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Assignment 4
1.) What types of expenses can be lowered or eliminated during retirement?
	There are many expenses that can be lowered during retirement. First, the transportation expenses is lower since the retired people do not need to go to work every day like before. Second, the leisure expenses can be lowered, as people get older, they can do less leisure activities. Third, the cost associated with your child can be decreased when your child can earn his own income. Forth, the tax expenses can be eliminated since you already retired and do not have to pay payroll tax. Fifth, the clothing expenses can be reduced since you no need to buy working clothes anymore. 
2.) What types of expenses might increase during retirement?
	During retirement, the most likely expense that the retired people might incur is the health care expense. As people get older, the possibility that they will get sick is higher and the cost of the medical will occur more frequently. Next is the traveling expenses that might increase since the retired people will have more time to travel any places they want which incur very high expenses. However, the expenses that might increase during retirement may base on people preference or their behavior. For example, some retired people may pay more on the entertainment cost like they did before the retirement. Some may pay less since they always stay at home, and etc. So it’s depend on each person’s behavior.
3.) Explain the difference between a defined-contribution and defined benefit plan?
	A defined contribution plan specifies how much money will go into a retirement plan today. The amount typically is either a percentage of an employee’s salary or a specific dollar amount. Then, those funds often are invested in mutual funds available inside the retirement plan. The amount you have at retirement depends on how much your employer contributes to the plan, how much you as the employee save in the plan, how long you leave those funds invested, and how well your investments perform inside the plan. 
	A defined benefit plan identifies the specific benefit that will be payable to you at retirement. Your basic retirement benefit is usually based on a formula that takes into account factors like the number of years a participant works for the employer (years of service) and the participant’s salary. Your retirement benefit is generally provided in the form of regular payments over your lifetime beginning at what the plan calls “normal retirement age”, which is typically age 65. This stream of periodic payments is generally known as a pension or sometimes called an annuity.
[bookmark: _GoBack]Therefore, the difference between these two plans is the level of risk that both employer and employee will face. A defined benefit plan is more risky and costly to employers because there is the specified obligation to the fund promised for participant’s pension benefit. This will benefit to employee because there is a certainty on the benefit that they will get when they retire, so the risk is low. On the other hand, a defined-contribution plan does not have the obligation on the investment performance.
