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Military Retailer: Since the creation of the transformartion

ream and the announcement of DeCAs new business model

there has been a lot of uncertainty and rumors in the market.

Can you gm us an overview of what the Transformation

Office has been tasked with?

Chris Burns: Overall, the Transformation Office is involved

with the development and implementation of pilot programs

muthorized by the 2016 National E)cﬁfé*ms‘c Aunthorization

Act (INIIAAG and the implementution of the 2017 NEDAA

pmvisim'ss, assuming i will become faw, which were recently

approved by House and Senate Conferees. Both provide

DeCA the opportunity to make some specific changes 1o our

operations that will protect the parron henefir, improve the

overall shopping experience, and allow DeCA w offset more

of 1
it xmgmrt'mt t pote at hat Congress has

direcred DeCA to deliver the current level ¢>f the commissary

henefit with a lower operating cost under both the 2016 and
20T NIDAAS,

Currently DeCA 1s pursuing three business changes as part
of the transformation:

+ We will be launching our own In-store brand of private
label products, offering equal qn-‘ﬁi'& alternatives to national
brands at'even better prices for patrons

« We are evaluating the full range of branded products we
carry, their savings, costs and si*sci { allocation, and enrering
into commercial negotiations with sup p];crs TO ensure we
continue to carry the right product selection at the best
}30%‘;3%}]&‘ vihue t patrons and taxpayers,

» We will also be adjusting some shelf prices, especially
for products where we know that DeCA% pricing is Jess
competitive with the market roday.

For all these changes, both NDA. As guarantee that patron

savings be maintained ar current levels, so our patrons will be
at least as well off as they are today.

As & prevequisite w these changes, DeCA has been tasked
with updating its patron savings methodology to betrer
reflect the savipgs patrons currently experience ar their local
This baseline will be regionally
more frequent, allowing BeCA w0 ensure patrom savings levels

§ OpIErating costs,
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MR Recently DeCA updated their savings methodology,
moving o 4 more rc:;,mnfﬂiv 'spcuﬁt format.  Have you
dmummul the bascline savings yete If so what are they? If
not, when will they be complete?

18 . WiiLmary RETAILER

Burns: The haseline savings are currently being assessed based
on an independent external audit, It is expected the updared
savings baseline will be reported to Congress in January 2017,
Thereafter, DeCA will be reporting its savings by region ona
quarterly basts, once variable pricing is implemented.

MR We would like a little more detail about the methodology,
Can you explain the difference beeween the old mes thod which
took into consideration the whole store and the new methed
which involves a blend of the whele store and manual shop to
mmatch purchase patterns?

Burrs: The existing methodology was designed ro provide a
ghobal view of savings, which s why we huave always xpressed
OUL pAtron savings as an overall worldwide average.

The revised methodology buikds on the previous model and
still provides & global view of savings.(Flowever, it michides
;_gcugraphm.d?y -specific dara, for example, a
of each store with prices of two to three local competitors thar
will help DeCA monitor and report savings by region.

This updated merthodology will not change the actual
benefir patrons receive today, It simply gives DeCA patrons
an enhanced view ot the savings achieved in the geographic
areas in which they ] shop.

Thelupdated methodology will serve as a baseline ro ensure
the current patron savings benefit is maintained into fhe
future. We cannot stress enough that our ;mtmns will still
have the same benefit and the same Jevel of savings, enjoyed
before we initiated cur new business model.

Iee { (H’ﬂ;).irihf‘)l}
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MR There have been quite 2 number of negative comments
surrounding DeCAls retenr requests that vendors make up for
past pmommmg gaps”. How were these “gaps” determined
and how is DeCA’s now negotiating with vendors? Are your
current negotiations in e with practices currently used by
COM l‘ﬂf.‘frfilli gr(}ft‘fl’y Sf(..)j..(_’:‘:::

Burns: As part of the fra;‘}»‘ﬂ'}z'fu;{d(}s1, DeCA 15 evaluriing
the performance of branded products on our shelves. This
113( j”(i{“\ ana 1‘3’“!‘\ (}§ ‘vlit‘) ((5‘:3"'3‘ ﬂiTr()T‘ HIV‘TE("‘* p”ﬂﬂ!)“(?ﬂrf’
Jd‘i" ity, shelf space productivity, customer i.z;yai v and acsual
vase behaviors.
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B wed on this data, DeCA is entedng into commercial
negotintions with suppliers w ensure that we e getting the
best possible deal on the goods we carry. This type of category
review and assortment optimization is a commercially proven
practice, and almost all commercial retailers regalarly conduct
these types of negotiations,

To be very clear, DeCA has not sought, nor does it intend
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“To be very clear, DeCA has not
sought, nor does it intend to seek,
any payment from vendors against
past completed contracts. Rather,
DeCA is working to negotiate the best
possible commercial terms for future
commissary business—to the benefit
of both patrons and taxpayers.”

o seek, any payment from vendors againse past completed
contracts. Rather, DeCA is working w0 negotiate the best
possible commercial terms for future commissary busines:
ter the Benefit of both patrons and txpayerss.

Most of the objections o this pma‘cas have been voiced by
industry lobbying ;ﬁrcmps on behalf of manufacturers who
potmtml]v stand to Jose shelf space or market share to DeCA
private label products or better-performing manufacturers
that offer a better deal w the patron and the taxpayer.

MR: What benefit does the patron receive if any cost savings
gdmed goes 1o offset IeCAS operating costs versus patron
price?

Burng: Much of the savings generated through this process
will help offset DeCA's operating costs. Some of the savings
will flow directly to patrons by way of promotional activity or
lower shelt prices. I many cases, promotional and industry
funding will increase as a result of the process.

In addition, we hear from customers that they are frustrated
when top-seiling items are cheaper to buy ourside the gate, or
when we run out of stock on the most popular or best value
imeme. A more strearnlined assortment and a shelf lavour thar
prioritizes the best pcrfmmm-r items and brands wilf help to
address both of these pain-points for shoppers,

MEB: Can yvou tell us where vou are in the private label process?
Have any \upplzcr\» heen chosen ver?
Berng: After a rigorous private L 1hel mlutmn process, LeCA
has selected MDYV Sy m\g b O o b
hd i?}ruw*i}mr? the process, our goal
was to find a partner t.?m. conld gmmdc, guadity products o
our patrons at a savings level that is t"juivzlfcm ro or hetter
at they find from privaie label produces ar commercial

- privare fxbel

I?E'{Ed‘di s store s

AR W hat categories are you looking ar for private label?
Burns: [DeCA i ;ﬁmnmgr o nifc 5 fudl
private —with a focus on thase
CHICEOries where we know our patrons are most urgently
i«mhmn for private label alternatives. We are takdng a phased
ap pmadl to rollout, Over the next several mumhs, DeCA
will work closely with SpartanNash to decide on an Inidal
assortment of products 1o introduce. The initial assortment
should be available ar all commissaries worldwide in May
017 and will include approximately 400 items. Our peal i3

e label products across the store-

Whiitar
20 v RE“{MLER

December 2015 lan

assortment of

to continue w0 grow to approximately 1,000 items by the end
of 2017, Over the next two years DLLA will continue to add
more private label products to the commissary assortment—
while continuing to offer the name brands that patrons have
always shopped.
MR: Wy docs it make more sense at this ime w seli private
labet products versus sc}iixw- them in the pase?
Berns: Private label guality has changed considerably over
the years. Today, private fabel products are equivalent to name
brands in terms of guatity. In many cases, they are Hterally
produced on the same ma nuiaatu:mtr lines or to the exact
identical specifications of the brm(iui products. This is a
main reasen that private Jabel has g'{%*wd in popularity over
the past few decades and today captures more than 20 percent
of ULS. grocery sales and s growing.
Todav's patrons tell us that t]J.L.y wart ;:_yri.v:itc: label—with
6 percent ol customers i a recent survey saying that they
would be interested in trving a DeCA private label 1t were
available,

Variable pricing allows us to provide significant savings for
patrons, while penerating some income to offset commissary
operafing costs.

ME: Who will be stocking private label products on the
shelves? What percentage of products in the stores do you
expect o be private label?

Burns: Private label products will be stocked by DeCA%
current shelf stocking contractor and/or in-house puwnnd
where applicable. DeCA will be working with SpartanNash
to ensure excellent availability of private label items on the
shelves.

As T said carlier, we are whking a phased approach to rollout
across the store until private Iabel is fwsul.ihic in almost every
major category. When the program is fully mature, we hape
to match private seetor metrics whereas sabes and units reach
appresimately 20 percent for the agency.

In ade htson customers will stifl have access to the pmmh
name brands they currently enjov, at the same or better savings
than they see today,

RAR: We have heen told that 1..:1IE:.«>;)rm;w wiill be tested at
10 locations. Can V(}Li e %phm how the variable pricing rest
witl be implernented? Flow long with the ¢ fast?
Burns: To ser the record »tr,wai i, variable pricing refer
pricing in 2 manner other than the curre mi ; If’({lfi"(’(z o

plus model. We believe what vour question refers ro is what
“store based” rest.

d as the

Variable

pricing

CAns i
fiy et i

ar mudtipl
price of 3

constdered - the
market price, cost of acquit]
customer, ete. This is the s
grocery retailers,

This stratepy differs from DeCAs naditional cost-plus
approach, which acdds a flar 5 percent surcharge to the costof a
p:odmféw-( very if that msans that DeCAls pot competitively
priced with the rest of the market.

The store based test will rake a handful of ttems in a handful
of stores, and will adjust them o fix areas where we know that
DeCAYS prices are misaligned with the market today. Over

v the product, im
rd pricing method used
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tirne, this should lead to 2 more predicrable savings level and
consistent benefit across the store,

This effort is desigmed prove that DeCA can make these
kinds of pmm;; adiustments while mamtmmng the same
overall savings level fm patrons (as required by the NDAA ).
We expect the initial results which will enable a decision of
whuhm o continue or expand this program o be available
within six to 12 months.

MR Wl any of the new transformation mitiatives  do
anything to address the long st wding and on-going problem
of products not being on the shelt?

Burns: Yes—we have heard loud and clear our patrons
coneerns sbout out-of-stoeks, especially on thelr favorite
brands and top performing items.

There are many contr f,tmm\ factors to DeCAs stocking
chaflenges, but one of them is thar we ofren carry two to three
tmes as many individual items s private sector retailers, in
even less shelf s space. This makes it hard o allocate enough

room to the fiiszwmrmwmg e,

Streamlining our assortment and npdating our pk AnOgrams
as part of the transformation will hel ip to address this issue,
alfowing for more space for the best-se Hms

MR: How will these new transformation initiatives bring
i more traffic? How will they make the commissary more
relevant ro shoppers?

Burns: The wranstormation is hel ping DeCA create 2 more

modern, consistent and relevant sho pping (’X})L*I,l(‘ﬂ(.(.‘

« We will continue offering narional brand producrs at the
xigmm‘mt savings patrons see today.

* These will he supplnmmted by hréh quality private label
a)pmms‘ at great prices, that we know our PRGNS want.

+ Shelf sl)&t e will be allocated ro make the assortment casier
to navigate and shop, and easier for DeCA o keep sourced
and in-stock,

* Patron savings levels will he protected throughout (a3
required by the NDAAY

And ail of this will be achieved at lower operating ¢

help ensure the sustmnability of the benefit for gene

1o come.

thut
inms

This transforrmation is an Ipportant step toward ensuring
¢ the cornmiss
fe;r our shoppers,

ALl aleng, DeCA will continue
{mfn..mdm;—: CUSEOMSr  service,
wellress frems threw

ary remizing the best, mest relevaps GpEIon

o tocus on providing
expanding on health and

o
iothe store and foe

lepartrnents.

M When fully tmplemented, whar PerCerning s
operating costs do you estimate will be offest by revenue
generated by these roansformation injtiatives?
Burns: As My, Peier Levine rel: ayed at the 2015 ALA
National Convention, we will let the efficiencies drive budget
reductions, Not all of these savings will happen overnight, and
some will require time to Adnew their full potential,

Along the way, we will closely monitor the s savings to our
patrons.

MEB: There are many changes being made 1o DeCA%
business model. 1t seems as if youare on a fast moving rain.
Can vou give us a little more detail on vour ﬂmeime for
Acmmpl;shmg these changes? Where do you plan to be at
this time next year?

Burns: You're r;g bt This i an intensive effort to achieve 1
real step-change in our shopping experience and operational
etficionc ¥

A vear from now, our customers will enjoy a full range of

national brand o prions, as well as high- -quality private laiw
products available across the store.

We will be regularly moni toring patron savings at regional
level, so that our customers can kimp safe in the knowle g
that their benefit is being maintained and protected for fiture
generations.

‘»\“ will have achieved significant cost savings, and be on

rack to save even more for patrons and taxpavers in future

years,

While significant progress will be complered within the
next year, some elemnents of our transformation effort will still
be in flight. Transformation will not be ¢ ompleted within one
year.

MR Recently My Jeu spoke about the numbers of active
duty families iwmcr iurrhc from mlhw v installations and the
negative effect it has on the number of patrons shopping the
commissaries. How do you plan to address this issue Lmd hesw
can you reach out o these shoppcrw
Burns: This trend s a reality and is i }\cix o he a permanent
challenge that we face. That is why it's more important than
ever that we do every ih;nof we can through our new business
mode to ensure that the COmITHSSArY is ,{fwau worth the trips,

MR Click2Go s a very api wdlmg inttiative for commissary
shoppers. What needs to be done via either policy change or

legislatively to allow this initiazive to be ex xpanded?

Burns: We expect to have a Click2Ge solution for our

Internet-orderi i/ curbside pic kap service in the near funure.

As soon as we are ahle we plan to e xpand Click2Go to most

of our U5, stores. This mmfic% §aclp capiire new sales. We

ki that 79 percent of the COTIMISSATY PAITONS SUrveye

they are willing to pav a five percent fee for wsing Cli

$28

MR Is chere anything else vou would like to add?
Buees: We are focused an PIVING OUT CUStoImers the products
want ai the E'H'i('f i

o, while conrir

3 responsible o The b

substaniial presence in the

are doval ro v

comnissary. The o i' § Ih] weare introducing wiil provide

a high quality,
savings will h(

v, low eost alternative 10 national brands, P EYSTATY

woteoted throus

1or the process, as reqguired
By daw. [DeCAS requirement for apy u‘(‘)}‘xri-lrc d fund sup port
will be reduced, which will help ensure the comimissary will
contine pmndmr? a benefit for future generations of i ];tar_v
families.

i timately, our transformation effort will he Ip ensure the
commissar V()H( s a modern and relevant sl hopping experience

for our patrons and ensure the benefit is ser ronger than ever. &3
i
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