6.1 Investigating Personal Loans

1. Think of at least four different places people can borrow money.

a.

b.

c.

d.

e.

f.

2. Some places charge more to borrow than others.  Look at your list from number 1. Which do you think would charge the most interest?  Which would charge the least?

3. Below are two definitions of a line of credit.  Using the two definitions write your own definition in the space provided using your own words.

Definition 1: A credit arrangement in which a financial institution agrees to lend money to a customer up to a specified limit. A line of credit, generally arranged before the funds are actually required, provides flexibility for the customer in that it ensures the ability to meet short-term cash needs as they arise. 

Definition 2: A line of credit, sometimes called a bank line, is the most you can borrow under a revolving credit arrangement with a credit card issuer, bank, or mortgage lender.

When you borrow against a line of credit, you pay interest on the amount of money you actually borrow, not on the available balance, or full amount you are able to borrow.

For example, if you have a $10,000 line of credit on a credit card, you may borrow as much or as little as you want up to that amount, and you pay interest only on the amount you have borrowed.

If you carry a balance of $3,000, you only pay interest on that amount, but there is still $7,000 available for you to borrow. Once you repay the amount you borrow, you can use it again.

4. In the file folders you will find information about loans from TD and CIBC.  Fill in the tables below using the information in the file folders.

	TD LOANS

	Type of Loan
	Minimum Amount to Borrow
	Annual Interest Rate Charged
	Other important Features.

	Personal Loan
	
	
	

	Car Loan
	
	
	

	Line of Credit
	
	
	


	CIBC LOANS

	Type of Loan
	Minimum Amount to Borrow
	Annual Interest Rate Charged
	Other important Features.

	Personal Loan


	
	
	

	Car Loan
	
	
	

	Line of Credit
	
	
	


5. Recall from chapter 4.  What is a typical amount of interest that is paid TO YOU in a savings account? _________

6. Is this higher or lower than the interest charged for a loan?

7. Abdullah borrows $5000 from a bank to buy his first car.  He is told that his monthly payments will be $93.22 for five years.

a) Calculate the total amount that Abdullah will repay the bank.

Total paid 
= 93.22 x each month for 5 years



=  

b) How much interest will he pay over the life of the loan?

Total Interest = Total paid – amount borrowed ($5000)

c) Abdullah is 17 years old and the bank requires a co-signer.  A co-signer is someone else to sign the loan papers.  Do you think the bank will accept Abdullah’s 15 year old cousin as a co-signer?  EXPLAIN.

d) What responsibility does a co-signer take? _______________________________________________

8. Complete the table.

	Amount Borrowed
	Monthly Payments
	Number of Payments
	Total Amount Repaid
	Total Interest Paid

(Total Repaid – Total Borrowed)

	3000
	67.74
	48
	
	

	10 000
	188.43
	60
	
	

	2000
	100
	
	2400
	

	6500
	
	36
	7013.16
	


9. Mugtaba borrows $3000 from his family to buy his first car.  They say he can pay them $250 per month until the debt is paid.

a) How many months will it take Mugtaba to finish paying off the loan?
b) How much will he have repaid his family?
c) How much interest will he pay?

