heQER expenditures paid or incurred after .03 Section 1.472-8(e)(1) authorize:
atelugust 5, 1997. three methods for computing the LIFO
value of a dollar-value inventory pool: (1)
the double-extension method, (2) ar

her The principal author of this revenuelNdex method, and (3) the link-chain

O procedure is J. Peter Baumgarten of tHgethod. ) _ '
98ffice of Assistant Chief Counsel (Income 04 Section 1.472-8(e)(3)(i) authorizes
987ax and Accounting). For further infor-the use of the IPIC method to compute th

mation regarding this revenue procedurd;!FO value of a dollar-value inventory
At ~ontact Mr. Baumgarten on (202) g22P0ool. An inventory price index computed

dule
deP_RAFTING INFORMATION

©S4950 (not a toll-free call). in'the manner provided in § 1.4'72'—8(e)(3
n a will be accepted by the Commissioner a
14, an appropriate method of computing ai
a 8 CFR 601.602: Forms and instructions. index, and the use of such index will
yerfAlso Part |, sections 446, 471, 472, 1.446-1, be accepted as accurate, reliable, ar
g j4:471-8,1.472-1) suitable.

digev. Proc. 98-49 .05 Section 1.472-8(e)(3)(ii) provides
ex- that an inventory price index computec
yeSECTION 1. PURPOSE under the IPIC method must be a state
X This revenue procedure provides guidpercentage of the percent change in th

selected consumer or producer pric
ance to taxpayers that use the dollar-valug .
r S . iIndex or indexes. The stated percentac
._last-in, first-out (LIFO) inventory method . . L
I . 7 for a taxpayer in a taxable year in which i
,r1and the inventory price index computa: L . .
(17, . is an eligible small business is 100 per
lon (IPIC) method regarding the Compu_cent of the percent change in the selecte
tation of a percent change for the first tax=". " ", P 9

ice indexes. The stated percentage fi

ble year in which such percent change ;
yelaomputed with reference to a revis@g| all other taxpayers is 80 percent of th

peE—etailed Repor(CPI) or aPPI Detailed percent change in the selected price ir
9 eport(PPI) for any index category af_dexes. If it is.n_ecessary to select mor
t fected by such revisions. A revised cpihan one specific consumer or produce
X3r PPI is one that contains new index caR'ice index for an inventory pool, the
Segories, eliminates some previously restated percentage of the percent change
orted index categories, resets the bade stated percentage of the weighted a
th€loar of some index categories, or does ngfage percent change for such indexe
he¥onort the relative weights of some index3uch weighed average is computed b
Cfategories. Generally, under this revenué&ference to the relative amounts of cur
"85r0cedure, any reasonable method dent-year costs in the inventory pool fol
N&omputing a percent change for a select&fich index category of goods.
1S;ifldex category affected by revisions to .06 Section 1.472-8(e)(3)(iii) describes
' f9he CPI or PPI will be accepted by the Inthe process for selecting consumer an
IS trnal Revenue Service. This revenuproducer price indexes under the IPIC
procedure also provides a specific safmethod. Inventory items in each of the
harbor method that will be considered #axpayer’s pools are classified accordin
WYreasonable method for these purposes. to the detailed listings in the appropriate

|m,— tables of the CPI or PPI (formerly known
er SECTION 2. BACKGROUND asProducer Prices and Price IndeXes

1L£St.01 Section 472(a) of the Internal Revand assigned to various index categorie
enue Code authorizes a taxpayer to u$e1.472-8(e)(3)(iii)(B). Indexes and

“Lihe LIFO inventory method in accordancéveights published by the United State

Th‘\?\,ith regulations prescribed by theBureau of Labor Statistics (BLS) are use

%ecretary. to compute the percent change for eac
" .02 Section 1.472-8(a) of the Incoméndex category to which inventory items

" Tax Regulations provides that a taxpaydtave been assignedd. In many cases,
8hay elect to determine the cost of itéhe selected index for an index categor
LIFO inventories under the dollar-valuemust be converted into a cost price inde
LIFO method, provided that method isprior to the computation of the percen
used consistently and clearly reflects thehange for the index category. § 1.472
fotaxpayer’s income. 8(e)(3)(iii)(C). In the case of a taxpayel



using the retail inventory method, theSECTION 5. PROCEDURE inventory item (without regard to the

index selected must be the index as of the ] ] index selection requirements of § 1.472—
last month of the taxpayer's taxable year. -01 When a revised CPI or PPIincludeg qy(3)iii)(B)).
Id. Taxpayers that do not use the retaff€W index categories or eliminates or re- (b) The percent change of each old

method must select indexes as of thefts old index categories, a taxpayer maYp| or PpP| index category for the first
month or months most appropriate to the0Mpute a total percent change for eaghytion is determined using the following
taxpayer’s method of determining the curaffected index category represented ifyrmy|a;
rent-year cost of the inventory pool undef€ taxpayer’s ending inventory in accor-
§ 1.472-8(e)(2)(ii), or make a one-timefance with the procedure provided in this [(C-D) /D) * 100]
binding election of an appropriate repres‘?ﬁtign 5.01. 'tl)'_histt_otal 2etrk(]:ent chang{e
sentative month during the taxable yeal/!!! b€ a combination of the percen _ L
Id. J Y change for the second portion of the tax- ¢ _ggngg?g\r/epgﬁzz f%rt:ﬁ:;::jofgtrhtﬁ;
.07 The BLS frequently makes change§b|e year based on the revised index cate- last month of old ICD:PI or PPI (ad-
to the categories included in the CPI ogory and the corresponding percent
PPI. For example, the BLS revised th€hange for the first portion of the taxable
categories of goods listed in the Januarnyear based on the old index category.
1998 CPI by introducing some new cate- (1) Ataxpayer must first compute the
gories as of January 1998 and eliminatingercent change for each affected index
or resetting some existing categories as 6ategory set forth in the revised CPI or
December 1997. Consequently, JanuaRP! for the period between the first month
1999 will be the first month for which it is covered by the revised CPI or PPl and the .\ v, percent change for each index
possible to compute a percent change fordex month (“the second portion”) as.,io0ry set forth in the revised CPI or
a 12-month period with reference to théollows: PI represented in the ending inventory
BLS published indexes for any affected (a) Using the appropriate table oTJ;y combining the percent change for the
index category (as described in section e revised CPI or PPI for the index,o.ong portion with the corresponding
of this revenue procedure). Moreover, theonth, all specific inventory items mustpercent change for the first portion using
BLS did not publish weights for somebe placed in the most detailed index catgp, following formula:
index categories. gory that includes that specific inventory
item (without regard to the index selec- ({[(X + 100) * (Y + 100)]/ 100} — 100)
tion requirements in 8§ 1.472-8(e)(3)-

where:

justed, as necessary, to reflect a
cost or retail price index)

D = Cumulative index for preceding
year’s index month (adjusted, as
necessary, to reflect a cost or retalil
price index).

(3) The taxpayer will then determine

SECTION 3. SCOPE

where:
This revenue procedure applies to 4in(B)). X = Percent chanae for the second por-
taxpayer that uses the dollar-value LIFO (b) The percent change of each re- tion 9 P

inventory and IPIC methods pursuant tyis€d CPI or PPl index category for the
§ 1.472-8(e)(3) for any taxable year irpecond portion is determined using the .

hich t ch f ind tdollowing formula: tion. .
which a percent change Tor an index ca For purposes of computing the total per-

gory for the 12-month period ending with - gy / gy + 100 cent change for each revised CPI or PPI
the appropriate index month, as defined in index category, the corresponding percent
§ 1.472-8(e)(ii)(C) (‘index month”), (or,  where: change for the first portion is the percent
in the case of a short taxable year, the ap- A = Cumulative index for index month change for the old CPI or PPI index cate-

Y = Percent change for the first por-

plicable period) cannot be computed by (adjusted, as necessary, to reflect gory that includes the specific inventory
the taxpayer in strict conformity with cost or retail price index) item(s) included in the revised CP!I or PPI
§ 1472_8(e)(3)(”) or (”I) because of re- B = Cumulative index for last month Ofindex Category_ If Specific inventory
visions to the CPI or PPI as described in old CPI or PPI as published for thetems included in a single revised CPI or
section 2.07 of this revenue procedure first month of revised CPI or PPIpp| index category were separately in-
(“affected index category”). (adjusted, as necessary, to reflect @uded in different old CPI or PPI index
SECTION 4. APPLICATION cost or retail price index). categories, the corresponding percent

(2) A taxpayer must then compute a&hange for the first portion is the

A taxpayer described in section 3 opercent change for each affected indexeighted average percent change of such
this revenue procedure may use any regategory set forth in the old CPI or PPI fobld CPI or PPI percent changes. The
sonable method of computing a percerthe period between the preceding yearsosts to be used in computing such
change for each affected index categoryndex month and the last month coveredieighted average must be the relative
provided such method is used consistentlyy the old CPI or PPI (“the first portion”) current-year costs in ending inventory.
for all affected index categories within aas follows: .02 When § 1.472-8(e)(3)(iii)(B)(5) re-
particular taxable year. The procedure for (a) Using the appropriate table ofquires a taxpayer to compute a percent
computing a percent change for an afthe old CPI or PPI for the precedingchange for a selected index category
fected index category set forth in section gear’s index month, all specific inventoryusing the BLS weights and the CPI or PPI
of this revenue procedure is deemed to beems must be placed in the most detailedoes not report the relative weights for
a reasonable method for these purposes.index category that includes that specifione or more of the taxpayer’s detailed
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index categories within a selected indexoes;” bananas are assigned to “Bananagént change for the “Fresh fruits” index
category, the taxpayer may weight the déemons are assigned to “Citrus fruits;” orcategory using the BLS indexes and
tailed index categories actually present ianges are assigned to “Oranges, includingeights published for the detailed index
its ending inventory within such selectedangerines;” and peaches are assigned dategories actually present in its inven-
index category using the taxpayer’s actu&Dther fresh fruits.” tory. Id. However, the BLS did not pub-
inventory weights. .03 X selects the index for “Tomatoes”lish a cumulative index for “Citrus fruits”
because tomatoes represent more thanthe January 1997 CPI or weights for
SECTION 6. EXAMPLE 10% of its total inventory value.“Oranges, including tangerines” in the
.01 The following example illustrates88 1.472-8(e)(3)(iii)(B)(1) and (4)Xcan January 1998 CPI. Moreover, the BLS
the index selection and computation procOmpute a total percent change foreset the base year for “Other fresh fruits”
cedure described in section 5 of this reV“_T()matoeS” in accordance with §§ 1.4724n the January 1998 CPI. Sin¥ecannot
enue procedureX, a retailer, uses the re-8(€)(3)(ii) and (iii) using the information compute a total percent change for “Fresh
tail inventory method along with thecontained in the CPI for January 1997 anfiuits” in strict conformity with 8§ 1.472-
dollar-value LIFO and IPIC inventory January 1998. Thus, the “Tomatoes8(e)(3)(ii) and (iii),X chooses to compute
methods and files its returns on the basigdex category is not an affected indesuch total percent change using the
of a taxable year ending on January 3gategory, an&X must compute the total method described in section 5 of this rev-
Under § 1.472-8(e)(3)(iii)(C)X is re- percent change for that index category ienue procedure.
quired to select indexes from the CP| agccordance with 88 1.472-8(e)(3)(ii) and .04 Pursuant to section 5.01(1)(a) of
of January, the last month ¥fs taxable (iii). Because no remaining detailedthis revenue procedur¥, assigns the in-
year. X has five items in its only dollar- index category contains 10% or more ofentory items within the affected “Fresh
value LIFO pool on January 31, 1998—X’s total inventory valueX must investi- fruits” category to the most detailed index
tomatoes, bananas, lemons, oranges, agdte successively less detailed index cateategories in the 1998 CPI as follows: ba-
peaches. The retail selling prices of thgory levels. § 1.472-8(e)(3)(iii)(B)(2)X nanas are assigned to “Bananas;” lemons
goods were tomatoes, $1,000; bananagiscovers that the remainder of its invenare assigned to “Citrus fruits;” oranges
$80; lemons, $50; oranges, $50; antbry fits within the “Fresh fruits” index are assigned to “Oranges, including tan-
peaches, $20. category. X, however, may not use thegerines;” and peaches are assigned to
.02 Pursuant to § 1.472-8(e)(3)(iii)(B),published “Fresh fruits” index for the re-“Other fresh fruits.” Pursuant to section
X assigns the items to the most detaileshainder of its goods, becauX¥s inven- 5.01(1)(b) of this revenue procedupe,
listings in the January 1998 CPI as foltory does not include apples. 8 1.472eomputes the percent changes for the sec-
lows: tomatoes are assigned to “Toma8(e)(3)(iii)(B)(5). X must compute a per- ond portion as follows:

1998
Items Category Computation % Change
bananas Bananas = [(154.7 — 151.5) / 151.5)] * 100 = 2.1122
lemons Citrus f =  [(105.6 — 100.0) / 100.0)] * 100 = 5.6000
oranges Oranges = [(201.3 — 189.3) / 189.3)] * 100 = 6.3391
peaches Otherff = [( 96.6 —100.0)/ 100.0)] * 100 = —-3.4000

.05 Pursuant to section 5.01(2)(a) ofows: bananas are assigned to “Bananassigned to “Other fresh fruits.” Pursuant to
this revenue procedur& assigns the lemons are assigned to “Other freslsection 5.01(2)(b) of this revenue proce-
items to the most detailed index catefruits;” oranges are assigned to “Orangeslure, X computes the percent changes for
gories in the January 1997 CPI as folincluding tangerines;” and peaches are athe first portion as follows:

1997
ltems Category Computation % Change
bananas Bananas = [(151.5-161.9)/ 161.9)] * 100 = —6.4237
lemons Other ff = [(294.9 — 290.2) / 290.2)] * 100 = 1.6196
oranges Oranges = [(189.3 — 187.4) / 187.4)] * 100 = 1.0139
peaches Other ff = [(294.9 — 290.2) / 290.2)] * 100 = 1.6196

.06 Pursuant to section 5.01(3) of thipercent change for each 1998 CPI desorresponding percent changes for the
revenue procedure$ computes the total tailed index category by combining thefirst and second portions as follows:
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1998

Category Computation % Change
Bananas =  {[(102.1122 * 93.5763) / 100] — 100} = —4.4472
Citrus f = {[(105.6000 * 101.6196) / 100] — 100} = 7.3103
Oranges = {[(106.3391 * 101.0139)/100] — 100} = 7.4173
Other ff = {[(96.6000 * 101.6196) / 100] — 100} = -1.8355

Because the BLS published the total pepute a total percent change for those denue procedureX computes the weights
cent change for “Bananas” and “Orangegailed index categories pursuant to sectiolor each 1998 CPI detailed index category
including tangerines” in the January 199%.01 of this revenue procedure. as follows:

CPI, it was not necessary forto com-

.07 Pursuant to section 5.02 of this rev-

Detailed Selected
1998 Category Category
Detailed Category Cost Cost Weight
Bananas = $80 / $200 = 0.40
Citrus fruits = $50 / $200 = 0.25
Oranges = $50 / $200 = 0.25
Other fresh fruits = $20 / $200 = 0.10

Then, X weights the percent change forand adds them together to determine thiedex category as follows:
each 1998 CPI detailed index categortotal percent change for the “Fresh fruits”

1998 Weighted
Detailed Category Weight % Change % Change
Bananas = 040 X —4.4472 = -1.7789
Citrus fruits = 0.25 X 7.3103 = 1.8276
Oranges = 025 X 7.4173 = 1.8543
Other fresh fruits = 0.10 X —1.8355 = —0.1836
Total Percent Change +1.7194

SECTION 7. METHOD OF change in method of accounting. AnyYDRAFTING INFORMATION

ACCOUNTING other change in the selection of a con- 10 principal author of this revenue

The selection of a new consumer opUMer Or producer price index for a Spesyocedure is Jeffery G. Mitchell of the Of-

producer price index for a specific invenCific inventory item is a change in methotice of Assistant Chief Counsel (Income

tory item to compute an inventory priceOf accounting for which the taxpayer must,, ang Accounting). For further infor-

index as a result of revisions to the CP| ofccuUre the consent of the Commissiongfation regarding this revenue procedure,
PPI as described in section 2.07 of thiga(s provided in § 446(e)See§ 1.472~ contact Mr. Mitchell on (202) 622-4970

revenue procedure will not be treated as )3 (B). (not a toll free call).




