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Do’s and Don’ts: Refinancing

Refinancing means paying off one or more old debts by getting a new loan from a new or existing lender. Sometimes, refi-

nancing is an appropriate way to resolve financial problems. In many situations, how ever, refinancing can make existing

financial problems worse.

THE DO’s

DO compare the cost of refinancing with the cost of your existing loans. Federal "Truth in Lending" laws require that

lenders give you certain unifor m disclosures containing the annual interest rate you are charged, the total finance charge,

the amount financed, and other costs. You must consider all costs involved in refinancing to compare apples to apples

when choosing a lender. Don’t just compare interest rates. Compare all costs.

DO refinance your higher interest rate unsecured loans with lower interest rate unsecured loans if the terms of the loans

are comparable. Do be cer tain that the new rate that you will be paying will actually remain lower than your existing rate,

and that it is not a "teaser" rate (one that will go up after an introductory per iod).

DO refinance your secured debts (such as your mortgage or car loan) if the new loan is for the same length of time left on

your old loan (or shorter), and the interest rate on the new loan is lower than the interest rate on your existing loan. The

interest rate on the new loan usually must be substantially lower than the interest rate on the old loan to make up for costs

and fees associated with the new loan.

DO consider refinancing your home to pay-off car loans or credit cards, but only if you are not in financial difficulty and not

at risk of losing your home, and only if refinancing is beneficial from a tax standpoint.

DO watch out for refinancing "scams." If you get unsolicited offers to consolidate all of your loans into one mortgage, to

sell your home with an option to buy it back, or to save your home from foreclosure, bew are! If an offer sounds too good to

be true, it probably is.

THE DON’Ts

DON’T refinance your bank loan with a finance company to get a lower monthly payment. The interest rate with the

finance company will almost always be higher than the bank loan, and will usually contain fees, insurance, and other

costs.

DON’T refinance your home for more than its market value. Lenders that offer loans exceeding your home’s value charge

much higher interest rates than standard mortgage lenders. In addition, you may not be able to deduct some of the inter-

est that you are paying on such a loan. Even worse, you risk losing your home through foreclosure if you can’t make the

payments.

DON’T refinance your home to pay-off unsecured debts, such as credit cards. Usually, unsecured creditors can’t do all

that much to collect the debt. If you refinance your home and fall behind on the mortgage, the lender can foreclose and

you could lose your home.

DON’T refinance an unsecured loan as a secured loan. If you do, you risk losing the property that you have pledged as

collateral.

DON’T refinance because of pressure from a debt collector. Because they really can’t do much else, debt collectors try to

intimidate you into refinancing so that they will get paid.
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