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Introduction

Homeowners are typically planners with good financial heads on their shoulders—they think about the 
future, consider their options, and make decisions they hope will benefit them and their families far 
into the future. Conscientious planners consider refinancing at various points of homeownership. They 
may be looking for a lower interest rate to save money over time, or hoping to pay less interest over the 
life of the loan by paying off their mortgage more quickly.

This eGuide gives you the ins and outs of refinancing a mortgage, including the potential pitfalls. We’ve 
also included tips on the steps to take if refinancing is a long-term goal that isn’t plausible right now.

Ready to start? Let’s begin......

INTRODUCTION

What does it mean to refinance?

Refinancing means replacing a current or existing loan with a new loan that (usually) offers a lower 
interest rate or shorter loan term. When refinancing, the current loan is rolled into the new loan, but 
the debt does not go away—the payment terms, amount, and/or period is simply restructured. So, 
why would anyone choose to refinance?

Refinancing could provide powerful benefits, but it comes with trade-offs. 
Take time to research refinancing options and your financial situation 
before making any decisions.
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Reasons to refinance

REASONS TO REFINANCE

To reduce your loan’s term

Want to pay off your home loan more quickly? You could refinance your 
mortgage into a shorter term, such as refinancing your 30-year fixed rate 
mortgage into a 15-year fixed rate mortgage. This could lower the total interest 
amount you pay over the life of your loan, and potentially save you thousands 
of dollars. However, it can also raise your monthly mortgage payment.

To obtain a lower interest rate

Reducing your interest rate could save you money while increasing the rate 
you build equity. Many financial experts recommend considering refinancing 
if you can lower your interest rate by 1%.

To eliminate mortgage insurance

If you have a mortgage that requires you to pay mortgage insurance for the 
life of the loan, you could consider refinancing with a conventional loan. This 
frees you from monthly mortgage insurance payments after you accumulate 
20% home equity.

To tap into your home equity

Want to make home improvements or cover an emergency expense? 
Consider a Home Equity Line of Credit (HELOC). This gives you a line of 
credit related to your home equity that you can use to make purchases when 
needed. Because home equity takes years to build, HELOCs should be used 
wisely and strategically, and not as an excuse to live outside your means.
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What will refinancing cost?

WHAT WILL REFINANCING COST?

The key to finding the right refinancing option is knowing what to expect. The monetary benefits may cost 
you less in the long-run, but be prepared for the following costs and fees:

Fees can include, but are not limited to:

Credit report fee Recording fees

Appraisal Title Search and  
Title Insurance

Flood certification Standard closing 
fees or costs

Generally, closing costs run between 2-5% of the refinanced loan amount.

2% 3% 4% 5%
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WHAT WILL REFINANCING COST?

Scenario 1:

Let’s say you want to save money by dropping the mortgage insurance 
premiums your current FHA loan requires. You’re five years into 
homeownership, so you refinance to a 25-year conventional loan. If you 
refinance with a $150,000 loan and 3% closing costs, you’ll pay $4,500 
for closing costs, plus the amount for other fees. If the total to refinance is 
$6000 and you’ll save $4800 a year after cutting the mortgage insurance 
premiums, you’ll recoup your refinancing costs in less than two years.

Scenario 2:

If you’re hoping to refinance because you want to lower your monthly 
mortgage payment to free up cash, you’ll need to look at how much you’ll 
save per month and subtract the total cost to refinance. Let’s say you 
currently have a 30-year mortgage you’ve been paying for five years. You 
know that with refinancing, your monthly payment will decrease by $200 a 
month, but refinancing costs will total about $4000. That means it will take 
20 months for the $200 savings to cover the refinance costs, leaving you with 
the savings for the remainder of the mortgage. Just keep in mind that if you 
extend the term of the loan to refinance, you’ll have to calculate the extra 
interest into your break-even point.

Calculate When You’ll Break Even

In deciding whether refinancing will be beneficial, you should calculate when you would break even, 
accounting for all costs and fees.
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READY TO REFINANCE? FIND OUT IF YOU’RE ELIGIBLE

Ready to refinance? Find out if you’re eligible

Strategies to Make You a More Attractive Refinance Candidate

Mortgage rates are on the rise, so if higher rates down the road are a concern, the time to refinance may 
be now. The longer you wait, the more likely the interest rates will increase, and that reduces the value of 
refinancing in the future.

If you’re looking to refinance, you’ll want your credit at its best. That way, you’ll qualify for the best 
possible rate, and save the most money in the long term.

DEBT EQUITY CREDIT

Lenders will use three things 
to determine a homeowner’s 
 ELIGIBILITY  to refinance:

Increase your home equity

The more equity you have in your home, the more refinancing options are 
available. While the value of your home is tied to the real estate market, 
you can build home equity by making your monthly payments over the 
years. There are also home improvements you can make to help increase 
its value, even on a budget.
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Decrease debt and improve your credit

Credit scores are complicated, so it helps to speak with a loan originator at Open Mortgage for more 
specific strategies and advice based on your own unique credit. The following strategies make it easier for 
any homeowner to raise their credit score:

Keep a Lower Balance on All Credit Cards 
Let’s say you have three credit cards with outstanding debt of $10,000 total. It is 
often, although not always, better to have $3,333 on each card, rather than $10,000 
on one card and $0 on two others.

Pay Down As Much As Possible 
It is more important to pay your debt consistently than to pay down your debt but 
risk missing a payment in the future. That said, if you do have some extra cash to 
burn, paying down your debt with some extra money can improve your credit.

Get Removed As a Cosigner  
If you are a cosigner on any loans, see if it’s possible to get your name removed. It 
may not be, but to lenders, a cosigned loan is the same as a loan under your name. If 
it’s possible to have your name taken off the loan, your credit score should increase.

Check Your Credit Score and Fix Errors  
If you have errors on your credit report, make sure they’re fixed by contacting one 
of the three credit bureaus: Equifax, Experian or TransUnion. Fixing errors on 
your credit report can be very difficult and time consuming, but can improve your 
credit score dramatically.

Open a New Card  
New credit cards can temporarily lower your credit score, so you shouldn’t open 
one right before refinancing. If you’re thinking about refinancing in the near 
future and only have one or two credit cards to your name, opening a third may 
help lower your debt to available credit ratio, which can improve your credit. Just 
make sure the new credit card balance is always kept as close to zero as possible.

Use Old Cards a Little  
Make a few small purchases on some old credit cards and pay them off 
immediately. Your ability to use credit responsibly is factored into your credit 
score, and keeping older cards slightly active is a good way to make sure that you 
show that responsibility.
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TWO WAYS TO REFINANCE: CASH OUT VS RATE AND TERM

Two Ways to Refinance: Cash Out vs Rate and Term

For more information please visit our blog at: 
openmortgage.com/2017/03/06/mortgage-refinancing-cash-out-vs-rate-and-term/

Rate-and-term refinancing can change your mortgage rate and loan term. 
Rate and term refinancing activity is driven primarily by a drop in 
interest rates.

The simplest and most common refinancing method, rate-and-term refinancing 
replaces your original loan term (length of time to pay off your loan), your 
mortgage rate, or both. For example, you might refinance a 30-year fixed rate 
mortgage into a 15-year fixed rate mortgage. Alternatively, you could refinance 
from a 30-year fixed rate mortgage with a 4.5% mortgage rate into a 30-year 
mortgage rate at 3%.

Cash-out refinancing allows you to refinance your mortgage for more than you owe and then pocket the 
difference. Need money for an important home improvement or another financial goal? Is your home 
increasing in value? You may want to consider cash-out refinancing.

Alternatively, you could remodel with a rehab loan such as 203K or HomeStyle Renovation. Please contact 
your Open Mortgage loan originator for more details.

Imagine you owe $80,000 on a $150,000 home, and you want a lower 
interest rate. You also want $20,000 cash for home remodeling projects.  
You can cash-out refinance your mortgage for $100,000. Ideally, you’ll 
obtain a lower interest rate on the $80,000 you owe on the home, and 
you’ll get a check for $20,000 to spend on your remodeling projects.
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UNDERSTANDING THE REFINANCING  PROCESS

• Contact loan originator for 
financing information 

• Gather information required 
for application 

1Education & 
Pre-qualification

• Complete items necessary 
for loan closing 

• Pre-underwriting and loan 
preparation 

• Ordering of appraisal by 
loan processor

3

Processing

• Assembling of Package for 
your Closing day

• Send package to closing 
Agent’s office

5

Closing Preparation

• Lender prepares settlement 
statement which is emailed to 
the loan officer, processor & 
closing Agent for review

• Order survey detailing 
property boundaries if needed

• Closing usually takes place at 
office of escrow or title agent

• CONGRATULATIONS on 
Refinancing your home!
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Closing

• Receive final decision on 
your loan 

• Potential request for 
additional documentation

• Underwriter works with loan 
originator and loan processor 
to approve your loan
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Underwriting

• Discuss qualifying, monthly 
payments, and cash needed 
for closing (if necessary)

• Consider various loan 
programs available, quotes 
and interest rates 

• Receive assistance in 
completing the loan application 

2

Application
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Refinance Application

REFINANCE APPLICATION

To apply online please visit us at: 
openmortgage.com/refinance-app/

To find a Open Mortgage location near you please visit us at: 
openmortgage.com/find-an-office/

Organize your financial documents

To refinance your home, you should be prepared to provide two years of tax returns with W2s, at least 
one month of recent pay stubs, and your two most recent bank statements. Gathering these documents 
ahead of time can speed up your loan process. A shorter refinance process could lower your interest rate 
by locking the rate for a shorter time period.
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