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In short

A HELOC, home equity loan, and cash-out refinance can all convert home equity into usable funds, but they work
differently. A HELOC generally provides a reusable line of credit with a variable rate, a home equity loan generally
provides a fixed lump sum with a separate payment, and a cash-out refinance replaces the existing first mortgage with a
larger new loan. The strongest structure depends on the current first-mortgage rate, amount of equity, borrowing goal,
payment preference, expected repayment period, closing costs, and comfort with variable-rate risk.

Key takeaways
• Home equity is the difference between estimated property value and existing liens.
• Accessing equity creates new debt and can increase the risk attached to the home.
• HELOCs often have variable rates and changing payments.
• Home equity loans generally provide a fixed lump sum and separate payment.
• Cash-out refinancing replaces the existing first mortgage and may reset the loan term.
• The lowest initial payment is not always the lowest long-term cost.

Who this guide is for
• Homeowners weighing a HELOC against a home equity loan
• Homeowners with a low first-mortgage rate considering cash-out refinancing
• Homeowners planning improvements, repairs, or accessibility modifications
• Borrowers evaluating whether to consolidate unsecured debt
• Investors reviewing equity in a rental or second property
• Anyone who wants to understand the costs and risks before borrowing against a home
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01

What is home equity?
Home equity generally refers to the portion of a property's value that a homeowner owns outright, calculated as the
estimated property value minus the outstanding balance of any liens recorded against it. Expressed as a formula,
estimated equity = estimated property value minus outstanding property liens. This includes the first-mortgage
balance and any other recorded obligations, such as a second mortgage, a home equity line of credit, a tax lien, or
a judgment lien attached to the property.

It is important to distinguish estimated market value from an appraised value produced through a formal appraisal
process. An online estimate, a tax assessment, or a homeowner's own sense of value may differ meaningfully from
what a licensed appraiser determines, and lenders generally rely on an appraisal, an appraisal alternative, or
another valuation method acceptable to the applicable investor rather than an informal estimate when calculating
usable equity.

Equity is not static. It can rise or fall based on changes in market value, principal paid down over time, additional
liens placed on the property, and broader economic and local market conditions. A homeowner's equity position
today may look different in a few months or a year, which is one reason lenders typically require a current valuation
before extending home-equity financing rather than relying on an older estimate.

Total equity is also not the same as the funds a homeowner would receive if the property were sold. Selling a home
typically involves transaction costs, such as real estate commissions, title fees, and other closing costs, all of which
reduce net proceeds below the calculated equity figure. Title issues, unresolved liens, or ownership disputes can
further complicate access to equity and should be addressed as part of any review of a property's lien and
ownership history.

Total equity is not the same as available borrowing capacity.

02

How much equity may be available to borrow
against?
The amount of equity a lender may allow a homeowner to access is typically expressed using loan-to-value (LTV)
and combined loan-to-value (CLTV) calculations. CLTV = total mortgage liens divided by property value, and it
accounts for the existing first mortgage together with any new or existing second lien being requested, compared
against the property's current value.

Lenders and investors set their own guidelines for how much of a property's value may be borrowed against in total,
and those guidelines vary by loan product, property type, occupancy (primary residence, second home, or
investment property), the borrower's credit profile, income, reserves, and prevailing market conditions. State law
can also affect certain home-equity products. This guide does not state a universal maximum CLTV, because no
single figure applies across all lenders, programs, and scenarios.

Beyond the value-based calculation, the requested loan amount is also evaluated against the borrower's credit
history, income documentation, debt-to-income ratio, and available reserves, similar to how a first mortgage is
reviewed. A property with substantial equity does not automatically translate into approval for the full amount a
homeowner might want to borrow.

Because so many variables affect available equity, homeowners often find it useful to start with a rough estimate
before speaking with an advisor about a specific scenario, recognizing that any preliminary figure is subject to
verification through a formal valuation and full underwriting review.
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An interactive equity calculator appears on this page. It is intended for general education only and does not represent a
valuation, a rate quote, or a lending decision.

03

What is a home equity line of credit (HELOC)?
A home equity line of credit, commonly called a HELOC, is generally structured as a revolving line of credit secured
by a homeowner's equity, similar in concept to a credit card but secured by the property. A HELOC typically has a
draw period, during which a borrower may access available funds up to an approved credit limit, followed by a
repayment period, during which additional draws are generally no longer permitted and the outstanding balance is
repaid over time.

Interest rates on a HELOC are commonly variable, tied to an index such as the prime rate plus a margin set by the
lender, meaning the rate and required payment can change periodically as the index moves. During the draw
period, some HELOCs may allow interest-only payments where available, while others may require payments that
include a portion of principal; specific payment structures vary by lender and program.

Because a HELOC is revolving, funds that are drawn and later repaid may generally become available again during
the draw period, up to the approved credit limit, which offers a degree of flexibility for expenses that arise over time
rather than all at once. Lenders may also reserve the right to freeze or reduce the available credit line under certain
circumstances, such as a decline in property value or a change in the borrower's financial condition.

Homeowners considering a HELOC should also be aware that some lenders charge annual fees, inactivity fees, or
early closure fees, depending on the program and how long the line remains open. These costs vary by lender and
are generally disclosed in the loan's terms and closing documents.

A HELOC may provide flexibility, but the payment and borrowing cost can change when the rate or outstanding balance
changes.

04

What is a home equity loan?
A home equity loan is typically structured as a lump-sum loan secured by a homeowner's equity, distinct from the
revolving structure of a HELOC. Funds are generally disbursed in a single amount at closing, and the loan is repaid
through scheduled amortizing payments over a fixed term, similar in structure to a first mortgage but recorded as a
second, or subordinate, lien on the property.

Home equity loans are commonly offered with a fixed interest rate, meaning the payment amount generally stays
consistent over the life of the loan, though some lenders may offer adjustable-rate structures as well; the specific
structure depends on the lender and program. Because the loan is disbursed as a lump sum rather than a revolving
line, there is generally no ability to draw additional funds later without applying for new financing.

Closing costs typically apply to a home equity loan, similar to other mortgage products, and these costs are
generally disclosed before closing so a borrower can evaluate the total cost of the financing. The existing first
mortgage generally remains in place and unaffected, meaning its rate and terms do not change when a home
equity loan is added as a second lien.

A home equity loan may fit scenarios where a homeowner has a defined, one-time expense with a known cost, such
as a specific renovation project, a debt consolidation amount, or another fixed budget item, and prefers a
predictable payment and payoff schedule over the flexibility of a revolving line. Homeowners who value payment
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stability and a known payoff date sometimes find this structure easier to plan around than a variable-rate revolving
product.

05

What is a cash-out refinance?
A cash-out refinance replaces a homeowner's existing first mortgage with a new, generally larger first mortgage,
using part of the new loan proceeds to pay off the existing mortgage balance and any other liens being paid off,
with the remaining net proceeds, after accounting for closing costs, disbursed to the homeowner.

Because a cash-out refinance replaces the entire first mortgage, it establishes a new interest rate, a new loan term,
and a new amortization schedule for the full loan balance, not just the amount being taken out in cash. This differs
meaningfully from a HELOC or home equity loan, which leave the existing first mortgage in place and add a
separate, subordinate lien instead.

A cash-out refinance typically requires a full appraisal, closing costs comparable to those of a purchase or
rate-and-term refinance, and, depending on the resulting loan-to-value ratio and loan program, may also involve
mortgage insurance. Underwriting for a cash-out refinance generally reviews credit, income, and overall
qualification in a manner similar to a new mortgage application.

Replacing an existing first mortgage also resets the amortization clock on the entire balance, which is sometimes
referred to as term-reset risk, and this can affect the total interest paid over the life of the loan even if the new rate
is favorable. This tradeoff deserves particular attention when the existing first mortgage carries a comparatively low
rate, since replacing that loan may increase overall borrowing costs even though it provides access to cash.

A cash-out refinance can be potentially costly when it replaces an existing mortgage that carries a favorable rate,
because the entire balance is refinanced at the new rate and term.

06

HELOC vs. home equity loan: what is the
difference?
A HELOC and a home equity loan are both generally secured by a homeowner's equity and recorded as a
subordinate lien behind the first mortgage, but they differ in structure, funding method, and how the borrower
interacts with the funds over time. The table below summarizes commonly cited differences; actual terms always
depend on the lender, investor, and specific loan program.

Choosing between the two often comes down to whether a homeowner needs a known, one-time amount for a
defined purpose, which may favor the predictability of a home equity loan, or ongoing, flexible access to funds for
expenses that arise over time, which may favor a HELOC's revolving structure. Rate type is another key
consideration, since a HELOC's variable rate can change the required payment, while a fixed-rate home equity loan
generally keeps the payment consistent.

Neither product is universally preferable; the right fit depends on the borrower's goals, the amount and timing of
funds needed, comfort with potential rate changes, and the specific terms offered by a given lender.

General comparison. Specific terms vary by lender, investor, and program.

Consideration HELOC Home equity loan

Structure Revolving line of credit Lump-sum installment loan
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Consideration HELOC Home equity loan

Funding method Draws as needed up to a limit Single disbursement at closing

Rate type Commonly variable Commonly fixed, sometimes adjustable

Payment predictability Can change as rate or balance changes Generally consistent over the term

Draw flexibility Funds accessed over time No additional draws after closing

Reuse of funds Repaid funds may become available again
during draw period

Not reusable without new financing

Term structure Draw period followed by repayment period Single fixed repayment term

Closing costs Varies by lender; may be lower than a loan Typically applies, similar to a mortgage

First-mortgage retention First mortgage stays in place First mortgage stays in place

Best-fit use Ongoing or uncertain expenses Defined, one-time expense

Rate risk Payment can rise or fall with the index Generally limited if rate is fixed

Early closure or annual fees May apply, depending on lender Generally not applicable in the same way

Prepayment Varies by lender and program Varies by lender and program

Amount certainty Access up to a credit limit Fixed amount known at closing

07

HELOC vs. cash-out refinance: which structure
fits which situation?
A HELOC and a cash-out refinance both allow a homeowner to access equity, but they differ fundamentally in how
they treat the existing first mortgage. A HELOC adds a separate, subordinate lien while leaving the first mortgage
untouched, whereas a cash-out refinance replaces the first mortgage entirely with a new loan for a larger balance.

This distinction matters most when the existing first mortgage carries a rate that is more favorable than current
market rates, since a cash-out refinance would apply the new rate to the full loan balance rather than only to the
amount of cash being accessed. A HELOC, by contrast, generally leaves the existing first-mortgage rate untouched
and applies its own separate rate only to the amount actually borrowed on the line.

The two options also differ in speed, appraisal requirements, and how they affect future access to funds. A cash-out
refinance typically involves a process similar to originating a new full mortgage, including a full appraisal and
complete underwriting of the entire loan amount, while a HELOC's underwriting and appraisal requirements may
sometimes be more limited, though this varies by lender.

General comparison. Specific terms vary by lender, investor, and program.

Consideration HELOC Cash-out refinance

First mortgage Retained separately Replaced entirely

Rate type Commonly variable Rate set for the entire new loan

Closing costs Applied to a smaller loan amount Applied to the full new loan amount
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Consideration HELOC Cash-out refinance

Payment structure Draw period, then repayment period Single amortizing payment from closing

Borrowing flexibility Revolving access up to a limit One-time lump sum at closing

Total interest considerations Depends on balance and rate changes
over time

Depends on new rate applied to full
balance

Term reset First mortgage term unaffected New term begins on full balance

Future access to funds May reuse repaid amounts during draw
period

Requires new financing for further access

Relative process speed May be faster in some cases Generally comparable to a new mortgage

Appraisal requirement Varies by lender and loan amount Typically required

Debt consolidation use Possible, depending on program Possible, depending on program

Fit for short holding periods May suit shorter-term needs Term reset may matter more for short
holds

Fit for long holding periods Depends on rate outlook Depends on rate comparison to existing
loan

A homeowner with a low first-mortgage rate should evaluate the cost of replacing that loan before choosing cash-out
refinancing.

08

Home equity loan vs. cash-out refinance: how do
they compare?
A home equity loan and a cash-out refinance both provide a lump sum of cash secured by home equity and can
both be structured with a fixed payment, but they differ in lien position, closing costs, and how they interact with an
existing first mortgage. A home equity loan is recorded as a second, subordinate lien, while a cash-out refinance
replaces the first mortgage outright.

Because a home equity loan generally applies only to the amount being borrowed, its closing costs and interest rate
typically apply to a smaller balance than a cash-out refinance, which recalculates costs and rate against the entire
new first-mortgage amount. This can make a home equity loan comparatively less disruptive to an existing
favorable first-mortgage rate.

The choice between the two often depends on how much is being borrowed relative to the value of the home, the
expected payoff period for the borrowed funds, and whether the homeowner wants to keep the existing first
mortgage separate or is comfortable replacing it entirely as part of the transaction.

General comparison. Specific terms vary by lender, investor, and program.

Consideration Home equity loan Cash-out refinance

Lien position Second, subordinate lien New first-mortgage lien

Payment structure Fixed, amortizing payment Fixed or adjustable, depending on
program
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Consideration Home equity loan Cash-out refinance

Closing costs Applied to the new loan amount only Applied to the entire new loan balance

Rate relationship to first mortgage Independent of first-mortgage rate Replaces and resets the first-mortgage
rate

Total payment obligation Separate payment alongside existing
mortgage

Single combined payment

Loan term Set independently at closing New term for the entire balance

Amount typically needed Often used for a specific, known amount Can address larger overall financing needs

Expected payoff period May suit a defined repayment horizon Tied to the new mortgage's full term

Effect on existing mortgage None; existing mortgage remains
unchanged

Existing mortgage is paid off and replaced

09

What is combined loan-to-value (CLTV) and why
does it matter?
Combined loan-to-value, or CLTV, generally measures the total amount of mortgage debt secured by a property,
including the first mortgage, any HELOC or home equity loan, and other recorded liens, compared against the
property's current value. It differs from a simple loan-to-value calculation, which typically considers only a single
loan against the property.

Some lenders also reference a related figure sometimes called HCLTV, or home equity combined loan-to-value,
which may account for the full credit limit of a HELOC rather than only the amount currently drawn, depending on
how the lender or investor calculates risk exposure for a revolving line. Treatment of undrawn HELOC amounts in
this calculation varies by lender.

CLTV is a central input into how lenders assess risk and price home-equity financing, because a property with
multiple liens against it generally represents more risk to a subordinate lender than one with a single first
mortgage. Higher combined leverage can affect pricing, terms, and how much additional borrowing capacity a
homeowner may have.

This guide does not state a universal maximum CLTV, because acceptable levels vary by lender, investor, loan
program, property type, occupancy, and the borrower's overall qualification profile. A homeowner's specific CLTV
limit should be confirmed with a lender based on the full details of the transaction.

10

What credit and income factors do home-equity
products evaluate?
Home-equity financing, whether structured as a HELOC, a home equity loan, or a cash-out refinance, generally
involves a review of the borrower's credit and income in a manner similar to a first mortgage. Lenders commonly
review credit score, payment history, the mix of revolving and installment debt, and specifically the housing
payment history associated with the property being used as collateral.
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Income review typically covers employment history, income type and stability, and for self-employed borrowers,
business income documentation appropriate to the loan program. Debt-to-income ratio is generally calculated using
the borrower's monthly obligations, including the new home-equity payment, and reviewed against the applicable
program guidelines, along with available reserves that may be required after closing.

Additional file review commonly includes any history of bankruptcy or foreclosure, existing liens on the property,
the property's occupancy status, and the property type itself, since these factors can all influence how a lender
evaluates risk on a subordinate or replacement lien.

Homeowners preparing for a home-equity application may find it useful to review the Credit Preparation Guide at
/resources/guides/credit-preparation-guide, estimate their monthly obligations using the Debt-to-Income Calculator
at /calculators/debt-to-income, and consider starting with the Mortgage Readiness Assessment at /pre-qualify or
exploring next steps through Mortgage Pathway at /mortgage-pathway before speaking with an advisor about a
specific scenario.

11

How is the property and its liens reviewed for
home-equity financing?
Lenders typically require some form of property valuation before extending home-equity financing, which may take
the form of a full appraisal, an exterior-only appraisal, an automated valuation model, or another method
acceptable to the lender or investor depending on the loan amount and program. A title search is also generally
performed to confirm ownership and identify all liens currently recorded against the property.

Beyond the first and second mortgage liens, a title search can reveal other recorded obligations such as tax liens,
judgment liens, mechanics liens from unpaid contractor work, solar liens associated with financed solar equipment,
PACE assessments tied to certain energy-efficiency improvements, and homeowners association liens for unpaid
dues. Each of these can affect a property's title and the priority in which liens are repaid.

Lien priority generally refers to the order in which liens are paid if a property is sold or foreclosed upon, with
earlier-recorded liens, such as a first mortgage, typically taking priority over later-recorded liens such as a HELOC or
home equity loan, though certain liens like property tax obligations can take priority regardless of recording date
depending on applicable law.

Property condition, adequate homeowners insurance, and flood insurance where the property is located in a
designated flood zone are also commonly reviewed as part of underwriting a home-equity transaction, since these
factors relate to the collateral's ongoing value and the lender's security interest in the property.

12

What happens during a HELOC's draw period?
The draw period is generally the phase of a HELOC during which a borrower may access the approved credit line, up
to the established limit, for eligible expenses. Homeowners can typically draw funds as needed rather than all at
once, and depending on the lender, some programs may require minimum draw amounts or set restrictions on how
funds are accessed, such as through checks, a card, or online transfers.

As funds are drawn, interest generally begins to accrue on the outstanding balance, and payments during the draw
period are commonly structured as interest-only in many programs, though some lenders may require payments
that include a portion of principal. Because rates on a HELOC are commonly variable, the required payment can
change as the underlying index moves, even without any change in the drawn balance.
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Funds that are repaid during the draw period may become available for re-borrowing up to the credit limit, subject
to the lender's terms, which is one of the features that differentiates a HELOC from a lump-sum loan. Lenders may
also reserve the right to freeze or reduce the credit line during the draw period under certain conditions, such as a
decline in property value or a change in the borrower's financial situation.

This guide does not state specific draw period lengths, because they vary by lender and program. As the draw
period approaches its end and the line transitions toward repayment, borrowers are generally encouraged to review
their outstanding balance and plan for how the transition to required principal payments may affect their budget.

13

What happens during a HELOC's repayment
period?
Once a HELOC enters its repayment period, additional draws are generally no longer permitted, and the outstanding
balance at that point becomes subject to a scheduled repayment plan. Payments during this phase are typically
amortizing, meaning each payment includes both principal and interest, which usually results in a higher required
payment than the interest-only payments common during the draw period.

The specific repayment term varies by lender and program, and the transition from draw period to repayment
period can create a meaningful increase in the required monthly payment, sometimes referred to as payment
shock, particularly for borrowers who carried a large balance and made only interest-only payments throughout the
draw period. Some HELOC structures may also involve a remaining balloon balance at the end of the term,
depending on how the loan is structured, though this is not universal across all programs.

Homeowners approaching the end of a draw period sometimes consider refinancing the remaining HELOC balance,
whether into a new HELOC, a home equity loan, or as part of a broader refinance of the first mortgage, though
refinancing is never guaranteed and depends on the borrower's qualification and market conditions at that time.

Understanding the general shape of this timeline in advance may help a homeowner plan for the payment changes
that typically occur as a HELOC moves from the draw period into repayment.

General HELOC lifecycle. Specific lengths and terms vary by lender and program.

Stage What generally happens

Draw period Borrower may access funds up to the credit limit; payments are
often interest-only

Transition Draws typically stop; the outstanding balance is set for
repayment

Repayment period Amortizing payments of principal and interest begin over the
remaining term

14

What is variable-rate risk on a HELOC?
Many HELOCs are priced using a variable rate tied to an index, such as the prime rate or another benchmark, plus a
margin set by the lender based on the borrower's qualification. Because the index can move over time, the interest
rate applied to an outstanding HELOC balance can change periodically, which in turn changes the required payment
even if the borrower has not drawn any additional funds.
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Some HELOCs include periodic rate caps that limit how much the rate can change at each adjustment, as well as a
lifetime cap that limits the maximum rate over the life of the line, though the presence and size of these caps vary
by lender and program. Borrowers should review their specific loan documents to understand what caps, if any,
apply to their line.

Payment sensitivity to rate changes is generally more pronounced for larger outstanding balances, since a given
rate increase produces a larger dollar increase in payment on a larger balance. Homeowners carrying a HELOC
balance through a period of rising rates may see their required payment increase meaningfully, while a period of
declining rates may reduce the payment, all else being equal.

Because future rate movements cannot be predicted with certainty, homeowners considering or currently using a
HELOC may find it useful to stress-test their budget against a range of possible rate scenarios rather than planning
only around current conditions.

An interactive rate-sensitivity calculator appears in this section. It produces illustrative figures only and does not predict
actual future rates or payments.

15

Can a HELOC balance be converted to a fixed
rate?
Some lenders offer a feature that allows a borrower to convert some or all of an outstanding HELOC balance into a
fixed-rate segment, sometimes described as locking a portion of the balance at a fixed rate for a set period, while
the remainder of the line continues to operate under the standard variable-rate terms. This feature is not
universally available and depends entirely on the specific lender and program.

Where offered, a fixed-rate conversion feature may allow a borrower to create multiple fixed-rate advances over
time, each potentially carrying its own rate and term, separate from the variable-rate portion of the line. Lenders
offering this feature commonly set a minimum amount that must be converted to establish a fixed-rate segment.

Converting a portion of a balance to a fixed rate may involve a conversion fee or other cost, depending on the
lender, and the terms of a fixed-rate segment, including its rate and repayment schedule, are generally separate
from the variable-rate terms that continue to apply to the rest of the line.

Homeowners interested in this type of feature should confirm directly with a lender whether it is offered on a
specific HELOC product, since availability, cost, and structure vary widely and cannot be assumed as a standard
feature of every HELOC.

16

What should I understand about interest-only
payments on a HELOC?
An interest-only payment structure, common during many HELOC draw periods, generally requires the borrower to
pay only the interest that has accrued on the outstanding balance during that period, without any required
reduction of the principal balance itself. This typically results in a lower initial payment compared to an amortizing
payment that includes both principal and interest.

Because principal is not reduced through required payments, and because additional draws can be made during the
draw period, the outstanding balance on an interest-only HELOC can remain flat or even increase over time if new
draws exceed any voluntary principal payments made by the borrower. This creates a risk that the balance entering
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the repayment period may be as large as, or larger than, the balance at the start of the draw period.

When the HELOC transitions to its repayment period, the payment generally increases to include both principal and
interest, which can represent a significant payment increase compared to the interest-only payments made
previously, sometimes described as payment shock. The total interest paid over the life of a HELOC used this way
may also be higher than if principal had been paid down earlier.

Homeowners who choose interest-only payments for cash-flow reasons may want to consider making voluntary
principal payments when possible, in order to manage the size of the balance entering repayment and to reduce
total interest costs over time.

Interest-only does not mean payment-free, and it does not reduce the principal unless additional principal is paid.

17

What closing costs and fees are typically
associated with home equity products?
Home equity products generally involve costs beyond the amount borrowed, and the specific fees, whether they are
charged, and how they are structured vary by lender, product, investor, property, and state. Common categories
include an application fee, an appraisal or valuation fee, title-related charges, recording fees, and in some cases
attorney or settlement fees, depending on how the transaction is structured and where the property is located.

Some HELOCs carry ongoing charges beyond the initial closing, such as an annual fee for keeping the line open, an
inactivity fee if the line is not used within a defined period, or an early closure fee if the line is paid off and closed
shortly after opening. A rate-lock or conversion fee may also apply if a lender allows a borrower to convert a
variable-rate balance to a fixed rate for some or all of the outstanding amount.

Origination charges, taxes associated with recording a lien, and other closing costs can add up, and the total is
generally disclosed to the borrower before closing so it can be reviewed and compared across products. Some
lenders offer lender-paid closing costs or a waived-cost structure as part of a specific program, which can shift how
and when those costs are ultimately recovered rather than eliminating them outright.

Because fee structures differ so widely, comparing the full cost of a home equity product — not just the interest rate
or payment — is generally a useful part of evaluating options, and a licensed advisor can walk through the specific
disclosures for a given scenario.

Potential costs associated with home equity products; actual charges vary by lender, program, and state.

Potential cost What it generally covers

Application fee Processing the initial request for financing

Appraisal or valuation fee Estimating current property value to support the lien amount

Title fees Confirming ownership and existing liens on the property

Recording fee Filing the new lien with the appropriate government office

Annual fee Keeping a HELOC open and available, charged by some lenders

Inactivity fee Charged by some lenders if a line goes unused for a period

Early closure fee Charged if a line is closed shortly after being opened

Rate-lock or conversion fee Converting a variable balance to a fixed rate, where offered
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Potential cost What it generally covers

Origination charge Underwriting and preparing the loan for closing

Attorney or settlement fee Legal or settlement services required in some states

Taxes Government charges tied to recording or the transaction itself

A "no closing cost" product may recover costs through rate, fees, minimum line usage, or early-closure provisions.

18

What are common reasons homeowners access
home equity?
Homeowners access equity for a wide range of purposes, and no single use is inherently appropriate or
inappropriate; suitability depends on the borrower's overall financial picture, the terms available, and the
alternatives considered. Frequently cited uses include home improvements, essential repairs, and accessibility
modifications intended to help a homeowner remain safely in a property.

Other common uses include debt consolidation, funding education expenses, and investing in a business, each of
which shifts unsecured or higher-cost obligations into debt secured by the home, which changes the risk profile
even when the payment appears more manageable. Some borrowers use equity toward a down payment on an
investment property, while others draw on it for emergency expenses or a major medical expense that arose
unexpectedly.

Less common but documented uses include bridge financing between the sale of one property and the purchase of
another, addressing estate-planning liquidity needs, covering tax obligations, or funding a large one-time expense
that does not recur. Vabasso Mortgage does not endorse or recommend any particular use of home equity; each
situation involves its own tradeoffs that a borrower should weigh carefully.

Because home equity is secured by the property, any use of it carries the shared risk that the home serves as
collateral, and a borrower who cannot maintain payments could face foreclosure regardless of how the funds were
originally used. Reviewing the purpose, the amount needed, and the repayment plan together with a licensed
advisor is generally a reasonable step before proceeding.

19

How does using home equity to consolidate debt
generally work?
Consolidating debt with home equity typically means paying off unsecured obligations, such as credit-card balances
or personal loans, using funds secured by the home, which converts unsecured debt into secured debt. This shift
can lower the combined monthly payment and, depending on the rate comparison between the unsecured debts
and the new home-secured debt, may reduce the interest rate being paid, though outcomes vary by borrower and
lender.

A lower monthly payment achieved through consolidation often comes from extending the repayment term, which
can mean paying more total interest over the life of the debt even if the rate itself is lower. Borrowers should also
consider whether previously paid-off credit cards or lines might be used again, which can leave a household with
both the original home-secured debt and new unsecured balances.
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Because the home serves as collateral for the consolidating loan, missed payments carry a different risk than
missed payments on unsecured debt; unsecured creditors generally cannot take a home directly, while a lender
secured by the home may be able to pursue foreclosure. Closing costs associated with the new home-secured debt
should also be weighed against any interest savings from consolidation.

Verifying that the debts being consolidated are actually paid off, and confirming account closures or balances
afterward, is a useful step for any borrower pursuing this strategy, along with maintaining the financial discipline to
avoid re-accumulating the debt that was just consolidated.

Consolidating unsecured debt into home-secured debt can lower the payment while increasing the risk to the property
and extending repayment.

20

What should homeowners consider when using
equity for home improvements?
Homeowners with a known project budget can generally compare that figure against available equity and financing
options, though actual project costs frequently run higher than initial estimates due to unforeseen conditions,
material costs, or scope changes. Obtaining multiple contractor estimates and building in a contingency for cost
overruns is a common practice before finalizing a financing amount.

Depending on the jurisdiction and scope of work, permits may be required, and larger projects are sometimes
funded in draws tied to construction milestones rather than a single lump-sum disbursement. Homeowners
undertaking a large or phased project may also want to compare a standard home equity product against
renovation-specific financing, described in our renovation loan guide at /loan-programs/renovation, or a
construction loan described at /loan-programs/construction, since these programs are sometimes structured around
draw schedules and completed-value appraisals in ways a standard equity product is not.

Completed-value considerations — how an appraiser may value the property once work is finished — can matter for
renovation-specific programs but are generally not part of how a standard HELOC or home equity loan is
underwritten, since those products are typically based on the property's current value. Homeowners should not
assume that a given project will produce a dollar-for-dollar or greater return on investment; renovation returns vary
widely by project type, market, and execution.

Maintaining emergency reserves separate from renovation funds is generally advisable, since construction projects
can encounter delays or additional costs that a fully depleted budget cannot absorb.

Conceptual comparison between a HELOC and renovation-specific financing for a home improvement project.

Feature HELOC Renovation financing

Basis for amount available Current appraised value Often based on completed, as-improved
value

Disbursement Typically drawn as needed by the
borrower

Often disbursed in draws tied to
milestones

Best suited for Smaller or flexible-scope projects Larger, well-defined renovation projects

Underwriting focus Existing equity and creditworthiness Project scope, contractor, and completed
value

21
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How can equity be used in connection with
investment property?
Homeowners sometimes access equity in a primary residence or an existing investment property to fund portfolio
expansion, renovations on another property, debt consolidation, working capital, or reserves, or as a source of a
down payment on an additional property. Whether this approach makes sense depends heavily on the borrower's
overall risk tolerance, cash flow, and the terms of the equity product being used.

When the equity itself is drawn from an investment property rather than a primary residence, additional factors
typically come into play, including occupancy status, the cash flow generated by the property, required reserves,
and in some cases a debt-service-coverage-ratio, or DSCR, evaluation rather than a traditional income-based
approach. Some investor-purpose loans are treated as business-purpose transactions and may be originated to an
entity, such as an LLC, rather than to an individual, which can change applicable disclosures and consumer
protections.

Prepayment penalties are more common on certain investor products than on owner-occupied home equity
products, so reviewing those terms carefully before committing to a structure is important. Investor products and
underwriting approaches vary significantly by lender, and borrowers exploring this path may find it useful to review
our Investment Property Financing Guide at /resources/guides/investment-property-financing-guide and our DSCR
Loan Guide at /resources/guides/dscr-loan-guide for more detail on how those products are typically structured.

Borrowers modeling potential cash flow or qualification under a DSCR framework can use the DSCR Calculator at
/calculators/dscr, and those evaluating a cash-out refinance on an existing property can reference the Cash-Out
Refinance Calculator at /calculators/cash-out-refinance to estimate potential figures before discussing a specific
scenario with a licensed advisor.

22

Are there tax considerations when accessing
home equity?
Tax treatment of home-equity borrowing can vary and is not something Vabasso Mortgage can determine on a
borrower's behalf. Whether interest paid on a home equity loan, HELOC, or cash-out refinance may be deductible
can depend on how the proceeds are used, the type of property involved, whether it is a primary residence or an
investment property, and current tax law, which is subject to change.

Some tax frameworks distinguish between acquisition debt — generally associated with buying, building, or
substantially improving a home — and other uses of home-secured debt, which may be treated differently.
Recordkeeping matters in this context; borrowers who may want to claim a deduction related to home-equity
interest are generally advised to keep documentation showing how the funds were used.

Because tax rules change over time and depend on individual circumstances, this section is provided for general
educational purposes only and should not be relied upon as tax advice. Property type, occupancy, and the specific
structure of the debt can all affect the analysis in ways that are outside the scope of a mortgage guide.

Borrowers with questions about how a home equity transaction may affect their taxes should consult a qualified tax
professional who can review their complete financial picture before or after accessing equity.

Interest deductibility is not automatic and should be reviewed with a qualified tax professional.

23



THE HELOC AND HOME EQUITY GUIDE VABASSO MORTGAGE

vabasso.com  ·  NMLS #2864025  ·  Equal Housing Lender  ·  Educational information only Page 16

What risks are commonly associated with a
HELOC?
A HELOC typically carries a variable interest rate, which means the payment can increase over time as the
underlying index moves, sometimes resulting in payment shock if rates rise substantially during the draw or
repayment period. Because the line is often open-ended up to an approved limit, some borrowers over-borrow
simply because funds are available, drawing more than originally planned.

Declining property values can reduce or eliminate the equity that supports the line, and in some circumstances a
lender may reduce the available credit limit or freeze further draws if the value of the home falls significantly or the
borrower's financial circumstances change. The transition from the draw period to the repayment period can also
produce a noticeably higher payment, since principal repayment often begins at that point in addition to interest.

Because a HELOC is secured by the home, missed payments carry the same collateral risk as other home-secured
debt, and additional fees, an early closure charge, or maturity-related requirements can add complexity depending
on the specific product. Future refinancing of a HELOC is not guaranteed and depends on market conditions, the
borrower's qualifications, and available equity at that future time.

Because a HELOC balance and its interest cost can shift with market conditions, borrowers may also want to
consider how a rate change could affect other parts of their budget, and how any tax treatment of the interest could
differ from what they originally assumed.

Questions to consider before opening a HELOC
■ How much could the payment increase if rates rise significantly?
■ What happens to the payment when the draw period ends?
■ Could the lender reduce or freeze the line if property values decline?
■ What fees apply if the line is closed shortly after opening?
■ Is there a path to convert some or all of the balance to a fixed rate?

24

What risks are commonly associated with a home
equity loan?
A home equity loan typically involves a fixed payment obligation from the outset, which provides predictability but
does not eliminate risk. Because the loan is generally a second lien behind an existing first mortgage, a borrower
carries the combined obligation of both loans, and total household leverage increases as a result.

Closing costs apply to most home equity loans, similar to other home-secured financing, and should be weighed
against the benefit of accessing the funds. Repayment terms can extend over a long period, and a fixed payment
over a long term can result in meaningful total interest paid over the life of the loan, particularly on larger loan
amounts.

Because the home continues to serve as collateral for a home equity loan, the same foreclosure risk applies as with
other home-secured debt if payments are not maintained. Borrowing more than what is actually needed for a
specific purpose can also reduce the equity cushion remaining in the property, which may limit flexibility for future
needs or reduce proceeds in the event of a sale.

25
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What risks are commonly associated with a
cash-out refinance?
A cash-out refinance replaces the existing first mortgage entirely, which means a borrower with a favorable existing
rate could end up trading it for a higher rate on the new, larger loan amount, depending on current market
conditions. The loan term is generally reset as part of a refinance, which can result in higher lifetime interest paid
even if the new rate is comparable to the old one, simply because the repayment clock restarts.

Closing costs on a cash-out refinance typically apply to the full new loan amount rather than just the cash-out
portion, which can make this option more expensive to originate than a second-lien alternative in some scenarios.
An appraisal is generally required, and the appraised value directly affects how much cash, if any, can be accessed.

Because the balance of the mortgage increases as part of a cash-out refinance, the borrower's overall equity
position in the home is generally reduced, and if the new loan amount pushes the loan-to-value ratio above certain
thresholds, mortgage insurance could apply where it did not previously. Borrowers who rely on a future refinance to
improve terms again should understand that further refinancing is not guaranteed and depends on market
conditions and qualification at that future time.

26

What questions should homeowners ask
themselves before accessing equity?
Before pursuing any home equity product, taking time to answer a set of foundational questions can help clarify
whether a particular structure fits the borrower's situation. These questions do not produce a single correct answer,
since the right approach depends on individual circumstances, but working through them can surface tradeoffs that
are easy to overlook when focused primarily on payment amount.

A licensed advisor can help a borrower think through these questions in the context of their specific goals, existing
mortgage, and overall financial picture, and can walk through how different products might respond to changes in
rates, property value, or personal circumstances over time.

Questions to consider before accessing home equity
■ What is the exact objective for borrowing this money?
■ Is a lump sum needed, or ongoing access to funds over time?
■ How long will the funds realistically be needed for this purpose?
■ Is the rate on the existing first mortgage favorable compared to current market rates?
■ How comfortable is the household with a payment that could vary over time?
■ How exactly will the monthly payment change with each option under consideration?
■ What are the total fees associated with each option being compared?
■ Is there an early closure fee, and how long would the line or loan need to stay open to avoid it?
■ For a HELOC, how long is the draw period, and what happens afterward?
■ What does the repayment period look like once draws are no longer permitted?
■ How much equity will remain in the property after this transaction?
■ How long does the household expect to remain in the home?
■ Could a personal loan, savings, or another unsecured option meet the need without using the home as collateral?
■ Would renovation-specific or construction financing fit the project better than a standard equity product?
■ How might this transaction be treated for tax purposes, and has a tax professional been consulted?
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■ What happens to the household's financial position if property values decline after this transaction?

27

How might homeowners think about choosing
between equity structures?
Each major home equity structure tends to fit different circumstances better than others, and no single option is
universally preferable. The table below outlines general considerations that borrowers commonly weigh, though
individual lender guidelines, property type, and market conditions can change how these considerations apply to a
specific scenario.

General considerations when comparing home equity structures; this is not a recommendation for any particular borrower.

Structure May be worth exploring when Key tradeoff

HELOC Ongoing or uncertain funding needs, a
preference to retain the existing first
mortgage, and tolerance for a variable
rate

Payment can rise with rates, and
repayment-period transition can increase
the payment further

Home equity loan A known project cost, a preference for
payment stability, and a desire to retain
the existing first mortgage

Fixed payment from day one, but adds a
second lien and increases total leverage

Cash-out refinance Replacing the first mortgage is otherwise
reasonable, a single payment is preferred,
and a larger lump sum is needed

May mean giving up a favorable existing
rate and resets the loan term

These are general considerations for educational purposes, not recommendations for any individual borrower's situation.
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Home equity decision worksheet
The interactive worksheet on this page is designed to help homeowners organize the information relevant to a
home equity decision in one place. It typically collects an estimated home value, the current first-mortgage balance,
any other liens on the property, the current mortgage rate and remaining term, the current monthly payment, the
amount the homeowner is considering borrowing, the intended use of funds, a preference for fixed or variable
payments, an expected repayment period, estimated closing costs, an expected ownership period, an approximate
credit range, and gross monthly income alongside monthly debts.

Based on those inputs, the worksheet can produce an estimate of available equity, an estimated combined
loan-to-value ratio, and illustrative payment estimates for a HELOC, a home equity loan, and a cash-out refinance
side by side, along with a general break-even comparison and an estimate of total cost over the selected time
horizon. It may also surface key tradeoffs relevant to the inputs provided and a general pathway classification
intended to organize the options worth discussing further.

The worksheet is also designed to generate a set of questions that a homeowner may want to bring to a
conversation with a licensed advisor, based on the specific inputs entered. This is intended to make that
conversation more efficient, not to replace it.
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The worksheet's output is an educational estimate only. It is not a recommendation, a quote, a pre-qualification, an
approval, or an offer of credit, and actual terms available to any borrower depend on a full application, credit
review, appraisal, and underwriting by a lender.

29

What does the general application process for
accessing home equity look like?
While specifics vary by lender, product, and borrower circumstances, the general process for accessing home equity
tends to follow a similar sequence of steps. Understanding this sequence in advance can help a borrower prepare
and reduce surprises along the way, though this guide does not provide specific timelines, since processing speed
varies considerably by lender and by the complexity of a given file.

Early steps generally focus on clarifying the goal and comparing options, while later steps shift toward
documentation, valuation, and underwriting. Some steps, such as appraisal and title review, may occur in parallel
rather than strictly in sequence, depending on the lender's process.

General steps in the home equity process
■ Define the specific borrowing goal
■ Estimate available equity in the property
■ Compare HELOC, home equity loan, and cash-out refinance structures
■ Review the terms of the existing first mortgage
■ Complete a scenario review with a licensed advisor
■ Gather supporting documentation
■ Submit a formal application
■ Undergo credit and income review
■ Complete an appraisal or other valuation
■ Undergo title review
■ Proceed through underwriting
■ Attend closing
■ Begin drawing funds or receive funding
■ Plan for ongoing repayment

30

What documents are commonly requested when
accessing home equity?
Documentation requirements vary by lender, loan type, occupancy, and individual borrower circumstances, but
certain categories of documents tend to come up across most home equity transactions. Preparing these in
advance can help make the process smoother, though a specific lender may request additional or different items.

Commonly requested documentation
■ Government-issued identification
■ Income documentation, such as pay stubs or tax returns
■ Employment information or verification
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■ Recent bank statements
■ Current first-mortgage statement
■ Statements for any other existing liens on the property
■ Proof of current property insurance
■ Property tax information
■ HOA statement, if applicable
■ Trust documents, if the property is held in a trust
■ Business documents, for self-employed borrowers or business-purpose loans
■ Rental documentation, for investment properties
■ Prior appraisal information, if available
■ Documentation regarding the intended purpose of funds, where required
■ Existing lien documentation
■ Title information for the property
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What common mistakes do homeowners make
when accessing equity?
Certain patterns come up repeatedly when homeowners evaluate or use home equity products, and being aware of
them in advance can help a borrower ask better questions and avoid avoidable setbacks. The table below outlines
mistakes commonly discussed in this context, along with why each one matters.

Common mistakes homeowners make when accessing home equity, and why they matter.

Common mistake Why it matters

Treating equity as income Borrowed funds are not earned income and must eventually be
repaid

Borrowing without a repayment plan Can lead to strain if the payment does not fit ongoing cash flow

Ignoring variable-rate risk A rising rate can increase the payment more than expected

Comparing only monthly payments Ignores total cost, fees, and term length differences between
options

Replacing a low first-mortgage rate without analysis Can increase overall interest costs even with cash in hand

Extending short-term debt over decades Can increase total interest paid despite a lower monthly payment

Using every available dollar of the line or loan Leaves little equity cushion for future needs or market changes

Ignoring fees Annual, inactivity, or early closure fees can add unexpected cost

Failing to review draw-period expiration Repayment-period payments can be substantially higher

Assuming tax deductibility Interest deductibility depends on use of funds and current tax law

Underestimating project cost Renovation projects frequently exceed initial budgets

Using equity to fund recurring overspending Does not address the underlying cash-flow issue and adds debt

Ignoring lien priority Affects foreclosure order and refinancing flexibility later
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Common mistake Why it matters

Not preserving emergency reserves Leaves no cushion if unexpected expenses arise after closing

32

Important disclosure
This guide provides general educational information and is not legal, tax, investment, or financial advice, a loan
approval, a loan offer, or a commitment to lend. Home equity product availability, rates, fees, credit requirements,
income requirements, property eligibility, CLTV limits, and repayment terms vary by lender, investor, property,
occupancy, borrower profile, state, and market conditions. Borrowing against home equity places the property at
risk if required payments are not made. Interest deductibility is not automatic and should be reviewed with a
qualified tax professional.
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Frequently asked questions
What is home equity?
Home equity is generally the difference between a home's current market value and the outstanding balance of any
mortgages or liens against it. It grows as a mortgage balance is paid down or as property values rise, and it can
decrease if property values fall or if additional borrowing is secured against the home. Equity is not cash in hand; it
must generally be accessed through a sale or a financing product secured by the home. The exact amount of usable
equity depends on lender guidelines and loan-to-value limits, which vary by product.

How is available equity generally calculated?
Available equity is generally estimated by taking the home's current value, applying a maximum combined
loan-to-value percentage set by the lender or program, and subtracting existing mortgage and lien balances. The
resulting figure represents an estimate of how much additional financing might be available, not a guaranteed
amount. Property condition, occupancy, and the specific lender's guidelines can all affect the calculation. An
appraisal or other valuation is typically required to confirm the actual figure before closing.

What is loan-to-value, or LTV?
Loan-to-value, or LTV, is generally the ratio of a single loan balance to the appraised or estimated value of the
property, expressed as a percentage. It is used by lenders as one measure of risk, since a higher LTV generally
means less equity cushion in the property. LTV calculations typically use the most recent appraisal or valuation
available to the lender. Different loan programs apply different maximum LTV thresholds, which vary by lender,
property type, and occupancy.

What is combined loan-to-value, or CLTV?
Combined loan-to-value, or CLTV, generally adds together the balances of all liens on a property — such as a first
mortgage and a second lien like a HELOC or home equity loan — and divides that total by the property's value. It
provides a fuller picture of total leverage than LTV alone, since it accounts for every lien rather than just one loan.
Lenders generally set maximum CLTV thresholds for new equity products, and those thresholds vary by lender,
investor, and program. Property type and occupancy can also influence how CLTV limits are applied.

What is a HELOC?
A HELOC, or home equity line of credit, is generally a revolving credit line secured by the equity in a home, allowing
a borrower to draw funds as needed up to an approved limit. It typically carries a variable interest rate, though
some lenders offer the ability to convert part of the balance to a fixed rate. A HELOC generally includes a draw
period followed by a repayment period, and terms vary by lender. Because it is secured by the home, missed
payments can carry the risk of foreclosure.

What is a home equity loan?
A home equity loan is generally a lump-sum loan secured by the equity in a home, typically repaid through fixed
monthly payments over a set term. Unlike a HELOC, funds are usually disbursed once at closing rather than drawn
over time. It generally sits as a second lien behind an existing first mortgage, which means the homeowner is
responsible for both obligations. As with other home-secured debt, missed payments can put the property at risk.

What is a cash-out refinance?
A cash-out refinance generally replaces an existing mortgage with a new, larger loan, with the difference between
the two loan amounts paid to the borrower in cash at closing. It results in a single new mortgage rather than an
additional lien on the property. The new loan generally resets the interest rate and term, which can affect total
interest paid over time compared with the original mortgage. Eligibility, available cash-out amount, and terms vary
by lender, property, and borrower qualifications.
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Which option — HELOC, home equity loan, or cash-out refinance — is best?
There is no single best option; the right structure depends on the borrower's goals, existing mortgage terms, need
for a lump sum versus ongoing access, and comfort with a variable versus fixed payment. Each structure carries
different tradeoffs around rate type, fees, and how it affects the existing first mortgage. Vabasso Mortgage does not
recommend a specific product without reviewing an individual's full financial picture. A licensed advisor can help
compare options based on a borrower's specific circumstances.

Does a HELOC always have a variable rate?
Most HELOCs are structured with a variable interest rate tied to an underlying index, though some lenders offer the
option to convert part or all of an outstanding balance to a fixed rate. Whether a fixed-rate conversion option exists,
and any fees associated with it, vary by lender and program. Borrowers should review the specific terms of a HELOC
before assuming a rate will remain constant. Rate structure is an important factor to compare across lenders.

Can a HELOC's interest rate increase over time?
Yes, because most HELOCs carry a variable rate, the interest rate — and therefore the payment — can increase if
the underlying index rises. There is generally no guarantee on how much or how quickly a rate could change, and
terms vary by lender and product. Some HELOCs include rate caps or conversion options that may limit exposure,
but these features are not universal. Borrowers should review the specific terms of their line to understand potential
payment changes.

What is a HELOC draw period?
A draw period is generally the timeframe during which a borrower can withdraw funds from a HELOC up to the
approved limit, and it varies by lender and program rather than following a fixed standard. During this period,
payments may be structured differently than they will be later, and borrowers should review their specific
agreement for details. Once the draw period ends, the line generally transitions into a repayment period. The exact
length of a draw period should be confirmed with the specific lender.

What is a HELOC repayment period?
A repayment period is generally the phase of a HELOC after the draw period ends, during which further draws are
typically no longer permitted and the borrower repays the outstanding balance. Payments during this period often
increase compared to the draw period, since principal repayment may be required in addition to interest. The length
of the repayment period varies by lender and product. Borrowers should understand the transition between these
two periods before opening a line.

Are HELOC payments interest-only during the draw period?
Some HELOCs allow interest-only payments during the draw period, though this varies by lender and specific
product terms and is not universal. An interest-only structure can result in a lower payment initially but does not
reduce the principal balance, which means the full balance is generally still owed once the repayment period
begins. Borrowers should confirm the specific payment structure with their lender before assuming an interest-only
option applies. The transition to full repayment can result in a notably higher payment.

Can a homeowner lock in a fixed rate on a HELOC?
Some lenders offer a feature allowing a borrower to convert part or all of an outstanding HELOC balance to a fixed
rate, sometimes for a fee, though this option is not available on every HELOC product. Where offered, the terms,
eligibility, and cost of conversion vary by lender. Borrowers interested in this feature should ask about it specifically
before opening a line, since it is not a standard or guaranteed feature. Reviewing the disclosure documents can
clarify whether and how conversion is available.

Can a lender freeze or reduce a HELOC?
Yes, under certain circumstances a lender may reduce the available credit limit on a HELOC or suspend further
draws, such as if property values decline significantly or the borrower's financial circumstances change materially.
This is generally addressed in the terms of the HELOC agreement and varies by lender. A frozen or reduced line
does not necessarily eliminate an existing balance, which the borrower generally remains obligated to repay.
Reviewing these provisions before opening a line can help set expectations.
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Can a HELOC be reused after the balance is repaid?
During the draw period, many HELOCs function as revolving credit, meaning a balance that is paid down can
generally be redrawn up to the approved limit, similar to a credit card. This feature typically ends once the draw
period concludes and the line enters repayment. Whether and how redrawing works varies by lender and specific
product terms. Borrowers should confirm this feature with their lender rather than assuming it applies universally.

Does a home equity loan have a fixed monthly payment?
Most home equity loans are structured with a fixed interest rate and a fixed monthly payment over the life of the
loan, which provides payment predictability. This differs from a HELOC, which typically carries a variable rate and
payment that can change over time. Specific terms, including the length of repayment, vary by lender and program.
Borrowers should confirm the rate and payment structure in the loan disclosures before closing.

Is a home equity loan considered a second mortgage?
Yes, a home equity loan is generally structured as a second lien on the property, sitting behind an existing first
mortgage, which is why it is commonly referred to as a second mortgage. This means the first mortgage generally
has repayment priority in the event of foreclosure. Because it is a separate lien rather than a replacement for the
first mortgage, the borrower remains responsible for both obligations. Terms and eligibility for a second lien vary by
lender and property.

Does a cash-out refinance replace an existing mortgage?
Yes, a cash-out refinance generally replaces the existing mortgage entirely with a new, larger loan, rather than
adding an additional lien to the property. The new loan pays off the prior mortgage balance, and the difference,
minus closing costs, is generally provided to the borrower in cash. This differs structurally from a HELOC or home
equity loan, both of which leave the original mortgage in place. Terms of the new loan, including rate and length,
are generally reset as part of the transaction.

Should a homeowner refinance a mortgage with a historically low rate to access cash?
This depends heavily on individual circumstances, and there is no universal answer; replacing a favorable existing
rate with a new, potentially higher rate on the full loan balance is a significant tradeoff that should be evaluated
carefully. Some borrowers in this situation may find a HELOC or home equity loan preferable, since those options
generally leave the existing first mortgage untouched. Others may determine that a cash-out refinance still makes
sense depending on their broader goals. A licensed advisor can help model the tradeoffs based on specific numbers.

How much equity does a homeowner generally need to access these products?
The amount of equity required varies by lender, program, property type, and occupancy, and there is no single
threshold that applies universally. Lenders generally apply maximum loan-to-value or combined loan-to-value
limits, and a borrower's available options depend on how much value remains after subtracting those limits from
existing mortgage balances. An appraisal or valuation is typically needed to confirm actual equity before
proceeding. A licensed advisor can review a specific scenario to estimate potential eligibility.

What credit score is required to access home equity?
Credit score requirements vary by lender, program, loan type, and other factors in a borrower's file, and there is no
single minimum that applies across all home equity products. Lenders generally weigh credit alongside income,
equity, debt-to-income ratio, and overall financial profile rather than any single factor in isolation. Borrowers with
questions about their own eligibility should discuss their specific credit profile with a licensed advisor. Requirements
can also change over time as lenders adjust their guidelines.

Is income verification required for home equity products?
Income verification requirements vary by lender, loan type, and program, and most traditional home equity
products do require some form of income documentation as part of underwriting. Certain specialized programs may
use alternative documentation approaches, though these are less common for standard consumer home equity
lending. The specific documents requested, such as pay stubs, tax returns, or bank statements, depend on the
borrower's employment situation and the lender's guidelines. A licensed advisor can clarify what will likely be
requested for a specific scenario.
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Can self-employed homeowners qualify for home equity products?
Self-employed homeowners can generally pursue home equity products, though documentation requirements often
differ from those for W-2 employees and may include additional items such as tax returns or profit-and-loss
statements. Underwriting approaches for self-employed income vary by lender and program. Some lenders may
also offer alternative documentation programs designed for self-employed borrowers. Reviewing specific
requirements with a licensed advisor before applying can help set expectations.

Can investment properties qualify for home equity products?
Some lenders offer home equity products on investment properties, though eligibility, available loan-to-value limits,
and underwriting approach often differ from those for a primary residence. Occupancy status, property cash flow,
and reserves may factor more heavily into the evaluation for a non-owner-occupied property. Not every lender
offers equity products on investment properties, so availability varies. Borrowers considering this option may want
to review our Investment Property Financing Guide at /resources/guides/investment-property-financing-guide for
more detail.

Can second homes qualify for home equity products?
Some lenders offer home equity products on second homes, though terms, available loan-to-value limits, and
eligibility requirements often differ from those for a primary residence. Occupancy verification and usage patterns
for a second home may be reviewed as part of underwriting. Not all lenders offer this option, so availability varies
by lender and program. Borrowers should confirm with a specific lender whether their second home qualifies before
proceeding.

Can home equity be used for renovations?
Yes, home improvements are among the most common reasons homeowners access equity, whether through a
HELOC, a home equity loan, or a cash-out refinance. For larger or more clearly defined projects, some homeowners
also consider renovation-specific financing, which may be structured around the property's completed value rather
than its current value. The right choice depends on project scope, timeline, and the borrower's overall financial
picture. A licensed advisor can help compare a standard equity product against renovation-specific alternatives.

Can home equity be used to purchase another property?
Yes, some homeowners use equity as a source of funds toward a down payment or purchase price for another
property, including an investment property, though this approach increases overall leverage across two properties.
Whether this makes sense depends on the borrower's cash flow, risk tolerance, and the terms of the equity product
used. Reviewing potential investment property terms in advance, including through resources like our DSCR Loan
Guide at /resources/guides/dscr-loan-guide, can help set expectations. A licensed advisor can help evaluate whether
this strategy fits a specific situation.

Can home equity be used to consolidate credit-card debt?
Yes, debt consolidation is a common reason homeowners access equity, since it can convert higher-cost unsecured
debt into a potentially lower-rate, home-secured obligation. This approach can lower the combined monthly
payment but converts unsecured debt into debt secured by the home, which carries a different risk if payments are
missed. Extending the repayment term as part of consolidation can also increase total interest paid over time even
with a lower rate. Borrowers considering this approach should weigh the tradeoffs carefully and consider
maintaining discipline to avoid re-accumulating the original debt.

Is interest on home equity borrowing tax deductible?
Tax deductibility is not automatic and generally depends on how the funds are used, the type of property involved,
and current tax law, which can change over time. Some frameworks distinguish between debt used to buy, build, or
substantially improve a home and debt used for other purposes, which may be treated differently. This guide does
not provide tax advice, and deductibility should not be assumed for any specific transaction. A qualified tax
professional should be consulted to evaluate a specific situation.
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Are there closing costs associated with home equity products?
Yes, most home equity products involve some form of closing costs, though the specific fees, amounts, and whether
some are waived vary significantly by lender, product, and state. Common charges can include appraisal, title, and
recording fees, among others. Some lenders offer no-closing-cost structures, which typically recover the cost
through the rate or other provisions rather than eliminating it entirely. Reviewing the full cost disclosure for a
specific product is the most reliable way to understand actual costs.

What is an early closure fee?
An early closure fee is a charge some lenders apply if a HELOC or home equity loan is paid off and closed within a
certain period after opening, intended to help the lender recover costs associated with originating the line. Whether
this fee applies, and its amount, varies by lender and product. Borrowers who anticipate paying off a line quickly,
such as through a near-term refinance or sale, should ask about this fee before opening the account. Reviewing the
loan agreement carefully is the best way to confirm whether it applies.

How long does the process of accessing home equity generally take?
Processing time varies considerably by lender, loan type, complexity of the borrower's file, and factors such as
appraisal scheduling and title review, so no single timeline applies across all situations. Some steps, such as
underwriting and appraisal, may occur in parallel while others depend on document turnaround from the borrower.
Borrowers with time-sensitive needs should discuss realistic expectations directly with their lender. This guide
intentionally avoids providing a specific timeframe, since actual experiences differ widely.

Is an appraisal always required to access home equity?
An appraisal or other form of valuation is commonly required to confirm a property's current value before a lender
approves a home equity product, though the specific method used — such as a full appraisal, a drive-by appraisal,
or an automated valuation model — varies by lender, loan amount, and program. Some smaller transactions may
use a less extensive valuation method. Requirements can also depend on when the property was last appraised.
Borrowers should confirm valuation requirements with their specific lender.

Can a homeowner access equity with a lower credit score?
It may still be possible to access home equity with a lower credit score, though available products, rates, and terms
generally vary based on credit profile, and not every lender or program will be available to every borrower. Some
lenders specialize in serving borrowers with more limited or challenged credit histories, while others apply stricter
requirements. A licensed advisor can review a specific credit profile and discuss which options may be realistic.
Credit score is only one factor among several that lenders typically review.

Can a homeowner get a HELOC or home equity loan after bankruptcy?
It may be possible to qualify for a home equity product after a bankruptcy, though requirements such as required
waiting periods, documentation, and available loan-to-value limits vary significantly by lender and the type of
bankruptcy involved. Some lenders apply specific seasoning requirements following a bankruptcy discharge.
Borrowers in this situation should discuss their specific circumstances and timeline with a licensed advisor.
Eligibility depends on the full picture of the borrower's credit and financial recovery since the bankruptcy.

What happens if home values decline after accessing equity?
If property values decline after a home equity transaction, the homeowner's equity cushion is reduced, and in some
cases the combined loan-to-value ratio on the property could exceed levels the lender considers acceptable. For a
HELOC, this could potentially lead a lender to reduce the available credit limit or restrict further draws, depending
on the terms of the agreement. Existing balances generally remain owed regardless of value changes. This risk
underscores the importance of not over-borrowing relative to a homeowner's overall equity position.
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Can a HELOC or home equity loan be refinanced later?
It may be possible to refinance a HELOC or home equity loan in the future, whether into a new equity product, into
the first mortgage through a cash-out refinance, or otherwise, but future refinancing is not guaranteed and depends
on market conditions, available equity, and the borrower's qualifications at that future time. Rates, guidelines, and
property values can all change between now and any future refinance attempt. Borrowers should not assume a
specific future refinance will be available on particular terms. A licensed advisor can help evaluate refinancing
options as circumstances evolve.

What documents will a homeowner generally need to provide?
Commonly requested documents include identification, income documentation, employment information, recent
bank statements, an existing mortgage statement, proof of homeowners insurance, and property tax information,
among other items depending on the specific loan type and borrower circumstances. Additional documentation,
such as trust or business documents, may be required for certain ownership structures. Investment property
transactions may also require rental documentation or lease agreements. The exact list varies by lender, so
borrowers should confirm requirements with their specific loan officer.

Does accessing home equity affect the ability to refinance in the future?
Accessing home equity can affect future refinancing in several ways, including by increasing overall leverage on the
property, changing the combined loan-to-value ratio, and, for a HELOC or home equity loan, requiring that lien to be
addressed as part of any future first-mortgage refinance. Whether these effects meaningfully limit future options
depends on how much equity remains, how property values change, and the borrower's financial profile at that
future time. Lenders considering a future refinance will generally need to review all existing liens on the property.
Homeowners planning to refinance again in the near term may want to discuss timing and sequencing with a
licensed advisor before accessing equity now.
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Tools, related pages, and next steps
A stronger plan begins before the application. Understand the loan, prepare the funds, estimate the payment, and
take the next step with greater clarity.

Calculators
→ Heloc Calculator vabasso.com/calculators/heloc
→ Home Equity Loan Calculator vabasso.com/calculators/home-equity-loan
→ Cash Out Refinance Calculator vabasso.com/calculators/cash-out-refinance
→ Refinance Calculator vabasso.com/calculators/refinance
→ Mortgage Payment Calculator vabasso.com/calculators/mortgage-payment
→ Debt To Income Calculator vabasso.com/calculators/debt-to-income
→ Home Affordability Calculator vabasso.com/calculators/home-affordability

Loan programs
→ Heloc Loans vabasso.com/loan-programs/heloc
→ Home Equity Loans vabasso.com/loan-programs/home-equity
→ Investment Loans vabasso.com/loan-programs/investment
→ Dscr Loans vabasso.com/loan-programs/dscr
→ Renovation Loans vabasso.com/loan-programs/renovation
→ Construction Loans vabasso.com/loan-programs/construction
→ Conventional Loans vabasso.com/loan-programs/conventional
→ Jumbo Loans vabasso.com/loan-programs/jumbo

Related reading
→ Heloc vs home equity loan vabasso.com/resources/article/heloc-vs-home-equity-loan
→ When should i refinance vabasso.com/resources/article/when-should-i-refinance
→ Mortgage Glossary vabasso.com/mortgage-glossary
→ Guide library vabasso.com/resources/guides

Next steps
→ Estimate available equity vabasso.com/calculators/heloc
→ Compare home equity options vabasso.com/calculators/home-equity-loan
→ Explore my mortgage pathway vabasso.com/mortgage-pathway
→ Get pre-qualified vabasso.com/get-pre-qualified
→ Apply now vabasso.com/apply
→ Mortgage Readiness Assessment vabasso.com/pre-qualify

Sources
Program rules referenced in this guide are maintained by the applicable agency, investor, and lender. Confirm current requirements with
your licensed mortgage advisor and official program guidance before making decisions. Editorial review dated 2026-07-31.
Consumer Financial Protection Bureau — What you should know about home equity lines of credit
Consumer Financial Protection Bureau — Home equity loans and lines of credit
Federal Trade Commission — Home equity loans and credit lines
Internal Revenue Service — Publication 936, Home Mortgage Interest Deduction
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Disclosure
This guide provides general educational information and is not legal, tax, investment, or financial advice, a loan approval, a loan offer, or a
commitment to lend. Home equity product availability, rates, fees, credit requirements, income requirements, property eligibility, CLTV
limits, and repayment terms vary by lender, investor, property, occupancy, borrower profile, state, and market conditions. Borrowing
against home equity places the property at risk if required payments are not made. Interest deductibility is not automatic and should be
reviewed with a qualified tax professional.
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