Reinvestment Benefit on the Sale of Your Primary Home in Portugal

If you're a tax resident in Portugal and you decide to sell your primary home, you may be
eligible for a reinvestment benefit, which allows you to potentially avoid paying capital
gains tax on the sale. The benefit is designed to encourage homeownership and investment in
property within Portugal. Here’s an explanation of how it works, the requirements for
eligibility, and the potential tax benefits.

Capital Gains Tax on the Sale of Your Primary Home in Portugal

Before diving into the reinvestment benefit, it’s important to understand the general tax
treatment of the sale of your primary home in Portugal.

o Capital Gains Tax (CGT): When you sell property in Portugal, the capital gain (the
difference between the sale price and the original purchase price) is usually subject to
capital gains tax.

o Tax Rate: For tax residents in Portugal, 50% of the capital gain is added to your
taxable income, and it is taxed at your marginal tax rate. The rates for individuals can
range from 14.5% to 48%, depending on your income level.

However, there is a tax exemption available for the sale of your primary home under certain
conditions, provided you reinvest the proceeds into another property.

The Reinvestment Benefit

The reinvestment benefit allows you to avoid paying capital gains tax on the sale of your
primary residence if you reinvest the proceeds into the purchase of another primary home.
This benefit applies to both residents and non-residents of Portugal.

Conditions for the Reinvestment Benefit
To benefit from the tax exemption, the following conditions must be met:

1. The Property Sold Must Be Your Primary Home:

o The property you sell must have been your primary residence in Portugal for
at least two years prior to the sale.

o A primary residence is defined as a property that you live in as your main
home for the majority of the year.

2. Reinvestment in a New Primary Residence:

o The proceeds from the sale must be reinvested in the purchase of another
primary home in Portugal or within the European Union (EU) or European
Economic Area (EEA).

The new property must also be used as your primary residence.
The reinvestment must occur within 36 months of the sale of the original
property. The new home must be purchased, and the money must be
effectively used for the purchase or construction of this new home during this
period.

3. Amount of Reinvestment:

o The amount of the capital gain that is exempt from tax depends on how much
of the sale proceeds are reinvested.



o Ifthe entire capital gain is reinvested in a new home, then the full capital gain
is exempt from taxation.

o Ifyou reinvest only a portion of the proceeds, the tax exemption applies only
to the portion of the gain corresponding to the reinvested amount.

4. Age Condition:

o There’s an additional consideration for individuals aged 65 or older. If you
are aged 65 or older, the reinvestment benefit can still apply even if the
reinvestment is not made in the same way (i.e., if it’s not in a new home but in
a different type of investment). However, this can depend on specific
circumstances and additional rules that might apply.

Exemption from Capital Gains Tax

If you meet the requirements for reinvestment, you can avoid paying capital gains tax on the
sale of your primary home. For example:

o Ifyou sell your primary home for €300,000 and originally purchased it for €150,000,
your capital gain is €150,000. If you reinvest the entire €300,000 (or the equivalent
amount) into a new primary residence, you would not have to pay capital gains tax on
the €150,000 gain.

e Ifyou reinvest only €200,000, you will only be exempt from tax on 2/3 of the gain.
Therefore, you will pay capital gains tax on the remaining 1/3 of the gain.

How the Reinvestment Benefit Works:

e Reinvestment Deadline: The reinvestment must occur within 36 months following
the sale of the original property. If you do not reinvest the funds within this period,
the capital gains tax exemption will no longer apply, and you will be liable for tax on
the capital gain.

e Documentation: You will need to provide documentation of the reinvestment in the
new property. This includes proof of the purchase or construction of the new home,
such as a sales contract or other official paperwork.

Additional Considerations

1. Tax Residents and Non-Residents: The reinvestment benefit applies to both tax
residents and non-residents in Portugal. As long as the conditions are met (primary
residence, reinvestment in a new home, and meeting the timeline), the benefit can be
used regardless of your residency status.

2. Selling Before Meeting the 2-Year Condition: If you sell the property before
meeting the two-year primary residence condition, you may still be able to benefit
from the reinvestment exemption, but only under certain conditions. In some cases,
the exemption may be partially reduced, and the exact rules can depend on the
specific facts of your case.

3. Inheritance and Donations: If the property is inherited or received as a donation, the
reinvestment benefit may still apply if the property sold is your primary home, and
you meet the reinvestment conditions.

4. Other Taxes: Keep in mind that while the reinvestment benefit can exempt you from
capital gains tax, other taxes may still apply, such as municipal property transfer
tax (IMT) or stamp duty on the purchase of the new property.



Example Scenario

Let’s say you’re a tax resident in Portugal and sell your primary residence for €250,000,
which you originally bought for €150,000. Your capital gain is €100,000 (€250,000 sale price
- €150,000 purchase price). You then buy another home for €200,000 and reinvest the entire
€200,000. In this case, since you reinvested the full amount of the proceeds, the €100,000
capital gain will be exempt from capital gains tax.

However, if you had only reinvested €150,000 of the €250,000, then you would be exempt
from tax on €60,000 of the gain (€150,000 reinvested / €250,000 total proceeds x €100,000
capital gain).

Conclusion

The reinvestment benefit in Portugal is an attractive tax advantage for homeowners who sell
their primary residence and invest the proceeds into a new primary home. This tax exemption
can significantly reduce or even eliminate capital gains tax, encouraging homeownership and
reinvestment in the Portuguese property market.

If you’re considering selling your primary home in Portugal, it’s important to understand the
requirements for the reinvestment benefit and ensure that you meet the conditions for full
exemption. Always keep documentation of the sale and reinvestment, and consider seeking
advice from a tax professional to optimize your tax situation.



