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To reach their
ret irement goals,

Lee and Tayo
Ferguson must save
more and spend less

By Carolyn M. Brown

LEE AND TAYO FERGUSON HAVE ALL THETRAPPINGS OF MIDDLE-ClASS
success: two stable careers, a new home,and a young da ughter they plan to send
to college someday. However, the Fountai n Inn,South Carolina, couple isn't where
they need to be when it comes to their reti rement sav ings.

Lee,42, has $14,000 in an IRAand $12,000 in a 401(k).Tayo. 38, has $36.000 in
retirement savings. According to 1: Rowe Price, couples and individuals should
expect to liveon about 70%of their preretire ment annual income during each year
of their retire ment. The couple hasa combined income of $105,000, which means
tha t they should a im to save enough to live on about $73.500 a year in retirement.
Unfortu nately,based on theircontributions and current savings and assuming they
plan to retire at abo ut 65 and willliveoff their retirement savings for 30 years, they
willbeeble to rep lace only 12%of their an nual income-six times less than what
ex perts recommend.This means they willhave only $12.600 per year to live on. ~
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The Advice'
Reducingdebt isone of the Fergusons-' important personalgoals,but their priorityshould
be boosting their savings and creating a plan to protect their,money and pass it on. To
accomplish that, they'll need to establish a budget, draft their wills, and acquire life
insurance.MichelleE.Oliver, afinan cialadviser with VirginiaAsset Management I..L.C.
in Midlothian, Virginia, -and BLACK ENTERPRISE desig~1ed a plan 'to help theFergusons
grow and safeguard their assets.
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Lee should continue contributing to his IRA,
especially .since his company onlv matches
his 401(k) contributions accordingto itsprofit­
ability. If the couple can gettheir spending in
check, they should be able tocome up withan
additional. $100 or$200 amonth, which would
allow Iavo to contribute to an IRA account, •

Lee and Ta~o have paid less atten­
tion to saving because of their .com­
mitment to paying off their debt. Tayo '
has $4,000 in credit card balances and
Lee has $6,500,.plus a $3,OQO student
loan and a $7,000 car note on a '99
Lexus. "Once we get the credit card
debt paid down, [will be reallyhappy,"
says Lee. "I feel that w'ecan save more
money," adds Tayo. "We hope to have
all the debt paid off in the next year
and a half." To reach their goal, they
are making extra payments on their
credit card debt.

Household Income

*ACCORDING TO INDEPENDENT APPRAISER
**ESTIMATED TRADE -IN VALUE ACCORDING
TO KELLE Y BLUE -BOOK

" Savings

• Reduce debt more efficiently. The Fergusons
are paying more than the minimum'due on
their credit cards each month, to accelerate
paying off their total debt and to .pay less
in interest. However, Lee is paying more on . ~

thebalance of nis credit card with the lowest
interest rate-13%. Instead, he needs to apply
more money toward the balance of his high­
est interest rate.card, which isat 29%. Oliver
recommends that he pay just the minimum
to thecard with the lowest rate. "Once those
debts are paid off, apply more money toward
the cards with the next highest rate, and so on, .
untilallthe cards are paid off."To save money
and accelerate paying off your debts, the key
is to payoff the credit card with the highest
interest rate first, Oliver says.
• Boost retirement savings. Right now some
of the $300-plus the couple contributes to

.their 401(k) accounts every month is going
toward paying off the money they borrowed.

flow-.Ideally, they should have $2,000
in discretionary income every month.
Their combined take-home pay is
roughly $5,000, and their expenses
add up to ·about $3,000. The couple

, can't always account for their money,
though they sometimes face unex- _
pected costs associated with Tayo's
rheumatoid arthritis. Tayo's son from
a previous 'relat ionsh ip , 22-year-old
Jatone Bryson, lives at home, but he is
mostly self-sufficient.

The main reason the Fergusons are
off-target: They aren't saving enough
of their monthly income. Borrowing
against their 401(k)plans two years ago
to help finance their wedding didn't
help matters either. Le.e borrowed
$4,000, and Tayo took out $10,000. Last
November, the couple also,used some
of their savings on their first 'home, a '
four bedroom, three-and-a-half bath
newly constructed house, that they
purchased for $258,410.

• Adhere toabudget toreduce overspending.
L~e and Iavo don't stick toa'budget, and one of
their biggest rnonev wasters israndom qrocerv
shopping: "They both go to the grocery store
two orthree times aweek, which means they're
blowing some oftheir discretionary income just
by not planning ahead," says Oliver. They need to
create abudget and set limits on their monthly
grocery bill. They also need totake advantage of
coupons, using sites such as Smartsource.ccm and
Coolsavings.com. If they use coupons effectively
(by matching store sales with manufacturers'
coupons), they could potentially see immediate
savings of.50% to 75% in their weekly budget,
.savs Oliver. As a result of Iavo's condition, the
couple faces additional and variable costs for
medications, which can be expensive. Iavo should
look into patient assistance programs such as the
Partnership for Prescription Assistance.(WWJv..
pparx.org) and RxAssist.org, which offer free or
low-cost medications toeligible patients.

The Fergusons are far from unique.
.Accordin g to the Employee Benefit
Research Institute, 29% of Americans
say they have lessthan $1,000 in their
retirement .plans. In total, more than
half of workers (56%).report that the
total value of theirhousehold's sav­
ings and investments, not including
the value of their primary home and
any defined benefit plans, is less than
$25,000. The sour economy has made
saving more difficult. Familie;, in par­
ticular those that have suffered a job
loss, are often forced to borrow from
their retirement savings to cover liv­
ing expenses.

Employment has not been an issue
for the Fergusons. Lee works at Charter
Communications as a sales supervi­
sor, earning $72,000 a' year; Tayo is a
customer service representative for
Verizon. earning an annual $33,000.
However, the couple has had a hard '
time controlling their monthly cash
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ForL!fe

suggests Oliver. The rouple shoukI avoid lapping
rnotheir retiremert aaOlJ'tS letlo¥IS inthefutt.re
iWllI instead~OIlemergencysavtIQS. They sI'KUd
use the$2,000 FinancialFitness (oo1E!St winnings
tostartthat fund.
. 1ooNse 4011) (oobibutions. l.eeand~con­
tribute 35~ and 6\ respectively10UleIr employer­
sPQllSOrlXl retirement plans. They shouldincrease
theircontributions 10 etleast 10% een aslong asit
does not exceed t16.500each.peryear. Since they're
both behifld, at the age of 50 they should make
cann-co cnmbutons. which willie! each ofthem
put $12,000 ayear intotheir retirement accents.
• Dran two wills andformatrust. Because the
~hasamiramid,eadlotthem stICK.Jlddraw up
awill thecnv dooJnenl l7t which OflecalllOOlinale
a legal guardOO, says Lori Arne 000gIass, partner,
trusts and estatl.'SaI: Moses &Sirger lU'~alaw film

inNew Yuk. h their wi. thefer9,Js(r1s GIlset~ a
mst nowtldI theyPliill their assets. in:I name
~'t9-o1d sanai as the beneficiafV. Since mif"l<n
canl imerit assetsoutJil1t, theFergusonsllJJ5talso
iIPllOOrt afinancial~ kidlei' dal1;tIler. (1hl'
legal and fll'laOOal guardOO can bethesere peoon
01t'M:l different people.) The designatedbenefKiarV
on their retirement and other financial acCOllltS can
be the sur'o'iving spouse, but an alternative must
benamed illthe event something happens toboth
parents, The couple rmtSt apiXlinlalternative erecu­
tcrs and (andesignatemore than oretrustee-as
many as three-to provide (hec~s and balances.
Douglass also re<ommenct that eenotthem execute
Iinancial jl(IWef'S 01 attorney .wi medical directives.
orhealthcare J)"OXY.

• Obtain JIle Insurance. Beth leeand rerc
should purchase term tile insurance policies.

Tavo'smedical condilioo may require tier topay
higher premiumS-if she's insumble. Al lthemore
reason tOf leetohave atleast aZll-year term life
illSlJrance poliCy worthat least S1 million. Even
thoogh tile ruleof thumb isthat adultsshook!
becovered lor10 limes their annual salary, Lee
needsessentially income replacement ecuiva­
lentto14 years, Of unlit his daughter islB. The
coverage stlOutd factor in additional funds 10
coverhisdaughter'scollegeeducation should he
diepremalurely, Douglass explains. II Tavo can
purchasecoveragelornersenshe shouldsecure
aterm lifepolicy worth$1 million.
• Sell onevehicle. Since the family rarely uses
their '94 Muralegend, they shoold sell it and put
lhat money intheiremergency lund. Sincethecar
isingood condilion, lheyshouldexpect 10get at
least ~,OOO, ;t(cording 10KelleyBlueBook. I E
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Disclaimer

Viewing this or contacting Moses & Singer LLP does not create an attorney-client 
relationship.

This is intended as a general comment on certain developments in the law. It does not 
contain a complete legal analysis or constitute an opinion of Moses & Singer LLP or any 
member of the firm on the legal issues herein described. This contains information that 
may be modified or rendered incorrect by future legislative or judicial developments. It is 
recommended that readers not rely on this general guide in structuring or analyzing 
individual transactions or matters but that professional advice be sought in connection with 
any such transaction or matter.

Attorney Advertising

It is possible that under the laws, rules or regulations of certain jurisdictions, this may be 
construed as an advertisement or solicitation.
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