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Breakeven Analysis.  This is a form of loan analysis that does not take into account TVM, but is simple to calculate.  You calculate all new costs and fees for the new loan, and savings in principle and interest over the old loan.  You then divide all new costs by monthly savings which will give you your breakeven point in months.  If your breakeven point is <4 years, it may be a good idea, 5-7 years, consider it, or >7 years, be careful.  You may likely move before 7 years.

Discount Points: These are payments made by the lender to reduce the interest rate on the loan.  They are somewhat similar to prepaid interest.  

Internal Rate of Return (IRR).  This is a form of analysis to determine whether you should refinance.  The process is to calculate all costs and fees, calculate the monthly savings, determine the number of months, and set the number of months on the new loan equal to the number of months remaining on the old loan. If your IRR is greater than your risk-free rate, then refinance.

Origination fees:  These are the costs and profits made by the broker for originating the loan.  

Prepayment Penalties.  These are penalties enforced by the lender for prepaying a loan too soon.  Prepayment penalties have a stated period of time, i.e., 1, 2, or 3 years the penalty is in effect, a maximum pay down percentage (MPP), i.e., 6% of the principal per year, and a prepayment penalty if you sell it before, i.e., 6 months interest.  With a soft prepayment you cannot within the stated period of time without penalty, refinance at all, sell the loan to family members, or pay down more than your MPP each year.  With a hard prepayment, you cannot within the stated period of time without penalty refinance at all, sell the loan to anyone, or pay down more than your MPP each year.  

Private Mortgage Insurance.  Insurance paid for by the borrower to ensure that the lender is made whole should the borrower default.  If equity is greater than 20%, PMI is not required for conventional loans or VA loans (but is required by FHA loans for the life of the loan).

Refinance.  The process of getting another mortgage loan on your home and repaying the old loan with a goal to reducing your interest and other costs overall.

Short-sell.  A short-sell is where a lender allows a property to be sold for less than the amount owed on a mortgage and takes a loss.  A short sell allows the borrower to avoid foreclosure.  A short sell does not necessarily release the borrower from the obligation to pay the remaining balance of the loan.

[bookmark: _GoBack]Total Costs Analysis. This is a form of loan analysis that does not take into account the time value of money, but is simple to calculate.  To do this, calculate your total new costs and fees from the loan until it is paid off, your total current monthly principal and interest costs remaining without refinancing, your total refinance monthly principal and interest costs.  If you will be paying less overall, think about it, if it is equal or less, it likely does not make finance sense.
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