Finance 378 – Exam 2

Please make sure your name is on your paper.  There are 94.5 total points on the exam, so you can presume that you have a perfect score on the first 5.5 points.  Good luck!  And don’t forget to write your name on your exam! 
True or False (2 points each)

1.  
Interest rates on car loans are more likely to be fixed than variable.

(t, easy, p. 201)

2.
Fixed-rate loans usually carry lower initial interest rates than do variable-rate 
loans.

(f, moderate, p. 201)

3.
With a single-payment loan, both interest and principal are repaid at the same 
point in the future.

(t, easy, p. 201)

4.
An installment loan is considered in default when two consecutive payments 
have been missed.

(f, moderate, p. 201)

5.
Gasoline would be considered a variable expense of owning a car.

(t, easy, p. 239)

6.
The cost per mile to operating an automobile increases with the mileage driven.

(f, moderate, p. 239)

7. 
If an auto dealer sells a car for $100 over the invoice price, then $100 is the 
maximum profit that can be made by the dealer.

(f, moderate, p. 240)

8.
Speculative risk is defined as the exposure to risk of loss.

(f, moderate, p. 277)

9.
The first step to managing risk is to buy insurance.

(f, easy, p. 277)

10.
Young people, in general, tend to underestimate the probability of their own risk 
of loss.

(t, moderate, p. 278)

Multiple Choice – 2.5 Points each
1.
When real property is used as collateral to secure a loan, the lender records a 


_______ against the property.

a.
deed

b.
judgment

c.
lien

d.
mortgage

(c, easy, p. 201)

2.
The equity in a home is defined as the:

a.
the market value of the home.

b.
the market value of the home less the current loan balance.

c.
the appraised value of the home less the current loan balance.

d.
the appraised value of the home.

(b, moderate, p. 202)

3.
The current market value of a home is $200,000 with a mortgage balance of 
$140,000.  If the lender requires a 75% loan to value ratio, what is the home 
equity credit limit on this house?

a.
$10,000

b.
$45,000

c.
$105,000

d.
$150,000

(a, moderate, p. 203; solution:  200,000 x .75 = 150,000 - 140,000 = 10,000)

4.
Which of the following statements is true concerning home equity loans?

a.
Home equity loan proceeds are generally restricted as to purpose.

b.
Home equity loans are generally installment loans with a 1-10 year term.

c.
Home equity loan interest is tax-deductible up to a maximum of $100,000.

d.
All of the above are true

(c, difficult, p. 206-207)

5.
Which of the following is not a requirement to be eligible for a federal student 
loan?

a.
Comply with Selective Service registration

b.
Be enrolled in a federally accredited college 

c.
Be taking courses to fulfill degree or certificate requirements

d.
Be a U.S citizen with a high-school diploma or equivalent

(b, moderate, p. 204-205)

6.
Which of the following is not one of the situations that can defer student loan 
payments?

a.
economic hardship

b.
Peace Corps service

c.
postsecondary study

d.
change in citizenship

(d, moderate, p. 205)

7.
Which of the following is not considered a depository institution?

a.
savings and loan

b.
finance company

c.
credit union

d.
banks

(b, easy, p. 206)

8.
Ford Motor Credit, which finances Ford autos for customers, is an example of a:

a.
consumer finance company

b.
sales finance company

c.
retail finance company

d.
wholesale finance company

(b, moderate, p. 207)

9.
A warranty that is made by the seller either in writing or orally is known as a(an):

a.
express warranty

b.
implied warranty

c.
limited warranty

d.
guaranteed warranty

(a, easy, p. 243)

10.
Which of the following statements concerning extended warranties is true?

a.
They generally are more comprehensive in coverage than original warranties.

b,
They can only be purchased from manufacturers.

c.
They often cost more than expected costs of covered repairs.

d.
They are not transferable.

(c, difficult, p. 243)

11.
The person who pays money for the privilege of using someone else's vehicle for 
a set period of time is known as a:

a.
lessor

b.
lessee

c.
renter

d.
party of the first part

(b, easy, p. 244)

12.
A walk-away lease is a(an):

a.
closed-end lease.

b.
open-end lease.

c.
contingent lease.

d.
capitalized lease.

(a, easy, p. 244)

13.
Which type of lease makes you responsible for any difference between the actual 
and estimated depreciation on the car you lease?

a.
closed-end lease

b.
open-end lease

c.
contingent lease

d.
depreciated lease

(b, moderate, p. 244)

14.
No-fault coverage in the liability section of a homeowner's policy means:

a.
that no fault is assumed on the part of the homeowner and any other person 
injured on the property must file under their own policy.

b.
both parties are assumed to be equally at fault and no claims are filed.

c.
the insurer will pay the loss without requiring the injured party to prove 
negligence.

d.
none of the above.

(c, difficult, p. 288)

15.
In order to increase your personal liability coverage, it is recommended that you:

a.
decrease your deductible.

b.
purchase an omnibus policy.

c.
institute a self-insurance program.

d.
purchase an umbrella policy.

(d, moderate, p. 288)

16.
When you apply for homeowner's insurance, the insurance company will 
normally look up your loss history on a national electronic database called the:

a.
National Loss Database.

b.
Comprehensive National Underwriting Association.

c.
National Underwriters' Exchange Registry.

d.
Comprehensive Loss Underwriting Exchange.

(d, difficult, p. 290)

17.
Which of the following statements regarding state automobile insurance laws is 
true?

a.
All states have compulsory automobile insurance laws and all states have 
financial responsibility laws.

b.
Some states have compulsory automobile insurance laws but all states have 
financial responsibility laws.

c.
All states have compulsory automobile insurance laws and some states have 
financial responsibility laws.

d.
Some states have compulsory automobile insurance laws and some states have 
financial responsibility laws.

(b, difficult, p. 291)

18.
The part of the automobile insurance policy that relates to bodily injury liability 
is:

a.
Part A

b.
Part B

c.
Part C

d.
Part D

(a, moderate, p. 293)

19.
When buying a car, which of the following is part of the negotiation phase?

a.
Test driving vehicles

b.
Comparison shopping

c.
Making an offer on the vehicle

d.
Arranging for financing

(c, easy, p. 247)

20.
State laws that protect consumers against defective vehicles are known as:

a.
plum laws.

b.
orange laws.

c.
lemon laws.

d.
apple laws.

(c, easy, p. 248)

21.
Which of the following is not one of the advantages of renting a home?

a.
greater certainty 

b.
mobility

c.
lower monthly payments

d.
less responsibility

(a, moderate, p. 249)

22.
Which of the following is not one of the disadvantages of renting a home?

a.
no tax deduction

b.
no investment value

c.
higher up-front fees

d.
increasing costs over time

(c, moderate, p. 250)

23.
The property tax rate is often called the:

a.
assessed rate.

b.
valuation rate.

c.
mil rate.

d.
legal rate.

(c, moderate, p. 252)

24.
In mortgage terms, the term PITI stands for:

a.
mortgage payment, interest, property taxes and homeowner's insurance.

b.
mortgage payment, interest, transfer fees and homeowner's insurance.

c.
mortgage principal, interest, property taxes and homeowner's insurance.

d.
mortgage principal, interest, transfer fees and homeowner's insurance.

(c, moderate, p. 255)

25.
If your loan-to-value ratio is less than 80 percent,

a.
you are required to make a larger down payment.

b.
you will be charged additional discount points.

c.
you must have a cosigner or guarantor on the loan.

d.
you will be charged a mortgage insurance premium.

(d, moderate, p. 256)

Long Answer Questions
1) (3 points) Which act explains your rights when it comes to how bill collectors must treat you when collecting a debt?

The Fair Debt Collection Practices Act
2) (3 points) Which act describes your rights when it comes to dealing with credit reports? 
The Fair Credit Reporting Act
3) (6 points) What are the names of the 3 credit reporting agencies? 

Experian

Transunion

Equifax
