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A wise person once said, “Words are free. It's how you use them that may cost you."At some point 
in our careers most of us have been guilty misusing key words when describing the features and 
benefits of the federally-insured reverse mortgage. I most certainly have done so, even on this 
show. As our collective gasp fades  let’s examine some of the common HECM vocabulary that is 
often used freely but is inaccurate. After all this helps each of us communicate clearly and 
accurately without eroding the trust of borrowers and other professionals. 

It’s all about value. The most misused term in our industry is equity. After all the formal and proper 
name for the federally-insured reverse mortgage is the Home Equity Conversion Mortgage. Seems 
straightforward enough but is it accurate? Merriam Webster’s Dictionary defines equity as “the 
money value of a property or of an interest in a property in excess of claims or liens against it”.   

The National Reverse Mortgage Lenders Association’s consumer website has an excellent 
explanation of just how home equity works. But let’s examine this further. If you’re meeting with a 
traditional mortgage professional and say “a reverse mortgage gives older homeowners access to a 
portion of their home’s equity based on their age and the home’s value”, you’re only halfway right. 
Even worse you could confuse the traditional mortgage professionals grasp of how the HECM 
actually works.  

Certainly a Home Equity Conversion Mortgage ultimately gives borrower’s access to a portion of 
their home’s equity and those without enough equity will not qualify. However, this is what a 
HECM would look like being based on home equity.  
 
A 72 year old widow would have a Principal Limit Factor (PLF) of .454 . If we’re truly lending on 
equity his $300,000 home with an outstanding mortgage owed of $100,000 at an expected interest 
rate of 5.25% would qualify him for only $90,800 before closing costs and fees. Obviously lending 
on his equity alone would not allow for his existing mortgage to be paid off in the transaction. 
However lending against his home’s value would provide $136,200 in funds which would not only 
cover his financed closing costs but easily payoff his existing mortgage lien. Thankfully all 
HECM’s are based on the home’s appraised value which determines if the homeowner has enough 
equity to complete the transaction or will be required to come in with cash at closing.  
 
Certainly some could contend that I’m splitting hairs. Be that as it may, we should exercise 
prudence when communicating with borrowers and housing professional not using our commonly-
accepted jargon which is easily understood within our industry, but rather universally-accepted 
terminology. If you tell a real estate professional that the HECM is based on the home’s equity, you 
could find yourself having to clarify just how the loan actually works. We’ve overcome such 
semantic challenges before, the most recent being the general discontinued use of the phrase that a 
HECM provides monthly ‘income’ instead of loan proceeds.  

Having worked in sales most of my adult life I love saying the word value. While our sales 
vocabulary may easily roll off our tongue, we could pay the price in lost opportunities and 
misunderstandings. Perhaps there is value in using precise terminology after all.  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