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Sale of Principal Residence 

For sales of a principal residence, up to $500,000 of gain on a joint return ($250,000 on a single or separate return) 

can be excluded. To be eligible for the exclusion, the residence must have been owned and occupied as your 

principal residence for at least two of the five years preceding the sale. The exclusion is available each time a 

principal residence is sold, but only once every two years. Special rules apply in the case of sales of a principal 

residence after a divorce and sales due to certain unforeseen circumstances. If a taxpayer satisfies only a portion 

of the two-year ownership and use requirement, the exclusion amount is reduced on a pro rata basis. 

Example: Husband and wife file a joint return. They own and use a principal residence for 15 months and 

then move because of a job transfer. They can exclude up to $312,500 of gain on the sale of the residence 

(5/8 of the $500,000 exclusion). 

For sales or exchanges after December 31, 2008, a portion of the gain attributable to a period when the residence 

is not used as a principal residence will not be eligible for the exclusion. Periods of ineligible use prior to January 1, 

2009, will not be considered. 

Planning Suggestions: If you want to sell your principal residence but are unable to do so because of 

unfavorable market conditions, you can rent it for up to three years after the date you move out and still 

qualify for the exclusion. However, any gain attributable to prior depreciation claimed during the rental 

period will be taxed at a maximum 25 percent rate. 

If you own appreciated rental property that you wish to sell in the future, you may consider moving into the 

property to convert it to your principal residence. You will need to live in the property for at least two of the five 

years preceding the sale of the property. As long as you haven’t sold another principal residence for the two years 

prior to the sale, a portion of the gain is excluded. Any gain attributable to prior depreciation claimed will be taxed 

at a maximum 25 percent rate. 

The sale of a principal residence does not qualify for the exclusion if during the five-year period prior to the sale, 

the property was acquired in a tax-free like-kind exchange. 

 


