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What's the difference?

Know the diference to hel you build weslth over time.

Mostof us il befamilar with th term Tntrest. But what s ¢

exacty? Inthe simplest tems possible nteresi the piceof

borrowing money. In other words:

You pay interest when you borrow money (.. taking out a home
loan)

“You ¥ X pay:
for putting money in a fixed deposit)

What s simple interest?

a the

principal amount. This means that the amount paid or received each

year does not change.

Example:

$$10,000 home loan @
3% over 5 years = S$300
interest paid each year

ﬁ $$10,000 home loan

Year

) $$300
° O ss300
o © ss300
° © ss300
é © ss300

For nsanc, b

with a 3% coupon rate pays you $300 per year
What is compound interest?

In contrast, compound interest is calculated by adding the

‘amount of interest to snowball and grow bigger with each passing

year.

Example:

$$5,000 credit card
balance @ 25% annual
interest rate

$$5,000 x 0.25 =
$$1,250

(5$5,000 + $§1,250) x 0.2!
$$1,562.50

‘ 3 ) (S$5,000 + $$1,250 + S$1562.50) x 0.25 =

$$1,953.125

As you can see, the interest payments can get quite big, quite

quickly!

multiply over time. It important to note that any withdrawals made
from your principal sum (or interests earned) will reduce this
which as

long as possible to maximise your potential returns.
Which s better?

Youwant to earn as much interest as possible on your savings but

ot pay more than what you have to when you borrow. In summary:

interest paid

quickly

compound ¥

nest egg for retirement
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