
 

Section 145.—Qualified
501(c)(3) Bond

26 CFR 1.103–8(b): Residential rental property.

For purpose of sections 142(d) and 145(d) of the
Code, the ruling provides that the availability of
continual or frequent medical, nursing, or psychi-
atric services in a facility for the residents of the fa-
cility will cause the facility to be other than residen-
tial rental property. Other non-housing services
available in a facility for the residents of the facility
generally will not cause the facility to be other than
residential rental property. See Rev. Rul. 98–47,
page 4.

Section 472.—Last-in, First-out
Inventories 

26 CFR 1.472–1:  Last-in, first-out inventories. 

LIFO; price indexes; department
stores. The July 1998 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 for valuing inventories
for tax years ended on, or with reference
to, July 31, 1998.

Rev. Rul. 98–48
The following Department Store Inven-

tory Price Indexes for July 1998 were is-
sued by the Bureau of Labor Statistics.
The indexes are accepted by the Internal
Revenue Service, under § 1.472–1(k) of
the Income Tax Regulations and Rev.
Proc. 86–46, 1986–2 C.B. 739, for appro-
priate application to inventories of depart-
ment stores employing the retail inven-
tory and last-in, first-out inventory
methods for tax years ended on, or with
reference to, July 31, 1998. 

The Department Store Inventory Price
Indexes are prepared on a national basis
and include (a) 23 major groups of depart-
ments, (b) three special combinations 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, ex-
cept for the following:  candy, food,
liquor, tobacco, and contract departments.
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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 19981

1.  Piece Goods . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 539.8 547.7 1.5
2.  Domestics and Draperies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 656.1  626.7 –4.5
3.  Women’s and Children’s Shoes . . . . . . . . . . . . . . . . . . . . . . . . 641.6 642.3 0.1
4.  Men’s Shoes  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 902.6 906.5 0.4
5.  Infants’ Wear  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 637.9 606.8 –4.9
6.  Women’s Underwear  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 543.5 573.1 5.4
7.  Women’s Hosiery  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 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’s Clothing  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 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  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1003.9 981.5 –2.2
14.  Notions  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 797.5 767.3 –3.8
15.  Toilet Articles and Drugs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 905.7 947.6 4.6
16.  Furniture and Bedding . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 662.8 683.7 3.2



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

(January 1941 = 100, unless otherwise noted)

Percent Change
Groups July July from July 1997

1997 1998 to July 19981

17.  Floor Coverings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 598.2 602.1 0.7
18.  Housewares  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 807.2 825.5 2.3
19.  Major Appliances  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 243.1 238.3 –2.0
20.  Radio and Television  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 75.9 71.6 –5.7
21.  Recreation and Education2  . . . . . . . . . . . . . . . . . . . . . . . . . . . 109.8 104.3 –5.0
22.  Home Improvements2  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 132.7 131.2 –1.1
23.  Auto Accessories2  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 108.6 107.5 –1.0

Groups  1 - 15:  Soft Goods  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 594.9 592.1 –0.5

Groups 16 - 20:  Durable Goods  . . . . . . . . . . . . . . . . . . . . . . . . . . 464.2 464.9 0.2

Groups 21 - 23:  Misc. Goods2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 112.5 108.4 –3.6

Store Total3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 549.8 545.9 –0.7 

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, food, liquor, to-
bacco, 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 re-
garding this revenue ruling, contact Mr.
Michaels on (202) 622-4970 (not a toll-
free call). 

Section 846— Discounted
Unpaid Losses Defined
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Syllabus

Before enactment of the Tax Reform

Act of 1986, the Internal Revenue Code
gave property and casualty (PC) insurers
a full deduction for “loss reserves: “ esti-
mated amounts of losses reported but not
yet paid, losses incurred but not yet re-
ported, and administrative costs of resolv-
ing claims. In each taxable year, not only
losses paid, but the full amount of the loss
reserves, reduced by the amount of the
loss reserves claimed for the prior taxable
year, were treated as a business expense.
Section 1023 of the 1986 Act required PC
insurers, beginning with the 1987 taxable
year, to discount unpaid losses to present
value when claiming them as a deduction.
Requiring insurers to subtract undis-
counted year-end 1986 reserves from dis-
counted year-end 1987 reserves in com-
puting 1987 losses would produce
artificially low deductions, so the Act in-
cluded a transitional rule requiring insur-
ers to discount 1986 reserves as well. This
rule changed the “method of accounting”
for computing taxable income. To avoid
requiring PC insurers to recognize as in-
come the difference between undis-
counted and discounted year-end 1986
loss reserves, the Act afforded them a
“fresh start,” to-wit, an exclusion from
taxable income of the difference between
undiscounted and discounted year-end
1023(e)(3)(A). It foreclosed the possibil-

ity that they would inflate reserves to ma-
nipulate the “fresh start” by excepting
“reserve strengthening” from the exclu-
sion. Sec. 1023(e)(3)(B). Treasury Regu-
lation Sec. 1.846–3(c)(3)(ii) defmes “re-
serve strengthening” to include any net
additions to reserves. Respondent Com-
missioner determined that petitioner, At-
lantic Mutual Insurance Co., and its sub-
sidiary, a PC insurer, made net additions
to loss reserves in 1986, reducing the
“fresh start” entitlement and resulting in a
tax deficiency. The Tax Court disagreed,
holding that “reserve strengthening”
refers to only those increases that result
from changes in computation methods or
assumptions. In reversing, the Third Cir-
cuit concluded that the Treasury regula-
tion’s definition of “reserve strengthen-
ing” is based on a permissible statutory
construction.

Held: The Treasury regulation repre-
sents a reasonable interpretation of the
term “reserve strengthening.” Neither
prior legislation nor industry use estab-
lishes the plain meaning Atlantic ascribes
to that term: reserve increases attributable
to changes in methods or assumptions.
Since the term is ambiguous, the question
is not whether the Treasury regulation
represents the best interpretation of the
statute, but whether it represents a reason-


