
 

 

 

 

 

 

You've probably heard that refinancing your mortgage can save you money. 
While that's true in many cases, refinancing needs be done at the right time in 
order to result in a lower monthly payment and it should be done for the right 
reasons. Below, we've outlined some scenarios in which refinancing makes 
sense. Read them over to determine if it could be the right move for you. 

1. You can get a better interest rate 

Interest rates play a huge role in how much money you pay for your mortgage 
each month, as well as over the life of the loan. For example, if you put 20% on 
a $200,000 home with a 30-year loan, at a 4% interest rate, you would pay 
around $763 per month. At a 4.5% interest rate, you would pay around $810 
per month. That's a difference of $47 per month or $564 per year. 

You've probably also heard on the news that interest rates are climbing. The 
reality is, however, that while they're getting higher than they've been over the 
past few years, they're still relatively low from a historical perspective. If you 
bought your house before the recession, you'll likely be able to get a much 
better interest rate and you should be able to put some money back in your 
pocket. 

2. Your credit score is higher 

The interest rate you pay on a loan will be determined by two things: the 
prime rate and your credit score. The prime rate is set by the market and 
refers to the lowest interest rate at which money can be borrowed, 
commercially. This acts as the base for your rate. Then, a percentage is added 
to that rate, based on your borrowing history. The better your credit score, the 
lower that percentage will be. 

If your credit wasn't so good when you first bought your house, it's likely that 
your interest rate is fairly high. However, if you've taken some steps to clean 
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up your credit since then, there's a good chance that you'd now qualify for a 
better rate. Refinancing will give you a chance to access that better rate and to 
lower your monthly payment, overall. 

3. Your ARM is about to adjust 

Typically, what makes adjustable-rate mortgages (ARM) so attractive is they 
come with an initial fixed-rate period, during which the interest rate you pay is 
often lower than you might find with a true fixed-rate option. However, after 
that initial fixed-rate period is over, your interest rate will begin to adjust at 
regular intervals. At that point, your rate will fall in line with what's currently 
being offered on the market, plus the percentage that's determined by your 
credit score. 

For example, a 5/1 ARM comes with a five-year fixed-rate period, after which 
the rate will readjust every year. It's common to see homeowners look to 
refinance as they near the end of their fixed-rate period. Depending on the 
introductory rate they were given and current market conditions, they might 
be facing the threat of a mortgage payment that's a lot higher than the one 
they're used to making. At that point, it makes sense to either refinance into a 
fixed-rate mortgage, which would offer more stability, or another ARM. 

4. You need money for a big expense 

If you need money for one of life's big expenses, you can do what's known as a 
cash-out refinance. Unlike a regular refinancing situation, with a cash-out 
refinance, you borrow more money than you currently owe on your home. The 
difference between what you borrowed and your mortgage amount is then 
given to you in the form of funds that can be used in any way that you see fit. 

Since doing a  cash-out refinancing often comes with a lower interest rate than 
getting a personal loan or paying with a credit card, people tend to use this 
method of financing as a way to pay for big-ticket items. It's not uncommon to 
see someone choose to do a cash-out refinance in order to pay off medical 
debt, finance home improvements, or to cover the cost of a child's college 
education. 

5. You need to pay less 

If you suddenly find yourself needing to pay less on your mortgage, either due 
to a change in income or added expenses, refinancing can be a good option to 
help put some money back in your pocket. As stated above, though today's 



interest rates are rising, they are still at historic lows. Depending on when you 
first took out your mortgage, you may be able to get a much better interest rate 
in today's market, which will save you significantly. 

However, if the change in interest rate is not enough, you could also extend 
the terms of your loan. Since the amount that you owe on your home is lower 
now than it was when you first bought it, you're borrowing less money when 
you refinance. Spread out over a new loan term, - typically either 15 or 30 
years - your monthly payment will be smaller. 

 


