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Personal Residence Gain Exclusion 
Prop ert y  T ax B asis “Roll-O v er” 

 
 
Are you afraid to sell your personal residence because of the tax conseq uences?   D o 
you k now  w hat these tax conseq uences actually are?   I f you buy a new  house w ill 
your property taxes g o up?   H opefully this short article w ill clarify the current law  
w ith reg ard to selling  your personal residence and property taxes.   
 
B efore w e beg in,  please be adv ised that this is g eneral inform ation and should not be 
relied upon for your specific tax situation.  Y ou should seek  out adv ice from  a tax 
professional to address your specific needs.   
Section 121 – Personal Residence Gain Exclusion 
I n the past you could sell your hom e and roll the g ain ov er into a m ore expensiv e 
hom e.  T his w ould defer any taxable g ain to the point w hen you finally sold your 
hom e for cash,  or dow nsiz ed your hom e.  F ortunately,  this law  w as chang ed in 1 9 9 7 .   
 
T he current law  allow s for one to sell their personal residence and exclude up to 
$ 2 50 , 0 0 0  of g ain per person ( or $ 50 0 , 0 0 0  for a m arried couple) .  O f course,  there are 
pre-req uisites that m ust be m et in order for this personal residence g ain exclusion to 
apply.  V ery g enerally these are:  
 

1 )  Y ou m ust hav e ow ned the hom e for at least 2  out of the last 5 years,  and 
2 )  Y ou m ust hav e li v ed in the hom e for at least 2  out of the last 5 years 

 
T here are m any cav eats and special circum stances that could affect the hom e sale g ain 
exclusion.  N ew lyw eds,  di v orcing  couples and renting  of the property are som e of the 
v arious situations w hich could drastically affect your q ualifications in m eeting  the 
fav orable g ain treatm ent.  S pecific em ploym ent,  health,  and unforeseen circum stances 
can also q ualify a person for partial g ain exclusion.  T hese are k now n as safe-harbor 
exceptions.   
Property Tax Issues: 
S ince the adv ent of P roposition 1 3  in C alifornia property tax rates hav e been 
determ ined by the orig inal purchase price of your hom e,  plus a sm all yearly inflation 
adj ustm ent.  U nless you m ov e and purchase a new  hom e,  your property tax w ill 
rem ain fairly stable and predictable.   
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O nce you sell your hom e and purchase a new  hom e your property tax is re-calculated 
using  your new  hom e purchase price.  T his g enerally w ork s out to about 1 .2 5%  to 1 .4 %  
of the new  purchase price of your hom e in C alifornia.  V arious county bond issues,  
special serv ice districts,  etc. are the cause of the v ariation in tax rates.   
 
F ortunately,  som e counties in C alifornia hav e special prov isions for people ov er the 
ag e of 55 or disabled.  T hey allow  these “ seniors”  and disabled to “ rollov er”  their 
property tax basis to new  hom es in the sam e county.  P roposition 6 0  allow s any 
person w ho is 55 years old or older,  or their spouse,  or w ho is sev erely and 
perm anently disabled,  as defined,  w ho resides in a property elig ible for the 
H om eow ners'  E xem ption or is currently receiv ing  the D isabled V eterans'  E xem ption 
to transfer the base-year v alue of their principal residence to a replacem ent dw elling  
of eq ual or lesser v alue within the same county. O ther q ualifications apply and this is 
only a g eneral g uideline.   
 
I n any case,  it is hig hly recom m ended that one speak  w ith a tax adv isor before listing  
their property for sale so they are fully aw are of the tax conseq uences.  W hile m ost 
w ill q ualify for the personal residence g ain exclusion if they m eet the ow nership and 
use tests,  som e w ill not for any num ber of reasons.  T hus it is m uch better to plan 
ahead than be caug ht w ith a hug e tax bill.     
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