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TIMEIS, INDEED,
MONLEY!

IT'S OFTEN said that time is money—and
when it comes to your finances, that's
absolutely true.

The principle of the time value of money
is simple: money available today is worth
more than the same amount in the fu-
ture, because it has the potential to
earn interest or investment returns over
time. Understanding this key concept
can help you make better spending, bor-
rowing, saving, and investing decisions.

Why time matters

When you receive money today, you
can put it to work immediately by sa-
ving or investing it, earning interest or
returns over time.

On the other hand, if you wait until you
receive money in the future before you
start saving or investing, you lose the
opportunity to grow that money in the
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meantime.

In other words, a rand in your hand today
is worth more than a rand you will re-
ceive tomorrow. This is why early saving
and investing is so powerful, and why
debt can become more expensive if not
managed carefully.

This illustration is an example of how

interest grows your money over time:

+ You have R1 000 today, and invest
it at an interest rate of 9% per year.

= After one year, you will have R1 090

+ After two years, you will have about
R1188

»  After five years, you will have about
R1538

The longer you leave your money invest-
ed, the more it grows—not just from the
original investment, but from the interest
that builds up over time. This is called
compound interest. If you delay in-
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vesting that R1 000 for five years, you
miss out on about R538 of potential
growth.

This example shows why putting money
aside early is one of the most important
actions you can take for your long-term
financial health. Doing so puts you in
a stronger position to reach your finan-
cial goals, such as buying a home, fun-
ding your children’s education, or retiring
comfortably.

Debt and time

When you borrow money, lenders
charge you interest for the time you
hold onto their money. Paying off debt
as soon as possible is crucial, because
the longer you carry debt, the more inter-
est you pay—possibly significantly more
than the original amount borrowed.

High-interest debt, such as credit card
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Crunching the numbers: How the time value of money is calculated
The example in this article of how R1 000 invested at 9% grows over one, two, and five years makes for juicy reading—but how are these fig-

ures actually calculated?

The simplest way of working out how your money increases exponentially over the is to understand it in terms of compounded interest. Simp-
ly put, assuming that the interest you earn in a particular year is added at the end of each year, which means that you effectively eamn interest

on interest.
I [ This is how it works:
Opening Closing | Opening Closing . .

Year boince _imerest__voisncs | buance _mieren _ vaanes | * YO start off by investing YERE R1000. . .

1 Tooooo  sooo  10%000 | tooooo  sooo  rosoo  + At the end of the first year, interest of R90 (R1,000 x 9%) is added to your in-
2 1.090.00 98.10 1,188.10 1.090.00 90.00 1.180.00 vestment.

3 1,188.10 106.93 1.205.03 1.180.00 90.00 1.270.00 , 5

" 120505 1685 14use | 127000 000 1000+ This means that you start off Year 2 with R1090.

5 Lass 1704 asmez | 100 o 1as000 4 At the end of the second year, the interest you receive is R98.10 (R1,090 x 9%).
6 1.538.62 138.48 1,677.10 1.450.00 90.00 1.540.00 22 5

< ieih. mmat  imaal | skl Gomc  Dhkow This is R8.10 more than what you received at the end of the first year.

8 182804 18452 199256 | 1630.00 %000 172000 =  This means that you start off Year 3 with R1 188.10.

s 190256 17833 217189 | 172000 9000 181000 5 2

=3 Jime  1ear  aorse | 1ewem  sooe  1sooe *  Thecyclerepeatsitself for aslong as you remain invested.

:; j:ﬁ;:ﬁ i;z: ; :;: :x :g ;z ;zi gg The table alongside indicates the dramatic difference over 20 years between com-
1 Se1266 25314 so0sse0 | zomco w00 217000 Ppounding your interest each year, and having an investment where your interest is
1 aoess0 27802 3372 | 200 %000 226000  pot compounded.

15 334172 300.75 364247 2.260.00 90.00 2,350.00 . = "

16 asaza7 92782 397029 | 235000 000 zas000 The above obviously assumes that the interest rate and compounding frequency
17 397029 35733 432762 2.440.00 90.00 2.530.00 i i < 3 B

m 4wm w4 | 2w s 2eco | TSMANS unchanged during the period, and that you remained invested throughout
19 47711 42454 514165 | 262000 9000 271000  the period.

s 514165 46275 560440 | 271000 9000 280000

In practice, rates do fluctuate (and, in the case of bonds and equities, rates of return

can even go negative), the rate of compounding differs from one type of investment to another, but this does illustrate the impact that

compounding has on one’s investments.

balances and personal loans, can quickly
spiral out of control, eating into your in-
come and limiting your financial freedom.

By settling your debt quickly, you reduce
the total cost of borrowing, free up cash
for savings and investments, and take a
big step towards long-term financial
stability.

Investing tips

The following tips apply once you've
paid off debt, and you're ready to start
saving—and eventually investing.

» Start with an emergency fund. Before
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investing, build an emergency fund
that covers three to six months'
worth of essential expenses to pro-
tect yourself from falling back into
debt during a crisis.

« Define your financial goals. Set clear

short-, medium-, and long-term goals
so that your saving and investment
decisions align with when you'll need
the money.

+ Consult a certified financial adviser. A

professional can help you assess your
goals, risk appetite, and time horison
to ensure that your choices are
well informed, and suit your personal
circumstances.

» Understand risk and retum. Savings
accounts are best for short-term
goals, because they carry less risk.
Investing in shares, unit trusts, and
retirement funds offers higher re-
turns for long-term goals, but carries
more risk.

+ Diversify your investments, Don't
put all your money in one place.
Spreading it across different invest-
ment types helps reduce overall risk.

= Walch fees. High fees can quietly
erode your returns over time. Com-
pare costs, and understand what
you're being charged.

+ Keep leaming and getting advice.
Read personal finance books and
newsletters, follow reputable finance
websites or podcasts, attend budg-
eting or investment workshops, and
use financial planning apps.

Understanding the time value of money
gives you a powerful tool to build wealth.
Time can either be your best friend or
your worst enemy when it comes to
your finances.

The earlier you start saving and investing,
the harder your money can work for
you—and you don't have to work as
hard to catch up later.

Sarah Nicholson, operations
manager, JustMoney.
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