize
for Excellence in Manufacturing

• Warner Robins ALC, the C-5
Planned Depot Maintenance,
Gold “winner”

• Oklahoma City ALC, the 
KC-135 Planned Depot 
Maintenance, Silver “winner”

• Ogden ALC, the F-16 
Common Configuration 
Implementation Program, 
Silver “winner”

• Ogden ALC, the F-16 Pylon
Shop, Silver “winner”

• 2005 DoD Lean Recognition
Award for Depot/Center 
Level Maintenance Organiza-
tional Excellence

• 2006 Franz Edelman Award 
for Achievement in Operations
Research

Customer Support
Performance Measures

Customer Support performance
measures for DMAG consist prima-
rily of production performance

measures that are used to assess
cost, schedule, and quality of the
DMAG output.  These are designed 
to achieve accountability at the
appropriate depot maintenance lev-
el, the Depot Maintenance Manager.
Customer Support performance
measures monitor progress toward
DMAG goals. 

The Due Date Performance (abili-
ty of the depot to produce aircraft
on time and on schedule) is cur-
rently exceeding the new standard
of 95 percent, holding at 98 per-
cent as of May 2006.  The depot
performance of Air Logistics 
Centers (ALCs) continues to 
have a direct impact on the
warfighter's ability to meet 
worldwide missions.

Financial Performance
Measures

Financial performance measures
assess the financial performance of
the DMAG.  These measures are
designed to achieve accountability
at the appropriate level and also
measure compliance with DMAG
budget objectives.  Budget objec-
tives are identified in each ALC’s
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financial performance plan used to
measure results during execution.

Cash Management

DoD cash management policy rec-
ommends maintaining the mini-
mum cash balance necessary to
meet both operational require-
ments and disbursements in sup-
port of the capital program.  Cash
generated from operations is the
primary means of maintaining ade-
quate cash levels. 

Effective cash management is
directly dependent on the availabil-
ity of accurate and timely data on
cash levels and operational results.  

Cash levels should be maintained
to cover at least 7 to 10 days of
operational costs, as well as cash

adequate to meet six months of
capital disbursements.

Cash management efforts continue
to focus on analyzing data and
developing tools to identify
changes in cash and forecast future
needs.  Monthly, AFMC prepares a
statement of sources and uses of
cash, which is used to identify
areas of increases and decreases,
to monitor performance.

Financing the Fight 
America’s Airmen performed bril-
liantly in FY2006, delivering deci-
sive air supremacy and combat
power as well as much-needed
humanitarian support.  Our coun-
try can count on our Airmen to
continue these and other missions 

into the future.  Our Airmen, and
indeed the country, deserve our
best as we achieve the strategic
vision, and attain transparency at
all levels (financial, business prac-
tices, data, systems, and process-
es).  We are your strategic part-
ners, acknowledged leaders in the
field of financial and management
information, working together to
meet the needs of our nation in
time of war and in time of peace.
Financial management will be a
vital component of on-going oper-
ations, able to meet any need
required, and the Air Force's finan-
cial management professionals will
continue to support them with
top-tier, world-class service -
always there when needed, always
ready to help finance the fight!
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The AFWCF has undertaken efforts to determine the actions required to bring its financial and non-financial feed-
er systems and processes into compliance with GAAP.  One such action is the current revision of its accounting
systems to record transactions based on the United States Standard General Ledger (USSGL).  Until all of
AFWCF's financial and non-financial feeder systems and processes are updated to collect and report financial
information as required by GAAP, the AFWCF's financial data will be based on budgetary transactions (obligations,
disbursements, and collections), transactions from non-financial feeder systems, and adjustments for known
accruals of major items such as payroll expenses, accounts payable, and environmental liabilities.

In addition, AFWCF identifies program costs based upon the major appropriation groups provided by Congress.
Current processes and systems do not capture and report accumulated costs for major programs based upon the
performance measures as required by the Government Performance and Results Act (GPRA).  The AFWCF is in
the process of reviewing available data and attempting to develop a cost reporting methodology that balances the
need for cost information required by the Statement of Federal Financial Accounting Standards (SFFAS) No. 4,
"Managerial Cost Accounting Concepts and Standards for the Federal Government," with the need to keep the
financial statements from being overly voluminous.

1.E. Revenues and Other Financing Sources

Each working capital activity group recognizes revenue in the following manner:

Supply Management

Supply Management activities recognize revenue from the sale of inventory items and receipt of direct reimburse-
ment for the purchase of customer requested initial and readiness spares.  Revenue from the sale of inventory is
recognized at the time of sale.  Revenue from the receipt of direct reimbursements is recognized upon receipt
from the General Fund.  

Depot Maintenance

Depot Maintenance (Organic) activities recognize revenue according to the percentage of completion method.
Depot Maintenance (Contract) activities recognize revenue based on the number of units produced times the
Unit Sales Price (USP) which is recognized upon completion of the repair.  Due to the anticipated closure of con-
tract activity in FY 2010, it is not cost-effective to implement system modifications to support the percentage of
completion method.

The AFWCF does not include non-monetary support provided by U.S. allies for common defense and mutual
security in amounts reported in the Statement of Net Cost and the Statement of Financing.  The U.S. has cost
sharing agreements with other countries.  Examples include countries where there is a mutual or reciprocal
defense agreement, where U.S. troops are stationed, or where the U.S. Fleet is in a port.

1.F. Recognition of Expenses

For financial reporting purposes, the DoD policy requires the recognition of operating expenses in the period
incurred.  However, because the Air Force's financial and non-financial feeder systems were not designed to
collect and record financial information on the full accrual accounting basis, accrual adjustments are made for
major items such as payroll expenses, accounts payable, environmental liabilities, and unbilled revenue. The Air
Force expenditures for capital and other long-term assets are recognized as operating expenses based on
depreciation.  In the case of Operating Materials and Supplies (OM&S), operating expenses are generally recog-
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nized when the items are purchased.  Efforts are underway to migrate towards the consumption method for
recognizing OM&S expenses.

Under the accrual method revenues are recognized when earned and expenses are recognized when 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 requirements associated with the use of
federal funds.  In addition to the accrual basis of accounting, Depot Maintenance also uses the full absorption
accounting principal.  During FY 1996, the Defense Finance and Accounting Service-Denver Center (DFAS-DE);
Secretary of the Air Force, Deputy Assistant Secretary Budget (SAF/FMB); and the Office of the Secretary of
Defense, Financial Management (OSD/FM) jointly agreed on the use of this principal by Depot Maintenance.  This
principal requires that overhead costs, such as depreciation and bad debt expenses, are included in the cost of
services sold.  

1.G. Accounting for Intragovernmental Activities

The Air Force, as an agency of the federal government, interacts with and is dependent upon the financial activi-
ties of the federal government as a whole.  Therefore, these financial statements do not reflect the results of all
financial decisions applicable to the Air Force as though the agency was a stand-alone entity.

The Air Force's civilian employees participate in the Civil Service Retirement System (CSRS) and Federal
Employees Retirement System (FERS), while military personnel are covered by the Military Retirement System
(MRS).  Additionally, civilian employees covered by FERS and military personnel covered by MRS receive varying
coverage under Social Security.  The AFWCF funds a portion of the civilian and military pensions.  Reporting civil-
ian pension information under the CSRS and FERS retirement systems is the responsibility of the Office of
Personnel Management (OPM).  The AFWCF recognizes an imputed expense for the portion of civilian employee
pensions and other retirement benefits funded by OPM in the Statement of Net Cost, and recognizes correspon-
ding imputed revenue in the Statement of Changes in Net Position.

Preparation of reliable financial statements requires the elimination of transactions occurring among entities within
DoD or between two or more federal agencies.  However, AFWCF cannot accurately identify most of its
intragovernmental transactions by customer because the Air Force's systems do not track buyer and seller data
needed to match related transactions.  Seller entities within DoD provided summary seller-side balances for rev-
enue, accounts receivable, and unearned revenue to the buyer-side internal DoD accounting offices.  In most
cases, the buyer-side records are adjusted to agree with DoD seller-side balances, intra-DoD balances are then
eliminated.  The AFWCF properly eliminates the revenue results from intra-DoD sales of capitalized assets.  The
DoD is developing long-term system improvements that will include sufficient process checks and controls to
eliminate the need for after-the-fact reconciliations.  The volume of intragovernmental transactions is so large that
after-the-fact reconciliation cannot be accomplished effectively with existing or foreseeable resources.  

The Department of the Treasury Financial Management Service (FMS) is responsible for eliminating transactions
between DoD and other federal agencies.  The Treasury Financial Manual, Part 2 - Chapter 4700, "Agency
Reporting Requirements for the Financial Report of the United States Government" and the Treasury's "Federal
Intragovernmental Transactions Accounting Policy Guide," provide guidance for reporting and reconciling intragov-
ernmental balances.  While AFWCF is unable to fully reconcile intragovernmental transactions with all federal
partners, AFWCF is able to reconcile balances pertaining to investments in federal securities, borrowings from
the U.S. Treasury and the Federal Financing Bank, Federal Employees' Compensation Act transactions with the
Department of Labor (DOL), and benefit program transactions with the Office of Personnel Management (OPM).
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The DoD's proportionate share of public debt and related expenses of the federal government are not included.
The federal government does not apportion debt and its related costs to federal agencies.  The DoD's financial
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.  

Financing for the construction of DoD facilities is obtained through appropriations.  To the extent this financing
ultimately may have been obtained through the issuance of public debt, interest costs have not been capitalized
since the Department of the Treasury does not allocate such interest costs to the benefiting agencies.

1.H. Transactions with Foreign Governments and International Organizations

Each year, AFWCF sells spare parts and maintenance services to foreign governments and international organiza-
tions under the provisions of the "Arms Export Control Act of 1976."  Under the provisions of the Act, the DoD
has authority to sell defense articles and services to foreign countries and international organizations, generally at
no profit or loss to the U.S. Government.  Payment is required in advance. 

1.I.  Funds with the U.S. Treasury 

The AFWCF's monetary financial resources are maintained in U.S. Treasury accounts.  The disbursing offices of
DFAS, the Military Services, the U.S. Army Corps of Engineers (USACE), and the Department of State's financial
service centers process the majority of the AFWCF's cash collections, disbursements, and adjustments world-
wide.  Each disbursing station prepares monthly reports that provide information to the U.S. Treasury on check
issues, electronic fund transfers, interagency transfers, and deposits.

In addition, the DFAS sites and the USACE Finance Center submit reports to the Department of the Treasury, by
appropriation, on interagency transfers, collections received, and disbursements issued.  The Department of the
Treasury records this information to the applicable fund balance with treasury (FBWT) account.  Differences
between AFWCF's recorded balance in the FBWT accounts and Treasury's FBWT accounts sometimes result and
are subsequently reconciled.  

1.J.  Foreign Currency

Not applicable.

1.K.  Accounts Receivable

As presented on the Balance Sheet, accounts receivable includes accounts receivable, claims receivable, and
refunds receivable from other federal entities or from the public. Allowances for uncollectible accounts due from
the public are based upon analysis of collection experience by fund type.  The DoD does not recognize an
allowance for estimated uncollectible amounts from other federal agencies. Claims against other federal agencies
are to be resolved between the agencies (per Code of Federal Regulations 4 CFR 101).    

The AFWCF maintains an aging schedule of receivables.  Aging allows for the management of collection action.
The receivables are considered delinquent if not received within 30 days from date of invoice or notice of pay-
ment due, unless different terms are specified by contract or other agreements.  Interest, penalty and administra-
tive charges are calculated on delinquent accounts from the public in accordance with 31 USC 3717.  Allowances
for uncollectible accounts due from the public are based upon analysis of collection experience by fund type.
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1.L. Direct Loans and Loan Guarantees

Not applicable.

1.M. Inventories and Related Property

Inventory for AFWCF is all held in SMAG except for work-in-process inventory, which is in the Depot
Management Activity Group.  Prior to FY 2004, SMAG inventory was reported at approximate historical cost
based on Latest Acquisition Cost (LAC), adjusted for holding gains and losses.  During FY 2004 and 2005, 99% of
SMAG inventory changed from the LAC method to the Moving Average Cost (MAC) method of valuation. This
allowed SMAG to comply with the SFFAS No. 3, "Accounting for Inventory and Related Property," for that per-
centage of the inventory.  The conversion to MAC included programming changes for the SMAG accounting sys-
tem to convert from the Air Force General Ledger (AFGL) to the USSGL for supply accounting. 

Under the LAC method of inventory valuation, gains and losses resulting from valuation changes for inventory
items were recognized and reported in the Statement of Net Cost and included in the calculation of cost of
goods sold.  To calculate the allowances for gain or loss on inventories, DFAS-DE prepared an inventory work-
sheet monthly for each fund code within SMAG.  SFFAS No. 3, "Accounting for Inventory and Related Property,"
directs that using a historical cost valuation method does not require an allowance for holding gains and losses.
Additionally, SFFAS No. 3 provides for either the direct or allowance method to be used in valuing inventory held
for repair. Therefore, the change to a historical costing method also included the elimination of the allowance for
holding gains and losses, revaluation of all inventories to a historical basis, and the creation of an allowance for
repairs.  The implementation of MAC for SMAG inventories in FY 2004 and 2005 eliminated the need for the
gains and losses allowance account for that portion of the inventory and has been credited against a prior period.
Inventory held for repair is now valued at MAC, with an allowance for repair equal to the latest repair cost, to
account for spares requiring repair.

The AFWCF manages only military or government specific materiel under normal conditions.  Items commonly
used that are available from the commercial sector are not managed in AFWCF materiel management activities.
Operational cycles are irregular, and the military risks associated with stock-out positions have no commercial
parallel.  The AFWCF holds materiel based on military need and support for contingencies.  Therefore, DoD
does not attempt to account separately for "inventory held for sale" and "inventory held in reserve for future sale"
based on SFFAS No. 3 definitions.

Related property includes operating materials and supplies (OM&S).  The OM&S are valued at standard purchase
price.  The DoD uses both the consumption method and the purchase method of accounting for OM&S.  Items
that are centrally managed and stored, such as ammunition and engines, are generally recorded using the con-
sumption method and are reported on the Balance Sheet as OM&S.  When current systems cannot fully support
the consumption method, AFWCF uses the purchase method.  Under this method, materials and supplies are
expensed when purchased.  The AFWCF expenses significant amounts using the purchase method because the
systems could not support the consumption method or management deemed that the item was in the hands of
the end user.

The AFWCF determined that the recurring high dollar value of OM&S in need of repair is material to the financial
statements and requires a separate reporting category.  Many high-dollar items, such as aircraft engines, are cate-
gorized as OM&S rather than military equipment.
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The AFWCF recognizes condemned material as "Excess, Obsolete, and Unserviceable." The cost of disposal is
greater than the potential scrap value; therefore, the net value of condemned material is zero.  Potentially redis-
tributed material, presented in previous years as "Excess, Obsolete, and Unserviceable," is included in the "Held
for Use" or "Held for Repair" categories according to its condition.  

Past audits identified uncertainties about completeness and existence of reported values of inventory.  Inventory
available and purchased for resale includes consumable spare and reparable items owned and managed by
AFWCF.  This inventory is retained to support military or national contingencies.  Inventory held for repair is
damaged inventory that requires repair to make suitable for sale.  It is more economical to repair than to procure
these inventory items.  Because AFWCF often relies on weapon systems and machinery that are no longer in pro-
duction, AFWCF supports a process that encourages the repair and rebuilding of certain items.  This repair cycle
is essential in maintaining a ready, mobile, and armed military force.  Work in process balances include costs relat-
ed to the production or servicing of items, including direct material, direct labor, applied overhead, and other
direct costs.  Work in process also includes the value of finished products or completed services pending the sub-
mission of bills to the customer.  The work in process designation may also be used to accumulate the amount
paid to a contractor under cost reimbursable contracts, including the amount withheld from payment to ensure
performance, and the amount paid to other government plants for accrued costs of end items of material
ordered but not delivered.  Depot maintenance work in process includes labor, applied overhead, and supplies
used in the delivery of maintenance services.  

1.N. Investments in U.S. Treasury Securities

Not applicable.

1.O. General Property, Plant and Equipment

The Department is moving away from a standard capitalization threshold for all categories (e.g. real property, mil-
itary equipment, etc.) of General Property, Plant and Equipment (PP&E) to one that is specific for each individual
category.  The Under Secretary of Defense Comptroller issued a memorandum dated March 13, 2006 regarding a
"Capitalization Threshold Policy for Real Property".  This memorandum revised the Department's capitalization
threshold from $100,000 to $20,000 in order to meet the Department's audit readiness objective to capitalize
99% of all real property expenses.  All entities are required to update records and fully implement the new policy
no later than March 31, 2008.  The AFWCF is in the process of implementing this revised policy.  The PP&E
assets are capitalized at historical acquisition cost plus capitalized improvements when an asset has a useful life of
two or more years and the acquisition cost equals or exceeds DoD capitalization threshold of $100,000.  DoD
also requires capitalization of improvements over DoD capitalization threshold of $100,000 for PP&E.  The DoD
depreciates all PP&E, other than land, on a straight-line basis.  Minor construction projects that cost $100,000 or
more, but less than $300,000, are funded through a separate section of the capital budget, and depreciated over a
20-year period.  

Prior to FY 1996, General PP&E was capitalized if it had an acquisition cost of $15,000, $25,000, and $50,000
for FY 1993, 1994, and 1995, respectively, and an estimated useful life of two or more years.  General PP&E
previously capitalized at amounts below $100,000 were written off General Fund financial statements in FY
1998.  No adjustment was made for WCF assets.  These assets remain capitalized and reported on WCF finan-
cial statements. 
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When it is in the best interest of the government, the Air Force provides government property to contractors to
complete contract work.  The Air Force either owns or leases such property, or it is 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, it must be reported on the Air Force's Balance Sheet. 

The DoD is developing new policies and a contractor reporting process that will provide appropriate General
PP&E information for future financial statement reporting purposes.  Accordingly, the Air Force reports only gov-
ernment property in the possession of contractors that is maintained in the Air Force's property systems.  The
DoD has issued new property accountability and reporting requirements that require Air Force components to
maintain, in their property systems, information on all property furnished to contractors.  This action and other
DoD-proposed actions are structured to capture and report the information necessary for compliance with
Federal accounting standards.

1.P. Advances and Prepayments

The AFWCF records payments in advance of the receipt of goods and services as advances or prepayments and
reports them as assets on the Balance Sheet.  The AFWCF recognizes advances and prepayments as expenses
when it receives the related goods and services.

1.Q. Leases

Not applicable.

1.R. Other Assets 

Other assets includes those assets, such as military and civil service employee pay advances, travel advances, and
contract financing payments, that are not reported elsewhere on the Department's Balance Sheet.  

Contract financing payments are defined in the Federal Acquisition Regulations (FAR), Part 32, as authorized dis-
bursements of monies to a contractor prior to acceptance of supplies or services by the Government.  These
payments are designed to alleviate the potential financial burden on contractors performing on certain long-term
contracts and facilitate competition for defense contracts.  Contract financing payments clauses are incorporated
in the contract terms and conditions and may include advance payments, performance-based payments, commer-
cial advance and interim payments, progress payments based on cost, and interim payments under certain cost-
reimbursement contracts.  Contract financing payments do not include invoice payments, payments for partial
deliveries, lease and rental payments, or progress payments based on a percentage or stage of completion, which
the Defense Federal Acquisitions Regulations Supplement (DFARS) authorizes only for construction of real prop-
erty, shipbuilding, and ship conversion, alteration, or repair.  Progress payments for real property and ships are
reported as Construction in Progress in Note 10.

The Federal Acquisition Regulation allows the AFWCF to make financing payments under fixed price contracts.
The AFWCF reports these financing payments as "Other Assets" because AFWCF becomes liable only after the
contractor delivers the goods in conformance with the contract terms.  If the contractor does not deliver a satis-
factory product, AFWCF is not obligated to reimburse the contractor for its costs and the contractor is liable to
repay AFWCF for the full amount of the advance.
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1.S. Contingencies and Other Liabilities 

The SFFAS No. 5, "Accounting for Liabilities of the Federal Government," as amended by SFFAS No. 12,
"Recognition of Contingent Liabilities Arising from Litigation," defines a contingency as an existing condition, situa-
tion, or set of circumstances that involves an uncertainty as to possible gain or loss.  The uncertainty will be
resolved when one or more future events occur or fail to occur.  The AFWCF recognizes contingent liabilities
when past events or exchange transactions occur, a future loss is probable, and the loss amount can be reasonably
estimated.

Financial statement reporting is limited to disclosure when conditions for liability recognition do not exist but
there is at least a reasonable possibility of incurring a loss or additional losses.  Examples of loss contingencies
include the collectibility of receivables, pending or threatened litigation, and possible claims and assessments.  The
AFWCF's loss contingencies arise as a result of pending or threatened litigation or claims and assessments that
occur due to events such as aircraft, ship, and vehicle accidents; medical malpractice; property or environmental
damages; and contract disputes.

1.T. Accrued Leave

The AFWCF reports as liabilities civilian annual leave and military leave that has been accrued and not used as of
the Balance Sheet date.  The liability reported at the end of the accounting period reflects the current pay rates.  

1.U. Net Position

Net Position consists of unexpended appropriations and cumulative results of operations.  

Unexpended appropriations represent amounts of authority that are unobligated and have not been rescinded or
withdrawn.  Unexpended appropriations also represent amounts obligated for which legal liabilities for payments
have not been incurred.

Cumulative Results of Operations represent the net difference, since inception of an activity, between expenses
and losses and financing sources (including appropriations, revenue, and gains).  Beginning with FY 1998, the
cumulative results also include donations and transfer in and out of assets without reimbursement.

1.V. Treaties for Use of Foreign Bases 

The AFWCF has the use of the land, building, and other overseas facilities that are obtained through various inter-
national treaties and agreements negotiated by the Department of State.  The AFWCF purchases capital assets
overseas with appropriated funds; however, the host country retains title to land and improvements.  Generally,
treaty terms allow AFWCF continued use of these properties until the treaties expire.  In the event treaties or
other agreements are terminated, whereby use of the foreign bases is prohibited, losses are recorded for the
value of any non-retrievable capital assets.  This takes place after negotiations between the U.S. and the host
country have determined the amount to be paid the U.S. for such capital investments.  

1.W. Comparative Data 

Financial statement fluctuations greater than 2% of total assets on the Balance Sheet or 10% from the previous
period presented are explained within the notes to the financial statements.
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1.X. Unexpended Obligations 

The AFWCF obligates funds to provide goods and services for outstanding orders not yet delivered.  The financial
statements do not reflect this liability for payment for goods and services not yet delivered.  

1.Y. Undistributed Disbursements and Collections 

Undistributed disbursements and collections represent the difference between disbursements and collections
matched at the transaction level to a specific obligation, payable, or receivable in the activity field records as
opposed to those reported by the U.S. Treasury.  These amounts should agree with the undistributed amounts
reported on the departmental accounting reports.  In-transit payments are those payments that have been made
to other agencies or entities that have not been recorded in their accounting records.  These payments are
applied to the entities' outstanding accounts payable balance.  In-transit collections are those collections from
other agencies or entities that have not been recorded in the accounting records.  These collections are also
applied to the entities' accounts receivable balance.

The DoD policy is to allocate supported undistributed disbursements and collections between federal and non-
federal categories based on the percentage of federal and nonfederal accounts payable and accounts receivable.
Unsupported undistributed disbursements are recorded in accounts payable.  Unsupported undistributed collec-
tions are recorded in other liabilities.  The AFWCF follows this procedure.

Note 2. Nonentity Assets

Asset accounts are categorized as either entity or nonentity.  Entity accounts consist of resources that are avail-
able for use in the operations of the entity.  The Air Force is authorized to decide how to use resources in entity
accounts.  The Air Force may be legally obligated to use these resources to meet entity obligations.  Nonentity
accounts, on the other hand, consist of assets that are held by an entity that are not available for use in the opera-
tions of the entity.

The Air Force Working Capital Fund has no Nonentity Assets.

As of September 30

($ in thousands)

1. Intragovernmental Assets
    A. Fund Balance with Treasury $ 0 $ 0
    B. Accounts Receivable 0 0
    C. Total Intragovernmental Assets $ 0 $ 0
2. Nonfederal Assets
    A. Cash and Other Monetary Assets $ 0 $ 0
    B. Accounts Receivable 0 0
    C. Other Assets 0 0
    D. Total Nonfederal Assets $ 0 $ 0
3. Total Nonentity Assets $ 0 $ 0
4. Total Entity Assets $ 38,256,765 $ 36,290,809
5. Total Assets $ 38,256,765 $ 36,290,809

2006 2005
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Note 3. Fund Balance with Treasury

The reconciling amount on line 3 above represents $23.0 million for the United States Transportation Command
(USTC), which is reported at the Department of the Treasury as part of the Air Force Working Capital Fund
(AFWCF).  However, for the purposes of Audited Financial Statements (AFS), USTC is included with the Other
Defense Organizations (ODO) reporting, which is separate from the AFWCF.  Therefore, USTC cash is not
included on the AFWCF AFS statements.

Fluctuations

The $193.8 million (17%) increase in the Fund Balance with Treasury (FBWT) is primarily due to a $181.0 million
increase in the Organic Depot Maintenance Activity Group (DMAG).  All three of the Air Logistic Centers (ALC)
contributed to this increase and the details are as follows:

Organic DMAG at Warner Robins Air Logistic Center had a $84.7 million increase in FBWT due to a 4% increase
in customer orders during FY 2006. 

Organic DMAG at Oklahoma City Air Logistic Center had a $56.5 million increase in FBWT due to decreased
material consumption during FY 2006.  Material costs were substantially below forecast due to decreased materi-
al being used in engine repair activities. 

Organic DMAG at Ogden Air Logistic Center had a $39.8 million increase in FBWT due to changes in workload
during FY 2006.  This change in workload caused a decrease in the material required for missile repair.  

Status of Fund Balance with Treasury

($ in thousands)
1. Unobligated Balance
    A. Available $ 925,139 $ 292,680
    B. Unavailable 0 0
2. Obligated Balance not yet Disbursed $ 8,603,843 $ 8,621,327
3. Non-budgetary FBWT $ 0 $ 0
4. Non-FBWT Budgetary Accounts $ -8,171,006 $ -7,749,784
5. Total $ 1,357,976 $ 1,164,223

2006 2005As of September 30

As of September 30

($ in thousands)

1. Fund Balances
    A. Appropriated Funds $ 0 $ 0
    B. Revolving Funds 1,357,976 1,164,223
    C. Trust Funds 0 0
    D. Special Funds 0 0
    E. Other Fund Types 0 0
    F. Total Fund Balances $ 1,357,976 $ 1,164,223
2. Fund Balances Per Treasury Versus Agency
    A. Fund Balance per Treasury $ 1,380,931 $ 1,038,596
    B. Fund Balance per AFWCF 1,357,976 1,164,223
3. Reconciling Amount $ 22,955 $ -125,627

2006 2005
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Fluctuations

The $632.5 million (316%) increase in the Available Unobligated Balance is a result of DMAG operations which
generated resources in excess of the liabilities.  The cash increase was described above.  In addition, Contract
DMAG had a concerted effort to clean up accrued liabilities, further improving the available resource balance.

The $193.8 million (17%) increase in the total Status of Fund Balance with Treasury is the result of an increase in
resources in DMAG.  This increase can be attributed to the increase in cash discussed above.   

Status of Fund Balance with Treasury consists of unobligated and obligated balances.  These balances reflect the
budgetary authority remaining for disbursements against current or future obligations.  In addition, the status
includes various accounts that affect either budgetary reporting or Fund Balance with Treasury, but not both. 

Unobligated Balance represents the cumulative amount of budgetary authority that has not been set aside to
cover outstanding obligations.  Unobligated Balance is classified as available or unavailable and is associated with
appropriations expiring at fiscal year end that remain available only for obligation adjustments until the account is
closed.  There are no restrictions on the Unobligated Balance.

Obligated Balance not yet Disbursed represents funds that have been obligated for goods that have not been
received or services that have not been performed. 

Non-Budgetary Fund Balance with Treasury (FBWT) includes entity and nonentity Fund Balance with Treasury
accounts which do not have budgetary authority, such as unavailable receipt accounts or clearing accounts.  

Non-FBWT Budgetary Accounts include budgetary accounts that do not affect Fund Balance with Treasury, such
as contract authority, borrowing authority and investment accounts.   This category reduces the Status of Fund
Balance with Treasury.

Disclosures Related to Suspense/Budget Clearing Accounts

Disclosures Related to Problem Disbursements and In-Transit Disbursements

As of September 30

($ in thousands)

 1. Total Problem Disbursements, Absolute Value
     A. Unmatched Disbursements (UMDs) $ 4,713 $ 60,443 $ 8,377 $
     B. Negative Unliquidated Obligations (NULO) 4,255 2,405 717

 2. Total In-transit Disbursements, Net $ 415,522 $ 346,640 $ 189,863 $

FY 2005 to 2006
2004 2005 2006

(Decrease)/
Increase from 

-156,777

-52,066
-1,688

($ in thousands)

Account
F3845 – Personal Property Proceeds $ 0 $ 0 $ 0 $

F3875 – Disbursing Officer Suspense 0 0 0

F3880 – Lost or Cancelled Treasury Checks 0 0 0

F3882 – Uniformed Services Thrift Savings Plan Suspense 0 0 0

F3885 – Interfund/IPAC Suspense 0 0 0

F3886 – Thrift Savings Plan Suspense 0 0 0

Total $ 0 $ 0 $ 0 $

0

0

0

0

0

0

0

20062005
As of September 30

2004
(Decrease)/

Increase from 
FY 2005 - 2006
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A UMD occurs when a payment is not matched to a corresponding obligation in the accounting system.  Absolute
value is the sum of the positive values of debit and credit transactions without regard to the sign (plus or minus).

A NULO occurs when a payment is made against a valid obligation, but the payment is greater than the amount
of the obligation recorded in the official accounting system.  These payments have been made using available
funds and are based on valid receiving reports for goods and services delivered under valid contracts.

The In-transit Disbursements, Net represent the net value of disbursements and collections made by a DOD dis-
bursing activity on behalf of an accountable activity and have not been posted to the accounting system.

Fluctuations

The AFWCF had a $53.8 million decrease in problem disbursements and a $156.8 million decrease in in-transits.
The decrease in in-transits of $156.8 million can be attributed to an accounting station merger which reduced
intraservice (Air Force to Air Force) disbursement activity.

The decrease of $52.1 million in UMDs and the $1.7 million in NULOs can be attributed to a 25% increase in the
rate of automated posting of disbursements since May 2005 when various system enhancements (e.g. DFAS
Transaction Interface Module) were implemented.  During implementation phase in FY 2005, a backlog developed
compared to FY 2004.

The AFWCF has no problem disbursements related to Foreign Military Sales.  In addition, there are no discrepan-
cies between the amounts reported and the problem disbursement metric.

Note 4. Investments and Related Interest

Not Applicable.

Note 5. Accounts Receivable

Fluctuations

The Air Force Working Capital Fund (AFWCF) had a $90.5 million (18%) decrease in Intragovernmental
Receivables.  Of the decrease, $65.4 million is due to Information Services Activity Group discontinuing opera-
tions in September 2005.  During FY 2006, remaining unfilled customer orders and balance sheet accounts are
being liquidated in preparation for account closure in FY 2007.

($ in thousands)

1. Intragovernmental Receivables $ 420,073 N/A $ 420,073 $ 510,560
2. Nonfederal Receivables (From the Public) $ 232,314 $ 0 $ 232,314 $ 219,929
3. Total Accounts Receivable $ 652,387 $ 0 $ 652,387 $ 730,489

As of September 30 2006 2005

Gross Amount 
Due

Allowance For 
Estimated 

Uncollectibles

Accounts 
Receivable, Net

Accounts 
Receivable, Net
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Information Related to Accounts Receivables

Allocation of Undistributed Collections

The Department of Defense (DoD) policy is to allocate supported undistributed collections between federal and
nonfederal categories based on the percentage of federal and nonfederal accounts receivable.  Unsupported
undistributed collections are recorded in United States Standard General Ledger (USSGL) account 2400, Liability
For Deposit Funds, Clearing Accounts, and Undeposited Collections.  The AFWCF followed this allocation proce-
dure, applying $467.3 thousand in undistributed collections to accounts receivable and recording $805.7 thousand
of unsupported undistributed to USSGL account 2400.

Elimination Adjustments

Accounts receivable within the AFWCF have been eliminated for statement presentation purposes.  The total
value of the receivables that were eliminated on these financial statements is $312.6 million.

Aged Accounts Receivable

The AFWCF currently has no nondelinquent receivables over 30 days.  The FY 2005 noncurrent amount was
reported in error and should have been included with delinquent receivables.

Delinquent accounts receivables are referred to either Columbus Contract Debt Collection Office or the Defense
Debt Management System at the Defense Finance and Accounting Service - Denver for collection action.

($ in thousands)

CATEGORY
Nondelinquent
  Current $ 727,179 $ 220,312 $ 838,289 $ 205,913
  Noncurrent 0 0 138 0
Delinquent
  1 to 30 days $ 624 $ 436 $ -797 $ 372
  31 to 60 days 2,353 264 343 366
  61 to 90 days 2,323 936 -304 181
  91 to 180 days -521 718 741 556
  181 days to 1 year 129 3,656 -44 9,116
  Greater than 1 year and less 
  than or equal to 2 years
  Greater than 2 years and less
  than or equal to 6 years
  Greater than 6 years and less
  than or equal to 10 years
  Greater than 10 years 0 3 0 3
Subtotal $ 733,123 $ 232,375 $ 842,928 $ 219,661
  Less Supported Undistributed Collections -467 0 332 277
  Less Eliminations -312,643 0 -332,709 0
  Less Other 60 -61 9 -9
Total $ 420,073 $ 232,314 $ 510,560 $ 219,929

2006 2005

Intra-
governmental Nonfederal

Intra-
governmental Nonfederal

1,023 5,274 4,556 2,224

6 79913 651

0 1310 125

As of September 30
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All abnormal amounts in the above schedule are due to accounting posting errors in accounts receivable sub-
sidiary ledgers.  All prior year errors have been corrected and the $520.5 thousand in the 91-180 day category
was corrected in October 2006.

The "Other" Line represents intragovernmental receivables that were incorrectly reported on the monthly report
on receivables as public.

Note 6. Other Assets

Fluctuations and Abnormalities

Intragovernmental other assets 

The $43.3 million (89%) decrease to Intragovernmental Other Assets is primarily due to an advance that was
recorded in error in September 2005. The Air Force General Fund recorded an advance from Depot
Maintenance Activity Group (DMAG) for $47.9 million. The correction was processed and the advance was
reversed in the Air Force Working Capital Fund (AFWCF) in October 2005.

Nonfederal other assets 

Nonfederal Other Assets increased $100.8 million (23%).  Outstanding Contract Financing Payments increased
$177.5 million which was offset by a decrease in Other Assets (With the Public) of $76.6 million.

Contract terms and conditions for certain types of contract financing payments convey certain rights to the
Department that protect the contract work from state or local taxation, liens or attachment by the contractor's
creditors, transfer of property, or disposition in bankruptcy; however, these rights should not be misconstrued to
mean that ownership of the contractor's work has transferred to the Government.  The government does not
have the right to take the work, except as provided in contract clauses related to termination or acceptance, and
the Department is not obligated to make payment to the contractor until delivery and acceptance of a satisfactory
product. 

Outstanding Contract Financing Payments increased $177.5 million.  The contract financing payment balance of
$177.5 million is comprised of $139.8 million in contract financing payments and an additional $37.7 million in
estimated future funded payments that will be paid to the contractor upon future delivery and Government
acceptance of a satisfactory product (See additional discussion in Note 15, Other Liabilities). 

The increase of $139.8 million is due to a reclassification of other assets that occurred for the first time in the
2nd Quarter, FY 2006. A portion of the AFWCF advances were determined to be financing payments on long

As of September 30

($ in thousands)

1. Intragovernmental Other Assets
    A. Advances and Prepayments $ 5,218 $ 48,515
    B. Other Assets 0 0
    C. Total Intragovernmental Other Assets $ 5,218 $ 48,515

2. Nonfederal Other Assets
   A. Outstanding Contract Financing Payments $ 177,481 $ 0
   B. Other Assets (With the Public) 363,662 440,337
   C. Total Nonfederal Other Assets $ 541,143 $ 440,337

3. Total Other Assets $ 546,361 $ 488,852

2006 2005
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term contracts. For reporting periods prior to 2nd Quarter, 2006 they were reflected as Other Assets (With
the Public). The $37.7 million increase in estimated future funded payments is due to guidance issued in the
4th Quarter 2006, by the Office of the Under Secretary of Defense, Comptroller to recognize a contingent lia-
bility for the estimated future contract financing payments that will be paid to the contractor upon delivery 
and Government acceptance of a satisfactory product. Based on the new requirement, there was no accrual
for FY 2005.

Other Assets (With the Public) had a decrease of $76.6 million, which is the result of three events.  The composi-
tion of Other Assets (With the Public) is reflected in the schedule below.

Line 2.B. Nonfederal Other Assets - Other Assets (With the Public)

The first event is an increase of $65.0 million in the Supply Management Activity Group (SMAG) advances to con-
tractors for intransit inventory.  This increase is the result of a systematic issue within the Financial Inventory
Accounting and Billing System (FIABS).  When FIABS was converted to Standard General Ledger Programming in
October of 2003, intransit inventory was split so that the portion of inventory that had already been billed but not
received was recorded as an advance to contractors.  The advances values have been slowly increasing since
October 2004, and it is believed that the system is not computing and updating the billed not received values cor-
rectly.  To properly identify the valid amounts, hard copy source documents are being reconciled with an expect-
ed completion date of 1st Quarter, FY 2007.   

The second event is the reclassification of contract financing payments as discussed in the table on page 1, Line
2A under Non Federal Other Assets.  This reclassification resulted in a decrease of $167.9 million, which was the
4th Quarter, FY 2005 outstanding advances amounts.  

The third event is an increase of $25.1 million in SMAG returns awaiting the vendor to process a credit.  The main
contributor to this increase was shipments not credited for the Material Support Division in the amount of $27.7 mil-
lion.  Prior to FY 2006 these could not be validated due to the limited availability of transaction level detail.  In 1st
Quarter, FY 2006 a reconciliation/validation tool was implemented resulting in accurate balances in FY 2006.

Note 7. Cash and Other Monetary Assets

Not Applicable.

Types of Asset
As of September 30
($ in thousands)

2006 2005

Advances - 

    SMAG - Advances and Prepayments to Contractors $214,798 $149,759 

    SMAG – Contract Financing Payments 0 167,896

 Total Advances 214,798 317,655

Other Assets - 
    SMAG - Other assets returns to vendors pending credit 147,218 122,167
    DMAG – Unallocated labor and materials 1,646 515

Total Other Assets 148,864 122,682

Total Nonfederal Other Assets $363,662 $440,337 
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Note 8. Direct Loan and/or Loan Guarantee Programs

Direct Loan and/or Loan Guarantee Programs - The entity operates the following direct loan and/or 
Loan guarantee program(s):

Military Housing Privatization Initiative
Armament Retooling & Manufacturing Support Initiative

Note 9. Inventory and Related Property

Inventory, Net

Fluctuations

Net Inventory increased $1.9 billion (6%) primarily due to a $1.0 billion increase in the Material Support Division
(MSD) and a $673.6 million increase in the General Support Division (GSD) within the Supply Management
Activity Group.   

Available and purchase for resale increased $1.3 billion primarily due to MSD physical inventory counts and GSD
reconciling inventory transfers between storage facilities.  During 2006, physical inventory counts and inspections
identified $410 million of MSD inventory not recorded in accounting records.  Due to a significant decrease in
GSD's inventory value when compared to FY 2004, a reconciliation of inventory transfers between storage facili-
ties was conducted in FY 2006.  The analysis determined inventory transfers were being adjusted incorrectly
resulting in $660 million of inventory not being recorded.  In August 2006, the reconciliation was completed and a
journal voucher was processed to correct the value of GSD inventory.

($ in thousands)

1. Inventory Categories
    A. Available and Purchased for Resale $ 23,973,248 $ -9,942 $ 23,963,306 $ 22,702,208 LAC, MAC
    B. Held for Repair 14,131,014 -4,222,717 9,908,297 9,372,433 LAC, MAC
    C. Excess, Obsolete, and Unserviceable 826,866 -826,866 0 0 NRV
    D. Raw Materials 0 0 0 0 MAC, SP, LAC
    E. Work in Process 298,945 0 298,945 244,416 AC
F. Total  $ 39,230,073 $ -5,059,525 $ 34,170,548 $ 32,319,057

2006 2005
Inventory,

Net
Inventory,

Net
Revaluation
Allowance

MAC = Moving Average Cost
SP = Standard Price
AC  =  Actual Cost

Legend for Valuation Methods:
Legend for Valuation Methods:

Adjusted LAC = Latest Acquisition Cost, adjusted for holding gains and losses NRV = Net Realizable Value

O = Other

Valuation
Method

Inventory, 
Gross Value

As of September 30

As of September 30

($ in thousands)

1. Inventory, Net  $ 34,170,548 $ 32,319,057
2. Operating Materials & Supplies, Net 360,328 382,632
3. Stockpile Materials, Net 0 0
4. Total $ 34,530,876 $ 32,701,689

2006 2005

2006 Annual Financial Statement
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Held for repair increased $535.9 million due to MSD physical inventory counts and spare parts being pulled from
retired aircraft in FY 2006.  The physical inventory counts and inspections identified $295 million of inventory not
recorded in accounting records.  Parts reclamation was conducted on retired C-5 aircraft, effectively returning
$236 million of parts to inventory.

The Depot Maintenance Activity Group (DMAG) increased $54.5 million in Work in Progress (WIP).  In FY 2006,
Contract DMAG had a $44 million increase in WIP due to ongoing reconciliation efforts to accurately reflect
account balances in preparation for Contract DMAG closure in FY 2010.

There are no restrictions on the use, sale, or disposition of inventory except in the following situations: 

1) Distributions without reimbursement are made when authorized by Department of Defense (DoD) directives.

2) War Reserve Material includes fuels and subsistence items that are considered restricted.

3) Inventory, with the exception of safety stocks, may be sold to foreign, state and local governments, private par-
ties, and contractors in accordance with current policies and guidance or at the direction of the President.

Definitions

Inventory available and purchased for resale includes consumable spare and repair parts as well as repairable
items owned and managed by the Department.  Material available and purchased for resale includes material held
due to a managerial determination that it should be retained to support military or national contingencies. 

Inventory held for repair is damaged inventory that requires repair to make it suitable for sale.  Many of the inventory
items are more economical to repair than to procure.  In addition, because the Department often relies on weapon
systems and machinery no longer in production, the Department supports a process that encourages the repair and
rebuilding of certain items.  This repair cycle is essential to maintaining a ready, mobile, and armed military force.

Excess, obsolete, and unserviceable inventory consists of scrap materials or items that cannot be economically
repaired and are awaiting disposal.  Potentially reusable material, presented in previous years as excess, obsolete,
and unserviceable, is included in the held for use or held for repair categories, according to its condition.

Work in process balances include costs related to the production or servicing of items, including direct material,
direct labor, applied overhead, and other direct costs.  Work in process also includes the value of finished prod-
ucts or completed services pending the submission of bills to the customer.  The work in process designation may
also be used to accumulate the amount paid to a contractor under cost-reimbursable contracts, including the
amount withheld from payment to ensure performance and the amount paid to other government plants for
accrued costs of end-items of material ordered but not delivered.

General Composition of Inventory

Inventory includes spare and repair parts, clothing and textiles, fuels, and ammunition.  Inventory is tangible per-
sonal property that is (1) held for sale or held for repair for eventual sale, (2) in the process of production for
sale, or (3) to be consumed in the production of goods for sale or in the provision of services for a fee. 

The category inventory held for repair consists of damaged material that requires repair to make it usable.
Excess inventory is condemned material that must be retained for management purposes.  The category held for
sale includes all issuable material.  The category held for repair includes all economically reparable material.  Work
in process includes depot maintenance work with its associated labor, applied overhead, and supplies used in the
delivery of maintenance services.  The U.S. Standard General Ledger does not include a separate work in process
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account unrelated to sales.  Inventory is assigned to categories based on guidance in the DoD Financial
Management Regulation, Volume 11B.

Operating Materials and Supplies, Net

General Composition of Operating Materials and Supplies

OM&S include spare and repair parts.  The OM&S data reported on the financial statements are derived from
logistics systems designed for material management purposes, i.e. accountability and visibility.  The reported bal-
ances from these systems are not recorded at historical cost, in conformance with the valuation requirements in
the Statement of Federal Financial Accounting Standard (SFFAS) No. 3, "Accounting for Inventory and Related
Property."  Instead, the Air Force uses standard price to value OM&S without computing unrealized holding gains
or losses.  Furthermore, past audit results have led to uncertainties pertaining to the completeness and existence
of the OM&S quantities used to derive the balances reported in the financial statements.

For the most part, DMAG uses the consumption method of accounting for OM&S, since OM&S is defined in the
SFFAS No. 3 as material which has not yet been issued to the end user.  Once issued, the material is expensed.
As stated above, current financial and logistics systems cannot fully support the consumption method.  According
to federal accounting standards, 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
operations, or (3) it is cost-beneficial to expense OM&S when purchased (purchase method).  The DoD, in con-
sultation with its auditors, is (1) developing specific criteria for determining when OM&S amounts are not signifi-
cant for the purpose of using the consumption method, (2) developing functional requirements for feeder systems
to support the consumption method, (3) identifying feeder systems that are used to manage OM&S items, and (4)
developing plans to revise those systems to support the consumption method. The department reported signifi-
cant amounts using the purchase method either because the systems could not support the consumption method
or because management deems that the item is in the hands of the end user.

There are no restrictions on the use of OM&S.

As of September 30

($ in thousands)

1. OM&S Categories
    A. Held for Use $ 360,328 $ 0 $ 360,328 $ 382,632 SP, LAC
    B. Held for Repair 0 0 0 0 SP, LAC
    C. Excess, Obsolete, and Unserviceable 0 0 0 0 NRV
    D. Total  $ 360,328 $ 0 $ 360,328 $ 382,632

SP  =  Standard Price O = Other

AC  =  Actual Cost

Legend for Valuation Methods:

Adjusted LAC =  Latest Acquisition Cost, adjusted for holding gains and losses NRV = Net Realizable Value

Valuation 
Method

2006 2005
OM&S

Gross Value
Revaluation 
Allowance

OM&S, Net OM&S, Net

2006 Annual Financial Statement
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Stockpile Materials, Net

The Air Force Working Capital Fund has no Stockpile Materials.

Note 10. General PP&E, Net

Information Related to General PP&E, Net

Real property reported by the Automated Civil Engineering System (ACES), equipment reported by the Air
Force Equipment Management System (AFEMS) and Information Processing Management System (IPMS) have
not been validated and reconciled.  The Depot Maintenance Air Logistic Centers (ALC) and Aerospace
Maintenance and Regeneration Center (AMARC) use ACES to capture the costs of real property based on pre-
ponderance of use for each building.  The ALC's and AMARC use the straight-line method for recording depre-
ciation maintained on spreadsheets in place of the ACES schedule.  The accounting entries are recorded directly
into the field-level trial balances. 

The value of Air Force General PP&E in the possession of contractors is included in the value reported above for
the Major Asset Classes of Land and Buildings, Structures, and Facilities.  The value of General PP&E (Major Asset
Classes of Software and Equipment) does not include all of the General PP&E in the possession of contractors
that is above the Department of Defense (DoD) capitalization threshold.  The net book amount of such property
is immaterial in relation to the total General PP&E net book value.  In accordance with a strategy approved by the
Office of Management and Budget, the Government Accountability Office, and the DoD Inspector General, DoD

($ in thousands)

1. Major Asset Classes
    A. Land N/A N/A $ 0 N/A $ 0 $ 0
    B. Buildings, Structures, and Facilities S/L 20 or 40 896,080 $ -577,350 318,730 313,956
    C. Leasehold Improvements S/L lease term 0 0 0 0
    D. Software S/L 2-5 or 10 1,045,037 -739,755 305,282 342,075
    E. General Equipment S/L 5 or 10 2,081,890 -1,579,536 502,354 511,315
    F. Military Equipment S/L Various 0 0 0 0
    G. Assets Under Capital Lease S/L lease term 0 0 0 0
    H. Construction-in-Progress N/A N/A 42,799   N/A 42,799 38,210
    I.  Other 0 0 0 0
2. Total General PP&E $ 4,065,806 $ -2,896,641 $ 1,169,165 $ 1,205,556

[1] Note 15 for additional information on Capital Leases
Legend for Valuation Methods:
S/L =  Straight Line        N/A =  Not Applicable

2006 2005
Depreciation/ 
Amortization 

Method

(Accumulated 
Depreciation/ 
Amortization)

Service 
Life

Acquisition 
Value

Net Book 
Value

Prior FY Net 
Book Value

As of September 30

As of September 30

($ in thousands) (m(

1. Stockpile Materials Categories
    A. Held for Sale  $ 0 $ 0 $ 0 $ 0 AC, LCM
    B. Held in Reserve for Future Sale 0 0 0 0 AC, LCM
    C. Total $ 0 $ 0 $ 0 $ 0

LAC =  Latest Acquisition Cost
SP  =  Standard Price
AC =  Actual Cost O = Other

Legend for Valuation Methods:

NRV =  Net Realizable Value
LCM =  Lower of Cost or Market

Allowance
for Gains (Losses)

Stockpile
Materials Amount

Stockpile 
Materials, Net

Valuation 
Method

2006 2005

Stockpile
Materials, Net
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is developing new policies and a contractor-reporting process to capture General PP&E information for future
reporting purposes in compliance with generally accepted accounting practices.

Past audit results have identified uncertainties as to whether all General PP&E assets in the possession or control
(existence) of the Department are properly and accurately recorded in the system (completeness).

There are no restrictions on the use or convertibility of General PP&E. 

Note 11. Liabilities Not Covered by Budgetary Resources

Information Related to Liabilities Not Covered by Budgetary Resources

Line 2.B. represents the Actuarial Federal Employee Compensation future liabilities as provided annually by the
Department of Labor.

Note 12. Accounts Payable

Fluctuations and Abnormalities

Intragovernmental payables decreased by $28.0 million (14%).  This decrease is primarily due to a $27.1 million
decrease in Contract Depot Maintenance Activity Group (CDMAG) at Ogden Air Logistic Center (OO-ALC).
This decrease is due to an adjustment processed in July of 2006 to correct an erroneous account balance.  During
FY 2006, OO-ALC began an effort to reconcile the accounts payable subsidiary ledger to the trial balance.  The
analysis specifically identified $34.0 million in month end disbursement reconciliation adjustments that were

As of September 30

($ in thousands)

1. Intragovernmental Payables $ 171,623 $ N/A $ 171,623 $ 199,650
2. Nonfederal Payables (to the Public) 494,347 0 494,347 546,739
3. Total $ 665,970 $ 0 $ 665,970 $ 746,389

2006 2005

Accounts 
Payable

Interest, Penalties, 
and Administrative 

Fees
Total Total

As of September 30

($ in thousands)

1. Intragovernmental Liabilities
    A. Accounts Payable  $ 0 $ 0
    B. Debt  0 0
    C. Other 0 0
    D. Total Intragovernmental Liabilities $ 0 $ 0

2. Nonfederal Liabilities
    A. Accounts Payable $ 0 $ 0
    B. Military Retirement and Other Federal Employment Benefits 227,035 233,713
    C. Environmental Liabilities 0 0
    D. Other Liabilities 0 0
    E. Total Nonfederal Liabilities $ 227,035 $ 233,713

3. Total Liabilities Not Covered by Budgetary Resources $ 227,035 $ 233,713
4. Total Liabilities Covered by Budgetary Resources $ 2,037,616 $ 2,282,258
5. Total Liabilities $ 2,264,651 $ 2,515,971

2006 2005

2006 Annual Financial Statement
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processed in FY 2005 that erroneously reduced an other liability account in lieu of accounts payable. An adjust-
ment was processed in July of 2006 to correct the error, resulting in an overall decrease in Ogden's
Intragovernmental Accounts Payable.   

Public payables decreased $52.4 million (10%), which was primarily due to three events.

The first event was a $153.6 million decrease in the Information Services Activity Group (ISAG).  At the end of FY
2005, ISAG discontinued activity operations.  During FY 2006, remaining unfilled customer orders and balance
sheet accounts are being liquidated in preparation for account closure in FY 2007.

The second event was a $125.4 million increase due to the write-off of unsupported undistributed disburse-
ments in September 2006 based upon the Office of Secretary of Defense Comptroller guidance directing stabi-
lized unsupported amounts should be written off.  Undistributed disbursements are treated as an offset to
accounts payable.      

The third event was a $21.2 million decrease in public payables in the General Support Division (GSD) which was
caused by an adjustment processed in July of 2006.  In a review of the nonfederal payables, it was determined
that transactions for the Defense Logistic Centers had erroneously updated the nonfederal accounts payable in
lieu of the intragovernmental accounts payable.  These erroneous transactions were properly recorded in
intragovernmental payables in July of 2006, resulting in the decrease in nonfederal payables.

Undistributed Disbursements

Undistributed disbursements consist of the difference between (1) disbursements/collections recorded at the
transaction level to a specific obligation, payable, or receivable in the activity field records, and (2) those disburse-
ments/collections reported by the U.S. Treasury.  In-transit payments are payments that have been made for
other agencies or entities that have not been recorded in their accounting records.  These payments are applied
to each entity's outstanding accounts payable balance at year-end.  Accounts payable were adjusted downward in
the amount of $166.9 million for these payments.  

Allocation of Undistributed Disbursements

The Department of Defense (DoD) policy is to allocate supported undistributed disbursements between
intragovernmental and nonfederal categories based on the percentage of intragovernmental and nonfederal
accounts payable.  Unsupported undistributed disbursements should be recorded in U.S. Standard General
Ledger account (USSGLA) 2120, Disbursements in Transit.  The AFWCF followed this allocation policy reporting
$14.5 million in USSGLA 2120.  

Note 13. Debt

Not Applicable.

Note 14. Environmental Liabilities and Disposal Liabilities

Not Applicable.
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Note 15. Other Liabilities

Fluctuations and Abnormalities

Intragovernmental Other Liabilities increased $27.7 million (19%) due to the following events:

The Intragovernmental Advances from Others increased $27.4 million (20%) which is caused by a $28.0 million
increase in the Depot Maintenance Activity Group (DMAG).  In FY 2006 progress billings increased $15.1 million
at Oklahoma City and $14.5 million at the Ogden Air Logistic Centers as a result of increased customer orders
within their respective Contract DMAG programs.  

Nonfederal Other Liabilities decreased $191.9 million (14%) due to the following events:

Accrued Funded Payroll and Benefits increased $18.2 million (14%) due to increases in DMAG benefits in 
FY 2006.  Benefits are increasing due to increased contributions to Federal Employee Retirement System (FERS)
and Thrift Saving Plan.  This trend is expected to continue as Civil Service Retirement System workers retire and
are replaced with employees enrolled in FERS.

Advances from Others decreased $3.4 million (39%) due to the continued reduction in the backlog of DMAG
advances.  The backlog occurred in FY 2004 with the implementation of the Defense Industrial Fund Financial
Management System (DIFMS).  DIFMS was not designed to bill private party billings at a fixed price, thus resulting
in an increase in the advances account throughout all of FY 2004.  A systems release was installed to correct the
report during the first quarter of FY 2005 so current private party bills could be processed.  However, the release
did not provide functionality to process the older contracts and a backlog continued to exist in the account
throughout FY 2005.  This backlog has been steadily worked off and the account is now at a normal balance.

($ in thousands)

1. Intragovernmental
    A. Advances from Others $ 163,617 $ 0 $ 163,617 $ 136,241
    B. Deposit Funds and Suspense Account Liabilities 0 0 0 0
    C. Disbursing Officer Cash 0 0 0 0
    D. Judgment Fund Liabilities 0 0 0 0
    E. FECA Reimbursement to the Department of Labor 0 0 0 0
    F. Other Liabilities 10,599 0 10,599 10,297
    G. Total Intragovernmental Other Liabilities $ 174,216 $ 0 $ 174,216 $ 146,538
2. Nonfederal
    A. Accrued Funded Payroll and Benefits $ 147,711 $ 0 $ 147,711 $ 129,479
    B. Advances from Others 5,215 0 5,215 8,570
    C. Deferred Credits 0 0 0 0
    D. Deposit Funds and Suspense Accounts 806 0 806 54,771
    E. Temporary Early Retirement Authority 0 0 0 0
    F. Non-environmental Disposal Liabilities
        (1) Military Equipment (Nonnuclear) 0 0 0 0
        (2) Excess/Obsolete Structures 0 0 0 0
        (3) Conventional Munitions Disposal 0 0 0 0
    G. Accrued Unfunded Annual Leave 0 0 0 0
    H. Capital Lease Liability 0 0 0 0
    I.  Other Liabilities 1,006,017 37,681 1,043,698 1,196,511
    J.  Total Nonfederal Other Liabilities $ 1,159,749 $ 37,681 $ 1,197,430 $ 1,389,331
3. Total Other Liabilities $ 1,333,965 $ 37,681 $ 1,371,646 $ 1,535,869

As of September 30 2006 2005

Current 
Liability

Noncurrent 
Liability

Total Total

2006 Annual Financial Statement
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Deposits Funds and Suspense Accounts decreased $54.0 million (99%) was due to write-off of unsupported
undistributed collections in September 2006 based upon the Office of the Secretary of Defense Comptroller guid-
ance directing stabilized unsupported amounts should be written off. 

Other Liabilities decreased $152.8 million (13%) as follows:

Information Related to Other Liabilities

The DMAG accrued expenses decreased $193.8 million.  In FY 2006 Contract DMAG had a net change of $202.6
million in accrued expenses due to the reconciliation of production complete contracts. This reconciliation effort
will continue to decrease accrued liabilities in preparation for Contract DMAG closure in FY 2010.

The Supply Management Activity Group (SMAG) future purchase - foreign military sales consist of money that
various countries have deposited with the SMAG as a buy-in on future purchases they plan to make under the
foreign military sales program.  These funds are considered a liability as the funds are returned if the countries do
not make future purchases.  Revenue is not recognized on these transactions until the purchase takes place.

The Mechanization of Contract Administration Services (MOCAS)/Contract Financing Payments include $37.7
million in estimated future contract financing payments that will be paid to the contractor upon delivery and
Government acceptance of a satisfactory product.  In accordance with contract terms, specific rights to the con-
tractor's work vests with the Government when a specific type of contract financing payments is made, thereby
protecting taxpayer funds in the event of contract nonperformance.  These rights should not be misconstrued as
the rights of ownership.  The Department is under no obligation to pay the contractor for amounts greater than
the amounts authorized in the contract until delivery and Government acceptance of a satisfactory product.
Since it is probable that the contractor will complete its efforts and deliver a satisfactory product to the
Department and the amount of potential future payment are estimable; the Department has recognized a con-
tingent liability for estimated future payments, which are conditional pending delivery and Government accept-
ance of a satisfactory product.

Note 16. Commitments and Contingencies

Not Applicable.

($ in thousands)
As of September 30

FY 2006 FY 2005

Misc. Liabilities 239 500

DMAG – WIP Accrued Expenses 967,461 1,161,308

SMAG – Future Purchase  - Foreign Military Sales 28,376 28,377

SMAG – Other Accrued Liabilities 9,941 6,326

MOCAS/Contract Financing Payments 37,681 0

Total 1,043,698 1,196,511

$

$ $

$
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Note 17. Military Retirement and Other Federal Employment Benefits

Military Retirement Pensions

The Air Force Working Capital has no Military Retirement Pensions.

Military Retirement Health Benefits

The Air Force Working Capital Fund has no Military Retirement Health Benefits

Federal Employees Compensation Act (FECA)

The Air Force Working Capital Fund's (AFWCF) actuarial liability for workers' compensation benefits is devel-
oped by the Department of Labor and provided to the AFWCF at the end of each fiscal year.  The FECA is not
related to and should not be misinterpreted to represent the Federal Unemployment Compensation Act.  The
liability includes the expected liability for death, disability, medical, and miscellaneous costs for approved com-
pensation 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 ulti-
mate payments.  The projected annual benefit payments have been discounted to present value using the
Office of Management and Budget's (OMB's) economic assumptions for 10-year Treasury notes and bonds.
Cost-of-living adjustments and medical inflation factors are also applied to the calculation of projected future
benefits.

The liability for future workers' compensation (FWC) benefits includes the expected liability for death, disabili-
ty, medical, and miscellaneous 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.  Consistent with
past practice, these projected annual benefits payments have been discounted to present value using the 

Assumed 
Interest Rate 

(%)

($ in thousands)

1. Pension and Health Actuarial Benefits
    A. Military Retirement Pensions $ 0      $ 0 $ 0 $ 0
    B. Military Retirement Health Benefits 0      0 0 0
    C. Military Medicare-Eligible Retiree Benefits 0      0 0 0
    D. Total Pension and Health Actuarial Benefits $ 0 $ 0 $ 0 $ 0

2. Other Actuarial Benefits
    A. FECA $ 227,035      $ 0 $ 227,035 $ 233,713
    B. Voluntary Separation Incentive Programs 0      0 0 0
    C. DoD Education Benefits Fund 0      0 0 0
    D. Total Other Actuarial Benefits $ 227,035 $ 0 $ 227,035 $ 233,713

3. Other Federal Employment Benefits $ 0      $ 0 $ 0 $ 0

2006 2005

Present Value of 
Benefits

(Less: Assets 
Available to Pay 

Benefits)

Unfunded
Liability

Present Value 
of Benefits

4. Total Military Retirement and Other Federal
    Employment Benefits: $ 227,035 $ 233,713$ 0 $ 227,035

As of September 30

2006 Annual Financial Statement
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OMB's economic assumptions for 10-year Treasury notes and bonds.  Interest rate assumptions utilized for dis-
counting were as follows:

2006

5.170% in Year 1

5.313% in Year 2

And thereafter

To provide more specifically for the effects of inflation on the liability for future workers' compensation benefits,
wage inflation factors (cost of living adjustments or COLAs) and medical inflation factors (consumer price index
medical or CPIMs) were applied to the calculation of projected future benefits.  The actual rates for these factors
for the charge back year (CBY) 2006 were also used to adjust the methodology's historical payments to current
year constant dollars.

The compensation COLAs and CPIMs used in the projections for various charge back years (CBY) were as 
follows:

CBY COLA CPIM

2006 3.50% 4.00%

2007 3.13% 4.01%

2008 2.40% 4.01%

2009 2.40% 4.013%

2010+ 2.43% 4.09%

The model's resulting projections were analyzed to insure that the estimates were reliable.  The analysis was
based on four tests:  (1) a sensitivity analysis of the model to economic assumptions, (2) a comparison of the per-
centage change in the liability amount by agency to the percentage change in the actual incremental payments, (3)
a comparison of the incremental paid loses per case (a measure of case-severity) in CBY 2006 to the average pat-
tern observed during the most current three charge back years, and (4) a comparison of the estimated liability
per case in the 2006 projection to the average pattern for the projections of the most recent three years.

Note 18. General Disclosures Related to the Statement of Net Cost

Intragovernmental Costs and Exchange Revenue

($ in thousands)

1. Intragovernmental Costs $ 4,748,892 $ 5,312,717
2. Public Costs 3,923,068 5,201,477
3. Total Costs $ 8,671,960 $ 10,514,194
4. Intragovernmental Earned Revenue $ -10,105,650 $ -10,643,243
5. Public Earned Revenue -677,373 -771,703
6. Total Earned Revenue $ -10,783,023 $ -11,414,946
7. Net Cost of Operations $ -2,111,063 $ -900,752

2006 2005As of September 30
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Fluctuations and Abnormalities

Gross Costs

Gross Costs had a decrease of $1.8 billion (18%).  

Intragovernmental Costs decreased by $563.8 million due to the following events.

$141.3 million decrease is attributed to an error in the revenues reported by the Army Working Capital Fund in
FY 2005.  During the last two quarters of FY 2005, Tobyhanna Army Depot implemented a new accounting sys-
tem and they believe the numbers provided were overstated due to system implementation problems.  The FY
2006 amounts provided were verified by the Tobyhanna Army Depot as correct.

$39.1 million decrease in the Information Services Activity Group (ISAG) was due to the removal of ISAG from
the Air Force Working Capital Fund (AFWCF) at the end of FY 2005.  In FY 2006, no new customer orders were
started.  Remaining unfilled customer orders and balance sheet accounts are being liquidated in preparation for
account closure in FY 2007.

The remaining decrease of $383.4 million is primarily due to a reduction in revenues reported by the Defense
Logistics Agency (DLA). AFWCF purchases, both inventory and services such as transportation, storage and ware-
house issues/receipts from DLA. Due to trading partner eliminations, AFWCF is required to balance with DLA's
revenue.  In comparison to FY 2005, The Air Force has purchased the same level of services and inventory for
resale in FY 2006.  After a review of the FY 2006 business events, AFWCF does not agree with DLA's reported
revenue reduction and a reconciliation will be performed in the 1st quarter of FY 2007.

Public Costs had a $1.3 billion decrease primarily due to a $636.5 million decrease in the General Support
Division (GSD) and $522.4 million decrease in the ISAG. 

The GSD decrease is due to a $660 million reported net gain under Public Costs.  In FY 2006, an accounting
adjustment was processed to correct erroneous inventory transfers processed in FY 2005.  Due to significant
inventory decreases in comparison to the FY 2004 inventory value, GSD conducted a reconciliation of inventory
transfers between storage facilities in FY 2006.  The analysis determined inventory transfers were being adjusted
incorrectly resulting in $660 million of inventory not being recorded.  In August 2006, the reconciliation was com-
pleted and a journal voucher was processed to correct the value of GSD inventory.  Gains are processed as an
offset within the loss account within the Supply Management Activity Group, thus are included in Gross Costs.  

The ISAG decrease was due to the removal of ISAG from the AFWCF as discussed above.

Information Related to the Statement of Net Cost (SoNC)

The Consolidated SoNC in the Federal Government is unique because its principles are based on understanding
the net cost and/or organizations that the Federal Government supports through appropriations or other means.
This statement provides gross and net cost information that can be related to the amount of output or outcome
for a given program and/or organization administered by a responsible reporting entity.
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While the AFWCF generally records transactions on an accrual basis as is required by generally accepted account-
ing principles, the systems do not always capture actual costs.  Information presented on the SoNC is primarily
based on budgetary obligations, disbursements, or collection transactions, as well as information from non-finan-
cial feeder systems.

Intragovernmental costs and revenue are related to transactions made between two reporting entities within the
Federal Government.  Public costs and revenues are exchange transactions made between the reporting entity
and a nonfederal entity.

Note 19. Disclosures Related to the Statement of Changes in Net Position

Information Related to the Statement of Changes in Net Position

Prior Period Adjustments

The prior period adjustment during FY 2005 was due to the change in the Material Support Division inventory
valuation methodology.  The Latest Acquisition Cost in the Standard Base Supply System was converted to
Moving Average Cost historical cost basis valuation which does not require an allowance for gains and losses.
The conversion created a prior period adjustment of approximately $10.8 billion for the elimination of the
allowance for gains and losses, the establishment of an allowance for repairs and the revaluation of the inventory.

Imputed Financing

The amounts remitted to the Office of Personnel Management (OPM) by and for employees covered by the Civil
Service Retirement System, Federal Employee Retirement System, Federal Employees Health Benefits program,
and the Federal Employee Group Life Insurance program do not fully cover the Government's cost to provide
these benefits.  An imputed cost is recognized as the difference between the Government's cost of providing
these benefits to the employees and contributions made by and for them.  OPM provides the cost factors to the
Defense Finance and Accounting Service (DFAS) for computation of imputed financing cost.  DFAS provides the
costs to OUSD (Personnel and Readiness) for validation.  Approved imputed costs are provided to the reporting
components for inclusion in their financial statements.

($ in thousands)

1.  Prior Period Adjustments Increases (Decreases) to Net Position
     Beginning Balance
    A. Changes in Accounting Standards $ 0 $ 0 $ 3,632,598 $ 0
    B. Errors and Omissions in Prior Year Accounting  Reports 0 0 7,256,576 0
    C. Total Prior Period Adjustments $ 0 $ 0 $ 10,889,174 $ 0

2.  Imputed Financing
    A. Civilian CSRS/FERS Retirement $ 55,234 $ 0 $ 62,192 $ 0
    B. Civilian Health 109,111 0 105,973 0
    C. Civilian Life Insurance 264 0 269 0
    D. Judgment Fund 0 0 0 0
    E. Intraentity 0 0 0 0
    F. Total Imputed Financing $ 164,609 $ 0 $ 168,434 $ 0

2006 2005

Cumulative Results 
of Operations

Unexpended 
Appropriations

Cumulative Results 
of Operations

Unexpended
Appropriations

As of September 30
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Note 20. Disclosures Related to the Statement of Budgetary Resources

Information Related to the Statement of Budgetary Resources

Intra-entity Transactions

The Statement of Budgetary Resources (SBR) does not eliminate intra-entity transactions because the statements
are presented as combined and combining.

Apportionment Categories

Office of Management and Budget Circular A-136, specifically requires disclosure of the amount of direct and
reimbursable obligations incurred against amounts apportioned under categories A, B, and exempt from appor-
tionment.  This disclosure should agree with the aggregate of the related information as included in each report-
ing entity's SF 133 and in the SBR, lines 8A and 8B.  There are no Category A direct or reimbursable obligations.
Category B reimbursable obligations total $15.8 billion.  There are no category B direct or exempt obligations.

Undelivered Orders

Undelivered orders presented in the SBR includes undelivered orders-unpaid for both direct and reimbursable
funds.

Spending Authority from Offsetting Collections

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 SBR), are not included in the "Spending Authority from
Offsetting Collections and Adjustments" line on the SBR or the "Spending Authority for Offsetting Collections and
Adjustments" line on the Statement of Financing.

Appropriations Received

The Medical Dental Division of Supply Management received a Congressional appropriation of $43.3 million in
February 2006 to maintain War Readiness Materials.  Of this amount, $43.3 million has been obligated as of
September 30, 2006.

Note 21. Disclosures Related to the Statement of Financing

The objective of the Statement of Financing is to reconcile the difference between budgetary obligations and the
net cost of operations reported.  Due to the Department of the Air Force's financial system limitations, budgetary
data is not in agreement with proprietary expenses and assets capitalized.  Differences between budgetary and
proprietary data constitutes a previously identified deficiency.  

As of September 30

($ in thousands)

1. Net Amount of Budgetary Resources Obligated for Undelivered Orders
    at the End of the Period

$ 7,151,764 $ 6,937,550

2. Available Borrowing and Contract Authority at the End of the Period 4,183,095 2,782,392

2006 2005

2006 Annual Financial Statement
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Other Information Related to the Statement of Financing

Budgetary data is not in agreement with Proprietary Expenses and Assets Capitalized.  This causes a difference in
net cost between the Statement of Net Cost (SoNC) and the Statement of Financing.  "Resources that finance the
acquisition of assets" is adjusted in order to align the amount of net cost on the Statement of Financing with the
amount reported on the (SoNC).  This adjustment was $148.3 million, absolute value.

The following Statement of Financing lines are presented as combined instead of consolidated due to interagency
budgetary transactions not being eliminated:

• Obligations Incurred

• Less:  Spending Authority from Offsetting Collections and Recoveries

• Obligations Net of Offsetting Collections and Recoveries

• Less:  Offsetting Receipts

• Net Obligations

• Undelivered Orders

• Unfilled Customer Orders

Other "Resources Used to Finance Items not Part of the Net Cost of Operations" includes asset transfers out
from the Air Force Working Capital Fund (AFWCF).  At the end of FY 2005, ISAG discontinued activity opera-
tions.  During FY 2006, remaining unfilled customer orders and balance sheet accounts are being liquidated in
preparation for account closure in FY 2007.  In FY 2006, the Information Services Activity Group transferred gen-
eral equipment to the Air Force General Funds.  "Other" resources that do not affect net cost consists of applied
overhead and adjustments to inventory held for repair valuation accounts.

Amounts reported for "Exchange revenue receivable from public" represent a change in public receivables, which
does not have a relationship to liabilities not covered by budgetary resources.

The value for "Other" reported under "Components Requiring or Generating Resources in Future Period" is the
amount for Federal Employees Compensation Act.

The value for "Other" reported under "Components Not Requiring or Generating Resources in Future Period" are
applied overhead, bad debt expense and expenses not requiring budgetary resources.

Note 22. Disclosures Related to the Statement of Custodial Activity

Not Applicable.

Note 23. Earmarked Funds

Not Applicable.

Note 24. Other Disclosures 

Not Applicable.
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Depot 
Maintenance

Supply 
Management

Information 
Services

1.  ASSETS (Note 2)
      A.  Intragovernmental:
            1. Fund Balance with Treasury (Note 3)
                a. Entity $ 795,976 $ 562,841 $ -15,781
                b. Nonentity Seized Iraqi Cash 0 0 0
                c. Nonentity-Other 0 0 0
            2.  Investments (Note 4) 0 0 0
            3.  Accounts Receivable (Note 5) 326,882 400,078 -7,367
            4.  Other Assets (Note 6) 5,186 81,352 25
            5.  Total Intragovernmental Assets $ 1,128,044 $ 1,044,271 $ -23,123
      B.  Cash and Other Monetary Assets (Note 7) $ 0 $ 0 $ 0
      C.  Accounts Receivable, Net (Note 5) 12,042 220,264 8
      D.  Loans Receivable (Note 8) 0 0 0
      E.  Inventory and Related Property, Net (Note 9) 659,272 33,871,604 0
      F.  General Property, Plant and Equipment, Net (Note 10) 1,035,725 112,945 20,495
      G.  Investments (Note 4) 0 0 0
      H.  Other Assets (Note 6) 27,273 513,870 0
2. TOTAL ASSETS $ 2,862,356 $ 35,762,954 $ -2,620
3. LIABILITIES (Note 11)
      A.  Intragovernmental:
           1. Accounts Payable (Note 12) $ 247,946 $ 223,092 $ 104
           2. Debt (Note 13) 0 0 0
           3. Other Liabilities (Note 15 & 16) 254,462 1,099 0
           4. Total Intragovernmental Liabilities $ 502,408 $ 224,191 $ 104
      B.  Accounts Payable (Note 12) $ 48,203 $ 428,942 $ 3,122
      C.  Military Retirement and Other Federal 203,425 23,601 9
            Employment Benefits (Note 17)
      D.  Environmental and Disposal Liabilities (Note 14) 0 0 0
      E.  Loan Guarantee Liability (Note 8) 0 0 0
      F.  Other Liabilities (Note 15 and Note 16) 1,113,355 82,955 261
4. TOTAL LIABILITIES $ 1,867,391 $ 759,689 $ 3,496
5.  NET POSITION
      A.  Unexpended Appropriations - Earmarked Funds (Note 23) $ 0 $ 0 $ 0
      B.  Unexpended Appropriations - Other Funds 0 0 0
      C.  Cumulative Results of Operations - Earmarked Funds 0 0 0
      D.  Cumulative Results of Operations - Other Funds 994,965 35,003,265 -6,116
6. TOTAL NET POSITION $ 994,965 $ 35,003,265 $ -6,116
7. TOTAL LIABILITIES AND NET POSITION $ 2,862,356 $ 35,762,954 $ -2,620

Consolidating Balance Sheet—Working Capital Fund
As of September 30, 2006 and 2005 ($ in Thousands)

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

Combined 
Total Eliminations

2006 
Consolidated

2005 
Consolidated

$ 14,940 $ 1,357,976 $ 0 $ 1,357,976 $ 1,164,223
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0

-1 719,592 299,519 420,073 510,560
0 86,563 81,345 5,218 48,515

$ 14,939 $ 2,164,131 $ 380,864 $ 1,783,267 $ 1,723,298
$ 0 $ 0 $ 0 $ 0 $ 0

0 232,314 0 232,314 219,929
0 0 0 0 0
0 34,530,876 0 34,530,876 32,701,689
0 1,169,165 0 1,169,165 1,205,556
0 0 0 0 0
0 541,143 0 541,143 440,337

$ 14,939 $ 38,637,629 $ 380,864 $ 38,256,765 $ 36,290,809

$ 0 $ 471,142 $ 299,519 $ 171,623 $ 199,650
0 0 0 0 0
0 255,561 81,345 174,216 146,538

$ 0 $ 726,703 $ 380,864 $ 345,839 $ 346,188
$ 14,080 $ 494,347 $ 0 $ 494,347 $ 546,739

0 227,035 0 227,035 233,713

0 0 0 0 0
0 0 0 0 0

859 1,197,430 0 1,197,430 1,389,331
$ 14,939 $ 2,645,515 $ 380,864 $ 2,264,651 $ 2,515,971

$ 0 $ 0 $ 0 $ 0 $ 0
0 0 0 0 0
0 0 0 0 0
0 35,992,114 0 35,992,114 33,774,838

$ 0 $ 35,992,114 $ 0 $ 35,992,114 $ 33,774,838
$ 14,939 $ 38,637,629 $ 380,864 $ 38,256,765 $ 36,290,809

2006 Annual Financial Statement
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Combined
Total Eliminations

2006
Consolidated

2005
Consolidated

1.  Program Costs
     A.  Component Level
           1. Gross Costs $ 0 $ 0 $ 0 $ -10,166
           2. (Less: Earned Revenue) 90,914 0 90,914 0
           3. Net Program Costs $ 90,914 $ 0 $ 90,914 $ -10,166
     B.  Depot Maintenance
           1. Gross Costs $ 6,090,124 $ 2,384,852 $ 3,705,272 $ 4,046,962
           2. (Less: Earned Revenue) -6,292,446 -2,643,203 -3,649,243 -3,832,693
           3. Net Program Costs $ -202,322 $ -258,351 $ 56,029 $ 214,269
     C.  Information Services
           1. Gross Costs $ 164,747 $ 2 $ 164,745 $ 726,191
           2. (Less: Earned Revenue) -177,882 -38,979 -138,903 -608,187
           3. Net Program Costs $ -13,135 $ -38,977 $ 25,842 $ 118,004
     D.  Supply Management
          1. Gross Costs $ 7,482,364 $ 2,680,471 $ 4,801,893 $ 5,751,130
          2. (Less: Earned Revenue) -9,467,887 -2,383,143 -7,084,744 -6,974,066
          3. Net Program Costs $ -1,985,523 $ 297,328 $ -2,282,851 $ -1,222,936
     E.  Transportation
          1. Gross Costs $ 50 $ 0 $ 50 $ 77
          2. (Less: Earned Revenue) -1,047 0 -1,047 0
          3. Net Program Costs $ -997 $ 0 $ -997 $ 77
     F.  Total Program Costs
          1. Gross Costs $ 13,737,285 $ 5,065,325 $ 8,671,960 $ 10,514,194
          2. (Less: Earned Revenue) -15,848,348 -5,065,325 -10,783,023 -11,414,946
          3. Net Program Costs $ -2,111,063 $ 0 $ -2,111,063 $ -900,752
2.  Cost Not Assigned to Programs 0 0 0 0
3.  (Less: Earned Revenue Not Attributable to Programs) 0 0 0 0
4.  Net Cost of Operations $ -2,111,063 $ 0 $ -2,111,063 $ -900,752

Consolidating Statement of Net Cost—Working Capital Fund
For the periods ended September 30, 2006 and 2005 ($ in Thousands)

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

Supply
Management

Information
Services

BUDGETARY FINANCING ACCOUNTS
BUDGETARY RESOURCES:
1.  Unobligated balance, brought forward, October 1 $ 312,798 $ -61,554 $ -58,548
2.  Recoveries of prior year unpaid obligations 0 2,397 75,221
3.  Budget authority
     3a. Appropriation 1,000 47,577 0
     3b. Borrowing authority 0 0 0
     3c. Contract authority 226,498 9,631,334 0
4.  Spending authority from offsetting collections
     4a. Earned

         1. Collected 6,252,321 9,438,497 262,384
         2. Change in receivables from Federal sources -26,793 34,018 -84,502

     4b. Change in unfilled customer orders
          1. Advance received 10,419 0 0
          2. Without advance from Federal sources 83,995 -790,879 -229,439

     4c. Anticipated for rest of year, without advances 0 0 0
     4d. Previously unavailable 0 0 0
     4e. Expenditure transfers from trust funds 0 0 0
     4f.  Subtotal 6,547,440 18,360,547 -51,557
5.  Nonexpenditure transfers, net, anticipated and actual -60,000 -49,054 12,342
6.  Temporarily not available pursuant to Public Law 0 0 0
7.  Permanently not available 205,170 -8,672,778 10,292
8.  Total Budgetary Resources $ 7,005,408 $ 9,579,558 $ -12,250

STATUS OF BUDGETARY RESOURCES:
9.  Obligations incurred:
     9a. Direct $ 0 $ 0 $ 0
     9b. Reimbursable 6,077,689 9,569,890 0
     9c. Subtotal 6,077,689 9,569,890 0
10. Unobligated balance:
     10a. Apportioned 927,719 9,668 -12,250
     10b. Exempt from apportionment 0 0 0
     10c. Subtotal 927,719 9,668 -12,250
11. Unobligated balance not available 0 0 0
12. Total Status of Budgetary Resources $ 7,005,408 $ 9,579,558 $ -12,250

CHANGE IN OBLIGATED BALANCE:

NET OUTLAYS:

13. Obligated balance, Net
      13a. Unpaid obligations, brought forward, October 1 2,470,811 5,847,564 412,592
      13b. Less: Uncollected customer payments $ -2,369,490 $ -2,306,740 $ -326,140
              from Federal sources, brought forward, October 1
      13c. Total unpaid obligated balance 101,321 3,540,824 86,452
      13d. Obligations incurred net (+/-) $ 6,077,689 $ 9,569,890 $ 0
14. Less: Gross outlays -6,031,588 -9,350,873 -328,704
15. Obligated balance transferred, net
      15a. Actual transfers, unpaid  obligations (+/-) 0 0 0
      15b. Actual transfers, uncollected customer 0 0 0
              payments from Federal sources (+/-)
16. Total Unpaid obligated balance transferred, net 0 0 0
17. Less: Recoveries of prior year  unpaid obligations, actual 0 -2,397 -75,221
      Change in uncollected customer -57,202 756,861 313,942
      payments from Federal sources (+/-) 313,942
18. Obligated balance, net, end of  period
      18a. Unpaid obligations 2,516,913 6,064,183 8,667
      18b. Less: Uncollected customer payments
              from Federal sources -2,426,693 -1,549,878 -12,198
      18c. Total, unpaid obligated balance, net, end of period 90,220 4,514,305 -3,531

19. Net Outlays:
      19a. Gross outlays 6,031,588 9,350,873 328,704
      19b. Less: Offsetting collections -6,262,739 -9,438,497 -262,385
      19c. Less: Distributed Offsetting receipts 0 0 0
20. Net Outlays $ -231,151 $ -87,624 $ 66,319

Combining Statement of Budgetary Resources—Working Capital Fund
For the periods ended September 30, 2006 and 2005 ($ in Thousands)

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

Level
2006 

Combined
2005

Combined

$ 9,068 $ 90,914 $ 292,678 $ 134,440
1,620 0 79,238 4

0 0 48,577 0
0 0 0 0
0 0 9,857,832 9,744,293

1 -15 15,953,188 16,559,412
-617 34,736 -43,158 50,393

0 0 10,419 -121,421
0 0 -936,323 692,744
0 0 0 0
0 0 0 0
0 0 0 0

-616 34,721 24,890,535 26,925,421
-10,072 0 -106,784 -73,911

0 0 0 0
0 0 -8,457,316 -10,801,211

$ 0 $ 125,635 $ 16,698,351 $ 16,184,743

$ 0 $ 0 $ 0 $ 0
0 125,635 15,773,214 15,892,064
0 125,635 15,773,214 15,892,064

0 0 925,137 292,678
0 0 0 0
0 0 925,137 292,678
0 0 0 1

$ 0 $ 125,635 $ 16,698,351 $ 16,184,743

1,685 -111,324 8,621,328 8,980,235
$ -617 $ 35,595 $ -4,967,392 $ -4,224,253

1,068 -75,729 3,653,936 4,755,982
$ 0 $ 125,635 $ 15,773,214 $ 15,892,064

-64 -230 -15,711,459 -16,250,968

0 0 0 0
0 0 0 0

0 0 0 0
-1,620 0 -79,238 -4

617 -34,736 979,482 -743,137

0 14,080 8,603,843 8,621,328

0 859 -3,987,910 -4,967,392
0 14,939 4,615,933 3,653,936

64 230 15,711,459 16,250,968
0 15 -15,963,606 -16,437,991
0 0 0 0

$ 64 $ 245 $ -252,147 $ -187,023

2006 Annual Financial Statement
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Depot
Maintenance

Supply
Management

Information
Services Transportation

Resources Used to Finance Activities:
Budgetary Resources Obligated
1.  Obligations incurred $ 6,077,689 $ 9,569,890 $ 0 $ 0
2.  Less: Spending authority from offsetting collections and recoveries -6,319,942 -8,684,033 -23,664 -1,004
3.  Obligations net of offsetting collections and recoveries -242,253 885,857 -23,664 -1,004
4.  Less: Offsetting receipts (-) 0 0 0 0
5.  Net obligations -242,253 885,857 -23,664 -1,004
Other Resources
6.  Donations and forfeitures of property 0 0 0 0
7.  Transfers in/out without reimbursement (+/-) 0 0 0 0
8.  Imputed financing from costs absorbed by others 145,114 19,482 13 0
9.  Other (+/-) 0 0 0 0
10. Net other resources used to finance activities 145,114 19,482 13 0
11. Total resources used to finance activities $ -97,139 $ 905,339 $ -23,651 $ -1,004

Resources Used to Finance Items not Part
of the Net Cost of Operations
12. Change in budgetary resources obligated for goods,
      services and benefits ordered but not yet provided
     12a. Undelivered Orders (-) -193,259 -259,993 239,038 0
     12b. Unfilled Customer Orders 94,414 -790,879 -229,439 0
13. Resources that fund expenses recognized in prior periods 0 0 -7,923 0
14. Budgetary offsetting collections and receipts that
     do not affect net cost of operations 0 0 0 0
15. Resources that finance the acquisition of assets -139,491 -4,854,112 5,145 0
16. Other resources or adjustments to net obligated resources
      that do not affect net cost of operations
      16a. Less: Trust or Special Fund Receipts Related to exchange in the Entity's Budget 0 0 0 0
      16b. Other (+/-) 0 0 0 0
17. Total resources used to finance items not part of the net cost of operations $ -238,336 $ -5,904,984 $ 6,821 $ 0
18. Total resources used to finance the net cost of operations $ -335,475 $ -4,999,645 $ -16,830 $ -1,004

Components of the Net Cost of Operations that will
not Require or Generate Resources in the Current Period:
Components Requiring or Generating Resources in Future Period:
19. Increase in annual leave liability 0 0 0 0
20. Increase in environmental and disposal liability 0 0 0 0
21. Upward/Downward reestimates of credit subsidy expense (+/-) 0 0 0 0
22. Increase in exchange revenue receivable from the public (-) 6 0 0 0
23. Other (+/-) 859 385 0 0
24. Total components of Net Cost of Operations that
       will require or generate resources in future periods $ 865 $ 385 $ 0 $ 0

Components not Requiring or Generating Resources:
25. Depreciation and amortization 123,024 43,169 0 0
26. Revaluation of assets or liabilities (+/-) 21,367 824,330 3,697 7
27. Other (+/-)
      27a. Trust Fund Exchange Revenue 0 0 0 0
      27b. Cost of Goods Sold 5,130,847 0 0 0
      27c. Operating Material & Supplies Used 0 0 0 0
      27d. Other -5,142,950 2,146,238 0 0
28. Total components of Net Cost of Operations that will not require or generate resources 132,288 3,013,737 3,697 7
29. Total components of net cost of operations that
      will not require or generate resources in the current period $ 133,153 $ 3,014,122 $ 3,697 $ 7
30. Net Cost of Operations $ -202,322 $ -1,985,523 $ -13,133 $ -997

Consolidating Statement of Financing—Working Capital Fund
For the periods ended September 30, 2006 and 2005 ($ in Thousands)

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

Combined
Total

2006
Consolidated

2005
Consolidated

$ 125,635 $ 15,773,214 $ 15,773,214 $ 15,892,064
-34,721 -15,063,364 -15,063,364 -17,181,132
90,914 709,850 709,850 -1,289,068

0 0 0 0
90,914 709,850 709,850 -1,289,068

0 0 0 0
0 0 0 0
0 164,609 164,609 168,434
0 0 0 0
0 164,609 164,609 168,434

$ 90,914 $ 874,459 $ 874,459 $ -1,120,634

0 -214,214 -214,214 180,293
0 -925,904 -925,904 571,323
0 -7,923 -7,923 -5,775

0 0 0 0
0 -4,988,458 -4,988,458 -5,376,780

0 0 0 0
0 0 0 0

$ 0 $ -6,136,499 $ -6,136,499 $ -4,630,939
$ 90,914 $ -5,262,040 $ -5,262,040 $ -5,751,573

0 0 0 0
0 0 0 0
0 0 0 0
0 6 6 0
0 1,244 1,244 5,961

$ 0 $ 1,250 $ 1,250 $ 5,961

0 166,193 166,193 190,703
0 849,401 849,401 3,193

0 0 0 0
0 5,130,847 5,130,847 5,026,640
0 0 0 416,094

-2 -2,996,714 -2,996,714 -791,770
-2 3,149,727 3,149,727 4,844,860

$ -2 $ 3,150,977 $ 3,150,977 $ 4,850,821
$ 90,912 $ -2,111,063 $ -2,111,063 $ -900,752
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Working Capital
Funds

2006
Combined

2005
Combined

BUDGETARY FINANCING ACCOUNTS
BUDGETARY RESOURCES:
1.  Unobligated balance, brought forward, October 1 $ 292,679 $ 292,678 $ 134,440
2.  Recoveries of prior year unpaid obligations 79,239 79,238 4
3.  Budget authority
     3a. Appropriation 48,577 48,577 0
     3b. Borrowing authority 0 0 0
     3c. Contract authority 9,857,832 9,857,832 9,744,293
4.  Spending authority from offsetting collections
     4a. Earned

         1. Collected 15,953,188 15,953,188 16,559,412
         2. Change in receivables from Federal sources -43,158 -43,158 50,393

     4b. Change in unfilled customer orders
          1. Advance received 10,419 10,419 -121,421
          2. Without Advance from Federal sources -936,323 -936,323 692,744

     4c. Anticipated for rest of year, without advances 0 0 0
     4d. Previously unavailable 0 0 0
     4e. Expenditure transfers from trust funds 0 0 0
     4f.  Subtotal 24,890,535 24,890,535 26,925,421
5.  Nonexpenditure transfers, net, anticipated and actual -106,784 -106,784 -73,911
6.  Temporarily not available pursuant to Public Law 0 0 0
7.  Permanently not available -8,457,316 -8,457,316 -10,801,211
8.  Total Budgetary Resources $ 16,698,353 $ 16,698,351 $ 16,184,743

STATUS OF BUDGETARY RESOURCES:
9.  Obligations incurred:
     9a. Direct $ 0 $ 0 $ 0
     9b. Reimbursable 15,773,214 15,773,214 15,892,064
     9c. Subtotal 15,773,214 15,773,214 15,892,064
10. Unobligated balance:
     10a. Apportioned 925,138 925,137 292,678
     10b. Exempt from apportionment 0 0 0
     10c. Subtotal 925,138 925,137 292,678
11. Unobligated balance not available 0 0 1
12. Total Status of Budgetary Resources $ 16,698,352 $ 16,698,351 $ 16,184,743

CHANGE IN OBLIGATED BALANCE:

NET OUTLAYS:

13. Obligated balance, Net
      13a. Unpaid obligations, brought forward, October 1 8,621,327 8,621,328 8,980,235
      13b. Less: Uncollected customer payments $ -4,967,391 $ -4,967,392 $ -4,224,253
              from Federal sources, brought forward, October 1
      13c. Total unpaid obligated balance 3,653,936 3,653,936 4,755,982
      13d. Obligations incurred net (+/-) $ 15,773,214 $ 15,773,214 $ 15,892,064
14. Less: Gross outlays -15,711,459 -15,711,459 -16,250,968
15. Obligated balance transferred, net
      15a. Actual transfers, unpaid  obligations (+/-) 0 0 0
      15b. Actual transfers, uncollected customer 0 0 0
              payments from Federal sources (+/-)
16. Total Unpaid obligated balance transferred, net 0 0 0
17. Less: Recoveries of prior year  unpaid obligations, actual -79,239 -79,238 -4
      Change in uncollected customer 979,481 979,482 -743,137
      payments from Federal sources (+/-)
18. Obligated balance, net, end of  period
      18a. Unpaid obligations 8,603,843 8,603,843 8,621,328
      18b. Less: Uncollected customer payments (-)

-3,987,910 -3,987,910 -4,967,392              from Federal sources (-)
      18c. Total, unpaid obligated balance, net, end of period 4,615,933 4,615,933 3,653,936

19. Net Outlays:
      19a. Gross outlays 15,711,459 15,711,459 16,250,968
      19b. Less: Offsetting collections -15,963,607 -15,963,606 -16,437,991
      19c. Less: Distributed Offsetting receipts 0 0 0
20. Net Outlays $ -252,148 $ -252,147 $ -187,023

Disaggregated Statement of Budgetary Resources—Working Capital Fund
For the periods ended September 30, 2006 and 2005 ($ in Thousands)

The accompanying notes are an integral part of these financial statements.
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Required Supplemental Information - Part B
AT97 - Air Force Working Capital Fund
Schedule, Part B DoD Intragovernmental entity liabilities.
($ in Thousands)

Treasury 
Index:

Debts/Borrowings 
From Other Agencies

Navy General Fund 17 $502
Army General Fund 21 $564 $202
Office of Personnel Management 24 $10,599
Air Force General Fund 57 $68,208 $160,484
Homeland Security 70 $966
Other Defense Organizations General Funds 97 $1
Other Defense Organizations Working Capital Funds 97-4930 $99,794 $1,965
Army Working Capital Fund 97-4930.001 $419
Navy Working Capital Fund 97-4930.002 $2,135

Accounts 
Payable

Other

Required Supplemental Information - Part A
AT97 - Air Force Working Capital Fund
Schedule, Part A DoD Intragovernmental Asset Balances.
($ in Thousands)

Treasury 
Index:

Loans 
Receivable

Investments

Department of Agriculture 12 $89
Department of Justice 15 $861
Navy General Fund 17 $5,802
Department of State 19 $8
Department of the Treasury 20 $1,357,975 $0
Army General Fund 21 $1,387
General Service Administration 47 $2,437
General Accounting Office 5 $6
Air Force General Fund 57 $328,052 $451
Homeland Security 70 $1,258
National Aeronautics and Space Administration 80 $292
Other Defense Organizations General Funds 97 $45,652
Other Defense Organizations Working Capital Funds 97-4930 $27,882 $4,768
Army Working Capital Fund 97-4930.001 $3,081
Navy Working Capital Fund 97-4930.002 $3,269

Accounts
Receivable

Other
Fund Balance
with Treasury
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Required Supplemental Information - Part E
AT97 - Air Force Working Capital Fund
($ in Thousands)

Treasury 
Index:

Transfers 
In

Air Force General Fund 57 $106,784

Transfers 
Out

Required Supplemental Information - Part C
AT97 - Air Force Working Capital Fund
Schedule, Part C DoD Intragovernmental revenue and related costs.
($ in Thousands)

Treasury 
Index:

Department of Agriculture 12 $495
Department of the Interior 14 $1
Department of Justice 15 $4,313
Navy General Fund 17 $70,262
Department of State 19 $102
Department of the Treasury 20 $0
Army General Fund 21 $25,342
General Service Administration 47 $83
National Science Foundation 49 $13
General Accounting Office 5 $8
Air Force General Fund 57 $8,236,112
Homeland Security 70 $8,859
National Aeronautics and Space Administration 80 $719
Other Defense Organizations General Funds 97 $1,267,624
Other Defense Organizations Working Capital Funds 97-4930 $381,644
Army Working Capital Fund 97-4930.001 $0
Navy Working Capital Fund 97-4930.002 $84,767

Earned 
Revenue
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