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Should You Consider Tapping the
Equity in Your Home?
With home values skyrocketing recently, your home may be one
of your largest assets. Using home equity to help finance other
financial objectives is a strategy many people consider, but
before doing so be sure you understand the risks as well as the
potential benefits.

Home equity is the difference between how much your home is worth, based
on current market conditions, minus your mortgage balance. Let’s say your
home is worth $450,000 in the current market and your outstanding mortgage
is $250,000. That means you have $200,000 in equity.

In most cases, lenders will allow you to borrow up to 80% of your home’s
value minus your mortgage balance. In the example above, the total amount
you might borrow would be $110,000 (assuming you qualify).

It’s probably best to be as conservative as possible when using home equity.
There’s no guarantee that your home will maintain its current market value, so
you could end up owing more than it’s worth. Moreover, in the unfortunate
event of default, you could lose your house.

How to Access Home Equity
Generally, there are three ways to access home equity:

1. Cash-out refinance: In a cash-out refinance, you would refinance your
mortgage for more than what you owe and take the difference in cash.
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2. Home equity loan: With this type of loan, you would leave your current
mortgage untouched and take out a separate loan against the equity in your
home, with a fixed interest rate and fixed monthly payments.

3. Home equity line of credit: A HELOC works much like a credit card. You
apply for a revolving credit amount up to a certain limit and, upon approval,
have access to that money for a specific period, known as the draw period
(usually 10 years). HELOC funds don’t all have to be used right away or at the
same time. You can usually access the funds as needed by writing a check or
using a linked credit card. Interest rates are variable; required payments will
depend on how much you borrow and the prevailing rate. When the draw
period ends, all outstanding balances need to be repaid.

Keep in mind that each of these options will have specific fees, including
appraisal fees. A refinance could also require closing costs, which can equal
thousands of dollars, depending on the amount borrowed.

The best type of loan will depend on your specific situation. If you need a fixed
amount of money, a cash-out refinance or home equity loan might be
appropriate. If you need an indeterminate amount over time or seek an
emergency cash reserve, a HELOC might better serve your needs.

Increase in Median Home Sales Price Since 2019

Source: National Association of Realtors, 2020–2022 (median existing-home sales data as of February 2019

and February 2022)

When Using Home Equity Might Make Sense
Because you’re putting your home at risk, it’s important to think critically and
strategically when using home equity. Are you using the funds in a way that
could reap future financial benefits, such as home repairs and improvements,
helping to pay for a child’s college education, or consolidating high-interest
debt? Then it might make sense. (A loan used for home repairs may also offer
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tax benefits; talk to a tax professional.) On the other hand, it might not be in
your best financial interest if you’re thinking of using the money to fund an
extravagant purchase, such as an expensive vacation or new luxury car.

Home equity loans and lines of credit that are not used to buy, build, or
substantially improve your primary home (or a second home) are considered
home equity debt; you cannot deduct the interest on home equity debt. With a
cash-out refinance, you can only deduct interest on the new loan if you use
the cash to make a capital improvement on your property.

This information is not intended as tax, legal, investment, or retirement advice or recommendations,
and it may not be relied on for the purpose of avoiding any federal tax penalties. You are
encouraged to seek guidance from an independent tax or legal professional. The content is derived
from sources believed to be accurate. Neither the information presented nor any opinion expressed
constitutes a solicitation for the purchase or sale of any security. This material was written and
prepared by Broadridge Advisor Solutions. © 2022 Broadridge Financial Solutions, Inc.
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