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5.1. DEPARTMENT OF DEFENSE PROGRAMS 

 

5.1.1. COMMISSARIES 
Military commissaries are grocery stores operated by DoD3 that sell merchandise at reduced prices.4 As 

specified in 10 U.S.C. § 2484, “commissary stores are intended to be similar to commercial grocery stores 

and may sell merchandise similar to that sold in commercial grocery stores.”5 Eligible patrons include 

Active Duty, Guard, Reserve, and retired uniformed Service members, their dependents, and other 

specifically authorized groups.6 The Defense Commissary Agency (DeCA) operates 246 commissaries in 

13 countries and 2 U.S. territories.7 

 

Commissaries provide name-brand products that are regularly sold outside of commissary stores (under 

the same brand name).8 These name-brand products may be purchased by DeCA using other than 

competitive procedures.9 Commissaries do not currently offer generic or private-label brands, but for 

some products they offer low-price, alternative brands known as Best Value Items.10 

 

The Principal Deputy Under Secretary of Defense for Personnel and Readiness (PDUSD(P&R)) serves as 

the principal point of contact for all commissary matters within the DoD.11 Among other responsibilities, 

the PDUSD(P&R) chairs the DoD Executive Resale Board. This board provides advice on the 

complementary operation of the Defense commissary system and the Armed Services’ Exchange 

systems.12 The board reviews, not less than annually, the resale information system standards, joint or 

combined commissary and exchange store operations, joint construction projects, commissary and 

exchange cooperative efforts, and merchandise, goods, and services authorized for sale.13 The board also 

works to resolve disagreements between elements of the military resale system.14 Additionally, the 

PDUSD(P&R) receives advice from the DoD DeCA Board of Directors on the prudent operation of the 

commissary system.15 

 

According to DoD Instruction 1330.17, “Commissary stores may be established and maintained at 

installations and locations that have an active-duty mission and significant active-duty populations. As a 

general rule, commissary operations are discontinued when an installation is completely closed and no 

Active or Reserve Component personnel remain on the installation.”16 

 

“The commissary program is an integral element of the military pay and benefits package for active-duty 

personnel. An income benefit is provided through savings on purchases of food and household items 

necessary to subsist and maintain the household of the military member for the inclusive period of 

compensated duty or service.”17 DoD Instruction 1330.17 directs DeCA to “maintain 30 percent average 

savings on commissary purchases as compared to the commercial stores in the United States” and “track 

savings by using an annual price comparison assessment conducted in accordance with standard industry 

practices.”18 According to DeCA, the FY 2013 price comparison assessed average commissary prices to 

be 30.5 percent lower than commercial prices.19 Actual savings vary by region, individual shopping 

patterns, and local alternatives. In general, OCONUS savings (including Alaska and Hawaii) are higher 

than savings in the 48 contiguous states.20 

 

In addition to savings, commissaries provide other benefits to patrons, the DoD, and the country, 

including the following: 

 

 Employment opportunities and continuity for Service members’ families as they are moved from 

one duty assignment to another. In FY 2013, of 13,115 U.S. civilian employees, approximately 64 

percent had a military affiliation, including 3,711 military spouses (28 percent), 990 dependents 



(8 percent), 1,598 retirees (12 percent), 256 guard and reserve (2 percent), and 1,825 other 

veterans (14 percent).21 

 

 Shopping convenience for Service members living on or near military installations, particularly 

those in remote or isolated areas where commercial shopping alternatives are limited or 

unavailable. 

 Familiar and consistent U.S. products, brands, and prices for Service members assigned to 

overseas installations, offering insulation, when desired, from local tastes, health concerns, 

labeling differences, and currency exchange rate fluctuations.22 

 Support of U.S. socio-economic policies through preferential contracting with the National 

Industries for the Blind,23 AbilityOne,24 and small and disadvantaged businesses.25 

 Reductions in Cost of Living Allowance (COLA) levels in areas served by commissaries.26 

 Savings that stretch the value of Supplemental Nutrition Assistance Program (SNAP) and 

Women, Infants and Children (WIC) coupons. 

 Participation in community support efforts such as the “Scholarships for Military Children 

Program,” funded by manufacturers and suppliers whose products are sold at commissaries. 

 Support for the DoD Healthy Base Initiative, promoting improved health among Service 

members.28 

 

Using the American Customer Satisfaction Index, in FY 2013, the commissary system received a score of 

82. The industry average for the same period was 77.29  

 

Unlike prices at commercial grocery stores, the prices of commissary merchandise are restricted by law.30 

The price paid by commissary patrons is the cost of groceries to DeCA from vendors, plus a 1 percent 

increase in price for costs associated with shrinkage, theft, or deterioration, adjustments to reconcile 

internal records, and other costs,31 plus a uniform 5 percent surcharge that is reinvested back into the 

stores and supporting systems.32 Unlike most commercial grocers, the cost of transporting products to the 

commissary and the cost of stocking products on the commissary shelves are included in the cost of 

goods, paid by DeCA to vendors. In the commissary pricing model, these distribution and stocking costs 

are passed on to commissary patrons. Figure 22 illustrates this model. The entries are for illustrative 

purposes only and do not represent a particular product or supplier. 

 
Some suppliers/manufacturers offer discounts (e.g., credits, promotions) on their products based on 

factors such as purchase volumes, favorable store displays, store efficiency, pricing strategies, available 

merchandise, and shelf life. With the commissary pricing model, unlike commercial grocery stores, these 

discounts are always passed directly to patrons through lower prices or “military only” coupons.33  

 

Another potential cost for commissary patrons is voluntary gratuities paid to grocery baggers. Baggers are 

licensed, but they are not employees/contractors employed by the installation, DeCA, DoD, or the Federal 

Government.34 They are permitted to provide this service for tips to “enhance the quality of life of 

military families.”35 

 

Beneficiaries 
The following individuals, organizations, and activities are authorized commissary patrons and have 

unlimited commissary privileges (unless prohibited by treaty or other international agreement in foreign 

countries):36 

 uniformed personnel (Army, Marine Corps, Navy, Air Force, Coast Guard, U.S. Public Health 

Service (USPHS), and National Oceanic and Atmospheric Administration (NOAA)), including 

National Guard and Reserves 

 retired uniformed personnel 

 recipients of the Congressional Medal of Honor 



 honorably discharged veterans when hospitalized or certified 100 percent disabled by the 

Department of Veterans Affairs (VA) 

 authorized family members 

 cadets and midshipmen of the Armed Services academies 

 noncommissioned ship’s officers and crew members of NOAA 

 retired noncommissioned ship’s officers and crew members of NOAA 

 U.S. civilian DoD employees when stationed outside the United States and U.S. territories and 

possessions 

 official DoD and Military Services organizations and activities 

 involuntarily separated uniformed personnel (with restrictions) 

 dependents of uniformed personnel who have been separated for dependent abuse (with 

restrictions)37 
 

The following individuals, organizations, and activities may be permitted access to make purchases at the 

commissary (unless prohibited by treaty or other international agreement in foreign countries): 

 

 hospitalized veterans (discharged under honorable conditions from the uniformed services) 

 DoD civilian employees assigned to the U.S. territories and possessions (and authorized family 

members) under a valid transportation agreement 

 military personnel of foreign nations when on duty with a U.S. military service (if specifically 

authorized) 

 non-DoD U.S. Government departments or agencies in overseas areas (bulk sales) 

 civilian employees of non-DoD U.S. Government departments or agencies outside the United 

States and outside the U.S. territories and possessions (if specifically authorized) 

 American Red Cross (ARC) personnel (if specifically authorized) 

 United Service Organizations (USO), specific representatives and clubs (overseas only, if 

specifically authorized) 

 United Seamen’s Service (if specifically authorized) 

 Armed Services Young Men’s Christian Association (ASYMCA) (overseas only, if specifically 

authorized) 

 personal agents or personal representatives (if specifically authorized  
 DeCA employees (within the United States, with restrictions, for personal consumption during 

meals and other authorized breaks within their scheduled working hours) 

 those affected by Federally declared disasters (on a temporary basis, with restrictions, if 

specifically authorized)  

 

Additional details on authorized patrons can be found in DoD Instruction 1330.17.38 

 

Historical Context 
Sales of goods from commissary department storehouses to U.S. military personnel began in 1825, when 

Army officers at specified posts could make purchases for their personal use, paying at-cost prices. By 

1841, officers could also purchase items for members of their immediate families. In 1867, enlisted 

personnel received the same at-cost purchasing privileges as officers. No geographic restrictions were 

placed upon these sales; the commissary warehouses at every Army post could become a sales location, 

whether they were located on the frontier or near a large city with private sector alternatives.39 

 

A shift to military owned and operated commissaries minimized the dependence on private sector 

merchants (sutlers) and post traders who had sometimes exploited military personnel.40 The military 

stores provided food beyond that supplied in official rations and the savings supplemented military pay. 

The commissary retail function developed and grew, roughly paralleling the development of the retail 



grocery industry. The 82-item commissary stock list of 1868 was comparable to the stock assortment in a 

typical private sector dry goods grocery store at that time. Commissaries kept pace with developments in 

private sector supermarkets, and the average commissary today has more than 10,000 items.41 

 

As overseas military presence grew, commissaries spread around the world. The first overseas stores 

opened in the Philippines and China in 1899 and 1900. They were soon followed by commissaries in the 

Caribbean and Panama. Eventually, all the Military Services adopted the Army’s concept of commissary 

sales stores and tailored the concept to their own needs. The Navy and Marine Corps opened their first 

commissaries in 1909 and 1910 respectively, and the Air Force inherited its stores from the Army Air 

Forces in 1947 and 1948. By the mid-1970s, each of the Services ran its own commissary agency, with 

differing procedures and systems: the Army Troop Support Agency, the Navy Resale System Support 

Office, the Commissary Section of the Marine Corps Services Command, and the Air Force Commissary 

Service.42 

 

In 1989, the Congress directed DoD to conduct a study of the separate military commissary systems. The 

ensuing report by the Jones Commission recommended consolidating the Service systems into one agency 

to improve service money.43 The Defense Commissary Agency (DeCA) was established in 1990 and 

assumed full control of all commissaries for the Armed Forces on October 1, 1991.44 

 

Financial Summary 
For FY 2013, commissary revenues totaled $5.9 billion.45  

 

In FY 2013, DeCA received $1.37 billion of appropriated funding46 to pay store operating costs, including 

employee salaries and wages, second destination transportation (SDT), reimbursable base operations 

support (e.g., utilities), communications, operating supplies and services, and indirect support of 

information technology and other systems.47 DeCA headquarters costs, “back-end” information 

technology costs, and costs associated with central processing facilities are also paid with appropriated 

funds.48 In 1998, DoD Reform Initiative Directive #37 transferred responsibility for requesting 

appropriated funds from DeCA to the Military Services.49“The share of customer funding by each Service 

is based on a percentage of total active-duty personnel and military retirees by Service,” including the 

Guard and Reserve.50 

 

For FY 2013, $152 million of the appropriated funding was spent on SDT costs.51 This covers the cost of 

transporting goods from domestic ports to overseas commissaries or commissary storage facilities,52 

which is primarily accomplished through commercial shipping contracts.53 State-side, DeCA has 

outsourced the distribution of goods, requiring vendors to deliver directly to commissaries. These 

arrangements normally require vendors to stock items on commissary shelves, the cost of which is added 

to the wholesale cost of goods.54 Vendor stocking reduces the workload on government employees, thus 

reducing operating costs (paid for with appropriated funds).  

 

Commissary purchases are not subject to state or local taxes;55 however, by law, commissaries charge 

patrons a uniform 5 percent surcharge that is reinvested into the stores and supporting systems.56 In FY 

2013, these surcharges generated approximately $294 million in funding.57 Surcharge funding is used to 

acquire (including acquisition by lease), construct, convert, expand, improve, repair, maintain, and equip 

the physical infrastructure of commissary stores and central product processing facilities of the defense 

commissary system.58 The surcharge also funds the costs of real property, utilities, and equipment 

(installed and free-standing, including costs of real property, utilities, and equipment (installed and free-

standing, including computer equipment), necessary to provide a complete and usable commissary store 

or central product processing facility.59 Once constructed, using nonappropriated funds (patron funded 

surcharge money), commissaries become assets of the U.S. Government. Surcharge revenues are 

managed under the Commissary Trust Revolving Funds, as are funds received from the sale of recyclable 



materials, the sale of excess and surplus property, license fees, royalties, business-related management 

fees, amounts received for commercially valuable information, charges received for the collection of 

dishonored checks, discounts earned, restitution ordered for the theft or damage of commissary goods, 

and from such other sources as may be authorized by law.60 In FY 2013, the total contribution to the 

Commissary Trust Revolving Funds from all sources was $303 million.61 Although surcharge funding can 

pay for construction of new commissaries that are replacing existing ones, initial construction of 

commissaries is typically funded through military construction (MILCON) appropriations.62 

 

DeCA purchases stock (groceries and other goods) using the DeCA Working Capital Fund (DWCF) and 

the revenue collected from patrons replenishes this fund. In addition to direct payments from patrons (i.e., 

cash, personal checks, credit or debit cards, traveler’s checks, gift certificates), the total revenue in FY 

2013 ($5.9 billion) includes indirect payments based on manufacturer coupons ($91 million) and vouchers 

from the SNAP ($104 million) and WIC ($29 million) programs.63 

 

5.2.3. EXCHANGES 

Multiple agencies provide exchange benefits for uniformed Service members.  

 

The Military Services operate multiple exchange systems: Army and Air Force Exchange Service 

(AAFES) operates exchanges on Army and Air Force installations.733 AAFES is the largest of the 

exchange organizations. Navy Exchange Service Command (NEXCOM) operates exchanges on Navy 

bases.734 Marine Corps Community Services (MCCS) runs exchanges on Marine Corps installations. 

MCCS also operates the rest of Marine MWR operations.735 Similarly, the Coast Guard Exchange Service 

(CGES), which operates exchanges on Coast Guard installations, is part of the Coast Guard Community 

Services Command.736 The Department of Veterans Affairs (VA) operates a separate retail system known 

as the Veteran Canteen Service (VCS).737  

 

In FY 2013, the Coast Guard spent approximately $3.2 million in appropriated funds to support the Coast 

Guard Exchange (CGX) system.738  

 

These benefits are described in greater detail in the Cross-Agency Benefits section of this report—Section 

5.8.2 Exchanges. 

 

5.8. CROSS-AGENCY BENEFITS 

 

5.8.2. EXCHANGES 

The exchange systems of the U.S. Armed Forces operate thousands of retail activities on military 

installations in all 50 states, five U.S. territories, and more than 30 countries.1330 These activities include 

hundreds of large retail (department) stores, small convenience stores and mini-marts, military clothing 

stores, and a variety of other services and concessions such as automobile garages and service stations, 

alcoholic beverage stores, barber and beauty shops, restaurants, flower shops, laundries, dry cleaning 

facilities, tailor shops, theaters, and vending machines.1331 In addition to those co-located with the main 

stores in mini-malls and food courts, many smaller retail activities are distributed across installations and 

military housing areas.1332 Supplementing traditional “brick and mortar” stores, the exchanges deliver 

services via the Internet, and provide a variety of mobile outlets to meet the needs of Service members 

involved in training exercises and military operations, including those at sea1333 and in combat zones.1334 

 

According to 10 U.S.C. § 2481, the purpose of the exchange system is to “enhance the quality of life of 

members of the uniformed services, retired members, and dependents of such members, and to support 

military readiness, recruitment, and retention.”1335 These goals are accomplished by supplying discounted 

U.S. goods and services in locations that are convenient to those living or working on or near military 

installations, including installations overseas. Merchandise is competitively priced as compared to 

commercial retailers and sales are not subject to state or local sales tax, or Value Added Tax (VAT).1336 



Unlike the commissaries, the exchange systems have significant flexibility when setting the price of 

merchandise and are not externally directed to maintain a specific level of discount. In 2012, the Army 

and Air Force Exchange Service (AAFES) reported that, based on a market basket survey, patrons were 

saving an average of 27 percent over major retailers, and more than 5 percent compared to its largest 

discount competitor.1337 This survey did not factor in the difference attributable to sales tax, which can 

provide exchange patrons an additional discount.1338 Similarly, in FY 2013, a market basket survey that 

included approximately 385 items in 8 geographically dispersed markets (i.e., Bethesda, Everett, Great 

Lakes, Jacksonville, Norfolk, Pearl Harbor, Pensacola, and San Diego), estimated an average savings of 

21.73 percent for Navy Exchange (NEX) shoppers.1339  

 

AAFES, the largest of the exchange organizations, operates exchanges on Army and Air Force 

installations.1340 The Army Post Exchange (PX) and Air Force Base Exchange (BX), have been combined 

and rebranded as the Exchange. On Navy bases, they are known as the Navy Exchange (NEX), and are 

operated by the Navy Exchange Service Command (NEXCOM).1341 On Marine Corps installations, the 

Marine Corps Exchange (MCX) is operated as part of Marine Corps Community Services (MCCS), 

which also runs the Marine Morale, Welfare, and Recreation (MWR) operations.1342 Similarly, the Coast 

Guard Exchange Service (CGES), which operates Coast Guard exchanges (CGX) on Coast Guard 

installations, is part of the Coast Guard Community Services Command (CSC).1343 

 

The Department of Veterans Affairs (VA) operates a separate retail system known as the Veteran Canteen 

Service (VCS).1344 VCS provides retail and food services as part of the VA Health Care system to benefit 

veterans receiving care, their families, caregivers, VA employees, volunteers, and visitors.1345 

 

Table 19 summarizes the number of main retail stores operated by each organization, inside and outside 

of the continental United States.1346 

 

Though managed as separate organizations, senior representatives of the various Armed Forces 

exchanges, along with representatives of the DeCA, meet at least quarterly as members of the 

Cooperative Efforts Board (CEB).1347 The CEB “is a strategic planning and action committee that leads 

the DoD Military Resale Agencies’ efforts to develop proposals to improve the efficiency and 

effectiveness across resale organizations.”1348 

 

Collectively, the Armed Forces exchanges directly employ more than 60,000 people, approximately one 

quarter of whom are military spouses and other military family members.1349 Unlike the commissaries, 

which are staffed by U.S. Government civil servants, the exchanges are primarily staffed by NAF 

employees, for whom most costs (e.g., salaries, benefits, retirement) are covered by exchange revenue. 

Active-duty military personnel are assigned in sufficient numbers for military exchanges to provide a 

trained cadre to meet wartime and deployment requirements and to perform some managerial 

unctions.1350 For example, AAFES, an organization with more than 43,000 civilian employees, has 72 

authorized military positions.1351  

 

In some cases, exchanges are managed together with other related organizations and functions. In addition 

to overseeing the Navy Exchange (NEX), the Navy Exchange Service Command (NEXCOM) manages 

the Ships Stores Program, Uniform Program Management Office, Navy Clothing and Textile Research 

Facility (NCTRF), Navy Lodge Program (for permanent change of station lodging) and 

Telecommunications Program Office.1352 Similarly, AAFES manages the military clothing sales stores 

(MCSS). The Army and Air Force reimburse AAFES for all costs associated with the MCSS using 

appropriated funds.1353 The Semper Fit and Exchange Services Division (MR) and the Marine and Family 

Services Programs Division (MFS) are both managed under the Marine Corps Community Services 

(MCCS), enabling a sharing of support services and close coordination between the MCX and the MWR 

system that MCX distributions partially fund.1354 The Coast Guard also manages exchanges and MWR 

functions together under the Community Services Command (CSC).1355 



AAFES offers the Military Star Card™ as part of a cooperative effort between the exchange services. 

This credit card is tailored to Service members and their families, is accepted at all the Armed Forces  

exchanges, and includes features such as reduced interest rates during military deployments.1356 The 

Military Star Card™ is an internal (private label) credit card managed by AAFES and thus no processing 

fees are paid to private credit card companies.1357 Although managed by AAFES, income received from 

this card may be distributed to the other exchange systems (i.e., NEX, MCX, CGX).1358 Each exchange 

receives the interest income generated from the accounts receivable balance of its respective Service 

members, less operating expenses of the Military Star Card™ program.1359 

 

In addition to contributing to MWR programs, military exchanges support various DoD policies, 

initiatives, and goals. For example, exchanges support DoD health and fitness initiatives with their 

pricing, placement, display, and advertising of tobacco and smoking cessation products.1360 Alcohol 

pricing and displays are also aligned with DoD efforts to prevent alcohol abuse.1361 Additionally, 

exchange supplies and distribution systems sometimes play an important role in DoD responses to natural 

disasters in the United States and abroad.1362 Exchange programs also currently support wounded warrior 

programs,1363 motorcycle safety initiatives,1364 and the use of alternative fuels.1365 

 

Overseas exchanges provide additional services and benefits including the following: 

 

 For U.S. military and government personnel assigned overseas, the exchange is a source for U.S. 

retail merchandise that may not be locally available (e.g., clothing, music, books, and magazines). 

 Overseas exchanges supply gasoline at prices approximating those in the Unites States.1366 

 AAFES and NEXCOM contract directly with select American automobile manufacturers and 

motorcycle manufacturers to sell their vehicles in overseas exchanges.1367 

 Overseas exchanges provide lunches to Department of Defense Dependents Schools 

(DoDDS).1368 Approximately 4 million lunches were provided in FY 2013.1369 

 

The exchanges have expanded their service delivery model to better serve eligible patrons who may not 

have convenient access to traditional exchange facilities. These expanded offerings include online 

shopping and a variety of small and portable retail options, some of which can be deployed to disaster and 

combat zones.  

 

AAFES, NEX, and CGX offer an online shopping alternative accessible from any location via the 

Internet.1370 The MCX is currently partnered with AAFES to provide this service to Marines and their 

families.1371 Purchases made online are tax free and can often times qualify for free shipping.1372 

 

In addition to shore-based facilities, NEXCOM also operates small exchanges, known as “Ships Stores,” 

primarily onboard seagoing vessels.1373  These can include vending, laundry, and barber shop services.1374 

There are approximately 160 Ships Stores operated under NEXCOM’s technical guidance, including 

three small shore installations.1375 All Ships Store profits support crew quality of life. Most profits 

(between 94.5 percent and 99.5 percent depending on number of authorized billets) are retained onboard 

for the ship’s own MWR Program, with the remainder being distributed to centralized MWR funds.1376 

 

AAFES offers multiple levels of field support available for military operations, humanitarian or 

contingency operations, and training exercises worldwide: Army and Air Force Exchange Service Imprest 

Fund Activities (AIFA or EIFA), Direct Operational Exchanges-Tactical (DOX-T), and Tactical Field 

Exchanges (TFE).1377 These are small, mobile alternatives that extend the reach of the military exchanges. 

The appropriate alternative depends upon the distance to an exchange, as well as the duration and size 

of the operation to be supported.1378 Both the AIFA and TFE are operated by Service members from the 

unit being supported.1379 AAFES supplies the merchandise, operating procedures, pricing, and other 

support.1380 For the TFE and DOX-T alternatives, merchandise is pushed from AAFES distribution 



centers to the theater of operation using appropriated fund support, as required.1381 The MCX also 

supports deployed Marines using the DOX-T and TFE models, in cooperation with AAFES.1382 In 

addition, the MCX supports mobile Warfighter Express Services (WES) teams providing exchange and 

other services in the field.1383 Other forms of remote support include mobile service or vending machines, 

group representation (sending a representative of multiple exchange patrons to the nearest exchange 

outlet), and mail-order or ecommerce arrangements.1384  

 

Similarly, with the approval of the Commandant of the Coast Guard, satellite and independent exchanges 

may be operated on select afloat and shore units.1385 Satellite exchanges have been established on 

approximately 47 afloat units and some remote shore facilities.1386 The CGES supplies the merchandise 

and the working capital for the inventory associated with these operations.1387 In addition, a Deployable 

Support Exchanges (DSE) was created to support basic needs of Coast Guard personnel and their families 

during natural disasters.1388 In FY 2012, the DSE was instrumental in providing basic exchange support 

for Coast Guard families impacted by hurricane Sandy in New Jersey.1389 

 

Beneficiaries 
The following groups have unlimited exchange privileges: 

 

 active-duty or Reserve uniformed and retired uniformed personnel 

 recipients of the Congressional Medal of Honor 

 honorably discharged veterans when hospitalized or certified 100 percent disabled 

 military members of foreign nations when on duty with U.S. Military Service 

 National Guard not in Federal Service 

 Red Cross personnel who are U.S. citizens, assigned outside the United States with the Military 

Service 

 U.S. civilian DoD employees when stationed outside the United States 

 U.S. citizen employees of firms under contract to the DoD when employed outside the United 

States 

 Military Transition personnel 

 Retired ship’s officers and crew members of National Oceanic and Atmospheric Administration 

(NOAA) 

 Ship’s officers and crew members of NOAA 

 dependent family members of personnel listed above 

 contract surgeons 

 non-DoD Federal Departments/Agencies as determined by local commanding 

 officer 

 dependents of members of the Armed Forces, commissioned officers of the Public Health Service 

or commissioned officers of the National Oceanic and Atmospheric Administration who have 

been separated for dependent abuse1390 

 The following groups have limited exchange privileges, which generally exclude tobacco 

products, alcoholic beverages, and military uniforms: 

 U.S. Government civilian employees and full-time paid staff of the Red Cross who reside on 

military installations within the United States or Puerto Rico 

 Armed Forces Exchange employees 

 DoD civilian employees on evacuation orders 

 family members of the personnel mentioned above 

 DoD civilians on temporary-duty status when occupying Government quarters in the United 

States 



 civilian employees of the U.S. Government working on, but residing off, military installations are 

authorized to purchase all food and beverages sold at exchange locations, if consumed on the 

installation 

 Uniformed and nonuniformed personnel working in recognized welfare service organization 

offices within an Activity of the Military Service are authorized to 

 purchase all food and beverages sold at exchange locations, if consumed on the installation 

 visitors to military installations are authorized to purchase all food and beverages sold at 

exchange locations, if consumed on the installation 

 contract technical services personnel in travel status 

 Service (Army, Navy, Air Force) Academy applicants when occupying Government quarters in 

the United States 

 foreign national active-duty officer and enlisted members, when visiting a U.S. military 

installation for unofficial business (merchandise is restricted to quantities required for personal 

use) 

 Service members in Civil Air Patrol in travel status and occupying Government quarters on a 

DoD installation may purchase uniform items when Civil Air Patrol membership card is shown 

 Civil Air Patrol Cadets may purchase uniform items when Civil Air Patrol membership card is 

shown and all food and beverages sold at exchange locations, if consumed on the installation 

 members of the Reserve Officer Training Corps and Junior Reserve Officer Training Corps when 

visiting installations under orders as part of a Service orientation program 

 members of the Naval Sea Cadets attending two-week training course, if occupying Government 

quarters on a military installation 

 Coast Guard Auxiliary members 

 civilian students and faculty members at Service schools may purchase books, supplies and 

materials related to the educational process, only at exchange facilities that support the school 

 hardship – persons who are “stranded on an installation” may purchase small quantities of 

gasoline, oil, other automotive items, or items necessary for an individual’s health 

 DoD civilian employees using Government-authorized vehicles for official business may 

purchase gasoline for those vehicles1391 

 

Exchange privileges in overseas areas may be impacted by agreements and treaties with the host 

country.1392 Additional details on authorized patrons can be found in DoD Instruction 1330.21, Armed 

Services Exchange Regulations.1393 

 

Historical Context 
During the American Revolutionary War, the American Articles of War of 1775 provided for “sutlers” 

whose mission was to provide for the individual personal needs of Service personnel.1394 As described on 

the Military OneSource website:1395  

 

By 1821, the sutlers were returning part of their profit to the units they served. The Post Fund was 

created to account for this money and to collect fines levied on Soldiers and the sutlers for various 

violations of regulations. The Fund was soon being used for varied welfare projects such as relief for 
widows and orphans, financial assistance for the post school, purchase of library books, and 

maintenance of the post band. Councils administered the Fund and the commanding officer eventually 

took over the custodians’ duties. Congress, in adopting the Regulations of the Army in 1821, provided 
its first recognition of welfare programs and this new type of fund.  

 
The sutlers eventually brought about their own downfall by charging exorbitant prices, engaging in 

usurious credit practices, and providing inadequate service. In 1867, Congress authorized the 

establishment of Post Traders to replace the sutlers. This new cast of merchants represented some 
improvement, but Traders were not always available at forts or camps in remote locations….The Post 



Exchange was established with the publication of War Department General Order No. 46, 1895. The 

Order directed Post Commanders to establish an exchange (general store) at every post where 
practicable.  

 
In 1932, due to complaints from local civilian businesses about unfair competition, a Special 

Committee of the House of Representatives conducted the first in-depth congressional examination of 

post exchange operations. The War Department justified post exchanges by explaining that they were 
the only means for providing troops with recreational funds. Since Congress did not provide 

appropriations for recreation, NAF represented a direct savings to the taxpayer and a subsidy to low 

paid Soldiers, Sailors, and Marines. To mitigate the post exchange competitive advantage, the 1933 
War Department Appropriations Act prohibited the use of any appropriations to pay any expense 

connected with the conduct, operation, or management of any post exchange.  
 

The Army Exchange Service was established in 1941, standardizing post exchange organizations.1396 

 

In 1942, the Supreme Court ruled (in Standard Oil Company of California versus Johnson) that “[the 

fact that] the establishment of post exchanges has been in accordance with regulations rather than 

specific statutory directions does not alter their status, for authorized War Department regulations 
have the force of law. “Exchanges” are arms of the government...They are integral parts of the War 

Department, and partake of whatever immunities it may have under the constitution and federal 

statutes.” This ruling established the precedent that NAF activities are an integral part of the federal 
government with certain legal status and led to the name “nonappropriated fund instrumentality” to 

describe the legal fiscal entity. This legal status continues to be affirmed in case law and in rulings 
and opinions of the Comptroller General of the United States.  

 

In 1948, the Army Exchange Service was expanded to become the Army and Air Force Exchange 

Service.1397 Regulations evolved to allow the use of APF to fund a limited number of Exchange cost 

elements.1398 
 

Onboard ships, retail operations were once called “canteens,” a term thought to have been derived from 

“Via Quintana,” the Roman street where shops specially catering to soldiers were located.1399 In the early 

days of the Navy, common necessities were purchased by the paymaster for resale to the crew at the 

ship’s canteen. In the early 1800s, the functions of the canteen had gradually been usurped by 

bumboaters,” private merchants who rowed out into the harbor to peddle their wares to men on board 

Navy ships.1400 Sailors would place their money in a pail, lower it over the side and haul back their 

purchases, but frequently the merchandise was poor, overpriced, and of questionable origin.1401 

 

To address concerns with the bumboaters, the Congress established Ships Stores in 1909.1402 In 1923, 

Ships Service Stores were established by Navy regulations to provide services not offered by Ship Stores, 

such as laundry, shoe repair, tailors, barbers, and soda fountains.1403 These operations were supported by 

unofficial funds obtained by subscriptions among enlisted men and officers, or borrowed from other 

sources.1404  On April 1, 1946, the U. S. Navy Ship’s Store Office (NSSO) was created to provide 

efficient control over these services and to put the stores on a self-supporting basis. In 1950, Ships 

Service Stores became known as Navy Exchanges.1405  

 

The first Marine Corps exchange was established at Marine Barracks, Boston, Massachusetts, in 1897 by 

Theodore Roosevelt, then the Acting Secretary of the 

Navy.1406 The Marines opened their first overseas exchange in 1900 in the Philippines and were operating 

52 exchanges by 1950.1407 Exchange Marines have been routinely deployed to support combat units since 

the Vietnam war.1408 

 

 

 



Financial Summary 
In FY 2012, total exchange revenue (including merchandise sales and other revenues) across the Armed 

Forces was $13.4 billion, of which $13 billion paid operating costs and $320 million was provided to 

Morale Welfare and Recreation (MWR) programs.1409 

 

Table 20 provides a summary the generation and use of these nonappropriated funds (NAF). 

 

Exchanges are Non-Appropriated Fund Instrumentalities (NAFIs), covering most costs with the revenues 

collected from the sale of merchandise (94 percent of revenue), concession fees (2 percent of revenue), 

credit cards (2 percent of revenue), and other sources (1 percent of revenue).1411 Merchandise prices are 

set at levels that recover the cost of goods, cover operating expenses, and generate earnings.1412 Earnings 

are either invested back into the exchange system (e.g., modernization of facilities, improvements 

to patron services) or are paid as dividends to the MWR programs of the military Services.1413 

 

When setting prices, the exchanges must find an appropriate balance between providing patron savings, 

covering expenses, and contributing to MWR programs.1414 Per the Armed Services Exchange Policy 

(DoD Instruction 1330.09), “Merchandise and services sold through the Armed Services exchanges, 

whether by direct or concession sale, should be priced in a substantially uniform manner at the lowest 

practicable level consistent with the mission to provide authorized patrons with articles and services 

necessary for their health, comfort, and convenience. The creation of a supplemental source of funding for 

the military MWR program is to be considered a secondary mission when establishing prices.”1415 

Although each Military Department establishes their own policies and procedures for setting prices, they 

are directed to, “achieve maximum pricing commonality among the Armed Services exchanges.”1416 

 

For merchandise such as tobacco and distilled spirits, the Armed Services Exchange policy constrains the 

range of prices that may be set.  

 
Prices of tobacco products sold in military resale outlets in the United States,its territories and 

possessions, shall be no higher than the most competitive commercial price in the local community 

and no lower than 5 percent below the most competitive commercial price in the local community. 
Tobacco shall not be priced below the cost to the exchange. Prices of tobacco products sold in 

overseas military retail outlets shall be within the range of prices established for military retail system 

stores located in the United States.…Prices of distilled spirits sold in the United States and the 
District of Columbia may be discounted no more than 10 percent less than the best local shelf price in 

Alcohol Beverage Control (ABC) States and 5 percent less than the best local shelf price in non-ABC 

States….Distilled spirits sold outside the United States and the District of Columbia shall be priced 
within the range of prices established for Armed Services exchange stores located in the United States 

unless the same alcoholic beverages are sold locally for less. Those alcoholic beverages may be sold 
for 10 percent less than the best local shelf price.1417 

 

As a NAFI, the exchange systems and their sales are typically exempt from taxes paid by private-sector 

retailers. Most sales by exchanges are free of State and local sales taxes or value added tax (VAT).1418 

Significant exceptions include gasoline sales in the United States1419 and sales by concessionaires licensed 

by the exchanges.1420 Since most military exchanges are located on U.S. military reservations and 

operated as NAFIs, they do not pay rent, property taxes, or Federal income taxes.1421 Exchanges also 

receive appropriated funds, which can only be used to fund a limited number of cost elements. In FY 

2012, the exchanges of the Armed Forces expended approximately $512.5 million in APF, as summarized 

in Table 21. 

 

The largest category of APF spending in FY 2012 was second destination transportation (SDT). The 

$188.2 million paid for transportation of U.S. merchandise to overseas exchanges, supporting consistent 



pricing for domestic and overseas patrons.1423 Another $224.5 million in APF was used to provide 

exchange services to Service members deployed to the Middle East, including Operation ENDURING 

FREEDOM and U.S. Mission Iraq.1424 Finally, $99.8 million in APF1425 paid for other support services 

specifically authorized by DoD Instruction 1330.21, such as the costs associated with a limited number of 

active-duty personnel, human resources office assistance or administration, personnel travel, utilities, 

communications, equipment, equipment maintenance, supplies, utilities overseas, and other services.1426 


