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1. What is one key factor that lenders evaluate when
assessing a borrower's ability to repay a loan?
A. Credit score
B. Property location
C. Interest rate
D. Loan term

2. Which term best describes an analysis comparing recently
sold properties to determine market value?
A. BPO
B. CMA
C. Highest and best use
D. Functional obsolescence

3. What types of loans are commonly used in real estate
financing?
A. Fixed-rate mortgages, adjustable-rate mortgages, and credit

cards
B. Fixed-rate mortgages, adjustable-rate mortgages (ARMs),

and government-backed loans
C. Adjustable-rate mortgages, personal loans, and home equity

lines of credit
D. Government-backed loans, car loans, and student loans

4. What is an "assumable mortgage"?
A. A mortgage that can be transferred to a new buyer with the

same terms
B. A type of loan that only applies to commercial properties
C. A government-backed mortgage program
D. A mortgage that allows for adjustable interest rates

5. How is liquidity best defined in financial terms?
A. The risk of loss in an investment
B. The ease with which an investment may be converted to cash
C. The total value of investments at market rates
D. The length of time an investment is held
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6. What is the function of a Loan Estimate?
A. To disclose loan terms and estimated payments within three

days of application
B. To finalize payment schedules for the borrower
C. To provide an appraisal of the property value
D. To approve the borrower's credit application

7. When is the Truth in Lending Act particularly important
for consumers?
A. When seeking government grants for housing
B. When applying for credit cards
C. When understanding loan terms and costs
D. When negotiating property prices

8. Mortgage-backed securities (MBS) are formed by pooling
together what?
A. Real estate properties
B. Mortgages
C. Stocks and bonds
D. Credit card debts

9. What is the definition of 'mortgage value'?
A. The total cost of a mortgage loan
B. The price a lender believes the property will bring at a

foreclosure sale
C. The initial loan amount borrowed by the homeowner
D. The value of the property according to tax assessments

10. What does the term "amortization" refer to?
A. An increase in the loan principal over time
B. The payment process over the loan term
C. The complete payoff of a loan immediately
D. The gradual reduction of a loan balance through scheduled

payments
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Answers
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1. A
2. B
3. B
4. A
5. B
6. A
7. C
8. B
9. B
10. D
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Explanations
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1. What is one key factor that lenders evaluate when
assessing a borrower's ability to repay a loan?
A. Credit score
B. Property location
C. Interest rate
D. Loan term

A credit score is a crucial metric that lenders scrutinize when determining a borrower's
capacity to repay a loan. This score is a numerical representation of a borrower's
creditworthiness, reflecting their past borrowing habits, repayment history, and overall
financial behavior. A higher credit score indicates to lenders that the borrower is more
likely to meet their repayment obligations, as it suggests responsible credit management
and lower risk of default.  While property location, interest rate, and loan term play
important roles in the broader context of the lending process, they do not directly assess
a borrower’s financial reliability to the same extent that a credit score does. Property
location might influence the property's value and marketability, the interest rate can
affect the cost of borrowing, and the loan term specifies the duration for repayment, but
none of these factors provide insight into the borrower's personal financial history and
likelihood of timely loan repayment, as a credit score does. Thus, evaluating a borrower's
credit score is a fundamental step for lenders to gauge repayment ability.

2. Which term best describes an analysis comparing recently
sold properties to determine market value?
A. BPO
B. CMA
C. Highest and best use
D. Functional obsolescence

The term that best describes an analysis comparing recently sold properties to determine
market value is Comparative Market Analysis (CMA). A CMA involves evaluating similar
properties that have recently sold, are currently on the market, or were removed from the
market to establish a reasonable price for a property. This approach helps real estate
professionals provide a well-supported valuation based on actual market conditions.  In
contrast, a Broker Price Opinion (BPO) is typically a less detailed valuation concluded by
a real estate agent or broker, often used by lenders to assess the value of properties in
certain situations, but it may not provide as comprehensive a market comparison as a
CMA.   The terms "highest and best use" and "functional obsolescence" relate to property
valuation concepts but do not specifically refer to the comparative analysis of recently
sold properties. "Highest and best use" involves determining the most profitable, legal
use of a property, while "functional obsolescence" pertains to a decrease in property
value due to design features or lack of utility compared to market expectations.
Therefore, CMA is the most appropriate term for the analysis in question.
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3. What types of loans are commonly used in real estate
financing?
A. Fixed-rate mortgages, adjustable-rate mortgages, and credit

cards
B. Fixed-rate mortgages, adjustable-rate mortgages (ARMs),

and government-backed loans
C. Adjustable-rate mortgages, personal loans, and home equity

lines of credit
D. Government-backed loans, car loans, and student loans

The correct choice focuses on the most relevant types of loans used specifically in the
context of real estate financing. Fixed-rate mortgages provide borrowers with consistent
monthly payments over the life of the loan, which allows for better budgeting and
planning. Adjustable-rate mortgages (ARMs) initially offer lower interest rates that can
adjust after a set period, allowing access to potentially lower monthly payments at the
start. Government-backed loans, like FHA and VA loans, enhance accessibility for
borrowers who may not qualify for conventional loans, thereby supporting
homeownership for a wider range of individuals.  Other options include items that are
unrelated or less relevant to real estate financing. For example, credit cards and personal
loans do not directly impact mortgage financing and are generally not used to fund real
estate purchases or investments. Similarly, car loans and student loans deal with entirely
different asset types and purposes. Understanding these distinctions clarifies why the
selected answer accurately represents the primary financing tools involved in real estate
transactions.

4. What is an "assumable mortgage"?
A. A mortgage that can be transferred to a new buyer with the

same terms
B. A type of loan that only applies to commercial properties
C. A government-backed mortgage program
D. A mortgage that allows for adjustable interest rates

An assumable mortgage is a mortgage that can be transferred from the original borrower
to a new buyer, allowing the new buyer to take over the remaining balance of the
mortgage under the same terms as the original loan. This characteristic makes
assumable mortgages particularly appealing in situations where interest rates have
increased since the loan was established; buyers can benefit from the potentially lower,
fixed-rate terms of the original mortgage. This feature also facilitates the sale of the
property, as it can attract buyers who may otherwise be deterred by higher prevailing
interest rates.  In contrast, the other options define different types of mortgage features
or programs that do not pertain to the concept of assuming a mortgage. For instance, a
mortgage that applies only to commercial properties does not encompass the concept of
transferability and assumes a different market focus altogether. Similarly, defining a
government-backed program does not relate to the personal transferability of a
mortgage's obligation, and mortgages with adjustable interest rates do not reflect the
fixed-term take-over nature of assumable mortgages.

9Sample study guide. Visit https://wa60hrfundamentals.examzify.com for the full version

SA
M

PLE



5. How is liquidity best defined in financial terms?
A. The risk of loss in an investment
B. The ease with which an investment may be converted to cash
C. The total value of investments at market rates
D. The length of time an investment is held

Liquidity in financial terms refers to the ease and speed with which an asset can be
converted into cash without significantly affecting its market price. When an investment
is highly liquid, it can be sold quickly with minimal transaction costs, making it readily
available for use. This concept is crucial for investors and financial managers, as it
directly impacts their ability to access cash when needed.   In markets, cash is considered
the most liquid asset, while real estate or collectibles might be seen as less liquid due to
longer timeframe and higher costs involved in selling them. Therefore, defining liquidity
as the ease with which an investment may be converted to cash captures the essence of
what makes an asset liquid.

6. What is the function of a Loan Estimate?
A. To disclose loan terms and estimated payments within three

days of application
B. To finalize payment schedules for the borrower
C. To provide an appraisal of the property value
D. To approve the borrower's credit application

The Loan Estimate serves the crucial function of disclosing important loan terms and
estimated payments to borrowers within three days of their application for a mortgage.
This document is designed to give borrowers a clear understanding of the costs
associated with the loan, including the interest rate, monthly payment, and other fees. By
providing this information early in the loan process, it allows borrowers to make
informed decisions and compare different loan offers more easily.  This early disclosure
is mandated by the Truth in Lending Act and the Real Estate Settlement Procedures Act,
ensuring borrowers are well-informed from the outset of their borrowing experience. It
helps promote transparency in lending practices and ensures that borrowers are not
faced with unexpected costs later on in the loan process. The Loan Estimate does not
finalize payment schedules, provide an appraisal, or approve credit applications, as those
are distinct functions that occur at different stages of the lending process.
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7. When is the Truth in Lending Act particularly important
for consumers?
A. When seeking government grants for housing
B. When applying for credit cards
C. When understanding loan terms and costs
D. When negotiating property prices

The Truth in Lending Act (TILA) is particularly important for consumers during the
process of understanding loan terms and costs. This federal law was established to
promote informed consumer decision-making by requiring lenders to disclose key
information about the terms and costs of credit. This includes the annual percentage rate
(APR), finance charges, and the total costs of borrowing, enabling consumers to compare
different credit options effectively.  By mandating clear disclosure, TILA helps consumers
understand the true cost of borrowing and the implications of accepting certain credit
offers, making it crucial for them to be informed about their financial commitments. This
understanding fosters transparency, allowing consumers to make educated choices
regarding their loans and to avoid potentially misleading lending practices.  While the
other options relate to important aspects of financing and real estate, they are not
directly tied to the specific disclosures required under the Truth in Lending Act. For
example, government grants for housing and negotiating property prices do not involve
the same level of standardization in terms of loan terms and costs as do credit card
applications and loans.

8. Mortgage-backed securities (MBS) are formed by pooling
together what?
A. Real estate properties
B. Mortgages
C. Stocks and bonds
D. Credit card debts

Mortgage-backed securities (MBS) are financial instruments created by pooling together
a large number of mortgages. When these mortgages are bundled together, they are sold
to investors as MBS, which represent an ownership interest in the cash flows generated
by the underlying mortgage loans. This pooling process allows for diversification, as
investors can gain exposure to the mortgage market without having to individually
purchase and manage each mortgage.  The cash flows generated from borrowers making
their mortgage payments are then distributed to the MBS holders. This mechanism is a
key aspect of how MBS function in the financial markets. It facilitates liquidity and
provides funding for new mortgages, which in turn supports the housing market and
home purchases, making MBS a crucial component of the mortgage financing ecosystem.
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9. What is the definition of 'mortgage value'?
A. The total cost of a mortgage loan
B. The price a lender believes the property will bring at a

foreclosure sale
C. The initial loan amount borrowed by the homeowner
D. The value of the property according to tax assessments

'Mortgage value' refers to the value that a lender assigns to a property, which reflects the
estimated price that the property will bring at a foreclosure sale. This value is crucial as
it directly influences the underwriting process and helps lenders assess the risk
associated with a mortgage loan. When determining mortgage value, lenders consider
various factors including property conditions, location, market trends, and the potential
for resale.  By establishing this value, lenders can make informed decisions about loan
amounts and terms, ensuring that they have a cushion should the borrower default and
the property needs to be sold through foreclosure. It is important for lenders to have an
accurate estimate of the mortgage value to safeguard their investments and manage risk
effectively.

10. What does the term "amortization" refer to?
A. An increase in the loan principal over time
B. The payment process over the loan term
C. The complete payoff of a loan immediately
D. The gradual reduction of a loan balance through scheduled

payments
Amortization refers to the gradual reduction of a loan balance through scheduled
payments, which encompasses both principal and interest components. In an amortized
loan, borrowers make regular payments over a specified period, and each payment
contributes to reducing the overall principal amount owed while also covering interest
charges. This systematic strategy makes it easier for borrowers to manage their finances
and understand how much they owe at any point during the term of the loan.  For
instance, in a typical mortgage or personal loan, the amortization schedule details each
payment over time and how it affects the outstanding balance. As payments continue, a
larger portion goes towards the principal, gradually decreasing the loan amount until it
is fully paid off by the end of the term. This process is crucial for effective financial
planning and helps borrowers track their debts more efficiently.
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