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The following Department Store Inven-
tory Price Indexes for February 1998
were issued by the Bureau of Labor Sta-

tistics.  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
appropriate application to inventories of
department stores employing the retail in-
ventory and last-in, first-out inventory
methods for tax years ended on, or with
reference to, February 28, 1998. 

The Department Store Inventory Price

Indexes are prepared on a national basis
and include (a) 23 major groups of de-
partments, (b) three special combinations
of the major groups - soft goods, durable
goods, and miscellaneous goods, and (c)
a store total, which covers all depart-
ments, including some not listed sepa-
rately, except for the following:  candy,
food, liquor, tobacco, and contract de-
partments.
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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 Feb. Feb. from Feb. 1997

1997 1998 to Feb. 19981

1.  Piece Goods . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 526.4 535.8 1.8
2.  Domestics and Draperies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 650.4 639.3 –1.7
3.  Women’s and Children’s Shoes  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 640.2 656.9 2.6
4.  Men’s Shoes  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 897.7 886.5 –1.2
5.  Infants’ Wear  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 617.7 612.6 –0.8
6.  Women’s Underwear  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 534.2 565.2 5.8
7.  Women’s Hosiery  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 296.5 308.1 3.9
8.  Women’s and Girls’ Accessories  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 546.9 548.2 0.2
9.  Women’s Outerwear and Girls’ Wear  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 417.6 408.9 –2.1

10.  Men’s Clothing  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 615.4 624.0 1.4
11.  Men’s Furnishings  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 585.1 590.4 0.9
12.  Boys’ Clothing and Furnishings  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 469.9 499.3 6.3
13.  Jewelry  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1004.9 1001.0 –0.4
14.  Notions  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 772.0 802.0 3.9
15.  Toilet Articles and Drugs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 912.3 926.5 1.6
16.  Furniture and Bedding . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 662.0 668.3 1.0
17.  Floor Coverings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 581.2 583.7 0.4
18.  Housewares  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 817.0 810.3 –0.8
19.  Major Appliances  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 246.1 242.0 –1.7
20.  Radio and Television  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 78.6 73.6 –6.4
21.  Recreation and Education2  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 111.1 107.7 –3.1
22.  Home Improvements2  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 133.3 134.0 0.5
23.  Auto Accessories2  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 107.9 107.7 –0.2

Groups  1 – 15:  Soft Goods . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 598.9 601.1 0.4

Groups 16 –  20:  Durable Goods . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 470.0 462.4 –1.6

Groups 21 – 23:  Misc. Goods2  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 113.3 111.0 –2.0

Store Total3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 554.2 552.3 –0.3

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. 



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 925.—Transfer Pricing
Rules

26 CFR 1.925(a)–1T: Temporary regulations;
transfer pricing rules for FSCs.

T.D. 8764

DEPARTMENT OF THE TREASURY
Internal Revenue Service
26 CFR Part 1 

Source and Grouping Rules for
Foreign Sales Corporation
Transfer Pricing

AGENCY:  Internal Revenue Service
(IRS), Treasury.

ACTION:  Temporary regulations.

SUMMARY:  This document contains
temporary regulations that provide guid-
ance to taxpayers who have made an elec-
tion to be treated as a foreign sales corpo-
ration (FSC).  The regulations provide
rules that clarify the special sourcing rules
under section 927(e)(1) and provide a
deadline for the election to group transac-
tions.  The text of the temporary regula-
tions also serves as the text of the proposed
regulations on this subject in REG–
102144–98, page 25 of this Bulletin.

DATES:  Effective date: These regula-
tions are effective March 3, 1998.

Applicability: For dates of applicabil-
ity, see §§1.925(a)–1T(c)(8)(i) and
1.927(e)–1T(c). 

FOR FURTHER INFORMATION CON-
TACT:  Elizabeth Beck (202) 622-3880
(not a toll-free number).

SUPPLEMENTARY INFORMATION:

Background

This document contains amendments to
the Income Tax Regulations (26 CFR part
1) under sections 925 and 927 which were

added by the Deficit Reduction Act of
1984, applicable for taxable years of for-
eign sales corporations beginning after
December 31, 1984.  Temporary regula-
tions were published in theFederal Reg-
ister (52 F.R. 6468) as a Treasury Deci-
sion (T.D. 8126 [1987–1 C.B. 184]) on
March 3, 1987.  Treasury and IRS believe
that immediate guidance in the form of
these temporary regulations is necessary
for the reasons stated below.

Explanation of Provisions  

These regulations set a deadline for an
election to group transactions for pur-
poses of the foreign sales corporation
(FSC) administrative pricing methods and
clarify that the foreign source limit for a
FSC’s related supplier extends to all
transactions giving rise to foreign trading
gross receipts.

I.  Grouping Election Deadline.

A.  Current temporary regulations.
Current §1.925(a)–1T(c)(8) and

§1.925(b)–1T(b)(3) permit taxpayers an-
nually to group transactions in applying
the administrative pricing (including the
marginal costing) rules to determine FSC
benefits.  Current §1.925(a)–1T(c)(8)(i)
requires an election to group to be evi-
denced on the FSC income tax return for
the taxable year.  Current §1.925(a)–
1T(e)(4) authorizes taxpayers to file
amended returns subsequently (within the
statute of limitations period) to redeter-
mine FSC benefits based on a different
grouping of transactions than that origi-
nally elected.  Pursuant to this provision,
taxpayers may change their grouping
basis, or change from a grouping to a
transaction-by-transaction basis.  The IRS
and the Treasury have become increas-
ingly aware of taxpayers who, through the
use of sophisticated computer programs,
substantially revise their transaction
groupings just prior to the expiration of
the statute of limitations and many years
after the original returns were filed.
These revised groupings typically employ
complex estimating techniques.  The re-
cent rise in this practice is placing a sig-
nificant burden on the auditing process
and is creating a potential for abuse.

B.  Revised temporary regulations.
Under §1.925(a)–1T(c)(8)(i), the elec-

tion to group must be made on Schedule P

of the FSC’s timely filed U.S. income tax
return (including extensions thereof) for
the taxable year.  No untimely or
amended returns will be allowed to elect
to group, to change a grouping basis, or to
change from a grouping basis to a transac-
tion-by-transaction basis for such year.

Conforming changes and cross-refer-
ences are reflected in §1.925(a)–1T(e)(4)
and §1.925(b)–1T(b)(3).

The regulations apply to taxable years
beginning after December 31, 1997.
There is also a transition rule providing
that the regulations also apply to taxable
years beginning before January 1, 1998.
For these taxable years, the transition rule
allows taxpayers to redetermine their
grouping of transactions with respect to
such years provided such redetermination
is made no later than the due date of the
FSC’s timely filed U.S. income tax return
(including extensions thereof) for its first
taxable year beginning after December
31, 1997.

II.   Scope of Related Supplier Foreign
Source Limit.

A.  Current temporary regulations and
TRA 97.

Section 927(e)(1) provides that
“[u]nder regulations, the income of a per-
son described in section 482 from a trans-
action giving rise to foreign trading gross
receipts of a FSC which is treated as from
sources outside the United States shall not
exceed the amount which would be
treated as foreign source income earned
by such person if the pricing rule under
section 994 which corresponds to the rule
used under section 925 with respect to
such transaction applied to such transac-
tion.”  Transactions giving rise to foreign
trading gross receipts include qualifying
sales, leases, licenses and services.  Cur-
rent §1.927(e)–1T restates the section
927(e)(1) rule as applicable on “the sale
of export property.”  While the statute is
not limited to export sale transactions in
that it applies to any transaction giving
rise to foreign trading gross receipts of a
FSC, the current regulation might be in-
terpreted to apply the special foreign
sourcing limit only to sales of export
property.

Section 1171 of the Taxpayer Relief
Act of 1997 (TRA 97) amended section
927(a)(2)(B) (without any inference in-
tended regarding prior law) to provide
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