
E and C News: Are there any factors that are 
likely to increase the pressure on the Exchange’s 
dividend to MWR or its ability to renovate or build 
new stores in the next few years?

Shull: As a retailer competing in the fierce 
retail marketplace, we must battle numerous com-
mercial players to win our customers. If we do 
not perform, our customer will not shop us. We 
do not have the safety net of relying on appropri-
ated funds to make up for any shortfall, so we 
are highly motivated to satisfy our customers in 
the most efficient manner.

So we deal with the “normal” set of commercial 
factors facing retail players, for example, address-
ing changes in consumer preferences, managing 
competitive behaviors and vendor relationships, 
executing optimal operating, investment and fi-
nancing strategies, and creating a safe and pro-
ductive workplace.  

On top of these, as a Department of Defense 
(DoD) entity, we are subject to additional factors 
that impact us. For example, we have a defined 
customer base, so the opportunity to expand to 
new markets is not open to us. We must also sus-
tain remote locations that commercial retailers 
would or could not serve.  

E and C News: From your perspective, how is 
the health of the military resale ecosystem on 
base these days?

Tom Shull: The Exchange benefit is very 
healthy. During the last five years, the Exchange 
has proved that improving business disciplines 
— and not increasing prices — can improve the 
bottom line. 

During fiscal 2016, Exchange performance was 
exceptional compared to major retailers outside 
of the gate. The Exchange’s operating earnings 
(EBITDAR, defined as earnings before interest, 
taxes, depreciation, amortization and rent) as a 
percent of sales is 11.7 percent, exceeding Walmart 
and Target’s respective numbers. One hundred 
percent of our earnings go right back into the 
military community.

The Exchange’s ability to maintain earnings and 
dividends in support of quality-of-life programs, 
despite forces beyond the organization’s control, 
illustrates how the benefit has transformed over 
the past five years, and now sets the standard for 
affordable and efficient delivery of hard-earned 
military benefits. 

In the past five years, the Exchange has dis-
tributed more than $1 billion in dividends to 

support Army Child Development Centers, youth 
programs and fitness centers, Air Force Outdoor 
Recreation and other critical military quality-of-
life programs. 

For the Exchange, a dual-pronged strategy of 
cost reduction and an intensification of consum-
er-valued brands have led the way. In our main 
stores, we are reallocating real estate and inven-
tory specific to three growth categories: BE FIT, 
PowerZone and cosmetics. In the mall, we have 
grown our restaurant and concession businesses 
with new brands — giving shoppers, especially in 
remote locations, access to much-needed dining 
options and services to make their lives better. 
At the same time, the Exchange improved the 
Express on-the-go offerings to address the needs 
of our active customers. 

There is a high level of collaboration and co-
operation among the exchanges as we prepare to 
welcome home potentially 13 million honorably 
discharged Veterans with a lifetime online shop-
ping benefit beginning this Veterans Day. The 
exchanges share the VetVerify.org landing page 
and verification process, which Veterans from all 
branches of service visit to verify their eligibility 
to shop with us again.  

Serve, Earn and Give

In the annals of military resale, it is rare that a “civilian” retail and consumer packaged 
goods chief executive the caliber of Tom Shull, the director and chief executive officer (CEO) 
of the Army and Air Force Exchange Service (AAFES) — now in his fifth year as director — 

has headed up a military resale organization. 
His business and government career, serving in the Reagan White House and on the National 

Security Council and leading companies such as Hanover Direct, Wise Foods and Barneys New 
York and as an executive vice president of R.H. Macy and Co., has prepared him well for this 
time of deeper adoption of “best business practices” in military resale. He is also a 19-year Army 
Veteran from a long line of military family members — a factor that drives his determination 

to improve the Exchange benefit, and by extension, any other benefit it touches.
During his tenure, he has shifted AAFES to a solid financial footing, and built a record of achievement and dividend gen-

eration while force numbers drew down. This month, he will cooperatively launch the acceptance of the exchanges’ Military 
Star Card in commissaries, and next month he will bring the heralded Veterans online shopping benefit (VOSB) to fruition. In 
this exclusive interview, Shull discusses the transformation initiatives across resale in the context of public service and private 
enterprise disciplines that define his values and this valued patron benefit.

AAFES Director/CEO Tom Shull (center) lis-
tens to USAG Grafenwoehr, Germany, Com-
mander Col. Lance Varney (second from left) 
as the leaders discussed the partnership 
between the Exchange and the installation, 
especially as the Exchange ramps up support 
in Europe and Southwest Asia (SWA). Also 
participating in the meeting were Exchange 
Europe/SWA Senior Vice President Jason 
Rosenberg (far left), Exchange Europe/SWA 
Commander Col. Scott McFarland (second 
from right), Exchange Europe/SWA Senior 
Enlisted Advisor Sgt. Maj. Eliecier Quintero 
(obscured on right) and Exchange Senior 
Enlisted Advisor Chief Master Sgt. Luis 
Reyes (first from right) attended the July 

10, 2017 meeting.

Wherever the Mission Goes

Tom Shull, 
Director and Chief 
Executive Officer 

(CEO)

EXCHANGE and COMMISSARY NEWS18  |  OCTOBER 2017

AAFES Executive Interview



are anticipated to be higher than last year, at 3.5 
percent of total sales. 

No commercial business can fulfill the critical 
need to support servicemembers in warzones like 
we do, as they have a fiduciary responsibility to 
their shareholders to make money. The Exchange’s 
responsibility is to support our military wherever 
the mission goes. Supporting conflict areas flexibly, 
securely and cost effectively is in our core DNA.

Second destination transportation funding has 
no bearing on the Exchange’s support of con-
tingency operations. It does indeed come from 
a different bucket of appropriated funds called 
Overseas Contingency Operations (OCO) funding.  

E and C News: Are there any lessons for AAFES 
in the current transformation initiatives in the 
commissary system?

Shull: There are many lessons to be learned 
from DeCA’s transformation efforts. The hope that 
a commercial solution can relieve DoD’s burden 
to fund military resale (the vast majority of which 
is for DeCA) continues to be voiced periodically. 
The current Congress, to its credit, voiced its op-
position to privatization as recently as last year, 
but we expect calls for “commercial solutions” 
to come up again.

The key lesson we believe is this: there would 
be ample benefit in intensifying commercial disci-
plines, but commercial solutions with commercial 
ownership, such as privatization, fundamentally 
conflict with the public service mandate of the 
exchanges and DeCA. I know this as a veteran and 
as a CEO who has served in the commercial sector.

Let’s talk about privatization. The Exchange is 
already achieving earning levels that exceed those 
of major commercial retailers (11.7 percent operat-
ing earnings) as we employ commercial disciplines. 
Therefore, privatization of the Exchange would 
most likely not yield material upsides. It would, 
however, siphon earnings currently distributed to 
MWR to private shareholders, as commercial busi-
ness is required to return profits to its shareholders. 
In other words, the military community would 

Earlier in the year, the federal hiring freeze 
applied to us, even though we must be able to 
continuously hire hourly workers to do the work 
in, for example, our warehouses and food opera-
tions. Looking towards the future, DoD policies 
on resale, troop strength and the Defense Com-
missary Agency’s (DeCA) transformation efforts 
are factors beyond our control that would impact 
us, hopefully positively. 

Any weakening of the overall military ecosys-
tem would decrease the benefit that we provide 
to our nation’s warfighters. In the meantime, we 
are working hard to generate more value-added 
services for Soldiers and Airmen to win over the 
customer in order to safeguard earnings and sustain 
the dividend and capital reinvestments. And, of 
course, the focus on continuous improvement is 
deeply ingrained within the organization.

E and C News: It’s been many years in building 
support and crafting — and now the Veterans 
online shopping benefit (VOSB) is finally about 
to launch. The first “beta users” have been soft 
testing it — we realize it’s early, but how has 
response been in terms of the number of beta 
testers — is the word spreading fast enough? 
How prepared is the Exchange?

Shull: Response to the Veterans online shop-
ping benefit has been encouraging since VetVerify’s 
soft launch in April of this year. We must keep in 
mind that only a small portion of our nation’s 13 
million Veterans are beta shopping after verifying 
eligibility for the benefit at VetVerify.org, and it 
will take time for the initiative to mature. 

Veterans beta testing on ShopMyExchange.com 
have been sharing positive experiences through 
surveys and social media. Our surveys indicate that 
taking care of the military community through 
shopping the exchanges online is a big draw for 
these customers — more than 80 percent consider 
it more than important or very important. Veteran 
shoppers feel good about supporting quality-of-
life programs for today’s Soldiers, Airmen and 
their families. Beta testers are telling their fellow 
Veterans about the new benefit, and excitement 
is growing as Veterans Day nears. 

The Exchange is extremely cognizant of the 
commitment to generate dividends for quality-of-
life programs. We knew when we started working 
toward this program that this would entail slow, 
steady growth. This is a long game, as changing 
consumer behavior takes time. 

Much has been done to educate and inform 
Veterans about the new online shopping benefit, 
and we are excited about the positive response. 
We do not have the luxury of using funding for 
large-scale national advertising — our capital is 
limited. We have relied on a grassroots social me-
dia strategy from the very beginning, and word 

is spreading.
We have benefitted 

greatly from celebrities 
Mark Wahlberg and 
“Lone Survivor” Navy 
SEAL Marcus Luttrell; 
Dwayne “The Rock” 
Johnson; Richard Petty, 
Rob Gronkowski; and 
Richard Rawlings. The 
Exchange deeply appre-
ciates these individuals 
for giving their time to 
support our efforts to 
welcome home Veter-
ans this Nov. 11. 

These big names are 
“all-in” for our military. 
In fact, the “shout-out” 
encouraging Veterans to visit VetVerify.org from 
Wahlberg and Luttrell, which can be viewed on the 
Exchange’s Facebook page, is the most successful 
social media post in Exchange history, reaching 4.4 
million people with 1.9 million views and counting. 
The video went viral — a huge milestone for us!

Though the initiative was officially approved 
in January 2017, the Exchange has been preparing 
since the idea was first conceived four years ago. 
ShopMyExchange.com and our infrastructure have 
been updated. Logistics and the customer call cen-
ter have been enhanced to prepare for potentially 
13 million new shoppers. Every directorate has 
been leaning forward to ensure this initiative is 
a success not only for our nation’s Veterans, but 
also for our current and future servicemembers. 

Eighty-five percent of Exchange associates have a 
connection to the military — whether they’ve worn 
the uniform themselves or are a family member 
of someone who wears or has worn the uniform. 
The Veterans online shopping benefit is more 
than just a new initiative. It is a commitment to 
family. Delivering this new benefit goes to the 
heart of taking care of those we love — all those 
who have served this great nation with honor. 

E and C News: AAFES support for combat-
deployed, contingency and austere operations 
appears to have ramped up to levels maybe not 
seen in quite a few years. Does that put increased 
pressure on second destination transportation 
(SDT)? Does contingency funding come out of a 
different bucket than SDT?

Shull: The Exchange has experienced a slight 
uptick in contingency sales because of higher de-
ployments in the past few years, but we are not 
close to the levels seen in fiscal 2007 through fiscal 
2010, when sales constituted between 10 percent 
and 12 percent of our overall sales (excluding 
gasoline). Projected fiscal 2017 contingency sales 

‘Delivering this new benefit goes to the heart of taking care of those 
we love — all those who have served this great nation with honor.’ 

— Tom Shull, AAFES Director and Chief Executive Officer

AAFES Director/CEO Tom Shull presents associate Hanne Fichtl one 
of his challenge coins during his July 10, 2017, visit to the Grafen-
woehr, Germany, Military Clothing store. Shull visited USAG Bavaria 
for a closer look at how the Exchange supports servicemembers 

and families overseas.
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and expanded beverage selections. And in the main 
store, BE FIT efforts continue to be on providing a 
wide array of health and fitness products. 

Our BE FIT sections have the look and feel of 
a sporting goods store — something our shop-
pers would find outside the gate. We are focused 
on the lifestyle habits of our customers through 
a holistic fitness approach in athletic footwear, 
athletic apparel and wearable technology. 

In 2015, the BE FIT concept rolled out to 18 
locations, realizing average sales increases of 39 
percent in this category once stores were in place. 
For 2016, we opened 18 additional locations and 
saw a similar sales lift as the previous year. 

The BE FIT focus extends to our restaurants and 
Expresses, too, as all of the Exchange’s 1,700-plus 
restaurants, including Boston Market, Arby’s, Sub-
way and more, offer better-for-you menu choices 
to support our warfighters’ readiness and resiliency 
on and off duty.

E and C News: What are the “constants” that 
AAFES values in its approach to delivering the 
exchange benefit?

Shull: Because of the relationship between sales, 
earnings and dividends, the Exchange reflects a 
model of “serve, earn and give.” This constant 
is in contrast to the private company model of 
“earn and take.” 

At their core, the exchanges are a hybrid of 
commercial practices and public service. It is this 
point of differentiation that sets us apart in the 
fiercely competitive retail arena as well as the fed-
eral government.

My dad spent 30 years in the Army. He used to 
say, “As long as my family is taken care of, I’m all 
in for the Army.” When he served in Europe, my 
family did not get back to the U.S. for five years. 
The Exchange was a lifeline that sustained us.

The 122-year-old Exchange benefit deserves 
to be protected, nurtured and preserved. The Ex-
change’s dedication to Soldiers, Airmen, families, 
retirees and Veterans is an unwavering constant 
that makes it possible to deliver this hard-earned 
benefit. 

It’s our mission to keep the benefit strong and 
sustainable so the Exchange can continue to go 
where the troops go.    —E and C News

be sending their benefit as profits to shareholders 
in a privatization.

Similarly, privatization of the commissary im-
plies a profit needs to be generated for a private 
company, leading to higher prices and eroding 
the benefit for military shoppers. So effectively, 
the lowering of appropriated funding (APF) would 
be funded, in part, by the military community, 
which currently shops DeCA.

The commissary is a highly cherished benefit. 
With an appropriation of $1.3 billion, the com-
missary benefit consumes 0.2 percent of the $640 
billion Department of Defense budget for 2018. 
This is small in comparison to the much-needed 
income supplementation the commissary provides 
our military. 

There needs to be clarity if Congress believes 
0.2 percent of the DoD budget is a worthwhile cost 
that benefits all of the military. Notwithstanding 
Congress’ desire to fund DeCA, we believe finding 
efficiency to minimize taxpayer burden is a priority.

Consolidation or increased cooperation — and 
lower costs — can happen.  The typical concept 
of “consolidation” does not really apply, as all 
the entities already have the same owner — the 
U.S. government.  

The key value creator is cooperation, which 
can happen in multiple ways with the proper gov-
ernance. However, prior to this occurring, DeCA 
would need to convert to a non-appropriated fund 
(NAF) model to allow for normalization of basic 
functions, including accounting systems, human 
resources policies and more.

It is critical to get the basic and correct “plumb-
ing” in place so the dollars and information “flow” 
fluidly to unlock efficiency from the $16 billion 
in military resale. This is the boring but necessary 
stuff that few people talk about.

In summary, no private company would put 
serving troops before the profit motive — serving 
the military versus making a profit are conflicting 
mandates. Private companies are not the answer 
— but applying their disciplines is the answer, 
and the exchanges already do that. 

Cooperation across military resale can unlock 
value, but as a prerequisite, the systems’ accounting 

funding, and human resources approaches must 
be harmonized before any meaningful initiatives 
can take place.

With respect to DeCA’s specific transformation 
actions, based on my restructuring experiences at 
Macy’s, Barneys, Wise Foods and other companies 
over 25 years, great care must be taken with respect 
to customer-facing initiatives, with an emphasis 
on test and learn. While cost reductions can take 
place quickly and in the background, the customer 
relationship is sacred and potentially fragile. Mis-
takes are often costly. 

E and C News: What is new in retail in general 
that AAFES believes it should pursue to ensure the 
exchange benefit remains relevant and sustainable?

Shull: There is currently a dramatic transforma-
tion underway in retail. The Exchange continues 
to work seamlessly across all directorates, with 
the singular focus on the customer and delivering 
value beyond product or price. 

A recent article in Forbes spoke to how retailers 
must align with today’s experience-driven custom-
ers by focusing on the “four E’s”:

• Experience: The sum of the customer’s experi-
ence is the new “product.”

• Exchange: The customer doesn’t just want a 
catalog of products at a price; they want an exchange 
of ideas, information and value beyond price.

• Evangelism: Promotion is not enough, and 
customers are tired of being bombarded with deals. 
Evangelism really translates to “engagement” that 
is personalized on the customer’s terms, lifestyle 
and values.

• Everyplace: Stores have been replaced by 
“everywhere,” and communication must now 
be everywhere as well.

The Exchange is rebalancing service and product 
offerings while investing in technology to reflect 
customer trends. We are focused on new product 
categories, including new experiential offerings 
and BE FIT, while increasing investments in dot-
com, supply chain effectiveness and our “Ship 
from Store” initiative. 

The Exchange is focusing on a customized cus-
tomer experience by format. For example, Expresses 
are being “reimaged” with an emphasis on conve-
nience and speed. Snack Avenues have added chicken 

‘No private company would put serving troops 
before the profit motive — serving the military 

versus making a profit are conflicting mandates. 
Private companies are not the answer — but 

applying their disciplines is the answer, and the 
exchanges already do that.’

— Tom Shull, AAFES Director and Chief Executive Officer

AAFES Director/CEO Tom Shull (center) greets warehouse foreman 
Sam Whitehead during his July 8, 2017 visit to the RAF Alconbury, 

England, Exchange.
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