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How to sell an inherited house; tax conequence: What you need to know
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If you've inherited a house, you might want to move right in, or take the opportunity to become
a landlord and earn some steady rental income. But what if you don't actually want the house,
and would rather get rid of it?

Selling a home is always complicated, but selling an inherited home can add even more
complexity to the equatign. Everything from the specific wording of the will to the presence of a
mortgage can impact how you unload an unwanted property. Here's what to consider and what
you should know about how to sell an inherited house.

Selling an inherited house

The details of how you came to own the property, and the nature of your ownership, play a big

role in how to sell an inherited house. And don't forget that, as the seller ' ponsible

for a certain amount of closing costs before you get your profits.

If you are the sole owner

The process of selling is easier if the home was bequeathed to you and you alone, or if you and
the decedent (ie, your deceased loved one) were both listed as owners on the property, If the
two of you were tenants in common or joint tenants with right of survivorship, you do not have
to worry about probate or other legal processes — you'll simply become the full owner of the
home and can proceed to sell it as you like.

If you co-own it with others

In some cases, you may inherit the home along with other family members, such as siblings or
cousins. If this happens, all joint owners of the property are jointly responsible for making
decisions about it.

Mixing family and money can be stressful, especially during an emotional time when you have
all lost a loved one. If it was your childhood home, the emotional attachment can make things
even more challenging. It's essential that you work together with your family to make sure
everyone is on the same page, and to prevent hurt feelings.

“If there are other heirs involved in selling your inherited home, you may want to_consult an
attorney about the best way to handle these relationships and responsibilities during this
process,” says real estate investor Shaun Martin, of Denver house-buying firm Watson Buys.
“You may also want to discuss whether or not they will be contributing financially toward any
repairs or renovations required before selling the property.”




Another option, especially if none of you are interested in living in the property,_is to buy out,
the other heirs. You can offer to pay them for their share so that you become the sole owner of
the property, which will make your future sale simpler.

The probate process

Probate is a legal process through which an estate’s assets are used to pay its creditors. The
remainder is then handed down to heirs according to the decedent’s will or, in the event there is
no will, according to state law. It can be a long and convoluted process.

Each state has a different process for probate, but it typically involves_ appointing an executor for
the decedent’s estate. That person is responsible for following the terms of the will, managing
the estate’s assets and seeing that they're distributed properly to the beneficiaries.

It's important that you follow the full probate process closely and don't take possession of the
home or try to sell it before you're legally permitted to do so. Of course, if you're also the >~
executor of the estate, that simplifies matters.

Once ownership of the home has legally been transferred to you, you can begin the sale
_process. However, you shouldn’t expect any of this to happen right away.

“Probate can be a lengthy and complex process, often taking several months to years,
depending on the size and complexity of the estate,” says Steven Parangi, an attorney and loan
originator with Alpine Mortgage Services in Rochelle Park, NJ. “It can also be costly, with fees for
the court, attorneys and appraisers. However, probate ensures that the decedent’s wishes are
honored and that the estate is settled in an orderly manner.”

Does the home still have a mortgage?

Whether the inherited home has a mortgage or is fully paid off also impacts how selling it
works.

If there is a mortgage

If there’s a mortgage on the home and the decedent was the sole person on it, it is the

responsibility of the estate to continue making loan payments. That means the executor of the
estate has {o determine how to continue making mortgage payments from the estate’s assets.

When you inherit a home with a mortgage, whether through the probate process or otherwise,
you will also have to assume the mortgage. This means making the monthly payments yourself,
whatever they may be. Reach out to the lender to determine the logistics of getting the property
and loan under your own name — an important part of being able to dispose of it. Once you've
done that, you can sell the home.

(If there is no mortgage |




If there's no mortgage on the home, the process is simpler: No need to worry about loan
repayments. However, as the home's new owner, you will still need to pay property taxes and,
utilities. (The decedent’s estate may provide funds to cover these expenses, so be sure to check.)

As part of inheriting the home you'll need to work with the local property records offices to

get the deed to the home put in your name and to set up utility accounts in your name. Once
that's done, you can sell the home.

What condition is the home in?

If the home is in good conditign, or in a desirable location, a traditional sale working with a local
real estate agent will likely get you the best price. If you can find an agent with experience
selling inherited homes, all the better — they can help you strategize the best selling approach
and walk you through all your options.
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Eor inherited properties, it can be smart to spend a few hundred dollars on a pre-listing home ¢
inspection. This will clue you in to any problems or necessary repairs that you might not know
about, since it was not your home,

But if it's in poor shape or extremely dated, the circumstances are different. in this case, you'll
need to either:

e Invest in repairs and upgrades before lising it
o Sellit as-is, effectively telling buyers that any work needed will be their responsibility
 Sell to a cash-homebuying company that buys houses in any condition

Selling as-is or to a cash-homebuying firm won't require as much effort, time or money as
renovating would. But it does have a major downside: It will not earn you as high a price as you
would likely get selling the traditional way.

Tax implications of selling an inherited house

Selling any property for a large profit has the potential to trigger real estate capital gains taxes.
However, inherited properties are unique in that, while you now own the home, you are not the

one who bought i’% A lot depends on how much the decedent paid for the house in the first
place, and how much the home's value has appreciated since then.

To know if you will have to pay capital gains tax on your profits from selling an inherited home,
you must calculate the profit: This is done by subtracting the cost basis (or original cost) of the
home from the price you sold it at.

Typically, the cost basis for a property is the price paid to purchase it, plus any substantial sums )F_
spent to improve it. However, when you inherit property, the cost basis is typically “stepped up,”
or adjusted, to be the fair market value of the property on the date of the decedent’s death. (in
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some cases it might also be the fair market value on an alternate valuation date, such as the
date the executor filed an estate tax return.)

“When a person_inherits property, they receive a ‘stepped-up’ basis, meaning the property’s tax

basis is adjusted to its fair market value at the time of the previous owner's death,” says Parangi.
%"This is significantly advantageous for the heir, as it can substantially reduce or eliminate capital

gains taxes when the property is sold.” (There are some exceptions to the stepped-up basis, so
it's smart to consult a tax expert.)

Parangi offers this example: “If a parent purchased a home for $100,000 and it's worth $500,000
at the time of their death, the heir's basis becomes $500,000, not the original $100,000." Thus, if
you as your parent’s heir sell the home for $550,000, your taxable profit would be $50,000, not
$450,000.

To determine a property’s value at the time of the decedent’s passing, you'll need what's known

as a date of death appraisal (sometimes called a time of death appraisal). This “provides a clear

and defensible valuation of the property, which can be beneficial in various scenarios, such as
settling disputes among heirs or dealing with the IRS,” says Parangi.

FAQs

e Should | sell or keep my inherited house?

It depends on your personal circumstances. If you want to live in the home or use it as a
rental property, keeping it obviously makes sense. If you don’t want to do either — or if
it needs significant work that you don’t want to commit to — selling it will make more
sense. Take stock of your emotional attachment to the property, if any, and how you
would feel if it were no longer in the family. If you think you want to sell, talk to a local
real estate agent about how much the house is worth in today’'s market.

e Do | have to pay capital gains taxes on a property | inherited?

You may owe capital gains on inherited property — but only after you sell it. The gain is
based on the difference between the final sale price and the cost basis of the property,
typically the fair market value of the home on the day the decedent died. However, even
if you sell for a profit, you may not owe capital gains tax. There are a lot of factors that '
depends on, including exactly how much money you earn on the sale and whether you
file taxes individually or jointly with a spouse.

o How fast can | sell a house | inherited?

Before you can sell you must have legal ownership, which can take quite a while if the
inheritance must go through the probate process. Once you can legally seli, how long

that takes depends on your local market conditions and how you choose to sell. Selling
to a local cash-homebuying company can take just a couple weeks, or sometimes less.




£Using an agent will certainly take longer than that, but is likely to get you a higher price
for the home.

So You Inherited a House. What Does That Mean for Your Taxes?
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Inherited property may sound like a windfall. But it can actually be complicated and difficult to
sort out—especially when you're stressed and grieving a loved one who has passed away. In
some cases, this real estate can be expensive for you too. Inheriting your great-aunt's vacation
house on Nantucket? Great. Inheriting your great-aunt’s missed mortgage payments and tax
bill? Not so great.

Depending on how organized your loved one was about financial planning, you may have loose
ends to tie up. The way they set up their estate (the umbrella term used to describe all of their
property and money) determines how all of their assets will be distributed. To better understand
how the process works, including fees you may have to pay, we reached out to financial experts
to break it down. Keep reading to learn everything you need to know about inheriting a house,
including how and when the property will be transferred to you and what you can do with it.

How Inherited Property Works

When a homeowner passes away, their house lands in probate. Probate is a court proceeding
that divvies up a deceased person's stuff. It can be a slow process (it could be years before you
get to use that Nantucket beach house), and it's expensive: There are court fees, appraisal fees,
and other expenses involved. You may even have to immediately pay off the mortgage upon
inheriting the home. "Every mortgage has a due-on-sale clause, and, legally, any transfer
triggers it,” says Jody Fay, a real estate attorney in New York and Connecticut with more than 20
years of experience. "But the reality may be that as long as the lender continues to be paid, they
might not enforce the due-on-sale clause.”

Another downside to probate is that it's public record. If your family has any financial dirty
laundry, it will be aired for everyone to gossip about—and suddenly your windfall may feel more
like a burden.

Benefits of a Trust

Homeowners often place their homes in a trust to avoid probate. The main purpose of having a
trust is to_legally and smoothly transfer a home (or homes) to beneficiaries. “Trusts help provide

a roadmap for family members—they spell out the homeowner's goals and desires for their
property after they pass away,” cays Caroline McKay, a senior wealth strategist at CIBC Private

Wealth with more than 15 years of experience in wealth management.
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Types of Trusts

There are two types of trusts: revocable and irrevocable. Revocable trusts are controlled by the

person who created the trust (the homeowner) and can be changed or amended at any time. In
the instance of an irrevocable trust, the homeowner appoints a trustee to control their estate.
Both types of trusts keep a house out of probate—and save beneficiaries a lot of hassle—but
the biggest benefit of an irrevocable trust is that it also protects family members from estate
taxes and inheritance taxes.

How to Set Up a Trust

In order to create a trust, a homeowner will need to hire a trusts and estates attorney. Setting up
a trust requires you to shell out some money (experts put this at roughly $5,000, but it can vary
based on the complexity of trust), and there's some significant paperwork involved, but it's in
everyone's best interest. During this process, transparency is key. “The more conversations
parents can have with their kids before they die about their intentions for their estate will help
avoid squabbles between siblings down the road,” McKay says.

Taxes on Inherited Property

You don't have to worry too much about the federal estate tax, which is taken out of the
deceased person's estate before you receive the home you inherited. You only qualify for this if
your estate is worth more than $13.61 million (so not an issue for the vast majority of people)—
and surviving spouses are exempt from having to pay that anyway. Only 11 states have estate
taxes (Washington, Oregon, Minnesota, lllinois, Maryland, New York, Connecticut, Rhode Island,
Massachusetts, Vermont, and Maine—plus Washington, D.C.), and the amount varies from state
to state.

Inheritance taxes are fees you have to pay once the home officially falls under your ownership.

There is no federal inheritance tax, and only six states impose inheritance taxes—Nebraska,
lowa, Kentucky, Pennsylvania, New Jersey, and Maryland. Each state has its own guidelines. As
an example, according to the Pennsylvania Department of Revenue, in Pennsylvania there is a 0
percent tax for transfer to a spouse; 4.5 percent tax to direct descendants (kids, grandkids); 12

percent if the house is going to a sibling; and 15 percent if the home is left to some other type
of heir.

Should You Sell the Home or Keep It?

Inheriting a house also means potentially inheriting a mortgage, home equity loans, and liens,
along with whatever issues it may have (a leaky roof, cracked foundation, and so on). You can
also get slapped with a capital gains tax if you sell. “The capital gains tax is 20 percent of the
difference between the value of the house at the time the person died and the price you sold
the house for,” says Philip Camporeale, CPA, an accountant in Staten Island, New York. In other
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words, if the house was appraised at $1 million, and you sold it for $1.2 million, you would owe
$40,000 in capital gains tax. So there are costs to consider,

On the bright side, if your loved one’s house is in good condition, selling it can provide you with
a nice nest eqg. Or it may make more financial sense to sell your current home and move into
the house, especially if it's paid off or has a much lower mortgage rate, which can make it more
affordable to live in. "Many people move into homes that they inherit,” says Lisa Ninow, principal
broker at Stone Edge Real Estate in Park City, Utah, who points out that this can be an especially
good option in the current market, with housing prices being so high. You could sell your house
and make a profit, then move into this other house that you now own.

Joint Ownership

Things get more complicated if you have siblings and inherit the house together. In that case,
you'll have to work out who will keep the house, if you are going to share it, or if you and your
siblings are going to sell it. “An owner will usually include provisions in a will or trust about their
intent for how the real estate should be owned or used. For example, if one child is currently
living in the house and the intent is for that child to continue living in the house after the
parents’ death, the estate plan may include provisions specifically leaving the house to that child
and equalizing the other siblings with other estate assets,” says McKay.

Selling the house and dividing the profit evenly is a good way to dodge the potential
relationship-ending fights that can occur in these situations, but sometimes siblings do choose
to co-own the house (as in, you get the house in Jackson Hole for December break, and we'll
take it for President's Day weekend), or one buys the other(s) out. This entails hiring a real estate
lawyer and having the house appraised. After that, the sibling who wants the house agrees to
pay the other(s) their share of the fair market value of the home.

Some people choose to hold onto houses that they inherit without living in them. If you like the
house or its location but your job or your kids prevent you from moving across the country to
live in it, consider renting it out for a while. This is especially wise if the home is in a place that
you might like to retire someday, like in Florida, or in a vacation spot. And sometimes people
Just like to keep a special house “in the family.” You can't put a price tag on the sentimental
value of the beloved house you grew up in or the beach house full of so many fond summer
memories.






