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Five Uncommon

Ways to Use a Home

Equity Line of Credit

A home is the largest asset for most Americans. Not only is

it where you live and make memories, tapping into a home’s
equity — the difference between what you could sell your house
for and the amount you owe on the house — may provide the
funds to cover large expenses with reasonable terms.

Here, we explore five less common uses for home equity lines
of credit, or HELOCs, as well as some things to look out for.

HOME EQUITY LOAN VERSUS HOME EQUITY
LINE OF CREDIT

Before discussing ways to use your home equity, let's compare
home equity loans with home equity lines of credit.

Both are loans secured with the equity in your home. A home-
equity loan is disbursed all at once in a lump sum at a fixed
interest or variable rate for a fixed amount of time, usually 10
years or longer.

By contrast, a home equity line of credit is more like a credit
card. While you can draw the entire line of credit all at once,
you typically make partial intermittent draws. The interest rate

is variable, and you are only charged interest on the amount of
the credit line that is outstanding. You can pay the line of credit
down and then use it again without reapplying, just as you do
with a credit card.

HELOCs are a good choice for short-term projects and those
requiring intermittent influxes of cash. Home equity loans and
HELOCs should be used with caution since defaulting could
result in the loss of your home.

1. DOWN PAYMENT ON A SECOND HOME

If you plan to purchase a new home but need the proceeds
from the sale of your current home to make a down payment
on the new home, then a HELOC may be a good alternative.

Taking out the HELOC on your current home allows you to
remain in your home until it sells. Be sure to secure the HELOC
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on your current home before placing it on the market, since lenders
will not allow you to place the HELOC on your home after it is listed.

2. IN LIEU OF A CONSTRUCTION LOAN

If you're planning to build a new home while continuing to live in
your current home, a HELOC can be an attractive alternative to a
construction loan.

Construction loans typically demand higher interest rates than
home equity loans and are more difficult to qualify for. In addition, a
HELOC offers you the advantage of only borrowing what you need
as construction proceeds.

Note that if you take out a construction loan instead, the lender will
require routine inspections to ensure construction is proceeding as
planned.

3. FUND LONG-TERM CARE FOR AN ELDERLY
FAMILY MEMBER

The median cost for long-term care in the U.S. in 2021 was $7,800
per month for a semiprivate room in a nursing home. If your loved
one requires long-term care but neither of you has the funds set
aside to pay for it, consider a HELOC.

A line of credit gives you the flexibility to draw only what you need
and is well-suited to pay for long-term care costs since you don't

know how long you will need the funds or how much you will need.

4. FUND A BUSINESS STARTUP

Coming up with the funds to start a business can be challenging.
Using a HELOC allows you to draw only what you need at a
favorable interest rate.

It is also easier to qualify for a HELOC than for other business loan
startup options, such as a Small Business Administration loan.

Should you choose to use a HELOC to start your business, secure
it while you still have income from another source. You may even
want to line up a HELOC as backup when you first launch your
business, even if you don't currently need the funds.

5. PAY FOR EDUCATION
If you don't have sufficient funds set aside to pay for a loved one's

college education, consider using a HELOC to fund this expense as
well.

As in the previous examples, using a HELOC allows you to draw
only what you need, and HELOC rates are comparable to the rates
for a Parent PLUS loan. The interest rate for a Direct PLUS loan
disbursed on or after July 1,2023, and before July 1, 2024, is 8.05%.
According to Bankrate, the national average HELOC rate on August
2,2023 was 8.74%.

Keep in mind that federal student loans can be deferred and also
offer other protections that are not available to HELOC borrowers.

HELOCs and the Tax Cuts and Jobs Act of 2017: If you're
interested in accessing your home equity for any of the above uses,
please be aware that HELOCs lost some of their tax benefits starting
in the 2018 tax year.

Specifically, the Tax Cuts and Jobs Act (TCJA) of 2017 suspended
the deduction of interest paid on home equity loans and lines of
credit from 2018 through the end of 2025, unless the loan is used
to“buy, build or substantially improve the taxpayer’s home that

secures the loan.”

Those who took out their mortgages on or before October 13,
1987, are considered grandfathered in. All the interest paid on
grandfathered debt is fully deductible. It is not restricted to buying,
building, or substantially improving your home.

Those who took out their mortgages after October 13, 1987, but
before December 16,2017, can have up to $1 million in mortgage
indebtedness for married filing jointly taxpayers ($500K for married
filing separately). However, the TCJA now combines original
acquisition debt with home equity loan/HELOC debt in applying
the $TMM/$500K debt limit for purposes of determining the
deductible mortgage interest expense.

For those who took out their mortgages on or after December
16,2017, the TCJA reduced the deductibility of home mortgage
interest from $1 million to $750,000 for married filing jointly
taxpayers ($375K for married filing separately). It also combines
original acquisition debt with home equity loan/HELOC debt in
applying the $750K/$375K debt limit for purposes of determining
the deductible interest expense.

All this means that if you utilize a HELOC for any of the five
purposes mentioned above, you will not be allowed to take a tax
deduction for the interest you pay on the line of credit.

That said, HELOCs remain useful for those with substantial home
equity who need funds either for a limited time or at an interest
rate that falls below other sources available to them.
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