
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 2003 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 inventories for tax
years ended on, or with reference to, April
30, 2003.

Rev. Rul. 2003–68
The following Department Store Inven-

tory Price Indexes for April 2003 were is-
sued by the Bureau of Labor Statistics. The
indexes are accepted by the Internal Rev-
enue Service, under § 1.472–1(k) of the In-
come 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 inventory methods for tax
years ended on, or with reference to, April
30, 2003.

The Department Store Inventory Price
Indexes are prepared on a national basis 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 to-
tal, which covers all departments, includ-
ing some not listed separately, except for
the following: candy, food, liquor, tobacco,
and contract departments.

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

(January 1941 = 100, unless otherwise noted)

Groups
Apr.
2002

Apr.
2003

Percent Change
from Apr. 2002 to

Apr. 20031

1. Piece Goods .............................................................................. 488.7 457.9 -6.3
2. Domestics and Draperies .......................................................... 597.7 568.1 -5.0
3. Women’s and Children’s Shoes ............................................... 652.6 646.4 -1.0
4. Men’s Shoes.............................................................................. 902.7 844.7 -6.4
5. Infants’ Wear............................................................................. 622.2 597.8 -3.9
6. Women’s Underwear................................................................. 554.0 517.2 -6.6
7. Women’s Hosiery...................................................................... 356.0 347.1 -2.5
8. Women’s and Girls’ Accessories.............................................. 565.6 552.1 -2.4
9. Women’s Outerwear and Girls’ Wear ...................................... 395.0 385.7 -2.4
10. Men’s Clothing ......................................................................... 600.2 569.0 -5.2
11. Men’s Furnishings .................................................................... 604.4 589.8 -2.4
12. Boys’ Clothing and Furnishings............................................... 504.2 465.5 -7.7
13. Jewelry ...................................................................................... 905.6 876.5 -3.2
14. Notions ...................................................................................... 794.8 794.1 -0.1
15. Toilet Articles and Drugs.......................................................... 974.7 982.5 0.8
16. Furniture and Bedding .............................................................. 627.7 627.7 0.0
17. Floor Coverings ........................................................................ 618.7 584.4 -5.5
18. Housewares ............................................................................... 756.6 730.3 -3.5
19. Major Appliances ...................................................................... 222.6 215.3 -3.3
20. Radio and Television ................................................................ 50.8 46.4 -8.7
21. Recreation and Education2 ....................................................... 87.2 83.7 -4.0
22. Home Improvements2 ............................................................... 125.8 125.1 -0.6
23. Auto Accessories2 ..................................................................... 110.8 111.5 0.6

Groups 1–15: Soft Goods ..................................................................... 591.9 573.8 -3.1
Groups 16–20: Durable Goods ............................................................. 413.9 399.0 -3.6
Groups 21–23: Misc. Goods2 ............................................................... 97.1 94.8 -2.4

Store Total3................................................................................ 526.3 510.0 -3.1

(Footnotes are on the following page.)
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1Absence of a minus sign before the percentage change in this column signifies a 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,
tobacco and contract departments.

DRAFTING INFORMATION

The principal author of this revenue rul-
ing is Michael Burkom of the Office of As-
sociate Chief Counsel (Income Tax and Ac-
counting). For further information regarding
this revenue ruling, contact Mr. Burkom at
(202) 622–7718 (not a toll-free call).

Section 755.—Rules for
Allocation of Basis

26 CFR 1.755–1: Rules for allocation of basis.

T.D. 9059

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

Coordination of Sections 755
and 1060; Allocation of Basis
Adjustments Among
Partnership Assets and
Application of the Residual
Method to Certain
Partnership Transactions
AGENCY: Internal Revenue Service (IRS),
Treasury.

ACTION: Final regulations and removal of
temporary regulations.

SUMMARY: This document finalizes regu-
lations relating to the allocation of basis ad-
justments among partnership assets under
section 755. The regulations are neces-
sary to implement section 1060, which ap-
plies the residual method to certain part-
nership transactions.

DATES: These regulations are effective
June 9, 2003.

FOR FURTHER INFORMATION
CONTACT: Craig Gerson, (202) 622–3050
(not a toll-free number).

SUPPLEMENTARY INFORMATION:

Background

This document contains amendments to
26 CFR part 1 under section 755 of the In-

ment, the proposed regulations are adopted
as revised by this Treasury decision.

Explanation of Revisions and Sum-
mary of Contents

1. Summary

Section 743(b) provides for an optional
adjustment to the basis of partnership prop-
erty following certain transfers of partner-
ship interests. The amount of the basis ad-
justment is the difference between the
transferee’s basis in the partnership inter-
est and the transferee’s share of the part-
nership’s basis in the partnership’s assets.
Once the amount of the basis adjustment
is determined, it is allocated among the part-
nership’s individual assets pursuant to sec-
tion 755.

On December 14, 1999, final regula-
tions (T.D. 8847, 1999–2 C.B. 701 [64 FR
69903]) were published in the Federal Reg-
ister under section 755. Under these regu-
lations, basis adjustments under section
743(b) are allocated among a partnership’s
assets as follows. First, the adjustment is
allocated between the two classes of prop-
erty described in section 755(b). These
classes of property consist of capital as-
sets and section 1231(b) property (capital
gain property), and any other property of
the partnership (ordinary income prop-
erty). The amount of a basis adjustment un-
der section 743(b) that is allocated to the
class of ordinary income property is equal
to the total amount of income, gain, or loss
that would be allocated to the transferee
from the sale of all ordinary income prop-
erty. The amount of the basis adjustment un-
der section 743(b) that is allocated to capi-
tal gain property is the total amount of the
basis adjustment under section 743(b) less
the amount of the basis adjustment allo-

determined on the basis of all the facts and
circumstances, and the fair market value of
goodwill and going concern value was de-
termined using the residual method. As de-
scribed more fully in the notice of pro-
posed rulemaking, §1.755–2T was published
prior to the enactment of section 1060(d),
which (as amended in 1993) requires the
residual method to be applied for purposes
of determining the values of section 197 in-
tangibles for purposes of applying sec-
tion 755. These final regulations imple-
ment section 1060(d) and replace §1.755–
2T.

These final regulations differ from
§1.755–2T by using the residual method to
value all section 197 intangibles (not just
goodwill and going concern value). In ad-
dition, these final regulations also apply to
basis adjustments under section 734(b) and
contain special rules for certain substi-
tuted basis transactions. Finally, for con-
venience, the provisions of the regula-
tions have been relocated to the beginning
of §1.755–1.

Under these final regulations, a partner-
ship is required to assign values to its as-
sets as follows. First, the partnership must
determine the values of each of its assets
other than section 197 intangibles under all
the facts and circumstances, taking into ac-
count section 7701(g) (treating the fair mar-
ket value of a property as not less than the
amount of any nonrecourse indebtedness to
which the property is subject). The part-
nership then must determine the gross value
of all partnership assets (partnership gross
value). Last, the partnership is required to
use the residual method to assign values to
the partnership’s section 197 intangibles. For
purposes of these regulations, the term sec-
tion 197 intangibles includes all section 197
intangibles (as defined in section 197), as
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