Compound Interest

Wait, what's simple interest again?

When you put some savings away, say with a bank, you will often receive some money back for leaving you money with them.
This is called “simple interest”. For example, you might have a savings account that has an interest rate of 2% per year. If you put
$100 into that account, at the end of the year (assuming there aren’t any fees and you haven't added or withdrawn anything),
you would have $102. l.e.e your original $100 + $2 in interest.

So, what's compound interest?

Compound interest is when your initial investment receives interest, which is then reinvested time and time again along with
your original amount. Using the same example above, in your second year, you would recieve interest on top of your $102. This
makes compound interest favourable when it comes to saving and investing - including your super.

There are two magic variables when it comes to understanding the power of compound interest: TIME and RATE OF RETURN.

TIME:
As the saying goes, the best time to plant a tree was 20 years ago. The second best time is now.

RATE OF RETURN:
Time on its own isn't going to cut it. The other important element of compount interest is the Rate of Return. That is, the rate of
profit received on an investment.

These wise words can be applied to generating wealth as well. When it comes to making the most of compound interest, TIME
is a significant factor. The earlier we invest our funds, the more time there is for the interest to compound.

Let's see how the magic of compount interest works for three friends: Amy, Benita and Chen. All women started with

nothing and they each contributed $50 a week into their future goal fund.

Amy deposited her $50 a week into a savings account earning 3% p.a. for 5 years.

After 5 years Your strategy
Initial deposit $0

RESULTS Regular deposits ~ $13,000
Total interest $1,007
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https://moneysmart.gov.au/budgeting/compound-interest-calculator

Compound Interest

Benita also deposited her $50 a week into a savings account earning 3% p.a. but saved for 30 years.

After 30 years Your strategy
RESULTS Initial deposit $0
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Chen deposited her $50 a week into an investment fund earning 7% p.a. and like Benita, withdrew it after 30 years.

After 30 years Your strategy
Initial deposit $0
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Compound Interest

Compound interest can apply to savings accounts, share investments, as well as your super.
Regular contributions to super, either through salary sacrifice or a personal contribution, can significantly boost your savings for
] retirement. How? Compound interest of course! -
Let’s check out an example:
Jade and Khadija have both just turned 30. They each have $35,000 in their super and they both earn $55,000 a year. Their super is in
the same fund and incurs the same fees, returns and tax. They're both planning to retire at 67. The difference is that Khadija has set up
| a salary sacrifice of $200 to go to her super. [
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I While Jade and Jhadija had the same amount of time and the same rate of return, by making regular contributions to her super, Khadija I
was able to use compound interest to her advantage to massively boost her retirement savings!
Note: super guarantee (SG) is not outlined in this example.

e This guide is published by Verve Superannuation Pty Ltd (ABN 65 628 675 169, AFS Representative No. 001268903), which is a Corporate Authorised Representative of True Oak Investments Ltd (ABN 81
002 558 956, AFSL 238184). Verve Superannuation Pty Ltd and True Oak Investments Ltd are not licensed to provide personal financial advice. The information provided in this guide, including any financial
guidance, is general in nature. You should consider seeking independent legal, financial, taxation or other advice to ensure that your financial decisions are suited to your unique circumstances.
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