PROMISSORY NOTES

TERMINOLOGY:

(1) Promissory note – a legal document signed by the borrower that he/she promises to 

      repay the loan

(2) Maker – person borrowing the money

(3) Payee – person or agency lending the money

(4) Term – time period for which the money is loaned/borrowed

(5) Maturity Date – date on which the loan is to be repaid

(6) Face Value – the amount loaned/borrowed

(7) Bank Discount – interest that is collected at the time the loan is made
(8) Proceeds = face value – bank discount

(9) Simple discount note – a loan made where the interest is collected "up front"

Ex 1:  Suppose we borrow $10,000.00 to finance our Business Math music video at 6% annual simple interest (using ordinary interest and ordinary time) on March 20th and we agree to repay it on June 30th.  Our bank thinks our venture is risky so they offer us a simple discount note.  What is the interest?  What are the proceeds (i.e. how much cash do we have to finance our video)?

Ex 2: Suppose one of us has a friend at another bank and this bank feels our video is a lock.  This second bank offers us a simple interest note (as opposed to the simple discount note the other bank offered us) at an annual rate of 6%.  What is the interest?  How much do we have to finance our video?  How much is due on June 30th?  

Ex 3: Suppose we make our video and we sell 5,000 of them to a video store at $3.50 each on March 22nd.  The video store doesn't have the cash on hand to pay for the videos so they ask us to be the "payee" - they're going to borrow the money from us.  We agree that we'll loan them the money at an annual rate of 5% and the simple interest note is due on September 18th based on exact interest and exact time.  On April 21st, we decide we need the cash so we take the note to our bank and they agree to buy the note at an annual interest rate of 6% (discounted) using banker's rules (remember: ordinary interest – exact time).  What are our proceeds from the note?  How much interest did we actually make for holding the note from March 22nd till April 21st?

