
Following a challenging but transformational fiscal 2013, in which the Exchange gained traction 
along the path toward objectives it set for itself in 2012, E and C News asked Army and Air Force 
Exchange Service (AAFES) Director and Chief Executive Officer (CEO) Tom Shull for his thoughts 

on the progress of the strategic initiatives he announced in 2012. 
While sales may have struggled, the primary aspects of the AAFES mission — to go where the troops 

and airmen go — remains intact, along with generating a dividend for MWR as selling, general and ad-
ministrative costs (SG&A) have been reeled in.

However, in a multi-faceted sales arena that is changing as fast as the world of “omni-channel” retailing, 
the Exchange is working to set some new foundations for what Shull expects will lead to future growth … 

ON THE EXCHANGE’S SUCCESSES 
AND CHALLENGES IN 2013 ...

The Exchange’s successes in 2013 are due in no 
small part to the phenomenal work of our associ-
ates. Reductions in troop strength and the draw-
down in Afghanistan bring new challenges for the 
Exchange, but 2013 showed that the organization 
is prepared for the future. Over the past 22 months, 
accomplishments concerning the Exchange’s strate-
gic priorities include: intensifying national brands; 
growing concessions; growing convenience stores; 
transforming the online experience; optimizing the 

Exchange vending program is composed of a total 
of over 26,000 vending machines.

Together, concessions and vending saw $171 
million in gross profit in 2013.

ON GROWING
CONVENIENCE STORES …

The Exchange continues to keep military shoppers 
at the core of its mission, and these days that means 
focusing on convenience and good-for-you options. 
Exchange Expresses are offering more healthy op-
tions for servicemembers and their families such as 
oatmeal, fresh fruits and vegetables (FF&V), while 
also providing an extended assortment of quick, 
ready-to-eat (RTE) meals available for breakfast, 
lunch and dinner. These features helped lead Express 
sales to $440 million in gross profit in 2013 and a 
10-percent increase in transactions.

ON TRANSFORMING THE
ONLINE EXPERIENCE …

The Exchange online experience continues to 
get better each day, and parity between online and 
in-store products continues to increase. Parity was 
less than 6 percent before establishing a focused 
plan to improve in this area. The Exchange is now 
at 20 percent and growing.

Before initiatives were put in place, shopmy-
exchange.com was an extension of the brick-and-
mortar stores. Now, we are moving toward online 
being a megastore all its own. Store managers and 
associates will soon be able to tell military shop-
pers with confidence that the item, brand or color 
will be available online, if it can’t be found in store.

ON OPTIMIZING THE 
SUPPLY CHAIN …

The Logistics (LG) Directorate achieved out-
standing results in 2013 to optimize the global sup-
ply chain. LG associates worldwide worked hard to 
reduce selling, general and administrative (SG&A) 
costs by $24 million (8 percent) over fiscal 2012 by 
implementing key strategies, new technologies and 
the latest industry best practices to improve efficien-
cies and reduce operational costs.

In Transportation, net expenses were reduced 
$16.9 million (10 percent), achieved from efficien-
cies gained throughout the Exchange fleet, as well 
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supply chain; reducing selling general and admin-
istrative expenses (SG&A), and refocusing capital 
expenditures (CAPEX).

ON INTENSIFYING
NATIONAL BRANDS ...

The Merchandising Directorate (MD) has worked 
to bring top national brands to Soldiers, Airmen, 
retirees and their families. In 2013, national brands 
generated $447 million in sales and a gross profit 
of $116 million. In addition to sales, the Exchange 
saw a significant increase in store-in-store (SIS) 

formats. A dramatic accomplishment 
for the Exchange was the opening of 
424 SIS concepts that were installed 
in 2013 from Michael Kors, Under 
Armour, Nike and Ralph Lauren, to 
name a few.

ON GROWING
CONCESSIONS …

National brands are a major focus 
for the Exchange, and concessions 
are no exception. In fact, 13 branded 
concessions opened in 2013. GNC, 
Pandora, Hickory Farms, The UPS 
Store, Patriot Outfitters and Things 
Remembered are a few examples. Ad-
ditionally, 168 Redbox machines were 
installed, providing military shoppers 
a quick and convenient way to watch 
the hottest new DVD movie releases.

Vending experienced growth as 
well. There were 246 new name brand 
vending machine installs to include 
13 healthful vending programs and 
15 Glacier Water machines in CO-

NUS. Also in this total are 
50 EzRackBuilder vending 
machines in or near Military 
Clothing (MC) facilities that 
allow customers to order 
individually customized 
military medal and ribbon 

racks which ship the next day. The 
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Exchange CEO Tom Shull during 
a store visit. “Intensifying national 
brands” continues to be a priority 

for the exchange service.



ON REDUCING SG&A AND
REFOCUSING CAPEX …

SG&A is down $175 million compared with the 
2012 fiscal year. Additionally, through early retire-
ments and repurposing associates, the Exchange has 

compassionately and respon-
sibly reduced its total com-
puted number of employees 
by 3,256 positions. In doing 
so, the Exchange ensured 
associates were treated with 
respect and nobility, and met 
a soft landing as they either 
transitioned out of the orga-
nization or found new roles 
within the Exchange’s ranks.

Capital expenditures (CA-
PEX) have also been reduced 
by $124 million compared 
with 2012. Despite the reduc-

tion in CAPEX, the Exchange has invested $190 
million into improving 371 existing facilities.

This is in response to the Exchange’s corporate 
goal to reduce expenses by $100 million in five 
years. The Exchange met this goal in just two years.

as by reducing commercial 
freight. In addition, Second 
Destination Transportation 
(SDT) funds were reduced 
$14.4 million over the 2012 
government fiscal year by us-
ing more efficient shipping 
practices.

In 2014, additional key 
initiatives are in place to con-
tinue to optimize the supply 
chain through a more collab-
orative approach with other 
directorates, vendor partners 
and sister exchanges, further 
streamlining efficiencies and cutting operational costs. 
An in-depth, end-to-end Exchange global supply 
chain network review has resulted in recommended 
enterprise-wide optimization action items, identify-
ing $60 million in potential savings over the next 
few years.

• WACO, Texas

The Army & Air Force Exchange Service 
(AAFES) recently selected Gary Watts as 

its 2014 Driver of the Year. During a ceremony 
at the Waco Distribution Center (DC), Texas, 
maintenance garage, Exchange Director/Chief 
Executive Officer (CEO) Tom Shull presented 
the much-coveted Driver of the Year leather 
jacket to Watts, who was also given the keys to 
a new semi-truck and trailer that he will drive 
for earning this honor. 

Watts was selected for the award from a total 
of 224 Exchange drivers throughout CONUS. 
The “Driver of Year” is awarded based on safety, 
awards and commendations received throughout 
the preceding year. Watts, who works out of the 
Waco DC, has driven for AAFES for the last 
20 years. 

EARNING THE AWARD
The average person drives about 12,000 miles 

each year. At that rate it would take more than 
192 years for an individual to accumulate the 
miles Watts has over the course of his career. 
Watts, with more than 2.3 million accident-free 
miles driven, has managed to average 3,000 miles 
a week or 130,000 miles a year.

“The Exchange is truly honored to have so many talented drivers that ‘live 
safety,’” Shull noted. “Our drivers represent the very ‘best of the best’ and we 
are excited to select Gary Watts as our Driver of the Year. Gary has a long-
standing record of safe driving for the Exchange — over 20 years and 2 million 
miles without an incident in all kinds of difficult driving conditions — amazing!  

“He has passion for his job and absolutely loves serving our nation’s Soldiers, 
Airmen, and families. I am so proud to serve with Gary and I know he will 
continue to be an outstanding ambassador to the Exchange in the years to come.”

Although Watts realizes how important it is to get the merchandise to stores 
on time, he also knows getting there safely is the priority. What he feels has 
made his career a success is taking time to arrive accident free. 

“Before you put that truck in gear, you need to put your mind in gear,” Watts 
said. “I’m never in a hurry. I keep my distance. I take it easy and I take it slow. 
You can never take for granted how long you’ve been out there because that’s 
when you lose your focus and start having accidents.” 

During visits to installations, Watts is perfectly at home among servicemem-
bers and their families, as he once stood in their ranks. He served as infantry-
man in the Marine Corps from 1972-1974 and in the Georgia Army National 
Guard from 1977-1981. He also has a granddaughter currently serving in the 
Air Force at JB San Antonio, Texas. 

“I honor the uniform and I know what sacrifice is,” Watts said. “Most people 
don’t see [servicemembers] in the field or on guard duty. I understand what it 
means to serve. We have the best customers in the world.”

—E and C NEWS

AAFES Names Watts ‘2014 Driver of the Year’
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‘The Exchange continues to keep military

shoppers at the core of its mission, and these 
days that means focusing on convenience and 

good-for-you options.’
    

 — AAFES Director and Chief Executive Officer (CEO) Tom Shull


