Unit 1: Business and Accounting

Activity 5: Costs of Financing

Name:  ____________________ 

1. What are the four C’s of credit?
2. Explain each of the 4 C’s:  

a. Character

b. Collateral

c. Capital

d. Capacity.

3. Finish these sentences:  “When you finance your business using borrowed money, you will need to repay not only the loan, but also ________________. The amount of money that you borrow is called the ______________. The ________________is the amount you pay to the bank in return for using the bank’s money. _________________ is the percentage of the principal used to calculate the interest.

4. What is the formula to calculate Interest: ___________________________________
5. Explain leasing:  
6. What is the Summer Company?  What are its guidelines?
7. You get a loan from the bank. You agreed that if you do not repay the loan, the bank can take you car and sell it to get the money you owe them. In this case, your car represents _____________ . 

a)   capacity
b)   collateral
c)   character
d)   capital



8. When you apply for a loan, the bank asks for evidence that you are trustworthy, stable, and responsible. Which one of the Four Cs of credit is described by this statement? 

a)   capacity
b)   collateral
c)   character
d)   capital

9. Interest = P x R x T. In this formula, what does the P stand for? 

a)   principal
b)   payment
c)   program

10. Explain “cost” when you are financing a business with your own money.

