
Should You Take Equity Out of a Rental Property?
10 Questions Small Landlords Should Ask First
Owning one or two rental properties is different from running a large real estate portfolio.

For most small landlords, a rental is not simply one asset on a spreadsheet. It may be a retirement plan, a
source of monthly income, a former primary residence, or the first successful investment they have ever
owned. The equity inside that property can represent years of payments, appreciation and patient
ownership.

At some point, however, almost every landlord looks at that equity and asks:

Should I be doing something with this money?

Maybe you want to buy another rental. Maybe the property needs repairs. Maybe you have expensive
personal debt, a business opportunity or simply too much of your net worth trapped in one house.

The first question is not whether you need a cash-out refinance, a second mortgage, a home equity line of
credit or some specialized investor loan.

The first question is whether taking money out improves your overall position—or takes a stable rental and
makes it unnecessarily fragile.

Here are the ten questions I believe a small landlord should answer before deciding.

1. How Much Money Could I Actually Take Out of My Rental
Property?

The equity shown on paper is not the same as the cash that will arrive in your bank account.

A simple estimate of your equity is:

Estimated property value minus current mortgage balance

For example, a rental worth $300,000 with a $140,000 mortgage balance appears to have $160,000 in
equity.

That does not mean you can borrow the full $160,000.

A lender will ordinarily limit the total amount of debt against the property. The limit can depend on the loan
type, property type, credit profile, occupancy, number of units and other details.
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You also need to account for:

The payoff of the current mortgage, if it is being replaced
Closing costs
Prepaid taxes and insurance, when applicable
Required reserves
Minimum loan amounts
Any existing second mortgage or lien
The property’s ability to support the proposed debt

The number that matters is not your total equity. It is your net usable cash after the transaction is
complete.

Before getting too excited about an estimated property value, work backward from the amount you actually
need.

If you need $40,000 for another down payment, ask what transaction would place approximately $40,000 in
your account—not simply how large a loan you could theoretically obtain.

Borrowing the maximum available amount is not automatically the right answer.

2. What Would the New Monthly Payment Be?

Small landlords generally feel a financing decision through monthly cash flow.

A rental may currently produce $500 per month after its mortgage, taxes, insurance and routine expenses.
If taking money out reduces that to $100, the property may still technically cash flow—but it has much less
room for error.

That matters when:

The property becomes vacant
An air-conditioning system fails
Insurance increases
Property taxes rise
A tenant stops paying
Repairs take longer than expected
Market rent does not rise as quickly as projected

Do not evaluate the new mortgage payment by itself. Evaluate the property after the entire transaction.

A useful starting calculation is:

Monthly rent minus mortgage payment, taxes, insurance, association dues, management and a
reasonable allowance for repairs and vacancy
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Many owners skip the repair and vacancy allowances because those expenses do not occur every month.
Unfortunately, the roof does not care whether you remembered to include it in your spreadsheet.

The goal is not necessarily to preserve every dollar of current cash flow. Giving up some monthly income
can make sense if the borrowed money is being used productively.

But you should understand exactly how much safety margin you are surrendering.

3. What Am I Going to Do With the Money?

This is probably the most important question in the entire decision.

Taking equity out is not inherently good or bad. The purpose of the money largely determines whether the
decision makes sense.

Consider the difference between these uses:

Using $60,000 as the down payment on another well-analyzed rental
Completing repairs that increase rent or prevent further damage
Paying off very expensive debt
Establishing adequate property reserves
Funding a business with realistic prospects
Paying ordinary living expenses without fixing the underlying shortfall
Buying something that rapidly loses value

In each case, the loan may have the same interest rate and payment. The economic result can be
completely different.

When equity is converted into cash, the property takes on additional debt regardless of what happens next.
If the money is consumed rather than invested, the debt remains after the money is gone.

That does not mean a personal use is automatically irresponsible. Life happens, and homeowners use their
assets to solve real problems.

It does mean you should be honest about the transaction.

Ask:

What specific problem does this money solve?

Will the use of the funds improve my income, reduce another expense, protect an asset or create a
durable benefit?

What does my financial position look like after the money has been spent?

A loan should be judged together with the use of its proceeds.

• 
• 
• 
• 
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4. Am I Giving Up a Great Existing Mortgage?

A landlord with a low fixed mortgage rate should think carefully before replacing it.

A cash-out refinance generally pays off the existing mortgage and replaces it with a larger new loan. That
means the new interest rate applies not only to the additional money you are taking out, but also to the
balance you already owed.

Suppose you currently owe $130,000 at a very low rate and want to access another $50,000. A new $180,000
mortgage may be simple and clean, but you are repricing the entire $130,000 balance to obtain the
additional $50,000.

That does not automatically make the refinance wrong. A larger first mortgage may still offer a better
payment structure, longer repayment term or lower overall cost than the available alternatives.

But it does mean the decision cannot be made by comparing the old rate with the new rate alone.

The real comparison may be between:

A new cash-out first mortgage
A fixed second mortgage
A rental-property line of credit
A business or commercial loan
Financing the next property directly
Selling the property
Leaving the equity alone

A second mortgage or line of credit can preserve the original first mortgage, but the rate on the additional
debt may be higher. It also creates two separate payments and can complicate a future refinance.

The correct answer depends on the size of the current mortgage, its rate, the amount of cash needed and
how quickly you expect to repay the new debt.

“Never give up a low rate” is too simplistic.

So is “equity is useless unless you leverage it.”

The right goal is to find the least damaging and most useful way to access the amount you need.

5. Can You Borrow Against a Rental Property?

Yes, rental-property owners can borrow against their equity, but the options are not always identical to
those available on a primary residence.

• 
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• 
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Potential structures can include:

A cash-out refinance
A fixed second mortgage
A home equity line or investment-property line of credit
A debt-service-coverage-ratio, or DSCR, loan
A conventional investment-property mortgage
A local bank portfolio loan
A commercial or blanket loan involving multiple properties

Not every lender offers every option.

Rental-property lines of credit and second mortgages can be especially inconsistent. One bank may offer
them only on primary residences. Another may consider rental properties but impose a lower borrowing
limit, minimum credit score or minimum loan amount.

Ownership also matters. A property titled in an LLC may fit naturally into one lending program but require a
temporary or permanent ownership change for another. That is something to investigate before moving
deeds around—not after.

The tenant generally does not prevent financing, but the lease, rent, property condition and access for an
appraisal may all affect the process.

The important point is that “Can I take money out?” and “What is the best way to take money out?” are two
separate questions.

6. Will I Have to Provide Tax Returns?

Sometimes. Not always.

Traditional mortgage underwriting may evaluate your personal income, debts, credit and rental income.
Depending on the program, that can involve tax returns, W-2s, pay statements, business returns or other
income documentation.

A DSCR loan takes a different approach. Instead of qualifying primarily from personal income, it generally
focuses on the property’s rental income compared with its proposed housing expense.

DSCR stands for debt service coverage ratio.

At a basic level, the lender is asking:

Does the property produce enough rent to support the proposed payment?

That can make a DSCR loan useful for self-employed owners, investors with complicated tax returns,
borrowers acquiring multiple properties or owners who do not want the decision centered on their personal
debt-to-income ratio.

• 
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It does not mean there is no underwriting.

The lender may still review:

Credit
Property value
Market rent
Existing leases
Reserves
Ownership history
Property condition
Recent financing
The number and type of units
The loan’s purpose

A low-documentation loan is not the same as a no-rules loan.

Traditional financing can be cheaper in some circumstances. DSCR financing can be more practical in
others. The correct structure depends on the borrower and the property, not whichever product happens to
be advertised most aggressively.

7. Will the Money Be Taxed?

Borrowed money is generally not treated the same way as income because it must be repaid. Taking cash
out of a rental property is also different from selling the property and realizing a gain.

However, the tax treatment of the interest can be more complicated.

Owners sometimes assume that because a loan is secured by a rental property, all the interest must
automatically be a rental expense. That may not be the case.

How the borrowed money is used can affect how the interest is classified. Money used for the rental,
another investment or a business purpose may be treated differently from money used for personal
expenses.

Recordkeeping matters.

If you borrow money for a specific investment or property improvement, keep a clean paper trail showing
where the funds went. Mixing the proceeds into an everyday checking account and spending them across
several unrelated purposes can make the tax analysis harder.

A mortgage professional should explain the loan. A qualified tax professional should advise you on the tax
treatment of your specific use of funds.

Do not build the economics of the transaction around an assumed deduction you have not verified.

• 
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8. Am I Putting the Property at Risk?

Yes. Any loan secured by real estate creates risk.

That statement should not be treated as an argument against borrowing. Most rental properties are
purchased with debt in the first place.

But the risk should be acknowledged.

When you take equity out, you increase the amount that must be repaid and generally reduce the
property’s monthly cash-flow cushion. If the money is invested elsewhere, you are effectively using the
existing rental to support that new investment.

That can be an intelligent use of leverage. It can also spread one bad decision across two properties.

Before borrowing, stress-test the property:

What happens after two months without rent?
What happens if insurance rises substantially?
What happens if a major repair is needed next year?
What happens if the new investment produces no income for six months?
What happens if you cannot refinance later?
How much cash remains after closing?

A landlord who owns only one rental should be especially cautious about removing nearly all available
equity while also exhausting cash reserves.

Equity is not the only form of safety. Cash reserves, dependable income, property condition and
manageable payments all matter.

The point is not to eliminate risk. That is impossible.

The point is to avoid turning an inconvenience into a forced sale.

9. Would Selling the Rental Be Better?

Borrowing is not the only way to access equity.

The basic choices are:

Keep the property and leave the financing alone.
Keep the property and borrow against it.
Sell the property and use the net proceeds.

• 
• 
• 
• 
• 
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Selling may provide more cash and eliminate the obligations of being a landlord. It may make sense when
the property has poor future prospects, requires excessive attention, produces a weak return on its equity
or no longer fits the owner’s plans.

But a sale can also involve:

Real estate commissions
Seller closing costs
Repairs or concessions
Capital-gains considerations
Depreciation-related tax consequences
The loss of future rent
The loss of future appreciation
The challenge of finding a better place for the proceeds

Borrowing allows you to retain the property, but it creates a payment and interest expense.

Leaving the property alone preserves stability, but the equity remains illiquid.

There is no universal winner.

One useful exercise is to compare the property’s current annual benefit with the amount of equity tied up in
it.

That benefit can include:

Actual cash flow
Principal reduction
Reasonable expected appreciation
Tax effects
The strategic value of owning the property

A rental producing $4,000 per year on $40,000 of equity is in a different position from one producing the
same $4,000 while holding $240,000 of equity.

That does not necessarily mean the second property should be sold or refinanced. It does mean the owner
should understand what all that equity is accomplishing.

10. Is Now a Bad Time to Borrow?

People understandably focus on interest rates.

Rates matter. They affect the payment, cash flow and total cost of borrowing.

But “rates are high” is not a complete analysis.

The more useful question is:

• 
• 
• 
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Does the benefit created by the money justify its cost and risk at the terms available today?

Borrowing at a relatively high rate to fund a weak investment is probably a poor decision.

Borrowing at that same rate to prevent severe property damage, eliminate much more expensive debt or
acquire an unusually strong investment may be reasonable.

Waiting also has a cost.

A needed repair can become worse. A purchase opportunity can disappear. Rent that could have been
earned may never be recovered. Meanwhile, there is no guarantee that future rates, property values or
lending guidelines will move in your favor.

Do not take a loan based on the assumption that you will easily refinance it later. A future refinance
depends on future values, credit, income, rent, property condition, rates and lender guidelines—none of
which are guaranteed.

The transaction should be tolerable under its current terms.

A future refinance should be treated as a possible improvement, not the plan required to make today’s loan
survive.

Who Should You Talk to About Taking Equity Out of a Rental?

A small landlord may eventually need advice from more than one person.

A knowledgeable mortgage professional can help you compare available financing structures and estimate
the cash, payment and qualification requirements.

A tax professional can address the tax treatment of the proceeds, interest and any potential sale.

An insurance agent can help determine whether the property is adequately covered after improvements or
changes in use.

An attorney may be appropriate when ownership, partnerships, trusts, LLCs or title issues are involved.

The mortgage conversation should begin with the situation—not a product pitch.

A competent lender should first ask:

How much cash do you need?
What will the money be used for?
What do you currently owe?
What is the existing interest rate?
What rent does the property produce?
How much cash flow do you want to preserve?

• 
• 
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How long do you expect to keep the property?
How quickly could you repay the additional debt?
What other properties, debts and reserves do you have?

Only then does it make sense to decide whether a cash-out refinance, second mortgage, line of credit, DSCR
loan or no loan at all is the best answer.

The Four Questions That Matter Most

The entire decision can ultimately be reduced to four questions:

How much usable cash will I receive?

What will it cost me each month?

What additional risk am I accepting?

Will the use of the money leave me in a better position?

For a small landlord, taking equity out should not be about maximizing leverage for its own sake.

The objective is to use the property’s equity deliberately without destroying the stability that made the
property valuable in the first place.

Sometimes the right answer is a cash-out refinance.

Sometimes it is a second mortgage or line of credit.

Sometimes selling makes more sense.

And sometimes the smartest financial move is to leave a perfectly good rental property alone.

The job of a good mortgage professional is not to make every scenario end with a loan. It is to help you
understand which choice actually fits what you are trying to accomplish.

This article provides general educational information and is not individualized mortgage, legal, investment or tax
advice. Loan availability and terms vary by borrower, property, lender and jurisdiction. Consult the appropriate
licensed professionals regarding your specific circumstances.

• 
• 
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