
(2) Re-election of RIC or REIT
status—(i) Generally. Except as provided
in paragraphs (d)(2)(ii) and (d)(2)(iii) of
this section, paragraph (a)(1) of this sec-
tion does not apply to any corporation
that—

(A) Immediately prior to qualifying to
be taxed as a RIC or REIT was subject to
tax as a C corporation for a period not
exceeding two taxable years; and

(B) Immediately prior to being subject
to tax as a C corporation was subject to
tax as a RIC or REIT for a period of at
least one taxable year.

(ii) Property acquired from another
corporation while a C corporation. The
exception described in paragraph (d)(2)(i)
of this section does not apply to property
acquired by the corporation while it was
subject to tax as a C corporation from
another corporation (whether or not a C
corporation) in a transaction that results
in the acquirer’s basis in the property
being determined by reference to a C cor-
poration’s basis in the property.

(iii) RICs and REITs previously subject
to section 1374 treatment. If the RIC or

REIT had property subject to paragraph
(b) of this section before the RIC or REIT
became subject to tax as a C corporation
as described in paragraph (d)(2)(i) of this
section, then paragraph (b) of this section
applies to the RIC or REIT upon its
requalification as a RIC or REIT, except
that the 10-year recognition period with
respect to such property is reduced by the
portion of the 10-year recognition period
that expired before the RIC or REIT
became subject to tax as a C corporation
and by the period of time that the corpo-
ration was subject to tax as a C corpora-
tion.

(e) Special rule for partnerships. The
principles of this section apply to prop-
erty transferred by a partnership to a RIC
or REIT to the extent of any C corpora-
tion partner’s proportionate share of the
transferred property. For example, if a C
corporation owns a 20 percent interest in
a partnership and that partnership contrib-
utes an asset to a REIT in a section 351
transaction, then the partnership shall be
treated as a C corporation with respect to
20 percent of the asset contributed to the

REIT. If the partnership were to elect
deemed sale treatment under paragraph
(c) of this section with respect to such
transfer, then any gain recognized by the
partnership on the deemed sale must be
specially allocated to the C corporation
partner.

(f) Effective date. This section applies
to conversion transactions that occur on
or after January 2, 2002. For conversion
transactions that occurred on or after June
10, 1987, and before January 2, 2002, see
§ 1.337(d)–5T and § 1.337(d)–6T. This
section expires on December 31, 2004.

Par. 4. The authority citation for part
602 continues to read as follows:

Authority: 26 U.S.C. 7805.
Par. 5. In § 602.101, paragraph (b) is

amended by adding an entry in numerical
order to the table to read as follows

§ 602.101 OMB Control numbers.
* * * * *

(b) * * *

CFR Part or section where
identified and described

Current OMB
control No.

* * * * *

1.337(d)–6T.............................................................................................................................................................. 1545–1672

1.337(d)–7T.............................................................................................................................................................. 1545-1672

* * * * *

Robert E. Wenzel,
Deputy Commissioner of

Internal Revenue.

Approved December 20, 2001.

Mark Weinberger,
Assistant Secretary of the Treasury.

(Filed by the Office of the Federal Register on
December 31, 2001, 8:45 a.m., and published in the
issue of the Federal Register for January 2, 2002, 67
F.R. 8)

Section 408.—Individual
Retirement Arrangements

26 CFR 1.408–2: Individual retirement accounts.

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

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

LIFO; price indexes; department
stores. The November 2001 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 November 30, 2001.

Rev. Rul. 2002–4

The following Department Store
Inventory Price Indexes for November
2001 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 Regula-
tions and Rev. Proc. 86–46 (1986–2
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C.B. 739) for appropriate application to
inventories of department stores employ-
ing the retail inventory and last-in, first-
out inventory methods for tax years ended
on, or with reference to, November 30,
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.

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

(January 1941 = 100, unless otherwise noted)

Groups
Nov.
2000

Nov.
2001

Percent Change
from Nov. 2000
to Nov. 20011

1. Piece Goods..................................................................................................... 499.6 492.1 -1.5

2. Domestics and Draperies ................................................................................ 610.2 597.2 -2.1

3. Women’s and Children’s Shoes ...................................................................... 664.0 659.0 -0.8

4. Men’s Shoes .................................................................................................... 911.2 877.2 -3.7

5. Infants’ Wear ................................................................................................... 648.0 641.4 -1.0

6. Women’s Underwear ....................................................................................... 577.3 574.5 -0.5

7. Women’s Hosiery ............................................................................................ 347.0 355.0 2.3

8. Women’s and Girls’ Accessories .................................................................... 555.4 562.2 1.2

9. Women’s Outerwear and Girls’ Wear............................................................. 402.0 385.3 -4.2

10. Men’s Clothing................................................................................................ 598.8 582.7 -2.7

11. Men’s Furnishings........................................................................................... 639.2 625.4 -2.2

12. Boys’ Clothing and Furnishings ..................................................................... 501.3 490.1 -2.2

13. Jewelry............................................................................................................. 936.0 907.3 -3.1

14. Notions ............................................................................................................ 798.0 806.5 1.1

15. Toilet Articles and Drugs................................................................................ 973.8 979.8 0.6

16. Furniture and Bedding .................................................................................... 696.6 629.5 -9.6

17. Floor Coverings............................................................................................... 625.6 627.3 0.3

18. Housewares...................................................................................................... 775.6 762.5 -1.7

19. Major Appliances ............................................................................................ 227.9 226.5 -0.6

20. Radio and Television....................................................................................... 57.5 52.3 -9.0

21. Recreation and Education2.............................................................................. 92.3 88.4 -4.2

22. Home Improvements2 ..................................................................................... 129.2 124.2 -3.9

23. Auto Accessories2 ........................................................................................... 107.6 110.4 2.6

Groups 1 — 15: Soft Goods ................................................................................. 604.6 592.1 -2.1

Groups 16 — 20: Durable Goods ........................................................................... 435.6 418.8 -3.9

Groups 21 — 23: Misc. Goods2 ............................................................................. 100.1 97.6 -2.5

Store Total3....................................................................................................... 541.4 528.0 -2.5

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.

January 28, 2002 390 2002–4 I.R.B.



DRAFTING INFORMATION

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

Section 865.—Source Rules
for Personal Property Sales

26 CFR 1.865–1: Loss with respect to personal
property other than stock.

T.D. 8973

DEPARTMENT OF THE
TREASURY
Internal Revenue Service
26 CFR Part 1

Allocation of Loss With
Respect to Stock and Other
Personal Property

AGENCY: Internal Revenue Service
(IRS), Treasury.

ACTION: Final regulations and removal
of temporary regulations.

SUMMARY: This document contains
final Tax Regulations which remove tem-
porary regulations relating to the alloca-
tion of loss recognized on the disposition
of stock and other personal property. The
loss allocation regulations primarily will
affect taxpayers that claim the foreign tax
credit and that incur losses with respect to
personal property and are necessary to
modify existing guidance with respect to
loss allocation.

DATES: Effective Dates: These regula-
tions are effective January 8, 2002.

Applicability Dates: For dates of appli-
cability, see §§ 1.865–1(f) and 1.865–
2(e).

FOR FURTHER INFORMATION CON-
TACT: David A. Juster (202) 622–3850
(not a toll-free number).

SUPPLEMENTARY INFORMATION:

Background

This document contains amendments
to 26 CFR part 1. On January 11, 1999,
final regulations (T.D. 8805 (1999–1 C.B.
371) the 1999 final regulations) address-
ing the allocation of loss on the disposi-
tion of stock (§ 1.865–2) and amending
the foreign tax credit passive limitation
grouping rules under § 1.904–4(c) were
published in the Federal Register (64 FR
1505), together with temporary regula-
tions relating to the allocation of loss on
the disposition of personal property other
than stock (§ 1.865–1T) and providing a
special matching rule with respect to the
allocation of certain stock losses
(§ 1.865–2T). A notice of proposed rule-
making (REG–106905–98, 1999–1 C.B.
768) cross-referencing the temporary
regulations was published in the Federal
Register for the same day (64 FR 1571).
No public hearing was requested or held.
One written comment responding to the
notice of proposed rulemaking was
received. After consideration of the com-
ment, the regulations are finalized sub-
stantially as proposed, and the corre-
sponding temporary regulations are
removed. This Treasury decision also
contains minor clarifying amendments to
§ 1.865–2 of the 1999 final regulations.
The revisions are discussed below.

Explanation of Provisions

§ 1.865–1: Loss with Respect to Personal
Property Other Than Stock

§ 1.865–1(a): general rules
Taxpayers have inquired whether the

regulations apply to section 166 bad debt
deductions. Section 1.865–1 is intended
to apply to all recognized losses with
respect to personal property, unless other-
wise excepted, whether or not the loss
results from an actual sale or disposition.
Although section 166 does not use the
term loss in the context of describing
worthless debts giving rise to a deduction
under the statute, worthlessness deduc-
tions reflect economically sustained
losses similar to losses described in sec-
tion 165(g) with respect to worthless
securities. Section 1.865–1(a)(1) of the
final regulations clarifies that the loss

allocation rules of § 1.865–1 apply to sec-
tion 166 bad debt deductions, as well as
losses on property that is marked-to-
market (such as under section 475) and
not excluded from the scope of these
regulations (as are inventory property and
certain derivative contracts).

One commentator requested that the
final regulations clarify the proper alloca-
tion of a loss from the disposition of a
partnership interest. Treasury and the Ser-
vice do not believe that a special rule is
required. Instead, loss on the disposition
of a partnership interest is subject to the
general rule of § 1.865–1(a) that allocates
loss to the class of gross income to which
gain from the sale of such property would
give rise in the seller’s hands, i.e., on a
reciprocal-to-gain basis.

§ 1.865–1(b)(2): contingent payment debt
instruments

Section 1.865–1(b)(2), explaining the
particular application of the reciprocal-to-
gain loss allocation rule to contingent
payment debt instruments, provides that
loss on an instrument to which § 1.1275–
4(b) applies is allocated and apportioned
to the class of interest income to which
the instrument would give rise. The final
regulation adopts the rule of the tempo-
rary regulation, reworded to clarify the
interaction of this section with § 1.1275–
4(b)(9)(iv)(A).

§ 1.865–1(c)(4): unamortized bond pre-
mium

Section 1.865–1(c)(4) provides an
exception from the general reciprocal-to-
gain rule with respect to unamortized
bond premium. The final regulations
modify the text and add a new Example 3
in § 1.865–1(e) to clarify that loss on a
debt instrument is allocated against inter-
est only to the extent of the amount of
bond premium that could have been, but
was not, amortized by the taxpayer before
the loss was recognized.

§ 1.865–1(c)(6)(iii): matching rule

For discussion of modifications to the
matching rule in response to comments,
see the discussion below in connection
with the stock loss matching rule of
§ 1.865–2(b)(4)(iii).
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