MORTGAGES

Things to Consider Before You Refinance Your Mortgage
With mortgage rates hovering near all-time lows, refinancing is on many
homeowners’ minds right now. Are you a good candidate?

Refinancing your mortgage simply means you are taking out a new home loan to replace your
current mortgage. There are several reasons why someone may want to refinance their mortgage,
but most commonly, it is when mortgage interest rates have fallen. By refinancing to a new
mortgage with a lower rate, there can be significant savings on your monthly payment.
A good rule of thumb is to start considering refinancing when interest rates have dropped at least
a half a percentage point from what you are currently paying.
Once you decide now might be a good time for you to refinance your mortgage, you will want to
keep these things in mind as you go through the process.

Get Several Quotes
To make sure you are getting the best possible rate when you refinance, you will want to get
quotes from a few different sources. The first place you can look for a quote is your current bank,
even if it is the one that your current mortgage is with. Next, you will want to jump on the
computer and get a quote from an online bank. Online lenders generally offer lower interest rates
and less fees since they save on the normal expenses a brick and mortar bank would have.
Lastly, you should contact a mortgage broker who will work to connect with a lender who will
best meet your needs.

Looking to refinance your existing mortgage, considering a home improvement
project or looking to purchase a new home? Click here to learn how NYSUT
Member Benefits endorsed mortgage discount program presented by Mid-Island
Mortgage can help you.

What to Watch Out For
Reducing the interest rate on your mortgage and in turn your monthly payment may seem like a
no-brainer, but there a few additional things to consider before refinancing. If you are replacing a
30-year mortgage with another 30-year mortgage, you may see a reduced monthly payment, but
you may actually pay more over the life of the loan. Refinancing a 30-year mortgage with
another 30-year mortgage can add extra years to the amount of time you will repaying the debt.
This means you will pay more in interest over the combined lives of both loans than what you
expected to pay for the original loan.
A great way to avoid paying this extra interest is to refinance a 30-year mortgage to a 15-year
mortgage. By taking on a loan with a shorter term you will pay off your mortgage in fewer
payments, reducing the amount of interest you will pay over the life of the loan. However, it is
important to note that this strategy will increase your monthly payment, since larger payments
will be required to pay off your balance in a shorter amount of time. This can be a terrific
strategy for people who have lived in their homes for several years and have strong enough
incomes to handle an increase in the monthly payments.
On the other hand, to avoid the fees and hassles of refinancing, it might make sense to keep your
existing loan and just pay extra on it to pay it off early. However, you will want to find out if
your current loan has a prepayment penalty. Some lenders charge a fee for paying your loan back
too early. Depending on the size of the loan and the penalty, it still may make more sense to just
stick with your original loan despite the higher interest rate. Truthfully, this is pretty rare, but still
something to keep an eye on.
Before you refinance you will want to calculate how much equity you have in the home. This can
be done by subtracting your mortgage balance from your home's current value. You can
determine your home’s value using several methods but the easiest way is to use online valuation
tools offered by lenders or real estate sites such as Zillow. Typically all you have to do is enter
your address and their software will give you a rough estimate (keyword is “rough”) based on
public records (such as tax assessments) and what similar homes in the area have sold for. Some
lenders may allow you to refinance your loan with as little as 5% equity, but you will get a better
interest rate if you have 20%+ equity.
Finally, while preparing to refinance it could also be a good idea to spend a few months working
to improve your credit score. The higher your credit score, the lower the interest rate you will be
offered from creditors. If you are considering refinancing to lower your interest rates to begin
with, you might as well put in the work to raise your credit score to get as low of a rate as
possible. Taking the time to do this could save you thousands of dollars in interest.

Costs to Consider
Refinancing your mortgage comes with many of the same fees that were charged for your
original mortgage. These can include origination fees, taxes, an appraisal and others. Some
lenders may charge these upfront, while others may roll them into the loan balance or raise the
interest rate to compensate for these fees. Deciding whether it makes sense to pay these fees to
refinance comes down to several factors: the total amount of the fees, how much you are saving
in your monthly payment by refinancing, and how long you expect to continue living in your
home.
A simple calculation can be used to decide whether these costs are worth it. First, subtract your
new expected monthly payment from your current monthly payment. This is the amount you will
save on a monthly basis by refinancing to a lower rate. Next, take the total cost of the fees and
divide it by the monthly savings you just calculated. This shows you the number of months you
will need to live in the house to break even on the costs of refinancing. If you do not expect to
live in your home for that many months, you are better off sticking with your original loan.
Here is an example of what this calculation would look like:
Let’s say you are refinancing a 30-year mortgage with an original loan amount of $275,000, a
current loan balance of $250,000 and an interest rate of 4.25%. You plan to replace this loan with
a new 30-year mortgage with a loan amount of $250,000 and an interest rate of 3.25%.
Your monthly payment of the original loan is $1,353. Your new payment after refinancing would
be about $1,197. This results in a monthly savings of $156.
Let’s assume the total fees of the new loan (including application fee, origination fee, appraisal,
etc.) come out to 1.5% of the amount of the new loan. Based on the $250,000 loan, these fees
would equal $3,750. Therefore, you would need to continue living in your home for about two
years ($3,750 ÷ $156 = 24.04 months) for the refinance to be worth it.
Another important factor, if you are already five years into your mortgage — say, you’ve paid
five years on a 30-year loan, meaning you have 25 years left — your goal should be to keep your
new loan to that same duration (or less). So, if you can’t swing the higher payments of a 15-year
mortgage when you refinance, go for a new 30-year mortgage … but plan to pay it off in 25
years or less by paying extra each month.

Have a Plan
Before you ultimately decide to refinance, it's crucial to have a plan you have thought through.
There is clearly a lot to consider, and having a plan will help with that. A good starting point
would be to think through how long you intend to live in your home. If you plan on moving in
the next few years you can stop the process there, because the cost of refinancing will likely
outweigh the benefit.
From there, you can dig deeper into the numbers to determine whether refinancing would truly
be worth it. And finally, make sure you have a plan for what you want to do with the extra cash
you could generate by lowering your payments through refinancing, otherwise that money will
likely just be spent and you will be no better off than you were with the original loan!
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