Retirement Case 
You plan to retire when you are 70 years old.  (You should explain in your answer how long it is until you are 70).  Estimate what you believe you can live on comfortably (e.g., $40,000) in today’s dollars. Your estimate of income in today’s dollars will need adjusting for inflation of 25 basis points per month to see what the equivalent would be when retiring.  You expect to need retirement income for 25 years after you retire. All payments and withdrawals are monthly.

Assume you can earn 8 percent per year for the life of the investment until you retire.  However, you will shift to safer investments upon retirement and earn 4% (nominal rate) from when you retire to the end of the 25 years.  Inflation will continue at 25 bps per month after you retire.
Here is a useful formula where r is the periodic discount rate and g is the periodic growth (inflation) rate:

Present Value of a growing Annuity: 
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Your question is how much do you need to save each month to retire as you plan?  Assume you will start making deposits next month.  

You should do this work individually and turn in a typed memo, less than one page, explaining how you did the calculations and the results.  I do not want to see numbers in the formula, but something similar to: “I am 22 years old and the present value for X months at Y percent for a total of $232 per month.”  That is, explain the step-by-step method you used to get your answer.  There are at least three steps in solving this problem.  Ask if you have questions.  This is due on November 12, 2012 at the beginning of class.
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