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Q-10. How is the target amount computed given the following fact pattern?

General facts:

The employer elects the transition rule under § 412(l)(11) for the 1995 plan year. The plan year is the calendar year, and
the valuation date is January 1, 1995. The valuation interest rate is 8.5 percent and the § 412(l)(7)(C) interest rate is 7.93
percent.

The valuation results are as follows:

RPA ’94 current liability $1,000,000

Expected increase in current liability due to benefits accruing during the plan year $ 70,000

Actuarial value of assets $ 720,000

Prior year credit balance $ 20,000

Expected disbursements (expected to be paid on 12/31/95) $ 50,000

Expected release from current liability as a result of expected disbursements (valued as of
1/1/95)

$ 40,000

§ 412(b) charges (other than the additional funding charge), including interest to 12/31/95 $ 100,000

§ 412(b) credits, including interest to 12/31/95 $ 75,000

A-10. The ‘‘target amount’’ is the
excess, if any, of the product of the
‘‘target percentage’’ and the ‘‘adjusted
current liability’’, over the ‘‘adjusted
assets’’. 

The ‘‘target percentage’’ for the plan
is the plan’s ‘‘initial funded current
liability percentage’’ plus the applica-
ble number of percentage points under
§ 412(l)(11)(B). The plan’s ‘‘initial
funded current liability percentage’’ is
equal to the actuarial value of assets
(reduced by the prior year credit
balance), divided by the plan’s current
liability as of the valuation date. Thus,
the plan’s ‘‘initial funded current lia-
bility percentage’’ is 70 percent
($720,000 minus $20,000, divided by
$1,000,000), and the ‘‘target percent-
age’’ is 73 percent (70 percent plus 3
percent, the applicable number of per-
centage points under § 412(l)(11)(B)). 

The ‘‘adjusted current liability’’ of
the plan is equal to the excess of
$1,070,000 (the sum of $1,000,000 and
$70,000) over $40,000, each adjusted
with interest to the end of the plan year
at the § 412(l)(7)(C) interest rate. The
$1,070,000 is adjusted with a full
year’s interest ($1,070,000 times
1.0793, or $1,154,851) and the $40,000
is adjusted with a full year’s interest at
the same rate ($40,000 times 1.0793, or
$43,172). The resulting ‘‘adjusted cur-
r en t l i ab i l i t y ’ ’ i s $1 ,111 ,679
($1,154,851 minus $43,172).

The ‘‘adjusted assets’’ of the plan
are equal to $720,000 minus $20,000,
minus $50,000, plus $100,000, minus

$75,000, each adjusted with interest
from the appropriate date to the end of
the plan year at the valuation interest
rate. The $720,000 and $20,000 as
adjusted with a full year’s interest at
the valuation interest rate equals
$759,500 ($720,000 minus $20,000,
times 1.085). The $50,000 receives no
interest adjustment, as benefit payments
are expected to be paid at the end of
the year. The charges and credits
already are calculated with interest to
the end of the year. The resulting
‘‘adjusted assets’’ is $734,500
($759,500, minus $50,000, plus
$100,000, minus $75,000).

The ‘‘target amount’’ is equal to the
excess of the product of 73 percent (the
‘‘target percentage’’) and $1,111,679
(the ‘‘adjusted current liability’’), over
$734,500 (the ‘‘adjusted assets’’), or
$77,026.

APPLICATION OF § 7805(b)

Pursuant to § 7805(b), this revenue
ruling shall not be applied for purposes
of determining the amount of any
required installment under § 412(m)(4),
if the due date for that required
installment is on or before April 15,
1996. 

DRAFTING INFORMATION

The principal author of this revenue
ruling is Martin L. Pippins of the
Employee Plans Division. For further
information regarding this revenue rul-

ing, please contact the Employee Plans
Division’s taxpayer assistance tele-
phone service between 2:30 p.m. and
4:00 p.m. Eastern Time, Monday
through Thursday on (202) 622-6076
(Actuarial Hotline) (not a toll-free
telephone number). Mr. Pippins’ tele-
phone number is (202) 622-6261 (also
not a toll-free number).

§ 472.—Last-in, First-out Inventories

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

LIFO; price indexes; department
stores. The February 1996 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, February 29,
1996.

Rev. Rul. 96–22

The following Department Store In-
ventory Price Indexes for February
1996 were issued by the Bureau of
Labor Statistics on March 15, 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,
February 29, 1996. 
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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

(February 1941 = 100, unless otherwise noted)

Groups Feb. 1995 Feb. 1996

Percent Change from
Feb. 1995 to Feb.

19961

1. Piece Goods . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 480.0 505.1 5.2
2. Domestics and Draperies . . . . . . . . . . . . . . . . . . . . . . . . . 645.9 651.2 0.8
3. Women’s and Children’s Shoes . . . . . . . . . . . . . . . . . . . 633.8 644.5 1.7
4. Men’s Shoes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 925.5 895.1 –3.3
5. Infants’ Wear . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 617.3 645.3 4.5
6. Women’s Underwear . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 518.2 522.3 0.8
7. Women’s Hosiery . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 283.0 289.3 2.2
8. Women’s and Girls’ Accessories . . . . . . . . . . . . . . . . . . 542.0 552.3 1.9
9. Women’s Outerwear and Girls’ Wear . . . . . . . . . . . . . . 413.0 402.0 –2.7

10. Men’s Clothing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 602.4 619.5 2.8
11. Men’s Furnishings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 560.5 570.8 1.8
12. Boys’ Clothing and Furnishings . . . . . . . . . . . . . . . . . . . 488.9 476.6 –2.5
13. Jewelry . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 995.5 1003.4 0.8
14. Notions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 750.7 813.7 8.4
15. Toilet Articles and Drugs . . . . . . . . . . . . . . . . . . . . . . . . 839.3 871.0 3.8
16. Furniture and Bedding . . . . . . . . . . . . . . . . . . . . . . . . . . . 654.9 666.9 1.8
17. Floor Coverings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 579.6 563.4 –2.8
18. Housewares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 771.1 799.7 3.7
19. Major Appliances. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 246.4 249.2 1.1
20. Radio and Television . . . . . . . . . . . . . . . . . . . . . . . . . . . . 85.6 79.0 –7.7
21. Recreation and Education2 . . . . . . . . . . . . . . . . . . . . . . . . 114.7 113.6 –1.0
22. Home Improvements2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 121.3 123.1 1.5
23. Auto Accessories2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 107.0 107.3 0.3

Groups 1—15: Soft Goods . . . . . . . . . . . . . . . . . . . . . . . . . . . 586.4 590.0 0.6

Groups 16—20: Durable Goods . . . . . . . . . . . . . . . . . . . . . . . 465.1 467.3 0.5

Groups 21—23: Misc. Goods2 . . . . . . . . . . . . . . . . . . . . . . . . 114.3 113.8 –0.4

Store Total3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 545.8 548.3 0.5

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. 

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).


