
 
Reverse Mortgages: Reversal of Fortune? 

By Edward J. Walters, Jr. 
 

Certainly “The Fonz” would not lead us astray. Nor would Sen. Fred Thompson. After 
all, he ran for President of the United States and played the President in several hit movies. Not 
THEM. They are just too trustworthy. 

You have seen these commercials with happy, retired people enjoying the benefits of 
their reverse mortgages. You can get cash now. It’s so easy. Just get your reverse mortgage and 
your problems will be solved. Pay off debt. Have fun. 

These things must be GREAT! But what exactly ARE they? I loaded up my trusty 
Internet search engines and went looking. As with almost anything, there are websites extolling 
the virtues of a reverse mortgage and sites attacking them. 
 
The Good Part 
 
How do they work? 

A reverse mortgage is a loan for senior homeowners that uses the home’s equity as 
collateral. The loan generally does not have to be repaid until the last surviving homeowner 
permanently moves away from the property or passes away. (Keyword: Homeowner.) At that 
time, the estate has approximately six months to repay the balance of the reverse mortgage or sell 
the home to pay off the balance. Any remaining equity is inherited by the estate. The estate is not 
personally liable if the home sells for less than the balance of the reverse mortgage. 
 
Who is eligible for a reverse mortgage? 

To be eligible, the Federal Housing Administration (FHA) requires that all homeowners 
be at least age 62. The home must be owned free and clear or all existing liens must be satisfied 
with the proceeds from the reverse mortgage — making it free and clear. If there is an existing 
mortgage balance, it can be paid off completely with the proceeds of the reverse mortgage loan 
at closing.  
 
When is it due? 

A reverse mortgage loan will not become due as long as at least one homeowner 
(Keyword: Homeowner) lives in the home as his/her primary residence, continues to pay 
required property taxes and homeowners insurance, and maintains the home in accordance with 
FHA requirements. 
 
What happens at death? 

In the event of death or in the event that the home ceases to be the primary residence of a 
homeowner for more than 12 months, the homeowner’s estate can choose to repay the reverse 
mortgage loan or put the home up for sale. 

If the equity in the home is higher than the balance of the loan when the home is sold to 
repay the loan, the remaining equity belongs to the estate. 



If the sale of the home is not enough to pay off the reverse mortgage, the lender must take 
a loss and request reimbursement from the FHA. No other assets of the mortgagor are affected 
by a reverse mortgage. Other investments, second homes, cars and other valuable possessions 
cannot be taken from the estate to pay off the reverse mortgage. 
 
How much may a homeowner borrow? 

The amount that is available generally depends on four factors: age, current interest rate, 
appraised value of the home and government-imposed lending limits.  
 
How may the homeowner receive the proceeds? 

There are several ways to receive the proceeds from a reverse mortgage: 
• Lump Sum: A lump sum of cash at closing; 
• Tenure: Equal monthly payments as long as the homeowner lives in the home; 
• Term: Equal monthly payments for a fixed number of years; 
• Line of Credit: Draw any amount at any time until the line of credit is exhausted; or 
• Any combination of the above. 
 
What is the difference between a reverse mortgage and a home equity loan? 

Generally a home equity loan, a second mortgage, has strict requirements for income and 
creditworthiness. As with other traditional loans, the homeowner must still make monthly 
payments to repay the loans. In a reverse mortgage, instead of making monthly mortgage 
payments, the homeowner receives cash from the lender. 
 
How does a reverse mortgage work? 

Payment of the loan proceeds is not due as long as the homeowner lives in the home as 
his/her primary residence and continues to meet all loan obligations.  
 
The Bad Part 
 

The children of elderly borrowers are learning that their parents’ reverse mortgages are 
now threatening their own inheritances. Under the federal reverse mortgage rules, surviving 
family members are supposed to be offered the option to settle the reverse mortgage loan for a 
percentage of the full amount owed — usually 95 percent of the home’s current value. Any 
shortfall if the home sells for less than the debt is covered by a federal insurance fund, which all 
reverse mortgage borrowers are required to pay into each month. 

But reverse mortgage companies are increasingly threatening to foreclose unless heirs 
pay the mortgages in full. Reportedly, some lenders are moving to foreclose just weeks after the 
borrower dies. Then the heirs are plunged into a bureaucratic maze as they try to get lenders to 
provide them with details about how to keep their family homes. 

Reverse mortgage lenders say that they follow the federal rules, averting foreclosures, 
which can be costly and time-consuming. Used correctly, reverse mortgages can help older 
homeowners get cash to pay for retirement.  
 
So what’s the downside? 

One BIG downside is that if an heir lives in the home, but is NOT a Homeowner, that 
residence may no longer be his/her residence. The heir may have to move out, unless he/she is 



able to buy the property. What if, as is becoming more and more prevalent nowadays, a child 
lives in the home, but is not a homeowner? 

For heirs, the problem with reverse mortgages often centers on the little-known set of 
federal regulations administered by the Department of Housing and Urban Development (HUD). 
Under the regulations, virtually all of the market lenders must offer heirs up to 30 days from 
when the loan becomes due to determine what they want to do with the property, and up to six 
months to arrange financing.  

Most important is a rule that allows heirs to pay 95 percent of the current fair market 
value of the property — a price determined by an appraiser hired by the lenders.  

The difference offered by the 95 percent rule can be critical. When housing prices 
tumble, the disparity between the current value of the home and the total balance on the 
mortgage often means the difference between keeping a home and losing it to foreclosure. 
 
What if the homeowner is no longer in the home? 

The homeowner is safe as long as he/she can live in the home. What happens when the 
homeowner has to move out of the home into assisted living or a nursing home? The mortgage 
becomes due immediately and the home must be purchased or the loan paid off. Now, there is 
the expense of paying it off, in addition to the high cost of the assisted living or nursing home 
care. 
 
Can it affect any dependent in the home? 

If the elder who needs care in a facility leaves the home but has non-homeowner family 
members in that home, the loan is still due. Any non-borrowing family member left in the home 
must move out or purchase the residence. They are “tenants” according to the rules of reverse 
mortgages and they have to leave when the elder does. 
 
Default? 

If a homeowner with a reverse mortgage fails to pay property taxes, fails to keep up 
insurance on the home, or fails to maintain the home, he/she is in default and the lender can then 
foreclose. Elder homeowners who are low on cash may fail to pay home insurance premiums or 
property taxes. If they are getting forgetful, they might not maintain their properties. 
 
What’s the effect of our living longer? 

Living into one’s 90s is becoming more common these days. There is a risk that the 
amount loaned will not be enough to sustain the homeowner who needs long-term care at home. 
The homeowner can run out of money to make the loan payments, go into default and end up 
homeless and impoverished. This is a real risk, particularly for anyone who takes out a reverse 
mortgage to pay for home-care providers. If the homeowner borrows, for example, $200,000, 
and ends up needing round-the-clock care, that reverse mortgage cash will be exhausted in about 
two years or less. Then what? Default, foreclosure and a Medicaid-paid nursing home. 
 
When the last homeowner dies, what are the heirs’ options? 

The entire principal, plus accrued interest and service fees, must be paid in full to the 
lender before the heirs can rightfully take possession of the home. This debt may exceed the 
actual market value of the home. If they can’t pay the debt, the lender has the right to foreclose 



and sell the property. Low wealth heirs are not likely to be able to pay the debt and those homes 
fall into foreclosure.  
 
So what have I gleaned from my Internet research?  

Consider a reverse mortgage. If you or your aging parent gets charmed by the TV ads, get 
advice from a competent financial planner and elder law attorney before doing anything. 
Recognize that your care at home might cost more than the proceeds of a reverse mortgage, 
especially over a period of years. Be careful if you have a non-homeowner living in the home. 
There just might be less costly, smarter ways to deal with the need for money when funds run 
low, without the obvious downside. 

 
Resources: 
 
http://www.aarp.org/revmort 
 
http://brcapitalinc.com/category/reverse-mortgage-resources/ 
 
http://brcapitalinc.com/wordpress/wp-content/uploads/2013/09/Reverse-Mortgages-Polishing-
Not-Tarnishing-The-Golden-Years.pdf 
 
http://brcapitalinc.com/wordpress/wp-content/uploads/2013/09/Reverse-Mortgages-Leaving-
Seniors-and-Taxpayers-On-The-Hook.pdf 
 
Edward J. Walters, Jr., a partner in the Baton Rouge firm of Walters, Papillion, Thomas, 
Cullens, L.L.C., is the editor of the Senior Lawyers Division e-newsletter, Seasoning. He is a 
former Louisiana State Bar Association secretary and editor-in-chief of the Louisiana Bar 
Journal. He is a member of the Journal’s Editorial Board. (walters@lawbr.net; 12345 Perkins 
Rd., Building 1, Baton Rouge, LA 70810) 
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Recapping Traditional IRA Distribution Rules 

By James C. Exnicios 
 

The traditional Individual Retirement Account (IRA) was first introduced into the 
Internal Revenue Code (IRC) as part of the landmark Employee Retirement Income Security Act 
of 1974 (ERISA). ERISA initially created the IRA to allow taxpayers with earned income who 
are not covered by employer-sponsored plans to save for their retirement on a tax-deferred basis. 
Over the years, IRC Section 408 was amended to allow even those covered by employer plans to 
take advantage of IRAs, subject to certain limitations.  

Under the basic framework of IRC Section 408, during income-earning years, taxpayers 
are able to make contributions of cash to an IRA account on an annual basis and reduce their 
current taxable income by the amount deposited up to an annual limitation amount. By allowing 
the taxpayer to exclude the annual deposit from current income taxation, the contributions are 
funded with pre-tax dollars. The cash deposited in an IRA can be invested in a variety of 
allowable investment options and are exposed to investment risk. All of the income and gains 
earned on those investments are not subject to current income taxation. As a result, the balance in 
the IRA is allowed to grow income tax free and the ultimate amount that can be withdrawn is 
based solely on the balance in the IRA. Under IRC Section 408(d)(1), any amount paid or 
distributed from an IRA constitutes ordinary income to the taxpayer in the year received.    

Given the clear advantage of allowing an investment account to be funded with pre-tax 
dollars and grow tax free, the IRC has parameters that ensure that taxpayers do not utilize IRAs 
in a manner which is inconsistent with their intended function of providing individuals with 
retirement income. For instance, pursuant to IRC Section 219, a taxpayer can no longer make 
pre-tax contributions to an IRA, if the taxpayer has attained age 70 1/2 by the end of the taxable 
year for which a cash contribution is made. Additional parameters include penalties for making 
withdrawals from IRAs that occur before reaching an IRC-permitted distribution age as well as 
penalties for not taking withdrawals fast enough once someone has reached the IRC-required 
distribution age. 

Pursuant to IRC Section 72(t), a taxpayer will generally be subject to a 10 percent 
additional tax on any funds withdrawn from an IRA before the account holder has reached age 
59 1/2. The 10 percent excise tax is in addition to the normal income tax that is levied on the 
actual distribution amount. There are a number of limited exceptions to the early withdrawal 
penalty, which can be quite complicated to apply. Exceptions to the early withdrawal penalty can 
be reported on IRS Form 5329. Once attaining age 59 1/2, an IRA account holder can withdraw 
as much or as little of the funds accumulated in the IRA account without being subject to the 10 
percent additional tax.    

Under IRC Section 408(a)(6), a taxpayer must begin withdrawing amounts from an IRA 
account no later than April 1 of the year after the account holder has reached age 70 1/2. The 
mandatory distribution regime for IRAs generally follows the minimum distribution rules 
applicable to employer-sponsored qualified retirement plans described in IRC Section 401(a)(9), 
with minor adjustments. Even though the first annual minimum distribution can be deferred until 
April 1 of the following year, each year thereafter the annual minimum distribution must be 



received by the taxpayer by Dec. 31. This means that if you defer your first annual distribution to 
the following April 1, you will be required to take two distributions in that deferred-to calendar 
year (both the first and second annual distributions), one by April 1 and the second by Dec. 
31.The annual minimum amount is referred to as the “required minimum distribution” and is 
described in great detail in Treasury Regulations Section 1.401(a)(9). Essentially, the Treasury 
Regulations attempt to require the balance in an IRA to be distributed in annual installments over 
the life expectancy of the IRA owner or the combined life expectancy of the owner and his or her 
designated beneficiary in the event the owner dies. Various life expectancy tables are provided in 
the regulations to facilitate the computation of the annual required minimum distribution. 
Fortunately, under Treasury Regulations Section 1.408-8, the IRS requires the trustee or 
custodian of the IRA account to report the amount of the required minimum distribution to the 
IRA owner or beneficiary of an IRA account by Jan. 31 of each tax year.   

Pursuant to IRC Section 4974(a), a taxpayer who fails to withdraw the “required 
minimum distribution” amount is subject to an excise tax equal to 50 percent of the shortfall 
between actual distribution for the tax period and required minimum distribution for that 
particular taxable year.   
 
James C. Exnicios is a shareholder in the New Orleans office of Liskow & Lewis, A.P.L.C. He is 
a board certified tax specialist and a licensed certified public accountant. 
(jexnicios@liskow.com, Ste. 5000, 701 Poydras St., New Orleans, LA 70139-7758) 
 

mailto:jexnicios@liskow.com


 
So You Want to Be a Lawyer? 

By Roger A. Stetter 
 

A lot has been written lately about a so-called “crisis” in the legal profession, i.e., 
diminishing prospects of lucrative employment for new law grads.1 A law degree is no longer a 
guarantee of employment as a lawyer, much less an easy ticket to financial security. Generally 
speaking, law education costs have increased sharply over the past decade and job opportunities 
have shrunken. But that does not mean law school is a bad deal for everyone. It only means that 
not everyone should go to law school. 

In the good old days (when we were young), a liberal arts major lacking a clear career 
path could always go to law school. It cost practically nothing and jobs were plentiful upon 
graduation and passing the bar. A newly minted lawyer willing to work hard was almost certain 
to get ahead and make a very comfortable living. Those days are over. 

The market for legal services is changing, the decline being driven by many forces. 
Corporate clients are less willing to sign off on big legal bills. Thanks to the Internet, legal work 
can be accomplished faster and with fewer lawyers. Due to globalization, an increasing share of 
American legal work is being shipped overseas. Lawyers in Asia and other lower-wage markets 
are both willing and able to do the work at a fraction of what American law firms would charge, 
and more U.S. firms are using foreign lawyers to perform routine legal tasks.2 

Based upon these market forces, coupled with the increased burden of student debt, it is 
tempting to conclude that going to law school is a bad investment. That is certainly true for grads 
of lower-tier law schools who find it most difficult to find legal employment. In fact, the number 
of law school applications has declined sharply in recent years. But it is not true for those who 
can get into very good law schools and who really want to practice law. 

There will always be a need for highly competent and well-motivated lawyers. There will 
perhaps never be a better time to gain admission to a top-notch law school. Faced with declining 
enrollments, many law schools have reduced the size of the entering class and also increased 
scholarships. Many of the best law schools have the strongest financial aid programs. Most, if 
not all, of these students have no difficulty finding excellent law jobs in the private or public 
sector upon graduation. 

So, in this writer’s view, the answer to declining law school enrollment is not to do away 
with the three-year law school or, even worse, go back to the days of Abe Lincoln when “reading 
the law” was sufficient preparation for the bar. Rather, it is to decrease class size and continue to 
improve the quality of legal education for those students who have both the aptitude and the 
motivation to become truly good lawyers.  
 
FOOTNOTES 
 

1. See, e.g., Steven J. Harper, The Lawyer Bubble: A Profession in Crisis (2013).   
2. See “Law Schools’ Applications Fall as Costs Rise and Jobs Are Cut” (New York 

Times 1/30/13).   
 
Roger A. Stetter, a graduate of Cornell and UVA Law School, is a trial lawyer in New Orleans 
and former member of the Louisiana State University Paul M. Hebert Law Center faculty. His 
books include Louisiana Civil Appellate Procedure; In Our Own Words: Reflections on 
Professionalism in the Law; and Louisiana Environmental Compliance. 
(rastetter@bellsouth.net; Ste. 1435, 228 St. Charles Ave., New Orleans, LA 70130) 
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Cajun Spiced Flounder with Tomatoes 

Via the blog, “Gina’s Skinny Recipes” 
www.Skinnytaste.com 

 
 
The “Spicy” section is reserved for discussions of one of the state’s most “relished” topics: 
FOOD. If you have a great recipe to share or if you want to write a food-related article, email 
Editor Ed Walters at walters@lawbr.net. 
 
Ingredients: 
 
1 tsp olive oil 
4 (6 oz) pieces flounder fillets (or any white fish such as tilapia) 
3/4 cup onion, chopped 
2 cloves garlic, minced 
3/4 cup diced green bell pepper 
2 1/2 cups tomatoes, chopped 
1 tbsp Cajun spice seasoning 
*Makes 4 servings 
 
Directions: 
 
In a deep skillet, cook onion and garlic in olive oil on medium heat for a few minutes until soft.  
 
Add tomatoes, peppers and spices. Stir and cook until tomatoes are soft, about 2-3 minutes.   
 
Lay fish fillets in the sauce, cover and cook on medium-low heat until fish flakes easily, about 
12-15 minutes.  
 
To serve, place fish on plate and spoon sauce on top. Serve immediately. 

http://www.skinnytaste.com/2008/05/skillet-flounder-with-tomatoes-425.html
mailto:walters@lawbr.net


 
Lessons to Be Learned from Great Judges 

“Letter to the Editor” 
 
Roger A. Stetter’s article in Seasoning (Vol. 1, Number 3, January 2014) on Judge Albert Tate, 
Jr. and Judge Hugo L. Black was distinctly Stetter, by which I mean elegantly common, for we 
Barbers of Ville Platte. Good job. 
—Paul R. Baier 
Baton Rouge 
 
 
 

 
A Taste of Humor 

 
Two 80-year-old women who had known each other for their entire lives were playing cards. 
One said: “I know we have been friends a long time, and please don’t get mad, but for the life of 
me I can’t remember your name. Can you please tell me again what it is?” The other one stared 
at her for a few minutes, then said: “How soon do you need to know?” 
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