
SENSIBLE WAYS TO USE 
HOME EQUITY LOANS  

AN EVER INCREASING NUMBER OF HOME OWNERS ARE TAKING 
ADVANTAGE OF THEIR EXTRA EQUITY BY GETTING A HOME 

EQUITY LOAN OR A LINE OF CREDIT. BUT ACCESSING YOUR EXTRA 
HOME EQUITY SHOULD BE DONE CAREFULLY, AND ONLY IN A 

NARROW SET OF CIRCUMSTANCES. 

In 2006, just before the last real estate bubble popped, homeowners were treating their 
homes like endless piggy banks. They used their equity to purchase nice furniture, buy 
new cars, and make unnecessary improvements.   

When the bubble popped, many of those borrowers lost their homes as property values 
tanked. They couldn’t sell the home for what they owed, including both the main 
mortgage and equity loans. 

So, what are the lessons we can learn from those times? Just this: If you're considering 
taking out a home equity loan or line of credit, consider doing it for the right reasons. 
Here are four things to know before you borrow.  

 

1. KNOW WHAT TYPE OF EQUITY LOAN TO GET 

THERE ARE TWO TYPES OF LOAN YOU COULD GET 

• A home equity loan. You get a lump of cash all at once—a loan—and then pay it 
back over a fixed term at a fixed interest rate, much like a mortgage or car loan. 

• A HELOC (home equity line of credit). This works more like a credit card. You get 
an amount of allowed credit—a credit line—that you can use whenever you 
need it, for a limited term, followed by a repayment period. A HELOC usually has 
an adjustable rate that changes with the market. 

Note that a refinance is also possible. That entails getting a whole new loan, so it’s a 
different category than an equity loan. 
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What type of loan should you choose?  

A home equity loan makes sense if you need a large amount all at once for a specific 
project, such as a roof replacement. 

A HELOC might make more sense if you need to borrow smaller amounts over a longer 
period. HELOCs carry a variable interest rate, so be careful of getting sucked in by the 
low starting rate. Since home mortgage rates are already nearly as low as they can go, 
the only direction for the rate on a HELOC to go is up, adding to your payments over 
time. A HELOC could end up costing you more in the long run than if you’d gotten a 
straight home equity loan in the first place, even if at a higher rate. 

Another drawback to the HELOC is that lenders can stop or reduce the amount of your 
line of credit without warning if they learn of a change in your financial circumstances or 
a drop in your home's value. That means you can't always count on a HELOC to be there 
when you want to use it. A classic example of this is when you want to buy another 
home and use your HELOC funds as part of your down payment. The instant your old 
home goes up for sale, the HELOC may come due in full.  

 

You also need to know how much you can get with a HELOC or equity loan. It may not 
be as much as you think it will be. Banks figure out what amount to give you based on 
adding the amount you're seeking to the balance of your primary mortgage. If the total 
will retain 10% to 30% equity in the property, depending on the banks policy and your 
credit score, you get that amount.  
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For example, suppose the bank is strict and requires a cushion of 30% equity. You want 
a HELOC of $30,000 and your primary mortgage debt is $285,000. The total you would 
owe is $315,000. If the market value of the property is $400,000, then you have a pretty 
good chance of getting that loan, provided your credit is sound. But if the property is 
only worth $370,000, you may have a problem getting $30,000. You may be able, 
however, to get $10,000.  

For that reason, it’s important to work with your lender to understand their equity 
cushion requirements and work with your real estate agent to understand the fair 
market value of your home. Then your lender can help you calculate the amount you 
would be eligible to borrow.  

Some credit unions will let their members borrow 100% of the equity in their home, so 
that’s an option to consider checking into.  

2. BE CRYSTAL CLEAR ABOUT WHAT YOUR PAYMENTS WILL BE  

Of course the monthly payment you’ll have to make to repay your loan will depend on 
the interest rate you get, the amount you borrow, and the way you’ll pay it back. But 
here are a few more thoughts about that. 

Since home equity loans have a fixed interest rate and term, you can use an online 
payment calculator to estimate your repayment plan. It’s straight forward, and easy to 
estimate and plan. 

However, HELOCs are more difficult to predict, because the interest rate changes over 
time. They also can be repaid in different ways, depending on what you agree to with 
your lender. Most HELOCs require you to make lower, interest-only minimum payments 
for the first 10 years while the line of credit is open to use. But in the 11th year, the line 
of credit is closed, and the principal must be repaid over the next 10 to 20 years. 

Of course, it’s better to pay back the loan quickly to minimize the amount you pay in 
interest, and to also get rid of the loan. If the market were to fall again, even slightly, 
you could find yourself upside down when you want to sell. 

3. AVOID DEAD END USES OF YOUR EXTRA EQUITY 

During the housing bubble up to the end of 2006, consumers used home equity to pay 
for everything from boats and gambling to cars and kitchen renovations. When they lost 
jobs due to the economic downturn, they found themselves upside down in their 
homes, unable to sell them for what they owed. That led to foreclosures. The problems 
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those home owners faced as the market crashed have taught us to scrutinize our 
reasons for using home equity.  

Lenders used to think that using a HELOC to finance a car or a kitchen remodel was 
acceptable. But not so much these days. Now car loans are so cheap that lenders believe 
a home equity line doesn’t make sense for a car purchase.  

The same goes for home remodeling. Now lenders think it’s a better idea to save for 
those things. (When did we decide it was OK to borrow and not save for things we want, 
anyway?) Even though home improvements can boost the value of your home, it’s 
seldom as huge as they amount you see on HGTV. And anyway, if you use your home 
equity to remodel, either you should be comfortable with the higher payment, as if 
you’d bought a more expensive home, or you’ll want to resell quickly to pay off the 
home equity line.  

 

Using a home equity loan is an option if you plan to flip a home quickly for profit. But 
you’d only take that option if you absolutely understand what you’re doing. Remember, 
a lender could call that loan due immediately when the house goes up for sale. That 
could be a problem if the home doesn’t sell quickly, or there are problems with the 
escrow.  



SENSIBLE WAYS TO USE HOME EQUITY LOANS  

Copyright 2022  From Your Real Estate Advisor for Life! 

4. WHEN IS IT APPROPRIATE TO USE AN EQUITY LOAN OR LINE OF CREDIT? 

If you need cash to make essential repairs for your family's safety or your home's 
structural integrity, then home equity borrowing makes sense. These are things like 
fixing a worn-out roof that's leaking and causing water damage, or faulty wiring that can 
start a fire, or a foundation that’s tilting, or even adding gutters to prevent further water 
damage.  

WHAT ABOUT COLLEGE LOANS?  

With rising college tuition and college loan borrowing costs, it might make some sense 
to use equity to pay your child's tuition. The interest rates on a HELOC or equity loan can 
be lower than those on student loans. But, consider that a full refinance on your first 
mortgage might be less expensive, since primary mortgage rates are cheaper than home 
equity rates. You’ll want to compare the interest rates and closing costs to see which 
option is cheaper.  

However, if you're considering putting part of a semester's tuition on a credit card and 
carrying a balance, using a HELOC to manage short-term cash flow might be a much 
better option. You can still pay back the HELOC faster than your credit card payment 
plan. 

USE EQUITY TO CUT YOUR HIGH CREDIT CARD INTEREST PAYMENTS 

Possibly the smartest way to use home equity is to pay off all of your high-interest credit 
cards. You’ll be repaying those debts using the much lower interest rates from your 
home equity loan or line of credit. In that case, you’ll get out of debt faster by using the 
money you were paying to those high interest cards, and sending it to pay your home 
equity line or loan instead. But you must be strict in your use of credit from that time 
forward, and not use your newly open credit cards as a license to start running up the 
balances again. The point of using your home equity in this way is to get out of debt! 

You can use a debt consolidation calculator to help see how much you can save by 
paying off high rate cards.  

NEED MORE GOOD ADVICE 
ABOUT REAL ESTATE? CALL ME! 


	an ever increasing number of home owners are taking advantage of their extra equity by getting a home equity loan or a line of credit. But accessing your extra home equity should be done carefully, and only in a narrow set of circumstances.
	1. Know what type of equity loan to get
	There are two types of loan you could get

	2. Be crystal clear about what your payments will be
	3. Avoid dead end uses of your extra equity
	4. when is it appropriate to use an equity loan or line of credit?
	What about college loans?
	Use equity to cut your high credit card interest payments


