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Assignment 4: Retirement Planning

1)     What types of expenses can be lowered or eliminated during retirement? 
Ans There are several expenses that should be lowered by the time of retirement. Before retirement, one should invest enough money to be able to cover 80% of their pre-retirement income. Because this will only cover 80% of the income, several expenses need to be eliminated. One of these is a mortgage. A person should do everything in their power to retire the mortgage on a house, which would free up hundreds to thousands of dollars a month. Another expense that could be lowered or eliminated is life insurance. The reason for life insurance is to protect loved ones that rely on your income in the case of your death. At this point in time, your loved ones will most likely be grown up, out of the house, and not rely on your income. Thus, it is smart to discuss with a financial planner that possibility of lowering life insurance. Transportation is another expense that could be lowered. During work, traveling could be expensive and visiting loved ones is tough to do without spending hundreds of dollars on plane tickets. During retirement, it is time to lower these costs as you will be spending less time traveling to work and hopefully one will be closer to their family after his worklife is complete.

2)      What types of expenses might increase during retirement? 
Ans Although there are several expenses that might decrease during retirement, there are also many expenses that increase as well. Health insurance is one of those expenses. Those with employer-subsidized health insurance premiums could see higher costs in retirement. Traveling is another big expense that may increase if one chooses to travel the world during retirement. Many people wish to travel while working, but do not have enough vacation days to meet all their demands. During retirement is when traveling occurs the most. Unfortunately, the payment for prescription pills is a huge expense for those that are retired. The body starts failing at a certain point, and those who are retired need to compensate for this human flaw. Eventually, one may need household care. This could be quite expensive for a retired man/woman without any income.

3)     Explain the difference between a defined-contribution and defined benefit plan.
[bookmark: _GoBack]Ans A defined benefit plan, also known as a pension plan, is a retirement account where an employer promises a set payout plan when the employee retires. A defined-contribution plan is like a 401k where it requires the employee to put in his own money. Thus, the main difference is the cost of capital and who is responsible for the retirement of the employee. A defined benefit plan is usually based on a formula that takes into account the amount of time the employee has worked for the company and what his salary is. The benefit is provided in regular payments usually at the time of 65, or what is known as retirement age. A defined contribution plan is an amount to be paid at retirement based on the percentage of an employee’s salary or a specific dollar amount. This is then invested into a mutual fund within the retirement plan. The amount at retirement depends on how much the employer and employee invest in the fund, how long the fund lasts, and how well the fund performs.
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