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EXECUTIVE SUMMARY

 
Our team interviewed four people of varying ages and professions. All four are currently employed and have enjoyed successful careers. However, we found that some were better prepared for retirement than others. Our goal was not to determine what could have been done in the past to be better prepared, but, rather, to assess their lifestyle and spending habits in conjunction with their current financial situation in order to recommend a plan, if need be, to enjoy a retirement consistent with their desires.

Our first interviewee is a young, single woman, currently employed as a chemical engineer for a large corporation. She is thirty-five years old, lives a lifestyle that is consistent with her earnings, and is in great shape to retire with a level of income allowing her to live the lifestyle she currently lives, perhaps even better. She has done everything she can do to plan for retirement. The only threats to her plan come from forces outside of her control, such as job loss and a father who is not as prepared for retirement as she is. We recommended she discuss retirement with her father so that she is not unexpectedly forced to sacrifice her retirement for his. Further, we recommended she reassess her stock allocation; we discovered her allocation to be too conservative. 

Our second interviewee is a married couple. The husband, Jack, is a safety inspector at a refinery and his wife, Corliss, is a teacher’s aide. We discovered that they should take some extra steps to be better prepared for retirement. At their current savings rate, they will not meet their goal of being able to retire at 55. To do so, Jack would need to find part-time work to make up for their shortfall; however, one option that we recommended is for Jack to work until he is 59, saving a large percentage of his income during this time. If he does this, while at the same time exerting more effort to take care of his health, Jack and Corliss should be able to retire and live at the standard of living they desire. 

The third interviewee was a married couple nearing conventional retirement age. Roger is 58 years old and his wife is 57. However, Roger is unique in that he said he does not want to, and does not plan to, retire. Most people do not want to work their entire lives, and even fewer have such an option, but that is Roger’s desire. He is self-employed, so he does have the ability to work for as long as he is able to keep his business going. Luckily, he is also in good financial shape to retire in his late 60’s if that is what he chooses to do later. His assets include a 401(k) account, Social Security, and real estate holdings that are fully paid for. In our examination, we found that these assets are sufficient to provide him a comfortable retirement. Our only suggestion was that, perhaps, he should increase his level of disability insurance because he and his wife are particularly exposed to hardship if something were to happen to him, which would negatively impact his business. 
Our final interviewee was a 46-year-old father of three. He is employed as an engineer. He admitted to us that his expenses are “out of control.” Though he drives an old car and does not spend too much on himself, providing his family with simply the essentials eats up 75% of his income. The increase in utility bills lately is driving this percentage up even higher. Even though he has invested his savings aggressively, we recommended Mike start saving more of his take-home pay so that he is able to reach his goals at retirement; his current level of savings will not provide him the standard of living he desires. One other alternative suggested by him is moving overseas where the cost of living is lower; this would allow him to live as he hopes, but with less money saved.

Introduction

“The question isn't at what age I want to retire, it's at what income.” – George Foreman

George Foreman states it best.  Retirement is no longer automatic at the age of 65.  Some plan to retire at 55 and others plan to never fully retire.  But, the main determinant of when a person retires is no longer a question of when?  Now, it is a question of how much?  The income a person will need at retirement is the chief factor in determining a retirement age.

The Center for Retirement Research recently published a study that said 43% of working age households are likely to fall short of having enough money in retirement to replicate their current standard of living1. With all the financial education, mutual funds, financial calculators, financial advisors, and easily accessed online information available to us, how is this happening?  

The answer lies at the root of the problem: ourselves.  Retirement preparation requires the knowledge of a few key concepts, but most importantly, planning and action.  In our study, we attempted to come up with a few key questions that will lead us to answers on a person’s retirement readiness.   We also offered alternative methods to reaching one’s retirement goals.

Planning and taking action on your retirement are critical to an individual’s post-working life.  Accumulating enough wealth in retirement could be the difference between enjoying one’s retirement in quiet leisure or having to work well beyond the age originally planned.

Description of Procedures and Results
Procedure
This study consisted of asking four different working-age individuals a list of predetermined questions (Appendix A) about their retirement plans and current living standards.  Based on those responses, we used different instruments (Excel, financial calculators) to determine if the individual will meet their retirement goal.  The study consisted of estimated inflation rates and rates of return.

Results

“Sally”
The first interviewee, “Sally” is a 35 year old female who currently works as a Chemical Engineer for The Dow Chemical Company.  Sally is single and has no children.  She has no plans to marry or have children in the future.  Sally leads a comfortable but modest lifestyle with respect to spending.  A little less than half of Sally’s pre-tax income goes towards essential items such as mortgage, healthcare/auto/home insurance, food, gas and utilities.  Sally owns a home worth $140,000 with a mortgage of $130,000.  She typically drives the same car until it becomes a maintenance problem.  Her last car was a 1996 Jeep Grand Cherokee with over 200,000 miles.  She currently drives a 2005 Jeep Grand Cherokee.  She buys clothes when she needs them, but not frequently.  Her entertainment is dinner at an expensive restaurant a few times a month and a vacation once or twice a year.  Typically, she has fairly frugal spending habits and lives within her means.  Aside from a mortgage, Sally’s debts include a student loan and car loan.  Both loans will be paid off within the next 4 years.  She does not carry credit card debt.  

Sally is comfortable and happy with her lifestyle and income.  At this time, her intentions are to remain on a course of low debt and living within her means throughout her life and into retirement.  She plans to remain working for Dow Chemical or a similarly large corporation (with healthcare and pension benefits) until retirement.  When asked about her personal vision of retirement, Sally sees it as a continuation of her lifestyle before retirement.  She would like her retirement income to remain the same as her salary at the time of retirement.  We estimated her salary at retirement to be $250,000.  This estimate assumes annual salary raises of 4% for the next 30 years.  Therefore, Sally would like to have an annual retirement income of at least $250,000.  This is her goal.  Let’s take a look at her plan to get there.

Sally plans to retire at age 65 and uses a life expectancy of 90 for planning purposes.  Her retirement plan consists of three parts: 401k savings, company pension, and social security.  Let’s start with her 401k plan.  She is 100% vested and her company matches 4% of her contributions.  Sally has $105,000 accumulated to date.  Her contribution rate is 15% of her salary or $1,000 per month.  Since she still has 30 years until retirement, Sally is comfortable with an aggressive portfolio.  Her portfolio allocation is as follows:
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If Sally continues to save 15 percent of her salary with 4 percent matching from her company, she will have accumulated $3.5 million by age 65.  This assumes an average annual return of 8 percent on her investment, and it also assumes that Sally will receive an average 4 percent raise in salary each year.  This will allow her an annual retirement income of $140,000 until the age of 90.  

The Social Security Administration estimates Sally’s retirement benefits to be $2,073 per month if she retires at age 67.  This amount will be adjusted for inflation at the time of retirement.  If inflation rises 3 percent each year, Sally will receive an annual retirement income of $60,000 from Social Security beginning at age 67.

Sally’s earned pension from her company (assuming 4% annual raises) is estimated to be $10,112 in the form of a monthly lifetime annuity.  This equates to an annual retirement income of $120,000 at age 65 and continuing for the remainder of her life.

After the interview, we sat down to chat with Sally and assess her plan.  If she continues on her current path, Sally will be able to retire with an annual income of $320,000 ($140,000 from 401k, $120,000 from pension, $60,000 from Social Security).  This is 27% above her desired retirement income of $250,000.  She appears to be ahead of the game.  We discussed a discrepancy in her expressed desire for an “aggressive” portfolio and her actual portfolio.  She has 50 percent of her portfolio in large cap funds, 7 percent in small cap and only 5 percent in international funds.  An aggressive portfolio typically has up to 30 percent allocated to small cap and 10 percent to international funds.  Sally is already aware of the need to decrease risk as retirement approaches.

We discussed some of the potential risks that could keep Sally from meeting her retirement goals.  She has a nice cushion of $70,000 above her desired annual retirement income.  This would cover the loss of Social Security income that could occur if the government decides to reduce or eliminate this program before she retires.  However, it would not cover the loss of the expected income from her company pension.  If Dow were to eliminate their pension program, Sally could be $50,000 short.  This would hurt, but she would survive since her essential expenses make up only 50 percent of her income.  

A third risk that could keep Sally from reaching her retirement goals is health problems.  If she were to become sick or disabled, she could not work and may rack up expensive medical bills.  Sally hedges this risk with health insurance provided by her company and carries additional disability insurance.  In addition, Sally can decrease this risk in obvious ways such as exercise, good nutrition and regular medical check-ups.  

A fourth risk is the threat of lay-offs in the chemical/oil/gas industry or the threat of forced early retirement.  A downturn in Sally’s industry could force her to find employment at another company that does not have comparable benefits such as a pension plan or 401k matching program.  It is not uncommon for companies to lay-off older workers or to force them into early retirement.  This is a risk that Sally must take into consideration.  She is closing the gap on this risk by committing to life-long learning to broaden her skill set.  She will graduate with a Master’s Degree in Business this year.  This business education combined with engineering and production experience will allow her other job opportunities with firms outside of chemical production.

A final risk is her father.  This is probably the most likely and imminent risk because her father and his wife are self employed.  They have incredible debt, no retirement, no health insurance and failing health due to diabetes and years of smoking.  Sally will surely be expected to provide financial support for them when they can no longer work.  Sally agreed that she needs to confront this situation, and with the help of her siblings, sit down with her father and develop a plan of action.      

In conclusion, Sally is on track to meet her retirement goals.  She has a plan that will provide her with a comfortable retirement, and she has some cushion for any unplanned or unexpected events that may pop up in the meantime.  Our recommendation is for Sally to reassess her portfolio contents to match an aggressive strategy.  We also recommend that she take a look at her contingency plan and take measures now to decrease the likelihood of unexpected events that could keep her from reaching her retirement goals.

“Roger”

The next interviewee is a 58 year old male who is the president of an oil and gas service company. He is, for practical purposes, self-employed; only a bankruptcy could cause him to lose his job, but as with any business, bankruptcy is a possibility. The company he works for also employs his wife, who is 57 years old, as an accountant. Thus, the couple is in a somewhat risky situation, where if one were to lose his or her job, it would likely mean the other had lost his or her job, too. However, the company has existed for close to sixty years, and it has never been as successful as it has been lately; the future for the business is bright, and so is their job security. He says that he worries that the oil and gas service business could enter into a downturn, but he is confident he could weather it again, as he did in the 1980’s when the energy industry suffered a downturn after a remarkable period of success.

Roger and his wife live an upper-middle class lifestyle, but it is within the couple’s means. Roger himself is a fairly frugal person; most of his expenses are actually expenses directed toward his family. He drives a company car, a 2003 Chevy Suburban, and will continue to drive a company car into the near future. He spends very little on clothing and entertainment. His main non-essential expenses go towards golf and eating out. However, when he does both, he tends not to overdo it. He does not belong to a golf club; instead, he often plays at inexpensive public courses. He says that his spending habits are quirky: usually, he spends very little money, but every now and then he will “splurge” on a big ticket item. For example, he bought a fishing boat three years ago. Such expenses are unusual, and he never goes into debt when making the purchases. Thus, these expenses, too, can be classified as within his means. 


Roger is at a turning point in his financial life. He has three children, ages 26, 24, and 21. For the past quarter-century, most of Roger’s disposable income has gone toward supporting his family. He was able to save very little of his income while his children were being raised, but now his children are all grown. His youngest has one year left of college, but other than that year of tuition, the only expenses he will likely spend on his children in the future will be for Christmas presents. Thus, Roger is at a time in his life when he can start saving more and spending more money on himself if he chooses to do so, but he says he does not expect his spending habits to change. He will likely just save more for retirement. 

Roger’s plans for retirement are different than most. He does not want to, and does not plan to, retire. He enjoys his job, and though he does need a break from time to time, he has the luxury of being able to take those breaks when needed. He says he would be very bored if he did not have a job, and since he really enjoys the job he has, why quit? Any retirement would likely take the form of a partial withdrawal from his job; he would stay on as a consultant or some similar capacity. For planning purposes, though, I told him I thought it would be good to plan on retiring at age 68 because history shows us that most people start to lose some of their ability to function starting around that time. So, just in case he were to no longer have the energy or capacity to work, all the while remaining healthy and in need of an income to live on, he needs to have a plan in place. This is new to Roger; although he is 58, he says he has never thought too hard about planning for retirement. He has always saved for an emergency, but not because he wants to retire. 

Roger’s retirement plan consists of three parts: a 401(k) savings plan, real estate holdings, and social security. Roger is 100% vested in the plan, and his company matches his contributions, which are currently $3600 per month. So, when considering the company’s contributions, he has been contributing $7200 into the account. Currently, he has $897,000 saved in his 401(k) account. He has a fairly conservative allocation structure, but one that is appropriate for a man his age. About 20% is invested in a money-market account, another 40% in an intermediate bond fund, and the remaining 40% in a core equity fund consisting of a broad range of stocks. 

Upon retirement or termination from the company, he may elect to withdraw in lump sum or annuity fashion. If he dies before retirement, the entire sum would pass to his named beneficiary. If he retires at age 68, in today’s dollars, the value in the account will amount to approximately $1,100,000 in today’s dollars. After ordinary and capital gains taxes are deducted, the value will amount to about $800,000. All these figures assume his savings rate stays the same and he earns a 6% return on his account. If he were to withdraw this amount at age 68, he could invest the lump sum in safe government securities earning 5%, and his annual income would be $40,000, with no draw down on the sum.

The Social Security Administration estimates Roger’s retirement benefits to be $26,400 annually, in today’s dollars, if he retires at age 68. If he works until he’s 70, he will receive $33,216 annually. 

Besides his 401(k) plan and social security a benefit, Roger’s other major asset available to be used for retirement is his real estate holdings other than his principal residence. Roger owns three properties with an appraised value of $500,000 and an approximate market value of $700,000. These properties are fully paid for – two are currently being leased and the other is used as a second home. Conservatively assuming that over the next ten years these properties appreciate at the rate of inflation, he can, if need be, sell these properties for $945,000, convert to safe US government securities earning 5% a year, and enjoy an annual income of $35,000. 

When added together, the 401(k) savings, Social Security benefits, and real estate can provide Roger with $101,000 of annual income, in today’s dollars. He says this is more than sufficient to keep him and his wife happy if neither of them were working. His principal residence is 93% paid for; he expects to have it paid off within five years, so he and his wife’s major expenses in retirement will be property taxes, food, entertainment, and utilities. He believes $101,000 is more than enough to cover such things. Further, he says he and his wife plan to downsize their home sometime in the future – he is not sure when. They are happy where they are now, but with all their kids gone, there is no reason for the two of them to continue to live in a large house and pay the high property taxes. This will be another source of income for them, for when they sell their current residence and buy a less expensive house; they will have some excess money which can be added to their retirement savings. The amount that would be added would depend on the value of the house they move into next. 

When asked about possible risks to any retirement, Roger said he is not worried about too much. He says that all major expenses, namely his children’s’ college and wedding expenses have passed and are paid for. Neither he nor his wife, have parents that will need care, and all his children have received a great education, are healthy, and their employment prospects seem bright. Thus, all he has to worry about are he and his wife. Both have health insurance and he has long-term disability insurance in case something was to happen to him. His room for “error” is also large. He has saved enough currently to live comfortably in retirement. The only risk is him not being able to work until age 68, but his health insurance and disability insurance would likely provide assistance in that situation. Plus, he has plenty of cushion. He plans to dramatically increase his savings in the next few years, as he will not have anything else to do with his income, and he can always move out of his principal residence and use the proceeds to fund any shortfall in his retirement plan.   

Roger and his wife are in great position to live a comfortable retirement. Their risks are small, as both are in wonderful health and their business is functioning better than ever, and they have some room for error should any business or health problems materialize.

“Jack” and “Corliss”

The next interviewee is a married couple, “Jack” and “Corliss”.   Jack and Corliss have been married for 32 years and have two children who do not live at home, aged 27 and 30 years old.  Jack, 51, is safety inspector at Lyondell-Citgo refinery.  He has worked there for 28 years and has an annual salary of $70,000.  Corliss, 52, works part-time as a teacher’s aide in the La Porte Independent School District.  She has an annual salary of $12,000.  

Jack and Corliss live comfortably in a $100,000 house with a $20,000 mortgage.  They also owe $3,000 for a car loan.  The married couple has other debts beside the car and their mortgage.  They currently owe $15,000 in student loans they acquired while paying for their children to attend college.  They also have $10,000 in credit card debt.  Jack and Corliss believe they will need approximately $4,000 per month, or $48,000 per year, when they retire.  They plan and have budgeted to pay off all remaining debt within the next 4 years.   For planning purposes, Jack expects to live until the age of 77 while Corliss expects to live to age 90.   Since they will have no debt upon retirement, most of their expenses will come from healthcare costs.  Jack has diabetes, coronary heart disease, asthma, and high blood pressure.  Corliss is in perfect health.  Jack estimates that he will need about $400/month for health related issues, including health insurance and prescription drugs.  

Jack plans to retire at age 55, partially because of health reasons.  Jack’s retirement plan consists of three items: 401k, company pension, and social security.   He is 100% vested in his 401k and has a total of $150,000 to date.  If he retires at age 55, his company pension will be $1,800 per month, or $21,600 per year.   His monthly social security payments will be $1,800 per month, or $21,600 per year, but he will not begin receiving those payments until he turns 62 years of age.  Corliss’ retirement plan consists only of one item:  teacher’s pension plan.  When she retires at age 59, she will begin receiving approximately $600 per month, or $7,200 per year.  

Jack’s company currently matches 8% of his 401K contributions.  Jack currently places 8% of his salary into his 401k for a total of 16%.  Jack’s 401k is in an extremely conservative Intermediate-Term Bond. If he continues at this rate for the next 4 years before retirement, he will have an estimated $200,000 when he retires at the age of 55 assuming an annual return of 4.66%.   If he starts drawing on his 401k immediately at the age of 55, he will receive approximately $12,761 per year until the age of 90 (assuming 5.82% long term growth rate).   The table below illustrates what the annual yearly income will be for Corliss and Jack for three different ages: 55, 59, and 62.

	Age
	55
	59
	62

	Jack Pension
	$21,600
	$21,600
	$21,600

	Jack 410K
	$12,761
	$12,761
	$12,761

	Corliss Salary
	$12,000
	$0
	$0

	Corliss Pension
	$0
	$7,200
	$7,200

	Social Security
	$0
	$0
	$21,600

	Total Yearly Income
	$46,361
	$41,561
	$63,161


Between the ages of 55 to 62, Jack and Corliss do not meet their goal of $48,000 per year.  When questioned, Jack said he hopes to make up the difference in those years by working part-time and receiving an estimated salary of $12,000, which would then put them over their goal of $48,000 in the questioned years.

After discussing the current status of their retirement plan, we discussed their potential risks of retiring at the early age of 55.  One risk is illustrated in the table above.  Jack and Corliss simply might not have enough money to retire at 55 and 59, respectively.   If Jack insists on retiring at 55, he has two options.  1) He could move his 401k out of the bond fund and into a more risky fund with the hopes of a higher return over the next 4 years.  This would not be ideal.  Both consider themselves to only limited financial knowledge and they are both close to retirement. They should leave their money in the conservative bond fund rather than risk losing any of the 401k.  2)  Jack could put more money into his 401k.  Jack hopes to increase his portion to almost 20% of his salary (with 8% match). At age 55, he would have a total of $231,201 in his 401k, which would give him annual payments of $14,752 (assuming 5.82% growth rate).  This leads to an additional $2,000 per year, but still falls short of their retirement goal between the ages of 59-62. 

One of the main risks associated with their retirement is health problems.  Jack is currently experiencing health problems and those could escalate in his retirement years.  The most obvious method to help alleviate some of this risk is to exercise regularly and to incorporate a proper diet into their lives.  If Jack was to place more influence on his health, he may be able to work longer than planned and will decrease the likelihood of needing long term medical care.  If Jack were to retire at 59 instead of 55, his pension would grow to $2,500 per month and his 401k would grow to an estimated $268,257.  The 410k would allow him annual payouts of $20,864.  This allows Jack and Corliss to meet their goals between the ages of 59-62.  After the age of 62, they would have a comfortable cushion for any unexpected health problems.

	Age
	59
	62

	Jack Pension
	$30,000
	$30,000

	Jack 410K
	$20,864
	$20,864

	Corliss Pension
	$7,200
	$7,200

	Social Security
	$0
	$21,600

	Total Yearly Income
	$58,064
	$79,664


In conclusion, at their current rate, Jack and Corliss are on track to miss their retirement goals.  If Jack retires at the age of 55, he will almost surely need to work part-time to make up the difference.  However, their best option would be for Jack to continue working until 59 while saving a large portion of his salary.  This would help them to meet their retirement goal and have enough left over as a safety net for any future health problems.

“Mike”

The fourth interviewee is a 46 year old male named “Mike”. Mike currently works at Rohm & Haas, Texas Incorporated Company, as an engineer. Mike is the sole bread winner for his family of six: a wife, three children and his mother-in-law. Mike lives a frugal lifestyle. He drives an older model Mazda with over 200,000 miles which was purchased 17 years ago. Approximately 75% of his monthly take home household income is used to pay for essential expenses such as rent, mortgage, food, utilities, and healthcare. Mike states that his spending is out-of-control, especially in light of the increasing cost of electricity, natural gas, and gasoline. His disposable income due to these three items has incurred almost $400 per month decline. Mike owns a house which worth 160 thousand with mortgage of 120 thousand. His family rarely eats at restaurants, and vacations only once every two years. 

When talking Mike about his retirement plan, he informed us that he often thinks about retirement and whether or not he’ll have enough to retire at age 65.  However, with 3 children that will attend college and get married, he knows that his retirement is under-funded at this point in his life. He is uncertain at times about where his money is spent, but he is making sure his spouse in on the same page budget-wise. He plans to have separate checking accounts to monitor expenses and ensure his spouse doesn’t overspend. It’s too easy to pull out a credit card and buy things without thinking about the amount of debt piling up. He is considering to eliminate movie channels on and other unnecessary expenses that make his family likely more comfortable. His primary goal is to pay off credit card debt in 3-5 years.

Mike plans to retire at 65 years old, and live to 80 years old. His current company has a good pension today. It is likely that he will continue working in the chemical company until his retirement.

To achieve his retirement goals, he would like to maintain the income level now (which will be adjusted for inflation at retirement date). We estimate that he should need $140,000 annually at the time of retirement given an inflation rate of 3 percent. His retirement plan includes three parts (401K, Social Security and Company pension). Mike estimates his social security retirement benefits to be $1,300 per month if he retires at age 67. If adjusted by 3 percent inflation each year, Mike will receive an annual retirement income of $27,000 from Social Security after age 67. Mike’s earned pension from his company (assuming 4% annual increases) is projected to be a $1000 monthly lifetime annuity, giving an annual retirement income of about $120,000 after age 65. His 401k is currently $80,000, which he began when he was 28 years old. He plan to save 6% of salary in 401k from now until retirement, and also plan to increase his savings account when his home is paid off and kids are married. We estimated if Mike continues to save 6 percent of his salary with 4 percent matching from his company, he will receive $830,000 by age 65, based on an average annual return of 8 percent on his investment, and also given 4 percent increase in salary each year.  This comes to an annual retirement income of $55,000 until the age of 80.  

This gives him a large deficiency ($46,000) between his expectation and actual number. The discrepancy is as follows:

Table1:  Living up to age 80 and saving 6% to 401K

	
	401K
	Social Security
	Company Pension
	Total

	Mike's goal
	 
	 
	 
	140,000

	Estimates
	55,000
	27,000
	12,000
	940,000

	Discrepancy
	 
	 
	 
	-46,000


If he lives up to age 90, the discrepancy is up to $68,000 annually, referred as follows:

Table2:  Living up to age 90 and saving 6% to 401K

	
	401K
	Social Security
	Company Pension
	Total

	Mike's goal
	 
	 
	 
	140,000

	Estimates
	33,000
	27,000
	12,000
	720,000

	Discrepancy 
	 
	 
	 
	-68,000


We suggest two options: he could cut down his living level after retirement or he could increase his saving to 401K.

Alternative solution 1: cut down his living level after retirement. Mike would survive because his expected essential expenses is 50% of his income (about $70,000), but he would not be comfortable. He will live a frugal life and cut off many of his retirement objectives. As Mike told us, he could be prepared to retire in a South American country should he not have sufficient funds to live in the U.S.

Alternative solution 2: Invest more into his 401K annual to cover the deficiency. We suggest that Mike invest 20% savings into 401K, which leads to $102,000 annual income from the 401k contribution after his retirement. The table is as follows:

Table 3: Living up to age 80 and saving 20% to 401K

	
	401K
	Social Security
	Company Pension
	Total

	Mike's goal
	 
	 
	 
	140,000

	Estimates
	102,000
	27,000
	12,000
	141,000

	Discrepancy 
	 
	 
	 
	+1,000


This would allow Mike have a comfortable retirement life. Moreover, it is worthwhile to make an after tax contribution for investing more to 401K. However, Mike told us he is difficult to invest more until his 15-year mortgage is paid off and kids are married.

We also discuss the portfolio allocation. His portfolio allocation is as follows:


[image: image2.wmf]Mike's 401K Allocation

large cap value(80%)

company stock(20%)


His portfolio allocation is very aggressive. Mike invested all his funds in the stock market. He has no bonds and treasury bills to diversify the risk. We recommend him balanced portfolio to diversify his risk and get steady return (Treasury bills 15%, Intermediate bonds 30%, Long-term bonds 5%, Large-cap stocks 20%, Small-cap stocks 20%, Non-US stocks10%). We also suggest that as he approaches retirement, Mike should become a more conservative investor. A balanced portfolio is consistent with his current financial goals and tolerance for taking investment risk.

We discussed other potential risks that might keep Mike from his desired goal. If his company eliminates the company pension program, he will get only a small portion of his expected pension because he has been with the company for 10 years. He could somehow decrease his living level after retirement. However, he doesn’t need to support his parents, because they saved enough and are already retired with good benefits.  

The third risk is health problems or disability. Mike has a $300,000 policy for disability. And he is exercising regularly and takes annual physicals. He has good health habits to cut his healthcare costs now and in the future while adding to his quality and quantity of life as well.

The fourth risk is threat of lay off because of possible downturn of his industry. He is prepared for his risk by getting more education and increasing his skill set. Mike will soon receive a Master’s Degree in Business. We recommend Mike set aside an emergency fund, which amounts to three to six month’s living expenses in easily accessible liquid savings. Mike told us that he did not plan to have an emergency fund due to the amount of monthly expenses incurred.  

Mike is not prepared to meet his retirement goals.  However, he has some cushion for unplanned or unexpected events that may occur in the future.  Our recommendation is for Mike to diversify his portfolio contents to match a balance strategy.  We also recommend that he should increase his savings for 401K as much as possible, and reconsider his contingency plan again to satisfy his retirement goals better.

Conclusion

In conclusion, our team has interviewed four people to assess their readiness for retirement and identify any risks or gaps that may keep them from meeting their retirement goals.  The interviewees include a 35 year old single female (Sally), two married couples in their 50’s with no dependents (Jack & Corliss, Roger & wife), and a 46 year old male (Mike) who supports his wife, three kids and mother-in-law.  All of the interviewed households include a 401k savings and social security in their retirement plan.  Three of the households will rely on a company pension and the remaining household has real estate holdings included in his retirement plan.  Two interviewees are well on their way to a comfortable retirement, and the other two are not quite on track, but have other options to close the gap by increasing savings rate or working longer than expected.  See the Table below for a summary of each interviewee.

	
	Sally
	Jack & Corliss
	Roger & wife
	Mike

	Current Age
	35
	51/52
	58/57
	46

	Age to Retire
	65
	55/59
	n/a or maybe 68
	65

	Desired Retirement Income
	250,000/yr
	48,000/yr
	70,000/yr
	140,000/yr

	Estimated Retirement Income
	320,000/yr
	41,500/yr
	101,400/yr plus
	94,000/yr

	Gap/Cushion
	+70,000
	-6,500
	+31,400
	-46,000

	
	
	
	
	

	Pension at Retirement
	120,000/yr
	28,800/yr
	n/a
	12,000/yr

	401K at Retirement
	140,000/yr
	12,800/yr
	40,000/yr interest only
	55,000/yr

	Social Security at Retirement
	60,000/yr
	22,000/yr at 62
	26,400/yr
	27,000/yr

	Real Estate
	n/a
	n/a
	35,000/yr interest
	n/a


The major risks that could keep the interviewees from reaching retirement include: health problems, downturn in the economy (especially in the oil & gas industry), debt or bankruptcy, loss or reduction in Social Security benefits, loss or reduction in pension benefits, and their current portfolio allocation.  

Roger fares the best with very few worries about retirement that he could not easily overcome.  Ironically, Roger is the only one who does not want to retire.  

Sally has 30 years until retirement so much could happen between now and then.  She faces the largest risk of losing Social Security and pension benefits as there are signs today that indicate these may be cut or eliminated altogether in the future.  Sally must also plan for financial assistance for her father.  This may be an unavoidable drain on her savings.  Luckily, she is ahead of the game and on the right track.  With proper planning and a good contingency plan, she will be set for retirement.  

Jack and Corliss may not be able to retire as planned.  They have a plan to pay off their debt in 4 years, but they will fall short of their goal if Jack retires at 55.  Jack may want to increase the risk in his 401K savings plan; however, we do not recommend he take this chance at his age.  His health problems pose a large risk to their retirement plan.  This poses a catch-22 situation.  Jack needs to work longer to obtain his retirement goals, but due to health concerns, he would be better off with less stress by retiring at 55.  Jack and Corliss best option is to try to save as much money as possible in the next few years.  In addition, Jack needs to take measures to preserve his health.  

Mike and is family are not currently on track to meet their retirement goals.  However, Mike still has time to redirect his retirement portfolio since he does not plan to retire for another 20 years.  He knows that he needs to reduce his debt and increase his savings.  Mike has a good job with excellent benefits and he is taking steps to improve his market appeal in the event of lay-off or a downturn in the market.  Mike also has an advantage in not having to pay for his kid’s college.  This will allow him to save more.  

As far as current portfolio allocation, Sally could increase her risk if she truly wants an aggressive approach.  Mike may consider reducing his risk slightly by adding a mix of bonds.  Jack should not think about increasing his risk since he is so close to retirement.  
Limitations

     Your team will have to create these for your project.

Appendix A

Questionnaire

1. Age, Gender 

2. Include a spouse in your retirement planning?  Married, single, divorced?  Years married?  Number of times divorced? 

3. Planning to retire at what age?  Life expectancy? 

4. Desired annual income after retirement ($$ amount or as a percent of pre-retirement income)?  

5. Retirement income from...percent from pension, savings, social security, trust, other? 

6. Do you feel that you are on track for retirement?  (currently ready, on track, some reservations, not ready) 

7. Age you began saving for retirement?  Not sure this will tell anything?? 

8. Number of kids?  Do you expect to assist adult children financially?  Other dependents? 

9. Pension? 401k? IRA? Social Security?  Other sources? 

10. Asset allocation in percent.  Retirement percent in stocks, bonds, other?  Individual stocks, mutual funds? 

11. Asset allocation?  Stocks...domestic, foreign? Large cap, small cap, mid cap, real estate, growth? 

12. Funds professionally managed or personally? 

13. Risk tolerance?  Short term, conservative, balanced, growth, aggressive growth, most aggressive 

14. Are you the primary "bread winner" in your household?  Other contributions, retirement or savings from spouse? 

15. Do you plan to work after retirement?  Begin drawing pension only?  Begin drawing from savings immediately?  Will you be able to work if needed? 

16. How will healthcare plan be administered?  Insurance, medicare, company provided?  How is your health?  

17. Annual income, annual contributions to retirement? 

18. Emergency fund, how long would it last if you lost your primary source of income? 

19. Describe your household's overall financial situation, secure, somewhat secure, not secure, deteriorating? 

20. How much of your monthly take home household income is used to pay for essential expenses?  (rent, mortgage, food, utilities), For healthcare? 

21. Likelihood of major expenses in the next 10 years such as medical, elder care, new car, tuition, home remodeling? 

22. Investment knowledge, which best describes your level of investment knowledge?  Novice, average, experienced?  

23. How do you plan to spend your free time once retired?  Prepared for mental/emotional changes? 

24. Pick a portfolio that most resembles your portfolio type?  

	Portfolio type
	Treasury
bills
	Intermediate
bonds
	Long-term
bonds
	Large-cap
stocks
	Small-cap
stocks
	Non-US
stocks
stocks

	[image: image3.wmf]
	Very conservative
	80%
	10%
	2%
	3%
	3%
	2%
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	Conservative
	50%
	20%
	5%
	10%
	10%
	5%
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	Passive
	25%
	30%
	5%
	15%
	15%
	10%
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	Balanced
	15%
	30%
	5%
	20%
	20%
	10%
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	Active
	10%
	20%
	10%
	25%
	25%
	10%
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	Aggressive
	5%
	15%
	10%
	30%
	30%
	10%
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	Very aggressive
	0%
	5%
	10%
	30%
	40%
	15%
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