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Reg. Section 1.163-10T(p)(3)(ii)  
Qualified residence interest (temporary) 

. . . 
(p) Definition of qualified residence. 

(1) In general. The term "qualified residence" means the taxpayer's principal residence 
(as defined in paragraph (p)(2) of this section), or the taxpayer's second residence (as 
defined in paragraph (p)(3) of this section). 

(2) Principal residence. The term "principal residence" means the taxpayer's principal 
residence within the meaning of section 1034. For purposes of this section, a taxpayer 
cannot have more than one principal residence at any one time. 

(3) Second residence. 
(i) In general. The term "second residence" means- 

(A) A residence within the meaning of paragraph (p)(3)(ii) of this section, 

(B) That the taxpayer uses as a residence within the meaning of paragraph 
(p)(3)(iii) of this section, and 

(C) That the taxpayer elects to treat as a second residence pursuant to 
paragraph (p)(3)(iv) of this section. 

A taxpayer cannot have more than one second residence at any time. 

(ii) Definition of residence. Whether property is a residence shall be determined 
based on all the facts and circumstances, including the good faith of the taxpayer. 
A residence generally includes a house, condominium, mobile home, boat, or 
house trailer, that contains sleeping space and toilet and cooking facilities. A 
residence does not include personal property, such as furniture or a television, 
that, in accordance with the applicable local law, is not a fixture. 

(iii) Use as a residence. If a residence is rented at any time during the taxable 
year, it is considered to be used as a residence only if the taxpayer uses it during 
the taxable year as a residence within the meaning of section 280A(d). If a 
residence is not rented at any time during the taxable year, it shall be considered 
to be used as a residence. For purposes of the preceding sentence, a residence will 
be deemed to be rented during any period that the taxpayer holds the residence out 
for rental or resale or repairs or renovates the residence with the intention of 
holding it out for rental or resale. 

(iv) Election of second residence. A taxpayer may elect a different residence 
(other than the taxpayer's principal residence) to be the taxpayer's second 
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residence for each taxable year. A taxpayer may not elect different residences as 
second residences at different times of the same taxable year except as provided 
below- 

(A) If the taxpayer acquires a new residence during the taxable year, the 
taxpayer may elect the new residence as a taxpayer's second residence as 
of the date acquired; 
 
(B) If property that was the taxpayer's principal residence during the 
taxable year ceases to qualify as the taxpayer's principal residence, the 
taxpayer may elect that property as the taxpayer's second residence as of 
the date that the property ceases to be the taxpayer's principal residence; or 
 
(C) If property that was the taxpayer's second residence is sold during the 
taxable year or becomes the taxpayer's principal residence, the taxpayer 
may elect a new second residence as of such day. 

 
(4)Allocations between residence and other property. 

(i) In general. For purposes of this section, the adjusted purchase price and fair 
market value of property must be allocated between the portion of the property 
that is a qualified residence and the portion that is not a qualified residence. 
Neither the average balance of the secured debt nor the interest paid or accrued on 
secured debt is so allocated. Property that is not used for residential purposes does 
not qualify as a residence. For example, if a portion of the property is used as an 
office in the taxpayer's trade or business, that portion of the property does not 
qualify as a residence. 
 
(ii) Special rule for rental of residence. If a taxpayer rents a portion of his or her 
principal or second residence to another person (a "tenant"), such portion may be 
treated as used by the taxpayer for residential purposes if, but only if- 

(A) Such rented portion is used by the tenant primarily for residential 
purposes, 
 
(B) The rented portion is not a self-contained residential unit containing 
separate sleeping space and toilet and cooking facilities, and 
 
(C) The total number of tenants renting (directly or by sublease) the same 
or different portions of the residence at any time during the taxable year 
does not exceed two. For this purpose, if two persons (and the dependents, 
as defined by section 152, of either of them) share the same sleeping 
quarters, they shall be treated as a single tenant. 

 
(iii) Examples. 
 
Example (1). D, a dentist, uses a room in D's principal residence as an office 
which qualifies under section 280A(c)(1)(B) as a portion of the dwelling unit used 
exclusively on a regular basis as a place of business for meeting with patients in 
the normal course of D's trade or business. D's adjusted purchase price of the 
property is $65,000; $10,000 of which is allocable under paragraph (o)(4)(i) of 
this section to the room used as an office. For purposes of this section, D's 



residence does not include the room used as an office. The adjusted purchase 
price of the residence is, accordingly, $55,000. Similarly, the fair market value of 
D's residence must be allocated between the office and the remainder of the 
property. 
 
Example (2). J rents out the basement of property that is otherwise used as J's 
principal residence. The basement is a self-contained residential unit, with 
sleeping space and toilet and cooking facilities. The adjusted purchase price of the 
property is $100,000; $15,000 of which is allocable under paragraph (o)(4)(i) of 
this section to the basement. For purposes of this section, J's residence does not 
include the basement and the adjusted purchase price of the residence is $85,000. 
Similarly, the fair market value of the residence must be allocated between the 
basement unit and the remainder of the property. 

 
(5)Residence under construction. 

(i) In general. A taxpayer may treat a residence under construction as a qualified 
residence for a period of up to 24 months, but only if the residence becomes a 
qualified residence, without regard to this paragraph (p)(5)(i), as of the time that 
the residence is ready for occupancy. 
 
(ii) Example. X owns a residential lot suitable for the construction of a vacation 
home. On April 20, 1987, X obtains a mortgage secured by the lot and any 
property to be constructed on the lot. On August 9, 1987, X begins construction of 
a residence on the lot. The residence is ready for occupancy on November 9, 
1989. The residence is used as a residence within the meaning of paragraph 
(p)(3)(iii) of this section during 1989 and X elects to treat the residence as his 
second residence for the period November 9, 1989, through December 31, 1989. 
Since the residence under construction is a qualified residence as of the first day 
that the residence is ready for occupancy (November 9, 1987), X may treat the 
residence as his second residence under paragraph (p)(5)(i) of this section for up 
to 24 months of the period during which the residence is under construction, 
commencing on or after the date that construction is begun (August 9, 1987). If X 
treats the residence under construction as X's second residence beginning on 
August 9, 1987, the residence under construction would cease to qualify as a 
qualified residence under paragraph (p)(5)(i) on August 8, 1989. The residence's 
status as a qualified residence for future periods would be determined without 
regard to paragraph (p)(5)(i) of this section. 

 
(6)Special rule for time-sharing arrangements. Property that is otherwise a qualified 
residence will not fail to qualify as such solely because the taxpayer's interest in or right 
to use the property is restricted by an arrangement whereby two or more persons with 
interests in the property agree to exercise control over the property for different periods 
during the taxable year. For purposes of determining the use of a residence under 
paragraph (p)(3)(iii) of this section, a taxpayer will not be considered to have used or 
rented a residence during any period that the taxpayer does not have the right to use the 
property or to receive any benefits from the rental of the property. 

 
      . . .  


