Personal Finance: Turning Money into Wealth, 8e (Keown)

Chapter 7   Student and Consumer Loans: The Role of Planned Borrowing

7.1   Consumer Loans-Your Choices

1) Consumer loans are less formal than credit cards and/or other open credit. 

2) Consumer loans can range from unsecured, fixed-rate, single-payment loans to secured, variable-rate, installment loans.

3) Bridge loans provide short-term funding until longer-term or additional financing is found.

4) Unsecured loans are generally less risky to lenders than secured loans. Therefore secured loans typically charge a higher APR than unsecured loans.

5) Defaulting on a secured loan may lead to the collateral being repossessed. 

6) A balloon loan calls for repayment of both interest and principal at regular intervals, with the payment levels set so that the loan expires at a preset date.

7) If your before-tax cost of a home equity loan is 12 percent and you are in the 30 percent marginal tax bracket, your after-tax cost of the home equity loan is 9 percent.

8) Variable-rate loans tied to long-term rates expose you to more risk of rate changes than variable-rate loans tied to short-term rates.

9) A recourse clause defines whatever actions a lender can take to recover money from you in case you default on the loan.

10) An acceleration clause states that if you default on a secured loan, not only can the lender repossess whatever is secured, but if the sale of the asset does not cover what you owe, you can also be billed for the difference.

11) According to the Keown book, a(n) ________ is a loan involving a formal contract that details exactly how much you're borrowing and when and how you're going to pay the loan back.

A) balloon loan 

B) consumer loan 

C) bridge loan

D) installment loan

12) An example of a consumer loan is a(n)

A) unsecured loan.

B) pre-payment loan. 

C) interim loan.

D) both A and C.

13) Which statement is false regarding consumer loans?

A) Consumer loans are usually used for bigger purchases.

B) Consumer loans can range from open credit to credit cards.

C) Consumer loans are sometimes called "planned borrowing."

D) Consumer loans can range from single-payment loans to installment loans.

14) Which of the following is the correct formula to calculate the after-tax cost of a home equity loan?

A) After-tax cost of a home equity loan = before-tax cost (1 + marginal tax rate)

B) After-tax cost of a home equity loan = before-tax cost (1 - marginal tax rate)

15) A short-term loan that provides funding until a longer-term loan can be secured is called a(n)

A) bridge loan.

B) gap loan.

C) straddle loan.

D) amortized loan.

16) A(n) ________ loan calls for the repayment of both the interest and the principal at regular intervals and is commonly referred to as loan amortization.

A) term

B) simple interest

C) installment

D) personal

E) none of the above

17) You are considering building a new deck on your home, what factors should you consider when deciding whether to borrow the money or take the money out of your savings account?

A) You should compare the after-tax return on your savings with the after-tax APR on your loan.

B) It's simple, if you can afford to pay cash then you should not take out the loan.

C) What impact the savings withdrawal will have on your liquidity.

D) Both A and C are correct.

18) Which of the following characterize secured loans?

A) They are typically easier to get.

B) Interest rates tend to be lower than unsecured loans.

C) They reduce the lender's risk.

D) They are backed with either physical or investment assets.

E) All of the above

19) A ________ is tied to a market interest rate, such as the prime rate or the six-month Treasury bill rate.

A) prime-rate loan

B) convertible-rate loan

C) flexible-rate loan

D) variable-rate loan

20) Variable-rate loans

A) usually have rate caps that prevent them from varying too much.

B) always adjust every month.

C) are never a better option than fixed-rate loans.

D) all of the above.

21) What are the risks to the borrower with adjustable-rate loans?

A) During times of inflation your salary may increase during the term of the loan.

B) That the market rates of interest may increase during the term of the loan.

C) It is harder to budget for loan payments that may increase during the term of the loan.

D) Both B and C are correct.

22) Alice has fallen behind on her signature loan. She recently received a notice from the lender that her wages were going to be garnished to pay off the debt. What is the loan clause that allows the lender to take this action against Alice because she was in default?

A) Recovery clause

B) Default clause

C) Recourse clause

D) Deficiency payments clause

E) None of the above

23) What is the loan clause stating that if you default on a secured loan, the lender can repossess whatever is secured, as well as bill you for the difference if that repossession does not cover what you owe?

A) Insurance clause

B) Default clause

C) Recourse clause

D) Deficiency payments clause

E) None of the above

24) What is your potential liability from the deficiency payments clause if you default?

A) Nothing, since the loan is in default it invalidates all loan clauses.

B) You will have to pay any legal or repossession fees incurred by the lender.

C) You will have to pay the remainder of the loan balance if the proceeds from the repossession are not sufficient to pay off the loan.

D) Both B and C are correct.

25) Joshua recently purchased a new home. His lender required him to purchase credit life insurance on the loan in the event that he died before the mortgage is paid off. What is the loan clause that allows his lender to require him to purchase this additional insurance?

A) Insurance agreement clause

B) Default contingency clause

C) Early payment clause

D) Recourse clause

E) None of the above

26) Suppose you borrowed the money you needed to purchase an automobile and then failed to make a scheduled payment by the due date. Technically, you

A) are bankrupt.

B) are in default.

C) are usually not given a chance to make good on the overdue payment.

D) none of the above

27) The "Repo Man" recently repossessed your car for failure to make payments. You still owed $5,000 on the loan, but since it was always broken, you were glad to get rid of it anyway. The bank sold the car at a wholesale auction for $3,000. The bank also paid the "Repo Man" $200 and paid attorney fees of $300. Based on the deficiency payments clause in your loan, what are you liable for?

A) $0; repossession means the bank must "eliminate" the debt

B) $500

C) $2,000

D) $2,500

E) None of the above

28) What is the name of the formal document that outlines the legal obligations of both the lender and the borrower? 

A) Default

B) Claim

C) Debenture

D) Note

E) Tort

29) Which one of these clauses is not found in a typical loan contract?

A) Recourse

B) Deficiency payments

C) Acceleration

D) Withdrawal terms

E) Insurance agreement

30) The loan contract is a formal document called a(n) ________ and may contain a(n) ________ specifying who retains control over the item being purchased in the case of default.

A) agreement; insurance clause

B) indenture; security agreement

C) note; security agreement

D) agreement; indenture

E) note; legal transaction

31)  The quoted rate on a home equity loan is 10% and you are in a 28% marginal tax bracket. What is the effective after-tax rate on this loan?

A) 7.2%

B) 5.4%

C) 4.1%

D) 2.8%

E) None of the above

32) You are considering a home equity loan. Your marginal tax bracket is 25%. You want to borrow $30,000 and are quoted an APR of 10%. How much money would you save in taxes in the first year if you use the tax-deductible home equity loan?

A) $1,300

B) $920

C) $750

D) None of the above

33) What happens when you default on a car loan where your Title is held as collateral?

A) You damage your credit history but you keep the car.

B) You lose the car and damage your credit history.

C) You face liability under the deficiency payments clause.

D) Only choices B and C are correct.

E) All of the above choices are correct.

34) If you own a home with a market value of $175,000 and you have an outstanding balance on your mortgage of $60,000, your home equity is

A) $57,500.

B) $97,750.

C) $115,000.

D) $235,000.

35) Home equity/second mortgage loans have two important advantages over most other types of loans. They are

A) tax deductibility of payments and longer terms.

B) tax deductibility of interest and lower interest rates.

C) no risk for borrower and less amortization.

D) increase in future financing flexibility and no recourse clause.

E) none of the above.

36) Explain the purpose of a convertible loan.

37) Name the advantages and disadvantages of an unsecured loan.

38) Describe the four major parts of a typical loan contract.

39) What is the distinguishing feature of an automobile loan?

40) What are the advantages of a home equity line, and what, if any, are the disadvantages?

7.2   Cost and Early Payment of Consumer Loans

1) A payday loan is a reasonable option if you need a luxury item like a big screen TV.

2) Payday loans are a dangerous way to borrow money, and charge an annual interest rate of almost 400%.

3) The simple interest method is the most common method of calculating payments on an installment loan.

4) Loans using the add-on method are a relative bargain, and should be sought out.

5) The annual percentage rate is the simple percentage cost of all finance charges over the life of the loan on an annual basis.

6) With a discount method single-payment loan, the entire interest charge is subtracted from the principal before you receive the money, and at maturity you repay the principal.

7) Ronald is borrowing $20,000 using the discount method. His bank is offering him an annual percentage rate of 8.5% and he is taking out the loan for 24 months. How large of a check will Ronald receive from this loan when he leaves the bank? How much will he repay? 

A) $20,000; $23,400

B) $16,600; $20,000

8) The APR is larger when money is lent under the discount method than when it is lent under the simple interest method.

9) Amortization refers to the process in which a large proportion of the early payments of an installment loan goes to cover interest, and the later payments have a larger proportion going towards the payment of principal.

10) Which of the following is not required by law to be on a loan disclosure statement?

A) Annual percentage rate

B) All finance charges

C) The total amount financed

D) The total amount of payments

E) All of the above are required.

11) The finance charges for a loan may include

A) fees for a credit check.

B) required insurance fees.

C) interest payments.

D) only choices A and B.

E) All of the above choices.

12) Fred ran short on cash and borrowed $300 through a Payday Loan company. The company charged him a fee of $60 to borrow the $300 for 14 days. Using the simple interest method calculate what interest rate was Fred charged for the aforementioned loan. 

A) 5.21%

B) 52.13%

C) 521.29%

D) None of the above

13) Payday lenders

A) make money by providing one-time assistance during a time of financial need.

B) make money by keeping borrowers in debt.

C) encourage repeat borrowing.

D) all of the above.

14) Veronica was offered a loan using the discount method of calculation by her bank. She will borrow $10,000 for one year at an APR of 11%. How large will the check be that Veronica receives? How much must she repay? 

A) $11,100; $11,100

B) $10,000; $11,100

C) $8,900; $11,100

D) $8,900; $10,000

E) None of the above is correct. 

15) In driving around town one day, you noticed most of the payday loan companies were located close to the college and the local military base and there were none out in the newer neighborhoods. Why do you think this is so?

A) The rent on these locations is less expensive.

B) Payday lenders tend to focus on less experienced borrowers who typically don't make a lot of money.

C) Because their terms are so affordable people with low incomes really take advantage of them.

D) There are zoning laws that require these types of locations for these types of services.

16) Steven is beginning a new job but has not yet been paid. He needs $400 to pay his rent this month. Steven is going to borrow the money through a Payday Loan establishment. They are charging him an $80 fee to borrow the money for 10 days until he receives his first paycheck. What is the actual interest rate that Steven is being charged? 

A) 7.3%

B) 73.0%

C) 730.0%

D) .073%

E) None of the above

17) A rule to determine what proportion of each loan payment is principal and interest is

A) the law of 72.

B) the N-ratio method.

C) the rule of 78.

D) the principal-interest mix.

E) the add-on method.

18) A simple interest installment loan calculates interest on the unpaid balance. An add-on

A) calculates the same way with the addition of a factor.

B) calculates interest on the original balance.

C) is less costly.

D) is more costly.

E) both B and D.

19) Congratulations! You have just graduated from college and are determining what your monthly student loan payments will be. After consolidating all of your loans, you have a balance of $18,000. At 8% APR for 10 years, what will your monthly payments be?

A) $1,866.66

B) $161.50

C) $218.39

D) $1,440.14

20) You just bought a car and borrowed $15,000 for 5 years at 8% APR. Using the simple interest method; by the time you pay off this loan your total finance costs will be closest to which of the following? 

A) $6,000

B) $3,249

C) $3,784

D) $1,200

21) A loan that is paid back in a single lump sum payment at the due date of the loan is commonly called a(n)

A) fully amortized loan.

B) balloon loan.

C) installment loan.

D) secured loan.

E) none of the above.

22) You are headed to the mountains for some climbing this summer and you need some gear. The local mountaineering shop is offering 6% financing on all purchases before the end of the month. Your savings account is currently paying 5%, and you are in a marginal tax bracket of 28%. Which of the following is true?

A) Borrow from the mountain shop — it is cheaper.

B) Take the money out of savings — it is cheaper.

C) It does not matter where you get the money; it will cost the same.

D) You should seek competent financial help.

E) None of the above are true.

23) Your brother, a banker, has just approved a loan for you, an add-on interest loan. You will borrow $2,000 for one year with a 12% annual interest rate. What is your monthly payment?

A) $166.67

B) $186.67

C) $240.00

D) $256.78

E) None of the above

24) What is the name of the interest rate banks charge to their most creditworthy customers?

A) Main rate

B) Blue chip rate

C) Prime rate

D) Premier rate

E) None of the above

25) You just received a loan from your banker to buy seed and plant your alfalfa field. The loan is a discount loan and is for $5,000 for 1 year and the quoted rate was 10%. What is your APR?

A) 10.00%

B) 11.11%

C) 12.23%

D) 14.33%

E) None of the above

26) Calculate the interest on $6,000 borrowed at an annual rate of 9% under the simple interest loan method for 9 months.

A) $270

B) $360

C) $405

D) $450

E) $540

27) Gary is taking out a $5,000 loan for 1 year at an APR of 12%. His bank has offered him a loan using the add-on method. Using first the financial calculator method and the add-on method calculate Gary's monthly loan payment. 

A) $444.24; $466.67

B) $475.00; $448.94

28) The ________ is the true simple interest rate paid over the life of a loan and provides a reasonable approximation for the true cost of borrowing.

A) APP

B) APR

C) ADR

D) ARR

E) none of the above

29) You have just obtained a personal loan for a new home movie system under the simple interest method. You have borrowed $12,000 for 9 months at an annual rate of 10%. Your marginal tax rate is 28%. What are the total interest charges you would pay if the loan is paid off in one payment at the end of the nine month period?

A) $1,200

B) $1,080

C) $900

D) $648

E) None of the above

30) What strategy should you use to obtain the lowest possible APR on a loan?

A) Get a variable-rate loan.

B) Keep the term (length) of the loan as short as possible.

C) Make a large down payment.

D) Provide collateral.

E) All of the above

31) Give five things you can do to obtain the most favorable rates on loans, which in essence will allow you to lower the lender's risk.

32) Explain why add-on installment loans are more expensive than simple interest loans.

33) Why is the discount method more costly than the simple interest method on a single-payment loan?

7.3   Getting the Best Rate on Your Consumer Loans

1) Which of the following does not require you to have a good credit rating to issue you a loan?

A) Your family

B) Savings and loan

C) Commercial bank

D) All of the above require a good credit rating to issue a loan.

2) Which of the following statements would most correctly complete the following sentence? As the interest rate on a loan increases

A) the loan maturity would decrease (other things held constant).

B) the payment amount would decrease (other things held constant).

C) the amortization would increase (other things held constant).

D) the payment amount would increase (other things held constant).

E) none of the above.

3) Which of the following statements regarding the risk-return relationship is most accurate?

A) Lower credit scores are associated with lower APRs.

B) Higher credit scores are associated with lower APRs.

C) Longer loan length is associated with lower APRs.

D) Shorter loan length is associated with higher APRs.

E) Both B and D are correct.

4) With a(n) ________ installment loan, interest charges are calculated using the original balance, and these charges are then added to the loan.

A) simple interest method

B) partial amortization method

C) discount method

D) add-on method

E) none of the above

5) Of the following possible sources of credit, which typically has the lowest borrowing rates?

A) Savings and loans

B) Personal finance company

C) Credit union

D) Commercial bank

6) What is the type of loan where the entire interest charge is subtracted from the loan principal before you receive the money, and at maturity you repay the entire principal?

A) Simple interest method

B) Partial amortization method

C) Discount method

D) Add-on method

E) None of the above

7) Neal's life insurance policy has a cash value of $100,000. He wants to purchase a second home to rent out. How much can Neal borrow against the surrender value of his life insurance policy? 

A) $50,000

B) $75,000

C) $95,000

D) $100,000

8) List examples of loans or loan sources that fit into the categories of inexpensive, more expensive, and most expensive.

9) Why is the debt limit ratio and 28/36 rule more important to conservative lenders like Banks and Credit Unions and not so important for lenders like small Finance companies and Payday lenders?

7.4   Controlling Your Use of Debt

1) The 28/36 rule says that as long as your total debt payments are under 36 percent of your gross income then you are not overextended.

2) Lenders tend to like to see borrowers put down large down payments for loans because this is seen as increasing the borrower's desire to pay off the loan since the borrower now has equity in the collateral. 

3) Not having health insurance could lead to filing for bankruptcy if one has incurred large medical expenses and is unable to pay these bills off in a timely manner.

4) Debt consolidation loans are very appealing because 

A) they offer liquidation to those who are in good standing with their creditors.

B) they offer hope to those who can't keep up with their current payment schedules.

C) they offer relinquishment of all debts and financial obligations to those who can't keep up with their current payment schedules.

D) all of the above

5) Suppose that you are interested in buying a home, but are unsure of how much you can afford. What is the best way to determine your prospects for obtaining a mortgage?

A) Calculate your debt limit ratio.

B) Figure the 28/36 rule.

C) Determine what your mortgage payment will be.

D) Determine what your income taxes will be.

E) Both B and C are correct answers.

6) Many lenders use the 28/36 rule in evaluating mortgage applications. If your mortgage payment itself is 28% of your gross income, that means that the remainder of your monthly debt must be ________% or less. 

A) 6

B) 7

C) 8

D) 28

E) 36

7) Many lenders will hold Dave to the 28/36 rule in evaluating his application for a mortgage. What does the 36 mean?

A) A down payment of 36 months is required.

B) A down payment of 36% is required.

C) Debt payments including mortgage must be less than 36% of his gross monthly income.

D) Debt payments must be less than 36% of his monthly take-home pay.

E) Mortgage insurance is required during the first 36 months of the loan.

8) Sharry is interested in buying her first home. Currently her monthly gross income is $3,000. From this she makes a car payment of $240, a personal loan payment of $300 and a student loan payment of $85. Based on this information would a bank approve Sharry for a mortgage? 

A) Yes

B) No

9) Brenda found out that reputable lenders use the 28/36 rule when determining mortgage qualification. Brenda currently grosses $6,000 per month. From this she pays a $200 car payment; a personal loan of $100 and a student loan payment of $90. Based on this information, would Brenda qualify for a mortgage? 

A) Yes

B) No

10) What will the courts do if you file Chapter 7 personal bankruptcy?

A) Confiscate most of your assets.

B) Liquidate most of your assets to pay off creditors.

C) Eliminate most of your debts.

D) Allow you a chance to start again financially.

E) all of the above

11) A Chapter 13 personal bankruptcy is characterized by all of the following except 

A) you continue to pay at least a portion of most of your debts.

B) you maintain title and possession of your assets.

C) your creditors vote on restructuring your debt repayments.

D) a new debt repayment schedule is determined.

E) you get relief from harassment by bill collectors.

12) What can a couple seeking to get out of debt do?

A) Avoid future use of credit card debt, except on a emergency basis.

B) Use savings to pay off current debt.

C) See if their creditors will restructure their loans.

D) Seek help from a reputable credit counselor.

E) All of the above are correct. 

13) Which of these are possible options for most people who cannot pay their bills?

A) Get help from a credit counselor.

B) Obtain a debt 1 loan.

C) Declare Chapter 13 personal bankruptcy.

D) Declare Chapter 7 personal bankruptcy.

E) All of the above are possible options.

14) What are some of the leading causes of bankruptcy?

15) How do you know how much debt you can comfortably afford?

16) Debt consolidation loans can be a very good thing for some people but they can also be dangerous to some. Explain the benefits and dangers of a debt consolidation loan.

17) Samuel is having financial troubles. He owes a significant amount of money to his ex-wife for child support payments, he is also behind on his student loans and has not paid his taxes for the last five years. Sam is considering filing for personal bankruptcy. Why might this not be a wise financial decision for him? 

7.5   Student Loans and Paying for College 

1) Today, about 75 percent of high school graduates choose to attend four-year colleges, community colleges, technical schools, or the workforce.

2) Student who are awarded grants must pay back a percentage of the amount after graduation. 

3) Income-based repayment plans are based on a percentage of discretionary income, not the amount owed, and provide a 25-year term of payments before loan forgiveness.

4) A 529 plan is a tax-advantaged savings plan designed to encourage parents to save for future college costs for their children. The plan comes in two forms: pre-paid tuition plans and college savings plans.

5) Direct subsidized loans are made only to undergraduates who demonstrate financial need. 

6) The interest that you pay on your student loans will lower your taxable income if you meet IRS guidelines.

7) Student loans are loans with federally subsidized interest rates given, based on financial need, to students making satisfactory progress in their degree programs.

8) Under a Stafford Loan, parents borrow money for their child's education.

9) Under a Federal Direct Loan, you don't begin making payments until six months after graduation.

10) Student loans are a smart source of financing for school because you only pay part of the interest charges and the rest is subsidized by the lender.

11) Frank ran up a large credit card bill as an undergraduate student, he also took out as much in student loans as possible. He is now unable to pay his credit card debt and his student loan debt. However, he has decided to declare bankruptcy to eliminate his debt. Frank will be able to eliminate his federally subsidized student loan debt by declaring bankruptcy.

12) The ________ is the automatic repayment plan with a 10-year term.

A) extended repayment 

B) standard repayment 

C) income-based repayment

D) graduated repayment

13) ________ is when a borrower is allowed to temporarily stop making student loan payments for a qualified reason such as an illness, financial hardship, or serving in a medical or dental internship or residency.

A) Deferment 

B) Delinquency

C) Forbearance 

D) Default 

14) When borrowing for college, one thing to keep in mind is that you're not just paying for one year of school. About half of all colleges practice what is called "front loading of grants," which means that 

A) grants awarded in the fall will be worth more than grants awarded in the spring semester.

B) your grants as a freshman will be more generous than your grants as a sophomore, junior, or senior.

C) your grants will progressively increase as your graduation date approaches.

D) the more your parents or guardians pay upfront for your college expenses, the less grants you will receive. 

15) Which statement is true regarding direct unsubsidized loans? 

A) The federal government pays the loan's interest while the student is still in school. 

B) Such loans are made to undergraduate, graduate, and professional students.

C) Students have to demonstrate financial need in order to receive the loans.

D) All of the above are true.

16) When do the payments on a Stafford Loan begin?

A) When your school receives the money from the government

B) When your loan balance gets over $5,000

C) You can choose when your payments begin anytime within 24 months of your graduation date.

D) None of the above is correct.

17) A federal direct subsidized loan has tremendous advantages over other types of loans, including

A) the interest is deferred while you are in school.

B) they have low monthly payments and a 20% balloon payment after 5 years.

C) they use the add-on method to determine your monthly payment.

D) none of the above.

18) An advantage that direct or subsidized student loans have over other types of loans is 

A) the after-tax interest rates are very attractive compared with other loans.

B) you can borrow at a below-market rate, regardless of your credit situation.

C) in an emergency, you can declare bankruptcy and avoid repayment.

D) you have the rest of your life to pay it back.

E) both A and B are correct.

19) Name the four common loans available for college students.

20) What are the opportunity costs associated with Student loans?

21) Name two tax credits available to help offset education costs.

22) According to the Keown book, how do you finance your college education without mortgaging your future?

23) List three reasons why a student-loan borrower may be granted a deferment. 

24) Describe the four types of student-loan repayment plans. 

25) Describe in detail the characteristics of the direct subsidized and unsubsidized student loans from the Federal government.
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Chapter 8   The Home and Automobile Decision

8.1   Smart Buying

1) Carrying credit cards can increase impulse purchasing.

2) Smart buying means buying what you want first and figuring out how you'll pay for it later.

3) Smart buying means enjoying the highest standard of living that you can based on your income and budget.

4) When making a smart purchase you don't need to consider such charges as delivery fees, installation fees or service costs as these are already included in the purchase price. 

5) How can you benefit from following the smart buying steps?

A) Smart buying allows a higher standard of living because you make smarter purchases.

B) Smart buying allows you to buy what you want when you want it.

C) Smart buying helps you maintain your budget.

D) Both A and C are correct.

6) ________ is a publication that provides unbiased ratings and recommendations for a host of products and services.

A) USA Consumer 

B) Consumer Reports 

C) People Magazine 

D) Bloomberg Weekly

7) Name the steps in smart buying.

8) Give at least six tips on smart buying.

9) How does smart buying improve your standard of living?

10) According to the Keown Book, what are some tips on making a complaint to a company? 

11) An app that will help you with smart buying by allowing you to scan the bar code of a product and see if there are lower prices is?

A) Best Buy

B) Red Laser

C) Best Price

D) Top Dollar

12) A key to negotiating a good price is?

A) Knowing the sales person

B) Knowing how many are in stock

C) Knowing the markup

D) Knowing the retailers revenue

8.2   Smart Buying in Action: Buying a Vehicle

1) Automobile leasing is actually just a long-term rental agreement with the lessor.

2) According to Edmunds.com, a new car's value declines by 15 to 19 percent in the first minute of ownership after you leave the lot.

3) Open-end leases are leases in which you return the vehicle at the end of the lease and you have no further responsibilities. 

4) An automobile warranty provides coverage for the basic parts against manufacturer's defects for a set period of time or miles.

5) Evaluating whether you need or simply want a sun roof is an example of using the smart buying steps.

6) The monthly payments on a 36-month lease on a car will often be smaller than the monthly payments on a 36-month loan to purchase the car.

7) Leasing a car may make sense if you drive over 25,000 miles a year.

8) The first step at the car dealership is to negotiate the best price that you can on the car that you need.

9) A 48-month lease on a car with a 36-month manufacturer's warranty is a gamble.

10) For most cars, the manufacturer's warranty extends through the first seven years of ownership or the first 70,000 miles, whichever comes first.

11) Stretching a car loan from 48 months to 60 months means the car will end up costing you more when you have paid in full.

12) Stretching a car loan from 48 months to 60 months means the car will end up resulting in a smaller monthly payment.

13) Suppose that you are at the end of your automobile lease. The leasing company has just informed you that the car's market value is greater than its residual value and they will be sending you a refund. What type of lease did you have?

A) Closed-end lease

B) Open-end lease

C) Walk-away lease

D) Residual lease

E) None of the above

14) You have been having significant problems with your new car. Every time you turn around something is breaking or not working properly. Fortunately, the "lemon laws" are there to help. Which of the following is not one of the criteria for application of the lemon laws?

A) You have made at least four attempts to solve the problem.

B) Your car has been out of service for at least 30 days during the first year after purchase.

C) You have under 12,000 miles on the car.

D) You must return the vehicle to the original dealership.

15) Which of the following factors plays a role in determining the monthly lease payment of a car?

A) The agreed-upon price of the vehicle

B) The length of the lease

C) Your down payment plus any trade-in allowance or rebate

D) The value of the vehicle at the end of the lease

E) All of the above

16) Another name for a closed-end lease is a(n)

A) take-out lease.

B) walk-away lease.

C) end-purchase lease.

D) terminal lease.

E) none of the above.

17) In auto sales, a ________ is an amount of money, generally in the 2% to 3% range, that the manufacturer gives the dealer for selling an automobile.

A) holdback

B) rebate

C) kickback

D) markup

E) none of the above

18) Suppose that you were thinking about leasing a new vehicle. Which of the following should not be an important consideration?

A) I drive less than 15,000 miles annually.

B) I like to get a new car every few years.

C) I dislike the hassle of trading-in or selling cars.

D) It's the only way I can afford the vehicle that I want.

E) I dislike the hassle of maintenance.

19) You disagree with Ed "Shifty" Smith, a car salesperson, on the price of an open-end lease. He says the depreciation charge is only $6,000. What is the actual depreciation charge for a car now worth $23,000 that is expected to drop in value to $15,000 in two years?

A) $7,000

B) $7,500

C) $8,000

D) $11,500

E) $15,500

20) Billy has chosen to purchase a new vehicle. The vehicle costs $15,000. His APR is 10% and he will be financing the vehicle for 36 months. How much will Billy pay each month for his new vehicle? 

A) $484.01

B) $296.35

C) $312.66

D) $405.29

E) $496.33

21) Abraham is buying a new truck. The sale price for the truck is $23,410. His bank is loaning him the money at an APR of 6.5 for 5 years. How much will Abraham's monthly truck payment be? 

A) $229.36

B) $375.88

C) $307.65

D) $402.35

E) $458.04

22) Over the past decade, the number of new car sales are down and the number of new car leases are up. What is probably the main reason why this is true?

A) The salesman makes a higher commission when cars are leased.

B) The manufacturers prefer it when people lease instead of purchase.

C) New cars are getting so expensive that the average person can't afford to buy them.

D) Both A and B are correct.

23) What kind of valuable information can you find online at websites such as Edmunds.com or Autosite.com concerning smart buying for automobiles?

A) The dealer cost and dealer holdback for the automobile you are interested in.

B) The trade-in value on your current automobile.

C) The final price you will pay for the automobile at the dealership.

D) Only A and B are correct.

E) All of the above are correct.

24) Congratulations! You have just agreed on the final price for your new car and now you have to finance the purchase. The negotiated price of the new car is $18,500 and you will receive $5,500 for your trade-in. What will your monthly payment be on a 48-month loan with a 7% APR?

A) $281.25

B) $311.30

C) $385.42

D) $443.01

25) If you are considering purchasing a used car you should

A) do some research so you'll know a fair price for the vehicle you're looking for.

B) ask questions about the mechanical history of the car, including whether it has been in any accidents.

C) have the car inspected by a mechanic before you purchase it.

D) all of the above

26) Candice is purchasing a new Jeep. She has the price negotiated down to what she thought was the lowest possible price until she heard that her Jeep has a holdback amount of 3%. Is it fair for Candice to ask the dealership to take the holdback amount off her final sales price? 

A) Absolutely, this would decrease the mark up price of the Jeep and save Candice additional dollars. 

B) No. The dealership would most likely lose money on the sale. 

27) List the four steps in the automobile decision.

28) Rob Roy is toying with the idea of buying a used car every three years instead of leasing or buying a new one. Assuming he can find a one-owner with low miles in good condition, what advantages might he enjoy?

29) List the factors that go into a monthly lease payment and tell how the dollar value of a lease is calculated.

30) Describe the keys to obtaining a "good" lease.

31) What are the basic financing options when considering a new vehicle?

32) Write a paragraph giving at least five important tips on buying a new car.

33) Why is it that you should not tell the salesperson what you want your monthly payment to be before you negotiate the final price on the car?

34) Name six factors that will determine your monthly lease payment. 

35) Leasing a car may make sense for some people but there are disadvantages to leasing. What are the disadvantages to leasing a car verses purchasing the car outright?

36) A Money magazine survey revels that couples have arguments over money mostly over?

A) Credit Card Debt

B) Insufficient Savings

C) Household Budgets

D) Frivolous Purchases

37) In a SunTrust survey, what percent of those in a serious relationship don't seek partner's advice before making any purchase?

A) 50%

B) 36%

C) 6%

D) 15%

38) Lexi wants to buy a Tesla Model S . The car will cost $68,000 and she has $20,000 as a down payment. If she will finance the rest with a 4 year 6% APR loan with monthly payments, how much will her monthly payments be?

A) $1,460.25

B) $1,127.28

C) $1,362.13

D) $892.43

39) Bryan want to buy a used car for $25,000. The dealer will finance it for 3 years at 7% APR with monthly payments. If Bryan makes all of the payments on time and pays the loan off in three years as agreed in the contract, how much interest would he have paid over the life of the loan?

A) $2,789.39

B) $5,250.00

C) $4,375.25

D) $2,500.00

8.3   Smart Buying in Action: Housing

1) A co-op is an apartment building owned by a corporation where residents of the building are stock holders. When you buy into a co-op, you buy shares that reflect the dollar value of your space. The larger and more desirable the space you want requires purchase of more shares.

2) If you are the type of person who wants complete control over the style and decoration of your home, then a condominium or cooperative would be an appropriate housing decision for you.

3) If the roof of your condominium building needs expensive repairs, then the condominium board will pay for repairs at no expense to you.

4) An assessment is a voluntary contribution by the condominium owners.

5) The common areas in a condominium complex may include swimming pools, parking lots, and grounds.

6) A condominium is a good choice of housing for someone seeking an affordable, low-maintenance situation with some shared amenities.

7) The Internet can help you research neighborhoods and find a community in which you'd like to live.

8) For many consumers, a good school district is an important consideration when purchasing a home.

9) A co-op would be a wise choice for a consumer who wishes to pay no property taxes. 

10) The typical down payment is 20% for traditional mortgage loans.

11) Because a co-op is technically not a "home" it does not charge a homeowner's fee.

12) Special assessments are fees that can be charged to cooperative shareholders and condominium owners to cover large maintenance and repair items.

13) A down payment is the initial buyer's equity in the asset being purchased.

14) An appraisal is an estimate of what your home and property are worth.

15) A loan origination fee is a fee paid to the lender, generally in the $1,200 to $1,300 range, and covers some of their costs of processing and finalizing the loan.

16) A title search fee is paid to an attorney or title company for searching ownership records to make sure the person selling you the property really owns it.

17) You, not your lender, should determine the amount you want to borrow for a mortgage.

18) An appraisal is a typical but not required part of the mortgage approval process.

19) In many states rental deposits are to be kept in a bank account separate from the landlord's general funds.

20) A mortgage with a 20% down payment will have a higher APR than one with less than 20% down.

21) A mortgage for less than 80% of the appraised value of the home will not require PMI insurance because they default less often.

22) It's advisable to always take the biggest loan that a lender will give you.

23) PITI stands for the total of your monthly principal, income, taxes, and insurance.

24) Which should you consider when house hunting?

A) The selling price

B) The neighborhood

C) The school district

D) All of the above

25) What drawbacks might a co-op have over a house for a family of eight who are relocating to a new area and need to purchase a home?

A) More expensive to purchase

B) More expensive to operate and maintain

C) Less freedom to make changes and less privacy

D) No ownership of shares in the corporation

26) Which of the following is not an advantage of living in a condo?

A) Limited maintenance

B) Building equity for resale and investment

C) Direct ownership of a specific unit

D) Freedom from neighbors

27) Which one of the following is not a key to finding housing that fits your needs?

A) Location

B) Deciding what features you are looking for

C) Present needs

D) Insurance costs

E) Future needs

28) In evaluating your financial history, lenders generally focus on which of the following?

A) Your income

B) Your credit report

C) Your FICO score

D) All of the above

29) What would be the best housing choice for a young family with children?

A) A home in a questionable school district.

B) A condominium that caters to young adults with active lifestyles.

C) A co-op with little privacy.

D) A house in a neighborhood with families that have children.

30) Which of the following housing alternatives puts the responsibility for maintenance and repairs on the occupant?

A) Home ownership

B) A co-op

C) A condo

D) A rental unit

31) PITI stands for the total of your monthly

A) principal, income, taxes, and insurance.

B) principal, interest, taxes, and insurance.

C) principal, interest, taxes, and income.

D) premiums, interest, taxes, and insurance.

32) When following smart buying to purchase a home you should

A) create a budget and determine what PITI you can afford.

B) check out your FICO score and get a copy of your credit report.

C) look at your overall financial plan to determine how big a loan you should take on.

D) determine how much of a down payment you can afford. 

E) all of the above.

33) Jackie is considering obtaining a mortgage of $333,000. A lower APR is available, but she must pay 1.75 points to buy the rate down. How much must Jackie pay in dollars?

A) $1,357

B) $3,300

C) $5,828

D) $8,333

34) Private mortgage insurance typically is not needed with a down payment of 20% or larger. Why?

A) Not true, all mortgage loans require PMI.

B) Buyers who have large down payments don't choose the extra insurance.

C) Buyers who invest large down payments are more motivated to make their mortgage payments.

D) All of the above

E) None of the above

35) You are a newlywed, and you and your spouse have just found your dream home. Problem is, you do not have 20% for a down payment on the house. You will probably need to obtain

A) EAR.

B) PMI.

C) PTI.

D) APR.

E) none of the above.

36) You are considering the purchase of an acre of land out in the country to build your future house on. You pay for an investigation of the public record to determine the current legal owner of the property. This is called a(n)

A) legal entity search.

B) title search.

C) appraisal search.

D) escrow search.

E) none of the above.

37) You have just obtained a mortgage to purchase your home. The ________ that you paid to obtain the loan are charges that must be paid at the time of the sale and serve to raise the effective cost of the loan.

A) points

B) closing fees

C) escrow fees

D) security fees

E) none of the above

38) You are in the process of purchasing a new home. Expenses that the buyer and seller incur when finalizing the transfer of the ownership of the house are called

A) end costs.

B) finalization costs.

C) transfer fees.

D) closing costs.

E) none of the above.

39) You are considering obtaining a mortgage of $220,000. A lower APR is available, but you must pay 2 points to buy the rate down. How much must you pay in dollars?

A) $1,100

B) $2,200

C) $3,300

D) $4,400

E) $6,600

40) How much would the monthly payment be on a mortgage of $250,000 for 30 years at a rate of 6.0%?

A) $1,498.87

B) $1,779.48

C) $743.66

D) $721.73

E) $1,450.03

41) With private mortgage insurance, many lenders will allow you to borrow more than 80% of the appraised value of the home. What is the purpose of this action?

A) The insurance will pay for damages to the home during the course of the mortgage.

B) It is required by federal and state law.

C) It protects the lender in the event the borrower is unable to make the mortgage payments.

D) It protects the borrower from foreclosure.

E) None of the above

42) Select the one cost that is not involved in home ownership.

A) Down payment

B) Closing/settlement costs

C) Rental deposit

D) Points/discount points

E) Loan origination fee

43) When you decide to buy a home, which of these questions should be answered?

A) What is the maximum amount that a bank will lend me?

B) Should I borrow up to this maximum?

C) How big of a down payment can I afford?

D) All of the above

44) Bob and Marilyn Hartin know the bank will carefully evaluate their situation before lending them the money for the mortgage for their new home. Which is not a consideration?

A) Their financial history

B) The number of children they have

C) Their level of debt

D) Their ability to pay

E) Appraised home value

45) Name the items that are deposited in an escrow account.

A) Principal, interest, title fee, insurance

B) Utility payments, homeowner's association dues

C) Property taxes, property insurance

D) PMI premiums, homeowner's association dues

E) Liens, closing costs, points

46) Which of the following is not a recurring housing cost?

A) Mortgage payments

B) PITI

C) Points

D) Maintenance and operating costs

E) Homeowner's insurance

47) Name the steps in the housing decision.

48) What are the common options for housing?

49) Give the major financial advantages of home ownership.

50) What are the main financial questions you should ask yourself prior to purchasing a home?

51) Why is important to determine your housing needs not only for the present but also for the next several years?

52) Provide the most common one-time or initial costs involved in buying a house.

53) What would the monthly payment be on a $300,000, 20 year mortgage with a 4% APR be?

A) $1,432.25

B) $2,245.83

C) $1,817.94

D) $1,765.48

54) In 2017, the median single-family home in the U.S. was ________ square feet.

A) 1,940

B) 2,125

C) 2,734

D) 2,467

55) Andrew and Jackie are considering taking out a $400,000 mortgage to buy a house. How much would they have to have for a down payment to not be required to buy PMI?

A) $40,000

B) $60,000

C) $80,000

D) $20,000

56) In general, the maximum ratio the lender would like to see on a PITI to Monthly Gross Income is?

A) 30%

B) 28%

C) 33%

D) 25%

57) How much would the monthly payment be on a $400,000, 5% APR, 30 year mortgage?

A) $2,147.29

B) $14,211.75

C) $1,666.67

D) $1,717.83

8.4   Renting Versus Buying

1) From a financial perspective, the decision of whether to rent or buy is tied to how long to plan to live in the home.

2) Buying a home generally isn't desirable if you don't intend to stay in it for more than two or three years.

3) Whether or not you itemize your tax deductions, you reap tax benefits due to the tax deductibility of the interest payments on your mortgage.

4) If you have just been transferred to a new city and plan to live in your new location for many years, buying a house is generally a better option than leasing for the first year.

5) One of the main barriers to home ownership is the down payment.

6) Young, single people often live in rental housing, since they may not yet have the funds to purchase a home.

7) If you are not yet committed to living in a particular geographic region, rental housing is a good option for you.

8) The majority of people never live in rental housing.

9) Being able to move with minimum inconvenience is an appealing aspect of buying a home.

10) Most home owners have complete autonomy to remodel their dwelling to suit their own needs and tastes.

11) The largest cost associated with renting a home is the rent itself.

12) Tenants are guaranteed to get their full deposit back no matter the condition of the unit upon moving out.

13) Nancy Wong has decided to move from her apartment into a house she is purchasing. She wants to enjoy the advantages of home ownership, such as

A) a chance to build equity and wealth.

B) greater control over decorations and home improvement.

C) mortgage interest will probably be a tax deduction.

D) over time being able to take out a home equity loan to enjoy a tax deduction.

E) all of the above.

14) All of the following are advantages of renting versus buying a home except

A) mobility.

B) no property taxes.

C) not responsible for home repairs or maintenance.

D) control over remodeling and decorating decisions.

E) no risk of falling housing prices.

15) What questions should you answer before deciding to purchase a house?

A) Will my life be stable or in transition in the next few years?

B) Is my job and the company I work for stable and secure?

C) Do I understand the responsibilities of home ownership?

D) All of the above are correct.

16) What is not a benefit normally associated with home ownership?

A) Tax advantages for those who qualify

B) Flexibility to respond to employment opportunities

C) Ability to build equity and net worth

D) A potential source of collateral for future loans

17) When is it advantageous to rent instead of buy?

18) What factors should be considered before signing a lease?

19) Why may it be a good idea for newlyweds to lease a few years before purchasing a home together?

8.5   Determining What You Can Afford

1) As a general rule, your PITI shouldn't exceed 28% of your pretax monthly income.

2) PITI is a one-time, initial cost of home ownership.

3) As a rule of thumb, your PITI costs shouldn't exceed ________ of your pretax monthly income.

A) 8 percent 

B) 18 percent 

C) 28 percent

D) 48 percent 

4) You have an annual gross income of $36,000. Using the 28/36 rule for maximum mortgage payment (PITI) estimation, what is your maximum PITI payment using your monthly gross income as a guide (28%)?

A) $840

B) $1,080

C) $680

D) $640

E) $880

5) Juanita has determined that the PITI on the house she would like to purchase will be $1,260 per month. What is the minimum gross salary she will need to qualify for a mortgage from a reputable lender?

A) $6,300 per month

B) $4,500 per month

C) $3,500 per month

D) $5,040 per month

6) Tran currently makes $4,500 per month in gross income. He has a student loan payment of $250 per month and a car loan of $450 per month. His credit card payments average $300 per month. What is the largest PITI he could qualify for with a reputable lender?

A) $620

B) $900

C) $1,260

D) $1,620

7) Bob and Mary Kay have gross household income of $7,000 per month. They both have great credit scores and the home they are interested in buying appraised higher than the selling price. They have combined monthly debt payments of $300 in student loans, $650 in car loans, and they pay their credit cards in full every month. The PITI on the new home will be $1,800 per month. Before they pay the $250 loan application fee, they are asking you for your opinion on whether they will get approved for a mortgage. What will you advise them?

A) Based on the 28 percent rule they can afford the $1,800 PITI and will be approved for the mortgage.

B) Based on the 28 percent rule they cannot afford the $1,800 PITI and will be denied the mortgage.

C) Based on the 36 percent rule they will be approved for the mortgage.

D) Based on the 36 percent rule they have too much other debt and will be denied the mortgage.

8) Your friends just told you that they were denied a mortgage by their bank. The loan officer told them that they did not pass the 36 percent rule. They are confused and want you to explain what happened?

A) The house you were looking at was more expensive than you can comfortably afford.

B) You need to come up with a larger down payment.

C) You pay too much in other debt payments every month.

D) All of the above could be correct.

E) None of the above could be correct.

9) You are planning on starting your own business in 18 months and you intend to purchase a new home. You have looked carefully at your budget and have determined that you can afford a PITI of $900 per month. Your banker has told you that you can easily qualify for a PITI of $1,150 per month. Which of the following is the most reasonable explanation for this discrepancy?

A) Your banker knows you really would be happier in a more expensive house.

B) Your banker is not aware of your other long-term financial goals.

C) Your banker's number is more accurate than your number.

D) None of the above is a reasonable explanation.

Hector and Maria Gonzales

Hector a Maria have been married for almost one year now and are thinking about buying a house. Maria is an executive for a large, multi-national corporation with offices around the world. She has been told by her company that she will be transferred to a new location every three years. Hector is a car salesman and he is willing to move to wherever Maria gets transferred. Together they make $8,000 in gross monthly income and pay 40% in taxes and withholdings every month. Between them they have monthly payment of $400 in student loans and $700 in car loans, and their credit cards payments average $450 per month. They currently lease a luxury condo for $1,400 per month. They travel to Cancun every Christmas. Since they both work a lot of hours, they eat out at restaurants for most meals. They currently have nothing in savings but Hector's grandparents have said they will give them a 20% down payment for the new home. 
10) Based on their incomes, how large of a PITI can they comfortably afford to pay?

A) Based on the 36 percent rule, they can afford $1,330 per month.

B) Based on the 36 percent rule, they can afford $2,880 per month.

C) Based on the 28 percent rule, they can afford $1,344 per month.

D) Based on the 36 percent rule, they can afford $1,728 per month.

11) They saw in the newspaper that they can get a fixed rate mortgage for 6.65% or a two-year ARM with an initial rate of 5.50%. Which is true about their mortgage choices?

A) The fixed-rate mortgage has an attractive rate but is more risky for them.

B) The ARM initial rate is lower so their PITI will be lower.

C) Due to Maria's job the ARM would be the better choice.

D) Both B and C are correct.

12) They have found a very nice town house available for $200,000. Assuming a 20% down payment and a 30-year fixed rate mortgage at 6.65%, what will their PITI be? Annual property taxes are $2,400 and homeowner's insurance premium is $900 per year.

A) $1,027.14

B) $1,283.93

C) $1,302.14

D) $1,558.93

13) Assuming a PITI of approximately $1,300 for the townhouse, will they be approved for a mortgage?

A) No, based on the amount of their existing debt they will not be approved.

B) No, based on the 28 percent rule they will not be approved.

C) Yes, based on the 36 percent rule they will be approved.

D) Yes, based solely on their combined income they will be approved.

14) According to the 28 percent rule, Natasha can afford a maximum PITI of $1,400. What is her gross monthly income?

A) $2,800

B) $3,888

C) $5,000

D) $5,600

E) $39,200

15) August's gross monthly income is $4,600. If according to the rule of 36 he can afford a maximum PITI of $1,125, what must his monthly consumer credit debt be?

A) $531

B) $163

C) $417

D) $383

16) Regardless of what a potential borrower thinks he or she can afford, banks and other lenders impose a maximum amount that they will lend to a borrower based on the person's income and current debt levels. According the Keown book, what three factors do lenders look at when evaluating a potential borrower?

17) Explain why the 28/36 percent rule is so important to understand.

18) Erin's gross annual salary is $60,000.  Using the 28/36 PITI guide, what is the maximum she can afford on the PITI to monthly gross income?

A) $1,388.89

B) $1,400

C) $1,250.00

D) $1,000

19) Jordan's gross monthly salary is $6,000. If according to the rule of 36 she can afford a maximum PITI of $1,550, what must her consumer credit debt be?

A) $130

B) $550

C) $610

D) $250

20) According to the 28 percent rule, Travis can afford a maximum PITI of $2,800. What is his gross monthly income?

A) $100,000

B) $12,000

C) $5,000

D) $10,000

21) According to the 28 percent rule, Travis can afford a maximum PITI of $1,400. What is his gross annual income?

A) $5,000

B) $10,000

C) $60,000

D) $120,000

22) Megan and Steve have found a home they want to purchase. The selling price is $320,000. They will put 20% down and get a 30 year, 6% APR, monthly payment mortgage. Insurance is $1,800 per year and taxes are $3,000 per year. What is their monthly PITI?

A) $1,534.85

B) $1,684.85

C) $1,934.85

D) $1,784.85

8.6   Financing the Purchase-The Mortgage 

1) Private mortgage insurance protects the lender in the event that the borrower is unable to make the mortgage payments.

2) The two most common types of two-step mortgages are the 8/22 and 12/18, in which lenders offer a lower interest rate for the first 8 or 12 years and then adjust the rate for the remaining 22 or 18 years.

3) A real estate short sale is a sale of property where the proceeds from the sale exceed the balance owed on the property.

4) Mortgage bankers originate mortgage loans, sell them to banks, pension funds, and insurance companies, and service or collect all the monthly mortgage payments.

5) A fixed-rate mortgage is harder to budget for than an adjustable rate mortgage.

6) A subprime mortgage is a mortgage with an APR below the prime rate.

7) An adjustable rate mortgage (ARM) is always a wise financial decision for young consumers because their incomes will be adjusting as well.

8) A mortgage broker earns income based on fees or commissions on the loans they broker.

9) Subprime mortgages are mortgages taken out by people with low credit scores.

10) You can only get an ARM loan from a predatory lender.

11) From a borrower's perspective, you're better off with an ARM if interest rates rise.

12) Most predatory lenders offer prepayment privileges with their mortgages.

13) A mortgage with an APR higher than normal is a subprime mortgage.

14) An assumable loan is one that can be transferred to a new buyer who simply takes over the loan obligations. 

15) The prepayment privilege allows the borrower to make early cash payments toward the principal balance on their loan. 

16) The rate cap on an ARM sets a dollar limit on how much your monthly payment can increase during any adjustment period.

17) The best time to get an ARM is when the market rates of interest are high and expected to go down in the near future.

18) Someone who plans on selling his or her home within the next 3 years should get a fixed-rate mortgage.

19) It's best to have an ARM with the longest adjustment interval available.

20) The rate cap on an ARM protects the borrower.

21) The initial rate on an adjustable rate mortgage (ARM) is sometimes called the teaser rate.

22) The safest place to get a mortgage is at your bank, credit union, or savings and loan institution.

23) Subprime mortgages are illegal.

24) Sandra Smith wants to know the purpose of a title search. What would you tell her?

A) To gain a clear title to the property

B) To make sure the person selling the property really owns it

C) To protect you against challenges to the title

D) All of the above

25) Jeremy does not like the idea of paying points. A point is actually

A) one percent of the selling price of the house.

B) one percent of the amount financed with the mortgage.

C) one percent of the selling price minus the realtor's fee.

D) one percent of the taxable value of the house and property.

E) none of the above.

26) Which of the following is not a one-time fee connected with purchasing a house?

A) Down payment 

B) Private mortgage insurance

C) Closing costs

D) Points

E) Origination fee

27) When planning your budget to determine how much your home will cost you every month, which of the following should you include in your planning?

A) Closing costs

B) PITI

C) Discount points

D) All of the above

28) Kathy is buying her first home. She is financing a total of $185,000 at an APR of 5% for 25 years. How much are her monthly payments?

A) $952.33

B) $1,081.49

C) $1,441.23

D) $1,664.85

29) Abigail is financing her first home. She is borrowing $125,000. Her bank is loaning her the money for 15 years at an APR of 5.7%. What will Abigail's monthly mortgage payment be? 

A) $958.75

B) $998.22

C) $1,001.44

D) $1,034.67

30) Which of these is not an advantage associated with an assumable loan?

A) The new buyer does not incur the closing costs of a new loan.

B) The new buyer may be able to get a lower interest rate than the current market rate.

C) It is easier for the seller to sell the home.

D) The new buyer does not have to qualify for the loan.

31) A deposit included with an offer to buy that assures the seller that the buyer is serious about buying the house is called

A) assurance deposit.

B) buyer's assurance.

C) home deposit.

D) earnest money.

E) none of the above.

32) A situation in which the monthly payments are less than the interest that is due on the loan, and the unpaid interest is thus added to the principal is called

A) partial amortization.

B) negative amortization.

C) reverse amortization.

D) decaying amortization.

E) none of the above.

33) A mortgage loan in which the interest rate charged fluctuates with the level of current interest rates is called a(n)

A) MRA.

B) MAR.

C) RAM.

D) ARM.

E) none of the above.

34) A ________ is a middleman who, for a fee, secures mortgage loans for borrowers, but does not actually make those mortgage loans.

A) mortgage banker

B) mortgage broker

C) mortgagee

D) mortgagor

E) none of the above

35) A ________ typically originates mortgage loans with funds from other investors, such as pension funds.

A) mortgage banker

B) mortgage broker

C) mortgagee

D) mortgagor

E) none of the above

36) You currently have an ARM that is charging you 7% with an index rate of 4%, a margin of 3%, and a periodic annual cap of 3.0%. Assume that rates have now increased by 2% during the last seven months. What rate will your ARM be adjusted to?

A) will remain at 7% fixed rate

B) 8%

C) 9%

D) 10%

E) 11%

37) The two primary advantages of a 15-year mortgage over a 30-year mortgage are

A) lower payments and prepayment privileges.

B) lower interest rate and lesser interest charges over the life of the loan.

C) greater financial flexibility and no prepayment penalties.

D) easier qualification criteria and more affordable initially.

E) none of the above.

38) The advantages of a fixed-rate mortgage over an ARM include

A) no private mortgage insurance required.

B) fixed payments that are easier to budget for.

C) less worry about the loan reaching the rate and payment caps.

D) none of the above.

E) both B and C.

39) Daniel is due to receive the balance of his trust fund in 5 years; as a result he has taken out a(n) ________ mortgage where he has made small payments for several years and will pay off the balance in one large payment with his trust funds. 

A) ARM

B) graduated payment

C) shared appreciation 

D) fixed rate

E) balloon payment

40) The ________ mortgage sets the payments in advance in such a way that they rise steadily for 5 to 10 years, then level off to allow a person to buy a home earlier in life.

A) balloon payment

B) growing equity

C) shared appreciation

D) graduated payment

E) conventional

41) A ________ mortgage is designed to let the homeowner pay off the mortgage early. Payments begin at the 30-year fixed rate, then increase each year.

A) balloon payment

B) growing equity

C) shared appreciation

D) graduated payments

E) conventional

42) Rhonda is buying a second home to use as income property. She is financing 75% of the home's $100,000 value. Her bank is loaning her the money for 10 years at an APR of 4.5%. How much are Rhonda's mortgage payments? 

A) $441.28

B) $598.74

C) $777.28

D) $958.44

E) $1,014.33

43) Salvadore Dobraseri is a military veteran and has been told by a friend to check out a VA or FHA loan for the purchase of the home he and his wife are interested in. Why should he?

A) Generally, they will pay a lower interest rate.

B) A smaller down payment is required.

C) There are less strict financial requirements for the loan.

D) Veterans are required to obtain this type of mortgage.

E) A, B, and C above

44) With a(n) ________ mortgage, you make relatively small monthly payments for several years, after which the loan comes due and you must pay it off in one large payment.

A) growing equity

B) option payment ARM

C) interest only

D) balloon payment

45) Ben recently paid off his school loans and is looking to buy a home. He has qualified for an APR of 5.2% and plans on making payments for the next 15 years. He anticipates he can afford a monthly payment of $660.00. How much of a mortgage can Ben afford? 

A) $60,000

B) $82,371

C) $87,440

D) $91,000

E) None of the above

46) Thomas took a new job in Iowa. He is buying his first home. He has qualified for an APR of 4.6%. He plans on making payments for the next 20 years. He anticipates that he can afford a payment of $550.00. How much of a mortgage will Thomas qualify for? 

A) $56,990

B) $75,210

C) $86,199

D) $110,224

47) Subprime, or nonprime, mortgages are taken out by borrowers with low credit scores, ________ of these mortgages carry adjustable rates.

A) 10 percent

B) 30 percent

C) 50 percent 

D) 80 percent

48) According to the Keown book, how does a consumer avoid predatory lending? 

A) Regulation

B) Legal action 

C) Knowledge

D) Steering

49) Private mortgage insurance is designed to protect the

A) borrower.

B) lender.

C) lien holder.

D) all of the above.

50) The two most common types of two-step mortgages are the

A) 1/29 and 3/27.

B) 5/25 and 7/23.

C) 8/22 and 12/18.

D) 13/17 and 15/15.

51) A(n) ________ ARM combines the aspects of fixed-rate and adjustable-rate mortgages.

A) two-step

B) convertible

C) reduction-option

D) option payment

52) Your mortgage is an ARM with a 1 year adjustment interval, 4% margin, and a 2% periodic cap. Your initial APR on this loan was 4.5%. Over the last 5 years the market rates of interest have risen dramatically. The current interest rate index for your loan is 8.5 %. What APR are your monthly payments being calculated on today?

A) 4.5%

B) 8.5%

C) 10.5%

D) 12.5%

53) Your ARM has a two year adjustment interval, 4% margin, 2% periodic rate cap and a 6% lifetime cap. This year the market interest index increased by 2.75%. What will happen to your APR on this loan?

A) It will increase by 2%

B) It will increase by 2.75%

C) It will increase by 4%

D) It will increase by 6%

54) You have an option on an ARM that has a two-year adjustment interval, 4% margin, 2% periodic rate cap and a 6% lifetime cap. The current initial rate is 5.35%. You can also get a 30-year, fixed-rate mortgage for 6.65%. You plan on staying in this home for at least 10 years. What would be your best choice?

A) Probably the ARM loan since your PITI would be lower.

B) Probably the ARM loan since your PITI would be lower and the market rates of interest could get lower.

C) Probably the fixed-rate loan because your PITI will be lower.

D) Probably the fixed-rate loan because it is easier to budget for and it is less risky for you.

55) Jessica is buying her first new home. The home has been appraised at $330,000. For Jessica to not have to pay private mortgage insurance she must come up with a down payment of

A) $33,000.

B) $66,000.

C) $20,000.

D) $80,000.

56) Describe four ways to come up with the down payment money for buying a house.

57) Explain the recurring costs of home ownership and why you need to budget for them.

58) Why should you set a goal to eventually be able to put at least 20% down on purchasing a home?

59) An attorney will draw up a contract for the purchase of a house. What provisions should you have in it?

60) Tell about the advantages of a shorter-term mortgage over a 30-year one.

61) What are some factors that determine whether a homeowner should refinance?

62) What are the common mortgage loan options?

63) List three pros of an assumable loan.

64) Are there any advantages in government-backed loans? Any disadvantages?

65) What are the typical sources of mortgages?

66) Claire is going to get a 25 year mortgage at a 4.5% APR with monthly payments. Claire estimates she can make a $1,750 monthly mortgage payment. How much mortgage will Claire qualify for?

A) $345,382.03

B) $276,614.51

C) $314,843.06

D) $287.451.04

67) Anne is buying a beach house. The house cost $450,000. She will put 20% down and finance the rest with a 15 year, 4.5% APR mortgage with monthly payments. What will her monthly payment be?

A) $2,257.75

B) $2,753.98

C) $2,277.54

D) $2,454.75

68) Katie is taking out a 15 year 4.2% APR mortgage with monthly payments to by a second home. Katie estimates she can make a $2,500 monthly payment. How much mortgage will Katie qualify for?

A) $405,468.48

B) $244,622.28

C) $322,622.69

D) $333,444.33
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