
original transferee. The differences be-
tween reorganizations under § 368(a)(1)(D)
on the one hand and reorganizations un-
der §§ 368(a)(1)(A) and 368(a)(1)(C) on the
other hand do not warrant treating the origi-
nal transferee in a transaction that other-
wise satisfies the requirements of a
reorganization under § 368(a)(1)(D) dif-
ferently from the original transferee in a re-
organization under § 368(a)(1)(A) or
368(a)(1)(C) for purposes of § 368(b).
Therefore, the original transferee in a trans-
action that otherwise satisfies the require-
ments of a reorganization under
§ 368(a)(1)(D) is treated as a party to the
reorganization, notwithstanding the origi-
nal transferee’s transfer of acquired as-
sets to a controlled subsidiary of the original
transferee.

For the reasons set forth above, P’s trans-
fer of the T assets to S will not prevent P’s
acquisition of those assets from T in ex-
change for P voting stock and cash from
qualifying as a reorganization under
§ 368(a)(1)(D).

HOLDING

An acquiring corporation’s transfer of the
target corporation’s assets to a subsidiary
controlled by the acquiring corporation as
part of a plan of reorganization will not pre-
vent a transaction that otherwise qualifies
as a reorganization under § 368(a)(1)(D)
from so qualifying.

EFFECT ON OTHER REVENUE
RULINGS

Rev. Rul. 74–545, 1974–2 C.B. 122, is
obsoleted. In Rev. Rul. 74–545, the Ser-
vice ruled that, for purposes of
§ 368(a)(2)(A), a transaction that quali-
fied as a reorganization under § 368(a)(1)(C)
was “described in” § 368(a)(1)(D) even
though it did not qualify as a reorganiza-
tion under § 368(a)(1)(D). In that ruling, the
target corporation did not satisfy the re-
quirement of § 354(b)(1)(B) because it did
not distribute all of its remaining assets
along with the stock of the acquiring cor-
poration. The Service reasoned that the pur-
pose of § 368(a)(2)(A) was to ensure that
divisive transactions would not be able to
avoid the requirements of § 355 by quali-
fying as a reorganization under
§ 368(a)(1)(C). Congress, however, re-
solved this problem in 1984 when it added
§ 368(a)(2)(G), which requires the target

corporation in a reorganization under
§ 368(a)(1)(C) to distribute the stock, se-
curities, and other properties that it re-
ceives, as well as its other properties, in
pursuance of the plan of reorganization. This
distribution requirement prevents divisive
reorganizations that are “described in”
§ 368(a)(1)(D) from qualifying as reorga-
nizations under § 368(a)(1)(C). Therefore,
Rev. Rul. 74–545 is obsolete.

APPLICATION

Pursuant to § 7805(b)(8), the Service will
not apply the principles of this revenue rul-
ing to challenge a taxpayer’s position that
a transaction that occurs on or before De-
cember 9, 2002, or a transaction that is ef-
fected pursuant to a written agreement
(subject to customary conditions) that is
binding on December 9, 2002, and at all
times thereafter until the date of the trans-
action does not qualify as a reorganiza-
tion under § 368(a)(1)(D), provided that, if
the taxpayer is the acquiring corporation (or
a shareholder of the acquiring corpora-
tion whose tax treatment of the transac-
tion reflects the tax treatment by the
acquiring corporation, such as a share-
holder of an acquiring S corporation), the
target corporation (and the shareholders of
the target corporation whose tax treatment
of the transaction reflects the tax treat-
ment by the target corporation) also treats
the transaction as not qualifying as a reor-
ganization under § 368(a)(1)(D) for Fed-
eral income tax purposes, and if the
taxpayer is the target corporation (or a
shareholder of the target corporation whose
tax treatment of the transaction reflects the
tax treatment by the target corporation), the
acquiring corporation (and the sharehold-
ers of the acquiring corporation whose tax
treatment of the transaction reflects the tax
treatment by the acquiring corporation) also
treats the transaction as not qualifying as
a reorganization under § 368(a)(1)(D) for
Federal income tax purposes.

In addition, if a U.S. person that is a
shareholder of a target corporation has taken
a position consistent with the principles of
this revenue ruling for a transfer occur-
ring on or after July 20, 1998, and on or
before December 9, 2002, which transfer
involved the U.S. person’s exchange of
stock or securities of the target corpora-
tion for stock or securities of a foreign ac-
quiring corporation in which the foreign
acquiring corporation transferred part or all

of the acquired corporation’s assets to a sub-
sidiary controlled by the acquiring corpo-
ration as part of the plan of reorganization,
then such transfer constituted an indirect
transfer of stock or securities by the U.S.
person to the foreign acquiring corpora-
tion. See §§ 1.367(a)–1T(c) and 1.367(a)–
3(d). To the extent such U.S. person has not
entered into a gain recognition agreement
(GRA) satisfying the requirements of
§ 1.367(a)–3(b)(1)(ii) or 1.367(a)–
3(c)(1)(iii)(B) in connection with a trans-
fer for which the U.S. person has taken a
position consistent with the principles of this
revenue ruling, the U.S. person will be
treated as having timely satisfied the re-
quirements for such a GRA if such U.S.
person attaches a GRA that otherwise com-
plies with the requirements of § 1.367(a)–8
to its timely filed (including extensions)
original tax return for the taxable year that
includes December 9, 2002.

Further, the Service and the Treasury are
considering amending the regulations un-
der § 368 to reflect the principles of this
revenue ruling.

DRAFTING INFORMATION

The principal author of this revenue rul-
ing is Karen Lau of the Office of Chief
Counsel. For further information regard-
ing this revenue ruling, contact Ms. Lau at
(202) 622–3300 (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 October 2002 Bureau of La-
bor Statistics price indexes are accepted for
use by department stores employing the re-
tail inventory and last-in, first-out inven-
tory methods for valuing inventories for tax
years ended on, or with reference to,
October 31, 2002.

Rev. Rul. 2002–87

The following Department Store Inven-
tory Price Indexes for October 2002 were
issued by the Bureau of Labor Statistics.
The indexes are accepted by the Internal
Revenue Service, under § 1.472–1(k) of the
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Income Tax Regulations and Rev. Proc. 86–
46, 1986–2 C.B. 739, for appropriate ap-
plication 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, October 31,
2002.

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 Oct.
2001

Oct.
2002

Percent Change
from Oct. 2001
to Oct. 20021

1. Piece Goods ........................................................................................ 500.3 485.7 –2.9
2. Domestics and Draperies .................................................................... 592.0 581.6 –1.8
3. Women’s and Children’s Shoes ......................................................... 675.5 660.4 –2.2
4. Men’s Shoes........................................................................................ 872.5 895.6 2.6
5. Infants’ Wear....................................................................................... 631.1 628.9 –0.3
6. Women’s Underwear .......................................................................... 575.3 544.2 –5.4
7. Women’s Hosiery................................................................................ 358.0 339.8 –5.1
8. Women’s and Girls’ Accessories........................................................ 573.7 551.6 –3.9
9. Women’s Outerwear and Girls’ Wear ................................................ 398.4 388.2 –2.6
10. Men’s Clothing ................................................................................... 587.3 573.0 –2.4
11. Men’s Furnishings .............................................................................. 628.2 599.3 –4.6
12. Boys’ Clothing and Furnishings......................................................... 490.5 459.4 –6.3
13. Jewelry ................................................................................................ 919.6 897.1 –2.4
14. Notions ................................................................................................ 797.1 808.9 1.5
15. Toilet Articles and Drugs.................................................................... 981.6 975.1 –0.7
16. Furniture and Bedding........................................................................ 628.8 626.4 –0.4
17. Floor Coverings .................................................................................. 616.0 592.6 –3.8
18. Housewares ......................................................................................... 767.1 745.8 –2.8
19. Major Appliances ................................................................................ 224.1 223.7 –0.2
20. Radio and Television .......................................................................... 52.6 47.6 –9.5
21. Recreation and Education2 ................................................................. 89.2 85.2 –4.5
22. Home Improvements2 ......................................................................... 125.4 124.6 –0.6
23. Auto Accessories2 ............................................................................... 110.2 111.3 1.0

Groups 1 – 15: Soft Goods .......................................................................... 598.6 582.7 –2.7
Groups 16 – 20: Durable Goods .................................................................... 419.1 407.4 –2.8
Groups 21 – 23: Misc. Goods2....................................................................... 98.2 95.7 –2.5

Store Total3 532.4 518.1 –2.7
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, li-

quor, tobacco, and contract departments.
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DRAFTING INFORMATION

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

Section 692.—Income Taxes
of Members of Armed Forces
and Victims of Certain Terror-
ist Attacks on Death

How does the estate of a “qualified decedent,” as
defined in secton 2201(b) of the Internal Revenue
Code, compute the federal estate tax under section
2201, as amended by the Victims of Terrorism Tax Re-
lief Act of 2001, Pub. L. No. 107–134, section 103,
115 Stat. 2427 (2002)? See Rev. Rul. 2002–86, page
993.

Section 801.—Tax Imposed

26 CFR 1.801–3: Definitions.

A revenue ruling that sets forth circumstances un-
der which arrangements between a domestic parent cor-
poration and its wholly owned insurance subsidiary
constitute insurance for Federal income tax pur-
poses. See Rev. Rul. 2002–89, page 984.

Whether a transaction where amounts are paid for
professional liability coverage by a number of do-
mestic operating subsidiaries to an insurance subsid-
iary of a common parent constitutes insurance for
Federal income tax purposes? See Rev. Rul. 2002–
90, page 985.

A revenue ruling that sets forth circumstances un-
der which a group captive of unrelated insureds quali-
fies as an insurance company. See Rev. Rul. 2002–
91, on this page.

Section 831.—Tax on Insur-
ance Companies Other Than
Life Insurance Companies

26 CFR 1.831–3: Tax on insurance companies (other

than life or mutual), mutual marine insurance com-

panies, mutual fire insurance companies issuing per-

petual policies, and mutual fire and flood insurance

companies operating on the basis of premium depos-

its; taxable years beginning after December 31, 1962.

A revenue ruling that sets forth circumstances un-
der which arrangements between a domestic parent cor-
poration and its wholly owned insurance subsidiary
constitute insurance for Federal income tax pur-
poses. See Rev. Rul. 2002–89, page 984.

Whether a transaction where amounts are paid for
professional liability coverage by a number of do-
mestic operating subsidiaries to an insurance subsid-
iary of a common parent constitutes insurance for
Federal income tax purposes? See Rev. Rul. 2002–
90, page 985.

(Also §§ 162, 801; 1.162–1, 1.801–3.)

Captive insurance; group captive. This
ruling sets forth circumstances under which
amounts paid to a group captive of unre-
lated insureds are deductible as insurance
premiums and in which the group captive
qualifies as an insurance company.

Rev. Rul. 2002–91

ISSUE

Whether a “group captive” formed by a
relatively small group of unrelated busi-
nesses involved in a highly concentrated in-
dustry to provide insurance coverage is an
insurance company within the meaning of
§ 831 of the Internal Revenue Code un-
der the circumstances described below.

FACTS

X is one of a small group of unrelated
businesses involved in one highly concen-
trated industry. Businesses involved in this
industry face significant liability hazards.
X and the other businesses involved in this
industry are required by regulators to main-
tain adequate liability insurance coverage
in order to continue to operate. Businesses
that participate in this industry have sus-
tained significant losses due to the occur-
rence of unusually severe loss events. As
a result, affordable insurance coverage for
businesses that participate in this industry
is not available from commercial insur-
ance companies.

X and a significant number of the busi-
nesses involved in this industry (Mem-
bers) form a so-called “group captive” (GC)
to provide insurance coverage for stated li-
ability risks. GC provides insurance only to
X and the other Members. The business op-
erations of GC are separate from the busi-
ness operation of each Member. GC is
adequately capitalized.

No Member owns more than 15% of
GC, and no Member has more than 15%
of the vote on any corporate governance is-
sue. In addition, no Member’s individual
risk insured by GC exceeds 15% of the to-
tal risk insured by GC. Thus, no one mem-
ber controls GC.

GC issues insurance contracts and
charges premiums for the insurance cov-
erage provided under the contracts. GC uses
recognized actuarial techniques, based, in
part, on commercial rates for similar cov-
erage, to determine the premiums to be
charged to an individual Member.

GC pools all the premiums it receives
in its general funds and pays claims out of
those funds. GC investigates any claim
made by a Member to determine the va-
lidity of the claim prior to making any pay-
ment on that claim. GC conducts no other
business than the issuing and administer-
ing of insurance contracts.

No Member has any obligation to pay
GC additional premiums if that Member’s
actual losses during any period of cover-
age exceed the premiums paid by that
Member. No Member will be entitled to a
refund of premiums paid if that Member’s
actual losses are lower than the premi-
ums paid for coverage during any period.
Premiums paid by any Member may be
used to satisfy claims of the other Mem-
bers. No Member that terminates its insur-
ance coverage or sells its ownership interest
in GC is required to make additional pre-
mium or capital payments to GC to cover
losses in excess of its premiums paid. More-
over, no Member that terminates its cov-
erage or disposes of its ownership interest
in GC is entitled to a refund of premiums
paid in excess of insured losses.

LAW AND ANALYSIS

Section 162(a) of the Code provides, in
part, that there shall be allowed as a de-
duction all the ordinary and necessary ex-
penses paid or incurred during the taxable
year in carrying on any trade or business.

Section 1.162–1(a) of the Income Tax
Regulations provides, in part, that among
the items included in business expenses are
insurance premiums against fire, storms,
theft, accident, or other similar losses in the
case of a business.

Section 831(a) of the Code provides that
taxes computed under section 11 are im-
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