Section 1

© Understanding Loans

Complete the sentences using the words in the box below:

loan, repayment timeline, principal, Annual Percentage Rate,
interest,

1. Inferest is the price you pay for borrowing money.
2. The ,Drincilna/ is the amount of money you borrow.
3.The _ Annual Percentage Rate shows how much interest you pay on the

money you borrow each year, and it also includes any extra fees or
charges linked to the loan.

4.The longer the length of the loan the more we pay back in
interest over the life of the loan.

S.To calculate the interest you'll need to pay on a loan, you need to think
about the principal, the interest rate the bank or credit union is offering
you and the repaqmemt fimeline
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Worked Examples
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Worked Example: Aoife’s Loan

Aoife needs a loan for €5,000. She wants to look at the different options
available so she can make the best decision. Aoife has found the following
loan option. A bank is offering an APR of 4.2% with the choice to repay the
loan over four or five years. How much would Aoife have to pay back on
each option, if each loan is repayable in equal monthly instalments?

Solution: 4 years
APR | lnterest Calculations "~ nferest
Year | || 2% €5000 x 0.042 . €200
Year 2 | 42X (€5.000 - €1250) - €350 x 0,042 €/5150 |
Year 3| 4.2% (€37150 €1250) = €2500 % 0.042 €105
Year b | 42X (€2500 - €1250) = €1250 x 0.042 €5250
Total Inferest | €575
Total Repayment | €5525
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Worked Examples
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Worked Example: Aoife’s Loan

Aoife needs a loan for €5,000. She wants to look at the different options
available so she can make the best decision. Aoife has found the following
loan option. A bank is offering an APR of 4.2% with the choice to repay the
loan over four or five years. How much would Aoife have to pay back on
each option, if each loan is repayable in equal monthly instalments?

Solution: 5 years
AR | et Cotadbon ||| | e
Yeur | | | U2 €5000 x 0042 ] e
Year 21| 422 €4,000 x 0042 €168
Year 3 | | 422 3000000 €16
Vear b | 21 €2000 x 0042 €8t
Year 5| | 422 €1000x0082 e
Fotal rietest | €630
Fotel Repdymetr | €5630
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Applying Your Skills

Ql. Jamie is choosing between two loans:

Loan APR Term Interest Paid
A 5% 3years €450
B 5% 6Byears €900

(i) Why might Jamie choose Loan B?
(i) What are the consequences for choosing Loan B in terms of total
repayments?

Jamie migH choqse Loan B because the relpayknenfs wou/c/. be spreaa/
out over a /onger fime (6 years instead of 3). This usually means lower

VY)OVH%/_(j repaymen*s.

The main consequence Is that Loan B costs more overall Jamie will
pay €900 in inferest on Loan B, comlnarea/ to €450 on Loan A.

Even *hough the inferest rate is the same, the /onger loan term means
Jamie pays inferest for more years, resu/*ing n higher fotal

I"@POIHVY)@H?LS.
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@ Section 3
Applying Your Skills

Q2. Musa is training to become an airline pilot. He needs a
loan to pay for his training. After some research Musa has
decided to get a loan for €6,000 over three years with and
APR rate of 6%.

(i) How much interest will Musa pay over the duration of the loan?
(ii) What will his total repayments be?

APR | Interest C. a’cul’aﬁans Inferest

Vear | | | 62 €6,000 x 0,06 | €360

Vr? |67 | (€6000 €2000) = €4,000 x 0.06 £240

Year 3 | 6% (€4,000 - €2000) = €200 x 0.06 €120
Total Interest €720
Total Repayment €6,120
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@ Section 3
Applying Your Skills

Q3. Go to the ccpc.ie and use the loan comparison tool. Search for a €5,000
loan over 6 years.

Find:
(i) The lowest APR available
(ii) The total cost of that loan
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Section 4

& & Discussion Questions

Use the CCPC online tool to explore current loan rates, then
calculate a few example repayments based on different loan
amounts and terms.

0,08}’) AV)SWQF

How could changes in income or unexpected expenses impact a
person's ability to repay a loan?

What maths and CCPC money tools could someone use to help
them plan for this?

If someone loses their jo/o or has their wor/eing hours reduced, their income a’rolps, which can affect their
abi/hty fo repay a loan. Simi/ar/y, unexluec*ea/ costs such as medical expenses or car repairs incredase
slpeno/ing. Money that was origina//y meant for loan repaymen*s may need fo be used elsewhere,
increasing the risk of missin_g repaymen*s, fa//ing into arrears, or Faying additional fees or inferest

P/anning ahead can he//o reduce these risks. Buo/ge*ing allows a person fo examine their total income and
expenses and fo see where loan repaymen*s fit comfor*ably within their morn%/y expeno/hture. Maths
skills such as using percen*ages hellu with una/ers*ano/ing inferest rates, inc/uding how changes in rates
or loan /engﬂv affect total repaymen*s. Estimation can be used to decide how much money could be set
aside for emergencies, while calculations can he/lp work out how /ong savings would last if income
changea’. Com,oaring different loan terms and reluaymem‘ amounts also helps a person decide whether a
shorter or /onger loan is more atfordable. The CCPC Inrovic/es free online tools to suplporf this, inc/ua’ing a
bua/ge* calculator, loan calculator, and savings calculator, which he/[u Peop/e fo P/om, compare olp*ions, and

make informed financial decisions.

Coimisiun um Competition and

loraiocht agus Consumer Protection
Cosaint Tomhaltdiri | Commission pO ge 7



Section 4

& & Discussion Questions

Loan adverts often focus on low weekly or monthly repayments.
Why might this be misleading when considering the overall cost

of the loan?

LOW repaymenfs 0/0 HO?L a/ways mean a chealber /00“’). /7L'S I'VY)IDOF'lLaVﬂL 7LO /00/€ 017L
7%6 7L07L0I/ OIVYDOMV)?L relbaia', 7%2 AIDE, OIV)GI 7Lh€ /eng*h 07[ 7%6 /00”’1, VlO?{jMS?L *he
wee/e/y or VY)OH?LL)/_(j figure.

If you were redesigning a loan advertisement, what key
mathematical details would you include to ensure it is clear
and understandable?

o Total amount borrowed

o Annual Percen*age Rate

. Lengﬂw of the loan

. /Qelpaymemt amount and fre@uency
o Total amount relpaic/

o Total inferest /oaiol
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