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LIFO UPDATE

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

#1. THANKS FOR BEING A SUBSCRIBER. This
issue begins our 6" year of publication. Whether this
is Issue #1 or #21 for you, we thank you for your
continued interest in our coverage of LIFO develop-
ments.

#2. LIFOFINANCIALSTATEMENT CONFORMITY

BEQUIREMENTS FOR AUTO DEALERS.

Inthis issue of the LIFO Lookout, we willtemporarily
ignore the controversy surrounding auto dealer fi-
nancial statement LIFO conformity requirements.
IRS and NADA are still trying to “work things out” and
speculation about specifics of the outcome would be
just that. If you want speculation, re-read pages 12-
13 of the last/December, 1995 issue.

What can | tell you? ...Expect something
soon...Expect it to be unpleasant...Don’t blame
NADA if you don’t like what comes when it gets
here. The IRS has been sitting on this for some
time now and the Revenue Procedure will be a
bombshell for some dealers and CPAs. Hopefully,
you won't be one of them. '

#3. NEW ITEM CATEGORIES FOR 1996 MODELS:

COMPARISON OF “UNOFFICIAL" LISTS. In
the past, we published our new items listin our March
issue, followed later by an analysis of the IRS’ new
items list when that became available. With the more
timely recent release of the IRS’ “Unofficial” New
Items List covering the “December 1995 Calendar
Year,"” we felt you would benefit more from a side-by-
side listing format directly pointing out our differ-
ences and, in some cases, why we differ.

Keep in mind that the IRS list is not an “Official”
list...and neither is ours... in fact, there is no official
list. We believe that everyone—CPAs, auto dealers,
IRS and NADA—would benefit from a single, timely
released “Official” new items list.

#4. DISCLAIMER: QUICKLIFO USERS: We have

received many calls regarding QuickLIFO which has
associated my name with its software product and
purports to use our new item determinations as part
of its software database. QuickLIFO users will note
many instances where our new items determinations
differ from those made by QuickLIFO.

We haverepeatedly asked QuickLIFOtoremove
what might be confusing or misleading associations
of our name from its advertising and product litera-
ture. After great delay, they tell us that will take time.

We have never consulted with QuickLIFO
an r el nt of i war velopment.
W v ver endor ickLIFQ’ are. W
hav n_advised ickLIFO that its sal
representatives have n n ionstoth

contrary in discussing its LIFO software with poten-
ial purchasers. Pl | know if this has not

been the case in your situation.
see LIFO UPDATE, page 2
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LIFO Update
#5. LIFO AND BARGAIN PURCHASES. In are-

cent decision in the U.S. Court of Federal Claims,
Kohler Co. and Subsidiaries vs. USA, the question
was again raised as to whether the use of LIFO in
connection with a bargain purchase “clearly reflected
income.” Goods in the opening inventory that had
been bargain purchased at a substantial—50%—
discount were included in the same pool as goods
manufactured later in the year.

The Federal Claims Court reinforced the Tax
Court’s seemingly unstoppable rationale in Hamilton
Industries. It held against the taxpayer—and for the
IRS—in adjusting for a transaction that took place
almost 20 years ago. Ah,...the power of Section 481.

#6. NEW/REVISED FORM 970. Every LIFO elec-

tion requires the filing of Form 970, Applicationto Use
LIFO Inventory Method, a 1-page form that is up-
dated periodically. The most current Form 970 now
bears a revision date of December, 1995...replacing
the previous November, 1992 version.

The December, 1995 revision is similar in all
respects to the previous version, but it now has three
pages of instructions (instead of just one). You'll be
pleased to note that the estimated average time for
recordkeeping in connection with this form is 9 hours,
20 minutes, learning about the law or the form
requires only 2 hours, 17 minutes and preparing and
sending the form to the IRS will take only slightly
longer (2 hours, 32 minutes). If you have comments
concerning the accuracy of these time estimates or
suggestions for making the form simpler, the IRS
says it would be happy to hear from you.

Theinstructions provide that “Ifyou prefer, you may
file a statement that gives the same information asked

(Continued from page 1)

foron Form 970.” So, technically, you don't have to file
Form 970...but you'd better be sure you provide all of
the information that the form requests and answer all
the questions.

The signature block on Form 970 has been
expanded to accommodate members of a consoli-
dated group electing LIFO. The instructions indicate
that if the taxpayer is a member of a consolidated
group, Form 970 must also be signed by a duly
authorized officer of the common parent, citing Reg.
Sec. 1.1502-77.

#1. : .
Atthe end of calendar 1995, many dealers elected to
apply LIFOto their used vehicle inventories. Inflation
rates for used vehicles generally seemed to be
around 4% for used autos and slightly higher—closer
to 5%—for used light-duty trucks.

The IRS has never published any official guidance
on how used vehicle LIFO computations should be
made or what is an acceptable computational method-
ology. The December, 1994 LIFO Lookoutdiscussed
the theory and practice of LIFO for used vehicles and
contained computation specifics and suggestions. Noth-
ing new has come to our attention since then.

Beginning atpage 21, we haveincluded asample
or proforma Form 970 “filing package” so you won't
have to “reinvent the wheel” if you are now dealing
with the disclosure requirements in tax returns ex-
tending LIFO to used vehicles.

WARNING: This information requires your re-
view and editing, and it should not be used without
first being specifically tailored to your own situation.
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LIFO AND BARGAIN PURCHASES

KOHLER CO. AND SUBSIDIARIES:
ANOTHER IRS VICTORY...AND ANOTHER TAXPAYER DEFEAT

In November, 1995, the United States Court of
Federal Claims supported the Internal Revenue Ser-
vice and overruled the use of LIFO by the taxpayer
(Kohler Co. and Subsidiaries) in connection with a
bargain purchase acquisition of initial inventory.

BACKGROUND

In 1978, Sterling Faucet bought all of the inven-
tory of Rockwell International Corp. at a bargain
purchase—50%—discount. In 1984, Kohler Com-
pany acquired Sterling Faucet and many years later
the IRS attacked the use of LIFO in connection with
the original acquisition of inventory in 1978. Readers
are not burdened with the presentation of many facts
in this case. Aboutthe only “pure number” presented
isthe 50% discount, with no further qualification. The
cases cited as legal precedent are all familiar names
and the Court concluded that the taxpayer’s method
did not clearly reflect income where it used the LIFO
method of accounting in connection with its original
bargain purchase.

As the Court framed the issue, Congress has
given the Commissioner of Internal Revenue discre-
tion to change a taxpayer’s accounting method if it
does not clearly reflect income. The entire opening
inventory of the taxpayer in its first year of existence
consisted of goods that had been purchased at a
substantial discount. The IRS determined that the
taxpayer’s LIFO accounting method did not reflect
income from the sale of these items. Accordingly, the
issue was whether those bargain-purchase goods
may be grouped with physically similar goods manu-
factured or purchased at “normal” costs. The goods
purchased at a bargain price were physically identi-
cal to goods later produced and the taxpayer be-
lieved that the cost difference in the items should not
affect the manner in which physically identical goods
were accounted for under its LIFO method.

WHAT THE CLAIMS COURT SAID

The Court pointed out that tracking bargain-pur-
chase goods with manufactured goods produced at
cost avoids or postpones relatively higher income from
the sale of the discounted goods. Because ofthe LIFO
assumption of cost flows, the goods purchased at a

discount might never be included in income.

Under LIFO, goods that are not considered as
sold in the year they are acquired are less likely to be
considered as sold in subsequent years when unsold
goods are “insulated” by another layer of inventory.
This continues every year that the number (or the
dollar value) of goods sold is less than the number (or
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the dollar value) of goods manufactured or pur-
chased. Accordingly, income from the sale of bar-
gain-purchase goods might never be realized...until
the company liquidates. For that reason, the Court of
Claims held that the Commissioner reasonably de-
termined that the taxpayer’'s LIFO method of ac-
counting did not clearly reflect income.

In its more detailed discussion, the Court ob-
served that the goal of a taxpayer's (LIFO) account-
ing method should be to ensure that factors other
than inflation do not affect the income calculation.

The Court observed that if ataxpayer were to use
the First-In, First-Out (FIFO) method, it would realize
greater income earlier because lower priced goods
are considered to be sold first. However, that greater
income would not account for the (higher, inflation-
ary) cost of replacing goods in inventory. Under
LIFO, the higher income from the sale of lower cost,
earlier-produced or purchased goods is deferred until
the business depletes its prior-year inventory. LIFO
allows the taxpayer to match current costs with
current revenues more accurately, but LIFO usually
results in lower taxes. According to the Court, “this
is acceptable because the lower taxes on lower
income is (sic) attributable to inventory inflation.”

To isolate the effect of inflation from other rea-
sons that costs may increase from year-to-year, it is
important to group like goods together and to sepa-
rate dissimilar goods (citing Amity Leather Products
Co. v. Commissioner, 82 T.C. 726, 731-34 (1984)).
The more homogeneous that each inventory cat-
egory can be made, the better it will screen out cost
increases caused by non-inflationary factors, thus
producing a clearer reflection of income than would
be possible with categories containing heteroge-
neous agglomerations of goods (citing Hamilton In-
dustries v. Commissioner, 97 T.C. 120, 132 (1991)).

These groupings are important under dollar-
value LIFO because actual goods are not tracked;
instead, inventory is tracked or monitored by dollar-
aggregate costs. The dollar-value method measures
increases or decreases in inventory in terms of total
dollars - rather than units - invested in the inventory.
The dollar-value LIFO method depends on grouping
the inventory goods into “pools” (reflecting the
taxpayer’s natural business unit or major lines, types
or classes of goods) and “items” (which are subdivi-
sions of pools) that will meet this goal (citing Wendle
Ford Sales, Inc. v. Commissioner, 72 T.C. 447 (1979)).

see LIFO AND BARGAIN PURCHASES..., page 4
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LIFO and Bargain Purchases...

In Kohler, the parties agreed that the technical
distinction between “items” and “pools” did not matter
for purposes of their dispute. The Courtfelt that LIFO
treatment in this instance was not consistent with the
theory that income differences under LIFO account-
ing are attributable to only “inventory profits” or
inflation. Where a taxpayer's inventory has a cost
basis that differs from current-year costs for reasons
other than inflation, the taxpayer avoids more than
inflation; it avoids income attributable to these other
factors (i.e., factors other than inflation).

The Court quoted liberally from the Hamilton
decision, wherein that taxpayer had purchased the
inventory assets of two companies at discounts of
96% and 60% of the value of the inventory in the
hands of the sellers. The substantial discounts in
Hamiltonindicated that the purchased inventory “pos-
sessed materially different cost characteristics”
from later-purchased or produced inventory and treat-
ing the goods as the same “item” was contrary to the
purpose of the LIFO method, which was “not in-
tended to permit taxpayers to include in Cost of
Goods Sold cost increases attributable to the replace-
ment of goods with low cost characteristics with
goods possessing higher cost characteristics.”

The Tax Court in Hamilton pointed out that the
“clear reflection ofincome” determination can only be
made on a case-by-case basis. It stated thatitdid not
mean to suggest that every bargain purchase of
inventoriable property will require the creation of new
items within the dollar-value LIFO pool. Where
isolated bargain purchase transactions occurred in
the course of an on-going business, those purchases
might not be subject to a challenge by the IRS that
LIFO was not appropriate.

Here's what the HamiltonCourt said: “We do not
mean to suggest that every bargain purchase of
inventoriable property will require the creation of new
items within the dollar-value LIFO pool, as occa-
sional purchases concluded on advantageous terms
are to be expected in the course of normal business
activities. Moreover, where a taxpayer uses LIFO,
the gain realized upon sale of such goods probably
will be recognized within a short time, unless an
increase in closing inventory prevents such bargain
cost from flowing into Cost of Goods Sold. Conse-
quently, anisolated bargain purchase in the course of
an ongoing business differs materially from the case
where a taxpayer attempts to value its entire base-
year inventory at bargain cost.”

In the Kohler situation, the subsidiary had pur-
chased goods at a discount of roughly 50%. In
addition, that bulk purchase constituted the
subsidiary’s entire opening inventory. Citing Thor
Power Tool, the Court pointed out that “grouping
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(Continued from page 3)

these goods with later-purchased goods or manufac-
tured goods under dollar-value LIFO accounting would
have prevented the income from the sale of these
goods from being realized for tax purposes for an
unknown period of time, perhaps forever. ...While
the deferral of higher income is an acceptable result
of the LIFO method of accounting, we cannot find
thatthe (LIFO) method was intended to defer the flow
of lower costs that are not the result of inflation.”

CHANGE IN ACCOUNTING METHOD—
NO STATUTE OF LIMITATIONS PROTECTION

The bargain purchase transaction in question
occurred in 1978. Kohler claimed that the
Commissioner’s action was improper because the
taxable years affected by the change in treatment
were barred by the 3-year statute of limitations and that
the adjustment was not consistent with Section 481(a).

The Court thoroughly thrashed this contention. It
pointed out that “Section 481 would be virtually
useless if it did not affect closed years. ..The
purpose of Section 481 is to prevent a distortion of
income and a windfall for the taxpayer as a result of
achangein method that otherwise would bebarred by
the statute of limitations. ...Thus, Section 481 allows
the Commissionerto make adjustmentsinan openyear
to closed taxable years and...is proper if it is necessary
to prevent the omission of income because of the
change in the method of accounting. ...An adjustment
in the earliest open taxable year ensures that income
will not be omitted. Thus, the adjustment is proper to
prevent the omission of income.”

LOOKOUT COVERAGE RE: HAMILTON ISSUES

In the September, 1995 LIFO Lookout, we
covered the IRS’ Coordinated Issues Paper dealing
with Hamilton Industries-type bargain purchases.
Our article stated (on page 22)..."Apparently, the
1995 version incorporates the aftermath of the IRS’
additional experiences in LTRs 9328002, 9446003
and Hitachi Sales Corp.” To those “additional expe-
riences,” add the Kohler Co. and Subsidiaries case
decided in the U.S. Court of Federal Claims Novem-
ber 3, 1995 (No. 94-628T). For more on bargain
purchase situations, see prior issues of the Lookout
(below) and the other articles listed on page 5.

+ “Bargain Purchases of Inventory...ISP
Paper...September, 1995...Hamilton Gets
Stronger” in the September, 1995 issue of
the LIFO Lookout.

« Also, see December, 1991 issue of the LIFO
Lookout for extensive discussions of the
Hamilton Industries decisioninthe Tax Court
and IRS Announcement 91-173 which fol-
lowed shortly thereatfter. %
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HAMILTON-TYPE LIFO BARGAIN PURCHASE ISSUES

A SELECTED BiBLIOGRAPHY

1986

Revenue Ruling 85-172.
Revenue Ruling 85-176.
IRS General Counsel Memorandums (GCM) 39470.

“LIFO for Bargain-Purchased Inventories: The Tax Connection.” Endsley & Cesnik,
Journal of Accountancy, August, 1986 (pages 94-100).

“Acquisitions of Inventory Need Separate LIFO Pool.” Robert Schnur, The Journal of
Taxation, September, 1986 (pages 172-175).

“IRS Attack on the Use of LIFO in Bargain Purchases of Inventory.” The Tax Advisor,
July, 1990, (pages 408-410).

IRS Announcement 91-173.

"Hamilton Industries: A New LIFO Nightmare," Willard J. De Filipps, LIFO Lookout,
December 1991, (pages 4-5, et seq).

“Tax Court Requires Separate Item Treatment for Bargain Purchases of Inventory.”
Eugene Seago, Journal of Taxation, February, 1992, (pages 86-90).

“Hamilton Industries: Abusingthe Clear Reflection Standard.” Levy, MacNeil, & Guarascio,
Tax Notes, February 20, 1992, (page 741).

“When Bargain Purchase Inventory Exists, the Effect of LIFO Should Not be Disregarded.”
Tax Advisor, January, 1992, (pages 33-35).

“Bargain Purchases of Inventory and Dollar-Value LIFO: Hamilton Should be Overturned!”
Maples & Turner, Tax Notes, March 23, 1992, (pages 1533-1537).

“Bargain Purchase Element in LIFO Inventories at Risk.” William A. Katz, The CPA
Journal, May, 1992, (pages 62-63).

"IRS Seems Determined to Stretch Hamilton," William Raby, Tax Notes, August 23,
1993, (pages 1126-1129).

IRS Letter Ruling 9328002.

"How Far Does Hamilton Extend?" MacNeil, Guarascio & Young, Tax Notes, May 2, 1994,
(pages 603-609).

“Benefits Available Under The Retail Dollar-Value LIFO Method Despite Many Obstacles.”
Seago & Davis, Journal of Taxation, June, 1994, (pages 346-354).

IRS Letter Ruling 9446003.

IRS Proposed Coordinated Issue Paper—Dollar Value LIFO: Bargain Purchase
Inventory...April, 1994,

IRS Coordinated Issue Paper—Dollar Value LIFO: Bargain Purchase Inventory (Effective
September 9, 1995, superseding Proposed Coordinated Issue Paper April, 1994).

"Bargain Purchase of Inventory...ISP Paper...September 1995...Hamilton Gets Stron-
ger," Willard J. De Filipps, LIFO Lookout, September 1995 (pages 22-23).

“Piling Bargain Purchase Fantasy on Top of LIFO/FIFO Fiction.” Raby & Raby, Tax Notes,
November 20, 1995; (pages 1017-1019).

"The Item Is The Issue," Eugene Seago, Tax Notes, December 11, 1995, (pages 1413-1414).
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1996 NEW ITEM REPORT FOR 1995 CALENDAR YEAR DEALERS
1995-96-97 MODELS IN DECEMBER, 1995 INVENTORIES

We are pleased to present our 1996 New ltem
Report. It has been expanded this year to show
side-by-side our “unofficial” determinations of new
items and those made by the IRS Motor Vehicle
Industry Specialist.

HOW TO INTERPRET OUR REPORT

The detailed new item listings run 11 pages,
starting with new automobiles (pages 1 through 7)
followed by new light-duty trucks...including sport
utility vehicles, minivans and off-roads...bringing up
the rear (pages 7 through 11). These tables show
complete make, model, body style and model code
information.

Each page shows “our” LIFO Lookout/
SuperLIFO™ new items list on the left-hand side
and the right-hand side (including the “Yes” column)
shows the IRS' Motor Vehicle Industry new item
listing. To make it easier to concentrate on the
differences, where a new item on our list also ap-
pearson the IRS’ list, that detailed item category has
not been recopied onto the right-hand side. What
appears on theright-hand side/“IRS’ half of the page”
are only th item which th
mined to be “new” but whichdon ear on our list.

The“Yes/No" columns should be read as follows:
If an “X” appears in the "Yes” column, that item
category has been determined by the Internal Rev-
enue Service to be a new item category. Every item
category listed on the left-hand side of the page with
acorresponding “X” in the “Yes"” column shows those
item categories where we are in agreement with the
IRS. Where there are blank spaces on the left-hand
side of the page, but entries on the corresponding
right-hand side of the page, you can clearly see those
item categories which the IRS determined to be new,
but which we did not. We have included “comment
code” and “comments” columns. The legend (on the
cover page of our New ltem Report) explains the
abbreviations in the “comment code” column. In
many instances, varying introduction dates created
differences in our respective determinations.

In reviewing our determinations and comparing
them withthe IRS...and in talking with the IRS about our
respective lists...it is interesting to note that last year (in
our 1995 New ltem Reports) the IRS listed anything that
came in after the beginning of the year as a new
item...and we did not. This year, in many instances, the
opposite occurred. In other words, for 1996 models,
the IRS did not necessarily include all items intro-
duced after the beginning of the year as new items!

Vol. 6, No. 1
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If an “X” appears in the “No” column, that item
category is listed on the left-hand (our) side and that
is an item category that we treated as “new”, but
which the IRS did not. For example, the BMW 850 Ci
2-dr Coupe 5-sp was an item that we determined to
be a new item category, but the IRS did not. In some
instances, we understand why we disagree (i.e., see
the “comments” column) and in other situations,
we're not quite sure why we don't agree.

IN SHORT: Everything listed on the left-hand
(our) side with an “X” in the “Yes” column is an item
category where we agreed with the IRS that it was a
new item. Everything with an “X” in the “Yes” column
is on the IRS’ new item list. Everything on the right-
hand (IRS list) side of the page is an item category
that the IRS considered to be new...and we did not.
Everything with an “X” in the “No” column was
something that we thought should be a new item, but
the IRS did not agree.

On an overall basis, we identified 352 new item
categories (204 autos and 148 light-duty trucks) and
the IRS identified 416 new item categories (257 autos
and 159 light-duty trucks).

NEW ITEM: THE CONSEQUENCE

New item categories under the Alternative LIFO
Method are required to be included in the annual
inflation index computation at a 1.000 factor. This is
accomplished by using the end-of-the-year base cost
as the beginning-of-the-year base cost. Since any
number divided by itself equals 1.000, a new item
contributes no inflation to the annual index. N

NEW ITEM CATEGORY

Any new or reassigned manufacturer’s model
code that was caused by a change in an existing
vehicle,

* A manufacturer's model code created or reas-
signed because the classified vehicle did not
previously exist, or

» Ifthere is no change in a manufacturer's model
code, but there has been a change to the plat-
form (i.e., the piece of metal at the bottom of the
chassis that determines the length and width of
the vehicle and the structural set-up of the ve-
hicle) that results in a change in track width or
wheel base, whether or not the same model
name was previously used by the manufacturer,
a new item category is created.

Rev. Proc. 92-79; Section 4.02(5).

De Filipps' LIFO LOOKOUT
A Quarterly Update of LIFO - News, Views and Ideas



REASONS FOR DIFFERENCES IN LISTS

Minor variations in item category breakdowns
(i.e., method of listing automatic and 5-speed
item categories with the same base price orthe
extent of recording regionally specific market
or value-priced editions).

» Differences in information available at release
dates (in some cases, the IRS did not include
1995 models introduced after January 1, 1995,
whereas on our list, we included these 1995
models, where appropriate, as new items. Also,
the IRS list did fot include 1997 models—Buick
LeSabre and Ford F150 Pickup.),

* Interpretation of “new item” definition language
in Section 4.02(5) of Rev. Proc. 92-79, basi-
cally in situations involving only model code
changes and/or engine changes. One of the
major differences in interpretation causing dif-
ferences in our lists relates to engine changes:
The IRS treated any engine change as auto-
matically resulting in a new item whereas we
did not...and

* Variations in item category breakdown, includ-
ing situations involving special editions, such
as California, Alaska, Hawaii, Massachusetts
and New York special values, which state-
specific values seemed to replace national
marketing and regional marketing packages
described in last year's new vehicle pricing.

BUICK REGAL: On GM's price list, the 1996
Buick Regal had one 2-dr model (custom coupe) and
three 4-dr models (custom sedan, limited sedan and
Gran Sport sedan). On the price list, for the 2-dr
coupe model, the Gran Sport was listed as an option
package with added cost. However, on actual Buick
invoices, the description of the 2-dr vehicles at the
top of the invoices was either Custom Coupe or Gran
Sport Coupe, with each having the same base price.
In our database, the two 2-dr models are listed as
separate item categories in order to facilitate the
carryforward of the average cost by item category to
the next year. As a consequence of this more detailed
separate listing in our database, the 2-dr Gran Sport
Coupe was treated as a new item on our list.

OLDSMOBILES: Across the board, Oldsmobile
tinkered withits disclosure of option packages as part
of its model codes, doing so by incorporating option
package references into prior model codes. Olds
changed the package designation for each model; in
most instances, the content(s) of the option package
changed very little...but, it DID CHANGE.

De Filipps' LIFO LOOKOUT

(Continued)

Thus, the model code (which is the key descrip-
tor in the new item definition) changed as a result.
One of the three tests triggering a new item is
satisfied when there is “any new...manufacturer’s
model code that was caused by a change in. an
existing vehicle.” If the option package content
changed...even ever so slightly...did a simultaneous
change inthe model code (as minor as simply adding
afew digits to reference the option package) resultin
a new item?...Was the change in the model code
“caused by”...a change in the existing vehicle?

The answers seem to depend on whether one is
permitted or willing to depart from the strict language
in the Revenue Procedure. It would appear that in
order to avoid an unfair, illogical or unnecessarily
harsh interpretation, the IRS chose to “bend a little”
on this and it concluded that many of the Oldsmobiles
so affected were not new items. Again this year, we
were caught off guard by the unexplainable inconsis-
tency of the IRS in its determinations. QUERY: How
would the people in the IRS National Office in Wash-
ington, D.C.—who actually wrote the Revenue Pro-
cedure—answer these questions?

PLYMOUTH BREEZE: The introduction of the
new 1996 Plymouth Breeze model presents an un-
usual fact pattern that will have to be dealt with next
year. Without question, the Plymouth Breeze is a
new item for any dealer that had it in inventory at
December 31, 1995. There was never a Plymouth
Breeze model before.

Here's the potential “problem” for December 31,
1996 inventories: Plymouth’s official introduction
date for the Breeze was stated as January 3, 1996.
However, many Plymouth dealers actually had Breeze
models on their lots and in their December 31, 1995
ending inventories. Factory representatives have
indicated that Breeze model prices were effective at
the time of initial shipment in 1995 and that dealers
could sell these vehicles as soon as they received
them. Therefore, dealerships having the Breeze
models in inventory at December 31, 1995 will actu-
ally have a real average cost for repricing purposes
if they have Breeze models in their December 31,
1996 inventories. However, at the end of 1996, if a
Plymouth dealer didnot have Breeze models on hand
atthe end of 1995, that dealer will have to refiect both
the 1996 and the 1997 Breeze models at 1.000 for
repricing purposes in their December 31, 1996 end-
ing inventories (because there is no price list in effect
as of December 1, 1995 for them to look at...and
Revenue Procedure 92-79 makes no mention of
looking at what other dealers might have paid for the
vehicle as an acceptable substitute cost).

see 1996 NEW ITEM REPORT...,, page 8
Vol. 6, No. 1
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1996 New ltem Report...

FORD EXPLORERS: In comparing the light-duty
trucks, we did not consider the Ford Explorers as new
items; however, these items did appear on the IRS’
list. The 1995 Explorers were introduced on Decem-
ber 8, 1994. As a consequence, there was no price
in effect for them on the magic date: December 1,
1994 price list. The December 1, 1994 price listis the
only authorized source for substitute prices for re-
pricing purposes.

Although Ford Explorers did not have a cost as of
Decemberl, 1994, they were available on December
31, 1994. Consequently, they arenot shown as new
items on our list as of December 31, 1995. For
repricing purposes, however, both 1995 Ford Explor-
ers and 1996 Ford Explorers in ending inventory at
December 31, 1995 would have to be repriced at
1.000 (i.e., year-end actual cost equals beginning-of-
the-year actual cost) because there was no price in
effect on the December 1, 1994 price list that could
be used as the substitute beginning-of-the-year price.

We do not believe Ford Explorers were new
items with respect to December 31, 1995, even
though the IRS apparently believes they are. The
silence of the Revenue Procedure on what to do
when vehicles are introduced after December 1 but
are available at December 31 creates potential prob-
lems for both CPAs and for the IRS.

Our discussions of Ford Explorers and Plymouth
Breezes point out a particularly unfair result. We
strongly believe that in situations where a vehicle falls
in this Catch 22 timing scenario, a dealer who did not
have that vehicle on hand at year-end should be able
to use the actual cost per the manufacturer’s price list
at December 31 instead of being penalized be-
cause there was no price list for that item as of

Vol. 6, No. 1

HOW DOES YOUR OWN NEW ITEM LIST COMPARE?

(Continued from page 7)
December 1. Otherwise, that dealer's LIFO calcu-
lations in the next year will miss or omit a full year’s
worth of inflation on that model.

FORD F150 PICKUPS: The long list of 1997
Ford F150 Pickups included as new items on our list,
but which the IRS didn’t pick up (no pun intended!),
should not constitute a continuing difference be-
tween our respective lists once the IRS incorporates
1997 models into its frame of reference.

OLDSMOBILE BRAVADA: The IRStreated the
Olds Bravada as a new item...and we did not. The
Bravada skipped the entire 1995 model year and the
1996 model was introduced in October, 1995. The
1996 model retained the same wheelbase and model
code as the 1994 model and the option packages
appeared to be only slightly different. There were no
major differences in engine, transmission, power
equipment, brakes, etc.

The 1994 model was available through Decem-
ber 16, 1994 and the manufacturer’s price list in
effect on December 1, 1994 did reflect a price for that
vehicle. Accordingly, we were unable to reach the
conclusion that a 1996 Olds Bravada would be a new
item under any of the three definitions of a new item
in Rev. Proc. 92-79.

If you'd like a complete copy of the IRS list,
please give us a call. We'll be happy to mail it to you
as part of our complimentary Lookout subscriber
services.

-

De Filipps' LIFO LOOKOUT

8 March 1996

X
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COMPARISON OF "UNOFFICIAL" NEW ITEM CATEGORY LISTS
LIFO LOOKOUT / SUPERLIFO™ AND INTERNAL REVENUE SERVICE / MOTOR VEHICLE INDUSTRY SPECIALIST

NEW AUTOMOBILES AND LIGHT-DUTY TRUCKS
INVOLVING MANUFACTURER MODEL YEARS 1995-1996-1997

LIFO LOOKOUT - NEW ITEMS LIST IRS MOTOR VEHICLE INDUSTRY
FOR CALENDAR YEAR 1995 DEALERS &  (DECEMBER, 1995 CALENDAR YEAR)

LEGEND / COMMENT CODE
NUMBER OF NEW ITEMS

= 1995 MODEL INTRO CALENDAR 1995;
DISCONTINUED FOR 1996 MODEL YEAR

= DIFFERENCE IN ENGINE LIFO LOOKOUT IRS
OP = OPTION PACKAGES NEW ITEM NEW ITEM
SSV = SPECIAL STATE VALUE CATEGORY CATEGORY
SV-A= ALASKA
SV-C= SPECIAL VALUE CALIFORNIA AUTOMOBILES 204 257
Sv-C= HAWAII '
SV-MA=  MASSACHUSETTS LIGHT-DUTY TRUCKS 148 159
SV-NY=  NEW YORK
TIMING =  TIMING DIFFERENCE: IRS RECEIVED INFORMATION LATER TOTAL NEW ITEM CATEGORIES 352 416
DIFSC = INFORMATION SOURCE AVAILABLE TO IRS ONLY

G:\GROUP\EXCEL\LIRWEWITEMS XLS



9661 Uorew 0l

X

sBep| pue SMaIA ‘SMeN - Ol jo @1epdn AueuenD v

1 'ON ‘9 'IOA

1NOMO01 0411 .sddijid @

COMPARISON OF “UNOFFICIAL" NEW ITEM CATEGORY LISTS
LIFO LOOKOUT / SUPERLIFO AND INTERNAL REVENUE SERVICE / MOTOR VEHICLE INDUSTRY

NEW AUTOMOBILES AND LIGHT-DUTY TRUCKS

INVOLVING MANUFACTURER MODEL YEARS 1995-1996-1997

MAKE

MODEL

FOR CALENDAR YEAR 1995 DEALERS

RS MOTOR VEHICLE INDUSTRY

(DECEMBER, 1995 CALENDAR YEAR) PAGE 1 OF 11

BODY STYLE

ES

NO :: BODY STYLE

ACURA

AUDI

BMW

BUICK

LEGEND
NSX

NSX-T

S6 SERIES

3 SERIES

' 7 SERIES

8 SERIES

CENTURY
LESABRE

NEW AUTOMOBILES

4-DR SEDAN SPECIAL ED AUTO
2-DR COUPE 5-SP

2-DR COUPE AUTO

2-DR COUPE 5-SP

2-DR COUPE AUTO

4-DR SEDAN 2.5

4-DR SEDAN 2.5 PREM PKG.
4-DR SEDAN 3.2

4-DR SEDAN 3.2 PREM PKG.

4-DR SEDAN

4-DR WAGON

31871 2-DR HATCHBACK 5-SP
318TIA 2-DR-HATCHBACK AUTO
328! 4-DR SEDAN 5-SP

328lA 4-DR SEDAN AUTO

328IC 2-DR CONVERTIBLE 5-sP
328ICA 2-DR CONVERTIBLE AUTO
328IS 2-DR COUPE 5-SP

740IL 4-DR SEDAN AUTO

750IL 4-DR SEDAN AUTO

850 Cl 2-DR COUPE 5-SP

850 CSI 2-DR COUPE 5-SP

4-DR SEDAN CUSTOM
4-DR SEDAN LIMITED

2-DR COUPE GRAN SPORT

2-DR COUPE CUSTOM
2-DR COUPE CUSTOM FLEET

4-DR SEDAN CUSTOM
4-DR SEDAN CUSTOM FLEET

MRMMMMXAKMAX MM} XXX XX XXX XXXXXX

>

HKXEXXXXX XXX XX

NEW AUTOMOBILES

4-DR SEDAN AUTO
4-DR SEDAN QUATTRO AWD 5-SP
4-DR SEDAN QUATTRO AWD AUTO

4-DR WAGON (HAWAII ONLY)

‘85 MODEL 3/1/95 INTRO
‘85 MODEL 3/1/85 INTRO

4-DR WAGON V6 191 CID SFI (3.1L)
97 MODEL 12/4/95 INTRO
97 MODEL 12/4/95 INTRO
2-DR COUPE CUSTOM CALIF. VALUE
4-DR SEDAN CUSTOM CALIF. VALUE

2-DR COUPE GRAN SPORT CALIF. VAL
4-DR WAGON ESTATE COL. ED CA VAL

2-DR COUPE CUSTOM (SF) (CA)

2-DR COUPE CUSTOM (18.)

2-DR COUPE CUSTOM (1SK)

2-DR COUPE CUSTOM (GRAN SPORT 1SL)
2-DR COUPE CUSTOM (SG) CALIF. VALUE
2-DR COUPE CUSTOM GRAN SPORT CA VAL
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LIFO LOOROUT - NEWTTENS UIST TRS MOTOR VERICLE IRDUSTRY
FOR CALENDAR YEAR 1995 DEALERS _LDECEMBER, 1995 CALENDAR YEAR) PAGE 2 OF 11
|MAKE MODEL BODY STYLE : YES| NO :i: BODY STYLE COMMENTS
BUICK SKYLARK X 4-DR SEDAN CUSTOM (SF) (CA)
X 4-DR SEDAN CUSTOM (1SJ)
X 4-DR SEDAN CUSTOM (1SK)
X 4-DR SEDAN CUSTOM (GRAN SPORT 1SL)
CADILLAC SEVILLE X 4-DR SEDAN SLS CALIF. VALUE
CHEVROLET/GEO BERETTA 2-DRCOUPE S.V.C... X
2-DR COUPE 226 S.V.C. X
CAMARO X 2-DR CONVERTIBLE V6 231 CID SFI (3.8L)
2-DR CONVERTIBLE RS X
2-DR COUPE RS X
CAPRICE 4-DR SEDAN CLASSIC W/1SA X
4-DR SEDAN CLASSIC W/1SB X
4-DR SEDAN CLASSIC W/1SC X
4-DR WAGON CLASSIC W/1SD X
CAVALIER 2-DR CONVERTIBLE LS X '95 MODEL 1/3/95 INTRO
X 2-DR COUPE (CA) 4CYL 134 CID SFI (2.2L)
2-DR COUPE 224 X
X 4-DR SEDAN (CA) 4CYL 134 CID SFI (2.2L)
GEO METRO X 3-DR HATCHBACK (CA)
X 3-DR HATCHBACK LSI (CA)
X 4-DR SEDAN (CA)
X 4-DR SEDAN LSI (CA)
LUMINA 4-DR SEDAN FLEET X
CHRYSLER SEBRING 2-DR CONVERTIBLE JX X 96 MODEL 12/1/95 INTRO
2-DR CONVERTIBLE JXI X ‘96 MODEL 12/1/95 INTRO
2-DR COUPE LX X
X 2-DR COUPE LX (ALASKA ONLY)
2-DR COUPE LXI X
X 2-DR COUPE LXI (ALASKA ONLY)
DODGE AVENGER X 2-DR COUPE (EX. ALASKA) 5 MODEL 10/21/94 INTRO
X 2-DR COUPE (ALASKA) 5 MODEL 10/21/94 INTRO
X 2-DR COUPE ES (EX. ALASKA) 5 MODEL 10/21/94 INTRO
X 2-DR COUPE ES (ALASKA) 5 MODEL 10/21/94 INTRO
NEON 2-DR COUPE BASE X
X 2-DR COUPE BASE COMPETITION '95 MODEL 8/5/94 INTRO
FORD MUSTANG 2-DR CONVERTIBLE COBRA X
X 2-DR CONVERTIBLE COBRA
2-DR COUPE COBRA X
X 2-DR COUPE COBRA
X 2-DR COUPE GTS
TAURUS 4-DR SEDAN GL X
4-DR SEDAN LX X
4-DR WAGON GL X
4-DR WAGON X X
HONDA ACCORD 4-DR SEDAN 25TH ANNIV. AUTO X
4-DR SEDAN EX 2.7 AUTO X
2-DR COUPE DX 5-SP X
2-DR COUPE DX AUTO X
2-DR COUPE EX 5-SP X
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MAKE

FOR CALENDAR YEAR 1995 DI

TRY
DECEMBER, 1995 CALENDAR YEAR)

BODY STYLE

YES

BODY STYLE

PAGE 3 OF 11

FHONDA

JHYUNDAI
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JAGUAR

JKIA

JLEXUS
JLINCOLN

MAZDA

2-DR COUPE EX AUTO

:2-DR COUPE EXA W/ABS 5-SP
2-DR COUPE EXA W/ABS AUTO
DR COUPE HX 5-SP

3-DR HATCHBACK CX 5-SP
3-DR HATCHBACK CX AUTO
DR HATCHBACK DX 5-SP

DR HATCHBACK DX AUTO

DR SEDAN LXA W/AC/ABS 5-SP
DR SEDAN LXA W/AC/ABS AUTO
DR SEDAN LXO W/AC 5-SP

DR SEDAN LXO W/AC AUTO

-DR COUPE SE 5-SP

-DR COUPE SE AUTO

DR SEDAN CLOTH 5-SP

DR SEDAN CLOTH AUTO
DR SEDAN LEATHER AUTO
-DR TOURING SEDAN 5-SP
-DR TOURING SEDAN AUTO

-DR SEDAN VANDEN PLAS
DR SEDAN XJ12

SEPHIA

DR SEDAN GS 1.8 5-SP
-DR SEDAN GS 1.8 AUTO

DR SEDAN LS 1.8 5-SP
DR SEDAN LS 1.8 AUTO

DR SEDAN RS 1.6 5-SP CA
DR SEDAN RS 1.6 AUTO CA
DR SEDAN RS 1.8 5-SP

DR SEDAN RS 1.8 AUTO

DX XK XXX XXX X XX XX XX

MooXX XX OMIMMXRIXKAKRKRKRKRXNXNX XX XXXXX XXXX

3-DR HATCHBACK COUPE 5-SP
3-DR HATCHBACK COUPE AUTO
4-DR SEDAN SE 5-sP

4-DR SEDAN SE AUTO

4-DR SEDAN LS 1.6 5-SP CA
4-DR SEDAN LS 1.6 AUTO CA

4-DR SEDAN RS 1.6 5-SP CA
4-DR SEDAN RS 1.6 AUTO CA

LUXURY SPORT SEDAN W/TOURING
LUXURY SPORT SEDAN W/TOURING CA

4-DR SEDAN V8 28A CID 32V SFI (4.6L)
2-DR COUPE (CA)

‘95 MODEL 2/24/95 INTRO
‘85 MODEL 2/24/85 INTRO
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MAKE

FOR CALENDAR YEAR 1995 DEALE

RS

TRS MOTOR VERICLE INDUSTRY

YES

NO

'LDECEMBER, 1995 CALENDAR YEAR)

BODY STYLE

PAGE 4 OF 11

MAZDA
JMERCEDES

MERCURY

MITSUBISHI

INISSAN

OLDSMOBILE

-DR COUPE SE AUTO
-DR COUPE SE-R 5-SP
-OR COUPE SE-R AUTO
-DR SEDAN 5-SP

-OR SEDAN GLE 5-sP
-DR SEDAN GLE AUTO
-DR SEDAN GXE 5-SP
4-DR SEDAN GXE AUTO
-DR SEDAN XE 5-SP
-DR SEDAN XE AUTO

-DR COUPE SC - FLEET
-DR COUPE SC - SERIES |
-DR COUPE SC - SERIES i
-DR COUPE SC - SERIES III
-DR SEDAN SL - FLEET
-DR SEDAN SL - SERIES Il
-DR SEDAN SL - SERIES Il
-DR SEDAN

-DR SEDAN SL - FLEET
4-DR SEDAN SL - SERIES |
-DR SEDAN SL - SERIES Il
4-DR WAGON SL

-DR WAGON SL - FLEET
-DR COUPE SL - FLEET
-DR COUPE SL - SERIES |
-DR COUPE SL - SERIES Il
-DR COUPE SL - SERIES Il
-DR COUPE SL - SERIES IV
4-DR SEDAN SL - FLEET
4-DR SEDAN SL - SERIES |
4-DR SEDAN SL - SERIES i
4-DR SEDAN SL - SERIES I
4-DR SEDAN SL - SERIES IV
4-DR SEDAN

SUPREME

x

HKXXX XXXX XX

MM AMAKAKIMIMIM X MM AK XXX XX XXXX

XXX X

XX XX X XX

-DR COUPE LS AUTO

PYDER SL AUTO (ALASKA ONLY)
PYDER VR-4 6-SP (ALASKA ONLY)

MODEL 4/10/95 INTRO
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- o RS MOTOR VERICLE INDUSTRY
FOR CALENDAR YEAR 1995 DEALERS (DECEMBER, 1995 CALENDAR YEAR) PAGE 5 OF 11
Imake MODEL BODY STYLE YES| NO i BODY STYLE COMMENTS
OLDSMOBILE EIGHTY EIGHT i 4-DR SEDAN - FLEET X
4-DR SEDAN LS X
LSS 4-DR SEDAN X
NINETY EIGHT i 4-DR REG. ELITE - SERIES IC.S.E... X
4-DR REGENCY ELITE-SERIES | X
4-DR REGENCY ELITE-SERIES Il X
IPLYMOUTH BREEZE -DR SEDAN X
NEON -DR COUPE BASE X
X -DR COUPE BASE COMPETITION
|PONTIAC BONNEVILLE X DR SEDAN (W/OPTION GROUP 1SH) CA
FIREBIRD X -DR COUPE
X -DR COUPE (1SG) CALIF. VALUE
X -DR COUPE (1SH) CALIF. VALUE
X -DR COUPE HATCHBACK (1SG) CALIF. VA
X -DR COUPE HATCHBACK (1SH) CALIF. VA
GRAND AM X -DR COUPE GT 4CYL 146 CID 16V SFI (2.4
X -DR COUPE GT V6 191 CID SFI (3.1L) CA. V.
X -DR COUPE SE 4CYL 146 CID 16V SFI (2.4
X -DR COUPE SE 4CYL (2.4L) CA
X -DR COUPE SE V6 (3.1L) CA
X DR SEDAN GT 4CYL 146 CID 16V SFI (2.4L
X DR SEDAN GT V6 191 CID SFI (3.1L) CA. VAL:
X DR SEDAN SE 4CYL 146 CID 16V SFI (2.4L
X DR SEDAN SE 4CYL (2.4L) CA
X -DR SEDAN SE V6 (3.1L) CA
SUNFIRE -DR CONVERTIBLE SE X
X -DR COUPE SE CALIF. VALUE
X -DR SEDAN SE CALIF. VALUE
-DR COUPE GT X
PORSCHE 911 CARRERA -DR 4S COUPE 5-SP X
SERIES -DR COUPE TARGA 6-SP X
-DR COUPE TARGA TIPTRONIC X
-DR COUPE TURBO X
ROLLS ROYCE BENTLEY AZURE X
SAAB 900 SERIES DR HATCHBACK SE TURBO TM X
DR HATCHBACK SE V6 AUTO X
X DR H/B SE 5-SP W/CHILD SEAT
X DR H/B SE 5-SP W/LEATH. & CHILD SEAT
X DR H/B SE AUTO W/CHILD SEAT
X DR H/B SE AUTO W/LEATH. & CHILD SEAT
X DR H/B SE 5-SP W/SUNROOF & CHILD ST
X DR H/B SE 5-SP W/SR, LEATH & CHILD ST
X DR H/B SE AUTO W/SUNROOF & CHILD S
X DR H/B SE AUTO W/SR, LEATH& CHILD S
X DR CONVERT SE TURBO AUTO
X DR COUPE SE TURBO AUTO W/SUNROOF
X DR H/B SE TURBO 5-SP W/SR & CHILD ST
X DR H/B SE TURBO AUTO W/SUNROOF
X DR H/B SE TURBO AUTOW/SR & CHILD S
9000 SERIES X DR H/B CS 5-SP W/LTHR & PWR SEATS
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FOR CALENDAR YEAR 1995 DEAL

ERS

TRS MOTOR VERICLE IRDUSTRY
(DECEMBER, 1995 CALENDAR YEAR)

' BODY STYLE

NO

BODY STYLE

PAGE 6 OF 11

SAAB

SATURN

SUBARU

SUZUKI

TOYOTA

VOLKSWAGEN

voLvo

DR SEDAN 5-SP

DR SEDAN S-SP

DR SEDAN AUTO

DR TOURING SEDAN 5-SP
DR TOURING SEDAN AUTO

DR SEDAN GT AWD AUTO
DR SEDAN L ABS/AWD 5-sP
DR WAGON GT AWD AUTO

4-DR SEDAN GL 5-sP

DR SEDAN GL AUTO

-DR SEDAN GLX 5-SP

DR SEDAN GLX AUTO

DR SEDAN GLX PLUS 5-SP
DR SEDAN GLX PLUS AUTO

-DR COUPE 5-SP
-OR COUPE AUTO
DR UB SE 5-SP
DR /B SE AUTO

2-DR HATCHBACK GTI 2.0L 5-SP
2-DR HATCHBACK GTI 2.0L AUTO
4-DR CELEBRATION ED 5-SP
-DR CELEBRATION ED AUTO
-DR HATCHBACK CITY 5-SP

DR CELEBRATION ED 5-SP
-DR CELEBRATION ED AUTO
DR HATCHBACK CITY 5-SP
-DR SEDAN GLS 4 CYL 5-SP
DR SEDAN GLS 4 CYL AUTO
-DR SEDAN TDI 5-SP

-DR SEDAN TDI AUTO

DR WAGON TDI 5-SP

-DR WAGON TDI AUTO

DR SEDAN AUTO

-DR WAGON OUTBACK C/PK AWD 5-S|

-DR WAGON OUTBACK C/PK AWD AU

MAIAMX XXM XKX XXX

MXoOXXAEMMARXIMAMAKIMN XKIXX XKAEXAHXIX XXX XXXXXX

XX X X

S-DR H/B CS AUTO W/LTHR & PWR SEATS
5-DR H/B SE 5-SP W/SR/LTHR/PWR SEATS
5-DR H/B SE AUTO W/SR/LTHR/PWR SEATS

4-DR WAGON OUTBACK OW 5-SP
4-DR WAGON OUTBACK OW AUTO

4-DR SEDAN LEVEL Il 5-SP
4-DR SEDAN LEVEL Il AUTO

NAMED BRIGHTON FOR 1996
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MAKE

FOR CALENDAR YEAR 1995 DEALE

TRS_MOTOR VERICLE INDUSTRY
DECEMBER, 1995 CALENDAR YEAR)

PAGE 7 OF 11

BODY STYLE

YES

NO :

: BODY STYLE COMMENTS

VOLVO

ACURA

CHEVROLET/GEO

CHRYSLER

FORD

DR SEDAN LIMITED ED AUTO
DR SEDAN LTD ED AUTO

DR WAGON 5-SP

DR WAGON AUTO

DR WAGON LIMITED ED AUTO
DR WAGON LTD ED AUTO

NEW LIGHT-DUTY TRUCKS

DR AUTO
DR AUTO W/PREMIUM PKG

30 EXT 146

-DR 2WD CONVERTIBLE LSl
DR 2WD HARDTOP
DR 2WD HARDTOP LSI

-DR 4WD HARDTOP

-DR 4WD HARDTOP LSI

PV BASE FWD 119 WB
PV X FWD 113 WB
PV LXI FWD 119 WB

CARAVAN BASE

RAND CARAVAN ES
RAND CARAVAN LE
RAND CARAVAN SE

WD BR2500 CLUB CAB SWB 139
WD BR2500 CLUB CAB SWB 139

OMM STRIPPED CHASSIS SRW 158

MAMMXKAKAXAKXIN XXX KRR XAXKRXKXXRXKRXKRXNX XX XX MHXK XK XK XXX

XXX XX XX

x X

DR WAGON LEVEL Il 5-SP
DR WAGON LEVEL Il AUTO

NEW LIGHT-DUTY TRUCKS

ASSENGER 2WD VAN CALIF. MARKETING
500 2WD REG. CAB FLEETSIDE 8 FT.

30 125 WB W/O UPFITTER PKG YF7
30 125 WB W/UPFITTER PKG YF7

WD REG CAB LS SPORTSIDE
WD EXT CAB LS SPORTSIDE

WD REG CAB SWEPTLINE 8FT.

COMM STRIPPED CHASSIS 138

COMM STRIPPED CHASSIS DRW 176
COMM STRIPPED CHASSIS SRW 124
COMM STRIPPED CHASSIS SUPER DUTY 1
COMM STRIPPED CHASSIS SUPER DUTY 1
V CUTAWAY SUPER DUTY DRW 158

V CUTAWAY SUPER DUTY DRW 176
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[make

RS MOTOR VERICLE IRDUSTRY
(DECEMBER, 1995 CALENDAR YEAR)

- 18
FOR CALENDAR YEAR 1995 DEALERS
BODY STYLE :

YES

NO

BODY STYLE

PAGE 8 OF 11

COMMENTS

SERIES CA
& CHASSIS
SERIES
PICKUP

4X2 F250 CREW CAB HD 152

4X2 F250 SUPERCAB HD 139
4X2 F350 REG CAB SRW 133
4X4 F250 CREW CAB HD 152
4X4 F250 SUPERCAB HD 139
4X2 FLARESIDE LARIAT SWB
4X2 FLARESIDE XL sWB

4X2 FLARESIDE XLT SWB
4X2 STYLESIDE LARIAT LWB
4X2 STYLESIDE LARIAT SWB
4X2 STYLESIDE LWB

4X2 STYLESIDE SWB

4X2 STYLESIDE XL LWB

4X2 STYLESIDE XL SWB

4X2 STYLESIDE XLT LWB
4X2 STYLESIDE XLT SWB
4X2 SUPERCAB FLARESIDE LARIAT SW
4X2 SUPERCAB FLARESIDE XL SWB
4X2 SUPERCAB FLARESIDE XLT SwWB
4X2 SUPERCAB STYLESIDE LARIAT LW
4X2 SUPERCAB STYLESIDE LARIAT SW
4X2 SUPERCAB STYLESIDE LWB

4X2 SUPERCAB STYLESIDE SWB

4X2 SUPERCAB STYLESIDE XL LWB
4X2 SUPERCAB STYLESIDE XL SWB
4X2 SUPERCAB STYLESIDE XLT LWB
4X2 SUPERCAB STYLESIDE XLT SwB
4X4 FLARESIDE LARIAT SWB

4X4 FLARESIDE XL SWB

4X4 FLARESIDE XLT SWB

4X4 STYLESIDE LARIAT LWB

4X4 STYLESIDE LARIAT SWB

4X4 STYLESIDE LWB

4X4 STYLESIDE SWB

4X4 STYLESIDE XL LWB

4X4 STYLESIDE XL SwB

4X4 STYLESIDE XLT LWB

4X4 STYLESIDE XLT SWB

4X4 SUPERCAB FLARESIDE LARIAT SW

PaR e R R R B P P P P P B B B B 5 5 P B 5 P 4

XX DX DD DD I XK DI XK XK DI DI DX DD X XXX X X X X

2WD UTILITY 2-DR XL

2WD UTILITY4-DR XL

2WD SPORT UTILITY 2-DR

2WD UTILITY 4-DR XLT

2WD UTILITY 4-DR EDDIE BAUER
2WD UTILITY 4-DR LIMITED

4WD UTILITY 2-DR XL

4WD UTILITY 4-DR XL

4WD SPORT UTILITY 2-DR

4WD UTILITY 4-DR XLT

4WD EXPEDITION UTILITY 2-DR
4WD UTILITY 4-DR EDDIE BAUER
4WD UTILITY 4-DR LIMITED

2WD F350 REG CAB DRW 137
2WD F350 REG CAB DRW 161

4X2 F250 HD REG CAB 133

‘85 MODEL 12/8/84 INTRO

7 MODEL 11/30/95 INTRO
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MODEL

FOR CALENDAR YEAR 1995 DEALERS

TRS MOTOR VERICCE INDUSTRY

(DECEMBER, 1995 CALENDAR YEAR) PAGE 9 OF 11

YES

FORD

GMC TRUCKS

HONDA

ISUZu

F150 PICKUP

SONOMA
VANDURA
YUKON

X4 SUPERCAB FLARESIDE XL SWB
X4 SUPERCAB FLARESIDE XLT SwWB
X4 SUPERCAB STYLESIDE LARIAT L
X4 SUPERCAB STYLESIDE LARIAT S
X4 SUPERCAB STYLESIDE LWB

X4 SUPERCAB STYLESIDE SWB

X4 SUPERCAB STYLESIDE XL LWB
X4 SUPERCAB STYLESIDE XL SWB
X4 SUPERCAB STYLESIDE XLT LWB
X4 SUPERCAB STYLESIDE XLT SWB

2-DR 2WD YUKON 111.5
4-DR 2WD YUKON 117.5
4-DR 4WD YUKON 117.5

MAMIMMMMMM MM MK MM AN KR IKAXKAEKAXKIMAXKARI;N XXX IKRXKRHXXXX XXX XXX

DKM XXX X XXX

WD REG CAB STYLESIDE XLT 108
WD REG CAB STYLESIDE XLT 114
3-DR WAGON GL

ASSENGER EXT VAN XT 2WD CALIF. VALUE:
500 2WD REG CAB SL 117.5 CALIF. VALUE
500 2WD REG CAB SL 131.5 CALIF. VALUE
500 2WD CLUB COUPE 141.5 CALIF. VALUE
500 2WD REG CAB 8FT.

WD CLUB COUPE SLS V6 CALIF. VALUE
WD CLUB COUPE SLS 4CYL CALIF. VALUE
3500 125 W/STANDARD PKG.

3500 125 W/RV CONVERSION GROUP

4-DR WAGON S V6 5-sP

4-DR WAGON S V6 AUTO

4-DR WAGON LS V6 AUTO

4-DR SPORT UTILITY S 4WD 5-SP

4-DR WAGON SE V6 AUTO MODEL 7/1/95 INTRO
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T - T TRS MOTOR VERICLE INDUSTRY
FOR CALENDAR YEAR 1995 DEALERS (DECEMBER, 1995 CALENDAR YEAR) PAGE 10 OF 11
MAKE BODY STYLE YES| NO BODY STYLE COMMENTS
JEEP X DR 2WD WAGON LAREDO
X DR 4WD WAGON LAREDO
|KIA X2 4-DR SOHC 5-SP X
X4 4-DR DOHC 5-SP X
X4 4-DR DOHC AUTO X
X4 4-DR DOHC EX 5-SP X
X4 4-DR DOHC EX AUTO X
X X4 5-DR SPORT UTILITY
X X4 5-DR SPORT UTILITY EX
LAND ROVER/ DR HARDTOP 4WD SD AUTO X
RANGE ROVER DR HARDTOP 4WD SD AUTO W/LEA X
DR HARDTOP 4WD SE AUTO X
DR HARDTOP 4WD SE7 5-SP X
DR HARDTOP 4WD SE7 AUTO X
DR HARDTOP 4WD 4.0 SE X
DR HARDTOP 4WD 4.6 HSE X
IMAZDA 2WD WAGON DX X
2WD WAGON ES X
WD WAGON LX X
WD WAGON ES X
WD WAGON LX . X
X2 B2300 CAB PLUS SE 5-SP X
X X2 B2300 CAB PLUS SE AUTO
X2 B2300 LONG BED 5-SP X ‘85 MODEL 1/3/95 INTRO
X2 B3000 CAB PLUS SE 5-SP X ‘95 MODEL 1/3/95 INTRO
X2 B4000 CAB PLUS LE 5-SP X ‘95 MODEL 1/3/95 INTRO
X4 B2300 SHORT BED 5-SP X
X4 B4000 CAB PLUS LE 5-SP X
MERCEDES-BENZ X 320 5-DR WAGON
OLDSMOBILE X -DR SPORT UTILITY
INIVAN - SERIES | X
INIVAN - SERIES Il X
PLYMOUTH PV BASE FWD X
PV SE FWD X
PV BASE FWD X
PV SE FWD X
1PONTIAC X DR WAGON SE
X DR WAGON SE CALIF. VALUE
SUZUKI DR 4WD HARDTOP SPORT JLX 5-SP X
-DR 4WD HARDTOP SPORT JLX AUTO X
DR 4WD HARDTOP SPORT JX 5-SP X
DR 4WD HARDTOP SPORT JX AUTO X
X -DR 2WD SOFT TOP JS LIMITED ED 5-SP
X -DR 2WD SOFT TOP JS LIMITED ED AUTO
X -DR 2WD SOFT TOP JS LTD ED 5-SP CA/M
X -DR 2WD SOFT TOP JS LTD ED AUTO CA/M
X -DR 2WD HARDTOP JS LIMITED ED. 5-SP
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FOR CALENDAR YEAR 1995 DEALERS

TRY
(DECEMBER, 1995 CALENDAR YEAR)

PAGE 11 OF 11

MAKE : BODY STYLE YES| NO :ii BODY STYLE CODE COMMENTS
SUZUKI DR 2WD HARDTOP JS LIMITED ED. AUTO E
-DR 4WD SOFT TOP JX LIMITED ED 5-SP E
-DR 4WD SOFT TOP JX LIMITED ED AUTO E
DR 4WD HARDTOP JX LIMITED ED 5-SP E
DR 4WD HARDTOP JX LIMITED ED AUTO E
DR 4WD HARDTOP JLX LIMITED ED 5-SP E
DR 4WD HARDTOP JLX LIMITED ED AUTO E
2WD 5-SP
WD 5-SP
WD AUTO
TOYOTA 2WD REG CAB 5-SP

2WD REG CAB AUTO

2WD XTRACAB 5-SP

2WD XTRACAB AUTO

2WD XTRACAB V6 5-SP
2WD XTRACAB V6 AUTO
WD REG CAB 5-SP

WD REG CAB AUTO

WD REG CAB V6 5-SP

WD XTRACAB 5-SP

WD XTRACAB AUTO

WD XTRACAB SR5 V6 5-SP
WD XTRACAB SR5 V6 AUTO
WD XTRACAB V6 5-SP

WD XTRACAB V6 AUTO
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PRACTICE

GUIDE

Atthe end of 1995, many CPAs and dealers decided to extend LIFO to their used vehicle inventories. Many
considerations underlie this decision, including:

» The dealer has to give up the time-honored tradition of writing down used cars at year-end,

» The IRS has never published any official guidance on how used vehicle LIFO computations should be
made or what constitutes an acceptable methodology,

* TheAlternative LIFO Method in Revenue Procedure 92-79 cannot be employed for used vehicles because
the Revenue Procedure specifically states that it is not applicable to used vehicle LIFO elections.

The December, 1994 LIFO Lookout article on LIFO for used vehicles includes various computational

“suggestions.” For those who decided to go ahead and elect LIFO for used vehicles, we offer a proforma “filing
package” to assist in preparing your LIFO disclosures in the 1995 tax return.

TAX RETURN ATTACHMENTS WHEN EXTENDING LIFO TO USED VEHICLES

1. Form 970—completed and signed. Additional sheet(s) are usually needed because of limited space on the
Form for responses to questions...required by Regulation Section 1.472-3(a).

2. Three year ending inventory analysis...required by Regulation Section 1.472-3(a).

3. RECOMMENDED: BUT NOT REQUIRED: Summary calculation and statement of LIFO layers (base
and either (a) increment or (b) reduction-liquidation netted against that base). Although submission of
this schedule is not required, this schedule is helpful to disclose the computational format/pattern that
will be followed in subsequent years.

4. Statementdescribing computations and calculation of the index and justification for using the link-chain,
index method...required by Regulation Section 1.472-8(e)(1).

FORM 1120

SERVICE CENTER

FORM 970
3 YEAR
ANALYSIS CALC.
OF LIFO STATEMENT
RESERVE | JUSTIFYING
LINK-CHAIN,
INDEX
METHOD _|_
COPY 1 T
IRS COPY 2
WASlalhéGTON
s SEND COPY TO
NATIONAL OFFICE -%+
COPY 2 see COMMENTS & REMINDERS CHECKLIST, page 26
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Form 970

Rev. December  1995) 1 H

T Appllcatlon:o Use LIFD Inventory Method 0B Na 15450042

Internsl Revenue Service A".ch to Yolf tax roturn.

Neme Idoatifylag number (Ses istructions)

Number, street, end room er suite no. (It s P.0. box, see mstructions) CHECK ONE:

: First Election

City or tywn, stote, ond 2P tode }‘< Subsequent Election

= Part:: | Statement of Election

A The taxpayer elects to adopt and use the LIFO inventory method provided by section 472. The taxpayer will use Yes No
(or expand) the LIFO inventory method for the first tax year ending (month, day, year) » 12/31/95 T

B The taxpayer agrees as required by Regulations section 1.472-4, to make any adjustments that the District Director
of internal Revenue may require, on examination of the taxpayer's income tax return, to clearly reflect income for
the years involved in the change to or from the LIFO inventory method or due to the use of the LIFO inventory method.

C wasthe beginning inventory for the items specified in Item A above, valued at cost (as required by section
472(d)) for the first tax year this application applies? f "No,” attach anexplanation . . . . .. ... ... ... ......... X

D Wil inventory be taken at actual cost regardless of market value? If "No,” attach an explanation . . . . . . ... ........ X
[Partil ] Other Information
1 Nature of business PAUTOMOBILE DEALERSHIP - SALES & SERVICE
2 Inventory method used untii now PLOWER OF COST OR MARKET FOR USED VEHICLES
3 Wil any adjustment that resulted from the change to the LIFO method be included in income over a 3-year period? X
If "No,” attach an explanation. !

b Were the goods specified in ltem A, above, treated as acquired at the same time and at a unit cost equal to the ;
actual cost of the total divided by the number of units on hand? If "No," attach explanaﬁon.!’?E.c'. F‘c— . ,’I:DENT’ ‘.". y

Sa Did you issue credit statements, or reports to shareholders, partners, other proprietors, or beneficiaries covering
the first tax year to which this applicationrelates? . . ... . . . .. .. ... .. o

¢_Show the inventory method used in determining income, profit, or loss in those statements. » LIFO FOR A ABOVE
6a Check method used to figure the cost of the goods in the closing inventory over those in the opening inventory. (See instructions.)

H Most recent purchases || Earliest acquisitions during the year -
Average cost of purchases during the year X other - Attach explanation JAT/FIC TYENTIALIN N Witreht
6b The taxpayer selects the month of as the representative month to be used in selecting ~ A#PAROXIMATES MOST

the index or indexes used to determine the current-year cost of the taxpayer’s inventory pool(s) under Regulations section =12V

1.472-8(e)(2)(ii) (see instructions). This applies only to taxpayers using the inventory Price iIndex Computation Method. )
7 Method used in valuing LIFO inventories: l_l Unit method Dollar-value method
8 %ou use pools, check the box that indicates the pooling method. List and describe the contents of each pool in an attached statement.

By line, type, or class of goods authorized by Regulations section 1.472-8(c) (retailer, wholesaler, jobber, or distributor)
Pooling method authorized by Regulations section 1.472-8(e)(3)(iv) (retailer, wholesaler, jobber, or distributor)
Natural business unit authorized by Regulations section 1.472-8(b)(1) (manufacturer or processor)
Multiple pools authorized by Regulations section 1.472-8(b)(3)(i} (manutfacturer or processor)
Raw material-content authorized by Regulations section 1.472-8(b)(3)(ii) (manufacturer or processor)
|| Simplified Dollar-Value Method under section 474 (see instructions)
Other (describe and justify)
9 Method used in computing LIFO value of dollar-value pools (see instructions and attach required information)

Double-extension - Published Price Index (describe) D Index (describe and justify)
Link-chain (describe and justify) [DK] other method (describe and justity) £&-/A & -C i) TNPER WETIOP
10 Attach a statement briefly describing the cost system used SEE STHIEMENT _ATSACTHD S5€E STAeneNT.
11 Did you receive the Commissioner's permission to change your method of valuing inventories for this tax year? . . . . . [Tves [XINo
It "Yes,” attach a copy of the National Office’s "grant letter”.
12 Did you ever use the LIFO inventory method before? . . . . . .. .. ............cooofeennnen.. Yes [ |No
If "Yes,” attach a statement listing the tax years you used LIFO and to explain why you discontinued it. JAXAAXEX. (S S YSING LIFD
Under penalties of perjury, | declare that | have ined this appkcation, including any ying nedul ands , and to the best of my knowledge and belief,
itis true, correct, and complete. ,:p,( MNEN Vmc‘c’j
Apphcoals sigrelwe ond dote Perent officcrs snetwre 01 eppbcadie) ond dete
Neme ond tiths (priet or typu) Nome ond title {print or type)
) For Pepermork Rodection Act Netice, ves mzlractions ea back. Form 370 Wcv. 1239
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FORM 1120 OR 1120-S: U.S. CORPORATION INCOME TAX RETURN

FOR THE YEAR ENDED DECEMBER 31, 1995

FORM 970 - INVENTORY ANALYSIS REQUIRED BY REGULATION SECTION 1.472-3(a) *

YEAR ENDED DECEMBER 31
1993 1994 1995 AT LIFO
New & Demonstrator Automobiles s s $ $
New & Demonstrator Light-Duty Trucks $ s $ $
Used Vehicles - Autos $ $ $ $
Used Vehicles - Light-Duty Trucks $ $ $ $
Parts and Accessories $ $ $ $
Gas, Oil, Gfease, WIP, Other Inventories $ $ $ $
Total b b $ s

*  Amounts before Section 263 A Inventory Cost Capitalization adjustments
STATEMENT OF INVENTORY VALUATION METHODS

NEW VEHICLES
New vehicle inventories are valued at LIFO, based on inflation indexes computed with reference to dealer base costs
under the Alternative LIFO Method. The LIFO election for new vehicles was originally made in

* Invoices are received from the manufacturer or from other dealers in dealer trades. Each vehicle invoice consists of
the aggregate of differing combinations of capitalizable costs including the vehicle base price which is the principal
component, and other lesser sub-components such as destination charges, factory-installed options (both individual as
well as in package combinations), options and accessories installed by the dealer, and other capitalizable charges.

Since taxpayer’s new vehicle inventories are already on LIFO, taxpayer’s election this year to use LIFO for used
vehicles is reflected as a “Subsequent Election” on Form 970.

USED VEHICLES

Some used vehicles are acquired by purchase (at auctions or from other dealers) and some used vehicles are
acquired by trade from retail customers. Used vehicles are valued at the lower of cost or market. Market is considered
to be lower of wholesale, "as is" value, less estimated reconditioning cost, or estimated current wholesale market value.

PARTS & ACCESSORIES

Pursuant to accepted industry-wide practice, cost of parts and accessories inventories is determined at year-end by
reference to manufacturer current price lists in effect at year-end. As a result, the ending parts and accessories
inventory is valued at higher replacement costs. This practice results in an overall valuation for parts and accessories
inventories that closely approximates, but usually is slightly in excess of, cost.

MISC. OTHER INVENTORIES
Gas, oil, grease, work in process, body shop supplies, sublet and other inventories are valued at cost.
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Ratio of:

Used Vehicle Inventory - Calculation of Annual LIFO Inventory Changes

As Calculated Under the Link-Chain, Index Method

For the Year Ended December 31, 1995

Current Year Price Index:

Beginning of Year Inventory at Base Date Cost

End of Year Inventory Priced

at End of Year Prices (divided by)
End of Year Inventory Priced

at Beginning of Year Prices

E. Cumulative Link - Chain Index:

Current Year Price Index (Line D)

End of Year Inventory at End of Year (Current) Prices

End of Year Inventory at Beginning of Year (Base) Prices

Multiplied by (X) Prior Year's Cumulative Index
(Line E of Prior Year)

F. End of Year Inventory at Base Date Cost

(Line B divided by Line E)

G. Current Year Inventory Increase (decrease) -
Expressed in Base Dollars

(1) End of Year Inventory at Base Date Cost (Line F)
(2) Beginning of Year Inventory at Base Date Cost (Line A)

(3) Current year Increment (G(1) Exceeds G(2))
or Decrease (if G(2) Exceeds G(1))

(4) LIFO Valuation of Current Year Increment

(If G(1) Exceeds G(2), Multiply Line G(3) by Line E)

H. Analysis of Year-EndInventory LIFO "Layers”

Base Inventory
Base Inventory
1995 Increment

Autos
Trucks
Trucks

Ending Inventory at LIFO valuation, per above
Less: Ending Inventory at End of Year Prices (Line B)

LIFO Reserve at End of Current Year

Less: LIFO Reserve at End of Previous Year

Increase in LIFO Reserve at End of Current Year

Notes: Proof of LIFO Reserve: Autos

L/D Trucks

$956,938
500,000
71,429

$956,938 x .045 =
$500,000 x .05 =

X
X
X

1.00000
1.00000
1.05000

$43.062 *
£25.000 *

Pool #1 Pool #2
Used Autos Used Trucks
$1,400,000 $500,000

1,000,000 600,000
Not Fully Not Fully
Repriced Repriced

1.04500 1.05000

1.04500 1.05000
$956,938 $571,429
$956,938 $571,429

1,400,000 500,000

(443,062) 11.429

N/A 75,000
$956,938 -
- $500,000

- 75,000
$956,938 $575,000

1,000,000 600,000
$43,062 $25,000

-0- -0-

$43.062 * $22.000 *

If the dual index approach for valuing increments were used, the factor line G(4) would not be the same as line E.
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FORM 1120 OR 1120-S: U.S. CORPORATION INCOME TAX RETURN

FOR THE YEAR ENDED DECEMBER 31, 1995

STATEMENT REQUIRED BY REG. SEC. 1.472-8, AND BY FORM 970

RE: USE OF DOLLAR VALUE, LINK-CHAIN, INDEX METHOD

W/R/T EXTENSION (OR ELECTION) OF LIFO TO USED VEHICLE INVENTORIES

Taxpayer elects not to use the so-called "double extension" method for computing the LIFO
value of its dollar-value used vehicle inventory pools. Instead, taxpayer elects and will use a
dollar value, link-chain, index method for each pool.

This approach has been selected because of anticipated future technological changes in the
stock of inventory, the extensive variety of items, and the changes in the items which are
combined into and make up the vehicles sold by the taxpayer at retail.

Taxpayer is a franchised automobile dealer and the inflation indexes developed for its used
vehicles on LIFO reflect its own specific data on prices and inventories quantities and are
determined by repricing comparable vehicles based on age and model year designations.
Taxpayer has detail schedules and price information with which it can demonstrate the accuracy,
reliability, and suitability of its index computations.

Taxpayer will maintain one pool for used automobiles and a separate pool for used light-
duty trucks. (Note: If you are using a single pool: Taxpayer will include all used vehicles in
a single pool).

Under the link-chain, index method, the change in cost levels will be measured first on an
annual basis, and then the cumulative change (forward from the base date) will be determined by
multiplying the current annual index by the last previously determined cumulative index (i.e., by
the cumulative index at the beginning of the year).

Taxpayer has also elected to value any future annual inventory increments (as determined
under the link-chain, index method described above) by applying an index developed with
reference to the specific identification of items in inventory at year-end and this method is
expected to approximate (although it will not be exactly the same as) the "most recent purchases"
method. This approach for valuing increments will simplify the LIFO computations because the
same index that is used in converting (deflating) the ending inventory from actual cost to a base
dollar equivalent will also be used for valuing any increments that are computed at year-end.
(Note: If you are using a dual index approach for valuing increments - instead of the same
index approach described above - appropriate alternative language needs to be
substituted.)

De Filipps' LIFO LOOKOUT Vol. 6, No. 1
A Quarterly Update of LIFO - News, Views an& Ideas March 1996 25




PRACTICE
GUIDE
CHECKLIST

Please keep the following in mind in reviewing our proforma package:
+  FORM 970: Use the most current Form available...December, 1995 revision.

*  FORM®970, Part ], Question C, isanswered “NO.” This reflects the common dealer/industry practice
of writing down used vehicles at year-end. If the dealership did not have any used vehicle writedowns
atthe end oflast year, the answer to this question should be changed to “YES.” (Reminder: Writedowns
from cost are not permitted where LIFO is being used.)

+  FORM970, Part ll, Question 3, is answered “YES" on the assumption that the dealership will spread
the writedown in used vehicles at the end of last year over a three-year period, beginning with the first
year of the used vehicle LIFO election. This will require a reversal of two-thirds of that prior year-end
writedown amount if the vehicles written down have already been sold and the writedown amounts have
already been taken into income 100% as a result of selling those vehicles. If this is not how you are
treating the writedown, the response to Question 3 should be changed accordingly.

«  FORM 970, Question 5, parts (b) and (c), regarding financial and factory statements require specific
references to dates and to identify other recipients of year-end financial statements (i.e., shareholders,
banks, etc.). QUERY: Did you provide for the adjustment to income in the year-end factory financial
statements? If not, you may wantto reevaluate...and possibly wait until next year with your LIFO election
for used vehicles.

+  TheFORM 970 reflects the followingmethod of accounting sub-elections for computational purposes:

» to use the dollar-value LIFO method (#7),

« with a link-chain, index calculation (#9),

- with one pool for used automobiles/cars and a separate pool for used light-duty trucks (#8).

* Increments will be valued using the same index factor that was used to deflate the ending
inventory (#6(a)). In other words, a dual index method is not being used.

»  FORM 970 should be signed and dated at the bottom.

+  THREE-YEAR INVENTORY ANALYSIS: The year-end inventory information on this schedule
should be tied out to the final numbers in the corresponding years’ tax returns.

+  THREE-YEAR INVENTORY ANALYSIS: Be sure to review the narrative statements regarding
the methods employed for valuing the inventories and to fine tune the wording, where necessary,
to reflect your situation.

+ SPECIAL IRS NATIONAL OFFICE (WASHINGTON, D.C.) FILING: There is also a very important
requirement—it is contained only in the Regulations and it is not referred to at all in the Form 970
instructions: A statement advising the IRS that the double extension LIFO method is not being used
must be filed with the IRS National Office in Washington, D.C. That statement should be filed at the
same time as the corporate tax return extending the LIFO election to used vehicles is filed with the IRS
Service Center. See facing page for sample transmittal letter.

+  Worksheets usedto compute used vehicle inflation for 1995 and computations of the LIFO reserves
should be retained as permanent corporate records.
«  FORM 970 must be included as part of the tax return in order to make the LIFO election. If you forget
toinclude Form 970, you will not have a valid LIFO election. The instructions to the December, 1995 revision
to Form 970 now provide that “If you prefer, you may file a statement that gives the same information asked
for on Form 970.” So, technically, you don't have to file Form 970...but you'd better be sure you provide all
of the information that the form requests and answer all the questions.

"+ Diagram on page 21 shows these enclosures as attachments to the corporate income tax return
and as separate filings with the IRS National Office in Washington, D.C. Note that a copy of Form 970
is not filed with the IRS National Office.
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Dealership Letterhead

Commissioner of Internal Revenue Service
1111 Constitution Ave., N'W.
Washington, D.C. 20025

Attention: T:R

Re: (Name)

EI No.

Form 1120: Year Ending December 31, 1995

Extension of LIFO Inventory Method to Used Vehicles
Statement Required by Regulations Section 1.472-8(e)(1)
Re: Use of Link-Chain, Index Method

Gentlemen:

Pursuant to the requirements of Regulations Section 1.472-8(e)(1), attached is a
statement concerning the above-identified taxpayer's use of a link-chain, index method in
connection with its election to use the LIFO (Last-In, First-Out) inventory method for its
used vehicle inventories.

A copy of the attached statement was also included as part of the Form 970
attachments filed by the taxpayer with the corporate income tax return.

If you have any questions, please call or write the undersigned.

Sincerely,

/s/
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NOTES

The De Filipps' LIFO Lookout newsletter is a quarterly publication of LIFO News, Views and Ideas by Willard J. De Filipps, CPA, P.C.,
317 West Prospect Avenue, Mt. Prospect, IL 60056. Itis intended to provide accurate, generalinformation on LIFO matters and it should
notbe construed as offering accounting or legal advice or accounting or legal opinion on any specific facts or circumstances. The contents
are intended for general information purposes only. Readers should consult their certified public accountant, attorney and/or other
competent advisors to discuss their own situations and specific LIFO questions. Mechanical or electronic reproduction or photocopying
is prohibited without permission of the publisher. Annual subscription: $325. Backissues available for $70 each. Notassignable without
consent. Any quoted material must be attributed to De Filipps LIFO Lookout published by Willard J. De Filipps, CPA, P.C. Editorial
comments and article suggestions are welcome and should be directed to Willard J. De Filipps at (847) 577-3977; FAX (847) 577-1073.
De Filipps’ LIFO Lookout format designed by Publish or Perish,Inc. (708) 289-6332. © Copyright 1996 Willard J. De Filipps.
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