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LIFO UPDATE

If you had called me personally to ask “what’s
happening latety with LIFO that | need to know about?"...
Here's what I'd say:

1. Not a whole lot has happened since the March,
1991 issue in terms of major Court cases, Revenue
Rulings, Procedures, or other IRS pronouncements
on LIFO. Think of that as good news because there's
enough going on right now with IRS audits and pro-
cessing LIFO change requests and Forms 3115 to
keep most of us plenty busy.

2. IRS audit activity concerning LIFO applications
includes reports from a number of conversations
where the IRS is severely questioning pooling and
other LIFO computational methods. In one instance,
for the years 1980-1986, the IRS reconstructed in-
dexes and came up with about 2% per year for new
Ford cars and about 3% per year for new Ford trucks
over that time frame. In another audit of a Chrysler
dealer, thelRS has suggested thatthe newvehicleson
LIFO should be split into three (3) pools: (1) new cars,
(2) new trucks, and (3) minivans. In still another in-
stance, the IRS is threatening to throw out the entire
LIFO election - all years - because the dealer didn't
save adequate records.

See “Reader Feedback” for more discussion of
current IRS audit issues.

3. Thisissue of the Lookout contains several articles
devoted to requests for permission from the IRS Na-
tional Tax Officeto makevarious LIFO method changes.
These would be voluntary requests to change from
LIFO practices that we believe are not in our client's
own best interests. The majority of voluntary LIFO
changes require Form 3115 filing within the first 180
days oftheyear (i.e., by the “end of June” for changes
intended to be effectivefor calendar 1991 tax retums).
Therefore, | wanted to get this issue into your hands
somewhatinadvance of thisyear’sfiling dateifyou are
now feverishly working on '91 change requests.

See LIFO Update, page 14
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VOLUNTARY LIFO METHOD CHANGE REQUESTS:
RULES, REQUIREMENTS AND PRACTICAL PROBLEMS

Many CPAs are busy in May and June every year
requesting LIFO accountingmethod changesfor newly
acquired clients whose LIFO computations are poten-
tially troublesome or not as beneficial for the client as
they ought to be. In some instances, the double
extension method was originally elected when a link-
chain, index method better measures changinginven-
tories. In other instances, the computational ap-
proaches may not be too accurate and they may have
resulted in questionable LIFO reserve amounts. Or
maybe there are too many pools when fewer pools
would produce larger LIFO reserves and still be just as
acceptable to the Intemal Revenue Service.

Intaking over a new LIFO client and reviewing the
LIFO procedures set up by the former CPA, the new
CPA should recognize that he or she cannot arbitrarily
or unilaterally “fix things” on their own...even though
some immediate changes in LIFO methods might
obviously beinthe client’s bestiinterests. Itisimportant
forthe new CPA toresist the impulse to shoot fromthe
hip, “cleanupthereserves” orto otherwisetake things
intoone’'sownhands: Changing LIFO methods usually
involves a laborious, time-consuming change request
process that involves filing Form 3115...and waiting.

Another impulse to resist is the temptation to
simply close one’s eyes and ignore sub-par or im-
proper LIFO sub-elections that are getting danger-
ously out of hand or that are really limiting the benefits
the client could derive from LIFO. You may know that
the client is using more pools than necessary, usinga
double extension method instead of a link-chain, in-
dex method, or continuing to apply computational
methodologies that, in your own heart, you know you
would never have started and can never be comfort-
able with or hope to justify to the IRS. Chronic LIFO
problems like these usually do not go away with the
passage of time; they usually only create bigger prob-
lems as the years go by, according to Murphy’s law.

Consider one writer's summary of accounting
method changes: “Thetreatment of accounting meth-
ods and changes since the 1954 Code has been
afnbiguous, complicated and contradictory. The great
intentions of the drafters of the 1954 Code have
resulted in a set of rules and regulations that are
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incredibly complex and paradoxal. There are very few
authorities on the subject of accounting method
changes and very little evidence exists that local IRS
agentshave anyformaltraining inthis area. Asaresult,
the majority of professionals are perplexed when the
issue arises. In many cases, both IRS agents and
practitioners have no idea how to handle the problem.
In a number of private letter rulings, IRS agents have
requested National Office adviceonthese matters and
have sometime made arbitrary assumptionsthat were
completely erroneous.” (See “Inventory and Ac-
counting Methods: Controversy and Paradoxes” by
Sheldon Drobny in the October, 1990 issue of Taxes
- The Tax Magazine at page 764.)

Section 446(e) of the Internal Revenue Code pro-
vides that before a taxpayer can change any method
of accounting, it must first secure permission or con-
sent from the IRS to make the change. The Regula-
tionsprovidethatin orderto securethe Commissioner’'s
consent to a change in method of accounting, the
taxpayer generally must file an application on Form
3115, Application for Change in Accounting Method,
with the Commissioner of Internal Revenue, Wash-
ington, D.C., within 180 days after the beginning ofthe
tax year for which the proposed change is to be
made. This procedure may take as long astwoyears
from start to finish.

The Regulations under Section 446 also provide
that the Commissioner may prescribe administrative
procedures, appropriate limitations, terms and conditions
to permit taxpayers to change their accounting
practices and to prevent the omission or duplication
of items includible in gross income or deductions.
Section 481(a) of the Code requires that those adjust-
ments necessary to prevent amounts from being
duplicated or omitted be taken into account when the
taxpayer’staxableincome is computed underamethod
of accounting different from the method used to
compute taxable income for the preceding tax year.

In working with LIFO and UFO changes, it is
important to correctly identify changes which require
filing Form 3115, changes which clearly do notinvolve
or require Form 3115...and several other gray area or
“inbetween” circumstances which leavethe question

_
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Method Changes (Continued)

of whether achange in LIFO method is invoived open
touncertainty and second guessing. These are set out
in the accompanying box: “What Are and What Are
Not UFO Method Changes.”

Two controlling revenue procedures prescribe
rules for LIFO method changes. They are Revenue
Procedure 84-74 (1984-2 C.B. 736) and Revenue
Procedure 88-15 (1988-1 C.B. 683). The latter relates

to LUFO terminations under special circumstances
wherethetaxpayeris “clean” andthe procedural rules
are relaxed a little.

Revenue Procedure 84-74 is used in numerous
situations not involving voluntary changes, such as
where changes are being made because aniRS agent
has precipitated them as a result of an audit, or where
taxpayers are using Category A (“outlawed”) methods.

See Method Changes, page 8
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m‘ethod tothe dollar value LIFO method if the taxpayer continues to use exactly
method d'o,os"not require advance permission (Regulation Section 1.472-8(f) (1)).

value method N | poollng or other changes also are involved.
ombmmg or oonsoltdatmg pools.
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SAMPLE LETTER ATTACHED TO FORM 3115 REQUESTING LIFO CHANGES

STATEMENT OF CHANGES IN ACCOUNTING METHOD REQUESTED

Taxpayer filed Form 970 with respect to its calendar year 1979 electing LIFO with respect to its new cars and
new truck inventories. At that time, taxpayer established 7 pools as shown below and it now requests permission
to consolidate those 7 pools into the 2 pools shown below:

Old Pools Proposed New Pools

Pool # Description Pool # Description

1 Large Chevrolet 1 New Cars

2 Medium Chevrolet

3 Small Chevrolet

4 Corvettes

5 Cadillacs

6 Light Trucks (Chevrolet) 2 New Trucks

7 . Medium Trucks (Chevrolet)

Asafranchised General Motors Chevrolet and Cadillac dealer, XYZ Motors, Inc. underthe regulations is allowed
to pool by “major lines, types or classes” of goods. Taxpayer requests permission to place all new cars in a single
pool, and all new trucks in a separate, single pool, since its overall “classification” of goods consists of:

1. New vehicles (including demonstrators)
2. Used vehicles
3. Parts and accessories

The present pooling arrangement employed by taxpayer includes separate pools for various vehicle body
sizes. Taxpayer requests permission to consolidate its new vehicle LIFO inventories into two (2) separate pools, one
for allnew cars (including demonstrators) and a second, separate poolfor all new trucks (including demonstrators).
This pooling arrangement would be consistent with the decisions rendered in 1981 by the United States Tax Court
in Fox Chevrolet, Inc. (76 TC 708; Dec. 37,893) and in Richardson Investments, Inc. (76 TC 736; Dec. 37,894). In
both of these decisions, the Tax Court allowed franchised automobile dealers (one a Chevrolet dealer, the other
aFord dealer) to use asingle poolforall new “cars” and a separate, single poolfor new “trucks.” Taxpayer believes
it should be entitled to this pooling arrangement for all new vehicles covered by its franchise agreements.

Form 970 filed by the taxpayer specified that these new vehicle inventories were subject to the dollar value,
double extension LIFO elections. With respectto its year ending December 31, 1988, taxpayer requests permission
to use a dollar value, link-chain, index method in computing the LIFO values for its new vehicle pools (this sub-
election conforming to item 8(e) - previously item 8(c) on Form 970). in connection with this change, taxpayer also
requests permission to change its cost determination from an average unit cost to a cost determined by reference
to the specific identification of the vehicle purchase invoice.

In connection with these requested changes, taxpayer will continue to use a method in valuing increments that
willapproximate the most recent purchases methodto determinethe cost of goodsinits closing inventory in excess
of those goods in the opening inventory (this sub-election conforming to item 6 on Form 970). As a result, taxpayer
will continueto apply the same cumulative index used to defiate the ending inventory to raise or adjust any increment
so calculated to current cost.

Theoverallintention ofthe taxpayer isto produce a LIFO computation methodology that will be more inkeeping
withthe nature of thetechnological changesfound withinits newvehicle inventories andto produce amore accurate
computation of the annual inflation or defiation indexes.

COMPUTATIONAL ADJUSTMENTS

The overall link-chain, index LIFO approach taxpayer proposes to employ is intended to result in a more
accurate measurement of price changes in the ending inventories. This should, in tum, result in a more accurate
measurement of income each year. Previous LIFO measurement procedures and results were more directly
affected by (1) pure quantity changes in the number of vehicles in its year-end inventories, (2) the model mix and

See To IRS, page 6
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IRS LETTER APPROVING CHANGES REQUESTED BY FILING FORM 3115

ay ':.;) for permission to' change its
bep_w for Federal income tax

» 72¥8(e) ()@ ofthe Income Tax
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ection 263A of the Internal
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See From IRS, page 7

De Filipps' LIFO LOOKOUT Vol. 1, No. 2
Aou.mnyumauﬁo-m,vnm,mdmu June 1991 §




To IRS (Continued... the first page of this letter appears on_page 4)

modelyearof purchasesin eachyear’s ending inventory and (3) the extent by which vehiclesinthe ending inventory
differed from those in the preceding year due to the number and cost of options and accessories included as part
of the vehicle costs. Thus, because the LIFO methodology presently used and from which a change is requested
is related more specifically to unadjusted average costs of units, in some instances less accurate results could be
calculated because of changes in physical quantities and differences in option and accessory mix and/orbody style
mix when, in theory, these factors should have a negligible impact on the index computations.

An approximated recomputation of the LIFO valuation oftaxpayer’s inventories for all prior years under the link-
chain, index methodologies proposed cannot be readily calculated. With respect to the potential issue or matter
of a Section 481(a) transitional adjustment, taxpayer believes it is not possible to readily recompute these prior
valuations because much of the information necessary for the recalculations is either not readily available, is no
longer available, or could not be determined without great subjectivity, expense and/or inconvenience or without
using assumptions that would approximate those inherent in the link-chain, index methodology.

Taxpayer believes that the extensive, burdensome and subjective computations that would have to be made
to establish LIFO reserve calculations for all prior years under the new method are not practical and requests relief
from this exceedingly subjective task.

Therefore, taxpayer proposes to make no change in its overall LIFO reserve amount or the overall LIFO value
of the opening inventory for the year of change. Accordingly, it proposes that a *“‘cut-off” method be applied and
thatthe amount of the LIFO reserve as of December 31, 1987 become (and willbe used as) its LIFO reserve balance
as of January 1, 1988 for the two pools - (1) new cars and (2) new trucks - that it proposes to use. This is reflected
in the schedules attached as part of this Form 3115 submission.

LINK-CHAIN, INDEX METHOD

As an automobile dealer, taxpayer believes that the LIFO valuation of its new vehicle inventories determined
underalink-chain, index methodis likely to be more accurate thanthat produced under any other method. Technical
advice memoranda issued by the National Office involving automobile dealer LIFO applications haveindicated that
the link-chain, index method is more suitable and preferable than other LIFO methods because of the rapid
technological change in the automobile industry and the complexity of the automotive products involved which
comprise an automobile dealer’s inventories.

A link-chain method uses the beginning of each year as the measuring reference for determining change (in
contrast, the double extension method presently employed uses afixed base date, whichis defined as the first day
of thefirst year LIFO was elected). An index method reprices a representative portion of the overall inventory rather
than “‘every item” as required under the double extension portion of the Regulations. Therefore, alink-chain, index
method is a method that (1) uses a moving, or updated, base date each year and (2) reprices a representative
portion (rather than “every” item) of the inventory in determining the annual index.

For the Tax Court’s discussion of the link-chain, method, see Richardson Investments, Inc. (76 TC 736). Inthat
case, thetaxpayer was a Ford dealership and the Tax Court allowed - and the Internal Revenue Service did nottake
exception to - the use of a link-chain, index method by that taxpayer as a more natural means of coping with the
problems of technological change in the new vehicle inventories.

Under the link-chain, index method, the change in cost levels from year to year will be measured first on an
annual basis, and then the cumulative change forward from the new base date is determined by multiplying the
current annual index by the last previously determined cumulative index.

As an adjunct to its use of a link-chain, index method, taxpayer proposes to continue to value any future annual
increments by applying the index developed with referenceto the specific identification of items in inventory atyear-
end, and this method is expected to closely approximate the “most recent purchases” method. This approach will
simplify the index computations because the same index that is used in converting (deflating) the endinginventory
from actual cost to a base dollar equivalent will also be used for valuing any increments that are computed at year-end.

A pro forma computation format for the calculations under the proposed link-chain, index method is attached.

X XX K
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From IRS (Continued... the first page of this letter appears on page 5)
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Method Changes (Continued from page 3)

Category A methods are methods specifically not
permitted by the Internal Revenue Code, or by Income
TaxRegulationsorasaresultofaSupremeCourtdecision.

Revenue Procedure 84-74 is also involved where
LIFO method changes are voluntarily requested or
initiated by taxpayers and their advisors. In this
context, and in the context of this article, these
voluntary LIFO method change request involve
changes that are referred to as Category B methods.
By definition a Category B accounting method is one
whichis notaCategory A (i.e., a specifically prohibited
or “outlawed”) method.

Accordingly, Form 3115 is the eye of the needle
through which the Camel bearing the LIFO change
request must pass. Although the instructions for
Form 3115 refer to specific sections of Rev. Proc. 84-74
in a few paragraphs dealing with specific matters,
that Revenue Procedure should be thoroughly re-
viewed along with IRS Publication 538, Accounting
Periods and Methods, as part of the Form 3115
preparation process.

The most recent Form 3115 has a January, 1989
Revision date and should be used for any current
change requests until it is superseded by a newer
version. Theinstructionsfor Form3115indicatethat all
relevantfacts, includingdetailed descriptions of present
and proposed (LIFO) methods must be submitted.
You must also state the reason(s) you believe ap-
proval to make the requested (LIFO) changes should
be granted. The instructions also indicate that you
should state whether you desire a conference in the
National Office ifthe Service considers an unfavorable
response to your request. If you do not specifically
request a conference, the IRS presumes that you do
not want one. In addition, the instructions remind you
there is a user fee (which was increased to $300 from
the $200 printed inthe instructions) in connection with
filing Form 3115, as well as specifying the IRS address
to which the application must be mailed.

Form3115 consists of 6 pages, Sections Athrough
H, and a signature block on page 6. The portions of
Form 3115 that are required to be completed in con-
nectionwith LIFO method changes are SectionA, afull
page and one half of general information, and Section
C, relatingtoChangeinMethod of Valuing Inventories.
Section C on its face contains a note that Section D
should also be completed and Section D on its face
says: “Complete this section if the requested change
involves either property produced, property acquired
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for resale, orlong-term contracts.” This note seemsto
be contradicted by the instructionsfor Section Dwhich
appear to require the completion of Section D only in
the more limited context of Section 263A method
changes: “Applications requesting to change their
method of valuing property produced, property ac-
quired for resale under Section 263A MUST complete
Schedule D showing the treatment under both the
present and proposed methods.” It would seemthat
where only LIFO changes (but not Section 263A
changes) are involved, Section D need not be com-
pleted. However, to be safe it would be advisable tofill
out Section D anyway. Of course, the Signature Block
needsto be completedtoo. Relevant portions of Form
3115 (Sections A and C only) are reproduced, as are
the Form 3115 instruction pages.

In most instances involving LIFO changes from
the double extension to the link-chain, index method
or involving the consolidation of LIFO pools, it would
be advantageous and desirable to request the “cut-
off” method, wherever possible, in order to avoid
having to make a Section 481(a) computation. This is
so because in the context of many LIFO change
requests, prioryears’ invoices, cost records and other
information may not exist or may have not been saved
and it is often impossible to compute the Section
481(a) adjustment of what the inventory valuation
would have been if the method desired actually had
been used from the start of the LIFO election. The IRS
reviewers are usually very reasonable about this request.

Accompanying this summary is an example of a
Form 3115 request letter submitted to the IRS and the
corresponding reply eventually received fromthe IRS
(about 20 months later) granting permission to make
the changes requested. The Form 3115 requested
permissiontochange fromthe double extensiontothe
link-chain, index method. Inherent in this change re-
quest was the desire to get away from the underlying,
less desirable “averaging” computational approach
previously employed. The Form 3115 also requested
permissionto consolidate downto only two pools, one
for new cars and one for new trucks, instead of
continuing to use multiple pools by body size (i.e.,
large, medium, small) as previously elected on Form
970. Note that the request to use the ““cut-off method”
was made and it was allowed by the Internal Revenue
Service so there was no Section 481(a) dollar adjust-
ment as a result of the changes. 4
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Method Changes (Continued)

One of the practical problems with Form 3115
filingsisthattherequest processwilltakesolonginthe
IRS National Office that the taxpayer requesting the
change will have to file a tax returmn for the year of
change before it is known whether or not permission
willbe granted. This meansthetaxpayer/CPAwillhave
to decide whether to file the tax return (for calendar
year 1991, for example) using the “old” or previous
method or file the retum using the “new” computation
method(s) being requested.

Technically, and according to the statute, the
correct answer is that until the taxpayer receives
official permission from the IRS to change, it cannot
unilaterally change from its current method. Even if
you receive a letter from the IRS granting permission
to change, you still do not have to make those
changes...unless youreally wantto. The IRS gives you
45daysinwhich to make afinal decision astowhether
you will make that change or not for the year in
question. This is clear from the closing paragraphs in
the change approval letter the IRS sends back.

As a practical matter, and notwithstanding the
foregoing, many CPAs go ahead and prepare the tax
return for the year of change (when they can hold off
its filing no longer) employing the “new” computa-
tional methods and (1) discloseinan attachmenttothe
tax return being filed that a change request is pending
in the National Office from the “old method” to the
“new method” employed in the LIFO computationsin
the return and (2) state in the attachment that if
permission to make the change is not granted, an
amended returnforthe year willbefiled and, (3) further
state that if permission to change is received, a copy
of that permission letter from the IRS National Tax
Office will be associated with the current year return
being filed by means of an amended return: Form
1120-X. Also, as a matter of good housekeeping, the
boxes in the Cost of Goods Sold/Inventories section
on page 2 of Form 1120 should also be checked
indicating that a change has been made so the IRS
has obvious notice on the face of the tax return as to
what is going on in arriving at the LIFO valuation of the
ending inventory.

One alternative is faily common. Either at the
suggestion of the National Tax Office or because the
review process takes so long, the taxpayer is allowed
to defer the year of change from the year originally
specified on Form 3115 to the next following year.
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Another practical problem created by the length of
time some accounting request changes take is that
the taxpayer may change CPA accounting firms
before the IRS completes its review. Don't think you
can'’t be on the giving or the receiving end of this one.
This may create significant predecessor/successor
CPA firms problems...especially if additional infor-
mation is requested by the IRS after the original
Form 3115 submission has been filed. This suggests
the importance to both the CPA and the client of
having a written engagement letter describing the
responsibility for the accumulation of information,
the computation of the transitional adjustments, if
any, and the representation services to berendered
before the IRS in connection with the Form 3115
method change request, including an understanding
of the estimated fees and time of payment in con-
nection with these services.

A third practical problem associated with Form
3115filings in LIFO termination situations involves the
“penalties-of-perjury” statementrequiredtobe signed
affirming that the taxpayer is not aware of the occur-
rence of any events in an open tax year that could
otherwiseresult inthe termination ofthe LIFO election.
In other words, there is a requirement that if any of the
“terminating events” listed in Revenue Procedure 79-
23 have occurred, those must be disclosed as part of
the Form 3115 application. This meansthat ataxpayer
requestingtoterminate its LIFO election must cometo
the IRS with clean hands.

This presents practical problems if financial state-
ments at earlier year-ends have not refiected LIFO,
thus resulting in a possible LIFO conformity violation.
What do you do if you know that the inventory has not
been carried at cost or there have been some unau-
thorized writedowns in additionto LIFO? Orthat Form
970 was not originally (or ever) filed to make the LIFO
election “official?” And even more troubling in this
regard is the IRS position, expressed in Revenue
Procedure 79-23, Section 3.01(d), that failure to
maintain adequate books and records andinformationto
support LIFO inventory computations also can be a
LIFO election terminating event. This provision in 79-
23 is becoming more and more of a club in the hands
of someIRS agentswhoroutinely threatentothrow out
a LIFO election where the dealer can’'t produce all
invoices, other cost records and model informationfor

all prior LIFO years.
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RUNNING OUT OF TIME? ATTACH EXPLANATION...

OR FILE FOR AN EXTENSION?

The due date for filing Form 3115 is the 180th
day of the tax year in which it is desired to make the
change. In otherwords, a LIFO change to take effect
for calendar year 1991 must be requested by filing
Form 3115 with the Internal Revenue Service by
June 29, 1991. The IRS is very strict about timely
filing of Form 3115.

Are you running out of time? Relax...Dude! For
starters, this year (1991) you get 2 whole extra days

because the 180th day falls on a Saturday. Although not
stated in the Form 3115 instructions, IRS Pub. 538 states
thatifthe 180th day falls on aSaturday, Sunday orlegal
holiday, thefiling date is extended tothe next working day.
Well, thanks a lot, but that may not be of much help.

IfForm 3115 is not filed by the due date, and if itis
filed afterthe 180-day period (but within 9 months from
the beginning of the year of change), it is late and it will

be considered for processing as if it were filed on time
-
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Running Out of Time  (Continued)

only upon a showing of “good cause” and that grant-
ing an extension will not jeopardize the Government's
interests. IRS Publication 538 appears to sanction an
informal submission under Revenue Procedure 79-63
as part of a late Form 3115 filing. The Form 3115
instructions also refer to Revenue Procedure 79-63
(1979-2 C.B. 578).

So if you're running out of time, it appears you
have to choose between (1) simply filing Form 3115
“late” and attaching an explanation...or...(2) formally
requesting an extension of time to file Form 3115
under Regulation Section 1.9100-1. Neither alterna-
tive is satisfactory nor highly likely to result in the year
of change beingthe year you want, except in the most
extraordinary and unusual circumstances.

Under Regulation Section 1.9100-1, the Commis-
sioner has discretionary authority to grant extensions
of time for making an election or application for relief.
Each request for an extension under this section is
considered on its own specific facts and circum-
stances and, as indicated above, such extensions are
very difficult to justify and obtain.

Revenue Procedure 79-63 provides that the
following factors generally will be taken into consid-
eration in determining whether good cause has
been shown. These are also listed in IRS Pub. 538 in
connection with late filing explanations attached to
Form 3115:

1. DUE DILIGENCE OF TAXPAYER. What action, if
any, did the taxpayer take to determine the existence
of and requirements for the application? Did the
taxpayer consult an attorney or accountant knowl-
edgeable in tax matters or communicate with a
responsible employee of the Service? Further, what
efforts or action did the taxpayer take to comply with
the application requirements?

2. PROMPTACTION BY TAXPAYER. Is the taxpayer
requesting the extension within a reasonable time
after discovering a deadline that could not be met or,
alternatively, within areasonabile time after discoveringa
deadline that has already passed? Was the discov-
ery made within a reasonable time after passage of
the deadline? Did the taxpayer take reasonable
action under all the circumstances to deal promptly
with a missed deadline?

3. INTENTOFTAXPAYER. Didthetaxpayerintendto
make the election or application on time? If the
taxpayer knew of the election or application, was the
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taxpayer’s failure to elect or apply on time due to mere
inadvertence orto significantintervening circumstance
beyond the taxpayer’s control? Have the taxpayer's
actions been consistent with the intent to make the
particular election or application or has the taxpayer
taken action inconsistent with the intent to make the
particular election or application?

4. PREJUDICE TO THE INTERESTS OF THE GOV-
ERNMENT. Would grantingthe extensionneither preju-
dice the interests ofthe Government nor cause undue
administrative burden? For example, hasthetaxpayer
used or had the opportunity to use hindsight to the
Government’s prejudice by actions based on knowl-
edge of events occurring after the time when the
taxpayer would have had to actin order timely to make
the election or application?

5. STATUTORY AND REGULATORY OBJECTIVES.
Would granting the extension be consistent with the
objectives ofthe underlying statute and the regulatory
election or application provision?

If you decide to file a formal request for an exten-
sion oftime under Section 1.9100-1, be sure to submit
information that is specifically responsive to ALL of
these questions. The Revenue Procedure also re-
quires a statement under the penalties of perjury

- regarding the completeness of the representations

being made. Don’t ask for any period extending be-
yond 270days fromthe start ofthe year of change. The
IRS simply will not consider it.

Ifthe formal request for an extension of time tofile
Form 3115 is being made, the letter should be sent to
the Internal Revenue Service address shown in the
sampie letter. This address is different fromthe address to
which Form 3115 is actually sent because Section
1.9100 requests are reviewed by different IRS personnel
thanthose who process Form 3115 change requests.

The instructions for Form 3115 indicate that if you
choose to not formally request an extension of time
(i.e., ifyou are simply filing late with an explanation), a
user fee of $300 should be submitted, instead of the
$200 user fee for timely filed 3115’s. The user fee for
requests for extension of time under Section 1.9100
regarding Form 3115 filed after March 31, 1990 was
listed at $500 in Rev. Proc. 90-17 (1990-1 C.B. 479).

A good reference article appeared in the
March, 1986 issue of The Tax Advisor: “Regs.
Sec. 1.9100: A Second Chance to Make the
Election,” by John L. Crawford. X
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THE ULTIMATE CHANGE... TERMINATING A LIFO ELECTION

Ithas been said there are only three problems with
LIFO: getting on...staying on...and...getting off!

Whatifataxpayer voluntarily wantstoterminate its

LIFO election? The answeristhatterminating the LIFO
election requires the filing of Form 3115, since techni-
cally terminating a LIFO election constitutes a change
in accounting method. The LIFO termination proce-
dure taken will depend upon whether Revenue Proce-

~ dure 84-74 or Revenue Procedure 88-15 is involved.

Revenue Procedure 88-15 allows certain taxpay-
ers to obtain expeditious consent to discontinue the
use of LIFO, and this Revenue Procedure will apply
unless ataxpayer is ineligible for its provision, in which
case Revenue Procedure 84-74 will be applicable.

In general, it is preferable for the LIFO termina-
tion to be made under Revenue Procedure 88-15
since this procedure allows the filing of Form 3115
as late as 270 days after the start of the year of
termination. This Revenue Procedure can be used
by any taxpayer desiring to discontinue the use of
the LIFO method for all of its LIFO inventory and who
will change to a permitted method prescribed by the
Revenue Procedure. If Revenue Procedure 88-15
applies, then Revenue Procedure 84-74 is not appli-
cable to the termination request.

Revenue Procedure 88-15 does not apply to a
taxpayer already under audit by the IRS or before an
Appeals Office unless the taxpayer gets permission
from the agent or appeals officer to file under Rev.
Proc. 88-15. Also, if ataxpayer is in violation of Section

263A cost capitalization requirements, it cannot use
Revenue Procedure 88-15. In addition, any taxpayer

who did not previously file Form 970 when electing
LIFO cannot use Revenue Procedure 88-15, nor can
the procedure be used if the taxpayer had a LIFO
“termination event” as described in Revenue Proce-
~ dure 79-23 occur in ayear that is still open under the
statute of limitations. Consult Revenue Procedure 88-
15 for other exceptions to its use.

This Revenue Procedure waives the 180-day pe-
riodforthefiling of Form 3115 andinsteadrequiresthat
Form3115befiledin duplicate: onecopy mailedtothe
IRS National Office in Washington, D.C. (with no user
fee required to be paid) within 270 days after the
beginning of the year of change. The original of Form
3115 is to be attached to the timely filed Federal
" income tax return for the year of change. The Form
3115 should be clearly marked at the top as being
“Filed Under Rev. Proc. 88-15."”

The Section 481(a) adjustment repaying the LIFO
reserves cannot be amortized over morethan 6 years.
The number of years over which the spread is allowed
and the amountto be repaid each year will depend on
the historical build-up of the LIFO reserve. Ifthere has
been a “terminating event,” the amortization period

. can be as short as one year.
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A taxpayer going off LIFO cannot use any part of
a net operating loss carryover or a credit carryover
from years before the year of termination against the
amount of Section 481(a) adjustment taken into
income inthe year of termination. However, operating
losses or credits arising in the year of termination and
in subsequent years are not so limited against recap-
turedamounts in those later years. Ifthe entire amount
of the Section 481(a) adjustment is attributable to the
year before the year of termination, then the entire
Section 481 (a) adjustment is taken into accountinthe
year of change/termination. If this does not apply, and
the LIFO method has been used for morethan 4 years
and certain other percentage-build up tests are
satisfied, the taxpayer is entitled to a spread period of
not more than 6 years.

Two other conditions ataxpayer wanting to get off
of LIFO must accept are (1) LIFO cannot be reelected
for 10years, unless Form 3115 isfiled and permission
tomakethereelectionis granted by theIRS and (2) the
same non-UFO inventory method must be used for
financial statements, books and tax return purposes:
a post-LIFO financial statement conformity requirement.

There are two practical problems involved with
using Revenue Procedure 88-15. First, the inventory
method to be used by the taxpayer after terminating
the LIFO election is subject to special rules contained
in Section 4.02 which depend upon whether the tax-
payer previously had all inventoriable goods on LIFO
or not. The Revenue Procedure contains a lengthy
discussion of the “method to be used” and specifically
conditionsthe eligibility to use the Procedure uponthe
taxpayer's use of the “method to be used.”

The second practical problemis that the following
termination event statement must be signed and at-
tached to Form 3115: “Under penalties of perjury, |
hereby certify that to the best of my knowiedge and
belief, with respect to (name of taxpayer)’s use of the
LIFO inventory method, no termination event (as
defined in Section 3.02(5) of Revenue Procedure
88-15) has occurred during ayear not barred by the
statute of limitations as of the filing of the Form 3115
with the National Office.” The Procedure defines a
“termination event” as a situation described in Rev-
enue Procedure 79-23, with certain exceptions.

Under the more restrictive, “alternative’”’ Revenue
Procedure 84-74 for voluntary UIFO terminations, the
filing of Form 3115 with the IRS National Tax Office
musttake place within 180days ofthe beginning of the
year of change, the spread period for repaying the
LIFO reserve will be shorter (possibly as short as allin
one year) and the use of net operating losses and tax
credits against recapture income is similarly limited.
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SAMPLE LETTER REQUEST FOR EXTENSION OF TIME TO FILE FORM 3115

the governmentnor cause
y-applicable-

panying déumeﬁts.gnd tothe
n of time to File Form 3115 are
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LIFO Update (Continued from page 1)

4. As reported in the March, 1991 issue (Heard
Unofficially...For What it's Worth...), the major pro-
nouncement that the IRS National Office is on the
verge of issuing looms as the major coming event -
although still unscheduled - on the horizon. It has
been confirmed since the last issue from several
sources that this major pronouncement will come
out and say that manufacturers cannot use the
“component of cost’’ method for LIFO purposes any
longer. This could be a real bombshell involving
huge (hundreds of millions of dollars) assessments
for some manufacturers, possibly car manufactur-
ers. That may explain why the IRS has been so
interested in collecting information on the definition
of an “item” in many recent auto dealer LIFO audits
and discussions.

| understand that representatives of the AICPA,
American Bar Association and other prominent in-
terested parties met earlier this month with the IRS
in Washington, D.C. and soon (in the slow time
frame by which the IRS moves) this major LIFO edict
will be issued. Transitional rules and penaitties for
failure to conform will be of great interest, regardless
of what type of client LIFO application you are
working on.

5. | have become aware of some recently devel-
oped software for year-end planning that's espe-
cially useful for retailers with multiple pools, using
either the cost method or the retail LIFO method. If
you are interested in this software, let me know and
1 will be happy to put you intouch withthe developer
who sent me the documentation and a demo disk.

Vol. 1, No. 2

’AVOIDING FORM} 115 BY USI ‘ G SECT!ON 351

De Filipps' LIFO LOOKOUT

14  June 1991

A Quarterty Update of LIFO - New, Views, and ideas



rice As the correspondlng umt
ed together e As a practlcal

De Filipps’ LIFO LOOKOUT Published Quarterly
Willard J. De Filipps, CPA, P.C. March, June, September
and December

317 West Prospect Avenue Mt. Prospect, IL 60056
(708) 577-3977  FAX (708) 577-1073

Start my subscription for the next four issues of the LOOKOUT with the issue.
CJvest My check for $250 is enclosed for 4 issues.
NAME(S):
FIRM NAME:
ADDRESS:
CITY: STATE: ZIP: PHONE: ( )

A Quarterly Update of LIFO - New, Views, and ideas June 1991 15



BEATING THE CONFORMITY REQUIREMENT...
BRILLIANT IDEA... OR WISHFUL THINKING?

The fact pattern is not unusual: The CPA for an

auto dealer on LIFO never told the dealer that the
December monthly financial statement sent to the
Factory should reflect an estimate of the LIFO adjust-
ment for the year (See Lookout, March, 1991, page 4).
Consequently, the year-end statements were sent to
the Factory/manufacturer without reflecting any LIFO
adjustments. Wow! This could subject the dealertoa
termination of his LIFO election if anIRS agent took the
position that the LIFO election should be terminated
due to a conformity violation.

Conventional wisdomsuggeststhatthe taxpayer's
LIFO election is invalid and the LIFO gets thrown out
and the dealer owes the IRS a bundle of
money...because of this obscure trap.

Let's further assume the CPA raises as many
defenses as possible, but the IRS either shoots them
all down or at least says “go to Court” if you want to
raise some novel argument.

Is there any hope? What about the following
argument? The Regulations permit taxpayers to use
different LIFO methods for book/financial statement
purposes than are used for tax return purposes. in
other words, ataxpayer doesn’t have to use the same
LIFOsub-electionstocomputeyear-endfinancialstate-
ment results as those used in computing tax return
LIFO reserves. Reg. Sec. 1.472-2(e)(8) permits differ-
ent book-tax methods for determining what is an
“item,” or how inventory is pooled, or even a double
extension approachforoneand alink-chain approach
for the other.

Canwe carry this further in defense of the dealer?

" Consider this position: For purposes of the financial
statements sent to the Factory, the dealer was using
the unit method (not the dollar value method) and the
dealer’s definition of whatis an “item” isthe same very
restrictive definition of an “item” that the IRS seems to

favor in holding that every vehicle, unless it has an
identical configuration of options and accessories,
constitutes a separate “‘item.”

We might even mention a Revenue Ruling issued
in 1985 hoiding that a taxpayer may use the dollar
value method for income tax purposes and continue
to value its LIFO inventories on the specific goods
method for financial reporting purposes without
violating the conformity requirement. See Revenue
Procedure 85-129 (1985-2 CB 158).

Under this “justification” it would follow that for
Factory financial statement purposes the dealer did
not violate the conformity requirement because he
was usingthe LIFO oombmation of (1) the unit method
and (2) the most restrictive definition of an “item”
possible. In other words, that most unflattering LIFO
combination produced the same year-end inventory
value in the statements sent to the Factory as that
produced by using specific identification without
any adjustment to reflect LIFO...either intentionally
or inadvertently...!

Is this a brilliant idea...or at least worth a try if
you'redesperate...oritis justwishful thinking? What
do you think? 3k
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m Department of the Treasury
Internal Revenue Service

Instructions for Form 3115

(Rev. January 1989)

Application for Change in Accounting Method

(Section references are to the Internal Revenue Code unless otherwise noted.)

Paperwork Reduction Act Notice

We ask for this information to carry out the

Internal Revenue laws of the United States.

We need it to ensure that taxpayers are

complying with these laws and to allow us to

figure and collect the right amount of tax.

You are required to give us this information.
The time needed to complete and file

this form will vary depending on individual

gircumstances. The estimated average

ime is:

Recordkeeping . . 98 hrs., 17 min.
Learning about the

law or the form . .6 hrs., 58 min.
Preparing the form 11 hrs., 40 min.
Copying, assembling, and

sending the form to IRS . . 48 min.

If you have comments concerning the
accuracy of these time estimates or
suggestions for making this form more
simple, we would be happy to hear from
you. You can write to the Internal Revenue
Service, Washington, DC 20224, Attention:
IRS Reports Clearance Officer, TR:FP; or
the Office of Management and Budget,
Paperwork Reduction Project, Washington,
DC 20503.

General Instructions
Purpose of Form

File this form to request a change in your
accounting method, including the accounting
treatment of any item. If you are requesting a
change in accounting period, use Form
1128, Application for Change in Accounting
Period. For more information, see Pub. 538,
Accounting Periods and Methods.

When filing Form 3115, taxpayers are
reminded to determine if IRS has published
a ruling, notice, or procedure dealing with
the specific type of change since January
1989 (the current revision date of Form
3115).

Generally, applicants must complete
Section A. In addition, complete the
appropriate sections (B-1 through H) for
which a change is desired.

You must give all relevant facts,
including a detailed description of your
present and proposed methods. You must
also state the reason(s) you believe
approval to make the requested change
should be granted. Attach additional pages
if more space is needed for explanations.
Each page should show your name,
address, and identifying number.

State whether you desire a conference in
the National Office if the Service proposes
to disapprove your application.

User Fee

Applicants filing Form 3115 and requesting
a change in accounting method under

Revenue Procedure 89-1, 1989-1 .R.B. 8,
must pay a $200 user fee. A $300 user fee
is required for a late application. Applicants
requesting automatic changes or changes
based on expeditious procedure rules, such
as Revenue Procedure 85-36, are not
required to pay the user fee when they file
Form 3115.

Time and Place for Filing

Generally, applicants must file this form
within the first 180 days of the tax year in
which it is desired to make the change.

Taxpayers, other than exempt
organizations, should file Form 3115 with
the Internal Revenue Service, Associate
Chief Counsel (Technical and International)
Attention: CC: CORP, P.0. Box 7604, Ben
Franklin Station, Washington, DC 20044.
Exempt organizations should file with the
Assistant Commissioner (Employee Plans
and Exempt Organizations), Attention:
E:EOQ, P.0. Box 120, Ben Franklin Station,
Washington, DC 20044.

You should normally receive an
acknowledgment of receipt of your
application within 30 days. |f you do not
hear from IRS within 30 days of submitting
your completed Form 3115, you may
inquire as to the receipt of your application
by writing to: Control Clerk, CC:IT&A,
Internal Revenue Service, Room 5517,
1111 Constitution Avenue, NW,
Washington, DC 20224.

Payment of the user fee (check or money
order made payable to the Internal Revenue
Service) should be sent with Form 3115 at
the time Form 3115 is filed.

See section 5.03 of Rev. Proc. 84-74,
1984-2 C.B. 736 for filing an early
application.

Note: /f this form is being filed in
accordance with Rev. Proc. 74-11, see
Section G below.

If you want to make a late election out of
the installment method or to revoke an
earlier election out of the instaliment
method, do not file this form. Instead,
submit a request for a letter ruling to the
National Office of the Internal Revenue
Service. To request a letter ruling, furnish
the information in section 8 of Revenue
Procedure 89-1, 1989-1 |.R.B. 8, and
submit a check for $300, as required by
Rev. Proc. 89-4, 1989-3 |.R.B. 18. Please
note that such requests are rarely granted.

Late Applications

If your application is filed after the 180-day
period, it is late. The application will be
considered for processing only upon a
showing of “good cause” and if it can be
shown to the satisfaction of the
Commissioner that granting you an
extension will not jeopardize the

Government's interests. For further
information, see Rev. Proc. 79-63 and
section 6110.

Identifying Number

Individuals.—An individual should enter
his or her social security number in this
block. If the application is made on behalf of
a husband and wife who file their income
tax return jointly, enter the social security
numbers of both.

Others.—The employer identification
number of an applicant other than an
individual should be entered in this block.

Signature

Individuals.—An individual desiring the
change should sign the application. If the
application pertains to a husband and wife
filing a joint income tax return, the names of
both should appear in the heading and both
should sign.

Partnerships.—The form should be signed
with the partnership name followed by the
signature of one of the general partners and
the words “General Partner.”
Corporations, cooperatives, and
insurance companies.—The form should
show the name of the corporation,
cooperative, or insurance company and the
signature of the president, vice president,
treasurer, assistant treasurer, or chief
accounting officer (such as tax officer)
authorized to sign, and his or her official
title. Receivers, trustees, or assignees must
sign the application they are required to file.
For a subsidiary corporation filing a
consolidated return with its parent, the
form should be signed by an officer of the
parent corporation.

Fiduciaries.—The form should show the
name of the estate or trust and be signed by
the fiduciary, personal representative,
executor, executrix, administrator,
administratrix, etc., having legal authority to
sign, and his or her title.

Preparer other than partner, officer,
etc.—The signature of the individual
preparing the application should appear in
the space provided on page 6.

If the individual or firm is also
authorized to represent the applicant
before the IRS, receive a copy of the
requested ruling, or perform any other
act(s), the power of attorney must reflect
such authorization(s).

Affiliated Groups

Taxpayers that are members of an affiliated
group filing a consolidated return that seeks
to change to the same accounting method
for more than one member of the group
must file a separate Form 3115 for each
such member.

Specific Instructions

Section A

Item 5a, page 1.—“Taxable income or
(loss) from operations” is to be entered
before application of any net operating loss
deduction under section 172(a).

Item 6, page 2.—The term “gross
receipts” includes total sales (net of returns
and allowances) and all amounts received
for services. In addition, gross receipts
include any income from investments and
from incidental or outside sources (e.g.,
interest, dividends, rents, royalties, and
annuities). However, if you are a resaler of



personal property, exclude from gross
receipts any amounts not derived in the
ordinary course of a trade or business. Gross
receipts do not include amounts received for
sales taxes if, under the applicable state or
local law, the tax is legally imposed on the
purchaser of the goods or service, and the
taxpayer merely collects and remits the tax
to the taxing authority.

Item 7b, page 2.—If item 7b is “Yes,”
indicate on a separate sheet the following
for each separate trade or business: Nature
of business (manufacturing, retailer,
wholesaler, etc.), employer identification
number, overall method of accounting, and
whether, in the last 6 years, the business
changed its accounting method, or is
changing its accounting method as part of
this request or as a separate request.

Item 11, page 2.—If you cannot provide
the requested information, you may sign a
statement under penalties of perjury that:

(1) Gives your best estimate of the
percentage of the section 481(a)
adjustment that would have been required
if the requested change had been made for
each of the 3 preceding years; and

(2) Explains in detail why you cannot
provide the requested information.

See section 5.06(2) of Rev. Proc. 84-74
for the required perjury statement that
must be attached.

If IRS later examines your return for the
year of the change or for later years, it has
the right to verify your statement at that
time.

Item 13, page 2.—Insert the actual
number of tax years. Use of the term “since
inception” is not acceptable. However,
“more than 6 years” is acceptable.

Section B-1

Item 1b, page 2.—Include any amounts
reported as income in a prior year although
the income had not been accrued (earned)
or received in the prior year; for example,
discount on instaliment loans reported as
income for the year in which the loans were
made instead of for the year or years in
which the income was received or earned.
Advance payments under Rev. Proc. 71-21
or Regulations section 1.451-5 must be
fully explained and all pertinent information
must be submitted with this application.

Sections B-2 and B-3

Limits on the Use of the Cash Method of
Accounting.—Except as provided below, C
corporations, partnerships witha C
corporation as a partner, and tax shelters
may not use the cash method of
accounting. For purposes of this limit, a
trust subject to the tax on unrelated
business income under section 511 is
treated as a C corporation with respect to its
unrelated trade or business activities.

The limit on the use of the cash method
(except for tax shelters) does not apply to—

(1) Farming businesses.—For this
purpose, the term “farming business” is
defined in section 263A(e)(4), but it also
includes the raising, harvesting, or growing
of trees to which section 263A(c)(5)
applies. This exception notwithstanding,
section 447 requires certain C corporations
and partnerships with a C corporation as a
partner to use the accrual method.

Page 2

(2) Qualified personal service
corporations.— A “qualified personal
service corporation” is any corporation: (a)
substantially all of the activities of which
involve the performance of services in the
fields of health, law, engineering,
architecture, accounting, actuarial science,
performing arts, or consuiting, and (b)
substantially all of the stock of which is
owned by employees performing the
services, retired employees who had
performed the services, any estate of an
employee or retiree described above, or any
person who acquired stock of the
corporation as a result of the death of an
employee or retiree described above if the
acquisition occurred within 2 years of death.

(3) Entities with gross receipts of
$5,000,000 or less.—To qualify for this
exception, the C corporation’s or
partnership’s annual average gross receipts
for the 3 years ending with the prior tax year
may not exceed $5,000,000. If the
corporation or partnership was not in
existence for the entire 3-year period, the
period of existence is used to determine
whether the corporation or partnership
qualifies. If any tax year in the 3-year period
is a short tax year, the corporation or
partnership must annualize the gross
receipts by multiplying the gross receipts by
12 and dividing the result by the number of
months in the short period.

For more information, see section 448 and
Temporary Regulations section 1.448-1T.

Section C

Applicants must give complete details about
the present and the proposed methods of
valuing inventory . State whether all or part
of your inventory is involved in the change.
Inventories of retail merchants.—The
retail method of pricing inventories does not
contemplate valuation of goods at the retail
selling price. The retail selling price of goods
on hand must be reduced to approximate
cost or the lower of cost or market by the
adjustments required in Regulations section

1.471-8.

LIFO inventory changes.—Attach a
schedule with all the required computations
when changing the method of figuring LIFO
inventories. If you are changing from LIFO
to a non-LIFO method, attach a schedule
with the following additional information:

(1) The specific types and classes of
goods in the LIFO inventories invoived in the
proposed changes and the comparative
value of such inventories as of the end of
the tax year preceding the year of change
determined by: (a) the LIFO method, and
(b) the proposed method and basis (such as
FIFO, cost, or lower of cost or market).

(2) State whether the proposed
identification and valuation methods
conform to the inventory method currently
used with respect to non-LIFO inventories, if
any, or how such method is otherwise
consistent with Regulations section 1.472-6.

(3) The termination event statement
required by section 5.10 of Rev. Proc. 84-
74, as modified by Rev. Proc. 88-15, 1988-
101.R.B. 51, and an explanation if there
has been a termination event.

Section D

Applicants requesting to change their
method of valuing property produced,
property acquired for resale, or long-term

contracts under section 263A or 460 MUST
complete section D showing the treatment
under both the present and proposed
methods.

Applicants must also complete the
section 263A checklist contained in Notice
88-92, 1988-34 I.R.B. 23 (reprinted as
Pub. 1426, Automatic Change in Method
To Comply With Section 263A). -

Section E

Section 460(f) provides that the term
“long-term contract” means any contract
for the manufacture, building, installation,
or construction of property that is not
completed within the tax year in which it is
entered into. However, a manufacturing
contract will not qualify as a long-term
contract unless the contract involves the
manufacture of: (1) a unique item not
normally included in your finished goods
inventory, or (2) any item that normally
requires more than 12 calendar months to
complete.

Generally, all long-term contracts entered
into after February 28, 1986, must be
accounted for using either the percentage
of completion-capitalized cost method or
the percentage of completion method. See
Notice 87-61, 1987-2 C.B. 370; Notice 88-
66, 1988-25 I.R.B. 41, and section 460.

An exception applies to real property
construction contracts expected to be
completed within 2 years by contractors
whose average annual gross receipts for the 3
prior tax years does not exceed $10,000,000;
to qualified ship contracts; and to home
construction contracts entered into after
June 20, 1988, involving single-family
residences and dwelling units in buildings
containing 4 or fewer dwelling units.

Section G

This section is to be used only to request a
change in a method of accounting for
depreciation under section 167.

Rev. Proc. 74-11 provides a procedure
whereby applicants are considered to have
obtained the consent of IRS to change their
method of accounting for depreciation. You
must file Form 3115 with the Service
Center where your return will be filed within
the first 180 days of the tax year in which it
is desired to make the change. Attach a
copy of the form to the income tax return
for the tax year of the change.

Note: Do not use Form 3115 to make an
election under section 168. Such an
election may be made only on the tax return
for the year in which the property is placed
in service. In addition, Form 3115 is not to
be used to request approval to revoke an
election made under section 168. Such a
request must be made in accordance with
Rev. Proc. 89-1 (updated annually).
Elections with respect to property placed in
service after December 31, 1986, are
generally irrevocable.

Section H

Generally, this section should be used for
requesting changes in a method of
accounting for which provision has not been
made elsewhere on this form. Attach
additional pages if more space is needed for
a full explanation of the present method
used and the proposed change requested.

If you are making an election under
section 458, show the applicable information
under Regulations section 1.458-10.

#U.S. Government Printing Office: 1989-242-472/20073
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(R Sonsary 1989) Application for Change in Accounting Method OMB No. 15450152
Department of the Treasury Expi -
Internal Revenue Service > See separate instructions. pires 9-3091
Name of applicant (if joint return is filed, also give spouse’s name) Identifying number (see instructions)
Address (number and street) Applicant’s area code and telephone number

( )
City or town, state,.and ZIP code District Director's office having jurisdiction
Name of person to contact (Please type or print.) Contact person’s area code and telephone number

( )

If power of attorney is applicable, check box if your representative has enclosed one (Form 2848, Power of Attorney and Declaration of

Representative) with Form3115 . . . . . . . . . . . . . . . . . ..o .OYes []No

Check one: [ Individual [ Partnership; No. of Partners _______ [d Corporation [ S Corporation; No. of Shareholders__________
[ Cooperative (Section 1381(a)) [J Ins. Co.(Sec.801) [ Ins.Co. (Sec.831) [J Qualified Personal Service Corporation
[0 Exempt organization. Enter code section®» (See section 448.)
O Other (specify) B

NOTE: Are you making an election under section 458? . . . .OYes [J No

If ““Yes,"’ see Specific Instructions for Section H. Do not fill in Secfior; A.. If ;'Né, ” j/ozj m&st 'cor'np/.ete. Séctibn A. '
Section A. Applicable to All Filers Other Than Those Answering “Yes" to the “Note” Above

la Taxyear of change begins (mo., day, yr.)®» _ ... and ends (mo., day, yr.)» i iiaaa.

b Enter the 180th day of your taxyear®» ________ ... ._..... If this date is earlier than the date you signed this Form 3115 on page 6,
see General Instruction for “Late Applications” before going on.

2 Nature of business and principal source of income (including type of business designated on your latest income tax return) »

3 The following change in accounting method is requested (check and complete appropriate spaces):

a [0 Overall method of accounting: from ™ ... 20
If the taxpayer is requesting a change to the accrual method, see section 448, Temporary Regulations section 1.448-1T, Rev. Proc. 85-36 and Rev. Proc. 85-37.

b [0 The accounting treatment of (identify item) B e eceeeeaee
from (present method) P _ o eeeeaas to (new method) ™ _ o iiiaao.
Attach a separate statement providing all relevant facts, including a detailed description of your present and proposed methods.
See also item 15 of Section A on page 2 regarding the “legal basis” for the proposed change.

c If achange is requested under 3b above, check the present overall method of accounting:
O Accrual [ Cash [0 Hybrid (Explain the overall hybrid method in detail in a separate statement.) Yes | No

d Is your use of your present method specifically not permitted by the Internal Revenue Code, the Income Tax Regulations,
or by a decision of the U.S. Supreme Court? See sections 4, 5, and 6 of Rev. Proc. 84-74 | .

e Isthe requested change specifically required by the Tax Reform Act of 1986 or the Revenue Act of 19877 .o
Are you currently under examination, or were you or any member of the affiliated group contacted in any manner by a
representative of the Internal Revenue Service for the purpose of scheduling an examination of your Federal tax //
return(s) prior to the filing of this application, or do you have an examination under consideration by an appeals officer or L 4
before any Federal court, or is any criminal investigation pending? See sections 4 through 7 of Rev. Proc. 84-74 . .

g Are you a taxpayer that produces property or acquires property for resale to whom section 263A applies? If “Yes” and
item to be changed is subject to section 263A, section D must be completed . .
h Are you a manufacturer to whom Income Tax Regulation section 1.471-11 applies? . . . . . . . . . . . . .
4a In the last 6 years have you requested permission to change or have you changed your accounting period, your overall
method of accounting, or the accounting treatment of any item? (Affiliated group members filing a consolidated return,
seeitemB8eOnpPage2.) . . . . . . . . e e e e e e e e
b If 4ais “Yes,” was a ruling letter granting permission to make the change issued? If “Yes” and the change was made,
attach a copy of the letter. |f permission was granted, but you did not make the change, attach an explanation . . . .
¢ Regardless of your response to 4a, do you or an affiliated corporation have pending any accounting method or period
ruling or technical advice request in the National Office? . . . . . . . . . . . . . . . . . .
d If4cis “Yes,” indicate the type of request (method, period, etc.) and the specific issue involved in each request »

N

-

5 [fengaged in a business or profession: a Enter your taxable income or (‘oss)* from operations for tax purposes for the five (5) tax

years preceding the year of change: (See Specific Instructions for Section A.)
1st preceding 2nd preceding 3rd preceding 4th preceding Sth preceding

year ended: mo. yr. year ended: mo. yr. year ended: mo. yr. year ended: mo. yr. year ended: mo. yr.
$ $ $ $ $

b Enter the amount of net operating loss to be carried over to the year of change, ifany. . . . . . . $

¢ Amount of general business credit carryover to year of change, ifany . . . . . . . . . . . $

d Other credit carryover, if any. (Identify) » $

*Individuals enter net profit or (loss) from business; partnerships enter ordinary income or (loss), members of an affiliated group filing a consolidated return see item 8b on page 2.
For Paperwork Reduction Act Notice. see separate instructions. Form 3115 (Rev. 1-89)
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6

7a

9a

10

11

12
13

14

15

Gross receipts for the three (3) tax years preceding the year of change. (See Specific Instructions for Section A.)

1st preceding 2nd preceding 3rd preceding
year endeg. mo yr year ended: mo. yr. year ended: mo. yr.
$ $ $ Yes | No

Do you have more than one trade or business? . S A Co e . . .
If 7a is “Yes,” do you account for each trade or business separately" If “Yes see Specmc Instructions for Sectlon A for
additional information that must be provided .

Is applicant a member of an affiliated group filing a consohdated return for the tax year of change7 . . .
If 8a is 'Yes," state parent corporation’s name, identifying number, address, tax year, and Service Center where return
is filed, and provide the information requested in item 5 on a consolidated basis »

If 8a is ""Yes,"” do all other members of the affiliated group employ the method of accounting for which the change is requested7 -
N, XDl B e ///// /////
If 8a is “Yes,” are any of the items involved in the calculation of the net section 481(a) adjustment attributable to /////// ////////
transactions between members of the affiliated group? If “Yes,” attach explanation . .
If 8a is “Yes,” provide the information requested in items 4a, 4b, 4c, and 4d for each member of the affullated group.
Is applicant a member of an affiliated group not filing a consolidated return for the tax year of change? .

If 9a is “Yes,” are any of the items involved in the calculation of the net section 481(a) adjustment attnbutable to
transactions between members of the affiliated group or other related parties? If “Yes," attach explanation
If change is granted, will the new method be used for financial reporting purposes? .

7

If “No," attach an explanation. Such explanation should include a discussion of whether your new method of accountlng ////////
conforms to generally accepted accounting principles and why it will clearly reflect income. %

Enter the net section 481(a) adjustment for the | Atthe beginning of the |At the beginning of the At the beginning of the At the beginning of the
year of change, and the net section 481(a) | yearofchangeended. |1stprecedingyear ended,| 2nd preceding year ended, |3rd preceding year ended,
adjustment that would have been required if the enter: mo. yr. eater: mo. yr. enter: mo. yr. enter: mo. yr.
requested change had been made for each of the 3
tax years preceding the year of change. (See
Specific Instructions for SectionA.) . . . . 1% $ $ $

Has net adjustment under section 481(a) for the year of change been reduced in any way by a pre-1954 amount?

Number of tax years present method has been used for which the change is requested in item 3a or 3b. (See Specific

Instructions for Section A.) »

Has your present method been designated by a Rev. Rul. or Rev. Proc. more than 2 years before filing this form as a %
change in method of accounting to which section 5.12(2) of Rev. Proc. 84-74 applies? .

State the reason(s) including the legal basis (statutes, regulation, published rulings, etc.) why you believe approval to make this
change should be granted. See section 7 of Rev. Proc. 84-74.

Section C. Change in Method of Valuing Inventories. (See Specific Instructions for Section C.)

Note: Also complete Section D.

1 Description of inventory goods being changed P e
2 Description of inventory (if any) not being Changed P> . e
3 Present method of identifying costs in inventory: [ Specific identification [0 FIFO [J LIFO
If “LIFO,"" attach copy of Form 970 adopting that method and copies of any Forms 970 filed to extend the use of the method.
4 Present method used to value inventory: [0 Cost [0 Cost or market, whichever is lower O Retail cost
O Retail, lower of cost or market [J Other (attach explanation)

5 Show method and value of the inventories being changed at the end of the tax year preceding the year of change under:

A PrEseNt ME O P e e $

b Proposed Method B . e $

c If changing to cost method, are you going to elect LIFO for identifyingcosts? . . . . . . . . . . . . .[] Yes O No

6

Attach the computation used to arrive at the section 481 adjustment.

Under penaities of perjury, | declare that | have examined t
belief, it is true, correct, and complete. Declaration of preparer (other than applicant) is

Signature—All Filers (See instructions.)
his application, including accompanying schedules and statements, and to the best of my knowledge and
based on all information of which preparer has any knowledge.

T e cantaname Signature and title Date
------ sunlnz om:ial:sname iP!oa;e p;lnt .or t;pc ) B Sl(nttl;n and title of officer of the parent corporation if applicable Date
.................................................................................. e




