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Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

§ 472.—Last-in, First-out Inventories

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

LIFO; price indexes; department
stores. The December 1995 Bureau of
Labor Statistics price indexes are ac-
cepted for use by department stores
employing the retail inventory and last-
in, first-out inventory methods for
valuing inventories for tax years ended
on, or with reference to, December 31,
1995.

Rev. Rul. 96–12

The following Department Store In-
ventory Price Indexes for December
1995 were issued by the Bureau of
Labor Statistics on February 1, 1996.
The indexes are accepted by the
Internal Revenue Service, under
§ 1.472–1(k) of the Income Tax Reg-
ulations 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,
December 31, 1995.

The Department Store Inventory
Price Indexes are prepared on a na-
tional basis and include (a) 23 major
groups of departments, (b) three special
combinations of the major groups—soft
goods, durable goods, and misce-
llaneous goods, and (c) a store total,
which covers all departments, including
some not listed separately, except for
the following: candy, foods, liquor,
tobacco, and contract departments.

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

(January 1941 = 100, unless otherwise noted)

Groups Dec. 1994 Dec. 1995
Percent Change from

Dec. 1994 to Dec. 19951

1. Piece Goods. . . . . . . . . . . . . . . . . . . . . . . . . . . 483.5 532.6 10.2
2. Domestics and Draperies . . . . . . . . . . . . . . . . 630.5 633.5 0.5
3. Women’s and Children’s Shoes . . . . . . . . . . 630.9 625.6 –0.8
4. Men’s Shoes . . . . . . . . . . . . . . . . . . . . . . . . . . 907.3 891.0 –1.8
5. Infants’ Wear. . . . . . . . . . . . . . . . . . . . . . . . . . 620.9 635.6 2.4
6. Women’s Underwear . . . . . . . . . . . . . . . . . . . 521.9 521.6 –0.1
7. Women’s Hosiery . . . . . . . . . . . . . . . . . . . . . . 280.4 290.2 3.5
8. Women’s and Girls’ Accessories . . . . . . . . . 560.6 559.9 –0.1
9. Women’s Outerwear and Girls’ Wear. . . . . 413.9 407.1 –1.6

10. Men’s Clothing . . . . . . . . . . . . . . . . . . . . . . . . 603.0 602.1 –0.1
11. Men’s Furnishings. . . . . . . . . . . . . . . . . . . . . . 558.6 561.6 0.5
12. Boys’ Clothing and Furnishings . . . . . . . . . . 472.4 481.8 2.0
13. Jewelry . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 979.4 978.1 –0.1
14. Notions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 720.8 773.6 7.3
15. Toilet Articles and Drugs . . . . . . . . . . . . . . . 854.2 870.8 1.9
16. Furniture and Bedding . . . . . . . . . . . . . . . . . . 637.3 669.0 5.0
17. Floor Coverings. . . . . . . . . . . . . . . . . . . . . . . . 564.2 564.5 0.1
18. Housewares . . . . . . . . . . . . . . . . . . . . . . . . . . . 776.3 782.3 0.8
19. Major Appliances . . . . . . . . . . . . . . . . . . . . . . 249.4 246.1 –1.3
20. Radio and Television . . . . . . . . . . . . . . . . . . . 83.9 79.1 –5.7
21. Recreation and Education2 . . . . . . . . . . . . . . 114.5 112.8 –1.5
22. Home Improvements2 . . . . . . . . . . . . . . . . . . . 122.0 123.7 1.4
23. Auto Accessories2 . . . . . . . . . . . . . . . . . . . . . . 106.6 107.5 0.8

Groups 1–15: Soft Goods. . . . . . . . . . . . . . . . . . . 584.4 585.1 0.1

Groups 16–20: Durable Goods . . . . . . . . . . . . . . 463.4 462.2 –0.3

Groups 21–23: Misc. Goods2. . . . . . . . . . . . . . . . 114.1 113.3 –0.7

Store Total3. . . . . . . . . . . . . . . . . . . . . . . . . 544.0 543.7 –0.1

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 informa-
tion regarding this revenue ruling,
contact Mr. Michaels on (202)
622-4970 (not a toll-free call). 

Section 1258.—Recharacterization of
Gain from Certain Financial
Transactions

26 CFR 1.1258–1: Netting rule for certain
conversion transactions.

T.D. 8649

DEPARTMENT OF THE TREASURY
Internal Revenue Service
26 CFR Parts 1 and 602

Regulations Under Section 1258 of
the Internal Revenue Code of 1986;
Netting Rule For Certain Conversion
Transactions

AGENCY: Internal Revenue Service
(IRS), Treasury.

ACTION: Final regulations.

SUMMARY: This document contains
final regulations relating to conversion
transactions. These regulations provide
that certain gains and losses from
positions of the same conversion trans-
action may be netted for purposes of
determining the amount of gain that is
recharacterized as ordinary income.
These regulations reflect changes to the
law made by the Revenue Reconcilia-
tion Act of 1993 and affect persons
who enter into conversion transactions.

DATE: These regulations are effective
December 21, 1995.

For applicability of these regulations,
see EFFECTIVE DATES under the
SUPPLEMENTARY INFORMATION
part of the preamble.

FOR FURTHER INFORMATION
CONTACT: Alan B. Munro, (202)
622-3950 (not a toll-free number).

SUPPLEMENTARY INFORMATION:

Paperwork Reduction Act

The collection of information con-
tained in these final regulations has

been reviewed and approved by the
Office of Management and Budget in
accordance with the Paperwork Reduc-
tion Act (44 U.S.C. 3507) under
control number 1545–1452. Responses
to this collection of information are
required to obtain netting relief for
conversion transactions.

An agency may not conduct or
sponsor, and a person is not required to
respond to, a collection of information
unless the collection of information
displays a valid control number.

The estimated annual burden per
recordkeeper varies from .05 to 10
hours, depending on individual circum-
stances, with an estimated average of
.10 hour.

Comments concerning the accuracy
of this burden estimate and suggestions
for reducing this burden should be sent
to the Internal Revenue Service, Attn:
IRS Reports Clearance Officer, T:FP,
Washington, DC 20224, and to the
Office of Management and Budget,
Attn: Desk Officer for the Department
of the Treasury, Office of Information
and Regulatory Affairs, Washington,
DC 20503.

Books or records relating to this
collection of information must be re-
tained as long as their contents may
become material in the administration
of any internal revenue law. Generally,
tax returns and tax return information
are confidential, as required by 26
U.S.C. 6103.

Background

On December 27, 1994, the IRS
published in the Federal Register a
notice of proposed rulemaking and
notice of public hearing at 59 FR
66498 (FI–43–94 [1995–1 C.B. 932])
under section 1258 of the Internal
Revenue Code of 1986.

The IRS received a number of
written comments on the proposed
regulations. No requests to speak at the
public hearing were received, however,
and consequently the hearing was
cancelled.

Explanation of Provisions

A. General

The proposed regulations allow tax-
payers to net gains and losses on the
positions of certain conversion transac-
tions for purposes of section 1258(a).
For a taxpayer to be eligible, the

proposed regulations require the tax-
payer to identify, before the close of
the day on which the positions become
part of the conversion transaction, all
the positions that are part of the
conversion transaction. In addition, the
taxpayer has to dispose of all the
positions within a 14-day period that is
within a single taxable year. The
proposed regulations also define built-
in loss and prohibit the netting of built-
in loss against gain.

The commenters uniformly supported
the netting relief provided by the
proposed regulations. Accordingly, the
final regulations are substantially un-
changed from the proposed regulations.

The proposed regulations provide
that the regulations will be effective for
conversion transactions entered into on
or after the date of filing of final
regulations with the Federal Register.
Several commenters requested that the
regulations also apply to conversion
transactions entered into prior to the
filing date. In response to these com-
ments, the final regulations provide for
application of the regulations to any
conversion transaction that is outstand-
ing on December 21, 1995, provided
that all the positions which are part of
the conversion transaction are identified
under §1.1258–1(b)(2) before the close
of business on February 20, 1996. The
final regulations also provide a transi-
tion rule for the same-day identification
requirement that allows taxpayers to
identify conversion transactions entered
into prior to February 20, 1996, at any
time on or before February 20, 1996.

Several commenters criticized the
examples for failing to adjust the
applicable imputed income amount
(AIIA) under section 1258(b) for inter-
est and dividends received. The scope
of these regulations, however, is lim-
ited to netting relief. The IRS is still
studying various situations to determine
the extent to which it is appropriate to
reduce the AIIA by reason of amounts
capitalized under section 263(g), ordi-
nary income received, or otherwise.
Accordingly, Example 3 has been de-
leted and Examples 1 and 2 have been
clarified to eliminate any implication
on this issue.

One commenter requested that the
identification requirement be eliminated
as impractical, unnecessary, and a trap
for the unwary. This same-day identi-
fication requirement is similar to identi-
fication requirements under sections
475 and 1221. Identification of all the


