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DEFENSE COMMISSARY AGENCY - CORPORATE OVERVIEW
DeCA WORKING CAPITAL FUND
COMMISSARY RESALE STOCKSAND COMMISSARY OPERATIONS

The Defense Commissary Agency (DeCA) operates a worldwide system of commissary
sores. These commissaries sdll food and related household items to active, reserve and guard
members of the Military Departments, their families, retirees, and other authorized patrons. The
items sold in the commissaries are priced to only recover product cost and, as a result, provide
the commissary patron direct savings of approximately 30 percent off the typica market basket
survey. These savings are the reason that the commissary system exigts, as this benefit is a
vauable non-pay component of the total military compensation package. Thisis espedidly truein
overseas communities and remote locations where the commissaries provide the same quality and
types of items found in atypicd stateside grocery store, but at substantial savings. The fact that
the commissary bendfit is insrumentd in recruiting and retaning military members, fosering a
sense of community, and maintaining a positive sense of qudity of life is supported by a number of
dudies. Asacore military family support eement, and a vaued part of military pay and benefits,
commissaries enhance the qudlity of life for America's military and ther families. Thus, nilitary
members embrace this valuable contribution and consider it to be one of the most important non-
pay compensations they receive. This President’s Budget Submission (PB) forms the basis for
efficently ddivering the commissary benefit that enhances the qudity of life for Americas military
and their families, epecidly in thistime of increased preparedness for this greet nation.

DeCA has transformed its culturd, manageria and organizationa base to reduce costs
and improve peformance throughout the agency. The incorporation of activity-based
management concepts at dl levels within DeCA, from headquarters down to the departments
within each gore, is making this possible. DeCA has ingtilled ownership, greater accountability,
efficiency, and effectiveness in commissary operations, enabling us to streamline headquarters,
region and store management, and improve gore operations. The end result is an efficient
commissary system that will maintain quality service. As reflected below, operating cods have
been reduced by approximately $201 million from the leves in the FY 2002 Amended
President’ s Budget:

FY 2002 | FY 2003 | FY 2004 Total
FY 02 Amended President’ s Budget 1,144.2 1,1735| 1,128.0
FY 04 President’s Budget 1,053.3 1,080.2| 1,111.3
Savings 90.9 93.3 16.7 200.9




DeCA headquarters and field operating activities are located at Fort Lee, Virginia. There
are 4 region offices, 29 mnes, 276 commissaries, and 12 Navy Exchange Marts (NEXMARTYS)
on military ingtdlations worldwide. DeCA employs over 18,000 personnd, has annua sdes of
over $5.0 billion, and has atotal annua operating budget of approximately $1.1 billion in DeCA
Working Cepitd Fund (DeCA WCF) Commissary Operations, and $7.8 million for Capita
Investment. The direct appropriation request to fund the operating costs for FY 2004 is
$1,089.2 million.

DeCA a0 uses sarvices from Defense Logigtics Agency (DLA), Defense Finance and
Accounting Service (DFAS), Defense Information Services Agency (DISA), US Trangportation
Command (USTRANSCOM ), and the Military Departments for support in areas associated with
procuring fresh fruits and vegetables, disbursing services, construction, transportation, and local
base support.

. OPERATING AND CAPITAL BUDGETS

DeCA financidly manages two activity groups within the DeCA WCF. Commissary
Resale Stocks and Commissary Operations. DeCA is aso responsible for cash management.

a. Commissary Resde Stocks finances the purchase of inventory for resale to authorized
patrons. Products offered by commissaries include groceries, mesat, poultry, fruits, vegetables,
dairy products, and household products. There is no requirement for appropriated fund support
in FY 2004. Projected salesfor FY 2004 are $5.2 hillion.

b. Commissary Operations finances operating costs for resdle stores, agency and region
headquarters, field operating activities, and support services. Specific costs include dvilian and
military labor, labor contracts, travel, transportation of commissary goods overseas, and other
indirect support. The primary revenue source for this activity group is funds gppropriated by
Congress. Commissary Operations aso receives additiona revenues, about $31 million, from
manufacturers coupon redemption fees, handling fees for tobacco products, and reimbursements
for other support. The Commissary Operations unit cost god is gpproximately 22 cents per
dollar of sdles (operating costs divided by saes).

Surcharge Collections represents a third mgor source of funding. Surcharge Collectionsis atrust
fund primarily funded by afive percent surcharge applied to patron saes at the checkout counter.
This fund was established by law, so authorized patrons share responsibility for overal costs of
the commissary system, including store information technology and the commissary congtruction
program. This fund dso receives revenue from prompt payment discounts, the sde of wsed
cardboard and equipment, and services provided to others.



[I. WORKLOAD ASSUMPTIONS

The annual sales forecast for FY 2004 is $5.2 billion. Saes are the primary factor in
determining DeCA’s workload. However, there are many other factors that influence workload;
e.g., authorized patrons, number and location of commissaries, distribution systems, and operating
hours and days, among other factors.

a Patrons: DeCA's total authorized patron base is over 10 million. DeCA's customers
include active duty military members, guard and reserve component members, retired personne and
their families, government departments or agencies, 100% disabled veterans, Medal of Honor
recipients, and DoD civilians in overseas aress.

b. Organization: DeCA plans to begin FY 2004 with 276 commissaries. There are also 12
NEXMARTS, which combine commissary and exchange operations at small locations oversess.
The Navy Exchange Command (NEXCOM) manages these stores, but DeCA provides the resale
inventory and reimburses NEXCOM for total costs of commissary operations. DeCA operates 11
central distribution centers (CDC) to support inventory requirements. 3 in Europe and 8 in the
Western Pacific.

c. Location: OCONUS and remote locations cost more per dollar of sales than CONUS
locations. These commissaries are more expensive because operating and support costs in foreign
and remote locations are higher. Many locations service small-to-medium military populations with
smdler sdes and higher fixed costs. Additionaly, there are significant support costs incurred in
providing U.S. food products and household items to overseas locations. In spite of these cost
considerations, commissary operations overseas are efficient and effective because DeCA’s
infrastructure povides economies that are not achievable by other aternatives. The commissary
system is critical in supporting military members and their families overseas. This military population
does not have adequate alternative shopping available. The overseas commissaries are more than a
place for acquiring groceries. They are an essentia "life-ling" for the overseas military community
and their qudity of life.

d. Hours of Operations: Commissary operating hours and days is determined by sales, patron
demographics, and local ingtallation needs. The high sales volume, coupled with limited hours, has
an extensive impact on store congtruction, store layout, and overall operations.

e. Workforce: DeCA projects a civilian end-strength of 18,268 in FY 2004. The full-time
equivaent (FTE) level for FY 2004 is 14,980 (13,497 Direct Hire and 1,483 Indirect Hire). The
civilian FTEs are below the civilian end strength levels because DeCA uses a mix of full-time, part-
time, and intermittent employees to provide scheduling flexibility required by commissaries. In fact,
there is continued emphasis on increased use of part-time employees, including students, to reduce
payroll costs, increase flexibility in hiring and firing, and provide an ongoing recruitment pipeline for
permanent hires. The flexibility to use other than full-time personnel is criticadl to enable
commissaries to function in a business-like manner and to achieve the programmed efficiencies.
Military personnel strength level for FY 2004 is 13.



DeCA has keen very successful in reducing FTEs by outsourcing certain functions and
sarvices under OMB Circular A-76 procedures. DeCA plans to aggressively pursue, a every
opportunity, competition and privatization A-76 cost studies. Currently DeCA has about 200 A-
76 contracts in effect for shdf stocking, custodid and warehousing functions. An A-76 Task
Force has been established with primary respongbility of developing business srategy and
determining the direction of DeCA’s commercid activities program. The program plays a mgjor
rolein reducing store level unit costs.

[1l. PRODUCTIVITY ASSUMPTIONS

As part of the strategic plan development, DeCA is continuoudy looking to improve the
qudity of goods and services we provide our patrons while developing more cost effective
business practices. Performance measures are used to determine how well DeCA is achieving its
drategic plan goas for the following corporate objectives:

a Incressed Customer Savings. Savings are the ultimate performance metric d the
commissary sysem. Customer savings are gpproximately 30 percent when compared to the
commercid sector including super centers. To promote customer savings, DeCA is making the
job of bargain hunting easier for shoppers by ensuring they get the best prices on products ranging
from snacks to paper goods. The Best Vaue Item, or BVI program, began in commissaries
worldwide on July 1, 2000 with about 100 items in popular Szes and how number greater 600
items. Product selection and variety change rapidly in a continuing effort to drive commissary
prices down even further. The BVI program ensures DeCA customers receive goods that are
equal to or better than name brand items a the lowest price around. The BVI program aso
responds to our customers demand for more price savings. The commissary system is making
an effort to encourage single shoppers, military families and retirees on fixed incomes to take
greater advantage of their benefit.

b. Improved Customer Satisfaction: DeCA continuoudy grives to improve the qudity of
goods and services provided to its patrons while developing more cost effective business
practices. To satisfy misson requirements, DeCA must modernize and restructure its operations
to meet the changing demands of authorized patrons while, a the same time, ensuring that costs
are carefully controlled.

c. Reduce Unit Costs. DeCA benchmarks well againgt industry, both operationdly and
financially. However, we beieve we mugt strive to do even better at reducing unit costs, while a
the same time improving peformance. To this end, sweeping culturd, manegerid and
organizationa changes within DeCA ae supported by the implementation of activity-based
management concepts throughout the organization. Thus, reducing unit costs and improving
sarvice and output. Technology investments are being made based on Return on Investment
(ROI). Restructuring, redigning and reducing Headquarters, region and store management are
providing more efficient and effective operations and are streamlining the organization.



d. Improve the Infrastructure: To meet customer expectations and enable improvements
in sales, savings, and cost with commissaries that are properly sized, configured and maintained
by reducing the congruction backlog and improve the overdl Facility Condition Index (FCI) of

the inventory.

Per formance M easur es FY 2009
FY 2002 FY 2003 FY 2004 Target
Customer Savings 30% 30% 30% 30%
Commissary Customer Service
Survey (CCSS) (1-5 Scale) 4.39 4.38 4.42 450
Unit Costs (current year $) 2122 2125 2153 .2362
Unit Costs (FY 02 Congtant $) 2122 .2088 2081 2057
Facility Condition Index 74 76 81 95

e. Shape the Workforce: In order to efficiency provided the commissary benefit, DeCA
needs aretail oriented workforce that is multi-skilled, diverse and properly sized, to meet mission
requirements.  This will be accomplished through implementation of human resources initiatives
and pilot programs that provide a more flexible personnd system and performance evauation
and awards systems that mirror the commercia sector.

f. Leverage Technology: DeCA will continue to drive to achieve information technology
parity with the commercia sector through the use of leading edge technology.

The following initictives are used to assgt DeCA in achieving the god of ddivering the
premier qudity of life benefit for our military efficently and effectively:

a Improved Convenience and Shopping Cycle Time of Cusomers. DeCA Zone
Managers and Store Directors are identifying convenience products that are frequently shopped
by young active duty single shoppers and resetting these categories to the front of the store for
customer convenience. In addition, commissaries that carry Home Meal Replacement products
are moving these products to the front of the store to alow quick stop and shop access for
commissary customers. Resetting commissaries to dlow easier access to these types of
convenience products will dlow express customers to shop and checkout in twenty minutes or
less and will make using the commissary benefit more attractive for the active duty customers.
Additionaly, Store Directors and Zone Managers have coordinated with ingtalations to establish
reserved twenty-minute parking spaces for commissary customers.




b. Optimize Store Operating Hours: DeCA Regions are monitoring existing store hours
to determine the average cost per output and will adjust store hours within current funding to
maximize sdes and cost per output. Stores with potentia sales opportunities have implemented
early bird shopping. The commissary will open earlier with minimum staff to service customers

wishing to purchase fifteen items or less.

c. Computer Asssted Ordering (CAO): DeCA implemented CAO at commissaries
through FY 2003. CAO will provide the mechanism necessary to increase and maintain
auffident in-stock rates that enable DeCA to provide our customers the right product at the right

time throughout the shopping day.

FY 2002 FY 2003 FY 2004 FY 2005
Workload I ndicators
Commissaries (begin year) 281 276 276 276
Annud Sdles ($M) 4,963.2 5,083.0 5,162.4 5,242.6
End Strength and Full-time
Equivalents (FTES)

Civilian End Strength 17,950 18,143 18,268 18,499
Direct Hire 16,460 16,660 16,785 17,016
Indirect Hire 1,490 1,490 1,490 1,490

Military End Strength 13 13 13 13

Civilian FTEs 15,408 15,059 14,980 14,984
Direct Hire 13,918 13,576 13,497 13,501

Indirect Hire 1,490 1,483 1483 1,483

Military FTES 13 13 13 13
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DEFENSE COMMISSARY AGENCY
DeCA WORKING CAPITAL FUND
COMMISSARY RESALE STOCKS

FUNCTIONAL DESCRIPTION

DeCA Commissary Resde Stocks finance resale inventory sold in the commissary system.
DeCA's product assortment includes groceries, mesat, poultry, fruits, vegetables, dairy products, and
household goods. Sales of commissary products generate revenue that DeCA uses to replenish the
rede inventory. DeCA Commissary Resde Stocks is sdf-sufficient, requiring no gppropriated fund
support, except for recovery of inventory losses due to natura disasters.

DeCA provides commissary patrons with an invaluable non-pay compensation.  Authorized
commissary patrons include: military members and their families, reserve forces personnd, retired
personnd and annuitants. Other authorized sdes include government civilian employees oversess,
appropriated and non-appropriated fund activities, and U.S. State Department activities. DeCA's total
authorized patron basdline is gpproximately ten million personnd.

DeCA adds a five percent surcharge to sales at the check out counter. This surcharge is
required by law and is used to finance certain commissary store infrastructure and congiruction costs.
These funds are managed by DeCA in arevolving trust fund for Commissary Surcharge Collections.

BUDGET HIGHLIGHTS

Revenue of gpproximatdly $5.2 hillion conssts primarily of cash, charge saes, and manufacturer
coupons. Cash and coupon transactions to active duty and reserve military members and their families,
retirees, foreign entities and non-appropriated funds represent over 99 percent of total revenue. Charge
sadesinclude NEXMARTS, Nationa Guard, and other appropriated and non-appropriated fund sales.

The unit cogt god for this activity group is $1.00 per dollar of sales because resde products
sold must recoup al costs to make the Commissary Resale Stocks fund whole.

Additiondly, the commissary benefit was ranked second for enlisted members and third for
officersin therank order of quality of life factors that were satisfiers and reasons to stay in the military,
inan August 1999 GAO Report.

CHANGESIN OPERATIONS




Depatment of Defense right-gzing efforts and efficiency reviews from FY 1992 through FY
2004 will result in the net dosure of 133 commissaries or a reduction of approximately 32 percent.
Commissary sdes projections will decline by about 14 percent from FY 1992 through FY 2004.

DeCA has reduced the investment in inventory for both operating and safety levels. The
invertory levels are expressed in days of supply based on average daily sadles. Projected average dally
sdesare $14.1 million for FY 2004, with 23 days of supply. In comparison, average daily salesfor FY
1991 were $16.5 million with 28 days of supply. This represents an 18 percent reduction in terms of
days of supply through FY 2004. DeCA will reduce the on-hand inventory level by 31 percent from
the level maintained by the Military Departments at the end of FY 1991 as noted in the following chart:

$INMILLIONS | nyentory On-hand

EY 1992 |. | nventory On-hand | EY 2004

Redignment of functiona aress into Business Areas within DeCA has improved operationd
efficiencies and effectiveness in ddivering the commissary benefit. The Marketing Business Unit of the
Product Support Business Area is ane of the key players in the success of the Agency's efforts to
achieve overd| cos reductions and keegp customer prices at commissaries sgnificantly below those in
the commercia sector.

The Marketing Business Unit (MBU) performs centralized category nmanagement reviews for
new, national brands and Regiona/Loca products. The MBU conducts category reviews to ensure
product selections within the managed categories continue to provide our patrons with desired products
a the lowest prices available. Analyss of product movement and price data ensures optimum price
negotiations for both nationd and regiond products. The category review and analyss dso serves as
the basis for refining product selection for category plans, plan-o-grams and store resets to ensure the
right product facing and quantity are available for commissary patrons.



DeCA is continuoudy looking to improve the qudity of goods and services we provide our
patrons while developing more cost effective business practices. Some of the initiatives thet facilitate
increasing sdesincude:

a. Increase Customer Savings. DeCA continudly strivesto provide our customers, savings through
Manager’'s Specids and the Best Vaue Item (BVI) program. Manager’s Specids are generdly
top-<dling, recognizable brands at deeply discounted pricesthat go on sdefor ashort time.
Manager’ s Specids provide our customers greater savings than the aready low prices offered in the
commissary. In addition to the Manager's Specidsthe Best Vaue Items (BVI) program continues
to be a great success with our customers. The BVI program ensures DeCA customers receive
name brand quality items at the lowest price found on DeCA shelves as well asthe lowest price (for
the same Sizeitem, nationa or store brand) at grocery stores, supermarkets, or supercenters.
Through Manager’s Specids and the BVI program DeCA is responding to our customers needs
with quaity products and greater savings. The commissary system is making a concerted effort
worldwide to encourage single shoppers, military families and retirees to teke advantage of their
benefit. Our customers have earned their benefit and DeCA is committed to ensuring they get the
best prices through these programs.

b. Maket the Bendfit. In an effort to get in touch with our customers, we are focusing our
marketing efforts on building sdes by carefully listening to our customer groups, targeting our mix of
products and services, and reenergizing store operations to deliver the benefit in a more convenient
and complete manner than ever before. Store Directors have created customer groups to receive
feedback and provide continuous improvements in the ddivery of the commissary benefit. Store
Directors are briefing the commissary benefit to new recruits a the Services orientation briefings,
ingalation meetings and other venues whenever the opportunity is avallable. DeCA is bringing the
commissary benefit to Reserve and Nationd Guard units through off-Site case lot sdles and our
annua World's Biggest Case Lot Sde.

c. Computer Asssted Ordering (CAQO) DeCA implemented CAO a commissaries through FY
2003. CAO will provide the mechanism necessary to increase and maintain sufficient in-stock rates
that enable DeCA to provide our customers the right product at te right time throughout the
shopping day. CAO will hdp ensure al stores are in compliance with promotiona programs and
that sore displays for promotiond items are avalable throughout the promotiona period.
Commissaries need to have merchandise available in order to generate sales and keep customers
stisfied

d. Improve Convenience and Shopping Cycle Time of Customers. DeCA Zone Managers and
Store Directors continuoudy identify convenience products thet are frequently shopped by young
active duty angle shoppers and are resetting these categories to the front of the store for customer
convenience. In addition, commissaries that carry Home Meal Replacement products are moving
these products to the front of the store to alow quick stop and shop access for commissary
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cusomers.  Resetting commissaries to alow easier access for grab and go products will alow
customers to shop and checkout in twenty minutes or less and will make using the commissary
benefit more attractive for our active duty customers.

e. Optimize Store Operating Hours. DeCA Regions and stores continuoudy evauate and adjust
gore hours within the exigting resources to provide maximum convenience for our customers.
Stores with potentid sales opportunities will implement early bird shopping, where the commissary
gore will open up earlier with minimum saff to support foot traffic, for fifteen items or less.
Implementation of early bird shopping hours will provide additiona access and greater convenience
for our customers.

f. Improve Produce Customer Satisfaction. DeCA continues to work with the Defense Supply
Center Philaddphia (DSCP) to ensure they deliver qudity produce to our commissaries. DeCA will
rgect produce deliveries that do not meet our quaity standards, at or better than commercid
dandards, at the time of delivery. DeCA is demanding superior support from DSCP for the
replacement of rgected produce, with qudity product, within a few hours of natification. In
addition to obtaining better produce, the merchandising of produce will be eye gppeding to enhance
the visud impact and quality of seections offered our cusomers. Additionaly, DeCA created and
deployed a produce team to make unannounced vists to commissary produce departments
worldwide. The produce team provides technica expertise and training to enhance produce
department operations worldwide. Produce department inspections focus on qudlity of product
received from DSCP, merchandising of products, fixtures and equipment condition, proper handling
and culling techniques to include technicad assistance vital to improving our produce departments
throughout DeCA. The produce team will take immediate action to help resolve any deficiencies
that may exist in the stores they review. Our god isto meke DeCA produce departments the place
where our customers choose to shop for their produce needs.

0. Improve Store Infragtructure: DeCA has redligned operating costs that were previoudy paid out
of the Surcharge Collections account, into the Commissary Operations account. The redignment
endbled the surcharge funding to re-energize the condruction program and help reduce the
congtruction backlog. Because the new store layout designed for Super Stores worked so well,
DeCA plans to implement this design in dl commissaries. Implementation of the new store design
throughout DeCA commissaries will teke a few years. Standardizing the commissary layout will

dlow our cusomers to travel around the world and dill fed right & home when they shop their
commissary. The improved facility conditions and revised store layouts will enhance our customers
shopping experience and help generate additiond sales.

DeCA productivity is best illustrated by comparing workload data between commercid
supermarkets and the commissary system. This comparison clearly demonstrates that commissaries are
cost effective and highly used by ther patrons.
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(Source for Supermarket Data: Supermarket Facts Industry Overview 2001)

WORKLOAD DATA — AVERAGES DeCA COMMERCIAL
COMMISSARIES SUPERMARKETS
Weekly Sales per Store $ 463,521 $ 368,779
Weekly Sales Per Square Foot $15.89 $10.83
Sales Per Customer Transaction $57.66 $ 25.66
(Commissary datafor CONUS locations used for comparison.)
Workload Indicators FY02 FYO03 FYO4 FY05
Number Commissaries (begin year) 281 276 276 276
Resde Stocks Sdles ($ Millions) 4963.2 5083.0 5162.4 5242.6
Ending Inventory On-Hand ($ Millions) 298.5 301.2 303.7 309
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Perfor mance M easur es FY02 FY03 Fyo4 FY05
Inventory Turns 145 14.8 15.1 15.3
Customer Savings 30% 30% 30% 30%
Commissary Customer

Satisfaction Suvey (CCSS) 4.39 4.38 4.42 4.46
Financial I ndicators FYQ02 FY03 FYo4 FY05
Revenue ($ Millions) 4,962.0 5,076.8 5,156.2 5,236.4
Cost of Goods Sold ($ 4.961.4 5083.3 5162.7 5,236.4
Millions)

Net Operating Results ($

Milions 0.6 (6.5) (6.5) 0.00
Accumulated Operating 13.0 65 0.0 0.0
Results

Unit Cost (Per $ of Sales) 1.00 1.00 1.00 1.00
Collections 4,998.0 5,076.8 5,162.7 5,236.4
Dishursements 4,970.7 5,083.3 5,156.2 5,236.4
Outlays (27.3) 6.5 6.5 0.0
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DeCA WORKING CAPITAL FUND
ACTIVITY GROUP: COMMISSARY RESALE STOCKS
REVENUE AND EXPENSES
(Dollarsin Millions)

EY 2002 EFY 2003 EY 2004 EY 2005
Revenue:

Gross Sales 4,963.2 5,083.0 5,162.4 5,242.6
Operations 4,963.2 5,083.0 5,162.4 5,242.6
Capital Surcharge
Depreciation excluding Major Construction

Other Income

Refunds/Discounts (1.2) (6.2) (6.2) (6.2)

Total Income: 4,962.0 5,076.8 5,156.2 5,236.4

Expenses:
Cost of Material Sold from Inventory 4961.4 5,083.3 5,162.7 5,236.4
Salaries and Wages:
Military Personnel Compensation & Benefits
Civilian Personnel Compensation & Benefits
Travel & Transportation of Personnel
Materials& Supplies (for Internal Operations)
Equipment
Transportation of Things
Depreciation
Printing & Reproduction
Advisory & Assistance Services
Rent, Communication, Utilities, & Misc. Charges
Other Purchased Services
Total Expenses 4,961.4 5,083.3 5,162.7 5,236.4
Operating Result 0.6 (6.5) (6.5) 0.0
L ess Cash Surcharge Reservation 0.0 0.0 0.0 0.0
Plus Appropriations Affecting NOR/AOR 0.0 0.0 0.0 0.0
Other Adjustments Affecting NOR 0.0 0.0 0.0 0.0
Net Operating Result 0.6 (6.5) (6.5) 0.0
Other Changes Affecting AOR 124 0.0 0.0 0.0
Accumulated Operating Result 13.0 6.5 0.0 0.0

Exhibit Fund-14 Revenue and Expenses
13 February 2003



ACTIVITY GROUP ANALYSIS
DEFENSE COMMISSARY AGENCY/COMMISSARY RESALE STOCKS
SOURCE OF NEW ORDERS AND REVENUE

(Dollarsin Millions)

FY 2002 FY 2003 FY 2004 FY 2005
1. New Orders
a. Ordersfrom DoD Components:
Army 0.4 0.3 0.3 0.3
Navy 84 5.2 5.2 5.2
Air Force 0.1 0.3 0.3 0.3
Marine Corps
Other 0.2 0.3 0.3 0.3
b. Ordersfrom Other Fund Activity Groups
c. Total DoD 9.1 6.1 6.1 6.1
d. Other Orders:
Other Federal Agencies 1.2 1.1 1.1 1.1
Trust Fund
Non Federal Agencies 4,952.9 5,075.8 5,155.2 5,235.4
Foreign Military Sales
Total New Orders 4,963.2 5,083.0 5,162.4 5,242.6
2. Carry-in Orders
3. Total GrossOrders 4,963.2 5,083.0 5,162.4 5,242.6

4. Revenue

5. End of Year Work-in-Progress

6. Direct Contract Obligations

7. Non DoD, BRAC, FMS, and DWCF Orders
8. Funded Carry-over

9. Monthsof Carryover

Exhibit Fund-11 Sour ce of New Orders and Revenue
14 February 2003
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FY 2002 BUDGET

DIVISION: Commissary Resale Stocks

February 2003

DEFENSE COMMISSARY AGENCY SUPPLY MANAGEMENT

(Dollarsin Millions)

INVENTORY STATUS

TOTAL

PEACETIME

MOBILIZATION OPERATING

PEACETIME
OTHER

INVENTORY BOP

315.1

315.1

BOP INVENTORY ADJUSTMENTS

a RECLASSIFICATION CHANGE (Memo)

b. PRICE CHANGE AMOUNT (Memo)

c. INVENTORY RECLASSIFIED AND

REPRICED

RECEIPTSAT STANDARD

4,

963.1

4,963.1

SALESAT STANDARD

4,

963.2

4,963.2

INVENTORY ADJUSTMENTS

a CAPITALIZATIONS + or (-)

b. RETURNS FROM CUSTOMERS FOR

CREDIT +

. RETURNS FROM CUSTOMERS WITHOUT

(2]

CREDIT

o

. RETURNS TO SUPPLIERS ()

1)

TRANSFERS TO PROPERTY DISPOSAL (-)

—

. ISSUES/RECEIPTS WITHOUT

REIMBURSEMENT + or ()

g. OTHER

23

23

h. TOTAL ADJUSTMENTS

INVENTORY EOP

317.3

317.3

INVENTORY EOP, REVALUED (LAC,

DISCOUNTED)

a ECONOMIC RETENTION (Memo)

b. CONTINGENCY RETENTION (Memo)

c. POTENTIAL DOD REUTILIZATION (Memo)

INVENTORY ON ORDER EOP (Memo)

51

51

NARRATIVE:

19

SM-4 InventoryStatus



FY 2003 BUDGET

DIVISION: Commissary Resale Stocks

February 2003

DEFENSE COMMISSARY AGENCY SUPPLY MANAGEMENT

(Dollarsin Millions)

INVENTORY STATUS

TOTAL

MOBILIZATION

PEACETIME
OPERATING

PEACETIME
OTHER

INVENTORY BOP

317.3

317.3

BOPINVENTORY ADJUSTMENTS

a RECLASSIFICATION CHANGE (Memo)

b. PRICE CHANGE AMOUNT (Memo)

c. INVENTORY RECLASSIFIED AND

REPRICED

RECEIPTSAT STANDARD

5,

083.3

5,083.3

SALESAT STANDARD

5,

083.0

5,083.0

INVENTORY ADJUSTMENTS

a CAPITALIZATIONS+ or (-)

b. RETURNS FROM CUSTOMERS FOR

CREDIT +

c. RETURNS FROM CUSTOMERS WITHOUT

CREDIT

d. RETURNS TO SUPPLIERS (-

€. TRANSFERS TO PROPERTY DISPOSAL (-)

f. ISSUES/RECEIPTS WITHOUT

REIMBURSEMENT + or (-)

g. OTHER : Increased Inventory
In Support Of Sales

2.7

2.7

h. TOTAL ADJUSTMENTS

INVENTORY EOP

320.3

320.3

INVENTORY EOP, REVALUED (LAC,

DISCOUNTED)

a ECONOMIC RETENTION (Memo)

b. CONTINGENCY RETENTION (Memo)

c. POTENTIAL DOD REUTILIZATION (Memo)

INVENTORY ON ORDER EOP (Memo)

5.0

5.0

NARRATIVE

20

SM-4 Inventory Status



FY 2004 BUDGET

DIVISION: Commissary Resale Stocks

February 2003

DEFENSE COMMISSARY AGENCY SUPPLY MANAGEMENT

(Dollarsin Millions)

INVENTORY STATUS

TOTAL

PEACETIME

MOBILIZATION OPERATING

INVENTORY BOP

320.3

320.3

PEACETIME
OTHER

BOPINVENTORY ADJUSTMENTS

a RECLASSIFICATION CHANGE (Memo)

b. PRICE CHANGE AMOUNT (Memo)

c. INVENTORY RECLASSIFIED AND

REPRICED

RECEIPTSAT STANDARD

5,162.7

5,162.7

SALESAT STANDARD

5,162.4

5,162.4

INVENTORY ADJUSTMENTS

a CAPITALIZATIONS+or (-)

b. RETURNS FROM CUSTOMERS FOR

CREDIT +

c. RETURNS FROM CUSTOMERS WITHOUT

CREDIT

d. RETURNS TO SUPPLIERS (-

€. TRANSFERS TO PROPERTY DISPOSAL (-)

f. ISSUES/RECEIPTS WITHOUT

REIMBURSEMENT + or (-)

g. OTHER : Increased Inventory
In Support Of Sales

25

25

h. TOTAL ADJUSTMENTS

INVENTORY EOP

323.1

323.1

INVENTORY EOP, REVALUED (LAC,

DISCOUNTED)

a_ECONOMIC RETENTION (Memo)

b. CONTINGENCY RETENTION (Memo)

c. POTENTIAL DOD REUTILIZATION (Memo)

INVENTORY ON ORDER EOP (Memo)
NARRATIVE

5.0

5.0

21
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FY 2005 BUDGET

DIVISION: Commissary Resale Stocks

February 2003

DEFENSE COMMISSARY AGENCY SUPPLY MANAGEMENT

(Dollarsin Millions)

INVENTORY STATUS

TOTAL

PEACETIME

MOBILIZATION OPERATING

PEACETIME
OTHER

INVENTORY BOP

323.1

323.1

BOP INVENTORY ADJUSTMENTS

a RECLASSIFICATION CHANGE (Memo)

b. PRICE CHANGE AMOUNT (Memo)

c. INVENTORY RECLASSIFIED AND

REPRICED

RECEIPTSAT STANDARD

5,242.6

5,242.6

SALESAT STANDARD

5,242.6

5,242.6

INVENTORY ADJUSTMENTS

a CAPITALIZATIONS+or (1)

b. RETURNS FROM CUSTOMERS FOR

CREDIT +

¢. RETURNS FROM CUSTOMERS WITHOUT

CREDIT

d. RETURNS TO SUPPLIERS (-

e. TRANSFERS TO PROPERTY DISPOSAL (-)

f. ISSUES/RECEIPTSWITHOUT

REIMBURSEMENT + or (-)

g. OTHER : Increased Inventory
In Support Of Sales

53

53

h. TOTAL ADJUSTMENTS

INVENTORY EOP

328.4

328.4

INVENTORY EOP, REVALUED (LAC,

DISCOUNTED)

a_ECONOMIC RETENTION (Memo)

b. CONTINGENCY RETENTION (Memo)

c. POTENTIAL DOD REUTILIZATION (Memo)

INVENTORY ON ORDER EOP (Memo)

5.0

5.0

NARRATIVE

22

SM-4 Inventory Status



COMMISSARY OPERATIONS



DEFENSE COMMISSARY AGENCY (DeCA)
WORKING CAPITAL FUND
COMMISSARY OPERATIONS

FUNCTIONAL DESCRIPTION

Commissary Operations finances 276 commissaries, 11 central distribution
centers, 12 NEXMARTs, 29 zones, 4 region offices, field operating activities,
headquarters, and related support services. Areas of significant cost include U.S. and
foreign national civilian labor, A-76 and other support contracts, operating supplies,
trangportation of commissary goods overseas and in-theater, DoD service providers like
the Defense Finance and Accounting Service (DFAS), Defense Information Systems
Agency (DISA), and Defense Logistics Agency (DLA), and base operations support.

Commissaries sell products at acquisition cost to authorized patrons, while
maintaining high standards for quality, facilities, products, and services. A direct
appropriation from Congress is an essential part of this process and is the foundation that
allows military members and their families to receive direct savings of approximately 30
percent below the typical market basket. Thereby making the commissary benefit, an
integral part of the nonpay compensation package used in recruiting and retaining
military members.

BUDGET HIGHLIGHTS

Appropriated funds requests represents 96.8 percent of required revenue.
Remaining revenue is obtained through other sources such as, fees paid by grocery
manufacturers for redemption of manufacturers coupons, cost recovery fees for selling
tobacco in commissaries, and funds from the Government of Korea as part of their
agreement to share costs.

The Military Departments that provide operational oversight of the commissary
system, have committed to retaining the commissary benefit to include mission changes
due to base realignment and closure, quality of life concerns, expansion of operating
hours, and other business-like considerations. This President’s Budget (PB) submission
reflects this commitment by requesting cost authority of $1,111.3M for FY 2004. The
planned Accumulated Operating Result (AOR) is breakeven for FY 2005 with a unit cost
god of $.2153in FY 2004.
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The chart below summarizes revenue and expenses during this budget cycle.

FY 2002 FY 2003 FY 2004 FY 2005

REVENUE ($M): '

Services Reimbursement 1102.6

APF Transfer 1091.3 959.1 1089.2

Other Reimb/Adj (Deprec) 311 39.4 38.3 39.1

Total Revenue 1,122.4 998.5 1,1275 1,141.7
EXPENSES $M 1,053.3 1,080.2 | 1,111.3 1,146.8

Less Capital Reserve (12.3 0 0 0

NOR $M 56.8 (8L.7) 16.2 (5.2

AOR $M 70.6 (11.1) 51 0

DeCA projects 18,268 civiliansin FY 2004. Full-time equivalent (FTE) levels for
FY 2004 are 14,980. Civilian FTEs are consistently below the civilian end strength levels
because DeCA uses a mix of full-time, part-time, and intermittent employees to provide
scheduling flexibility required by commissaries.

a. DeCA has complied with Program Decision Memorandum (PDM) direction on
Competitive and Strategic Sourcing. Detailed plans for al competitive sourcing and strategic
sourcing studies are being devel oped.

b. DeCA has developed engineered staffing standards to support the new commissary
organizational structure. The standards support both department level and total store staffing
requirements to realize unit cost reductions.

c. DeCA has been successful in reducing FTEs by outsourcing certain functions and
services under OMB Circular A-76 procedures. DeCA plans to aggressively pursue, at every
opportunity, competition and privatization A-76 cost studies. Currently DeCA has about 200
A-76 contracts in effect for sheff stocking, custodial and warehousing functions. An A-76
Task Force has been established with primary responsibility of developing business strategy
and determining the direction of DeCA’s commercia activities program. The program plays
amajor rolein reducing store level unit costs.

CHANGESIN OPERATIONS

DeCA is making the job of bargain hunting easier for shoppers by ensuring they get
the best prices on products ranging from snacks to paper goods. The Best Vaue Item, or
BVI program, began in commissaries worldwide on July 1, 2000 with about 100 items in
popular sizes. Posters greet customers at the door and flyers are handed out explaining that a
BVI sign means that product has been identified as the best price available on grocery
shelves anywhere. Overall, commissaries have been seeing positive sales numbers since the
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inception of the BVI program.

DeCA is constantly striving to make produce more appealing to customers. One
technique being used is sampling. One of the more elaborate sampling techniques is to
feature a chef preparing exotic produce items. Additionally, DeCA has focused on
building brand equity by offering more nationally recognized brand names. This practice
not only allows the commissaries to appeal to patrons attracted by brand names, but also
provides DeCA the opportunity to take advantage of the marketing resources of the larger
companies.

MISSION EFFECTIVENESS

DeCA has successfully demonstrated its ability to operate an efficient and cost
effective commissary system that provides a valuable nontpay benefit, improves the
quality of life of authorized patrons, and enhances military readiness by retaining quality
personnel.

a. Customer surveys have found that the military member and their families, the
reserve comporents, and retirees consistently rank the commissary system as their
number one non-pay benefit, ahead of other non-pay benefits such as medica and MWR
programs. This perception of the commissary benefit greatly assists the Department in
retaining a quality military force.

b. DeCA has established a Manager’'s Specials Program that offers extra low
prices on popular products for a short promotional period. The Manager’'s Special
Program has created a dua benefit for customers and DeCA. Customers win because
they are getting extremely low prices on high demand products. DeCA wins because it is
able to deliver greater savings to customers. The Manager's Specials Program
encourages customers to shop more frequently to take advantage of the specials. The
program is an excellent tool for increasing the benefit.

To continue satisfying its mission requirements, DeCA must continue
modernizing commissary operations. The patron of today is much different than of
yesterday; e.g., over 67 percent of the active duty population is married. Given the
increased deployments because of the tragic events of 9/11, family considerations are
extremely important to the modern volunteer military member. With the pressure to
retain a qualified workforce, the commissary system is striving to better understand
customer expectations and provide services that are required by today's forces. MacDill
AFB now offers patrons fresh deli sandwiches with a convenient lunch hour checkout.
New focus has been placed on the Home Mea Replacement category as a response to the
need of our military members and their families.
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DeCA continues to seek improved customer service by conducting surveys semi-
annually and analyzing results using the Commissary Customer Satisfaction Survey
(CCSS). The scores consistently show the positive results of a customer service focus.
Patrons now rate all areas at “good” or "better" on a scale from zero to five. The latest
survey shows improved scores in every survey item. Improvements to the CCSS have
been initiated to shift emphasis from demographics to customer satisfaction. This
approach focuses on responding quickly to customer survey concerns and maximizes
customer input in operational decisions.

DeCA isengaged in developing performance metrics to establish a sound
linkage between its resource requirements and its outputs. This effort will provide
meaningful measures for program evauation and decision analysis. This Agency’s key
performance metrics are taking shape around such key indices as customer satisfaction,
patron savings, and unit cost reductions.

DeCA’s god is to deliver the premier quality of life benefit for our
military efficiently and effectively. This overarching goal is directly supported by
strategic objectives and action plans to fulfill the goal. Together, these metrics are
guiding improvements throughout the commissary system and provide the foundation of
this submission:

Maintain Customer Savings. The program and performance metrics outlined in this
budget request ensure the long-term viability of customer savings. They also reflect
DeCA'’s ability to leverage our worldwide sales activities into the best prices for our
military and their families and operate high unit cost stores in remote and overseas
locations by leveraging the cost efficiencies of the larger stores. Finally, they reflect the
continuing feedback we receive from our customers and their satisfaction with multiple
aspects of our store operations, prices and service. Our target is to maintain 30 percent
overall savings versus all commercial competition.

Reduce Unit Cost: DeCA benchmarks well against industry, both operationaly and
financialy. However, we believe we must strive to do even better at reducing unit costs,
while at the same time improving performance. To this end, the metrics outlined in this
budget estimate are supported by the implementation of activity-based management
concepts at all levels within DeCA, from headquarters down to the departments within
each store. The intent is to reduce unit costs throughout the organization and at the same
time improve service and outputs. Technology investments are being made based on
return on investment. Restructuring, realigning and reducing headquarters and region
and store management is providing more efficient and effective operations and is
streamlining the organization. To support this more efficient organizational structure,
there is continued emphasis on increased use of part-time employees, including students,
to reduce payroll costs, increase flexibility in hiring and firing, and provide an ongoing
recruitment pipeline for permanent hires.
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Improve the Infrastructure: The construction program supported by this budget
submission accelerates elimination of the backlog in needed construction and repairs
from FY 2009 to FY 2008. Similarly, it supports a restructured information technology
program that accelerates the beginning of the replacement of the Point-Of-Sale (POS)
system from FY 2007 to FY 2004.

Workload FY 2002 FY 2003 FY 2004 FY 2005
Indicators

Commissaries (begin year) 281 276 276 276
Annual Sales ($M) 4,963.2 5,083.0 5,162.4 5,242.6
Performance | ndicators

(Goalsfor FY03-FY05) FY 2002 FY 2003 FY 2004 FY 2005
Customer Savings 30% 30% 30% 30%
Commissary Customer 4.39 4.38 4.42 4.46
Service Survey (CCSS)

End Strength and Full-time FY 2002 FY 2003 FY 2004 FY 2005
Equivalents (FTES)

Civilian End Strength 17,950 18,143 18,268 18,499
Military End Strength 13 13 13 13
Civilian FTEs 15,408 15,059 14,980 14,984

Military FTEs 13 13 13 13
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ACTIVITY GROUP: COMMISSARY OPERATIONS

REVENUE AND EXPENSES

(Dollarsin Millions)

Revenue:
Services Reimbur sement
Operations
Capital
Total Services Reimbursement
Depreciation (Excluding Major Construction)
Other Income

Total Income:

Expenses:
Salariesand Wages:
Military Personnel Compensation & Benefits
Civilian Personnel Compensation & Benefits
Travel & Transportation of Personnel
Materials& Supplies (for Internal Operations)
Other Purchases from Revolving Funds
Transportation of Things
Depreciation
Printing & Reproduction
Advisory & Assistance Services
Rent, Communication & Misc. Charges
Other Purchased Services

Total Expenses

Operating Result

L ess Capital Reservation
Plus Appropriations Affecting NOR/AOR

Net Operating Result

Other Changes Affecting AOR

Accumulated Operating Result

28

EY 2002 FEY 2003 [EY 2004 EY 2005
1,102.6

1,102.6

21 46 78 5.6
29.0 34.8 305 32.9
311 39.4 383 11411
0.9 11 11 11
626.9 621.1 644.8 672.7
8.0 11.9 10.7 10.9
493 50.9 48.9 48.7
36.5 271.7 28.1 285
107.2 110.3 111.7 113.7
21 46 78 5.6

0.3 0.7 0.7 0.8

0.0 0.6 0.6 0.6
50.9 52.1 54.4 54.6
171.2 199.2 202.5 209.6
1,0533 10802 11113 11468
(1,022.2)  (1,040.8)  (1,073.0) (5.7)
(12.3) 0.0 0.0 0.0
1,091.3 9591  1,089.2 0.6
56.8 (8L.7) 16.2 (5.1)
0.0 0.0 0.0 0.0
706 (11.1) 5.1 0.0

Exhibit Fund-14 Revenue and Expenses
February 2003



ACTIVITY GROUP ANALYSIS
DEFENSE COMMISSARY AGENCY/COMMISSARY OPERATIONS
SOURCE OF NEW ORDERS AND REVENUE
(Dollarsin Millions)

EY 2002 EY 2003 EY 2004

1. New Orders
a. Ordersfrom DoD Components:
Army Operationsand Maintenance 0.0 0.0 0.0
Navy Operationsand Maintenance 0.0 0.0 0.0
Marine Corps Operationsand Maintenance 0.0 0.0 0.0
Air Force Operationsand Maintenance 0.0 0.0 0.0
Other Reimbur sements (Non-Appropriated 10.3 129 10.0

Fundsand Trust Funds)

b. Ordersfrom other Fund Activity Group 0.0 0.0 0.0

c. Total DoD 10.3 12.9 10.0

d. Other Orders:

Other Federal Agencies 12 13 13

Trust Fund 0.0 0.0 0.0

Non Federal Agencies 175 20.6 19.2

Foreign Military Sales 0.0 0.0 0.0

Total New Orders 18.7 219 205

2. Carry-In Orders 0.0 0.0 0.0
3. Total GrossOrders 29.0 34.8 30.5
4. Funded Carry-over 0.0 0.0 0.0
5. Total Gross Sales 29.0 34.8 30.5

Exhibit Fund-11, Sour ce of New Orders Revenue
29 February 2003



Defense Commissary Agency/Commissary Operations
Changesin the Costs of Operation
February 2003
(Dollarsin Millions)

Expenses

FY 2002 Actual Costs 1,053.3
FY 2003 PB 1,114.0
Pricing Adjustments

FY 2003 Pay Raises Civilian Personnel 22

Retirement & FEHB Accrual (27.6)

General PurchasesInflation (3.2

DOL Wage Rate 16
Productivity Initiatives and Other Efficiencies

Productivity Initiatives (1.8)
Program Changes:

Store Openings (0.2)

Store Closures 1.0

Workload Adjustments 4.2

Other Changes:
One-Time Congressional Adjustment (Sec 8109, (10.0)
DoD Appropriations Act, Public L aw 107-248))

FY 2003 Current Estimate 1,080.2

Pricing Adjustments

Annualization of Prior Year Pay Raise 22
FY 2004 Pay Raises

Civilian Personnel 18.7
General Purchases Inflation 7.7

Productivity Initiativesand Other Efficiencies
Productivity Initiatives (10.2)

Program Changes:
Workload Adjustment 1.7
Store Openings 1.0

Other Changes:
Increase Dueto One-Time FY 2003 Congressional 10.0
Adjustment (Section 8109, DoD Appropriations Act,
Public Law 107-248)

FY 2004 Current Estimate: 1,111.3

FY 2005 Current Estimate: 1,146.8

Exhibit Fund-2, Changesin the Costs of Operation
30
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