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M. Chairman and panel nenbers, thank you for
this opportunity to update you on the Navy Moral e,
Wl fare, and Recreation (MAR) progranms. M/ conments
will focus on our custonmers, the Anmerican Sailors and
their famlies; our strategi c approach to inprove
progranms to support readi ness and retention; MAR
programinitiatives and recent acconplishnents;
enpl oyee issues; capitalization and the financial
status of our program

As all nenbers of the panel know, we ask a |ot of
our Sailors and their famlies. Arduous duty, |ong
depl oynents and separations place great demands on our
people. Life at sea is not a five-day pl easure cruise
to a popular tourist destination. W require Sailors
to undergo rigorous training in highly technical skil
areas and assign themto performat high |evels of
conpet ence for extended periods of tinme resulting in
significant nental, physical and enotional stress as a
way of life. The tenpo of Navy operations renains
high. Sailors routinely deploy for six-nonth periods



every two years and are at sea training and standing
wat ch for much of the tine between depl oynents.

Hi story has shown us that Sailors accept arduous
duty and personal sacrifice when they understand their
m ssion and feel that the Navy and country are behind
them This neans we nust be commtted to supporting
prograns that make life a little better for them and
their famlies. Navy MAR prograns, afloat and ashore,
are a significant synbol of the governnent's
wi |l lingness to honor its noral contract with our
Sailors to provide quality of |life support in return
for their sacrifice and service. The success with
whi ch we deliver MAR services is shown by our annual
surveys to be a significant consideration when Sailors
are wei ghing pros and cons in making their decision to
make the Navy a career. Shortly, we'll address the
data that supports this statenent, but let's begin
with a |look at sone informati on on the people MAR
serves.

CUSTOVER DEMOGRAPHI CS

The typical Sailor is a second class petty
of ficer (pay grade E-5), about 26 years old and has
been in the Navy nearly 8 years. He or she is likely
to be married (over 60 percent), has two children, a
before tax incone of about $35,000, and is assigned
afl oat or ashore to a ship or aircraft squadron in
Norfol k or San Diego. The average Sailor is away from
his or her famly over 50 percent of the tinme while on
Sea duty.

The | argest nunber of Sailors as a group are E-4s
and below. They represent about 44 percent of the
Navy (about 161,000 Sailors), have a rmuch | ower
incone, and are nore |likely than average to be single.
Most are assigned to duty aboard a ship or aircraft
squadron. They are | ooking for a set of prograns
tailored to their age, interests, and predom nately
single status. They are nuch |ike any young adul t
that you mght find on any col |l ege canpus.

Navy has invested many thousands of dollars in
their professional training. These first termSailors
are approachi ng the decision point when they nust
choose to enlist for a second termin the Navy.
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Clearly they are a group with age specific needs,
primarily single Sailors. Their retention decisions
and, in turn, the return on investnent to Navy for
their training will be heavily influenced by our
success in providing themquality |eisure tine
activities.

FOCUS ON THE CUSTOVER

Last year, | spoke to you about our nmjor effort
to create an MAR program cul ture and organi zati on that
was custoner-driven. Cearly, a fundanental principle
in that endeavor was the challenge of staying in tune
with the desires of our custoners. This is essential
if we are to focus our attention and resources on
those prograns that Sailors and their famlies
identify as nost inportant.

To nmeet this challenge, we frequently step back
to reaffirmthat our programdirection, content, and
delivery approach are providing our Sailors and their
famlies the nost responsive, efficient, and
i nnovative MAR support possible. W enploy a nunber
of approaches in doing the assessnent including
participation of our field program personnel, Sailors,
and the mlitary chain of command, and through on-site
visits to bases. In many program areas our customers
tell us we do well but, not surprisingly, we |earned
we could do better in a nunber of areas, which | wll
share with you

We neasure the pul se of our custoners through
bi enni al gl obal assessnents of our Sailors' needs,
preferences, and satisfaction levels. At the
installation | evel we supplenent this broader survey
t hrough | ocal, program specific, customer service
assessnents using a conputerized survey tool called
"Pul se Point" that provides quick turnaround and can
be done as often as needed.

The "1999 Navy-w de MAR Custoner Survey"
conducted by Navy Personnel Research and Devel opnent
Center, included a conparison with a simlar survey in
1997. Wile the results said we were doing a | ot of
things right, we also | earned where we can i nprove and
whi ch progranms our Sailors and fam|lies val ue nost.

Hi ghlights of the survey include:

- 3 -



Overall results indicated that respondents had
very positive perceptions of Navy MAR

30 percent of enlisted and 37 percent of
officers are influenced by the MAR benefit when
they decide to continue on active duty.

65 percent of both enlisted and officers cite
MAR as a contributor to their mlitary
r eadi ness.

85 percent of enlisted and 88 percent of
officers identify MAR as offering an
opportunity to have fun while serving on active
duty.

MAR prograns and facilities are generally

vi ewed positively but inprovenents are needed
in custonmer service and enpl oyee attitudes. In
addition, prograns need to be better nmarketed
and publici zed.

As in 1997, Information, Tickets, and Tours
(ITT) and fitness centers were the two nost
i nportant and nost used MAR facilities and
servi ces.

Quality ratings of MAR facilities, services,
and custoner service showed i ncreases over
1997.

More respondents in 1999, conpared to 1995 or
1997, were satisfied wwth MAR facilities/
services. They said they intended to keep
using MAR and said MAR inproves their Quality
of Life.

About two-thirds or nore of both enlisted and
officers agreed that MAR contributed to unit
out cones such as physical fitness, readiness,
unit cohesion, and stress reduction.

Satisfaction ratings for the specific program
eval uation sections were all very high.

H ghest use was found for gyms, sports and
fitness facilities, and I TT. Highest
satisfaction ratings were obtained for on-base
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novi e theaters, particularly cost, seating
avai lability, and custoner service itens.

In 1999, we nmade a great deal of progress in
expanding training to provide effective custoner
service skills to our enployees. Since we |ast net,
Navy MAR has trained over 160 facilitators to deliver
our professionally devel oped "Achi eving Extraordi nary
Custoner Relations” training program So far these
trai ners have provided training to over 3,800
enpl oyees this year and wthin the next year we hope
to conplete training for all of our enployees Navy-
wi de who interface with custoners.

Keepi ng our finger on the pulse of Sailors' needs
t hrough surveys and then training our enployees to
nmeet these needs is vital, but we are always | ooking
for new perspectives. To assist in this effort and
get closer to the needs in the field, we fornmed a Navy
MAR Director Advisory G oup, consisting of experienced
MAR directors fromaround the world. They have been
invaluable in bringing to our attention innovative
program i deas that can be exported to other field
activities. They have al so recomended program
delivery inprovenents such as encouraging a
nonappropriated fund (NAF) grant programto suppl enent
Single Sailor programevents. They have hel ped
identify opportunities to take advantage of the Navy's
nove toward regionalization. This, in turn, has
hel ped achi eve better use of avail able resources and
encour age regi onal approaches to service delivery to
reduce overhead expenses. This group has proven to be
a val uabl e soundi ng board in considering changes in
the content and delivery of MAR prograns.

The use of survey results and custonmer support
tools is reflected in Navy's revised MAR Master Pl an.
It lays out our road map for Navy MAR to reorient
program resources to those prograns that our custoners
define as nost inportant and nost used. Qur new
Master Plan establishes a requirenent to define or
refine netrics and standards for each of our program
areas. Qur goal is to ensure a Navy-w de capability
to measure programavailability and quality against a
uni form set of program standards regardl ess of where
our Sailors serve.



MAR VI SI ONS, M SSI ON, AND STRATEG C GOALS

The Navy MAR programvision is that "our Sailors
and their famlies wll have access to the very best
cust oner - f ocused MAR core program package wherever
they are stationed.” Qur approach to nmoving this
vision to reality is to enploy a master planning
process endorsed by the Secretary of the Navy and
consi stent wth expectations of the Departnent of
Def ense.

This year we conpl eted a reassessnent of our
Master Plan to determ ne whet her programmatic and
resource requirenents are optimally structured. This
assessnment was al so ai med at meking certain we provide
MAR service equity worldw de, particularly for those
progranms that our survey confirns are val ued nost by
Sailors and their famlies and, not coincidentally,
are also the greatest contributors to readi ness and
retention. These prograns are Fitness and Sports
Programs; Single Sailor Recreation Prograns;

I nformation, Tickets, and Tours; CQutdoor Recreation;
Chil d Devel opnment; and Youth programs. (CQur Category
C business activities, which are exclusively funded by
NAF except at overseas and renote bases, succeed or
fail based on their self-sufficiency. Thus, they were
not the primary focus of the Master Plan. | wll

di scuss Category C prograns later in this statenent.)

The MAR pl anning environment is characterized by
a goal to provide prograns and services that support
the unique culture of the "mlitary hometown. "
Because mlitary life, which includes forward
depl oynents and overseas and isol ated assignnents, is
uni que and i nposes speci al denmands and separations on
both service nmenbers and their famlies, our Sailors
deserve the best QoL prograns we can provide.

The constant challenge to retain our Sailors is
exacer bated by our surging high-tech econony, which
often offers nmuch higher salaries and a nore normnal
famly life. To conpete in this highly conpetitive
| abor market, we focus on encouraging retention
t hrough a strong conmtnent to i nprove the QoL of
Sailors and their famlies. The underlying prenmse is
t he experience-based assunption that both personal and
famly satisfaction with mlitary life are ngjor
determ ners of retention.



Wth this in mnd, our updated Master Pl an
focuses on two main goals. First, we are cormitted to
t he devel opnent of nore conprehensive standards for
spotlight prograns. Spotlight prograns are those
prograns that, as determned by Sailors, are the
greatest contributors to inproving the quality of life
of Sailors and their famlies. These prograns support
their determnation to stay in the Navy and keep them
physically and nentally prepared to carry out their
m ssi on.

The second focus of this plan addresses the
al l ocation of resources using program standards. In
pur sui ng standards, we believe MAR s program
obj ectives need to ensure Sailors are provided with
QL prograns in keeping wwth the sacrifices they are
asked to make and with the alternatives available in
the private sector. Due to the keen conpetition for
resources in the base operating support funding arena,
this Master Plan is realistic in that it focuses on
what Sailors tell us they want the nost. These
prograns also are the ones they identify as having the
greatest inpact on their personal readi ness and
retention deci sions.

Navy's MAR program and its Master Pl an bal ance
the needs of Sailors and their famlies with the needs
of Navy. They encourage delivery of quality,
af f ordabl e progranms through a funding partnership with
a fiscally constrai ned governnment and our i n-house
capability of generating nodest NAF resources.

MAR PROGRAM HI GHLI GHTS

Let's take a few mnutes to review what we are
doi ng and where we are headi ng programmatically.

Fi t ness and Sports

Navy's Fitness and Sports program enpl oys the
sl ogan "On Track to Excellence" to describe our
ongoi ng journey for excellence on a consistent basis.
Navy's MAR fitness programis continuing to inprove as
we follow the direction of the Chief of Naval
Operations in wrking to establish a "fitness culture”
in Navy. Exercise, fitness, wellness, and nutrition
all pronote an enriched quality of life and personal
wel | -being. Fitness is the human side of readi ness
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and it is Navy MAR s responsibility to furnish the
means by which Sailors can be fit wherever they may be
stati oned.

We continue to inprove the training of our
fitness activity staffs. This past year, Navy MAR
delivered Navy Fitness Instructor Course training to
165 personnel who joined the ranks of over 300
previously trained active duty and MAR staff. This
training provides the staff the proper know edge to
assist Sailors in devel oping tailored personal fitness
progranms in order to achieve fitness safely and to
ensure the nost up-to-date training nethods.

Afl oat Recreation

Provi di ng recreation and fitness prograns for
shi ps remai ns one of our highest priority progranms. A
wor kday at sea is long and hard. Providing Sailors a
brief respite to exercise or relax is a necessity.
This past year, we spent $2.6 nmillion to replace the
fitness equi pment worn out from heavy use by Sailors
and Marines. Qur Library Multinmedi a Resource Centers
(LMRCs) continue to be heavily used by our Sailors for
| ei sure activities. Through the LMRCs, our Sailors
are able to gain access to E-Mail and thereby maintain
contact with their famly and friends while at sea or
when depl oyed.

We plan to expand afl oat support by placing Fleet
recreation specialists on all aircraft carriers.
These trai ned MAR personnel will be responsible for
coordinating MAR activities for the crew of the
aircraft carrier and the battle group. W feel that
this will greatly enhance MAR aboard our ships and
battl e groups.

We are particularly pleased with the success we
had this year in inproving support to sea duty
Sailors. Wth your help and fundi ng support for
depl oyed forces, we addressed the needs and desires of
depl oyed forces in several inportant areas. W
provi ded organi zed tours in liberty ports and expanded
the capability to access the Internet for E-Mail. W
assisted Sailors in making phone calls honme during
depl oynments. We replaced worn fitness equi pnent and
expanded the w de screen novie programto provide this
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service to over 100 ships. W inproved access to
E-Mai|l at overseas ports and honeports of depl oyed
ships. To increase NAF available to ships' MAR
progranms, we elimnated all assessnents on ship store
profits for ships with crew sizes of 500 Sailors or

|l ess. W increased the NAF subsidy to small ships by
100 percent ($25 per Sailor per year to $50 per Sail or
per year). This increase in unit allocations was al so
passed on to Sailors ashore, such as recruiters who
don't have access to nmajor base MAR prograns.

Navy Li braries

Li brary funding in excess of $5 million in FY-99
al l owed significant inprovenents to shipboard Library
Mul timedi a Resource Centers (LMRCs) and the shore
library program Enphasis has been placed on
t echnol ogy noderni zati on and material upgrade and
refreshnment.

Over 500 pieces of equipnent including conputers,
scanners, servers, and printers were distributed to 96
shi ps. Thousands of CD ROM products, books, videos,
and other materials were distributed to all ships and
el ectroni c periodical subscriptions were provided to
211 ships. As this program continues, an additional
40 to 50 ships will receive LMRC equi pnent upgrades
and all ships will receive a variety of nmaterials to
update and i nprove their prograns.

Adequat e funding in FY-99 allowed for a
significant increase in shore library equi pnent and
mat eri al support and mai nt enance of the sane nunber of
libraries as last year. Over $1 million in hardware,
software and print and non-print materials were
provided to shore library progranms to assi st comrands
with neeting core library standards. FY-00 funding
wi |l provide additional support to shore library
progranms in support of our plan to expedite neeting
upgr aded standards and thereby bring the programup to
the | evel of service our custoners require.

Single Sail or Program

Since 44 percent of Navy's popul ation consists of
first termSailors, we created the Single Sailor
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Programto focus our efforts on that segnent of our
custoner base. W believe that the extra step in
taking care of these Sailors during their first term
is not only inportant and contributes to retention,

but is also a major reason MAR prograns exist. The
Single Sailor Program provides healthy quality of life
alternatives for our young Sailors. Although many of
our core MAR prograns serve the Single Sailor, our
Single Sailor Centers and "Liberty Progranm act as the
focal point to tailor these prograns for all our young
men and wonmen. Qur centers provide a "living roonf

at nosphere where Sailors can gather to play video
ganmes, watch TV, sign up for organi zed outings, View
novies, surf the Internet, wite letters honme, or just
read. The majority of these Single Sail or prograns
are free of charge and all progranms degl anori ze

t obacco and al cohol use.

Navy Motion Pictures

Anericans | ove going to the novies and so do our
Sailors. The only difference is we bring the novies
to our Sailors. Myvies are distributed to Sailors on
shi ps and bases on 8nm vi deot ape and to our | arger
bases on 35mm format. W continue to bring back the
| arge screen atnosphere or "novie call”™ to our ships
with our Cinema at Sea Initiative (CASI), which is now
avai l abl e on 104 ships. For those snmaller ships that
cannot accommobdat e these | arge screens, we are
providing the latest in large flat screen display
technol ogy to enhance their novie experience. By the
end of this year, about 70 percent of the ships in the
Navy wi |l have access to either a CASI or flat screen
system

Qur First Run Overseas Theater (FROST) program
provi des sel ected new novie releases to our Sailors
overseas within two weeks of commercial stateside
release. Wth the cooperation of the novie industry,
this has proven to be one of the nobst successful
prograns in our effort to bring a "piece of Anmerica"
to those stationed overseas. W are also including
"video theaters” in many of our Single Sailor centers.
These video theaters incorporate our |arge screen
C nema at Sea equi pnment with surround sound equi pnent
and theater-style seating to create the "novie
experience" in a conveni ent conpact space.
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Quick Hitter/ WOW Proj ects

This year, we nmade a concerted effort to
undertake a series of |ow cost, high inpact actions to
i mprove MAR services for Sailors Navy-wi de and to
address specific groups of Sailors and geographic
areas where special attention was needed. The
followi ng highlights the success we have achieved this
year .

Navy MAR has inplenented a strategy to dedicate
funds to | ow cost (under $500,000) "quick hitter" or
"WOW projects that can be conpleted in 6 to 12 nonths
and will benefit a significant nunber of Sailors by
expandi ng program support or correcting serious
program deficiencies. These projects are inplenented
in circunstances where we can nmake ngj or i nprovenents
qui ckly to support Sailors with m nor construction or
equi pnent projects. In FY-99, we funded 14 projects
to address requirenents for inproved fitness and
Single Sailor equipnent and facilities at a cost of
$3.1 mllion. These projects will benefit 40,000
Sailors. Sonme of the sites included Jebel Ali in
Dubai; Gaeta, Italy; Newport, Rhode Island; Earle, New
Jersey; and Qulfport, Mssissippi. Oher program
i mprovenent efforts include an upgrade of the theater
at Naval Station (NAVSTA) Brenerton that was
acconplished in 45 days; an MAR custoner service
center at the National Naval Medical Center in
Bet hesda conpleted in 60 days; and the repl acenment of
a gymfloor at Submarine Base, New London. For FY-00,
MAR has identified 22 simlar additional snal
projects at 18 installations at a projected total cost
of $4.3 million, which are expected to benefit 50, 000
Sai l ors.

Qut door Recreation

Navy's Qutdoor Recreation Programis designed to
introduce Sailors and their famlies to outdoor
recreation skills that will last a lifetinme and
provi de them opportunities to participate. Interest
in these outdoor recreation activities, especially
t hose "human powered” and "hi gh adventure" activities,
continues to grow. A recent survey by the Qutdoor
Recreation Coalition of America (ORCA) found that over
94 percent of Americans over the age of 16 engage in
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human- power ed outdoor recreation activities (e.g.,
backpacki ng, canpi ng, canoei ng, hiking, rafting, rock
clinmbing, snowshoeing, etc.). Qur recent MAR survey
showed that our custoners also rate these activities
of high inmportance. Additionally, the teens at a Navy
Teen Summit held | ast July expressed great interest in
participating in these outdoor and "extrene" sports.
Navy MAR has responded by creating a prototype
professionally staffed regi onal Qutdoor Adventure
Center in the Norfol k region and has plans to export
this new Navy MAR vi sion for outdoor recreation Navy-
wide. While in the early inplenentation stage, it is
al ready extrenely popul ar.

| nformation, Tickets, and Tours

The goal of our Navy Information, Tickets, and
Tours (ITT) programis to provide mlitary personnel,
their famlies and other eligible patrons with
econom cal, convenient, and demand based travel -
rel ated services. These include |odging reservations,
tickets to attractions, as well as tickets to
concerts, live theatre, and novies. The program al so
i ncludes group tours for individuals, mlitary units,
and affinity groups. 1In the 1999 Navy MAR Cust omer
Survey, Sailors ranked the ITT program as the nunber
one requested program W continue to nmake
i nprovenents in this programto deliver to the Sail or
what he or she wants. Qur highly successful
Recreation Ticket Vehicle (RTV) program which uses
brightly decorated step-vans to take tickets and tour
reservations right down to the piers, began in Norfolk
and has now spread to San Diego. Further expansion is
wel | underway at the other Fleet concentration
centers. The high level of participation in this
i nnovative programis testinony to its enthusiastic
acceptance by our Sailors. For exanple, the RTV in
Nor fol k has doubled the ITT business for MAR and
i ncreased usage in many ot her MAR prograns.

Yout h

Navy's youth progranms are an inportant part of
our effort to create a "mlitary hometown" conmmunity.
These prograns are evolving from providing "just
recreation"” to offering conprehensive youth
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devel opnent prograns for children 6 to 18 years of
age. Navy is working to inplenent the Departnent of
Def ense Strategic Youth Action Plan, which was
announced in May of 1999. The focus of Navy's Youth
Programis to address the nany chal |l enges of being a
mlitary youth--the deploynents of parents, the many
rel ocations, the stereotype of being a mlitary
"brat," the need for safety and security, and ot her
yout h concerns.

Several inprovenents are already underway. Navy
MAR invited seven Navy teens and Youth Directors to
participate in a Navy Teen Sunmt at our headquarters
in MIlington, Tennessee this sumrer. The purpose of
the summt was to identify teen issues, give the teens
a voice in the program devel opnent, and work toward
devel opi ng a nore conprehensi ve Navy Teen Program
The teens identified and prioritized their five top
i ssues and positive programideas and presented them
in a brief to Navy | eadership. This forumwas very
productive and we plan on holding a foll owon Navy
Teen Summit next July just prior to the DoD bienni al
Teen Summ t.

A big challenge is keeping teens in contact with
parents who are depl oyed; therefore, we are using sone
of the funds provided for depl oynent support to
repl ace outdated conputers and provide Internet access
at all youth centers. W are continuing our
partnership with the Boys and Grls Cub of Anmerica
and now have 26 installations, about 33 percent,
affiliated. W hope to have 100 percent affiliation
by 2002. This partnership gives our youth center
staff access to excellent training opportunities,
assessnment tools and programmaterials with a focus on
teens. W continue to inprove our youth facilities.
The Fiscal Years 1999 and 2000 NAF construction
progranms (representing a $16 million investnent)
contain six youth center projects that are either
under construction or in design.

Chi | d Devel opnent Program

As many of our Sailors are married with young
children, providing quality, affordable, and
convenient child care remains a challenge. W
continued our progress in increasing child care
capacity to achieve the DoD goal of providing spaces
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for 65 percent of the potential need. This year we
nmet 56 percent of the space requirenents and are on
plan to achi eve the schedul ed goal of 65 percent by
FY-03.

The General Accounting Ofice (GAO recently
conpared the costs of child care between mlitary (Ar
Force) child care centers and conparable civilian
child care centers. The GAO concluded that when
adjusted for the age of children (mlitary centers
care for younger children, which cost nore to care
for), the cost to operate mlitary child care centers
i s about seven percent higher than the cost of
civilian centers. The major factor affecting the
overall cost was the caregi ver conpensation rate,
whi ch was about a dollar nore per hour in mlitary
centers.

Navy realizes that caring for younger children in
centers is costly. It will be | ess expensive,
however, to increase child care availability by
focusi ng on expanding in-home Famly Child Care (FCC).
FCC is the nost economical way to provide quality care
that is affordable to parents and cost effective to
Navy. It is particularly effective for infants and
pre-toddlers and for Sailors requiring after hours
child care

A critical factor is the willingness of mlitary
spouses to be Famly Child Care providers. 1|In an
effort to nake Family Child Care nore attractive to
parents and providers, Navy is continuing to expand
the use of subsidies (direct cash paynents to Famly
Child Care providers). The subsidy is designed to
make parent fees for Famly Child Care conparable to
the fees at on-base child devel opnent centers. By
maki ng on-base center fees and Famly Child Care fees
conpar abl e, parents may choose Famly Child Care
because cost is not a factor.

We al so contracted with a professional marketing
firmto address the parent's preference for center-
based care and for recomrendations for marketing
Famly Child Care. A key finding in this quantitative
and qualitative research was that once parents use
Fam |y Child Care, they are equally satisfied with the
care as that provided in centers. The research al so
addressed actions required to inprove both perception
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and reality in several areas of custoner satisfaction
including Famly Child Care reliability, safety,

devel opnent al progranms, and overall professional

i mge. A Program Enhancenent Team conprised of Child
Devel opnent Program Administrators, Famly Child Care
Directors, and Headquarters personnel is working to
find solutions to these challenges. |In addition, the
Mlitary Hone Accreditation (IMHA) Program was

i npl enmented in FY-99 in cooperation with the U S
Arny. This programw |l increase the professionalism
of Navy's Famly Child Care.

Navy continues to focus on efficient child care
operations w thout conpromi sing quality. On
28 Decenber 1999, the Deputy Under Secretary of the
Navy notified OSD that the Departnent of the Navy
intends to use strategic sourcing, or functionality
assessnments, to streamine child devel opnment prograns
and has exenpted child care fromfurther A-76 studies.
Most Efficient Oganizations (MEO wll still be
requi red using best practices identified within Navy,
ot her Services, and industry to achieve efficiencies.
This process al so recogni zes that over 50 percent of
child devel opnment enpl oyees are mlitary spouses who
formthe backbone of our quality services.

Busi ness Activities

Navy MAR busi ness activities (Category C) are
intended to satisfy custoners' needs and at the sane
time maintain sound financial operations. W are
acconplishing these ains by providing quality products
and services at reasonable prices. MAR business
activities remain an inportant conponent of our
overall MAR effort to provide a w de range of services
t hat support the unique culture of the Navy. MR
prograns and services offer Sailors and famly nmenbers
opportunities for relaxation, rest, and revitalization
essential to stress managenent in today's busy and
demandi ng Navy. MAR busi ness operations such as
bow i ng centers; marinas; canpgrounds; food, beverage,
and entertai nment activities; and golf courses
contribute to Navy's readiness mssion. W helpto
enhance readi ness by hel ping Sail ors unw nd,
soci alize, and formfriendships, acquire or inprove
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lifetime leisure skills, and inprove self-esteem al
in an environment conducive to a healthy lifestyle.

MAR Cat egory C prograns nust, wherever possible,
operate on a better than self-sufficient basis. Not
only do these prograns provide very inportant quality
of life service, but they nust also provide a neans to
generate NAF. These funds then suppl enent
appropriated funds (APF) for our Single Sailor and
Communi ty Support prograns which have m ni mal revenue
generating potential. Although not always possible,
our goal is to operate our business activities so they
achieve at | east an overall five percent profit. MR
Category C activities produced about $251.6 mllion in
revenue in 1999 and had a before depreciation profit

of over $39.6 mllion. Revenues are stable and in
fact, we are beginning to see revenues clinb again now
t hat downsi zing of the force has been achieved. 1In

summary, Category C prograns are doing well even

t hough our custoner base reflects the gradual
downsi zi ng of the Navy from over 380,000 active duty
personnel in 1998 to about 372,000 in 1999.

Qur solid financial results attest to the high
| evel of participation and to the value these MAR
prograns represent to Sailors and their famlies. For
exanple, this year we served over 19 mllion neals at
our MAR food and beverage facilities. There were
alnmost 5 mllion lines of bowing at our 78 Navy
bow ing centers. Additionally, 1.7 mllion rounds of
golf were played (nostly by active-duty and retired
enlisted personnel) at 39 Navy golf courses. Finally,
our 615 cabins, cottages and hotel roons together
provi ded over 179,500 occupi ed nights or al nost an 80
per cent occupancy rate.

Qur focus this year continues to be on inproving
our solid financial performance and reinvesting in our
facility base. Notable achievenents in upgradi ng our
Category C programfacility infrastructure were
realized in FY-99 as a nunber of significant projects
in our major construction plan were conpl eted. These
i nclude recreation vehicle parks at CGul fport,

M ssi ssi ppi and Jacksonville, Florida. Golf course

i nprovenents were nmade at Naval Air Station (NAS)

Pat uxent River, Mryland; Naval Support Activity
(NSA), Md-South, MIIlington, Tennessee; and Naval Air
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Warfare Center Wapons Division, China Lake,
California. These construction projects include car
washes at Naval Shipyard, Norfol k; NAVSTA Pear

Har bor; and NAS Poi nt Mugu, California; and cabi ns at
Sugar Grove, West Virginia. Your support of our FY-00
and FY-01 NAF construction prograns will permt us to
continue this progress in making our physical plant
and the services provided nore attractive to the
mlitary community.

We view FY-00 optimstically. W continue to
refine our program standards and inprove custoner
service and programquality in our business
operations. In the past few years, we have
established financial standards and operating
benchmarks for golf, bow ing, and marina prograns.

Now, as a part of our custoner service initiative, we
are devel opi ng operational and custoner service
standards for our "quick service" food operations and
for golf and bowing prograns. W are al so devel oping
a certification process for clubs, golf, bowing, and
marina activities. This certification will ensure MAR
Category C prograns are conparable in quality to a
private sector conpetitor. Qur aimis to earn the
Sailor's trust and be his or her first choice when
deciding on their leisure tinme pursuits.

MAR food and beverage operations continue to be
upgraded and nodified to respond to our custoner's
desire for access to brand nane food and beverage
operations. So far, Navy has opened 40 brand nane
operations inside MAR facilities including bowing
centers, golf courses, and club facilities. Froma
busi ness perspective, this approach inproves sales,
profitability, and product consistency and quality.
Al of this equates to greater customer satisfaction.
Where it nakes good busi ness sense, we continue to
share space with the Navy Exchange to inprove our food
service to our customers. For instance, we' ve signed
a menorandum of understanding with the Navy Exchange
to place contracted national name brand fast food
operations |like MDonal d' s, Subway, and Burger King
i nside club operations at NAVSTA Pear| Harbor;

NAS Pensacol a; and Naval Submarine Base ( SUBASE)
Bangor. Additionally, we are working with the
Exchange to introduce national brand restaurants into
MAR activities using licensing agreenents where the
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staff are Navy MAR enpl oyees. W hope to have Pizza
Hut open as a license operation at the new recreation
center at Naval Wapons Station Charleston this
spring.

MAR activities are in a unique position to help
ease the burden of serving in today's Navy. One way
we can denonstrate to first-term Sail ors that soneone
cares about their well-being is by providing
recreation opportunities that they may otherw se m ss
while serving in the Navy. An exanple is bringing
live entertai nment and concerts featuring today's top
performers to wherever Sailors are |located. |n annual
MAR surveys of Navy personnel, "attending concerts”
ranked as one of the top preferred leisure activities
of Sailors. 1|In response, we created Navy Concert
Series. The series, called "Rock the Boat," runs from
May through Septenber and is held at Fleet
concentration areas. |In 1999, concerts were conducted
at NAVSTA San Di ego; Navy Anphi bi ous Base, Little
Creek; NAS Jacksonville; NAS Pensacol a; and Naval
Training Center, Great Lakes. Eight are schedul ed for
this year. As an outgrowmh of the "Rock the Boat"
series, we sponsored a 1999 Goo Goo Dol ls Navy Europe
Hol i day Tour. The tour nade stops at NAVSTA Rot a,

NAS Si gonella, NSA Naples, Bosnia theatre of
operations, and USS JOHN F KENNEDY (CV 67). The shows
were well received and attended by thousands of
Sailors. Conmmanders noted the inprovenent in norale
as a result of these shows, particularly in USS JOHN F
KENNEDY (CV 67). These concerts have the added
benefit of denmonstrating to Sailors that Navy cares
about their interests.

The Navy culture demands that we take care of
fellow Sailors. One way is our Designated Driver
Program W continue to benefit fromour contract
with the Anerican Hotel & Mbtel Association's
Educational Institute to devel op an al cohol server
intervention program The training program which is
an annual requirenment for all MAR enpl oyees who serve
al cohol i ¢ beverages, educates enpl oyees about the | aws
governi ng al cohol service, procedures for checking
identification, the effects of alcohol in the body,
how t o di scourage overconsunption, and finally how to
intervene if overconsunption occurs. Additionally,
each holiday season, we reenergi ze our Designated

- 18 -



Driver Program by providing a designated driver poster
t hat di scourages driving and drinking and encour ages
the use of a designated driver.

Qur Category C operations are financially strong,
and working to inprove quality and custoner service.
They are highly patronized by Sailors and their
famlies and are being recapitalized on a programred
basis. W believe these prograns are inportant to
Sailors and their famlies and to Navy. Business
activities are essential to our efforts to provide our
Sailors with the sane quality of life they are pl edged
to def end.

FI NANCI AL _STATUS

Wth the support of this panel, Navy has
acconplished nmuch in the |ast several years to achieve
a better bal ance between APF and NAF support for MAR
progranms. Sufficient funds are now progranmed to
cover authorized expenses for current programlevels
for our Mssion Essential (Category A) and Conmunity
Support (Category B) prograns.

Total MAR program scope in FY-99 was $794. 2
mllion consisting of $361.2 million in APF (45.5
percent), $392.5 million in self-generated NAF
revenues (49.4 percent), and $40.5 nmillion in exchange
di vi dends.

Navy supported MAR with $969 per Sailor in total
APF support in FY-99, and is budgeting $1,061 in FY-00
(tncluding child care). By conparison, NAF revenue
per Sailor was $1, 175 per year. NAF revenue
represents the fees and charges our patrons pay to use
communi ty support and business activity services.

As it is for the Navy in general, the shortage of
APF to cover nmai ntenance and repair of m ssion essential
(Category A) and conmmunity support (Category B) prograns
at our bases continues to be a concern. W don't
bel i eve Sail or NAF shoul d ever be used to cover APF
deficiencies for maintenance of real property (MRP) or
ot her base operating costs. This has beconme a grow ng
dil emma for base commandi ng officers as they struggle to
meet grow ng operational commtnents with fewer
resources. |In FY-99, we were successful in executing 94
percent of the funds appropriated for MAR, which
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anounted to $361.2 mllion. In FY-00, we are programed
to receive $394 nmillion for direct and indirect support
of MAR and Child Care progranms. Looking ahead, if we
execute what is progranmmed, we will attain the m ninmum
OSD APF support netrics throughout the Five Years
Defense Pl an. APF support, as now programmed, is
essentially level with increases for inflation.

We anticipate additional funds will be required
in future years to fund increases in Fitness and Youth
progranms to support an enhanced "fitness culture” in
the Navy and to achi eve conpliance with Departnent of
Def ense goal s ai nmed at upgradi ng these vital prograns
to achi eve higher standards and broadened program
of feri ngs.

NAF operations continue to be strong. Qur
systemw de NAF financial results included revenue of
$392.5 million and a net profit (funds for |ocal
capitalization) of about $2 million as reported in our
DoD Instruction 7000.12 report format. CQur nmjor
objective is not to maximze profits, but rather to
earn sufficient funds, which, when coupled with
depreci ati on cash flow and Exchange dividends, w ||
provi de for periodic replacenent and renovation of
facilities. O fering our prograns and services to
Sailors and their famlies at the |east cost is
paranmount. Conceptually, Sailors are the stockhol ders
in the Navy MAR NAF program Their dividend is not a
nonet ary paynment, as mght be expected in the private
sector. Their dividend is provided in the form of
prices, which are | ower than equival ent conmerci al
services, and the use of facilities that are
attractive and cl ean.

Navy MAR NAF cash position is managed to neet
financial standards and to avoid building up excessive
cash. Cash bal ances are declining consistent wth our
financial strategy to put avail able cash to work to
recapitalize the MAR NAF facility base.

On arelated note, the financial efficiency of
our NAF systemis benefiting from Navy's decision to
regi onal i ze support services, including MAR in our
Fl eet concentration areas. |In the past, a region such
as Norfol k woul d have a nunber of separate bases, each
with a separate MAR program and correspondi ng NAF
financial operation. This resulted in sone bases
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havi ng nore robust MAR operations or a greater anount
of Exchange profits, thereby offering a broader range
of MAR prograns and services. Conversely, other bases
with | ess NAF i ncone could only offer bare bones
prograns for Sailors and their famlies. Under

regi onalization, the funds are being consolidated and
the needs of all Sailors in a region are being
addressed on a nore uniformbasis. This not only
hel ps support our goal of providing equity of access
to progranms but al so gives regional commanders the
ability to apply funds avail able for capital spending
to address the nost urgent requirenents viewed froma
regi on-w de perspecti ve.

CAPI TALI ZATI ON

The Navy MAR NAF capitalization programis driven
by four primary objectives. First, we are commtted
to recapitalize our MAR programinfrastructure to
i mprove the quality of our aged facility base through
renovation or replacenent. The support of Congress in
i ncreasing APF to cover the costs of operations in our
Category A and B prograns has reduced our dependence
on NAF. This has nmade possi ble a major construction
program of over $20 million a year and permtted us to
dedi cate over $35 million for locally executed
equi pnent replacenent and facility renovations per
year.

Second, capital investnent choices reflect our
commtnment to the objective of providing equity of
avai lability worldw de to those "spotlight" prograns
and business activities which are nost popul ar for
Sailors and their famlies.

Third, we have enjoyed success in pursuing new
approaches to construction, which reduced the average
time fromproject approval to beneficial occupancy to
two years or |ess.

Fourth, we | ook for business opportunities that
will provide new facilities to broaden program scope
and i ncrease NAF revenue. This especially hel ps bases
whose current MAR prograns are insufficient in scope,
in part due to an inadequate capability to generate
NAF. A profitable business opportunity also is
essential to provide subsidized non-busi ness services
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such as Single Sailor prograns and community events in
our "MIlitary Honmetowns."

This year we expect to again present to your
panel a NAF maj or construction program of
approximately $20 million. W anticipate this
construction programw ||l consist of projects of the
foll ow ng types--recreational vehicle parks and
canpgrounds, golf facilities, youth centers, marinas
and auto hobby shops. Al projects are endorsed by
the Fl eet commanders and supported by third-party
commerci al validation of custoner demand, design size,
efficiency, and economc viability.

In response to inquiries from MAR Panel nenbers,
| want to update you on the status of our Public
Private Venture program Navy has recently issued
gui dance for MAR Public Private Ventures that could
offer an additional tool to help our capitalization
efforts. W have devel oped a list of potenti al
projects and are exploring ways to pursue this
approach nost effectively. Hopefully, by the tinme we
meet again next year, we will be able to report to you
on even nore success stories.

NAVY MAR EMPLOYEES

MAR program delivery is a service function that
is nost effective in delivering quality support to
Sailors when it is done by enpl oyees who are
energetic, well-trained, and inbued with a strong
custonmer comm tnent and people skills.

Through our custoner service training program we
hope to bring their skills and commtnent to a higher
| evel of custoner service and programquality
standards. Genuine progress in making this culture
change pernmanent neans we nust recogni ze that with the
added responsibility they should expect to realize
greater personal reward and recognition.

The new DoD Health Plan is nore costly to MAR and
to our enployees and we are still working out the
ki nks in executing such a |large program Qur biggest
concern remains the long termcost inpact on us and
t he Navy Exchange for the addition of the post-65
retirement health benefit. W wll keep the panel



informed as we gain additional experience under this
new pl an.

This year we inproved our enployee NAF 401K pl an
by increasing the maxi num enpl oyer match of
contributions fromtwo percent of salary to three
percent in preparation for restructuring of the
defined benefit pension plan.

As reported | ast year, we are looking to
restructure the MAR NAF defined benefit pension plan
to enhance enpl oyee retirenent benefits, sinplify the
pl an, and provi de enpl oyees and retirees additional
benefits froma | arge excess of funds that have
accurul ated over tine. This initiative will guarantee
their annuity and also return to plan participants a
refund equal to their contributions. Likew se, we
hope to give back to Sailors, who have basically
provi ded matching funds to this plan, a portion of
their contributions in the formof an accel erated
facilities program and resystenm zed MAR managenent
i nformati on and accounting systemto reduce operating
expenses and increase funds for programdelivery over
the years. Consistent with MAR Panel direction in the
House Armed Services report on the Fiscal Year Defense
Aut hori zation Bill, we will certainly brief both House
and Senate Committees on the proposal before any
action is taken.

NAF enpl oynment is a retention contributor and
al so a significant benefit to many of our active-duty
spouses and fam |y nenbers. Approximtely 30 percent
of the 13,000 Navy MAR NAF enpl oyees are mlitary
famly menbers. They are our custoners, as well as
our enpl oyees, and have an intrinsic understandi ng of
our customers' needs. Fam |y nmenbers provide us with
an experienced workforce as they nove frombase to
base with their active-duty nenber. W can be an
attractive enploynment option, if only part-tine, by
of fering enploynment close to hone. Also, there is a
mul tiplier effect when a NAF paycheck suppl enents the
famly inconme, thereby inproving famly quality of
life opportunities.

CONCLUSI ON

| am pl eased to report that we are maki ng great
progress in inplenmenting innovative MAR prograns in
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response to what our Sailors tell us they want. W
have i nproved support for afloat Sailors and
concentrated our focus on those prograns which we call
"spotlight prograns” that are in greatest demand and
enhance Sailors' readiness and retention. Qur
custoner service program revised Master Plan
supported with inproved netrics and standards, and our
enphasi s on high inpact, |ow cost projects to inprove
program support to Sailors are supporting our goal of
focusi ng program enphasis on Sailor driven prograns
and servi ces.

Navy has progranmed sufficient funds for steady
state MAR operations. The MAR NAF financial condition
is healthy. Likew se, the NAF construction programis
bei ng executed at our targeted reinvestnent |evel.
Child care prograns are resourced to achieve the DoD
goal of neeting 65 percent of potential need by FY-03.

W have adapted to the change associated with a
DoD NAF uniform health program and | ook to i nprove the
NAF retirenment package for our enployees. These are
exciting times in MAR because we are steadily
i mproving our prograns. Qur Sailors tell us MR is
maki ng a positive difference in their lives and those
of their famlies. Most inportantly, our Sailors tel
us that MAR prograns directly affect their decision to
remai n on active duty.

In addition to Chairman McHugh, we woul d
especially like to thank Congressnmen Bateman and
Pickett for their strong support of MAR prograns
during their many years on this Panel. W would not
be where we are today in providing MAR support to our
Sailors without their |ongstanding commtnent to
mlitary nenbers and their famlies.

| ndeed, for all who serve as nenbers of this
panel, | would like to thank you for your ongoing
support and | eadership. You have provided the inpetus
and direction we need to resource our prograns
properly and sustain a strong MAR and child care
program base. MAR prograns enhance quality of life,
retention, and readi ness for those wonderful Sailors
who serve our country w th consistent excellence, and
who willingly accept the sacrifices demanded of them
| ook forward to our continued cooperative
partnership as we work to sustain and inprove the
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quality of life of Sailors, their famlies, and our
MAR enpl oyees.
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