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Affected by the financial crisis, a major corporation has to layoff 1,000 of its employees. The company
offers severance package to each laid-off employee a sum of $100 per year for life, payable annually,
to start immediately at the beginning of each year.

The company creates a fund immediately to set aside to pay for the cost of the severance packages.

Assume the following:

• all employees laid-off are each age 40;

• mortality follows the Illustrative Life Table with discount rate i = 6%;

• the employees’ lifetimes are independent; and

• the fund is determined, using Normal approximation, such that the probability the fund is
sufficient to make all payments is 0.95.

Calculate the amount of the initial fund the company must set aside.


