Module 5 - Saving

Compound interest
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e When we put our money in a savings account, we are lending our money to the bank. The bank pays us inter-
est for the use of our money.

e Interest is a percentage of the money, usually based on a yearly rate.

Simple interest:

e The bank pays the same amount of interest every year, as a percentage of the money we put in.

Compound interest:

e The amount of interest we earn grows each year because the bank pays interest on what we put in, plus the
interest we earned. Of course, it grows even faster if you keep putting more money in!

e Compound interest can make a big difference to our savings over the long term. The earlier we start saving,
the more compound interest helps our money grow. A little bit can turn into a lot!

Examples:
Total interest | Total savings in 10
Amount saved | Amount saved Compound Total saved in otatin .e res otd savmg.s n
. earned in 10 years (savings +
per month after 1 year interest rate 10 years .
years interest)

$10.00 $120.00 2% $1,200.00 $129.41 $1,339.41
$20.00 $240.00 2% $2,400.00 $258.82 $2,678.82
$50.00 $600.00 2% $6,000.00 $647.04 $6,697.04
$100.00 $1,200.00 2% $12,000.00 $1,294.09 $13,394.09
$200.00 $2,400.00 2% $24,000.00 $2,588.17 $26,788.17

*used the compound interest calculator on the Investor Education Fund website
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