SELLER RETAINING LIFE USE

When considering a property transfer where the seller retains life use, there are several critical
factors to evaluate. This arrangement can be beneficial for both parties, but it also comes with
complexities that need to be addressed upfront.

Understanding Life Use: sometimes referred to as a "life estate,” is a legal arrangement where
the original owner (in this case, your parents) retains the right to live in and use the property for
the duration of their lifetime, even after transferring ownership to someone else. Once the life
tenant passes away, full ownership and control of the property transfer to the new owner (you, in
this scenario).

I’ve encountered life use arrangements several times in my real estate career, and they always
require careful planning. For instance, one of my agents once asked me about a property where
"grandma” retained life use. The question was whether the current owners could sell the
property. My answer was straightforward: as long as the listing advertised "grandma included,"
the property could be sold. This humorous but true anecdote highlights how life use impacts the
marketability of a property.

Key Considerations

1. Occupancy vs. Non-Occupancy:

o Does the life use tie specifically to your parents physically occupying the home?
Or would the arrangement allow them to retain life use even if they choose to live
elsewhere? Clarifying this upfront is crucial to avoid future misunderstandings.

2. Responsibility for Expenses:

o Who will cover property taxes, insurance, and maintenance costs? Will your
parents, as life tenants, take on these responsibilities, or will they shift to you as
the new owner?

o Consider the potential financial burden and ensure it’s clearly outlined in the
agreement.

3. Property Maintenance:

o Routine maintenance, major repairs, and unexpected expenses (like a roof
replacement or HVAC repair) must be planned for. Determine whether your
parents or you will handle these costs.

4. Future Circumstances:

o What happens if your situation changes? For example, if you need to sell the
property, relocate, or face financial difficulties, how will the life use arrangement
impact those decisions? Remember, you will likely need to "advertise grandma
included," as I once humorously explained to one of my agents regarding a
similar case.

5. Longevity Risks:

o Life use arrangements can be unpredictable because they are tied to the lifespan

of the life tenant. There’s a well-known case of an English gentleman who



purchased property from an elderly woman, granting her life use. She outlived
him, showcasing the unpredictability of such agreements. Be prepared for the
possibility of a longer timeline than initially anticipated.

6. Legal Documentation:

o Ensure the arrangement is formalized through a legally binding agreement. Work
with a qualified attorney to draft the necessary documents, outlining the specific
terms and responsibilities of each party. This should include provisions for what
happens if either party’s circumstances change.

Advantages of Life Use

e Your parents retain the comfort and security of staying in their home for as long as they
wish.

e You gain ownership of the property, potentially avoiding probate complications in the
future.

« It may offer tax benefits, depending on how the agreement is structured.

Potential Drawbacks

e The property’s marketability is limited during the life tenant’s lifetime.
« Financial responsibilities can create strain if not clearly allocated.
o Changing life circumstances (for either party) may complicate the arrangement.

Conclusion While granting life use to your parents can be a wonderful way to support them, it’s
essential to approach the agreement with a clear understanding of the obligations and potential
risks involved. My own experiences in real estate have taught me the importance of thorough
planning and clear communication in such arrangements. By addressing these considerations
upfront and consulting with legal and financial professionals, you can ensure that the
arrangement works well for everyone involved. In the meantime, live long and prosper!



