
Refinancing 
Refinancing: is the replacement of an existing debt obligation with a new debt obligation. 
Almost any type of debt can be refinanced, but by far the most popular type of debt to refinance 
is a mortgage.  

○ Converting a variable loan to a fixed loan 
○ Obtaining a new mortgage in an effort to reduce monthly payments, lower your 

interest rates, take cash out of your home for large purchases, or change 
mortgage companies 

○ Most people refinance when they have equity in their home  
■ Value of the home - Amount owed on the home 

○ Reasons to Refinance: 
■ Cash out home equity  
■ Change loan duration  
■ Lower rates 
■ Change loan structure 
■ Remove mortgage insurance requirement  

○ Pros:  
■ Secure a lower interest rate. Securing even a slightly lower interest rate 

on a long-term loan like a mortgage could save the borrower thousands of 
dollars.  

■ Take advantage of new offers, programs, or changing market conditions.  
■ Lower the original loan amount and lower risk.  
■ It is worth refinancing when rates fall at least 1% 

○ Cons: 
■ To find offers banks will need to run your credit causing a hard inquiry to 

appear on your credit report and lowering your credit score for a short 
period.  

■ It costs 3-6% of the remaining loan principal (closing expense) 
■ Existing lenders may charge a fee to pay off the debt obligation early. 

New lenders may charge a fee to finance a new loan.  
■ There is no guarantee that a borrower will be able to secure a new loan.  

○ Example: Loan Calculator→ 
https://www.nerdwallet.com/mortgages/refinance-calculator/ 

■ Loan Amount: $250,000 
■ Property Value: $500,000 
■ Credit Score: 740+ 
■ Loan Term: 30 year 
■ April 9 Interest Rate for 30-year Fixed: 3.786% 
■ Monthly Payment: $1,158 
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Refinancing 
● Historical Rates: Refinance rates are highly correlated to mortgage rates but are often 

slightly higher.  
Fun Fact: In 2006-2007 homeowners could secure refinance their home and secure a 
home equity loan for up to 120% of the value of their home! Now, most banks will offer 
up to 80% of the appraised value of your home.  

 
 

ALCHANATI CAMPBELL & ASSOCIATES 
 
 

The text above has been gathered or is based on text from multiple sources and Alchanati Campbell & Associates 
LLC makes no claim to this text. It is strictly for educational purposes.  


