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The Magic of Compounding
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difference. Y our account would have grown by
$45,996 more if it earned 8% versus only 2%.

Example2: TimelsMoney

Timeisan investor’'s biggest ally. Why? Because the
more time you have to invest, the longer your
investment can compound or grow in value. Therea
magic of compounding happens over ten, twenty or
thirty years. For instance, let’s assume that a person
wanted to accumulate $1,000,000 by age 65. Table 2
below shows how much money (lump sum) would
have to be invested at various ages in order to have $1
million at age 65.

A 20 year old has to invest alesser amount than a 40
or 50 year old would have to invest. The younger you
are when you start investing, the more you will benefit
from compounding.

Any Drawbacks?

Unfortunately, inflation is also subject to the
compound interest phenomenon. The price increase
for next year is added onto the price increase for this
year and so on and so forth. Even a small difference
in the inflation rate has a large impact on the cost of
living over time. Thisiswhy it isimportant to
compound your investments at a higher rate than the
compounding of inflation.

Conclusion

Understanding compound interest is a key to building
wealth. The important factors are: not withdrawing
the interest, rate of return, and allowing time for the
investments to compound and grow. Allowing for the
compounding on investments is particularly important,
because even as your investments are growing, the
cost of living is aso growing at a compounding rate.

Tablel Simplevs. Compound Interest Table2 Accumulating $1 Million by Age 65
. With Required Required Required
i nvge%’%?%% W'It:]lesrgtpl € Compound Age I nveeqﬂment I n\i.eistment I nveeistment
Interest @2% @4% @8%
Start $100,000 $100,000 20 $410,197 $171,198 $ 31,328

After 5 years $140,000 $147,000 30 $500,028 $253415 | $ 67,635
After 10 years $180,000 $216,000 40 $609,531 $375,117 $146,018
After 15 years $220,000 $317,000 50 $743,015 $555,265 $315,242
After 20 years $260,000 $466,000 60 $905,731 $821,927 $680,583
After 25 years $300,000 $685,000 64 $980,392 $961,538 $925,926
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