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ARMY & AIR FORCE EXCHANGE SERVICE
P.O. Box 650060
Dallas, TX 75265-0060
Phone 214-312-6103; FAX 214-465-2912

GC-E November 13, 2012

FA-13-0014
FOIA Request

This is in response to your September 28, 2012 Freedom of Information Act (FOIA) request to
the Army and Air Force Exchange Service (Exchange). The Exchange FOIA office received
your original request on October 10, 2012. On October 22, 2012 you revised your request to the
following:

1. Copies of Exchange Board meeting minutes for the past three years.
2. Exchange Board policy on tobacco sales.

The FOIA office responded to item number 2 of your request by e-mail on October 27, 2012
with a copy of the Exchange policy on tobacco. This letter is in reference to item number 1 of
your request.

Attached are 88 responsive pages. Names of individuals have been redacted from the enclosure
pursuant to FOIA Exemption (b)(6), the disclosure of which could reasonably be expected to
constitute an unwarranted invasion of the personal privacy of others. In addition, these names
have also been removed to be compliant with the Department of Defense (DoD) Names Policy.
The meeting notes contain information which is pre-decisional and therefore withheld to protect
deliberative privilege in accordance with FOIA Exemption (b)(5).

Should you have any questions relative to the processing of your request or the fees due, please
contact the FOIA office at 214-312-6103.

As the Exchange initial denial authority for the FOIA, I am responsible for the decision to
withhold the noted information. You may appeal this decision by sending a letter to the
Secretary of the Army postmarked no later than 60 calendar days after the date of this letter.

Any appeal must include such reasons for reconsideration and a copy of this letter. Address your
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letter to Secretary of the Army, Office of the General Counsel, THRU: The Exchange, Attn:
GC-E, P.O. Box 650060, Dallas, TX 75265-0060.

e [ f 4 2
o7 7.

Encls. MARK H. PATTERSO
1. Copy of FOIA Request Colonel, USAF
2. Director of Board Meeting Notes General Counsel
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 258th meeting of the AAFES Board of Directors was called to order by the Acting Chairman on
4 Nov 2009 in the Kaiserslautern Military Community Center, Ramstein AFB, Germany.

ATTENDANCE

MEMBERS PRESENT:
(b)(6) Privacy and DoD Names List

ALTERNATES PRESENT:
(b)(6) Privacy and DoD Names List

MEMBERS ABSENT:
(b)(6) Privacy and DoD Names List

SECRETARIAT:

(b)(6) Privacy and DoD Names List

BOARD PRESENTERS:
(b)(6) Privacy and DoD Names List

GUESTS:
(b)(6) Privacy and DoD Names List
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OPENING COMMENTS BY THE CHAIRMAN:

A quorum being present, the Acting Chairman \QAJAMUCESEN ohcned the 258" meeting of the
oard of Directors at 0800. He thanked all members for attending and welcomeMnd
SWOTTORITUL new

Board ¢
(WIORMER ! their first AAFES Board meeting [(DIQIRLES Bl commented on th
aciliies the Board was visiting at Ramstein AB[{)1©)] Oted that early results showed a 20

percent nel sales lift for the area.

APPROVAL OF AUGUST 2009 BOD MINUTES
(WIORNESEN - skcd for any corrections or additions to the minutes of the 18 August 2009 meeting
a

nd, there being none, asked for a motion to approve the minutes.

Motion(QIG) moved that the minutes of the 18 August 2009 Board meeting be approved as

written. (QIQRMLEIR] scconded the motion, and the minutes were unanimously approved.

AAFES COMMANDER'’S REPORT
The Acting Chairman asked the AAFES Commander to update the Board|{SASIRMICEN (2 rked
the members for coming to see the facilities at KMCC. AAFES facilities oCCORY 200,000 square feet.
The life-style center project at Fort Bliss will have 500,000 square feet andi)OIENESE belicves
the Board is now looking at the AAFES of the future.((QXORMIVEISE continued Nis report by
reviewing industry trends and the current vs. last year views of corparate CFQ's. Against ten
percent a year ago, 40 percent of CFO’s now poll as “more optimistic”. Most experis estimate that a
more substantial ecanomic recovery will not occur until the second or third quarters of 2010 [QIG)]
(b)(6) reported that the tast quarter of this year is in line with ‘08 results(QIGRERNEETN &5
teroted that there are two global retailers (Wal-Mart and AAFES) with plus sales and A+ ratings by
Standard & Poor's.

(OIGLAEIREN continued with a discussion of AAFES involvement with social media. He reviewed
e corporate scorecard over his tenure for 12 objectives previously presented to the Board. These
included improving supply chain productivity, return on invested capital and consumer satisfaction
and associate satisfaction indices in which he gave AAFES an A. He also discussed grading
AAFES an F in obtaining appropriations to offset BRAC relocation costs. Finally, he discussed the
angoing branding initiative as a way of delivering an a promise to Soldiers, Airmen, Sailors and
Marines.

(b)(5) Deliberative Process Privilege

(b)(5) Deliberative Process Privilege

(b)(5) Deliberative Process Privilege

4
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OPERATIONS UPDATE

(b)(6) Privacy provided the Board an update on AAFES
operations. (G bricted the Board on AAFES efforts to obtain multifunction wireless
handheld devices which would pravide store management with critical real time-item information. He
also addressed new Firestone Complete Auto Care and Game Stop concessions opened in 2009

and planned for 2010. Collaborative merchandising partnerships were also initiated with Macy's

Martha Stewart, Macy’s Inc., Victoria's Secret - Pink, and Proctor and Gamble [DICMEES]
discussed the merchandising and inventory control improvements resulting fro 2o¢ BNOTtS.

(WIORMIED continued with a presentation on AAFES' Branding initiative. He reviewed how the
AAFES logo had changed over the years and then discussed currenl retailer examples of integrated
branding. He also reviewed AAFES efforts at branding to include décor, shopping bag and logistics
fieet {semi-trailer) applications.

FINANCE COMMITTEE REPORT

(b)(6) Privacy said his report included
presentations on the financial siatls o1 AR , the annual inancial plan for 2010, an update on post

allowance dividend impact and post fiscal analysis of capital projects. He introduced(JIG)]

(b)(6) Privacy . to provide the financial status report.

Financial Status Report

OIORBIEDR - dressed AAFES financial results to date through retail fiscal year (FY) September
2009:

Revenues decreased 6% againsl the same periad last year due to the decline in gas sales which
was driven by a $1.30 average lower price per galion. However, net sales without gas did increase
marginally over the prior year.

Earnings without appropriated funds (APF) were down 2% on the year to date, partially driven by
higher depreciation, increased bad debt expense and other expenses. Bad debt expense in 2008
was abnormally low due to automatic collections from IRS stimulus checks. Furthermore, an
increase in the number of new Milstar accounts and greater credit use helped drive the rise in bad
debt. AAFES has continued to mitigate these expense increases through reduced cost of sales in
gasoline and hardlines.

Dividends (without APF reimbursements) decreased $2.6M versus last year. Class Six dividends
were down $1.8M due to closed stores in Puerto Rico and telephone dividends dropped $1.3M as
that business continues to decline, AAFES core dividends were up $0.6M or one percent.

OICOILZNEER also reviewed key impacts and anomalies such as prime rate and foreign currency
varances trom budget and the positive impact of pension aggregation. He then reviewed sales and

earnings projections for the balance of 2009.
Annual Financial Plan FY 2010

(QIGEINZEAN itroduce (UORSUESTN 1 o<cntation of the annual financial plan for 2010[EIG)

(b)(6) r briefed on revenue and earnings {without APF) projections and the underlying eccrionic

~ forecasts and planning assumptions used to make them(QIQIEINES] inquired about ongaing
access to working capital{(NICIEINEISE reviewed AAFES private uebt placement initiative which
provides $650M and the renegotiaied syndicated debt and loan from Army FMWRC which provided
$755M and $250M in additional working funds. Overall, the multiple funding avenues tend to dispel
outyear concerns about returning tight credit markets.

5
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[(OIGINEISA briefing continued with a review of major budget components such as gross margin,
inventory levels and markdowns, employee productivity, other expenses and depreciation‘w
spoke to the Finance Committee's concerns about outyear capital expenditure levels and the tasking

to provide a comprehensive strategic outlook on proposed capital requirements. (NOQIGILE]

briefing concluded with a recommended motion made by[(IORLUEIOMwhich was seconded by
(b)(6) Privacy

Motion: That the Board of Directors approve the FY2010 annual financial plan as presented.
The Motion was passed unanimously.
Post Allowance Update

(QIGLOIESM reviewed the history behind claims for post allowance overseas that had been accrued
and paid by AAFES since being directed by the Office of the Secretary of Defense. The impact of
the $33.6M provision made for these claims has been deferred from the dividend and absorbed by
AAFES retained earnings, pending exploration of appropriations to pay the OSD-directed bill.
However, counsel maintains that these claims may not be paid from prior year appropriated funds.
With current year funds not available, no avenues are open for appropriated support. Hence,
AAFES asked the Finance Committee to recommend to the Board options to clear the $16.8M
deferral of dividend impact. AAFES auditors will not ailow the deferrat beyond this year end. The
Finance Committee recommended the Board direct AAFES to absorb the dividend impact, without
considering the distribution to be a precedent for similar future events.

Motion: [(QIGEEGEIEN moved that AAFES absorb the post allowance claim dividend impact for
2001-2007 without considering the distribution to be a precedent,

Mction was seconded bm and the Board approved the motion unanimously.

Post Fiscal Analysis

(b)(6) Privacy Real Estate, briefed on the post fiscal analysis of capital

program projects. This analysis is required by DoD policy and Board resolution, but more
importantly provides feedback to refine future project investments. Since the portfolio of 2001, the
post-fiscal presentations have been a year behind schedule. Last year the Finance Committee
asked AAFES to catch up so that the 2004 and 2005 portfolios were presented together - 33 projects
with a combined cost of $189.7M.

(OIORRIEI 110ted the key metric used was the projects’ internal rate-of—return (IRR). He discussed
€ time periods and methods used to compute the lift in sales and earnings which are calcutated
against actual construction cost to yield the IRR [((QIORLIE presented the results of the 2004/2005
projects analysis in terms of business class (e.g. main stores, shopettes) and by individual project.
Taken as a whole, the analysis demonstrated the project investment decisions contributed positively
to AAFES mission achievement. Overall, the year three actual IRR of ten percent exceeded the
Board's appr. va! expectations of 8.9 percent on average for the portfolio.

Additionally, project sales and eamings goals have been added to the Balanced Score Card for
visibility. A performance improvement plan has been put into place that targets sales and earnings
for Shopping Centers. Performance is tracked and any large variance from the goals is reviewed by
senior management.

LOGISTICS NETWORK REVIEW

(b)(6) Privacy Logistics briefed the Board on the AAFES in-place

logistics network and changes required by BRAC, restationing, AAFES strategic plan and

6
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growth within product groups. He discussed individual distribution centers and improvements or
moves required to meet post-BRAC/restationing network demands. Several nodes of the

network now use aged equipment which will require near term replacement. (916
Deliberative

(b)(6) detailed provisions of the 2005 BRAC legislation requiring closure of the Atlanta
Distribution Center at Ft. Gillem, Georgia. Although AAFES logisticians had expected

restationing to alleviate the need for the BRAC'd distribution center, (IR Il elVR oo
Privilege

enter has been a specialty distribution
operation for product lines such as jewelry and prerecorded media that require special handling.

b)_(ﬁ) reviewed for the Board AAFES counsel's view that obtaining use of some buildings
witriee the closing Atlanta Distribution Center complex, for a new mission would not conflict with
(b)(5) Deliberative Process Privilege

Board in February 2010 and
discussions will continue with the Ft Gillem (Forest Park) local reuse authorily.

AUDIT COMMITTEE REPORT

OIORLERIN oted the Audit Committee met on 14 October 2009, He provided an outline of the
briefing and introduce (QICILIESY AAFES Audit Division. to report on internal audits.

Internal Audit Reports
(OIORONER briefed on the results of internal audits of Pacific Region and the Aged Trail Balance for

PCS Advances. For each audimprovided a background of the audit subject. overall

audit conclusions, specific finding suCiect areas, and recommendations and management actions.
(VCERCISAR: 2!so provided viewpoints from the Audit Committee’'s meeting

ADJOURNMENT:

The meeting adjourned at 1400 hours.

SUMMARY OF MOTIONS:

1. Board minutes of 18 August 2009 were approved.

2. The Board of Directors approved the FY2010 annual financial plan as presented.

3. The Board of Directors directed that AAFES absorb the post allowance claim dividend impact
for 2001-2007 without considering the distribution to be a precedent.

7
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SUMMARY OF FOLLOW-ON ACTIONS:

1. Update the BOD on pay for performance at the February meeting (including an examination
of the problems with NSPS for lessons learned).

2. Present AAFES' proposec post aflowance policy for BOD approval.
(b)(6) Privacy

Executive Secretary

14 DEC 2008

8
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 260th meeting of the AAFES Board of Directors was called to order by the Chairman on
18 May 2010 in the conference room, AAFES Dan Daniel Distribution Center, Newport

News, Virginia.

ATTENDANCE

MEMBERS PRESENT:
(b)(6) Privacy and DoD Names List

ALTERNATES PRESENT:

MEMBERS ABSENT:
(b)(6) Privacy and DoD Names List

SECRETARIAT:
(b)(6) Privacy and DoD Names List

AAFES STAFF:
(b)(6) Privacy and DoD Names List

OTHERS:
(b)(6) Privacy and DoD Names List AAFES

BOARD PRESENTERS
(b)(6) Privacy and DoD Names List

3
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OPENING COMMENTS BY THE CHAIRMAN

The Chairman (QIQRLIENY opened the meeting at 0800 and welcomed new Board
members. The Executive Secretary noted a quorum was present and proxies were
confirmed.

OLD BUSINESS

Out-of-Session Actions/Approval of Minutes

The Chairman called the Board'’s attention to the first agenda item reporting Executive
Committee out-of-session actions and asked the Board for comments. There being none
he directed the Board’s attention to the minutes of the 4 November 2009 meeting. He
asked for comments and a motion to approve the minutes.w moved to approve the
minutes and rose to second the motion. The rmckon was approved.

NEW BUSINESS

AAFES Commander’s Report

briefed the Board on his familiarization since taking command last month.
Included were operational reviews, site visits and office calls with Board members and the
House Armed Services Committee. He reviewed for the Board same store comparative
sales reports for 2009 from AAFES and other major retailers; and, the 2009 AAFES results
for the consumer satisfaction and associate satisfaction indices.inquired
about AAFES sales of weapons. All weapons sales are registered with the installation
provost on Army and Air Force installations. Only 14 large exchanges camry weapons
based on installation command approval and stock assortments mirror off base stores [{

said AAFES assortment was limited compared to a Bass Pro Shop. §

The Commander’s report included a review of Military Star penetration [QIC) noted
lower penetration overseas.(QIORIERY explained survey data indicated customers were
trymg to pay off debt during oversea tours. The Chairman asked about delinquencies which

explained were stable (DIORIET closed by noting he would soon visit the

AOR and would report his observations at the next meeting.

AAFES Consuitant's Report

(b)(5) Deliberative Process Privilege

Operations Update

(OIGEHIZER] briefed the Board on Shopping Center Openings at Little Rock AFB, Keesler
AFB, Ft Polk, and Randolph AFB. He then reviewed for the Board an update on corporate
branding efforts, hardlines and softlines strategies, collaborative partnerships with name

4
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brand concept shops, store operations strategies and AAFES centralized tobacco pricing
project. [QICEIEY inquired about promotional messaging on cell phones which@IQ)]
(b)(6) said was being tested in a few stores. A presentation on social media will be”

provided at the next Board meeting.

Finance Committee Report

(b)(6) Privacy askedQIOLOEWE: to provide the Financial Status Report.

Financial Status Report

EIGIIZEISAN addressed AAFES financial results for retail fiscal year (FY) 2009:

As expected, total revenue declined from 2008 and was lower than the Annual Financial
Plan (AFP) due to decreased net sales from the drop in gas prices. Sales without gas were
above prior year due increased food sales.

Despite 2009's difficult retail environment, AAFES increased eamings, exclusive of
appropriated fund support for contingency operations, over last year and plan. Contributing
were more effective control of costs of goods sold and personnel costs as well as increases
in finance revenue and concession income. Cost of Goods Sold (COGS) declined when
compared to plan and year over year, primarily due to the decline in gas COGS and lower
hardlines COGS. AAFES also experienced a reduction in post retirement medical
expenses due to the recent approval of pension fund aggregation.

Finance revenue also had a positive impact on overall revenue due to the addition of new
Military Star accounts and overall greater Military Star usage. However, when compared to
plan, Finance Revenue came in lower which was the direct effect of lower Military Star
interest rates. Concession Income also contributed positive results due to the addition of
new Game Stops, barber shop facilities, and vehicle rental facilities. Earmings with APF
expense reimbursement are below last year due to billing/receiving less in appropriated
fund reimbursement. Dividends earned without APF reimbursement are above plan and
above last year.

also reviewed key impacts and anomalies such as accelerated depreciation of
buildings and improvements on old buildings at the Kaiserslautern Military Community
Center and Randolph AFB; and adjustments required for workers compensation due to
lower discount rates.

Credit Card Act 2009

reviewed for the Board the Credit Card Act enacted in May of 2009, subject to
the Federal Reserve Board's review and interpretation. On 13 January 2010, the Federal
Reserve Board finalized their interpretation of the Card Act and its mandated elimination of
floor rates for variable APR's effective 22 Feb 2010. (QIGISIERHbriefed on past Board
direction which had resulted in a Military Star interest rate of prime + 4.99% with a floor of
9.99%. Other criteria were that interest rates must remain 4.00% below industry average
(retail private label industry average is 17% - 25%) and generate a Return on Assets (ROA)
in a range of 2.75% - 4.00% (current ROA is 3.07%), and late fees cannot be charged.
Effective 22 February, to comply with the Card Act, a non-variable APR of 9.99% was
implemented.

5
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presented AAFES’ proposal to implement a variable rate of Prime + 6.99% in
July of 2010. This will result in increased earnings of $3.13M, and an expected Return on
Assets of 3.14%. All outstanding balances will be locked in at 9.99%. The new Variable
rate (Prime + 6.99%) will only be applied to new purchases and future accounts. He
presented a comparison of the proposed rate to other retail private label rates and the
minimal impact on an average account.

After discussion, [QIOLGIERT oved adoption of the Military Star interest rates as
presented. (DI gave second to the motion which passed 14-2.

Motion: The Board of directors approves increasing the Military Star rate to Prime +
6.99%.

Financial Position

briefed the Board on how the credit crises of late 2008 and early 2009
impacted AAFES. AAFES borrows to finance the Military Star program and has acted to
mitigate future risks of tight credit. Actions include negotiating private placement loans in
three staggered traunches, expanded committed lines of credit and borrowing from the US
Amy FMWRC.

Long Range Capital Program

(b)(6) Privacy briefed the Board on:

the transformation plan for U.S. Army Garrison Humphries in South Korea
the Wiesbaden Shopping Center project

projects resubmitted due to changed parameters

the southeast logistics hub

logistics network projects

USAG Humphries transformation accompanies US force re-positioning on the Korean
peninsula. The plan has major impact on AAFES facilities. AAFES must vacate facilities
north of, and within, Seoul and establish new facilities at the expanded garrison at
Humphries. Fourteen projects estimated to cost $210M are programmed for host nation or
appropriated funding.

The Wiesbaden shopping center was deferred from earlier Executive Committee out-of-
session consideration of projects scheduled for the cancelled February Board meeting. In a
reversal of an earlier determination the ACSIM deemed the projects funding source to be
nonapproi riated funds on 5 April 2010. The Finance Committee recommended Board

approval. ARGl oved to approve the project as presented. [RIOERIRERY
provided a second and the motion passed 12-4.

Motion: The Board of Directors approves the Wiesbaden Shopping Center project as
presented.

Fort Carson mini-mall resubmission due to significant change in mission: Originally, Ft
Carson was an Army transformation location gaining approximately 9,400 active duty
personnel, a 52% increase by 2011. Some 3,600 of these troops were to be assigned to the
Wilderness Road BCT. Barracks were to be constructed in the BCT area for half of these

6
Released Documents FA-13-0014

Director of Board Meeting Notes
Page 14 of 88



troops with a resulting high troop presence on evenings and weekends. The Restationing
decision cancelied this BCT, but a revised plan is for 4,000 troops to work at Butts Army
Airfield adjacent to the Wildemess Road area. Most of these 4,000 troops are already
stationed at Fort Carson and live elsewhere on the installation or local economy. Barracks
for only 900 troops will be constructed. SACRMUCS AN estioned the project’s viability
under the changed conditions due to its remote location on Ft. Carson. The Finance

Committee Chair [RIGIHRES] asked(QIQRMUER o review project alternatives and
report back to the Finance Committee.

reviewed BRAC 2005 law closing AAFES' Atlanta Distribution Center, and a
supply chain consultants review of AAFES CONUS logistics network based on military
transformation, sales growth and strategic plan. That review found four CONUS distribution
centers will be needed to optimize AAFES distribution. In addition to existing hubs at
Newport News, VA; Waco, Texas; and Stockton CA — a forth node shouid be near Macon
GA. briefed on unsuccessful efforts to retain the use of the closing Atlanta
Distribution Center to meet this need. As an alternative, AAFES proposes to lease space
near the old center for an interim bulk merchandise solution. The action retains some
employees and saves $9.3M versus the alternative of using 3" party logistics. After
discussion on costs and procesSQISI] moved as presented below. rose
to second. The motion below passed unanimously.

Motion: The Board of Directors approves a lease for a Southeast logistics hub with an
annual lease below $750K per year.

continued with a presentation on capital requirements for AAFES CONUS
distribution network. Included was an eventual replacement for the Atlanta Distribution
Center and other efforts to upgrade and repair the centers at Newport News, Waco and
Stockton. The Board previously approved conveyor projects for the three existing

distribution centers.[QIGIIES A presented six projects to roof, repave and upgrade these
centers for the Board' s consideration. Following discussion on costs and the favorable

impact of current economic conditions of roofing work [QICIIESAN moved as below.
After second byAS) the Board unanimously voted for the motion.

Motion: The Board of Directors approves the logistics network projects (as presented) and
waives the viability reconfirmation requirement.

Audit Committee Report

OIORLTEIN Audit Committee chair, introduce RIS IR AAFES’ Audit
Division.[(QIQ)] reviewed for the Board the process taken to date to solicit a new

contract icr AAFES external auditors (CPA’s) [QIQRZIEIEAE moved as below. On second

by {QIORSUZSE the Board unanimously voted in Tavor of the motion.

Motion: The Board of Directors approves Ernst & Young to provide the annual audit of

AAFES Financial Statements for two basic years with three one year options to extend the
period of performance for a total not to exceed five years beginning 1 July 2010.

(OIGEILIESE continued to brief the Board on internal audits of Class-Six operations, furniture
and major appliance operations, procurement card transactions and military clothing sales
store operations.

7
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FINAL COMMENTS AND ADJOURNMENT

who was retiring
service and his

The Chairman noted this was the last Board meeting
after a distinguished career. He thankedSUORMIENY
commitment to Soldiers and Airmen.

The Chairman asked for any further comments, thanked members for their participation and
adjourned the meeting at 1430 hrs.

SUMMARY OF MOTIONS

* Motion: The Board of directors approves increasing the Military Star rate to Prime +
6.99%.

* Motion: The Board of Directors approves the Wieshaden Shopping Center project as
presented.

+ Motion: The Board of Directors approves a lease for a Southeast logistics hub with an
annual lease below $750 K per year.

+ Motion: The Board of Directors approves the logistics network projects (as presented)
and waives the viability reconfirmation requirement.

+ Motion: The Board of Directors approves Ernst & Young to provide the annual audit of
AAFES Financial Statements for two basic years with three one year options to extend
the period of performance for a total not to exceed five years beginning 1 July 2010.

- SUMMARY OF FOLLOW-ON ACTIONS

+ Commander AAFES to update Board on operations within the AOR.

+ Chief Operating Officer to update Board on social media.

+ AAFES to report back to the BOD on alternatives for relocation of Ft. Carson Mini Mall.
¢ Follow up to Board on savings identified in Audits.

+ Look at compatibility of Ft Myer Exchange with Henderson Hall Exchange on Joint Base
Myer/Henderson Hall.

xecutive Secretary

UL 21 200

APPROVED:
(b)(6) Privacy

Chairman

8
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BOARD OF DIRECTORS
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 261° meeting of the AAFES Board of Directors was called to order by the Chairman on
17 August 2010 in the Board room, HQ AAFES, Dallas, Texas.

ATTENDANCE

MEMBERS PRESENT:
(b)(6) Privacy and DoD Names List

ALTERNATES PRESENT:
(b)(6) Privacy and DoD Names List

MEMBERS ABSENT:
(b)(6) Privacy and DoD Names List

SECRETARIAT:

(b)(6) Privacy and DoD Names List

AAFES STAFF:

(b)(6) Privacy and DoD Names List

OTHERS:
(b)(6) Privacy and DoD Names List

BOARD PRESENTERS
(b)(6) Privacy and DoD Names List

Released Documents FA-13-0014
Director of Board Meeting Notes
Page 19 of 88



OPENING COMMENTS BY THE CHAIRMAN

The Chairman(QIGROIEEEEN opened the meeting at 0800 and welcomed new Board

members. The Executive Secretary noted a quorum was present and proxies were
confirmed.

OLD BUSINESS

Qut-of-Session Actions/Approval of Minutes

The Chairman called the Board’s attention to the minutes of the 18 May 2010 meeting. He
asked for comments and a motion to approve the minutes. moved to approve the

minutes an(QICAIZISIN rose to second the motion. The motion was approved.

Approval of Annual Report

(OIOLMESA said the Board was provided copies of AAFES Commander’s draft Annual
Report to the Secretaries of the Armi/ and Air Force. He asked for their approval to forward

to the military departments explained the report was required by regulation and
consisted of a summary of ALF &5 operations in 2009 and AAFES independent auditors
report on AAFES Financial Statements. These items had previously been reviewed by the
Finance and Audit Committees. On motion b and second by{OIOALNEIGE the
report was approved unanimously for forwarding to the Secretaries.

(OIGEHIER] noted the Board was also provided copies of AAFES current Strategic Plan.
(b)(6) s commended the plan but noted a need to spread the word on the good things
being done. m provided an overview of AAFES efforts to spread the word to the
reserves as weli as each individual military community and the retiree community. [(DIGR
complimented AAFES on an excellent job in incorporating a balanced score cari to
manage progress on its plan.

NEW BUSINESS

AAFES Commander’'s Report

(b)(6) Privacy began by reviewing for the Board AAFES actions to assure required training is
accomplished for Class Six associates — an item of concern from the last meeting.

said his basic message was that AAFES was sound and expected to see
gradual improvement through the sluggish economy. AAFES is well postured to grow. He
then briefed the Board on the AAFES Command Group's efforts to visit installations and
collect input from leadership, military spouses, exchange customers and asscciates as well
as the military resale community. The feedback garnered from these meetings is being
worked at HQ AAFES to look for innovative ways to grow sales and the business. This is
important as some 190,000 war fighters are deployed from CONUS and re-basing, BRAC
and redeployments are requiring significant investments to ensure key facilities are in place.
AAFES has executed, or is in the process of completing, 78 major construction projects
valued at more than $1.1 billion at installations experiencing significant growth.

q

Released Documents FA-13-0014

Director of Board Meeting Notes
Page 20 of 88



reviewed AAFES same-store sales, compared to last year, against like
statistics for the retail industry [QIONZIERY cautioned that industry performance on this
metric was skewed by the severe drop in sales suffered last year. Virtually all current year
performance in the industry represents recovery — not real growth. AAFES held its own last
year and thus is fairly flat this year in comparison.

discussed his meeting in Korea with Commander, US Forces Korea and
adjustments made to Camp Humpbhries build-up planning to accommodate a single story
AAFES exchange. He also discussed store resets and restructuring made to adjust to
changes on the Korean peninsula. Next he addressed AAFES review of facilities in the
National Capitol Region. He focused on Forts Myer and McNair. AAFES is not and will not
be in competition with the USMC Exchange on Joint Base Myer/Henderson Hall. AAFES
direction is to complement the USMC “high end” retail approach with offerings targeted at
soldiers and airmen. AAFES will also bring recommendations to the Board for food facilities
on Fort McNair to help address dining facility problems.

(OIGEIERY aso discussed customer relationship management and its application via
AAFES.com, the MILITARY STAR® Card, brick and mortar stores, in social media and
through data mining. He continued with a discussion of retail and economic trends and
AAFES ranking in the American Consumer Satisfaction Index. He covered for the Board
AAFES integration with US Forces Irag staff to support the drawdown in Operation Iragi
Freedom. AAFES is meeting the Commander's intent and is well positioned to support the

reduction to 50 thousand troops by 1 September. (DIGRBRESY provided an overview of the
detailed tasks undertaken to synchronize drawdown etforts in Irag as well as those taken to

support the surge in Operation Enduring Freedom.

AAFES Consuitant’s Report

(b)(5) Deliberative Process Privilege

Operations Update

briefed the Board on recent developments in hardlines, softlines, consumables,
ood, theaters and other services. He covered the importance of associate training, and
innovations in fuel procurement and central checkouts. An important marketing strategy will
focus on mobile marketing and text messaging to send exclusive offers direct to cell
phones. [QIOIENER] aiso discussed AAFES efforts in social media and engagement with
the Reserves and National Guard. AAFES' aim is to develop a lifelong emotional
connection with its customers. AlsoEIQNEINERY discussed AAFES efforts to improve the
management of fuel purchasing. Buying over 500 million gallons per year, AAFES expects
to save $30-$40M over the next five years through strategic visibility of fuel pricing. Other
topics included the Tinker AFB prototype re-imaging effort, and positioning AAFES Telecom
business for the future.

>
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Finance Committee Report

OIORGICEEN o skedQIORMITEE (o provide the Financial Status Report (QIQRIESY

addressed AAFES financial results year-to-date through June 2010.

Total revenue increased over the prior year and was higher than the Annual Financial Plan
(AFP) due to increased net sales from higher gas prices. Gasoline sales were ahove prior
year as the average price per gallon had increased.

AAFES earnings without appropriated fund support (APF) were lower than last year due to
a decrease in other income, an increase in cost of goods sold (COGS), an increase in
SG&A expenses, and an increase in interest expense. Contributing factors included the
write off of buildings and improvements from KMCC and Randolph AFB. COGS dollars
have also increased when compared to plan and from last year, primarily because of the
rise in gas COGS tied to gasoline price volatility.

Selling, General and Administrative expenses increased in the areas of personnel costs and
depreciation. Personnel costs increased due to a rise in average wage rate, severance pay
linked to Atlanta Distribution Center and Sunday premium pay. Depreciation has increased
largely because of several new projects that have been capitalized. The projects with the
biggest impacts are the KMCC Mall, the new Kadena Main Store, and an IT disaster
recovery facility. Interest Expense has increased over last year due to an increase in the
average borrowing rate.

Earnings with APF expense reimbursement are below last year, in part dueto billing and
receiving less in appropriated funds through June 2010 as compared to last year. AAFES
has billed less due to facility closures in OEF/QIF. Dividends earned without APF
reimbursement are below plan and below iast year due to lower core and telecom
dividends. [QIQIENESH reviewed the details of dividend performance and key anomalies.
He also presented sales and earnings projections for the balance of 2010. AAFES expects
to still hit its target for AFP earnings.

(WIORUNEIYE reminded AAFES to wark with his office on year end (G)FY 2005 funds
potentially available for AAFES unfunded requirements from that year and to address
enduring contingency operation requirements outbound. AAFES will work those issues with

(0)(©) and

Lifestyle Centers

presented a summary of the lifestyle center pilot program, an update on
e pilot project at Ft. Bliss and motions to approve continued development of a pilot project
at Joint Base Lewis-McChord. He reviewed Caommunity Development Initiative pilot
programs objectives and transforming installations which offered opportunities to explore
alternative retail models used in the private sector. Included in his review were discussions

of the pilot location selection process, return on investment modeling and chalienges in the
retail environment which have reduced the pool of potential tenants.

provided an update on the Ft Bliss pilot project which is 94% complete and on
schedule. He reviewed for the Board the goals set in deciding the best financial structure
for the effort, available alternatives and the selection of private placement borrowing as the
alternative in AAFES best interest. With the selection of private placement financing, return

§]
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on investment modeling was adjusted to reflect the on-balance sheet nature of the financing

and to incorporate risk banding. This sensitivity analysis provides a conservative range of
ROI based on variations of key assumptions.

(b)(5) Deliberative Process Privilege

(b)(5) Deliberative Process Privilege

(OIORWEISE e xt said that in conclusion, the Finance Committee recommended the below
maotion to the Board:

Motion: The Board conditionally approves the continued development of the Joint Base
Lewis-McChord Lifestyle Center in a phased approach as follows:

(b)(5) Deliberative Process Privilege

(OIG) moved as briefed bySASUMIERT O second by CICIESH e Board

unanimously approved the motion.

(CIOBMERE roceeded to present the PPV motion recommended by the Finance
Committee:

Motion: That the Board of Directors approve to use the Public Private Venture (PPV)
concept for the construction and development of a Joint base Lewis-McChord
Lifestyle Center as a designated AAFES Pilot Capital Project.

(0)(6) moved as briefed by QISIMBERE On second by RAJRMUEEIN e Board

unanimously approved the motion.

OIORUERT 1, proceeded to present the management motion recommended by the
Finance Committee:

Motion: That AAFES Management will advise the Finance Committee and the Board of
Directors on any of the following:
i
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A. Substantial matters relating to the negotiation of terms for contracts associated
with this PPV that increases AAFES risk level in this pilot project.

B. Legal or regulatory obstacles that arise that are unfavorable to the successful
execution of the pilot project or that increase AAFES risk level in this pilot
project.

OIOLIEEEN, o vcd the motion as above which passed unanimously following second by

Project Update

(b)(6) Privacy provided the Board an update on AAFES facilities in and near the District
of Columbia, on the Wilderness Road Shoppette at Ft. Carson, on efforts at USAG
Humphreys, and on the Germersheim relocation plan.

As the results of joint basing, Fort Myer and USMC Henderson Hall (JBMHH) are now one
installation. The question of two separate exchange activities on one installation has
initiated a need to review both exchange activities and determine the best course of action
for all customers while maintaining sales and dividends. AAFES is evaluating different
options for renovating the Fort Myer Shopping Center that will complement areas not fully
supported by the Henderson Hall exchange to best serve the Soldiers and Marines at
JBMHH.

AAFES will lead a charette at JBMHH from 23-25 August 2010 inviting multiple
stakeholders such as banks, FMWRC, and privatized lodging to review how to best utilize
the space that is surrounding the existing AAFES Shopping Center. [QIQNEREE2/s0
reviewed for the Board other projects approved in the area to include Joint Base Andrews,
Joint Base Anacostia/Bolling, Fort Meade, and Fort Belvoir.

Next,provided an update on key issues occurring at USAG Humphreys that
affect AAFES. He reviewed US force re-positioning in Korea and tour normalization and
their.impacts on AAFES. Fourteen AAFES projects with an estimated construction cost of
$210M are currently programmed for Host Nation and Appropriated funding. (ISR
has approved developing a second course of action for the USAG Humphreys master plan
with a decision brief to be prepared within the next 120 days for the Korean Government. It
calls for the relocation of the downtown area and a single-story 301,000 SF AAFES
Shopping Center in place of the current planned 240,000 SF two-story Shopping Center.
AAFES will continue to work facility requirements in support of the single-story shopping
center. While AAFES requirements are not in the current USAG Humphreys Master Plan,
IMCOM-K supports AAFES requirements. These requirements still need to be agreed to by
the Republic of Korea (ROK).

Next [QIQIHRESreviewed planning and plan changes at Fort Carson. The Board had
asked AAFES to review its plans in view of changed demographics. Representatives from
AAFES Real Estate Directorate visited Ft Carson, met with Garrison leadership and are
reviewing options to re-scope a project with an acceptable IRR.

b
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Lastly. provided an update on AAFES planned move of its European
Distribution Center from Giessen to Germersheim, Germany. This relocation was approved
by the Board in Nov 2007 as an APF requirement. However, recent correspondence from
USAREUR indicated they do not have legal authority to use APF for LN severance, PCS
and fixed asset write-off. AAFES has requested OSD clarification through the Army. If it
turns out AAFES must fund these requirements, it will re-report this initiative to the Board for
approval. said his office was working to forward the request to OSD

Audit Committee Report

(b)(6) Privacy Audit Committee chair, introduced(QIQRMIESY AAFES' Audit
Division. (QIG)

reviewed for the Board AAFES external audit results and findings from
two internal audit projects on AAFES gift cards and meeting planner fiscal controls.

AAFES Certified Public Accountants, Ernst & Young, LLP briefed the Audit Committee on
observations and the resuits of their audit of AAFES 2009 Financial Statements and Military
Star Program. Overall, AAFES conforms with General Accepted Accounting Principles and
no material weaknesses were identified. A deficiency was noted in accordance with
government audit standards on AAFES liability for its post-employment benefit plan.
Basically due to differing opinions between AAFES and Emst actuaries, AAFES reduced
the liability by $8.4M. Ernst & Young issued an unqualified opinion on AAFES financial
statements.also provided a summary of work done and findings and
recommendations on internal audits of AAFES gift card procedures at store level and
meeting planner controls. Included were management actions and the status and estimated
completion dates of those actions.

FINAL COMMENTS AND ADJOURNMENT

The Chairman noted this was the last Board meeting fo (b)(6) Privacy who was
retiring.  He thankedQICIERESTN for his BoD service and|SUASJRRUENT nresented a token

of AAFES appreciation.

The Chairman asked for any further comments, thanked members for their participation and
adjourned the meeting at 1330 hours.

SUMMARY OF MOTIONS

Motion: The Board conditionally approved the continued development of the Joint Base
Lewis-McChord Lifestyle Center in a phased approach as follows:

A.  Development to include completion of a 100% design, that would allow options
to move forward with all or part of the proposed project, obtaining letters of
intent from potential tenants, and seeking HASC and SASC approval.

B. Subsequent AAFES Board of Directors approval will be obtained prior to
moving beycond the design stage. Based on the Ft. Bliss results, the
alternatives may include a delay in the entire project, moving forward with only
part of the proposed project and considering the rest at a later date, or a
change in scope/concept.

Y
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Motion: That the Board of Directors approve to use the Public Private Venture (PPV)
concept for the construction and development of a Joint base Lewis-McChord
Lifestyle Center as a designated AAFES Pilot Capital Project.

Motion: That AAFES Management will advise the Finance Committee and the Board of
Directors on any of the following:

A.  Substantial matters relating to the negotiation of terms for contracts
associated with this PPV that increases AAFES risk level in this pilot project.

B. Legal or regulatory obstacles that arise that are unfavorable to the successful
execution of the pilot project or that increase AAFES risk level in this pilot
project.

SUMMARY OF FOLLOW-ON ACTIONS

None.

Executive Secretary

APPROVED: L0 SEF 0
(b)(6) Privacy

10
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 262nd meeting of the AAFES Board of Directors was called to order by the Chairman on 9
December 2010 in the Board room, HQ AAFES, Dallas, Texas.

ATTENDANCE

MEMBERS PRESENT: )
(b)(6) Privacy and DoD Names List

ALTERNATES PRESENT:
(b)(6) Privacy and DoD Names List

Vil

(b)(6) Privacy and DoD Names List

SECRETARIAT:
(b)(6) Privacy and DoD Names List

BOARD PRESENTERS:

3
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OPENING COMMENTS BY THE CHAIRMAN

A quorum being present, the Chairman{QICIZIEISY opened the 262™ m
of Directors at 0800. He thanked all members for atiending and welcome(
(b)(6) Privacy

APPROVAL OF AUGUST 2009 BOD MINUTES
(OIGLOIERENN asked for any corrections or additions to the minutes of the 17 August 2010 meeting
and, there being none, noted the minutes were approved.

AAFES COMMANDER’S REPORT

The Chaiman asked the AAFES Commander to update the Board (b)(6) Privacy began by saying his
briefing would update the Board on where the Exchange has been, whare it is going and how it will
meet the challenges of the future. He discussed strategic focus, including keys to success and
engagement plans to reach Guard, Reserve and Retirees. Also included were Command Group
fravels over the last few months, recent financial results, retail program news, loss prevention plans,
and overseas operations. Finally he addressed Korea and Japan real estate and agreement issues.

(b)(6) noted the Exchange’s vision is to be its customers' first choice. Likewise its enduring
misgion has been providing value in services and merchandise while still delivering a significant
return in eamings to support Family and Morale, Welfare and Recreation programs. As it continues
to support our military through a variety of innovative programs designed to strengthen the
Exchange benefit. The Exchange must have six "Enduring Keys to Success” if it is to serve its
customers and stay competitive well into the future:

Provide friendly, engaging, knowledgeable customer service

Serve the men and women of the military - "We go where you go"

Be the first to market with new items

Offer appealing stores, delicious food, great services and enjoyable e-commerce shopping
Keep shelves stocked with desired merchandise

Ensure prices and operating costs remain low

oG AW

The Commander noted that 2010 had been a challenging year. With appropriated fund suppori,
earnings are 32% above plan as a result of an $82M reimbursement for FY 2005 overseas
contingency costs. Without appropriated fund support, earnings are down 25% compared to plan
due to unexpected expenses such as depreciation and certain personnel costs imposed by OSD but
not planned for. Despite these difficulties{{QIC) said projections still anticipate meeting
planned earnings of $331M. "

(b)(5) Deliberative Process Privilege

Crossing Life Style Cenler. (b)_(6) said leased retail occupancy was at 31% but indications
were good as Exchange Main Sicra results were running more than 50% ahead of prior year.

(b)(6) said Freedom Crossing was enjoying great synergy among its theater, dining and ré&tali
oenngs. (MOIRGES Al indicated the same was occurring at the Kaiserslautern Military
Community mall at Ramstein AFB. commented that the success in food venues at Ft

Bliss could impact club revenues; hiowever, since the MWR fund received the proceeds from the
family dining offerings in the Lifestyle Center their revenues were protected.

4
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OPERATIONS UPDATE

, provided the Board an update on AAFES
operations {(HIQ)] | briefed the Board on Mobile eCommerce which allows for retailers to extend
their dot com plaiiorm to a mobile channel. The Exchange anticipates a soft launch in March 2011.
He discussed advances in customer relationship marketing through the use of Facebook and
associate relationship improvements through internal blogs.

m also covered text message holiday promotions, smart phone price scanning, next steps

irl t1e Exchange branding initiative, global sourcing and telecommunications cellular and triple play
offerings. AAFES is also moving forward with its business intelligence analytics, including a
database driven tool for assortment planning.

FINANCE COMMITTEE REPORT

(b)(6) Privacy (Chair, Finance Committee) said his report included presentations on the financial
status of AAFES, the Annual Financial Plan for 2011 and post fiscal analysis of AAFES’ capital
projects. He introduced{(QIQRZNERY , AAFES(OIORIEY to provide the

Financial Status Report.
Financial Status Report

(WIORLIEIOEN addressed AAFES financial results to date through retail fiscal year (FY) October
010:

Revenues increased versus the same period last year due to increases in gasoline sales, however,
earnings without appropriated funds (APF) were down [QIQRLIEISH further discussed net sales,
finance revenue, concession and other income. His summary of expenses included costs of sales
and selling general & administrative expenses, including personnel costs and depreciation.
Personnel cost has increased over last year due to an increased average wage rate, Sunday
Premium Pay and severance packages tied to the closing of the Aflanta Distribution Center.
Depreciation has increased over last year largely in part to several new projects that have been
capitalized, and accelerated depreciation on buildings that are reaching the end of their useful life
due to planned re-building. Interest Expense has increased over last year due to an increase in the
average borrowing rate over last year due to higher interest rates on long-term borrowing, as well as
an increase in our debt levels. The private placement loans taken out in June 2009 were the sole
drivers for the increase in the average borrowing rate.

(OIOLIIESE reviewed dividend highlights versus the prior year and key anomalies that impacted
earnings and dividends. While earnings-to-date lag expectations [(QIORdi8Y e xpressed
confidence in the Exchanges’ ability to meet the challenge to make planned eamings and dividends.
Because the anomalies included write-offs of replaced facililies and accelerated depreciation
charges for facilities scheduled for replacement {QIQRMIEIE reviewed Generally Accepted
Accounting Principles (GAAP) regarding recoverability tests and related efforts to properly account
for depreciation. (IO O G IR AR N

(b)(5) Deliberative Process Privilege

5
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Annual Financial Plan

OIORERE o ntinued with presentation of the Annual Financial Plan for 2011. [QISEIES]

briefed on revenue and earnings (without APF) projections and the underlying economic forecasts
and planning assumptions used to make them. [QIQRBUEEMN bricfing continued with a review of
major budget components such as gross margin, inventory levels and markdowns, employee
productivity, other expenses and depreciation. Key impacts and differences versus 2010 were
portrayed detailing the projected increase in earnings from $331M to $343M. [(QIOAMIEISY
briefing concluded with a recommended motion which was made by{OICRIESY

Motion: That the Board of Directors approve the FY2010 Annual Financial Plan as presented.
On second by the Chairman, the Motion was passed unanimously.

Post Fiscal Analysis

(b)(6) Privacy Real Estate, briefed on the Post Fiscal Analysis of
Capital Program projects required by DoD policy and Board resolution. He said that more importantly
the post fiscal evaluations provide feedback to refine future project investments.

WIORRIEN Noted the key metric used was the project’s internal rate of return. He discussed the
time periods and methods used to compute the lift in sales and earnings which are calculated
against actual construction cost to yield the internal rate of return (IRR). presented the
results of the 2006 projects analysis in tenms of business class {e.g. Mair's opettes) and by
individual project. Overall, the analysis demonstrated the project investment decisions contributed
positively to AAFES mission achievement. Overall, the year three actual IRR of 10.4 percent
exceeded the Board’s approval expectations of 8.4 percent for the portfolio.

5

GRCHS

(b).(6) provided the Board further details by facility category for the 2006 analysis and a review

“of programming errors made on the Ft. Bragg Firestone Car Care Center. When presented to the
Board, that project had been burdened with gasoline impacts on other facilities despite there being
no gasoline sales involved. Thus, the programmed IRR was understated. Actual IRR on the project
was in line with revised projections and very favorable.

b)_(6) said that the Post Fiscal Analysis were of high value providing the Board confidence in
making future decisions. He noted that the 2006 resuits were the best he had seen over his Board
tenure, and compliments were in order for(ACQRMIES A nd the management tearmns carefully

selected to bring success to new facility operations.

AUDIT COMMITTEE REPORT

((tk)J)(G) NZIS noted the Audit Committee met on 16 November 2010 and introduced b)_()

).(6) AAFES Audit Division, to report cn internal audits.

internal Audit Reports

(b)(6) presented the results of audits of the Exchanges Sales Promotion Program, CONUS
Concession Vending Foltow Up, Special Review of Wireless Phone offerings, the Western Region
and a follow up on a Europe Region audit

FINAL COMMENTS AND ADJOURNMENT

OIOLINECEN - sked the Commander to provide bullet points on information that would be
important and relevant for FORSCOM senior comrmanders.

6
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ADJOURNMENT:
The meeting adjourned at 1300 hours.
SUMMARY OF MOTIONS:

1. Board minutes of 17 August 2010 were approved.
2. The Board of Directors approved the FY2011 Annual Financial Plan as presented.

SUMMARY OF FOLL OW-ON ACTIONS:

Provide bullet points that would be important and relevant for FORSCOM senior commanders.

APPROVED: 57 JAN 2011
(b)(6) Privacy :

Chairman

7
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 263" meeting of the AAFES Board of Directors was called to order by the Chairman on 16
February 2011 in the Board room, HQ AAFES, Dallas, Texas.

ATTENDANCE

MEMBERS PRESENT:
(b)(6) Privacy and DoD Names List

ALTERNATES PRESENT:
(b)(6) Privacy and DoD Names List

MEMBERS ABSENT:
(b)(6) Privacy and DoD Names List

SECRETARIAT:

(b)(6) Privacy and DoD Names List

BOARD PRESENTERS:

3
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OPENING REMARKS BY THE CHAIRMAN

A guorum being present, the Chairman, (QIQIINEISE opened the 263 meetini of the Board

of Directors at 0800. He thanked all members for attending and welcomed [(QIG KIS

(b)(6) Privacy to their first meetings of AAFES’ Board.

APPROVAL OF DECEMBER 2010 BOD MINUTES

(NGORVEGEN asked for any corrections or additions to the minutes of the 9 December 2010
meeting. There being none, (YOI moved the minutes be approved. On second by (1G] ,
the Board unanimously appraved the minutes.

FINANCE COMMITTEE REPORT
Financial Status Report

Due to scheduling concems affecting severat Board members, [((QICRLIEIGAN indicated the Agenda
was revised to take "motion” business first. The Finance Committee report would be taken up next
(WIGORMNEY provided the Financia! Status Report and addressed AAFES financial results to date
through retail fiscal year (FY) December 2010:

Revenues increased versus the same period last year due to increases in gasoline sales; however,
other sales and overall earnings without appropriated funds (APF) were down. [((QIQRgIE] further
attributed the sales reduction to several merchandise categories and decreases in cantingency
operations. [((QIGQRMNWEWY summarized expense performance, included costs of sales and selling
general & administrative expenses, including personnel costs and depreciation. Personne! cost has
increased over iast year due to an increased average wage rate, Sunday premium pay and
severance packages tied to the closing of the Atlanta Distribution Center. Depreciation has
increased over last year largely in part to several new projects that have been capitalized and
accelerated depreciation on buildings that are reaching the end of their useful life due to planned re-
building. Interest expense has increased over last year due to an increase in the average borrowing
rate over last year due to higher interest rates on long-term borrowing, as well as an increase in our
debt levels.

(ICORMIVERY reviewed earnings and dividend highlights versus the prior year and key anomalies. In
response to an inquiry by [((QIG)RE1I%:[6% affirmed that the severance pay for Atlanta
Distribution Center employees has been claimed as an APF reimbursable BRAC cost; however, APF
has not been received yet. ((QICQRHINEINY detailed for the Board AAFES YTD December 2010
dividend resuits for telephone dividends, alcoholic beverage dividends and core dvidends. He
explained projected core dividends for 2010 are expected to trigger safety net payment of an
estimated $15.3M in dividends over and above the earned dividends; these safety net payments
would reduce AAFES retained earnings for capital programs. Even with the safety net, a core
dividend shortfall of $6M is expected compared to the annual financial plan. However, when
dividends resulting from appropriated fund reimbursements are considered, total dividends will
exceed plan by $60 million. [OI®) pointed out that as over $40M resulted from FY 2005 prior
year appropriations shortfalls, tiiase funds recouped past losses and were not windfall gains.

(b)(5) Deliberative Process Privilege

4
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(b)(5) Deliberative Process Privilege

(WGOUECEN osked [(DIGRVERY to revisit the dividend slides and whether there was good news
or bad news. [(MIORLNEISY noted that while there was bad news that core dividends were below
plan and had to be supported by AAFES retained earnings through safety net shortfall guarantees,
overall dividends were above expectations due to appropriated fund support. In response to an

inquiry by [((QICRHINEISY confirmed that 2010 dividends will exceed 2009 dividends.

(OIGYEIER presented revised sales and earnings projections for 2010. [DICIN(WIE)
Deliberative

BD)(6) Process
Privilege

[(b)(6) Privacy

(OIGRLIESY continued to review 2011 projections in light of the current outlook as had been
requested by the Finance Committee. While the 2011 earnings plan of $344M now looks
challenging against current projections of $3305M, the Finance Committee had determined the plan
should not be amended at this time. [(QIORMIVEWY reviewed concerns about 2011 plans that have
risen since the Annual Financial Plan was approved last December. [((QIG)] clarified that the
presentation’s message was that AAFES now assesses higher risk ir achieving planned earnings of
$344M. [WIORMIEWE 2sked if this meant the Board was maintaining expectations that were not
achievable. [(9IG) expressed concern that since AAFES based its merit pay system on
corporate goals, it was important to have realistic goals that associates can achieve. However, he
pointed out the matter had been reviewed by the Finance Committee which had decided not to
adjust the plan.

(b)(5) Deliberative Process Privilege

Long Range Capital Program

(b)(6) Privacy Real Estate introduced his presentation

noting that it was timed to allow for AAFES’ construction program to be included in this
year's submission through the Military Departments and OSD for review by Congress|jjj
OIGH <viewed the internal rate of return and net present value concepts used to

5
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organize the program, capitalization strategies, and the capital program projects for
approval by the Board. Those projects were organized by growth projects, service projects,
image updates, host nation projects and resubmitted projects. w explained each
category and also reviewed AAFES Master Planning process noting 1hat all projects in the
portfolio, except the Gruenstadt Bottling Plant, resulted from Master Planning with
installations.

(b)(5) Deliberative Process Privilege

(b)(5) Deliberative Process Privilege

presented a summary of the overall capital program which will generate a
mdrange IRR of 12.2% with a midrange Net Present Value of $48.6M. He then presented
12 growth projects (with internal rates of return above 7%) whose costs totaled $46.6M. He
asked the Board to waive reconfirmation for two projects (Gruenstadt and Fort Gordon) that
are below the $750,000 Congressional approval threshaold and can be started without delay.
on motion by [DIQIE. and second by RICIFRERE the Board unanimously approved

the following rncuon:

Motion: The Board of Directors approve 12 growth projects as presented and waive the
viability reconfirmation reguirement for the Gruenstadt and Fort Gordon projects.

then presented three shopping center construction/expansion projects (at Joint
Base Andrews MD, Forl Gordon GA and Ft Meade MD) that failed to meet the 7% IRR
threshold but are being recommended by AAFES as a service project portfolio. After
individual presentation of these projects by (9I®)] and due consideration by the Board
the following motion was made by (DI, < cived second from and passed
unanimously:

Motion: The Board of Directors approve three service projects as presented.

G
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M also provided a review of USAG Humphreys transformation plans and how they
impact AAFES operations in Korea. then presented two Korea transformation
projects at Camp Humphreys for a shopping center and a mini-mall. These projects are
substantially funded with host nation funds, but some AAFES investment will be required. If
host nation funding is not received for the two USAG Humphreys projects, these projects
will have to be resubmitted to the Board of Directors. On motion by [GIGIE and
second by [DIDIZINEE the following motion was passed unanimousiy:

Motion: The Board of Directors approve two host nation projects as presented and waive
the viability reconfirmation requirement.

proceeded with a presentation of the AAFES image update program (at nine
iccabions) and the related capital expenditure portfolio. The image update program
modernizes all businesses so they more closely reflect AAFES’ latest shopping center
designs. Image upgrades generally include replacement of flooring, lighting, wall finishes
and installation of new retail fixtures. New fixtures are being incorporated into the store
departmental layouts to aliow for more efficient displays and easier shopping for the
customers. To execute these image updates immediately upon Board approval, AAFES
proposes that the Board waive its standing requirement for senior members to validate
ongoing installation viability for these image updates. The following motion was made by

(b)(6) , received second from [(9I$)] and passed unanimously:

Motion: The Board of Directors approve nine image update projects as presented and
waive the viability reconfirmation requirement.

reviewed for the Board its standing resolution for resubmission of projects when
actuai costs exceed approvals by more than 25% (independent of currency fluctuations),
when actual nel present values drop below zero or when significant changes in mission or
projected troop strength not considered during initial project development are verified. He
presented a project for Fort Carson, Colorado, for which supporting troop movements are
no longer planned. It remains recommended as the projects IRR remains above AAFES 7
% threshold. The following motion was made by [DIGERINESE. received second from Mr.
and passed unanimously.

Wiciion: The Board of Directors approve the resubmitted (Fort Carson) project as submitted.

AAFES COMMANDER’S REPORT

The Chairman asked the AAFES Commander for his report to the Board. [QIG)] began by
updating the Board on AAFES’ leadership’s visits to exchange activilies. He {iier touched on
financial factors facing the exchange, industry trends and AAFES’ innovations in mobile marketing.
He proceeded to update the Board on AAFES lifestyle center efforts. chalienges with changes to the
new service uniform, and the Operation New Dawn closure glide path. He also covered AAFES

efforts to ramp up in Afghanistan to meet the USFOR-A Commander's requests for increased stores.
Nextwreviewed AAFES’ sustainability initiatives and several awards received from the

Retaii Design Institute and Chain Store Age for innavation and from the Assistant Secretary of the
Army, Installations and Environment for sustainability [(SIG) also shared with the Board a
video advertisement from the Exchange Recruiting Initialive.

7
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CONSULTANT'S REPORT

|(b)(5) Deliberative
Process Privilege

OPERATIONS UPDATE

(OIORLIEIS A AAFES Chief Operating Officer, reported to the Board on AAFES operations. He
provided an update on the Life Style Center at Ft Bliss, and on AAFES bundled TV, internet and
phone services sales expansion. These services fill a very real need for our mobile customers who
frequently face confusing choices about those services when making permanent changes of station.
He also talked about how AAFES was reaching more customers in softlines, and initiatives 2011 to
market consumables better. In food marketing (1G] reviewed AAFES brand name
replacement for its American Eatery offerings. Denny’s will support the retiree segment with cook-
to-order breakfast; the cost of their franchisee fees is manageable. He aiso addressed FROOTS
franchises AAFES will operate; these offer smoothies, salads and wraps which support the current
emphasis on nutritional menu offerings. He updated on the FDA's expected issuance of proposed
regulations governing menu boards and labeling.

(b)(6) also briefed the Board on AAFES efforts to re-brand online shopping with improved web
pags design with robust online product images and video, on a diagnostic assessment of its
customer research management efforts, and the Customer Satisfaction Index improvement for 2010.
AAFES CSl was up a point from 2009 to 76, the highest Exchange score to date.

AUDIT COMMITTEE REPORT

(b)(8) Privacy oted the Audit Committee met on 16 November 2010 and asked Mr.
OIONENEIOAN AAFES Audit Division, to report to the Board. [DIG) first discussed the audil

plan of Ernst & Young, AAFES external auditors, who will report on AAFES 2010 annual financial
statements, AAFES internal control structure, and cornpliance with laws and regulations. He also
briefed on the development of AAFES 2011 internal audit plan and on four completed internal audits:
Associate Trapsportation Program, Green Initiatives and Energy Conservation, Major Construction
Projects and Technology Productivity.

ADJOURNMENT:

The meeting adjourned at 1300 hours.

SUMMARY OF MOTIONS:

1. Board minutes of 9 December 2010 were approved.

2. The Board of Directors approved AAFES Long Range Capital Program as follows:
a. Twelve growth projects as presented with waiver of the viability reconfirmation
requirement for the Gruenstadt and Fort Gordon projects.
b. Three service projects.

8
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c. Two host nation projects with waiver of viability reconfirmation requirements.
d. Nine image update projects with waiver of viability reconfirmation requirements.
e. The Fort Carson project as resubmitted.

SUMMARY OF FOLLOW-ON ACTIONS:

Report to the Board in May on efforts to meet, and projections for meeting, the President's
energy goals, AAFES risk of incurring penalties and alternative courses of action in that event

Executive Secretary

APPROVED: 1 7 MAR 2011
(b)(6) Privacy

leutenan
Chairman

9
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 264" meeting of the AAFES Board of Directors was called to order by the Chairman on 18 May
2011 in the commanding general’s conference room, Ft Bliss, Texas.

ATTENDANCE

MEMBERS PRESENT:
(b)(6) Privacy and DoD Names List

ALTERNATES PRESENT:
(b)(6) Privacy and DoD Names List

MEMBERS ABSENT:
(b)(6) Privacy and DoD Names List

(b)(8) Privacy and DoD Names List

SECRETARIAT:

(b)(6) Privacy and DoD Names List

BOARD PRESENTERS:

(b)(6) Privacy and DoD Names List

3
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(b)(6) Privacy and DoD Names List

OPENING REMARKS BY THE CHAIRMAN

A quorum being present, the Chairman, [QIOIZEZISE orened the 264" meeting of the Board
of Directors at 0800. He thanked all members for attending and welcomed SMA Chandler to his

first meeting of AAFES’ Board.
OUT-OF-SESSION ACTIONS

(LIORLIEA noted the selection of a Senior Vice President for Real Estate was approved by the
xecutive Committee on 5 May 2011. ERRATA: Also noted to the Board members subsequent to

the meeting was the selection of ((QIERMINz9Y as Senior Vice President (SVP), Human
Resources Directorate and [(QICRHINERY as Senior Vice President (SVP) Sales Directorate,

approved by the Executive Committee on 2 March 2011.

APPROVAL OF FEBRUARY 2011 BOD MINUTES

((QIONHIEICAN asked for any carrections or additions to the minutes of the 16 Februari 2011

meeting. There being none, {(YI©)] moved the minutes be approved. On second by
the Board unanimously approved the minutes.

FINANCE COMMITTEE REPORT

Annual Financial Plan Revision

(QIORMINEIS'AN indicated the Finance Committee report would be taken up next. [((QIGQRMIVEIGAN
Deputy Chie

Financial Officer, presented a proposed change to the AAFES FY 2011 Annual
Financial Plan. She noted that the Finance Committee had approved revising planned earnings
from $404M to $366M, to reflect changes in the economic outiook and inclusion of APF
reimbursements for overseas contingency operations. [(9I®)] discussed the history of the APF
reimbursements, which had not always been paid in a tiniet/ ranner and for FY 2005 had not been
funded at all. However, the outstanding AAFES requirements from 2005 were finally paid in 2010.
The ultimate funding of all AAFES contingency requirements demonstrated sufficient reliability to
warrant accrual and recognition of such reimbursements in the same period in which the related
expenses are incurred. On the advice of its auditors, AAFES implemented that accounting change
beginning with its FY 2010 Financial Statements. To complement this ongoing change to accounting
policy, the Finance Committee recommended that the accrual of APF reimbursements for
contingency operations should also be reflected in the Annual Financial Plan.

(b)(6) also stated that the revised plan also reflected major reductions to FY 2011 planned
revenves, cost of sales and resultant planned eamings and dividends. Net earnings are now
expected fo be $38M lower than previously projected with a related reduction in dividends to $230.7
M. [(DICKERESA carified the presentation which incorrectly attributed contingency sales declines
to both Operations Enduring Freedom and New Dawn. Troop strength changes in theater are
proceeding in accordance with well-known plans that were available prior to AAFES planning efforts.

(VG szid that while it was fair to say that the Finance Committee had recommended the Board
revize the plan, the Committee clearly expected this revision would be a one-time occurrence.
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Further, he was not comfortable with predicating plan changes on a revised economic outlook. The
original plan was seriously flawed. The plan's excessive projection had been questioned in both the
Finance Committee and by the Board and was reluctantly approved by the Board based on AAFES’
repeated recommendations to hold to the earlier projections. (I also pointed out that
shortfalls from plan in FY.2010 had been so severe as to cause ar. unprecedented level of dividend
overpayments (paid according to plan) despite safety net provisions. Thus, FY 2011 plan changes
were also necessary to prevent another round of excessive overpayments that would have to be
recouped from later dividends.

(WICORVCEA Chairman of the Finance Committee said that this year's plan should be
re

adjusted to be realistic. It is important the Board be presented with financial plans that will provide
stability and avoid disruptive changes during the year of execution. However, in this case the
Finance Committee does recommend plan revision. The Chair having noted the end of discussion

on the topicl(9I@) moved as below with second by (NIOILIEISAER. T he motion passed

unanimously.

Motion: The Board of Directors approves revising the FY 2011 Annual Financiat Plan to reflect net
earnings of $366M, based on the revised economic outlook and inclusion of Appropriated Fund
reimbursements.

Financial Status Report

(b)(6) next provided the Financial Status Report and addressed AAFES’ results for retail fiscal
year 2010, She then presented AAFES FY 2011 results through March in which revenue is tracking
favorable vs. plan by 9 percent due to increases in gas sales, improved finance revenue from new
Military Star accounts and greater Military Star usage. Concession income has decreased from plan
due to closing operations in Irag coupled with a slower ramp-up in Afghanistan. Gross Margin has
decreased from Iast year due to an increase in Gasoline cost of sales; however, COGS without gas
decreased from last year. Interest Expense was down due to a decrease in the average borrowing
rate from last year and Bad Debt Expense is up due to an increase in the accounts receivable
balance. Bad Debt is also over plan due to a more aggressive budget: however it is expected to
CISlI (P4 R e T T R ) (9) Deliberative Process Privilege

Identity Theft Prevention Program

(b)(6) proceeded to brief the Board on the Fair and Accurate Credit Transaction Act (FACT
Act), a public law to protect consumers from identity theft. The act includes detection, prevention,
and mitigation requirements and became mandatory 31 Dec 2010. The act consists of 26
recommended red flag rules that fall into 4 main categories: 1) alerts, notifications or warnings from
a consumer reporting agency, 2) suspicious documents, 3) suspicious personal identifying
information, and 4) unusual use of, or suspicious activity related to, covered accounts.

AAFES is compliant with 22 of the 26 rules. Current policies and procedures have been reviewed
and clarified to address each rule. The remaining four are low-risk rules and are being addressed in

a system upgrade. [QIGRMVEISY asked how the four delinauencies would impact next year's

audit and what the impact was of not complying with statute. said that the auditors
would not look at statutory compliance in this regard and repaited that AAFES General Counsel had

assessed the matter as low risk. [(QIGLNVEGER asked if AAFES had notified the Federal Trade

5
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Commission which administers these ruies, and expressed concern when advised in the negative.
(IOEREISE inquired if there were penalties for non-compliance and [(QIG)] said that would
have to be researched. [((QICRMIEIGA directed AAFES' Counsel to provide a legal opinion as to
the impacts of non-compliance with all rules of the FACT Act for the next Board.

(b)(6) detailed the assignment of responsibilities for FACT Act compliance in AAFES and
adjuziments to the credit program made to implement the act. To complete implementation, she
asked the Board to consider motions on program implementation and assignment of the Chief
Financial Officer as senior executive responsible within AAFES. m pointed out that despite
the need to review Counsel’s opinion on AAFES implementation she:fail against the implementation
due date, that review would not alter the recommended motions. Agreeing, [(DICGI moved the
motions as presented subject to the opinion of Counsel and with the exception that the Board does
not approve AAFES noncompliance with statute. On second by [(9IQ)] the motion as below
passed unanimously.

Motion: Subject to the opinion of the AAFES Counsel regarding the impact of delay (statutory
noncompliance) in implementing four provisions of the FACT Act, the Board of Directors approves
the program for the Red Flag Rule compliance utilized by Exchange Credit with the caveat that
Internal Audit will review to ensure legal requirements are met. The Board of Directors approves the
appointment of the Chief Financial Officer as the senior executive responsible for the oversight and
compliance of the Red Flag Rules.

HQ AAFES Master Plan Update

(b)(6) Privacy Real Estate presented an update on AAFES'

efforts to plan for its headquarters complex, including the Stoneridge building which houses
vital call-center and accounting functions. He provided a history of the plans, prior
decisions of the Board and approvals by OSD. Based on a lease/purchase economic
analysis, the Finance Committee recommended purchase of the Stoneridge building as the

best course of action. On motion by [(QIG)] , second by [(IG)] the Board

unanimousiy approved the following nciiorn.
Motion: The Board of Directors approves the Stoneridge purchase.
AAFES COMMANDER’S REPORT

The Chairman asked AAFES' Commander for his report to the Board. [(9I@)] first addressed
Secretary Gates' initiative to convert AAFES' commander to the Senior xazutive Service (SES).
He reviewed for the Board his discussions with the Deputy Assistant Secretary of Defense for
Military Community and Family Policy. [(QI®)] noted that the Board establishes and fills
AAFES’ NF-6 positions; that regulations pernit an NF-6 to supervise an O-7; that the Navy has
requested the Navy Exchange O-7 billet be converted to NF-6; and, that the Marine Exchange is
currently led by an NF-6.

(b)(6) said he had shared with [((QIQRMIEIGE his planning assumptions that either an SES or

NF--5 will meet SECDEF's intent, and that the Deputy Commander (O-7) would remain as Deputy
Director. He had suggested the Board's Chairman and senior member serve as a selection
committee to nominate an NF-6 Director for the full Board's final approval. The tenure of Director
should be limited to a specified term such as three to five years with annual reviews. %
recommended the Board support implementing the Secretary's directive by converting tha '
CG to an NF-6 Director position.
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The Board discussed [((QIGRHIEY recommendation and ways to build a bench within AAFES to
develop executives qualified to aspire to the COO and Director positions. (9IS noted an NF-6
position would also allow for industry hires without the laborious SES process but cautioned that it
was critical to preserve knowledge about the services and service life in the position of AAFES
Director. [(QIGRMIEISE stated his belief that a general officer should command AAFES and
inquired if the decision could be revisited. The chairman and [(QICJ] I noted that change to the
decision was unlikely. The Board consensus was that the Chainian and Senior Member would
carry [(QIGQRMINEIY recommendation to the military departments.

(b)(6) reviewed AAFES leadership’s visits to exchange activities and National Guard and
Resane outreach programs. He then updated the Board on the three percent withholding legistation
and its impact; although implementation has been delayed by law untit January 2013, this legisiative
requirement remains a serious threat to patron savings and exchange earnings and dividends.
(OIONE concluded his report with an update on exchange support in Operations Enduring Freecium
a~d New Dawn.

CONSULTANT’S REPORT

|(b)(5) Deliberative
Process Privilege

OPERATIONS UPDATE

(WIGIMICIAN AAFES Chief Operating Officer, reported to the Board on AAFES operations. He
provided an update on customer relationship marketing and how AAFES is becoming customer-
centric by integrating a total view of customer information. He then covered the exchange's website
rebranding and the rollout of AAFES branding effort, with master branding becoming the standard for
execution in the Short Term (1st Quarter 2012 - Travis Air Force Base and Fort Bragg). Basic
branding rollout is targeted for September 2011 at West Point USMA, Fort Stewart, Sheppard Air
Force Base, Fort Eustis, Robins Air Force Base, Osan Air Base and all future construction.

(b)(6) also briefed the Board on AAFES efforts to build customer traffic, improve in-store
techinoiogy, implement new logistics technology and promote products and services.

AUDIT COMMITTEE REPORT

(b)(6) Privacy noted the Audit Committee met on 20 April 2011 and asked Mr.
(b)(6) Privacy AAFES Audit Division, to report to the Board. [(9I@)] discussed audits of Anti-
Money Laundering Compliance, Workers’ Compensation, Strate gic Fartnership Initiatives and the
Germany Fuel Ration Card Program.
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ADJOURNMENT:

be in Dallas on 17 August with an orientation fci new members on the 16th. [DICKKIESY

On request by the Chairman for final thoughts, (I reminded all that the next meeting would
asked for information about healthy meal choices in AAFES shoppeties; [QIG) said that

would be provided at the next Board. The meeting adjourned at 1300 hours.

SUMMARY OF MOTIONS:

1.

2.

4.

Board minutes of 16 February 2011 were approved.

The Board of Directors approved revising the FY 2011 Annual Financial Plan to reflect net
earnings of $366M, based on the revised economic outlook and inclusion of Appropriated
Fund reimbursements.

Subject to opinion of AAFES Counsel regarding the impact of delay (statutory
noncompliance) in implementing four provisions of the FACT act, the Board of Directors
approved the program for the Red Flag Rule compliance utilized by Exchange Credit with
the caveat that Internal Audit will review to ensure legal requirements are met. The Board of
Directors approved the appointment of the Chief Financial Officer as the senior executive
responsible for the oversight and compliance of the Red Flag Rules.

The Board of Directors approved the Stoneridge purchase.

SUMMARY OF FOLLOW-ON ACTIONS:

1.

Lieutenant General, U

Provide a legal opinion for the next Board as to the impacts of non-compliance with all rules
of the FACT Act.

Report to the Board on improvements in inventory controls and purchasing leading to
improved retail margins. ‘

Provide a break out of gas versus non-gas performance for financial status reporting.

Report to the Board on healthy meal choice (b} (6) Privacy

1 6 JUN 2011

Chairman
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 265" meeting of the AAFES Board of Directors was called to order by the Chairman on 17
August 2011 in the Beoard room, HQ AAFES, Dallas, Texas.

ATTENDANCE

MEMBERS PRESENT:

ALTERNATES PRESENT:
(b)(6) Privacy and DoD Names List

MEMBERS ABSENT:
(b)(6) Privacy and DoD Names List

SECRETARIAT:

(b)(6) Privacy and DoD Names List
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BOARD PRESENTERS
(b)(6) Privacy and DoD Names List

OPENING COMMENTS BY THE CHAIRMAN

The Chairman, [(QIOILIEIEAE opened the meeting at 0800 and welcomed new Board
members. The Executive Secretary noted a quorum was present and proxies were confirmed.

OUT-OF-SESSION ACTIONS

The Chairman noted there were no out-of-session items.

APPROVAL OF MINUTES

The Chairman called the Board's attention to the minutes of the 19 May 2011 meeting. He
asked for comments and a motion to approve the minutes.

moved to approve the minutes and rose to second the motion. The motion was
approved.

Motion: That the Board of Directors aEErove the minutes of 19 May 2011 as written. [(QIG)]

AAFES COMMANDER’S REPORT

The Chairman then called for the AAFES Commander to give the Board an update on the
organization.

(b)(6) briefed the Board on the current retail environment and the economy, Command
Group travel, customer service training, disaster relief support and contingency operations. He
noted that sales were being heavily influenced by gasoline sales and the high gas prices have
hit the cost prices of AAFES retail merchandise. The retail industry has not reacted to pass on
cost prices in Ihe weak economy, so cost of goods sold and retail margins are suffering. He
advised that [QIG)] would address initiatives to offset these challenges.

(b)(®) provided the Board with the important conclusions from senior leader visits to 29
COMUS facilities and exchanges in eight foreign countries. He said that the stores were looking
great and working hard on product displays and solution sales. New stores and image
upgrades were well received by the military communities and the visits had provided great
opportunities to engage with senior leaders and tell the exchange value story. He concluded
this phase of his briefing with a video of Fort Irwin Town Center openings.

(b)(6) also briefed the Board on customer service initiatives and AAFES contingency
operations. He covered exchange support to Operations Enduring Freedom and New Dawn,
related logistics support and closure timelines as forces draw down. His briefing concluded with
an overview of exercise and disaster support efforts.
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OPERATIONS UPDATE

(b)(®) briefed the Board on AAFES efforts to grow the business, to improve productivity
and reduce costs. He also covered the impact of gasoline prices on both AAFES gasoline sales
and its impact on merchandise costs and margins.

To grow the business AAFES has added new concept shops to include Coach, Pink by
Victoria’s Secret, Michael Kors Ladies, and Dickies Men's fashions. Appliance sales will be
promoted with home delivery and installation by contracts with Sears Home Delivery; and,
technology sales with a technology buy-back program. Also, increased use of technology in
category management will help AAFES capture a greater share of shrinking consumer spending
by leveraging business intelligence software with the Santa Clara Category Management
courses in order to update AAFES’ core processes. Productivity and cost reductions are being
pursued through time supply replenishment to achieve a 49% improvement in stock turns and a
33% reduction in inventory investment. Scan based trading will go live at the end of August and
will reduce inventory carrying costs and improve sales. In logistics, transportation initiatives
include trailer tracking to improve trailer asset management and improve supply chain in-transit
visibility, upgrades to aluminum tractor wheels and trailer skirts have increased fuel mileage 5%
with savings of nearly $400K year to date. Other improvements are being made in shipping for
the e-commerce and catalog sales programs to reduce costs and increase margins.

(b)(®) presented a recap of post-fiscal analysis for projects in the 2008 construction
pregram as compared to the 2004 and 2005 programs. Results were well within return on
investment parameters. However, in view of earnings pressures and the difficult economy,
capital expenditures should be optimized for investment success. Future long range capital
programs will be reduced in terms of numbers of shopping centers, specialty stores and image
updates with emphasis shifting to sustainment rather than new construction. AAFES will also
defer larger initiatives such as the headquarters relocation and some logistics network
improvements.

AAFES has submitted a request through the military departments to OSD to issue commercial
paper — short-term debt instruments widely used to optimize debt financing. This additional
credit source will help diversify AAFES’ debt portfolio which supports the Military Star Credit
program for customers and reduce borrowing costs.

OIGEOZEAN asked about potential savings, efficiencies, and costs associated with other
options. (IO briefed the Board on initiatives of that nature being explored by the
Executive Fezzle Board (ERB) (QIQRMIESY said he would undertake exploring the Chairman's
suggestion in that venue. The Chairman also asked AAFES to re-look its position on remaining
in distribution centers at Giessen since military construction appropriations are not available to
build new facilities at the Army's Germersheim compound. A briefing will be prepared for the
Board, previewed by the Finance Committee, and will address all costs and approvals
necessary to stay at Giessen.

FINANCE COMMITTEE REPORT

OIOLNEISE representing ((QIORE1I%: 16 who is convalescing, asked AAFES’ Chief
Financial Officer, ((QIORMOER, to provide the Financial Status Report.
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Financial Status Report

As background, (QIORIEE provided a comparison of AAFES 2010 and 2011 financial plans
as adjusted by the Board. He then addressed AAFES financial results year-to-date through
June 2011, Sales increased due to rising gasoline prices and gasoline sales volumes. Without
gas, sales are down compared to plan, due to customers changing their spending patterns in
reaction to increases in gasoline prices and food costs. Both increases are limiting purchasing
power and forcing customers to be more selective when making shopping decisions.

Finance revenue increased due to a higher than projected MilStar receivable balance, which
was a result of an increased number of active MilStar accounts as well as increased usage.
Concession income decreased due to multiple troop deployments and relocations. While
overall expenses were below plan, net earnings have decreased primarily as a resuit of
narrower margins as explained. (QIQRLNEIE also reviewed dividends paid to date. While
Class Six earnings and dividends were below plan due to higher cost of goods sold and lower
margins (increased prices from fuel costs) core dividends were over paid due to the overall
earnings depression and the normalized core dividend payment method. Overpayment
amounts were highlighted and will be trued up after year end.

(b)(6) requested that future briefings provide greater insight into the impact of gasoline
ccot fluctuations on earnings and dividends. He suggested that the Board be provided with a
presentation separating results of operations with and without gasoline sales. [(9I@)]

suggested that detail be previewed by the Finance Committee and elevated to ihe Board at the
Committee’s discretion.

Lifestyle Center — Joint Base San Antonio/Fort Sam Houston

(b)(6) Privacy Strategic Planning and Partnerships presented an
update of the Community Development Initiative, its pilot project at Ft. Bliss, progress on the
project at Joint Base Lewis-McChord, and a decision briefing on developing a Life Style Center
for Joint Base San Antonio/Fort Sam Houston. He reviewed Community Development Initiative
pilot program objectives and transforming installations which offered opportunities to explore
alternative retail models used in the private sector. Included in his review were discussions of
improved returns on investment and challenges in the current retail environment.

(b)(6) updated the Board on the Fort Bliss pilot project which has enhanced the quality of
iife for Fort Bliss soldiers and their families. He also discussed improving financial returns that
have resulted as tenant occupancy has increased, despite a difficult economy. At Joint Base
Lewis McChord AAFES is currently completing “65% design.” As part of the approval process,
AAFES is obtaining Letters of Intent (LOI) from the third-party tenants and anticipates submitting
a Public Private Venture request in the fall of 2011 to the Department of the Army for approval.
With an anticipated 10 to 14 month period to obtain subsequent DoD and Congressional
approvals, AAFES believes it will come back to the Board in either November 2012 or February
2013 for approval to construct.

(b)(®6) proceeded to detail for the Board the Life Style Center project for Joint Base San
Anionio/Fort Sam Houston which integrates the Exchange, Exchange operations, third-party
tenants (including a multiplex movie theatre and casual dining restaurants), and traffic-driving
amenities and events. He discussed the multi-phase construction approach which will allow
AAFES to continuously pravide goods and services to the Fort Sam Houston community
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throughout the construction cycle and sustain existing revenue streams with little to no
interruption. Phasing of the project also allows for timing to match third party leasing. Mr.
Immler completed his briefing with a detailed review of project finances in comparison to
sustainment alternatives otherwise required to meet service minimums. In closing, he noted
that the Finance Committee had recommended a motion to the Board to continue with design of
the project.

After discussion and consideration by the Board, [((QIG)] moved as below and [((QIG)]
rose to second the motion.

Motion: The Board of Directors gives conditional approval to continue development of a
Lifestyle Center pilot project at JBSA-FSH in a phased approach as follows:

a. Development to include completion of a 100% design. that would allow options to move
forward with all or part of the proposed project, obtaining letters of intent from potential
tenants and seeking HASC and SASC approval.

b. Subsequent AAFES Board of Directors approval will be obtained prior to moving beyond
the design stage. Based on the Fort Bliss results, the alternatives may include a delay in
the entire project, moving forward with only part of the proposed project and considering the
rest at a later date, or a change in scope/concept.

The Board unanimously approved the motion.

STRATEGIC TALENT MANAGEMENT

(b)(6) Privacy , Senior Vice President for Human Resources briefed the Board on AAFES
management of strategic talent. Her presentation included talent management plans and
strategies, critical leadership positions, how selected critical positions responsibilities are
matched with leadership credentials. She spoke to how AAFES is “building the bench” by
development to advancing existing employees and to recruit to fill gaps with targeted hires.

(b)(6) provided the Board an assessment of the AAFES workforce, noting that almost half
of the 43,514 exchange associates have a military connection and that AAFES has diverse
associates serving its diverse customers.

AUDIT COMMITTEE REPORT

(OIGIHIAEISE, Audit Committee chair, introduced [(QIE) , Director of AAFES’ Audit Division.
(b)(6) reviewed for the Board AAFES’ exteraal cudit results and findings from two internal
audil projects on AAFES gift cards and payment card industry (PCI) and personally identifiable

information (PIl) controls.

The AAFES Certified Public Accountants, Ernst & Young, LLP briefed the Audit Committee on
observations and the results of their audit of AAFES 2010 Financial Statements and Military
Star Program. Overall, AAFES conforms to Generally Accepted Accounting Principles (GAAP)
and no material weaknesses were identified. Two deficiencies were noted in accordance with
government audit standards on timely capitalization of AAFES IT projects and certain
adjustments to cash balances.
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(b)(6) also provided a summary of work done and findings and recommendations on
iilernal audits of AAFES gift cards and payment card industry (PCl) and personally identifiable
information (PIl) controls. Included were management’s actions and the status and estimated
completion dates of those actions.

ADJOURNMENT

The Chairman asked for any further comments, thanked members for their participation and
adjourned the meeting at 1330.

SUMMARY OF MOTIONS

1. Board minutes of 19 May 2011 were approved,

2. The Board of Directors gave conditional approval to continue development of a Lifestyle
Center pilot project at Joint Base San Antonio-Fort Sam Houston in a phased approach as
follows:

a. Development to include completion of a 100% design, that would allow options to move
forward with all or part of the proposed project, obtaining letters of intent from potential tenants
and seeking HASC and SASC approval.

b. Subsequent AAFES Board of Directors approval will be obtained prior to moving beyond
the design stage. Based on the Fort Bliss results, the alternatives may include a delay in the
entire project, moving forward with only part of the proposed project and considering the rest at
a later date, or a change in scope/concept.

SUMMARY OF FOLLOW-ON ACTIONS

1. Provide the Finance Committee with a presentation separating results of operations with
and without gasoline sales.

2. Prepare a bnefing for the Board, previewed by the Finance Committee, which will address

all costs and approvals necessary to stay at Giessen.
(b)(6) Privacy

APPROVED:
(b)(6) Privacy

6 o7 2088

Chairman
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The Acting Chaiman (S on 16 November 2011 at 0754 in the Boardroom, HQ
AAFES, Dallas, Texas, called the 266th meeting of the AAFES Board of Directors to order.

ATTENDANCE

MEMBERS PRESENT: ]
(b)(6) Privacy and DoD Names List

ALTERNATES PRESENT:
(b)(6) Privacy and DoD Names List

MEMBERS AB 3
(b)(6) Privacy and DoD Names List

(b)(6) Privacy and DoD Names List

BOARD PRESENTERS:
(b)(6) Privacy and DoD Names List
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OPENING COMMENTS BY THE CHAIRMAN

After((QIG)I, Board Executive Secretary noted a quorum and confirmed proxies, the Acting
Chairmar, (OIS , opened the 266th meeting of the Board of Directors. He welcomed
and thanked all members for attending. He noted there were a large number of alternates present
and recognized that many members were absent due to ongoing issues in DC.

APPROVAL OF AUGUST 17, 2011 BOD MINUTES

asked for comments and a motion to approve the minutes of the 17 August 2011
mieeling. Minute comments and questions included an inquiry from [(9I®)] referencing the status
of the Joint Base Lewis McChord lifestyle center request. A draft rejuest is still being socialized
through the Services. Once the draft is approved, the formal submission will be released for
coordination. Estimate this will happen tate February, early March. [{(9IQ)] asked about the status
of commercial paper submission. AAFES is still awaiting OSD approvai. The transition process will
take multiple years to implement. However, it will provide shorter and better financial returns and
borrowing options. Further updates on commercial paper and borrowing initiatives will be discussed
during the Finance Committee presentation.

Motion: The Board of Directors approved the minutes of the 17 August 2011 meeting.

(WIEOM moved to approve the minutes and [(9I()] rose to second the motion. The motion was
unanimously approved.

AAFES COMMANDER’'S REPORT

AAFES Commander,m briefed the Board on the current Exchange environment and the
organization’s strategy io :meet the challenges of the future. He discussed organizational focus,
including category sales trends and preparation for the upcoming holiday season. An update on
contingency operations and the way forward included the proposed post Irag Exchange support
pian. He presented the deployment to employment DVD and detailed how mobilization centers were
beneficlial in reaching Guard, Reserve, Retirees and Family members. Also included were
Command Group travels over the last few months, an operations update on Japan, Forces reduction
and Korea, Business to Business initiatives and opportunities and Exchange Co-Op efforts board.

(b)(6) noted that AAFES and many other major retailers anticipate a sales curve for the last
four months of the year in preparation for the holiday season and that it is imperative that the stores
are set right in preparation for the upcoming hotiday season. Command group and senior level
exchange visits review and reinforce preparedness of facilities to include inventory and associate
support for the upcoming selling season. The visits also enable outreach and community relations.
The outreach program reached more than 50K Guard and Reserve members last month. The
average outreach retum among the three CONUS regions is over 14%. The average retum rate in
the commercia! world is 5%. [(I®)] asked if the outreach returns were in stores or the dot-com
world. [WIEG)] responded iivz return lifts were both in the stores and in the dot-com world.
However, the largest lifts were in the stores, which added to lifts in other areas of the business like
food and concession operations. The outreach target is to contact 600K members per month.

Next, [(91E)] provided an update of the contingency operation and the proposed post Iraq
AAFES support plan. AAFES will continue to have an enduring presence and provide support fo the
remaining OSCi and DoS embassy personnel. Levels of support, associate protections, payments’
responsibility and specific locations are contingent on approval and agreements that are still being
worked at the OSD, and DoS senior levels. Wasked who pays the bill for the sites

remaining in fraq. [(QI®)] responded we: are still working on authorizations and payment letters
for authorization. [(QI©)] questioned how this will impact the organization’s finances.

(OIGM responded thzt it is too early to tell. The projection is that they will be break-even oparations.
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However, without specific population numbers and shopping pattems it is difficult to predict who will
shop. For this reason a very conservative approach is being taken. The operations may add sales; it

is just too early to tell.

% then detailed the organization's strategic global posture. This included a partnership

il Army to utilize demaobilization sites to perform outreach and expansion of the autharized
shoppers’ customer base. The desire is o deliver a clear message about the benefit and heighten
awareness of availability and offerings. [(9I(9)] asked if there was standard outreach marketing
available[()1()] responded that ther» are several different options for the various audiences.
The caresr cpportunities overview included statistics on spouse hiring {(over 5000), promotions (over
1000) and deployments (over 60} as well as the continued emphasis on veteran and reservist hiring.
AAFES is number five on the Top Military Spouse Friendly Empioyer fist. AAFES has hired over
13,400 spouses, dependents, retiree, guard, and reserve associates. {(OI®)] wanted to know if
there is an outreach strategy to get to the retiree population. [(QIORLINEWY r2sponse was yes, there
are 11 organizations targeted in the retiree community. Next, the Commander showed a short videa
of the benefits of working for AAFES, which is used in muitiple media outlets. [(QIGARINES]
questioned whether the reserve community would be given the video and if it would, could it be
possibie to get a copy. ((QIQ)] said yes, there would be distribution to the reserve community
and copies were provided (o 2l BoD members present. The Commander then briefly spoke about
AAFES recently signing an updated MOA with the Government of Japan. The new agreement
renegotiated the funds giveback rate and corrected a 9% overpayment, which offers the arganization
an annual benefit of over $3M. He noted that Force reduction will minimally influence AAFES
financials in 2012 and 2013; however it may have larger impacts in the out years.

(b)(6) briefly discussed the ongoing issues with the proposed Korean wages increase. While
2 decision has been made, AAFES is ready either to pay the increase or to provide support if there
is a strike. Continuously working with the Command elements to ensure AAFES is ready to support.
asked what the effective date is. The Commander's respanse was that no date has
been provided as negotiations continue. (1) added the percentage is relatively small when
compared to the total wage cost due to the wage scale for the area.

Fo!iowing the discussion on the strategic global posture the Commander then spoke about Business

how the B2B initiatives are being marketed to ather agencies. (91Q)] <xpiained that AAFES
uses multiple approaches to include direct contact with specific precurement officials. ((9IG)]
noted E commerce coilaboration and upgrades to the dot-com system wouid provide better support

and enable better connections. AAFES Deputy Commander, [((QIORIE8E commented that as the
budget continues to tighten and APF dollars shrink this is a great solution for units to save money.

The Commander concluded his presentation with updates an the Exchange Coaperative Efforts
Board and other partnerships. These caoperative efforts and partnership enable the teams to work
together to increase efficiencies and grow the business. Four key focus areas the cooperative board
will review are logistics, non-resale procurement, private label merchandise, and legislative and

policy issues.

COMMANDER’S CONSULANT UPDATE

onsuitant to the Commander [(IERBEI ol 10 R md (oI -E TN s 111 [=To =]
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OPERATIONS UPDATE

(NGORAVEI AAFES Chief Operating Officer, provided the Board an update an AAFES
operations. [(9IE)] briefed the Board on AAFES sales and cost savings efforts and initiatives
designed to jrow e business, ta improve productivity and reduce costs. Sales growth focused
initiatives are across numerous business operations and include concept shaps in the soft lines and
hard lines departments, consumables and food, Business operation improvements focused on a
partnership with DeCA for bread delivery, expansion of the dream machine sustainability program
and completed branding prajects at select installations. Continued focus an custamer relationship
management (CRM} will support growth of the customer base and provide a more analytically driven
approach to sales, marketing and customer preferences. CRM will help to market to and address
specific needs and interest that sends consistent marketing messages. This goal is to use the data
to capture the emerging customer and become mare customer centric. The organization wiil also
cantinue to update and upgrade ecommerce attributes that will enhance the website and provide

greater oniine fulfiliment aptions. [((IG) asked what prevents the Exchange from connecting
and capitalizing an the known cusicirier base. (1G] responded that we cannot send

marketing material to customers unless they ozf in. ASER authorizes limited marketing mailings per
year. New CRM and additionat data mining fram MilStar account holders atiow more access to
current customers. He added we are constantly looking for ways to grow internet and e-commerce
presence. '

Improving productivity and reducing cost encompasses gross profit gain strategies that will improve
business operations and contribute to bottom line results. These include scan base trading,
sustainability food manufacturing, sign kit recycling, compute to plate, long range capital program
reduction, real estate cost savings, energy savings ad project pracess improvements.

FINANCE COMMITTEE REPORT

The Finance Committee presentation included presentations on the current financiat status of
AAFES, the Annual Financial Plan for 2012 and post fiscal analysis of AAFES' capital projects. Mr.
OICHZEEE. AAFES Chief Financial Officer, provided briefings on the financial status and the
annual financial plan for 2012. (IO RENEI4Y , Real Estate Division
provided the post fiscal analysis briefing.

Financial Status Report

(OICYEER presented AAFES’ key financial results for the current retail year through retail fiscal
year (FY) September 2011 and that same period in 2010. He detailed the difficulties facing AAFES
in these tough economic times, key anomalies and steps being taken to make adjustments. The
impact of gasoline prices on AAFES gasoline sales and margins and other retail margins were
covered. [(DIQIRHRERY explained while revenues exceeded plan and prior year due to increased
gasoline sales high oil prices have eroded margins and planned earnings. Margins were tight in
gasoline and electronics, which contributed only 11% of margins but comprised 36% of the total
sales volume. While tight margins reduced eamings; tight controls on selling, general, and
administrative expenses have also offset reduced margins. [(91©)] commented on further
actions being taken to further offset margins. These include iigl: sizing inventaries to reduce
markdowns, ongoing staffing reviews, travel expense reductions and a strategic review of capital
projects to postpone them whenever passible. [(QIQ) asked whether or not the savings on
travel take into account travel to conferences arid mneetings. [((QIG)] responded that yes, often
vendors pay far booths to attend conferences these payments cover most of the cast. We are
constantly looking at ways to cut cost. BoD members commented on how we must find ways to
better leverage sales and eamings. The focus must be more on ather categeries that have higher
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margins and less reliant on gas sales. (1G] commented how the new fuel quest tool allows
purchases that are more efficient.

Annual Financial Pian

(NGORVEY continued with the presentation of the Annual Financial Plan (AFP) for 2012 by
reviewing economic trend data and customer confidence metrics provided by University of Michigan
studies. He provided on assumptions used to develop the FY 2012 financial plan. Key impacts
include empioyee benefits, increased benefit cost, and revised actuarial estimates driving those
changes. ((QIGRIEIRY completed his briefing by discussing planned earnings and dividend
projections. He noted these estimates were based on a conservative scale, were in line with history,
and were realistically based on key impacts forecast for 2012. Several BoD members had questions
on how the AFP would impact dividend payments. [(I(©)] asked how the proposed 3.5%

increase would impact the 1% limit set by policy. [(9IG)] , Senior Vice President, Human
(b)(5) Deliberative Process Privilege

_ Agreement to conditionally
approve the plan was suggested due to outstanding questions on the 3.5% merit increase built into
the plan.

Motion: The Board of Directors approve the FY 2012 Annual Financial Pian

(b)(6) proposed approval of the AFP with the exception of the 3.5% merit pay increase portion,
which will not be approved until analysis is provided and approved by the BoD. On second by Mr.
(OIGI the Motion was passed unanimously.

Post Fiscal Analysis

(b)(6) Privacy Real Estate, briefed on the Post Fiscal Analysis of
Capital Program projects required by DoD policy and Board resolution. He said that more importantly
the post fiscal evaluations provide feedback to refine future project investments.

(b)(6) noted the key metric used was the project’s internal rate of return. He discussed the time
pariods and methods used to compute the lift in sales and earnings which are calculated against
actual construction cost to yield the internal rate of return (iRR). m presented the results of
the 2007 projects analysis in terms of business class (e.g. Main sioizs, Shoppettes) and by
individual project. Overall, the analysis demonstrated the project investment decisions contributed
positively to AAFES mission achievement. Overall, the year three actual IRR of 8.5 percent
exceeded the Board's approval expectations of 7.1 percent for the portfolio. {(9IG) provided the
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Board further details by facility category for the 2007 analysis and a review of programming errors or
other factors that contributed to projects not meeting or exceeding the projected IRR.

(b)(6) pointed out the good news stories further validates why capitalization is vital and not a
sheime positive. We must maintain the footprint and keep it fresh and inviting to the customers.

AUDIT COMMITTEE REPORT
(b)(6) introduced [(OIQ)] Director, AAFES Audit Division, to report on internal and

Gteraal audits conducted since the fast meeting.

m briefed the highlights of the external peer review results. He discussed the background
and requirements for an external peer review every three years. He stated the Navy Exchange led
the peer review and that the AAFES division received the highest possible rating of “PASS”. Mr.
then discussed the contents of the {etter of comment, which identified two recommendations
o wmprovement. The two recommendations were to establish formal written procedures for non-
audit services and the need to revise guality assurance checklist to ensure methods and audit
procedures that are more clearly explained in audit reports. The audit division concurred with the
recommendations and plans to have new guidance completed by late January 2012

(b)(6) also provided a summary of work done, findings and recommendations on internal audits
ot AAFES purchase in transit and in-transit merchandise loss controls and Central region. He noted
both internal audits revealed opportunities for improvement and that several corrective actions were
taken during the actual audit. He also reported that additionai management actions were planned.
(b)(6) added that required corrective actions against managers would aiso be addressed.

BoD DATES for FY 2012

(IO Executive Secretary, proposed Board of Directors meeting dates for FY 2012, The
proposed dates were cleared with both the Board Chaimian and Ranking Member. Scheduling of

Finance and Audit committee mestings will be in advance of the Board meetings. (1)
motioned to approve the proposed BoD meeting dates for FY 2012, sgiondaed the
motion. The BoD unanimously approved the motion.

FINAL COMMENTS AND ADJOURNMENT

The BoD members were provided copies of the 2010 Annual report and marketing tabloids for the
Thanksgiving shopping weekend

UPDATE ON SELECTION OF NEW AAFES DIRECTOR/CEO

(b)(6) led a Board member only discussion on the selection of the new AAFES Director/CEO.

(b)(6) introduced the idea of using a Special Government Employee (SGE) and a Search Firm
@mm motioned to
seccnced the motion and the

0 assist in the search and selection process of the new Director/CEQ.
approve the use of an SGE to support the CEO selection. ((QI®)]
Board approved the motion.

ADJOURNMENT:

The meeting adjourned at approximately 1315 hours.
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SUMMARY OF MOTIONS:

1.

Board minutes of the 17 August 2011 meeting were approved.

2. The Board of Directors conditionally approved the FY2011 Annual Financial Plan.

3.

FY 2012 BoD meeting dates were approved.

SUMMARY OF FOLLOW-ON ACTIONS:

1.

U S

Why to work for AAFES video provided to all BoD members.

Corporate review of capital programs, profitability and capital expenditures balance,
What the organization is doing to grow the business, do projections align with current
climate?

Further analysis of the proposed 3.5% merit increase.

Update on Europe distribution center.
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The Chairman called the 267th meeting of the AAFES Board of Directors to order on
15 February 2012 in the Boardroom, HQ AAFES, Dallas, Texas.

ATTENDANCE

MEMBERS PRESENT:
(b)(6) Prlvacy and DoD Names List

ALTERNATES PRESENT:
(b)(6) Privacy and DoD Names List

SECRETARIAT:

(b)(6) Privacy and DoD Names List

BOARD PRESENTERS:
(b)(6) Privacy and DoD Names List

3
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OPENING COMMENTS BY THE CHAIR

A quorum being present, the Chair, opened the 267" meeting of the Board of
Directors at 0802. He welcomed and tharked the Board members, the AAFES Commanding
General and the AAFES team for all of their hard work and dedication. Since this was his first
meeting, he asked[(9I®)] Executive Secretary of the BoD, to provide an overview of the
BoD procedures. [(IQ)] provided a presentation on the state of the Amy, post budget
cuts. The overview fccused on balancing factors used to sustain the total force structure,
enable near term readiness and promote innovation and modemization{QIQIMIael stated
several decisions would depend on population and troop movements. He then directed the

Board Members to the ten G-4 focus areas on his slides and couched this discussion within
the Army’s mission and roles — Prevent, Shape, Win —~ from Army Chief of Staff.

reminded all that the goal of the Exchange should be to connect the AAFES
pusiness model with the mission and coordinate with senior leaders on installations. @!
commented that the populations should align with business opportunities an
- adjusiments based on future requirements.

followed [QIQI ith a presentation on the strategic environment of the
- Air Force. He began h.s presentation by stating there is an aggressive prioritization pursuit
with the goail of balancing what is needed versus what is provided. The AAFES dividends
continue to be crucial in providing support to services programs funded with
nonappropriated funds as Air Force seeks to fund core program requirements with
appropriated funds. [ [l stressed the importance and necessity for AAFES and
DeCA to create synergy and work together to the greatest extent possible. He commented

that AAFES has greai business models; in particular, the Lifestyle Center at Fort Bliss is
great and works well for large populations. He also exi ressed the need to not ignore

smaller installations and to modemize those as well[{QIORMIEE said the goal is to provide
additional support to smaller and medium [ocations with online .com alternatives. He also
emphasized that we must continue to defend the benefit and that AAFES is preparing key
analysis on why other retailers cannot do what we do. [DIQJJJJ] commented that without
the AAFES dividend, Army MWR would have a very lirnited capital program.

(b)(6) continued the meeting with the introduction of four out of session items.

OUT- OF-SESSION ACTIONS
There were four out of session actions since the 16 November 2011 Board of Directors
meeting:

Approval of 2012 Budget for Individual Pay Increase and Revised FY 2012 AFP
Approval of AAFES CEO Selection Process

Promotion to AAFES Senior Rates —[(QIGRLNESY
Appointment of Acting CEO —[QIORMINEIY

There being no comments on the out of session items the meetings proceeded.

AN~

- APPROVAL OF NOVEMBER 2011 BOD MINUTES

(b)(6) asked for any corrections or additions to the minutes of the 16 November 2011
meeting. There being none, (b)(G) moved the minutes be approved. The motion was
seconded byﬁ Tnhe Board unanimously approved the minutes.

4
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AAFES COMMANDER’S REPORT

The Chairman asked the AAFES Commanding General, RISl for his report to the
Board. began by noting the addition of Operaticii Be Fit to the agenda. A copy
of the pubiicalion detailing the numerous, proactive initiatives AAFES has implemented was
provided to all BoD members. He then updated the Board on AAFES leadership visits to
exchange locations. He noted how some of the visits coincided with significant events, such
as the grand openings at Shaw AFB and Fort Carson[IQYRINER e xpressed that there has
been good feedback from customers, installation commanders, spouses and surveys. The
goal is to continue to highlight the great things AAFES is doing to support the military
communities, continued focus to grow the business, add new patrons, offer deals to our
customers and increase the dividend. One example is fixed gas prices in Alaska reduced
the price by 14 cents per gallon. He also stressed that AAFES will continue to work with
health services on the DMAA issue. commented that AAFES did a great job
by moving quickly to remove products containing DMAA from AAFES shelves. W
added there is an ongoing clinical investigation and AAFES should continue to do what is
necessary to protect our Soldiers.

then touched on business pariner interface engagements held since the last
meaecing. Harley Davidson contributed significant sales and added two new bikes to their
inventory [QIGII 2sked about the bike safety programs. responded that
items are avaiiable both in stores and online. In addition, custornesis receive a 20% discount
on bike safety merchandise. There are also more products available for women. AAFES
grew Green Bean Coffee locations in deployed areas. expressed concern that
S&P (Standards and Poor’s) proposed downgrading of AA-ES' credit rating wouid result in
increased borrowing costs. asked if the S&P downgrade was a function of
being a product of the gove:rimisrit, connected to the government. Chief Operating Officer
(ele]e)) (D) (6) responded that it was connected to the larger government but was
confident tha!l AAFES would prevail in the appeal process.

proceeded to update the Board on Black Friday weekend results and financial
iactors of the holiday sales season and noted promotional sales were up 9% over {ast year.
LIOIZIEEIN = sked if less than 10% is lagging industry. The CG and COO said no,
AAFES is aligned with industry. (QIORMIEIVANN commented that there needs to be further
growth in the “.com” businessK&IQ)] commented that it is not easy to navigate on the
AAFES website. (OIG)] comnented that it is an old system and there are constant
updates and injtiatives planned for improvements.

continued his presentation by describing efforts to ramp up AAFES stores in
Afghianistan to meet the USFOR-A Commander’s requests for increased Exchange
facilities. noted that approximately 255 containers are stranded in Karachi;
however, £0% of the containers that go through the Northern routes are making it through.

then reviewed legislative and policy issues that are necessary to protect the |
Excihiange systems resources and promote growth. These inciude 3% withholding, defense
business system over $1M, Federal Finance Bank and commercial pape QIS also
shared with the Board the results of the AAFES retiree survey noting the commitment to
emphasizing the life long benefit and connection to our retirees. provided the
results of the retiree survey and noted there was a 13% Increase in the number of retiree
shoppers. suggested AAFES should be careful about the strategic
communicalion rnessage and shouid focus on the active duty benefit.

5
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(b)(6) ended his presentation by noting that ail Board members were provided a copy
ol the 2016 Strategic Plan and that Chief Operating Office, (QIGRMIEICE, would provide
more details on initiatives and strategies during his upcoming presentation.

CONSULTANTS REPORT

(b)(6) Privacy Consuitant to the Commander (QIERPE e IVR (ol
Privilege

(b)(5) Deliberative Process Privilege

OPERATIONS UPDATE

(b)(6) Privacy , Chief Operating Officer, reported to the Board on AAFES operations.
Different store sizes use analytics to right size merchandise for that specific installation.

(b)(G) commented that strategic commumcatlon should be more focused on senior
OC L]

(b)(5) Dellberatlve Process Privilege e

(b)(5) Deliberative Process Privilege

An overview of marketmg initiatives included promotional tabloid analysis, digital media
networks and digital ,.(b)(5) Deliberative Process Privilege

(b)(5) Deliberative Process Privilege

The presentation continued with examples on how AAFES is a value to its customers.
Examples provided included average market basket savings, which average between

B
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20-50% lower than competitors, asked why Wal-Mart is used as a comparison
and responded that AAFES customers compare us to Wal-Mart.
asked, what percentage of AAFES employees are currently serving or are retirec. [dr.
W responded roughly 7% or 8% are retired and over 30% are service member's
spuuzes. He said this was a huge data point.

also briefed the Board on AAFES’ efforts to re-brand online shopping with
improved web page design with robust online product images and video, on a diagnostic
assessment of its customer research management efforts and the Customer Satisfaction
index improvement for 2010. AAFES CSI was up a peint from 2009'to 76, the highest
Exchange score to date.

(b)(6) concluded his presentation by noting this was a quick overview of the many
iriuatives in the works. He then assured the BoD members that AAFES is taking a very
proactive approach to optimize technology to grow the business.

FINANCE COMMITTEE REPORT

FINANCIAL STATUS REPORT

(b)(6) Privacy , Chief Financial Officer, reported the events of the 20 January 2012
finance committee meeting. [((QIQ) provided the Financial Status Report and addressed
AAFES financial results to dale ihrough retail fiscal year (FY) December 2011.

stated sales were up 3% over plan and 6% over last year, and that while sales
continue to show a positive trend over plan and fast year, the Exchange has fallen short of
planned earnings. The shortfall was a result of higher gasoline and commedity prices.
Operating expenses continue to be controlled and are below plan. Based on the resuits,.

projected that 2011 results would be between $282M-$307M and noted that the
safety net will cover some of the projected earnings shortfall. [(9IQ)] detailed factors
that impact results include: lower finance revenue and concessioi: income, gasoline prices,
and consumer spending habits. Concession income is down due to Irag and Afghanistan;,
sales lost due to the closures in Irag have not materialized in Afghanistan.

AAFES revenue mix has shifted since last year as gasoline prices continue to increase. Due
to more competitive pricing, gas sales have increased from 16% to 21% of total revenue.
However, as more of the wailet share is going towards gas purchases, consumers are
altering their spending patterns, opting to reduce their discretionary spending. Non-gas
sales have dropped from 78% to 74% of total revenue. Exchange gas margin for YTD Dec
2011 was 5.5%, while non-gas Margin for YTD Dec 2011 was 26.6%. The Exchange Credit
Program, ancther key source of revenue, is shrinking as consumers are opting to pay off
their balances at a faster pace.

reviewed earnings and dividend highlights versus the prior year and key
anoinialies. Total dividends paid through Dec 11 are $191.5M, which is $3.4M below the
Plan. The $3.4M breaks down as Army $2.1M below Plan and Air Force $1.3 below Plan.

~ Projected year-end resuits may result in overpayments of $6.9M for Army and $4.0M for Air
Force.

The presentation continued with an overview of key target points AAFES uses to reduce cost
and control expenses. These include retail pricing and inventory right sizing, staff reviews,

7
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travel expense cuts and project postponement. The real estate capital expense budget has
been reduced, and as a result, depreciation is estimated to be reduced yearly over the next
seven years[RIOIRIERY added AAFES is also working to grow the business in high margin
areas as well as provide customers what they want and noted interest expenses will go
down with the implementation of federal finance banking and commercial paper.

presentation concluded with an update on the commercial paper program and a
regucst for Board approval to implement the commercial paper program. The approval is
required prior to implementation due to the Moody’s credit rating requirements. h
asked about the advantages and risks of commercial paperw responded the
advantages are better interest rates, less risk and that they are cpen and very fluid. The
risks include market trade restriction, since market dealers cannot go out to the public they

must work with limited buyers. [(QIC)] continued to field guestions and provided
(b)(5) Deliberative Process Privilege

After a motion
and a second by (QI®) , the Board unanimously approved the

Mgction: The Board of Directors authorizes a commercial paper program not to exceed the
Exchange’s committed lines of credit.

Long Range Capital Program

SVP Real Estate, began his presentation noting that it would cover
capitaiization strategies and the metrics used to develop the FY12 LRCP. The presentation
also gave details on the internal rate of return ({IRR) and net present vafue (NPV) concepts
used to organize the program. These projects exceed $750K in construction costs or $1.5
million in total project cost and require Gongressional reporting once submitted to the
Services for inclusion in the government FY13 NAF Construction Report to Congress. The
FY12 LRCP includes seven growth and five image update projects totaling $86M. @r
QISR oted the original program dollar amount was $240M; however, due to impact of
budget cuts, such as troop movement, the program was adjusted to $86M, The overall
capital program will generate a midrange iRR of 10.6% with a midrange NPV of $14.8M.
The overarching goals are to execute a balanced portfolio of projects that support the
mission and improve quality of life.

continued by saying NPV and IRR are used to balance the portfolic. Larger
projects are often used to support the smaller projects. The Exchange, in conjunction with
Military Non-Appropriated Funded Services, established an IRR of 7% as the minimum
acceptable hurdie rate. The NPV becomes positive when the IRR is above 7%. He added
there are several analytical tools used to establish and verify the impact projects have over
time. Factors include how all projects will affect all aspects of the organization; depreciation
and the impact on the dividends are also taken into account when determining what projects
to include in the annual LRCP.

8
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then detailed how the image update program modernizes all businesses so that
m:-,y more closely reflect AAFES’ latest shopping center designs. Image upgrades generally
include replacement of fiooring, lighting, wall finishes and installation of new retail fixtures.
New fixtures are being incorporated into the store departmental layouts to allow for more
efficient displays and easier shopping for the customers.

concluded the presentation by stating the Exchange will continue to be prudent
witly capital expenditures while planning for future years. He then introduced a request for
two motions to approve the presented growth and image update programs. W
delayed the motions and requested additional information on projects from the jast five
years. He said he would like to review the 1-to-N list on all requests and completions over
the last five years. The lists were provided and the request for motion proceeded.

On Motion by [WIG)] , and seconded by [QIGELNEIOE the BoD unanimously approved
the following niotion: The Board approves the list of growth projects, as presented.

After consideration by the Board a motion to approve the image update projects (as
presented) and waiver of the viability reconfirmation requirement was made by
(QICN, received a second from [(QIG) and the motion passed unanimously.

AUDIT COMMITTEE REPORT

(b)(6) Privacy , Audit Director, provided an overview of the agenda items which included
the Ernst and Young audit plan of the FY 2011 statements, the FY 2012 internal audit plan,
and completed internal audits since the last meeting.

discussed the audit plan for the FY 2011 statements by outlining the scope of
SC"VICES provided by Ernst and Young and presented key considerations affecting the audit
such as deliverable expectations, areas of emphasis, planned audit procedures, fraud
considerations, risk of management override, and the timetable and audit approach. The
target date for the issuance of audit opinions is 1 May 2012.

then presented the FY 2012 Audit Plan for internal audit. He reminded members
of thie annual plan development process, factors considered in selecting audit topics, types
of audits performed, and sources for audit topics[QISJlj stated the Audit Division had
received 121 audit suggestions from AAFES associaies, management, and the Board of
Directors. A detailed listing of the final subjects selected along with applicable audit
objectives was summarized in the FY 2012 Audit Plan.

Next (QIG)] briefed the highiights and management actions taken on the four internal
audits coimpieted since the fast Audit Committee meeting: New Car Sales, Firearms and
Ammunition Gontrols, Loss Prevention Tools, and Anti-Money Laundering Gompliance.

(b)(6) concluded his presentation with two short video clips that noted loss prevention
toois and identified opportunities for improvement in the following areas: electronic article
surveillance, closed circuit television and fraud watch cashier dashboard systems. (9]

suggested more details on lessons learned from the DMAA recall.
(b)(5) Deliberative Process Privilege

9
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ADJOURNMENT:

thanked all for their attendance and participation and adjourned the meeting at

SUMMARY OF MOTIONS:

1. Approval of the Minutes of meeting from the 16 November meeting.
2. Approval to implement a commercial paper program not to exceed the Exchange’s
committed lines of credit.
3. Approval of the Long Range Capital Program as follows:
a. Seven growth projects as presented
b. Five image update projects with waiver of viability reconfirmation
requirements

SUMMARY OF FOLLOW-ON ACTIONS:

1. Details on where we are and where we are going on the website upgrades and
improvements, provide a better understanding of the investments and requirements
over time. |

2. More focus on engagement to educate customers, specifically senior level spouses

and Instaliation Commanders.

Further exploration of the Business-to-Business initiative, with specific focus on
marketing and selling to our lodging and privatization partners.

Lifestyle center model, what is the equivalent for smaller installations?

More communication on pricing strategy and return policy.

Strategic plan on future growth initiatives, specific details on objectives, investments,
anticipated outcomes, challenges and required services support.

Lessons learned from the DMAA recall. Suggest a process or an internal review on
ways to check and vet other products prior to adding to stock assortment.

8. Holistic look at all cash requirements and dividends.

S

™~

Executive Secretary

10
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The Chairman called the 268th meeting of the AAFES Board of Directors to order at 0946 on 16 May
2012 in the Exchange HQ Boardroom, Dallas, Texas. A closed executive session for BoD members
only preceded the official meeting. The purpose of the closed session was selection of the new
AAFES CEO.

ATTENDANCE

MEMBERS PRESENT:
(b)(6) Privacy and DoD Names List

ALTERNATES PRESENT:
(b)(6) Privacy and DoD Names List

MEMBERS ABSENT:
(b)(6) Privacy and DoD Names List

OTHERS ATTENDING
(b)(6) Privacy and DoD Names List

SECRETARIAT;

(b)(6) Privacy and DoD Names List

3
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BOARD PRESENTERS:
(b)(6) Privacy and DoD Names List

CHIEF EXECUTIVE OFFICER (CEQ) SELECTION

For the purpose of selecting the new Army and Air Force Exchange Service, Chief Executive Officer
an Executive Session of the BoD preceded the BoD meeting. During the executive session the

Chairman, [{(I®)] , introduced the topic of CEQ selection process and furned the discussion
over to QIO , Deputy Assistant Secretary of the Army (Civilian Personnel and Quality
of Life). recapped the previously approved process map, and then turned the process

over to [((WIQRMIVEWY. Managing Director of Reffett and Associates. summarized the
detalls of the process: development of announcement, posting, recruitiv::nt, numbers of

applications, crediting plan and “down select” processes. The Ad Hoc Committee is made up of BoD
members [(DIORIZIOMN, Assistant Deputy Chief of Staff, G-1, [(QIGRNEISY Deputy Assistant
Secretary of the Air Force (Force Management and Integration) and [(QIGRI%16Y

summarized their work on personally reviewing applications to include those that were not
recommended by Reffett and the Special Government Employee ((QIQRRINEI8Y ). The Ad

hoc committee then explained their rationale for their selection and recommendation for the
candidates that should go forward to the Chairman and Senior Member for interviewing.

Next, [(OI®) and [QIGREIEY e xplained the interview process and the rationate for their

selecticn. Board Members asked questions along the way and there was substantial discussion. A
motion to confirm the selection was made by [(QIGRLIEICAN and seconded by . A roll

call vote was held with [((QIOREINES] serving as the recorder. Al members 31 thair alternates

voted to confirm the selection.

OPENING REMARKS BY THE CHAIRMAN

A quorum being present, the Chairman{(9I($); opened the meeting of the Board of Directors at
0946, He thanked all members for attendirig and the AAFES team for all of their hard work and
suppont. Following the agenda, the Chairman advanced the meeting.

OUT-OF-SESSION ACTIONS
There were two out of session items:

{1} Delegation of approval authority to the Civilian Director of AAFES for project approval
authority up to $1.5M (excluding new construction over $750K, which must be approved by
Congress, via review and approval through the Services and OSD).

(2} Finance Committee approval of Express/Shoppette/Class Six Television project
(discretionary) 1o be presented to the Board of Directors.

APPROVAL OF FEBRUARY 15, 2012 BOD MINUTES

(b)(6) asked for ani corrections or additions to the minutes of the 15 Feb rua% 2012 meeting.

There being none, [DIGIRESE moved for approval of the minutes. On second b , the
Board unanimously approved the minutes.

4
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AAFES COMMANDER’S REPORT

The Chairman asked AAFES’ Commander for his report to the Board. [((QIGRL1I%:[6Y began
his report with an overview of the past, present and future of AAFES. He continued by noting how
the Military Services’ footprint had changed over the years. He stated the organization has to
embhrace change to remain relevant or it will become extinct. The mission of the organization is and
will always be to make the lives of our Soldiers and Airmen better. The way we do this is by
continuously building loyalty and providing great products, service and employees. Another key
factor to remaining refevant is a refocus on the mission of service; service is in our name, it is who
we are. [(QIOQRNZI4Y reminded the members that the original intent of the AAFES was to
provide goods and services. Our mission is a simple one driven by supporting troops. The
perception and success of the Exchange after 116 years still revolves around our ability to provide
service. The success and perception going forward will be judged by our ability to serve. He added
the decisions we make now will have a huge impact on the future of the Exchange. If we do not
remain relevant and are replaced, it will cost approx. $1.5B to do what we do now. That is a lot more
than the $23M it costs now. If we are successtul in the eyes of our customers, we will help drive
recruitment, retention and provide a relevant benefit within the military community.w

(b)(6) concluded his report with six recommendations that he thinks are imperacve o drive
fuuse relevance and sustainment. [((9IG) stated the Board needs to be participatory, directive

and provide strategic leadership, wnici: is the relevance and value added by the Board. He affirmed
(b)(8) Privacy statement that we should be constantly reviewing scenarios and impacts of
changes to the business and suggested that at the least we adopt ali of the recommendations
introduced by (1GR9 . Further to this point, [(9I&) required an updated status on
all open actions at each BoD meeting. He added that tte dividend forecast model must be
reviewed; no other business pays the dividend in advance, as AAFES does. He then asked the

finance committee to review the dividend forecast modet and bring the findings to the BoD so
options of other and better ways may be explored.

CONSULTANT’S REPORT

|(b)(5) Deliberative
Process Privilege
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OPERATIONS UPDATE

(WGOAECE AAFES Chief Operating Officer, reported to the Board on AAFES operations.
(b)(6) began his update with an overview of the business initiatives that structure the 2016

Strziegic Plan. The Plan is particularly focused on opportunities that allow us to reduce or remove
the cost cut of the operation and do even more strategic sourcing. (1G] continued by
providing an update on the Customer Relationship Management (CRi} orogram and how the
program is supporting AAFES to become more customer centric by integrating a total view of
customer information. CRM provides the ability to do more communication and electronic
messaging to target customers’ specific needs and requirements. (1G] commented it is all
about the experience with the associate and that there needs to bs rmere associate training and
empowerment to improve the customer experience with the associate. [((9IG)] commented we
are offering more soft skills training, such as “the Exchange is You”. The < training programs are
designed to match the service levels with the product offerings.[(QIG)] stated we need more
connection, maybe something on the nametags that allows custorners to connect to the associates
i.e. the state they are from or other ways to identify them with the community and highlight their
commented that associates need more expert training, black beits in the stores.
nued by stating CRM is still about two years away; however, we are experiencing
scme quick wins with associate training and learning the systems,

m then provided the objective and advantages of the Business-to-Business (B2B) initiative.
The B2B model is a profit-generating mode! with potential to provide Government Purchase Cards
(GPC) access both in stores and online. Leveraging AAFES access, convenience, and mission
strengths on milita% installations provides the potential to grow the B2B business by $350M in the

next five years. stated we must do a better job getting the GPC option to purchase at
AAFES to IMCCM and other GPC holders. (91G)]
extensive marketing campaign to spread thiz weil. noted that Air Force Services
should also be more engaged in the B2B initiative. (SIQ)] responded he would connect the
AAFES team with Air Force Services’ contracting siaif > huild a better B2B relationship.

commented that AAFES is working an

(b)(6) also briefed the Board on the Exchange Credit Program (ECP). AAFES offers three
carce '0 meet the diverse needs of customers. A new system will upgrade and enhance level of
service, eliminate downtime, and grow the program by allowing customers to get immediate
approval. The upgrade will also allow savings of credit card processing fees that will result in direct
bottom line profits. Last year AAFES paid over $90M to process other credit cards. He added
AAFES is always diligent and proactively seeking ways fc ensure they are good stewards of funds,
continuously seeking ways to reduce cost and create operations that are more efficient. One
example is the energy pilot at Fort Hood. The pilot is going very well and providing high returns. In
addition, the energy project supports the Department of Defense directive to reduce energy.

In closing, ((QIG)] noted the commitment and continued focus on supporting and following the
lead of Dol by cutting back and downsizing where applicable. AAFES reduced the 2012 long-range
capital program to $86M. The 2012 program was the smallest in a decade. Lastly, cost savings and
efficiencies in the Selling and General Administrative (SG&A) category are being achieved by more
detaj} reviews of personnel cost, the creation of process improvements, the prevention of duplication
of efforts, and decreasing TDY cost.

FINANCE COMMITTEE REPORT
Financial Status Report

(b)(6) Privacy Chief Financial Officer presented AAFES’ financial results for the 2011 retail year.
She stated sales initially show a positive trend over the Annual Financial Plan and over last year.
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Despite this positive trend, AAFES feil short of year-end planned earnings because of higher
gasoline and commodity prices. She noted sales increases are not always profit increases. She
continued by adding January 2012 sales were $26M lower due to electronics and gas sales and that
rising gas prices continue to impact and influence customers’ discretionary spending. ((9IG)]

stated operating expenses continued to be controlled and were below Plan. Net earnirigs swere
below Plan primarily due to increased gasoline prices. As fuel prices rise, our customers spend less
on discretionary items, our internal transportation expenses increase, and vendors are likely to pass
their increased costs on to AAFES. W stated the three main drivers for AAFES FY 2011
performance were: (1} the loss of nurygas sales as spending patterns have shifted (2) COGS being
above Pian due to muitiple macro-economic factors and {3) shrinking margins on gasoline sales. Net
sales were up against Plan because of higher gasoline sales. Gas sales were up due to higher
gasoline prices and increased sales volume. While increased sales are welcomed, increases in gas
sales rising from an increased price per gallon resulted in lower gross margins for AAFES. This is
because gas margins decrease as the price per gallon increases. Since gas prices are restricted by
consumer behavior, if the price exceeds a certain level customers will not buy, or will reduce their
consumption. AAFES gas margin for FY 2011 was 5.3% while the Plan margin was 7.1%. The
resulting decrease in Gross Profit was partially offset by the increased volume sold over Plan. Sales
coming from other departments with low margins also had an impact.[(I©)] asked that in the
future the slides be shown with and without gasoline sales so they show rmeaningful comparisons.

(b)(6) continued her presentation by providing an overview of the Exchange Credit Program
{E=C). Utilization of the ECP was up by 17%; however, finance revenue is 4% below Plan since
customers are paying down their balances faster. Other income is 24% above Plan due to
collections. Higher debt and changes in accounting procedures are responsible for above plan
interest and bad debt expenses. highlighted key impacts and anomalies that AAFES
expenenced in FY 11. Most significar:i contributors included Japan’s local national severance pay,
freight and transportation costs and credit card fees. She noted the sum of the anomalies would not
eaual the shorifall in eamings. They are merely to show the effect these events had on earnings..

then explained dividends earned for FY 11 were $188.5M or $24M below Pian ($15.4M Arr-y
a~d $8.6M Air Force). She added since core dividends were below Plan, the maximum safety net of
15% was paid. In addition, there was an $18.5M shortfall in the core dividend overpayment for the
year (Army $11.6M and Air Force $6.9M). Both Army and Air Force had already agreed to repay the
respective overpayment amounts[{JJi|§ uestioned how this year's dividends track with
previous dividends over the last five years responded they would gather the information
and get it back to the BoD.

(b)(6) then presented an overview of YTD April 2012 financial results and highlights. She notes
earnings continue to show a positive trend over Plan and last year. Sales are consistent with no
large variances. Strategies to improve margins are resulting in a positive effect on earnings and cost
of goods margins. The main driver for this upward trend is continued success in controlling cost of
goods sold and reducing expenses. [(QIG)] then shared additional initiatives AAFES is expioring
to reduce SG&A expenses.

She concluded her presentation by providing an update on the progress of implementing the
Commercial Paper Program and the progress in obtaining Federal Finance Bank access. Both
programs still working through the requirements process, the goal is to have at least one of the
programs operational within the next month. Both programs will provide the same rate and have
potential to positively add $1M -$1.5M monthly.

Class Six/Shoppette/Express Television

Chief Marketing Officer, (QIQRMOCIC AN presented an initiative to implement a new robust media
solution that will leverage the Exchange’s existing digital media network channel to deliver
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This new initiative design will reduce and in some cases eliminate prior issues such as, delayed
advertising, monthly duplication, and shipping expenses. The introduction of EXTV in 2005 provided
some improvements that included timely communications, but there were some limitations such as
limited advertising, and a 12-16 hour upload time. However, the introduction of Express TV will
provide the additional benefits of increased advenrtising capabilities, the ability to provide store
specific advertising, time-based (day of week), and the capacity to refresh content anytime and
synchronize It with weekly sales promations. Several major retailers with great feedback and
success are currently using this form of digital media. Particutarity, 7-Eleven reports one out of every
seven customers stop to look at what is on the screen and that of the customers observing the
screen, one out of every five report making unplanned purchases due to the digital media. They
also report a 17-35% sales increase at their stores with digital media,

(OIORHNEY presentation continued with an overview of the project timeling and pilot locations
identified for the initial rolfout. W then provided the economic benefits of implementation
include estimated return of $550\ - $83M (over a 5-year period), increase cooperative advertising
revenues and increase incremental sales (gross profit). Non-economic benefits include the ability to

provide regional advertising and target marketing capabilities to include specific Command
(b)(5) Deliberative Process Privilege

At the conclusion of his presentation, [((9IE presented the following maotion: That the Board of
Directors approve the Class Six/Shoppaiizizxpress Television Project (Discretionary). The motion
was approved by (QIORHIER]. seconded by OIE) and unanimously approved by the BoD.

eCommerce Upgrade Program

(b)(6) continued with an update on the upgrade of the antiquated e-Commerce system. The
ujzgrade will replace the 39-year-old legacy online store system, which is the core of the catalog and
online systems. The upgrade will allow for an Omni-Channe! shopping experience, leveraging state
of the art technology to increase customer order accuracy. in addition, it will decrease customer
order lead-time and introduce the ability to offer new promotional opportunities. The upgrade will
provide both economic and non-economic benefits. These benefits include estimated financial
growth of between $178 and $418M over a 7-year period, expansion and refinement of the patron
base and enhanced reporting and notification capabiiities. The upgrade will also allow options for
new business initiatives such as B2B and allow greater outreach capabilities to the Guard/Reserve
populations and communities. The project is scheduled in three phases, which includes an
aggressive progress pilan designed to generate immediate benefits. In addition, the updates will
aliow other functionality such as greater access to stock assortment and the over 18M items
available on line. The expected completion is by second quarter 2014,
(b)(5) Deliberative Process Privilege
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Warehouse Management System (WMS) Update

Senior Vice President, Logistics, [(QICIENESY presented an update on the WMS project. This
project originally briefed and approved in 2007 was scoped to replace all distribution centers legacy
systems with commercial off the shelf softwara. In May 2008, Red Prairie was awarded the contract
and the program went live at the first site, Wast Coast Distribution Center (WCDC) in May 2011.
The initial roll out faced some challenges, which inciuded significant software modifications required
to support Exchange operations and cost overruns - modifications facked schedule/cost milestones
(worked as time and materials). In 2007, the initial approved project was $31.4M. To date $29M has
been spent and the new projected project cost is estimated between $62M and $88M. [(JIG)]
(b)(5) Deliberative Process Privilege

Estimated project completion in 2016/2017 has potential to yield significant earning benefits and

nClreaseg personnet efficiency
(b)(5) Deliberative Process Privilege

AUDIT COMMITTEE REPORT
(b)(6) , Audit Committee Chair, introduced [((QIORGMICISENE Director, Audit Division, to provide

ir.¢ audit committee report. [OIG)] began his presentation with an overview of the audit division
goals for FY 2012, including the production of 15 audit reports, operating at reduced personnel
levels and monetary savings. then briefed the highlights and management actions taken
on the five projects completed sitce the last meeting: jewelry program, CONUS concession
accounting procedures, retail inventory management, trade promotion allowances, and retirement
plan management. Overall results of all audits performed were positive, and management concurred
with the recommended corrective actions and initiated corrective action plans.

INFORMATION ITEMS

noted the information items provided in the read-ahead material and
added each member was provided a DVD copy of Sustainability 2012 dated 18 April 2012,
ADJOURNMENT:

thanked all for their attendance and support. The meeting adjourned at 1337.

SUMMARY OF MOTIONS:

1. Selection of the Civilian CEQ was approved during an Executive session
2. Minutes of Meeting from 15 February 2012 were approved
3. Class Six/Shoppette/Express Television Project (Discretionary) was approved
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EXCHANGE

ARMY & AIR FORCE EXCHANGE SERVICE
P.0O. Box 650060, Dallas, TX 75265-0060
3911 South Walton Walker Blvd, Dallas, TX 75236-1598
Phone 214-312-6103 / Fax 214-465-2912

GC-C August 4, 2015

FA-15-0330
FOIA Request

This is in response to your June 26, 2015 Freedom of Information Act (FOIA) request to
the Army and Air Force Exchange Service (Exchange). The Exchange FOIA office
received your original request on June 29, 2015 and clarified as perfected on July 6,
2015 as follows.

1. Copies of the Exchange Board of Director meeting minutes for the time period of
January 1, 2006 to October 31, 20089.

2. Copies of the Exchange Board of Director meeting minutes for the time period of
May 14, 2012 to present.

3. Copies of the Exchange FOIA Case Log for the time period of 2010 to the
present.

Attached are 271 responsive pages to items number one (1) and two (2) of your
request. Names of individuals have been withheld from 124 of these pages pursuant to
FOIA Exemption (b)(6), the disclosure of which could reasonably be expected to
constitute an unwarranted invasion of the personal privacy of others. Removal of these
names is compliant with the Department of Defense (DoD) Names List Policy of 2001.
In addition, the meeting notes contain information which is pre-decisional. | have
withheld statements on 141 for these pages to protect the Exchange’s deliberative
privilege in accordance with FOIA Exemption (b)(5). This privilege is also necessary,
among other reasons, to encourage open, frank discussions regarding Exchange
polices and procedures. NLRB V. Sears, Roebuck & Co., 421 U.S. 132, 151 (1975);
Missouri ex rel. Shorr V. U.S. Army Corps of Eng’rs, 147 F.3d 708, 710 (8" Cir. 1998).



FA-13-0330

On July 1, 2015 you were notified that copies of the Exchange FOIA Case Log for the
time period of 2009-2013 are located on the FOIA reading page. You were provided
directions on obtaining these public documents. | have enclosed five responsive pages
relative to the FOIA Log for the years of 2014 and 2015. The Exchange FOIA Logs
contain information relative to FOIA requests and Privacy Act Requests. Personal
Information has been withheld on these two logs associated with the identity of
individuals placing a Privacy Act request with the Exchange. Authority for this denial is
Title 5 U.S.C 552(b)(6).

Should you have any questions relative to the processing of your request, please
contact the FOIA office at 214-312-6103.

As the Exchange’s Initial Denial Authority for the FOIA, | am responsible for the decision
to withhold the noted information to certain parts of your request. You may appeal this
decision by sending a letter to the Secretary of the Army postmarked no later than 60-
calendar days after the date of this letter. Any appeal must include such reasons for
reconsideration and a copy of this letter. Address your letter to the Secretary of the
Army, Office of the General Counsel, Thru: HQ Exchange, Attn: GC-C, P.O. Box
650060, Dallas, TX 75265-0060. Please note that your appeal should address
information denied in this response and cannot be used to make a new request for
additional or new information.

Slncerely,
/// %%Z/ZL———
Encls. DALE HARBOUR

General Counsel
Office of the General Counsel
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BOARD OF DIRECTORS

. MINUTES OF THE REGULAR MEETING
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 243rd meeting of the AAFES Board of Directors was calied to order by the Chairman on 7 February
2006 at HQ AAFES, Dallas, Texas.

ATTENDANCE

MEMBERS PRESENT:
(b)(8) Privacy and DoD Names List

ALTERNATES PRESENT:
(b)(6) Privacy and DoD Names List

. MEMBERS ABSENT:

(b)(6) Privacy and DoD Names List

SECRETARIAT:
(b)(6) Privacy and DoD Names List

AAFES STAFF:
(b)(8) Privacy and DoD Names List

OTHERS:
(b)(8) Privacy and DoD Names List

BOARD PRESENTERS:
(b)(6) Privacy and DoD Names List




OPENING COMMENTS BY THE CHAIRMAN

The Chairman, Lt Gen BIEERESS opened the 243™ meeting at 0803 hours and welcomed new board
members: LTG T HIRINED] (DCS G-4), LTG {DCG USAREUR), Maj Gen RS

(PACAF/CD), Mr. (YO EIRNES] SES (Alternate for MG ZIEEEER DAB), and Col (SIGEE
{Alternate for Brig Gen [SAIMELE >/

Exchanges. At the last meeting of the Execulive Committee the consensus was essentially the same: no
one was in favor of the proposal by the Unified Exchange Task Force, headed by Maj Gen
USAF (Retired).

Lt Genm indicated again that at this time Dr. jffi}j had neither come back to the committee with
any recommendations nor indicated what he was going to forward to the Secretary of Defense, but
wanted to share with the Board that the consensus of the group was that either the UETF proposal be
concluded or that more study was needed.

QUT-OF-SESSION ITEMS

The Chairman noted the minutes of the 17 November meeting and 8 December 05 special Board meeting
on Lodging were approved out-of-session. Absent further cormment, the Chairman said the minutes would
stand as approved.

The Chairman then called for the AAFES Commander's report.

AAFES COMMANDER’S REPORT

The AAFES Commander, Maj Gen read an e-mail from a solider thanking an AAFES associate in
Europe who ordered an AFN decoder and forwarded it, at her own exiense, to the soldier. It arrived in

time for the soldier and his unit to watch the Super Bowl. Maj Gen said that this is indicative of the
kind of people AAFES has working for it.

Maj Gen { thanked Mr. Wand Air Force Services for exceptional help when AAFES lost its
first civilian associate, a Logistics manager in Irag (Darren Braswell) who died in the Blackhawk accident
in early January. He indicated he would be visiting the AOR again soon, and would be reviewing various
issues to include training, inventory management, loss prevention, and logistics issues.

BRAC continues to be a major issue at gaining bases and posts. AAFES intends to move several projects
(Ft Drum and Ft Riley) into an accelerated approval cycle through OSD and Congress.

Maj Gen then introduced the consultants to the Commander, Mr. [ ERIEE] and Dr. Hil
(a research professor with J.C. Penney; Director, Internet retailing, Retall Management
nstitute; and Director, E-Business Initiatives at Santa Clara University). Maj Gen § then asked Mr.
i to comment on the strategic situation.

e e e Gl (b)Y (5) Pre-Decisional

Lt Gen [ERER then introduced Mr. [T (alternate for MG [FiERERRg to present the Finance
Committee report.



FINANCE COMMITTEE

Mr‘ndicated three topics would be discussed today: A brief accounting of the 18 January
2006 Finance Committee Meeting, a Financial Status Report, and a decision briefing on the Long Range
Capital Program.

A 2003 Joint AF and AAA repott [ ERBE ]

A task force chaired by Mr. QIOMERERT of AF Services {comprised of Mr. (DX EEIVEY
AAFES CFO and Mr. Army MWR C 0) continues to review options, Seven courses of action
were evaluated. The other tem that entered into the discussion was the (YRR EHWE]

The Task Force has not completed its review and

will continue to work the issue,

Mr. BIERERRY then introduced Mr. BYCHIRRERY AAFES CFO, to give the Financial Status Report.

Financial Status Report
Mr. provided a summary of AAFES finances through December 05. Very strong December
earnings significantly exceeded the previous December, and as a result made up some ground. An item
of significance is the Post Retirement Medical Expense (PRM). When Congress passed a law impacting
Medicare pan D, it provided coverage for Medicare eligible retirees in the general economy which
impacted AAFES. The Medicare prescription plan (Part D) allows subsidies to be passed on to
employers. The goal of this plan is to encourage employers who have already provided
pharmaceutical/drug related coverage to their employees to continue the coverage and not transfer that
responsibility to the Federal Government. There are two forms of subsidy: a very significant cash subsidy
provided to employers that amounts to approximately 28% of expenses, and a subsidy passed on to
insurers if the employer is providing the coverage through an insurance type situation. For instance,
AAFES self-insures just like the other NAFIs but there is an option to go to an insurance-type benefit. If
AAFES were to do that, subsidies would be passed on to the insurance companies which, in turn, would
lower costs. The decision for AAFES and the other NAFis made in early 2005 was to apply for a cash
subsidy. AAFES was told it was likely to receive the cash subsidy. The application for subsidy was sent
by the Medicare Board to OMB. Unfortunately OMB reviewed it and decided the subsidy should not be
passed on to other Government entltles With no official response, since OMB has not turned down the
NAF request, AAFES was advised{) &) i azabE st

.miu, by - P

Washington Office, and Mr. gl are [{s}l N f=R M E]

™(h)(5) Pre-Decisional
. DOD supports AA and has taken a position that, under the law, AAFES
is entitled to the cash subsidy.

Mr. m then went on with the Financial Status Report. December was a strong month for AAFES.
Year-to-date (YTD) sales are running 4% ahead of last year and 1% ahead of plan. Financial revenue
has increased by $29.2M due to the increase of the Prime Rate by an average of 187 basis points.
Concession income has increased by $13.5M, or 9%.

Higher gas sales had a positive impact on overall sales for AAFES, but AAFES lost margin on gas around
the world. In the Eastern Region gross profit declined from 8% to 6.6%, in the Central Region it declined
from 7% to 6%, and in the Western Region from 8% to 6%. In overseas areas, margins declined from
38% to 34% in Europe and 18% to 16% in the Pacific. Even though the sales price was increasing,
margins on gas decreased.

Selling General and Administrative (S&GA) expenses are up vs. both last year and plan. A 4% increase
was planned and AAFES is running slightly ahead at 5%. Several factors caused this situation: No APF
support was received this year for OEF/OIF activities and credit card fees went up $9M.,



interest and Bad Debt Expense projections are based on market projections collected from banking
partners and financial markets. Prime interest rates are expected to increase to 7,.25% at year end (a
change of 200 basis points from year end '04 to year end '05). Interest Expense is up significantly versus
both last year and plan. AAFES planned on an increase {because of its outstanding credit worthiness, it
receives very favorable rates) but it has doubled since 2004, which has driven up interest expense. Bad
Debt is up slightly but nothing significant.

Bad debt is collected in various ways. One of the most effective is that AAFES is able to collect through
the Treasury Offset Program IRS, elc¢.; xt realizes 1ha{ much of the bad debt is the result of bankrupicies
: ‘ ) Pre-Decisicnal

lb)(5) Pre-Decisional

Lt Gen SASSUIES] asked how much of AAFES authorized expenditures from OIF/QOEF were
reimbursement. Mr. said at the beginning of GY 05 a request for $53M was submitted. AAFES
budgeted $40M. AA id not receive any money related to OEF/OIF in GY 05.

The dividend picture through December exceeded last year. Mr. [l forecast that by the end of the
year dividends would fall below last year.

Sales by all Regions were up. Contingency sales were up 4%: direct marketing, internet and catalog
efforts were up 24%.

year.

| Y. I (D) (6) - Privacy [ib)(s) Pre-Dacisional

AAFES is projecting earnings for the year at $324M in comparison to $345M last year. Dividends are
expected to be $234M this year vs. $242M paid (ast year, an $8M reduction. Mr. projected that
earnings would decrease by $21M. The imbalance is caused by the Safety Net on core dividends, which
covers shortfalls up to 15% of what was projected.

Two factors that may have an impact on this are the actual inventory results for AAFES and the issue of
the cash subsidy. The financial health of AAFES remains strong and there are no causes for alarm.

program d |scussed at the Flnance ommittee meeting.

The Finance Committee reviewed 22 construction projects and five image updates, valued at over $304M.

In addition, the Committee reviewed seven projects previously approved by the Board that now require re-

submittal. Nineteen of the 22 construction projects support BRAC gaining locations, Army Modular Force

(AMF) installations, and overseas remote and isolated locations, He noted there are six shopping center

projects in this program, valued at more than $218M. This represents approximately 72% of this year's

$304M submission. He went on to explain the 7% Internal Rate of Return (IRR) customary threshold used
6



to evaluate a project's financial merit. In this year's submission the portfolio of projects will generate an
IRR of 7.13% with a net present value (NPV) of $2.33M.

The Finance Committee reviewed the details of 13 construction projects and 5 image-update projects that
have IRRs above 7%. The 13 projects have a composite IRR of 9.7% with a $21.5M Net Present Value
(NPV). The Committee also reviewed 9 construction projects below 7% with a composite IRR of 5% and
a NPV of minus $19.1M. Last year the Board approved a $122M program with a composite IRR of 6.84%
and a NPV of minus $949K.

The Finance Committee recommended that the Board approve the 18 projects with IRRs above 7% listed
below:

Ft Leavenworth, KS Activate Bookstore/FoodCt/Barber
Elmendorf AFB, AK Renovate Food Ct/Mall

Ft Leonard Wood, MO Backfill Existing PX

Ft Drum, NY Activate Popeyes

Ft Meade, MD Activate Popeyes

Osan AB, KO Construct Dual Food

Ft Bliss, TX Construct Shopping Center

Ft Stewart, GA Expand Gas

Ft Riley, KS Construct Shopping Center

Ft Stewart, GA Construct Mini Mall /Subway/Gas/Car Wash
Ft Drum, NY Construct Shpt/BK/Gas/Car Wash

Ft Carson, CO Construct Shpt/BK/Gas/Car Wash

Ft Lewis, WA Construct Shpt/Starbucks/Gas/Car Wash
Eglin AFB, FL. Image Update Shopping Center

Luke AFB, AZ Image Update Shopping Center

Ft Rucker, AL Image Update Shopping Center
McClellan AFB, CA Image Update Shopping Center
Malmstrom AFB, MT Image Update Shopping Center

Maj Gen | § went into previous discussion about population growth at Ft. Riley with Mr. Al who
was not present during that discussion. [ EREERMe =l

)(5) Pre-Decisional

b} (B)- Pivacyl( 1y )(5) Pre-Decisional

e (h)(5) Pre-Decisional )
to corroborate.

i} [B) - Priv

adl had assured him it would not be an issue

Mr. IR 2sked if there was any other discussion. LTG [ICEEEER] asked how this list matched up
with the big gainer bases or if there was a correlation. Mr. [ghtsliad indicated that there was a direct
correlation.

Mr. KUMEER] proposed that the Board vote on all but Ft Riley at this time, and vote on Ft Riley later if
additional fidelity is obtained. Lt Gen QIJNER asked for a motion.

Motion; Mr. B2l moved that the Board approve the capital projects that meet the desired 7% IRR
criteria, except the Fort Riley project which will be voted on later in the meeting or out-of-session. The
motion was seconded by Mr. and unanimously approved by the Board.

mr. EEREREES] then introduced Mr. W\ﬁce President of the Real Estate Directorate, to give a more
e

detailed review of projects with an | ow 7%, plus an update on steps taken to manage BRAC and a
review of other Capital Program Construction strategies.

7



AAFES is engaged with both Army and Air Force and overseas commands; it receives routine updates
and coordinates active projects. AAFES obtains Qverseas Combatant Command concurrence prior to
design overseas and receives Senior BOD Member confirmation prior to construction of all projects.
AAFES also participates in BRAC data calis with the Army and the Air Force.

Mr. RIS then proceeded to review the projects with an IRR below 7%:

COSTS NPV

LOCATION/PROJECT (5000) PRIORITY ($000} IRR
Beale AFB, CA
Construct Shpt/ LDC/Gas/Car Wash 4,814 13 21) 6.9%
Misawa AB, JA
Construct Shpt/Popeye’'s/LDC 10,475 20 (318) 6.1%
Ft Carson, CO
Expand Shopping Center 23292 9 {1,483) 6.1%
Kadena AB, JA {10,442
Construct Shopping Center 78,838 14 ) 4.9%
Ft Irwin, CA
Activate BK/ Anthony's Pizza 1,716 12 {(1686) 4.4%
Ft Drum, NY
Expand Shopping Center 23,334 1 {4,163) 4.2%
Yokota AB, JA
Construct ShonetlelGas 6,573 22 (511) 4.0%
Minot AFB, N
Construct Shpt/Gas/CCC/Car Wash 5,999 21 (1,014} 4.0%
Ft Wainwright, AK
Expand Shopping Center 13424 6 (1,026) 3.8%

[2{e](b) (8) - Privacy[(h)(5) Pre-Decisional _
LA (b)(5) Pre-Decisional

I8 - Privacy [ )(5) Pre-Decisional

LI ™ (b){5) Pre-Decisional

o) o) - Frvacy[(h)(5) Pre-Decisional _
B rresy (h)(5) Pre-Decisional

LU ™™ (b)(5) Pre-Decisional
for o) -rvacy (b )(5) Pre-Decisional

proceeded to review the remaining projects and then turned the meeting over to Mr.
g who recommended that the Board approve those projects with IRRs helow 7% except the
AB project to be deferred to this afterncon. The Chairman called for a motion.

Motion: Mr. EausEsimoved that the Board approve the capital projects with returmns below 7%, with the
exception of B which will be reviewed later in the meeting after receiving updated information.
The motion was seconded by LTG il and unanimously approved by the Board.

Mr.m continued by stating the Finance Committee had reviewed the details of the re-submitted

proj recommended that the Board approve those projects with IRRs above 7%.

Location/Project Costs {$000) NPV($000 IRR
t Buchanan,

Constr Shopping Center 18,080 17,826 15.8%
Ft Sam Houston, TX
Constr Shpt/Gas/Car Wash 5,959 2,496 12.9%
Hill AFB, UT
Activate Popeye's 1,416 268 9.2%

The Chairman called for a motion.



Motion: Mr, moved that the Board approve the three resubmitted capital projects with returns
above 7%, The motion was seconded by Mr. RIS and unanimously approved by the Board.

reviewed the criteria for re-submittat of an individual project if any of the foliowing conditions

+ Projected proiect cost exceeds approved cost of more than 25% {independent of currency
fluciuations)

+ Projected net present value (NPV), if approved at a positive dollar amount, drops to & negative
dollar amount )

¢ Significant changes in mission or projected troop strength not considared during initial project
development are verified

Mr. RIS then discussed the foltowing projects with IRRs below 7%:

Location/Project Costs ($000) NPV{($000) IRR
Ft Stewart, GA

Constr Shoppette/Popeye's/Gas 4,281 (1,527) 3.4%
Bellows AFS, HI

Constr Shoppette/Subway/Gas 1,975 {184) 3.2%
Eielson AFB, AK

Constr Shopping Center 28,454 (3,685) 1.0%
Cp Stantey, KO

Constr Shopping Center 10,024 (3.257) 1.4%

The Chairman called for discussion on each of the above listed projects. There being none he brought up
several questions regarding Ft Stewart and Eielson AFB. He then called for a motion:

Motion: Mr.  moved that the Board approve the four resubmitted projects with IRRs below 7%. The
motion was seconded by LTG [JJOREE and unanimously approved by the Board.

Mr. BESRIEIES] next advised that Maj Gen would like to discuss several out-of-cycle projects. Maj
Gen sl proceeded to discuss the following out-of-cycle projects:

Ft Drum, NY: Expand Shopping Center
Construct Shoppette (Wheeler Sack AAF)
Activate Popeye's Chicken

Ft Riley, KS: Construct Shopping Center

1(b)(5) Pre-Decisional

Both installations gain significant population with the arrival of soldiers and family members
associated with Base Closure and Realignment (BRAC) initiative and the Army Modular Force (AMF)
restructure.

He indicated that the Ft. Riley project (oG IaizR s o0 E]
I H< went on to discuss the four projects.

The Fort Drum active duty Soldier strength increased to 16,600 in 2005 and the total population increased
to 46,959, an overall 30% increase, with the arrival of the Brigade Combat Team (BCT) as part of the
Army Modular Force (AMF).

The Fort Riley active duty strength will increase to 18,100 and the total population increases to 58,004, an
overall 31% increase, with the anticipated 2007 arrival of Soldiers and family members as a gaining
location under BRAC and gains with AFM.

(b){5) Pre-Decisional




ISR (B)(5) Pre-Decisional . This project constructs a new Shopping
Center. [HEJIREREIGEToE]

This timeline comparison iflustrates the difference in delivery via the Normal Cycle vs. Qut-of-Cycle. Out-
of-cycle will reduce the project timeline by approximately seven months. The design-build-acquisition
process will allow AAFES to stant solicitation and construction sooner than the normal design-bid-build
process. The design-build process completes final design during the site and utility construction segment
and saves an additional five months of project execution,

(b)(5) Pre-Decisional

Ft Drum'’s increase in population has already taken place. The normal approval and construction cycle
would take until February 2008 for the Popeye's, Septernber 2008 for the Shoppette and November 2008
for the expansion of the Shopping Center to open for business. An out-of-cycle approval potentially
reduces each of these timelines by 12 months bringing the Popeye's on line in February 2007, the
Shoppette in September 2007 and the expansion of the Shopping Center in November 2007,

i indicated [ IR ERE S IE]
He indicated Mr.
" A(b)(5) Pre-Decisional IEEQ® © - Pre ERRI(D)(S) Pre-Decisional |
4 stated he
{b)(5) Pre-Decisional

| Mr. REMGEET indicated
(b){5) Pre-Decisional

BRYE " "|(b)(5) Pre-Decisional
SMA REZRLES: agreed. t Gen (b) {6} - Privacy thanked Mr. [l] {8} - Privacy and Maj Gen {145] - Py for their
briefings.

Lt Gen EACMEIES indicated that Mr. B presentation was an important briefing, particularly some of

the issues with sales in the CONUS regions,; [B)EIEGCRE RG]

. He then turned the meeting
over to Ms. RIREtee] AAFES’ Chief Operating Officer.

ENHANCE SHOPPING EXPERIENCE

The Chief Operating Officer, Ms. QM began with three topics for discussion; Industry Trends (what
was happening in December, where AAFES sales are and where some of the competition is), National
Retail Forward (NRF), a strategy firm hired to review AAFES customers habits and input about everything
involved in their shopping experience, and some of the strategies and initiatives that AAFES has made for
2006 and 2007 that will prepare it for the future.

Comparative sales in December were up 4% due to gasoline but little from regular retail. The trend in
Main Stores prior to 9/11 was an upward; after 9/11 sales trended downward as access and deployments
complicated the retail environment. Despite this, AAFES [B)EHIE G sG |

Some of the biggest growth was in the competition’s stores, suc
as Circuit City at almost 11%, Best Buy at 6%, Wal*Mart at 2.2% and Target at almost 5%. Other
retailers had challenges in December such as Sears Holding Corp (Sears and K-Mart) 12% decline,
Gap's almost 10% decline, Hot Topic (a music company) over 6% decline, and Sharper Image had a 15%
decline. All companies need to look more at their customers’ wants and needs in terms of enhancing the
shopping experience, and then try to find ways to differentiate themselves to encourage customers to
come into their store for very specific reasons.
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Big organizations like NRF survey executives every year, and for the last 3-4 years the {op priority for
most retail executives (71%j) is growing comparative sales.

e went on to discuss how {o enhance the shopping experience. [(SHEREER =0l

She proceeded to go through a
nurnber of these inifiatives that will be looked at for change. Retail Forward did a survey of 51 stores, over
33,000 customers and over 100 categories that aliowed the customer to do an interactive survey, It helped
AAFES see, by customer, their comments by categories. The survey tried to target the Active Duty customer
{AAFES most important customer). It discovered that electronics was the biggest draw in AAFES-61% of its
customers regularly shop for electronics at AAFES to fulfiil their buying needs. The top categories where
customers shopped AAFES first before buying at another retailer included Computers—67% and Electronics
(excluding computers}-57%. AAFES captures half of customer spending in electronics: AAFES-50%,
Wal*Mart-10%; Best Buy/Circuit City-6%.

(b}(5) Pre-Decisional

Furniture, appliances and electronics’ potential sales are $215M annuall
$140M, and cosmetics and accessories $99M. [N )]

Customer service is good and
getting better. 39% of those surveyed said that they thought that customer service had improved in the
last year; 57% felt it had stayed about the same. Ninety-Five percent of customers felt customer service
matched or exceeded their expectations, 55% agreed that they expected better sales assistance while
shopping in the PX/BX, and 46% agreed that AAFES was more customer service oriented.

@ -Pavacy BETLNB)(5) Pre-Decisional
i agreed and stated that (SRR

Lt Gen (b) {6} - Privacy aq reed,

{b){5) Pre-Decisional

Customers were asked what services were important to them. Number one is quick, efficient check-out-
53%. Second was price matching (Ms SRR [1s3TISY R ol (=8 DIV F]

The next was price-checking stations - over 50%
of custormers don't realize there are price checking stations. The next several items were quick courteous
returns, same price substitutes, rain checks, and help finding items in the store — 32%.

AAFES has been improving pricing perceptions for the last two years by surveying the local competition,
using market basket surveys and communicating results to the customers., Seventy-five percent of
customers felt AAFES prices were lower than the competition on brand name products every day or when
on sale; 41% thought that no sales tax figured into the price advantage; (& MR o k]

very similar in price. AAFES is pleased with the survey and is stili working with Retail Forward to get
more details to target its strategies finitely over the next year.

In the past AAFES has been a safe company taking very few risks; now it [((JIE)Ia(ER R e E S0 ]
Many customers are

very tech savvy and are considered early adapters. This particular customer buying segment is not afraid
new technology as soon as it is available. (B IMERMEEE Y]

Ready to assemble (RTA) furniture is another area where AAFES has made a major change in sales
strategy. These products were individually ordered by truckload, and stores were over stocked or out-of-
stock. This policy has changed and AAFES is now stocking this merchandise in the warehouse. The



immediate benefit is increased sales. AAFES plans a very steady growth for 2008. This new program
will compiement the current basic program and have a potential for even greater growth.

fe](b) (61 - Privacyl(h)(5) Pre-Decisional

{b¥(5) Pre-Decisional ] (orisl-FreaE Rl [le (D )(5) Pre-Decisional

AAFES has spent a lot of time on Power Zone Strategies to improve customer experience, At
— Many AAFES

customers are very tech savvy and are considered early adapters. This particular customer buying
gment is not afraid to try new technology as soon as it is available. [(SGHMEEM=o LT

(b)(5) Pre-Decisional
b} &1-Preacr (1 )(5) Pre-Decisional

AAFES wants to make it easier to shop and also make it
entertaining so custormers will stay, play and, buy more products.

AAFES strategies are as follows: [(JIE)Rag=R M=l elaF]

recognition. This is an ongoing process.

ARl then went on to discuss operational enhancements that AAFES is working

R discussed. All exchanges have TVs (in PowerZones, in

Exchange TV is another initiative Ms.
Food Courts, clothing sections, and various other locations all around the stores.) AAFES will roll out an
Exchange TV where it can produce commercials and get co-op dollars for those commercials and stream
them out to the stores. This program was launched in December and AAFES already has 15 paid
commercials scheduled for airing, generating $311,082 in cooperative advertising income.

Finally, Ms. SASEMSEI discussed building an emotional connectivity with customers: Soldiers and Airmen
who do something different than any other customers around the world. By becoming more connected
with those customers, AAFES also becomes more relevant and builds a reason for them to come to us. If
they feel there is a reason they should buy from AAFES—because "we go where they go,” or because
AAFES is always there for the families on the home front, or whatever the emotional connectivity is—it
keeps AAFES as the store they want to shop. AAFES wants to convince them that it wants to walk hand
in hand with them in order to build that emotional connectivity.

[V [ - Privecy BT a1 IV B 1 )(5) Pre-Decisional
{b}(5) Pre-Decisional
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Lt Gen CHOREIES thanked Ms. EAalleR reiterating that it was an important presentation for AAFES’ future,
RETEK UPDATE

Mr. [(SICERER Chief Information Officer briefed the Board on the Retek project status through Wave
1B to Wave 2, the budget update, and inventory reduction.

Mr. Ekaiiiti indicated that at the last Board meeting he went through Wave 1B and said AAFES needed
to extend the timeline. He went over some factors to let the Board know what occurred and why it had to
be extended. The timeline was extended from May 06 to July 06 and it is expected to go live in July 06.

Some lessons learned from Wave 1A are that there is now improved testing methodology to identify the
problems and correct them before implementation., as well as ensuring that enough experts are available
on-site to fix any glitches.

Wave 1B is tracking to plan and will go live in July 06. AAFES purchase orders will be migrated into the
Retek purchase order system and then the AAFES system will be disconnected completely and purchase
orders will be done within the Retek system. From prior lessons learned, the design-build phase for Wave
2 cannot be started until Wave 1B is complete because the same resources are going to be working on
both Wave 1B and Wave 2.

Wave 2 is the largest wave, with over 3000 tasks, while Wave 1B had only 1800 tasks. At the last
meeting, 13 work-streams were in yellow, now it is down to three. The only item on the slide in yellow
(purchase-order-write) is actually tracking to plan. The reason this is in yellow is because it is a critical
path and we need to monitor it on a daily basis.

Mr. ] feels comfortable that the other two work streams {organizational alignment and training) will
be caught up and that AAFES will go live this year.

On the final Wave 2, the first 2 modules are on track (green). Of the other six modules, one will start in
March 06 and the others will start sequentially after that; the last one will start in QOctober 06.

b (5} - Frvacy

Lt Gen LURREER asked Mr.

(b)(5) Pre-Decisional
LI - e h)(5) Pre-Decisional

Mr. BIQMEEE asked if anything had happened to diminish our view of the retumn on investment. Mr.
RE] answered no, that they felt very comfortable that the $547M was very achievable.

Mr. S continued his briefing stating the budget is tracking to plan.

The projected inventory reduction for the project so far through FY05 was $86.2M; actual inventory
reduction is currently at $98.9M (a difference of $12.7M due to early inventory optimization of $92.9M and,
by adopting Retek methodology, a musicivideo inventory reduction of $6M.) By the end of 2006 there
should be a total inventory reduction of $154M. BG asked what performance indicator was
being used now to make sure that merchandise is still being put on the shelves on time. Mr. [ESlS said
it's a balance of fill rates and service levels. This year, the industry overall balance is 92% and AAFES is
above 92%. Lt Gen GIOMAEL! indicated that the Finance Commiittee should determine, after the April 06
review, if Retek should come to the full Board. He stated (for new Board Members) his opinion was that
13




Mr.
The key i software and how well the business uses it. Lt Gen
briefing.

R added for new Board members, that AAFES has money set asige for Change Management.
CHCREE thanked Mr. for a good

Lt Gen introduced BG [CRERRato present the Audit Committee Report.

AUDIT COMMITTEE REPORT

BG Commander US Army Community and Family Support Center briefed the Board on the
Audit Committee’s review of the External Audit Plan which is done annually by Erst & Young (E&Y). The
annual audit will include reports on annual financial statements, review of internal conirol structure, and
review of compliance with laws and regulations. The 2005 audit should be completed by May/June 2006.

BG highlighted the steps taken in developing the Internal Audit Plan for 2008, particularly the
request for audit subjects. He felt this was a great system because it asked for audit topics from
everyone: from associates, to managers, to Garrison commanders, to anyone who wanted to suggest
topics. They received 174 different inputs for audits. They will now evaluate the submissions, make their
selections, brief the command group, submit them to the Audit Committee and then distribute the audit
plan.

BG briefed the 13 functional audits that were included in the Internal Audit Plan for 2006. He
asked if there were any questions on any of the 2006 plans. There being none he went on to brief other
topics in the Audit Plan that included the organizational audit of the Central Region. Follow-up audits on
the European Industrial Activity food plant operations, CONUS, Pacific, and Europe Facility Management
Office (FMQ) Operations and, vehicle management were discussed. Additional functional audits were
being done on employment policies and procedures, Exchange Service Regulation (ESR) 2-3, review of
organization and functions and, procurement card transactions.

BG indicated recently completed audits that included organizationat, vendor, and associate
accounts receivable should be implemented by the end of 2008 and should increase profitability by $2.4M.
He also mentioned the update on the Retek implementation and lessons learned such as imbedding
auditors in projects at the start instead of waiting until a problem occurred. BG [EISHERRs)reiterated that
the implementation date of April 07 was moved to August 07. He felt the implementation of Retek was on
track. He indicated that metrics development will be the next issue.

The Audit Tiger Team and AAFES continue to work two open items and will bring them up in the May
Board:

Finding B-4:  Dividend cailculation methodology. The Finance Committee working group is
analyzing methodological options and will report back to the Board through the Finance Committee. The
completion date has been extended to May 06.

Finding C-3;  Formalizing and documenting the mission and functions of the exchange.
Publication of Exchange Service Regulation (ESR) 2-3 has been delayed and is waiting for possible
management directed reorganizations. The Audit Committee requested an internal audit to review the
draft ESR and investigate overlapping managerial responsibilities. An update will be provided at the May
2006 Board.

MG RISHEEES] asked for comments or questions. Lt Gen ZEZHERRE said the Audit plan looked good and
the Audit Committee was doing excellent work. He thanked B '

Lt Gen indicated the presentation on the Legislative Agenda would be next, as the Capital
Program issues were not yet available. [ Raizab ek 0]
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may bring the essence of this agenda to the attention of the

Board members.

LEGISLATIVE AGENDA

Mr. W Director, AAFES Washington Office stated that the legislative update would be presented
annually in February. The Board could then have a motion to work these initiatives with the Services.
Currently there are no new initiatives, but there are old ones being worked,

Bl indicated that (G RRR M E]

(b)(5) Pre-Decisional

Mr. discussed the final wording submitted to Congress in the 2006 National Defense Authorization
Act (NDAA) regarding the Army Lodging. He pointed out that the language of the NDAA was very

restrictive when it stated “... shall submit to Congress..."” {required to submit) as opposed to “...ma
submit....” Mr. ki {b}{5) Pre-Decisional

il is ready to give the presentation.

Mr. [l went on to discuss Second Destination Transportation {(SDT). This issue comes up repeatedly in
Congress and Army FM proposed that in 2007 or 2008 there would be no appropriated fund support

available for SDT. Congress felt so strongly about the non discretionary budget of SDT that they ¢changed
the wording in Title 10, from “may” to “... shall also be used to cover transportation of exchange supplies.”
This was done for all the Exchange Serwces and DeCA, so all are protected under the current SDT

b)(5) Pre-Decisional .
ERELEEEY " b)(5) Pre-Decisional

. il discussed the initiative which allows for compensatory time to be used instead of overtime. He
indicated that he brought the subject up because the language mentions nonappropriated fund
employees. OSD will issue a directive shortly. The impact to AAFES may be minimal.

Sale of supplies outside CONUS was discussed next. Mr. jijij explained that it was an AAFES initiative
that increased the amount of merchandise AAFES could sell to other U.S. Government agencies overseas
from $50,000 to $100,000. This will have minimal impact to AAFES.

Other provisions that rmay have possible impact to AAFES:
¢+ Telephone service (actually voice-over-internet), which AAFES is aggressively pursuing.
However, until the technology is at a user level there is no widespread use for it, particularly for
deployed individuals.
¢ Finance is looking at predatory lending practices. It is a requirement to review any DOD element
having acquisition functions, including AAFES and other exchange services,
+ A-76 procedures- privatization of different government functions.
¢ Buy America—particularly for perishable foods purchased outside of CONUS.
¢ Support for Youth Organlzatlons requires NAFIs {among others) to support Boy Scouts, Girl
Scouts, etc. Maj Gen | {b){5} Pre-Decisional

¢ Increase in Minor Construction threshold before seeking Congressional approval from $1.5M to
$2.5M and $3.0M to $4.0M

¢ NAFI construction at Ft Buchanan is now specifically covered in NDAA 01 Act. Previously
construction was not approved.
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Mr. W brought up one last issue that came from the Army regarding expansion of patronage, specifically
incking at OCONUS contractors and others. This comes up periodically and when it gets to Congress
they ask abowt commissaries, since they are concerned about appropriated funds used to subsidize the
srice of groceries for someone who is not entitied. My [SSl () GRS Mt TelgE]

Brsi-Praalih 5} Pre-Decisional
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After some discussion Mr. Qi asked if the AAFES
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Mr. SR is working it through them.

Lt Gen QISR asked for any other discussion on the Legislative Agenda. He thanked Mr, for his

presentation.

LONG RANGE CAPITAL PROGRAM CONTINUATION

Lt Gen [KMRAES] indicated that the Board would now hear the updated information on the two construction
projects that needed to be reconsidered. The Board would hear information on an individual basis,
starting with Ft Riley first, make a decision, and then discuss and vote on Kadena.

Fort Rile

W proceeded to verify that the ACSIM pre-decisional brief a few months ago was their last major
source of information regarding the strength buildup and timelines. He spoke to Ms. (ECIERIZ1eY
Deputy Chief, ACSIM Plans and Operations Division today and said [ IRib el

QDA Chief of Force Management Initiative Division,
[®s]J(h} (6) - Privacy (b)(5) Pre-Decisional

Lt Gen [RAQEELE called for a motion.

Motion: LTG moved that the Board approve the capital project at Fort Riley, Kansas, that meets
the desired 7% IRR criteria. The motion was seconded by Mr.and unanimously approved by
the Board.

Kadena AB
Wthen briefed the updated information requested earlier on the project at Kadena AB, Japan.
After presenting four alternatives, Mr. [iiiiailid indicated the best IRR position was the proposed 330K SF.

Lt Gen [QIZMEEER said the presentation was well laid out and comprehensive. [NE IR S o]

After a lengthy discussion Lt Gen S8 called for a motion.
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Motion: Mr. QIEHEER] moved that the Board approve the capital project with a return below 7% at
Kadena AB, Japan, with mandatory reviews at the May and August Board meetings. The motion was

seconded by Mr. e snd unanimously approved by the Board.

Lt Gen [SREEE] then called for final comments:
INAL COMMENTS A DJOURNMENT
Lt Gen thanked everyone for an informative and active meeting.

The meeting adjoumned at 1450 hours,

UMMAR MOTIONS

¢ MOTION: The motion was made, secondsd and passed that the Board approve the capital
projects that meet the desired 7% IRR criteria, except the Fort Riley project which will be voted on
later in the meeting or out of session.

¢ MOTION: The Motion was made, seconded and passed that the Board approve the capital
projects with returns below 7%, with the exception of Kadena AB which will be reviewed later in the
meeting after receiving updated information.

+ MOTION: The Motion was made, seconded and passed that the Board approve the three
resubmitted capital projects with returns above 7%.

¢ MOTION: The Motion was made, seconded and passed that the Board approve the four
resubmitted projects with IRRs below 7%.

¢+ MOTION: The Motion was made, seconded and passed that the Board approve the capital
project at Fort Riley, Kansas, that meets the desired 7% IRR criteria.

¢+ MOTION: The Motion was made, seconded and passed thei the Board approve the capital
project at Kadena AB, Japan with mandatory reviews at the May and August Board Meetings.

SUMMARY OF FOLLOW-ON ACTIONS

FOR FA: Provide demographics of the type of people who file bankruptcies and report to the Board in
May.

FOR MK: Have a component do price checking and checking to make sure AAFES is competitive and
report to the Board in May.

FOR RE: Update the Board on the Kadena AB project. Do detailed charts to show if the customer base
will still justify the size of store planned.

FOR AAFES: Review changes to marketing via the internet and report to the Board in May.

(b) (6) - Privacy

‘Executive Secretary

APPROVED:

(b) (6) - Privacyji

Eieutanani general. H!AF

Chairman
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. MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 244th meeting of the AAFES Board of Directors was called to order by the Chairman on
17 May 20086 at HQ AAFES, Dallas, Texas.

ATTENDANCE

MEMBERS PRESENT:
(b)(8) Privacy and DoD Names List

ALTERNATES PRESENT:
(b)(8) Privacy and DoD Names List

MEMEERS ABSENT:
(b)(8) Privacy and DoD Names List

SECRETARIAT:
(b)(6) Privacy and DoD Names List

AAFES STAFF:

(b)(8) Privacy and DoD Names List

BOARD PRESENTERS:

. {(b){6) Privacy and DoD Names List



{b}(6) Privacy and DoD Names List

OPENING COMMENTS BY THE CHAIRMAN

The Chairman, Lt Gen welcomed Board members. The Chairman asked each
person present to introduce themselves and the Executive Secretary noted alternates
attending, confirmed proxies, and confirmed a quorum was present. The Chairman pointed
out that Board meetings are important to Soldiers and Airmen.

APPROVAL OF FEBRUARY 2006 BOD MINUTES

Lt Gen QAUMEIEE] advised Board Members that he had reviewed the minutes of the 7
February 2006 Board of directors Meeting. He then asked for any comments or questions
regarding the minutes. There being none, he asked for a motion to approve the minutes.

Motion: Ms. moved that the Board of Directors approve the Minutes of the 7
February 2006 meeting as written. The Motion was seconded by Mr. [ and
unanimously approved by the Board.

AAFES COMMANDER'S REPORT

Lt Gen recoghized Maj Gen EEEE for opening remarks. Maj Gen W
requested the Board review two issues during the meeting. The first involved the Air Force
Phase of Force Shaping and the effect it would have on colonel positions within AAFES.

The second was a request for Board Members to review and approve promotion board
recommendations of four AAFES Executives to Senior Rate level.

Maj Gen | i asked his consultants, Mr. (QIGERLEEN] and Dr. {JEEROERY (0 share
with the Board their views on retail industry trends.

. | highlighted four industry trends and elaborated on them: 1) Deceleration of sales;
2) Innovation; 3) Inventory reduction; and, 4) Consoclidation of department stores.

(b)(5) Pre-Decisional

m{'b) (6) - Privacy EYI0s)
(b)(5) Pre-Decisional

OUT-OF-SESSION ITEMS

The Chairman noted there were no out-of-session items.
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FINANCE COMMITTEE

MF. alternate for MG Chairman of the Finance Commiittee reported that
the Finance Committee met on 3 May to address AAFES’ Financial Status and its ongoing
review of AAFES' dividend formula. Aiso addressed were Retek key performance
indicators, Accelerated Depreciation, and Dividend Methodology. Mr. asked Mr.
Rt AAFES’ CFO, to provide AAFES' Financial Status Report to the Board.

Financial Status Report:

Mr. presented the financial results of AAFES for the period of 1 February through
31 January 2005, financial metrics through the 4" guarter 2005, and year-to-date March
2006 results.

Mr. [RIRREER] started by reviewing Fiscal Year 2005 results. Sales were 3% above last year
but the primary driver was gasoline sales. Gasoline is favorable for sales but adverse to
margins. CONUS sales excluding gas would have decreased 1%. The MILSTAR program
has benefited our Customers and AAFES alike by continuing to provide competitive rates
and a finance revenue increase of $34M. Concession Income increased 7% or $12M due
to expanded concessions in OEF/QIF. Other income from gift cards and coupons also
improved 12% or $4M. SG&A expenses increased 4% but were offset by decreases of
Computed Number of Employees (CNE). FY 2005 earnings were $326M. Results for core
business were even with prior year when excluding prior year appropriated funds (APF) for
contingency operations.

Regional sales for FY 2005 increased 3% but earnings were down 5% from last year. This
was attributed to the sell price increases in gasoline coupled with reduced initial mark-on in
gasoline. OEF/OIF resuits improved through increased efficiency in the supply chain and
reduced expenses.

Mr. discussed YTD March 2006 results. Factors of consequence were a marginal
increase in sales industry-wide to include AAFES; OEF/OIF; re-stationing; merchandising
accountability restructuring in Korea; and the margin erosion from gasoline sales. Mr.
CHORELER] raised cost of fuel concerns internal to AAFES, e, transportation costs. Mr.
[ {b)(5) Pre-Decisional

- M. G asked If [

Follow-on Action: Logistics will review and provide an info paper for the August BOD
meeting on alternative vehicles and SDT cost increases.

Mr. then introduced the Finance Committee recommendation to absorb the
OEF/OIF Costing adjustment through AAFES retained eamings that will not impact
dividends to the Services. Mr. QR outlined how AAFES had received $13M of laptop
computers in 2004 in OEF/QIF but they were not charged to the proper account until 2005.
A costing default program and additional training will preclude this occurring again. The
Chaiman asked for a motion.



Motion: Mr. moved that the Board of Directors approved the Finance Committee
recommendation that OEF/QIF costing adjustment be absorbed through AAFES retained
earnings and not impact dividends to Services since it pertains to Fiscal Year 2004.

Brigadier Gen SAMSSd seconded the motion and it was unanimously approved by the

Board.

Melrics

R identified two itemns in the red for AAFES Specific Metrics. The first item was
AP support unfunded of $14M versus Plan in FY 2005. The second item was Post
Retirement Medical (PRM) funding. Retirement Fund aggregation will increase the funding
percentage for the PRM but the plan will remain slightly under funded.

" ERCEV R (D)(5) Pre-Decisional
LA - ](b)(5) Pre-Decisional
LAY ©-Pracy|(b)(5) Pre-Decisional

mgb] (6] - F'rivar.-'_u-(b)(S) Pre-DeC|S|0na|

Brig o 6-Fresl(b)(5) Pre-Decisional

Follow-on Action: Finance Committee to review and determine if there is a better metric that
can be used to break out Profit/Loss operations in order to better communicate the AAFES
Lt Gen [CACHMEER] also requested [ IMEE MEEEIF]

Mr. stated that based on current trends FA will be reviewing the FY 2006 forecast
and will have recommendations by 1 July 2006.

Retek Update

tasks divided into 34 different work streams of which 22 are complete, 8 are tracking green,

3 are in iellow status, and 1 is in oranie. All are exﬁcted to io live bi outlined dates. i

Mr. [RICORILER] stated that Wave 2 is the largest component of the implementation. This
wave culminates the major functionality of RETEK that will drive cost savings to the
organization. The latest estimate is that there are 3800 associated tasks identified which
will funnel into 33 different work streams. Actual expenses reflect that $80.2M or 49% of the
$160.9M project budget has been used. Mr. briefed a new chart, which provides
Key Performance Indicator (KPI) benefits over time for the total advantage derived from
RETEK or $537M.



Dividend Nethodolo

Mr. provided a briefing outlined as foliows: Joint Audit Suggestion B-4;
Objectives; History and Current Systems; Trends; Actuaf Revenue/Dividends for FY 2000-
2004 Alternatives/ Analysis; and Recommendations. Mr. SIS [(E) R R L]

Additionally, Mr. GiSREEE] noted that [{(E)RREEEINEE]

(b)(5) Pre-Decisional

Follow-on Action: There was consensus to tabling a decision until the November 2006
Board when further details on Joint Basing and AAFES financial requirements may be
available. The Chief Operating Officer will present strategies to the August Board on
depreciation and the amount of earnings AAFES requires to grow successfully. Cost of
financing and accelerated depreciation schedules will be addressed. AAFES FA will
continue to work with CFSC and AF Services in developing a simplified Dividend
Methodology for a formal presentation to the November Board. Succinct presentations
were reguested.

RECOVERING SALES & CUSTOMER LOYALTY/INCREASING INTERNET SALES

. AR presented strategies to regain sales, customer loyalty and increase internet
revenue. AAFES’ Worldwide Focus for 2008 will be toward: a) improvement of Operational
Efficiencies, b) New Store Openings and, ¢) Growing the business.

Turnaround initiatives are to increase sales profitably 7% and decrease WW Expenses $12-
15M. To meet this objective, AAFES worldwide focus for 2006 wiil be concentrated on: a)
Improvement of operational efficiencies; b) New store openings and, ¢} Growing the
business.

Strategies Ms. [Sllla identified 1o meet these goals were as follows: [IGIEERREETIE]

For internet sales, Ms. [Sllla provided a detail presentation of AAFES initiatives to grow
Catalog and eCommerce business. It is proven that catalogs and tabloids drive AAFES
store traffic directly. AAFES has a 3-tiered strategy to grow the Endless Aisle through: a)
Building awareness for the channel; b) Growing the assortment profitably; and, c) Improving
shop-ability of the online site.




H
(b)(5) Pre-Decisional . Chiel R
(b)(5) Pre-Decisional
EEEER (b )(5) Pre-Decisional

B stated that AAFES would continue to look at all
avenues available for additional revenue streams.

ARMY LODGING

Mr. Senior Vice President, Strategic Partnership Directorate provided an update to
the Board on the Private Ammy Lodging process. He explained the reasons for increases in
projected expenses and discussed the project's proposal submission status to the Amrmy on
or about 11 July 2006.

. AUDIT COMMITTEE REPORT
Brig Gen presented an overview of the Audit Committee’s review of:
+ Internal Audit reports:

Procurement of Hardlines Merchandise

HQ Accounting Support-School Feeding Program
Markdown Controls

Western Region

Merchandise Accountability — Korea Exchanges Update
Retek implementation - Update

¢ Joint (Ammy & Air Force) Audit Update — AAFES and the Tiger Team continue to work
two open items from the Joint Audit:

Finding B-4: Dividend Calculation Methodology. Finance Committee working group
is analyzing methodological options and will report at next Finance
Committee meeting. Extend completion to Nov 06.

Finding C-3: Formalize and Document Mission and Functions of the Exchange.

Publication of ESR 2-3 was delayed to incorporate possible

management-directed reorganizations. The Audit Committee has

requested an internal audit to investigate overlapping managerial

. responsibilities or duplicative functions. Extend completion to Aug 06.



PROMOTION OF AAFES EXECUTIVES TO SENIOR RATE

The Board reviewed and approved the following AAFES Executives for promotion to Senior
Rate:

OIGRIZERY Vice President, Sales Directorate, HQ AAFES to Senior Vice President,
Logistics Directorate, HQ AAFES.

IIOERHAEWY Vice President, Real Estate Directorate, HQ AAFES to Senior Vice
President, Real Estate Directorate, HQ AAFES upon completion of Bachelors degree
(currently expected to occur in August 2006).

SNOIRIMIERY Vice President, Marketing & Advertising Division, Marketing
Directorate, HQ AAFES to Senior Vice President, Marketing Directorate, HQ AAFES.

IO ERMIESA Vice President, Europe Region to Senior Vice President, Pacific
Region.

COMMENTS AND ADJOURNMENT

() (5} - Privacy

il has been in dialog with two organizations; [(eEIREERBTEelgEE]

second was dialog with Mr. RG] of DeCA with [ INGCEMEREIIE]

indicated these concerns might have to be addressed at the Executive Resale Board.

Mr. stressed the [ IMEEEREIE]

ﬂ Mr.qextended a thank you to AAFES for what it accomplishes in the Centra
Command Area o M

esponsibility (AOR). Ms, illlstated that Ms. presentation
does well in addressing how AAFES is approaching the future. It was suggested to extend

and Mr. '
Reserve Affairs to visit AAFES HQ. Chief Master Sergean Bl recommended that his
and Sergeant Major RieaiiER] position ()RR BRI o E]

LRy (61~ Priveey NPT CU R (R0 )(5) Pre-Decisional

(£)16) - Privacyl(h }(5) Pre-Decisional |

ADJOURNMENT

The Chairman adjourned the meeting at 1445 hours.



SUMMARY OF FOLLOW-ON ACTIONS:

For AAFES:

1. LG - Info Paper to August BOD on alternative fue!l vehicles, low speed vehicles and
Flex Fuel.

2. FA - Update/Review projected earnings and sales and brief BOD in August.

3. COO - Present strategies to August BOD on depreciation and the amount of
earnings AAFES requires to grow normal businesses.

4, FA —Work with CFSC, AF Services in developing a more simplified methodology and
depreciation for a formal presentation at the November Board.

5. 8D -- Suggestion of a Teen Focus Group and wireless headset applications.

6. LG - Estimated increases in SDT based on fuel price increases for August Board.

7. HR - Diversity Statistics with comparisons to military demographics for August
Board.

8. RE - Separate Army and Air Force utility charges for August Board.

For the Finance Committee: Work with Army and Air Force for 2005 prior year funds for
OIF/OEF. Review and think through ways we operate non-profit vs. for profit.

BOD Members engage utility issues.

Consider re-designation of Senior Enlisted membership on committees.

(b) (6) - Privacy

Executive Secretary

APPROVED:

(b) (6) - Privac

Lieutenant General, USAF

10 L 2008

Chairman
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 245th meeting of the AAFES Board of Directors was called to order by the Chairman on 16
August 2006 in the Board Room, HQ AAFES, Dallas, Texas.

ATTENDANCE

MEMBERS PRESENT:
(b}(6) Privacy and DoD Names List

ALTERNATES PRESENT:
(b)(6} Privacy and DoD Names List

MEMBERS ABSENT:
h){6) Privacy and DoD Names List

(b) (6} - Privacy

SECRETARIAT:
(b}(6) Privacy and DoD Names List

AAFES STAFF:
{b}(8) Privacy and DoD Names List

BOARD PRESENTERS:
{b}(8) Privacy and DoD Names List

GUESTS:
(b}(6) Privacy and DoD Names List




OPENING COMMENTS BY THE CHAIRMAN

After noting a quorum was present, the Chairman, Lt Gen IQBEER] opened the 245th meeting
at 0800 hours, welcomed new Board members LTG [RIDRES] (DCG/CS, USAREUR & 7"

Army)}, Brig Gen (QXCRISIERY (Director of Air Force Budget Operations, SAF/FMBQ) and Mr.
CHEORIIERY (COO, U. S. Army CFSC).

The Chairman explained that the Board generally focuses on specific issues on a rotational
basis. The present meeting will concentrate on long term Strategic Planning.

QUT-OF-SESSION ITEMS

The Chairman noted there were no out-of-session items.

APPROVAL OF MAY 2006 BOD MINUTES

Lt Gen [RISRERg noted the minutes of the 17 May 2006 meeting and asked for any comments or
questions. There being none, he asked for a motion to approve the minutes.

Motion: Mr. moved that the Board of Directors approve the minutes of 17 May 2006
as written. The Motion was seconded by Mr. W and unanimously approved by the Board.

COMMENTS BY THE COMMANDER

The Chairman then called for the Commander, AAFES’ report. The AAFES Commander, Maj

it} (6] - Mrvacy

Gen announced that executive staff changes were occurring with Ms A and BG
RARMBLER! Lpcoming retirements.

to the Source Selection Committee for consideration 1o manage Army Lodging. 1t is anticipated
a decision will be forthcoming in mid-September, although recognized slippage may occur. Maj

(b)(5) Pre-Decisional

BT "l(k)(5) Pre-Decisional

A ©-F™|(b){5) Pre-Decisional

e {(b)(5) Pre-Decisional | Maj Gen |l




Mr. QAR commented on (VB R S RISIE]

STRATEGY UPDATE

Maj Gen reviewed the AAFES strategic planning process beginning with a validation of
the key statements of purpose: Mission, Vision, and Business Model. He highlighted other
distinct steps in the process: Examine the Retail Trends; Conduct SWOT (Strengths,
Weaknesses, Opportunities and Threats); Develop Strategic Objectives utilizing Balanced Score
Card; Develop Measures; Measure Execution; and revalidate Objectives and Strategies.

Maj Gen stated that AAFES’ strategic objectives are key and were refined three years
ago. They must be measurable with the obligation of linkage from top to bottom to insure all
participants are working towards the same corporate goals. He highlighted monitoring and
measuring efforts through: comprehensive annual review and strategic planning forums;
biannual review and updates; quarterly CSI/ASI/MSI results and objectives; monthly senior
executive scorecard reviews; weekly staff meetings emphasizing a specific strategic objective,
and a daily overall focus on relevant issues and events, with assistance from the Hyperion
Balanced Scorecard application system.

The AAFES strategy map is clear through the defined mission: Provide quality goods and
services at competitively low prices and generate earnings to support MWR programs. He
stressed that our vision, “To Be Our Customers' First Choice,” will cnly be viable if AAFES
ensures it provides quality goods and services which its customers desire. Maj Gen [l
discussed that last year AAFES added the business model: “World Class integrator of
Businesses and Services,” which speaks to the perpetual climate of change reshaping
Department of Defense and how AAFES must address its role in that to insure future relevancy
and growth.

Maj Gen [jiiliiil concluded by thanking Mr. il and Dr. BIEEERER o their imponant part in the
strategic planning process and in their future roles of examining industry standards and
changes.

Lt Gen stressed the key slide in the presentation was the AAFES strategy map. He
emphasized the Board's efforts last year to finalize this plan and he encouraged new Board
Members to review and understand the four business perspectives and seven strategic
objectives of each.

[ © - P eIl (b )(5) Pre-Decisional

Gen il responded that the mission statement is a constant dynamic and
that he is pleased with how the field consistently makes judgment calls with the ultimate
outcome of the troops being taken care of.

Ms. iREErovided a strategic update with the focus on growing sales and earnings.
Discussion topics comprised of; Competitive store trends; year-to-date (YTD) June recap;
current and future challenges; and strategies to improve sales and earnings.
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Strategies previously discussed in the last two Board meetings to improve CONUS sales and
marging are showing positive resuits YTD June 06. [(NGIRMERMEEETE]

. Ms AN presented current
and future challenges in the industry/AAFES which are: [(SIEIREERNI L]

interjected the [N Iz W INE]

Ms. Rl idertified and discussed key strategies to realize sales lift in CONUS: Rk astis

Mr. GARMElE inquired about AAFES efforts to control and minimize Second Destination
Transportation (SDT) costs to the Services. Ms [IEEEEE] stated AAFES is currently on track to
achieve a $20M reduction.

Maj Gen i addressed the rationale and benefits (Quality of Life) to the troops of
congressionally mandated SDT support. Additionally, AAFES is the largest peace-time user of
the Defense Transportation System (DTS), and is currently charged a 30% surcharge to send
American goods overseas, |f AAFES utilization of the DTS were eliminated, the cost to the
Services and taxpayer would be required to be borne in ancther manner.

. sl clarified that SDT funds are not utilized for support of inventory movement to U.S.
Embassy locations.

LTG highlighted the current discrepancies in charges for movement of AAFES versus
Defense Commissary Agency (DECA) merchandise and appeal efforts being addressed with
Transportation Command to provide consistency.

FINANCE STATUS REPORT
Mr. LRGBS stated the Finance Committee met on 19 July and then introduced Mr.
AAFES Chief Financial Officer, to present the current financial position of AA )

Mr. m began by highlighting the influence of higher gas prices and utilities on AAFES and
other retalers such as Wal-Mart.

Revenue. Results YTD June reflect a total 2% increase in revenue, however approximately
30% is in gasoline, which has had an adverse impact on margin. AAFES’ current overall margin
is 7%, whereas two years ago it was approximately 12%. Finance revenue is up $15M due to
interest rate increases and new account openings. Concession income is up $1.5 M.

Expenses. Cost of goods sold will realize a $17M improvement due to an incorrect double
charge of markdown funds. Approximately $5M will be credited in August with the remaining
$12M being credited in the next several months based upon the overview and guidance of Ernst
and Young. The systems problem which generated double markdown expenditures has been
identified. Sales General and Administrative (SG&A) realized an unfavorable $5.9M expense
based on foreign currency exchange rates. Utilities increased $3.7M with increased energy
charges. Credit card fees increased $2.7M; however, there will be continued aggressive
promotion of the Military Star Card throughout the third and fourth quarters to encourage our

5




customers to utilize the Military Star Card so that AAFES avoids fees of approximately 2% to
credit card companies. Depreciation increased to $7.6M, $956K due to new facilities and $700K
in accelerated depreciation, which is expected to drop to $500K in January. Overall expenses
are reduced 3% from |ast year.

Earnings. Net earnings are currently $27.8M below last year, but by factoring out the $17M
double charge, the true figure is approximately $10M. This is identified in $5.9M in unfavorable
Foreign Currency conversion, $3.7M in increased utility costs, and in negative gasoline margins.
AAFES is not pleased with this current position but feels it has made good progress to identify
where corrective action is required.

YTD July. Revenue is up 2% or $98M, of which approximately 30% is gasoline. Cost of goods
is up $115M, of which $9M is due to increased transportation costs. The delta in earnings is
expected to reduce. Last year in July AAFES received $25.9M of appropriated fund support.
AAFES expects to receive $34.4M for OEF/OIF shortly.

Dividends. Dividends paid are down $7.9M versus the Annual Financia! Plan (AFP). Class Six
constitutes a reduction of $5.7M, due to Black Market curtailment in Korea. Telephone
dividends which resulted from barracks phones are reduced due to increasing cell phone
utilization.

Region Sales. Worldwide YTD June sales without gas are down 3%. Customer reductions in
Europe and Black Market cantrols in the Pacific are primary factors.

Pension Aggregation. The aggregation package is currently at the Department of the Treasury.
Upon Treasury's endorsement, the proposal will move to the Office of Secretary of Defense
(OSD) General Counsel. ‘

Mr. RACHRUER] inquired if the Board (1N a{zRbEIe G E]

YA P |(b)(5) Pre-Decisional
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it offers employees a pension plan. AAFES wages as such are not always competitive.
RETEK UPDATE

Mr. introduced Mr. (SICOEIRBE S]] AAFES Chief Information Officer, for an update
on project RETEK.

Mr. explained that wave 1B is a technical wave which is intended to implement and
pilot several modules, thereby reducing the risk of Wave 2 implementation. Extensive testing,
based on the complexity of building the new QA legacy test environment, was underestimated
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and took ionger than anticipated. Testing is tracking approximately 8 weeks late and instead of
a 31 July implementation, he now estimates a 25 September implementation. Additional
resources have been pulled from Wave 2 staffing, as well as additional resources from IT, to
mitigate future risk. Additional time spent on testing Wave 1B is estimated to cost an additional
$1.8M. The project is still within the approved $182M Budget. There is no projected impact to
the $537M benefit of Project Retek and Wave 2 has not been impacted and is still scheduled for
April 07,

Lt Gen QASMEIERE emphasized the (YNGR LI EIE]

Mr. noted that Wave 1A and 1B have had little impact outside the building and
primarily concern the procurement staff. External benefits to the workforce will be evident with
Wave 2 implementation. Execution of the modules in Wave 2 will provide the ability to view,
manage and allocate the inventory properly to derive the greatest benefits to AAFES.

Illa emphasized that as AAFES proceeds through this year it will continue to bring the
Senior Vice Presidents and Vice Presidents on-board to ensure their instrumental roles in the
successful implementation phases. Area Managers and General Managers will be in the March
2007 meeting for a complete update. A change management team will be a significant part of
this process.

Mr. ISR stated that in terms of the budget, AAFES has utilized $89.4M or 56% of the
$160.9M project budget. Contingency dollars reflect that $12.4M or 59% of the $21.1M has
been allocated as approved for change requests. In terms of early inventory optimization, 2005
inventory was reduced $981.2M, which exceeded the goal of $86.2M. The goal for 2006 is an
additional reduction of $24.9M, which AAFES is currently $10.5M below. AAFES has made
some strategic and tactical merchandising decisions which have contributed to the current
increased inventory position.

. ke explained that some stock keeping unit (SKU) items in the warehouse are above the
prescribed maximum level. The prior rapid optimization from RETEK implementation on fast
turning SKU'’s has been realized. AAFES is addressing these slow turning items.

Mr. IRMERRe described Vendor Chain Collaboration (VCC). Retek Collaborate is a dynamic
communication platform that supports Collaborative Planning, Forecasting, and Replenishment
processes between AAFES and its suppliers. The benefit determined over the course of the
project with improved inforrgatian sharing is estimated to be $44M. [(NEYIMEEREETLE]

(b) (6) - Privacy fTete (NI IIETY (0 )(5) Pre-Decisional
(W[ 8 - Privacy](h)(5) Pre-Decisional
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SUSTAINABLE GROWTH

Lt Gen [RIERER Introduced Dr. [DIOHIRRERY Ph.D.. Texas Christian University, to give the
next presentation, and noted the natural tensions between desired dividend distribution and
capital expenditures. He stated the Board will be addressing upcoming decisions in regard to a
tong term dividend policy. The presentation by Ur. (JKEENMIVEISY does not advocate either
position, but defines a baseline in framing a suitable balance.

(0} (6) - Privacy BE IS (b )(5) Pre-Decisional

g b &) - Privacy|(b)(5) Pre-Decisional
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In February 2007 AAFES RE will present a capital expenditure
program that works within the funding framework of retained earnings.

The aftereffect will be that upon completion of the next two Board meetings, AAFES will have
established policy/parameters which allow for future long term sustainable growth with limited
revisions.

AUDIT COMMITTEE REPORT

Brig Gen gl noted the Audit Committee met on 19 July. He noted this was his first
meeting which was very informative. He then introduced Mr. [gkgilisd to provide the Audit
Report.

External Audit Results
| Emst & Young, LLP - Results of FY 2005 Audit

E&Y completed their audit of AAFES’ 2005 financial statements and Military Star
Program

AAFES conforms with Generally Accepted Accounting Principles (GAAP)
E&Y issued unqualified opinion for FY 2005



Internal Audit Reports

Fort Shafter PX Market Review
Findings: Merchandise accountability procedures were not always followed.

Operating loss from Jan 02 — FY 05 reported as $727,841. Actual
loss was $3.4 million (understated by $2.7 million).

Management Actions

AAFES management agreed to correct the accounting deficiencies
noted and to ensure the Store Manager follows prescribed policies
and procedures.

The Chief Operating Officer also directed an operational and
financial analysis to determine facility’s potential profitability with a
recommendation to either improve the profitability or deactivate the
facility.

Merchandise Accountability — Korea Ex¢changes

Findings: Ration control policies and procedures were not followed at the
facilities visited

Annual sales from ration control violations estimated at $50 million
(16 percent of sales)

Management Actions

Commander, AAFES issued Command Letter No. 05-23, stating
AAFES Policy on ration controls and action to be taken on
violations.

Food facilities no longer allowed to order Korean beer or Mogen
David wine.

Loss Prevention Division will develop a ration ¢ontrol monitoring
program.

RETEK Implementation - Update

Status of Overall Project
Within approved budget ($182 M)
On schedule for completion in August 07

Concerns
Budget and timeline - Very tight
Wave 1B go-live — Delayed 8 weeks to Sep 06
Delay in realizing full benefits of early inventory optimization



Delay in realizing benefits from Vendor Chain Collaboration

Joint Audit (Tiger Team) Update _
AAFES and Tiger Team continue to work two open items

Finding B-4: Dividend Calculation Methodology.
Finance Committee will revisit for Nov Board following AAFES briefings on
retained earnings and accelerated depreciation. Extend completion to
Nov 06.

Finding C-3: Formalize and Document Mission and Functions of the Exchange.
AAFES requested delay in publishing a revised ESR 2-3 to incorporate
possible organizational changes. The Audit Committee has requested a
revised document from AAFES in advance of the November 06 Board.
Extend completion to Nov 086.

Mr. GIREER requested comments or questions. Lt Gen thanked Brig Gen RISEEES
and Mr- (b} (8) - Privacy

FINAL COMMENTS AND ADJOURNMENT

For the AAFES Board, Lt Genm officially recognized BG (SR and Ms. i
near retirements and thanked them for their hard work and support to AAFES.

ladcommented favorably on his first-hand observations of the maturity and flexibility
demonstrated by AAFES in taking care of the Soldiers and Airmen in Southwest Asia.

He requested AAFES continue with a long term review of the Giessen Distribution Center. The
Army has made a formal announcement of closure next calendar year. The only U.S. entit
remaining will be the Distribution Center. [{s)[EI Rz E]

Lt Gen | QASMEIER] noted the cooperative efforts Maj Gen g { has taken in working this concern

b)(5) Pre-Decisional

AAFES will continue to review

all options available.

LTG RAGEEEER] requested that [N G EMEGEV R E]

Maj Gen § i discussed the current issue being worked with DODEA and OSD in terms of the
school lunch program. There is a statute that stipulates only charging students the average
price paid for school lunches in the United States. The additional ¢costs are to be reimbursed in
a subsidy from Department of Defense Education Activity (DoDEA) and the United States
Department of Agriculture (USDA). The regulation is clear in that nonappropriated funds cannot
be utilized to supplement an appropriated fund responsibility. The leading cost increase was
related to Local National salary escalation in connection with currency exchange rates.
Currently DoDEA is under-funded to reimburse AAFES as required. AAFES is working to
recapture what is currently due AAFES and future anticipated reimbursements.
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Lt Gen SR recommended (SRR VS e8]
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Mr. and Mr. (b)(5) Pre-Decisional :

great support to our Soldiers, Airmen and family members. He emphasized that while top-line
initiatives are important, it is equally significant to ensure that improved eamings are achieved.
He thanked Mr. (QACEIEES] for the candid update and stressed the importance of change
management initiatives outlined earlier.

Mr. R thanked AAFES for its support to military members worldwide. He endorsed the
sentiment expressed earlier that the Board and the military Services maintain a long term
perspective to insure AAFES remains viable.

Mr. R Provided a wholehearted thank you to Ms|ZIZREER for her 35 years of devotion
and service to Soldiers and Airmen worldwide. He commented that he has worked with Ms.
el for over 20 years, during some difficult times in AAFES, and commented how she was
always noted for her skill and professionalism.

Maj Gen [ERIRN thanked BG [HiRRERd and Ms BRI for their years of outstanding service to
improving the Quality of Life for all military members. He recognized an example of significant
long term attentiveness through the cooperative efforts initiative at the Ft. Belvoir town center.
He also expressed thanks to all the HQ AAFES staff that supported the BoD meeting.

emphasized [N NHEEEMEP)E]

A EERXEEE (b)(5) Pre-Decisional

Maj Gen W stated that he is working closely with Admiral sl (s} 6} SRRt o E]

SMA e thanked AAFES for its responsiveness to address motorcycle safety and offer
personal protective equipment merchandise on line at www.aafes.com which meets these

important requirements.
Lt Gen RIRREERE concluded by thanking Board Members for their hard work and support and

noting that the next Board meeting will be held 15 November at the Shades of Green in Orlando
Florida.
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ADJOURNMENT:

The meeting adjourned at 1430 hours.

SUMMARY OF MOTIONS

Board minutes of 17 May 2006 were approved.

SUMMARY OF FOLLOW-ON ACTIONS

For AAFES

1. FA: Presentation on status of aggregation to include pension plan actuarial projections.
Additionally, provide workforce demographics in relation o the basic retirement plan. Provide a

brief history of pension plans and compare AAFES to Industry.

2. FA: Develop consistent parameters for long-term dividend distribution to include retained
earnings and capital expenditure requirements.

(b) (6) - Privacy

APPROVED:

Chairman
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 246th meeting of the AAFES Board of Directors was called to order by the Chairman on 15
November 2006 at the Shades of Green Resont, Crlando, Florida.

ATTENDANCE

MEMBERS PRESENT:
(b)(6} Privacy and DoD Names List

(b}(8) Privacy and DoD
Names List

MEMBERS ABSENT:

(b)(6} Privacy
and DoD Names
List

AAFES STAFF:
(b)(6} Privacy and DoD Names List

BOARD PRESENTERS:
h){6) Privacy and DoD Names List




GUESTS:
(b)(8) Privacy and DoD Names List

OPENING COMMENTS BY THE CHAIRMAN

After noting a quorum was present, the Chairman, Lt Gen opened the 246th meeting
at 0800 hours, commented that the Shades of Green Resort is a great MWR facility which
AAFES supports, and welcomed new Board members Major GenerallQRQRBIEIEDR] (Vice
Commander, PACAF).and Chief Master Sergeant of the Air Force{(JJI(S BRIV %Y

The Chairman noted the Board must focus on AAFES’ core business, which is retail, to insure
continued success in supporting Service members and their families worldwide. Lt Gen

also noted that turbulent times are ahead and Board participation is vital. He thanked
Board members for the service they provide and encouraged continued active participation and
attendance.

OUT-OF-SESSION ITEMS

The Chairman noted there were three out-of-sessmn items which were approved.
promotion to COO, AAFES; [SICIRAE S A Promotion to CFO, AAFES; and the FY
2005 Annual Report.

APPROVAL OF AUGUST 2006 BOD MINUTES

Lt Gen noted the minutes of the 16 August 2006 meeting and asked for any
comments or questions, There being none, he asked for a motion to approve the minutes.

Motion: Lt Gen Sl moved that the Board of Directors approve the minutes of 16 Aug 2006

as written.

The motion was seconded by SMA il and unanimously approved by the Board.
COMMENTS BY THE COMMANDER

The Chalrman then called for the Commander, AAFES’ report. The AAFES Commander, Maj
Gen [@lll announced that during the recent AAFES Executive Strategy Forum two imperatives
were stressed. The first was to ensure AAFES is the best retailer in the world. This will be
achieved by understanding our customer's wants, needs and desires; and by meeting those
requirements with the most efficient supply chain possible. The second imperative was to insure
AAFES remains relevant to the military and drives new revenue streams. Our Strategic
Partnership Directorate was formed to insure all avenues were explored to meet this objective.

Maj Gen also addressed two ongoing efforts: Partnering with the Defense Commissary
Agency (De and the Exchange Cooperative Efforts Board (ECEB).

Maj Gen [l and Mr. Director and Chief Executive Officer, DeCA, recently met and
committed to redoubling efforts to capitalize on joint efficiencies. The joint goal is to reduce
appropriated funds and grow Morale, Welfare, and Recreation (MWR) dividends through
synergistic initiatives.




The ECEB is working on four efforts: gift cards, indirect procurement, logistics, and information
technology, which are considered the most importan! and long-range in accomplishment. Lt
Gen updated the members that each Exchange Board has been tasked {o work on
cooperative efforts. On or about 19 December each Board Chairman will be briefed on current
status and direction. This briefing will result in an update to Mr. (JEGIRRMIETeY Principal
Deputy Under Secretary of Defense for Personnel and Readiness.

Maj Gen il then introduced his advisors, Mr. [SICIRIZIEEE and Or. (SFCRIEIER to

comment on current retail trends.

Bl roted in his discussion with Lt Gen SReaiesd that a [N IRV S IE]

A" "|(b)(5) Pre-Decisional

. (b)(5) Pre-Decisional ’ o
(b)(5) Pre-Decisicnal

[pIg® & - Privacy|(h)(5) Pre-Decisional

{b)(5) Pre-Decisional

[(a]f‘® &) - Privacy|(h){5) Pre-Decisional

Maj Gen memhasized that in the last year AAFES has “taken to heart” in our strateg
process what Mr. and Dr. SASMIER] have outlined to (IR S RIEL

wr. il emphasized that a military customer cannot get a better deal than to purchase
through AAFES with current price matching policies, no taxes, etc, It simply requires aggressive
efforts by AAFES to get out the word.




Mr. (RARREE] inquired about (IR SR uE]
(b}5) Pre-Decisional

FINANCE COMMITTEE REPORT

Mr. stated the Finance Committee met on 11 October 2006. He noted that the
Finance Committee voted and approved a proposa! to raise the credit limit for customers with
highest credit-worthiness to $7,500, with an annual review in July to adjust based on inflation.

Mr. introduced Mr. (BYOBIRDER) AAFES Chief Financial Officer, to present the
current financial position of AAFES.

FINANCIAL STATUS REPORT

Mr. ARMRIE] stated he would address the Financial Status Report, the Annual Financial Plan for
2007 and the current status of aggregation.

Revenue. Resulls year-to-date (YTD) September reflect 1% increase over Plan and 2% over
last year (LY). Gasoline prices are a contributing factor to the increase. Financial revenue
increased 20% or $22.4M over LY due to higher interest rates

Expenses. Overall expenses are down 1% from Plan and 2% from LY. Contributing factors are
lower margins on gasoline, increased interest rates to borrow, and depreciation increases based
on capitalization of two Retek modules and overall final project additions.

Earnings. Net earnings YTD September are currently 3% above Plan but 4% below LY.
Without APF support, earnings are down 23% to Plan and 19% to LY. Eamings were adversely
affected by Cost-of-Goods up $119.6M, Depreciation up $13.4M, and Interest Expense up
$14.9M.

: |0 (B) - FeESy by ) Pre-Dacisional
. Maj Gen [

Dividends. Dividends paid YTD are $150.9M versus earned of $146.6M. Class Six dividends
are down $7.2M, due primarily to Black Market controls in Korea, Telephone dividends are

down $2.5M which is following a consistent trend. Chief [l inquired about EEREEEE
Maj Gen [l expounded on the audit review and corrective actions

taken by AAFES.

Region Sales. Mr.[RESIRRRg noted worldwide YTD September sales with gasoline are up in
CONUS and down overseas. Primary reasons jor the overseas decline are based on
restationing in Europe, Black Market reduction in the Pacific, and the closing of the Doha store in
Kuwait. YTD Regional sales without gasoline follow the same trend except at Central Region
which has been affected by Keesler sales reductions and deployment at Ft Hood.

LTG  clarified that in Europe sales reductions are primarily affected by additional
deployments which have involved 20,000 troops.




Main Store Sales. Main Store sales overall are down $101.6M, of which $41M is in Europe. Maj
Gen Wnoted that although a tough situation, sales are tracking upward due to some high
caliber store managers.

Region Earnings. Region earmnings throughout are down 4% overall, primarily due to lower
sales, decreased gross profit, and higher depreciation with new store openings. Although still
reduced, this is much improved over mid-year earnings which were down 18%.

QEF/OIF Resuits. Eamings with appropriated funds (APF) are up $14.5M YTD September.
Concession Income is up $6.3M YTD September.

Fiscal Year (FY) 2006. Anticipaied Net Earnings without APF are projected at $270M, which is
a $27M reduction from 2005 and $40M below Plan. Net Earnings with APF are projected to be
$329M, which is $2M above 20085.

YTD October 2006. Total Revenue is 1% above Plan and 1% above LY. Net Earnings with
APF are 8% above Plan and 1% above LY.

Industry Metrics. Two items are showing red versus the goal. Operating Margin is primarily due
to reduced sales, and Retumn on Invested Capital is the resuilt of lower operating margins and
increased capital expenditures.

AAFES Specific Metrics. The two items that are red versus the goal are Post Retirement
Medical funding and Executive Plan (EMP) funding. These items are red as they are under-
funded to the 100% funded goal.

ANNUAL FINANCIAL PLAN (AFP} 2007

Mr. (ISR discussed economic assumptions utilized to project the AFP. Lt Gen [(SIREEIEH
' (b)(5) Pre-Decisional A" ©-Pvacy|(h)(5) Pre-Decisional

Mr. AR discussed the AAFES assumptions and noted the conservative choice made in
terms of not projecting APF reimbursement in the plan. Plan Net Earnings are estimated at
$264M which will be a $65M reduction from earnings projected in 2006. He commented that if
aggregation was implemented in 2007, there would be a favorable $23M impact. fncreased
eamings will also result if APF funds are received and co-branding of the AAFES credit card and
3" party gift cards occur.

I RUEN(b)(5) Pre-Decisional

(b)(5) Pre-Decisional . Lt Gen AR inquired
re-pecisiona
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(b)(5) Pre-Decisional

Maj Gen| noted that AAFES is required to meet Generally Accepted Accounting Principles
(GAAP). He addressed the sustainable growth presentation delivered by Dr. [ZISEEEEE] during

the August Board meeting and noted the (G GE WSl ]
_e also noted that increased depreciation is currently based on

previous IT projects that were deferred. IT projects, due to the shoriness of useable life, do
depreciate, based on GAAP requirements, at a faster schedule. New store and closing store
depreciation increases are the resuit of re-stationing and are also GAAP stipulated.

wr. (IR noted that with dividend reductions occurring, the Army is beyond cancelling just
construction projects, but also programs.

Mr. AR reminded the Board (N IRE R ]

i reiterated thel(NQ RG]

Maj Gen |

| stated the (U RMEEBEIA W E]

. “[(b){5) Pre-Decisional
{b)(5) Pre-Decisional
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. Mr. ZiSaabsd stated that the interest expense is based on

the prime rate stabilizing at 8.25% from five increases throughout 2006. Bad debt realized a
$6M decrease in 2006 due to the new bankruptcy laws. [({SIGINRGEBEEITE]
hus, bad debt is anticipated to retum to

2005 averages or slightly below.

GIICTE(b)(5) Pre-Decisional

. A noted collection does occur with the Treasury Offset Program and that
the percentage of bad debt for AAFES versus industry is significantly less. Additionally, AAFES
reduces its exposure by only offering conservative credit account balances to its customers.

Mr. explained the timeline chart of total earnings from FY 93 to AFP 07 and noted
AAFES had the same earnings reduction during BRAC 95 and recovered correspondingly.
AAFES is experiencing the same cycle during 2006-2007, with recovery anticipated in 2010.

Maj Gen inquired if the bad debt realized on purchases in the area of responsibility (AOR)
had been reduced. Mr. iRl commented that AAFES had collected most outstanding
amounts. Additionally, poini-of-sale (POS} equipment can now be put in quickly to reduce or
eliminate reoccurrence.

Mr. stated projscted 2007 dividends without APF support are $178.3M, a $38.6M
decrease from projected 2006.




. i inguired on the improvement in turns from FY 04 to FY 05. Mr. [QISEIE stated it
was due to implementation of early inventory optimization which established minimum/maximum
ordering requirements in the warehouses. A comparable improvement is anticipated in April
2007 with impiementation of AlP.

Mr. ASEERRE noted that $169M in real estate projects is being deferred, along with $24M in IT.

[RE eI (€ - Pivacy BTl (B)(5) Pre-Decisional

Mr. SR outiined will assist AAFES in reaching this desired outcome.

Lt Gen (RIS cpened the floor for discussion.

4" ""|(b)(5) Pre-Decisional
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| Mr. McLaurin [{(sHE ARG B E]

(b3 (E1 - Privacy

" "[(b)(5) Pre-Decisional
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It was requested that a briefing be provided on depreciation strategies at the February BOD
meeting.

Lt Gen [EiRHERRd requested a motion to approve the AFP for FY 2007 as presented.

Motion: Mr. RSS! moved that the Board of Directors approve the Annual Financial Plan for
FY 2007 as presented.

G i A show of hands on the vote was accomplished with

The motion was seconded by LT
16 yeas and 2 nays from Mr.
approved.

AAFES AGGREGATION PROPOSAL




offers a basic retirement plan, an executive management plan (EMP) and a post-retirement
medical plan (FRM). Aggregation would restructure the obligations and related frust assets.
Total plan assets would remain the same before and after aggregation with no asset reversion
to pay for business operations. Aggregation protects vested basic pensions, non-vested EMP
pensions, and non-vested DOD-mandated PRM benefits. Additionally, aggregation reduces the
cost of funding one plan while another is over-funded; reduces impact to dividend/earnings; and
leverages financial strength of the plans. As of September 2008 AAFES is awaiting an opinion
from the Department of the Treasury to proceed.

An overview of defined benefit plans was presented for Fortune 1000 companies and for
specific retail organizations.

DIVIDEND METHODOLOGY
M. provided a briefing on Dividend Methodology and recommendations from the

Finance Committee. The briefing consisted of background information, current methodology,
aliermatives considered, and the pros and cons of the two options recommended.

. (0)(5) Pre-Decisional . Lt Gen GaGRiER] noted
{b){5) Pre-Decisional
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Lt Gen ARG inquired and Mr. EAOREERT assured him that the [N ME=R NI o E

Mr. stated that the Finance Committee recommended maintaining the status quo of
dividend methodology (thus closing Audit Finding B-4), and at the next BOD meeting have the
CFO provide a depreciation cost briefing to include the current schedule, by installation, where
closure is expected. The schedule should display three streams: Current normal straight-line
depreciation (FY 07-13), accelerated depreciation amount (spread over remaining years to
actual closure); and depreciation amount, if remaining value of the asset is written off in the year
the facility actually closes.

(b}(5) Pre-Decisional

. Mr. GIGREERT noted

(b)(5) Pre-Decisional

Lt Gen [EXRMERgg called for a motion.

Motion: Mr. moved that the Board of Directors agree to maintain the status quo on
current dividend methodology.

LTG il seconded the motion and it was unanimously approved by the Board.




POST FISCAL ANALYSIS:

(B}{E] - Privacy’

Mr. presented a briefing on the purpose and requirements to provide the Board a post
fiscal analysis. The briefing entailed 3™ year results of projects completed in 2001, The
projects inciuded all shopping centers, name brand fast food projects, and convenience/troop
stores seliing gasoline that were completed in 2001. Each line item listed the Board-approved
internal rate of return (IRRY), as well as the actual IRR for each of the first three years. Lt Gen
noted as a portfolio, the shopping centers met Board approved IRR but individually
there were some glaring concemns, to include the total portfolio for shoppettes which sell
gasoline.

Mr. RS commented that (I IRER SS e
. 100 (af - FNvEsy) (b)(S) Pre-DeCISIOI'Ial
A" "™(b)(5) Pre-Decisional

Mr. requested a brief to the February Board on lessons leamned to improve capital
program assumptions for return on investment (RO1).

commentied that {{s} )RR GEREIME el
|:b] (6} - Privacy ﬂOted
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RETEK UPDATE
wir. [BIERERRR provided an overview and update on project Retek.

M. explained that Wave 1B went live on 3 October 2006. This wave was originally
scheduled to go live in late July. The push back decision AAFES made to ensure complete and
comprehensive testing did pay off, as there were minimal problems with implementation.

Wave 2 has five capability releases that will deliver: 1) Advanced Inventory Planning (AIP) - 30
April 2007; 2) Inventory Transaction Management - 30 July 2007; 3} Replenishment/Allocation/
Supply Chain Optimization/Retek Demand Forecast — 27 August 2007; 4) Data warehouse
reporting/Price Management — 27 August 2007, and 5) Value Chain Collaboration (VCC) — to be
determined (TBD).

vr. RISHEGE] noted that the schedule is tight and AAFES is on budget. He provided brief
status charts identifying key points. AIP is green and on schedule. Inventory transactions are
orange, indicating management attention due to pulled resources for wave 1B. Replenishment
Supply Chain Optimization and Pricing are also currently orange.

Mr. discussed in detail the change management actions being taken by AAFES to
get the organization ready for the impending changes of Retek. The overall process entails
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awareness, acceptance, ownership, and commitment, Currently AAFES is between the
acceptance and ownership stage. Mr. provided a chart on change management
actions and enumerated the actions the organization is accomplishing (Communications;
Training and Performance Support, Performance Management; Organization Structure;
Measurement; and Sponsor/Ownership)

Phased approach rollouts for FY G7 and FY 08 were briefed along with a chart highlighting
overall benefits anticipated by 2009.

As of August 2006, actual expenses refiect that $103.6M or 57% of the $182M project budget
has been used. Contingency dollars reflect that $10.8M or 51% of the $21.1M has been
allocated as approved change requests. This leaves $10.4M available in the contingency fund.

AAFES inventory optimization goal for FY 06 is an additional reduction of overall inventory of
$24.9M. This is in addition to $91.2M reduced in 2005. Currently AAFES is $40.7M below our
current projected inventory decrease. Several steps are being taken and were highlighted to
reach the intended savings goal.

AUDIT COMMITTEE REPORT

. ki noted the Audit Cormmittee met on 11 October 2006. He commented that Maj Gen
Bl and the AAFES team take the extra effort to ensure corporate compliance and follow-up
are achieved. He then introduced Mr. gt Director, Audit Division, to provide the Audit
Reporl. Mr. kiiel commented that AA as been on the leading edge for responsiveness
and takes the extra effort to implement the best practices identified with respect to the Audit
Committee. A good working relationship exists and successfully allows the audit process to
provide the “eyes and ears” input required to the Board. He thanked members who submitted
recommended audit suggestions. In some cases, recommendations were immediately turned
over to Maj Gen [ to address for quick resolution. Mr. JiEil briefed and elaborated on
the following:

Internal Audit Reports
Central Region

Findings: 10 internal control areas reviewed were not always followed as required.
Management Actions
Central Management instructed their General Managers to ensure Store
Managers are complying with prescribed internal control procedures for
each of the 10 internal controls areas noted.
The Chief Operating Officer also tasked the Corporate Compliance

Officer to review and update the AAFES Internal Control Evaluation
Program annually, based on deficiencies cited by the Audit Division.

Retek Implementation - Update
Status of overall project

Within approved budget ($182 M)
On schedule for comnpletion in August 07
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Concerns
Budget and timeline — Very tight
Delay in realizing full benefits of early inventory optimization

Joint Audit (Tiger Team) Update

AAFES and Tiger Team continue to work two open items

Finding B-4: Dividend calculation methodology.

Finance Committee will revisit for Nov Board. Extend completion
fo Nov 06.

Finding C-3: Formalize and document mission and functions of the Exchange.
AAFES requested delay in publishing a revised ESR 2-3 to
incorporate possible organizational changes. AAFES is working
necessary revisions and will coordinate the revisions with the Tiger
Team.

wmr RIREEE requested comments or questions. Lt Gen iR thanked Mr. and Mr.

(b] (6] - Privacy

MOVE OF DISTRIBUTION CENTER IN GERMANY

provided an introduction addressing the closing of all facilities at Giessen in late
2007 or early 2008 and [(S3{ARGE MEW ]k

Mr. [RIRRMEEE] presentation included information on the current AAFES logistics operation at
Giessen and construction/cost impacts for a move to Germershiem. Key assumptions were
presented, and three options for relocating were presented. Options presented all had less than
desirable financial returns (no IRR and negative NPV) resulting in significant negative impact to
AAFES eamings and the capital program. Under these assumptions, funding by APF is
essential. ,

g P s )(5) Pre-Decisional
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(WY elNy] ) @ - Privacy [ER T L LIM™ © - **(b)(5) Pre-Decisional
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SCHEDULE OF BOARD MEETINGS
It was determined to propose and coordinate the following dates for finalization.

28 Feb 2007

9 May 2007

15 August 2007

14 November 2007

Maj Gen i requested consideration be given to having a Board meeting near a store so
members can review operations.

Lt Gen QAR requested N IEE N P LG

FINAL COMMENTS AND ADJOURNMENT

For the AAFES Board, Lt Gen officially recognized BG [Riaitk
his service and input to the Board.

and thanked him for

TR uEel(b){5}) Pre-Decisional
(b)(5) Pre-Decisional

K b)(5) Pre-Decisional
B © - Pivaoy ERTCR NI "Li(b)(5) Pre-Decisional
B "|(b)(5) Pre-Decisional
2)18) - Pivacy | h)(5) Pre-Decisional

i commented
i (USAFE/CC).

(b)(5) Pre-Decisional Lt Gen RIORER] and Lt Gen [

Lt Gen RASBMEER] commented [ Int s S e e

Lt Gen concluded by thanking Board Members for their hard work and support.

ADJOURNMENT:

The meeting adjourned at 1430 hours.
SUMMARY OF MOTIONS:

Board minutes of 16 August 2006 were approved.
The Annual Financial Plan for 2007 was approved.

Maintaining the status quo on current dividend methodology was approved.
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SUMMARY OF FOLLOW-ON ACTIONS:

For AAFES

1.

S T

FA: Briefing at February BOD meeting on depreciation strategies — FA prepares
presentation for Finance Committee (FC) — FC will review and approve presentation at
next meeting. AAFES CFO to do presentation at Board.

COO: Brief the February Board on progress and programs to drive sales, increase profit
and decrease markdowns.

RE: Brief February BOD on lessons learned to improve capital program assumptions of
ROI given during the post fiscal presentation.

RE/LG: Report on how we could make the DLA buildings work for our Distribution Center
in Germersheim, Germany.

Provide talking points to Board members on our support to MWR programs. Seek
opportunities to tell new recruits and new Sgts/Officers the AAFES story to include
contributions to MWR, etc.

(b) (6) - Privacy

Executive Secretary

APPROVED: 0¢ FEB 2007

(b) (6) - Privacy

Lieutenant General, USAF

Chairman
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 247th meeting of the AAFES Board of Directors was called to order by the Chairman on 28
February 2007 in the Board Room, HQ AAFES, Dallas, Texas.

ATTENDANCE

MEMBERS PRESENT:
h){6) Privacy and DoD Names List

ALTERNATES PRESENT:
h){8) Privacy and DoD Names List

MEMBERS ABSENT:
(b)(6} Privacy and DoD Names List

SECRETARIAT:
(b)(6} Privacy and DoD Names List

AAFES STAFF:
(b)(6} Privacy and DoD Names List

BOARD PRESENTERS:
b){6) Privacy and DoD Names List




(b)(6)
Privacy
and DoD

OPENING COMMENTS BY THE CHAIRMAN

The Chairman, Lt Gen FIREEEER] opened the 247th meeting at 0800 hours, and welcomed all
Board members. He noted that a new AAFES Deputy Commander has been nominated by the
Air Force. Lt Gen|EIZREER] noted his support of the nominee and anticipates the individual will
be in the position in the May/June timeframe.

QUT-OF-SESSION ITEMS
The Chairman noted there were no out-of-session items,
APPROVAL OF NOVEMBER 2006 BOD MINUTES

Lt Gen noted the minutes of the 15 November 2006 meeting and asked for any
corrections or additions. There being none, he asked for a motion {o approve the minutes.

Motion: SMA moved that the Board of Directors approve the minutes of 15 Novernber
2006 as written. The motion was seconded by CMSAFRIBEEEES] and unanimously approved by
the Board.

COMMENTS BY THE COMMANDER

The Chairman then called for the Commander, AAFES’ report. The AAFES Commander, Maj
Gen il discussed two updates.

The Exchange Cooperative Efforts Board (ECEB) has met as prescribed and is progressing
well. There are two significant initiatives, Logistics and Information Technology. The sharing of
Information Technology requires extensive effort in long term architectural development. The
expense to continue will be assessed at each step to insure capital expenditures provide the
required return on investment.

Second, the Executive Retail Board (ERB) chaired by Mr. (IS BN 18Y Principal
Deputy Under Secretary of Defense for Personnel and Readiness, met in January. Six

cooperative efforts with the Defense Cornmissary Agency (DECA) were briefed. Maj Gen |
noted one topic of significance was shared facilities. [({RECEIEIMEIE]

LAVRMER] noted, as Chairman of the Commissary Operating Board (COB), RS ktastas

Mr. R inquired if a




(b}(5) Pre-Decisional e (D)(5) Pre-Decisional
(b) (6} - Privacyfb)s Pre—DecisicnaI{b}{é‘}—Privac‘,’l(b')(S) Pre-Decisional

EER)0) 6) - Pvacy](b)(5) Pre-Decisional BX(b) (6) - Privacy
b)(5) Pre-Decisional

(b) (6) - Privacy[ERIITIERIETR] (b )(5) Pre-Decisional
(b)(5) Pre-Decisional

rE-PEsny(5) Pre-Decisional
A(b}(5) Pre-Decisional

"= (h)(5) Pre-Decisional

Maj Gen [l then introduced his advisor, Dr. [ BIRIES) t© comment on current retail
trends.

Dr RN stated he will discuss three areas: The current retail outlook, retailer trends, and
e-commerce.

(b)(5) Pre-Decisional

FINANCE COMMITTEE REPORT

MG [l stated the Finance Committee met on 13 February 2007. The briefings today will
consist of the Financial Status Report by Mr. Depreciation Scenarios requested by the
Board; a Project Retek update and, the Long Range Capital Program for FY G7.

MG il introduced Mr. (DECIERMIVENA. AAFES Chief Financiat Officer, to present the
current financial position of AAFES.

EINANCIAL STATUS REPORT

Mr. stated he would address the Financial Status Report as of December 20086.



Revenue. Results year-to-date (YTD) December reflect 1% increase over Plan and 1% over last
year {LY). Gasoline prices are a contributing factor to the increase. Sales with gas are up
$83.8M; without gas, sales decreased $60.2M. Main Store sales decreased $89.5M or 3%.
Financial revenue increased 19% or $32.6M over LY due to higher interest rates. Prior year
interest rates were 11.08%: this year 12.99%.

Expenses. Overall expenses are down 1% from Plan and 1% from LY. Contributing factors are
lower margins on gasoline and strong sales in electronics which are highly competitive with
reduced margins. Bad debt is down $12.4M or 37% from LY. Conversely, interest expense is
up $21.9M or 72% due to higher interest rates and borrowing levels. The average monthly level
for Star Card receivables is up $153.5M. Depreciation is up $19.5M, foreign currency is up
$9.7M and credit card fees are up $6.9M. Lt Gen MM inquired if SG&A reductions were
expected to hold for the remainder of the year. Mr. A" confirmed they would.

Net Earnings. Net earnings YTD December with APF are $316.9M which is 5% above Plan and
2% above LY. Without APF, reimbursement net earnings are $235.4M or 22% below Plan and
16% below LY. Expenses discussed earlier are a contributing factor. Maj Gen ghislisiclarified
that the AAFES Fiscal Year (FY) is through the end of January.

Dividends. Dividends earned YTD are $199.9M. Dividends paid YTD are $216.5M, or an
overpayment of $16.6M. A true up will occur in January but a correction is not foreseen based
on the safety net and ending January results. Core earnings are down due to expenses
discussed. Class Six dividends are down $7.7M, primarily due to Black Market controls in
Korea. Telephone dividends are down $3.2M which has followed a consistent trend.

Region Sales. Continental United States (CONUS) regions sales YTD are up by $211.3M or
5%. Outside CONUS (O-CONUS) regions are down primarily due to troop re-stationing and
deployments. Catalog/e-commerce sales are up 12% or $21.5M YTD. Main Store sales trends
are favorable. CONUS region sales without gasoline are up $88.3M or 2%.

Region Earnings. Region earnings in CONUS are down $33.1M or 12%. O-CONUS Region
earnings in Pacific are down $28M (26%) and Europe $28.9M (40%), respectively. Principal
factors resulting in the decline are the gross profit on gasoline, higher depreciation, and
increased credit card fees. Contingency earnings are up $60.1M or over 100%.

Black Market Impact. Sales have decreased $21.7M or 43% from November 2005 to December
2008. Gross Profit has been reduced $11.1M or 51% with a dividend reduction of $8.7M.

FYQ6 Projection. Earnings for FY08 are projected to be $330M with appropriated funds (APF).
This is a $1M increase from the projection provided to the Board in November. Favorable points
are receiving APF funds of $82M; year-end inventory adjustment of $22M; Military Star Card
receiving of $11M; Bad Debt expense reduced $6M; Professional Service declined $5.8M; and
utilities expenses down $4.9M. Unfavorable points are booked $17M for Medicare Part D;
interest expenses increased $9M; markdown utilization increased $8.8M; Local National
Personnel Costs based on currency fluctuations increased $7.8M; and Post Retirement Medical
{PRM) necessitated a booking of $4.5M.

Gl Clarified that the Office of Management and Budget (OMB) has declared that
AAFES is not eligible to receive reimbursement for Medicare Part D. AAFES holds a contrary
position and is attempting to rectify. Mr. noted that the increase in markdown
utilization was from a warmer fall season which resulted in clearance of fashion clothing. Also
aggressive competition during the holidays resulted in reduced margins in electronics
merchandise.



industry Metrics. Two items which were red at the November Board, Qperating Margin and
Return on Invested Capital are green as a resuit of receiving APF funding.

DEPRECIATION SCENARIOS

Mr. explained accelerated depreciation policy which requires the asset to be re-stated
and expensed over its new useful life. He noted the policy is in accordance with Generally
Accepted Accounting Principles (GAAP). Comparisons were offered between Straight Line
Depreciation and Accelerated Depreciation together with the subsequent total earnings and
dividend impact. Mr. stated that we are currently booking accelerated depreciation
amounts. The decision to be determined is whether to continue in this direction or to fence the
dividend calculation to exclude accelerated depreciation impacts until the closure year.

Lt GerGARBGER noted [BHEYIMERPEERIE]

(b}(5) Pre-Decisional

Mr. CAURIEENoted that impact to dividends for FY07 is approximately $2.8M with
accelerated depreciation. With normal straight line depreciation there would be a $6M reduction
in FY10, primarily due to the closing of Leighton Barracks and the Atlanta Distribution Center.

BRAC locations and summary slides were presented. Mr. QlEEERagcommented that whichever
method is utilized, the same dollar impact of write-off over the total period covered remains the
same. He noted that the AAFES outside auditors, Ernst & Young, (G RN E egE:]

. (b) {6) - Privacy
commented that what is affected between the two depreciation methods will be the dividend
stream, not the total payout over the time period discussed, i.e., FYOB-FY13. MG [ghdiaad noted
(b)(5) Pre-Decisional
A IREREEEL(b)(5) Pre-Decisional

Lt Gen LACREEES] stated that [(BHE)IRGEE PR IE]

[ Mr. [l emphasized (IS ERbEI G E]
Mr. LASMIE] reemphasized [(BNE) AR B o]

llh} 16) - F'ri\'ac!a'mm}[ﬁ] Pre Decisional
LA ® © - Privaoy SRTINEIGE] (b)(5) Pre-Decisional

Mr. REE noted unanticipated increased expenses which adversely affected earnings
projections: Medicare Part D charge of $17M; unfavorable currency fluctuations of $9.7M; and
an unforeseeable $9.4M margin loss resulting from gasoline sales. He commented on the large
sell price drop at the pump which was favorable for customers but unfavorable or a reduction of
the margin. Maj Gen Sl emphasized the integrity of the reporting system and that clear and
known figures would be provided to the Board as available. Mr. SAUMMEE noted and requested
b)(5) Pre-Decisional . Lt Gen WAREUEERY equested
(b)(5) Pre-Decisional . Mr. QARG stated the

p—y




method to fence dividends would be a slightly improved NPV for dividends over the status quo
method. For AAFES, the effect would be reversed due to payout being made earlier. LTG
RN ) (5) Pre-Decisional Mr IR ©xplained that the fenced
amount would be the difference between the accelerated depreciation method and the straight
line depreciation method. BCEIRHERaY noted that [ alra b S e e
primarity a timing issue, as the total payout during the time frames discussed remain
the same. BG Plnckney (b)(5) Pre-Decisional
" (b)(5) Pre-Decisional

(REETTg) ) 6) - Privacy eletitel (0 }(5) Pre-Decisional

(b) (6) - Privacy

Motion: SMA oved that the Board indicate whether it wished to keep the process for

seconded the mation. Seventeen members voted to remain with the status quo; Mr.
voted for a fenced dividend.

RETEK UPDATE
Mr. provided an overview and update on project Retek.

Mr. explained that Wave 2 implementation will shift from July/August 2007 to
Nov/Dec 2007. Three factors resulted in the delay. 1) the delay realized for wave 1B support
was due to extensive testing and Wave 2 resources were required and had to be shifted. 2} An
increased number of in-house developed legacy system interfaces were found during detailed
functionalftechnical design; 32 new interfaces were found for the inventory application and 58
new interfaces were found for the replenishment and allocation implementation. 3) Not having
the personnel resources available that understood older legacy systems. In summary, an
additional 6000 project work days [$5.8M] to complete Wave 2 are required.

To provide additional insight, AAFES requested the Air Force Audit Agency (AFAA) to revisit
and review the project management actions and validate the resulting action plan. The project
review is scheduled for March 2007. A re-look of the process will determine if AAFES may have
overlooked or misjudged the timelines and the complexities involved. The information will be
shared at the May 2007 Board meeting. Mr. noted that two modules associated with
Wave 2, Advanced Inventory Planning (AIP} and Retail Merchandising System (RMS)
Clearance will be delivered on time.

Lt Gen CHURKE] requested (IR EIPhE]

Jo) 6)- Privacy](b)(5) Pre-Decisional
Mr. SN Prcacy U b)(5) Pre-Decisional
. Mr. [BEGQREAEE] noted the total labor cost impact will be $1 3.4M which consists of
$5.8M additional labor costs and $2.4M in change requests which are directly relevant and in
scope with this project. Also, a $5.2M detailed contingency projection has been added. Lt Gen
(b)(5) Pre-Decisional

Mr ISR indicated that there are three non-labor accounts which are not expected to
expend the full budget amount. There is a high confidence of realizing $7.5M savings and a lo-
mid confidence level of realizing $1.5M, for a total of $9.0M. These savings are associated with



non-expenditures of software maintenance, reduced travel, reduced office expenses, and
reduction of original planned contracted training by Oracie. Therefore, the total cost increase
impact of $43.4M is offset by the projected savings of $9.0M, resulting in a reduced potential
project shortfall of $4.4M - $5.9M based on current estimates and projections.

Maj Gen noted that the potential project shortfall included the 15% additionai contingency
increase of $5.2M. Thus, if that contingency amount does not transpire in total or is reduced,
the potential project shortfall is further reduced. Mr. EIGMEEY inquired (D IR GRMNESEIIE]

Y I(b) () - Privacy(h)(5} Pre-Decisional

Mr. noted that originally with the closing of the project in August 2007, depreciation
would have started in September of approximately $2.6M per month. Based on current
projections of project closure, there will be one month of depreciation in 2007 and thereafter.
Thus, depreciation costs charged for this FY is reduced by $10.4M. Therefore, earnings will not
be reduced $10.4M and dividends will increase by $5.2M. However, the delay of the project
and the corresponding inventory savings benefits for FYO7 will reduce earnings/dividends by
$3.9M /$2.0M. Thus, net positive impact for 2007 to dividends is $3.2M. The new benefit
timeline is extended out to 2010.

Mr. SIS indicated that project Retek will not be implementing the Oracle Retail Invoice
Match (RelM) module. AAFES will use the Prodagio Invoice Match capability, a lifecycle
replacement for the Accounts Payable Workflow System (APWin), which was purchased as part
of the Retek software suite. Duplication of effort will occur if both Prodagio and RelM are
implemented. RelM provides 3-way match functionality (PO, Invoice, and Receipt Match) on
Retek generated orders only. Prodagio provides 3-way match functionality on all types of
invoices. The decision of the executive steering committee for the Retek project was to avoid
duplication of applications and not implement. There are two reasons this was not determined
initially: The replacement requirement (not vendor supported) of APWin and, Increased benefits
derived from Prodagio software.

AAFES has currently spent $444K with initial implementation of RelM application, of which
$1.7M is remaining in the budget for work development. By not implementing RelM there is
cost avoidance of $1.7M which will reduce project Retek total cost to $180.3M from $182M.

MrLRBORLGIESY briefed that the testing of functions will start in May 2007. BGUECERIES
commented [(HEHIHEE DTN E]

Mr. noted that as of year end FY06, Early Inventory Optimization (10) Distribution
Center inventory is $253M against year end target of $258M. The target reduction was
exceeded by $5M.

Lt Gen QESREES! commented [(s) NS BETEINE]

. Mr. BIREE Nnoted
there are numerous initiatives being taken by Information Technology (IT) and the Sales
Directorate (SD) to insure success.



e] () (6) - Privacy JiietbHET (b )(5) Pre-Decisional
. SEARMRER stated it would be funded from AAFES earnings as

any requirements over budget would be fenced, thus no impact on the dividend.

LONG RANGE CAPITAL PROGRAM

MG RBliaorened and noted the Finance Committee reviewed 15 construction projects and
four image updates. The value of these 19 projects was $164.1M. Seven of these projects
have an Internal Rate of Return (IRR) below the 7% hurdle and the Finance Committee
recommended they be brought to the BOD for discussion. It is noted there are four Shopping
Center projects with costs which represent 64% of the FY 2007 submission and have an IRR
average of 5.45%. The Finance Committee also reviewed five projects that had been previously
approved by the Board and now require re-submittal.

The Finance Committee recommends the board approve the eight construction projects and
four image updates which have an IRR above 7% without detailed discussion.

Discussion: Maj Gen Rl

was viewed in total. He noted that this portfolio has an overall hurdle rate above 7% and also
noted that AAFES does some service projects that are below the 7% hurdle rate in order to

portfolio could be discussed if desired, but he understood the precedent for the Finance
Colttee was to recomrnend approval for those projects above 7% to limit discussion. Mr,

. He noted Maj Gen RSl concern that at the

(5} Pre-Decisional

| commented () IR MEE B PYE]

EE © - P BEERN(b)(5) Pre-Decisional

AR )(b)(5) Pre-Decisional
l'b} (6} - pm-acyl[l.-:{s-:- Pre-Ceisiural

The Chairman called for a motion.

Motion. MG il moved that the Board approve the eight construction projects and four
image updates which have an IRR above 7%. The motion was seconded by Maj Gen [l
and unanimously approved by the Board.

MGERRE then indicated that Mr[ZIREIRE] would address the AAFES new construction
strategies. Mr. Sl indicated that the top priority was to support Base Realignment and
Closure (BRAC)/Army Modutar Force (AMF)/Integrated Global Planning and Basing Strategy
(IGBPS) gaining locations and to bring them to an end state position. The second priority is a
worldwide master plan schedule, a 10 year program that is currently in its eighth year. The
process includes command involvement with a systematic approach to plan the entire
community integrated with the master plan of the installation. The third priority is a shopping

10



center replacement strategy that identifies those locations with the greatest need. The strategy
measures shopping stress, building condition, age and opportunities. The fourth priority is the
positioning of name brand fast foods in Shopping Centers to meet customer expectations and
improve sales and earnings. The final strategy incorporates industry’s best practices in
development a of concept building design for convenience store prototypes. Tab M, Projects
Under 7% IRR Information, in the members’ books was briefed.

Mr AR provided a summary on the following seven projects with IRRs below 7%:

Ft. Poik - Construct Shopping Center - AMF Gaining

Fort Lewis — Expand Shopping Center — AMF/BRAC Gaining

Luke AFB - Construct Shoppette/Class Six/Gas/BK/CCC/CW - Master Plan
Randolph AFB - Construct Shopping Center - Master Plan

Dal Molin, Italy — Construct Minimail - AMF Gaining

Fort Lewis — Activate Gas at Mini Mall - AMF/BRAC Gaining

Charleston AFB - Expand Shopping Center — Master Plan

Discussion: Mr. ] noted he had [(sHEYIREENEEETIE]

(b)(5) Pre-Decisional
*|(b)(5) Pre-Decisional

03 ) - Privecy JEITIIEa (D)(5) Pre-Decisional
. M. A b)(5) Pre-Decisional
|. Maj Gen |l noted that

Y EEYC € " =+(b)5) Pre-Decisional

(b)(5) Pre-Decisional

XY ©) - Privaor](b)(5) Pre-Decisional

The Chairman called for a motion.

Motion: MrRIREERGR moved that the Board approve the seven projects submitted with IRRs
below 7%. The motion was seconded by BG [jiiiili and unanimously approved by the Board.

MG il noted that the Finance Committee has reviewed the details of the resubmitted
projects and recommends the Board approve those projects with IRRs above 7%.

The Chairman called for a motion.

Motion: MG giilllel moved that the Board approve the five resubmitted projects with IRRs
above 7%. The motion was seconded by Mr. [ghilllied and unanimously approved by the Board.

. A then reviewed the conditions requiring that projects be resubmitted to the Board.

1) Projected project cost exceeds approved cost of more than 25% (independent of
currency fluctuations.)
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2) Projected NPV, if approved at a positive dollar amount, drops to a negative dollar
amount.

3} Significant changes in mission or projected troop strength not considered during initial
project development are verified.

He commented that () RGNS TE]

ARt ated that the oversight has been duly noted and the correction has been made.
An in-depth briefing was presented on the 3 resubmitted projects with IRRs below 7%:
Travis AFB — Construct Shoppette/Gas/Food

Little Rock AFB — Construct Shopping Center.- BRAC Gaining
Fort Lee — construct Shoppette/Gas/Food/CCC/ICW.- BRAC Gaining

Discussion. Mr. pEERGE(b)(5) Pre-Decisional

A IEEEl(b)(5) Pre-Decisional

IEYELN) ) (6} - Privacy QEMIEISN(b)(5) Pre-Decisional
N € - Frae(b)(5) Pre-Decisional
e © - e (h)(5) Pre-Decisional

LI = el (b)(5) Pre-Decisional
(VI ® @ - Py eIl (b )(5) Pre-Decisional

(b)}(5) Pre-Decisional
e - " EEIIEEEN (b)(5) Pre-Decisional
-:h.\ - F'riu-a.:.ym]u:s-:- Pre-Diecisicaral

The Chairman called for a motion.

Motion: MG [giillilasd moved that the Board approve the three resubmitted projects with IRRs
below 7%. The motion was seconded by LTG and unanimously approved by the
Board.

[Ty € - Privecy IR RGE (D) (5) Pre-Decisional
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Mr. RASHBIRY voiced concern
(b)(5) Pre-Decisional

(b)(5) Pre-Decisional

AUDIT COMMITTEE REPORT

In the absence of Brig Gen SIS, the Audit Committee Chair, BG introduced the
Audit Commitiee report. She noted that at the Audit Committee meeting on 13 February 2007
two of the four audit commitiee members were unavailable to attend so there was no quorum.
Ernst & Young outlined their Annual Audit Plan for FY 2006 which is expected to be completed
by May/June 2007. Also presented was the internal audit plan for FY 2007. She then
introduced Mr. SAS Director, Audit Division, to provide the Audit Report. Mr. [Sisiid
discussed the steps in developing the internal audit plan and thanked Board members for their
valuable input. There were over 160 topics submitted from across the company. Through
consolidation and prioritization the list provided to the Board will be the planned functional
audits. There will be a planned organization audit of the Eastern Region; and planned follow-up
audits of merchandise accountability in Korea, the School Feeding Program and Vehicle
Management. Finally, there will be additional functional audits (back-up) of employment
policies/practices; review of ESR 2-3, Organization and Functions; and procurement card
transactions.

Mr.

i Driefed on the summary of four recently completed internal audit reports.
Internal Audit Reports

Accounting Support for OEF/OIF

Findings: Improved internal controls were needed in the accountability over cash
deposits and reconciliation of cash instruments.

Management Actions

The Chief Financial Officer will resolve concerns over cash deposits not
yet reimbursed by military finance offices.

Reconcile cash instruments and resolve cash variances.

Credit and Debit Card Accounts Receivable.

Findings: Increased management oversight would decrease merchant fees and
improve the collection of credit and debit amounts owed AAFES.

Management Actions
The Chief Financial Officer will ensure correct merchant fees are charged.
Establish a web-based credit and debit card training program.

Write-off uncollectible amounts of unprocessed transactions.
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Western Union Compliance Proaram

Findings: AAFES was not complying with the Federal Anti-Money Laundering
(AML) prevention regulations.

Management Actions

The Vice President, Corporate Compliance will ensure that effective
oversight of the AML program is maintained and required reports are
submitted to the IRS.

The Senior Vice President, Human Resources will ensure all associates
performing money services transactions are trained annually.

Retek Implementation - Update

Project Status
Wave 2 - Delayed from August 2007 to December 2007.
Following factors impact timeline:

Wave 1B extension
Increased number of legacy interfaces (181 vs. 97)
Limited legacy resources

Budget

Potential projected shortfall of $4.4M - $5.9M.
Overall budget reduced to $180.3M from $182M for Oracle Retail Invoice Match
Module 4.

Mr Sl commented that original project proposal cost to the Board was $137M.
It was noted at that time there was an allowance for 5% overrun without prior Board
approval. The following year the project was approved for $182M but through
perhaps oversight, the 5% overrun was not included.

Joint Audit (Tiger Team) Update
AAFES and Tiger Team continue to work one open item

Finding C-3: Formalize and document mission and functions of the Exchange.
AAFES published ESR 2-3 in November 2006. Some concern
remains of overlapping responsibilities between area and regional
management. The Audit Committee has requested an internal
audit to review the structure and responsibilities, and recommends
delaying the closure of this item until the audit is complete.

The Chairman called for a motion.

Motion: Mr. Al moved that the Board approve the FY 2007 Audit Plan. The motion was
seconded by BG QARMEISand unanimously approved by the Board.

Mr. EiEdN closing noted that he has served with AAFES for the previous 5 years.
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(b)(5) Pre-Decisional

Lt Gen [SHUREIERIthanked Mr. Gl and the Audit Committee and noted he and LTG
IGRLER] would take his concern under advisement.

IMPROVE CAPITAL PROGRAM ASSUMPTIONS OF RETURN ON INVESTMENT (ROI)

Mr BIREERRg noted that after reviewing the Post Fiscal audit results at the 15 November 2006
Board meeting, the Real Estate Directorate was tasked to brief the February 2007 Board on
lessons learned to improve the capital program assumptions for ROl As a result of this request,
AAFES contracted with Deloitte Consulting to review and comment on AAFES methodology for
performing post fiscal audits and project selection.

The Deloitte team evaluated core processes that are important to creating a leading planning
practice. Areas in their review included: performing post-audits, selecting major construction
projects, and comparing AAFES processes with industry’s best practice.

. priefed on the Deloitte review which noted that AAFES post fiscal analysis, project
selection methods, and tools reflected good or leading practices in many ways. However, there
were lessons learned which were as follows: Projected ROIs should be presented as bands to
account for risk and uncertainty. Also in the near-term, the methods for forecasting and auditing
projects should better account for recent declines in sales/earnings and gasoline margins.

Deloitte analyzed a group of Main Stores with and without the benefit of new construction for the
2001 portfolio. The lift in Main Store sales with construction was 18% and the earnings delta
was 55%. This highlighted the current AAFES post fiscal model deficiency which does not
adjust for the current declining Main Store sales and earnings trend.

Mr. R oted that the review was discussed with Dr. as he had knowledge of the
leading practice in this area. The next step will be to develop methods and related toolsets 1o
formalize risk identification, quantification and mitigation for new projects. A progress update will
be provided at the next Board meeting.

N noted that when an [NE KGR S TeUE]

. SMA RIS inquired [(IE IR PG E]
). Mr. eiiaadclarified that it
is based on historic AAFES data, SMA RIS noted [N RMGEBEENET

KLY J0) 6)- Privacy IR B )(5) Pre-Decisional
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DLA BUILDINGS FOR DISTRIBUTION CENTER

Mr IO Senior Vice President for Logistics briefed the Board on a Comprehensive
Concept Plan {CCP) on the relocation of Giessen Distribution Center to Germersheim, Germany
which proposes a warehousing end state facility at Germersheim. AAFES employed
commercial consultants to petform space planning analysis at the existing DLA facilities at
Germersheim. He noted the review was based on several assumptions which were outlined.
Charts were briefed outlining construction requirements needed to the existing complex. A
benefit would be in reduction of transportation expenses by $.5M annually. An intangible benefit
would be to partner with the Defense Logistics Agency (DLA) and DECA. The con’s are a
negative NPV ($19.1M}, a multiple building configuration, limited truck access/parking, reduced
flexibility (cube storage), and increased depreciation of $302K annually. Total relocation costs
are estimated at $39.5M.

Also briefed was the activation of a new 380K square foot facility. Benefits would be the
reduction of transportation expenses by $.5M annually and the reduction of personnel expenses
by $.5M annually. It would be a single building configuration with adequate truck access and
parking. Con’s would be a negative NPV ($66.4M), increased depreciation of $4.1M annually,
and also reduced flexibility with cube storage.

(b) (6) - Privacy [T SITe] (b }(5) Pre-Decisional L' lg(b) (6) - Privacy
(b)}(5) Pre-Decisional

HIREE] - |(b)(5) Pre-Decisional

B noted that

(b}(5) Pre-Decisional
1(b)(5) Pre-Decisional

Lt Gen RAQBEIEE] commented (DGR MR o lpt]

llbll (83 - Friv, -v'mm}i&} Pre-Decisional

e " " (b)(5) Pre-Decisional

Lt Gen QALMGER] noted and requested AAFES move forward
to provide a detailed proposal so that the Army can properly evaluate the project.
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NEW BUSINESS INITIATIVES

Maj Gen fREcommented that with the drawdown in Europe and the Pacific, the troops coming
home wiil, in many cases, live off-base where the opticns te remain off-base to shop increase
significantly. The end result will be declining Main Store eamings. Therefore, AAFES’ first
imperative is to be the best retailer it can be, and Mr. and his staff are weil focused on
this objective. The second imperative, to prevent a slow decline, is to increase AAFES'
relevancy through new businesses and revenue streams. The way o accomplish this is through
strategic partnerships. Thus, the Strategic Partnership Directorate was formed in order to find
new ways to do business and partner successfully. He then indicated that Mr} j would brief
the Board on several initiatives.

Chief Sty commented [{o) IS CRBETWE L

B [(b)(5) Pre-Decisional

Maj Gen [ ntroduced Mr. jiflil§j to brief the Board on two initiatives.

opened by noting that the AAFES mission is to make military life better. AAFES has a
competitive advantage in that it knows its customers’ needs and can, therefore, successfully
leverage that knowledge by bringing various elements together to meet those needs.

He discussed in detail two current initiatives, Community Development and Advanced
Technology Initiative. He noted that Community Development will not be everywhere. The
Marketplace has to speak and support. With regard to Advanced Technology, the greatest risk
is inaction.

Current trends and customer needs in retail development were presented in detail, expounding
on the current layout and future initiatives for Ft. Bliss. Four different alternative financial
structures were presented outlining financing models and the impact on NPV and IRR.

Sl 6) - Privacy [TV MBI (0)(5) Pre-Decisional
(b)(5) Pre-Decisional

BE[e)® © - Piveey TSR] (b)(5) Pre-Decisional

: § briefed that the next steps in the Fort Bliss Lifestyle Center process will be: 1)
Complete the Ft. Bliss development program in April 2007, 2) Seek approval at the May BOD
meeting, and 3) Submit the proposed Public Private Venture (PPV) to the Principal Deputy
Under Secretary of Defense for Personnel and Readiness for approval.

- Pre laCled(D)(5) Pre-Decisional
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(b)(5) Pre-Decisional

Mr B commented on (I GEEERIE]

(g (- Pracy IRl (D ) (5 ) Pre-Decisional

Dr. QALY offered three observations: [GIINGRYEERIHE]

Mr. fililicommented that the idea of partnering is to bring people to the table who are the
experts. AAFES is teaming with companies that have access to and successful reputations in
the marketplace. They have a vested interest in a successful outcome. The consultants, the
banks and AAFES are all accomplishing proformas that will be reviewed jointly. That will
address part of the risk management concern. Also, it is noted that these concepts generally fail
because they are not large enough and do not have enough critical mass.

The second initiative Mr. discussed in detail was Advanced Technology. An historical
perspective was presented along with present and future trends.

FINAL COMMENTS AND ADJOURNMENT

LTG [ noted the {(QIGYREGRNETGRITNE]

(b)(5) Pre-Decisional

LTG SR EY(b)(5) Pre-Decisional

(b) (8) - Privacy RTINS ] (b )(5) Pre-Decisional
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Lt Gen QISREE. concluded by thanking Board Members for their hard work and support.
ADJOURNMENT:
The meeting adjourned at 1430 hours.

SUMMARY OF MOTIONS.

Board minutes of 15 November 2006 were approved.

Dividend payout methodology to remain at status quo.
Long Range Capital Program in total was approved.

FY 2007 Audit Plan was approved.
SUMMARY OF FOLLOW-ON ACTIONS:

For AAFES
1. RE: IRR Modeling results to the Board for post fiscal analysis.
2. RE: Germersheim proposal for FY 2010 POM submission.
3. CHAIRMAN: Improve Board member training.

(b) (6) - Privacy

Executive Secretary

APPROVED:

§ APR 2007

ieutenant General,
Chairman
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 248th meeting of the AAFES Board of Directors was called to order by the Chairman on 16
May 2007 in the Board Room, HQ AAFES, Dallas, Texas.

ATTENDANCE

MEMBERS PRESENT:
(b)(6) Privacy and DoD Names List

ALTERNATES PRESENT:
(b)(6} Privacy and Dol Names List

MEMBERS ABSENT:
(b)(6} Privacy and Dol Names List

SECRETARIAT:
(b)(6} Privacy and Dol Names List

AAFES STAFF:
(b}(6) Privacy and DoD Names List

BOARD PRESENTERS:
(b}(8) Privacy and DoD Names List




bX6) Privacy and Dol Names List

GUESTS:

(b}6) Privacy and DoD Names List

OPENING COMMENTS BY THE CHAIRMAN

The Chairman, Lt Gen opened the 248th meeting at 0800 hours, and welcomed all
Board members. He thanked the Board members and alternates present for taking time out of
their busy schedule as their hard work directly benefits the service members and their families.
QUT-OF-SESSION ITEMS

The Chairman noted there were no out-of-session items.

APPROVAL OF FEBRUARY2007 BOD MINUTES

Lt Gen noted the minutes of the 28 February 2007 meeting and asked for any
corrections or additions. Upon receiving clarification of discussion comments, he asked for a
motion to approve the minutes.

Motion: Mr. § moved that the Board of Directors approve the minutes of 28 February 2007
as written. The motion was seconded by SMA and unanimously approved by the
Board.

COMMENTS BY THE COMMANDER

The Chairman then called for the Commander, AAFES' report. The AAFES Commander, Maj
B discussed two updates.

B noted a promotion ranking board has been convened as there are two Senior
Vice President (SVP) positions to be filled. Mr. SVP of HR and Mr g SVP of
Central Region will be retiring in the next several months. Nomination packages will be
forthcoming to the Board for out-of-session approval.

B discussed briefly his visit to the Pacific Region, Community Development
initiatives, and the status on DeCA resuming operations at Naval Air Station Joint Reserve Base
(NASJRB), Fort Worth, Texas.

Maj Gen [l then introduced his advisor, Dr. [(SEEEIIEY (0 comment on current retail
trends.
CONSULTANT’S COMMENTS

Dr. RIRERag focused on two areas: The short term outiook in retaii and medium term issues.

{b)(5) Pre-Decisional



(b)(5) Pre-Decisional

O IRl (b)(5) Pre-Decisional

IEIR® ©-Frivacy|(b)(5) Pre-Decisional

. AR commented {QHEIREEREREIIE]

[R](b? (6} - Frivacy Pals [EIXNe( b)(5) Pre-Decisional

I commented ()R ERRE N ETET

FINANCE COMMITTEE REPORT

MG stated the Finance Committee met on 18 April 2007 and noted that the briefings will
consist of the Financial Status Report by Mr. [EliERa and two motions to be addressed:
Purchasing (PZ) Transformation and Retek.

MG introduced Mr. [((JXEBAIERE AAFES Chief Financial Officer, to present the
current financial position of AAFES.

FINANCIAL STATUS REPORT

Mr. R stated he would address the Financial Status Report for Fiscal Year (FY) 2006
and the year-to-date (YTD) April 2007 results. He noted that based on the Finance Committee
recommendations the chart format was changed with overall results addressed.

Revenue. Results FY 06 are 3% above last year (LY} and 2% above plan. Cost of goods is 3%
above LY and 4% above plan. The key driver is gasoline sales which were up $160M or 14%.
Gallons sold were up only 1% so the key component is the price per gallon increase. Financial
revenue increased 13% above plan and 20% above LY. The key component was an increase in
the annual percentage rate (APR) from 11% to 13%. CONUS region sales and direct marketing
were up and overseas and contingency sales were down. Region sales without gasoline reflect
the same trend. Main store sales reflect a dramatic increase in January based primarily on the
extra week in the retail fiscal calendar for January 2006 versus January 2005. Without the
additional week CONUS main store sales were down 2%, Pacific down 3%, and Europe up 8%.
Worldwide main store sales were down 3% from LY.



Net Earnings. Resuits are 3% above LY and 8% above plan which is inclusive of appropriated
fund (APF) support. Without APF, earnings were 17% below plan and 14% below LY. Region
earnings are up over LY in contingency, direct marketing and exchange credit only.

Expenses. Overall expenses are 4% above pian and 3% above LY. Key component is the cost
of goods, specifically gasoline.

Dividends. Dividends earned FY 06 are 1% below LY at $228.3M with APF, FY 05 was
$229.5M with APF. Lt Gen commented that depicting the dividend amount paid out
per service member may better emphasize the benefit versus a simple total amount by
installation only. Maj Gen j noted AAFES will modify and enhance its dividend signing.

YTD April 2007. Sales are 4% below plan and 1% below LY. The weather, gasoline prices and
the different reporting months in which Easter occurred for FY 05 versus FY 06 were outlined.

industry Metrics. One item was red, Inventory Turnover. Key component was warmer weather
which contributed to slow sell-through of fall/winter clothing. Total inventory dollars through April
have been reduced $190M from LY.

PROCUREMENT SYSTEM ENHANCEMENT

Mr. began by explaining that the purpose of the presentation and motion was a Board
requirement for discretionary IT projects greater than $5M to be reviewed and approved by the
Board. Mr. explained that this project will replace the current inefficient manual, non-
retail procurement process with a state-of-the-art commercial off-the-shelf automated process.
He highlighted and discussed current limitations and costs along with the benefits derived with
project implementation. He summarized that the total project costs are projected at $7M and
upon implementation, net benefits of $5.6M annually are projected.

Dr. LACRIER] commented [(HGIRMERMEEETE]

g @ Frec P RY(b)(5) Pre-Decisional
. Mr. Sl stated that the timing is actually
beneficial as both programs are implemented at the same time.
L(b)(5) Pre-Decisional

AR commented [(SHE)IMEENEHETNE]

(b} (8) - Privacy YN ERROGE (b )(5) Pre-Decisional

rocurement and installation of
seconded the motion and

Motion: Mr. [SislEd moved that the Board allocate $7M to the
the proposed Procurement System Enhancement Project. BG
it was unanimously approved by the Board.




RETEK UPDATE

Mr O BAEINENT AAFES Chief Information Officer, provided an overview and update on
project Retek.

vr. IR explained that Advanced Inventory Planning (AIP} went live on 2 April 2007,
This is a warehouse-to-warehouse replenishment method that supplies off-shore distribution
centers (DC) from CONUS DCs by the use of transferring merchandise. This replenishment
method provides a lower overall inventory investment to the offshore DC without sacrificing
warehouse service levels. The remaining applications to be delivered during Wave 2 are

_Inventory/Replenishment, Pricing, Demand Forecasting and Retek Data Warehouse. All work
streams are on schedule and progressing according to the project plan.

Mr. discussed the recent visit by the Air Force Audit Agency (AFAA). The AFAA did
not list any repeat occurrences from their previous visit. They did put forth some timeline risks
based on their preliminary out-brief. Mr. discussed in detail AFAA concerns and
AAFES position. He summarized that the Retek Executive Steering Committee and the Project
Management Team are confident in meeting the December time-line objective based on current
known conditions.

Mr. RO commented and concurred (B IR GRS CEEIE]

Mr. discussed the project budget. Current actual expenses reflect that $124.8M or
69.2% of the $180.3M project budget has been expended. The remaining budget is $55.6M.
The estimate to complete the project as of February 2007 was $57.7M. Shortfall was $2.1M or
1.2% over budget.

He addressed the total anticipated cost impact based on Wave 2 re-plan cost increases, Wave
2 change requests and a 15% contingency projection. MHe also addressed the total funds
available within two confidence (High/Low) categories. The current potential project shortfall is
estimated at $4.4M - $5 9M.

Lt Gen RAREREN inquired if the [(IE)IEGRBEMRIE]

(b) {6) - Privacy RS IR I s ) (b }{5) Pre-Decisional

ER(D) (6) - Privacy IGERGEN(H)(5) Pre-Decisional

Motion. Maj Gen § moved that the Board approve a $6M additional contingency fund for
project Retek with the following stipulations: 1. Funding is controlled by the project Retek
Executive Steering Committee, and., 2. There is no impact to the MWR Dividend. The motion
was seconded by SMA iElMa and unanimously approved by the Board.

DRIVE PROFITABLE SALES

Mr. i opened by stating AAFES’ goal is to drive profitable sales. He outlined three major
topics he would discuss: back to basics, update on the Merchandising Planning System, and
preparing for Retek implementation. Mr. SRl discussed his ongoing visits to the stores and



the proper utilization of current tools and hardware to right size the inventory investment,
improve gross margin, and enhance customer service and training.

He discussed current Online and Brick and Mortar initiatives and the positive resuits achieved.
An example is the "Buddy List” which is a local exchange generated e-mail that reaches out to
customers in a personal manner, highlighting their local exchange sales evenis.

" IEREIERE(b)(5) Pre-Decisional . Mr. i highlighted the

various communication devices and templates which are produced by Marketing and the Sales
Directorate to assist the stores.

Mr. e outlined the new store openings for 2007 and the initiatives in place to effectively
open and merchandise new stores and shut down the replaced facilities expediently. He also
addressed store category initiatives: Hardlines, Automotive, Private Label, Qutdoor Living,
Consumables, Softlines, Food, and Services.

il commented that [(OIGI g zR M Rl E:l!

(RgerT) ) &) - Privacy Pl MR (0 }(5) Pre-Decisional

MY ©-P™|(b)(5) Pre-Decisional

| Dr. LR commented ((QIGREESREEIIGE]

T NEE)b)(5} Pre-Decisional

| commented that Mr. REREEIEapproach (Y REGCRMNCREILET

KAISERSLAUTERN MILITARY COMMUNITY CENTER (KMCC) UPDATE

Mr. [({XG)RRHNESY Vice President, AAFES Real Estate Directorate, provided an update on the
KMCC project. Currently the project is in litigation with little progress in recent months. The
German contracting agency, Landesbetrieb Liegenschafts-und Baubetreuung (LBB) has
appointed a new project manager. The USAFE Project Management Office (PMO) remains the
lead U.S. agency. The Chairman requested continued updates at future Board meetings.

COMMUNITY DEVELOPMENT AND ADVANCED TELECOMMUNICATIONS

Mr QXCIRRZIERY Senior Vice President, AAFES Strategic Partnerships, presented three current
initiatives: Privatization of Army Lodging (PAL), Community Development Initiative (CDI), and
Advanced Technology Initiative (ATI).

: | discussed the history of PAL, AAFES’ proposal and unsuccessful offer and the
subsequent request for an administrative review. A final decision on the merit of the AAFES
protest is expected in June 2007,

The Community Development Initiative {CDI) was reviewed and the six pilot locations (Ft. Bliss,
Ft. Carson, Ft. S3am Houston, Ft. Dix/McGuire AFB, Little Rock AFB, (Eglin AFB) and one
unique installation (Ft. Belvoir) were presented.



Maj Gen il commented that AAFES must be involved in enhanced use leasing (EUL)
initiatives to insure the Soldier/Airman does not iose nor have their authorized benefits
marginalized. Mr Sl discussed the EUL initiative at Eglin and the uncertainty of the current
status. Mr. il commented he [E) IR MR IE]

Mr

Mr. ighlighted that convergence is transforming the telecom industry and discussed

AA " goal tc become the preferred provider of ail unofficial telecommunications for all of
DoD. He discussed specifically the initiative of establishing a joint networking venture with Army
Family and MWR Command (FMWRC). Maj Gen il expressed his excitement on this
endeavor and asked Mr. B and Mr. Bl for their thoughts. Mr. RIREEES] commented
14t14(0)(5) Pre-Decisional

B concurred.

BOARD MEMBER TRAINING

(b} (6} - Privacy RalIWIEII1 R (b )(5) Pre-Decisional
LTG CACRREER] concurs, and (I IMERE R
Lt Gen SASigiid will formally ask LTG GACERSIGS] 10 (6N sl R BT EY

KX © - Priveoy Rl (b)(5) Pre-Decisional

Mr. GAREEE noted that LTG RECGEERES] is aware (OIS IMGEMEHE ]

AUDIT COMMITTEE REPORT

In the absence of the Audit Committee Chair, Brig Gen SAZESE] his alternate, Mr. KAtk
introduced the Audit Committee report. He noted the Audit Committee met on 30 April and then
introduced Mr. i Director, AAFES Audit Division, to provide the Audit Report.

(b} 63 - Priv

i briefed the Board on the summary of four recently completed internal audit reports.

Internal Audit Reports

Information Technology (IT) Maintenance Agreements

Findings: Overall, AAFES effectively used IT Maintenance Agreements to protect
the IT infrastructure. However, AAFES found opportunities were
available to improve Internal Controls over financial and asset
management processes.

Management Actions
The Chief Information Officer will develop and implement an effective

strategy for managing all IT assets covered under Maintenance
Agreements.



The Director, Procurement Support and Policy Directorate will:

« Assure IT Maintenance Agreement invoices are matched to
contract pricing and to covered assets

+« Recover all overpayments

Commissary Tobacco Processing

Findings: The commissary tobacco program was not operating in accordance with
all established policies and procedures.

Management Actions
The Senior Vice President, Sales Directorate will:

= Develop and implement procedures for applying tobacco price
changes that comply with policies,

» Develop a checklist for Associates to use.
The Regions will ensure inventory levels are monitored and price
changes completed in a timely manner.
Concession Accounting Procedures

Findings: Concession Operations could be enhanced by ensuring contract terms
are met and kept current.

Management Actions

The Senior Vice President, Sales Directorate will ensure contract data is
current and properly maintained.

The Exchange Regions will ensure concession policies and procedures
are followed.

The Chief Finangcial Officer will ensure concession policies and
procedures are followed.

Retek Implementation - Update

Project Status
Wave 2 - Go-Live Projected December 2007

Advanced Inventory Planning ge—live 2 April 2007
Next implementation: Pricing July 2007

Budget
Overall budget $180.3M

Request for $6M in additional funding for the project.
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Timeline
Overall project go-live — December 2007

Extension of CPA Contract

The Audit Committee approved extension cf the CPA contract (Ernst and Young) for
one year.

Rgell® © - PreoBh ISR (b)(5) Pre-Decisional
o8l Fre EERl(b)(5) Pre-Decisional

Lt Gen SUSIMER] thanked Mr. Siliad and the Audit Committee.

FINAL COMMENTS AND ADJOURNMENT

Ms. (STCRIMIVEIRY commented that the Board orientation was very well done and informative.
She also thanked Lt Gen [ZISEEREd on behalf of Mr. [TRZREERR for his leadership of the AAFES
Board.

MG RIBREEE also thanked Lt Gen for Board leadership.

Mr. Sl expressed to Maj Gen { and Mr. Sl appreciation that the focus on Sales
and Earnings are in a balanced manner. This approach will better position AAFES for future
growth and challenges. He noted that earnings are an gnabler which ensures that service

members receive the benefits they deserve. He also thanked Lt Gen [SEZREES] for his
leadership.

. g thanked Lt Gen for his leadership. He also expressed thanks to Maj Gen
B and Mr. sl for their leadership in taking AAFES forward in the right direction. He

SMA g noted that [ IRERMNEEEE]
He expressed thanks to Lt Gen [ZaEMEled for his leadership
and service on the Board on behalf of Army leadership and all the soldiers.

Lt Gen [EIRREREY noted that the Chair position will remain Air Force until the fall of 2008. Since
Air Force Services is under AF/A1, the new Board chairman, effective 1 June 2007, will be Lt
Gen (XGIRRMININY Deputy Chief of Staff, Manpower and Personnel, HQ USAF.

11



Lt Gen GASMURE also noted that at this time, a new Commander for AAFES had not been
announced but indicated that he was comfortabie with the Army’s process and review. He aiso
noted that the new Deputy Commander for AAFES, Air Force Brig Gen [N RIGS] Wil be
on-board in June 2007,

Lt Genf thanked Board Members for their hard work and support in taking care of all
service. members throughout the world. He thanked Maj Gen Sl for the great job he had
done in leading AAFES forward. Lt Gen RIRMERGY concluded by stating it has been an honor
and a privilege to serve on the AAFES Board.

ADJOURNMENT:
The meeting adjourned at 1400 hours.

SUMMARY OF MOTIONS:

Board minutes of 28 February 2007 were approved.

The Board allocated $7M to the procurement and installation of the proposed Procurement
System Enhancement Project.

The Board approved a $6M additional contingency fund for project Retek with the following
stipulations: 1) Funding is controlled by the project Retek Executive Steering Committee, and 2)
There is no impact to the MWR Dividend.

SUMMARY OF FOLLOW-ON ACTIONS:

For AAFES

MK: Improve advertising of AAFES dividend amount.

RE: KMCC status will be briefed at each Board meeting until completion.
SP: Follow-up on EUL status at Eglin AFB

CHAIRMAN: Improve Board member training.

PON=

(b) (6) - Privacy

Executive Secretary

APPROVED:

(b) (6) - Privacy

(b) (6) - Privacy

' 4
Lieutenant General, USAF ) JUN 2007

Chairman

Lieutenant General, USA
Senior Army Member
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 249th meeting of the AAFES Board of Directors was called to order by the Chairman on 15
August 2007 in the Board Room, HQ AAFES, Dallas, Texas.

ATTENDANCE

MEMBERS PRESENT:
(b)(8) Privacy and DoD Names List

ALTERNATES PRESENT:
(b)(8) Privacy and DoD Names List

MEMBERS ABSENT:
(b)(8) Privacy and DoD Names List

SECRETARIAT:
(b)(6) Privacy and DoD Names List

(b)(6) Privacy
hnd DoD Names
List

BOARD PRESENTERS:
(b)(8) Privacy and DoD Names List




(b){(6} Privacy and DoD Names List

e

OPENING COMMENTS BY THE CHAIRMAN

The Chairman, Lt |SIHERegd opened the 249th meeting at 0800 hours, and welcomed all Board
members. He thanked the Board members and aiternates present for taking time out of their
busy schedule, as their hard work directly benefits the service members and their families. Lt
thanked Maj Gen Sl for his superb job as the Commander of AAFES and the
exciting direction in which he has taken the organization. He also welcomed BG the
new AAFES Commander, and noted that he will bring a business-oriented skill set to AAFES.

OUT-OF-SESSION ITEMS

The Chairman noted there were four out-of-session items: the approval of the selection of two
Senior Vice Presidents (Mr. il as SVP, Central Region and Mr. a5 SVP, Human
Resources); approval of reply to the Office of Secretary Defense (OSD) RE: Future Funding of
Commissary and Nonappropriated Fund Instrumentality (NAF1) Facility Requirements; approval
of memo to OSD on continuing support of aggregation of AAFES pension plan assets and
liabilities; and, from the Finance Committee, approval of four motions concerning the Ft. Bliss
Lifestyle Center project.

APPROVAL OF MAY 2007 BOD MINUTES

Lt Gen m noted the minutes of the 16 May 2007 meeting and asked for any corrections or
additions. He asked for a motion to approve the minutes.

Motion: Mr. moved that the Board of Directors approve the minutes of 16 May 2007 as
written. The motion was seconded by SMA Eiillas and unanimously approved by the Board.

AAFES COMMANDER’'S REPORT

The Chairman then called for the AAFES Commander to give the Board an update on the
organization. The AAFES Commander, Maj Gen il noted he was appreciative to have led
such a great organization and to work with the Board.

He noted the two strategic imperatives toward which AAFES has been working. The first is to
insure AAFES is the best retailer in the world. This will be achieved by understanding our
customer’s wants, needs and desires and by meeting those requirements with the most efficient
supply chain possible. The second imperative is to ensure that AAFES remains relevant to the
military and to drive new revenue streams.

Maj Gen
trends.

i then introduced his advisor, Dr. [{(EGI BRI to comment on current retail



CONSULTANT'S COMMENTS

Dr. addressed four major points: 1) Ongoing economic developments in the retail
environment, 1.e., volatility; 2) The retail industry’s direction of benchmarking and restructuring its
cost structure; 3) Retailers deepening of their relationship with existing customers through data
driven reports; and 4) Internet and multi channel retailing opportunities.
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| Maj Gen Sl noted [(IEREESEWEGE]

FINANCE COMMITTEE REPORT

Mr. SALMELES stated the Finance Committee met on 18 July 2007 and introduced Mr.
AAFES Chief Financial Officer, to present the current financial position of AAFES.

Financial Status Report

Mr. stated he would address the Financial Results through June 2007 and comment
on the highlights of July operating results recently refeased.

Revenue. Results year-to-date (YTD) June 2007 were 2% below last year (LY) and 3% below
plan. The primary driver was a decline in Army Combat Uniform (ACU) sales in Military Clothing
Sales Stores (MCSS) from last year's spike when initial issues occurred. Financial revenue
increased $15.7M primarily due to the growth of the Miitary Star receivable. Concession
income increased $2.8M or 4% due to expansion in OEF/OIF concession operations. Other
income was up 33% due to the sale of a fixed asset, the AAFES Operations Center (AOC)
building and property located in Dallas, Texas for $5.9M. Regional sales comparisons note that
Eastern, Western and Pacific sales were down, primarily driven by ACU sales reductions and
deployments. Maj Gen inquired if the reduction in MCSS sales was anticipated. Mr.
commented that when the budget was created in August LY, the significant drop was

not foreseen. He noted [(IS)REGEMETEETREN
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sales are down YTD 2.84% primarily due to deployments and shifting
commented on the (G AR o]gFN.

of rescurces. LTG
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Net Earnings. Results are 2% above LY and 0% above plan exclusive of appropriated fund
(APF) support. Mr. noted AAFES received $41M in APF reimbursement in June.
Region earnings are down in Eastern, Western and Pacific based on the same factors as
outlined for revenue reductions.

Expenses. Overall expenses are 4% below plan and 2% below LY. A key component is the
cost of goods, which declined as a percentage of sales (78.28% YTD versus 78.85% LY); this
57 basis point reduction is significant in terms of total inventory. Also, interest capitalization of
project Retek of $6.9M resulted in a significant decrease in interest expense.

Dividends. Dividends earned YTD June 2007 are $105.6M of which $97.7M has been paid.
YTD July 2007. Earnings before APF are 7% above plan and 12% above LY. With APF,

earnings are 36% above plan and 42% above LY. A key component for July increases is a
reduction in cost of goods sold (COGS), resulting in an improved gross margin (GM).

"I PlEELd(b)(5) Pre-Decisional
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Retek Update

Mr. (QRGIERRIENY AAFES Chief Information Officer, provided an overview and update on
project Retek.

Mr. provided an update on the overall status of project Retek. He outlined that on 23
July 2007 Retail Merchandising System (RMS) Clearance Pricing and Competitive Pricing went
live. He noted that Clearance Pricing allows buyers to centrally setup and control clearance
markdowns and that Competitive Pricing allows the pricing team at HQ to centrally manage
location-specific pricing of select items. He noted that the remaining applications to be
delivered during wave two are Inventory/Allocation (currently in integration testing and is a
critical path item), Replenishment/Supply Chain Optimization, RPM Pricing, Demand
Forecasting and Retek Data Warehouse. Mr. [JISRERGR discussed in detail the status and
project timeline of each remaining application.

He briefed that as of the end of June 2007 actual expenses reflect that $137.4M or 75.9% of the
$180.3M project budget has been utilized. Contingency dollars reflect there are no available
dollars left in the contingency fund. The current shortfall is estimated to be $1.4M or .8% over
budget. It was also noted that the supplemental contingency of $6M which was approved in the
May 2007 Board meeting has been added to the budget sheet and is not reflected as part of the



overall budget. There are no change requests approved against these funds currently. He
mndicated that the current $1.4M figure has been decreasing in the last four months and may
reduce further as the project closes in on completion and costs originally identified are adjusted
appropriately.

Mr, next addressed the Air Force Audit final executive summary report
recommendations, which were compieted earlier this year. He summarized that the Retek
Executive Steering Committee and the Project Management Team are still confident in meeting
the December time-line objective based on current known conditions.
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Lifestyle Center Project at Ft. Bliss

Mr. (BEGIRIMIZERY Senior Vice President, AAFES Strategic Partnerships, presented an
alternative option to the $54M Ft. Bliss project which was originally approved by the BOD in
February 2006. Mr. [l reviewed presentations provided to the Board in February and May
2007 which defined the initiatives which were under consideration. He noted the current briefing
would request approval to proceed solely with the Ft. Bliss Lifestyle Center. Mr. [jjij§j presented
four topics in detail: 1. Rationale for development and construction; 2. Project scope and
current status; 3. Financial metrics; and, 4. Risk considerations.

In relation to site selection for a Lifestyle Center, Lt Gen il inquired if [IECIREERE]

i M noted that the number of total authorized customers income levels and customer
demographlcs are the primary drivers. Lt Gen il commented that (GYGIRGERVEEIVI T

et TR EOEY (b }(5) Pre-Decisional
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M noted typical first-generation Life Style Centers were located in
population areas above 250,000 with higher income levels. They have evolved recently into
neighborhoods of 50,000 or more. Mr. Wexplalned that the casual dining concept is a driving
force to the success of the Lifestyle Center. Lt Gen RSl requested [{s}GS) N zERLTe ol F:1)

Chief GREMS expressed
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The Chairman concurred and reiterated the importance of command coordination



on fulure installation selections. Mr. Bl emphasized [IE) R BRI ]
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a new NAFI will be created with the approval of the Family and MWR Command (FMWRC) and
will function as a special purchase entity which will secure the financing and be obligated for the
debt. lt will roll up under AAFES operating statements; but is accounted for, audited and

financed separately. It is not an exclusive firewall, but provides something similar to what Army
MWR possesses.

JULRP) (6) - Privacy gy (0)(5) Pre-Decisional

? Ml’ 1h||F‘L4 1 Pae-Dcs

r,jb} {6} - Privacy
|(5)(5) Pre-Decisional A" “Ib)(5) Pre-Decisional

| Mr. [ stated that since [(FIENREREHRINE]

e el (b )(5) Pre-Decisional

(b}(5) Pre- DeC|S|0naI

il responded that

(b){5) Pre-Decisional



5} Pre-Decisional
re- DeC|S|onaI

then called for the motions.

Motion 1: Mr. [liliel moved that the Board of Directors approve the use of the Public Private
Venture (PPV) concept for the construction and development of a Ft. Bliss Lifestyle Center as a
designated AAFES pilot capital project. The motion was seconded by SMA iRl and
unanimously approved by the Board.

Motion 2: Brig Gen W moved that the Board of Directors approve AAFES capital funding in
an amount not to exceed $15M for the Ft. Bliss Lifestyle Center pilot project and that
Management seek (through the Finance Committee) Board of Directors approval before
committing additional AAFES capital funding. The motion was seconded by BG W and
unanimously approved by the Board.

Motion 3: LTG moved that upon the successful solicitation and award of the Lifestyle
Center at Ft. Bliss, the Board of Directors withdraw the $54M capital construction project for a
new main store facility at Ft. Bliss previously approved in February 2006. The motion was
seconded by Mr. w and unanimously approved by the Board.

Motion 4: Mr. il moved that Management will advise the Finance Committee and the Board
of Directors on any of the following:

Substantial matters relating to the negotiation of terms for contracts associated with the PPV
that increases AAFES risk level in this pilot project.

Legal or regulatory obstacles that arise that are unfavorable to the successful execution of
the pilot project or that increase AAFES risk level in this pilot project.

The motion was seconded by Maj Gen |l and unanimously approved by the Board.

DRIVE PROFITABLE SALES

Mr. SR opened by outlining in detail five Strategic Initiatives to drive profitable sales: 1)
Sales Directorate (SD) transformation; 2) merchandise planning; 3) purchase analytics; 4) brick
and mortar initiatives and, 5) marketing. He discussed the PACE merchandise planning
solution and the range of benefits the business intelligence tools bring to AAFES.

Mr. (SRR discussed the grand opening of the Peterson and Schofield Shopping Centers and
highlighted the goals achieved: to 1) open the facilities quickly and 2) insure improved
profitability through a concerted effort to reduce excess inventory from the replaced facility.



Topics addressed by Mr. Gl to drive profitable sales were outlined as follows: AAFES
food; 3 party gift cards; computers; Bassett furniture; jewelry; Coach concept areas;
Brookstone operations; marketing strategies; and catalog/eCommerce initiatives.

oted that the AAFES team at all levels deserves accolades
for the improved results. Mr. il thanked Mr. QRIS for his emphasis not only on sales but

also on earnings.

KAISERSLAUTERN MILITARY COMMUNITY CENTER (KMCC) UPDATE

Mr {9ROIBRRIERY Senior Vice President, AAFES Real Estate Directorate, provided an update on
the KMCC project. He addressed the following: KMCC background, current status/cost
prognosis and, a way ahead.

i requested that [N REGE PG EL

W expressed (S IHCEERELIE]

Mr. briefed that any cost increases above the 25% threshold will require approval by
the Board. Lt Gen inquired [(SIE) IR CE IR ]
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AUDIT COMMITTEE REPORT

In the absence of the Audit Committee Chair, Brig GenQlaliiaag. his alternate, Col

introduced the Audit Committee report. He noted the Audit Committee met on 2 August 2007,
and then introduced Mr. giliad Director, AAFES Audit Division, to provide the Audit Report.
Mr. iRl briefed the Board on the summary of four recently completed internal audit reports.

External Audit Reports
Ernst & Young, LLP — Results of FY 2006 Audit

10



E&Y Completed their Audit of AAFES' 2006 Financial Statements and Military Star
Program.

E&Y Issued Unqualified Opinion for FY 2006
« Overall, AAFES conforms to Generally Accepted Accounting Principles. One

significant deficiency was noted regarding the capitalization of interest
expense for capital projects.

Internal Audit Reports

Short-term Borrowing

Findings: Overall, AAFES effectively provided continuous and professional coverage
of short-term borrowing needs. However, it was noted there were opportunities for
improvements in defining borrowing policies and procedures.
Management Actions

The Chief Financial Officer will:

» Develop a well-defined borrowing policy.

» Establish procedures to address the negotiation of interest rates for
modified maturity periods.

« Actively pursue the use of Commercial Paper as a financial alternative to
obtaining short-term loans.

Retek Implementation — Report 2

Findings: Overall, AAFES effectively monitored Project Retek costs and timelines.
However, it was noted that there were opportunities for improved internal
control over resource and financial management processes.

Management Actions
The Chief Operating Officer will:

= Continue to notify the AAFES Board of Directors of any potential delays in
completing the development phase of Project Retek.

* Direct the Retek Executive Steering Committee to withhold approval of
any additional change requests in excess of the Project Budget unless
these changes are essential.

=  Coordinate with the Chief Financial Officer and assure the reconciliation
of all financial spreadsheet line-item expenditures is completed.

11



Exchange Service Regulation 2-3. Organization and Functions Review.

Findings: ESR 2-3 accurately portrayed the organizational structure and functional
responsibilities of AAFES region and area management.

Management Actions

This report contained no recommendations, and therefore, requires no further
management actions.

The Audit Committee approved the closure of this Army Audit Agency/Air Force
Audit Agency audit recommendation.

FINAL COMMENTS AND ADJOURNMENT

Lt Gen thanked Board members and the AAFES staff for their support of the organization.
He noted there is great potential for AAFES to pursue new lines of business opportunities with
what Brig Gen titled “in-sourcing”. Initiatives such as housing, energy, etc., can
provide a direct benefit back to the Soldiers and Airmen. He requested exploration of business
development opportunities through AAFES involvement with Base Operations Support (BOS)
management at installations vice privatizing.

Mr. noted that he was impressed with the employees of AAFES and thanked them for
their hard work.

Ll for his hard work and

Ms. [((IRSIEREIVEIRY on behalf of Mr. RaEeR] thanked Maj Gen [l
leadership.

QL RGEN(D)(5) Pre-Decisional

sMA JIRR thanked all AAFES associates that support the Soldiers and Airmen in OEF/OIF
which is truly the “tip of the spear”.

Force Services and AAFES.

Mr. mthanked Maj Gen [JEMEE for his leadership, and Mr. RISEEEESattention to
operational improvement.

BG
OE .

thanked Maj Gen il for his leadership and commented on his great support of

Maj Gen
members play in supporting the Soldiers and Airmen. He thanked Maj Gen
leadership of the AAFES team.

reflected on his involvement with the AAFES Board and noted the importance
e for his

12
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CAORLER thanked Maj

N for his leadership of AAFES.

BG stated that he is looking forward to the way ahead as the AAFES Commander and
thanked Maj Gen il for the great legacy he is leaving.

ADJOURNMENT:

The meeting adjourned at 1400 hours.
SUMMARY OF MOTIONS:

1. Board minutes of 16 May 2007 were approved.

2. The Board approved the use of the Public Private Venture (PPV) concept for the construction
and development of a Ft. Bliss Lifestyle Center as a designated AAFES pilot capital project.

3. The Board approved AAFES capital funding in an amount not to exceed $15M for the Ft. Bliss
Lifestyle Center pilot project and that Management seek through the Finance Committee, Board
of Directors approval before committing additional AAFES capital funding.

4. The Board approved that upon the successful solicitation and award of the Lifestyle Center at
Ft. Bliss, the Board of Directors withdraw the $54M capital construction project for a new main
store facility at Ft. Bliss previously approved in February 20086.

5. The Board approved that Management will advise the Finance Committee and the Board of
Directors on any of the following:

a. Substantial matters relating to the negotiation of terms for contracts associated with the
PPV that increases AAFES risk level in this pilot project.

b. Legal or regulatory obstacles that arise that are unfavorable to the successful execution of
the pilot project or that increase AAFES risk level in this pilot project.

SUMMARY OF FOLLOW-ON ACTIONS:
1. Explain how AAFES will interact with the Corp of Engineers and the local chain of
command on the Ft. Bliss project.
2. Explain why the Ft. Bliss project is not the same as the KMCC project and why it will not
have the same deficiencies as the KMCC project. Coordinate response with Army and

Air Force.

3. Provide the breakeven troop strength figures for the Ft. Bliss project.

13



4. Provide information to the BoD through a strategic communication plan and talking points
so0 Board members can educate commanders in the field on the relevance and benefits
of AAFES.

5. Prepare a letter from the BoD to Air Force Maj Gen requesting the status
and way ahead on the KMCC project.

6. Provide the Germersheim project funding figure for MILCON request.
7. Provide AAFES update in regards to AFRICOM standup.
8. Provide an update/status of AAFES at all BRAC locations.

9. Report on AAFES’ plan to right size MCSS inventories of ACUs in light of new legislation
allowing the Army to issue ACUs (4 sets) directly to soldiers through Unit Supply.

10. Lifestyle Center model for display at Ft. Bliss and HQ AAFES.

11. Re-look at the C-130 bed down plan at Little Rock AFB.

12. Explore business development opportunities for AAFES involvement in BOS
management at installations vice privatizing.

(b) (6) - Privacy
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 250th meeting of the AAFES Board of Directors was called to order by the Chairman on 15
November 2007 in the Board Room, HQ AAFES, Dallas, Texas.

ATTENDANCE

MEMBERS PRESENT:
h){6) Privacy and DoD Names List

ALTERNATES PRESENT:
h){6) Privacy and DoD Names List

MEMBERS ABSENT:
(b)(6} Privacy and DoD Names List

SECRETARIAT:
(b)(6} Privacy and DoD Names List

AAFES STAFF:
(b)(6} Privacy and DoD Names List

BOARD PRESENTERS:
b){6) Privacy and DoD Names List




(b){6} Privacy and DoD Names List

OPENING COMMENTS BY THE CHAIRMAN

The Chairman, Lt Gen Sl opened the 250th meeting at 0800 hours, welcomed all Board
members and recognized new Board members. He thanked the Board members and alternates
present for taking time out of their busy schedule.

OUT-OF-SESSION ITEMS

The Chairman noted there were no out-of-session items

APPROVAL OF MAY 2007 BOD MINUTES

Lt Genm noted the minutes of the 15 August 2007 meeting and asked for any corrections or
additions. He asked for a motion to approve the minutes.

Motion: LTG moved that the Board of Directors approve the minutes of 15 August 2007
as written. The motion was seconded by SMA SR and unanimously approved by the
Board.

AAFES COMMANDER’S REPORT

The Chairman then called for the AAFES Commander to give the Board an update on the
organization.

The AAFES Commander, BG commented on several issues, which impact AAFES.
The first item is the possible implementation of the Government of Japan (GOJ) cost saving
initiatives. GOJ is seeking to reduce their support to the U.S. Government as it relates to wages
paid to Local National (LN) employees. Thus, the burden may shift from GOJ funding of LN
employees to AAFES in some disproportionate manner. Possible impact may be in the area of

W noted a work stoppage is scheduled by the LN workforce on 21 November for four
hours and that AAFES has plans in place to mitigate the disruption.

BG noted a second item, which he will address in full during his Strategic Plan
briefing, focuses on putting effort around sustainability platforms, specifically energy

management in terms of environmental and business benefits. A third informational item
involves enhancing the revenue stream by completion of a business proposition with the



Veterans Canteen Service (VCS) whereby AAFES acts as the fulfiliment center to VCS for
authorized Veterans utilizing the VCS internet web site. A fourth point is an OSD approval letter
dated 29 October 2007 that supported the re-establishment of a full Commissary at Naval Air
Station Joint Reserve Base (NASJRB) Ft. Worth to the Defense Commissary Agency (DECA)
within 150 days. He noted the Homestead BX-Mart is also being addressed for turnover in FY
2008.

The fifth point concerns Post Allowance entitlements received by regular full time (RFT) U.S.
employees working in a foreign country. DOD has mandated that nonappropriated fund (NAF)
employees not on a transportation agreement are entitled to receive a Post Allowance as occurs
with APF employees. If AAFES is required to pay Post Allowance for RFT employees working
overseas not on a Transportation Agreement (TA), annual cost estimates are $5M with a ten
year retroactive payment of $55M. The Board recommended a joint response letter to OSD be
drafted and coordinated between NAF Agencies with regard to OSD policy requiring the
payment of Post Allowance to non-transportation agreement OCONUS local hires.

BG noted in closing that the gift card cross acceptance program with other Exchanges
has been implemented.

MG noted that based on what BG highlighted; there is
. BG commented that he will take a proactive approach in
educating various entities in DOD, such as G-8, on the potential negative impact and cost these

programs or policies will have on AAFES.

COMMANDER’S CONSULTANT’S COMMENTS

Dr. RIREEER! was not able to attend the meeting.

RELOCATION OF AAFES EU LG TO GERMERSHEIM

Col briefed the Board on the proposed relocation of the European Distribution
Center {(ED rom Giessen to Germersheim, Germany and the associated construction efforts
required. He provided an outline of past events and discussed in depth the following:
Background; Assumptions; Other AAFES Requirements; Facility Requirements; Scope of Work
and Milestenes.
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Motion: Mr. made a motion to recommend approval for relocation of the European
Distribution Center as an APF requirement for construction and relocation costs. The motion

was seconded by Mr. SR and unanimously approved by the Board.

FINANCE COMMITTEE REPORT

Mr. CHRBIES stated the Finance Committee met on 17 October 2007 and introduced Mr.
(NNGIBNVERY AAFES Chief Financial Officer, to present the current financial position of
AAFES.

Financial Status Report

Mr. stated he would address the financial results through September 2007 and
comment on the highlights of October operating results recently released.

Revenue. Results year-to-date (YTD) Sept 2007 were 2% below last year (LY) and 3% below
plan. The primary driver was a decline in Army Combat Uniform {ACU) sales of $80M in Military
Clothing Sales Stores (MCSS). Small appliances, compact discs, furniture and outdoor living
departments had declines of $18.8M, $20.3M, $10.4M and $6.4M, respectively. Financial
revenue increased $21.8M or 15% primarily due to the growth of the Military Star receivable.
Concession income increased $5.3M or 4% due to an increase in OEF/OIF of concession
operations. Other income was up $4.4M or 18% due to a $4.4M increase in vendor discount
allowances.



Expenses. Overall expenses are 4% below plan and 2% below LY. Cost of goods sold (COGS)
has decreased from 78.66% (Sep 06 YTD) to 78.16% (Sep 07 YTD) or 50 basis points. interest
expense has decreased $3.4M due to capitalization of interest for project Retek. Bad debt
expense is up $2.4M or 16%.
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Net Earnings. Results are 19% above LY and 14% above plan exclusive of appropriated fund
(APF) support. Mrnoted AAFES received $54.1M in APF reimbursement, which is
$3.7M below YTD Sep 06 of $57.8M. Regi except in Eastern and Pacific. Lt
Gen LpIEsl(b)(5) Pre-Decisional
mentioned depleyments and markdown utilization in Eastern.
deployments.

Dividends. Dividends earned YTD September 2007 are $157.3M, of which $153.1M have been
paid.

YTD October 2007. Earnings before APF are 15% above plan and 18% above LY. With APF,
earnings are 43% above plan and 8% above LY.

Annual Financial Plan — FY 2008

Mr. presented the Annual Financial Plan {AFP) 2008 highlighting planning
assumptions in August and highlighting anticipated results in revenue, expense categories and
earnings/dividends.
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Motion: Lt Gen (Sel) i made a motion to recommend approval of the 2008 Annual Financial
Plan. The motion was seconded by Mr. and unanimously approved by the Beard.



IT Projects

Warehouse Management System Replacement Project

Mr. presented the case and requirements for procurement and implementation of a
Warehouse Management System Suite to replace four antiquated and limited warehouse legacy

systems.
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Motion: Mr.
Management System replacement. The motion was seconded by Mr.

approved by the Board.

made a motion to recommend approval of the procurement of the Warehouse
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and unanimously

Oracle Retail Markdown Optimization

Mr. presented the case and requirements for procurement and implementation of a
Price Optimization Module from Oracle. The module would replace the current markdown
procedures based on a rules only methodology to a process utilizing complex algorithms to
model historical demand data and suggest efficient timing of markdowns, while incorporating
optimal financial/inventory objectives. BG commented that AAFES spends on
average $550M annually on markdown costs. A savings of 10% or $55M would fall directly to
the bottom line. This program offers that potential. Mr. commented

Mr. discussed the benefits of this program being hosted and the immediate benefits to

be derived starting in the second quarter of 2008. Lt Gen (Sel) Bl inquired i{CISIEEEAEERIE]
g0/ (0} - FTIVECY)

O, commented [(s)SI N M RN el ]



BG commented that Retek is the enterprise backbone and that there are modules that
can be plugged into Retek to make it more robust. He believes plugging in this module is a
sound investment.

Motion. Mr. made a motion to approve the procurement of the Oracle Price
Optimization Module. The motion was seconded by Mr. [JISMEER and unanimously approved
by the Board.

Germany Fuel Ration Card

Mr. provided an informational update on implementation of the AAFES-Germany Fuel
Raticn Card. The card replaces a paper-based coupon program with a prepaid card system
providing electronic gasocline ration control and reperting. The requirement was made by the
German Federal Ministry of Finance to HQ USAREUR. Failure to implement the new card by
March 2009 will result in AAFES loss of off-base gas sales margin of $56.1M over 5 years. LTG
T EWESECRGEEL (D )(5) Pre-Decisional
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Post Fiscal Analysis

Mr. m discussed factors impacting the post fiscal results and noted external environmental
conditions had a direct impact on operating performance and construction costs. Mr. it
pointed out the retail industry experienced a decline in both same store sales performance and
consumer confidence post 8-11. AAFES main stores experienced significant challenges with
same store sales and earnings during this same period. Another factor affecting earnings is the
AAFES gas pricing strategy of matching the lowest competitor prices. The strategy continues to
lower earnings as outside retailers use gas as a loss leader, which has forced gas margins
down.

Mr. reviewed CONUS Main Store and Convenience Store sales trends (‘02 — '05) with
and without the benefit of construction. The trend showed CONUS Main Store sales and
earnings trending down; but those stores benefiting from construction, sales and earnings
showed lifts of 25% and 34% respectively. Although the portfolio did not meet the sales
projection, it still attained a $46.6M sales lift while earnings were basically flat. Sales increases
experienced by the Main Stores were offset by increased personnel costs and other expenses.
Similar trends were experienced by AAFES Shoppettes, Troop Stores and Mini-Malls. Despite
good sales increases, the business operations also did not meet their sales and earnings
projections. The competition among non-traditional gas businesses (i.e., grocery stores with
gas, Wal-Mart, COSCO, etc.) impacted AAFES gas gross profit at most of the CONUS
locations.

The actual capital costs for this portfolio were $94.8M vs. the projected $87.3M or $7.5M over
plan. The cost increases were partially attributable to user changes ($2.1M} and unforeseen site
conditions ($1.3M). Prototypical designs and a formal change control process have reduced
user changes.



Mr. il concluded the presentation addressing three major elements being developed to
improve both performance and forecasting of future projects: 1) a performance improvement
plan will be put in place with emphasis on operational accountability; 2)Deloitte is currently
performing a detailed analysis on AAFES forecasting methodology and post fiscal review the
findings and recommendations will be presented to the February Board; 3) AAFES gas strategy
is being reviewed to determine if it can still be a low cost provider while maintaining AAFES’
profitability.

Retek Update

Mr. provided an update on Project Retek. The final applications to be implemented
are divided into two “releases”. Release 3 (comprised of inventory and allocation) is currently 8
weeks behind schedule in system integration testing due to problems with the interfaces
between the legacy application and the new applications. Release 4 (which includes all the
major new applications involving replenishment and other related processes) is tracking
approximately 5 weeks behind. The reason for this delay is again due to issues found in
integration testing and Release 3 testing {(which reguires completion before Release 4 testing
can be completed). Mr. RISEEER 2sked ([T R ECHRE]
NI 6 - PrivacyporTmEmeEsl( b )(5) Pre-Decisional

VIr. ARG Informed e legacy systems involved
built 10-20 years ago and the individuals who built those systems and the cedes are,
unfortunately, no longer available. Mr. addressed the overall Wave 2 project
timeline and noted that the target completion dates for Release 3 and 4 are forecasted for the

end of January 2008.

were

The current projected Go Live date is expected to be 15 February 2008. Actual expenses
reflect that $147.7M or 83.5% of the $176.8M project budget has been used. The remaining
budget is $29.1M with an estimate to complete of $29.8M. Current shortfall is estimated to be
$659K or .37% over budget, based on September 2007 actual results. The $6M contingency
authorization has not been utilized. The current project budget carries through February 2008
with a recurring monthly cost estimated at $2.5M.

noted this will be the largest system project AAFES has ever executed. He noted that the
Accenture Company is the oject integrator that has brought in the required skill sets from

(b) ]

(b)}(5) Pre-Decisional . Mr. S discussed the
incremental processes that have already occurred, along with ongoing initiatives, for successful
employee acceptance and utilization.

FT. BLISS UPDATE

Mr. reviewed the Ft. Bliss Lifestyle Center timeline, provided a comparative analysis of the
original Shopping Center versus the Lifestyle Center, and recapped the four approved motions
made during the 15 August 2007 Board meeting. He also discussed recent external
developments and presented in detail the evolution of Developer selection strategies.

(b} {8) - Privacy

inquired if AAFES would incorporate the new Deloitte evaluation process for the Ft.
Bliss project in terms of the IRR projections. Mr. confirmed the project would be evaluated
based on the new criteria, which becomes available. Mr.w noted the review model for the
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Ft. Bliss project, which was requested by Investment Bankers, might actualiy be more

conservative than the Deloitte model. Investment Bankers requested the forecast be based on
R} 61 - PrivecyRIRTIIEN (0 )(5) Pre-Decisional
_ at AAFES has statutory authority under Section 2667 USC.
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Mri(JRCEIRRMIEWY an in-depth briefing on the evolution of developer selection strategies and
why AA inifially established a single source method for Ft. Bliss. He noted that AAFES
enjoys a certain degree of flexibility in the selection process due to its status as a
Nonappropriated Fund Instrumentality of the Department of Defense. The Department of
Defense policies and Joint Army and Air Force regulations govern AAFES and encourage the
negotiation process, as compared to the sealed bid process. AAFES procurement philosophy
emphasizes negotiation in a form of competition. This authority is vested in the AAFES
Commander and is published and outlined in Exchange Service Regulations {ESR) and
Exchange Operating Procedures {(EQOP). It is under those procedures that AAFES went though
the process of selecting a developer for the Ft. Bliss project. Mriglll noted that initially
AAFES utilized a single source process based on some sound reasons. The concept was new
and difficult to define, therefore, AAFES sought out a knowledgeable source for knowledge and
expertise of the retail development industry. AAFES set up a pilot program consisting of six to
eight locations of which Ft. Bliss was to be the first. During each additional pilot process, Ft.
Carson and Ft. Dix/McGuire, AAFES garnered additional knowledge and processes. Thus, it
made a determination that future Lifestyle Center projects would utilize a competitive down
select process.

Mr. Sl further explained the evolution of selection processes at Ft. Carson and Ft.
vicGuire. He discussed how these additional negotiations affected the final selection for Ft.
Bliss of an agreement in terms and retention of ServiceStar Development Company.

Lt Gen mreiterated Mr AR timeline of events with regard to the selection process at
Ft. Bliss, Ft. Carson and Ft. Dix/McGuire. He noted that the [{ ) IR R ORI AE]

The Chairman voiced {(IC) R P s I E]
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STRATEGIC VISION

BG opened by outlining in detail the current situation and where AAFES stands today
with regard 1o 1) Consumer Trends; 2) Financial Pressures/AAFES Trends; 3) Technology
Enhancements; and 4) Military Transformation. He addressed solutions to these challenges
through 1) Right Assortment; 2) Cross Channel Shopping; 3) New Lines of Business; and 4)
Owners providing the right experience. The Benefits of proper implementation of these
solutions will be 1} Strong Earnings and Dividend Streams; 2) the right Capital Expenditures;
and 3) Market Leverage.

BG outlined and discussed his ABC process: Act now, Build the bench, and
Lollaboration. He addressed that AAFES Associates must “Think Big, act small...” and
provided key examples.

The AAFES Organizational Chart was presented along with “Winning the Future Strategies” and
AAFES’ seven significant priorities. Six objectives were presented and outlined for 2008-2012
to win the future.

BG AR summarized the strategic plan going forward and the reorganization required to
execute required strategies.

Lt Gen il thanked BG GIRIIRRI for his leadership and emphasis on looking out for and
seizing all business oppoertunities that may become availabie.

AUDIT COMMITTEE REPORT

In the absence of the Audit Committee Chair, Brig Gen his alternate, Col
introduced the Audit Committee report. He noted the Audit Committee met on 17 October 2007,
and then introduced Mr. RSB Director, AAFES Audit Division, to provide the Audit Report.

Mr. RSB briefed the Board on the summary of two recently completed internal audit reports.
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Internal Audit Reports

Merchandise Accountability — Korea Exchanges Follow-up

Conclusions: AAFES made some progress curbing ration control violations;
however, 7 of 8§ previous recommendations were not implemented.

Recommendations

Commander and Senior Vice President, Pacific Region

Ensure store associates follow policies and procedures related to ration
controls, cash and merchandise accountability, and receipt of distribution
merchandise

Implement strict disciplinary action for repeated violations of established
policies and procedures.

BG A noted that AAFES Management concurs and aggressively
pursues corrective action. AAFES Loss Prevention has been provided
additional resources and is directly tasked to assist in and ensure
compliance.

Vehicle Management Follow-Up

Conclusions: Overall, Audit found purchasing passenger vehicles continued to be
more cost advantageous than leasing. However, management actions taken in
response to the 2004 audit failed to correct vehicle preventive maintenance and
utilization problems. Additionally vehicles were not always replaced in accordance
with ESR 50-1, Vehicle Management.

Recommendations

Chief of Staff, AAFES ensure:

The replacement cycle contained in ESR 50-1 is followed for CONUS
vehicles. Management needs to follow up with local exchanges to
resolve unreported maintenance and mileage exceptions. Alsc, ensure
the new system for AAFES Logistics vehicles is implemented for vehicles
managed by the Administrative Branch.

Senior Vice Presidents (SVP), U.S. Regions, and SVP, Logistics Directorate, ensure:

Required maintenance is performed on all AAFES vehicles and vehicle
maintenance and mileage information is reported.
Management agreed to implement all recommendations.

Retek Implementation — Update

Combined Integration Testing Pass 3 for Release 3 and Release 4 planned for
19 November to 31 December 3, 2007. Combined User Acceptance Testing for
Release 3 and 4 estimated to start 1 January 2008. December 2007 Go-Live
delayed to between February and March 2008.
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Budget — September 2007

Overall Budget - $176.8M (Previously $180.3M)
Reduced by Mutual Success Bonus - $1.9M
Reduced by Value Chain Collaboration - $1.6M

Actual Expenditures to date - $147.7M
Projected Budget Shortfall - $659.5K (through February 2008)

MEETINGS DATES 2008
The following dates have been proposed for 2008 Board meetings:

13 February 2008
21 May 2008

20 August 2008

19 November 2008

BG proposed one meeting be held outside Dallas HQ.
FINAL COMMENTS AND ADJOURNMENT

Lt Gen thanked Board members and the AAFES staff for their support of the organization.
He noted he was impressed with the expertise and energy level BG brings to AAFES.
The AAFES staff has shown great innovation and dedication. Numerous opportunities lie ahead
for new business pursuits and methods to serve our Soldiers and Airmen. AAFES has a long
and valiant history of serving our military members and their families that will clearly continue.

He noted his past relationship with AAFES as a Commander at the Base level was essentially
uneventful. He requested AAFES work to educate the local Commanders on the benefits that
the organization brings to the local Base/Post team.

BG commented AAFES must be a market multiplier and a combat multiplier with the
Base/Post.

Mr. noted the great support AAFES has provided in the war effort. Great comments have
come in from the Area of Responsibility (AOR). He noted the financial improvements and
thanked Mr. |RAMME for his leadership.

ADJOURNMENT:
The meeting adjourned at 1500 hours.

SUMMARY OF MOTIONS:

1. Board minutes of 15 August 2007 were approved.

2. The Board approved relocation of the European Distribution Center as an APF requirement
for construction and relocation costs.

3. The Board approved the 2008 Annual Financial Plan.
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4. The Board approved the procurement of the Warehouse Management System replacement.
5. The Board approved the procurement of the Oracle Price Optimization Module.

SUMMARY OF FOLLOW-ON ACTIONS:

1. Ajoint response letter worked and drafted for joint signature from all NAF agencies to
advance a push back on Post Allowance policy directed from OSD.

2. Reference Germersheim, review processes 1o achieve synergy from all parties involved,
i.e., DeCA, DLA, etc.

3 AAFES must be part of strategic communication process to insure successful
implementation of ESSO Card in Germany.

4 AAFES should move forward with the formal coordination of the Ft. Bliss Public Private
Venture package. Additionally, reconstitute the process of developer selection and apply to Ft.
Bliss.

5. Improve relationship with Installation Command at local leveil.

(b) (6) - Privacy

Chairman

16



MINUTES OF THE REGULAR MEETING
OF THE
BOARD OF DIRECTORS

ARMY AND AIR FORCE EXCHANGE SERVICE

13 February 2008



TOPIC PAGE
ATTENDANGCE . ... et e et ee et eeeamte e e ae e e e m e eeasmn e ne e ns e e enneeeannen 3
OPENING COMMENTS BY THE CHAIRMAN . ... . et 4
OUT-0OF-SESSION ITEM S ettt e e e e e et e e ee e reee e 4
APPROVAL OF NOVEMBER 2007 BOD MINUTES ... ... e 4
AAFES COMMANDER’S REPORT ... .o et 4
FINANCE COMMITTEE REPORT ...t e ee e ae e e me e 6

Financial Status Report ... e e 6

Retek Update ... e e 7

Long Range Capital Program.................cocooiiiiii et ee e 8

Return On Investment Methodology ....................oi i 8

Ft. BIHSS Upate ... ... et e e e s 9
AUDIT COMMITTEE REPORT ... ettt e e e 10
BOD TRAINING UPDATE ... et e ettt et e me e e sen e e ens 10
FINAL COMMENTS AND ADJOURNMENT ... e 11
SUMMARY OF MOTION S L e et ettt e e e e e s semee e e e armne e s 11
SUMMARY OF FOLLOW-ON ACTIONS: ... e e 11



MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 251st meeting of the AAFES Board of Directors was called to order by the Chairman on 13
February 2008 in the Board Room, HQ AAFES, Dallas, Texas.

ATTENDANCE

b){6) Privacy and DoD
Names List

ALTERNATES PRESENT:
h){6) Privacy and DoD Names List

b){8) Privacy and DoD
Names List

SECRETARIAT:
(b)(6} Privacy and DoD Names List

BOARD PRESENTERS:
(b)(6} Privacy and DoD Names List




OPENING COMMENTS BY THE CHAIRMAN

Noting a quorum was present, the Chairman, Lt Gen W opened the 251st meeting at
0800, welcomed all Board members and recognized new Board members. He thanked the
Board members and alternates present for taking time out of their busy schedule. Lt Gen
RN noted that he tied the purpose of the Board directly to war fighting and the sustainment
of our Soldiers, Airmen and family members. He noted he does not consider his position as
Chairman as just a “touch and go” additional duty. Lt Genw stressed that the Board must
remain in a tight formation with the Services to champion and oversee the way ahead. Active
member participation on the Board is a serious duty and shouid be treated that way.

OUT-OF-SESSION ITEMS

The Chairman noted there were no cut-of-session items.

APPROVAL OF NOVEMBER 2007 BOD MINUTES

Lt Gen RSB noted the minutes of the 15 November 2007 meeting and asked for any
corrections or additions. He asked for a motion to approve the minutes.

Motion: Mr. W moved that the Board of Directors approve the minutes of 15 November
2007 as written. The motion was seconded by LTG and unanimously approved by
the Board.

AAFES COMMANDER’S REPORT

The Chairman then called for the AAFES Commander to give the Board an update on the
organization.

BG provided a briefing which addressed the strategy and way ahead for AAFES. He
reiterated that the theme of AAFES is, *“Winning the future, think big act small.”

BG discussed and expanded upon five strategic platforms to win the future: Drive
supply chain productivity; Enable collaboration; Back to basics; Leverage technology; and
Sustain the future. Lt Gen MM inquired if AAFES had work force development activities in
place in which junior leaders may improve their skills. BG responded that AAFES
utilizes civilian education programs and that investing in our people is investing in the future of
the business.

BG addressed the vast changes in the marketplace today versus the 1970s and 80s
and defined his Seven Significant Priorities, all of equal value, that are required in order to
succeed in 2008: Improve “in-store” experience; Grow leaders and lead with enthusiasm; Lead
and support military transformation efforts; Implement Oracle (Retek) and Warehouse
Management System (WMS); Build collaborative relationships; Accelerate profitable growth; and
Drive enterprise productivity and efficiencies. He also discussed specific 2008 corporate goals
to increase sales 3%, increase earnings 8%, increase the Associate Satisfaction Index two
points, and the Customer Satisfaction index two points.



BG (RIS highlighted and discussed key objectives going forward through 2012 as foliows:
Grow the revenue stream; Improve the Services dividend stream; Deliver $600M in supply chain
productivity; Increase gross operating profit; Reduce mark downs; and Maintain capital
expenditures.

The AAFES Commander discussed three stories. The first story concerned Specialist

, and highlighted the importance of taking care of the customer and ensuring that |
something is wrong policy wise, that it is corrected. The second story involved Advanced
Individual Training (AlT) students at Ft. Eustis and the entertainment the soldiers experienced in
the store while imparting to them the value of AAFES. The third story discussed the Military
Clothing Sales Store (MCSS) staff at Ft Sam Houston and how they worked to solve uniform
requirements for wounded warriors. The associates had designed and submitted for
consideration a boot utilizing Velcro ties.

BG emphasized that these stories illustrate how AAFES has capabilities which can be
expanded upon to benefit the war fighter and their families. He asked that Board members

assist AAFES in communicating the message.

- e e EesmmEmEsl (b )(5) Pre-Decisional

BG provided updates on E-commerce, Goods and Services trends and the stance
which AA must take to meet these changes. He concluded his briefing outlining three areas
of which the Board needs to be aware.

» He addressed (I MR OO E]
urrently AA pays Fos
Allowance only to associates who are transferred into the overseas areacn a

transportation agreement. Estimated costs are $5M annual cost plus about $60M in
retroactive payments. BG SASBEME noted this policy will require AAFES to reduce full-

time employees in overseas locations. LTG [SAZEEEER recommended a [SUSARERREEIE
Em{_b} (6] - Privacy| noted a (b){5) Pre-Decisional

» A December 2007 memorandum was addressed which states nonappropriated (NAF)

dollars could ntbeused for construction related to Base Realignment and Closure
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FINANCE COMMITTEE REPORT

MG stated the Finance Committee met on 23 January 2008 and introduced Mr.
, AAFES Chief Financial Officer, to present the current financial position of AAFES.

Financial Status Report

IVIr. stated he would address the financial resuits through December 2007 and
comment on the projected 2007 results as of 12 February 2008. He noted the AAFES fiscal
year closed in January 2008, which is a standard practice in the retail industry.

Revenue. Results year-to-date (YTD) Dec 2007 were 1% below last year (LY) and 3%
below plan. A primary cause was due to a delayed roll-out in new Air Force Battle Uniforms
(ABU) and a delay in roll-out of the new Army Service Uniforms (ASU) in Military Clothing
Sales Stores (MCSS). Main Stores experienced significant declines in computer software,
$33.9M; compact discs, $28.7M; small appliances and floor care, $27.3M; and outdoor
living, $15.1M. Revenue increased $25M or 12% primarily due to the growth of the Military
Star receivable. Concession income increased $6.3M or 4% due to an increase in OEF/OIF
concession operations. Other income was up $4.2M or 13% due to sale of the AOC building
for $3.7M and the recovery of vendor discount allowances of $3.8M.

Expenses. Overall expenses are 3% below plan and 2% below LY. Cost of goods sold
(COGS) has decreased from 79.20% (Dec 06 YTD) to 78.37% (Dec 07 YTD) or 83 basis
points. Interest expense has decreased $6.2M due to capitalization of interest for project
Retek. Bad debt expense is down $6.3M or 30% due to a favorable adjustment to MilStar
bad debt accrual. Depreciation has increased by $19.4M or 11% from the prior year.

Net Earnings. Results are 20% above LY and 15% above plan, exclusive of
appropriated fund (APF) support. Mr. noted AAFES received $87.7M in APF



reimbursement, which is $7.3M above YTD Dec 06 of $80.4M. Region earnings are up
except in Eastern region which is flat, and Pacific region which is up only 1%. Lt Gen
e Tl Bl (b )(5) Pre-Decisional R
(b)(5) Pre-Decisional

Dividends. Dividends earned YTD December 2007 are $227.1M, up $10.6M.

Projected 2007 results: Projected earnings before APF are 11% above plan and 18%
above LY. Adjustments from final physical inventory results may occur. Lt Gen [RlsESaE
WIERRGEN(D)(5) Pre-Decisional
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Mr. neted that although sales are down, earnings are up due to improved inventory
management and markdown controls.

Retek Update

Mr.provided an update on Project Retek. He noted that this presentation to the
Board should be the final briefing. He noted integration testing was completed December
21, 2007; user acceptance testing was completed February 1, 2008; and the
cutover/conversion planning will commence February 26, 2008. Mr. addressed
the Gantt Chart project timeline which is in a completely green status. He noted as of
December 2007 actual expenses reflect that $159.1M or 89.9% of the $176.8M project
budget has been used. Current shortfall is estimated to be $1.2M or .68% over budget
based on November 2007 actual, with a $1.5M total estimated upon project completion. He
noted the Board approved in May 2007 a $6M additional contingency amount to which the
$1.5M will be applied.

Mr. noted Retek will replace 22 legacy applications u
implementation within the next 12 to 18 months. LTG SIDEEEER! noted that

pon complete rollout

[ib)(%) Pre-Decisional

Integralor was

egacy applications were in-house no associated maintenance fees. He
noted the only expense would be utilization of AAFES personnel with job knowledge of

those applications. Mrconcluded the briefing discussing the rollout plan and
providing a look forward of future IT projects.
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Long Range Capital Program

Mr. began with an overview and update of two concerns: the Kaiserslautern Military
Community Center (KMCC) project highlighted in Tab L and the memorandum from the
PDUSD (P&R) on funding sources for NAF| facilities. Lt Gen BB reiterated tholliNES

Mr. presented in detail the FY 2008 Long Range Capital Program consisting of 14
new construction/expansion projects and 3 image updates. The total value of the 17
projects is $169M. He noted 14 of the 17 construction projects support the following: BRAC
gaining locations, Army Modular Force (AMF), Global Defense Posture Realignment
(GDPR) overseas, and remote and isolated installations. Eight of the projects are eligible for
APF support of $125.6M as addressed in the memo from PDUSD (P&R). Four shopping
center projects were presented representing 69% of the total portfolic expenditures. Mr.
W noted a 7% Internal Rate of Return (IRR) is the target or threshold AAFES
customarily uses to evaluate a project’s financial merit. The portfolio of projects for this
year's submission is expected to generate an IRR of 8.1% with a Net Present Value (NPV)
of $10.4M. He noted the projects had been reviewed and approved at the Finance
Committee Meeting.

M. addressed the

locations where a Troop Store would be placed and noted the lexicon assists AAFES

mentioned
SAMRER inquired what the
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concurred.

There being no further discussion, the Chairman called for a motion.

Motion: MG Sl moved that the Board approve the submitted projects. The motion was
seconded by CIDRIEEEY and unanimously approved.

Return On Investment Methodology

Mr. paRMEE presented the final results of the Deloitte study on AAFES' return on investment
(ROI) methodology for capital expenditures. The review was based on a November 2006
Board request to identify lessons learned from post fiscal results and to improve capital



program assumptions for return on investment. At the request of the February 2007 BOD,
AAFES was requested to continue efforts to improve upon the ROl methodology and to
update the BOD with the findings. AAFES contracted with Deloitte a second time to
research current methodology and to refine processes and enhance or develop tools
consistent with industry leading capital investment practices.

(b} {6) - Privacy]

presented a chart depicting the improved IRR accuracy with the Deloitte tool of
four shopping center projects from the 2002 Post Fiscal Class. It was noted and discussed
that the Deloitte tool was closer to the actual ROI not considering the added new process
improvement of cross collaboration within directorates of AAFES.
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required
noted this

benchmarks and prOJected timelines along with 5 key steps to implementation.

Ft. Bliss Update

Mr ﬁ provided a recap of the project and identified two changes since the August 2007
Board meeting. First noted was a status of a delay of the Ft. Bliss Commissary and second,
the impact of DoD announcements on the increase of the post customer demographics.

)(5) Pre-Decisional
. N COMmented
itness center is under design. He noted this additional fitness center
concept to what the Army offers can succeed by providing an additional alternative to family
B commented that this arrangement will only be considered for
predetermined Army locations based on demographics, and ncted this concept is not being
considered for Air Force installations.

project is anticipated ow necessary to meet the debt service,
thus the risk to AAFES is considered low. Mr. m commented that the Ft. Bliss pilot project
may not be the financing model for future projects.

Mr. presented the projected dividend enhancement anticipated with the Lifestyle
Center project versus the original shopping center concept. He provided a recap slide
outlining the financial estimates of the original shopping center project, the Lifestyle Center
envisioned in August 2007, and the Lifestyle Center projections as of January 2008.

RYefN]" o PERIEREN (b )(5) Pre-Decisional




AUDIT COMMITTEE REPORT

fn the absence of the Audit Commitiee Chair, Brig Ge , his alternate, Col
introduced the Audit Committee report. He noted the Audit Committee met on anuary 2008,
and then introduced Mr. SRS Director, AAFES Audit Division, to provide the Audit Report.

Mr. BB briefed the Board on two audit plans (external and Internal) and discussed in detail
three internal reports.

External Audit Plan — FY 2007

Mr. noted the Ernst & Young (E&Y) annual audit will be completed by May/June
2008 and will report on the annual financial statements. E&Y will provide a review of the
internal control structure and a review of compliance with laws and regulations.

He noted the Audit Committee authorized the AAFES contracting officer fo negotiate a "best
price” for a two-year extension to the current E&Y contract. The contract is currently in year
three.

Internal Audit Plan

Mr.mmdressed 12 planned functional audits for FY 2008 and noted this list was
prioritized from 110 subjects, of which the BOD submitted 34. The Audit Committee
concurred with the plan and the AAFES Commander approved it. He noted that
circumstances may arise in which the plan may require adjustment based on available
resources. Mr. RN additionally addressed other additional functional audits (back-up)
and a planned organization audit.

Internal Reports

B provided updates on a Burger King Review, Retek implementation, and Shaw

BRI discussed the

(b)(5) Pre-Decisional

BOD TRAINING UPDATE

Mr. BB discussed the BOD member training agenda being developed with Army G-4.
Topics being considered are role of BOD members, AAFES as a business, retail strategic
leadership, and an overview of corporate finance and internal audit processes. He noted that
time-frames and a location for training are being reviewed.

Mquested WER(b)(5) Pre-Decisional

(b)(5) Pre-Decisional

(b} (6} - Privacy

Lt Gen commented
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FINAL COMMENTS AND ADJOURNMENT

Lt Gen SR thanked Board members and the AAFES staff for their support of the
organization. He noted that AAFES is an integral supporting element to the total force and war
fighting capability and, therefore, must be completely integrated with all Services/Branches.

Lt Gen RSB stated that he looked forward to working with LTG in her position with
DeCA to capitalize on synergistic opportunities.

Bl noted in his travels, a significant improvement with AAFES in terms of customer
service, inventory controls, and generating profitable sales. He also noted this Board meeting
was very interactive and productive.

BG thanked the BOD for its support and strategic focus.

SCM iR noted AAFES CMSGT jjfiiif had attended a Sergeant Majors Conference the
previous month and his presentation was well received and informative.

LTG noted an enterprise approach by the BOD in leading AAFES forward is
energizing and powerful.

ADJOURNMENT:

The meeting adjourned at 1500 hours.

SUMMARY OF MOTIONS:

1. Board minutes of 15 November 2007 were approved.

2. The Board approved the Long Range Capital Program FY 2008.
SUMMARY OF FOLLOW-ON ACTIONS:

1. Provide a point of contact at AAFES HQ for wounded warrior program.
2. Share our good news stories and how AAFES supports the war fighter.

3. Link up with all National Guard and Reserve Components to discuss AAFES and its
avenues of support — Chair/CG/CQQ.

4. Review composition of BOD and Committees — G-4/Chair/CG
5. Post allowance fact sheet to BOD members.

6. Identify the shortfalls for BRAC, joint basing and other related APF obligations and the
effect on AAFES, for discussion at next BOD.

7. Provide force structure briefings from BOD member/G-3, et al., to AAFES.

11



8.

Provide industry trends when looking at sales trends and how AAFES predicts sales, to

include troop movements etc. — FA

8.

10.
1.
12.
13.
14.

Bridging strategy NAF Construction letter from BOD to PDUSD P&R by 13 Mar.

Brief only projects below 7% IRR - RE

AAFES remains in step with operations tempo of each installation to project changes.
Check with GC as to our legal ability to contact Burger King about theft — AU

Review 08 audit plan and consider audit of sub-contractors in OIF/OEF — AU

How are we defending our networks RED TEAM - IT/Chair

(b) (6) - Privacy

Executive Secretary

APPROVED:

Lieutenant General, USAF

22 MAR 2008

(b) (6) - Privacy

Chairman
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 252nd meeting of the AAFES Board of Directors was called to order by the Chairman on 14
May 2008 in the Board Room, HQ AAFES, Dallas, Texas.

ATTENDANCE
MEMBERS PRESENT:

{b)(6} Privacy and DoD Names List

ALTERNATES PRESENT:

MEMBERS ABSENT:
(b}(8) Privacy and DoD Names List

SECRETARIAT:
{b)(6} Privacy and DoD Names List

BOARD PRESENTERS:
{b)(6} Privacy and DoD Names List

GUESTS
(b}(8) Privacy and DoD Names List



CPENING COMMENTS BY THE CHAIRMAN

Noting a quorum was present, the Chairman, Lt Gen RIS cpened the 252nd meeting at
0800, welcomed all Board members, and recognized new members and guests. He thanked
the Board members and alternates present for taking time out of their busy scheduie.

L.t Gen SASMMa noted that he makes it a point when passible to visit Exchange operations as he
travels, and he encouraged fellow Board members {0 do ikewise. He also urged becoming
familiar with the aafes.com website.

OUT-OF-SESSION ITEMS

The Chairman noted there would be a motion in the Audit presentation addressing Audit
cammittee membership.

APPROVAL OF FEBRUARY 2008 BOD MINUTES

Lt Gen [gikiilad noted the minutes of the 13 February 2008 meeting and asked for any
corrections or additions. He asked for a motion to approve the minutes.

Motion: Mr.Jilill moved that the Board of Directors approve the minutes of 13 February
2008 as written. The motion was seconded by Chief SASEERES and approved by majority vole of
the Board.

AAFES COMMANDER’S REPORT

The Chairman then called for the AAFES Commander to give the Board an update on the
organization,

BG started by noting his recent trip to the area of responsibility (AOR) and
commented on the positive support AAFES provides for the troops. He noted differing
requirements for levels of support being expressed by Commanders. Lt Gen [Eiailiad
(b)(5) Pre-Decisicnal

BG RN noted various examples that illustrate the untold stories of AAFES and its
associate’s significant support of service members, families and commanders in the field. BG
also briefed on marketing initiatives in which customers submitted outstanding home
made video commercials to tell the AAFES story and photographic contest for pogs, the round
paper coin equivalent utilized in the AOR.

BG briefed in detail the AAFES strategic road map. He discussed the mission and
vision of AAFES and how the five strategic goals listed below interrelate.

Goal 1. Develop life-<long emotional connactions with our customers.

Goal 2. Provide expeditionary and mission support capabilities.

Goal 3. Build a culture of loyalty, ownership, sustainability and continuous
improvement.

Goal 4. Be the premier collaborative partner with federal and commercial entities.

Goal 5. Communicate the benefit value and capabilities of AAFES.



He discussed long term objectives through 2012 of growing the revenue stream and improving
the Services dividend. BG noted the four 2008 corporate goals of increasing sales
3%, earnings 8%, associate satisfaction index 2 points, and customer satisfaction index 2
points. He highlighted that the last two, or 50% of the focus, are on people. BG
addressed the demographic changes which the exchange has experienced since the 1970's
and the slogan that “it's not your Dad’s BX/PX anymore.” BG commented it is a lot
easier to keep a customer than buy a customer, and stressed the importance of conceptual
planning, if the organization is to remain competitive,

@) Prvacy BTt CTe Melg =] (0 )(5) Pre-Decisional

. Mr SACHIE noted the
{b)(5) Pre-Decisional | Mr. SRR

(b)(5) Pre-Decisional
JIPRER ) © - Privacy [Tl (b )(5) Pre-Decisional

Lt Gen Al requested a [{NIEMEEVERETE]
HEEN”© B (b)(5) Pre-Decisional

commented on (BN IREL CETe e ]

BG discussed initiatives in which AAFES must keep its present customers and .
capitalize on inherent strengths. He addressed the innovation gap and a stretch goal revenue
requirement of $13B by 2012. MG RS inquired (S MCaNEIE]

EIER® ©- ey IeEsl b )(5) Pre-Decisional

BG provided a summarization and discussion of the following key take-a-ways:

¢« Closed fiscal year 2007 with 26% increase in earnings and off to a great start in
2008,

¢ HASC testimony.

+ Rolled out co-branded MilStar Rewards Card (formerly called the Affinity Card).

Divested Naval Air Station Joint Reserve Base Fort Worth (Carswell) grocery

operation.

Post allowance payment directive implemented.

Cooperative efforts with MWR, NEXCOM, DeCA and MCX.

Expeditionary capabilities being recognized.

Actively engaged in supporting the Army Family Covenant and Air Force initiatives.

OIF/OEF drawdown (if and when).

Reserve/National Guard support.



recommended a [N IECRN SR uE]
Ms. [KASMEEER] commented that [{SIGYMERNAThE:]

i asked who (IR GENeETE]
I b) (6) - Privacy Principai Deputy Under Secretary of Defense for
FPersonnel and Readiness. Brig Gen [QAGEMEESS stated (DGR EM T [olak]

W commented on NDIRE R el

Brig Gen QAL noted that NI HCHBEEHET

BG made a recommendation to the BoD to increase his project appraoval authority
from $1M to $1.5M. The approval authority of the Finance Committee, Executive Committee
and Board will extend to projects exceeding $1.5M. He noted this will provide required flexibility
and would normalize the 13 years of building cost inflation since the last adjustment in January
1995. Currently, AAFES presents approximately four Image Update and minor renovation
projects per year to the Board which fall between $1.0 and $1.5M. The approval level increase
would permit focus on new construction and expansion priorities and allow the start of those
projects under $1.5M to begin at design completion versus after the annual review and approval
by the Board in February.

(b} {5) - Privacy inquired on [(EIRRHGEREIMElslaE] . y
(o - Privacy PYSTETeRoIg) (b }(5) Pre-Decisional - Mr. i identified () IRGERREE L]

Lt Gen [Rhellad inquired [(QIIEEREIER W EI
| BG RIGEIER noted the (S RRERMEEIPIE]

g f I RIEEY (b)(5) Pre-Decisional Mr. AR noted the

(b)(5) Pre-Decisional
b) (6) - Privacy[lale[SUENe ]} (b )(5) Pre-Decisional
0} (&~ Pivacy FoTIE=Tol (b }(5) Pre-Decisional

yjeg™ - el (b){5) Pre-Decisional

{b)(5) Pre-Decisional
LAOREES] commented it [(IGYIMEEMETRNE]

Rgerlyy” "= PRl (b ){5) Pre-Decisional

KA " ESmGRl (b)(5) Pre-Decisional

il 2ffirmed the comment by Mr. al(b)(5) Pre-Decisional




O1H ) (6} - Privacy BERIMIAS Gl (0 )(5) Pre-Decisional

R~ - e st (b)(5) Pre-Decisional
o &-racy IS B)(5) Pre-Decisional

(Y[ &~ Privacy Felolite] (b )(5) Pre-Decisional

L con SRR et <

Motion: Mr. [l moved that the Board of Directors approve an increase to the Commander,
AAFES project approval authority from $1M to $1.5M. The approval authority of the Finance
Committee, Executive Committee and Board will extend to projects exceeding $1.5M. The
motion was seconded by SMA EASESEE and approved by majarity vote of the Board.

OPERATIONS UPDATE

M r (b1 {5) - Privacy

presented an update on AAFES operations. He discussed retail industry
predictions and the way forward in the following areas: AAFES Starbucks sales; key
department sales trends; shopping centers; Scan Based Trading (SBT); PowerZone
revitalization, Apple store within AAFES stores; Dell computers in stores; 3rd party cards;
expansion of Coach and rollout of Vera Bradley; Martha Stewart; expansion of mattress shop;
Car Care Center conversion; GameStop stores; tactical store expansion; vendor collaborative
process; and energy sustainability. Mr. A 2|50 provided an update on the Retek rollout.

Lt Gen kit inquired if {(SIEINGE MW o]

A" el b ){(5) Pre-Decisional

Lt Gen SAaliad offered the [(sH IR CE BTl

MG [CAGEMIERT inquired on (RGNS RIIE]

A " ERElae) (0)(5) Pre-Decisional

IEY L) (©) - Privacy [RRIHEYN (b )(5) Pre-Decisional
Mr. (A 2 ddressed [(CHEIINERBEWIRIE]

MG [l commented on the multiple opportunities to offer brand name/prestige items at
aafes.com or in the catalog to meet a market niche versus offerings in brick and mortar

operations. He noted this will distinguish AAFES from big box discounters such as Wal-Mart or
Target.
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VI ©- P [t EREte) (D) (5) Pre-Decisional . A requested
EY(b)(5) Pre-Decisional

Lt. Gen RN asked Mr. BIEEERE who in (OIS ISR UE]
clarified that [(NOIRERPE SOz

FINANCE COMMITTEE REPORT

stated the Finance Committee met on 9 April 2008 and introduced Mr.

. AAFES Chief Financial Officer, to present the current financial report of AAFES.

Financial Status Report

Mr. noted the slide presentation had been updated to reflect industry results and
future trends and would address Fiscal Year (FY) 2007 results, industry metrics, AAFES specific
metrics, April 2008 Year-to-Date (YTD) results, and projections for 2008.

Revenues for FY 07 were $8,257.3B, or 2% lower than FYQ6, driven primarily by an extra week
in the financial year 2006 ($147.9M) and a ($72.8M) decline in the military clothing sales from
FY 06. Earnings without Appropriated Funds (APF) were up 30% over last year (LY). AAFES
received $92M in APF reimbursement which is $13.7M above FY 06 ($78.2M). Earnings with
APF are up 27% over LY. BG noted that APF support is reimbursement to cover the
cost of doing business in OIF/OEF.

Dividends for FY 07 were $269.3M, up 18% from LY. All dividend streams increased with Army
receiving $162.9M, Air Force $90M, and Marines/Navy $16.4M. FY 07 key impacts and

anomalies were presented. Mr. requested [NOIRE ST UE]

Mr. explained that Visa was charging an incorrect fee for debit cards. A class action
lawsuit was brought against them by outside retailers in which AAFES attached a claim.

Mr. discussed in detail AAFES goals versus the following industry metrics: operating
margin; return on invested capital; capital expenditures; sales/square foot; inventory turnover;
same store sales; current ratio; total liabilities/total assets; and debt/equity.

Lt Gen commented that AAFES goals should continue to remain aggressive but
realistic.

. BN addressed two points: 1) Store inventory is down $280M over the last two years; and
2) In-stock performance of stores is up. He noted the key percentages relating to gross profit,
cost of goods sold and markdowns are moving in the right direction. This is directly attributed to
management attention to detail and the growing of profitable sales.

Brig Gen provided an example of marketing Exchange Select items which decreases
dollar sales but significantly improves margin and profitability. BG [RiiNag commented that
AAFES must plan future purchases from overseas suppliers strategically and well in advance to
generate future margins.

7
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Mr. noted earnings projections for FY 2008 do not include APF reimbursement.
Projections are based on the Annual Financial Plan (AFP) which was accomplished in August
2007. MG noted a time-line for reimbursement could not be accurately predicted.

M. referenced and discussed Tab K, AAFES: Update Bankruptcy Trends, in regards
to bad debt increases in AAFES.

\vle]® © "> Nale WISt lil(b) (5) Pre-Decisional
B commented (GG RMEEPEGETE]

LAORIER] commented that AAFES has unique requirements and influences that may run
counter to industry trends.

inquired [(JIC)RREEPEESIE]

Mr. AR commented that each
installation General Manager works closely with local command on imminent changes to the
Base/Post structure and in long-range demographic forecasts.

Post Allowance

Mr. presented the background on post allowance (PA), a timeline, and the impact on
earnings/dividends. He noted the retroactive payment of PA would be included in AAFES
FY2007 financial statements as advised by Ernst and Young. He recommended a Board
motion that AAFES absorb the PA dividend impact for FY 01-07 and seek APF reimbursement.

MG recommended this issue be further worked before a motion was approved. He
noted this may make it easy for OSD to assume the Services will simply absorb this policy (not
law) decision.

Bl commented (I RLCERETE ]

Lt Gen recommended the motion be tabled at this time pending the final outcome.

Pension Aggregation

Mr. presented the timeline of the AAFES pension plan aggregation proposal, financial
summary, benefits, and the next steps required. It was noted this proposal was approved by the
BoD in 1998 and has been in various stages of accomplishment since. Mr. |iSlllcommented

1Y (b)(5) Pre-Decisional

commented the proposal has been fully reviewed and that it makes sense from all vantage
points.

AUDIT COMMITTEE REPORT

Brig Gen [l introduced the Audit Committee report. He noted the Audit Committee met on 9
April 2008, and then introduced Mr SiSlEg Director, AAFES Audit Division, to provide the
Audit Report.

8
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Internal Reports

Mr. provided updates on four recently completed audits: HQ Accounting Support-
School Meal Program; Eastern Region internal control compliance; Time and Attendance review
for Call Centers; and the Anti-Money Laundering (AML) compliance program.

Lt Gen Al inquired [(QICNMEEEETTF]

. RA responded (NI IEEEEHINE]
(b) () - Privacy FNCIVIEYR (b)(5) Pre-Decisional
Mr. A discussed the Internal Control Checklist (ICE) and its

requirements.

Audit Committee Membership/Composition

changes. He highlighted the advantages and disadvantages and noted the Audit Committee
had conducted an out-of-session action and had voted unanimously to recommend the Board of
Directors increase the Audit membership.

YIS (©) (6) - Privacy KelelpsTasl=YelcTeMl (D) (5) Pre-Decisionall

E(b)(5) Pre-Decisional

il commented (IO IRCREERUE]

WA Noted this change would secure continuity on the committee. Mr. [l commented that

1sl(b)(5) Pre-Decisional

Motion: Brig Gen @8l moved that the Board of Directors increase the Audit Committee to five
permanent members as follows: Chairman, Director of Budget Operations, HQ USAF
(SAF/FMBO); CG, Army Family and MWR Command (FMWRC); Director, Air Force Services
(AF/A1S); Sergeant Major of the Army; and Chief Master Sergeant of the Air Force. The motion
was seconded by MG and approved by majority vote of the Board.

BOD TRAINING UPDATE

Mr. SABME addressed the history of this initiative in which LTG SAQEEIES] feit that a |
(b) (6) - Privacy RV PV I AT

Additionally, BG SESREIEE] and Mr. KRR were asked to

(b)(5) Pre-Decisional

. KA introduced Mr. QICQERIMOES] President
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Mr. (R riefed and offered a proposal on “Corporate Governance in a DoD Retail
Business.” He presented the mission and capabilities of the Institute, the independent
relationship with the University of North Carolina, private and government sector relationships,
faculty talents, and major programs offered.

A proposal was provided as follows: “For the above described one-day training program for
AAFES at a government-provided facility, the IDB will provide three (3) university faculty, an on-
site program director, all materials and a program evaluation instrument. [n addition, the faculty
involved in presenting the program will visit AAFES and meet with selected executives prior to
the training event to understand more about the unique challenges at AAFES. They will obtain
background information and data on AAFES and its mission and processes so that they can
tailor their plan of study and guide discussion to most effectively use the limited contact time
over the one day event. Contract price: $29,834.00.”

R commented (IR CEPEIEETE]

of LTG ([LAQEIEAERYfor an initiative of
(b)(5) Pre-Decisional IR © -~ (TRl (b)(5) Pre-Decisional
B © " BEICe R (b)(5) Pre-Decisional

Lt Gen ‘b)‘e"”‘my requested discussior{(QIC)AEEREIEIPE]

BG RISIEERRI proposed that an annual, formal two or three day program may be considered and
then, to buttress learning, specific curriculum would be offered the day prior to each BoD
meeting in Dallas. Thus, some specific training would be offered on a recurring basis to further
renew and update member knowledge. Mr. Sl noted that, [N IR S UE]

BG [QAQBRUEN] proposal (IO IRCRREEHENE]

commented (I NHERBEISEE]
that BG QARMEIER should (IO RREEBEERIE]
R © " el (0)(5) Pre-Decisional
(b) (6) - Privacy

(b)(5) Pre-Decisional

(b) 6)- F’rivaW(b)(5) Pre-Decisional

i commented (QICIZERVERIE]

(b) ®- Privacy(b) (5) Pre-Decisional

. Mr.
‘b"e"F’”VaW. commented (N IREN U] BG (b) AN o finalize

this process. Ms. [RISREER] reque sted (I MRtV e 0E M.
commented (OIS UE]
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Lt Gen BB requested that Mr. [SAMEY provide to BG REEEEE] ()RRl le]gk:]

Mr RARMBR] commented he would re-accomplish the proposal. [(JIG)RECENEITH k]
R rcquested [(JIQRRERBEE )t

FINAL COMMENTS AND ADJOURNMENT

Lt Gen [JRHEI thanked Board members, BG RICGHEEER] and the AAFES staff for their team
support of the organization. He noted (IQRREEPEE
Ms. REMBAE to do likewise. Lt Gen il requestedgg

Mr. EEEE recommended that (O IR R UE]

MG complemented BG and the AAFES team.

Ms. RISEEEEcomplimented the Dell and Apple initiatives Mr. addressed and the
teamwork of the Board.

(b) (6) - Privacy JelelTell(b) (5) Pre-Decisional

Major (QRQREER] commented (I RRERDETTEIET

Mr. thanked the Board and AAFES for support in USAREUR and offered assistance
whenever required.

@l noted and thanked AAFES for its support in the AOR. He thanked the AAFES
leadership for a business-oriented focus. He noted that () RGBS e]gE:

with BG [QNQEIZUER] position (NG R EE]
ommented (I RRGCEBEEE]

Chief RESMEBIER] noted the efficiency of the AAFES organization and he envisioned a bright
future. [(NERMGCHREEENE]

SGM QAR noted the hard work Mr. RASEEE has done with the Audit Committee and
(b)(5) Pre-Decisional )
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ADJOURNMENT:

The meeting adjourned at 1415 hours.

SUMMARY OF MOTIONS:

1. Board minutes of 13 February 2008 were approved.

2. The Board approved new limits of project approval authority for the AAFES Commander.

3. The Board tabled a motion that AAFES absorb the post allowance dividend impact for FY
01-FY07.

4. The Board approved an increase in the Audit Committee to five permanent members.
SUMMARY OF FOLLOW-ON ACTIONS:

1. How AAFES is focusing on the family and family support.

2. Focus on telling the down range support message.

3. AFRICOM briefing at next BoD meeting.

4. Provide out-of-session actions with metrics on voting requirements/responses.

5. Senior member of the BoD invited to a specific event/meeting as determined by AAFES CG.
6. Medical services support briefing at next BoD meeting.

7. How AAFES forecasts financial trends.

8. AAFES CG to work proposal with IDB on BoD training with costs.

9. Provide CMSAF adult material business plan.

10. Three things that keep the CG up at night presented at next BoD meeting

11. How can spouses play a role in AAFES BoD meetings?

(b) (6) - Privacy

Executive Secretary

APPROVED: 27 JUN 2008

Chairman
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 253rd meeting of the AAFES Board of Directors was called to order by the Chairman on 14
August 2008 in the Board Room, HQ AAFES, Dallas, Texas.

ATTENDANCE

(5‘)(6‘)‘ F:>riv=acy.a71d DoD Names List

ALTERNATES PRESENT:
(b)(6) Privacy and DoD Names List

SECRETARIAT:

(b)(6) Privacy and DoD Names List

aes List
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OPENING COMMENTS BY THE CHAIRMAN

(b) (6) - Privacy]
Noting a quorum was present, the Chairman, Lt Gen_ opened the 253rd meeting at
0800, welcomed all Board members and recognized new Board members. He thanked the

Board members and alternates present and noted the great opportunity it provides to make a

difference for our Soldiers, Airmen and family members. Lt Genencouraed members,
when traveling, to visit AAFES facilities and to engage and commumicate with MG [SARBMEER] 2 nd
Mr. RIS = s needed.

OUT-OF-SESSION ITEMS

irman noted there were three approved out-of-session jtems: Selection of Mr |
(b) (6) - Privacy| (b) (6) - Privacy

as Senior Vice President, Marketing; Selection of Mr. as Senior Vice
President, Central Region; and the Finance Committee recommendation that the Board approve
the amended budget for the Procurement System Enhancement Project.

APPROVAL OF MAY 2008 BOD MINUTES
noted the minutes of the 14 May 2008 meeting and asked for any corrections or
ons. He asked for a motion to approve the minutes.

(b) (6) - Privacy]
Motion: MG-moved that the Board of Directors approve the minutes of 14 May 2008 as
written. The motion was seconded by SMARIMRRRER"d unanimously approved by the Board.

AAFES COMMANDER’S REPORT

Lt Ge
additi

The Chairman then called for the AAFES Commander to provide the Board with an update on
the organization.

MGstarted with two stories which benefit the war fighter and their families. The first
story discussed efforts to continue selling gasoline to a small group of Navy Service Members
and their families in the United Kingdom. The second addressed collaborative efforts to provide
logistical support to the Armstrong Club in Kaiserslautern Germany.

(b) (6) - Privacy| . . . .
MG-presented an update of AAFES’ four enterprise objectives to increase sales,
earnings, the associate satisfaction index (ASl), and the customer satisfaction index (CSl). He
also addressed the seven significant priorities of AAFES: Lead and support military
transformation efforts; grow leaders and lead with enthusiasm; improve in-store experience;
implement Oracle and Warehouse Management System (WMS}; build collaborative
relationships; accelerate profitable growth; and drive enterprise productivity and efficiency.

MGhighIighted a new program being tested, in which gas station customers would
receive a discount of 3¢ per gallon when using their Military Star card. This initiative will reduce
AAFES cost significantly, even without any increase in sales: it currently costs about 8¢ a gallon
to process a commercial credit card transaction, while the cost to process the same transaction
on Military Star is negligible. A side benefit, though, is that by making the gas price even more
attractive than downtown, AAFES expects gas sales to increase considerably; the test at
Carswell showed a 50% increase in gallons sold. Selling a higher volume at lower cost provides
a great benefit both to the Service member and to AAFES.

In response to a previous question from the Chairman, MG ddressed in detail three
things that keep him up at night and solutions for the way forward. Are we doing all we can to
support the war fighter? Are we growing leaders that are critical, conceptual and enterprise
thinkers and doers? Are we developing the right strate1 f e future and aligning

rianizational resources to execute flawlessly? Lt Gen ommented RIQNEEERE]
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MG provided a summarization and discussion of the following key Board take-aways:

« The next generation shopping center requirement and the need for Congressional
release of the Ft. Bliss Lifestyle Center.

» The need to identify a stream for funding improvements at locations impacted by base
realignment and closure, grow the Army, global repositioning, and similar initiatives; over
$130 million in new requirements are expected to be addressed at the Feb 09 Board
meeting.

« The directed closure of 11 fadilities by the Adjutant General of the Puerto Rico National
Guard and the adverse effect on 132 employees.

Yle®) (©) - Privacy PRI RPN (b) (5) Pre-Decisional

b) (6) - Pri
MG ) (0) - Privacy provided an in-depth update on contingency and operational support and

highlighted the new Commanders in Pacific and Europe. MG [QEQRERE]inquired about the
(b)(5) Pre-Decisional . LTG QISR commented

(b)(5) Pre-Decisional

Lt Ge ©er recommended (b)(5) Pre-Decisional

and Air Forc (b)(5) Pre-Decisional

ithe Board’'s Reserve Component advisor, (QIE)RMEEPEMELIE]
MG (S (b)(5) Pre-Decisional

EEEEER © Rl (b) (5) Pre-Decisional

In addressing succession nd developing leaders for the future, MG{gilghoted
the upcoming retirement o Senior Vice President of Real Est3 ed

of the recent selection board, the Commander recommended that Mr. & (6) Privacy current Vice
President of Real Estate, be promoted to Senior Vice President.

(b) (6) - Privacy ]
Motion: MG-moved that the Board approve the promotion of Mr. [l to

Senior Vice President, Real Estate. The motion was seconded by Mr lllllland unanimousty

approved.

OPERATIONS UPDATE

Mr.provided a briefing on AAFES operations. He noted AAFES currently ranks # 41
among all top retailers and ranks # 9 within big box and department stores. Mr.
provided an outline on the way forward identifying the current retail industry pulse, key
department sales trends, AAFES shopping center openings, and business intelligence (BIl) data.
He presented the new Power Zone control counter, lifestyle signing, and the new television
display wall. He discussed the demand and importance of electronics merchandise in AAFES
stores.

Mr.also presented attachment rates and their gross margin potential along with
customer satisfaction benefits derived through add-on sales. He identified and discussed new
vendor partnerships, AAFES going green initiatives, military community connections, and
internet and catalog opportunities.

bnd AAFES for their significant improvements, but
(b)(5) Pre-Decisional
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(b)(5) Pre-Decisional

FINANCE COMMITTEE REPORT

MGIRRRINIIN < =t the Finance Committee met on 16 July 2008 and introduced Mr
[OXORRGENTAAFES Chief Financial Officer, to present the current financial position of AA and

to provide an update of the Procurement System Enhancement project.

Financial Status Report

Mr.stated he would address the financial results through June 2008, address
economic trends, and comment on July 2008 Results.

Revenue. Results year-to-date (YTD) June 2008 were 4% above last year (LY) and 3%
above plan. Increased revenue at Specialty and Military Clothing Sales Stores (MCSS) coupled
with gasoline pricing were primary components. Finance revenue decreased $12.6M or 12%
primarily due to the decrease in the Military Star Annual Percentage Rate (APR). Concession
income increased $4.8M or 6% due to an increase of OEF/OIF concession operations. Other
income decreased $2.1M or 10%, caused by last year's sale of the AOC building in Dallas,
Texas.

Net Earnings. Results (YTD June 2008) are 5% above last year (LY) and 35% above plan,
exclusive of appropriated fund (APF) support.

Dividends. Dividends earned YTD June 2008 are $102.8M, down $2.8M from LY.

requested (NI RUE] . Mr. RIRERER! noted those
(b)(5) Pre-Decisional

Mrdiscussed FY 08 key impacts and anomalies in sales; cost of goods sold;
markdowns; selling; general & administrative expense (SG&A); and inventory.

ge ®) © - Privacy PRI () (5) Pre-Decisional
. MriQECEIRIER N oted future financial slides will address
the gross margin return on investment (GMROI), which is an inventory profitability evaluation
hat analyzes a firm's ability to turn inventory into cash above the cost of inventoty. Mr.
oy

b)(e)-‘Pri ] ]
commented that decreases in cost of goods sold are the result of clear direction and focus
AAFES executive management.

Mr. presented forecasted trends in sales/earnings; customer sentiment; the prime rate;
personnel costs; monthly average wage costs; currency exchange, and inflation. He also
addressed other recent factors which may have an influence on the retail industry and the
direction AAFES will take to meet these challenges going forward.

Mnoted revenue results year-to-date (YTD) July 2008 were 5% above last year (LY)
an8 v7 avove plan. Net earnings results are 7% above LY and 38% above plan, exclusive of
appropriated fund (APF) support.

MR inquired about [DICIETNE] . MG
RIOMMIER] noted overall comparisons are utilized. However, he noted that AAFES operates in

note and contingency locations that result in loss or marginal financial results.
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Procurement System Enhancement

Mr.advised that the project was first briefed in April to the Finance Committee and in
May 2007 to the Board. Board approval was based on estimated project costs of $7M, net
present value (NPV) of $11.6M, and a cost savings of 1%.

Revised project financials requiring BOD approval are estimated costs of $22.2M, a (NPV) of
$52.7M, and a cost savings of 5%.

b) (6) - Pri . \ . .
Mr.prowded a review of the current IT project approval process and outlined the new
IT approval framework which will require four phases and three approval gates. The new
framework will ensure a higher degree of accuracy in project cost estimates.

nquired if (MO IHCEEEHPIE]

WY@ "9 (b)(5) Pre-Decisional
| Lt Gen SN commented (HIGRERREVSIHE]

IR © - P RTIER](®)(©) Pre-Decisional
R eEel(b)(5) Pre-Decisional

 danintslgicle](b) (5) Pre-Decisional N B
inquired (N IR EEHSLE] [ Vir . " JTOITRR] (©)(5) Pre-Decisional

[YIej (b) (6) - Privacy NI RREY(b) (5) Pre-Decisional
B 2uhfIERl(b)(5) Pre-Decisional

Motion: Mr.Pnoved that the AAFES Board approve the amended budget for the
Procurement System and Enhancement Project and provide metrics to gauge results. The
motion was seconded by Mrs. Ferguson and unanimously approved.

HEALTH SERVICES SUPPORT

(b) (6) - Privacy| (0)(6)- Privacy
Mand M updated the Board on health services AAFES currently offers and
the potential opportunities going forward.

The presentation addressed a timeline of services offered by AAFES since 1984 to inciude
optical, optometry, and dental services. It was noted that requests for AAFES healthcare
services have increase ificantly from 14 requests in 6 years (2001-2007) to over 30 within
the last 12 months. Mr. rovided a breakout between the Military and U.S. healthcare
environments and noted by 2007, 49% of military care was purchased care. He noted that
future costs and budgets will escalate. Mr. ommented [(YIQ RGeS IE]

Mr. presented key imbalances in the military healthcare system, possibie concepts derived
from those imbalances, and an AAFES timeline going forward. The first phase will conclude
with a business assessment presentation to the Board in February 2009. The assessment
phase will include performing a risk analysis, creating a strategic communications plan, and
developing a financial model.

7
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Mr. noted that AAFES currently has been involved in relatively low risk areas of
healthcare and must investigate carefully the risks and inherent liabilities involved with new
services. CMSARKREIMER:ommented that the key to AAFES success will be in establishing
patient trust that the service is of the highest quality. MG oted a significant
challenge involves establishing a workable business relationship with TRICARE. Lt Gen
®6)-Frvac S IEYS WL (b) (5) Pre-Decisional .

(b) (6) - Privacy|

U
) -

MG ommented that AAFES must currently move in a measured and cautious
manner in order to achieve future rapid growth.

ADULT MATERIAL AND REVIEW PROCESS
CMSAF had requested a discussion on adult material sold in the Exchanges.

The Military Honor and Decency Act of 1996 (Section 24893, Title 10, United States Code)
prohibits the sale or rental of sexually explicit materials on property under the jurisdiction of the
Department of Defense (DoD). At the direction of the Secretary of Defense, a Resale Activities
Board of Review was established to review publications and other materials that might be
viewed as sexually explicit. That and subsequent reviews led to publication in 1998 of a list of
publications and other materials that may not be sold on property under the authority of DoD,
along with a list of publications that may be sold on property under DoD authority. The most
recent guidance on authorized sophisticate titles was published by the Office of the Under
Secretary of Defense on 28 April 2008.

At that time, some adult magazines and videos were eliminated from the AAFES stock
assortment. Other adult sophisticate magazines passed the standards established under the
Act, and the current stock assortment reflects those selections.

Mr. (b)(5)P ecisional
experience while shopping in our stores. AAFES has a very clear policy about the location and
presentation of adult magazines to eliminate random customer browsing and to minimize
exposure to those who would be offended by their display. AAFES cannot impose its own
standards, or that of any of its customers, in choosing which magazines to carry. The only
choice in this regard is either to carry magazines, or not to carry them. AAFES customers
demand that it carry these types of magazines.

If AAFES were to eliminate all adult sophisticates magazines based on any reason other than
business judgment, it would most certainly face challenges from publishers of these magazines
on First Amendment grounds. It was further discussed that if AAFES were to pursue
considering elimination of this category, it would be highly recommended that such action be
coordinated with the USD (P&R) and DOD General Counsel before proceeding.

BOARD TRAINING

MGdiscussed Board of Directors training options and noted two proposals offered by
nstitute for Defense and Business in Chapel Hill, North Carolina.

the

lygel(b) (6) - Privacy ier YRy (b) (5) Pre-Decisional

e oy el (0) (5) Pre-Decisional
discussed (IS RRCEPEME¢]gF:]
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recommended the [(QIC)RRECHPEEE[o]gF:]

(n) (6) - Privacy

expressed (I NaCRPEIME [o]gF:]

(%)16)- Frivacy (b) (6) - Privacy : , , , "
Lt Gen| requested Mursue with Chapel Hill an option to provide training at
[} . R

AAFE
AUDIT COMMITTEE REPORT

Brig Geintroduced the Audit Committee report. He noted the Audit Committee met on §
July 2008, and then introduced Mr. irector, AAFES Audit Division, to provide the Audit
Report.

Mr. SRR riefed the Board on results of the external audit and two internal reports.
External Audit - FY 2007

Mr. SR oted the Emst & Young (E&Y) completed the annual audit of AAFES 2007
Financial Statements and Military Star Program. Overall, AAFES conforms with Generally
Accepted Accounting Principles (GAAP).

One significant deficiency was noted regarding certain investments related to the Supplemental
Deferred Compensation Plan which had been recorded with their value as of 31 December
2007 rather than 2 February 2008. The required update to their value resulted in a negative
adjustment of $15.7M to the financial statements.

Ernst &Young issued an unqualified opinion for FY 2007.

Internal Reports

(b) (6) - Pri . . X . .
Mr Bl orovided the background, purpose and conclusions on financial reporting for

OIF/OEF and the Shaw AFB/Fort Worth e-Bay case.

FINAL COMMENTS AND ADJOURNMENT

(b) (6) - Privacy]

Lt Ge thanked Board members and the AAFES executive leadership for their support

of the organization. He noted [((QICRRERBLEEE kL

i noted (Y RGCREHEIE]
(6) (6) - Privacy ooy T rTatesl(b) (5) Pre-Decisional

Mr. licommended AAFES for the proposed gas reward program as a way to save money for
the customers and for AAFES, increasing sales and reducing costs. He noted that MG

strategy of getting back to basics is not the same as getting back to the way AAFES
used to do business, and commended the management team for understanding the difference.
He also noted that the way ahead on health care needed to follow the same model that AAFES
proposed for information systems: an incremental discovery with decision points along the way.

9
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ADJOURNMENT:

The meeting adjourned at 1330 hours.

SUMMARY OF MOTIONS:

1.
2.

3.

Board minutes of 14 May 2008 were approved.
Mr. QRCRRBIERY 2 approved for promotion to Senior Vice President, Real Estate.

The amended budget for the Procurement System Enhancement project was approved.

SUMMARY OF FOLLOW-ON ACTIONS:

1.

November BOD presentation on AAFES interfacing with National Guard and Reserves.
(SD-MK)

2. Future updates on things that keep the Commander up at night.
3. Updates on associates downrange in the AOR.
4. Monthly e-mail to update Board members on significant initiatives and status, and capability
to provide input for Board member visits to installations.
5. A plan to provide training to BOD members at AAFES HQ utilizing UNC program. (HR-U)
6. Updates at each meeting on Procurement System Enhancement. (FA)
Executive Secretary
APPROVED:

Liseutenant General, USAF

26 SEP 2008

(b) (6) - Privacy

Chairman
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 254th meeting of the AAFES Board of Directors was called to order by the Chairman on 6
November 2008 in the Board Room, HQ AAFES, Dallas, Texas.

ATTENDANCE
MEMBERS PRESENT:

(b)(6) Privacy and DoD Names List
(I |

ALTERNATES PRESENT:
(b)(6) Privacy and DoD Names List

(b)(6) Privacy and DoD
Names List

VISITORS:

(b)(6) Privacy and DoD Names List

(b)(6) Privacy and
DoD Names List

BOARD PRESENTERS:
(b)(6) Privacy and DoD Names List
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OPENING COMMENTS BY THE CHAIRMAN

Noting a quorum was present, the Chairman, Lt Gen opened the 254"™ meeting at
0800, welcomed all Board members and recognized new Board members. LTG
introduced Col R his designated alternate. Col glllldwas introduced as the designated
alternate for Maj Gen RARMMES |t Gen (MM thanked the Board members and alternates
present and noted the grea Oi iortunity it provides to make a difference for our Soldiers, Airmen

and family members. Lt Gen gl encouraged members when traveling to visit AAFES
facilities and to engage and communicate with MG [RIRIEEG and Mr. as needed.

OUT-OF-SESSION ITEMS

The Chairman noted there was one out of session item which approved delegation of authority
for the Executive Management Program (EMP) to the Commander AAFES.

APPROVAL OF AUGUST 2008 BOD MINUTES

Lt Gen noted the minutes of the 14 August 2008 meeting and asked for any corrections
or additions. He asked for a motion to approve the minutes.

Motion: Mr. moved that the Board of Directors approve the minutes of 14 August 2008 as
written. The motion was seconded by MG [IGIERERI and unanimously approved by the Board.

AAFES COMMANDER’S REPORT

The Chairman then called for the AAFES Commander to provide the Board with an update on
the organization.

MG referred to a quote from Albert Einstein which he stated identified the theme of
his update, [ he significant problems we face cannot be solved at the same level of thinking we
were at when we created them.” He noted that with the ever-changing environment today,
AAFES must think strategically in order to successfully support in the future our Soldiers,
Airman and their families.

MG presented two stories which stress that “We go where you go”. He addressed
support efforts provided with Mobile Field Exchanges (MFEs) to service members and retirees
affected by Hurricanes lke and Gustav. Second, he described support efforts to National Guard
firefighters in California. MG noted AAFES will remain “part of the fight” to support
Commanders in the field and requested that Board members communicate the capabilities
AAFES offers to make a difference. He noted AAFES currently has 11 MFEs with additional
procurement occurring.

Lt Gen KA requested (G NEECRPEHSE]

EnKel® © - Prvacy RIERI(b)(5) Pre-Decisional
m(o) {b) - Privacy

(b)(5) Pre-Decisional

MG noted AAFES must keep an eye on the future. He presented several factoids
and noted our customer demographics match correspondingly. He noted that in order to satisfy
our customers’ needs, AAFES must tie everything to its vision “To be our customers’ first
choice.” In order to support the AAFES vision in 2009, there will be five strategic goals
reinforced with seven significant priorities. MG discussed in detail the first goal of
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developing a life-long emotional connection with our customers and the support of that goal
directly through improving the in-store experience priority. He noted the four key components of
this priority to ensure success will be to focus on the Customer; get the Assortment right;
Rehearse the value story; and fix the Environment; (C.A.R.E.).

MG stressed that we must invest in the company now so that we maintain our
customers when economic conditions improve. The great value story of AAFES must be
communicated as never before to our military members, especially the younger generation who
grew up with retail discounters outside the gate. To improve customer communication, MG
CAOMBILE] addressed three initiatives: store manager contact, dividend value and customer
savings. He provided three examples of information exchange: 1) manager contact and
dividend information on customer receipts, 2) an AAFES Blog (a contraction of the term "Web
log") http://www.salutetoyourservice.com for customers, and ¢) a Commander’s Blog for AAFES
associates.

MG presented examples of informing and taking care of our customers such as
clearly identitying AAFES phone card values for OEF/OIF locations, improving Military Clothing
Sales Store (MCSS) issue item deficiencies, supporting a Fit-for-Life health and wellness
program in collaboration with other agencies, and community involvement.

MG introduced the new AAFES Chief Master Sergeant, RDISHEBES], and noted the
Chief’s focus i improving military uniform issue item deficiencies.

MG discussed a process to compete in a transforming economy and highlighted
changing customer purchase patterns. He presented and discussed 2008 year-to-date
accomplishments and challenges. He closed by stating that AAFES will shape the future by
utilizing Albert Einstein’s release of energy formula E=MC? by adapting it to AAFES as follows:
Everything we do is Magnified when we Communicate and Collaborate.

SMA TeBllcel(b)(5) Pre-Decisional S8 MG addressed initiatives such as
skylighting and highlighted an AA sustainability pamphlet (provided to the Board). LTG
CAVRRIER] ocknowledged that AA engagement and support will occur.

commented on the green benefits and cost savings with AAFES pilot testing of an oll purtfication
system for fleet vehicles.

Lt Gen A requested a (YO RHGCEBEEE o]kl

Ft. Bliss Lifestyle Center

Mr,. provided a status update on the Ft. Biiss Lifestyle Center and discussed in detail
timelines, letters of intent (LO!) to satisfy House Armed Services Committee (HASC)
requirements. and the current financial status. MG DIOEEIEE] commented [(OIGREERBEVETE]

(D)(b)-'“”vacy offered [(QISEMEEREESIE]

Lt Gen requested (VO IR ME]

nquired (IS RRCEPEIEE [elgt=]

OPERATIONS UPDATE

Mr. A provided a briefing on AAFES operations. He addressed marketing initiatives for
sales events being held the day after Thanksgiving, “black” Friday, Saturday and Sunday and
discussed the various dynamics negatively affecting retailers this year. AAFES will focus on
managing proper inventory levels in order to reduce discounting and preserve gross margin.
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Mr. BBl presented same-store sales results in comparison with industry and key department
sales trends. He discussed the benefits of business intelligence (Bl) implementation and the
new purchase analytics application. Mr. briefed on the “Ark” control counter sales
increases and rollout details in 2009. He provided updates on new sales opportunities with
Apple computers, iPods, Serta mattresses, new Army Service uniform, Electronic Services
Solutions, GameStop, and the workload-planning project. Mr. noted the Military Star
Card gas promotion has increased card penetration (customer usage) from 10% to 13%,
allowing AAFES to avoid credit card fee payments on those transactions. A dual benefit has
been achieved by customers saving three cents a gallon, which has boosted the total gallons
sold by 18%.

Mr. R presented initiatives and collaborative efforts with the Defense Commissary Agency
(DeCA) to provide support to Guard and Reserve units. He discussed AAFES online initiatives
highlighting web site redesign, an improved website search engine, an internet kiosk unit and a
“click to brick” order option to have catalog orders shipped to a store for pickup there.

Mr. closed by stressing the importance of continuing to invest in employees and
facilities to remain competitive.

Lt Gen suggested [(NO IR EC R IE]

. MG
IEERIEN(D) (5) Pre-Decisional . L 1C e recommended
(b)(5) Pre-Decisional YA " anEmeel(b) (5) Pre-Decisional

(b) (6) - Privacy

(D) (b) - Privacy j(b)(5) Pre-Decisional

b) (6) - Privacy SRTeTe{BI¢=Yel (D) (5) Pre-Decisional . Mr. BARBEY discussed
(b)(5) Pre-Decisional

() ©) - Privacy fglefWlig=Yel(b) (5) Pre-Decisional -
[ VG REAQEIIE] recommended (DI R GCRBEHE [olk]

[ VIr. A encouraged ()RR [olgk]

) (©) - Privacy TSI TeRIgEIN(D) (5) Pre-Decisional
A EaEsl(b)(5) Pre-Decisional

FINANCE COMMITTEE REPORT

Mr. [(QEOREIER] stated the Finance Committee met on 9 October 2008 and introduced Mr. |giti
. AAFES Chief Financial Officer, to present the current financial position of AAFES and
o provide a presentation of the following: Financial Status Report; Annual Financial Plan FY

09; Post Allowance; Debt Portfolio Strategy; Post Fiscal Analysis; and a Capital Project for Dan
Daniels Distribution Center.

Financial Status Report
Mr. RARMEBIE] addressed the financial results through September 2008.

Revenue. Results year-to-date (YTD) September 2008 were 5% above last year (LY) and
2% above plan. Increased revenue at Specialty and Military Clothing Sales Stores (MCSS)
along with gasoline pricing were primary components. Finance revenue decreased $21.1M or
13% primarily due to the decrease in the Military Star Annual Percentage Rate (APR).
Concession income increased $6.4M due to an increase of 70 OEF/OIF concession operations.
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Other income increased $0.8M or 3% which was driven by the MilStar rebate program which
provides the store $100 for every application processed. This is offset by an expense so it is
not an actual increase. If this were not considered, other income would have decreased by
$6.1M, due to the sale of the AOC HQ building in 2007.

Net Earnings. Results are 5% above LY and 38% above plan, exclusive of appropriated
fund (APF) support.

Dividends. Dividends earned YTD September 2008 are $171.6M, up $13.7M from LY.

Mr. addressed FY 08 key impacts and anomalies in net sales; cost of goods sold;
markdowns; selling, general & administrative expense (SG&A); and inventory. He noted sales
projections for FY08 indicate $8.752M or 3% over plan and earnings of $341M or 20% over
plan.

Annual Financial Plan FY 09

Mr. began the presentation briefing current unfavorable retail industry projections and
current company bankruptcies/store closings. He indicated total revenue and earnings
projections for FY 09 were established utilizing 2007 long-range numbers which were pre-
Resilian results. He noted total revenue forecasted for FY 09 is $9.9B with earnings of $290M.
Earnings without appropriated fund (APF) support were presented and broken out in
expense/income categories.

Mr. noted two significant unplanned events which positively affected FY 08 results
and are not anticipated for FY 09. Increased IRS offset receipts (bad debt income from
economic stimulus checks) and lower interest expense (financing costs) the first half of the year.
Mr. SAQMEER] addressed AAFES planning assumptions and noted the Annual Financial Plan
(AFP) process started in August 2008. He noted since that time conditions have continued to
change dramatically.

Lt Gen etz d(b)(5) Pre-Decisional . MG
commented that AAFES utilizes many of the same consulting companies and data pools which

the retail industry at large utilizes. MG [l inquired (NGO IEGCR SR UE]
vi[ej ) - Frvacyl(b)(5) Pre-Decisional

MG noted AAFES spends approximately 2.7% of the revenue stream on capital
expenditures (CapEx). Wal-Mart spends approximately 4.5% while Kohl’s spends 7.8% and
Target approximately 7%. Target and Kohl's CapEx are being reduced with Wal-Mart’s on the
increase. He noted AAFES is currently undercapitalized relative to the market place. AAFES
must seize this opportunity to invest as it definitely is the time to make a difference for the
future.

MG RAQMEIEI commented that in terms of the Board remaining focused on the AAFES
enterprise, a consistent dividend stream in which variance and uncertainty are removed ma
also be desired. Mr. QECORIBIER] commented tha{(QIGC) ARV E]

V

. “’”"""”b)(5) Pre-Decisional
VG [ONCOREIERY commented (YIS R GEDEEIE]

BE " IEERl(b)(5) Pre-Decisional

-(D) OBMIEST o commended

(b)(5) Pre-Decisional
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(b)(5) Pre-Decisional
Bm© © - e enmEmEel(b) (5) Pre-Decisional

(b) (6) - Privacy frtotolanlaat=Yate (Yol (b) (5) Pre-Decisional

(0) (6) - Privacy Bolel(Yeled () (5) Pre-Decisional

(b)(5) Pre-Decisional Ml B REs
re-pecisiona

Lt Gen EASMEl requested (WE)RECEEEEIPE]

Ee](b) (6) - Privacy JelelNl¢=TeReElotelbid () (5) Pre-Decisional
B VG R noted the 10-year trend on bad debt expenses have been flat. Regarding
inventory shrinkage, AAFES experiences losses of .7% of revenue while Wal-Mart is at 1.9%.

LTG [RARMMER] requested information on (I NEEHBEEEIET
V stated that at the February 2009 Board meeting an information paper

or presentation will be provided on how AAFES manages bad debt.

Mr. discussed in depth projected dividends; gross profit; inventory; markdowns;
computed number of employees; savings efficiencies; other expenses; capital expenditures and
IT projects. Mr. concluded the briefing with ideas to improve earnings.

ed that the Ft. Carson Lifestyle center is being reviewed
e scope and return on investment (ROI) assessment remains viable.

Motion: LTG moved that the AAFES Board approve the Annual Financial Plan for FY
09. The motion was seconded by MG and unanimously approved.

Post Allowance

Mr. presented an update on Post Allowance dividend impact and discussed two
options to address dividend overpayment to the services. Option 1 entailed AAFES absorbing
the $16.8M dividend overpayment. Option 2 would have AAFES charge back the $16.8M
overpayment to the Services.

MG noted there could be a third option in which AAFES would absorb $8.4M of the
$16.8M and the Services absorb $8.4M. Mr kSl commented (I RRERBEES ek

(b)(5) Pre-Decisional
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i commented (I IRCEE S E]

(b)(5) Pre-Decisional

N SR noted that (I NMCEREIE]
(b)(5) Pre-Decisional
(b)(5) Pre-Decisional
(b)(5) Pre-Decisional

After some discussion, the Chairman agreed to defer the original motion and asked AAFES to
further explore APF reimbursement.

Debt Portfolio Strategy

Mr. briefed the Board that current credit restrictions have negatively affected AAFES
borrowing alternatives. He noted that short-term working capital is required to support sales
made through the Exchange Credit Program. He addressed forecasted net borrowing
requirements utilizing uncommitted and syndicated lines of credit.

Mr. presented forecasted borrowing trends and discussed the following solutions to
mitigate liquidity risk: A. Create a new 1-year syndicated credit line; B. Privately placed debt; C.
Borrow from Army FMWRC and/or AF Services; D. Commercial paper; E. The Federal financing
bank; and F. Securitization of the exchange credit receivable. He noted these options were
being fully researched and that they require the Office of Secretary of Defense (OSD)
coordination/approval.

Mr. commented that statutory authority of securitization of the exchange credit
receivable may prove difficult. Positive statutory authority will be required, not simply the
absence of prohibitions.

MG [OROBIMGER] and Mr. S commented () REGCEPEEEIE]

| Brig Gen [ O 3)(b)(5) Pre-Decisional
CAOBIEERT commented (I IR IE]

Post Fiscal Analysis

Mr. (Sl Presented a briefing on the purpose and requirements to provide the Board a post
fiscal analysis. The briefing entailed 3" year results of projects completed in 2003 which were
approved with a portfolio projected internal rate of return (IRR) of 7.45% and a net present value
(NPV) of $1.5M. Mr. noted that main stores in the portfolio had 25% sales and 45%
earnings lift over stores that had no major construction. He presented each project’s Board
approved IRR and actual IRR for FY 06, FY 07, 4 year average, and FY 08 projected results.
Mr. noted that project costs on shopping centers were most affected by the Camp
Humphrey’s project due to currency fluctuation, time extensions and changes in finishes. He
addressed the variables which drive IRR calculations, i.e., sales increases, earnings increases
and project costs.

Mr. summarized discussing a performance improvement plan which would utilize the

AA balanced score card and business intelligence to improve results. He also addressed
the Deloitte modeling methodology tool to improve project IRR forecasting.

160 of 209



Army and Air Force Exchange Service Best Copy Available
Freedom of Information Act Released August 2015

SMA (b)(6)—Pn‘vaC‘/ EHELI(D)(5) Pre-Decisional Mr.
noted that troop repositioning estimates and limited facilities were determinant factors. He

noted that in the first two years, the project IRR tracked well; however, the opening of two
Shoppette facilities and a new main store at Osan AB shifted sales significantly.

Capital Project for Dan Daniels Distribution Center

Mr presented a project requirement to relocate the Military Clothing Sales Store

(M unction from the Atlanta Distribution Center (ADC) located at Ft. Gillem, GA to the Dan
Daniel Distribution Center (DDDC), Newport News, VA. The project is required to support
BRAC actions at Ft. Gillem and is an out-of-cycle non-discretionary requirement with execution
for efficiency required by the 4" quarter of 2009.

Project cost was estimated at $1.89M and consisted of conveyor hardware, lighting, electrical,
and fire suppression systems. The original plan was to relocate the conveying system from
ADC to DDDC; however, the two systems are not compatible with each other.

Motion: Mr. moved that the Board of Directors approve the project to relocate the Military
Clothing Sales Store (MCSS) function from the Atlanta Distribution Center (ADC) located at Ft.
Gillem, GA to the Dan Daniel Distribution Center (DDDC), Newport News, VA, as submitted.
The motion was seconded by SMA and unanimously approved by the Board.

AUDIT COMMITTEE REPORT

Brig Genw introduced the Audit Committee report. He noted that the Audit Committee now
consists of five members all located at the Pentagon. This change improves the likelihood of
attendance of all five members. Brig Ge also noted the Audit Committee reviewed the
reporting relationship of the internal auditors to ensure proper due diligence and independence
as a committee and Board. Mr. presented the standards stipulated by the Internal
Institute of Auditors to ensure independent administrative and functional oversight. It was also
noted that the Air Force Auditor General participates in oversight by providing a Chief Auditor to
AAFES. The Audit Committee was satisfied that the current organization and reporting
structure was adequate and appropriate.

Brig Gen Price noted the Audit Committee met on 15 October 2008, and then introduced Mr.
Director, AAFES Audit Division, to provide the Audit Report.

Mr SIS briefed the Board on one internal audit report and a CPA contract extension.
Internal Reports

Mr. provided the background, purpose and conclusions of the internal audit of the
Military Star Program.

CPA Contract Extension

Mr. e provided timelines on the current contract with Ernst & Young, LLP and noted the
contract was extended two years to 30 June 2010 for $1.61M.

MG thanked Brig Ge , the Audit Committee members and Mr. and
noted the importance of the audit Tunction and necessary oversight provided.

BOARD MEETING DATES 2009

Sl noted that based on the Chairman’s calendar the following dates are submitted:

04 February 2009

13 May 2009

12 August 2009 (Date was subsequently changed to 13 Aug by the Chairman.)
04 November 2009
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Brig Gen [l noted concerns with budget rollout and testimony requirements in February.
LTG B proposed the February meeting be held in Washington DC. MG proposed
meetings be conducted at Ft. Lewis/McCord in May 2009 and Kaiserslautern Germany (KMCC)

in November 2009. He discussed the value gained in visiting the stores.

Lt Gen Al commented that the proposal to have a meeting at site exchange locations has
merit and provides additional Board member familiarity with AAFES retail requirements and
programs.

Lt Gen QA finalized 04 February 2009 Board meeting would be held in Washington DC at
Andrews AFB. He noted the May 2009 and November 2009 meeting locations would be
finalized at a later date.

BOARD TRAINING

MG discussed a two-day Board of Directors annual training program offering 14
specific subjects for approximately $59K for 25 participants. Professors would attend from
Harvard and University of North Carolina. The training location would not be at the UNC
campus to keep expenditures in line. He commented that the training would be valuable and
beneficial in Board oversight. Additional refresher training would be offered as required.

MG noted fund expenditures for the program need to be determined. LTG Stevenson
commented that transportation should be funded by the individual members.

Motion: Lt Gen moved that the Board of Directors approve the BOD training proposal.
The motion was seconded by Ms. and unanimously approved by the Board.

FINAL COMMENTS AND ADJOURNMENT

Lt Gen e thanked Board members and the AAFES executive leadership for their support
of the organization. He noted the current volatility in the economy and significant movement of
soldiers and their families within the next several years. AAFES must remain proactive to meet
these challenges successfully. He noted he was impressed with the support of AAFES with
Hurricane lke and noted we need to take these initiatives to the next level with regard to
contingency support for NORTHCOM or other Areas of Responsibility (AORs).

Lt Gen e requested an update on a building enclosure between the BX and DeCA at
Minot AFB.

MG [l commented that Guard and Reserve components are being contacted to determine
how AAFES can better support their mission. Additionally, information is being communicated
on what current support AAFES provides, to include support at training exercises.
ADJOURNMENT:

The meeting adjourned at 1400 hours.

SUMMARY OF MOTIONS:

1. Board minutes of 14 August 2008 were approved.

2. AFP 2009 approved.

3. Deferment of action in order to determine that all AFP reimbursement options have been
pursued.

4, Capital Project for Dan Daniels Distribution center was approved.

5. Board training proposal was approved.

11
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SUMMARY OF FOLLOW-ON ACTIONS:

1.

©® N o a0 >~ w0 Db

Update on contingency operations and interface with NORTHCOM.
Fact paper on DSCP shortages.

Operational updates on Ft. Bliss

Ft. Bliss dividend forecasting at various levels of leasing occupancy.
Internet kiosk location testing

Dividend normalization options (Finance Committee).

AAFES credit management (bad debt).

Minot AFB enclosure.

Executive Secretary

APPROVED: 20 DEC 2008

Lietenat Geel, AF

Chairman
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 255th meeting of the AAFES Board of Directors was called to order by the
Chairman on 4 February 2009 in the Officers Club, Ft. Myer, Virginia.

ATTENDANCE

MEMBERS PRESENT: ]
(b)(6) Privacy and DoD Names List

ALTERNATES PRESENT:
(b)(6) Privacy and DoD Names List

MEMBERS ABSENT:
(b)(6) Privacy and DoD Names List

SECRETARIAT:

(b)(6) Privacy and DoD Names List

;. DR

BOAFR A - ERS: ]
(b)(6) Privacy and DoD Names List
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OPENING COMMENTS BY THE CHAIRMAN

(b) (6) - Privacy|
Noting a quorum was present, the Chairman, Lt Gerl- opened the 255" meeting
at 0800, welcomed all Board members and recognized new members. Lt Gen
thanked the members and alternates present and noted the Board is tasked with a great
responsibility and opportunity to make a difference for our Soldiers, Airmen and family
members. He noted that during his tenure, AAFES has achieved significant progress,
but continues to face challenges which require total board member support.

OUT-OF-SESSION ITEMS
The Chairman noted there were no out of session action items.
APPROVAL OF NOVEMBER 2008 BOD MINUTES

(b) (6) - Privac
Lt Gennoted the minutes of the 6 November 2008 meeting and asked for any
corrections or additions. He asked for a motion to approve the minutes.

Motion: (b)(e)_PﬁvaW that the Board of Directors approve the minutes of 6
November 2008 as written. The motion was seconded by Mr {QECRESEERY~nd
unanimously approved by the Board.

AAFES COMMANDER'S REPORT

The Chairman then called for the AAFES Commander to provide the Board with an
update on the organization.

MG brieﬂng focused on the tumultuous time ahead for retailers which he
called "White Water Retailing”. He addressed the dire current events facing retailers and
discussed the following: rising unemployment and the economic effects; excessive
consumer debt to disposable income; decreasing retail profitability and capital
expenditures; vendor bankruptcies; and the way ahead in terms of estimated dates of
economic improvement.

MG noted that AAFES is at a crossroads and that this is a time of opportunity,
especially in terms of capital investment. He noted AAFES should aggressive ()& T Priac
for the future and make inroads while other retailers are in retrenchment. MG
addressed the strategic plan of “Winning the Future” in 2009 and addressed in detall the
pricing and promotion challenges ahead and that AAFES will be required to strike the
right balance between providing value to customers at the point of sale and at the
dividend stream. Mr.SEEER-ommented on (NI ESRUE]

(b) (6) - Privacy|
Gddressed several initiatives to establish and maintain relationships with
manutacturers to include an upcoming symposium at AAFES HQ. He noted that AAFES

has a distinct advantage now as our market share with key manufacturers improves as
other retailers downsize or fail. Brig Gengiiilllnquired if the military, as a gated
community, is '(b~)(%)'- improvements in favorable treatment by companies such as
Starbucks. MG -ommented that improved vendor flexibility and support of
AAFES requirements is occurring.

b) (6) - Privac
Gdiscussed that aggressive pricing and promotion will be required to
prompt customers into the store initially, but improving the “In-stores axoedence will be
necessary lo developing a life-long emotional connection. Li Gen equesied a
(b)(5) Pre-Decisional

discussed the family covenant deployment
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hassbook initiative. LTG MMM cmmented (b)(5) Pre-Decisional

PT UNIFORMS

Chief briefed on the current status of the Army PT uniform. He noted that currently
the fill rate from the Defense Supply Center Philadelphia (DSCP)is 29% for the
shirts and 30% for the shorts. Chief discussed that AAFES is aggressively
pursuing commercial options to meet this shortfall and provided a comparable sample to
Board members. He noted that if AAFES received approval from Army, relief could start
in approximately eight weeks. MGcommented that 1/3 of all customer
com}r(nents AAFES received concerned Military Ciothing Sales Store (MCSS) out of
stocks.

noted that (IS IHEEPEIEEI [N EL
EX{(b)(5) Pre-Decisional

Chief Il noted that the MCSS stores belong to the Services and the Services pay
AAFES a management fee for DSCP issue items sold.

OPERATIONS UPDATE

Mr.rovided a briefing on AAFES operations. He addressed the current retail
indusiry and noted that a great opportunity exists for AAFES to gain market share as
retailers consolidate or close. He provided an update on AAFES same-store sales
versus industry and discussed key favorable and unfavorable retail departmental trends
!f-ie lnoted that AAFES Regions have been aggressive in minimizing loss and marginal
acilities.

Mr‘discussed customer acceptance and financial success in the following
concepts. GameStop; Premium Java Coffee; Firestone; and Apple “store in store”
locations. He addressed the benefits of business intelligence (Bl) and solution selling
which has driven Main Stores average transactions-per-customer upward. Mr.
briefed that the Customer Satisfaction Index (CSI) focus in 2009 will be on:

Merchandise selection, pricing, sales promotions, and problem resofution. He noted the
importance of associate training and customer interaction directly with HQ AAFES
elements and addressed video teleconferencing initiatives for 2009.

MG [RIREER is cussed the benefits and overall impact of utilizing the “blogosphere”
and "twitterburst” mediums to reach customers and AAFES associates. MG
noled AAFES must improve at communicating our “big picture” value to the military
customer.

Mroncluded with an update of enhancements in 2009 for the aafes.com
website. He also discussed the internet kiosk pilot placement program.

AUDIT COMMITTEE REPORT
Brig Genoted the Audit Committee met on 14 January 2009, provided an outline

of the briefing and introduced Mr. QSIS Director, AAFES Audit Division, to present the
Audit Report.

Mr.briefed the Board on one external audit plan for FY 2008 statements, one
internal audit plan for FY 2009, and four internal audit reports,

4
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External Audit Plan - FY 2008

(b) (6) - Privac
Mr. noted the audit is expected to be completed by May 2009. He commented
that no significant internal control problems have been brought forward by Ernst and
Young, LLP.

Internal Audit Plan — FY 2009

i RRRREMRN i c s se d topics chosen. He noted the Audit Division had received 166

suggestions from the field, of which a risk assessment was accomplished and 20 were
selected.

Lt GeriRIRBMIinquired about (NOIREPESE]

J’ig Gend SR noted that AAFES currently has an executive steering
group which reviews this requirement to ensure the safeguarding of our customer's
identity. Any lapse in protection and oversight is unacceptable. Mr.
commented that AAFES oversees the credit card processing function for MWR facilities

OCONUS and provides significant cost avoidance.

Mr.also noted a planned organizational audit of AAFES Europe will be
conducted in FY 2009.

Internal Audit Reports

Mrddressed in detail two intermal audit reports: Overseas vehicles and
dividend calculations and distributions. He noted the overseas vehicles audit included a
monetary savings of $6.8 M based on not replacing underutilized vehicles. He noted
also that two management assistance reviews were conducted: Workers compensation
and the closure of Puerto Rico National Guard facilities.

Mr. noted on dividend calculations that there are currently 40 separate smaller
memoranaums of agreement (MOAs) set up in addition to the primary breakout between
ommented t

the services. MG atdhese local Command requests had been
established over the last 20 years. Lt Gen fcommented DEIEGEEAT

WY IEESESE (D) (5) Pre-Decisional

fconcurred ang request an update at the May 2009

(b) (6) - Privacy]

Lt Gen emphasized that the Audit Committee provides a great opportunity for
Board members to bring forward topics of concern to review.

FINANCE COMMITTEE REPORT

Mr [DXORIEIERstated the Finance Committee met on 14 January 2009 and introduced
Mr [QEORSUEEIIAAFES Chief Financial Officer, to provide presentations on: The

Financial Status of AAFES; a Capital Project for debit card acceptance at pump islands;
and the Long range 2009 capital program.

Financial Status Report

Mr.addressed the financial resuits through December 2008.

Revenue. Results year-to-date (YTD) December 2008 were 2% above iast year (LY)
and 0% above plan. Increased revenue at specialty stores, Military Clothing Sales

169 of 205



Army and Air Force Exchange Service Best Copy Available
Freedom of Information Act Released August 2015

Stores (MCSS), and food facilities along with gasoline pricing were primary components.
Finance revenue decreased $29M or 13% primarily due to the decrease in the Military
Star Annual Percentage Rate (APR). Concession income increased $8.9M from the
prior year due to an increase of 91 OEF/OIF concession operations.

Other income increased $1.7M or 5% which was driven by the MilStar rebate program
which provides the store $100 for every application processed. This is offset by an
expense so it is not an actual increase. If this were not considered, other income would
have decreased by $8.4M, due to the sale of the AOC HQ building in 2007.

Net Earnings. Results are 7% below LY and 6% above plan, exclusive of
appropriated fund (APF) support.

Dividends. Dividends earned YTD December 2008 are $219.2M, down $12.2M from
Ly.

Mr.addressed FY 08 key impacts and anomalies in net sales; cost of goods
sold; markdowns; selling, general & administrative expense (SG&A); and inventory. He
noted based on current economic trends FY 08 sales are forecasted at $8.422B and
earnings at $301M.

Upcoming Project Requiring BoD Approval (Capital Project for Debit Card
Acceptance at the Pump Islands)

Mr.provided a detailed briefing on upgrading the pay-at-the-pump hardware
to accept debit cards_and highlighted the presentation with benefits and estimated

costs. SGM inquired (b)(5) Pre-Decisional ~ M,
noted that with Board approval o vendor estimates will be
obiained which will reduce cost estimate unknowns. Lt Gen i ommented that

REET©) ©6) - PrivacyYeTIEEN(=Xed (D) (5) Pre-Decisional

Motion: Mr. SURSNERENmoved that the AAFES Board approve the funding for the
definition stage of debit card pay at the pump project. The motion was seconded by Mr.
DIORRIERb nd unanimously approved.

Long Range Capitat Program

(b) (6) - Privac
Mr. provided a detailed briefing on the FY 09 Long Range Capital Program
(LRCP) projects submitted for Board action and scheduled for a construction start in
2010. He explained the Internal Rate of Return (IRR) banding forecasting tool, growth
projects (above 7% IRR), service projects (below 7% IRR), image upgrade/sustainment
strategies and resubmittal projects.

Mr.oted that AAFES' top priority is to support military transformation and that
nine projects met this requirement. He also noted that AAFES has incorporated the U.S.
Green Building Council Leadership and Energy Environment Design (LEED) standards
for new construction.

Mr. presented 15 new construction/expansion projects and 8 image updates
with a value of $162.8M. He noted the Finance Committee reviewed these projects at
their 14 January 2009 meeting and recommended approval. Mr. il commented

(b) (6) - Privacy]

6
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that there are three shopping center projects in this year's submission representing 32%
of total cost; McConnell AFB. USAG Ansbach. and Kirtland AFB. LT GRS
commented ()RR DTG E]

Maj Gen 'DP”:“:_ equested clarificatiolE IR U]

Mr. I explained that a 7% IRR was determined by a previo
review and private industry input to be a prudent return on investment. Mr.
commented that although projects generaily must meet an IRR of 7%, an overa

portfolio for the year is submitted so that service projects with a midrange IRR of less
than 7% are not automatically excluded. Lt Gen ISR nquired [(DICIACREE LU
spaRang assists the Finance Committee

HI. . QIR commented that IRR
y enhancing the decision making review. Mr. noted IRR forecast banding
improves the review process reliability.

Motion: MriMRIMIIN moved that the Board of Direc ars approve the growth projects as
submitted below. The motion was seconded by LTGand unanimously approved.
| INSTALLATION DESCRIPTION COST{SOT ) |
| FT STEWART, GA | NEW CONSTRUCTION | MIN! MALL/SUBWAY/GAS (BCT) 3818 |
| SOUTHCOM, FL __NEW CONSTRUCTION | MINI MALL/FOOD COLIRT 3959
| FTSILL, OK NEW CONSTRUGTION | DUAL FOOD -BK/CHURCH'S CHICKEN | 4,593 |
| FTEUSTIS,VA | NEWCONSTRUCTION | SHOPPETTE/SUBWAY/GAS/Car Wash (CW) | 4,846 |
FT SILL, OK ' NEW CONSTRUCTION | SHOPPETTE/SUBWAY/GAS/CW (SHERIDAN E.) 6,100 |
FTBLISS, TX NEW CONSTRUCTION | MINI MALL/BKISUBWAY/GAS (BCT) 5522 |
EGLIN AFB, FL NEW CONSTRUCTION | MINIMALL/SUBWAY/GAS (7TH SFG) 5,036
|_FT CARSON, CO " NEW CONSTRUCTION | TRIFOOD - BKMWIBAGELS ) 5276 |
FT SILL, OK EXPANSION SHOPPETTE/GAS (SHERIDAN SOUTH) < 4,558
FT CARSON, CO NEW CONSTRUCTION | MINIMALL/SUBWAY/GAS (BCT) ] 4,858
ANDREWS AFB,MD ' NEW CONSTRUCTION | SHOPPETTE/SUBWAYIGAS 6,017
’ CAMPBULLIS TX | NEWCONSTRUCTION | MINI MALL/BKIGAS ! 3,608

Motion: MriSulEMEg moved that the Board of Directors approve the service projects
as submitted below. The motion was seconded by MG and unanimously

approved by the Board.
INSTALLATION DESCRIPTION COST ($600)
ANSBACH, GE NEW CONSTRUCTION | SHOPPING CENTERIGAS ‘ 23144
KIRTLAND AFB, NM NEW CONSTRUCTION | SHOPPING CENTER 20,640
| MCCONNELL AFB.KS __ | EXPANSION SHOPPING CENTER 8511

Motion: Mr.moved that the Board of Directors approve the image update

program as listed below and waive the viability reconfirmation requirement by S5 SsTreld
Board member of the affected service. The motion was seconded by Maj Gen d

and unanimously approved by the Board.

| INSTALLATION DESCRIPTION COST (5000) |
COLUMBUS AFB,MS IMAGE UPDATE _ | SHOPPING CENTER 3334 |
FTDIXIMCGUIRE AFB_NJ__| IMAGE IPDATE | SHOPPING CENTER 9,502 |
"EDWARDS AFB, CA MAGE UPDATE | SHOPPING CENTER 2507
ELMENDORF AFB, AK IMAGE UPDATE | SHOPPING CENTER 4345
FT HAMILTON, NY IMAGE UPDATE | SHOPPING CENTER 8791 |
HICKAM AFB, HI IMAGE UPDATE | SHOPPING CENTER 7165 |
MAXWELL AFB, AL IMAGE UFDATE | SHOPPING CENTER [ 8635 |
TRAVIS AFB, CA IMAGE UPDATE | SHOPPING CENTER B 7902 |
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Motion: MsSQEMRIMoved that the Board of Directors approve the resubmitted
projects as submitied below. The motion was seconded by Mr. fand unanimousty
approved by the Board.

INSTALLATION DESCRIPTION | COST ($000) |
RAMSTEIN AB, GE NEW CONSTRUCTICN | SHOPPETTE/GAS 8512 |
SPANGDAHLEM AB, GE | NEW CONSTRUCTION | SHOPPING CENTER 29,898 |

Due to time constraints, the scheduled topics on Dividend Stabilization and the
Exchange Credit Program were deferred to the next Board meeting.

DAIG INSPECTION REPORT

Co o thanked the Board for the opportunity to share DAIG observations. He
noted that there were no findings igseaard to AAFES Exchange Operating Procedures
or standards and introduced LTC

LTCprovided an in-depth briefing of: The scope and objectives; sites visited;
methodology; and significant observations and recommendations.

MG (b) (6) - Privacy|

noted that these observations and customer perceptions require AAFES

to improve communication efforts. He commented that these observations are
appreciated and A£ vill take the concerns that make sense and place action
requested that (I RGCEPEIEE[o]gF:]

. (6) (6) - Pri
into place. Lt GenKAREE

Lt Genthanked the DAIG for their due diligence to improve AAFES support for
its service members and their families.

FINAL COMMENTS AND ADJOURNMENT

Lt Genhanked Board members and the AAFES executive leadership for their
support of the organization. He noted that Board members must support and equip _
AAFES for long-term sustainability and success. Lt Gen SIREEER thanked MG
for the monthly updates.

(b) (6) - Privac
Lt Ge noted that he is more inclined to hold future Board meetings either at HQ
AAFES or at selected exchanges so that interaction between Board members and

AAFES associates and customers occurs. He noted the 14 May 2009 Board meeting
will be in HQ AAFES and that a Board member orientation will be provided for new
members. He also noted that the November 2009 Board meeting is scheduled to be
held in Kaiserslautern, Germany.

utilize all venues availab message.

(b) (6) - Privacy]

LTG commented (NG RREERBEMEIEL

ADJOURNMENT:

The meeting adjourned at 1400 hours.
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SUMMARY OF MOTIONS:
1. Board minutes of 6 November 2008 were approved.

2. The Board approved funding for the definition stage of the debit card at the pump
project.

3. The Board approved in total the long-range capital program for FY 2009.
SUMMARY OF FOLLOW-ON ACTIONS:

1. Present to the Board marketing and pubilic affairs initiatives which demonstrate the
“value” service members derive from shopping and supporting AAFES.

2. Establish a working group of Board members to bring to the BOD recommendations
on simplifying dividend calculations and distributions.

3. The Finance Committee needs to establish a proper threshold on future project
review approvai.

4. Track and report to the Board at the November 2009 meeting how AAFES is
responding 1o DAIG recommendations.

Executive Secretary

APPROVED:

2 § FEB 2009

Lieutenant General. USAF
Chairman
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 256th meeting of the AAFES Board of Directors was called to order by the Senior Member on
13 May 2009 in the Board Room, HQ AAFES, Dallas, Texas.
ATTENDANCE

MEMBERS PRESENT:
(b)(6) Privacy and DoD Names List

(b)(6) Privacy and DoD Names List

MEMBERS ABSENT:
(b)(6) Privacy and DoD Names List

SECRETARIAT:

(b)(6) Privacy and DoD Names List

BOARD PRESENTERS:

(b)(6) Privacy and DoD Names List
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OPENING COMMENTS BY THE CHAIRMAN

A quorum being present, the Senior Member and Acting Chairman, LTG () ©)- Privacyo the
256" meeting of the Board of Directors at 0800 and thanked all members for attending to
important business at hand.

OUT-OF-SESSION ITEMS
The Chairman was advised by the Executive Secretary that there were no out-of-session actions.

APPROVAL OF FEBRUARY 2009 BOD MINUTES
LTG R ~sked for any comrections or additions to the minutes of the 4 February 2009
meeting and, there being none, asked for a motion to approve the minutes.

Motion: CMSAFmoved that the Board of Directors approve the minutes of 4 February
2009 as written. The motion was seconded by Mr. RICEIEEIAnd unanimously approved by the
Board.

AAFES COMMANDER'S REPORT
The Chairman then asked the AAFES Commander to provide the Board with an update.

MGeminded members of his discussion on “White Water Retailing” at the February
meeting. He continued that discussion noting retailers are facing double-digit sales declines
while value has become the AAFES customers’ key driver as they focus on necessities. As a
retailer, AAFES can be either pessimistic or optimistic. AAFES’ optimistic goal is to take
advantage of the economic downturn to achieve market leadership in its customer group.

MG ent on to state that many smart companies have prospered coming out of
economic downturns by resisting the temptation to retreat and wait for recovery. Economic
turbulence brings both opportunity and risk. Those who fail to prepare for the future will lose
market share. AAFES will posture to emerge in a stronger position by taking positive steps
before the economic upturn. AAFES will remain competitive, keep its existing customers and
deliver excellence in customer service to grow customer base. AAFES' qoglis customer loyalty ~
the highest achievement a retailer can target with customers. MG JRBMBdiscussed a variety
of ways AAFES plans to achieve customer loyalty including promoting its value benefit to get
customers to switch to AAFES and then focus on customer service to keep their loyalty. The
importance of the value equation (price and promotion) to gaining customers raises a
fundamental and important question about balancing the exchange benefit between the cash
register and the dividend stream.

MG Iso discussed this “time of opportunity” in terms of capital investment. He
reiterated the need for AAFES to continue to invest in good ROI projects for the future in order to
make inroads while other retailers retrench. He noted that AAFES had a "Plan B™ in the event
revenues declined due to the economy. Key aspects of that plan are to focus on improving our
supply chain and customer relationship management systems to enable us to better serve our
customer in the long term.

AAFES CONSULTANT'S REPORT

JORCORRRNEN -, 5, Itant to the AAFES Commander, (DO e
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(b)(5) Pre-Decisional

NEXT GENERATION STORE DEVELOPMENT

Mr. (b) (6) - Privacyl

provided a briefing on the next generation stores AAFES will build. He reviewed the
evolution of AAFES flagship PX and BX Shopping Centers which were a major leap forward from
previous installation-provided facilities not designed for retail. In 2004, AAFES lJaunched its first
prototype shopping centers with significantly larger new stores.

The store of AAFES future — the next generation shopping centers — will focus on "brand
integration” to implement a consistent and complete branding image AAFES-wide. They will rely
on "customer centricity” and the emerging strategy of “shopper marketing” to provide great
customer service using new and emerging technologies. Mr. SISl also responded to

questions regarding energy consumption and AAFES’ ability to meet energy conservation goals.
FINANCE COMMITTEE REPORT

mir. SRR tate d the Finance Committee met on 15 April 2009 and introduced Mr RN
BIGEIEIER] AAFES Chief Financial Officer, to provide presentations on the financial status of

AA , the exchange credit program, AAFES headgquarters master plan, and Board approval
criteria for IT projects. The presentation on the AAFES dividend policy review, requested by L1
GenBIREER wi!l be deferred until the next meeting.

Financial Status Report
Maddressed AAFES financial results for the retail fiscal year (FY) 2008:

Revenues increased $156.5M (2%} due to higher gas sales which were driven by a 12% higher
price per gallon. Net Sales without gas increased 1% over the prior year. Same Store Sales
without gas were up 0.6% compared to Wal-Mart's industry-leading same store saies (without
gas) increase of 2.1% and Target's same store sales decline of 2.9%.

Earnings without appropriated funds (APF) were down 1% on the year - partially driven by post
allowance payments, higher depreciation {Retek began capitalization), and increases in other
expenses. Despite these increases, bad debt expense decreased $39.2M in FY08 (due to the
collection of IRS stimulus checks) minimizing the negative impact on earnings. Appropriated fund
support of $98.7M received in FY08 offset incremental costs of contingency operations and
contributed to earnings with APF increasing 1% on the year.

Dividends decreased 4% in FY08 compared to FY07. A major contributor to this decrease was
the closure of Puerto Rico National Guard stores resulting in a decreased Army Class Six
dividend of $7.5M. The telephone dividend also decreased $7.9M, largely driven by a one-time
Korea phone payment made in FYO7. The FYO08 core dividend was up $1.7M which, combined
with APF received, helped AAFES mitigate the losses in Class Six and telephone. On a positive
note, FY08 dividends exceeded plan by 31%.

(b) (6) - Privacy|
Mrlso addressed key impacts and anomalies in 2008 operating results and presented

results for March and April 2009. Gasoline price fluctuations will continue to impact results in
2009.
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Exchange Credit Program

Mr.provided a detailed briefing on the Military Star program and the co-branded Military
Star combined revolving exchange credit and rewards Master Card line of credit accounts for
qualifying customers. Military Star offers authorized customers unmatched pricing and benefits
compared to other retail credit products. Interest rates are very competitive, based solely on
prevailing prime rate without a delinquency rate, over limit, late or other predatory lending fees.

In addition, Military Star offers deployed personnel options targeted at their specific (family)
needs. Deployed accounts may be frozen (no payments or charges) at NO interest during the
deployment, or charges and payments may be continued at reduced interest rates (6%) during
that period.

(b) (6) - Privacy . . .
Mr. briefing included a review of a customer's new account experience to include
credit education, -(bu)n(G-) L syoport and special handling available, as well as delinquent account
processing. Maj Genﬂommented that the program was a huge benefit to young
soldiers, providing the opportunity for new customers to start out right with their personal financial
management,

Approval of Information Technology Projects

Mrresented AAFES' "Approval Gate Framework” for initial expenses on the viability
and scope of IT projects. At the direction of the Board, the Finance Committee had reviewed and
approved the framework,

Master Pian for HQ AAFES

(b) (6) - Privacy
Mr. -reviewed a recent master plan effori for the AAFES Headquarers and its
recommendation for strategic relocation. He cautioned that the effort was not a project at this
point; rather, it was a strategic direction on which feedback was sought. The Finance Committee
recommended to the Board that AAFES shouid continue to explore the feasibility and benefits of
a relocation. Mr briefly covered the history of the headquarters in Dallas and the
building’s condition. The 42-year-old structure requires recapitalization. It does not meet current
life safety, code compliance requirements and has antiQuated mechanical and electrical systems.
Also, the lease of interim space at the Stoneridge building, approved in 2004 as a bridging
strategy, expires in two years. The Finance Committee had directed lease purchase analysis for
the lease decision. These issues drove the hiring of Jones Lang LaSalle (JLL) through a
qualitative process to Master Plan the AAFES HQ.
Mr. (b)(e)'anacy the efforl's resuits and JLL's long-term recommendations which included
options for the status quo, consolidating all requirements at the existing campus and moving the
Headquarters to another location within the Dallas/Fort Worth (DFW) metroplex. The potential
move of the Headquarters to a military installation had been eliminated for lack of an existing
building based on work with the office of the Assistant Chief of Staff for Installation Management,
the Air Force Real Property Agency or the General Services Administration.

LT asked when a decision was needed. Mr. SARBEEEE-id that the project could not
be completed any earlier than 2016, sc an immediate decision was not required. He suggested
at this point, with the Board's concurrence, AAFES would refine its analysis and update the Board
at the August meeting. MG said AAFES would fully analyze financing options, dividend
scenarios, impact on other projects, and other aspects in order to provide the Board with a look at
how everything fits together. Mr. asked that the analysis also include a 10-year review of
all capital requirements and all existing and potential sources (including debt) and uses of capital
funds.
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Mr ARSI continued, presenting the need to renew AAFES’ lease for the Stonebridge office

facility. His presentation included the results of the lease purchase analysis requested by the
Finance Committee. Based on asking prices, the lease option provided the best five-year NPV,
If AAFES required longer use of Stoneridge, the best NPV switches to the buy alternative at
seven years. Also, if AAFES can negotiate a purchase of Stoneridge for $6.9M or less, the buy
becomes the best five year NPV. Mr.ecommended AAFES continue to negotiate both
lease and purchase alternatives.

Motion: Maj Gen moved that the Board of Directors approve the extension of the
Stoneridge lease for an additional five years and conduct ongoing negotiation of an option to buy
the property. AAFES will also continue analysis of its headquarters relocation, additional financial
analysis of 10-year capital requirements and soses of capital funds. AAFES will
update the Board at the Aug 2009 meeting. Mr. oved to second the motion which
passed unanimously.

PT UNIFORMS

"E(e)®) Pre-Decisional

Ndiscussed that AAFES has identified a commercial option which can meet
s at sufficient savings to fund expanded supplies through DSCP. He noted that if
AAFES received approval from Army, relief could start in approximately eight weeks. One third of
all customer comments AAFES received concerned Military Clothing Sales Store (MCSS) out-of-

stocks. LTG [REQREIERTsaid that he ([(NOIRP LSRG

AUDIT COMMITTEE REPORT

On behalf of Brig GenlJRN co MBI oted the Audt Committee met on 15 April 2009. He

(b) (6) - Privacy] . .
provided an outline of the briefing and introduced Mr. Director, AAFES Audit Division, to
present the audit report.

Mriefed the Board on the steps in progress to solicit a new contract for Certified Public
Accountants to audit AAFES financial statements. The current CPA contract ends in June 2010.
The solicitation will be a “value added procurement” to be awarded based on best value to
AAFES. The Audit Committee will recommend the contract award for the Board's approval in
May 2010.

Internal Audit Reports

Mrddressed in detail three intemal audit reports: Movie Theater irains.
- PrivacyB

nd Brig

el _.P.ri;;cy. underway. Relative 10 the audit of

Co ina.and Labor Contracts and Catalog/Ecommerce Operations. MG (
(b) (6) - Privacy| . "
ommented on corrective acti

consulling services and labor contracts, MG

psked if (YIS N ERBEEESE]
""" *(b)(5) Pre-Decisional

IVIE® ©-Pvaey(h)(5) Pre-Decisional
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FINAL COMMENTS AND ADJOURNMENT

LTGthanked Board members and the AAFES executive leadership for their support of
the organization. He asked members for closing comments:

o Mr. thanked MGRISBMERI( o the candor with which AAFES attacked problem
areas. The new Commander, Army Family and Morale Welfare and Recreation Command, BG
I should be on board to attend the August meeting.

. LTeported to the Board on the status of the POL Fuel Card assessment by the
German government.

« MG hanked all members for their participation, noting that AAFES cannot be
successful without the Board's guidance.

ADJOURNMENT:
The meeting adjourned at 1400 hours.
SUMMARY OF MOTIONS:
1. Board minutes of 4 February 2009 were approved.
2. The Board approved extension of AAFES lease of the Stoneridge Building for an
additional five years, and ongoing negotiation of an option to buy the property.
SUMMARY OF FOLLOW-ON ACTIONS:
AAFES will continue analysis of its headquarters relocation, additional financial analysis of 10-

year capital requirements and sources and uses of capital funds, and will update the Board at the
Aug 2009 meeting.

(b) (6) - Privacy

Executive Secretary

APPROVED:

16 JUN 2009

Lieutenant General, USAF
Chairman
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ARMY AND AIR FORCE EXCHANGE SERVICE

18 August 2009
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 257th meeting of the AAFES Board of Directors was called to order by the Chairman on 18 Aug
2009 in the Board Room, HQ AAFES, Dallas, Texas.

coa bkt mdsll

MEMBERS PRESENT:
(b)(6) Privacy and DoD Names List

ALTERNATES PRESENT:
(b)(6) Privacy and DoD Names List

MEMBERS ABSENT:
(b)(6) Privacy and DoD Names List

SECRETARIAT:

(b)(6) Privacy and DoD Names List

BOARD PRESENTERS:

(b)(6) Privacy and DoD Names List

GUESTS:
(b)(6) Privacy and DoD Names List
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OPENING COMMENTS BY THE CHAIRMAN

A quorum being present, the Chairman, Lt Gen opened the 257" meeting of the Board
of Directors at 0800. He thanked all members for attending and welcomed Maj Gen |SECEEIES
‘b’ B -nd cMSgt o their first AAFES Board meeting. The Chairman related 10 the

B L T R L I Ll sl e e N AT 2= T S S NN P P U T P T D

with CUSIGETs IS hant ano 1o gauge the Wnpscl nat he boaig & GECIZINNS Neve on our Soldiers
and Airmen. Their expeclations are very high.

OUT-OF-SESSION ITEMS

The Chairman asked if there was any old business. There being no old business, the Executive
Secretary advised the Chair that there also were no out-of-session actions, and that the minutes of
the May 2009 meeting were before the Board for approval. Mr. §iillie minded the members the

session was recorded to assist preparation of minutes.

ERRATA: Notice of two out-of-session aclions taken by the Executive Committee in June were
provided Board Members for read-ahead prior 1o the meeting. By oversight they were not addressed
to the Board in session and will be provided for formal notice by the Board at the November meeting.

APPROVAL OF MAY 2009 BOD MINUTES

Lt GerdlRNN - sked for any corrections or additions to the minutes of the 13 May 2009 meeting
and, there being none, asked for a motion to approve the minutes.

(b) (6) - Privacy]|
Motion: LTmoved that the Board of Dlrectors approve the minutes of the 13 May 2009
meeting as written. After second by Maj Gen [GiII] the motion was unanimously approved by

the Board.
AAFES COMMANDER'S REPORT
The Chairman reminded the members that the next meeting was planned to be at Kaisersiautern

Mititary Community/Ramstein AFB to see and supporl the new AAFES store and other new facilities
there. He then asked the AAFES Commander to update the Board.

MG ©re- reviewed AAFES collaboration with its British and Canadian counterparts relative to

operations in the AOR. He also discussed efforts with Hewlett Packard which will result in new
product offerings in AAFES stores, and with ATT on phone cards. Lt Gen [HREERS
1=3(b)(5) Pre-Decisional . MG
(®) ©) - riivacy serayr=Rl(b) (5) Pre-Decisional

MG old the Board that the nationwide retail situation still resembied the “wild wild west."
Other retallers’ sales have been either down or flat and the financial industry was dealing with an
inability to forecast reta o Brvan gd earnings. AAFES mos! important goal is still to capt e
customers now. LTG asked how AAFES measures customer reaction. MG
reviewed AAFES surveys and its participation in the independently conducted American Customer
Satisfaction Index. AAFES ACSI scores compare favorably with other retailers.

MARIREMERN nnounced to the Board AAFES-planned gasoline promotions designed 1o generate
traffic to the exchange. There will be four more promotions over the next year. Lt Gen SRRENEGE

suggested the (IR GEPLEEE[o]gF:] In response to
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his question, (QICEIMOEE] assured LTG 1GEIRGIE(D) (5) Pre-Decisional

FINANCE COMMITTEE REPORT

mr (RESEEEERY (Chair, Finance Committee as Atternate for LTG Stanton) said his report included

nrecpntatinne nn the financial etatie nf AAFES the dividend nolicrv review and related Memorandom
update projects for Board approval. He introduced Mr. (b) (6) - Privacy AAFES Chief Financial
Officer, to provide the Financial Status Report.

Financial Status Report

M addressed AAFES financial results to date through retail fiscal year (FY) June 2009:

Revenues decreased $229.5M (6%) against the same period last year due o the decline in gas
sales which was driven by a $1.34 average lower price per gallon. Net sales without gas increased
1% over the prior year.

Earnings without appropriated funds (APF) were down 4% on the year to date, partially driven by
higher depreciation (capitalization of information technology projects) and increased bad debt
expense. Bad debt expense in May and June 2008 was abnormally low due to accrual adjustments
for automatic collections from IRS stimulus checks. Furthermore, an increase in the number of new
Military Star® Card accounts and greater credit use helped drive the rise in bad debt. AAFES has
continued to mitigate these increases in depreciation and bad debt expense through improved gross
margin rates and effective control over personnel costs.

The increased gross margin over last year can be attributed to a decline in gas cost-of-sales as well
as lower cost of sales in hardlines from better terms from vendors, re-costing adjustments, better
price management, and lower cost from suppliers with excess inventory.

AAFES has also continued to increase finance revenue and concession income compared to last
year.

Dividends increased $7.7M primarily due to increase in core dividends for both Army and Air Force.
Without APF expense reimbursement, total dividends increased 4% ($3.0M) from prior year. Total
APF expense reimbursement through June 09 was $41.6M vs. $32.2M through June 08. Dividends
paid on APF expense reimbursement totaled $20.8M vs. $16.1M in dividends paid on APF expense
reimbursement through June 08.

(b) (6) - Privacy| . . . . . .
Mr*also reviewed key impacts and anomalies and sales and eamings projections.
Despite the economy’s uncertain oullook, AAFES is in position to reach or surpass the planned
bottom line number despite the forecasted decrease in net sales {driven by gasoline prices).

LTGRESREER! inquired about the relationship of appropriated fund reimbursements and dividends.
Mr RAQMIEIER 2 dvised that expenses that are authorized reimbursement by appropriations initially
reduce earnings and hence dividends. Upon reimbursement. the appropriated fund support restores
AAFES earnings and dividends.

- Privac . N (b) (6) - Privacy]| ]
LTasked about the ultimale collection of bad debts. Mrdwsed AAFES collects

about 93% of all bad debt. The success rate is assisted by our access 10 Involuntary payroll
deduction for active duty debtors and our participation in the Internal Revenue Service Offset
Program.
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RYe” © T LR (b) (5) Pre-Decisional
[Y[A®) © - Privacy SANFRN(b)(5) Pre-Decisional

(b)(5) Pre- DeC|5|onaI

Ny

SleV]” © "= BEDERII ) (5) Pre-Decisional A © Py
said AAFES hedges conservatively. At Maj Gen|QEQREESInquiry, Mr. [RISREEERexplained
that AAFES incentives for its co-branded MasterCard ™/Military Star® Card included a points
system that differentiated between on- and off-installation usage.

Dividend Policy Review

Mr. (REORIEIERT first presented the resuits of the review of the 40 memoranda of agreement or
understanding between the Services and AAFES requested by the Chairman to determine if
consolidation/reduction was viable. The 40 agreements were re-organized and reclassified as:

s Dividend agreements (Ammy, AF, Navy and Marine) - 19 agreements goveming core
dividends, alcoholic beverage or Class Six dividends and telecommunications.

« Branch agreements goveming Hospitality Management and Name Brand Fast Food

* Instaliation agreements governing medical services and other local installation agreements
mr SARBEIEER 6«1 synopsized the regulatory authority for AAFES dividends, issues important to
stakeholders, a brief history of dividend formulae and historical payout levels. Mr SIQRMEER] also
discussed the issue of predictability and Mr. larified that Air Force Services difficulties came in

using long-term foes s made with each Annual Financia! Plan) to plan outyear construction
requirements. Mr. CENs] (D) (5) Pre-Decisional

R S aEERl(b)(5) Pre-Decisional
“EIBI(b)(5) Pre-Decisional
. Brig Genjlll uestioned the
. Mr Il s=id that (TGN R EESE]

. Mr. pointed out that over the past 25 years there had been 13 reviews of
the dividend program; they always came back to the conclusion that whrent formulae ma
not be the best, no one could ever come up with anything better. Lt Ge ised

Lt GenR said that

b) (6) - Pri
Motion: LTG moved that the dividends remain status quo. On second by Mr. ) (6)- Privacy the
motion passed unanimously.
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Image Update Projects

mr QAQEMIIERY Senior Vice President Real Estate presented 12 image update projects which
normally would come to the Board next winter. These projects are recommended for acceleration
and approval now in order to take advantage of low construction and material prices available in the

economy today. He noted that the Finance Committee recommended the projects be approved;
And that the vinhildo reranfirmatinn he wweived tn pynedite the nrnierte

b) (6) - Pri
Motion: Mr ) ) Frivacy moved that the 12 image update projects recommended by the Finance
Committee be approved and that the viability reconfirmations be waived. With second, the Board
approved the motion unanimously.

Master Plan for AAFES Headquarters

Mr SIS reviewed for new Board members the May meeting presentation on a master plan effort
for the AAFES Headquarters including recommendations for strategic relocation. As a result of the
May briefing, the BoD asked AAFES to evaluate additional military instaliation opportunities and the
potential impacts to the capital program and dividends. In addition, AAFES has refined potential
projects scost estimate reducing initial cost estimates and improving projected earnings
impacts. Mr said the Finance Committee had been briefed on 22 July 2009 and their
comments were incorporated into this presentation.

Mr SER reminded the Board about the efforts of Jones Lang and LaSalle (JLL) to assist AAFES
in evaluating potential Headquarters locations and presented an updated “Geo Scorecard” ranking of
potential locations. For this updated review to include additional military locations requested at the
May Board, the Army had offered eight installations for further consideration. In addition, AAFES
included Dobbins AFB since Atlanta was effectively equal to Dallas and Austin on the prior Geo
Scorecard and Dobbins V been mentioned as a possible candidate location at the last BoD
meeting. Also, LTG) CG Il Corps and Senior Mission Commander at Ft. Hood, TX had
recommended the old Ft, Hood hospital, desiring to engage Killeen community leaders with the
AAFES BoD to make the case for relocating our Headquarters to Ft. Hood.

AAFES had asked JLL to score cities adjacent to the military sites; however, only four of the
locations ranked in the top 20 based on their market index score. AAFES also developed cost and
net present value calculations for the installations and compared them to the Northwest Dallas
County alternative. Appropriate adjustments were made to recognize avoided land and force
protection costs and to account for personnel separations and transfers. The Northwest Dallas
alternative was superior on initial cost, net present value and JLL Market Index criteria.

Mr. [ =150 presented the impacts as requested at the May Board on the capital expenditure
program and dividends. The impact of the Northwest Dallas move on the capital expenditure
program is consistent with current levels of expenditure. Its impact on dividends would be some
reduction in the first seven years and then a positive impact thereafter.

mr. SR e ported that the Finance Commitiee had recommended to the Board that AAFES
shouid limit alternatives to Status Quo or move to Northwest Dallas County. The Finance
Committee agreed AAFES had done sufficient due diligence to limit further planning to these two
alternatives.

Motion: LT moved that the Board of Directors approve continuing to devslop both the
Status Quo concept and the concept to relocate to Northwest Daltas County. Mr.
seconded the motion which passed unanimously.

188 of 205



Army and Air Force Exchange Service Best Copy Available
Freedom of Information Act Released August 2015

Mrfuﬂher advised the Board that the Finance Committee recommended that the Board
approve initiation of the National Environmental Policy Act (NEPA) process to identify potential land
in Northwest Dallas County for a new Headquarters complex. LTG|jjjiiilffasked what the cost of the
process was. Mr. RIS said $1.3M to $1.5M.

- . b) (6) - Privac: Y . H M4
Motion: Brig Geoved that the Board approve initiation of the National Environmental
Prliru Art INFPAY prareee tn idantifu natantis! land in Nerthwec! Dollse Canintv far 2 newe

b) (6) - Privac )
EcUgueneis COigede . v (©) (6) pn_mwu&u c SELGHL ol b v Pasae G Unianihinioubiy

M- SN 2 'so reported that the Finance Committee recognized the current real estate market
offered the best opportunity for purchasing land (current estimate is $6.7M), and recommended the
Board approve the purchase of land in Northwest Dallas County.

Motion: Brig Ge B 0\ ed that the Board approve AAFES initiate the process to purchase land
including seeking required Deparimental approvals. LTGseconded and the motion
passed unanimously.

OICEERES .
NOTE: At 1040 hours Lt Geurned the meeting over to LTCIARMEERISenior Army
Member, and departed to meet with the Chief of Staff of the Air Force.

OPERATIONS UPDATE

mr. DICRIEIRS]. AAFES Chief Operating Officer, provided the Board an update on AAFES
operations. He began with an update an Shoppette operations. Factoring out the impact of
gasoline, sales in Shoppettes are up as are margins in Shoppettes as a percentage of sales.
Compared to the industry, AAFES Shoppettes outperform the average convenience store by
pumping almost 1/3 more gallons of fuel and nearly doubling in-store sales. He next addressed
gasoline sales which were up 2.4% in terms of gallons sold. Gasoline pncing remains highly
sensitive to economic conditions, crude inventory and production changes such as refinery shut
downs/outages and natural disasters.

AAFES is also using a Shoppette display program featuring advertising at the gas pumps to promote
in-store sales at 184 panticipating facilities. Launched in April 2009, the promotion features eight to
ten items every two weeks. With 40 events targeted for 2009 YTD in-store sales are up 5.5%. Mr.
LM also talked about military spouse outreach and Patriot Family focus groups used during field
exercises at Ft. Sill, Ft. Lewis, Ft. Drum, and Ft. Bliss.

AAFES has initiated a8 new exercise to review its corporate branding. Employing consultants used
by a majority of well-known retailers, the effort will focus on customers as AAFES stakeholders using
site visits, store and online sensing sessions. A key aspect will be the military communities and
AAFES' focus on readiness. The effort will also address tradeoffs in customer perception of AAFES
between individualist lifestyles and family focus, as well as premium and value. Started in June, the
target is for a rollout plan by next January.

Mrompleted his review by addressing AAFES' Exchange Credit Program discount gas
promotion. Gas discounts were raised to five cents per gallon for MILITARY STAR® Card account
holders on 8 August 2009. The program featured periodic 20-cent-per-gailon discounts for
MILITARY STAR® Card account holders with 21-23 August 2009 selected for the first promotion in
both CONIJS and OCONUS gas stations.

Before the meeting reconvened, MG oted that this was the last Board meeting for LTG
and presented him a memento of his Board service.
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AAFES SUSTAINABILITY AND ENERGY PROGRAM

Ms. ISIEIER] AAFES' Corporate Energy Program Manager, presented the Board an update on
AAFES Sustainability and Energy Program. Her briefing focused on AAFES' six sustainability goals:
(1) reduce energy consumption, (2) reduce water consumption, (3) reduce waste, (4) reduce the
AAFES fleet's dependency on fossil fuels, (5) increase sustainable buildings, and (6) increase
AAFFS prociirement marketina and sales of envirnnmentally-friendly anads and services

AUDIT COMMITTEE REPORT

Brig Gerllillnoted the Audit Committee met on 18 August 2008. He provided an outiine of the
briefing and introduced Mr. { Director, AAFES Audit Division, to report on external audit
results and internal audits.

External Audit Results

Ernst & Young, AAFES external auditors, completed their audit of AAFES' 2008 Financial
Statements and the Military Star® Card Program. Overall, AAFES financial statements conform with
generally-accepted accounting principles. No material weaknesses were identified. Emst & Young
representatives briefed the Audit Committee on their observations, accounting policies, fraud
considerations, and the summary of audit differences. Most importantly, Ernst & Young issued an
unqualified opinion on AAFES financial statements for 2008.

Internal Audit Reports

Mr.n’efed on the results of internal audits of automotive operations, remedial post

e, Westem Union compliance program, and Kunsan AB vending. For each audit, Mr.
provided a background of the audit subject, overall audit ggaglusions specific finding subject
areas, and recommendations and management actions. Brig Ge“also provided viewpoints
from the Audit Committee’s meeting.

allpwan
(b) (6) - Privacy|

FINAL COMMENTS AND ADJOURNMENT

At LTG (6) - Privacy request for members final comments, LTnoted that this was his
last meeting and thanked the Board for everything they do everyday tor our military families.
Ms. -’sald she thought AAFES was doing a great job on energy and on new promotions
and directions in the stores. She congratulated the whole team. MG hanked all for
attending and noted that the next meeting will be his last.

ADJOURNMENT:
The meeting adjoumed at 1400 hours.
SUMMARY OF MOTIONS:

1. Board minutes of 13 May 2009 were approved.

2. Dividends to remain status quo.

3. Image update projects as briefed were approved, and viability reconfirmation was waived to
expedite the projects.

4. The Board approved AAFES continuing to develop both the Status Quo concept for
Headquarters AAFES and relocation to Northwest Dallas County.

5. The Board approved initiation of the National Environmental Policy Act (NEPA) process to
identify potential land in Northwest Dallas County for a new Headquarters complex.
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6. The Board directed AAFES to initiate the process to purchase land including seeking required
Departmental approvals.

SUMMARY OF FOLLOW-ON ACTIONS:
1. AAFES to work within the DoD and with the Administration on the *“Week of the Military

¢ AAFLS 10 updale tne Board on cooperative eftonie with DeCA al the Novembe: wngelng
3. AAFES to invite Army Family and MWR Command to Patriot Family functions.

Executive Secrelary

APPROVED: 17 SEP 2009

Chaurman

10
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 269" meeting of the AAFES Board of Directors was called to order by the Chairman on 25
September 2012 in the Board room, HQ AAFES, Dallas, Texas.

ATTENDANCE

MEMBERS PRESENT:
(b)(6) Privacy and DoD Names List

(b)(6) Privacy and DoD Names List

MEEMBERS ABSENT. i
(b)(6) Privacy and DoD Names List

OTHERS ATTENDING
(b)(6) Privacy and DoD Names List

194 of 205



Army and Air Force Exchange Service Best Copy Available
Freedom of Information Act Released August 2015

(b)(6) Privacy and DoD Names List

SECRETARIAT:

(b)(6) Privacy and DoD Names List

BOARD PRESENTERS:
e *ioD Names List

The meeting was called to order at 0750, the BoD secretary staff noted to the Chairman
that a quorum was present and proxies were confirmed.

OPENING COMMENTS BY THE CHAIRMAN

The Chairman, LTG opened the meeting and We}comed new Board members. LTG

BEEER commented that since the last meeting, Mr. @Sl has taken the helm and hit the ground
running. He brings great military background and excellent business experience. LT
stated that he looked forward to Mr. 90 day assessment of AAFES and his report to the
Board on the status of the Red Prairiec Warehouse Management System. While there are
challenges ahead for AAFES, he asked members to engage in open discussion and focus on what
is best for Soldiers and Airmen.

OUT-OF-SESSION ACTIONS

The Chairman stated there was one out of session item to report, Expand the Governance of the
Pay and Compensation Committee. Noting no concerns or comments on the out of session item,
the meeting continued.

APPROVAL OF MINUTES

The Chairman called the Board's attention to the minutes of the 16 May 2012 meeting, He asked
for comments and a motion to approve the minutes.

Motion: That the Board of Directors approve the min tes of 16 May 2012 as wrntten. Lt Gen
BIGBEIERY: moved to approve the minutes and D1l scconded the motion. The motion was

approved.
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AAFES DIRECTOR/CEO REPORT

The Chairman then called for the Chief Executive Officer, Mr. QICHERGas. to give the Board his
90 day assessment of the organization. Topics included the organizational assessment, strategic
priorities, ecommerce and online opportunities and the plan to reduce sales and general (SG&A)
expenses. Mr. gl talked about his observations of AAFES staff as dedicated, committed
associates and management team working effectively with Army and Air Force installation
leadership. This is the foundation to be harnessed as we work to become more competitive and
relevant. Mr j provided information comparing AAFES with the retail industry in retail

sales, internet sales, earnings, SG&A and capital expenditures. He discussed that AAFES lags in

the industry on these indicators, but there is great opportunity for improvement. LTGRIGEEES
emphas1zed (b)(5) Pre-Decisional

J added the challenge will be to maintain and ultimately grow dividends. Lt Gen Sl
[0 T TRINIRIE (b) (5) Pre-Decisional

r REeLS: ) (6) - PrivacyPISIERI(b)(5) Pre-Decisional . Mr.
(

KA cormmented that online sales overseas are less than CONUS in part due to shipping
timelines. Mr. noted that AAFES is working solutions for shipping and fulfilliment

overseas. Maj Gen o R mENissl(b)(5) Pre-Decisional . Mr.

| agreed, noting that active duty military has one of the highest penetrations of smart phone
usage in the U.S.

. [ presented an SG&A chart comparin 3 AAFES to Target and Walmart indicating growth
in AAFES SG&A beglnmng in 2008. LT asked
- Mr. [l responded that the overhead growth was due to expansion in contingency
B said some capital expenditure
growth was due to strong encouragement from mstallanon commanders to build new stores. In
light of this overinvestment, AAFES is relooking the approach to accomplish more value
engineering for remodels versus new stores. Mr [iElagcommented that between 2007 and
2011, AAFES spent about $1 billion to support Grow the Army and re-stationing efforts. Since
then, cap]tal budgets have been cut significantly. Mr. S8l also noted the need to conduct

analysis after the fact to determine if AAFES achieved projected gains through the capital
investment.

§ presented his AAFES strategic priorities and 15 initiatives focusing on leadership,

6) - Privacy] asked (b)(5) Pre-Decisional
A

(b)(5) Pre-Decisional . Mr. QR added there is still a
(b)(5) Pre-DeC|S|onaI

not kept up with industry in collecting customer e-mail information. He statcd that AAFES has
approximately 300K addresses and based on our cusiomer base and size, we should have about 4

through reductions in SG&A and the rationalization of real estate and information technology
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capital investments. Mr. Sl concluded his briefing by discussing changes he has made to the
organizational structure to support these goals.

OPERATIONS UPDATE

Chief Operating Officer, Mr. (RO BIRINESY. provided an update to the Board on AAFES
operations. MTr. began his report with an overview of business and merchandising
initiatives focusing on sales improvements due to scan-based trading programs with vendor
partners. Mr. [SASE also discussed expansion of advanced telecommunications and AAFES
mobile cen Ler provided an update on the market basket savings results and a new

“Survey Says...” marketing campaign to communicate lower prices. LTG |SAtaN
(b)(5) Pre-Decisional

. LTG g also noted
(b)(5) Pre-Decisional

BRI ©- P [Ete(b)(5) Pre-Decisional
also cited thd(YE)RRGCRBEEE[o]gF:]

B M presented the new children’s apparel pricing program and softlines
stocking suite, which was implemented to ensure the right product is on the sales floor. Mr.
provided results of supply chain optimization through fashion allocation and cross dock

programs and provided a Be Fit program update. SMA RIREERE commented [QICIZEREEIIE]
. Mr. RS siated that

AAFES is expanding assortment of healthy items and Mr. said one solution is putting
healthy goods on highly visible end caps.

Mr. continued his presentation focusing on Marketing and Real Estate initiatives. He
provided information on a new-look e-newsletter and $1M shopping day promotions. Mr.
updated the Board on new facilities that have opened since the last meeting and gave
details of real estate capital program efficiencies. He highlighted the reduced level of capital
investment and spoke about the lowered costs for image update and the benefits of a positive
construction bid climate.

FINANCE COMMITTEE REPORT

Financial Status Report

Chief Financial Officer, Ms. presented a summary of the financial status results for
YTD August 2012, Total revenue is down 1% over last year and down 3% in comparison to the
financial plan. Net earnings are up 36% when compared fo last year and 27% up when compared
to the plan. Ms § noted that total SG&A expenses are 8% lower than plan having a
$101.8M favorable impact on carnings. LTG lidquestioned (Y RMGEBECETIE]

[ EYR" © "](b)(5) Pre-Decisional

“J(b)(5) Pre-Decisional

BIR° ©-"*](b)(5) Pre-Decisional

“|(b)(5) Pre-Decisional
Mr. RAnoted that SG&A this year is $26M less than last year and that these
expenses are moving in the right direction.
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. discussed the impact of higher gas prices on financial results, retail sales and total
sales allocation. She discussed the Exchange Credit Program (ECP) finance revenue ($4.6M
below plan) and other factors impacting the ECP bottom line, including interest expense ($5.6M
below plan), bad debt expense ($2.2M below plan) and collections interest income ($800K above
plan.) Ms S provided information on ECP purchases and revolving accounts by age. SMA
AR - ckCd about the use of loyalty rewards on purchases other than gas, which has lower
margins. Ms. noted that ECP cardholders receive 10% off food purchases and AAFES 18
developing more discount programs {or retail including fashion and electronics. SMA
asked about promoting these other programs with large signage similar to the gas pump signage.
commented that AAFES is changing signage to clearly communicate promotional

prices and tax savings to atrons. Lt GeriSXSRIMOESY askcd [(JUIARGEPEE el E]

j stated that in the past multiple credit cards enhanced credit
worthiness, but noted that in today’s credit environment, cardholders should balance the number
of cards they have. Mr. iElEagnoted that ECP credit limits are initialized based on credit
worthiness of customers, but AAFES works with customers on payment plans and to help them
understand the value and benefits of the card.

. et (h)(5) Pre- Decisional
_ Mr. SR added that

(b)(5) Pre-Decisional

i reporied that total dividends for all Services earned are $5.4M above plan and $20.8M
above last vear. Total Army dividends ear ned are $2.0M below plan. Total Air Force dividends
earned are $1.5M above plan. Ms B concluded her presentation with an update on borrowing
initiatives including the commercial paper program and the federal financing bank program.

Warechouse Management System {WMS) Update

projects and right now there are no other areas of concern. Since the time this project was
injtiated, AAFES is doing a much better job with a detailed process looking at project timelines
and cost/benefit anaiyms Mr. BN rovided an overview of worldwide distribution centers and
project history. Mr. R (b)(5) Pre-Decisional . Mr. noted that the
majority of labor costs were capitalized. M. [Jillggnoted that this contributes to depreciation
and is a bill to be paid.
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to the South East Distribution Center (DC) since it appears to be an unproductive DC with non-
mechanized processes. There was discussion on how many DCs will run Red Prairie, which
DCs are at risk in running unsupported {egacy systems and which DCs will remain open with

“[(b)(5) Pre-Decisional
b @-Pieey(f)(5) Pre-Decisional

JIRE]° © " (b)(5) Pre-Decisional

AUDIT COMMITTEE REPORT

Mr. Director of AAFES’ Audit Division, reviewed for the Board AAFES®
external audit results and findings. M|l informed the Board that Ernst and Young (E&Y)
issued an unqualified audit opinion for AAFES fiscal year 2011. E&Y briefed the audit
committee noting two material weaknesses, both internal control deficiencies related to
receivables. Mr. [[llrrovided updates on recently completed internal audits; Accounts
Payable: One-time Vendor Payment and Manual Check Receipts, Overseas Vending Operations
and Telecommunication Initiatives follow-up. SMARIMEER commented (G NZIRREIESINE]

- gy b)) PreDecisiona
[ PP O P PR (b)(5) Pre-Decisional

Mr. highlighted the fiscal year 2013 Internal Audit Plan process including the request for
audit suggestions sent to Board members, senior AAFES leadership and all AAFES associates.
(0) (6) - Privacy PRI © "' [ls}(0)(5) Pre-Decisional

g ©- e BRIE(b)(5) Pre-Decisional

Y Sl © - Privacy questioned (b)(5) Pre-Decisional

(b)(5) Pre-Decisional
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(b)(5) Pre-Decisional . Mr.
¥l (0)(5) Pre-Decisional
0]

y. Mr.
el (b) (5) Pre-Decisional
I . GRR :c'n0v o e Rl
[ epeRy” O psimatEiiasy(b)(5) Pre-Decisional

. Maj Gerlghtlilil 2150
ERgesd (D) (5) Pre-Decisional

[ Y T BEE(b)(5) Pre-Decisional
Bl commented (IO RMGEPEESPE]

LTG (b) (6) - Privacy stated (b)(5) Pre-Decisional

B s (b)(5) Pre-Decisional
L

BOARD OF DIRECTORS (BoD) REVIEW

Mr. RIRIEER. Special Government Employee presented an overview brief of his project to
assess the structure an operations of the AAFES Board. Mr. jililiiprovided information on
board composition as compared to other DoD organizations and commercial competitor boards.
He noted that the AAFES Board of 18 members determined by position was significantly larger
than competitor boards. Mr. highlighted a severe absentee and turnover problem, noting
average attendance of primary Board members at 53% and trending downward, Mr.
noted that the skills of AAFES Beard members are inconsistent with competitor corporate

RGN © " JGBtth|(b)(5) Pre-Decisional
e, (b)(5) Pre-Decisional

A —
WL " Jagekgte sl (b) (5) Pre-Decisional

I
After the presentation, Maj Gergigiiilil commented (I HCRYSSIOIE]

IR (D) (5) Pre-Decisional )
(b)(5) Pre-Decisional
SMA B (b)(5) Pre-Decisional

(b)(5) Pre-Decisional

(b)(5) Pre-Decisional 8
9
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(b)(5) Pre-Decisional

AIR FORCE INSPECTION AGENCY QUADRENNIAL INSPECTION OUTBRIEF

Lt Col gl of the Air Force Inspection Agency (AFIA) provided the executive briefing on the
AFIA quadrennial inspection of AAFES. He highlighted two critical findings in the areas of
Procurement and the Sales Directorate, The procurement finding was the failure to delegate
authority to contracting officers via Certificate of Appointment. This lack of oversight/training
has the potential impact of leading to fraud, waste and abuse. The inspection also found the
Sales Directorate failed to ensure the consistency of retail agreements, purchase orders and one-
time buy, which can alsc lead to fraud, waste and abuse. 1t Col @8l highlighted two significant
findings in the AAFES Headquarters element; the failure to properly protect personally
identifiable information, and not ensuring personnel placed in Positions of Trust had mandatory
background investigations. Lt Co | also noted that the Chief of Staff did not establish and
maintain an on-going self inspection program. LTG [l asked Lt Co B0 add the issue
of self inspection to the back brief. Lt ColsSlll provided an overview of findings in AAFES
field elements and organizational strengths. 1t Col jaSllmade (NI [o]gE]

The Chairman called the Board’s attention to recommendations made by the AFIA inspection.
He asked for comments and a motion to approve the recommendations.

Motion: Mr. SRR oved (o approve the recommendation made by the AFIA inspection
team. M. B seconded the motion. The motion was approved.

Mr. QICGRIEEERY. Army IG office, answered a supplemental tasker resulting from a previous
Board meeting. Mr. [l updated the Board that AAFES is moving forward to improve the
1G oversight of AAFES through enterprise system internal control process, reporting process,

10
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and coordination among the AAFES, Army and Air Force Inspections programs. LTG
clarified this supplemental tasker was a result of the AAFES IG request on AAFES IG Office
structure, processes, link to leadership and appropriate oversight.

ADJOURNMENT

The Chairman asked for any further comments, thanked members for their participation. The
meeting adjourned at 1430 and Board members moved into executive session.

SUMMARY OF MOTTIONS

1.

Minutes of the 16 May 2012 meeting were approved.

2. Recommendations of the AFTA Quadrennial Inspection were approved.

SUMMARY OF FOLLOW-ON ACTIONS

I,
2.
3.

90 oL

Brief the full assessment on Red Prairie with decision brief

Provide interim update on Red Prainie status midway before next Board mceting
Provide breakdown chart of eCommerce IT project phases to include timeline and
components

Present quarterly brief to BoD on tracking of Exchange online store project
Preparc action plan and update on status of D/CEO Strategic Priorities

Prepare action plan on the 2 Critical Findings from AF Inspection Agency Outbrief
Prepare action plan to implement AF Inspection Agency recommendations

Prepare action plan on implementation of Self Inspection Program

11
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 270" meeting of the AAFES Board of Directors was called to order by the Chairman on 3
December 2012 in Pentagon, Room 1E381, Washington, D.C. Board members, alternates,
presenters and others who participated by video teleconference (VTC) are indicated below.

ATTENDANCE

MEMBERS PRESENT:
(b)(6) Privacy and DoD Names List

ALTERNATES PRESENT:
(b)(6) Privacy and DoD Names List

MEMBERS ABSENT:
(b)(6) Privacy and DoD Names List

OTHERS ATTENDING
(b)(6) Privacy and DoD Names List
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{b}(8) Privacy and DoD Names List

SECRETARIAT:
(b)}(6) Privacy and DoD Names List

BOARD PRESENTERS:
(b}(B) (b) {B) - PrivacydoD Names List

The meeting was calied to order at 1405 Eastern Standard Time, and the BoD Secretary
ntoted to the Chairman a quornm was present and proxies were confirmed.

OPENING COMMENTS BY THE CHAIRMAN

[b) (5} - Privacy

The Chairman, LTQ , opened the meeting and welcomed Board members to the meeting.
He noted there would be an executive session at the end of the open meeting.

QUT-OF-SESSION ACTIONS

The Chairman stated there was one out-of-session item to report: Proposed Restructuring of the
AAFES Board of Directors. He commented this would be a topic of discussion at the Board
Executive Session. The Chairman stated he and Lt Ge{JCIRIERY were preparing to brief their
respective Service Chiefs of Staff and Secretaries. He stated there was generally good consensus
on moving forward, noting any concerns that have been expressed will be briefed to senior
leadership. Noting no concerns or comments on the out of session item, the meeting continued.

APPROVAL OF MINUTES

The Chairman called the Board’s attention to the minutes of the 25 September 2012 meeting. He
asked for comments and a motion to approve the minutes.

Motion: That the Board of Directors approve the minutes of 25 September 2012 meeting as
written. Mr. jijiil§moved to approve the minutes and Brig Gen [J§lii seconded the motion. The
motion was approved.
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STATUS OF ACTION ITEMS

The Chairman noted the Board was provided the Status of Action Items. Noting ne concems or
questions o the action items, the meeting continued.

2013 BOARD MEETING DATES

The Chairman called the Board’s attention to the proposed 2013 Board meeting dates. He noted
he was not in favor of a VTC for the 27 February 2013 meeting and that should be reconsidered.
Mr. SIS noted the VTC may be appropriate for the topics of some Board meetings, and may
not be appropriaie for others. He asked for other comments and a motion to approve the proposed
dates.

Metion: That the Board of Directors approves the Board meeting dates for 2013 as proposed. Mr.
moved to approve the proposed dates and Maj Gen [l scconded the motion. The
motion was approved.

FINANCE COMMITTEE REPORT

Annual Financial Plan Fiscal Year 2013

Chief Financial Officer, Ms. began her briefing with a high level income statement
showing the original Annual Financial Plan (AFP) for fiscal year (FY) 2012, the most current
projection for FY 2012 results, and the proposed AFP for FY 2013. She noted sales are expected
to decrease for FY 2013, but the impact is expected to be mitigated by further expense reductions,
resulting in earnings of $312 million or an increase of $3 million over projected FY 2012. In
addition to earnings, Ms. [jjjJjjij§ highlighted the components of total revenue and gross profit
commenting in particular on the $13 million reduction in interest expense planned for FY 2013
primarily due to the ability to borrow from the Federal Financing Bank (FFB) beginning in
December 2012, LTG EEEEE asked how confident AAFES was in this savings and Ms. [l
stated she was very confident as borrowing rates would be reduced from 85 — 90 basis points in
the commercial market to about 30 basis points with the FFB,

. [ next presented the earings bridge information depicting financial impact from AFP FY
2012 to projected FY 2012. She noted after the plan was approved, pension actuaries
recommended an $8M favorable adjustment to pension expenses, resulting in total planned
earnings of $307M in the FY 2012 AFP. Ms. [l highlighted the decline in gross profit ($130
million) was a function of sales which were $380 million lower than expected. She cited the
favorable impact of reductions in personnel costs ($70 million) and other expenses (8§62 million).
She commented that AAFES is still working the closure of the Southeast Distribution Center and
the success of the Involuntary Early Retirement (1ER) offer and the related Voluntary Separation
Incentive Pay (VSIP) as key programs supporting reduction of personnel costs. Ms. il stated
AAFES is working with external financial auditors on booking these expenses in FY 2012. Mr.
B roted there will be an estimated $8 million one-time cost for the VSIP, and AAFES will
keep the Board informed as these personnel cost reductions play out. .

Ms [ then presented information on the components impacting AAFES earnings from
projected FY 2012 to AFP FY 2013. She noted sales are expected to decrease in FY 2013 due to
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troop withdrawals from Burope and the contingency environment. The increase in carnings,
expected to be $309 million in FY 2012 to §312 million projected for FY 2013 is due to improved
control of expenscs. Mr. AR ENA (D) (5} Pre-Decisional
r. il stated the budget was completed before the results of
the IER were known and AAFES original target of reducing 100 computed number of employees
(CNE) has been exceeded with more than 350 associates requesting retirement under the TER.

W presented five year trend charts in sales, gross profit, and earnings. She noted gas sales,
with their low gross margin are expected to be relatively stable in the coming year and sales
without gas are projected to be down slightly from FY 2012 (86.631 billion) to FY 2013 (86.495
[SIEETS PR AE] RN (b )(5) Pre-Decisional and Ms. il responded
the plan is very healthy with the basic retirement plan 100 percent funded and the post-retirement
medical plan about 70% funded. LTG Sl cautioned ((SHE) M GE R IE]

i noted the
(b¥(5) Pre-Decisional

into retail, vending and services, food and gas. LTG (gl asked AAFES to break out aleohol
and tobacco sales noting the increasing concern within the Services about the availability of these

(b (@) - Prive

products to Service Members. Mr. stated AAFES is prepared to do our part to be responsive
to the needs of the community. Lt Gen [QEQBSIER] added [({) A GRMEGEToNE]
Lt GerdGGE Privacym.(b)(S) Pre-Decisional

Y B (b)(5) Pre-Decisional

Next, Ms. g presented information on the components of the exchange credit program and
their impact on AAFES financials. She discussed finance revenue, which is expected to grow to
$285 million in AFP 2013 and earnings which are budgeted for $95.6 million.

. I reviewed personnel and worldwide CNE, stating AAFES reduced about 100 CNE from
FY 2011 to FY 2012 mostly in the Pacific Region. She called out the 2.75% budgeted ment
increase {(approximately $10 million) for about 6,900 pay band employees who do not receive cost
of living or pay step increases,

then briefed the Board on expense trends from 2009 to AFP 2013. One anomaly she
noted in FY 2010 was the $82 million appropriated fund reimbursement for overseas contingency
incremental expenses incurred in GFY 2005. She also highlighted the top six decreasing expense
categories from 2011 through 2013.
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. B then provided depreciation expenses from 2009 to AFP 2013 which are planned to be
$338 million. She noted much of the increase in expense for 2013 is due to previously approved
projects that will begin to depreciate in the coming year.

Capital expenditures from 2009 (o 2014 were displayed, broken out info construction, lifestyle
centers, information technology, business unit projects, and vehicles. Ms. SNl noted as with
deprecation, much of the increase in FY 2013 is due to previously approved projects. She also
informed the Board that AAFES would provide more detailed plans for capital expenditures at the
upcoming February 2013 Board meeting.

The next topic of discussion was dividends. Ms. showed the five year historical trend
noting projected dividends for FY 2012 are in line with the FY 2012 AFP. She went on to state
AFP FY 2013 dividends are expected to be relatively flat compared to projected FY 2012. Lt Gen
(b) (6) - Privacy REVGHRHNE b }(5) Pre-Decisional and Mr. Kt
el b)(5) Pre-Decisional

Ms. il closed her presentation with a chart depicting long range projections. The expected
increase in net earnings to $360 million in FY 2014 and $374 million in FY 2015 is the result of
an increase in sales and improved gross profit from eCommerce initiatives, other retailing
strategies, and a continued focus on controlling expenses.

Motion: That the Board of Directors approve the FY 2013 Annual Financial Plan as presented.
- B moved to approve the plan and Mr. JSl seconded the motion. The motion was

approved.

Financigl Status Report

Ms. noted in the interest of time, she would omit presentation of the financial status results
(FSR) for year-to-date (Y TD) October 2012.

Warehouse Management System {WMS) Update

. BBl presented a status update on the Red Prairie WMS system. He commented the West
Coast Distribution Center (WCDC) is stable, but AAFES is still working to confirm the 8% labor
savings from the project. Mr. § noted AAFES is also taking a two-step approach to cost per
case targets: first to reduce labor cost per case to original FY 2010 baseline before
implementation of Red Prairie WMS and second to further reduce cost per case to account for 8%
savings. The actual cost per case is $2.66. AAFES recently has identified significant reductions
which should result in the interim target of $1.81 cost per case in the next three to four months

with $1.66 cost per case as the final goal. Lt Gen QRCRIGIERY asked w{{GIEI N ERNEEET$E]
.

Mr. il responded there was a significant learning curve and also when Red Prairie was
installed, AAFES did not take the necessary actions to reduce labor costs consistent with demand.
Once AAFES demonstrates a return to the FY 2010 cost per case level, the second step will be to
realize the additional 8% savings before rolling the software to Waco Distribution Center (WDC)
and Dan Daniel Distribution Center (DDDC).
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W stated AAFES wants to designate Red Praivie WMS ag a discretionary project as this

Mr. [l a2reed and added AATES
is reviewing the logistics footprint so AAFES can operate more efficiently.

Regarding the pros and cons of a formal investigation, Mr. [

o0 (6} - Prvacy

stated he has been keeping LTG
and Lt Gen [QECREGEEN] apprised on the review of what went wrong with the
implementation of Red Prairie WMS. The AAFES audit review found no criminal activity or
fraud, but a series of unfortunate missteps. Based on the inquiries conducted, the recommendation
of AAFES management is not to proceced with a formal investigation. LTG Sl statcd [l

e PRl (b)(5) Pre-Decisional
.;r:-_; 8- Privacy

BN (b)(5) Pre-Decisional
(b)(5) Pre-Decisional

B~ R (b)(5) Pre-Decisional | LTGR statcd

(b)(5) Pre-Decisional

Recommendation: That the Board accepts the inguiries/reviews completed to date and not
roceed with a formal investigation. Mr. QISR moved to approve the recommendation and Mr.
w and Mr. il seconded the recommendation. The recommendation was approved.

SPECIAL PRESENTATION

The Chairman recognized MG [WIQEEUIER] for his service to the AAFES Board and presented an
AAFES plague of appreciation to MG [gilial. who attended for MCEASMERGE.

ADJOURNMENT

The Chairman asked for any further comments and thanked members for their participation. The
meeting adjourned at 1545 and Board members moved into executive session.

SUMMARY OF MOTIONS/RECOMMENDATIONS

Minutes of the 25 September 2012 meeting were approved.

Board meeting dates for 2013 were approved.

The FY 2013 Annual Financial Plan was approved.

The recommendation not to proceed with a formal investigation on the Red Prairie WMS
project was approved.

i L I et
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SUMMARY OF FOLLOW-ON ACTIONS

1. AAFES will provide a breakout of alcohol and tobacco sales information.

2. AAFES will provide information on sales of adult magazines.

3. AAFES will provide an in-depth briefing on the Red Prairie WMS project to the Board after
detailed review by a committee of the Board.

(b) (6) - Privacy

Executive Secretary

Lieutenant Bepleral. USA
Chairman
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 271% meeting of the AAFES Board of Directors was called to order by the Chairman
on 4 March 2013 in Pentagon, Room 1E381, Washington D.C. Board members,
alternates, presenters and others who participated by video teleconference (VTC) are
indicated below.

ATTENDANCE

MEMBERS PRESENT:
(b)(6} Privacy and DoD Names List

ALTERNATES PRESENT:
(b)(6} Privacy and DoD Names List

MEMBERS ABSENT:
(b)(6} Privacy and DoD Names List

OTHERS ATTENDING

{b}(8) Privacy and DoD Names List
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(b)(6) Privacy and DoD Names List

SECRETARIAT: _
(b)(8) Privacy and DoD Names List

BOARD PRESENTERS:
(b)(6} Privacy and DoD Names List

The meeting was called to order at 0803 Eastern Standard Time (EST), the BoD
Secretary noted to the Chairman a quorum was present and proxies were
confirmed.

OPENING COMMENTS BY THE CHAIRMAN

, opened the meeting and welcomed Board members to the
meeting. He noted there would be an executive session at the end of the open meeting.

QUT-OF-SESSION ACTIONS

The Chairman stated there was one out-of-session item to report; Promotions to
AAFES Senior Rate. Noting no concerns or comments on the out of session item, the
meeting continued.
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APPROVAL OF MINUTES

The Chairman called the Board's atiention to the minutes of the 3 December 2012
meeting. He asked for comments and a motion to approve the minutes.

Motion; That the Board of Directors approve the minutes of the 3 December 2012

meeting as written. Lt Gen moved to approve the minutes and SMA RIENEES
seconded the motion. The motion was approved.

STATUS OF ACTION ITEMS

The Chairman noted the Board was provided the Status of Action Items. Noting no
concemns or questions on the action items, the meeting continued.

DIRECTOR’S REPORT

The Chairman recognized Mr. i Director/Chief Executive Officer and explained the
Director's Update is the briefing presented to the Chief of Staff of the Army in January
2013. Mr. began his briefing with a summary of AAFES statistics that portray the
story of the Exchange and its refevance to the military community. The Chairman asked
about the status of the plan to move the AAFES bakery in Korea. Mr. | stated
AAFES has command support to relocate the Korea bakery into the AAFES distribution
center. The Chairman asked AAFES to keep the Board informed on progress of the
transition. The Chairman applauded AAFES' focus on hiring wounded warriors and
asked AAFES to remain vigilant in pursuing this employment category. He also
commented AAFES should stay connected with the Services on plans for U.S. presence
in lraq and the drawdown in Afghanistan and directed AAFES to update the Board at the
next meeting. Mr. jaillls requested an (D RMERMEHEIVE]

. M.

il continued his presentation to highlight the unique programs and services and
compared AAFES with the Navy Exchange Command and Marine Corps Exchange. He
discussed a chart depicting an estimated $1.3 billion in savings fo the federal
government for service provided by AAFES. Mr. RIREEEgasked AAFES 1o provide butlet
talking poinis to the Board so they can more effectively communicate the value of the
exchange benefit to stakeholders in the military community. The Chairman added he
had reviewed the AAFES tri-fold brochure on exchange relevance and it was a good
product. He asked AAFES to proceed with its publication and acknowiedged detailed
talking notes would assist the Board in advocating the exchange benefit,

.l described the legacy issues facing AAFES and the need to move in a new
direction in light of environmental factors such as the federal deficit, decreasing
contingency operations, base realignment and closure and overseas versus domestic
productivity. Mr. j highlighted new initiatives to grow sales, lower costs and improve
customer relevance. The Chairman asked Mr. j to talk to the impact of
Sequestration on AAFES. Mr. reported AAFES has been in discussions with Army
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G-4 ahout reducing second destination transportation (8DT) expenses and is planning
to reduce about $21 million in SDT this government fiscal year (GFY.) While there will
be no personnel furloughs, AAFES has proactively sel a target to reduce total computed
nurmber of employees (CNE) by 1000 by the end of this year. He explained these
reductions are permanent and a part of the Seiling, General and Administrative (SG&A)
expense reductions already underway. He also noted the approximately 350 personnel
who will exit under the involuntary early retirement (IER) plan. Mr. e added that
AAFES has greatly reduced the long range capital program (LRCP) this year and has
moved the Joint Base Lewis-McChord Lifestyle Center project out by two years. The
Chairman asked about the impact of reductions of SDT on merchandlse avaulab;lxty Mr.

responded even with the Defense Commissary Agency’s (DeCA) proposed Wednesday
closures, AAFES wouid not change hours. AAFES does good business throughout the
exchange in food courts and Express convenience stores can help to supplement an
convenience items such as milk and bread if DeCA raduced commissary hours. Mr.
Bl onded his presentation with a summary of financial benefits to safeguard new
eamings and the morale, welfare and recreation (MWR) dividend. The annualized
benefits are expected to total $276 million doilars; $125 milflion from growth
opportunities, $51 million from cost reductions and $100 million from lower real estate
(RE) and information technology (IT) investments.

OPERATIONS UPDATE

Mr. Chief Operating Officer, began his presentation by updating Board
members on initiatives to intensify national brands in the areas of hardlines, softlines
and consumables. He described several specific name brands along with the number
of stores targeted and sales growth projections. Mr. then discussed the AAFES
strategy to grow Express convenience stores by installing island coolers to improve
customer visibility of merchandise and increasing healthy food options. He described
growth of trade promotion management collection figures in fiscal year (FY) 2012 of
$155 million, noting the increasing trend over recent years and highlighting the FY 2013
goal of $170 million. Mr. i discussed AAFES efforts to increase internal
operational efficiency by repositioning the main store and plans to grow concessions by
transforming AAFES services business in FY 2013. Mr. reported on Operation
Be Fit inifiatives in name brand fast food operations to highlight calorie counts and
healthy eating options. He then provided an overview of the business intelligence fools
AAFES is using o manage merchandise inventory and item performance, Mr. kit
concluded his presentation with an update on the project to make the in-store
assortment available ta customers online. MR asked if these initiatives are
included in the FY 2013 financial plan and if AAFES can provide timelines and follow-up
information on how AAFES is tracking on progress. Mr. responded the
initiatives are include in the plan and AAFES would provide follow-up info on progress.
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FINANCE COMMITTEE REPORT

Financial Status Beport

BN Chief Financial Officer, began her report by updating the Board on fiscal year
to date (YTD) December 2012 financial status. She highlighted sales and gross profit
were lower than planned, but because AAFES continues to be diligent in controlling
operating expenses, net earnings are $24.8 million (9%) above plan. Ms.
provided sales comparison by region and business class noting lower sales spanned all
regions and business classes resulting in a worldwide variance to plan of 5% for YTD
December. The Chairman asked why Europe was 12% below expectations. Ms. [l
responded the AAFES team had not accurately anticipated troop draw downs in
contingency environments overseas. The Chairman emphasized the need for AAFES
to stay connected with the Services on troop information. Ms. il then provided
wortldwide gross profit, which was down 7% compared to plan. These lower than
- expected sales and gross profit figures were countered by the Iower SG&A expenses
resuling in a $147 million favorable impact on eamings. Ms. gl reported on the
exchange credit program'’s positive bottom line impact of $3.2 million, detailing finance
revenue, interest expense, bad debt expense and collections interest income compared
to plan. Ms. jiiii§ moved on to briet dividends eamed for YTD December 2012 with
Army and Air Force total dividends $4.1 million above plan with the Army $1.9 million
and the Air Force $ 2.2 million over plan. Ms. [l rounded out her financial report
with FY 2012 projections noting net earnings expected to be $338.7 million; $40.1
million and 13% above plan. She attributed these results in part due to AAFES
exceptional year-end inventory variance ,23% of sales compared to an industry average
of 1.5% of sales. Mr. glllE asked (I RHGCREEE O

responded AAFES would recognize [ER expenses in FY 2012, hut wbuld 'real:ze the
benefit in FY 2013. Due to the very low inventory variance and favorable adjustments
there would be no negative impact to FY 2012 earnings.

. B concluded her financial status report with an update from the dividend
committee, a Board-appointed working group tasked to review the dividend payment
process and make recommendations. She shared the committee’s guiding principles
and recommendation to base the payment of core dividends on actual financial results
instead of the current practics to pay based on the AAFES annual financial plan (AFP).
The recommended dividend process would eliminate the safely net, and replace it with
a dividend guarantee of 85% of the previous three year's rolling average during the
three-year transition period. Any anomalies would be addressed through active
diaiogue among AAFES, Army MWR and Air Force Services and decisions wouid be
vetted through the Finance Committee to the Board. In addition, AAFES would retain
the first 15% of financial resulis above the AFP with remaining earmings following
normal dividend formulas. Mr. RSN noted the anomaly definition pertained to
anomalies of $5 million or more. Maj Gen e Ry (b)(5) Pre-Decisional
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{b}(5) Pre-Decisional

| SMA BRI commented the
(b)(5) Pre-Decisional
e e (b)(5) Pre-Decisional
{b_] {6 - Privacy {_b} (6} - Privacy descnbed to
E;gg; I;re-geci_s?ona: . Mriasla noted the proposed
re-Decisiona

Motion: That the Board of Directors approve proposed dividend payment process as
presented (attached). Lt Genj i moved to approve the Dividend Payment process
and Maj Gen H seconded the motion. The motion was approved.

2013 Capital Expenditure Program

Ms. il began her presentation by noting the amount available for capital
expenditures begins with the AAFES AFP. Earnings are adjusted for depreciation and
projected payment of dividends to calculate the funds available for capital expenditures.
Ms. [l reported capital expenditures from 2009 to 2013 broken into four major
categories; construction, business unit projects, information technology and vehicles.
Capital expenditures for FY 2013 are $419 miflion. Ms jifjii§ then provided information
on depreciation, broken out by the same four categories. Total depreciation for FY
2013 is $338 million. Despite AAFES concerted efforts to reduce capital expenditures
for FY 2013, depreciation will continue to increase over FY 2012 due to previously
approved capital projects completing in FY 2013. Ms. i gave an overview of
construction expenditures noting the significant reductions in LRCP requests this fiscal
year. As a concerted effort to reduce capital expenditures, the 2013 LRCP submission
is down to $29 million, with only $15 million to be spent in FY 2013,

Ms. [l tumed the presentation over to Mr. Vice President, Real Estate to
brief the FY 2013 LRCP. MrZIRREEG reminded the Board the LRCP is comprised of
projects that exceed $750 thousand in construction costs or $1.5 million in total project
cost. HMe noted projects exceeding $750 thousand in construction costs must be
reported to Congress and that there were no projects meeting this threshold in the FY
2013 LRCP. Mr. explained the details of two equipment projects supporting
the 1).8. Forces Korea Transformation totaling $18.6 million and two image update
nrojects totaling $10.6 million. (s CHEBERENE]

MrCHGNIEEERY responded they both

supported, but that the Host Nation had not yet approved. He further explained AAFES
would not proceed with the equipment purchase until the host nation had approved, but
was requesting approval foday to obligate the funds so that a conveyer system could be
identified and incorporated into the design of the bakery. The Chairman SEIESEEEE
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Motion: That the Board of Directors approve two equipment projects and two image
update projects and the waiving of the viability reconfirmation requirement. Approval of
the bakery equipment project is contingent upon reconfirmation of support from the
Army and Pacific COE. The Chairman moved to approve the projects and SMA
Chandler seconded the motion. The motion was approved.

Ms. Jililli§ continued by briefiy referencing the overview of IT capital expenditures from
FY 2009 to.FY 2013. She provided a five year trend for capital expenditures of
business unit (BU)} programs divided into non-discretionary and discretionary projects.

Bl then provided information on specific BU capital expenditure projects
begmmng with the non-discretionary Food Point of Sale (POS) Simphony project, which
was provided for information only. Next Ms. jijiiilij explained the Automate CONUS
Concession project which will automate concession sales and settlements processes
and move AAFES away from manual processes. The economic benefit is projected to
be $8.8 million over 5 years.

Motion: That the Board of Directors approve the Automate CONUS Concession
project. Mr. [gikiiiiel moved to approve the project and Mr. [l seconded the miotion.
The motiocn was approved.

. Bl presented information on the Softlines Planning Management project which
will provide improved planning of the softlines assortment and allow the exchange to
better respond to sales and market trends by location and category. The budget is $6
milfion and the expected FY 2013 spend is $3 million. The Chairman asked how AAFES
determines trends. Ms, Bl stated it was based on what is selling on the floor. Mr.
added since fashion plans are mads a year in advance, this tool wouid help
AAFES to plan based on industry trends and customer demographics.

Motion: That the Board of Directors approve the Softlines Planning Management
project. Lt Gen [jijjiil§ moved to approve the project and MrZIREEEE seconded the
motion. The motion was approved.

220 of 271



Army and Air Force Exchange Service Best Copy Available
Freedom of Information Act Released August 2015

Ms. il proceeded to brief the Retail Demand Forecasting (RDF) Upgrade project,
which will maximize and expand forecasting capabilities across several business
processes. The budgst for the project is $5 million and the expected FY 2013 spend is
$4 million. This project will expand a RETEK Oracle solution implemented at the
distribution center to the store level. Mr. Sl noted this will assist AAFES in reducing
stock outs and help AAFES manage our ability to sell. Mr. RAEE added AAFES
currently manually sets minimum and maxdimum stock levels and this solution would
automatically adjust to ensure AAFES is in stock on the most popular items and

" minirmize the stock of slow selling merchandise.

Motion: That the Board of Directors approve the Retail Demand Forecasting Upgrade
project. - Lt Gen i moved to approve the project and M. [JIRNEREY seconded the
motion. The motion was approved.

RED PRAIRIE WAREHOUSE MANAGEMENT SYSTEM (WMS) UPDATE

Mr. il presented a status update on the Red Prairie WMS reporting the system is
stable at the West Coast Distribution Center (WCDC.) He reported productivity at
WCDC continues to trend positive, but a significant improvement in current performance
will be required to meet the $1.66 personnel cost per case (PCPC) target. Mr. Sl
highlighted the approximately $24 million in labor costs associated with implementation
at the WCDC. He indicated these labor costs will continue to be an issue as AAFES
considers a further rolicut al Waco or Dan Daniel distribution centers in the future. Mr.

B stated AAFES would know more in August after the completion of the pilot. He
noted AAFES has stabilized the current legacy system at Waco and Dan Daniels with
mirimum investment and can continue to operate at these locations with low risk. While
Red Prairie will cost tess to implement at Waco or Dan Daniel, Mr, §8 cautioned the

b)(5) Pre-Decisional

IE#°° ")(0)(5) Pre-Decisional

. i stated he is planning to meet with Red Prairie leadership and he would keep
the Board informed on significant changes and update at the next Board meeting.

AUDIT COMMITTEE REPORT

MrlOROIRIMIER Director, Audit presented the list of planned functionai audits for FY
2013 and outlined the steps in developing the annual audit plan. Planned audits noted
by Mr. ikilias inciude Concession Business Development, Follow-up of In-Transit
Merchandise Lass Controls, Discretionary Projects, which was recommended by a
Board member, and Merchandise Buyer Controls which was suggested by Mr.
mr IR reported there are two additional requested/required audits that will cover
the Pacific Region and FY 2013 OEF Inventory Observation. Mr. Sl provided
updates on five internal audits; Associate and Concession Collections, Anti-Money

- Laundering Compliance, eProcurement Applications, Select Aspects of Requests for

§
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responded AAFES is making strides 10 improve the organizational culture to foster
continuous process improvement and a transparent, open workplace.

CLOSING COMMENTS

The Chairman thanked the AAFES staff for updates and Board members for their
participation. He acknowledged the Chairmanship of the Board would be transitioning
to Lt Gen il in the coming weeks, but the actual date is yet to be decided. The
Chairman stated there are two updates planned for discussion in the Executive Session;
a repart on iG investigations within AAFES and an update on the Board Restructure
proposal. The Chairman asked the members for any final comments. Mr. asked
AAFES to provide an update at the next Board meefting on movie theaters and the
transition to digital format.

(b}(5)} Pre-Decisional

ADJOURNMENT

The Chairman confirmed there were no further comments and thanked members for
their participation. The meeting adjourned at 1107 EST and Board members moved
into executive session,

SUMMARY OF MOTIONS

1. Minutes of the 3 December 2012 meeting were approved.

2. The preposed Dividend Payment Process was approved.

3. The FY 2013 Capital Expenditure Program was approved. Approval of the bakery
equipment project is contingent upon approval from the USFK/Eighth Army and
Pacific Army COE.

4. The Automate CONUS Concession Project was approved,

5. The Softlines Planning Management Project was approved.

6. The Retail Demand Forecasting Upgrade Project was approved.

SUMMARY OF FOLLOW-ON ACTIONS

i. Update the Board on the progress of the movement of the bakery in Korea,
. 2. Plan for exchange drawdown in Afghanistan & Iraq.
3. Provide talking point butlets on AAFES relevance and savings impact to the
federal government.
4. Update the draft trifoid brochure on relevance and publish.
5. Update Board on SDT spend reductions for GFY 2013.

11
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6. Provide information on retail operational initiatives with execution timeline, cost,
and retumn on Investment.

7. Provide info ta USARPAC on dividend policy for Torii Station, Okinawa, Japan.

8. Provide quarterly update on WMS.

9. Provide info on AAFES movie theater conversion strategy/timeiines and impact on
small theaters.

(b) (6) - Privacy

Executive Secretary

~ APPROVED:

(b) (6) - Privac

Lieutenant feneral, USA
Chairman
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Attachment 1
Dividend Payment Process

a. AAFES will pay dividends to IMCOM G-9 and AF/A1S based on actual net eamings
beginning in AAFES' fiscal year (FY) 2013.

(1} InFYs 2013, 2014 and 2015 AAFES will pay a minimum of 85% of the previous
three year's dividend rolling average. The minimum payment is a three-year bridging
strateqy to be reviewed annually during the three years by AAFES, IMCOM G-9 and
AF/A1S. The three-vear roling average for AAFES FY's is as follows:

AAFESFY |  Years Used in Rolling

Average
2013 ~__FY10,FY11,FY12
2014 FY 11, FY12, FY 13
2015 FY 12, FY 13, FY14

(2) AAFES will make uninterrupted monthly local dividend payment throughout the
year as earmed. AAFES will make uninterrupted monthly Central Fund payments
throughout the year, except for the final year-end payment (dividend applicabie to
January eamings), which will be held until June in order to accommodate completion of
audited financial statements by an independent certified public accounting firm,

(3) The three-year rolling average will be calculated to include past safety net
payments but will exclude anomalies agreed upon by the Board of Directors (BoD).

b. During the dividend payment transition/bridge period, if an anomaly occurs, AAFES
will diatogue with IMCOM G-9 and AF/A1S to bring a recommendation to the BoD
through the Finance Committee on how to adjust earnings based on the anomaly for
dividend calculation.

¢. An anomaly is an event or transaction causing a material deviation from the norm or
expected eamings results and is clearly beyond management’s contral. The materiality
threshold is anomalies that total a $5M or greater impact to eamings, which can be
positive or negative.

Examples:
DoD policy change resulting in loss of funding for overseas utilities.
Unforeseen closure of Puerto Rico Guard/Reserve facilities in 2008.
DoD policy mandating Sunday Premium Pay eligibility.
Appropriated Funds reimbursement for pricr year expense such as base
realignment and dlosure reimbursement.

d. If AAFES earnings exceed the financial plan, AAFES will receive the first 15% of the
excess earnings and the remainder will be treated as Core Earnings.

13
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e. Dividend calculation methodologies as established with the Services in Army ASD
Terms and Conditions, dated 24 January 1981, and Air Force ASD Terms and
Conditions, dated 4 August 1892, remain unchanged.
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ARMY AND AIR FORCE EXCHANGE SERVICE
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226 of 271



Army and Air Force Exchange Service Best Copy Available

Freedom of Information Act Released August 2015
INDEX
TORIC PAGE
AT TENDANCE ..o rrtrsri i rs cirrmast b s a b rs b s s s b bt Kba st ma s s rm e e rar e Asasron 3
OPENING COMMENTS BY THE CHAIRMAN........coi v cerar e 4
OUT-OF-SESSION ITEMS .. .ottt is s s s r s ke e va i ra s rar s aens 4

APPROVAL OF 4 MAR 2013 BOARD OF DIRECTOR (BOD) MINUTES................4

STATUS OF ACTION ITEMS.....iiiiiii it s i mrs reiessbs s s s e s nane e e nann 5
DIRECTOR’S REPORT .. cuiimirimniaterviscninicarcmrsniians s svsnrorsrnnssassersrsisssrenss ceven 9
OPERATIONS UPDATE ..o s cncsiman i s s s s ssnr s renesmsvsnsens 6
FINANCE COMMITTEE REPORT ...iiii it it vt nt i b ran v s nmenenes -...7
Financial Status Report..... ... crcv i rr e s e 7
AUDIT COMMITTEE REPORT....coiiiiiiiimi i v sreasee s scasn nensassesnes 9
RED PRAIRIE WAREHOUSE MANAGEMENT SYSTEM UPDATE...........ccccvvvunen 10
(?;LOS!NG COMMENTS......coi i s e e S 11
ADJOURNMENT ..ottt st menreanss s ressrmrenes s sxssree v s beanrersresesresnrnssrnessanssnsraes (k|
SUMMARY OF MOTIONS ...ttt viieres i v i rmsssas onssaer s s s s en s enn s cacen 11
SUMMARY OF FOLLOW-ON ACTIONS ...t it si e s enenre 11

227 of 271



Army and Air Force Exchange Service ' Best Copy Available
Freedom of Information Act Released August 2015

MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 272" meeting of the AAFES Board of Directors was called to order by the
Chairman on 22 May 2013 in Pentagon, Room 1E381, Washington D.C. Board
members, alternates, presenters and others who participated by video teleconference
(VTC) are indicated below.

ATTENDANCE

MEMBERS PRESENT:
(b)(6} Privacy and DoD Names List

ALTERMATES PRESENT:
(b}6) Privacy and DoD Names List

MEMBERS ABSENT:
h){8) Privacy and DoD Names List

(

QOTHERS ATTENDING
(b){6} Privacy and DoD Names List
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{b)(8) Privacy and DoD Names List

atutl

(D)(6) Privacy and DoD Names List

BOARD PRESENTERS:
(b)}(6) Privacy and DoD Names List

The meeting was called to order at 0802 Eastern Standard Time (EST), the BoD
Secretary noted to the Chairman a quorum was present and proxies were
confirmed.

OPENING COMMENTS BY THE CHAIRMAN

The Chairman, Lt GerZIREER. opened the meeting and welcomed Board members.
He acknowledged the transition in Chairmanship from LTG [ and commented they
would continue to work together as Board leaders. The Chairman stated the effort to
restructure membership to support & smaller Board is still active and noted there would
be a closed executive session at the end of the open meeting.

QUT-OF-SESSION ACTIONS

The Chairman stated there was one out-of-session item to report: Promaotion of Dr.
GIORIERZERY 0 AAFES Senior Rate. Noting no concems or comments on the out-of-
session itern, the meeting continued,

APPROVAL OF MINUTES

The Chairman called the Board's attention o the minutes of the 4 March 2013 meeting.
Ms. Sl the Board Secretary, noted one minor correction to the minutes in the area
of attendance. The minutes incorrectly included Colonel (WROBIMINESS. FORSCCOM,
as attending with LTG [l In fact. BG attended as an alternate in
place of LTG iRt and COL gl did not attend. The Secretary commented the
minutes would be correcied, made available on the Board portal, and included in the
permanent archives. The Chairman asked for other comments and a motion to approve
the minutes.
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Motion: That the Board cf Directors approve the minutes of the 4 March 2013 mesting
as corrected. Mr. RIEEEEI moved (o approve the minutes and SGM [RkSllled scconded
the motion. The motion was approved.

STATUS OF ACTION ITEMS

The Chalrman noted the Board was provided the Status of Action ltems, Noting no
concerns or questions on the action items, the meeting continued,

DIRECTOR’S REPORT

The Chairman recognized Mr. jj§iiil§ Director/Chief Executive Officer. Mr. jijii§j began
his briefing with a chart displaying AAFES worldwide five year sales trends, depicting
total sales as well as comparable worldwide sales without Eurape, Contingency, military
clothing, and gas. He noted the negative variance of 4.1% in sales from last year
attributing the decline to drawdowns in Contingency and troops coming out of Europe.
The Chairman asked If troops in Europe and Contingency spent more money in general

when assigned overseas, or if they spent more money with AAFES in particutar. Mr.

overseas due to lower levels of competition outside the gate. However, they tend to
purchase fewer big ticket items such as furniture and large televzs:ons when ass;gned
overseas. Mr. il

as a destination of choice. LTG [aia (b)(5) Pre -Decisional
M rosponded AAFES has just

initiated the point of sale e-receipts initiative which will roll out in June. Mr. |
added AAFES will be able 1o collect customer zip codes later in the year which will allow
AAFES to tailor email offers {o particular areas. [(SIJAEEBEWEIE]

Mr. R responded (ISIECEVEVERIE]

. B continued reporting five-year worldwide trends for earnings noting AAFES has
made good progress on the earnings side. He reported AAFES is working toward the
goal of repositioning the main store by reducing unprofitable categoties as measured by
sales per square foot (S/SF). For example, the books and magazines category
averages about $28 S/SF while the Powerzone slectronics category averages
approximately $1000 S/SF. Mr. jiii§ continued by briefing five year trends for inventory
at sell, and historical inventory variance. He commented AAFES maintains excelient
inventory variance compared to industry standards. Mr. il then provided the five
year worldwide trend for computed number of employses (CNE) reporting AAFES is
working to achieve a 1,500 reduction in CNE through attrition, early retirements and job
reviews before refllling a position. LTG o sked i(SIGY LRV ETEyE]

. Mr. e responded that
except for a few deployed exchange mangers and associates, AAFES uses contracted
labor in the contingency environment and these expenses are not included. The
(b)(5} Pre-Decisional

i made the point
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that looking forward, AAFES would not expect to see CNE reductions from planned
drawdown in Afghanistan in the coming years. LTG SN asked BISIEEEEEIE

. B reported net earings for fiscal year (FY) 2013 year to date (YTD)
February/March. He noted while net sales were below last year, increases in other
income and reductions in personngl costs, other expenses and total selling, general and
adminisiration (SG&A) expenses resulted ir: significant improvement in net eamings
YTD with a $17M variance (340%) over last year.

Mr. Jiil§ provided an update to the AAFES theater conversion strategy. Digital
conversion by the movie industry resulted in closure of theaters that could not sustain
the investment. AAFES is in the process of reevaluating 47 closed theaters as a quality
of tife issue. Mr. reported there is a potential $6M cost to reopen theaters under
consideration. The actual investment wilf probably be less as there are some locations
where command cannot provide a facility or customer attendance has been very low.

. Bl noted his desire to push for first-run movies with the movie industry. Mr.
L suggested (I IMEREEEIE]

commented (I IMEREEITE]

OPERATIONS UPDATE

Mr. SR Chief Operating Officer, began his presentation by providing a summary
chart on concept shop initiatives to intensify national brands in the areas of hardlines,
softlines and consumables. He provided implementation targets and sales projections
in each category. Overall, implementation goals for guarter one were exceeded and
generally sales and gross profit goals were higher than planned. Mr. RS focused
on hardlines and softiines strategies by highlighting implementation plans and sales
figures for national brands such as Sany, Bose, Michael Kors and Nine West. In the
category of Ladieswear brand intensification, Mr. described floor plan redesign
and strategies to increase vendor shops, enhance visual appeal and generally improve
the shopping experience, LTG RSl roted the ()N ERBEEE ]

. Mr' (b} {6} - Privacy
responded stores serving large froop population tend to have lower priced private label
merchandise, but noted many censumers, including young troops, seek name brand

merchandise. Mr. RIS roted [{G) IR T E]
I V' el rosponded AAFES received the new brands just after

Christmas and even without fixtures, stores merchandised the products well and sales
have been strong. In the area of consumables, AAFES is implementing national brands
bareMinerals, The Body Shep and Victoria’s Secret with implementation and sales
growth ahead of plan.

o
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Mr. BB reported sirategies (o grow the Express are focusing on snack avenue,
retail food and beverages noting quarter one sales and gross profit are below plan. He
commented the beverages category is down about 7% in AAFES and industry-wide as
well. AII segments, soda, beer and energy drinks demonstrated some decline, LTG
e (b)(5) Pre-Decisional

Mr. e responded AAFES quality assurance is fracking to be sure the ingredient is
not in any products AAFES sells. Mr. BRI expressed (O IEGE ST UE]

AAFES has eliminated free samples in high troop concentration areas e';nd AAFES
strives to balance providing the full class six benefit for retirees with the local
commander’s deglamorization efforts.

On the grow concessions/services initiative, Mr. reported implementation and
financial results are trending better than planned. He noted gas sales are down and
gross profit on gas is up. Mr. SRS aitributed this improvement o better
management through the Fuel Quest program to allow AAFES to take advantage of
spot buys in focal markets at a lower cost. Mr. S reported on growth initiatives for
Military Star include enhanced promotion planning, applications at point of sale and
advance notice of weekly discount events. Mr. asked if there are indicators
that would signal if a troop is receiving appropriate credit. Ms. ] responded AAFES
works to closely monitor credit issuance o ensure potential cardholders are scored
appropriately. She added AAFES will werk with cardholders to develop payment plans
if necessary and AAFES’ very low debt write-offs (fess than one percent) indicate goed
success of the program in helping customers manage credit. Mr. commented
that AAFES has very favorable deployment credit policies and AAFES writes off the
debt completely if the service member is killed in action. LTG RSl asked Sl
A " REICE] (b)(5) Pre-Decisicnal

i concluded his briefing with a report on the implementation of the eRecespt
program in which customers opt for a receipt that is printed, emailed or no receipt at all,

FINANCE COMMITTEE REPORT

Financial Status Report

Mz BB Chief Financial Officer, began her report by summarizing FY 2012 financial
results. She reported the exchange surpassed planned eamnings by more than $43M, a
$15% growth. Although sales and gross profit were both down compared to plan,
AAFES continues to be diligent in controlling operating expenses driving net earnings
above plan. Ms. il provided a breakout of FY 2012 sales and gross profit by region,
highlighting the aggressive nature of the FY 2012 plan. The magnitude of the effects
stemming from troop reductions in Europe and Contingency can be seen in these areas
through the negative variance in sales both from plan and last year results, Remaining
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regions were successful compared to last year, but did not meet projected sales
numbers. LTG QR commented on the trend of froop movement overseas noting that
traditionally, Europe has had higher troop strength than Pacific, but this trend has
reversed in recent years with Pacific now having higher troop counts. Mr. s
commented AAFES is adjusting to downsizing in Europe, but has aisc been able to
perfom‘s well in the Pacific to serve customers without a significant addition of people.

Ss. il continued by reporting FY 2012 sales and gross profit variance by business
class, noting the aggressive plan for specialty stores, which were down $227M
compared to plan. Ms. i provided a breakout of overall SG&A expenses which
were 7% lower than plan having a $143M favorable impact on earnings. She
commented payroll costs were higher than pianned in FY 2012 due to the increase in
Local National severance pay and the accrual for the incentive pay associated with the
planned early retirements. Ms. gl summarized dividends eamed stating total Army
and Air Force dividends exceeded plan by $20M, or 11%. LTG Sl asked if AAFES
could break out dividends by region. Ms. (sl responded AAFES does not apply
overhead costs at the instaliation or region level, but can provide information on what is

paid to the Services by region.

Ms. briefed the Board on the dividend guarantee which is part of the plan for
AAFES to pay dividends to the Services based on actual earnings beginning in FY
2013. She reminded the Board, AAFES wili guarantee a dividend payment for FY 2013
— 2015 as part of the three year bridging strategy to be reviewed annually by the Board.
The dividend guarartee is 85% of the previous three year's dividend rolling average.
Ms. stated for FY 2013, the recommended dividend guarantee is $183.4M, which
is based on the FY 2010 — 2012 dividend rolling average adjusted for anomalies. LTG
(o180 Friveey (b)(5) Pre-Decisional

commented the process to develop the new dividend payment process wés effective
due to its foundation in transparency and growing partnership between AAFES and the
Army and Air Force. MG RISREEE raised (N IRCEN SRz

] l:b] {8} - Privacy nOtEd TOr“
Station is paid according to standard Army dividend formulas, but stated the dividends
may not be adequate. The Chairman asked that the issue be researched and a final

response provided to MG SRR

Motion: That the Board of Directors approve recommended FY 2013 dividend
guarantee of $183.4M. Mr. (St moved to approve the FY 2013 dividend guarantee
amount and Ms IREEER] seconded the mation. The motion was approved.

. B continued her report with a summary of the FY 2012 yearend audit results.
The audit is in the process of being finalized and auditors provided AAFES an
unqualified opinion with no material weaknesses found. She noted two statement
adjustments which had an impact to eamings. The first was an overstated liability in a
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local national severance pay accrual which resuited in a $19M favorable impact to the
earnings. The second was the [dentification of Real Estate administrative personnel
costs, which were improperly capitalized. These costs should have been expensed,
rather than capitalized, and the adjustment over 5 years resulted in approximately $18M
hegative impact to eamings. Ms. Sl =150 informed the Board final earnings figures in
the report will incorporate pension expense; actual earnings totaled $342M as reported,
but $206M will appear in audited statements, As a function of the fiability of AAFES
assets, auditors re-value the liability of the pension benefit based on current bond rates.
She reported this is a common accounting adjustment in the industry. M. SIREEE]
asked if there was a transfer of funds from operating capital to cover the liability, Ms.
m responded there is ne movement of money, but auditors require restatement of
he long-term liability into a short-term view based on current bond rate. This liability is
re-valued at the end of each fiscal year. General discussion about the adequacy of
funding, size of pension plans and account management followed.

. i updated the Board on the YTD April 2013 financial results, commenting
AAFES has surpassed planned earnings by more than $17M, a 25% growth in today’s
challenging economy. Sales and gross profit were down comparad to plan, but AAFES
continues to focus on controlling expenses. Ms. Sl furned her focus fo SG8A
expenses for YTD Aprit 2013, Overall SG&A expenses are 7% lower than plan,
resulting in a $36M favorable impact to eamnings. Ms. il closed her briefing by
providing a summary of projected FY 2013 results compared to plan for FY 2013 and
last year. She noted with a continued focus on SG&A, AAFES is projecting earnings of
$340M, higher than the FY 2013 plan of $312 and relatively flat compared to FY 2012

total of $342M.

AUDIT COMMITTEE REPORT

Mr. (QRCIRROEY Director, Audit Division briefed the highlights and management
actions taken on three projects completed since the last Board meeting: Tobacco
Program, Network Access Controls and Markdown Controls.

Wil roported AAFES tobacco sales for the first 10 months of FY 2012 totaled
$434 4M and gross profit for the same period was $127.2M. AAFES purchases tobacco
directly from the manufacturer rather than a wholesaler and vendors are granted access
to an exchange bank account to directly draft payments. This process provides lower
product costs and increases the opportunity for discounts and vendor promotions. This
direct payment process accounts for 83% of tobacco payments to vendors. Mgkl
stated overall AAFES has implemented an effective tobacco program; however, the
audit identified some areas that require improvement. The audit identified problems
with account reconciliation and AAFES' ability to claim vendor credits in a timely
manner. Mr. Rl siated during the audit, management effectively improved
reconciliation procedures for direct draft account balances and reduced the un-
reconciled balances from almost $20M down to $6M. AAFES management concurred
with the audit results and recommendations and plans to complete corrective action by
July 2013.
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Mgt briefed Network Access Controls audit results noting network controls are
designed fc protect the systems and data from unautherized users. AAFES uses
various praocesses 1o protect systems such as rogue system and intrusion detection
software along with authentication controls., MriSEEE stated overall, AAFES
management did a good job of establishing and implementing effective controls,
however additional focus was needed to ensure access controls and device
management policies wera performing as intended. Also, software license restrictions
required manual management of approximately 2,000 network devices. MrigiEsti
reported during the audit, AAFES purchased new software to better control resources
and address configuration issues. The audit concluded AAFES relied on consultants to
identify risks related to specific areas and did not have a broad internal network risk
assessment process. MridRElad noted this will be addressed as part of AAFES
participation in the Defense Information Assurance Certification and Accreditation
Program (DIACAP), which requires an annual network-wide risk assessment. Full
implementation of the DIACAP will occur in the 4™ quarter 2015. In addition, the audit
found background checks were not always current for end user computer technicians
and network devices at facilities visited during the audit were not always secured to
prevent unauthorized access. These findings and recommendations for improvement
were provided to management. Management concurred and planned to complete
corrective action by the fourth quarier 2015, Mr. BASEsdremarked the Audit Committee
asked for quarterly updates on implementation of these recommendations.

M+ i Pdated the Board on Markdown Controls audit findings, explaining
markdowns are reductions to established merchandise selling prices due to excess
inventory, damaged goods or sales promotions. During FY 2011, markdowns totaled
$472M (6 percent of sales). Mrigiaed reported the audit concluded the Sales
Directorate provided generally effective markdown confrols with markdown percentage
decreasing from 6.4 in FY 2007 to 5.9 in FY 2011. He also noted discontinued inventory
was reduced by $67.5M since September 2011. In January 2013, Sales Directorate
Impact teams and Logistics Directorate liaisons began to work collaboratively to identify
monthly dead warehouse inventory, MrElllie stated the audit identified a number of
other opportunities for improvement including improved processing of discontinued and
expired merchandise, processing of merchandise on a first-in, first-out basis,
mechanization of write-off documentation, and additional guidance to the fiekd for local
promotions. In February 2013, management started fo include guidance in monthly
action messages regarding labeling for local vendar sponsored promotions.
Management concurred with recommended corrective acticns and plans to complete by
fourth quarter 2013.

RED PRAIRIE WAREHOUSE MANAGEMENT SYSTEM (WMS) UPDATE

. BB presented a status update on the Red Prairie WMS at the West Coast
Distribution Center (DC). He began his presentation by reminding the Board of AAFES
goa! to reduce personnel cost per case (PCPC) fo a target of $1.66 and reported
AAFES is on track to achieve this goal. Mr. stated the other two locations being
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considered for WMS software updates, Waco DC and Dan Daniels DC, are fikely to be
recommeanded {o implement the JDA version of the software., Mr. [l informed the
Board Red Prairie was bought by JDA and they are leaning forward to support AAFES
requirements with a significantly updated software version. AAFES is undergoing final
assessment fo ensure we can conform {o the off-the-shelf technology. He provided a
timeline of planned actions at West Coast DC and expected PCPC targets. LT [Ri
asked (S NMEE Dems;onal

. . affirmed AAFES would provide the final, comprehensive
assessment of Red Prairie and any recommendations regarding future rollouts at that
time.

CLOSING COMMENTS

The Chairman thanked the AAFES staff for updates and Board members for their
participation. He asked the members for any final comments. Mr. Rl

FORSCOM has connected two AAFES military members with the Armmy's system to
access current and projected troop strengths. The Chairman commented the Air Force
has provided AAFES access to this information as well.

Mr. asked if there was an update on the Korean government decision to fund
the Exchange warehouse and bakery at Camp Humphreys. Mr. Sl confirmed the
Korean government has given verbal approval, but AAFES is awaiting final written
approval.

The Chairman announced AAFES has conducted a financial review of magazine and
book sales in the exchange as part of aforementioned efforts to reposition the main
store by reducing unprofitable categories. As a result, AAFES has made the business
decision to phase out unprofitable merchandfse in the category, which includes adult
magazines, effective 31 July. Mr. |l commented sales in the category are down 86%
and noted other retailers do not sell adult magazines, so there is no competitive need to
maintain.

ADJOURNMENT

The Chairman confirmed there were no further cormmments and thanked members for
their participation. The meeting adjourned at 1015 EDT and Board members moved
into executive session.

SUMMARY OF MOTIONS

1. Minutes of the 4 March 2013 meeting were approved.
2. The recommended FY 2013 dividend guarantee of $183.4M was approved.

SUMMARY OF FOLLOW-ON ACTIONS

1. Provide contingency sales for last five years.
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Provide {otal number of people working for AAFES in contingency.

Information on AAFES debt forgiveness policy for cardholder death.

AAFES dividends broken out by region.

Track AAFES incentive earnings under new dividend payment policy.

Provide info to USARPAC on dividend policy for Torli Station, Okinawa, Japan.
Provide full assessment on Red Prairie WMS.

S el

(b) (6) - Privacy

Executive Secretary

APPROVED:

4B JUN 2013

(b) (6) - Privacy

Lieutenant General, USAF
Chairman
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE {AAFES)

The 273" meeting of the AAFES Board of Directors was called to order by the
Chairman in Pentagon Room 1E381, Washingion, D.C.

ATTENDANCE

MEMBERS PRESENT:
(b}(8) Privacy and DoD Names List

ALTERNATES PRESENT:
b){6) Privacy and DoD Names List

MEMBERS ABSENT:
(b}(8) Privacy and DoD Names List

OTHERS ATTENDING
(b}(8) Privacy and DoD Names List
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{b)(8) Privacy and DoD Names List

(b)(6) Privacy and DoD Names List

BOARD PRESENTERS:
(b)(8) Privacy and DoD Names List

The meeting was calied to order at 0802 EST, the BoD Secretary noted to the
Chairman a quorum was present and proxies were confirmed.

OPENING COMMENTS
The Chairman, Lt Gen QIEREER. opened the meeting and welcomed Board members,

QUT-OF-SESSION ACTIONS

The Chaimman stated there were three out-of-session items 1o report;

1. Approval of the 22 May 2013 Board of Directors meeting minutes
2. Creation of the NF6 position for Senier Vice President, Exchange Credit Program
3. Selection of Ms. for promotion to Chief Human Resource Officer

Noting no concerns or comments on the out-of-session items, the meeting continued.

PREVIOUS BOARD OF DIRECTORS MEETING MINUTES

The Chairman called the Board's attention to the minutes of the 22 May 2013 meeting
that were approved out-of-session. The Chaiman asked for other comments and
noting no concerns or comments, the meeting continued.

STATUS OF ACTION ITEMS

The Chairman noted the Board was provided the Status of Action ltems. Noting no
concerms or questions, the meeting continued.
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DIRECTOR'S REPORT

The Chairman recognized Mr. Director/Chief Executive Officer. Mr. Bl

by briefing AAFES' priorities. He noted how AAFES associates are incorporating the
priorities and how the strategies and initiatives are keeping earnings up in a declining
sales environment.

Mr. il discussed the status of AAFES’ eCommerce program, highlighting the
infrastructure and user interface changes that make this a major sales growth area for
AAFES. He followed this discussion with how the recrganization of the brick and mortar
stores is increasing sales while supporting military and AAFES initiatives such as
OpBeFit and the first-ever showing of first run movies at CONUS locations through an
agreement with Disney. Mr. il aisc noted discussions with Disney are progressing to
opemng Disney concept shops in main exchanges at key military locations. Lt Gen
K asked if the Disney stores on bases are like the ones seen in civilian malls. Mr.
Bl cxplained the stores would be like those seen in malls and added the Disney
partnership was a part of a program calied “Homeward Bound,” that includes key
vendors and focuses on the entire military family.

. i then covered the current A.T. Kearney logistics review to optimize AAFES’
supply chain. The review highlighted areas for improvements, which AAFES will
incorporate in crder to reduce expenses, improve delivery of products o the customer
and optimize the overall supply chain,

Next, Mr. B3l reviewed the $100 million target ta reduce SG&A and refereticed the
3000 plus positions that were eliminated. He stated that current savings is at $90
million and was achieved through attrition. When positicns had to be eliminated, they
were completed with “soft landings” provided to those individuals impacted by the
removal of the position. [n another cost saving initiative, functions were combined to
allow the elimination of positions. Mr. [ advised the board members that this
approach is different than using furloughs and he would not be including this in the
congressicnal testimony due to the sensitivity of eliminating government positions and
the budget cuts that are impacting other agencies.

. RN then ouflined an initiative being led by Maj Gen Skl
increase the span of control for supervisors, which will increase the number of
subordinates per supervisor from 1-2 to the industry standard of 4-8. This is projected o
save AAFES $20-$30 million in overhead costs. Mr. inquired
I noted HR is working with Deloitte Consulting to
incorporate AAFES core values as a foundation for change management and LTG
R (b)(5) Pre-Decisional

The next topic was earmings. Mr. jjjiil§j explained the new strategy to reduce costs has
mitigated the $208.6 million deciease in sales. LTG il asked [(QIGY R (=HDEIETE]
MG
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(b}(5) Pre-Decisional

LTG BREE then asked a (N IE ST E]

Both Lt Gen i ~f(b)(5) Pre-Decisicnal

The BoD members (1M EeE M E]

Mr. jiilil§ then discussed troop reduction impact on sales. He noted the projected 27%
reduction in forces (by 2017) will result in a $1.5B or 23% drop in sales if AAFES
continues doing business as it does today. This discussion led to two main topics:

1. Reduction of ARF Support; Political considerations must be addressed while
discussing this issue. The intent is not to transition these support costs to the
customers of to impact MWR programs. Any APF reduction must be done
with the right balance of support and not a “cut the umbilical cord” approach.
BoD members agreed a slow and balanced approach to APF reduction is the
hest path.

2. Expanding Patronage for On-Line Sales Only: Mr. jijii outlined the
expansion of patronage to ali honorably discharged veterans, to shop AAFES
on-line site only. He explained this expansion will attract millions of new
custorners and will defray the losses expected with troop reductions, Mr.
M stated this initiative “recognizes the service of past veterans whao have
served honorably.” (G} RRGEEEe) ]

J(b)(5) Pre-Decisional

(b} (8) - Privacy

At the conclusion of the discussion Lt Gen asked for and received BoD approval
to allow AAFES senior leadership to pursue the expansion initiative.

OPERATIONS UPDATE

Mr. RIS Chief Operating Officer, began his presentation by providing a brief
summary of “Intensifying National Brands.” This strategic priority is a success story in
its implementation with the actual planned concept shops exceeding plan in all areas
except in hardlines. Together, the concept shops pravided over $37 million in year-to-
date sales above the planned $18.8 million. Mr. pointed cut how Michael Kors
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and the Body Shop are excellent examples of how the rollout is meeting and exceeding
customer expeciations.

The next priority Mr. briefed was “Growing the Express.” He highlighted Snack
Avenue and its ties to OpBeFit (fresh fruit offerings}), and noted this area of the Express
has seen g 30-40% increase in sales.

The final topic in MrRETRISERY Update was “Growing Concessions™ (Services & Food),
He noted that although sales are down garnings are up because of the restructuring of
concession contracts. Mr. |  mentioned the downward frend in gasocline sales and
that a full briefing will be prowded {as noted above in the Director's Update). Lastly, Mr.
BREEEE stated Express sales are up for merchandise and he expects that trend to
continue.

FINANCE COMMITTEE REPORT

Capital Expenditures

She noted that CAPEX spendmg for EY14 is at $304 million, down from the approved
planned budget from 2013 of $418 million, She also noted that in 2013 AAFES only
spent $319 million of the planned $419 million.

cost of this project is very high, the sub-projects are mission critical as AAFES moves
forward (backbone for retail sales capability). Current spending of $10 million annually
for periodic maintenance to try to stay with industry standards will be avoided with the
implementaticn of this POS capability. The POS system is an integral part of the
organization’s success and this system allows the flexibility needed in a changing
environment to meet customer decisions in the Retail, Food, Fuel and Concession lines
of business for AAFES. She also highlighted how this program will be integral to the
eCommerce program in the future,

Ms. jililli| then moved on to construction expenditures and how they've been a major
area of focus related to improving AAFES' cash flow. She noted that from 2010 to
2012, AAFES spent an average of $280M for construction spending and has made a
concerted effort to reduce that capital expenditure. The strategic goal of reducing
capital expenditures $100 million in five years has almost been reached in just three
years {currently reduction is at 85 percent of the goal).

The next topic Ms. il addressed was new construction. She stated that any project
budgeted for over $1.5 million is being brought forward for approval and only projects
with high returns are being planned for execution. Ms. [l highlighted how the new

process of identifying new construction projects has reduced the annual expenditure for
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construction to $208 million from a high in 2011 of $288 million. For new construction
going forward there’s $42 million planned with $14 million identified for spend in 2014.

Mr. BIBRERG. Vice President, Reai Estate, tock over the briefing and explained some of
the details behind the projecis. He outlined how the FY 14 portfolio utilizes the
capitalization strategy of reducing costs over the next two years and focuses capital
expenditures on high return-on-investment projects. MriRISEEERS noted that only
projects more than $750 thousand in construction, or $1.5 million in total costs, are
being brought forward for BoD approval. The current funding environment was
highlighted by Mr. as he noted how across-the-board reduction in federal
spending creates an environment where it is prudent to reduce AAFES Real Estate
Capital Expenditures (CAPEX). Lowering CAPEX on new construction projects,
focusing on Image Updates/Renovaticns and redirecting the funds for growth of on-line
sales is consistent with AAFES priorities.

The growth projects that were briefed in detail to the Finance Committee were outlined

by Mr. and he noted they were all excellent projects with projected average

IRRs of 10.4%. He requested a motion to approve the growth projects. Lt Gen S
(b)(5) Pre-Decisional

Motion: That the Board of Directors approve the three Growth Projects. Mr. (S
moved to approve the projects and SGM Sl seconded the motion. The motion was
unanimously approved. .

A very brief discussion on the image Update projects followed with Mr.
outlining the four locations (Barksdale AFB, FE Warsren AFB, Fort Drum, and Fort
Jacksan) and how all locations had not received an update in over 10 years.

Motion: That the Board of Directors approve the four Image Update projects and the
waiving of the viability reconfirmation requirement. Lt Gen i requested approval of
the motion and the BoD unanimously approved the motion as briefed.

Mr. then discussed the AAFES Distribution Center (DC) in Europe currently
located at Giessen. The Army plans to close Giessen in order to save an estimated $6-
8M in annual operating costs. He explained there’s a long history with this project and
emphasized the new location is ‘right-gsized’ for AAFES (400K square feet at
Germersheim, which operates as the Europe logistice hub). The Army intends to
consolidate all logistical operations in Europe to the Germersheim Army Depot (GAD)
and asked AAFES fo relocate its distribution operations to GAD. This relocation is
consistent with the European [nfrastructure Consolidation (EIC) initiative and will
support potential future efficiency of operations by co-tocating DeCA, AAFES and DLA
at GAD. The recent issue of no APF to build the AAFES requirements was discussed,
with project funding with NAF. Mr. highlighted the current Sustainment,
Restoration and Modernization (SRM) investment of §7 million {0 bring the new location
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to modern codes and standards. The new complex requires warehouse merchandise
handling equipment and improvements that include a service ring road, loading docks
and ramps, required drainage and a hardstand for up to 200 tractor frailers. He
explained the new site is exactly what AAFES needs as the drawdown occurs and how
the new facility supports more cross-dock versus warehouse logistics for future
pperations. The total new investment by AAFES to accomplish the move to
Germersheim will be $14.5M

Motion: That the Board of Directors approve the Germersheim Depot Distribution
Center Improvements Project. Brig Gen [RiEEEaeamoved to approve the project and Mr,
Ll scconded the motion. The motion was approved.

. e then briefed CAPEX trends. She covered a five year trend for Business Units
programs from 2010 to 2014. She highlighted how discretionary spending of $32 million
is down from prior years. Ms. Sl then gave a quick update on projects highlighting
the avoided costs from the closure and cancellation of three projects. A discussion on
avoided costs included the MilStar initiative and how using the pilot for ExXTV to cancel
full deployment of the project helped save millions of dollars. LTG [Rixiid

Foliowing earlier discussion on the Point of Sale (POS) project, Ms. [l again
highlighted the importance of the program. [n addition to replacing end of life systems
now in place, the new POS system will give AAFES the capability to meet customer
decisions in Retail, Food, Fuel and Concession lines of business,

Motion; That the Board of Directors approve the project for the new POS Program.
Brig Gen moved to approve the project, Mr il seconded, and the BoD
unanimeously approved the motion.

Next Ms. il briefed the Warehouse Management System (WMS) Suite upgrade
which includes the replacement of end-of-life sofiware and hardware systems and adds
new features and flexibility. The upgrade incorporates state-of-the-art add-on modules
for workforce management, slotting, and yard management, thus reducing inventory-
carrying cost, labor cost and inventory cycle times. She explained that the first phase
was complete at the West Coast Distribution Center (WCDC) and the goal of $1.78 per
case had been achieved. The upgrade includes most of the customizations AAFES
has written into the existing program along with other capabilities. Lt Gen giliadnoted
b)5)} Pre-Decisional

. i acided that this was a major priority
since his arriva!l and that transparency to the BoD as this upgrade is implemented will
be followed. The Board of Directors approved funding the upgrade.

. i then briefed the eCommerce project outlining how it will provide an internet
shopping experience that matches or surpasses other eCommerce alternatives
available to our retail and business customers. Also, the eCommerce program includes
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the replacement of end-of-life software and hardware systems and adds new features
and flexibifity, She noted the initial phase is complete with selection of a vendor
{Speed Commerce). Ms. Bl then provided an update to the eCommerce solution
that has been previously approved by the BoD. She noted a change in the project
definition from *Non-discretionary™ to “Discretionary” was found during an audit and
required BoD approval for that change.

Motion: That the Board of Directors approve the eCommerce program and projeat.

internal policy guideline change mandates the classification of this project as

“discretionary”. Brig Gen R moved to approve the change in definition and SGM
i seconded the motion. The motion was approved.

Ms. Jilill then briefed the Product Information Manager (PiM) as a new project. She
explained the solution is for a single repository of item information. Currently this is
completed manually and the new solution will automate the process. An example of this
capability is the enabling of internet searches using the repository. The cost of this
project is $12 million with an immediate return of $6 million. 1t was noted this capability
will foliow the roilout of the eCommerce capability.

Motion: That the Board of Directors approve the project o fund the PIM in support of

(b} 16} - Frivacy

the eCommerce Program. Lt Gen requested approval, and the motion was

unanimously approved by the BoD.

The next briefing topic was Capital Expenditures for IT. The purpose of the IT CAPEX
budget is to maintain the stability of the IT infrastructure and appiications. AAFES is
required to inform the BoD of initiatives greater than $5 million. Only two projects fall in
this dollar range and they are in support of data storage capabilities at HQ & Disaster
Recovery Sites. All other projects are normal life cycle costs.

Financial Status Report

. i began by presenting YTD September 2013 resuits, noting AAFES has
surpassed planned eamings by more than $29M. Sales and gross profit were both
down compared to plan.

Ms. il then briefed a five year trend chart (2009-2013) breaking out alf the major
core areas making up saies. Removing contingency and gas sales the trend only
shows an overall change of $24 million.

~ENLRYe]" e (b)(5) Pre-Decisional

X |(b)(5) Pre-Decisional

10

247 of 271



Army and Air Force Exchange Service Best Copy Available
Freedom of Information Act Released August 2015

The final area covered was the Projected FY 2013 Financials. Ms. highlighted
how a re-projection was due because of the uncertainty of the budget, She noted that a
12% reduction was applied to the re-projection for 2013. Mr. j added that this is a
very conservative estimate and that AAFES is making every effort to complete 2013
ahead of the re-projected numbers.

Due to the limited time the briefing was stopped so the Audit Committee Report could
be presented. BoD members were informed that their books have information covering
ali the financial information and any questions should be sent o the FA directorate.

AUDIT DIRECTOR POSITION UPDATE

Ms iR AAFES Chief Human Resources Officer, provided background on the
Audit Director position highlighting that the change aligns the conversion of the military
billet to a civilian position AAFES is staffed consistent {o the other exchanges.

Motion: That the Board of Directors approve the Audit Commitiee bylaws requiring the
Audit Committee Chair approval to replace the Chief Audit Executive and to perform
approving official functions for the performance rating. Brig Gen moved to
approve the motion and Mr. QIEIseconded the motion, it was then unanimously
approved by the BoD.

. il made the announcement that Mr. QEGIRIMIERY was selected to fill the Audit
Director position.

. i then recognized Ms. RSl for her outstanding service to AAFES as she
plans her retirement in January 2014. He added that Ms. was selected as
her replacement and that she brings over 32 vears of experience to the position.

AUDIT COMMITTEE REPORT

Mr. e AAFES, Director of Audit, briefed the highlights and management actions
taken on the recent audits and the information covered in the past two Audit Committee
meetings. He stated the external audit with Ernst & Young, LLP, was completed noting
two areas: $17.5 million in agjustments required for project costs previously capitalized
and $63.2 million adjusted to decrease merchandise inventories for assets in-transit.

The next topic was Human Resource Training Programs, noting the goal for 2012 was
to accomplish 95% of required training, and that the actual rate was 87%. Opportunities
for improvement were brought to management and cotrective actions were put in place
to correct the deficiencies and the process that jed to the lower training rate.

Mr SRl then briefed Fixed Assets, highlighting that in December 2012 AAFES fixed
assets were worth approximately $4.8B with $2.7B in accumuiated depreciation. He

noted that fixed assets inventories are completed every two years and that the biennial
inventory was adequate, He highlighted that in 2011 inventory results identified 84% of
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ali fixed assets and that the opportunity for improvement was to reduce the accumulated
depreciation. He ended this fopic by noting that management reviewed the current
account process and formulated an improved reconciiiation process, reducing the figure
to approximately $200K

MrSEREIE then briefly covered the completed Pacific Region organization audit. This
is an audit that is performed anntally at one of AAFES’ regions on a rotational basis.
Pacific Region 2012 retail sales {fotaled $1.1B with operating profits of 385M. Inventory
shrinkage for the region was minimal. He highlighted that Ms. and her
team received the best audit results seen in years adding that over 49% of all probiems
were fixed on the spot.

The next audit covered food services operations specifically focused on food waste
management and training. Direct food operations provided significant profits totaling
over $61M in 2012. Food waste, personnel cost, and production costs were reported
daily. By 2012, sales grew to over $665 million. Overall Food Operations were
performing well based on sales and consistent gross profits. Some opportunities for
improvement concerning food waste management and training were identified during
the audit. The main deficiency identified was that 33% of associates had not completed
required one-time training. Management took immediate corrective actions.

Mr. then stated AAFES had previously completed a review on in-transit
merchandise losses and published an audit report in September 2011. Due to the
significant amount of in-transit losses, a follow-up audit was completed. During Fiscal
Year 2012, in-transit losses totaled $4 million with 80 percent of thase losses cccurring
in contingency operations, primarity Afghanistan. Mr il reported since the
previous audit, management improved operations and increased recavery rates by eight
percentage points. He also stated accurate standard operating procedures are critical
for improving the process. Mr. gl conciuded his briefing by stating that this area
has improved greatly and resulls have been excellent over the past 20 months.

ADDITIONAL TOPICS

Maj Gen (Ret). RN AAFES Special Advisor to the CEO/Director, briefed the tatest
status of the BoD reorganization initiative. He noted that the Chief of Staff of the Air
Force had sighed the memo on the changes and expected the Chief of Staff of the Army
to sign the memo soon. He highlighted that the new BoD required the Chair and Vice
Chair to remain military positions, the BoD reguiations will be temporary for 18 months
at which time a review and changes will be made, nomination for Army and Air Force
Bol members is almost complete, and that mandatory BeD training is being planned
and will be given before the next BoDD meeting in February 2014.

2014 BOARD MEETING DATES

A final motion was requested to approve the proposed dates for the 2014 Board
Meetings.
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#otion. That the Board of Directors approve the Board meeling dates for 2014 as
proposed. Mr. FIRNERR moved to approve the proposed dates and Brig Gen
seconded the motion. The motion was unanimously approved by the BoD.

CLOSING COMMENTS

The Chairman thanked the AAFES staff for updates and Board members for their
narticipation.

ADJOURNMERNT

The Chairman confirmed there were no further comments. The meeting adjourned at
1015 EST.

SUMMARY OF MOTIONS

1. Approval to allow AAFES senior leadership 1o pursue the patronage expansion
initiative.

Approved the Growth projects.

Approved the image Updates projects.

Germersheim DC project was approved.

The POS program was approved.

The change in definition for the eCommetrce project was approved.
The PIM project was approved.

The Audit Committee bylaws changes were approved.

Proposed dates for 2014 BoD meetings were approved.

LaNDO A ON

SUMMARY OF FOLLOW-ON ACTIONS

1. The BoD members requested a complete briefing on how the gas pricing policy is
currently being impiemented, program progression, where Fuel Quest will impact
margins and AAFES’s intent for the gas program in the future.

(b) (6) - Privacy

Executive Secretary

APPROVED:

15 Jw TR

Lieutenant Generail, USAF
Chairman
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARMY & AIR FORCE EXCHANGE SERVICE (AAFES)

The 274™ meeting of the AAFES Board of Directors was calied to order by the
Chairman in the Boardroom, HQ AAFES, Dallas, TX.

ATTENDANCE

I - = ) M
lPri\facy and DoD Némes List

MEMBERS VIA TELECONFERENCE:
(b)(8) Privacy and DoD Names List

U HES A NN ]
h){6) Privacy and DoD Names List

ACTING SECRETARIAT:
(b}(8) Privacy and DoD Names List

DoD ﬁlame;s List
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The meeting was called to order at 0800 CDT.

OPENING COMMENTS

Chairman noted with the immersion training and corporate training in DC, the Board
continues to build on the partnership with AAFES.

Lt Gen jiilj acknowledged LTG [l this being his last Board meeting, and
thanked him for all his contributions.

OUT-OF-SESSION ACTIONS

Six out-of-session items reported. No concerns noted.
Request for resumes of three new Senior Vice Presidents be sent to BoD members.

PREVIOUS BOARD OF DIRECTORS MEETING MINUTES

The Chairman called the Board's attention to the minutes of the 20 Nov 13 meeting.
Chairman requested status of fuel pricing briefing and was advised it is scheduled
for the next BoD mesting.

Chairman asked about status of supervisory training, changing ratio 1 2 employees
to 5:8 employees per supervisor, in line with industry standards. Mr. i
training is progressing and online LEX training program is being utilized.

MOTION to approve minutes as wriiten. Motion approved.

DIRECTOR’S REPORT

AAFES LG Team working to drive costs out of shipping and doing so successfully.
The Exchange is supporting TRANSCOM and is supporting Army in APF reduction.
Will do what's decided about SDT utilization and related costs; want to be sure
readiness & resiliency do not suffer--do not want to erode readiness of the benefit.
Discussed if there was a defined decision point on SDT or is intent to just continue to
manage costs and improve efficiencies to keep it in balance; confirmed the latter.
Two SDT scenarios —

o One scenario is Army gets completely out of providing over ocean
services for AAFES; discussion on how do you get to zero? Do it in
house, efficiencies...or is that even reasonable? What is the impact on
AAFES, the dividend, and TRANSCOM?

o Second scenario is AAFES, TRANSCOM and Army work together to lay
out goals to get there; do a business case analysis.

Strengthening the loyalty program, MilStar is the foundation of that program.
IT focus on Point of Sale system; next BoD to discuss project investment & payback.
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IT review for the next BoD to discuss cyber security; Ernst & Young retained for
assessment of capabilities and security.

- Discussion on customer service performance measurement; noted BoD review KPls;
plan for update at the next BoD.

- Strategic initiatives precluded a 74% earnings drop for FY 2013, positively affected
by concession income, margin improvements and SG&A reductions.

- AAFES experienced positive growth in Q1, ahead of Macy’s, while other retailers
suffered losses; ahead of competitors due in large part to cost cutting efforts.

- AAFES is tracking ahead of plan for FY 2014 to goal of $297M in Net Income.

- Forecasting strategic initiatives will preclude 44% earnings drop in FY2014, fueled
by SG&A reductions, intensification of national brands, growing concessions, and
more.

- Future of Commissary will impact Exchange traffic and was taken into consideration
in putting together a conservative FY 2014 Annual Financial Plan (AFP).

- SG&A reductions to date have not removed any staff from the field.

- Significant impact on earnings from online sales will not be seen until next year.

- 70% of Exchange customers shop both Commissary and Exchange on same visit.

- Potential exchange sales drop of 38% of commissary patrons surveyed will not shop
with any commissary price increase.

- Exchange needs game changers to help maintain quality of life programs

- Expanding on-line shopping benefit to Honorably Discharged Veterans only needs
change to DoDI 1330.21, no laws to change

- Potential financial impact could grow customers from 12M to 44M by 2019, pushing
eCommerce sales from $200M to $1B by 2019.

- O8D’s strong preference is to get the Navy on board with extending the online
benefit to Veterans before approving this change to policy.

- What is the retail industry’s position about extending the online benefit? The
National Retail Federation (NRF) endorses this and will not oppose this move.

- Discussed information on position of other organizations outside of AAFES.

- AAFES will need one year after the new website comes out to get inventory,
distribution, call center, eic, ready for the potential increase in customers.

- BoD shown Homeward Bound $10,000 prize winner's video "My Heart Back Home".
Submitted by military spouse Laura Jimenez and her son, Leonardo, from Ft. Bliss.

OPERATIONS UPDATE

- Concept shops are big drivers to the Exchange (Disney shop, Michael Kors, etc).

- Concessions and food courts make money for the main store.

- Looking at additional national brands to bring on as anchor stores (e.g., Men's
Warehouse, Michael's, North Face).
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Gasoline is 20-25% of our sales but small part of bottom line. Gross margin on
sales has gone from 4.8% to 5.5%.

Buying fuel from more suppliers to get better pricing.

Food sales are 1.1% above plan, $3.2M above in earnings.

Re-evaluating closed theaters and have re-opened 69, converted to digital.
Seventeen (17) CONUS theater locations now have capability to show first run
movies.

Worldwide theater financials YTD April 2014 sales are $3.57M, 22% above last year
and YTD April 2014 net earnings are $487K, 965% above last year,

ACTION: List of the 69 theaters and identifying the 17 first run locations to BoD
members.

FINANCE COMMITTEE REPORT

Financial Status Report

FY 2013 financial results: $8.3B in revenue, $332M in earnings, $208M in dividends.
3$150M / 7% reduction in SG&A costs in FY 2013,

Exceeded April YTD earnings plan by $14M.

More retirements from May — August will be coming off the books.

Q3 $120M sales drop due in part to impact of government furloughs and
sequestration,

Annual Financial Plan FY2014

AFP 2014: {in millions) Total Revenue $7,858; Net Earnings $297; Projected
Dividend $189; Proposed Guaranteed Dividend $177.

Dividends paid on actual earnings; policy requires dividend guarantee through FY15.
The Finance Committee recommends $177M for FY 2014 dividend guarantee.

MOTION: The Board of Directors approve the FY 2014 dividends guarantee of $177M.
Motion approved.

Finance Committee questioned on main concerns or focus on the FY 2014 AFP.
Risk this year is low, but upcoming years, with all the planned new initiatives, may
increase risk and will have to start taking a close look at their impacts.

Impact/risk of the drawdown of troops: AFP numbers were based on assumption of
having the troops for some portion of this year.

Noted next quarter should check how numbers are tracking based on the rapid
deployed troop level changes and unpredictable buying habits once they are home;
commented there is stability in 2014 and 2015, but not after that.
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- Request update budgetary planning assumption of troop strength breakout
underlying the long range projections of the financial plan.

MOTION: The Board of Directors approve the FY 2014 Annual Financial Plan.
Motion approved.

- Long-range projections noted there is $50M in SG&A to cover utilities at all
QCONUS facilities in case APF funding goes away.

- DoD policy requires APF funds to pay for OCONUS utilities, but it is unknown if this
will change.

- BoD agreed if utilities go from APF to NAF, it should be done over time; reduce utility
costs and partner for solutions.

HQ Consolidation Project

- Proposing $3.5M renovation and improvements to the Exchange Headquarters
building 1o integrate associates returning from the Stoneridge building.
- Payback in two years

MOTION: The Board of Directors approve the HQ consolidation project.
Motion approved

- Based on current staff level, Stoneridge is now excess to Exchange’s needs.

- Moving staff from Stoneridge to HQ will reduce overhead costs by $1.7M annually.

- Additional $300K annual reduction in costs for utilities, security and upkeep of the
vacant building.

- Propose selling Stoneridge building and keep the proceeds; requires endorsement
from OSD and congressional approval.

MOTION: The Board of Directors approve the sale of the Stoneridge property.
Motion approved.

Gruenstadt Depot

BLUF: More information is needed and areas of operational and financial
responsibilities defined (for ISSA); USD P&R scheduled to brief the SecDef on 4 Juni4.
Mr. i1 take the lead to inform USD P&R of the Exchange's current position.
- Currently there are three options to be considered:
o Option 1. Close the plant and locally scurce the baked goods and water.
o Option 2: Close the plant and source the products from CONUS.
o Option 3: Installation remains open, AAFES expands product lines and
AAFES pays base operations/utility costs.
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- Options 1 and 2 were posed by the EIC and analysis was focused on what could be
saved by closing the facilities.

- AAFES’ goal is to keep the plants open with no reduction in earnings or dividends.

- Recent disclosure of $10-$15M estimate in backlog of repairs and maintenance on
the installation emphasizes need for deeper review.

- AAFES also operates bakery plants in Japan and Korea.

- DoD policy dictates that products for the DODEA school meal program must be
approved by the FDA.

- MG et with BICRIERER. SES and a few members from the European
Infrastructure Consolidation Executive Steering Group and learned the only data
they had was what AAFES had provided.

- Many questions yet to be defined :

o How long will the German government let us keep the land?

o What expenses are we paying for this land?

o How would we allocate costs between APF and AAFES for utilities and
sustaining the facilities, ancillary cost of landfleasing and repair and
maintenance of the facilities?

- This action is likely to be precedent-setting for operation of other exchange -run
plants, such as the bakery plant supporting Marines in Okinawa)

- Recommendation to look at what expenses AAFES should bear; responsible for
producing the products, not facilities, etc, and IMCOM should continue to pay for
facilities, maintenance and repair.

- Propose more time to explore other options; no business case for options 1 and 2.

- USD P& R scheduled to brief SecDef on 4 Jun 14; recommendation to go with
Option 3, AAFES’ original proposition.

- Mr. ASed Wil coordinate meeting change to allow for additional analysis.

recommended status quo for now to understand transition to AAFES.

Establish functional responsibilities AAFES would pay for rather than a dollar limit.

AUDIT COMMITTEE REPORT

- Maj Gen il Audit Committee Chairman, noted Exchange Audit Pian is solid.

- Management taking aggressive action to make corrections as identified.

- Exchange strengthening self assessment program, creating a culture of compliance.

- Details of all plans can be found on the BoD portal.

- IT projects reviewed showed management has good controls in place and the
Executive Governance Committee (EGC) is reviewing projects as they progress.

ADJOURNMENT

The Chairman noted no further comments; meeting adjourned at 1128 CDT.

Page & of 9 258 of 271




Army and Air Force Exchange Service Best Copy Available
Freedom of Information Act Released August 2015

- Executive Committee members remained for closed session; ended at 1205 CDT.

SUMMARY OF MOTIONS

Approved the minutes of the 20 November 2013 BoD meeting.
Approved the FY 2014 dividends guarantee of $177M.

Approved the FY 2014 Annual Financial Plan.
Approved the HQ consclidation project.
Approved the sale of the Stoneridge property.

ISARR S A

SUMMARY OF FOLLOW-ON ACTIONS

Fuel pricing briefing for next BoD.

Resumes of new SVPs (identified in out of session actions) to all BoD members.

Business case analysis on SDT with G-4 and TRANSCOM.

Update IT review.

Update HR associate training.

Update loyalty program.

Report on Key Performance Indicators against Strategic Roadmap — develop,

measure, and follow up.

8. List of the 69 movie theaters, identifying the in 17 locations with capability to
show first run movies..

9. Update on supervisor training at the field level.

10. Succession planning — EVPs and SVPs.

11.Family Serving Family — Concessions associate “training” to instill the
Exchange’s core values,

12.BoD request to update budgetary planning assumption of troop strength breakout

underlying the long range projections of the financial plan.

(b) (6) - Privacy

NSO oA W =

Acting Secrefdry

APPROVED:

(b) (6) - Privac

Lieutenant General, USAF
Chairman
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MINUTES OF THE REGULAR MEETING
BOARD OF DIRECTORS
ARIMY & AIR FORCE EXCHANGE SERVICE (AAFES})

The 275" meeting of the AAFES Board of Directers (BoD) was called to order by the Chairman
in the Pentagon, Room 4E175. Washington DC.

ATTENDANCE

'l- nlw .

l- i - [y [
{b}(6) Privacy and DoD Names List

MEMBERS VIA TELECONFERENCE:
(b}(8) Privacy and Dol Names List

MEMBERS ABSENT:
(b}8) Privacy and DoD Names List

OTHERS ATTENDING
h){6) Privacy and DoD Names List

BOARD PRESENTERS:
{b}(8) Privacy and DoD Names List
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(b)(6) Privacy and DoD Names List

The meeting was called to order at 1300 EST.
QOPENING CONMMENTS
Proxy voles for absent members: Mr. [N to LTG Dyson; Chief Master Sergean il

(b} (8} - Privacy to MI‘ W

Noled that & querum s established and the meeting and its decisions are official.

CATMALERY T and thanked them for alt their contributions.

Ma; Gen [QEIBMIER] =nd for SMA

QUT-OF-SESSION ACTIONS

Approved transition of the Deputy Director to a civilian position.
- BobD electronically staffed & approved eight motions from the October 2014 Finance

Committee meeting.
- Established the executive position of Senior Vice President, Global Logistics

Transformation.
Approved the seiection and promotion of Mr. [REQEISEERT to senjor rate executive.

PREVIOUS BOARD OF DIRECTORS MEETING MINUTES

- The Chairman called the Board's attention to the minutes of ithe 29 May 14 meeting.
[t was noted that follow-up actions on planning assumptions of troop strength in 2015 and
the underlying factors on the AAFES budget needed more discussion.
ACTION: Status of SDT Whitepaper requested; BoD Secretariat to send to all members
after BoD meeting and hist status at next BoD meeting.
o  TRANSCOM rate increase to 15% versus rate that DeCA receives (7%).
o Increase will drive AAFES request for additional SDT funds of $3.5 million.
o Will require a hybrid transportation solution; Commercial & Military.
o Hybrid approach may drive rates up even more for all DoD customers.
o AAFES fo engage TRANSCOM, brief BoD on results.
MOTION o approve minutes as writien.
- Motion approved.

DIRECTOR'S REFPORT

Holiday sales (Thanksgiving to Christmas) a good news story.
o B% above when taken into consideration of the troop strength.
o Normalized to comparative size customer base, 2% ahead of industry.
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Review of inancials: 2008 was our top year in our histary until 2014,

Nl

For commparison purposes, we lost $71 billion in sales because of draw-downs.
Once we normalize for troop and contingency reductions, our saies are flat
compared to Z008.

Projecied earnings of $379 million far exceeds FY 2008 adjusted earnings of
$226 million.

December 2014 results even better; 5% of sales in terms of eamings.

Strategic Roadmap: used o communicate strategic direction (Financial Input)

]

[

The key focus are merchandising and selling.

Core Values complete roadmap: very important to connect to who we serve.
Focus of leadership is to improve the customer experience; to be better
connected to those we serve.

- Intensify National Brands: achieved over $18 million.
- Grow Concessions: $2 million increase.

]

Continue to face challenges implementing BeFit in Expresses and concessions
at a faster rate.

- Optimize Supply Chain: Realized $24 million in savings: continue tc think through
impact of TRANSCOM rate increase.

- Reduce SG&A: $128 million improvement over course of the last vear.
Cniine: Many challenges during launch of new eCommerce web site

o)

Coding issues in 3PL scftware, site log-in, order processing. order tracking and
inventory integrity (refers to in-stack/out-of-stock inaccurate information for
customers).

Received more calls than eCommerce contractor could handle; stood-up old Call
Center in two days to handle calf velume.

Controlled increase in call volume and stabilized the conversion rate and the
abandonment rate in six weeks.

Pursuing a breach of contract: AAFES uses the same vendor as the Navy.
Currently have a 20% improvement in the conversicn rate (current rate is 4.4%).
Abandonment rate of 49% at launch; addressed internally.

Last 30 days are tracking to contract goals.

Displeased with Speed Commerce's preductivity; recent efforts have improved
customer experience.

- Veterans Onling Shopping Benefit (VOSB): Area of emphasis and AAFES biggest

opport

wd

unity.

Using a USAA example: 15-20 years ago they were in financial trouble: couldn't
offer their customer a better preduct or price, so they expanded customer base.
By extending VOSB o a large veteran population, AAFES can exiend its core
focus on active duty, retirees, and quality of fife programs.
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= All excnanges support the inftiative and currentiy working with the Veterans
Canteen Service (VCS) to gain their support.
Current agreement with VCS using AAFES site: $1 million in sales per year =
$50 thousand in dividend to VCS.
Future agreement VCS wants a percentage of top line sales, not earnings.
Chairman directed AAFES to negotiate with VCS and possibly offer to guarantee
an amount of funds; BoD leadership will engage it a mutual agreement cannot be
made.
= Delay is costing AAFES $100 million per year (in the out years),
.. DMDC has a 98% authentication rate; exchanges will rely on DMDC to
authenticate qualified, honorably discharged veterans.
Air Force Secretary is all in; SecAF sent staff packet to SecDef (Letter of
endorsement — importance to the Qol}.
« Army Secretary has its staffing packet in a holding patiern.
o Implementation of VOSB is a policy change o the All Services Exchange
Regulation (ASER).
Developed a plan to implement 50 new BeFit concept centers, including athletic wear
and footwear, which resonates with customers and supports health based initiatives.
= Planned to expand brands online to match same as in stores.
- Expanding consumables and increasing categories with focus on core competitors
(pharmacies/drug stores).
Initiated early partnership discussions with Home Depot for apphances and hardware
departments.
~ AAFES Is moving away from electronics (large TVs, low margin items) online,
because of low margins/gross profi.
- Growing concessions & direct run operations, including national brand fast food.
o Added Chick-fil-A and Boston Market, which are doubling/tripling sales each
month.
o In discussions with Raising Cane, a chicken category food operation.
o Burgers —rapidly moving away from burgers and toward heaithier and more
profitable options.
- First run movie update: Premiered Capt America and MacFarlan in Afghanistan.
L everaging analyiics with more reliable sources.
»n Adobe Analytics, new software, soon to come on beard, no exact date, but
pushing hard for implementation in next six months.
- Optimize fuel operations — better sourcing and pricing.
o Externally hired two fuel experts.
~»  Possible $20 million opportunity; looking at switching partners — be more
competitive with our partnerships and provide a better expernience at the pump for
our customers.
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- lsiand coolers —should have 200 (total) by end of 2015, with fresher product. fresh
sandwiches and salads.
.+ More healthy food alternative offers {o offset tobacco's sales decline.
<o Military Star branding: 70% of online shoppers use the card, representing
approximately 2-4% of overall sales and contributes approximately 10% of the
overall Military Star income.
. 10.24% is half the retail industry’s card rate
o Increasing security of the card, adding CVV secutity coding.
Company-wide loyalty card, evaluating cards such as USAA card (possible co-brand).
o Trying to extend the Military STAR card to DeCA; partnership would help reduce
the credit card feed DeCA pays, AAFES can split the cost of the fees; DeCA
could save millions of dollars {DeCA currently pays 2-1/2% to 2% in fees--they
would save that by using STAR card}).
o A paper on MilStar use at commissaries will be developed and sent {o members.
- Dot-com (Internet) sales are low overseas.
= AAFES to provide a better, more reliable, delivery overseas.
- Logistics: expanding JDA (old Red Prairie), to Dan-Daniels Distribution Center (DDDC),
Waco DC. and Germersheim DC.
SG&A: no additional change. Hiring freeze in place; focusing on growing top fine sales,
- AT —~ improvements in hardware/software and Point-of-Sale (POS) technology for food
and main stores.
- Entertainmenl Centers with multi-screen lheaters and first-run movies and food
concepts.
o Economics is better, including food concessions, to bulld a sense of community.
o Fort Bragg is next planned location with many more planned in the future.

FINANCE COMMITTEE REPORT

Financial Status Report YTD November 2014

- Financial results in FY14: Earnings to date continue to surpass expectations, Although
there were many variables factored into the budget, some never matenalized.

c  Currently $93 million (40% above plan}; $36M above plan.

o Strong earnings are due to strategic priorities improving margins and contributing
to $30 million in additional earnings; most from SG&A cost reductions and
personnel reductions.

- Sales, the largest component of revenue, were = $6.1 billion (planned down $400
millien); currently above plan by $44 million.

» Up in specialty: Contingency area gained significant amount; up $22 million up in
main store.

o Impact of troop reductions not felt as severely as anticipated in plans.
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Two areas of ungerperformance are:
Gasoline (price decreases = $14 million negative impact, even more in Dec 14).
= Oniine site launched later than anticipated (mid-year vs. late fall), but actual sales
results are currently in line with projections.
SGE&A unprovements since 2011 reduced 6,100 CNE (Full-Time Equivalents or FTES)
had & $130 million impact to Earnings.
< $60 million favorable impact on earnings,; 4% lower than plan.
For FY2014, personnel costs improved by $78 miflion over lasl year and $40
million better than plan.
= Qver 1,000 employees took the VSIPAER.
o Other expenses are down as well and will continue into 2015.
Dividends were $170 million last year vs. $188 million (Nov YTD). Dividends are
currently $35 million above plan
o  AAFES will retain 15% of earnings that exceed plan which equates to $14 million
that will be reinvested into the Exchange.
o NOTE: Information above is different than Finance Commitiee presentation;
Finance Committee slides will be updated to reflect current data.

Dwvidends are $35 million above plan.
o Earnings: $379 million is projected/$80 miflion above plan.
o December was betler than forecasted: earnings could reach $390 miilion.

< Profit margin of 5.12% shows a continual increase

Dwidends forecast: $223 mitlion with a guarantee of $177 million.
o 2013 was $207 million; dividend impravement of $16 million.

Annual Financial Plan FY2015
Exchange projects earnings of $366 million generated from $7.4 billion in sales while
providing $223 million in dividends.

o Gasoline is 25% of AAFES’ business and any price fluctuation can have a

significant impact on revenue; $223 million in dividends.

o Tobacco sales are trending down; expect the policy change regarding discounts
will affect sales.
Revenue impact: $7.4 billion forecast includes (impacts) a $418 miliion drap in
gas sales (25% decrease); $38 million reduction in tobacco; $110 million from
troop decline; and $57million in general trends such as the move from brick and
maortar to online for a projected sales decline of 8%.
Factors considered during the budgeting process do include known trocp movement
and reduction.

o Contingency is $3 thousand per spend, OCONUS $12 thousand per spend.

¢ The impact at each Exchange is factored as troop strengths change.

3
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Expect online sales to increase 10% = 520 million
Other expecied sales increases include: $35 million from national brand intensification:
and $27 millien from solution selling. for a total $6.86 billion in sales.
Earings = FY 2018 earnings sttength and quality continues te imgrove (5,12% of
sales!h.34% of sales).
SG&A planned down $27 million.
Depreciation - Full depreciation of Retek, a +$150 million price tag.
Other Expense - The Stoneridge building will provide a $3 million positive impact.
Personnel Cost - Expect $26 million negative impact due to increases in henefits costs.
Dividends for last five years, per capita 2014 and 2015 = $278 per aclive duty member,
significantly higher since 2011 {$188 million dividend guarantee},

o Proposed Dividend Guarantee for FY 2015 is $188 million — no adjustment for

anomalies.

2015 is the last year of the dividend guarantee.
o Need to establish new process or retain current policy.

MOTION: Board of Directors ta approve FY 2015 Dividends Guarantee of $188 miltion,
NMotion approved.

AFP Assumptions

2014 forecasted earnings of $378 million; gaining forward savings momentum beyond
2015 & 2016.
Financial plan does not include Veterans Online Savings Benefit (VOSB).

o National Brand Strategy and troop strength reduction/movement are in the plan.

o If VOSB gets approved, then changes are positive = $90 million in Gross Profit

improvement,

o Food transformation {(entertainment/food center} is not in the plan.

< Offsets for potential changes in troop strength are in place.

Sales (w/o gasoline) impacts on strategies (without gas) from four key strategies:
General Retail, VOSB, eCommerce growth, and POS upgrade rollout,

o Through 2017 additional $315 million revenue (w/o gasoling) .

o  We expect continued strong earnings as these strategies come in to play.
Baseline accounts for a factor of 20,000 reduction in troop strength in the out years;
impraved security {(i.e.: fence lines, base access, etc.) changes not considered (to date).

« Factors will be added to financial forecast as AAFES gets more clarity.

= Currently, only 3% of food/theater traffic at Ft. Bliss, where open access is

currently implemented, is non-1D card holders.
Two contingency areas if VOSB does not get approved this year:
o Improving online sales overseas, tremendous opportunity for growth.
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e (Cverseas brick and mornar is 3.3% of sgles, online is 1.4% of sales.
o Atlracting more National Guard and Reserve sales.
Board members discussed DeCA impact; commissaries will be less relevant if they
raise prices.
o AAFES impact includes (in the vut years) the need 10 close stores on the same
day/time DeCA close stores
> DeCA shut down in 2013 impacted weekend sales.
If DeCA raises prices, fewer customers will shop commissarnies and will impact
exchange sales traffic.
Important to follow what DeCA is doing and its significant impact to the overall
health of benefils and dividends.
o DeCA reductions will impact the customer as DeCA makes changes.

MQTION: Board of Directors 1o approve the FY 2015 Annual Financial Plan.
Motion approved.

Image Update Project

- Proposal on Image Update Threshold (briefed at 7 Oct 14 Finance Committee).
¢ An image Update is part of sustainment projects (SRM projects).
o Approvals happen at the installation level.
o~ Business unit project between $1.5 million to $5 million.
Current approval threshold of $1.5 million requires beard approval.
Propose change to $5 million with AAFES Executive Governance Commitiee
providing oversight (over $5 million would go to the BoD).
- This change aflows more internal flexibility, but will not allow anything beyond scope of
maintenance projects and BoD will maintain visibility over the portfolio.
o Image Updates are more a retain/sustain program than construction.
- Reguest analysis of IRR calculations on branding projects.
=~ Image Update projects rarely have positive IRRs because they are more
mainienance to maintain sales and keep the facility to minimal standards.
o Branded projects have ROls values; Image Updates are not branded projects.
o The 50 BeFit branding projects include financial analyses.
« History at Randolph AFB is an excellent example.
Brief discussion on Europe Distribution Center's possible delay.
o Three month defay may impact the Jan/Mar 2016 target date to close operations
at Giessen, GE.

MOTION: The Board of Directors to approve new Image Update threshold.
Motion approved
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Cybher Roadmap

- Ernstand Young did an overall security assessment of the Exchange.
AAFES did significantly better than other retallers in 18 of 20 categories
< Two improvement areas identified: Disaster & Recovery; and Metrics &
Reporting.
AAFES s evaluating bringing (BM on board to assist with Business Continuity,
Architectlure and Meirics and Reporiing.
AAFES has been PCI compiiant since 20089.
o Deficiency in AAFES Food POS; currently running Microsoeft Windows XP
Plan to correct by 2017 includes:
Chip cards — EMV (Eurocard/Mastercard/Visa) protects against card duplication.
o 3rd party card acceptance for retail Oct 2015, fuei Oct 2017
CWV — Card Verfication Value,
No one in industry s working proprietary credit card chips.
Appiying: expiration date & check-digit verification: end-to-end token encryption.
5 Implemented a more cost effective decision for enhancement to the Military Star
card vs. implementing a $28 million chip and pin.
= To update the card, AAFES will look at ali cards vs. active cards; issue active
cards first, then the dormant cards.

O

o

AUDIT COMMITTEE REPORT

Audit: Ernst & Young made an unqualified opinion on the 2013 annual report and noted
one on the balance sheet.
o Peer review of AAFES received the highest possible rating of, "Pass”.
For 2015 Audit Plan —received 70 suggestions, narrowed it to 17,
o ldentified six audits for 2015 (information on the BoD portal).
For audit on Retail Merchandising System Replenishment:
o 4.7 million ftems were replenished in 2013.
Audit is now combined with IG.
o |G reviewed the Price Match Policy.
Hotline cails have increased, likely due to the implementation of improvements (new
eComm site launch).

ADJOURNMENT

Chairman made note of issues for upcoming BoD meetings:
o Three things on the horizon: Military Compensation and Retirement

Modernization Commission report, budget issues for DeCA (reducing costs
through reduced hours), and troop size.

~ Getting over the VOSB hurdle with VCS is a priority.
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