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If You Get the Prime Rate, Do You Actually Pay It?

a business borrows $100,000 at a 10
ot get to use all the
balance, or a

That depends.  Suppose
percent prime rate. However, {he company may n
funds because the bank may require a compensating
deposit (usually interest free), in the amount of $5,000. On a simple
interest basis, the company is really paying $10,000 for the use of
$95,000, which computes (o a 10.53 percent simple rate.

Another bank may have an identical prime but a different
compensating balance requirement in the amount of $9,000 per
$100,000 borrowed. A borrower at this bank would still pay 10
percent on the $100,000 for an interest cost of $10,000 but have
access to only $91,000, for a 10.99 percent simple rate.
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status:  Coincident for recessions; lagging for recoveries
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