
Section 162.—Trade or
Business Expenses

What procedures must a lawyer, handling cases
on a contingent fee basis, use to obtain automatic
consent of the Commissioner to change its method
of accounting for advances paid to clients. See Rev.
Proc. 98–60, page 16.

Section 165.—Losses
26 CFR 1.165–2: Obsolescence of nondepreciable
property.

What procedures must a taxpayer use to obtain
automatic consent of the Commissioner to change
its method of accounting for package design costs.
See Rev. Proc. 98–60, page 16.

Section 166.—Bad Debts
What procedures must a taxpayer use to obtain

automatic consent of the Commissioner to change
from the § 585 reserve method of accounting to the
§ 166 specific charge-off method. See Rev. Proc.
98–60, page 16.

Section 167.—Depreciation
26 CFR 1.167(a)–11: Depreciation based on class
lives and asset depreciation ranges for property
placed in service after December 31, 1970.

26 CFR 1.167(e)–1: Change in method.

What procedures must a taxpayer use to obtain
automatic consent of the Commissioner to change
its method of accounting for depreciation. See Rev.
Proc. 98–60, page 16.

Section 168.—Accelerated Cost
Recovery System

What procedures must a taxpayer use to obtain
automatic consent of the Commissioner to change
its method of accounting for depreciation. See Rev.
Proc. 98–60, page 16.

Section 174.—Research and
Experimental Expenditures
26 CFR 1.174–1: Research and exprimental
expenditures in general.

26 CFR 1.174–3: Treatment as expenses.

26 CFR 1.174–4: Treatment as deferred expenses.

What procedures must a taxpayer use to obtain
automatic consent of the Commissioner to change
its method of accounting for research and experi-
mental expenditures. See Rev. Proc. 98–60, page 16.

Section 197.—Amortization of
Goodwill and Other Intangibles

What procedures must a taxpayer use to obtain
automatic consent of the Commissioner to change
its method of accounting for amortization. See Rev.
Proc. 98–60, page 16.

Section 263.—Capital
Expenditures
26 CFR 1.263(a)–2: Examples of capital expenditures.

What procedures must a taxpayer use to obtain
automatic consent of the Commissioner to change
its method of accounting for package design costs.
See Rev. Proc. 98–60, page 16.

Section 263A.—Capitalization
and Inclusion in Inventory Costs
of Certain Expenses
26 CFR 1.263A–1: Uniform capitalization of costs.

What procedures must a taxpayer use to obtain
automatic consent of the Commissioner to change
its method of accounting. See Rev. Proc. 98–60,
page 16.

26 CFR 1.263A–3: Rules relating to property
acquired for resale.

What procedures must a taxpayer use to obtain
automatic consent of the Commissioner to change
its method of accounting. See Rev. Proc. 98–60,
page 16.

Section 446.—General Rule for
Methods of Accounting
26 CFR 1.446–1: General rule for methods of ac-
counting.

What procedures must a taxpayer use to obtain
automatic consent of the Commissioner to change
its method of accounting for package design costs.
See Rev. Proc. 98–60, page 16.

Section 451.—General Rule for
Taxable Year of Inclusion

What procedures must a taxpayer use to obtain au-
tomatic consent of the Commissioner to change its
method of accounting for the income from an advance
payment related to the sale of a multi-year service
warranty contract. See Rev. Proc. 98–60, page 16.

Section 454.—Obligations
Issued at a Discount
26 CFR 1.454–1: Obligations issued at a discount.

What procedures must a taxpayer use to obtain
automatic consent of the Commissioner to change
its method of accounting for the interest income on
Series E or EE U.S. savings bonds. See Rev. Proc.
98–60, page 16.

Section 455.—Prepaid
Subscription Income
26 CFR 1.455–6: Time and manner of making elec-
tion.

What procedures must a taxpayer use to obtain
automatic consent of the Commissioner to change
its method of accounting for prepaid subscription in-
come. See Rev. Proc. 98–60, page 16.

Section 461.—General Rule for
Taxable Year of Deduction
26 CFR 1.461–4: Economic performance.

What procedures must a taxpayer use to obtain
automatic consent of the Commissioner to change
its method of accounting. See Rev. Proc. 98–60,
page 16.

Section 471.—General Rule for
Inventories
26 CFR 1.471–1: Need for inventories.

26 CFR 1.471–2: Valuation of inventories.

26 CFR 1.471–3: Inventories at cost.

What procedures must a taxpayer use to obtain
automatic consent of the Commissioner to change
its method of accounting for certain cash discounts.
See Rev. Proc. 98–60, page 16.

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

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

LIFO; price indexes; department
stores. The October 1998 Bureau of
Labor Statistics price indexes are ac-
cepted for use by department stores em-
ploying the retail inventory and last-in,
first-out inventory methods for valuing
inventories for tax years ended on, or with
reference to, October 31, 1998.

Rev. Rul. 98–62
The following Department Store Inven-

tory Price Indexes for October 1998 were
issued 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, October 31, 1998. 

The Department Store Inventory Price
Indexes are prepared on a national basis
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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

1998–51  I.R.B. 5 December 21, 1998

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

(January 1941 = 100, unless otherwise noted) 

Percent Change
Groups Oct. Oct. from Oct.1997

1997 1998 to Oct. 19981

1.  Piece Goods . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 534.5 548.9 2.7
2.  Domestics and Draperies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 638.4 637.5 –0.1
3.  Women’s and Children’s Shoes . . . . . . . . . . . . . . . . . . . . . . . . . . . 672.2 679.2 1.0
4.  Men’s Shoes. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 910.2 921.6 1.3
5.  Infants’ Wear . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 615.5 640.2 4.0
6.  Women’s Underwear . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 560.1 572.6 2.2
7.  Women’s Hosiery. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 301.6 308.9 2.4
8.  Women’s and Girls’Accessories . . . . . . . . . . . . . . . . . . . . . . . . . . 541.7 551.6 1.8
9.  Women’s Outerwear and Girls’ Wear. . . . . . . . . . . . . . . . . . . . . . . 431.3 423.5 –1.8

10.  Men’s Clothing. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 625.3 620.1 –0.8
11.  Men’s Furnishings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 601.0 607.8 1.1
12.  Boys’ Clothing and Furnishings. . . . . . . . . . . . . . . . . . . . . . . . . . . 505.9 521.0 3.0
13.  Jewelry . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 995.5 982.7 –1.3
14.  Notions. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 844.4 757.6 –10.3
15.  Toilet Articles and Drugs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 916.4 946.4 3.3
16.  Furniture and Bedding . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 666.2 673.7 1.1
17.  Floor Coverings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 578.2 601.0 3.9
18.  Housewares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 812.1 817.1 0.6
19.  Major Appliances. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 243.3 238.3 –2.1
20.  Radio and Television. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 74.5 70.6 –5.2
21.  Recreation and Education2. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 108.6 102.8 –5.3
22.  Home Improvements2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 132.7 129.5 –2.4
23.  Auto Accessories2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 107.9 107.9 0.0

Groups  1 – 15:  Soft Goods . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 610.1 612.7 0.4

Groups 16 – 20:  Durable Goods . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 463.9 460.5 –0.7

Groups 21 – 23:  Misc. Goods2. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 111.6 107.3 –3.9

Store Total3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 558.5 556.9 –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. 
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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). 

26 CFR 1.472–6: Change from LIFO inventory
method.

26 CFR 1.472–8: Dollar value method of pricing
LIFO inventories.

What procedures must a taxpayer use to obtain
automatic consent of the Commissioner to change
from the LIFO method of accounting for all its LIFO
inventory, or to change to an alternate LIFO inven-
tory method. See Rev. Proc. 98–60, page 16.

Section 475.—Mark to Market
Accounting Method for Dealers
in Securities

What procedures must a taxpayer use to obtain
automatic consent of the Commissioner to change
its method of accounting for certain mark to market
items for dealers in securities. See Rev. Proc. 98–60,
page 16.

Section 481.—Adjustments
Required by Changes in
Methods of Accounting

26 CFR 1.481–1: Adjustments in general.

26 CFR 1.481–4: Adjustments taken into account
with consent.

What procedures must a taxpayer use to obtain
automatic consent of the Commissioner to change 
a method of accounting. See Rev. Proc. 98–60, 
page 16.

Section 585.—Reserves for
Losses on Loans of Banks

What procedures must a taxpayer use to obtain
automatic consent of the Commissioner to change
from the § 585 reserve method of accounting to the
§ 166 specific charge-off method. See Rev. Proc.
98–60, page 16.

Section 1272.—Current
Inclusion in Income of Original
Issue Discount

26 CFR 1.1272–1: Current inclusion of OID in
income.

What procedures must a taxpayer use to obtain

automatic consent of the Commissioner to change
its method of accounting for OID income. See Rev.
Proc. 98–60, page 16.

Section 1273.—Determination
of Amount of Original Issue
Discount
26 CFR 1.1273–1: Definition of OID.

26 CFR 1.1273–2: Determination of issue price and
issue date.

What procedures must a taxpayer use to obtain
automatic consent of the Commissioner to change its
method of accounting for certain de minimisoriginal
issue discount. See Rev. Proc. 98–60, page 16.

Section 1281.—Current
Inclusion in Income of Discount
on Certain Short-term
Obligations

What procedures must a taxpayer use to obtain
automatic consent of the Commissioner to change
its method of accounting for interest income on
short-term obligations, or for stated interest on
short-term loans of cash method banks in the
Eighth Circuit. See Rev. Proc. 98–60, page 16.

Section 1363.—Effect of
Election on Corporation

What procedures must a taxpayer use to obtain
automatic consent of the Commissioner to change
its method of accounting. See Rev. Proc. 98–60,
page 16.

Section 856.—Definition of Real
Estate Investment Trust

26 CFR 1.856–1:  Definition of a real estate
investment trust.  

REIT impermissible tenant service
income.If a REIT receives impermissible
tenant service income equal to or less than
one percent of its total income from a
property, then only the impermissible ten-
ant service income fails to qualify as rents
from real property. If the impermissible
tenant service income exceeds one per-
cent, then all income derived by the REIT
from that property fails to qualify as rents
from real property.

Rev. Rul. 98–60

ISSUE

If a real estate investment trust (REIT)
receives “impermissible tenant service in-
come” within the meaning of § 856(d)(7)

of the Internal Revenue Code for services
rendered by the REIT to one or more ten-
ants of a multi-tenant property, in what
situations will other amounts received by
the REIT with respect to the property con-
tinue to qualify as “rents from real prop-
erty” under § 856(d)?

FACTS

Situation 1
Y, a REIT that files its returns on a cal-

endar year basis, owns a high-rise apart-
ment building, Building P.  Building P
has 100 apartments, of which 95 are stan-
dard, unfurnished apartments rented on an
annual basis.  The remaining five apart-
ments are guest apartments.  A guest
apartment is a furnished apartment avail-
able for lease on a short-term basis to
guests of tenants.  Employees of Y render
maid service in connection with the lease
of guest apartments.  Y also provides heat
and light to all of the tenants in Building
P. Ydoes not render any other services to
the tenants of Building P or engage in any
other activity at Building P that could
give rise to impermissible tenant service
income. 

For 1998, Y derives a total of $1,000x
from all the tenants of Building P, of
which $90x is from visitors who rented
guest apartments.  Of the $90x received
from tenants of the guest apartments, the
amount received with respect to maid ser-
vice is $9x, which is greater than 150 per-
cent of the direct costs of Y in rendering
the service.  Of the $1,000x received from
all the tenants, the amount paid to Y for
heat and light is $100x ($1x for each unit,
including the guest units), which also is
greater than 150 percent of the direct
costs of Y for providing heat and light.
The amount of rent attributable to per-
sonal property leased in connection with
the rental of each guest apartment in
Building P for 1998 does not exceed 15
percent of the total rent for such apart-
ment attributable to both the real property
and the personal property as provided in 
§ 856(d)(1).

Situation 2
The facts are the same as those in Situ-

ation 1 except that Y derives $110x from
visitors who rented guest apartments.  Of
the $110x received from tenants of the
guest apartments, the amount received
with respect to maid service is $11x,
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