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IntroductionIntroduction

Preparing for a certification exam can feel overwhelming, but with the right tools, it becomes
an opportunity to build confidence, sharpen your skills, and move one step closer to your
goals. At Examzify, we believe that effective exam preparation isn’t just about
memorization, it’s about understanding the material, identifying knowledge gaps, and
building the test-taking strategies that lead to success.

This guide was designed to help you do exactly that.

Whether you’re preparing for a licensing exam, professional certification, or entry-level
qualification, this book offers structured practice to reinforce key concepts. You’ll find a
wide range of multiple-choice questions, each followed by clear explanations to help you
understand not just the right answer, but why it’s correct.

The content in this guide is based on real-world exam objectives and aligned with the types
of questions and topics commonly found on official tests. It’s ideal for learners who want to:

• Practice answering questions under realistic conditions,
• Improve accuracy and speed,
• Review explanations to strengthen weak areas, and
• Approach the exam with greater confidence.

We recommend using this book not as a stand-alone study tool, but alongside other
resources like flashcards, textbooks, or hands-on training. For best results, we recommend
working through each question, reflecting on the explanation provided, and revisiting the
topics that challenge you most.

Remember: successful test preparation isn’t about getting every question right the first
time, it’s about learning from your mistakes and improving over time. Stay focused, trust the
process, and know that every page you turn brings you closer to success.

Let’s begin.
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How to Use This GuideHow to Use This Guide

This guide is designed to help you study more effectively and approach your exam with
confidence. Whether you're reviewing for the first time or doing a final refresh, here’s how to
get the most out of your Examzify study guide:

1. Start with a Diagnostic Review

Skim through the questions to get a sense of what you know and what you need to focus on.
Your goal is to identify knowledge gaps early.

2. Study in Short, Focused Sessions

Break your study time into manageable blocks (e.g. 30 – 45 minutes). Review a handful of
questions, reflect on the explanations.

3. Learn from the Explanations

After answering a question, always read the explanation, even if you got it right. It reinforces
key points, corrects misunderstandings, and teaches subtle distinctions between similar
answers.

4. Track Your Progress

Use bookmarks or notes (if reading digitally) to mark difficult questions. Revisit these
regularly and track improvements over time.

5. Simulate the Real Exam

Once you're comfortable, try taking a full set of questions without pausing. Set a timer and
simulate test-day conditions to build confidence and time management skills.

6. Repeat and Review

Don’t just study once, repetition builds retention. Re-attempt questions after a few days and
revisit explanations to reinforce learning. Pair this guide with other Examzify tools like
flashcards, and digital practice tests to strengthen your preparation across formats.

There’s no single right way to study, but consistent, thoughtful effort always wins. Use this
guide flexibly, adapt the tips above to fit your pace and learning style. You've got this!
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Questions
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1. Which statement about HUD prohibitions is true?
A. Obtaining another loan after closing that will subordinate to the HECM loan
B. Taking out another loan of any kind in order to receive a HECM loan
C. Receiving gift funds from a family member to pay shortfall at closing
D. None of the above is prohibited.

2. Are properties located in planned unit developments (PUDs) eligible for a
HECM loan?
A. Yes
B. No
C. Only if HUD approves
D. Not specified

3. Why might the mortgage reflect a balance higher than the maximum claim
amount? Select the most complete answer.
A. The loan payments are secured not only by current value but also by any

possible appreciation
B. To protect the borrower from having to extend the mortgage
C. To protect the lender from making payments to the borrower not secured by

the mortgage should the balance exceed the mortgage amount
D. All of the above

4. If a borrower had an appraisal done before contacting the lender, may the
lender use that appraisal as part of the HECM transaction?
A. Yes
B. Yes, if HUD approves
C. No
D. Only if the borrower paid for it

5. Which statement best describes the TALC?
A. Shows all costs associated with the loan
B. Shows the most the lender can charge for the loan
C. Shows how much the home is worth
D. Shows the cost of investments purchased with loan proceeds
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6. Counseling services must provide language assistance to persons with
Limited English Proficiency (LEP) where feasible. Which statement is correct?
A. True
B. False
C. Only for certain languages
D. Not required

7. Which statement is true about the treatment of the present value of the
servicing fee in principal limit calculations?
A. The present value is subtracted from the gross principal limit to obtain net

proceeds.
B. The present value is added to the gross principal limit to obtain net proceeds.
C. The present value is ignored in principal limit calculations.
D. The present value is multiplied by the gross principal limit to obtain net

proceeds.

8. Which topic is a counselor expected to discuss with a potential borrower?
A. Alternatives to a HECM
B. Loan processing times only
C. Appraisal techniques
D. Marketing strategies

9. Mrs. Richlady just closed on her HECM loan. She took a lump sum at
closing and ended up with a principal limit of $420,000. Her home appraised
for $800,000. What did she pay in initial MIP?
A. $6,000
B. $12,510
C. $16,000
D. None of the above

10. Which statement describes a plausible allocation of document
preparation costs?
A. HUD funds
B. The borrower exclusively
C. The appraiser exclusively
D. The lender or borrower
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Answers
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1. D
2. A
3. D
4. C
5. A
6. A
7. A
8. A
9. D
10. D
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Explanations
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1. Which statement about HUD prohibitions is true?
A. Obtaining another loan after closing that will subordinate to the HECM loan
B. Taking out another loan of any kind in order to receive a HECM loan
C. Receiving gift funds from a family member to pay shortfall at closing
D. None of the above is prohibited.

HUD focuses on actions that could threaten the HECM’s security or mislead the borrower, but the situations
described are not prohibited by HUD rules. A second loan obtained after closing that would be in a subordinate
position to the HECM can be acceptable if the lien structure is properly documented and the HECM remains the
primary lien. Borrowing additional funds specifically to receive the HECM is not, by itself, prohibited, as long as
all lenders’ requirements and disclosures are met. Receiving gift funds from a family member to cover a closing
shortfall is allowed as long as the funds are truly gifts (not loans) and are properly documented with a gift letter.
So none of these scenarios constitutes a HUD prohibition, making the statement that none are prohibited the
best answer.

2. Are properties located in planned unit developments (PUDs) eligible for a
HECM loan?
A. Yes
B. No
C. Only if HUD approves
D. Not specified

Properties in planned unit developments can be financed with a HECM because FHA treats a PUD like other
eligible property types as long as the unit is a borrower’s primary residence and the project meets FHA approval
criteria. In practice, this means a single-family detached home within a PUD or a unit in an FHA-approved
condo/PUD project can qualify for a HECM, provided the property itself is in good repair and meets the FHA
minimum property standards. The lender will verify the FHA approval status of the project and ensure the
property meets all standard requirements. Therefore, being located in a PUD does not automatically exclude a
property from HECM eligibility.

3. Why might the mortgage reflect a balance higher than the maximum claim
amount? Select the most complete answer.
A. The loan payments are secured not only by current value but also by any

possible appreciation
B. To protect the borrower from having to extend the mortgage
C. To protect the lender from making payments to the borrower not secured by

the mortgage should the balance exceed the mortgage amount
D. All of the above

The balance can exceed the maximum claim amount because that cap is FHA’s insurance limit, not a cap on
what the loan can owe. Over time the loan balance grows from interest and fees accumulating on the
outstanding balance and from any additional draws the borrower takes. At the same time, the loan is secured by
the home, whose current value and potential future appreciation influence what collateral can cover if the loan is
repaid. The loan is a non-recourse type, backed by FHA insurance up to the maximum claim amount, so if the
balance ends up higher than the insured cap, the lender relies on the sale of the home to recover the funds, and
the borrower isn’t personally liable for the shortfall. All of these factors together explain why the mortgage
balance might be higher than the maximum claim amount.
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4. If a borrower had an appraisal done before contacting the lender, may the
lender use that appraisal as part of the HECM transaction?
A. Yes
B. Yes, if HUD approves
C. No
D. Only if the borrower paid for it

In a HECM, the property value used for the loan must come from an FHA appraisal performed by a HUD-approved
appraiser. Even if the borrower previously had an appraisal done, the lender cannot reuse that appraisal for the
HECM transaction. The FHA appraisal provides a current, program-specific valuation that meets all eligibility and
underwriting standards, ensuring the value supports the loan amount and complies with FHA rules. Therefore,
the lender must order a new appraisal specifically for the HECM, regardless of who paid for the prior appraisal.

5. Which statement best describes the TALC?
A. Shows all costs associated with the loan
B. Shows the most the lender can charge for the loan
C. Shows how much the home is worth
D. Shows the cost of investments purchased with loan proceeds

Total Annual Loan Cost (TALC) represents the yearly cost of borrowing a HECM, combining the charges tied to
the loan into one annualized figure so borrowers can compare offers. It includes items like origination and
servicing fees, mortgage insurance premiums, and the interest that accrues, all expressed on an annual basis.
This focuses on the cost to borrow rather than the value of the home or any non-loan investments. That’s why
the statement that TALC shows all costs associated with the loan is the best description. The other statements
describe home value, a lender’s maximum charge, or investment costs, which are not what TALC conveys.

6. Counseling services must provide language assistance to persons with
Limited English Proficiency (LEP) where feasible. Which statement is correct?
A. True
B. False
C. Only for certain languages
D. Not required

Providing language assistance for LEP clients during HECM counseling is required where feasible. This means
counselors should arrange interpreters, use bilingual staff, or provide translated materials so clients can
understand the counseling, compare options, and make informed decisions about a HECM. The requirement
aligns with civil rights protections that ensure meaningful access to federally funded services for people with
limited English proficiency. If full language support isn’t feasible, counselors should document their efforts and
offer workable alternatives, such as an interpreter or translated summaries when possible. Hence, the correct
statement is that language assistance must be provided where feasible.
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7. Which statement is true about the treatment of the present value of the
servicing fee in principal limit calculations?
A. The present value is subtracted from the gross principal limit to obtain net

proceeds.
B. The present value is added to the gross principal limit to obtain net proceeds.
C. The present value is ignored in principal limit calculations.
D. The present value is multiplied by the gross principal limit to obtain net

proceeds.
The key idea is that the servicing fee represents a cost borne over time, so it must be reflected in the loan's
available funds at closing. The gross principal limit is the maximum amount the lender is willing to advance, but
the borrower won’t actually receive all of that because a portion is tied up to cover future servicing costs. By
subtracting the present value of the servicing fee from the gross principal limit, you arrive at the net
proceeds—the actual amount the borrower can receive at closing. Adding the present value would overstate the
funds, ignoring it would ignore a real cost, and multiplying would distort the calculation.

8. Which topic is a counselor expected to discuss with a potential borrower?
A. Alternatives to a HECM
B. Loan processing times only
C. Appraisal techniques
D. Marketing strategies

In HECM counseling, the main purpose is to help the borrower compare all viable paths before deciding to use a
reverse mortgage. The counselor must discuss alternatives to a HECM so the borrower can see how staying in
the home with existing resources, paying off debt through other means, downsizing, or pursuing conventional
financing would work. This discussion clarifies long-term costs, ownership implications, and effects on benefits
or eligibility, helping the borrower weigh whether a reverse mortgage is the best option. The other
topics—processing times, appraisal techniques, and marketing strategies—don’t address the borrower’s
financing decision or alternatives, so they aren’t the focus of the counseling discussion.

9. Mrs. Richlady just closed on her HECM loan. She took a lump sum at
closing and ended up with a principal limit of $420,000. Her home appraised
for $800,000. What did she pay in initial MIP?
A. $6,000
B. $12,510
C. $16,000
D. None of the above

The upfront Mortgage Insurance Premium (MIP) on a standard HECM is 2% of the smaller of the appraised value
or the FHA mortgage limit (the maximum claim amount). Here, the appraised value is $800,000, so the limiting
amount is the FHA limit. Using the common FHA limit (for many years) of $625,500, 2% of $625,500 equals
$12,510. So the initial MIP would be $12,510.  This is why the figure $12,510 is the correct calculation: the
principal limit (the amount you can draw) and the lump-sum disbursement don’t determine the upfront MIP; it’s
based on the lesser of appraised value or the FHA limit, multiplied by 2%. If any test answer differs, check the
exact FHA limit for the borrower's county and year, since that value can shift the result.
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10. Which statement describes a plausible allocation of document
preparation costs?
A. HUD funds
B. The borrower exclusively
C. The appraiser exclusively
D. The lender or borrower

Document preparation costs are part of closing costs and, in a HECM, those costs can be allocated between the
lender and the borrower or financed into the loan. HUD doesn’t directly fund these individual charges, and the
appraiser’s fee is a separate expense. Because a lender can offer a credit to offset closing costs or these costs
can be rolled into the loan proceeds, it’s plausible for them to be paid by either the lender or the borrower,
depending on how the loan is structured.
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Next StepsNext Steps

Congratulations on reaching the final section of this guide. You've taken a meaningful step
toward passing your certification exam and advancing your career.

As you continue preparing, remember that consistent practice, review, and self-reflection
are key to success. Make time to revisit difficult topics, simulate exam conditions, and track
your progress along the way.

If you need help, have suggestions, or want to share feedback, we’d love to hear from you.
Reach out to our team at hello@examzify.com.

Or visit your dedicated course page for more study tools and resources:

https://hecm.examzify.com

We wish you the very best on your exam journey. You've got this!
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