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

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

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

LIFO; price indexes; department

stores. The April 1996 Bureau of Labor
Statistics price indexes are accepted for
use by department stores employing the
retail inventory and last-in, first-out
inventory methods for valuing invento-
ries for tax years ended on, or with
reference to, April 30, 1996.

Rev. Rul. 96–31

The following Department Store In-
ventory Price Indexes for April 1996
were issued by the Bureau of Labor
Statistics on May 14, 1996. The in-
dexes 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
appropriate application to inventories of
department stores employing the retail
inventory and last-in, first-out inven-
tory methods for tax years ended on, or
with reference to, April 30, 1996. 

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 mis-
cellaneous 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 194 1 = 100, unless otherwise noted)

Groups Apr 1995 Apr 1996
Percent Change from

Apr 1995 to Apr 19961

1. Piece Goods. . . . . . . . . . . . . . . . . . . . . . . . . . . 485.2 528.6 8.9
2. Domestics and Draperie s. . . . . . . . . . . . . . . . 642.6 655.0 1.9
3. Women’s and Children’s Shoes . . . . . . . . . . 639.1 658.2 3.0
4. Men’s Shoes . . . . . . . . . . . . . . . . . . . . . . . . . . 919.0 899.6 –2.1
5. Infants’ Wear . . . . . . . . . . . . . . . . . . . . . . . . . . 613.8 640.9 4.4
6. Women’s Underwear . . . . . . . . . . . . . . . . . . . . 540.1 538.5 –0.3
7. Women’s Hosiery . . . . . . . . . . . . . . . . . . . . . . 281.3 285.7 1.6
8. Women’s and Girls’ Accessories . . . . . . . . . 545.3 554.9 1.8
9. Women’s Outerwear and Girls’ Wear . . . . . 448.3 430.9 –3.9

10. Men’s Clothing . . . . . . . . . . . . . . . . . . . . . . . . 613.4 625.7 2.0
11. Men’s Furnishings. . . . . . . . . . . . . . . . . . . . . . 573.0 590.3 3.0
12. Boys’ Clothing and Furnishings . . . . . . . . . . 494.1 491.2 –0.6
13. Jewelry . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1024.3 1036.3 1.2
14. Notions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 779.7 785.1 0.7
15. Toilet Articles and Drugs . . . . . . . . . . . . . . . 850.8 883.3 3.8
16. Furniture and Beddin g. . . . . . . . . . . . . . . . . . 649.4 672.2 3.5
17. Floor Coverings. . . . . . . . . . . . . . . . . . . . . . . . 570.2 571.1 0.2
18. Housewares. . . . . . . . . . . . . . . . . . . . . . . . . . . . 778.8 802.9 3.1
19. Major Appliances . . . . . . . . . . . . . . . . . . . . . . 245.7 246.8 0.4
20. Radio and Television . . . . . . . . . . . . . . . . . . . 85.4 79.6 –6.8
21. Recreation and Education2. . . . . . . . . . . . . . . 114.2 113.7 –0.4
22. Home Improvements2 . . . . . . . . . . . . . . . . . . . 122.7 125.7 2.4
23. Auto Accessories2 . . . . . . . . . . . . . . . . . . . . . . 106.9 107.3 0.4

Groups 1–15: Soft Goods. . . . . . . . . . . . . . . . . . . . 604.0 608.2 0.7

Groups 16–20: Durable Good s . . . . . . . . . . . . . . . 465.7 468.8 0.7

Groups 21–23: Misc. Goods2. . . . . . . . . . . . . . . . . 114.1 114.1 0.0

Store Total3. . . . . . . . . . . . . . . . . . . . . . . . . . . . 556.6 560.1 0.6

1Absence of a minus sign before percentage change in this column signifies price increase.
2Indexes on a January 198 6=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 1033.—Involuntary
Conversions

26 CFR 1.1033(a)–3: Involuntary conversion
of a principal residence.
(Also §§ 163, 1034; 1.1034–1(c)(3).)

Involuntary conversion of a re-
sidence; deduction for qualified re-
sidence interest. If a principal re-
sidence is destroyed, and the land
portion is later sold, the sale is treated
as part of the involuntary conversion of
the residence, if the requirements of
section 1033(a) are met. Taxpayers
may continue to deduct otherwise
deductible mortgage interest on a de-
stroyed residence during a reasonable
period between the destruction of the
residence and its sale or reconstruction
and reoccupation.

Rev. Rul. 96–32

ISSUES

(1) If the dwelling portion of the
taxpayer’s principal residence is de-
stroyed and the remaining land portion
of the principal residence is subse-
quently sold within the period de-
scribed in § 1033(a)(2)(B) of the Inter-
nal Revenue Code, is the sale treated as
part of the involuntary conversion of
the principal residence to which
§ 1033(a) may apply to defer recogni-
tion of gain realized on the sale?

(2) If the taxpayer subsequently sells
the remaining land portion of the
principal residence described above or
reconstructs the destroyed dwelling and
reoccupies it as the taxpayer’s principal
residence within a reasonable period of
time after the destruction, is the prop-
erty treated as a qualified residence
under § 163(h) during the period be-
tween the destruction of the dwelling
and the sale or reoccupancy? 

FACTS

Situation (1)—A’s principal re-
sidence (within the meaning of §§ 1034

and 163(h)(4)(A)(i)(I)) was destroyed
in September 1991 by a tornado that
was subsequently declared a disaster by
the President. In the same year, A
received insurance proceeds of $120x
for the destruction of the dwelling. A’s
adjusted basis in the property (land and
improvements) was $100x. A did not
rebuild the dwelling, but instead sold
the land for $10x in November 1993.
In March 1995, A purchased another
home for $130x and used it as A’s
principal residence. 

Situation (2)—B’s principal re-
sidence (within the meaning of §§ 1034
and 163(h)(4)(A)(i)(I)) was destroyed
in December 1991 by an earthquake
that was subsequently declared a disas-
ter by the President. Because the
widespread destruction in the region
resulted in a severe shortage of avail-
able equipment, materials, and skilled
labor, B was not able to begin recon-
struction of the dwelling until June
1993. Upon its completion in October
1994, B reoccupied the reconstructed
dwelling and used it as B’s principal
residence. During the period from the
earthquake until B reoccupied the re-
constructed dwelling, B lived in rental
housing.

In Situations (1) and (2), the re-
sidences were encumbered by mort-
gages securing debts the interest on
which was qualified residence interest
under § 163(h)(3)(A) prior to the disas-
ter. Had the residences not been de-
stroyed, they would have continued to
qualify as principal residences under
§ 163(h)(4)(A)(i)(I). After the destruc-
tion of their principal residences, A and
B continued to make payments of
principal and interest on their mortgage
debts. 

LAW AND ANALYSIS—ISSUE (1)

Section 1033(a)(2)(A) provides, in
part, that if property (as a result of its
destruction in whole or in part, theft,
seizure, or requisition or condemnation
or threat or imminence thereof) is
compulsorily or involuntarily converted
into money, which in turn is used to
purchase (within the period specified in
§ 1033(a)(2)(B)) property similar or
related in service or use to the con-
verted property, gain will be recog-
nized only to the extent that the
amount realized upon the conversion
exceeds the cost of the replacement
property. 

Section 1033(a)(2)(B) provides that
the period for replacing converted

property generally shall be the period
beginning on the date of the disposition
of the converted property and ending 2
years after the close of the taxable year
in which any part of the gain is
realized. However, § 1033(h)(1)(B),
added by § 13431 of the Omnibus
Budget Reconciliation Act of 1993,
provides that if a principal residence is
compulsorily or involuntarily converted
as a result of a Presidentially declared
disaster, § 1033(a)(2)(B) shall be ap-
plied by substituting ‘‘4 years’’ for ‘‘2
years.’’ For this purpose, § 1033(h)(3)
generally provides that the term ‘‘prin-
cipal residence’’ has the same meaning
as when used in § 1034. Section
1033(h) is effective for property con-
verted as a result of disasters deter-
mined after August 31, 1991, to be
Presidentially declared disasters, and
for taxable years ending after that date.

Section 1033(b) provides that the
basis of property acquired in a transac-
tion that resulted in nonrecognition of
gain under § 1033(a)(2) shall be the
cost of the property acquired reduced
by the amount of the gain not so
recognized.

Section 1.1033(a)–3 of the Income
Tax Regulations provides, in part, that
§ 1033 shall apply in the case of
property that the taxpayer uses as the
taxpayer’s principal residence if its
destruction occurs after December 31,
1953. Thus, the nonrecognition of gain
provided by § 1034 is not applicable if
a principal residence is destroyed and
replacement property is acquired.

Section 1.1034–1(c)(3) provides that
whether property is used by the tax-
payer as a principal residence under
§ 1034 depends upon all the facts and
circumstances in each case, including
the good faith of the taxpayer.

In Rev. Rul. 76–541, 1976–2 C.B.
246, a taxpayer owned and resided in a
house situated on an undivided parcel
of land containing 10 acres, all of
which the taxpayer used as the princi-
pal residence. During a particular year,
the taxpayer sold the dwelling and
three immediately surrounding acres at
a gain. Later in the same year, the
taxpayer sold two more acres at a gain.
The taxpayer constructed a new princi-
pal residence on the taxpayer’s remain-
ing five acres within the period pro-
vided under § 1034. Rev. Rul. 76–541
holds that § 1034 applies to defer
recognition of the total gain realized on
both sales, and that a single replace-
ment period under § 1034(a) (deter-


