Example: Cost of financing
Scenario: Determine the cost of borrowing $300 for 14 days from a line of credit, payday loan, cash advance on credit card, or overdraft protection on your bank account. 

3 Easy Steps: 
Step One – Calculate Interest you will have to pay - annual interest rate divided by 365 days x length of the loan x the amount borrowed

Step Two – Add any fees that apply to the interest you will have to pay - Add fees to amount calculated above if applicable
Step Three – Estimate the total annual cost of the loan, expressed as a percentage of the amount borrowed – Cost of the loan (calculated in step one) divided by the amount of the loan divided by the length of the loan x 365 days.
	Type of Credit
	Amount of the loan
	Annual

Interest Rate
	Length of the loan (Number of Days)
	Fees
	Calculate Cost of borrowing

	Line of Credit

	300.00
	10%
	14
	None
	Step One - 10% divided by 365 days x 14 days x $300 = $1.15

Step Two – no fees

Step Three $1.15 divided by $300 divided by 14 days x 365 days = 0.1 or 10% approx.

	Payday Loan
	300.00
	Unknown

- interest charged within service fee
	14
	Set up fee $10.00 + service fee of $40.00 which includes interest

	Step One – interest is zero

Step Two – Calc. Fees $10 + $40 =$50

Step Three – Annual Cost of loan

$50 divided by $300 divided by 14 days divided by 365 days = 4.35 or 435%

	Cash Advance Credit Card
	300.00
	
	14
	
	

	Overdraft Protection
	300.00
	
	14
	
	


Line of Credit assumes 10% interest and no fees

Payday loan assumes interest included in service fee of $40, there is a one time set up fee of $10

Cash Advance Credit Card assumes

Overdraft Protection assumes

