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Q1 The Cook family has finally decided to replace its old kitchen with the help of a home 
improvement loan. The family’s intention is to borrow £8,000 from the bank to pay for the 
new kitchen and repay this amount over a 4-year period with interest. However, the family 
enjoy regular holidays and now want to calculate the impact different interest rates would 
have on their spending power and their ability to pay for these frequent breaks. 

Activity: 

a) Calculate the total amount of interest the family will pay if the interest rate on the 
£8,000 loan is 4.2%  

b) Calculate the total amount of interest the family will pay on this loan, if interest rates 
rise to 5.5% 

c) State whether the change in interest rate will increase or decrease the Cook family’s 
spending power 

Your workings:  

 

 

 

 

 

 

Q2 Doolittle Holidays has decided to invest £4,000,000 in a new caravan park in North Wales. 
Its decision was made following the recent trend in British holiday makers choosing to stay 
closer to home when taking summer breaks. It intends to borrow the £4,000,000 from its 
bank and repay it over 10 years.   

Activity: Calculate:  

a) the total amount of interest it will pay on this loan at an original interest rate of 8.7%  

b) the total amount of interest it will pay on this loan at a new interest rate of 9.1% 

Your workings: 
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Q3 The Lawn Ranger manufacture ride on lawn mowers and, with a key objective to expand, 
has recently started to export to France. The owner, Mo, is keen to understand the impact 
changes in exchange rates could have upon the firm’s export sales. He has collected the 
following information to help him with this. 

Exchange Rate 
Lawnmower price in 

UK  
Lawnmower price in 

France 

Original                                  
£1 = €1.20 

£2,000 € 2,400 

Weaker Pound                 
£1 = €1.10 

£2,000 € 2,200 

Stronger Pound               
£1 = €1.40 

£2,000 € 2,800 

Activity: Using the table above, state: 

a) the price the customer in France will pay – in euros – for a lawnmower when the 
exchange rate is £1 = €1.20 

b) the price the customer in France will pay – in euros – for a lawnmower when the 
exchange rate becomes stronger at £1 = €1.40, stating whether export sales are likely to 
increase or decrease   

c) whether export sales of lawnmowers are likely to increase or decrease when the 
exchange rate becomes weaker 

Your workings: 
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Q4 In order to provide a quality product at a competitive price, The Lawn Ranger has decided to 
import tyres for its lawnmowers from Germany. The owner wants to know how changes in 
exchange rates could affect The Lawn Ranger’s profit levels. He has collected the following 
information to help him with this. 

Exchange Rate 
 Tyre price in                     

Germany 
Tyre price in                      

UK 

Original                                  
£1 = €1.20 

€ 30 £25 

Weaker Pound                 
£1 = €1.10 

€ 30 £27 

Stronger Pound               
£1 = €1.40 

€ 30 £21 

Activity: Using the table above, state: 

a) the price The Lawn Ranger will pay – in UK £s – for a tyre when the exchange rate is £1 
= €1.20 

b) the price The Lawn Ranger will pay – in UK £s – for a tyre when the exchange rate 
becomes stronger at £1 = €1.40, stating whether the tyre becomes more or less expensive    

c) whether import costs of tyres are likely to increase or decrease when the exchange rate 
becomes weaker, stating whether this will increase or decrease profit levels 

Your workings: 
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