It’s Your Best Interest Activity Sheet

You are an entrepreneur of a salon and spa and you and your business partner want to expand the salon and spa to include a pool.  The pool is estimated to cost $25,000.  You and your partner have agreed to borrow the money from a local bank.  You have been quoted 3 different rates of interest over varying terms.  You and your partner must decide which bank you will accept the $25,000 loan from for your pool based on the following, simple interest, exact interest method or the ordinary interest method.  Be prepared to discuss your findings with the class.

Terms to Know

Interest – an amount charged for borrowing money.  It is important to understand how interest payments are calculated.

Principal – the amount of money borrowed in a loan.

Rate of interest – the percent that is the basis for interest earned or paid.

Exact interest method – uses a 365-day year.  This method is used by the United States government and by many banks and other businesses.  Enter the time as the number of days divided by 365.

Ordinary interest method or banker’s interest method – used in place of the exact interest method by some businesses.  In this method, a year is assumed to have only 360 days.  The 360-day year, known as the banker’s year, has 12 months of 30 days.  Enter the time as the number of days divided by 360.  Calculations are easier to make using the 360-day year instead of the 365-day year.

Term of the loan – the number of years for which a loan is extended.

