
NAF, PRICING PIVOT 
The basis for transfor-

mation, however, seems to 
hinge on NAF conversion of 
DeCA. “All of the savings 
levers require converting 
to NAF,” the Boston Con-
sulting Group (BCG) said 
in the report that DoD has 
used to justify DeCA’s busi-
ness transformation.

According to the confer-
ence report’s section 661, 
“No individual who is an employee of the defense 
commissary system as of the date of the enactment” 
of subsection 2484 (j) (3) (C) “shall suffer any loss 
of or decrease in pay as a result of a conversion made 
under this paragraph.”

STAR CARD
Section 662 of the conference report authorized 

the acceptance of the Military Star Card at defense 
commissaries, with “any financial liability of the U.S. 
relating to such acceptance as payment be assumed 
by the Army and Air Force Exchange Service.” Early 
estimates were that such a measure might generate a 
benefit of  $11 million, and that with approximately 
two million cardholders, most of whom cross-shop 
exchanges and commissaries, the Defense Commis-
sary Agency could realize savings on bankcard fees. 

VENDOR STOCKING 
In addition, BCG pointed out in its report, “vari-

able pricing is necessary to enable in-sourcing ven-
dor stocking.” DeCA currently outsources a large 
amount of its vendor stocking which can sometimes 
be included in the cost of goods. “In DeCA’s current 
environment, third-party labor is often financially 
beneficial as well,” BCG wrote. “Third-party labor 
rates are generally cheaper than the GS wage rates 
… and some third-party costs can be included in 
COGS [the Cost of Goods Sold] … and not impact 
APF requirements.”

NEW LEADERSHIP
The bill also reorganized the Office of the Sec-

retary of Defense, eliminating the Deputy Chief 
Management Officer (DCMO) position — which, 
when the legislation was introduced, was occupied 
until recently by the current acting Under Secre-
tary of Defense for Personnel and Readiness (USD 
P&R), the Honorable Peter Levine — and replacing 
it with a chief management officer (CMO) position, 
which the conferees believe could provide greater 
oversight and management of the organizations that 
comprise the Department’s Fourth Estate — the non-
homogenous agencies that fall under the purview 
of the OSD. Currently performing the duties of the 
DCMO is Assistant Deputy Chief Management Of-
ficer David Tillotson III.

A-76 BLOCKED
Among related legislative provisions not adopted 

was the “Repeal of temporary suspension of public-
private competitions for conversion of Department 
of Defense functions to performance by contractors.”

By PHIL GRAY
MANAGNG EDITOR

• WASHINGTON

Under the 2017 National Defense Authoriza-
tion Act (NDAA), passed by the Congress on 

December 8 and awaiting the President’s signature at 
press time, the Defense Commissary Agency (DeCA) 
and its worldwide network of commissaries could 
eventually be converted to a partially or fully self-
funding business model, as long as certain conditions 
are met. At the same time, the legislation (S.2943) 
would hurdle the fiscal lines between resale ap-
propriated fund (APF) entities such as DeCA and 
nonappropriated fund (NAF) activities, such as ex-
changes and Morale Welfare and Recreation (MWR) 
organizations, by allowing the use of savings and 
proceeds from business optimization and synergies 
to offset appropriated funding, and permitting the 
sharing of revenues from mutual contracts. 

Additionally, the conference report — which 
merges House and Senate armed services commit-
tees’ perspectives on military resale transformation 
— authorizes DeCA’s variable pricing and private 
label pilot projects that commenced on Dec. 16, 
again with the caveat that savings and satisfaction 
benchmarks are achieved. 

The bill also revives congressional concerns 
about the ability of DeCA senior management to 
effectively manage transformation of the commis-
sary benefit to the new model, and authorized the 
Secretary of Defense to “enter into a contract with 
an entity to obtain expert commercial advice, com-
mercial assistance, or other similar services not 
otherwise carried out by the Defense Commissary 
Agency.” (See sidebar.)

DeCA TRANSFORMATION
The gradual transformation of DeCA to a NAF 

activity — an effort largely driven by Sen. John Mc-
Cain (R-Ariz.), who has initiated previous measures 
to explore privatizing commissaries — is theoretically 
intended to eliminate the need for APF over time.

However, in the finalized bill, a HASC provision 
was adopted, calling on the Secretary of Defense 
to “transfer appropriated funds …  to ensure the 
maintenance of such benefits” if the Secretary de-
termines that “the reduced reliance on appropriated 
funding … is insufficient to maintain the benefits” 
to DeCA patrons, if the Secretary converts the com-
missary system to a NAF entity. 

Along with the APF safety net, a modicum of 

congressional oversight of the market basket, variable 
pricing implementation and NAF conversion appear 
to have been retained, requiring DoD to provide a 
briefing and justification to the congressional defense 
committees, along with a 30-day notification period. 

In spite of this timing requirement, and even as 
DeCA announced that the private label program 
would commence on December 16, the levels of 
savings to be adopted as benchmarks were not avail-
able as this issue went to press. A DoD spokesman 
told E and C News, “It is expected that the baseline 
for the new savings methodology by region will be 
reported to Congress in January, 2017. Thereafter, 
DeCA will be reporting its savings by region on 
a quarterly basis, once the pilot programs are ap-
proved and implemented.” 

EXCHANGE EARNINGS
Sources familiar with the matter saw provi-

sions in the bill as protecting exchange and MWR 
organizations from the loss of their earnings. Ac-
cording to the bill, the optimization of management 
practices “across the defense commissary system 
and the exchange system that reduce reliance of 
those systems on appropriated funding” must do so 
“without reducing benefits to the patrons of those 
systems or the revenue generated” by NAF entities 
or instrumentalities of DoD “for the morale, welfare, 
and recreation of members of the armed forces.”

In practice, however, other resale experts ques-
tioned how effectively oversight of savings and sat-
isfaction benchmarks would be monitored. Some 
advocates hoped the new administration would take a 
“deep look” at the commissary and exchange related 
provisions before approving any measure that might 
undermine servicemember non-pay compensation and 
the ability of military families, retirees and veterans 
to make ends meet.

Although resale entities are exploring even greater 
optimization of their business processes — in addition 
to the considerable amount they have already estab-
lished over years of cooperative efforts — their actual 
business lines and systems differ in significant ways 
(lack of assortment overlap, SKUs/sizes, business 
segments, distribution channels, et cetera) and the 
cost of integrating such systems as IT — alone esti-
mated as high as $100 million — has been regarded 
as prohibitive. Before now, legislation to permit the 
use of exchange profits to offset commissary funding 
had not survived stiff opposition in Congress and 
from servicemember and veteran groups.

NDAA Eyes NAF Commissary Business Model

CONFERENCE REPORT RAISES SENIOR MANAGEMENT CONCERNS
In their report on the NDAA, conferees of the HASC and SASC said they “remain concerned,” that the 

“current senior management of the Defense Commissary Agency may lack the necessary talent and skills to 
transform the commissary system into an efficient, high-performing purveyor of grocery products and services.” 
In light of this, the conferees said they “strongly urge the Department to engage experts in the commercial 
grocery industry to assist the Defense Commissary Agency in the transformation of the commissary system into 
a high-performing grocery operation.”

The Department of Defense (DoD) and DeCA have already been working with Boston Consulting Group 
(BCG) for some time and had contracted for BCG to optimize DeCA’s nascent variable pricing and private label 
programs. With the mid-December selection of MDV SpartanNash, LLC, as a third-party supplier of private 
label merchandise, DeCA expects to work closely with the midwestern grocer/distributor to hone its private 
label assortment.

McCain
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GAO: DoD Report Lacks Data to Support Resale Changes
By Phil Gray and   Larry Lapka
MANAGING EDITOR          ASSOCIATE EDITOR

• WASHINGTON

Although the congressional Armed Services Com-
mittees appear to have casually breezed by it on 

their way to rubber-stamping the 2017 National Defense 
Authorization Act (NDAA), a November report from 
the GAO took issue with the lack of thoroughness of 
the Defense Department’s (DoD) “Report on Plan to 
Obtain Budget Neutrality for the Defense Commissary 
System and the Military Exchange System.”

GAO, citing what it described as a lack of support-
ing data, concluded that the DoD’s May 2016 report 
on commissaries and exchanges issued by the Office 
of the Under Secretary of Defense for Personnel and 
Readiness (P&R) “does not provide a plan for achiev-
ing budget neutrality” by 2018, and that further data 
would be needed to show why.

BUDGET NEUTRALITY
According to DoD’s own May report, the depart-

ment would not be able to “achieve budget neutrality without reducing patron 
benefits.” However, GAO pointed out, “the report does not include cost estimates, 
assumptions, or specific details about trade-offs or limitations that would clarify 
DoD’s conclusion that budget neutrality is not possible.”

Further, GAO noted, DoD’s May 2016 report informed Congress that it “can 
achieve an estimated $2 billion in cost savings over a 5-year period,” but did not 
provide “any assumptions, a methodology, or specific time frames related to cost 
savings initiatives” that would achieve the revised savings target.

In the absence of this kind of detailed information to support its conclu-
sion that it cannot achieve budget neutrality, GAO said, “the department lacks 
assurance that its cost savings target is an accurate and achievable estimate.”

PILOT PROGRAMS
With pilot programs to implement private label and alternative/variable 

pricing now poised to be deployed by the agency, GAO said the Department’s 
report did not fully address all of Congress’s mandated reporting elements, 
instead only “partially addressing four of seven elements.” Among these, GAO 
said, “DoD does not outline specific metrics, as required for pilot programs 
authorized” such as implementing private label and alternative pricing, while 
at the same time maintaining “high levels of customer satisfaction, qual-
ity of products, and patron savings within the commissaries and exchanges.” 

‘UNCHARTERED TERRITORY’ 
As it moves forward with these programs, GAO continued, “DoD will need 

specific metrics to meet the requirements of section 
651,” which it said DoD’s report did not provide to 
allow “decision makers in Congress to evaluate how 
DoD will achieve its estimated reductions in 5 years.”

In his May letter accompanying DoD’s plan, Peter 
Levine, acting undersecretary of defense for Personnel 
and Readiness (USD, P&R) wrote that these findings 
“represented an early stage in the evolution of a complex 
excursion into ‘unchartered territory,’ a complete restructur-
ing of the highly-legislated defense commissary system.”

MANDATED BENCHMARKS
In its evaluation, the GAO found that DoD discussed 

the three mandated benchmarks for customer satisfac-
tion, quality of products, and patron savings, but did not 
“define specific metrics for each of the benchmarks.” 

For example, GAO remarked, “DoD has not defined 
customer satisfaction relative to maintaining a ‘high 
level’ of satisfaction or determined what results would 
qualify as meeting that benchmark.”

In another example, the GAO stated that DoD “has 
not determined whether the commissaries and exchanges 

are to use the last available savings rate or the average savings rate over the past 
5 years as the metric for a sustained patron savings rate.”

Lacking such information, it said, “ … DoD cannot effectively assess its 
performance in meeting the benchmarks of success.”

Further, due to this lack of supporting information, GAO stated decision 
makers “cannot evaluate the effectiveness of DoD’s efforts in achieving cost 
savings without reducing patron benefits.”

COMMON PROCESSES
Relevant “generally accepted research standards,” GAO said, “note that as-

sumptions should be explicitly identified to understand the context of the re-
port’s results. However, DOD’s report does not provide additional information 
about assumptions or the anticipated savings associated with changes to the 
establishment of common business processes.” For example, GAO explained, 
“the report did not include additional information” from BCG and the Military 
Compensation and Retirement Modernization Commission “that recommended 
the consolidation of back office systems that would provide savings totaling 
between $215 million and $325 million, which could help reduce appropriations 
and address the mandate.”

MORE INFORMATION NEEDED
To enable decision makers to arrive at valid conclusions on DoD’s plan, the 

GAO recommended that the Defense Department provide the data, assumptions 
and methodology missing from the plan (see chart). 

GAO Recommended DoD actions:

• Provide information to Congress that in-
cludes data, assumptions, and methodol-
ogy supporting DoD’s conclusion for not
achieving budget neutrality;

• Develop a plan with assumptions, a meth-
odology, cost estimates, and specific time
frames for achieving alternative reductions
to appropriations, to support DoD’s efforts
to ensure that its cost savings target is 
feasible and accurate; and

• As DoD conducts pilot programs, identify
specific metrics to determine whether DoD 
has fulfilled the mandated requirement to 
maintain high levels of customer satisfac-
tion, the provision of high-quality products, 
and the sustainment of patron savings.
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DeCA Chooses Private Label Supplier
• FORT LEE

The Defense Commissary Agency (DeCA) se-
lected MDV SpartanNash LLC to bring private 

label products to its store shelves. Commissaries will 
add private label options to their assortments, while 
continuing to offer a selection of name brands that 
patrons have previously shopped in commissaries, 
albeit reduced in number and facings to accommo-
date the new “house” offerings originating from the 
midwestern grocer.

The program commenced on Dec. 16 and is slated 
to end on Dec. 15, 2019, with the potential for two 
one-year renewal options.  

SpartanNash, which operates a variety of super-
markets in the north central and midwestern parts of 
CONUS — including such chains as Dan’s Super-
market, D&W Fresh Market, Econofoods, Family 
Fare Supermarkets, Family Fresh Market, Family 
Thrift Center, Forest Hills Foods, Fresh City Market, 
No Frills, SunMart, Supermercado Nuestra Familia, 
ValuLand and VG’s Food and Pharmacy — is already 
a leading supplier of commissary products in most 
of CONUS and is the product of a merger between 
Spartan Stores and MDV/Nash Finch (See E and 
C News 9/13).

Harvesting earnings from private label is one of 
several measures that have been suggested to help 

offset commissary appropriated funding (APF). The 
Department of Defense (DoD) submitted a report to 
Congress in May, which was mandated by the 2016 
National Defense Authorization Act (NDAA), and was 
focused on various steps that DoD and its consultant 
the Boston Consulting Group (BCG) believed would 
help commissaries to eventually become “budget 
neutral,” or operating without the use of APF.

“Our customers have been asking for private label 
for a long time,” said Joseph H. Jeu, DeCA’s director 
and chief executive officer (CEO), citing a DeCA 
patron survey in which 60 percent of respondents 
said they would be willing to try private label offer-
ings. “They are smart, savvy shoppers who know that 
private label products are cost-effective alternatives 
to national brands. We’re excited to help them save 
more at our commissaries.”

PROCESS, SAVINGS, ASSORTMENT  
According to DeCA, a rigorous selection pro-

cess was conducted to identify the right supplier. 
“Throughout the process, our goal was to find a 
partner that could provide quality products to our 
patrons at a savings level that is equivalent to or bet-
ter than what they find from private label products 
at commercial grocers,” Jeu said. 

Over the next several months, DeCA will work 

closely with SpartanNash to decide on an initial 
assortment of products to introduce. The agency 
anticipates the initial assortment will be available at 
all commissaries worldwide in May 2017, and will 
include approximately 400 items. DeCA expects the 
private label assortment to grow to approximately 
1,000 items by the end of 2017. Over the next two 
years, the agency said it intends to add more private 
label products to the commissary stock assortment.

Customers like these at NSA Annapolis, Md., will soon 
see changes to their store’s assortment as private la-
bel items begin to be introduced alongside a reduced 

number of national branded offerings.
DeCA FILE PHOTO BY NANCY O’NELL
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AAFES Opens First Stores  
Supporting Korea Transition

• USAG HUMPHREYS, Korea

The Army & Air Force Exchange Service (AAFES) and installation leader-
ship celebrated the opening of an important new facility here, making it the 

Exchange’s first new retail mini-complex to open at a garrison that expects its 
population to more than triple during the next several years.
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• WASHINGTON

L. Maurice Branch, the chief operating officer 
(COO) and chief financial officer (CFO) of the 

American Logistics Association (ALA), was named 
president of the military resale trade organization, 
effective Dec. 31, as part of a succession planning 
and restructuring effort.

Branch, who ALA said would retain his CFO title 
as he moves over to the president’s role, succeeds 
Patrick Nixon as the organization’s president. In a 
third-party agreement, the services of Nixon, a former 
Defense Commissary Agency (DeCA) director who 
had also been ALA’s chief executive officer (CEO), 

will be retained as a consultant, effective Jan. 1, 2017. 
Two titles in the ALA hierarchy — CEO and COO 
— were eliminated in this change.

In a Dec. 8 open letter to ALA members, Kurt 
Hall, ALA chairman of the board and team leader 
at Unilever, noted, “This ability to restructure the 
leadership of the association, reduce costs and main-
tain the expertise needed to maintain the leadership 
position in this business channel held by the ALA 
is a significant positive outcome moving forward. 
Thank you for your continued support for our critical 
efforts to promote, protect and enhance the military 
resale benefit.”

Branch Named President as ALA Restructures

Branch Nixon
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Soldiers and families these facilities will support. “I’d 
like to thank our customers,” Duncan said. “Their 
continued patronage helps us bring new and improved 
facilities and services worldwide.”

In the eyes of AAFES and installation leadership, 
every time Soldiers and families shop at the new 
Express, grab dinner at the food court or use the 
dry cleaners or other services, they are helping to 
make life better at Humphreys. Roughly two-thirds 
of Exchange earnings support military quality-of-
life programs. “The Exchange contributed nearly 
$800,000 to Humphreys quality-of-life programs last 
year,” Duncan said. “As we open the doors today, 
these facilities will contribute additional dividends 
to this installation to further improve the quality of 
life for all servicemembers.”

During the next several years as troops relocate 
from USAG Yongsan and Camp Casey, the military 
community population is expected to more than triple 
at Humphreys, from about 10,000 to roughly 36,000 
Soldiers, civilians and family members. 

Among other new retail facilities rising at the base 
to support this influx include a new 301,000-square-
foot AAFES shopping center, slated to open in spring/
summer 2017, and a larger replacement Defense 
Commissary Agency (DeCA) store, scheduled to 
open late in 2016.   —E and C NEWS

The newly opened Mini-mall/Express is set 
to support the increase in the base’s military 

community population, as the bulk of U.S. forces 
stationed in Korea relocate to the base, about 55 
miles south of the capital area.

FIVE-WAY PARTNERSHIP 
The much-anticipated $6.2 million project has 

been 42 months in the making, and was made possible 
by the Exchange’s partnership with U.S./Republic 
of Korea Alliance, Camp Humphreys command and 
directorates, the U.S. Army Corps of Engineers and 
Dosan Construction Co.

“This five-way partnership set the path and joined 

forces over the past years to ensure that the military 

patrons of this community had an outstanding variety 
of services and selection, further enhancing the shop-
ping experience,” said Maj. Gen. James Walton, USA, 
U.S. Forces Korea’s director of Transformation and 
Restationing, during the Nov. 8 ribbon-cutting. “This 
complex is the first Exchange facility opening in sup-
port of the units transitioning to Camp Humphreys.”

The 24,000-square-foot store includes an Ex-
press that features healthy grab-and-go fare and an 
expanded selection of household goods to support 
Soldiers living in the nearby dorms. The building 
also houses a food court featuring Starbucks, Taco 
Bell, and Subway restaurants and seating for about 
120 diners. A dry cleaners, barbershop and Military 
Auto Source round out the offerings. 

With dining and services co-located at one con-
venient stop, the facility provides its customers a 
“lifeline” to America and a taste of home for troops 
serving so far from home. “I’m very impressed with 
the mini-mall,” said Capt. Edwin Hojin Jang, com-
mander, 643rd Engineer Support Company. “It’s a lot 
bigger than I imagined. I think it’s great it’s located 
out here in the ‘new land.’ Having this available to 
our Soldiers is a great addition and will help boost 
morale.”

At the ribbon-cutting, Exchange Overseas Region 
Senior Vice President Karin Duncan recognized the 

First New Exchange Opens in Support of Korea Transition

Leaders from USAG Humphreys and AAFES cut the official ribbon to open the Exchange’s Mini-mall/Express on Nov. 8. From left are: Mr. 
Chong, Chung-kon, Exchange retail manager; Col. Joseph C. Holland, USAG Humphreys commander; Karin Duncan, Exchange Overseas 
Region senior vice president; Maj. Gen. James Walton, USA, director for Transformation and Restationing ; Pvt. Whitney Gray, newest soldier 
to the Army on Humphreys; Maj. Gen. Tammy Smith, deputy commanding general-Sustainment, Eighth Army; Stanley Young, Exchange 

general manager (GM); Rick Fair, Exchange Korea/Guam area manager; and Mr. Pak, Hyong-uk, Exchange food court manager.

Servicemembers entering the new USAG Humphreys stores found 
not just a welcome “taste of home,” but numerous giveaways 

during the opening day festivities.

Checking out at the new USAG Humphreys Express store. The facility 
is the first of several that will rise on the installation over the next 
several months to accommodate new arrivals at the Korean site.PH

O
TO

S:
 S

G
T.

 1
ST

 C
LA

SS
 L

U
KE

 G
RA

Z
IA

N
I, 

U
SA

, E
X

C
H

A
N

G
E 

PA
C

IF
IC

 R
EG

IO
N

 P
U

BL
IC

 A
FF

A
IR

S

EXCHANGE and COMMISSARY NEWSDECEMBER 2016



PERSONNEL MOVES
NAME NEW RESPONSIBILITIES FORMER RESPONSIBILITIES EFFECTIVE DATE

SERVICES AND FOOD DIRECTORATE (SF)

Troy Seymour Director of Fuel Programs (new duty sta-
tion: Eglin AFB, Fla., Exchange)

Director of Fuel Programs November 2016

MERCHANDISING DIRECTORATE (MD)

Kristina Kovas Senior Business Analyst e-Commerce Business Analyst November 2016

REAL ESTATE DIRECTORATE (RE)

James “JP” Page Master Planning Manager Chief, Real Estate Project Management November 2016

Shabeeb Tayara Chief, Real Estate Project Management Master Planning Manager November 2016

STORE-LEVEL CHANGES

Amanda Schulze General Manager (Dual), Incirlik, Turkey, 
Exchange

Main Store Manager, Aviano AB, Italy February 2017

LOSS PREVENTION DIRECTORATE (LP)

Stephen Boyd Senior Field Loss Prevention Operations 
Manager

Loss Prevention Manager, Eastern Region December 2016

AUDIT DIRECTORATE (AU)

Rene Herrera Audit Group Manager Audit Project Manager December 2016

INFORMATION TECHNOLOGY DIRECTORATE (IT)

John Mejia Telecommunications Engineer Analyst Network Planning Analyst November 2016

Annie Newton Systems Analyst Lead Applications System Program Analyst November 2016
Source: AAFES

AAFES Names Executives to Management Roles
• DALLAS

The Army & Air Force Exchange Service (AAFES) recently named a series of executives from among a variety of directorates and locations 
to management positions and/or locations, effective in the November 2016 through February 2017 time frame.
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