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Figure 15.2

Spending in an “Average” Older Household (65+ years)

The amount of money you spend in retirement will vary, depending on 
many different factors. Calculate how much money an older household 
with an annual income of $16,000 spends on food each year.

SPENDING MORE, OR LESS?

Net worth:

Assets � Liabilities � Net Worth
$108,800 � $16,300 � $92,500

Assets:

Cash:
Checking account
Savings account

Investments:
U.S. savings bonds

(current cash-in value)
Stocks, mutual funds

Life insurance:
Cash value, accumulated dividends

Company pension rights:
Accrued pension benefit

Property:
House (resale value)
Furniture and appliances
Collections and jewelry
Automobile

Other:
Loan to brother

Gross assets

$       800
4,500

5,000
4,500

10,000

20,000

50,000
8,000
2,000
3,000

1,000

$108,800

Liabilities:

Current unpaid bills
Home mortgage 

(remaining balance)
Auto loan
Property taxes
Home improvement loan

Total liabilities

$     600

9,700
1,200
1,100
3,700

$16,300

�

Figure 15.1

Assets, Liabilities, and Net Worth

CALCULATING NET WORTH
Assets are everything that you own, while liabilities are everything 
you owe. How can you determine your net worth?
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Figure 15.5

Various Types of IRAs

PLANNING AHEAD IRAs can be a good way to save money for retirement. What are the features of
the Education IRA?

Type of IRA

Regular IRA

Roth IRA

Simplified Employee
Pension Plan (SEP-IRA)

Spousal IRA

Rollover IRA

Education IRA

IRA Features

• Tax-deferred interest and earnings
• $2,000 annual limit on individual contributions
• Limited eligibility for tax-deductible contributions
• Contributions do not reduce current taxes

• Tax-deferred interest and earnings
• $2,000 annual limit on individual contributions
• Withdrawals are tax-free in specific cases
• Contributions do not reduce current taxes

• “Pay yourself first” payroll reduction contributions
• Pre-tax contributions
• Tax-deferred interest and earnings

• Tax-deferred interest and earnings
• Both working spouse and nonworking spouse can 

contribute up to $2,000 each year
• Limited eligibility for tax-deductible contributions
• Contributions do not reduce current taxes

• Traditional IRA that accepts rollovers of all or a portion of 
your taxable distribution from a retirement plan

• You can roll over to a Roth IRA

• Tax-deferred interest and earnings
• 10% early withdrawal penalty is waived when money is 

used for higher-education expenses
• $500 annual limit on individual contributions
• Contributions do not reduce current taxes

Figure 15.3

The Effects of Inflation Over Time

RISING PRICES
The prices of goods and services rarely remain the same for any significant period of
time because of inflation. How much will $10,000 be worth in 30 years, assuming a
4 percent rate of inflation? What can you do to counteract the effects of inflation?
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This chart shows you what $10,000 today will 
be worth in 10, 20, and 30 years assuming a 
fairly conservative 4% rate of inflation.

$6,756

$4,564

$3,083
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Figure 15.7

A Living Will

DYING WITH DIGNITY Some people who become terminally ill cannot make decisions on their own
behalf. What is the basic purpose of a living will?

Age 25 35 45 55 65

Net earnings*
(excluding
contributions)

$525,344

$290,427

Saver A

Contributions

$2,000/year for
9 years no contributions

$2,000/year for 30 yearsno contributions

$2,000/year for
9 years no contributions

Saver B $2,000/year for 30 yearsno contributions

Source: The Franklin Investor (San Mateo, CA: Franklin Distributors, Inc.), January 1989.

*Assumes 9 percent fixed rate of return, compounded monthly, with no change in the principal.

Figure 15.6

Benefits of Starting a Retirement Plan Early

START EARLY
Tax-deferred investments, such as IRAs, can grow considerably by the time you retire
if you start investing in them early. In this figure, which person contributed more
money to the retirement plan? Which one earned more by age 65? Why?
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Saving for Retirement
Heinrich has become eligible to participate in his company’s 401(k) program. He can invest

from 2 to 15 percent of his salary, which is $20,000 a year. The company matches the first 5 percent
at a rate of 50 percent, or 50 cents for every dollar he invests. He decided to save 5 percent of his
salary. Based on the current investment return of 10 percent compounded annually, Heinrich
calculated how much he would be able to save, with company-matching contributions factored in.

Calculate In your workbook or on a separate sheet of paper, calculate how much you would have in
ten years if you saved $2,000 a year at an annual interest rate of 10 percent, with the company
contributing $500 a year.

Source: The Franklin Investors (San Mateo, CA: Franklin Distributors, Inc.) January 1989.

Contributions Interest Total

Heinrich’s contribution of 5 percent 
of his $20,000 salary $1,000.00/year 10%

Company contribution matching
50 percent of 5 percent of his salary $500.00/year

1st Year $ 1,500 $ 150.00 $ 1,650.00

2nd Year 1,500 315.00 3,465.00

3rd Year 1,500 496.50 5,461.50

4th Year 1,500 696.15 7,657.65

5th Year 1,500 915.77 10,073.42

6th Year 1,500 1,157.34 12,730.76

7th Year 1,500 1,423.08 15,653.84

8th Year 1,500 1,715.38 18,869.22

9th Year 1,500 2,036.92 22,406.14

10th Year 1,500 2,390.61 26,296.75

Total $15,000 $11,296.75 $26,296.75

Your Financial Portfolio
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