Armed Forces Marketing Council

Privatization of Commissaries Point Paper

Current language:
Plan on privatization of the Defense Commissary System (sec. 652)

The committee recommends a provision that would require the Secretary of Defense to
submit a report, not later than March 1, 2016, to the Committees on Armed Services of the Senate
and the House of Representatives, setting forth a plan to privatize the Defense Commissary System,
in whole or in part. The plan should ensure the provision of high quality grocery goods and prod-
ucts, savings discounts to patrons, and high levels of customer satisfaction.

The Secretary should include with the plan any recommendations for legislative action
required by the Department of Defense to implement the plan. The provision would also require
the Comptroller General of the United States to provide a report that assesses the plan of the De-
partment to privatize the Defense Commissary System to the committees on Armed Services of the
Senate and the House of Representatives within 120 days following submission of the report by the
Secretary of Defense.

Following submission of the Comptroller General’s assessment of the Department’s
commissary privatization plan, the Department would be required to carry out a 2-year pilot pro-
gram at no fewer than five commissaries in the largest markets of the commissary system to assess
the feasibility and advisability of the plan. The Secretary of Defense may include, as part of the pilot
program, an online component to permit eligible beneficiaries, in catchment areas of the commis-
saries selected for the pilot, to order and purchase grocery goods and products through the Internet
and to receive those items through home delivery. Within 180 days after completion of the pilot
program, the Secretary of Defense would submit a report to the Committees on Armed Services of
the Senate and the House of Representatives that provides an assessment of the commissary privati-
zation plan.

Effort to Replace Language:
Sen. James Inhofe sought to have the language removed during the full-committee mark-up, but his
amendment failed 11 votes to 15.

Senators Inhofe and Mikulski will be introducing an amendment to replace the current language with lan-
guage that would require a feasibility study rather than a mandatory plan and two-year test. The Armed
Forces Marketing Council supports the amendment.

Concerns related to Privatization:

Privatization of commissaries has been considered on at least two occasions by the Department of
Defense (DoD) and was considered by the Military Compensation and Retirement Modernization
Commission (MCRMC). Neither saw privatization as a viable option for delivering the commissary
benefit to military families and neither has officially or formally requested Congress for changes in law
to allow privatization.
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No formal business case analysis has been conducted to determine the feasibility of privatization. To
put together a plan and begin a test before determining feasibility would be a waste of tax payer dol-
lars and put a cherished military benefit at severe risk.

The Senate language calls for testing of privatization at five commissaries in the largest markets, all of
which are in the United States. This test will not adequately evaluate whether privatization will work
across the entire system including in overseas and remote locations where delivery of the benefit is
much more costly and provide greater challenges.

Privatization will result in higher prices on groceries for military families. The Defense Commissary
Agency (DeCA) already receives best pricing from most manufacturers, so regardless of which private
contractor operates the commissaries, the price they receive from manufacturers will not be lower
than what DeCA currently receives.

Under current law, private entities that operate on base as concessionaires to military exchanges are
required to collect sales tax. That means military families would be required to pay sales taxes on
groceries purchased in a privately-operated commissary.

Many commissaries located in areas where other shopping options do not exist will never generate
enough sales revenue to offset their cost of operation. There is great concern the contractor will cher-
ry-pick profitable stores while abandoning stores that do not generate a profit leaving military families
with no source of meeting their basic needs.

In the FY2015 National Defense Authorization Act, Congress mandated DoD to conduct an in-depth
analysis of potential changes in the delivery of the commissary benefit. The study is due to Congress
by Sept. 1, 2015. To pursue privatization at this time would be premature. The guidance to be pro-
vided from the analysis will inform Congress on appropriate actions that can be taken to operate
commissaries more efficiently while protecting the savings and access to the benefit.

The cost of operating a privatized commissary will be higher in that some current roles and functions
in commissaries are provided by private industry. Distribution, promotions, and shelf-stocking are al-
ready performed by private entities and helps to reduce the cost of operations for DeCA. A private
entity will be required to pay for those functions, thus increasing the cost of operations.

What is at stake for military families:

Loss of up to 30% savings on a market basket of products for military families. That equates to over
$4000 per year for a family of four.

Loss of jobs for military family members. Over 60 percent of DeCA employees are military related
and their jobs are transferable, allowing them to retain their positions and seniority when the military
provides permanent change of station orders.

Families would be required to pay sales taxes on groceries.
Loss of a cherished benefit that is enjoyed by 95% of the active force.

Loss of traffic at commissaries will adversely impact sales in military exchanges by up to 40%. This
will diminish the dividend that supports qualify of life programs for military families.

For more information, please contact Tom Gordy at tgordy@theafmc.org or 703.732.3807
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