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Handout B-Tracey
Answer key-Option #1

Step 1: Calcuate the amount of the annual contribution that will be allocated to each investment type
to use in Step 2 below for (B). Also calculate the year 1 starting balance in each investment type to use
in Step 2 below for (A).

Bonds & Mutual Funds (containing primarily bonds):
Annual Contribution: $10,000*.5= $5,000 @ 4% return
Year 1 Begininning Balance: $500,000*.5= $250,000

Stocks & Mutual Funds (containing primarily stocks):
Annual Contribution: $10,000*.25=$2,500 @ 8% return
Year 1 Begininning Balance: $500,000*.25= $125,000

Certificates of Deposit:
Annual Contribution: $10,000*.15= $1,500 @ 2% return
Year 1 Begininning Balance: $500,000*.15= $75,000

Savings Account:
Annual Contribution: $10,000*.1= $1,000 @ 1% return
Year 1 Begininning Balance: $500,000*.1= $50,000

Step 2: Calculate the interest earned and investment growth by investment type for the three years.

Bonds & Mutual Funds (containing primarily bonds):

11,440.32

Beginning Annual Investment Growth (C) Ending Balance
Balance Contribution =(A+B)*Growth Rate (A+B+C)
A) (B)
Year1 | 550,000 5,000 (120526%00*5’000) 04= 250,000+5,000+10,200=265,200
Year 2 (265,200+5,000)*.04= 265,200+5,000+ 10,808=
265,200 5,000 10,808 281,008
Y * = =
ear 3 281,008 5,000 (281,008+5,000)*.04 281,008+5,000+ 11,440.32

297,448.32

Stocks & Mutual Funds (containing primarily stocks)

12,313.28

Beginning Annual Investment Growth (C) Ending Balance
Balance Contribution =(A+B)*Growth Rate (A+B+C)
A) (B)
Year1 | 455 000 2,500 (110226%00"2’500) 08= 125,000+2,500+10,200=137,700
Year2 | 437,700 2,500 (1113;’1200"2’500) 08= 137,700+2,500+11,216=151,416
Y * = =
ear 3 151,416 2,500 (151,416+2,500)*.08 151,416+2,500+12,313.28

166,229.28
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Certificates of Deposit

Beginning Annual Investment Growth (C) Ending Balance
Balance Contribution =(A+B)*Growth Rate (A+B+C)
A) (B)
Year1 | 75099 1,500 (75,000+1,500)*.02=1,530 | 75,000+1,500+1,530=78,030
Year 2 (78,030+1,500)*.02= 78,030+1,500+1,590.60=
78,030 1,500 1,590.60 81,120.6
Year 3 (81,120.60+1,500)*.02= 81,120.60+1,500+1,652.41=
81,120.60 ) 1,500 1,652.41 84,273.01
Savings Account
Beginning Annual Investment Growth (C) Ending Balance
Balance Contribution =(A+B)*Growth Rate (A+B+C)
A B)
Year1 | 59990 1,000 (50,000+1,000)*.01=510 50,000+1,000+510=51,510
Year 2 (51,510+1,000)*.01= 51,510+1,000+525.10=
51,510 1,000 525.10 53,035.10
Year 3 (53,035.10+1,000)*.01= 53,035.10+1,000+540.35=
93,035.10 11,000 540.35 54,575.45

Step 3: Sum the balances of all investment types to determine portfolio value after three years.

Investment Type: Year 3 Ending Balance:
Bonds & Mutual Funds (containing primarily 297 448.32
bonds): ,4438.
Stocks & Mutual Funds (containing primarily
stocks): 166,229.28
Certificates of Deposit: 84.273.01
Savings Account: 54.575.45
Total: $602,526.06

Step 4: Calculate the total approximate percentage growth of the investment portfolio over the three
years:

Principal= $530,000 Investment interest/gains=$72,526.06
$72,526.06/$530,000= 13.68%
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