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Reg. Section 1.121-2(b)
Limitations

‘ (b) Application of section 121 to only 1 sale or exchange every 2 years.
(1) In general. Except as otherwise provided in §1.121-3 (relating to the reduced
maximum exclusion), a taxpayer may not exclude from gross income gain from the sale
or exchange of a principal residence if, during the 2-year period ending on the date of the
sale or exchange, the taxpayer sold or exchanged other property for which gain was
excluded under section 121. For purposes of this paragraph (b)(1), any sale or exchange
before May 7, 1997, is disregarded.

(2) Example. The following example illustrates the rules of this paragraph (b). The
example assumes that 81.121-3 (relating to the reduced maximum exclusion) does not
apply to the sale of the property. The example is as follows:

Example. Taxpayer A owns a townhouse that he uses as his principal residence for 2 full
years, 1998 and 1999. A buys a house in 2000 that he owns and uses as his principal
residence. A sells the townhouse in 2002 and excludes gain realized on its sale under
section 121. A sells the house in 2003. Although A meets the 2-year ownership and use
requirements of section 121, A is not eligible to exclude gain from the sale of the house
because A excluded gain within the last 2 years under section 121 from the sale of the
townhouse.
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