
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 June 2002 Bureau of Labor
Statistics price indexes are accepted for
use by department stores employing the
retail inventory and last-in, first-out inven-
tory methods for valuing inventories for
tax years ended on, or with reference to,
June 30, 2002.

Rev. Rul. 2002–52
The following Department Store Inven-

tory Price Indexes for June, 2002 were is-
sued by the Bureau of Labor Statistics.
The indexes are accepted by the Internal
Revenue Service, under § 1.472–1(k) of
the Income Tax Regulations and Rev.
Proc. 86–46, 1986–2 C.B. 739, for appro-
priate application to inventories of depart-
ment stores employing the retail inventory
and last-in, first-out inventory methods for
tax years ended on, or with reference to
June 30, 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 total, which covers all departments,
including some not listed separately, ex-
cept 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
June
2001

June
2002

Percent Change
from June 2001
to June 20021

1. Piece Goods-------------------------------------------------------------- 478.7 494.9 3.4
2. Domestics and Draperies ---------------------------------------------- 603.2 577.6 -4.2
3. Women’s and Children’s Shoes -------------------------------------- 644.8 634.3 -1.6
4. Men’s Shoes ------------------------------------------------------------- 888.8 905.7 1.9
5. Infants’ Wear ------------------------------------------------------------ 605.2 603.3 -0.3
6. Women’s Underwear --------------------------------------------------- 562.2 525.1 -6.6
7. Women’s Hosiery ------------------------------------------------------- 354.0 346.5 -2.1
8. Women’s and Girls’ Accessories ------------------------------------- 547.3 537.2 -1.8
9. Women’s Outerwear and Girls’ Wear ------------------------------- 378.1 369.7 -2.2

10. Men’s Clothing ---------------------------------------------------------- 582.1 580.7 -0.2
11. Men’s Furnishings ------------------------------------------------------ 599.6 581.7 -3.0
12. Boys’ Clothing and Furnishings ------------------------------------- 488.5 475.7 -2.6
13. Jewelry ------------------------------------------------------------------- 936.8 897.0 -4.2
14. Notions ------------------------------------------------------------------- 780.7 805.4 3.2
15. Toilet Articles and Drugs --------------------------------------------- 963.4 981.0 1.8
16. Furniture and Bedding ------------------------------------------------- 639.9 626.2 -2.1
17. Floor Coverings -------------------------------------------------------- 615.4 616.6 0.2
18. Housewares -------------------------------------------------------------- 767.7 756.2 -1.5
19. Major Appliances ------------------------------------------------------ 225.9 221.0 -2.2
20. Radio and Television --------------------------------------------------- 53.9 49.4 -8.3
21. Recreation and Education2 -------------------------------------------- 90.1 86.2 -4.3
22. Home Improvements2 -------------------------------------------------- 124.7 125.5 0.6
23. Auto Accessories2------------------------------------------------------- 109.1 110.9 1.6

Groups 1 – 15: Soft Goods -------------------------------------------------- 584.1 571.9 -2.1
Groups 16 – 20: Durable Goods-------------------------------------------- 422.5 411.5 -2.6
Groups 21 – 23: Misc. Goods2 --------------------------------------------- 98.5 96.4 -2.1

Store Total3--------------------------------------------------------------- 524.5 512.9 -2.2
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
ruling is Michael Burkom of the Office of
Associate 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 892.—Income of
Foreign Governments and of
International Organizations
26 CFR 1.892–5: Controlled commercial entity.

T.D. 9012

DEPARTMENT OF THE
TREASURY
Internal Revenue Service
26 CFR Parts 1 and 301

Clarification of Entity
Classification Rules

AGENCY: Internal Revenue Service
(IRS), Treasury.

ACTION: Final and temporary
regulations.

SUMMARY: This document contains fi-
nal regulations under section 7701 that ad-
dress the Federal tax classification of a
business entity wholly owned by a foreign
government and that also provide that a
nonbank entity wholly owned by a foreign
bank cannot be disregarded as an entity
separate from its owner (disregarded en-
tity) for purposes of applying the special
rules applicable to banks under the Inter-
nal Revenue Code. This document also
contains final regulations providing that a
partnership can be a controlled commer-
cial entity for purposes of section
892(a)(2)(B) and reissues certain section
892 temporary regulations with references
to the final regulations.

DATES: Effective date:These regulations
are effective August 1, 2002.

Applicability Dates:The regulations that
address the Federal tax classification of
business entities wholly owned by a for-
eign government under § 301.7701–2 ap-
ply on or after January 14, 2002, to such

business entities regardless of any prior
entity classification, and the regulations
that address the definition of the term en-
tity for purposes of section 892(a)(2)(B)
apply on or after January 14, 2002. The
regulations relating to a nonbank entity
that is wholly owned by a foreign bank
apply to taxable years beginning after
January 12, 2001.

FOR FURTHER INFORMATION CON-
TACT: Camille B. Evans at (202) 622–
3870 (not a toll-free number).

SUPPLEMENTARY INFORMATION:

Background

This document contains amendments to
26 CFR parts 1 and 301. On January 12,
2001, the IRS and the Treasury Depart-
ment issued a notice of proposed rulemak-
ing (REG–101739–00, 2001–1 C.B. 996
[66 FR 2854]), published in the Federal
Register, to amend the existing elective
business entity classification regime un-
der section 7701 known as the check-the-
box regulations, and to amend the existing
temporary rules providing for the income
of entities owned by foreign governments
as described under section 892. No pub-
lic hearing was requested or held. Writ-
ten comments responding to the notice of
proposed rulemaking were received. Af-
ter consideration of all the comments, the
proposed regulations are adopted as re-
vised by this Treasury decision. The revi-
sions are discussed below.

Explanation and Summary of Com-
ments

On December 18, 1996, the IRS and
Treasury published the elective Federal tax
classification regime under section 7701
known as the check-the-box regulations,
61 FR 66584. On January 12, 2001, the
IRS and Treasury issued a notice of pro-
posed rulemaking (REG–101739–00,
2001–1 C.B. 996) that proposed to amend
the Procedure and Administration Regula-
tions (26 CFR Part 301) to address the
Federal tax classification of an entity
wholly owned by a foreign government (as
defined in § 1.892–2T) and to address the
Federal tax treatment to a foreign bank of
income and assets and liabilities of an oth-
erwise disregarded nonbank entity that it
owns. As noted in the preamble to the no-
tice of proposed rulemaking, the purpose
of the proposed regulations was to ensure

parity between the treatment of entities
wholly owned by State governments and
entities wholly owned by foreign govern-
ments, as well as to ensure parity between
the treatment of nonbank subsidiaries
owned by U.S. banks and the treatment of
nonbank subsidiaries owned by foreign
banks engaged in a U.S. banking business.
The January 12, 2001, notice of proposed
rulemaking also proposed to provide that
a partnership can be a controlled commer-
cial entity under section 892.

A. § 301.7701–2(b)(6)

A commentator suggested that the rule
in the proposed regulations that a business
entity wholly owned by a foreign govern-
ment (as defined in § 1.892–2T) is a per
se corporation should be limited to those
entities directly owned by the foreign gov-
ernment. As indicated above, the proposed
regulations were issued because the IRS
and Treasury believe that it is appropriate
to treat controlled entities owned by for-
eign governments similarly to controlled
entities owned by State governments. The
per se rule relating to controlled entities
owned by State governments is not lim-
ited to those entities directly owned by a
State government. Thus, except for minor
changes to language, the final regulations
retain the proposed rule that a business en-
tity wholly owned by a foreign govern-
ment, like a business entity wholly owned
by a State government, will be treated as
a per se corporation.

B. § 301.7701–2(c)(2)(ii)

Two comments were received on the
proposed regulation that provides that for-
eign banks, like domestic banks, would be
precluded from treating their wholly
owned nonbank subsidiaries as disregarded
entities for purposes of the special rules of
the Internal Revenue Code (Code) appli-
cable to banks. Both comments asked for
guidance on the phrase “special rules of
the Internal Revenue Code applicable to
banks” and the circumstances under which
the regulation would apply to entities
owned by foreign banks.

As noted above, the regulations are in-
tended to ensure parity of treatment be-
tween domestic banks and foreign banks
engaged in a U.S. trade or business by
providing that neither domestic banks as
defined in section 581 nor foreign banks
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