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RETIREMENT PLANNING

Bob Davidson s a 46-year-old tenured professor of market-
ing at a small New England business school. He has &
daughter, Sue, age 6, and a wife, Margaret age 40. Margaret
isa potter, a vocation from which she cams no appreciable
income. Before she was married and for the frst few years of
her marriage L0 Bob (she was married once previously). she
worked at a varicty of jobs, mostly involving software
programming and customer support.

Bob’s grandfather died at age 42; Bob's father died in
1980 at the age of 58. Both dicd from cancer, although
unrelated instances of that discase. Bob's health has been
excellent; he is an active runmer and skier. There are no
inherited discases in the family with the exception of glau-
coma. Bob’s most recent serum cholesterol count was 190

Bob'ssalary from the school where he works consists of
nine-month salary (currently $95.000), on which the school
paysan additional 10 percent into a retirement fund. He also
regularly receives support for his rescarch, which consists of
an additional two-ninths of his regular salary, although the
college does not pay retirement benefits on that portion of
hisincome. (Research support is additional income; it s ot
intended to cover the costs of research.) Over the 12 years
he hias been at the college his salary has increased by 4 0 15
percent per year, although faculty salarics are subject to
severe compression, so he does not expect to receive such
generous increases into the future. In addition to his salary,
Bob typically cams $10.000 to 20,000 per year from con-
sulting, executive cducation, and other activities

In addition to the 10 percent regular contribution the
school makes to Bob’s retirement savings, Bob also con-
tributes a substantial amount. He is currently seiting aside
$7,500 per year (before taxes). The maximum tax-deferred
amount he can contribute i currently $10,000; this imit rises
with inflation. If he were to increase his savings toward
retirement above the limit, he would have (o investafter-tax
dollars. All of Bob's refirement savings are invested with
TIAA-CREF (Teachers Insurance and Annuity Associa-
tion-College Retirement Equities Fund; home  pag
www.tiaa-cref org), which provides various retirement,
investment, and insurance services (o university professors
and researchers. Bob has contributed to Social Security for
many years as required by law, but in light of the problems
with the Social Sceurity trust fund he is uncertain as o the
level of benefits that he will actually receive upon retire-
ment. (The Social Security Administration’s website is
. ssa.g0v.)

Bobs TIAA-CREF holdings currently amount to
$137,000. These are invested in the TIAA long-term bond
fund (20 percent) and the Global Equity Fund (80 per-
cent). The Global Equity Fund is invested roughly 40
percent in USS. equities and 60 percent in non-U.S.
equities. New contributions are also allocated in these
same proportions.

In addition to his retirement assets, Bob’s net worth
onsists of his home (purchase price $140,0001n 1987; Bob's
current cquity is $40.000); $50.000 in a rainy-day fund
(invested in a short-term money market mutual fund with
Fidelity Investments): and $24,000 in a Fidelity Growth and
Income Fund for his daughter’s college tuition. He has a
term life insurance policy with a value of $380,000; this
policy has no asset value but pays its face value (plus
inflation) s long s Bob continues to pay the premiums
He has no outstanding debis in addition to his mortgage,
other than monthly credit-card charges.

‘Should Bob die while insured, the proceeds on his life
insurance are tax free Lo his wife. Similarly, if he dies before
retirement, his retirement assets go o his wife tax free.
Either one of them can convert refirement assets into amu-
ities without any immediate taxation; the monthly income.
from the annuities is then taxed s ordinary income.

Bob's mother is 72 and in good health. She is retired and
living in  co-op apartment in Manhattan. Her net worth is
om the order of $300,000. His mother-in-law, who s 70, ives
with her sccond husband. Her husband is 87 and has suffi-
cient assets 1o pay for nursing home care, if needed, for his
likely remsining lifetime. Upon her husband'’s death, Bob's
mother-in-law will receive ownership of their house in
Newton, Massachusetts, a5 well as one-third of his estate
(the remaining two-thirds will go to his two children). Her
net worth at that point is expected to be in the 300,000 -
400,000 ramge.

Bob's goal i o work until he is 60 or 65. He would like
1o save enough to pay for his daughter’s college expenses,
but not for her expenses beyond that point. He and his
wife would like to travel, and do so now as much as his job
and their Family responsibilities permit. Upon retirement
he would like to be able to travel extensively, although he
would be able Lo live quite modestly otherwise. He does
not foresce moving from the small town where he now
lives

Bob has a number of questions about how he should plan
for his retirement. Wl the amount he is accumulatingat his
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current rate of savings be adequate? How much should he
beseltingaside cach year? How much will he have to live on
when he etires? Howlong after retirement will he be able to
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live comfortably? What are the risks he faces, and how
should his refirement planning lake these risks into
account?

DRAFT TV COMMERCIALS'

Your client dirccts TV advertising for a large corporation
that currently relics on & single outside advertising agency.
For years, ads have been created using the same plan: The
agency creates a draft commercial and, alter getting your
client’s approval, completes production and arranges for it
10 be aired.

Your client’s budget is divided between creating and
airing commercials. Typically, about 5 percent of the budget
s devoted to creating commercials and 95 percent o airing
them. Lately the client has become dissatisfied with the
quality of the ads being created. Along with most advertis-
ing people. he believes that the ultimate profitability of an
advertising campaign is much more strongly influenced by
the content of the advertisement than by the level of
expenditure on airing or the media utlized (assuming
reasonable levels of expenditure). Thus, he is considering
increasing the percentage of his budget devoted to the first,
“creative” part of the process

One way o do this is to commission multiple ad agencies
to cach independently develop & draft commercial. He
would then select the one for completion and airing that
he determines would be most cfiective in promoting sales.
O course, since his budget is essentially fixed, the more.
money he spends on ereating draft commercials the less he

b L0 spend on siring commercials. He will have (o pay up
front for all of the draft commercials before he has  chance
10 evaluate them.

The standard technique for evaluatinga draft commercial
involves showing i o  trial audience and asking what they
remembered about it later (this is known as “next day
recall”). Ads with higher next day recall are gencrally those
with higher cffectiveness in the marketplace, but the corre-
ation is far from perlcet. A standard method for asscssing
the effectiveness of a commercal after it has been aired i to
survey those who watched the show and estimate “retaincd
impressions.” Retained impressions arc the number of view-
ers who can recall the essential features of the ad. Ads with
higher retained impressions are usually more effective in
generaing sales, but again the correlation is ol perfect
Both the clfectiveness of 4 commercial (the number of
retained impressions it creates) and the exposure it receives
(the number of times it is aircd) will influcnee sales.

How would you advise your client on the budget sphit
between creating and siring a commercial?

“Source: O'Conner, G. C. TR Willemain, and | MacLachlau, 1996
“The value of competition among agencies in developing ad com-
‘paigns: Revisiting Gross's model ™ Journal of Advertising 25:51 63,

ICEBERGS FOR KUWAIT

“The cost of desalinating seawater using conventional tech-
nology in the Persian Gulf is high (around 0.1€ per cubic
meter) and requires cxtensive amounts of oil. Some time.
ago scientists suggested that it could well prove both prac-
lically feasible and less expensive 10 1ow iceberas from the
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