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Assignment 4 : Retirement Planning
1)     What types of expenses can be lowered or eliminated during retirement? 
· Entertainment Expenses: the regular expenditures that slowly eat away at your financial foundation month in and month out such as reducing or eliminating other regular paid services
· Request a credit card rate reduction : If you have large balance on your credit card, you can call up your credit card company and request a rate reduction. If you pay your bill on time every month, they may be willing to negotiate. Because of this age you do not buying much on credit
· Transportation expense: you don’t have to outside of the home as much as when you are young.
· Technology cost:  you don’t have to catch up too much about technology.

2)      What types of expenses might increase during retirement? 
· Unanticipated home repairs. You can expect home repair costs to escalate. And you’ll probably find that you’ll have to pay someone to take on many of the home maintenance tasks you used to tackle. 
· Medical expenses. It is difficult to foresee exactly what health conditions you might develop and how much care or medication you will require to treat them. 
· Travel, Leisure and Social Activities. You will have eight hours a day to fill with new activities, have few vacations each year, as well as monthly leisure and entertainment costs, such as movies, dinner and country club dues.
· Your children and grandchildren.  Some adult children are moving back in with their parents after college or a job loss. 
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3)     Explain the difference between a defined-contribution and defined benefit plan. 
A defined benefit plan, also known as the traditional pension. It pays a retiree a specific benefit based on years of service and salary level until they die. In some cases, the payouts will continue for a spouse or other beneficiary. Many defined benefit plans include some kind of cost of living adjustment. The major advantage of defined benefit plans is the potential they offer to provide a stable replacement rate of final income to workers. If the replacement rate is the relevant variable for worker retirement utility, then defined benefit plans offer some degree of insurance against real wage risk. 
Defined contribution plans are generally known as 401(k) or 403(b). They allow workers to make pre-tax contributions to their own retirement accounts. In some cases, employers will chip in a percentage or match contributions made by employees. The advantages of defined contribution plans are most apparent during periods of inflation uncertainty. These are: the predictability of the value of pension wealth, the fully-funded nature of the defined contribution plan. The defined contribution plan has the advantage that workers can more easily determine the true present value of the pension benefit they earn in any year.
The clearly difference between a defined benefit and a defined contribution plan is that a traditional pension provides a stream of income until death while the money in a 401(k) is gone when the savings run out. A 401(k) is essentially just a savings account with tax advantages.

