
Section 472.—Last-in, First-out
Inventories
26 CFR 1.472–1: Last-in, first-out inventories.

LIFO; price indexes; department
stores. The April 1997 Bureau of Labor
Statistics price indexes are accepted for
use by department stores employing the
retail inventory and last-in, first-out in-
ventory methods of valuing inventories
for tax years ended on, or with refer-
ences to, April 30, 1997.

Rev. Rul. 97–26

The following Department Store In-
ventory Price Indexes for April 1997
were issued by the Bureau of Labor
Statistics on May 15, 1997. The indexes
are accepted by the Internal Revenue
Service, under § 1.472–1(k) of the In-
come Tax Regulations and Rev. Proc.
86–46, 1986–2 C.B. 739, for appropriate
application to inventories of department
stores employing the retail inventory
and last-in, first-out inventory methods

for tax years ended on, or with reference
to, April 30, 1997.

The Department Store Inventory Price
Indexes are prepared on a national basis
and include (a) 23 major groups of
departments, (b) three special combina-
tions of the major groups - soft goods,
durable goods, and miscellaneous goods,
and (c) a store total, which covers all
departments, including some not listed
separately, except for the following:
candy, foods, liquor, tobacco, and con-
tract departments.

BUREAU OF LABOR STATISTICS, DEPARTMENT STORE
INVENTORY PRICE INDEXES BY DEPARTMENT GROUPS

(January 1941 = 100, unless otherwise noted)

Groups
Apr.
1996

Apr.
1997

Percent Change
from Apr. 1996
to Apr. 19971

1. Piece Goods . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 528.6 533.0 0.8
2. Domestics and Draperies . . . . . . . . . . . . . . . . . . . . . . . . . 655.0 653.6 20.2
3. Women’s and Children’s Shoes . . . . . . . . . . . . . . . . . . . . 658.2 661.3 0.5
4. Men’s Shoe . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 899.6 904.8 0.6
5. Infants’ Wear. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 640.9 640.6 0.0
6. Women’s Underwear . . . . . . . . . . . . . . . . . . . . . . . . . . . . 538.5 546.3 1.4
7. Women’s Hosiery . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 285.7 294.4 3.0
8. Women’s and Girls’ Accessories . . . . . . . . . . . . . . . . . . . 554.9 561.0 1.1
9. Women’s Outerwear and Girls’ Wear . . . . . . . . . . . . . . . 430.9 439.8 2.1

10. Men’s Clothing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 625.7 622.2 20.6
11. Men’s Furnishings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 590.3 598.9 1.5
12. Boys’ Clothing and Furnishings. . . . . . . . . . . . . . . . . . . . 491.2 498.6 1.5
13. Jewelry . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1036.3 1026.2 21.0
14. Notions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 785.1 799.2 1.8
15. Toilet Articles and Drugs . . . . . . . . . . . . . . . . . . . . . . . . . 883.3 912.5 3.3
16. Furniture and Bedding . . . . . . . . . . . . . . . . . . . . . . . . . . . 672.2 667.5 20.7
17. Floor Coverings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 571.1 586.9 2.8
18. Housewares. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 802.9 815.9 1.6
19. Major Appliances . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 246.8 241.9 22.0
20. Radio and Television . . . . . . . . . . . . . . . . . . . . . . . . . . . . 79.6 76.6 23.8
21. Recreation and Education2. . . . . . . . . . . . . . . . . . . . . . . . 113.7 110.2 23.1
22. Home Improvements2. . . . . . . . . . . . . . . . . . . . . . . . . . . . 125.7 131.4 4.5
23. Auto Accessories2. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 107.3 107.3 0.0

Groups 1 - 15: Soft Goods. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 608.2 614.6 1.1

Groups 16 - 20: Durable Goods . . . . . . . . . . . . . . . . . . . . . . . . 468.8 466.9 20.4

Groups 21 - 23: Misc. Goods2. . . . . . . . . . . . . . . . . . . . . . . . . . 114.1 112.4 21.5

Store Total3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 560.1 562.6 0.4

1Absence of a minus sign before percentage change in this column signifies price increase.
2Indexes on a January 1986=100 base.
3The store total index covers all departments, including some not listed separately, except for the following: candy, foods,
liquor, tobacco, and contract departments.
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DRAFTING INFORMATION

The principal author of this revenue
ruling is Stan Michaels of the Office of
Assistant Chief Counsel (Income Tax
and Accounting). For further information
regarding this revenue ruling, contact
Mr. Michaels on (202) 622–4970 (not a
toll-free call).

Section 708.—Continuation of
Partnership
26 CFR 1.708–1: Continuation of partnership.

T.D. 8717

DEPARTMENT OF THE TREASURY
Internal Revenue Service
26 CFR Parts 1 and 301

Termination of a Partnership Under
Section 708(b)(1)(B)

AGENCY: Internal Revenue Service
(IRS), Treasury.

ACTION: Final regulations.

SUMMARY: This document contains fi-
nal regulations relating to the termina-
tion of a partnership upon the sale or
exchange of 50 percent or more of the
total interest in partnership capital and
profits within a 12-month period. The
final regulations affect all partnerships
that terminate under section
708(b)(1)(B).

DATES: These regulations are effective
May 9, 1997.

For applicability dates, see Effective
Dates under Supplementary Information.

FOR FURTHER INFORMATION
CONTACT: Steven R. Schneider, (202)
622–3060 (not a toll-free number).

SUPPLEMENTARY INFORMATION:

Background

On May 13, 1996, a notice of pro-
posed rulemaking (PS–5–96 [1996–1
C.B. 877]) was published in theFederal
Register (61 FR 21985) containing pro-
posed amendments to the Income Tax
Regulations (26 CFR part 1) under
section 708 of the Internal Revenue
Code (Code). The notice of proposed
rulemaking also contained proposed
amendments to other sections of the
Income Tax Regulations to reflect the
amendments to the regulations under
section 708. Written comments respond-
ing to this notice were received. A
public hearing was held on September 5,
1996, pursuant to the notice published in

the Federal Registeron May 13, 1996.
After consideration of all comments re-
ceived, the proposed amendments are
adopted as revised by this Treasury
decision.

Explanation of Provisions

Section 708(b)(1)(B) provides that,
for purposes of section 708(a), a part-
nership shall be considered terminated if
within a 12-month period there is a sale
or exchange of 50 percent or more of
the total interest in partnership capital
and profits. The existing regulations un-
der § 1.708–1(b)(1)(iv) provide that, if
a partnership is terminated by a sale or
exchange of an interest, the following is
deemed to occur: The partnership dis-
tributes its properties to the purchaser
and the other remaining partners in
proportion to their respective interests in
the partnership properties; and, immedi-
ately thereafter, the purchaser and the
other remaining partners contribute the
properties to a new partnership, either
for the continuation of the business or
for its dissolution and winding up. The
final regulations adopt the proposed
regulations and change the mechanics of
a termination under section 708(b)(1)(B)
so that the following is deemed to occur
on a termination: The partnership con-
tributes all of its assets and liabilities to
a new partnership in exchange for an
interest in the new partnership; and,
immediately thereafter, the partnership
liquidates by distributing interests in the
new partnership to the purchaser and the
other remaining partners, followed by
the continuation of the business by the
new partnership or its dissolution and
winding up. The final regulations also
clarify certain aspects of the proposed
regulations in response to comments
received.

One commentator requested clarifica-
tion of the section 704(c) consequences
of a termination. The proposed regula-
tions provide for a section 704(b) capital
account ‘‘book up’’ upon the deemed
contribution of assets by the terminated
partnership to the new partnership and
also upon the deemed distribution in
liquidation of the terminated partnership.
This would have resulted in a new layer
of section 704(c) property. The final
regulations amend the regulations under
section 704(b) to provide that the
deemed contribution of assets to a new
partnership and the distribution of the
new partnership interests to the partners
of the terminated partnership are disre-
garded for purposes of maintaining capi-

tal accounts. As a result, the termination
of a partnership does not change the
capital accounts of the partners or the
books of the partnership and the deemed
contribution of assets to a new partner-
ship does not create additional section
704(c) property. The final regulations
also provide that the new partnership is
not bound by the section 704(c) method
used by the terminated partnership.

A commentator requested clarification
of whether a termination under the new
section 708(b)(1)(B) construct will trig-
ger recapture of investment tax credit
under section 47. Although not specifi-
cally addressed in the regulations, a
section 708(b)(1)(B) termination no
longer triggers recapture of the invest-
ment tax credit under the ‘‘mere change
in form’’ exception in § 1.47–3(f) of the
regulations.

Commentators also requested guid-
ance on whether a section 1491 excise
tax may be triggered upon a section
708(b)(1)(B) termination of a foreign
partnership with U.S. partners. This is-
sue is currently under study and the IRS
and Treasury welcome comments from
interested taxpayers and practitioners.

One commentator requested clarifica-
tion of whether the distribution of the
interests in the new partnership will be
subject to section 731(c). The section
731(c) final regulations, December 26,
1996 (61 FR 67936), provide that the
deemed distribution of partnership inter-
ests under § 1.708–1(b)(1)(iv) does not
trigger the application of section 731(c).

Several commentators suggested that
partnerships should be allowed to apply
the final regulations to terminations un-
der section 708(b)(1)(B) occurring on or
after the date the proposed regulations
were filed with the Federal Register. In
response, the final regulations provide
that the regulations may be applied to
terminations occurring on or after May
9, 1996, provided that the partnership
and its partners apply the regulations to
the termination in a consistent manner.

The final regulations also provide an
example illustrating the mechanics of a
termination under section 708(b)(1)(B).
In addition, the final regulations provide
that the new partnership retains the TIN
of the terminated partnership. However,
if the new partnership has already ap-
plied for a new TIN, the partnership
should continue to use the new TIN.

Finally, the regulations make several
revenue rulings obsolete. The holdings
of revenue rulings 87–50 and 87–51
(dealing with the effect of terminations
under section 708(b)(1)(B) on lower-tier
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