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The policy underlying § 338 is not vio-
lated by treating Situation (1) as a single
statutory merger of T into X because such
treatment results in a transaction that qual-
ifies as a reorganization under § 368(a)
(1)(A) in which X acquires the assets of T
with a carryover basis under § 362, and
does not result in a cost basis for those
assets under § 1012.  Thus, in Situation
(1), the step transaction doctrine applies to
treat the Acquisition Merger and the
Upstream Merger not as a stock acquisi-
tion that is a qualified stock purchase fol-
lowed by a § 332 liquidation, but instead
as an acquisition of T’s assets through 
a single statutory merger of T into X 
that qualifies as a reorganization under 
§ 368(a)(1)(A).  Accordingly, a § 338 elec-
tion may not be made in such a situation.

Situation (2)
Situation (2) differs from Situation (1)

only in that the Acquisition Merger, if
viewed independently of the Upstream
Merger, would qualify as a reorganization
under § 368(a)(1)(A) by reason of § 368(a)
(2)(E).  This difference does not change the
result from that in Situation (1).  The trans-
action is treated as a single statutory merg-
er of T into X that qualifies as a reorganiza-
tion under § 368(a)(1)(A) without regard to
§ 368(a)(2)(E).

HOLDING

Under the facts presented, if, pursuant to
an integrated plan, a newly formed wholly
owned subsidiary of an acquiring corpora-
tion merges into a target corporation, fol-
lowed by the merger of the target corpora-
tion into the acquiring corporation, the
transaction is treated as a single statutory
merger of the target corporation into the
acquiring corporation that qualifies as a
reorganization under § 368(a)(1)(A). 

APPLICATION

Pursuant to § 7805(b)(8), the Service
will not apply the principles of this rev-
enue ruling to challenge a taxpayer’s posi-
tion with respect to the treatment of a
multi-step transaction, one step of which,

viewed independently, is a qualified stock
purchase if: 

(1) a timely (including extensions) and
valid (without regard to whether there was
a qualified stock purchase under the prin-
ciples of this revenue ruling) election
under § 338(h)(10) or § 338(g) (Election)
is or was filed with respect to the acquisi-
tion of the stock of the target corporation;
and

(2) either 
(a) the acquisition date for the target

corporation is on or before September 24,
2001; or 

(b) the acquisition of stock of the tar-
get corporation meeting the requirements
of § 1504(a)(2) by the purchasing corpo-
ration is pursuant to a written agreement
that (subject to customary conditions) is
binding on September 24, 2001, and at all
times thereafter until the acquisition date;
and

(3) such taxpayer does not take a posi-
tion for U.S. tax purposes that is inconsis-
tent with the treatment of the acquisition
as a qualified stock purchase with respect
to which the Election was made.

Further, the Service and the Treasury
are considering whether to issue regula-
tions that would reflect the general princi-
ples of this revenue ruling, but would
allow taxpayers to make a valid election
under § 338(h)(10) with respect to a step
of a multi-step transaction that, viewed
independently, is a qualified stock pur-
chase if such step is pursuant to a written
agreement that requires, or permits the
purchasing corporation to cause, a 
§ 338(h)(10) election in respect of such
step to be made.  The Service and the
Treasury request comments regarding the
adoption of such an approach.

EFFECT ON OTHER DOCUMENTS

Rev. Rul. 67–274 is amplified and Rev.
Rul. 90–95 is distinguished.

DRAFTING INFORMATION

The principal authors of this revenue
ruling are Reginald Mombrun and Joseph

M. Calianno of the Office of the Associate
Chief Counsel (Corporate).  For further
information regarding this revenue ruling,
contact Mr. Mombrun at (202) 622-7750
(not a toll-free call) or Mr. Calianno at
(202) 622-7930 (not a toll-free call).

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

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

LIFO; price indexes; department
stores. The August 2001 Bureau of Labor
Statistics price indexes are accepted for
use by department stores employing the
retail inventory and last-in, first-out in-
ventory methods for valuing inventories
for tax years ended on, or with reference
to, August 31, 2001.

Rev. Rul. 2001–45

The following Department Store Inven-
tory Price Indexes for August 2001 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, Au-
gust 31, 2001. 

The Department Store Inventory Price
Indexes are prepared on a national basis
and include (a) 23 major groups of
departments, (b) three special combina-
tions 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, except for the following:
candy, food, liquor, tobacco, and contract
departments. 
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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 Aug. Aug. from Aug. 2000

2000 2001 to Aug. 20011

1.  Piece Goods - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - 509.2 485.7 –4.6
2.  Domestics and Draperies - - - - - - - - - - - - - - - - - - - - - - - - 617.9 591.8 –4.2
3.  Women’s and Children’s Shoes- - - - - - - - - - - - - - - - - - - - 618.3 655.4 6.0
4.  Men’s Shoe - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - 913.2 856.4 –6.2
5.  Infants’ Wear - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - 619.8 609.5 –1.7
6.  Women’s Underwear - - - - - - - - - - - - - - - - - - - - - - - - - - 570.2 567.5 –0.5
7.  Women’s Hosiery- - - - - - - - - - - - - - - - - - - - - - - - - - - - - 334.7 354.8 6.0
8.  Women’s and Girls’ Accessories - - - - - - - - - - - - - - - - - - - 532.0 547.2 2.9
9.  Women’s Outerwear and Girls’ Wear - - - - - - - - - - - - - - - - 370.5 361.6 –2.4

10.  Men’s Clothing - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - 605.4 579.2 –4.3
11.  Men’s Furnishings - - - - - - - - - - - - - - - - - - - - - - - - - - - - 612.9 583.9 –4.7
12.  Boys’ Clothing and Furnishings - - - - - - - - - - - - - - - - - - - 473.0 469.2 –0.8
13.  Jewelry - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - 936.5 936.3 0.0
14.  Notions - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - 785.9 793.0 0.9
15.  Toilet Articles and Drugs- - - - - - - - - - - - - - - - - - - - - - - - 971.0 969.9 –0.1
16.  Furniture and Bedding - - - - - - - - - - - - - - - - - - - - - - - - - 687.9 633.9 –7.8
17.  Floor Coverings- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - 603.2 623.8 3.4
18.  Housewares - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - 778.5 767.6 –1.4
19.  Major Appliances- - - - - - - - - - - - - - - - - - - - - - - - - - - - - 230.9 226.9 –1.7
20.  Radio and Television - - - - - - - - - - - - - - - - - - - - - - - - - - 58.8 53.4 –9.2
21.  Recreation and Education2- - - - - - - - - - - - - - - - - - - - - - - 92.2 89.3 –3.1 
22.  Home Improvements2 - - - - - - - - - - - - - - - - - - - - - - - - - - 129.2 125.8 –2.6
23.  Auto Accessories2 - - - - - - - - - - - - - - - - - - - - - - - - - - - - 106.2 109.4 3.0

Groups  1 – 15:  Soft Goods - - - - - - - - - - - - - - - - - - - - - - - - 585.3 575.5 –1.7

Groups 16 – 20:  Durable Goods- - - - - - - - - - - - - - - - - - - - - - 437.2 421.8 –3.5

Groups 21 – 23:  Misc. Goods2- - - - - - - - - - - - - - - - - - - - - - - 99.8 98.2 –1.6

Store Total3- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - 529.7 518.8 –2.1

1 Absence of a minus sign before the percentage change in this column signifies a price increase.   
2 Indexes on a January 1986=100 base.
3 The 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
ruling is Michael Burkom of the Office of
Associate Chief Counsel (Income Tax and
Accounting).  For further information
regarding this revenue ruling, contact Mr.
Burkom at (202) 622-4930 (not a toll-free
call). 

Section 872. — Gross Income

(Also sections 883, 894.)
26 CFR 1.872–2:  Exclusions from gross income of
nonresident alien individuals.
(Also 26 CFR 1.883–1.)

This revenue ruling updates the list of
countries that grant a reciprocal exemp-

from the international operation of ships
or aircraft in determining whether such
income is exempt from U.S. taxation
under section 872(b) or 883(a) of the
Internal Revenue Code of 1986, by pro-
viding a current list of countries that grant
United States persons equivalent exemp-
tions from tax for various categories of

income taxation, if the income is derived
by an individual resident of a foreign
country, and such foreign country grants
an equivalent exemption to individual res-
idents of the United States.  Section
883(a) provides a similar exemption for
such income derived by corporations
organized in a foreign country that grants


