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LIFO UPDATE 
If you had called me personally to ask 'What's 

happening lately with LIFO that I need to know 
about?" ... Here's what I'd say: 

'1. LIFO FINANCIAL STATEMENT 
CONFORMITY REQUIREMENTS. At year-end 

1994, this mess has gotten far worse for auto dealers 
than it was a year ago. It's becoming a real fiasco. As 
one caller described it: "A Spear to the Heart!" 

At the AICPA Conference in Las Vegas, Robert 
Zwiers, the top IRS/MSSP dealership specialist, 
announced that on November 16'" NADA and the 
Treasury/IRS were to going to meet to discuss auto 
dealer conform ity matters ... as an industry-wide prob
lem, This meeting was cancelled, with nothing to 
replace it... suggesting that the IRS may think that a 
case-by-case (a/k/a -al\lIaE~-alla-lconlal 
will be in best jnt'luA~t~ 

. ::: 

In my opinion, what the ·conformity problem" 
really needs is plenty of ventilation so that the IRS' 
unreasonable positiQns and their'ramifications can 
be critically examined from a national-policy standpoint 
by Treasury officals and by the Commissioner's Office. 

I believe you should write as emphatically as 
possible to all of your elected representatives to bring 
this matter to their attention. Have your dealers do 
the same .. .if you're not afraid to gettheir attention by 
pointing out the vulnerability of their own II FO elec
tions to all the tests on page 6! 

.. :: : .... 

Our unflinching coverage '(pages 2-8) realisti
~ surveys a landscape littered with invalid LIFO 
elections and reviews the LIFO termination traps 
waiting in year-end statements. See also Update '2 
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on page 21. This emphasizes the need to be vigilant 
in monitoring sill year-end financial statements re
leased by clients using LIFO. If you're quite upset 
when you're finished with all of this ... do something 
about it! 

In the meantime, with NADA, we are trying to 
reach appropriate individuals ... so that the IRS will 
recognize this as a problem disrupting the entire 
industry, notto mention its own credibility ... so we can 
sit down together and try to reason our way to a 
rational resolution. 

• Realistically assess your vulnerability ... 
Wake up! This really affects you! 

• Talk to your clients and level with them. 

see LIFO UPDATE, page 21 
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THE ULTIMATE LIFO TRAPS: 
FINANCIAL STATEMENT CONFORMITV:"BEaUIRiEMSNTS 

Trapa- plural - as in more than one - as in MANY: 
There are many conformityJeqliirementa and they exist 
as restrictions on a taxpayer's general desire to pay 
lower taxes using LIFO while reporting more income to 
shareholders or banks using a non-LIFO method. The 
intention underlying the conformity requirements is that 
LIFO should be used in all reports covering a full year 
to insure that the use of LIFO for tax purposes conforms 
as nearly as possible with the best accounting practice 
in the trade or business in order to provide a clear 
reflection of income. 

LIFO must be used to compute income in the 
end financial statements: .. 

" '. . ,':.. ':.,' .:. 

A taxpayer may adopt only if it used no 
other procedure than LIFO in preparing an income or 
profit or loss statement covering the first taxable year of 
adoption. 

reserve'- no nl'atter 
be completely and abruptly lost if careful 

attention is not paid to the conformity requirements in 
year-end financial statements sentto the Factory/Manu
facturer/Supplier ... as well as to the more conventional 
year-end statements issued in report form by CPAs. 

REPORTS ISSUED BY CPAS 
This section deals with reports issued by CPAs, 

where the CPA controls the release, content and format 
of the statements, notes and supplementary informa
tion. These are unlike monthly statements which may 
be prepared internally and sent out to the manufacturer 
or supplier without CPA involvement or review. 

The LIFO conformity requirement requires that in 
the primary presentation of income (i.e., the income 
statement), the results disclosed must only be the net
of·L1FO results. The primary income statement CAN
NOT show results before LIFO, followed by either an 
addition or subtraction for the net LIFO change, coming 
down to a final net income or loss after-LIFO figure. This 
mj!ans that a business using LIFO will usually be 
reporting lower operating results in order to satisfy the 
conformity requirement. 

The Regulations were liberalized in 1981 to allow 
taxpayers todisclo~enon-L1FO operating results in 
suppl.minl.r¥i~tl~~~ia,I,~tatements as long as those 
supplement~rynon~L1FO financial statements are (1) 
issued as part· of a report which includes the primary 
preseQtation of income on'til·LIFO basis and (2) as long 
as each non-LIFO financial statement contains on its 
face a warning or st,atement to the reader that the non
LIFO results are supplementary to the primary presen
tation of income which is ona,LlFO basis. Accordingly, 
in CPA-prepared year-end financial statements, results 
on a non-LIFO basis can be disclosed in this manner as 
supplementary information. 

Alternatively, the Regulations permit disclosure of 
non-LIFO results in a footnote to the regular year-end 
financial statements, as long as the statement of in
come' itself does not disclose this information paren
thetically or otherwise on Its face and the notes are all 
presented together and accompany the income state
ment in a single report. 

As a result of the "liberalizations" in 1981, these 
LIFO conformity requirements shouldn't present any 
major reporting problems for reports issued by CPAs. 

"GETTING AROUND" THE 
CONFORMITY REQUIREMENTS 

Many businesses using LIFO would like to report 
lower taxable income/earnings in tax returns while 
reporting higher earnings/more income to their share
holders and creditors for financial purposes. This can 
easily be done through loopholes conveniently pro
vided in the Regulations. The Regulations allow tax
payers to legitimately avoid the mnt of the conformity 
requirement by allowing them to use LIFO methods and 
sub-elections in their financial statements that are dif
ferent from those LIFO sub-elections and methods that 
are used in thei,r income tax return computations. That's 
right: DIFFERENT LIFO METHODS MAY BE USED 
FOR BOOK AND FOR TAX PURPOSES. It is not 
necessary for the year-end financial statements to use 
the same exact LIFO sub-elections that are used in the 
tax return LIFO calculations. The Regulations simply 
require that both sets of statements (financial reports 
and tax returns) must report using LIFO methods. 

This allows some companies to use more pools for 
financial reporting purposes than for income tax pur
poses. Others use link-chain or link-chain, index meth
ods to lower LIFO income for tax purposes, but use 
double-extension LIFO for financial reports. Still others 
reconstruct base prices for new items in their tax return 
LIFO calculations while pricing new items at current 
cost in their financial statements. These companies 
enjoy the best of both worlds without violating the fine 
print in the "conformity" requirements. 

Query: If all this can be done to abeat" the require
ments so easily, why is the IRS now being so tough on 
auto dealers? 

~ 
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Ultimata LIFO Traps 

INTERIM REPORTS 
Interim reports covering a period of operations that 

is less than the whole of a taxable year may be issued 
on a non-LIFO basis without violating the LIFO confor
mity requirement for tax purposes. However, GAAP 
may present some difficulties in this regard. 

FACTORY/MANUFACTURER! SUPPLIER 
DEALERSHIP YEAR-END STATEMENTS 

any 
income statement that reflects a full year's operations 
must report on a LIFO basis. This would apply regard
less of whether the income statement is the last in a 
series of interim statements, or the December state
ment itself which shows two columns - one for current 
month and one for year-to-date figures. The Regula
tions provide that a series of credit statements or 
financial reports is considered a single statement or 
report covering a period of operations if the statements 
or reports in the series are prepared using a single 
inventory method and can be combined to disclose the 
income, profit, or loss for the period. This is sometimes 
referred to as the "aggregat10n" theory: If one can 
combine or aggregate a series of interim or partial-year 
statements to disclose the results of operations for a full 
year, then the last statement must reflect income com
puted using LIFO to value the inventory. 

Literally interpreted, this wording applies to an auto 
dealer's 12th statement (i.e., December - unadjusted) as 
well as to the 13th statement. The 12th statement is 
usually issued on a preliminary basis, before accruals 
are refined by detailed adjusting entries. The 13th 
statement is usually issued several weeks after the 12th 
statement, and it reflects year-end accrual adjustments 
and other computations not otherwise'completed by the 
tighttime frame forthe issuance of the December or 12th 
statement (usually the 10th day of the following month). 

FIRST YEAR AND EVERY YEAR 
This conformity requirement means that to remain 

eligible to use LIFO, EVERY YEAR the dealership's 
December (or last monthly) statement must reflect an 
estimate of that year's change in the LIFO reserve ifthe 
actual change cannot be computed before the state
ment has to be released. 

If the dealer is considering or planning to make a 
LIFO election for the year, an ESTIMATE of the LIFO 
reserve must be placed in the year-end statements 
issued to the Factory/Manufacturer or issued 'to any 
other party in order to preserve the ability to elect LIFO 
for the year by filing Form 970 when the tax return is filed 
at a later date. 

Also, don't overlook this conformity requirement if 
a dealer already has new vehicles on LIFO and is 
considering extending LIFO to other inventories, such 
as used vehicles or parts. In this case, the dealer's 

(Continued) 

year-end statement going to the Factory should also 
reflect an estimate of the LIFO reserve expected by 
extending the LIFO election(s) to the additional class of 
goods under consideration. 

A NADA Bulletin on The LIFO Conformity Requ~re
ment in December, 1985 stated: 

Unfortunately, the inadvertent violation of the LIFO 
conformity requirement cannot be retroactively cor
rected. Once the violation has occurred, the only thing 
that can be done at the present time is for the dealer to 
make sure that the problem does not reoccur and to 
hope that the statute of limitations runs on the year(s) of 
violation without discovery by a revenue agent. Many 
practitioners believe that a revenue agent can only 
terminate LIFO if the conformity requirement has been 
violated in a so called open year and that once the 
statute of limitations has run on the year(s) of .... , ....• "' ... ,,"' •.. "" .. , 
a revenue not terminate LIFO. ~i •..• 

:: . ,::::' ...... :.' , ... . 

DIFFERENT YEAR-ENDS FOR BOOK AND TAX 
PURPOSES (FISCAL YEARS) 

LI FO conformity problems are multiplied where the 
dealer has a different year end for reporting to the 
Factory/Manufacturer/Supplier (calendar year - Dec. 
31) than 

"'H'U, ... ,U, states that the conformity rules also 
apply to the determination of income profit, or loss for a 
one-year period other than a taxable year and credit 
statements or financial reports that cover a one-year 
period other than a taxable year, but only if the one-year 
period both begins and ends in a taxable year or years 
for which the taxpayer uses the LIFO method for Fed
eral income tax purposes. For example, ... in the case of 
a calendar year taxpayer, the requirements ... apply to 
the taxpayers determination of income for purposes of 
a credit statement that covers the period October 1, 
1981, through September 30, 1982, ifthe taxpayer uses 
the LIFO method for Federal income tax purposes in 
taxable years 1981 and 1982. 

PLACEMENT OF LIFO CHANGE IN 
THE STATEMENT OF INCOME 

In an Exclusive Special Alert, on November 7, 1994 
we warned Lookout readers that the top IRS LIFO 
specialist for dealerships (at theAIC~~ Dealer Con-said' . '.' .................. . 

could be interpreted to support the agents on point. 
see ULTIMATE LIFO TRAPS, page 4 
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Ultimate LIFO Traps 

Under this interpretation, where and how the LIFO 
adjustment is run through on the income statement 
becomes critical. This current position will result in 
even more LIFO election terminations where the pro
jected change in the LIFO reserve was run through an 
"Other Income/Other Deductions" account. 

EITHER WAY, DEALERS CAN'T WIN 
Many manufacturers' prescribed statementformats 

either do not permit or strongly discourage putting the 
LIFO adjustment in any (Cost of Goods Sold) account 
that affects gross profit determinations because that 
destroys or greatly impedes their ability to analyze 
gross profit by line items/models. Accordingly, the IRS' 
LIFO conformity requirement and the manufacturers' 
statement preparation requirements are not compatible 
with each other - and the dealer stands to lose either . . ... . 

ncome with Gross Profit. 
Gross Profit is also shown in a supporting schedule by 
model/line item only, with corresponding sales revenue 
by model/line items. There is no ''traditional'' Cost of 
Goods Sold detail on the Factory prescribed statement 
(in the sequence: Beginning Inventory plus Purchases 
l!linY§ Ending Inventory ~ Cost of Goods Sold). 
The amount corresponding to "Purchases" is simply a 
"plugged" or forced differential amount. This explains 
some of the contortions in attempting to comply with the 
vague requirements in the regulations. 

Almost all dealers will have a hard (if not impos
sible) time reporting to the factory at year-end and 
keeping their LIFO elections by not violating the confor
mity requirements. 

So ... according to the IRS, kiss all of those LIFO 
elections goodbye where the twelfth statement LIFO 
adjustment -or the thirteenth statement adjustment - is not 
placed in the inventory valuations in Cost of Goods Sold. 

CAN'T REPAIR DAMAGE (ONCE OUT, TOO LATE) 
CP As and their clients should be especially careful 

.. . '" ::,.. ". 
A discussion of the William 

r:njmn;~nVaeC:ISI(>n was included in our confor
mity discussion the December, 1993 issue. So was 
the Insilco decision. As far as the IRS is concerned, 
these may not be of much help, even though the 
taxpayers went to Court and won! 

"QUALITY- OF ESTIMATES 
The IRS is aggressively on the attack: some agents 

now are asking for proof that fill financial statements at 
year-end were not in violation of the LIFO conformity 
reqUirements, smQ they are asking to see detailed 
computations in support of any year-end estimated 
changes. In other words, they're looking at the "quality" 
of the estimate placed on year-end statements as well. 

(Continued from oage 3) 

PRACTITIONER. LIABILITY CONCERNS 
Several suggestions included in our November 7 

Special Alert bear repeating: 
1. Consider having a dealer follow the precise 

"supplementary information disclosure" approaches 
provided by the regulations on their twelfth and thir
teenth statements - even though they may risk reporting 
non-compliance repercussions and franchise violation 
with the manufacturer by not reporting to the factory in 
its prescribed formats. Discuss with counsel! 

2. Don't expect the manufacturers to immediately 
change their reporting demands to accommodate "dealer 
tax problems" in the near future. The IRS has not 
published any official notice informing taxpayers of 
these horrendous consequences and some may not 
budge on this until something "official" is issued by the 
IRS. See reader comments. 

3. Do a "damage control" assessment by survey
ing your firm's exposure to claims by dealer clients that 
you should have told them about this long ago and 
prevented their LIFO elections from being jeopardized 
under these circumstances. (See pages 6-7: Do You 
Really Pass All the LIFO Conformity Tests?) 

4. If your CPA firm issues any reports on dealer 
financial statements, consider including a note regard
ing contingenCies or potentially adverse results to the 
financial statements. This would apply to ill! audit, 
review and/or compilation reports. This disclosure 
should inform readers that dealers' LIFO elections are 
in jeopardy and may be terminated at any time by the 
IRS under these interpretations where dealer financial 
statements have failed to conform in the past. 

" .... ".... ',. 

Dealers may not have been informed about these 
requirements by their CPAs and their unintentional 
violation of the requirement may provide (1) the basis 
for requesting the Commissioner to exercise discretion 
and not terminate the LIFO election for a conformity 
violation and (2) lawsuits against CPAs for failure to 
advise. This raises further problems regarding proof or 
documentation of advice or notice to the dealer in terms 
of (1) oral vs. written advice, (2) general vs. specific 
advice and (3) advice given, but oversight occurs and 
conformity violation results anyway. All of these prob
lems are multiplied when dealers frequently change 
CPA firms. see ULTIMATE LIFO TRAPS, page 8 



1. Dealer-prepared financial statements on Factory prescribed formats are not used by the Factory "for. 
credit purposes" within the intention of Section 472. 

2. Dealer-prepared statements are "Internal Management Reports" for which an exception is allowed 
under the Regulations. 

3. There is no express language or guidance in the regulations indicating how the term "Internal 
Management Reports" is to be interpreted where there is an overlap with the possibility of 
statements being used "for credit purposes." This has been "Reserved" and never officially clarified 
since the regulations were changed in 1981. 

4. The dealership's violation of the conformity requirement was not intentional or willful and termination 
of LI FO election does not automatically have to be the penalty. The Comm issioner would be justified 
(not to mention humane) in exerCising discretion to waive the conformity violation. 

5. Retroactive termination based on financial statements issued many years ago is unconscionable 
and violates the Due Process clause under the Fifth Amendment. 

6. HISTORICALLY, IRS agents have been inconsistent in interpretation and enforcement of the 
conformity regulations as they relate to Factory required dealer financial statements. 

7. CURRENTLY, IRS agents are inconsistent in interpretation and enforcement of these regulations. 

8. The decade of silence of IRS agents in connection with these questions (while all of this has been 
going on right under their noses since 1981 should be as tacit i and 

~?vo~~bl~to ~ea.,er~: ::: :;i::;: :::. ):. ; ... : :;; ... :.':' ·x 

9. A dealer's election to,~se the Alternative LIFO Method (Revenue Procedure 92-79) should prevent 
any termination for a conformity violation in years prior to election of the Alternative LIFO Method. 

10. Terminating LI FO elections on the basis of narrow interpretations of the Regulations is completely 
inconsistent with "Compliance 2000" prinCiples and with taxpayer compliance initiatives as an-
nounced on Commissioners of the IRS, both and '. .:' ........... . 

. .. " ':. ::' ,,:, " ::. 
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A CATALOG OF CONFORMITY NIGHTMAR.ES 
DO YOU REALLY PASS A-L-L THE TESTS? 
Some of the conformity violations the IRS can interpret as grounds for terminating a LIFO election: 

® 

1. The 12th statement is sent to the Factory without a LIFO amount - estimated or actual- charged against 
income. 

Note: The first year is sometimes all you need to look at - especially for older LIFO elections. In the first 
year on LIFO, the dealer would have had to ~ the electior1'was going to be made before the 10th day after 
the end of the year because that's when the 12th statement for that year was due into the manufacturer. If 
the dealer decided to elect LIFO ab!: he sent his 12th statement to the Factory (without showing LIFO 
properly in it), the LIFO election is not valid - right from the very first year! 

2. No LIFO estimate is reflected on the 12th statement; even though the actual amount is properly reflected 
in the 13th statement. 

3. An estimate is reflected on the 12th statement, but no 13th statement for the year is prepared. 

4. An estimate is reflected on the 12th statement, but the amount is run through the Retained Earnings account 
(and not against income). 

5. An estimate is reflected on the 12th statement, but it is run through the "Other Deductions" account, or run 
through some account other than the valuations of the beginning and ending inventories in Cost of Goods Sold. 

6. An estimate is' reflected on the 12th statement (with disclosure in the proper place), but on the 13th statement 
for the current year, the adjustment to actual is run through Retained Earnings (and not through income 
directly). 

7. Any estimate is reflected on the 12th statement, and that estimate is still reflected on the 13th statement and 
the adjustment to the final LIFO reserve computed change is made later!n the following year by an entry 
netting the LIFO adjustment to any account. If the LIFO adjustment is charged to income in the following 
year, this splits the impact of the LI FO reserve change over two years, instead of placing it all against income 
in the current year/if it is charged to Retained Earnings, it has never hit income at all. 

a. An estimate is reflected on the 12th statement, and the 13th statement is finalized before the LIFO reserve 
calculations for the year are completed. Later in the year, when the LI FO reserve calculations are com pleted, 
the net adjustment is run through the Retained Earnings account in that later year. 

9. The manufacturer's instructions are followed completely, but the manufacturer's guidance does not result 
in the entire impact of the change in the LIFO reserve being reflected in income (through the valuation of the 
beginning and ending inventories at LIFO) for the current year. 

10. Do you Haye LIFO Elections for New. Used and parts? 

If so, multiply all of the above possibilities for financial statement conformity violations by two or three if 
separate LIFO elections have been made for new vehicles, used vehicles and parts inventories. Why? 
Because it is necessary to satisfy the conformity requirements for all classes of goods on LIFO, not just for 
the new vehicles! 

This is the easy part 
Then~'s more .. , and it on!y gets worse. ,. ~ 

Read #11-17 if you dare 

~VO~I.~4~'N~O~.4~~~~~~~~~~~~~~~~~~~~~~~~~D~e~FI~liP~P~SI~L~IF~O~LO~O~K~O~U~T 
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Catalog of Conformity Nightmares (Continyed> 

11. pouble Threat Eor pealers With Elscal years: ®® 
The IRS pOSition is that the dealer Factory statements at the end of December and at the end of the fiscal 
~ must both report LIFO reserve changes in the valuations of the beginning and ending inventories at 
LIFO. This doubles all the possibilities above. 

12. Triple Threat or HHat Trick": ®®® 
Consider a dealer with a fiscal year for tax purposes, reporting to the Factory on the calendar year basis and 
providing the manufacturer's affiliated credit arm with a statement at some month-end other than December 
and the regular fiscal year. For example, a dealer with a fiscal September year-end for tax purposes, 
reporting to the Factory on a December 31 basis and providing statements to the credit corporation as of June 
30. This dealer must satisfy all the conformity requirements on all three "year-end" statements. Accordingly, 
if only two month-ends statements satiSfy the requirements, the third would disqualify the LIFO eligibility. 

13. Worst of all (and flat out wrong): 

If any bank or other lending institution has copies of the dealer's Factory financial statements in their "loan 
files," the IRS will claim that these statements - even though in the manufacturer's prescribed format - are 
being "used for credit purposes" since they are not in the hands of the manufacturer (pursuant to the franchise 
relationship) but in the hands of the bank, a lender in the ordinary sense of the term. 

Ditto for shareholders!! 

14. Ell'lt and Everv year Thereafter: 

The LIFO conformity requirement applies to the initial year, as well as each succeeding year of the LIFO 
election. Therefore, any slip-up, no matter how slight, in any year (first or subsequent) raises the risk that 
the conformity requirement may have been violated. Where a dealer frequently changes CPA firms. this 
presents serious problems - which are further compounded - if an examining agent claims these financial 
statements are "books and records" relevant to the LIFO election and they cannot be produced. 

15. "Quality" of LlEO Estlmpted Used: 

Some dealers may be using any amount pulled out of the air on the 12th statement as their "estimate" of the 
LIFO reserve change. The IRS is looking atthe "quality" or reasonableness of year-end projection amounts. 
These computation worksheets should be saved permanently. Agents are now asking for detailed 
workpapers to support the LIFO change estimated reflected in year-end statements. 

16. Accuracy-Belated penalties: 

What is even more devastating is that the IRS may be assessing accuracy-related penalties in these 
termination situations. 

17. And ... You Can' Even Escape by Terminating The UEO Electlgn! 

In order to terminate a LIFO election and obtain the general relief of a 6-year spread period for the repayment 
ofthe LIFO reserve, it is necessary to confirm that there has not been a LIFO terminating event in any open 
year. Given the substantial possibilities that LIFO financial statement violations may have occurred in an 
open year, this places In doubt many prior terminations of LIFO elections where dealerships have 
claimed a spread period for the repayment of the LIFO reserve . 

... Don't say conformity is not a "problem" 
L,~~ unless you are posit!ve you can !pass 
~ I"\Ll:, the UFO c()nforrU'll~ty tests above. 
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Ultimate UEO Traps (Continued from page 4\ 

One attorney representing CPA liability insurance r----.--------------_, 
carriers indicated that CPAs DAMAGE CONTROL SAMPLE 

is a . WORDING 

Some CPAs may have a hard time mustering up 
the courage to deal with this unpleasant state of affairs. 
And they may find themselves uncomfortable In dis
cussing all of this with their dealer clients ... if. they even 
have 

rA\J'AAII!'l countiess ways that LIFO 
ons can be fully and fatally flawed with no poSsi

bility to repair the situation. How many can read it and 
say: "Don't worry: WelYou Don't Have a Problem?" 

WHAT CAN YOY PO? 
Three things: Realistically assess your wlnerabil

ity. Talk to your clients and level with them. Write your 
representatives in Congress: Maybe they'll care enough 
to press for changes if thousands of dealers are about 
to be forced out of business by the IRS over these 
technicalities. * 

"Recently, the Internal Revenue Service has 
informally indicated several interpretations of the 
LIFO inventory year-end financial statement con
formity regulations under which XYZ Dealership's 
LIFO election might be terminated retroactively 
(to 1~9XX) causing all of the income cumulatively 
deferred in its UFO reserve account ($ indicate 
dollar amount) to become fully taxable, with 
interest computed correspondingly. 

READER COMMENTS ON CONFORMITY 
December, 1993: • ... When the factory requires the LIFO adjustment to be shown in other than the cost of goods sold 
area, I have my clients prepare two financial statements, one that is in compliance with the factory requirement and 
is clearly marked as 'sypplemental data' across the top and attach this to the back of the financial statement which 
indicates the LIFO adjustment as an adjustment to cost of goods sold. I have them send these statements along with 
a cover letter to the factory indicating that they are enclosing the dealer financial statement, as required for the 12 
or 13 months (which ever the case may be) along with the supplemental data that is requested by the factory. The 
financial information transmitted via computer to the factory only includes the LIFO adjustment as cost of goods sold. 
I feel that this is one of the safest methods for our clients to use and falls within the parameters of the IRS 
requirements." 

December,1994: ·1 guess we got a Christmas present from American Honda. I spent about a half hour on the phone 
with the people at American Honda, and was able to explain our concerns about the IRS conformity requirements. 
We were able to get in the words, 'supplemental information' and they were understanding about this matter and will 
try to resolve this in a more permanent way." 

The factory instructions detail the line item Cost of Goods Sold (series 600) accounts to be charged with the LIFO 
reserve adjustment and indicate: ·Some accounting firms are instructing their clients to make this adjustment to 
'New Vehicle Cost of Sales' instead of Account 910 - LIFO Adjustment. If you make your LIFO adjustment to Cost 
of Sales, please attach a copy of the entry to your December Financial Statement (12th month) as supplemental 
information. The Business Management Department will reflect ACTUAL vehicle Gross Profit." 

~VO~I.~4~.N~O~.~4~~~~~~~~~~~~~~~*~~~~~~~~~~~D~e~F~!I~iP~~~'~U~F~O~L~O~O~K~O~UT 
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1994-1995 MODEUITEM CATEGORY INFLATION SURVEY .A · 
FOR QUICK YEAR-END LIFO ESTIMATES • • 

• 
Auto dealers need an estimate of their LIFO creased pricesonthe base Camrytwo-door and four-

reserve change before all the detailed inventory door sedans by $300 and didn't raise prices on seven 
repricing can be made. For the 1995 model year, other Camry models. Rolls Royce even cut 
!IlQS1 new vehicle prices have increased, but others prices ... some by as much as $20,000! 
havedecreased or remained the same. The question 
is: How mych have prices changed and which items 
are not showing inflation at all? .. the answer depends 
on where you've read about it, whether you're using 
the Alternative LIFO Method and how far you're 
going in your make/model analysis to determine 
detailed item categories. It also depends on whether 
certain vehicles in the ending inventory are classified 
as rurtl items. 

Automotive News reported that introductory 
prices of 1995 Japanese cars and light-duty trucks 
increased an average of $89 more than Big 3 prices 
on comparably equipped vehicles (which excludes 
price adjustments for equipment that is made stan
dard on the 1995 vehicles). However, this is impor
tant in LIFO index computations only if a dealer is!lQ1 
using the Alternative LIFO Method. 

,: :.: ::' 

increases on 1995 models for 
Chrysler at 2%, Ford at .8% and General Motors at 
.2.6% .. For "Japanese leaders," Automotive News 
reported Acura price increases at3.1 %, Honda at 1.9%, 
Infinitiat4.0%, l..exusat 1.3%, Mazda at 2.6%, Mitsubishi 
at 5.go,{" Nissan at 3.4% and Toyota at 1.5%. 

The Wall Street Journal reported that General 
Motors Corp. is increasing prices on 1995 model cars 
and light-duty trucks by an average of 2.5%, or $494 
per vehicle. GM attributes more than half of these 
price increases to costs associated with new safety 
features. However, for GM's most popular models, 
price increases are much greater than the 2.5% 
average. For example, the price of a popular Cava
lier model was increased 13.7%. 

On the other hand, pricing for certain models has 
stayed relatively the same, or even decreased. 1995 
model Porsche prices are the same or less than the 
1994s with one 911 Carrera model drastically re
duced by $12,550. Volkswagen cut prices on the 
Passat models by 9.3 to 9.8 percent. Toyota de-

Our analysis which follows reflects a weighted 
average by model for 1995 models. This listing 
shows for each model the weighted average intro-to
intro increase; it also indicates the change in under
lying item categories. This increase was determined 
by taking all of the underlying 1995 item categories 
and assuming a dealer had one of each and then 
dividing the total dealer base cost of one of each at 
the end of the year by the comparable beginning-of
the-year totals. This assumes that for each model, 
the dealer would have had one of each new item 
category in the ending inventory and this one of each 
assumption tends to decrease the overall model 
index where many new item categories were intro
duced in 1995. These weighted indexes vary signifi
cantly depending on a number of factors. In our 
computations, many market editions, special edi
tions and value priced vehicles (item categories) 
were considered as new items (unless a comparable 
1994 model year vehicle existed) based on a narrow 
interpretation of Revenue Procedure 92"79. Accord
ingly, each of these new item categories results in a 
1.000 index on its own. 

.~ ~ .~ 

a dealer's beginning-of-the-year 
an item category may be consider

ably less than the 1994 intro dealer cost used in 
compiling the intro-to-intro averages. This would 
give the dealer a higher inflation index. 

.. ',' ,', :. : .... 

(By the way, be careful how you reflect the LIFO 
estimate in the income statement!) 
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llN-ll1S MODEL , IT~M ~A:rE~O~Y'I"FJoA:nON SURVEY '.20U 
FOR QUICK, ONE,()F.Q'CH~f4FO'.E8TtMATES 

AS OF DECE"'BER31~ 11N 
weighted Aver ... 

ToIII ToIII One-Of-E_ 
, .. 111m ,. 111m ,.1nIIo1o , ..... 10 

MIkt!MocI!I CIt!gorI!I Continuing fa Im!a!!l C!tegor!!I 19M1ntrp '·'otro 
ACURA 

I~ 10 10 8 18 •. 0313 1.0000 
lIgInd 11 11 11 1.0414 1.0775 
NSX 2 2 2 1.0214 
VIgar 4 4 1.0l4Il 

AIJDI 
100 Series 7 7 1.0421 
80 Series 5 2 4 3 8 0.8882 1.0887 
MSeries 6 8 1.0000 
CIbriaIIt Series 0.11547 1.0000 
S4Series 1.0471 
S8 Series 1.0000 
VlQuath 1.0408 

BMW 
3 SIri!I 12 12 13 1.0252 1.0477 

5 Series 7 7 8 1.0058 1.0120 
7 Series- 3 3 3 1.0383 1.03lI0 
8 Series- 4 4 4 1.0264 1.0252 

BUICK 
CenIIIy 5 3 5 2 8 1.0240 1.0451 

LISItn 3 2 2 .. 1.0205 1.0867 
PlrkAvwu 3 2 1 3 1.0300 1.0382 
Regal 8 4 3 4 7 1.0454 1.0408 

RiviII'I 1 1 1.0000 

RoectnIsIIr 4 3 1 4 1.0382 1.0655 

SkyIIrk 7 2 8 5 8 1.0122 1.0868 

CADILLAC 
De Ville 2 2 2 1.0678 1.0000 

Eldorado 2 2 2 1.0240 1.0443 

FIeetwDod 1 1 1.0472 ·1.0578 

&wille 2 2 2 1.0232 1.0174 

CHEVROLET 
AUTOIIOBILES: 

BereIIII 6 2 4 4 6 1.0185 1.0123 

CInwo .. 4 4 1.0529 1.0000 

Caprice 5 3 4 2 7 1.0395 1.0375 

Cavalier 8 3 8 3 1.0000 1.1082 

Ccnica 3 1 2 2 3 1.0182 1.0448 

Carvetll 2 2 2 1.0165 1.0443 

GloMaR 3 4 3 4 1.0000 1.0711 

GIoPrism 4 4 4 1.0832 1.0876 

LIII1ina 5 2 5 2 1.0000 1.0621 

Monlec.to 2 2 1.0000 

Vol. 4. No.4 * De Filipps' LIFO LOOKOUT 
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18M-1H5 MODELl ITEM CATEGORY INFLATION SURVEY P.30fl 

FOR QUICK, ONE'()F-EACH, LIFO ESTIMATES 
AS OF DECEMBER 31,1994 

weighted Aver.,. 

TOCaI TOCaI One-Of-E8ch 

11MM1tIm 111e51t1m 1!195 Intro to 164 Intro to 

MIkIIModtI Ctleqodn ContInuing New ~ cateqori .. 1994lntro 1993lntro 

UGHT-DUTY TRUCKS: 
AlhVlln 8 • 2 • 8 1.0666 1.0318 

BImr • • 1.0000 

BImr-K t 1.0558 

C-K ChIIIiI cab 13 13 13 1.0393 1.0348 

C-KPicIq) 30 30 30 1.0507 1.0628 

Chevy VIII 8 8 4 10 1.0399 1.0624 

GIG TrICIrer 5 5 5 1.0615 1.0550 

UmiIIAPV 2 2 2 1.a.7. 1.0558 

S10Blmr 4 • 1.~ 

S10 Pick"" 10 10 10 1.a.79 1.0162 

SpartvIn 3 3 3 1.0510 1.a..18 

WIutaI 4 4 4 1.0657 1.0538 

Tihoe 1.0000 

CHRYSLER 
Cirrus 1.0000 

CcIncardI 1.0846 1.0605 

lIbnn 4 3 1.0269 1.0125 

LHS 1 1.a.79 1.0000 

NewYarker 1.0825 1.0000 

DODGE 
AUTOMOBLES: 

AVfI9lII 2 2 1.0000 

Colt 4 4 1.1719 

Innpid 2 2 2 10935 1.0987 

Neon 6 6 1.0000 

Shadow 4 4 1.0451 

Spiit 2 1 1.a.79 0.9831 

SIeIIIh 3 2 3 1.0308 1.1377 

VIpII" 1.0269 1.0877 

UGHT-DUTY TRUCKS: 
Caravan 11 11 11 1.0370 1.0611 

CnvanCN 2 2 2 1.0859 1.0496 

Dakota 15 14 14 1.0725 1.~ 

RIm Cab & Chassis 6 6 6 1.0395 1.0000 

RlmPiclq) 12 12 8 20 1.0233 1.0000 

RIm Vans 7 7 7 1.0881 1.0056 

RIm Wagon 5 5 5 1.0571 1.0035 

EAGLE 
SIImIit 9 7 2 7 1.0735 1.1129 

Talon • 3 4 3 1.0000 1.0115 

VISion 2 2 2 1.0195 1.0923 



18M-165 MODEL' ITEM CATEGORY INFLATION SURVEY ' .... 40fl 
FOR QUICK, ONE-OF-EACH, LIFO ESTIMATES 

AS OF DECEMBER 31, iaN 
Weighted Average 

TobI! TobI! ane-Of-EKh 

1 .... 1185 .. 1ft5ln1ro to 1_ Intrv to 

lIaktIMocIII CtIIgortn ContInuing Q[iI!III!l cateqortn 1994lntro 1mlntro 

FORD 
AUTOMOBILES: 

Aspie 3 3 3 1.0369 1.0000 

Conllu 3 3 1.0000 

CnNrt VICtoril 3 3 3 1.0513 1.0099 

Esccrt II II II 1.0498 1.0704 

Mustang" II II II 1.0422 1.0000 

Pnlbe 2 2 2 1.0388 1.05711 

TIIIUI 5 5 II 1.0414 1.0855 

TIII"4'O 3 3 1.0554 

ThundIrbi'd 2 2 2 1.0249 1.0810 

UGHT -DUTY TRUCKS: 

AerostII' 28 4 24 4 0.9825 1.0331 

Bronco 3 3 3 1.0310 1.0568 

CuIavoay VIII 12 9 4 3 13 1.0365 0.9873 

E Series VII'INIIpI 15 15 15 1.0584 1.01711 

Expknr 14 14 ,. 1.0335 

F Series C & ChIsIiI 10 9 9 1.0188 1.0289 

F Series Pick~ 30 30 30 1.0252 1.0521 

Ranger 22 22 22 1.0625 

Windstar 3 3 1.0000 

GIICTRUCKS 
C-K Cab & Chassis 13 13 13 1.0371 1.0391 

C-K SMm Pick~ 30 30 30 1.0107 1.0849 

Jirrmy 4 4 1.0000 

RaIlyW8gon 3 3 3 1.0458 1.0414 

815 Jirrmy 4 4 1.0487 

S15Sonoma 10 10 10 1.0719 1.0795 

Saflri 8 2 4 II II 1.0269 1.0317 

Subu'ban • 4 4 1.0654 1.0448 

Vancln 6 6 4 10 1.0405 1.0623 

Yukon 1.0333 1.0470 

HONDA 
Accard 24 21 2 3 23 1.0581 1.0000 

Civic 20 19 19 1.0723 1.0605 

Del Sol 5 5 5 1.1063 1.0617 

Prelude 7 5 2 5 1.0720 1.0858 

HYUNDAI 
Elann 4 4 .. 1.0507 1.0722 

Excel 6 6 1.0478 

~ 5 5 5 1.0663 1.0447 

Sonata 6 5 6 5 1.0000 1.0304 



1984-1995 MODEL liTEM CATEGORY INFLATION SURVEY '.10" 
FOR QUICK, ONE-OF-EACH, UFO ESTIMATES 

AS OF DECEMBER 31, 199" 
Weighted Aver-ae 

1ot11 1ot11 ane-Of-Eech 

1tMItIm 1t!151t1m 1.1ntro1o IBM Intro 10 
MIkt/IIgdII cateqorIn Continuing ~ cateaoria 19H1nfro 1993lntro 

INFINTI 
G20 6 4 2 4 1.0418 1.0407 

J30 1 1 1 1.0691 1.1004 
Q45 2 2 2 1.0638 1.0587 

ISUZU 
Amigo 4 4 1.1443 
Pic:Iq) 6 3 3 3 1.0535 1.0765 

RadIo 8 8 8 1.0561 1.1081 

TfOCPIF 7 7 7 10356 10682 

JAGUAR 
XJ 4 4 4 4 1.0000 1.0185 
XJS 4 4 4 1.0308 1.0106 

JEEP 
Cherokee 12 10 2 2 12 1.0471 1.0440 

GrInd Cherokee 5 5 2 7 10518 1.0753 

V\tIngIIr 5 3 2 3 1.0578 1.0567 

LEXUS 
ES300SedIn 2 2 2 1.0420 10775 

GS 300 SedIIn 2 2 2 1.0847 1.0640 

LS400Sedan 2 2 2 2 1.0000 1.0708 

SC300CcqIe 4 4 4 1.0885 1.0448 

SC400CcqIe 2 2 2 1.1000 10428 

UNCOLN 
ConIInenIlll 2 2 2 10138 

MnVlII 1 1 1 1.0218 1.0635 

TownC .. 3 3 3 1.0680 1.0394 

MAZDA 
AUTOMOBILES: 

323 1 1.0732 

828 4 4 4 1.0465 1.0550 

929 1 1 1.1874 1.0445 

Miala .. 3 3 3 1.0758 1.0752 

Millenia 3 3 1.0000 

MX-3 2 1 1.0740 1.1336 

UX.e 2 1 1 1.0924 1.1005 

ProIIIge 2 3 2 3 1.0000 1.0469 

RX-7 1.0462 

UGHT.ootY TRUCKS: 
MPV 4 5 4 5 1.0000 1.0872 

Navajo 4 4 1.0538 

Pick", 17 1.0000 

De Flilpps' LIFO LOOKOUT * Vol. 4. No.4 
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1 ... 1115 MODEL' ITEM CAteGORY INFLATI()N SURVEY "'011 
FOR QUICK, ONE;C)F-EAqH, UFO ESTIMATES 

AS OF DECEMBER 31, IBM 
We'lIhted Aver ... 

ToIII ToIII one-Of-EKh 

1111M ..... 1_ ..... 1115lntroto 1111M INN to 

' ....... CIt!gprtn ContInuing Im!II!l cateaodtt 19M"., 1 • ..., 

MERCEDEs.aENZ 
CCIIII 2 2 2 1.0377 1.0000 

Ea.. 8 6 2 6 1.0175 0.l15li5 

sa.. 7 7 7 7 1.0000 1.1l0III 

SLCIIsa 3 3 3 0.1M58 1.0071 

MERCURY 
AUTOIIOBILES: 

CIpri 2 2 0.l148li 

Cougw 1 1 1.0281 1.0lI48 

GrInd MIrquiI 2 2 2 1.05CM 1.0100 

~ 2 2 1.0000 

Sable 4 4 4 1.02t0 1.1224 

TqlBZ 2 2 1.0878 

Tracer 3 3 3 1.0875 1.0244 

UGHT-OOTY TRUCKS: 
VI8gar 4 4 4 1.0340 1.0735 

MITSUBSII 
AUTOIIOIILES: 

3000GT 5 5 5 1.0554 1.1090 

DiII'nMtI 3 2 1 1.0847 1.1114 

Eclipse 10 8 10 8 1.0000 1.0420 

Expo 4 4 1.0183 

Expo-tRV 4 4 1.1582 

GaIInt 6 4 2 4 1.0857 1.0000 

Mirage 11 3 11 3 1.0000 1.1580 

UGHT-DUTY TRUCKS: 
MonIero 3 3 3 1.1304 1.1871 

Pick~ 5 2 3 2 1.0938 1.0875 

NlSSNf 
AUTOIIOIILES: 

240SX 9 4 9 4 1.0000 1.0726 

300ZX 11 9 2 9 1.0413 1.0000 

Allina 7 7 7 1.0622 1.0687 

Maxina 3 5 3 5 1.0000 1.0574 

Senn 14 1.0998 

UGHT -DUTY TRUCKS: 
4x2Pick~ 8 6 2 2 8 1.0626 0.9995 

4x4Pick~ 6 6 6 1.1784 0.9943 

Pathfinder 7 7 7 1.0651 1.0565 

Quest 2 2 2 1.0518 1.0660 



188"-1115 MODEL liTEM CATEGORY INFLATION SURVEY 'Igdofl 
FOR QUICK, ONE-OF-EACH, LIFO ESTIMATES 

AS OF DECEMBER 31,18N 
Weighted Averlge 

Tobi Total Qne-Of-Elc:h 

'""Item 
,. Item ,.lnIroto 11M InIro to 

MIkIIIIodII CatIaooies ContIDIIIDII ~ Cateaorill 1~11!!m 1mlnlm 
OLDSIICBLE 
AUT0II0aLE8: 

AchiIVI 10 4 6 4 1.0134 1.0484 

AInra 1 1 1.0000 

CutllllCin 3 2 2 3 1.0558 1.0601 

CuIIII 2 1 1 1 2 1.0178 1.0705 

CUIIIII s.erne 7 5 3 2 8 1.0260 1.0568 

EWdYEVd 4 2 2 3 1.0400 1.02511 

NnltyEVd 3 2 2 1.0328 1.0236 

UGHT-DUTY TRUCKS: 
BrIVIdI 2 2 1.0128 

SiIIouIII 3 2 2 1.0264 1.0149 

PLYMOUTH 
AUTOIIOIILES: 

Aa:IIim 2 1 1.1438 1.0205 

Colt 7 7 1.1471 

~ 4 5 4 5 1.0000 1.0114 

SIIIdInce 4 4 1.0435 

UGHT-DUTY TRUCKS: 
GrIIIdV.., 5 5 5 1.0226 1.0615 

V.., 4 3 3 1.0651 1.0667 

PONTIAC 
AUTOMOBILES: 

BannIviIIe 2 2 2 4 1.0204 1.0456 

Flebird 7 6 2 1 8 1.0343 1.0000 

GrIIIdIm 6 4 4 2 8 1.0040 1.0341 

GrIIIdPrix 3 2 1 1 3 1.0281 1.0505 

SIIIbid 5 5 1.0628 

SIIII'n 6 6 1.0000 

UGHT-DUTY TRUCKS: 
TIllIS Sport 2 1.0136 1.0407 

SMa 
900 Series 15 4 12 11 16 1.0103 1.0000 

9000 Series 22 4 11 18 15 1.0173 1.0614 

SATURN 

~ 4 4 4 1.0126 1.0355 

Sedan 5 5 5 1.0148 1.0701 

Station WIIgon 4 4 4 1.0235 1.0452 

SUBARU 
Iqnza 14 37 14 37 1.0000 1.0000 

.lusty 2 2 1.0116 

Legacy 36 24 36 24 1.0000 1.0096 

Loy.- 2 2 1.0554 

SVX 1.0000 



18M-1885 MODEL lITEM CATEGORY INFLATION SURVEY hgelofl 
FOR QUICK. ONEoOF-EACH. LIFO ESTIMATES 

AS OF DECEMBER 31. IBM 

weighted Aver. 
Total ToCaI ene-Of-Eed! 

1 .. Item 1W5 Item 1W5lntrolo 1tN Intro 10 
M·ktlMod!! cateaori!! ContInui!l.ll New ~ cateaori!! 1~lnD llUlmm 
SUZUKI 
AUTOMOBILES: 

S. 7 4 7 4 1.0000 1.0821 

UOHT.QUTY TRUCKS: 
SInuIi 1.0444 1.1256 
SidIkick 14 12 2 12 1.0482 1.0588 

TOYOTA 
AUTOMOBLES: 

AVIIan 4 4 1.0000 
Cmry 15 14 14 1.0488 1.0551 
Ctiica 8 8 2 10 1.0484 1.0000 
CcraIIa 5 5 2 7 1.0398 1.0657 
MR2 4 4 4 1.0697 
Paeo 2 2 2 1.0981 1.0815 
SI¥I 7 7 7 1.0698 1.0828 
Tercel 5 6 5 6 1.0000 1.0573 

UOHT.QUTY TRUCKS: 
4R&mer 4 4 4 1.0703 1.0551 
4x2~ 9 9 9 1.0538 1.0648 
4x4~ 8 8 8 1.0642 1.0639 
LandCniler 1 1 1.0928 1.09111 
PlwiaV.,. 6 6 2 8 1.01G 1.1233 
TtOOP_ 11 7 2 4 9 1.0578 1.0532 

VOLKSWAGEN 
AUTOMOBILES: 

Cabrio 2 2 1.0000 
Ccmdo 2 2 1.1189 
Golf III 6 6 7 13 1.0526 1.0248 
Jelllllll 10 10 11 1.0834 1.0242 
Passat 4 4 4 4 1.0000 1.1104 

UGHT.QUTY TRUCKS: 

~ 
EIIO\I8II 2 2 1.0000 

VOlVO 
850 Series 8 8 2 10 1.0457 1.0166 
900 Series 11 4 6 7 10 1.0125 0.9842 

CaqlIeta 1995 into price is not CIn8I1I1y available. 
Index excludes certain item(s) for \WIich 1995 in~ price information is not CllT8llI1y available. 

NOTE: Inrarmation on 1994 models does not necessariJy reconcile \0 December 1993 LIFO Lookout article '1993-1994 
ModeIIItem Calegcry Inllation SIlVeY: For Quick Year-End LIFO Eslinates" cbt eo adcIlionaI information which 

became available after lhatlric:le was pWIIished such as adcIlionaI inRcilction prices and item categories. 

Scute: w.J. De RIi,..· ... 1 Model Analysis DllClBase Report. Preliminary Ecition (Copyr9tt. 1994) 



PROJECTING YEAR-END LIFO RESERVES CHANGES 

Very often, it is not possible to make the computation of the year-end change in the LIFO reserve 
before the so-called 12'h statement has to be sent to the Factory. Nevertheless, these year-end 
statements must not be released until an ESTIMATE of the LIFO reserve change has been computed 
and reflected in them. In current IRS audits, agents have' documentation to check i"nlrnnlll<lln,i'" 

with the FO conform .,., ::ui~:~m:~n~ .. ,:' :::' :':': ::.:::." ": ' . 

. . ,:. .~. :::. . ::::. .::'-. . '.' ..... 

Estimating the change in the LIFO reserve is usually not too difficult or time-consuming. It involves 
two factors: (1) the ending inventory level- actual or estimated, and (2) an estimate of the overall inflation 
percentage for the year. By the time the estimate is being prepared, the actual dollar amount of the 
ending inventory usually is known. That means the only unknown is the estimated rate of inflation for 
the pool for the year. All other factors necessary to compute the estimated change are known: 

(1) Beginning-of-the-year inventory expressed in total dollars and in base dollars, 
(2) Beginning-of-the-year LIFO valuation of the inventory, 
(3) Method used for valuing current year increments, and 
(4) Cumulative inflation index as of the beginning-of-the-year. 

:. . .::: . :': '::':' '.: :', "·r ":::: .;:; 

':" 

(1) Determine the cum ulative index as of the end-of-the-year - this is the estimated current year inflation 
index times (i.e. multiplied by the) beginning of year cumulative index, 

(2) Divide the end-of-the-year actual inventory dollars by the year-end cumulative ihdex - to get the end
of-the-year inventory stated or expressed in base dollars, 

(3) Compare end-of-the-year inventory at base dollars with the beginning-of-the-year inventory stated 
in base dollars to determine whether there is an increment or a decrement projected for the year, 

(4) Value the projected increment under the method already selected. Alternatively, if a decrement is 
projected for the year, carry the decrement (expressed in base dollars) back against prior years 
increments (also expressed in base dollars) on a LIFO or reverse-chronological-order basis. 

(5) Add all the resulting layers of inventory at their respective LIFO valuations to get the end-of-the-year 
inventory stated at its LIFO valuation, 

(6) Subtract the ending inventory at its LIFO valuation from the ending inventory at its actual or 
estimated current non-LI FO cost to determine the projected LI FO reserve as of the end-of-the-year, 

(7) Finally, subtract the actual LIFO reserve as of the beginning- of-the-year from the prOjected LIFO 
reserve as of the end-of- the-year. 

ent has been sent out. when 
all ofthe actual inventory invoices are available and fully reconciled. After the actual change in the LIFO 
reserve for the year has been computed, the 13th statement should adjust the estimated amount to the 
actual LI FO reserve amount. On the 13th statement, the finalizing entry should be to the inventory 
valuations in the Cost of Goods Sold section of the Income Statement. 

See the 1994-1995 ModeVltem Category Survey included in this issue for one-of-each-kind shortcut 
inflation estimates when prQjections are needed and time is short. This year, we've also included the 
comparable information for the 93-94 models fot added' reference value. Good Luck! 
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CONSIDERATIONS IN EVALUATING 
A LIFO ELECTION 

SUMMARY 

1. Writedowns from cost are not permitted with LIFO .. ~ requirement. 

2. Financial statement CONFORMITY requirement for all year-end statements. 

3. Form 970 must be filed with tax return for year of LIFO election. 

PRACTICE 
GUIDE 

4. Any contractual relationship dependent upon the definition of "net income" or 
"net book value" will be affected. 

5. Projected size of "first year" UFO reserve. 

6. LIFO is only a deferral. 

7. Tax rates are likely to be changing over the years. 

8. Changing tax entities may impact LIFO considerations. 

9. LIFO changes cannot be made without advance IRS permission. 

10. Overall exposure before the Internal Revenue Service may be increased. 

11. Additional costs - internal and external - usually are incurred. 

12. Review Form 970 questions and especially computation sub-elections. 

13. Other information. 

14. Other matters and timetable for action. 

DETAILED DISCUSSION AGENDA 

1. WRITE DOWNS FROM COST ARE NOT PERMITTED WITH UFO. a2SI REQUIREMENT. 
A. Inventory writedowns in prior years must be taken into income ratably over the year of change and the 

next two (2) years. 
B. Are there any writedowns from cost in last year's ending (i.e., this year's opening) inventory? Discuss. 
C. Review and evaluate current cost accounting system. 

(1) Are all raw material costs (including transportation costs, etc.) inventoried? 
(2) How are labor hours applied to jobs in process to get into ending inventory? Actual vs. standard, 

adjustments of estimates to actual, etc. 
(3) Absorption of overhead: are all elements of overhead being fully absorbed? Actual vs. standard, 

adjustments of estimates to actual, etc. 
(4) Section 263A Uniform Cost Capitalization requirements: Discuss & what elections have been made 

in the past? 
(5) Have there been any changes in inventory accounting methods in the past? If yes, discuss and 

review Form 3115, IRS Consent Letter and transitional computations. 
(6) Were "bargain purchases" or "discounts" Involved in any inventory acquisitions? If yes, discuss. 
(7) Is replacement cost used for parts-type inventories? If yes, discuss. 

2. FINANCIAL STATEMENT CONFORMITY REQUIREMENT FOR ALL YEAR-END STATEMENTS. 
A. Applies to first year AtUl to all subsequent years. 
B. All reports covering the full taxable year, whether they are annual reports to shareholders, to banks, to 

manufacturers or suppliers, or to any other financing source, or for any other purpose, must report on 
the LIFO basis at least in the primary presentation of income. 

C. Discuss exceptions as necessary. 
D. Discuss special traps for dealers, fiscal years, interim reports, Internal Management Reports, etc. --+ 
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Conslderatlgns In Eyaluatlng a LIFO Electlgn (Continued) 

3. FORM 970 MUST BE FILED WITH TAX RETURN FOR YEAR OF LIFO ELECTION. 

A. CONSENT requirement.· Emphasize unlimited statute of limitations as it relates to inventory (valuation) 
matters. 

B. Complete information concerning inventories and responses to questions on Form 970 must be 
submitted with the income tax return filed for the year of the LIFO election. 

C. Special, additional filing reqUirements with IRS National Office are involved if the link-chain, index 
method is used. Discuss if link-chain, index filing is anticipated. 

4. ANY CONTRACTUAL RELATIONSHIP DEPENDENT UPON THE DEFINITION OF "NET INCOME" OR 
"NET BOOK VALUE" WILL BE AFFECTED. 
A. Key employee/Owner bonuses and profit sharing plan contributions based on "net income" may be 

reduced unless those agreements are amended/clarified. 
B. Buy-sell and other shareholder purchase agreements also should be reviewed. 
C. Directors' resolution to adopt LIFO is advisable. 
D. Are there any banking relationships or loan covenants and restrictions that might be affected by reflecting 

lower LIFO net income in year-end statements? (See also Conformity requirement.) 

5. PROJECTED SIZE OF "FIRST YEAR" LIFO RESERVE. 
A. "Big hit" comes in first year ... later years reflectll§! increases or decreases based on inventory levels and 

inflation rates. 
B. Inventory (at cost) levels as of. 

(1) Beginning of year End of year ____ _ 
C. Inflation rate(s) for the year. Estimated at ____ _ 
D. LIFO Reserve: Lower of beginning inventory or ending inventory (x) inflation rate. 
E. Tax "savings" from LIFO: Inflation rate (x) effective tax rate. 
F. How important is it to have a more accurate projection .. .for 4th quarter estimated tax purposes, etc.? 
G. Can year-end inventory levels be monitored to achieve more favorable LIFO results? Discuss year-end 

planning and projections. 
H. Reminder: Any year-end financial statements released before LIFO reserve computations are 

completed must reflect a projected LIFO reserve change in the statement of income. 

S. LIFO IS ONLY A DEFERRAL 
A. Overall price levels and/or inventory levels may eventually go down or the business may be liquidated, 

resulting in repayment of part or all of the cumulative tax deferral. 
B. Computational techniques and the close monitoring and planning of future year-end inventory levels 

could considerably lessen repayment impact. 
C. In many instances, it is not unusual at year-end for the LIFO reserve to go up (i.e., increase) even though 

the ending inventory level has gone down (i.e., decreased). Explain if interest warrants further 
discussion. 

7. TAX RATES ARE LIKELY TO BE CHANGING OVER THE YEARS. 
A. Tax rates may go up or down. 
B. This may be especially critical for S corporation shareholders. 
C. Deferring from low tax rate years to higher tax rate years - or vice versa. 
D. Other tax considerations ... Do you have any specific questions regarding tax considerations relating to 

LIFO election? 

8. CHANGING TAX ENTITIES MAY IMPACT LIFO CONSIDERATIONS. 
A. S corporations - Different shareholders, different years, different tax rates. 
B. C to S corporations - Recapture of LIFO reserve when S election is made. 

(1) Section 1363(d) - Repayment of LIFO reserve as of last day of last C year. Additional tax paid over 
a 4-year spread. 

(2) Revenue Procedure 94-61 and "special collapsed layer" problems. 

see CONSIDERATIONS IN EVALUATING A LIFO ELECTION, page 20 
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Considerations In Eyaluatlng a LIFO Election (Cootjoyedfrorn page 19) 

8. CHANGING TAX ENTITIES MAY IMPACT LIFO CONSIDERATIONS. (CONTINUED) 
C. Deferring from corporate level to shareholder level and vice versa. 
D. S to C elections: Recapture consequences presently unspecified. 
E. Inadvertent S terminations: Recapture consequences ... Unknown. 

9. LIFO CHANGES CANNOT BE MADE WITHOUT ADVANCE IRS PERMISSION. 
A. LIFO election should, for all practical purposes, be regarded as permanent. 
B. Subsequent changes in~ LIFO computational methods can only be made with advance IRS approval 

(Form 3115 filing, 180 day requirement, terms and conditions, consent agreement). 
C. Permission to terminate LIFO election usually requires advance approval (except for Rev. Proc. 88-15 

situations) . 

10. OVERALL EXPOSURE BEFORE THE INTERNAL REVENUE SERVICE MAY BE INCREASED. 
A. IRS is more knowledgeable and aggressive in audits involving LIFO. Industry Specialization Groups, 

MSSP, ISP, etc. 
B. IRS audits of LIFO inventories are unpredictable. 
C. Audits may not necessarily be limited to (LIFO) inventory matters. 
D. Are there any IRS audits currently? If so, what is their status and is there anything that might involve 

the LIFO election? 

11. ADDITIONAL COSTS - INTERNAL AND EXTERNAL - USUALLY ARE INCURRED. 
A. Evaluating and implementing LIFO involves an investment in a specialized (tax) planning effort .. .front

end investment in the first year. 
B. Considerable time and expense may be involved in explaining and justifying the LI FO application to the 

Internal Revenue Service and to bankers. 

12. REVIEW FORM 970 QUESTIONS AND ESPECIALLY COMPUTATION SUB-ELECTIONS. 
A. Dollar value method. (Question 7) 
B. Pooling. (Question 8) 
C. Link-chain, index vs. double extension ... possibly other? (Question 9) 
D. Method for valuing increments. (Question 6) 

13. OTHER INFORMATION. 
A. How has inventory been disclosed/reported in prior year financial statements and other reports? 
B. Is there any customary business or industry classification? 
C. Description of inventory, copy of inventory printout or listing, catalogs describing materials purchased 

and/or other vendor information. 
D. Catalogs describing products (finished goods) sold. 
E. Is any other information on the "industry" available? 
F. Information regarding business or trade associations to which the company belongs. 

14. OTHER MATTERS AND TIMETABLE FOR ACTION. 
A. How soon must a final decision on LIFO election be made? 
B. Timetable for decision to elect LIFO. 
C. Timetable for implementation mechanics. 
D. Identify ~ steps to be taken, and by whom. 

15. OTHER ADDITIONAL COMMENTS/NOTES: 
A. 
B. 
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LIFO Update (Continyed from page 1) 

#2. OTHER IRS ACTIVITY ON CONFORMITY. 
Several' recen~ callers have shared information to 
evidence the IRS' greater attention on dealer finan
cial statement conformity matters. These conversa
tions have revealed: 

• Accuracy-related penalties are now being 
considered, 

• Revenue Procedure 92-79 "Compliance 
Check" agents are coming back and asking 
to look at prior year financial statements to 
review conformity, 

• Agents asking for detailed workpapers in 
support of LIFO estimates placed on 12th 
statements, and 

• IRS preference to deal with conform ity prob
lems on a dealer-by-dealer basis, rather 
than as an overall industry problem. 

#3. DECEMBER IS ALWAYS HECTIC. In addition 
to a full round of LIFO seminars all over the country, 
the AICPA National Automobile Dealer Conference 
in Las Vegas ... and in New Orleans ... were wonderful 
opportunities to see many of you again and to make 
new acquaintances ... even though the news we re
ported in our R.I.P. exclusive (November 7 LIFO 
Lookou~ was greatly upsetting ... a wake-up call... for 
many complacent CPAs. 

We've been helping many CPAs in evaluating 
LIFO elections for many of their .wh~ f:ire 
having extremely profitable years. ..,.,. . ... 

In addition, we've been busy working up year
end LIFO projections, completing our make/model 
analysis data base for '95 models and '94 LIFO 
inflation indexes, representing taxpayers in LIFO 
audits and trying to help NADA discuss many L1FO
related matters with the IRS. 

#4.1994-1995 MODEUITEM 
CATEGORY INFLATION SURVEY. Our spe

cial report take-out section, pages 9-16, will be 
helpful if you are looking for quick inflation percent
ages for year-end LIFO estimates. This includes our 
1993-1994 survey results for added referenc~. 

It will also give you an idea of the detailed 
analysis necessary to track down all the item catego
ries for a particular model. We have accounted for 
the change from the total number of 1994 item 
categories to the total number of 1995 item catego
ries for each manufacturer. 

1#5. NEW ITEM LISTS FOR 1995 MODELS. Efforts 
have also fallen through in NADA's attempts to work 
with the IRS National Office and/or MSSP to provide 
a timely new item list for 1995 models. The idea was 
for the IRS to review NADA's list before NADA 
distributed it to its members, so it could be used with 
some certainty. This initiative by NADA fell flat after 
mid-summer discussions with the IRS National Of
fice and later with the IRS/MSSP. 

In our analysis of 1995 models, we believe we 
can anticipate most of the "new items" and identify 
those situations where Revenue Procedure 92-79 
requires some interpretation. We expect that the 
I RS/MSSP will treat anything questionable as a new 
item, as they did with the 94's. 

#6. NO tlEWS IS GOOD NEWS? There is nothing 
new to report on some earlier developments including: 

• Revenue Procedure 92-79 clarification. 

• Replacement cost for parts-type inventories. 

• Clarification of "new item" definitions, and 

• Revenue Procedure 94-61 questions regard
ing C to Selections. 

On a related note, the IRS/MSSP just recently 
released its unofficial list of 1994 new items. They 
are working on the 1995 
lesser at this time.' ::, ~li}:::jfl~~::~Qiijilmb.jiji~Ji$1 

#7. LACK OF PRODUCT, LESS INFLATION 

This s~bjec::thas been 
ofthe Lookout: See 

March, 1992 article and calculations and June, 1993 
article: 'Why LIFO Reserves Go Up Even Though 
Inventory Levels Go Down." 

In some instances, dealers may be able to obtain 
additional inventory from brokers in Canada. Be
cause these vehicles are coming from Canada, they 
may be required to be shown as "used" vehicles for 
financial statement classification purposes. For Al
ternative LIFO computation purposes, it would ap
pear they should be classified as new vehicles since 
they are sold as new vehicles, except for warranty 
starting purposes. 

#8. OTHER LIFO DEVELOPMENTS 

See page 24 for several recent IRS Letter Rulings/ 
TAMs and finalized regulations on LIFO recapture. * 
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LIFO FOR USED VEHICLES 
- THEORY AND PRACTICE 

used vehicle LIFO is that there is no official guidance 
from the I RS on how the index calculations should be 
made ... and the Alternative LI FO Methodology in 
Revenue Procedure 92-79 does 0Q1 apply to used 
vehicles. 

By way of disclaimer, keep in mind that there are 
no official IRS pronouncements on used vehicle 
LIFO and this article is a general summary/compen
dium of conversations with practitioners over the 
years. As such, it is not intended to be an interpre
tation of any "Official" IRS position nor as specific 
advice in any specific fact pattern. 

THEORY 

,': 

That 
an exam a dealer 

had a 199~ Buick Skylark in the used vehicle ending 
inventory at December 31, 1994, then price inflation 
for the year would be determined by comparing that 
199~ Buick Skylark at the end of the year with a 1 
Buick at the : ;: ,'.:. 

Official regional used car guides may be used for 
repricing purposes using the January, 1995 guide to 
reference the average end-of-the-year December, 
1994 cost of the 199~ Buick Skylark in the example 
aboveSillQ the January 1, 1994 regional guide (show
ing the December, 199~ cost) would be used to 
determine the beginning-of-the-year cost for the 1992 
Buick Skylark. To make LIFO "work" to reflect 
inflation for used car inventories, the vehicles being 
compared are one model year apart and are consid
ered to be of the same "age." The 2 model year old 
vehicle at the end of 199! is compared with an 
equally (2 model year) old vehicle at the beginning of 
the year (i.e., at the end of 199~. 

,:':, '::: :::. .:: .:::. '::' 

: :::: '::, The': for th~' pool is' to 
entire current cost of the pool in order to express that 
current year cost in its base dollar expression as of 
the beginning of the year. Increments, expressed in 

USED CAR 
UFO 

base dollar equivalents, are valued at current cost by 
applying whatever method has been elected in item 
6(a) on Form 970. For simplicity and practicality, 
many computations use the same deflator index for 
the pool as the inflator index for that year's increment. 

PRACTICE 

1. According to several Letter Ruling/TAMs, 
there should be two pools: Pool #1: Used automo
biles and Pool #2: Used light-duty trucks. 

2. One hundred percent (100%) of the total 
dollars in ending inventory probably should be re
priced in determining the inflation index for the pool. 

: . : ': 

..~ In other words,"the ~books' and records" 
lirAmAln't' that taxpayers retain all underlying infor

mation for all years on LIFO would apply to used 
vehicle LIFO computations as 
new vehicle LI 

Therefore, if there are major problems in being 
unable to document prior year used vehicle LIFO 
computations, that may be a reason for considering 
a change request at this time (in order to get cut-off 
protection) even though the required post-change 
methodology may be somewhat more restrictive and 
possibly more expensive to compute on an annual 
basis. In other words, curing the prior year problem 
may be worth the future year inconvenience. 

4. In referring to the regional guides ..... Average .. 
or "Wholesale" cost should be used, rather than loan 
values or retail values. 

5. The IRS appears to now require the dealer's 
~ cost at the end of the year to be used in the 
repricing as the end-of-the-year cost instead of sub
stituting a regional guide costfor that year-end model 
vehicle. (This reflects a change from a few years ago 
and the TAM 8906001 era.) 

6. Similarly, the IRS now appears to require 
that if the dealer had a comparable vehicle on hand 
at the beginning of the year in the used car inventory, 
then the dealer's actual cost for that used vehicle at 
the beginning of the year would be treated as the 
beginning-of-the-year cost of a 
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7. In referring to the regional guides, where 
there is a BOY-EOY lack of comparability due to 
significant changes in the vehicle, the beginning-of
the-year cost probably should be the same amount 
as the end-of-the-year cost, essentially treating the 
non-comparable used vehicle as a "new item." As a 
consequence, that vehicle would have a 1.000 line 
index reflecting no price reconstruction at the begin
ning of the year and no inflation. 

8. If a vehicle is so old that it cannot be located 
in the comparable regional guide being used for the 
beginning-of-the-year cost, then that vehicle also 
probably should have a line index of 1.000 reflecting 
the end-of-the-year cost as the beginning-of-the
year cost. In some instances, more detailed informa
tion regarding significantly older model years may be 
obtained from the Black Book Official Old Car Market 
Guide, rather than, for simplification or practical 
purposes, using 1 .000 in lieu of any further search 
efforts. 

9. It has been reported that in some Form 3115, 
Change in Accounting Method, requests involving 
used vehicle LIFO computations, the IRS includes a 
statement to the effect that the items used in com put
ing the taxpayer's own prior year costs and its own 
current year costs are required to be comparable in 
order for the inflation indexes '10 clearly reflect in
~" - and this is expanded to indicate that the 
vehicles are required to be comparable in terms of 
base vehicle model, options and accessories. 

Does this mean the IRS requires comparability 
adjustments similar to those indicated in the Coordi
nated Issue Position "Definition of an Item," July, 
1989? If so, this greatly complicates life for "simpli
fied," do-it-yourself used car LIFO calculations. 

10. In accounting method change situations, it 
appears the IRS establishes the general rule that the 
beginning-of-the-year cost of the equivalent item is 
determined by the cost of that particular vehicle's 
previous year's model - if such were in inventory at 
the time. As an exception, ifthe item was in existence 
at the beginning of the year but not in the dealer's 
inventory. then reference to external publications 
(such as Kelley Blue Book. Black Book. NADA Guides) 
is permitted. It would be advisable to consistently 
use the same guide book publisher over the years. 

~ 
Insofar as~ is concerned, for used vehicles in 

the ending inventory acquired by direct purchase at 
auction. the actual cost plus transportation (and any 
internal add-ons or reconditioning) is the cost figure 

(Contjnyed) 

generally used. Profit included in transfers from the 
Parts Department for parts or the Service Depart
ment for labor usually is not eliminated! 

For vehicles acquired by trade-in. the net re
sidual value "booked" as the cost of the used vehicle 
may be reduced to a regional guide valuation at the 
end of the month in which the trade occurred. If this 
latter adjustment has been consistently made. that 
would appear to be a "method of accounting" in 
determining cost that the IRS will accept in connec
tion with used vehicles. See Issue 6 in PLR/TAM 
8906001 which states that: "(The dealer) frequently 
allows a higher trade-in value for a used vehicle 
simply as a marketing tool. We believe that the use 
of a common guide such as the Kelly (sic, Kelley) 
Blue Book to value used vehicles accepted as trade
ins is a proper method of valuing such vehicles. 
However. M (the dealer) must determine the cost of 
its used vehicles taken as trade-ins only at the time 
of their purchase from the customer. Any future 
writedowns are impermissible since a LIFO taxpayer 
must value its inventory at cost, not lower of cost or 
market." 

Dealers making a writedown at the end of the 
calendar Quarter may be stretching their luck! And 
definitely not at the end of the year. 

Revenue Ruling 67-107 provides that used ve
hicles taken in trade as part payment on the sale of 
another vehicle may be valued at a cost equal to the 
amount representing the average wholesale price 
listed by an official used car guide at the time of the 
trade-in. If the dealer values his used vehicle inven
tory at lower of cost or market, then the inventory 
value of trade-ins not sold at the end of the year is 
adjusted to conform to the average wholesale price 
listed at that time. However, with used vehicles on 
LIFO. there could not be any further writedowns to 
guide values at the end of the year ... and if such 
writedowns were made, they would have to be re
versed so the ending inventory is at cost. 

WHAT IF USED CAR LIFO INDEXES 

De Filipps' LIFO LOOKOUT * Vol. 4. No.4 
~~~~~~ .. ~~~~~~ 

December 1994 23 A Quarterly Update of LIFO· News. Views and Ide .. 



HAMILTON INDUSTRIES UPDATE 
In Letter Ruling 9446003, inventory acquired at a discount was required to be placed in a separate UFO 

pool from similar inventory. The inventory acquired at a discount had received an allocation of less than a 
current dollar-for-dollar valuation under a residual allocation method. This inventory was deemed to have 
different cost characteristics - which were not altered through a Section 351 transfer - and thus, retained their 
different cost characteristics from similar goods. 

LEASED MACHINERY WAS INVENTORY FOR UFO PURPosES 
In Letter Ruling 9448004, a construction equi dealer was allowed to include leased 

m!:l,"hi",on, in its UFO inventory 
putati(>ns and mechanics. 

ITEM DEFINITION CHANGE GETS CUT OFF 
In Letter Ruling 9445001 , the I RS held that a change in method of defining an item can result in protecting 

prior UFO computations through the use of the cut-off method. 

COMPONENTS OF COST . 
In Letter Ruling 9445004, involving a components-of-cost situation, the National Office permitted the 

extension of a UFO election to labor and overhead, but held that that labor and overhead had to go into the 
related raw material pool. In other words, labor was not a separate item to be placed in a separate pool. This 
is consistent with earlier Technical Advice in Letter Ruling 9405005, which was discussed in the March, 1994 
LIFO Lookout. 

DUAL INDEXES FOR VALUING INCREMENTS 
In Letter Ruling 9444002, involving increment valuations, the IRS National Office held that where a dual 

index method was used in connection with Consumer Price Index approach, the taxpayer had to use the same 
index reflecting current year inflation to value any increment experienced in the current year to bring it from 
its base dollar equivalent up to its current cost. The taxpayer was not allowed to value an increment by using 
an index based on the last month of the previous year. 

• FINAL UFO RECAPTURE REGULATIONS 
Regulations were finalized effective October 7, 1994 providing that C corporations that transfer UFO 

inventories to an S corporation in a tax-free reorganization are also subject to the UFO recapture rules of 
Section 1363(d). The C corporation must include the UFO recapture amount in its gross income In the year 
of transfer of the UFO inventory (and not in the transferor corporation's last year of existence). 
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