
On factors influencing sales and earnings 
during the past year and currently …

The past year was challenging for both the Exchange and shoppers overall. As 
the price of basic items of necessity increase, such as gas and groceries, military 
shoppers become more selective with their shopping decisions. Increased prices 
have caused them to cut back on discretionary purchases to cover the costs of basics. 
While gasoline sales do boost revenues, they produce considerably slimmer profit 
margins than non-gas sales. The Exchange is not alone in these challenges, as the 
year’s performance metrics are consistent with other retailers.

Across the retail sector, Exchange consumer spending was down 6.5 percent 
for the first quarter of 2012 versus the first quarter of 2011. Even though overall 
spending was down, shoppers’ average purchase size and purchase frequency were 
up at the Exchange relative to the retail sector, and the average purchase size was 
up 5.7 percent. This is of no surprise, as we continue to improve our supply chain, 
ultimately improving in-stocks while driving down costs. This allows the Exchange 
to provide new and exciting offerings that help build trust and continued loyalty.

There are, however, challenges that most other retailers do not face. We have 
seen sales and earnings decrease drastically in contingency operations due to ac-
celerated troop drawdowns. There is also the uncertainty of impending troop cuts 
and base closures. Some estimates place the total troop cuts at up to 10 percent of 
the total force within the next five years. This could greatly affect sales and earnings.

The Exchange Credit Program portfolio is realizing a shift in revolving con-
sumer debt behavior. Although card penetration and overall usage is growing, con-
sumers are paying down their purchases at a higher rate. The overall program has 
continued to grow; however, it is growing at a slower rate. Lower borrowing costs 
and increased collection efforts have helped offset the overall impact to earnings.

On near-term strategies to help the exchange service 
reduce operating costs and increase margins … 

Looking into the second half of 2012 and beyond, we still think the soft economy 
will continue to present challenges, and certainly with the recent uptick on gasoline 
prices, negative pressures on disposable income will continue. 

But these are opportunities for the Exchange. Improving the Exchange’s finan-
cial performance will be driven by having “the right products at the right prices at 
the right time.” 

For the Exchange, the shopper’s experience is everything. We will continue to 
focus on earning foot traffic and converting browsing into purchasing. The teams 
are sharpening the assortments and pricing and the stores are concentrating on im-
proving the overall shopping experience. We are aggressively revamping the online 
experience and shoppers will see more and more great offerings, affording them a 
more robust channel to experience the Exchange.

We are excited about the upcoming holiday season. The teams have planned 
some very impressive things to “wow” the customer and are, at the same time, being 
extremely conscious of the price points to afford maximum opportunities to earn the 
holiday spend.

On AAFES’s growth plans and leadership vision … 

As you know, the Exchange Director and Chief Executive Officer Tom Shull has 
a vast, impressive background in retail, in addition to an extensive military career. 
He is extremely familiar with the Exchange, how we operate and our dedication and 
devotion to serving the best customers in the world.

His selection to lead this organization is consistent with the Exchange’s commit-
ment to diversity, as Tom brings new perspectives to the 117-year old organization. 

In his more than 40 years 
with the Army & Air 
Force Exchange Service 

(AAFES), and in particular 
the past six years as chief op-
erating officer (COO), Mike 
Howard has witnessed the 
transformation of a resale or-
ganization with a strong 117-
year history of service into 
one that is even more com-
mitted to closely aligning it-
self with patrons’ desires, and 
enhancing their shopping ex-
perience. 

In this exclusive interview with E and C News, Howard 
discusses the expansion of the Exchange’s online sales port-
folio; the current challenges that face the exchange service; 
its efforts to understand patrons and improve their shopping 
experience; and leadership’s plans to  grow the business to 
match customers’ wants and needs.

AAFES Chief Operating Officer (COO) Mike Howard

Howard

FOCUSINGOn What Makes 
Our Business Unique

AAFES COO Mike Howard (left) and AAFES Director and Chief Executive 
Officer Tom Shull have embarked on a radical rethinking of the Ex-

change’s businesses strategies. User experiences, both in-store and online, 
are among the top areas of focus. Bolling Exchange, JB Anacostia-Bolling, 

Washington, D.C.
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events will be offered in some of our smaller loca-
tions where permanent stores may not be viable. 

H&R Block will support us in tax seasons 2012 
and 2013 by offering services that augment the free 
services provided by installation judge advocate gen-
eral (JAG) offices. Many of our customers turn to 
H&R Block to assist with more complex tax returns. 

On shopper-centric category 
management …

Another major focus for 2012 and beyond is im-
proving the shopper-centric category management 
process. Currently, we are sharpening processes by 
using Business Intelligence (BI) tools to gain better 
purchasing insights into shoppers’ behavior. By uti-
lizing vendor/supplier and industry information, as 
well as tapping into the feedback garnered through 
social media, we can better understand motivation 
and purchasing habits. This understanding will en-
hance the Exchange’s ability to best serve the com-
munities in which we operate. Our ability to identify 
external influences that drive a purchase will help 
the Exchange to modify its assortments to best fit the 
needs of its shoppers. 

Understanding who our customer is goes far be-
yond a basic demographic profile of their age, pay-
grade, ethnicity, etc. Good category management 
needs to understand how the customer behaves. The 
approach is simple: we want to understand and listen 
to the feedback shoppers give us every day so that we 
can provide an experience that drives a return visit.

Customer segmentation is the key to the future. 
We continue to experience great results using tar-
geted marketing that directs the most relevant mes-
saging and offers to the customers, in order to per-
sonalize their experience. We want shoppers to know 
that who they are — and what is important to them 
— matters to us. 

To further enhance the shopping experience, our 
“Solution Selling” initiative is having a positive im-
pact, while improving customer service and satisfac-
tion. Each month, we challenge associates to provide 

selling solutions to our valued customers. They are 
provided with a list of “drivers” and “passengers” 
that they can bring together as a solution package. To 
encourage participation, stores compete for monthly 
prizes.

Suggesting related items gives customers the op-
portunity to add on needed accessories to enhance 
their purchase. Perhaps they didn’t realize they need-
ed a particular accessory or they didn’t know the re-
lated item was available. Simply offering additional 
items can increase the basket size and is a win/win, 
as customers perceive this effort as personal atten-
tion, something that many competitors are neglect-
ing. 

Increasing the Exchange Protection Plan attach-
ment rate is another emphasis area. The retail indus-
try attachment rate is 15 percent. Exchange associ-
ates are engaged to meet or exceed that average and 
have already seen improvements from 2011. 

By adding an Exchange Protection Plan to a qual-
ified purchase, both the Exchange and the customer 
benefit. The Exchange increases sales and earnings 
while the customer saves in the cost of repairs and/
or replacements. Simply offering and explaining the 
plan allows the customer the opportunity to make an 
informed purchase decision, which provides peace 
of mind. The key is to know the plan benefits, be able 
to communicate those benefits and offer it every time 
a customer makes an applicable purchase. Shoppers 
respond favorably to the added attention to service. 

On AAFES’s Customer Relations Man-
agement (CRM) initiative and improv-

ing the shopping experience …

The Exchange continues to focus on becoming 
more customer-centric. We have begun to initiate 
process changes and are exploring technology to act 
as a framework that we will continue to build upon. 

The e-commerce upgrade is well underway, and 
we are working with a new social media vendor part-
ner to integrate all channels. The new social media 

His contribution to the Exchange mission will be one 
of growth, as his experience lends itself to the intro-
duction of “best of breed” tactics that will increase 
awareness, access and shoppers’ contribution to mo-
rale, welfare and recreation (MWR) programs.

Tom’s return to the military community is an ef-
fort to expand the Exchange’s reach and relevancy to 
authorized shoppers of all ages.

On his primary near-term objectives … 

The Exchange has undertaken a complete revamp 
of its online presence. This revamp includes changes 
to shopmyexchange.com, a new order management 
system and item master file for managing online 
merchandise and orders. A major part of this renova-
tion will be the implementation of a new site search/
navigation tool and a robust analytics package. In ad-
dition, a new drop-ship vendor management solution 
will be implemented.

Exchange patrons will find it easier to log on and 
navigate the site, which will allow the Exchange to 
begin utilizing search engine optimization (SEO) to 
assure merchandise is returned with organic search 
engine results. In addition, opening the site will al-
low brick-and-mortar stores easier access to assist 
customers in selecting merchandise if they are un-
able to find what they are looking for in the store.

The Exchange Online Store is also featuring 
brick-and-mortar core assortment items online for 
customer convenience. This assortment will not in-
clude alcohol, tobacco or hazardous materials items, 
but will feature top items traditionally available in 
stores only. Customers will be able to locate this mer-
chandise under the headings they are accustomed to 
in the store, such as “PowerZone” and “Beauty Bar.”

We continue to grow our concession business, 
which allows the Exchange flexibility in its portfolio 
offering, as we can work with both small business 
and name-brand providers. Our focus is on growing 
the business portfolio while improving the customer 
shopping experience in our existing concession op-
erations. 

Furthermore, we are expanding niche programs 
such as “Things Remembered,” a personalization 
studio expert, and GNC, one of our nutrition cen-
ter providers. Truckload sales and short-term roving 

AAFES Director Tom Shull (left) with COO Mike Howard. “We must construct a 
seamless shopping experience across channels. The experiences must converge 
to promote discovery in-store and the continuation of the sales process at home 
or on-the-go,” Howard said. Bolling Exchange, JB Anacostia-Bolling, Washington, 

D.C.

‘Good category management 
needs to understand how the cus-
tomer behaves. The approach is 
simple: we want to understand 

and listen to the feedback shop-
pers give us every day so that we 
can provide an experience that 

drives a return visit.’ 
— AAFES COO Mike Howard
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tiative is an exciting effort with great opportunities 
to increase our relevance with military and federal 
agencies. 

We do understand that Federal B2B customers are 
highly fragmented, make purchases across numerous 
product categories, and are relatively unaware of the 
Exchange’s B2B capabilities and value proposition. 
The Exchange’s B2B awareness campaign is com-
municating a clear and differentiated value proposi-
tion. One campaign is to focus on increasing in-store 
and online sales through government purchase card 
(GPC) convenience purchases. When shoppers use 
their GPC, cardholders can take full advantage of our 
10-percent-off discount program. 

Another initiative is building a new e-commerce 
online shopping experience that caters to B2B needs 
and provides the ability to reach out to remote cus-
tomers like the Guard and reserve. Given the com-
petitive landscape, changing consumer expectations 
and reduced military budgets, we need to fight hard 
for every “business-to-business” dollar being spent. 
We see great potential in our B2B initiative and look 
forward to building those relationships while serving 
our government partners.

—E and C NEWS

platform allows us to present more attractive and 
interactive engagement on our sites while providing 
more robust analytical data. 

All data, from both internal and external sources, 
is being leveraged to get a clearer view of our shop-
pers. The Exchange is leveraging this data and strat-
egizing segmentation in all aspects of the business, 
including store-level assortments and planograms. 

The insight gained from this analysis will, ulti-
mately, positively impact the shopping experience by 
delivering communications, products and services 
shoppers want, when they want it and through the 
channel they prefer.

On the Exchange’s “Emotional 
Value” Campaign …

The Emotional Value Campaign has sparked a 
sense of community in both customers and associ-
ates. The campaign was launched based on research 
conducted by brand consultants, defining demo-
graphics, and customers provided feedback on what 
is relevant to their lifestyle. Campaign posters, vid-
eos, ads and social media posts inform customers 
that we understand their unique shopping desires. 

Since its launch, there have been many positive 
responses to our social media sentiment posts. Re-
cently, after the introductions of the retiree spokes-
person, a number of retirees have posted how they 
welcome recognition for their service. The military 
career spokesperson drew many comments about the 
military community and the bonds between them. 

The Exchange is also conducting surveys during 
the fall months to assess customer awareness of the 
campaign. Preliminary results indicate the campaign is 
being received positively by Exchange shoppers. These 
results have led the Exchange to decide to extend the 
campaign into 2013, which gives the spokespeople 
more time to become customer representatives, while 

at the same time teaching associates about 
their customers in order to serve them better.

On scan-based trading and 
regional segmentation …

We continue to invite vendor/supplier 
partners to explore the merits of scan-based 
trading (SBT) with us in categories that 
truly benefit from regional segmentation.  

A good example of this is the souvenir 
business. The assortment that is relevant 
to shoppers in the Andrews Exchange, JB 
Andrews, Md., store may not be meaningful to those 
in Hawaii. The opportunity to segment the needs of a 
particular shopper, and tailor the assortment to meet 
those needs, is truly exciting.  

The ability of suppliers using SBT to manage 
their inventory by store, increases the occurrence of 
having the right product at the right place and time, 
resulting in increased sales. One of our partners re-
ported a 102-percent sales increase this past June 
over the same period in 2011. 

The supplier representative’s attention to the lo-
cal assortment has a positive impact on customer 
satisfaction as well. Another clear benefit of partner-
owned inventory is a reduction in carrying costs. 
Although we are in the early stages of implement-
ing our SBT program, we have already realized an 
estimated savings of $2.5 million through inventory 
reductions. This collaborative effort is one that we 
will continue to pursue as it benefits customers, sup-
pliers and the Exchange.

On the Exchange’s Business-to-Busi-
ness campaign …

The Exchange Business-to-Business (B2B) ini-

COO’s Message:
“First and foremost I would like to say ‘thank you.’ The Exchange is focused on providing outstanding customer service and a rewarding online 

shopping experience. Today’s retail industry is continually challenged with unprecedented change in consumer demands. Shoppers today are much more 
sophisticated in their expectations of product, service, value and environment than just a few years ago. Exchange associates and vendor partners are 
in a challenging role to constantly define their relevance to the technologically connected consumer and adapt to an omni-channel retail environment.

Going forward, associates should focus on what makes our business unique. Emphasize the originality of our merchandise as compared to others. 
Superb customer service is the biggest intangible asset to our business. People like to shop where they feel comfortable and where they feel associ-
ates truly care about their wants and needs. We have an advantage in that area, as 32 percent of our associates are spouses or veterans. It is the least 
expensive change we can make, and makes the biggest impact.

Vendor partners contribute greatly to the sale of products to military consumers. We 
need the vendor partners’ help in proactive promotional sales planning to include eye-
catching point-of-purchase (POP) displays, guaranteed sales, special sales and in-store 
promotions, designed to show off products and services, with the understanding that retail 
stores are doubling as showrooms for online purchases. 

We also need vendor support in designing new shopping experiences that are not just 
about immediate sales but about creating opportunities for impulse purchases, up-sells 
and cross-selling. We must construct a seamless shopping experience across channels. The 
experiences must converge to promote discovery in-store and the continuation of the sales 
process at home or on-the-go.  

We are radically rethinking our businesses strategies, especially with declining margins. 
Together, we must continually design user experiences across in-store and online environ-
ments that focus on different types of value to our customers.” 

— AAFES COO Mike Howard

As AAFES Director Tom Shull (left) looks on, COO Mike 
Howard (center) confers with associates at the Bolling 

Exchange, JB Anacostia-Bolling, Washington, D.C.
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