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A Worker Invested $23000 In The Accounts, One Yielding 6% And The Other
Yeilding 12%. If He Received a total return from these investments, understanding how
the earnings are distributed and calculated is essential. This scenario exemplifies
fundamental investment principles, including compound interest, division of capital, and the
potential growth of investments at different interest rates. Whether you're a novice investor
or someone exploring diversification strategies, analyzing this case can provide valuable
insights into how investments perform over time and how to optimize returns.

Understanding the Investment Setup

Before diving into calculations and outcomes, it’s important to clarify the initial conditions
of the investment.

Breakdown of the Total Investment

- Total amount invested: $23,000
- Investment options:

- Account 1: Yielding 6% interest
- Account 2: Yielding 12% interest

The question is: How much money was allocated to each account? Or, if the amounts
invested in each account are not specified, what are the possible outcomes based on
different distributions?

Common Assumptions in Investment Problems

- The total investment amount is split between the two accounts.

- The investments are held for the same period unless otherwise specified.

- Interest is calculated based on the principal and the respective interest rates.

- The interest may be simple or compound; typically, unless specified, simple interest is
assumed for straightforward calculations.

Calculating Investment Outcomes Based on
Different Scenarios

Depending on how the $23,000 is distributed between the two accounts, the total earnings
will vary. Let's explore the key scenarios.



Scenario 1: Equal Investment in Both Accounts

Suppose the worker invests an equal amount in both accounts:
- Investment in each account: $11,500

Since the interest rates differ, earnings will be:
- Account 1 (6%):
- Interest = Principal X Rate

- Interest = $11,500 X 6% = $11,500 x 0.06 = $690

- Account 2 (12%):
- Interest = $11,500 x 12% = $11,500 x 0.12 = $1,380

Total interest earned:
-$690 + $1,380 = $2,070

Total amount after interest:
- Principal + Interest = $23,000 + $2,070 = $25,070

Scenario 2: All in the 6% Account

If the worker invests the entire amount in the 6% account:
- Interest = $23,000 X 6% = $23,000 x 0.06 = $1,380

Total amount after interest:
-$23,000 + $1,380 = $24,380

Scenario 3: All in the 12% Account

If the entire amount is invested in the 12% account:
- Interest = $23,000 X 12% = $23,000 x 0.12 = $2,760

Total amount after interest:
-$23,000 + $2,760 = $25,760



Determining the Best Investment Strategy

The calculations clearly illustrate that investing the entire amount in the higher-yielding
account yields the highest return. However, real-world investment strategies often involve
diversification to balance risk and reward.

Risk Considerations

- Higher yields may come with increased risk.
- Diversification reduces the impact of poor performance in one account.
- Investors should assess risk tolerance before allocating funds.

Optimizing Returns

To maximize earnings, the worker might consider:

- Investing more in the 12% account.
- Balancing the portfolio to reduce risk while maintaining high returns.
- Reinvesting interest earnings to benefit from compounding.

Understanding Compound vs. Simple Interest

While the previous calculations assume simple interest, many investments compound over
time, leading to higher returns.

Simple Interest Formula

\[

\text{Interest} = \text{Principal} \times \text{Rate} \times \text{Time}
\]

- For example, over 1 year at 6%, interest is straightforward.

Compound Interest Formula

\[

A =P\times (1 + "t

\]

Where:

- \(A\) = amount after time \(t\)
- \(P\) = principal

-\(r\) = annual interest rate
-\(t\) = time in years



Example: Investing $11,500 at 6% compounded annually for 1 year:
,\A[ = 11,500 \times (1 + 0.06)~1 = 11,500 \times 1.06 =\$12,190
ﬁ\terest earned:

tF$12,190 -\$11,500 =\$690

}/\]/hich aligns with simple interest for 1 year.

If interest compounds over multiple years, earnings increase exponentially.

Implications for the Worker’s Investment

The key takeaway from this scenario is the importance of understanding how interest rates,
investment distribution, and compounding affect overall earnings.

Strategies for Better Returns

- Diversify investments to balance risk and reward.

- Invest in higher-yield accounts when risk is manageable.

- Reinvest earnings to benefit from compounding.

- Assess time horizons for investments to choose appropriate interest calculations.

Conclusion

Investing $23,000 across accounts yielding 6% and 12% offers a clear illustration of how
interest rates impact returns. The worker’s total earnings depend heavily on how the funds
are allocated. Fully investing in the higher interest account provides the best return, but
diversification can mitigate risks. Understanding the difference between simple and
compound interest further enhances decision-making, enabling investors to maximize their
gains over time. Whether aiming for safety or growth, strategic investment planning is
essential for achieving financial goals.

Final thoughts: Always evaluate the interest environment, consider risk levels, and explore
options like reinvestment and diversification to optimize your investment outcomes.

Frequently Asked Questions



How much did the worker invest in each account if he
split his $23,000 equally between a 6% and a 12% vyield
account?

If split equally, the worker invested $11,500 in each account.

What is the total interest earned from both accounts
after one year?

Interest from 6% account: $11,500 0.06 = $690; from 12% account: $11,500 0.12 =
$1,380; total interest: $690 + $1,380 = $2,070.

If the worker invested the entire $23,000 in the higher-
yielding 12% account, how much interest would he earn
in a year?

Interest would be $23,000 0.12 = $2,760.

What is the total amount in each account after one
year, including interest?
6% account: $11,500 + $690 = $12,190; 12% account: $11,500 + $1,380 = $12,880.

What is the overall yield percentage on the total
investment based on the interest earned?

Total interest: $2,070; total investment: $23,000; yield percentage: ($2,070/ $23,000) 100
=~ 9%.

If the worker's goal was to earn at least $2,000 interest
in a year, how should he allocate his investments
between the two accounts?

He should invest more in the 12% account and less in the 6% account to meet or exceed
$2,000 interest, possibly investing around $17,000 at 12% and $6,000 at 6%.

What is the difference in interest earned if the entire
$23,000 is invested in the 12% account versus splitting
equally?

Full investment at 12% yields $2,760 interest, whereas splitting equally yields $2,070;
difference is $690.



Additional Resources
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Investing wisely requires understanding how different interest rates and compounding
strategies impact the growth of your money over time. In this guide, we will analyze a
scenario where a worker has invested a total of $23,000 across two separate
accounts—one offering a 6% annual yield and the other a 12% annual yield. We will
examine how these investments perform individually and collectively, and explore the key
factors influencing their growth. Whether you're an aspiring investor or simply curious
about how interest rates affect investments, this comprehensive breakdown will help you
grasp the essential concepts and calculations involved.

Understanding the Investment Scenario
Imagine a worker who has allocated a total of $23,000 into two different accounts:

- Account A: Yielding 6% annually
- Account B: Yielding 12% annually

The question often posed is: How much will each account grow over time? and What is the
total value of the combined investments after a certain period?

To analyze this, we need to clarify a few assumptions:

- Are the interest rates simple or compounded?

- Over what period are we measuring growth?

- How are the investments split between the two accounts?

- Are there additional deposits or withdrawals?

For simplicity, this guide will assume:

- The interest is compounded annually.

- The investment period is specified (e.g., 1 year, 5 years, 10 years).

- The initial investment is split in various proportions to illustrate different scenarios.
- No additional contributions or withdrawals during the period.

Breaking Down the Investment: Key Concepts
Before diving into calculations, let’s clarify some fundamental concepts:
1. Principal

The initial amount of money invested in an account. In this case, the total principal is
$23,000, split between two accounts.



2. Interest Rate

The percentage at which the invested money grows annually. Here, 6% and 12% are the
annual nominal interest rates.

3. Compound Interest

Interest calculated on the initial principal and also on accumulated interest from previous
periods. It results in exponential growth.

4. Investment Duration

The length of time the money is invested. The longer the period, the more significant the
effect of compounding.

Scenario Analysis: Allocating the $23,000 Investment

Let's explore different ways the worker might have split the $23,000 between the two
accounts.

Scenario 1: Equal Investment in Both Accounts

- Account A (6%): $11,500
- Account B (12%): $11,500

Scenario 2: Heavily Weighted Towards the Higher Yield

- Account A (6%): $10,000
- Account B (12%): $13,000

Scenario 3: Heavily Weighted Towards the Lower Yield

- Account A (6%): $15,000
- Account B (12%): $8,000

Each scenario will produce different growth outcomes over time.

Calculating Future Values with Compound Interest
The general formula for compound interest is:
FV=PV X (1 +r)"n

Where:

- FV = Future Value
- PV = Present Value (initial investment)



- r = annual interest rate (decimal)
- n = number of years

Applying this to each account, the total future value is the sum of the individual future
values.

Case Study: Growth Over 5 Years

Let’'s calculate the future value after 5 years for each scenario.
Scenario 1: Equal Investment

- Account A: $11,500 at 6%

FV_A =11,500 x (1 + 0.06)"5 = 11,500 x 1.3382 = $15,392.30
- Account B: $11,500 at 12%

FV_ B =11,500 x (1 + 0.12)~5 = 11,500 x 1.7623 = $20,293.45

Total Future Value:
FV _total = FV._ A+ FV B = $15,392.30 + $20,293.45 = $35,685.75

Scenario 2: Heavier in the Higher Yield
- Account A: $10,000 at 6%

FV_A = 10,000 x 1.3382 = $13,382

- Account B: $13,000 at 12%

FV_ B = 13,000 x 1.7623 = $22,909

Total Future Value:
~ $13,382 + $22,909 = $36,291

Scenario 3: Heavier in the Lower Yield
- Account A: $15,000 at 6%

FV_A = 15,000 x 1.3382 = $20,073

- Account B: $8,000 at 12%

FV_B = 8,000 x 1.7623 = $14,098

Total Future Value:
=~ $20,073 + $14,098 = $34,171



Impact of Time: Extending the Investment Period
Let’s examine how the investment grows over a longer period — say, 10 years.
Scenario 1: Equal Investment, 10 Years

- FV_A: 11,500 x (1 + 0.06)"10 = 11,500 x 1.7908 = $20,588.20
- FV_B: 11,500 x (1 + 0.12)"10 = 11,500 x 3.1058 = $35,720.70

Total FV: = $56,308.90
Key Takeaways:
- Longer investment periods significantly increase the total future value, especially for

accounts with higher interest rates.
- The account with 12% yield grows more quickly over time than the 6% account.

Additional Factors to Consider
1. Tax Implications

Depending on the type of account, taxes may affect the actual gains. Tax-deferred or tax-
advantaged accounts can maximize growth.

2. Inflation

Inflation erodes purchasing power. Even with high-yield investments, consider whether the
real return (interest rate minus inflation rate) remains positive.

3. Risk Factors

Higher yields often come with higher risks. Ensure that investments align with your risk
tolerance.

4. Reinvestment and Diversification

Reinvest dividends or interest to benefit from compounding. Diversifying across different
assets can reduce risk.

Practical Strategies for Investors
Based on this analysis, here are some practical tips:

- Balance your portfolio: Allocate funds across accounts with varying yields to optimize
growth and manage risk.



- Start early: The power of compounding increases exponentially with time.

- Reinvest earnings: Always reinvest interest or dividends to maximize growth.

- Monitor interest rates: Changes in rates can significantly impact future values.

- Assess your risk tolerance: Higher yields can be attractive but often involve higher risk.

Summary

Investing $23,000 across two accounts yielding 6% and 12% can lead to substantial growth
over time, especially with the benefit of compounding interest. The total future value
depends heavily on:

- How the initial investment is split

- The length of the investment period

- The interest rates applied

- Additional factors like taxes and inflation

By understanding these variables and applying the compound interest formula, investors
can make informed decisions to optimize their returns. Whether planning for short-term
gains or long-term wealth building, diversifying investments and starting early are key
strategies to leverage the power of compound growth.

Final Thoughts

Investments are inherently tied to time and interest rates. A thoughtful
approach—considering allocation, period, and risk—can significantly enhance the growth
trajectory of your investments. As markets fluctuate and interest rates change, staying
informed and adaptable will help you achieve your financial goals effectively.

Disclaimer: This analysis is for informational purposes and does not constitute financial
advice. Always consult with a financial advisor for personalized investment strategies.
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