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Mr. Chairman and Distinguished members of the MWR Panel …


It is a privilege to have this opportunity to appear before you today to report on the health and vitality of the Marine Corps exchange and business programs and how they work to support our Marines and families across the Corps.

While our Nation’s focus changed sharply on September 11, the focus of Marine Corps exchanges - supporting Marines and their families across the globe – remains constant.  As we have during peacetime, the MCX continues to bring the important resale benefit to our Marines and their families while our men and women in uniform work to protect our liberty.     

Ours is a diverse community comprised of approximately 172,900 active duty Marines.  Of these, approximately 104,000 Marines are single and 68,800 are married. Adding to that number the spouses, approximately 93,798 children 18 years of age or younger, and approximately 127,000 retired Marines and their family members establishes our base market at approximately 461,000 individuals.  Of the active duty population, approximately 107,000 are in the operating forces and 37,000 are forward deployed, forward based, forward stationed, or otherwise deployed for training at any one time.  We would be remiss if we were not to mention those Marines who, as we gather here today, serve on the front lines in our war on terrorism.  Supporting them and their needs is an important part of our mission.    

Marines are often located at some distance from our bases and stations.  There are currently 2,650 production recruiters serving in almost every part of the nation; working long and difficult hours to find those young men and women who have the right stuff to become Marines, achieving their mission in quality and quantity for more than six and one-half years.  Additional Marines serve on Independent Duty, mostly in support of Reserve Forces.  The needs of these Marines and their families must be addressed as comprehensively as are those of Marines aboard bases.  

The expeditionary nature of our Corps drives our demographic makeup and affects the way we must do business to provide required support.  The Marine Corps has the youngest mean age of the Services, two of three Marines are under the age of 25.  Approximately 16 percent of the Corps, or 28,000 individuals, are teenagers – under 20 years of age.  Forty percent of Marine spouses are under 25 years of age.  Our primary customer demographic, therefore, is young, single Marines and Marine families.  

Financial Performance 


In view of the many stresses of the past fiscal year, Mr. Chairman, our exchange performance was exceptional.  Our latest estimated sales for FY 2001 are $612M, a same store increase of 2 percent increase from FY 2000.  Our estimated net profit for the year of $53M--70 percent of which is applied to dividend and 30 percent to local capitalization, resulted in a dividend to Marines and their families of $37M, or $250 per capita.  Last year’s dividend was $32M, or $226 per capita.  


While FY 2001 presented us with some daunting challenges, we have been heartened by the resilience of business after September 11, when access to our installations became more difficult.  Prior to September 11, sales were trending up about 1.35 percent above the previous year.  We believed this to be  a positive indicator, as the entire retail sector had been essentially inflation-less during the current economic downturn, causing substantial pressure on margins.  The stresses present after September 11 made an already difficult retail year even more challenging.  Shoppers were more cautious and base security, though quite appropriate for the threat condition, was not particularly customer-friendly.  In the days immediately following the attack, our sales were devastated.  We are happy to report that MCX rebounded well and ultimately experienced a satisfactory holiday season.      


Our financial performance is important for two major reasons; the dividend we generate supports MWR programs and recapitalization of our facilities and continued robust sales indicate the ongoing acceptance and support of our customers.  The MCX offers high-value goods and services to Marines and their families at good savings that contributes to their financial well-being.  At the same time, exchanges earn a strong dividend that supports the MWR program.  Additionally, because the commander has operational control, we see our exchanges as an indispensable component of the commander’s QOL tool set.  Since 1993, our major research instruments, such as the Quality of Life in the U.S. Marine Corps study, have shown the strong correlation between QOL and personal and family readiness, as well as that between QOL and retention.  Our customers consistently rate their exchange benefit as one of their most valued benefits of service.  We are making every effort to keep earning their trust.

Improving Efficiency and Effectiveness


Improving the way we do business; becoming more efficient and effective is essential; all the more so in times that challenge America and its men and women in uniform.  This has been an eventful year for Marine Corps exchanges; we have been exceptionally busy in a number of areas.  We’ve assumed greatly increased buying responsibilities at headquarters with the phase-in of our consolidated buying program, including taking on a new buying staff.  We are rolling out our new merchandising system, Essentus, in tandem with consolidated buying, which has been and continues to be a very management intensive effort.  

Our most significant accomplishment of 2001, however, was the transition of the exchange at Miramar from NEXCOM operation to MCX on August 4 and 5.  This was an exceptionally complicated operation, requiring a high degree of patience and forbearance from all involved.  I must say at the outset that the level of cooperation and partnership exhibited by both NEXCOM and MCX during this laborious process proved the viability and value of cooperative efforts between the exchange services. The NEXCOM organization, whether at Headquarters, Miramar, or the distribution center at Chino, could not have been more helpful and supportive of the transition.  It also speaks well of the loyalties of Miramar employees and the quality of the NEXCOM management there that nearly all Miramar exchange employees transitioned to MCX with the store.  This exchange transition was complex – for example, the NEXCOM EPOS was dismantled and carried out after closing on Saturday, August 4 and the MCX EPOS was installed prior to opening on Sunday, August 5.  We assumed control of and accounted for the NEXCOM inventory.    In spite of the level of difficulty and some follow-on system difficulties, which were anticipated, the transition was essentially transparent to the customer.         


The Marine Corps exchange has two major efficiency enhancing initiatives simultaneously underway, the transition to centralized retail buying and implementation of the Essentus Retail Merchandising System.  We have successfully established the consolidated buying program, and are now buying for Camp Allen (formerly Camp Elmore), Henderson Hall, Albany, and Miramar.   Consolidated buying for the remainder of our exchanges will roll out over the next two years in tandem with the implementation of the Essentus merchandising system.  

Improving our efficiency and effectiveness will only happen as we replace our critical information systems with modern, open architecture.  The Essentus Retail Merchandising system is by far our most ambitious and important effort to date.  Essentus, a version of the NEXCOM Richter system, was extensively beta-tested at Camp Allen.  While the original intent was to implement Essentus at other stores between Camp Allen and Miramar, we decided it was more prudent to concentrate on the Miramar transition because of its size and the complexity of the operation there.  As of the end of 2001, Miramar and Camp Allen were on Essentus.  MCX Henderson Hall is scheduled to get the new system in the very near future.  Remaining exchanges will be scheduled to come on line during 2002 and 2003.     

The gains from consolidated buying are real; system-wide cost savings through leveraged buying, and improved stock assortments are being achieved as new exchanges come                                                                                                                                                                                                                                                                                          online.  We are able to order and process merchandise more effectively with fewer overall buyers while maintaining better in-stock positions on merchandise.  We gain price look up capability, which saves customers time at checkout.  When we complete this initiative, our retail system will be in line with modern industry standards and we will be more competitive in today’s aggressive retail market.  We project efficiencies of approximately $4.5M per year in NAF savings.  

Continued Strong Recapitalization


Our construction program is well structured and stable, and we have moved out aggressively for several years to build and renew needed resale and MWR facilities.  Unlike the other Services, MCCS capitalizes its NAF facilities through an annual 2.5 percent assessment on sales of our exchanges and revenue producing MWR programs.  This provides approximately $20M per year, on average, for NAF facilities, which is applied to both exchange and MWR projects.  Historically, approximately one-half of the assessment has been devoted to exchange projects, while the remainder has been directed to MCCS recreation, leisure, and other QOL facilities.  This is a very inclusive process, involving installation commanders, a field commander-based construction committee, and our Board of Directors that approves our construction program each year.   

The MCCS five year NAF construction program, FY00 – FY04 is a $111.5M program effecting the construction or renovation of 64 facilities – 31 resale and 33 MWR facilities.  Our FY01 program contained 14 projects at a cost of $19.2M, four of which were exchange-related.  The program proposed for FY02 contains four projects, at a cost of $14.9M, of which one is exchange related.  Our FY 2003 program includes $12M for a Miramar exchange renovation and expansion.  We are committed, Mr. Chairman, to a modern physical infrastructure for our exchanges.  

An Efficient Organization


I mentioned earlier the value of our MCCS organizational model, Mr. Chairman, because as we go through our fourth year of operation as MCCS, it seems particularly right and suited for the Marine Corps.  Our history shows that, as a Service, we have gained significant efficiencies relative to management overhead.  In 1988, when we formed into the Morale, Welfare and Recreation Support Activity at headquarters and MWR throughout the Marine Corps, we consolidated our MWR and exchange support structure, which resulted in one human resources office, one financial management office, one procurement office, one construction office, and one overall management team.  In 1998, when we began to roll family services, child development, voluntary education, and other programs into MCCS, we gained even more efficiencies.  Our ability to better manage these costs has enabled the Marine Corps to not only generate revenue and use it more effectively to support the programs and capitalization, but also to offer a more robust set of programs and services in support of Marines and their families.  These efficiencies are important to our success.  

Cooperative Initiatives


In addition to internal initiatives to attain best business practices, the MCX looks to partnerships with our sister Services to gain efficiencies through cooperative effort agreements.  In early 2001, the Marine Corps was participating in 36 cooperative efforts.  Over the past year and a half, in cooperation with AAFES and NEXCOM we have established the Exchange Cooperative Efforts Board (ECEB), which is comprised of the three Exchange Commanders and Chief Operating Officers, and have further energized the search for increased cooperation.  We now have 64 cooperative agreements in place.  The ECEB is addressing a number of other potential cooperative initiatives, most notably a five year vision for information technology with the goal of enabling the three exchange services to seamlessly interchange information and data.  

Attention to Customers


We would enjoy little success, Mr. Chairman, if we did not pay careful attention to our customers.  The Commandant has stressed the importance of saying “yes” to the reasonable requests of Marines.  We learn how we can best say “yes” to customers by listening to them.  We actively listen to them through survey instruments such as the Quality of Life in the U.S. Marine Corps, an updated version of which is being administered this spring to over 21,000 individuals; approximately 15,000 Marines and 6,000 spouses.  We also participate in the Customer Satisfaction Index and Associate Satisfaction Index surveys  which will again be administered during the Spring of this year.  A baseline was established in 1999, and 2000 results showed a satisfaction increase of three percent.  Results in 2001 showed a decline, which was for us a call to action.  Installation and corporate action plans are now underway to ensure we get back on track to a long term positive trend for these numbers.  We are confident that improvements will be shown by our next survey results.   


Paying attention to customers by offering them high value is an important element in fostering loyalty.  Perhaps our most successful program of this type is the 4-Star program, which for four years has offered 100 or more core products desired by our customers at entry level pricing.    While certain aspects of the program or certain product offerings may change from time to time, the program itself does not change, and is extremely successful with young families and retirees on fixed incomes.  


Exchanges serve as community hubs, providing an important connecting point for military communities.  Marine Corps exchanges reinforce this community spirit in a number of ways.  This year, our exchanges are honoring high achieving youth through the “MCX Super Star Student Program,” in which 6th through 12th grade youth with an overall “B” grade average qualify for a number of prizes at their local exchange.  In addition, at least two students per base will win a $1,000 Savings Bond in the promotion.  We would hope to see two results, young customers who value their exchange and students who learn the value of achievement.  


To more directly assist Marines who are deployed to contingency areas, MCX participates in the lowered Star Card interest rate, enabling Marines deployed to contingency areas to have a reduced interest rate of six percent with no payment and continue to use the card during the deployment period, or zero percent with no  payment and no use of the card during the deployment.   For Marines and their families in CONUS and aboard our bases, MCX established a Star Card promotion for holiday shoppers that featured no payment-no interest on in-stock purchases between Thanksgiving and December 23.   We will also provide support for Marines deployed to other areas of the world as part of the ongoing war on terrorism, as required.  

Conclusion


Mr. Chairman, it is always a pleasure to be invited to appear before the MWR Panel and share with you the accomplishments of Marine Corps exchanges and inform you of the valuable contributions they make to QOL.  As we travel around the Marine Corps and visit our commands, we have the opportunity to talk at some length with commanders, with Marines, and with spouses.  The value they place upon their support programs, overall MCCS programs or the Marine Corps exchange specifically is striking.  This is truly motivational.  Everyone working in our resale activities wants to continue doing their best to do good things for customers every day. The dedication and service to the Marine Corps and the Nation exhibited by our Marines merits our finest effort.  We are committed to excellence because our customers deserve no less.

Subject to any questions you may have, Mr. Chairman, this concludes our remarks. 
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