of retirement age or oldeAll of the units nity to monitor the overall well-being, nu-
in Complex M are available to members ofrition, and health of the residents.
the general public. Complex M isme Only the basic services are made avail-
prised of Building X, Buildig Y, and able to residents of Building X. No other
Building Z, each of which is composed ofservices are included in the monthly pay-
similarly constructed housing units thament. Continual or frequent nursing,
@ have separate and complete facilities fanedical, or psychiatric services are not
living, sleeping, eating, cooking, bathing/made available in Building X.
and sanitation The cooking and eating The basic services and the Builgiw
area contains a small refrigenata sink, a support services are made available to
pull-down table, and a two-burner stoveesidents of Buildig Y. The Building Y
with an oven. Each unitis designed so thatupport services are as follows: &ssi
the stove can be replaced with a full-sizethnce by medication management techni-
microwave oven if the physical or mentatians in medication management and in-
frailties of the resident make it imprudentake; maintenance of detailed medication
to provide a functioning cooking stove. records; consultation with a nurse as
Each resident enters into a lease aneeded about health concerns and med-
rangement with Complex MThe amount ication plans; assistance by non-medically
of the monthly payment under the leaseertified aides each day during waking
varies according to the level of care prohours in activities of daily living that in-
vided in the building in which the residentclude getting in and out of bed and chairs,
resides, with Building Z commanding thewalking, using the toilet, dressing, eating,
largest payment and Building X theand bathing; and routine checks by staff
smallest paymentThe monthly payment members of Buildig Y to insure the resi-
is made in exchange for use of an individdents general well-being. Some residents
ual unit, basic services and, with respedf Building Y have incapacitating infirmi-
to Buildings Y and Z, other services.ties that require continual assistance, but
Under a lifetime lease payment optiongo not require continual or frequent nurs-
26 CFR 1.103-8: Intest on bonds to finance residents of Complex M may pay a fixedng, medical, or psychiatric services.
certain exempt facilities. monthly amount for the time they resideContinual or frequent nursing, medical, or
(Also sections 145 and 103) . e . L - .
in Complex M The lifetime lease option psychiatric services are not made avail-
Residential rental property. For pur- guarantees a resident the right to move tble in Buildirg Y.
poses of section 142(d) and 145(d) of the unit in Building Y or Z if the resident ~ The basic services and the Builgix
Code, the ruling provides that the availfequires additional care. support services are made available to
ability of continual or frequent medical, The basic services available to the resiesidents of Building Z. In addition,
nursing, or psychiatric services in a facildents in all three buildings include: launBuilding Z is stdfed in the following
ity for the residents of the facility will dry; housekeeping; regular daily meals imanner: registered nurses are on duty for
cause the facility to be other than residerihe common dining areas; 24 hour monii2 hours each day; licensed practical
tial rental propest. Other non-housing tored emegency call service using callnurses are on duty for 24 hours each day;
services available in a facility for the resibuttons and two-way communication deand licensed nurseaides are available 24
dents of the facility generally will not vices located in each room of a unithours each da The nurses and nurses’
cause the facility to be other than residerplanned social activities; and scheduledides are available to provide nursing care

tial rental propest transportation to various sites in the vicinfor residents medical or psychiatric
ity including commercial areas, shoppingheeds Thus, continual or frequent nurs-
Rev. Rul. 98-47 centers, hospitals, and docwdfices. ing, medical, or psychiatric services are
Building X, Building Y, and Building Z made available in Building Z.
ISSUE each contains a separate common dining Residents in Building X are required to

o ) .area The dining area in each buildingmove into Building Y or Z or another fa-
Are the buildings described below resiyijj he used exclusively by residents ofility outside of Complex M if, because of
dential rental property for purposes ofomplex M and visitors of those iies physical or mental disabijit they require
§ 142(d) and § 145(d) of the Internal ReVgents The size of the dining area in anyadditional care beyond thaffered by
enue Code? building does not exceed that necessary Ruilding X. Residents in Buildings X and
FACTS serve the residents of the building and are required to move into Building Z or
their guests The dining area serves theanother facility outside of Complex M if
Complex M provides housing units on aspecial needs of the residents and-prthey require continual or frequent nurs-
non-transient basis for individuals who areides the st of Complex M an opportu- ing, medical, or psychiatric services.
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LAW AND ANALYSIS units. Section 145(d)(2) provides certaiiin the regulations under § 42 regarding
exceptions to § 145(d)(1). The legislativehe nature of the facility based on the fre-
Under the general rule of 8 103(a)pistory of § 145(d) indicates that thequency of nursing, medical, or psychiatric
gross income does not include interest gy 456 residential rental property for famservices available in the facility is also the
any state or local bond. Sectiony ynits in § 145(d) has the same meaningppropriate standard for determining
103(b)(1), however, provides that the exas residential rental property undewhether facilities are residential rental
clusion does not apply to any private acs 1 103-g(b) of the Income Tax Regulaproperty for purposes of § 142(d) and
tivity bond unless it is one of the qualified;jgns. § 145(d).
bonds under § 141(e). Among these qual- ynger § 1.103-8(b)(4), a residential For purposes of § 142(d) and § 145(d),
ified bonds are exempt facility bonds andenta project is residential rental propertyf a facility makes available continual or
qualified § 501(c)(3) bonds. that meets certain requirements includinffequent nursing, medical, or psychiatric
_Section 142(a) describes an exempt f@sccupancy requirements by low-incomeervices, the facility will not be residen-
cility bond as any bond issued as part knants during the period when the unittial rental property under § 142(d) or
an issue of bonds if 95 percent or more gfy;st be continually rented or available fo§ 145(d). In the case of a mixed use facil-
the net proceeds of the issue are to Rgntal. Residential rental property is aty, the allocable portion of the facility in
used to provide listed types of projects ofyilding or structure, together with anywhich continual or frequent nursing, med-
facilities. Within the list, in § 142(a)(7), functionally related and subordinate faciliical, or psychiatric services are made
are qualified residential rental projects. tjes, containing one or more similarly conavailable will not be residential rental
Section 142(d) defines a qualified resistrycted units that are available to menmproperty under § 142(d) or § 145(d).
dential rental project as a project for resipers of the general public and used on As set forth in the facts above, Building
dential rental property that houses ocClgther than a transient basis. The regul, Building Y, and Building Z each con-
pants who meet one of the alternativgons also provide that hotels, motels, dottains complete living units within the
income tests at all times throughout gnjtories, fraternity and sorority housesmeaning of § 1.103-8(b)(8), all of the liv-
qualified project period. In the Tax Reyooming houses, hospitals, nursing homesg units within the respective buildings
form Act of 1986, 1986-3 (Vol. 1) C.B. sanitariums, rest homes, and trailer parkare available to the general public, and all
519-575 (the “1986 Act”), Congress reorand courts for use on a transient basis aoé the living units are used on a non-tran-
ganized § 103 and § 103A of the Internghot residential rental projects. sient basis. Since Complex M also pro-
Revenue Code of 1954 (the “1954 Code”) Section 1.103-8(b)(8) defines a “unit’vides significant non-housing services to
regarding tax-exempt bonds into § 103s any accommodation containing sepaesidents of the three buildings (including
and 88 141 through 150 of the Internajate and complete facilities for living, continual or frequent nursing, medical, or
Revenue Code of 1986. Congress insleeping, eating, cooking, and sanitatiorpsychiatric services to the residents of
tended that to the extent not amended bhe regulations note that an example of Building Z), the analysis must consider
the 1986 Act, all principles of pre-1986unit would be a separate and distincthe nature and extent of the non-housing
Act law would continue to apply to the re-apartment containing a living area, aervices. In the case of Complex M, the
organized provisions. 2 H.R. Conf. Repsleeping area, bathing and sanitation fanalysis must examine whether the build-
No. 841, 99th Cong., 2d Sess. 11-68gilities, and cooking facilities equippedings of Complex M are hospitals, nursing
(1986), 1986-3 (Vol. 4) C.B. 686. (Con-with a cooking range, refrigerator, anchomes, sanitariums, or rest homes rather
ference Report). Because no Income Tank. than residential rental property. For pur-
Regulations have been promulgated under Additional insight into the meaning of poses of § 142(d) and § 145(d), labels are
§ 142(d), the regulations promulgatedesidential rental property can be foundot determinative. The focus of these sec-
pursuant to 8 103(b)(4) of the 1954 Codender § 42, which provides the low-in-tions, their legislative histories, and the
continue to apply to residential rentacome housing credit. 2 H.R. Conf. Repapplicable regulations thereunder, is
property except as otherwise modified byo. 841, 99th Cong., 2d Sess. |I-8@hether the facilities are, in substance,
the 1986 Act and subsequent law. (1986), 1983-3 (Vol. 4) C.B. 89, statesesidences or health care facilities. There-
Section 145(a) describes a qualifiedhat the phrase “residential rental propfore, the nature and degree of the services
§ 501(c)(3) bond as any bond issued asty” generally has the same meaningrovided by the facility controls.
part of an issue of bonds if all of the propunder both § 42 and § 142(d). Significant non-housing services are
erty to be provided by the net proceeds of Section 1.42-11(b) provides a distincmade available to residents of Building X
the issue is to be owned by a § 501(c)(3)on between residential rental propertieand Building Y, including meals and vari-
organization or a governmental unit anénd health care facilities by focusing orous support services. The services avail-
95 percent or more of the net proceeds @fhether frequent nursing, medical, oable to residents of Building X and Build-
the issue are used in a manner related pgychiatric services are provided to resing Y do not include continual or frequent
the exempt purpose of the § 501(c)(3) odents. Under that section, if continual onursing, medical, or psychiatric services
ganization. Under § 145(d)(1), however, frequent nursing, medical, or psychiatri@lthough, under the lifetime lease option,
bond generally is not a qualifiedservices are provided to residents, it isertain residents are assured that they will
§ 501(c)(3) bond if net proceeds of thegresumed that the building is ineligiblereceive continual or frequent nursing,
issue are used directly or indirectly to profor the credit as is the case with a hospitahedical, or psychiatric services in Build-
vide residential rental property for familyor nursing home. The distinction drawring Z if required. Thus, under the princi-
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ples set forth above, Buildings X and Yruling are Harold N. Diamond and Timo-use by department stores employing the

would be residential rental property. thy L. Jones of the Office of Associateretail inventory and last-in, first-out in-
Continual or frequent nursing, medicalChief Counsel (Domestic) and Edwin Gventory methods for valuing inventories

or psychiatric services are made availabl®swald of the Department of the Treafor tax years ended on, or with reference

to residents of Building Z in addition tosury. For further information regardingto, July 31, 1998.

the same non-housing services that athis revenue ruling contact Harold N. Dia-

made available to residents of Building Xmond at 202-622-3980 (not a toll-freeRev. Rul. 98-48

and Building Y. Thus, under the princi-call). The following Department Store Inven-
ples set forth above, Building Z would not tory Price Indexes for July 1998 were is-
be a residential rental property. _ - sued by the Bureau of Labor Statistics.
HOLDING Section 145.—Qualified The indexes are accepted by the Internal
501(c)(3) Bond Revenue Service, under § 1.472-1(k) of

Building X and Building Y are residen- the Income Tax Regulations and Reuv.

tial rental property for purposes Of26 CFR 1.103-8(b): Residential rental property.  prqg. 86-46, 1986—2 C.B. 739, for appro-

§ 142(d) and § 145(d). Because continual For purpose of sections 142(d) and 145(d) of thEriate application to iﬂventories OT qepart-
or frequent nursing, medical, or psychiCode, the ruling provides that the availability ofment stores employing the retail inven-
atric services are made available in Builgeontinual or frequent medical, nursing, or psychitory and last-in, first-out inventory

ing Z, Building Z is not residential I‘entala.tr.lc services in afamlﬁ_y for the residents of the famethods for tax years ended on, or with
ility will cause the facility to be other than residen-

property for purposes of § 142(d) an(ﬁal rental property. Other non-housing serviceé’(aference to, July 31, 1998. .

§ 145(d). available in a facility for the residents of the facility 1he Department Store Inventory Price
Neither Building X nor Building Y generally will not cause the facility to be other tharilndexes are prepared on a national basis

would fail to be residential rental propertyesidential rental property. See Rev. Rul. 98-47and include (a) 23 major groups of depart-

under § 142(d) or § 145(d) merely becaus¥9® ments, (b) three special combinations of
it was called a hospital, a sanitarium, a rest the major groups - soft goods, durable
home, or a nursing home. Similarly, . . . goods, and miscellaneous goods, and (c) a
Building Z would not be residential rentalS€CtioN 472.—Last-in, First-out  siore total, which covers all departments,
property under § 142(d) or § 145(dynventories including some not listed separately, ex-
merely because it was called an assisted cept for the following: candy, food,

26 CFR 1.472-1: Last-in, first-out inventories. quuor’ tobacco, and contract departments.

LIFO; price indexes; department
DRAFTING INFORMATION stores. The July 1998 Bureau of Labor

The principal authors of this revenueStatistics price indexes are accepted for

living facility or an elderly care facility.

BUREAU OF LABOR STATISTICS, DEPARTMENT STORE
INVENTORY PRICE INDEXES BY DEPARTMENT GROUPS
(January 1941 = 100, unless otherwise noted)

Percent Change

Groups July July from July 1997
1997 1998 to July 1998
1. Piece GOOdS . ..o e 539.8 547.7 1.5
2. Domesticsand Draperies . . ... 656.1 626.7 -4.5
3. Women’s and Children's Shoes .. ...................... 641.6 642.3 0.1
4, Men's Sh0ES .. ... .o 902.6 906.5 0.4
5. Infants’™Wear . ......... .. 637.9 606.8 -4.9
6. Women'sUnderwear .............. 0., 543.5 573.1 54
7. WOomen's HOSIEry .. ...t 297.8 307.6 3.3
8. Women'’s and Girls’Accessories . ..., 544.5 539.3 -1.0
9. Women'’s Outerwear and Girls'"Wear ................... 395.0 389.3 -1.4
10. Men'sClothing . ......... .. i 621.6 613.4 -1.3
11. Men's Furnishings . ......... .. 585.9 589.3 0.6
12. Boys’ Clothing and Furnishings . ...................... 495.9 489.4 -1.3
13, JeWelry o 1003.9 981.5 -2.2
14, NOtIONS .. 797.5 767.3 -3.8
15. ToiletArticlesand Drugs . . ... ..ot 905.7 947.6 4.6
16. Furnitureand Bedding . . .......... i 662.8 683.7 3.2
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