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Military associations
and the resale industry
that supplies groceries to
base commissaries are
sounding alarms over a
provision in the Senate’s
fiscal 2017 defense autho-
rization bill that would
direct the Department of
Defense to privatize up to
five of its 240 base gro-
cery stores for two years to
assess whether a commer-
cial grocer can run the
entire system.
Sen. John McCain (R-

Ariz.), chairman of the
Senate Armed Services
Committee, is behind the
initiative. After years of
debate, he wants to learn
whether a supermarket
chain can operate base
grocery stores so efficient-
ly as to generate profits

and still deliver robust
savings to shoppers, saving
taxpayers more than $1
billion annually, a commit-
tee source explained.
McCain reportedly is

encouraged by conversa-
tions Defense officials
have had with major gro-
cery store chains that
believe privatization is
feasible beyond “cherry
picking” only the busiest
stateside commissaries.
One or more of these
retailers are said to be
interested in testing if they
can provide the military
with a full spectrum of its
grocery needs including
operating stores overseas
and at remote stateside
locations.
The Senate committee’s

defense bill would require
that within 180 days of
enactment DoD begin a
privatization pilot at not
more than five commissar-

ies to assess “the feasi-
bility and advisability” of
privatizing the entire sys-
tem.
Associations repre-

senting millions of com-
missary shoppers have
joined with manufacturers
and suppliers of store
goods to try to stop the
pilot. Their vehicle is a
floor amendment from
Sens. Jim Inhofe (R-Okla.)
and Barbara Mikulski
(D-Md.), backed by 29
colleagues, that would
delay any test until the
U.S. Comptroller General
delivers a report on priv-
atization, which Congress
ordered last year, and
until lawmakers and De-
fense officials have time to
study its findings. The
report is expected within
weeks.
McCain, however, be-

lieves that only by privatiz-
ing some stores can the

concept be truly proven or
disproved.
Inhofe and Mikulski will

argue for a delay during
full Senate consideration
of the bill when Congress
returns from its Memorial
Day recess. They are
backed by the 40-organi-
zation coalition of military
associations and veteran
groups organized by the
American Logistics Associ-
ation, which represents
manufacturers, vendors
and distributors of com-
missary products.
Defenders of the shop-

ping benefit succeeded in
defeating the Senate com-
mittee’s call last year for
DoD to plan for privatiza-
tion. This year both the
House-passed defense bill
and the Senate commit-
tee’s own bill endorses
sweeping new authorities
for the Defense Commis-
sary Agency (DeCA) to
modernize store oper-
ations including by mov-
ing to variable pricing and
by offering patrons, for the
first time, DeCA labeled
brands.
The theory to begin

these reforms is that the
commissary system, with-
out the help of commercial
retailers, can reduce the

$1.3 billion annual subsidy
while preserving patron
savings, estimated by
DeCA to average 30 per-
cent off commercial
prices. A consulting group
that studied commissaries
used a smaller sample of
goods to make price com-
parisons but estimated
savings at only 17 percent.
Variable pricing would

allow DeCA to rely on
market conditions and
customer demand to set
prices. Currently prices
must reflect the actual
cost of goods sold with a 5
percent surcharge added.
Private label branding
would allow DeCA to offer
products at lower prices
but also higher markups.
Inhofe and Mikulski will

argue that it makes no
sense to launch these
reforms while also voting
to test privatization and
without benefit of know-
ing what analysts for the
U.S. Comptroller General
conclude in their report.
A coalition “white pap-

er” also notes that De-
fense officials previously
concluded no commercial
grocers were interested in
privatization given the
number of commissaries
that small, remote or

based overseas, which
would be a drain on any
potential profits. Another
consideration is the effect
on families if a commer-
cial grocery does not offer
the same jobs or provide
the wages and benefits as
DeCA offers its 15,000
employees.
On May 27 the Defense

Department published a
Request for Information
from commercial grocers
interested in such a test.
By July 15, they are to
provide answers to ques-
tions including their ability
to perform all DeCA tasks;
what other businesses they
might need to partner
with; how they would
operate in a military envi-
ronment; whether they
would require a govern-
ment subsidy; percentage
savings they would offer
shoppers, and innovative
approaches they might
take to deliver the benefit
such as smaller store-
fronts, online shopping or
door-to-door delivery.

Send comments to Military
Update, P.O. Box 231111,
Centreville, VA, 20120,
email milupdate@aol.com
or twitter: Tom Philpott
@Military_Update
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Commissary guardians
resist privatization
BY TOM PHILPOTT
Military Update

Among many threats to
their financial security,
retirees have two primary
risks — long life and in-
vestment market down-
turns. These risks are
known but tough to navi-
gate with confidence. The
most prominent concern I
hear from people starting
retirement is fear of run-
ning out of money, even if
they have substantial fi-
nancial resources. It can
be scary not to know how
much lifetime spending
you’ll need to cover, or to
what extent investment
markets will be in your
favor.
This is not a new phe-

nomenon. Over the past
20 years research has
sought to provide a guide
for how long investment
assets can be expected to
last. Unfortunately, well-
intentioned modeling of
scenarios is often flawed
when applied to personal
circumstances. In some
cases, these guidelines
steer people toward a
lesser living standard than
they actually can afford.
A common rule for ad-

dressing life longevity and
investment risk suggests
that the average retiree
can spend up to 4 percent
of invested savings each
year (adjusting the with-
drawal for inflation an-
nually) and likely not run
out of money over a 30-
year retirement. But the 4
percent rule comes from
the lab not reality.
The 4 percent research

is meant to identify a sus-
tainable withdrawal rate
that would work even if
investment performance is
worse than average over a
30-year retirement hori-
zon. And it has typically
used a balanced portfolio

of 60 percent stocks and
40 percent bonds to deter-
mine investment returns.
The problem with this
research is too much pre-
cision. Financial planning
and investment perform-
ance are — even at best —
imprecise and variable.
When you become more

sophisticated about a per-
sonalized financial plan,
rules of thumb like 4 per-
cent withdrawal rates
don’t fit uniformly with
everyone. Few people
spend in consistent pat-
terns year after year. They
might buy a vehicle every
several years, mix in a
more expensive vacation
from time to time, have a
medical event, or one of
many other expenses that
distort their average
spending.
The 4 percent guideline

also can lead to signif-
icantly different outcomes
depending on the char-
acter of the accounts being
withdrawn from. If your
retirement income with-
drawals come from a tax-
deferred account such as a
401(k) or IRA, they will be
much lower after-tax than
withdrawals from a Roth
IRA (generally tax-free) or
a brokerage account sub-
ject to capital gains taxes
instead of ordinary income
taxes. If you take 4 per-
cent withdrawals from a
conservative portfolio
(especially at today’s low
interest rates on bonds),
the likelihood of success
will be lower than 4 per-
cent withdrawals from a
more growth-oriented
portfolio.
If markets happen to be

in your favor over a long
period as has historically
been the case more often
than people generally
think, then the 4 percent
rule would be too limiting.
More often than not, I find
myself demonstrating to

retirees that they can af-
ford to spend more than
they now do.
In an article in Financial

Planning magazine, in-
dustry expert Michael
Kitces presented evidence
that when using invest-
ment performance data
back to the 1870s “follow-
ing the 4 percent rule,
more than 90 percent of
retirees finish with more
than their starting princi-
pal after 30 years.” While
these outcomes can be
modeled in the financial
lab using historical re-
turns, it still presents a
challenge knowing what
will work going forward. If
you only used investment
return data back to 2000,
the results would be less
robust. The idea of living
off investment income and
not touching the principal
would be less realistic,
especially when you factor
in taxes, inflation and
investment expenses.
This is why regular re-

evaluation of a retirement
income plan is important.
It allows for a new assess-
ment of the probability of
meeting your goals and
allows for correcting in-
vestment strategy and
spending.
Using software to model

alternative options or
“stress test” your financial
plan and investment strat-
egy can help you analyze
the difference between say
95 percent likelihood of
plan success at the 4 per-
cent withdrawal rate vs. 75
percent probability of
success at a 5 percent
withdrawal rate. The dif-
ference in your living
standard could be mea-
ningful if you’re comfort-
able with lower but still
likely probability of suc-
cess. If you desire 100
percent certainty of your
retirement income, you’re
likely to leave much of
your savings unspent.

Gary Brooks is a certified
financial planner and the
president of Brooks, Hughes
& Jones, a registered
investment adviser in Gig
Harbor.
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How much do you
need for retirement?
BY GARY BROOKS
Contributing writer

She lives on a middle-
class income. The annual
gross income from her job
is about $50,800. In
March, she began renting
out a room, bringing in an
additional $16,800 a year.
For now, Tatro has no
income from the farm.
Tatro also receives

$13,200 a year in alimony,
although the payments
end in November 2017.
That’s when Tatro must
buy her ex-husband’s
stake in the farm under
the terms of the divorce
agreement.
Her two children — a

son and a daughter — are
adults.
She has about $7,000 in

savings, but little in her
retirement accounts. Tatro
cashed out a $20,000
401(k) last year to pay
down debt and create a
pool of emergency cash.
Now she’s starting over
again, and the current
balance of her 401(k) is
about $4,500.
One bright spot for

Tatro’s retirement is her
enrollment in the Public
Employees Retirement
System, the state pension
program.
Tatro has worked long

enough for public agencies
to be fully vested, al-
though she does not know
how large her retirement
benefit will be.

Henningsen examined
Tatro’s finances and saw
red flags if she keeps the
farm.
“It was going to be diffi-

cult to do that and save for
retirement long term,”
Henningsen said.
She estimated that Tatro

needs between $300,000
and $500,000 in retire-
ment savings on top of her
Social Security and pen-
sion income to avoid run-
ning out of money when
she stops working.
The two women agreed

on a two-phase plan for
getting Tatro on stronger
financial footing. And the
pivot point between the
two phases was the sale of
the farm.
For the first phase, be-

tween now and the sum-
mer of next year, Tatro
would lay the groundwork
for putting the property on
the market. She would
work with a real-estate
agent on ways to enhance
the property’s value, and
her rental income could
pay for some of the im-
provements.
Tatro would also use

this time to step up her
retirement savings. She
has already increased her
contributions to her
401(k).
The second phase kicks

in after the farm is sold.
Tatro would use the net

proceeds from the sale to
buy a smaller home with a
mortgage of less than
$220,000.
The smaller mortgage

would reduce her monthly
payments, lower her living
expenses and free up cash
for savings.
“Because she has to

make up ground to save
for retirement, we want to
keep those living expenses
modest,” Henningsen
said.
Tatro could also supple-

ment her income by rent-
ing a room or by taking on
a second, part-time job.
Henningsen advised

Tatro to delay her retire-
ment until she turns 67,
when she qualifies for full
Social Security benefits.
“It was a really good

dose of reality,” Tatro said
of Henningsen’s advice.
Still, the longer, warmer

days of spring rekindled
the farm’s allure for Tatro.
If it were a perfect world,
she said, “I would live
there forever.”
Tatro is torn. In recent

days she and her daughter,
a nurse, have started ex-
ploring the possibility of
joint ownership in the
farm as a way to keep it in
the family.
What will she do? It’s

hard to say, although Tatro
knows that she will have to
make a decision after the
farm goes through another
cycle of the seasons and
reawakens again next
spring. A difficult choice
may await her.
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Friday 1 year ago

Prime rate 3.50 3.25
Federal Target Rate 0.50 0.25
3-month Treasury bills 0.30 0.02
6-month Treasury bills 0.43 0.07
10-year Treasury notes 1.71 2.38
30-year Treasury bonds 2.52 3.11

— BLOOMBERG.COM AND U.S. TREASURY

KEY RATES

Here is what Puget Sound-area banks and thrifts were offering on key consumer-loan and deposit
instruments on Friday. All yields are annual.

DEPOSITS MMA:
Rates and yields on money-market
accounts with a balance of $2,500.
CD: Fixed rates and yields on one-year
certificates of deposit of $5,000.
IRA: Fixed rates and yields on 18-month ac-

counts.

LOANS
Auto: Fixed rate for a $10,000, 60-month,

new-car loan and for a $7,000, 48-month, used-car
loan for a 1- to 3-year-old model. Actual rates
might change with variations from the scenario,
and fees and other costs at loan initiation.

DEPOSITS AUTO LOANS

Institution MMA CD IRA New Used

America's CU 0.20/0.20 0.35/0.35 0.45/0.45 3.240 2.990
Chase 0.01/0.01 0.01/0.01 0.05/0.05 NO 3.240
Columbia Bank 0.03/0.03 0.06/0.06 0.07/0.07 3.430 3.503
Commencement Bank 0.10/0.10 0.30/0.30 0.30/0.30 4.057 5.373
HomeStreet Bank - West-
ern

0.45/0.45 0.35/0.35 0.35/0.35 NO NO

KeyBank 0.05/0.05 0.15/0.15 0.10/0.10 3.240 3.740
Qualstar CU 0.25/0.25 0.40/0.40 0.50/0.50 2.240 1.990
Sound CU 0.05/0.05 0.15/0.15 0.30/0.30 2.640 2.340
Tapco CU 0.03/0.03 NO/NO NO/NO 2.740 2.490
U.S. Bank 0.05/0.05 0.10/0.10 0.15/0.15 3.748 3.243
Verity CU 0.10/0.10 0.35/0.35 0.43/0.43 2.490 2.340
Washington average 0.12/0.12 0.22/0.22 0.27/0.27 3.092 3.125

NA: Not available NO: Not offered
Source: Informa Research Services 818-880-8877 Ext. 266
**Do not have a bank, thrift or credit union charter; all products are FDIC insured

MONEY RATES

housing and vacant prop-
erties; calling it a neigh-
borhood would be overly
generous. A local parallel
might be downtown Tac-
oma, or along the Foss
Waterway.
Ballard, on the other

hand, was the quintessen-
tial Seattle neighborhood.
With hulking buildings
disrupting the scale of the
place, and with increasing
housing and commercial-
space prices driving out
small businesses and some
residents, its personality
and attractiveness are on
the wane. Increasingly, it’s
just a place name.

The Proctor District is
another example of a
neighborhood that wasn’t
in need of fixing. Even
Sixth Avenue, stretches of
which in recent memory
weren’t appealing or ac-
tive, maintained a certain
balance and scale with its
thin strip of commercial
buildings backed by
homes and smaller apart-
ments.
The most frequent rea-

son given for the need or
desire to disrupt these
neighborhoods is that
we’ve got to put all those
people somewhere and by
pushing density we can

also make housing affor-
dable — a dubious proposi-
tion at best. Some of the
world’s most densely
packed cities are also
some of the world’s most
expensive to live in.
But there’s also a qual-

ity-of-life aspect that mat-
ters here. While Tacoma
often has envied and tried
to copy its big-city neigh-
bor, when it comes to
urban development policy
“We’ll be just like Seat-
tle!” may not be some-
thing to aspire to.

Bill Virgin is editor and
publisher of Washington
Manufacturing Alert and
Pacific Northwest Rail
News. He can be reached at
bill.virgin@yahoo.com.
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