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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. THE IRS OPENS ITS TRAINING 
CONFERENCE INDALLAS'FO SOME CPAs. 

The Internal Revenue Service held its JOint Techni
cal Advisor Conference in Dallas on November 13-
17. This Motor Vehicle and Inventory Technical 
Adviser Conference included Section 263A and 
Change in Method of Accounting Technical Advisers. 

For the first time, the IRS invited a small number 
of CPAs and other industry specialists to attend the 
first 2112 days of its 5 day Conference. I was pleased 
to be one of the invitees and was given the opportu
nity to present a discussion of the problems practitio
ners have encountered in applying the Alternative 
LIFO Method to automobile dealers. 

Other topics discussed at the Conference in
cluded many aspects of taxpayers' changes in meth
ods of accounting, the importance of appropriate 
recordkeeping (especially for large taxpayers), the 
use of replacement cost for valuing parts inventories 
and the inventory cost capitalization requirements 
under Section 263A. 

One development (#2 below) and one non-devel
opment (#3 below) are of special interest to auto 
dealers and their CPAs. 

#2. IRS COMMITS TO ISSUE A 
SAFE HARBOR APPROACH 
FOR USED VEHICLE LlFPCOMPUTATIONS. 

At the IRS Conference in DaliastwQspeakersindi
cated that a Revenue Procedurewas expected to be 
issued before the end of the year thatwould provide 
a standardized methodology for an automobile 
dealer's used vehicle LIFO computations. 

It would appear thatthissafeharbor procedure 
would be patternedsortlewhata~erthe r:TlethOGfplogy 
in Rev. Proc. 97 -36fQr new vehicles, with necessary 
differences to reflect the natl:.lre'.of.used vehicles. 
What seemed to be mostfayorable.inth~iqiscussion 
was that the so-called "52cweek" methOdoesc:ribed 
in L TR TAM 9853003 would not be required ... nor 
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would the.use of separate data bases to determine 
prices for used vehicles acquired at auction vs. those 
acquired by trade-in from customers. 

Incidentally, if you're involved in projecting 
changes in LIFO reserves for used vehicle invento
ries,a" indications are that. .. LIFO inflation indexes 
for LlSed vehicles are expected to be flat for this 
year. In fact, in many instances, these inventories 
may reflect negative inflation (Le., deflation). 

Our projections for used vehicles reflect a range 
of three estimates: one-half percent deflation (
.5%), no inflation (.0%) and one-half percent infla
tion (.5%) for used automobile pools and for used 
light-duty truck pools. 

#3. MOUNTAIN STATE FORD TRUCK SALES & 
TH~USEOFREPLACEMENTCOSTFOR 
VALUING PARTS INVENTORIES. As for the 

"non-development," at the IRS Conference in Dallas, 
some timewas devoted to discussing various Moun
tain State computational alternatives under consid-

see LIFO UPDATE, page 2 
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LIFO Update (Continued from page 1) 

eration to arrive at acceptable adjustments. These 
would be based on approximatedinVQntory.t,wrnO\(I¥. 
However, nothing definite or bindingse,er:ms;teb$;;in, 
the works at this time. ' 

What did surface in some of the cOfirlm~mts, was 
the feeling by certain personnel that the IRS;r:~~IIY 
shouldn't be attempting to solve a taxpayerprobl'~m 
right now in light of the favorable holding by theTax 
Court. 

In response toone agent's question, the state
ment was made that if the agent raises the use of 
replacement cost issue on audit, in light of the Tax 
Court's holding, the agent's primary position should 
be to terminate the taxpayer's liFO election. 

#4. BE CAREFUL WHEN' TERI\,'"NATINQ,USED 
VEHICLE LlfOELE'CTIONIFyt)O:aON'T 
WANT TO T'ERMINA'f:ETHENE'NVEHICLE 
ELECTION AT THE SAME TIME. 'Don~t"make 

the same mistake one CPA firm made. A reader 
called indicating that their (iealer'hadhew ,andu$ed 
vehicles on LIFO for seVeralyea'fs andduring1999, 
they decided that they wanted to terminate the used 
vehicle LIFO election. They did notwantto terminate 
the new vehicle LIFO election. 

The taxpayer filed Form 3115 with its 1999 
income tax return and sent a copy of the Form 3115 
to the National Office in Washington, D.C. 

To its dismay, the taxpayer received a call from' 
the examiner in the National .office indicating that, 
unfortunately, they had to take both the new and the 
used vehicle inventories off of LIFO. 

The filing requirements which the taxpayer satis
fied were the filing requirements set forth in Revenue 
Procedure 98-60 (see Section 6.02(2)). This filing 
requirement is coordinated with Section 10.01 in the 
Appendix dealing with changes from the LIFO inven
tory method under Section 472, relating to a "change 
from the LI FO inventory method for all its LIFO 
inventory." Thus, under Revenue Procedure 98-60, 
when its filing requirements are satisfied, the Service 
concludes that the taxpayer wanted to terminate all 
of its LIFO inventory elections. 

Had the taxpayer properly terminated its used, 
vehicle LIFO election only, it would have filed Form 
3115 with the National Office before the end of its 
taxable year (I.e., before December 31, 1999) in accor
dance with Section 10 of Revenue PrOCedure 97-27. 

In discussing this situation with the reader, I 
suggested that she call the individual reviewer in the 
National Office and ask if it would be possible to 
obtain an extension or waiver under Section 1 0 of 
Rev. Proc. 97-27 since they had filed the tax return 

and the copy off: ,if~i\&wJth the National Office in 
early F=ebruaryof:tn,:a~,':~OOO ... a period of time not 
too far beyond the:.nd, !i>ft,rnt:tt:~~a9Ie year. What we 
were hoping for, ofcol1rs~.was,that the "kinder and 
gentl~r" nature of theIRSiWO,li.lldllsurf~ce. 

NQsuch luck! In talking~i;h;ifu~!ft4~tl,c>nal Office, 
. ···'ttte CPA was told that therewas~nothjAg"thatthe IRS 

could, do about the mistaken jr)teotioj:ltQ file under 
~ev. Prdc, 97-27 instead of Rev;Pr'bc~9'8-Sti; The 
NatrQ~~ Office s\:lggested that a request be filed 
undei'm;'eg~:Sec,SaO;9tO(lfor an extension of time to 
rectifytheerrorneousfiling, This isa very complicated 
and messy filing to undertake. 

The key point here is that whentermil'lating only 
a usedvehiclel,JFO el.ectionunderHevenue, Proce
dure 97;;.27, that requires an affirmative . response 
from tne NationaIQffice,a.rndth;e;Form :3.115 must be 
filed·.b:efDre.the.end,o'theyear;1)fchaillg~. When 
both the used and new LIFO elections are being 
tenninate~atthe same time; these changes do not 
reqLJireaovallce permission from the National Office 
and therefore, the Form 3115 is not required to be 
filed with the National Office until the original is filed 
with. the ta~ return for the year of change. 

#5. TAX COURT UPHOLDS BIG UFO RESERVE 
RECAPTURE'IN,'DE·ALERSHIP RESTRUC
TURING ... In a recent Tax Court decision, 

Coggin Automotive Corporation dated October 18, 
2000, the Tax Court held that after. a rather compli
cated r~structuring .involving a consolidated group of 
dealership corporations ... there would be a LIFO 
reserve rec~ptureof roughly $4.8 million. 

In Coggin Automotive Corporation, the IRS threw 
two arguments at the taxpayer. The IRS' first attack 
was to challenge the overall corporate group restruc
turing as a sham. This attack failed. 

However, the IRS's second attack was success
fuL This attack was based on the direct application 
of Section 1363(d). 

Coverage oUhis case begins on page 6. For a 
diagram of the transactions that precipitated the 
LIFO reserve recapture, see page 9. If you want to 
do more research on your own, there is a listing of 
selected references on page .23. 

#6. YEAR-END LIFO REPORTING REQUIRE
MENTS & ·TFI.APS, TO.COfl'lSIDER .,BEFORE 
I$$UIN~ YEA:R~ENP FINANOIAL . 
STATEMEtnS:; ..• :8e.$ure,Yeat .. End Financial 
Statements'SatlsfyAflofthe LIFO Confor
mitv Requirements. There is no reason to 

expect theiRS to be lenient if it finds any violations 
of the LIFO conformity requirements on year-end 
financial statements. Such violations most likely will 

~ 
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LIFO Update (Continued) 

result in the IRS taking the position that the LIFO 
election must be terminated, although that penalty is 
discretionary with the IRS Commissioner. 

With this in mind, it's appropriate to review our 
annual reminders about year..:ena projections, estI
mates and the importance of placing proper LIFO 
inventory disclosures in the year-end financial state
ments. Last year we included a comprehensive 
discussion of these matters i n the LIFO Lookout. Our 
conclusion this year was that there was no point in 
reinventing the wheel. So, we have reproduced last 
year's article beginning on page 11 and urge you to 
reader re-read it as the case may be. 

Document Your. Year-god LIFO Projection,. 
For businesses tha,t find it necessary to estimate 
LIFO reserve changes before the final amounts can 
be calculated, the article includes sections on how to 
project LIFO reserve changes quickly and effec
tively. This portion of the article begins on page 18. 
#7. YEAR~END PROJECTIONS .BASED ON 

"O~E-OF-EACH" MIX ASSUMPTION FOR 
DEALERS .. Continuing .another annual tradition, 

this issue includes a listing useful for auto dealer new 
vehicle LIFO reserve projections. This listing shows 
weighted average information for each make and 
model. It compares everything in our SUPERLIFO 
database as of December 1, 1999 (Le .• the beginning 
of the year) ... with intro-2001 model prices, unless 
the 2001 intra price was swbsequently updated and 
that information is also in our database for the end of 
the year. 

For more background on this, see page 4. The 
summary table by make appears on page 5. It 
indicates that the overall price increases for most 
new vehicles are expected to be small again this 
year, except for minivans and SUVs which, since 
they seem to be selling well, reflaet some serious 
inflation. For a more detailed analysis of each make, 
see the listings on pages 24~31. 

Also, note that one small element for Chrysler 
dealer LIFO calculations is how to classify the PT 
Cruiser. For more, see below. 
#8. PT CRUISER FOLLOW-UP. 

IS IT A CAR OR A TRUCK? For dealers using 
the Alternative LIFO method, we previously called 
attention in the Lookoutl)Pdate Item #9,Jytarch 2000, 
to the question of whether DairmilerGh[ysler'snew PT 
Cruiser should be treated asa>ca~pr a tn~$k for 
pooling purposes. 

The U.S. Envirol1.h1entaIProf~ionAgency(EPA) 
and the National'Highwa~iJKFraffic:Safety,Ad'rhinistra
tion (NHTSA) have iissueCJcOllflic:ting opinIons/rul
ings on whether the PT Cruiser 'is a carer a truck. 

According to the EPA, which is responsible for 
certifying that new vehicles are not going to pollut~ 
the atmosphere too much, the PT Cruiser is a car. 

According to the NHTSA, which is responsible 
for overseeing the CAFE (Corporate Average Fuel 
Economy) rules, the PT Cruiser is a truck. Appar
ently, the NHTSA takes this view because the PT 
Cruiser has a flat rear load floor and removable rear 
seats. DaimlerChrysler has indicated that the dura
bility of the PT Cruiser was tested by using truck 
standards (which are tougher) rather than using the 
standards for passenger car development. 

There's a lot at stake in this because Daimler
Chrysler is hopeful that its relatively fuel-efficient PT 
Cruiser will help it meet the minimum 20.7 miles per 
gallon requirement for its overall truck line. If DIC is 
allowed to treat the PT Cruiser as a truck for CAFE 
MPG computation purposes, the Cruiser's estimated 
20-26·MPG would significantly off-set the far lower 
fuel-(in)efficiency of DIC's other trucks. 

These conflicting classifications by the EPA and 
the NHTSA may also create some confusion for LI FO 
computations under the Alternative L1Fb Method. 
The PT Cruiser either goes into the new autos pool or 
it goes into the new light-duty truck pool. 

As we previously stated, we believe that the 
determination for Alternative LIFO Method pooling 
purposes of whether the PT Cruiser is classified as a 

. car or a truck should follow the standard industry 
classification, rather than that made by special Fed
eral agencies. 

Based on our understanding that the PT Cruiser 
is derived from the small Neon (automobile) platform, 
we would believe that it should be classified as an 
automobile. In March, we concluded: "Our feeling is 
that DIC's Neon-based PT Cruiser belongs in the 
new automobiles pool for LIFO purposes ... but, stay 
tuned ... we're flexible." 

Information now available reflects that all of the 
major industry classification guides (Black Book New 
Car Guide, Kelley, NADA and Edmunds) do not 
classify the PT Cruiser as an automobile. Instead, it 
is classified either as a minivan or as a Sport Utility 
Vehicle ... in either instance, a classification placing 
the PT Cruiser in the light-duty truck pool for LIFO 
purposes. 

In October, the Automotive News published its 
2001 Model CAR Specifications in which it included 
the PT Cruiser 4-door hatchback. Notwithstanding 
this classification by the Automotive News and our 
original "feeling ," we are now ready to go along with the 
industry guidebooks and will be treating the PT Cruiser 
as a light-duty truck in our SuperLlFOdata base. * 



QUICK VEAR .. &t~ni):liN:FLA:lI0N:ESTIMATES 
FOR AUTOMOBILE DEALERS 

2000-2001 NEW VEHICLE INFlAll.0:N: SURVEY 
ASSUMING ENDING INVENTORY MIX OFONE-OF-EACHITEM CATEGORY 

Most auto dealers are under great pressure to 
release their year-end financial statements before 
their actual LIFO calculations can be completed. 
Each year we provide a listing for auto dealer new 
vehicle LIFO reserve projection purposes showing 
weighted average information for each model. -

Our information compares everything in our 
SUPERLlFOdatabase as of December 1,1999 ... with 

. intro-2001 model prices, unless the 2001 intro price 
was subsequently updated, and that information is 
also in our database for the end of the year. Decem
ber 1, 1999 is the reference date for the equivalent of 
the calendar year 2000 beginning of the year date; 
i.e., December 31, 1999/January 1, 2000. 

The summary on the facing page shows that for 
new vehicles the overall price increases are small 
again this year. This is due to competitive pressures 
among the manufacturers and currency pressures. 
Also, some manufacturers changed option packages 
either to or from standard base vehicles. 

There is some subjective language built into the' 
tests under the Alternative LIFO Method for deter
mining whether or not a vehicle is a "new" item or a 
"continuing" item. The one-of-each inflation indexes 
shown for various manufacturers also reflect some of 
these quirks. 

Last year, vehicles posing interpretive problems 
included: Dodge Avengers and Intrepids, Ford Con
tours, Ford F-Series Super-Duty Trucks, Infinities, 
Jeeps, Mercuries and Mitsubishis. 

This year, some of the Ford light-duty truck line 
pose most of the interpretative problems. The Ford 
Ranger, in particular, is troublesome. For the calen
dar year/model year 2000, there were 12 Ranger 
models. For 2001 , the Factory price list shows 38 
models of which we were only able to match only a 
few of the models' package contents. Several of the 
models added a new trim called the "Edge," and all 
models for 2001 include a Series Code which mustbe 
used when an order is placed. Those vehicles which 
we could not match were treated as new, and accord
ingly, the computed one-of-each index for Ford Iight
duty trucks is almost zero. 

The Ford Explorer SJlQ!1 also posed a special 
problem of its own, not worth going into detail about 
here. 

The weighted averages we have computed are 
determined by taking .all of the underlying item cat
egorie~ (for which inforrn~tion is currently available) 
and simplistically assuming that a dealer at year-end 
would have an inventory mix of one-of-each. These 
simplified, one-of-each inflation indexes may be used 
in year-endprojectionsasa substitute for some other 
arbitrary or assumed inflation rate (like 1 %, 2% or 
3%) Or coming up with a guesstimate by some other 
method. 

WARNING: Our database is not entirely com-
, plete at this time because not all manufacturers have 
made their information available as we go to press. 
Notwithstanding this limitation, some readers have 
found our one-of-each results to be useful in estimat
ing LIFO reserve changes or in comparing their 
results with ours. The detailed analyses for each 
make start on page 24. 
REASONABLE ESTIMATES 

If a dealer is going to reflect an estimate of the 
LIFO change for the year in a year-end Income 
Statement, that estimate should be a reasonable 
estimate in order to satisfy the IRS. 

Caution in this area is advisable. No one really 
has any idea of what theiRS will accept as 
reasonable ... or reject as unreasonable. So be care
ful, and save your projection calculations. 
THE BEST WAY 

When the year-end II FO computations are made 
using all the actual year-end invoices, the results 
based on detailed item categories may be signifi
cantly differentfrom the projections based on one-of
each weighted averages. Also, a dealer's beginning
of-the-year average cost for an item category may be 
considerably lower than the intro dealer cost used in 
compiling the intro-to-introaverages, and this could 
result in a slightly higher inflation index. 

A more accurate way to project LIFO changes is 
to input all of the dealer's invoices on hand as of a 

, date close to the end of the year. By doing this, a 
more accurate weighted model mix is factored into 
the year-end LIFO reserve change projection. In 
addition, this process also factors in the actual aver
age beginning-oHhe-year item category costs for all 
of the continuing models. 
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ACURA 
AM GENERAl. 
AUDI 
BMW 
BUICK 
CADIllAC 
CHEVROLET 
CHRYSLER 
DAEWOO 
DODGE 
FERRARI 
FORD 
GMCTRUCKS 
HONDA 
HYUNDAI 
IM=lNITI 
ISUZU 
JAGUAR 
JEEP 
KIA 
WI) ROVERIRANGE ROVER 
LEXUS. 
UNCOLN 
MAZDA 
MERCEDES 
MERCURY 
MlTSUBlSHI 
NlSSAN 
OLDSMOBILE 
PLYMOUTH 
PONTIAC 
PORSCHE 
ROLLS ROYCE 
SAAB 
SATURN 
SUBARU 
SUZUKI 
TOYOTA 
VOLKSWAGEN 
VOLVO 

MODELATEM CATEGORY INFLATION SURVEY 
FOR QUICK, ON&OF-EACH, UFO ESTIMATES 

DEALER COST FOR THE YEAR EMlED 12131100 

INFLATION E.STlMATE REPORT BY MAKE 
BASED ONINFORMAnoNAVAILABLE 

0.29% 0.00% 
0.00% 3.5>% 
1.11% 0.000,(, 

(0.29)% 0.00% 
3.15% 0.00% 
1.0s0'(' 0.00% 
1.19% 0.75% 
0.65% 0.000,(, 
4.63% 0.00% 
2.32% 2.33% 
0.00% 0.00% 
2.02% 3.75% 
0.000,(, 1.22% 
0.77% 0.98% 
0.41% 0.00% 
1.31% 0.00% 
0.00% 1.45% 
6.46% 0.00% 
0.00% 2.680,(, 

(0.00)% 3.89% 
0.00°,(, 0.65% 
0.52% 4.43% 
2.77% 5.06% 
0.92% 1.78% 
0.57% l.l5% 
2.97% 2.46% 

(0.05)% 1.41% 
,0.25% 1.54% 

3.00% 2.56% 
3.15% 2.44% 
1.97% 0.92% 
1.00% 0.00% 
0.00% 0.00% 
1.90% 0.00% 

(0.12)% 0.00% 
0.55% 0.73% 
1.40% 121% 
1.83% 3.42% 

(0.04)% 0.00% 
1.51% 0.00% 

carpets 2001 intro pice infamatioo is rJXcuten1Iy~;ftx a\,/l'lXI9s. 
f.amJrrtI, IOTl8 irdIatia1 incExes excIIxBoertarl"i\enl:sjforwtich·2001 infoonation is missing. 
New itans are repmi at ctJI'BI1t em -i.a, Jl) inllatial . 

Sruoo: W. J. De Filws' Mcl<el Mod3I fwi.Jsis Data Base Rq:xxt, PreIirr1nay Edtioo (Cc:pJrigt 2000) 
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TAX COURT UPHOLDS 
IN COGGIN 

DEALERSHIP 
In October, the Tax Court held in Coggin Auto

motive Corporation that after a rather complicated 
restructuring involving a consolidated group of deal
ership corporations .. .there would be a LIFO reserve 
recapture of roughly $4.8 million. 

DUAL ATTACKS BY THE IRS 
In Coggin, the IRS raised two arguments in

tended to result in the recapture of the LIFO re
serves. The IRS first attacked the overall corporate 

. group restructuring as a sham. This attack failed. 
The I RS's second attack, based on the direct 

application of Section 1363(d), was successful. 

APPLICABLE CODE SECTIONS 
Coggin and the LIFO recapture issue involve 

several sections of the Internal Revenue Code. First, 
there is Section 1363(d). Next, there is Section 1374, 
which had resulted in the enactment of Section 
1363(d) to create more LIFO recaptures. Finally, 
there is all of Subchapter K which addresses partner
ship taxation issues, and the underlying rationale for 
this Subchapter in terms of whether an aggregate or 
an entity approach should be applied in settling this 
case. 

Section 1363(d)(1) provides that if (1) an S 
corporation was a C corporation for the last taxable 
year before the first taxable year for which the S 
election was effective and (2) the corporation used 
the LIFO inventory method, then the LIFO recapture 
amount must be included in the gross income of the 
C corporation for its last taxable year. 

Section 1363(d)(3) defines the LIFO recapture 
amount as the amount by which the C corporation's 
inventory under the First-in, First-out (FIFO) method 
exceeds the inventory amount under the LIFO method. 
The LIFO recapture amount is determined at the 
close of the C corporation's last taxable year before the 
first taxable year for which the S election is effective. 

In general, under Section 1374 a corporate-level 
tax is imposed on built-in gains recognized by former 
C corporations within 10 years of the first day of the 
first taxable year for which the corporation was an S 
corporation. 
APPROPRIATE PARTNERSHIP BASIS 

ADJUSTMENTS ARE NECESSARY 
'The partnerships involved in the restructuring 

are entitled to make appropriate adjustments to the 

, ·RIiSE'RVER1IiG~PTURE 
.~ . .,.,-' TION 

G 
,their inventories. to: take :.into account the 

, . ".: . .in the parenth:;~:Wdss'income. These 
adjustf!T:Ients would be made follQwing the guidelines 
pr<oviCl~i in Revenue Procedure94~61 for special 
collafi)sed lay~r$. 

COGGIRW~~'THE TAXPAYER IN LTR 9716003 
Coggin AiutQrPotive had previously taken the 

LI FO recaptuFe'iS$\iI,e~ tQ the National Office and was 
the subject of a'l'flRS Letter Ruling I Technical Advice 
Memorandum (LTR 971 S003). 

The taxpayer in Letter Ruling 9716003 was iden
tified as a diversified holding company subject to tax 
as a regular C corporation. In our article, we had 
guessed that although the nature of the business 
activities was not specified, one possibility was that 
these were six different automobile dealerships. 

See Corporate Group Restructuring Creating S 
Corps & Limited Partnerships Triggers LIFO Recap
ture, in the LIFO Lookout, June 1997. This article 
thoroughly analyzes L TR 9716003 and includes re
lated discussions of the mechanics of the special 
collapsed layer computations required by Revenue 
Procedure 94-61 when Section 1363(d) applies. The 
article also discusses how to report the LIFO recap
ture tax in the income tax returns when they are filed. 

In Letter Ruling 9716003, the IRS looked through 
the form of a series of corporate restructuring trans
actions involving S corporations and limited partner
ships and held that the parent corporation was liable 
for the LIFO recapture tax under Section 1363(d). 
Although not referring specifically to the "substance 
vs. form" doctrine, the IRS held that allowing the 
parent to avoid the tax would circumvent the purpose 
of the statute. 

The National Office was asked to rule on only the 
LIFO recapture issues arising under the potential 
application of Section 1363(d). However, when the 
taxpayer decided to contest the LIFO recapture, the 
IRS threw it a curve and challenged the bona fides of 
the restructuring' arrangement as its primary dis
agreement with the taxpayer in the Tax Court. 
LETTER RULING 9644027 

Letter Ruling 9644027 in July of 1996 should also 
be compared with the Tax Court's decision in Coggin 
Automotive Corporation. 

see TAX COURT, page 23 
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The 
Consolidated 

Group 

Ownership 

Consolidated Return 
Status 

Benefits Souaht 
By Change in Structure 

Factory Approval 

• The taxpayer, Coggin Automotive Corp. initially was a C corp. d/b/a Coggin 
O~Steen Investment Corp. 

• This corporation was a holding company that owned the stock of S subsidiary 
auto dealership corporations operating 6 dealerships in Florida. 

• Coggin Pontiac-GMC 

• Coggin Nissan 
• Coggin Acura (initially d/b/a Coggin Imports) 

• Coggin Motor Mall (initially Coggin-O'Steen Motors) 

• Coggin-Andrews Honda 

• For almost 20 years through early June 1993, Luther Coggin had a 55% 
ownership interest and a 78% voting interest in Coggin Automotive, the holding 
company. 

• Harold O'Steen and Howard O'Steen each owned a 22.5% ownership interest 
and an 11 % voting interest in the holding company throughout the same period. 

• General managers of certain of the dealerships were given the opportunity to 
buy stock in the dealerships over a period of time. Usually, the price paid for a 
dealership's stock was based on the corporation's book value, with little or no 
value being assigned to the franchise rights. 

• The parentJholding company and subsidiaries/operating companies filed 
consolidated returns for almost 20 years through early June 1993. 

• After 20 years, the corporations underwent a restructuring resulting in new S 
corporations and assorted limited partnerships operating the 6 dealerships. 

• To facilitate sale of stock through buy-sells to various managers ... some of 
whom were frustrated by their inability to acquire more stock. 

• To assist in the principal owners' estate planning by introducing more flexible 
entities. 

• Legal counsel for one of the buy-in parties suggested that the overall 
arrang~ent resulting from creation of limited partnerships would provide 
so/eral advantages: 

• Li,mited liability protection 

• Ability to Jnake disproportionate distributions 

• Single level of taxatiob 

• Lower Federal income tax rate 
• ~bility to avoid Florida state income tax on distributive share of profits 

• Ability to exercise greater control over the potential sale or liquidation of 
. partnersHip assets 

• Mr. Coggin agreed to have dealership assets held by a limited partnership. 

• The approval of manufacturers was required and was received before the 
restructuring transactions were initiated. 



Restructuring 
Steps 

(In General) 

IRS Primary Attack 

Tax Court 
Agreed With Taxpayer 
That Its Restructuring 

Was Bona Fide 

• First: Establishment of 6 new.,. . .., new corporation electing 
S corporation status. Corporations" for the purpose of being 
general partners in limited partnerships ,.. the dealerships. 

• Second: C~on of Florida limited partnerships,l'e$ulting. inpennitting entry 
of several dCalersliips' general Ql3I13gers. 

• Third: Assorted,tedeIi1ptions of general managers' stock with payment in the 
form of promissory notes. 

• Fourth:'SimU1t'aBeous(1leashco~tributions to limited partnerships by newly 
formed S corpo~tiCJDs~·'12~~ntIibuti()nsof operating assets and liabilities by 
dealerships and (3) CQntribution oi:.promissory notes by general managers for 
partnership interests after which notes were cancelled. 

• Fifth: Old subsidiaries were liquidated after transfer of assets to the 
partnerships so that taxpayer/parentJholding company obtained the limited 
partnership interests. 

• Sixth: S corporation status elected by taxpayer/parentJholding company. Note: 
this entity had not undergone any chal1ge~ in capital structure nor any changes 
in ownership interests in its stock. 

• The foregOing is slightly generalized and certain other subsequent transactions 
have been omitted. 

• See diagram of Before. During & After restructuring. 

• The "restructuring should be disregarded because it had no tax-independent 
purpose." It was essentially a sham. motivated by tax avoidance. 

• ''The 1993 restructuring was conceived and executed for the principal purpose 
of permanently escaping corporate level taxes on the LIFO reserves built into 
the LIFO inventories of petitioner's fanner consolidated subsidiaries. 

• IRS cited Frank Lyon Co. v. U.S., 435 U.S. 561 (1978). 

• Taxpayer proved for the record the following: 

• General managers were vital to the successful operation of the automobile 
dealerships. 

• Providing incentives to attract and retain quality general managers was 
essential in the success of the automobile dealerships. 

• Operating the automobile dealerships in stand-alone partnership fonn 
afforded the general managers flexibility greater than that offered by 
operating the dealersliips in cOrporate form. 

• Mr. Coggin and the general managers never discussed recapture of the LIFO 
reserves. 

• The Tax Court said, "It is axiomatic that (1) tax considerations playa 
legitimate role in shaping a business transaction, and (2) tax planning does not 
necessarily transform an event otherwise non-taxable into one that is taxable." 

• The Tax Court held that the overall restructuring was a "genuine multi-party 
transaction with economic substance. compelled by business realities. imbued 
with tax-independent considerations and not shaped solely by tax avoidance 
features." 
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IRS Secondary Attack 
••• Sec. 1363(d) Requires 

Recapture of LIFO Reserves 

Tax Court 
Aarees With IRS ••• 
Recapture Applies 

LTR 9716003 
Involved This Taxpayer 

Citation 

• Secondary Attack: Section 1363(d) requires inclusions of pre-S election LIFO 
reserves in the amount of either $5,077,808 or $4,792,372. 

• IRS' secondary attack was based on applying the agpegate (rather than the 
entity) approach/concept or concept in partnership taxation to the pre-S election 
LIFO reserves attributable to the taxpayer. 

• Subchapter K of the Code contain$the partnership income tax provisions. For 
income tax purposes, a partnership may be viewed either (I) as an aggregate of 
its partners, "each of whom directly owns an interest in the partnership's assets 
and operatiOns, or (2) as a separate entity, in which·separate interests ",e owned 
by the partners. The provisions of Subchapter K in sOme instances apply the 
aggregate approach and in othednstances apply the entity approach. 

• The position of the IRS is that outside of Subchapter K (i.e., in a sitUation 
involving Section 1363(d», the approach to be applieddq>ends upon whether 
the aggregate or the entity approach "more appropriately serves the Code 
provision in issue." 

• According to the IRS, the legislative intent underlying the enactment of Section 
1363(d)requires the application of the aggregate .theory ... "in order to ensure 
that the cOrporate level of taxation be preserved on built-in gain assets (such as 
LIFO reserves) that might fall outside the ambit of Section 1374." 

• Failure to apply the aggregate approach to Section 1363(d) would allow'the 
taxpayer to completely escape the corporate level of tax on a C corporation's 
election of S corporation status and would eviscerate Congress' suppression of 
the General Utilities doctrine. 

• Section 1363(d) LIFO recapture applies. 

• Citing the Tax Court Memo decision &ndy Inc.v. Commissioner (T.C. Memo 
1995-372), the Tax Court agreed with the IRS ~ysis of the legislative 
histories of Sections 1363(d) and 1374 that 'lIle application of the aggregate 
approach (as opposed to the entity approach) of partnerships in this case better 
serves Congress' intent." 

• The Tax Court also held that Section 1363(d)(4)(D) does not prohibit 
attribution of the inventory and LIFO reserves to the taxpayer in this case. 

• Accordingly, the taxpayerlholding company, upon its election to change from C 
status to S status, was required to pay tax of $1,633,200 on $4,792,372 (pro 
rata share of recapture). This tax is paid, according to statute, in four equal 
installments. 

• Taxpayer's'LIFO recapture issue was p~ouslytl1~ subject of NationaJ Office 
Technical Advice LTR 9716003 dated September 30, 1996, in which the IRS 
held that the subsidiaries' LIFO reserves should be recaptured by the parent. 

• See UFO Lookout, June 1997, pages 7-13. 
• IRS challenge to restructuring as tax-motivated was not in issue in this L TR. 
• See also Letter Ruling 9644027 for a contrasting result. 

• 115 T. C. No. 28, date of decision' Oct. 18, 2000 • Docket No. 1684-99 
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SPECiAL LIFO CI-JAllENGES: 
CONFOAMITv "REPORtING REQUIREMENTS 

ANI) PFlOJEC116NS,FOR YEAFI~eNI1) PlANNING';' 

YEAR 
END 

ALERT 

Taxpayers using last-In, First-Out (LIFO) for 
valuing their inventories are often under great pres
sure to issue their financial statements as quickly 
after the year-end as possible. Whether under great 
time pressure or not, any taxpayer using UFO must 
be sure that all year-end statem~nts satisfy all of the 
LIFO conformity requirements. If they do not, the 
taxpayer risks the loss of its LIFO election. 

There are many year-end LIFO conformity re
quirements, and th,ere are many kinds of businesses 
using LIFO. All taxpayEtrs using LIFO must comply 
with all of the year-end financial statement confor
mity reporting requirements in order to remain eli
gible to use the method. 

As emphasized throughout the discussions on 
pages 14-16ofthespecial rules and IRSguidancefor 
auto dealerships, taxpayers outside the scope of that 
g~idance should be careful not to rely on that guid
anc:e asif the IRS had generalized or intended itto be 
applicable in their own different situations or indus
tries. Similarly, auto dealerships-although benefit
ing from some clarification by the IRS on certain 
reporting,issues-should be careful notto rely on that 
guidance, as if the IRS had generalized or intended it 
to be applicable beyond the carefully worded "scope" 
sections in Revenue Ruling 97-42 and in Revenue 
Procedure 97-44. 

see SPECIAL LIFO CHALLENGES, page 12 
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Special LIFO Challenges (Continued from page 11) 

BASIC LIFO ELlGIBILlTYREQUIREMEN'll$: However, wheretne,\\l1i ·Yiblations involve cost, 
"CONFORMITY" IS ONLY ONE conformity, Form 9."" .' '1 matters or "inad-

First: the bigger picture, of whiChcohfqrrlilitXiseqUate books and recor ....../$ervice usually looks 
only a part. The IRS can disallow a taxpayer;sL,W<;? to invoke this more dram'atibt1lE3.q~Ure. 
election if it finds a violation of any one of . fOl:1r Revenue Procedure 97"44,Which allowed cer-
eligibility requirements. The four requirements iA- tain taxpCiyers with conformityvi91~tiof'ils to avoid 
valve cost, conformity, consent, and the mainte-te(miili'l'atitmOftheir LIFO electiOli1s.b~>payinga 4.7% 
nance of adeq uate books and. records.pengl~y.,.~r:nOl!):nt,should be regardeclraS;aMerylimited 

1. Failure to value LlFOinventory at cost for eXG'· "t9.~b~.lR$general approachofterminatlng a 
tax purposes for the year preceding the LIFO 'iQ~I~heneyer it uncovers an eligibility viola-
year of LIFO election, the election year, tion. .' ......"1 

and in all subsequent years (Cost). FORM9tO,~~~jFl()f'j~, 
2. Violation of the financial statemenne- REGAB[)INc;·ieONF0RMITY 

porting conformity requirements for the Form 970 is the UF€)election form which is 
election year and all subsequent years required tobe inciudedWiththetax returnforthe first 
(Conformity). LIFO year. One of thesignificanttraps fortheunwary 

3. Failure to properly elect LIFO, including the is that Form 970 asks only whether the year-end 
failure to file Form 970 (Consent). financial statements for the election year have satis

fied certain conformity requirements. 
4. Failure to maintain adequate books and 

records with respect to the LlFOinven- QuestionS on Form 970 does notwarn taxpay-
toryandalicomp!JtCi~ions related to it ers thatthesecQIJformity requirements must be 
(Adequate Books & Records). satisfied for every year~end statement for as Ibng as 

the LIFO method is being used. This requirement is 
spelled out in Reg. Sec. 1.472-2(e)(1). During 1999, probably the most startling devel

opment involving these eligibility requirements came 
out of the Tax Court in Mountain State Ford Truck 
Sales v. Commissioner. In this case, the Tax Court 
held that the use of replacement cost for valuing parts' 
inventories could not be employed as a substitute for 
actual cost in connection with LIFO inventories ... nor 
for any other non-LIFO inventories. 

If a violation of anyone of the four eligibility 
requirements occurs, the Internal Revenue Service 
has the discretionary power to allow the LIFO elec
tion-if it can be persuaded to exercise that power in 
the taxpayer's favor. For example, Revenue Proce
dure 79-23 reflects the position of the Service that a 
LIFO election can be disallowed if the taxpayer fails 
to maintain adequate books and records with respect 
to the LIFO inventory and computations related to it. 
However, if a taxpayer is able to reconstruct the 
information necessary to calculate the LIFO inven
tory amount properly, it may be possible to avoid 
termination of the LIFO election for a violation of the 
"books and records" requirement. 

Revenue Procedure 79-23 (1979-1 C.B. 564) 
states that in other circumstances where disputes 
with the IRS arise over computational errors, incor
rect pool selection or item determination, or differ
ences in the levels of costing inventories between 
financial statements and tax returns - the IRS is not 
authorized to terminate the taxpayer's LIFO election. 

Worse yet, the relatively limited Form 970 in
structions give no hint of the many troublesome 
interpretations that can arise under the regulations. 
As evidenced by the debacle that auto dealers and 
their CPAs floundered through for nearly a decade 
(and that resulted in Rev. Proc.97-44), itwould seem 
that many practitioners have never even looked at. 
much less attempted to study in detail, the regula
tions dealing with this critical issue. 

CONFORMITY REQUIREMENTS ... 
THERE ARE MANY 

There are many conformity requirements. They 
exist as restrictions on a taxpayer's general desire to 
pay lower taxes uSing a LIFO method for valuing 
inventories, while reporting more income to share
holders or banks and other creditors using a non
LIFO method. To prevent this from happening, the 
Treasury says that LIFO must 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. 

It is often stated that LIFO must be used to 
compute income in the year-end financial state
ments. However, it is more technically correct to 
state that the IRS only requires LIFO to be used in the 
primary presentation of income (Le., in the Income 
Statement). For most taxpayers, the LIFO confor-
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Special LIFO Challenges (Continued) 

mity requirements pose at least two general sets of ment) and is considering extending LIFO to another 
requirements: class of inventory (such as used vehicles, equipmel')t 

FIRST, they require that any year-end 
financial statements issued in the tradi
tional report form by the business to 
creditors, shareholders, partners or other 
users must reflect the year-end resu Its on 
LIFO. 

SECOND, they also require all year-end 
manufacturer-formatted financial 
statements sent by certain dealers to a 
manufacturer/supplier/creditor (12th, 
13th and any other fiscal year-ena state
ments) to reflect LIFO results. 

A taxpayer may adopt LIFO only if it has used no 
other procedure than LIFO in preparing an Income 
Statement or a profit or loss statement covering the 
first taxable year of adoption. As noted previously, 
for subsequent taxable years, similar restrictions are 
imposed. However, the Commissioner has the dis
cretion to allow a taxpayer to continue to use the 
LIFO method even though conformity violations might 
have occurred. 

Accordingly, a LIFO reserve, no matter how 
large, can be completely and abruptly lost if careful 
attention is not paid to the conformity requirements in 
year-end, manufacturer-formatted financial state
ments senttothe Factory/Manufacturer/Supplier ... as 
well as in the more conventional year-end state
ments issued in report form by CPAs. 

EVERY YEAR, ALL OF THE CONFORMITY 
REQUIREMENTS MUST BE MET 

To remain eligible to use LIFO, every year, the 
last monthly statement for the year sent to the 
manufacturer and/or any other credit source must 
reflect an estimate of the year-end change in the 
LIFO reserve if the actual change cannot be com
puted before the statement has to be released. 

If a taxpayer is thinking about making a 'LIFO 
election for the year, then it should place an estimate 
of the year-end LIFO reserve .:.or the actual amount 
if it has been calculated ... in the year-end statements 
(including those issued to the Factory/Manufacturer 
or issued to any other party) in order to preserve its 
ability to elect LIFO when it files Form 970 as part of 
its Federal income tax return for the year at a later 
date. 

Also, the expansion of the conformity require
ments to other classes of goods should not be 
overlooked if a taxpayer is already on LIFO for one 
class of inventory (such as new vehicles or equip-

or parts). In this situation, the year-end Income 
Statements should also reflect an estimate of the 
LIFO reserve expected to be produced by extending 
the LIFO election(s) to the additional classes of 
goods under consideration. 

TRADITIONAL FINANCIAL STATEMENTS IN 
ANNUAL REPORTS ISSUED BY CPAs 

This section deals with reports issued by CPAs, 
where the CPA controls the release, content and 
format of the financial statements, notes and supple
mentary information. These are unlike monthly state
ments which may be prepared internally by the 
taxpayer's accounting department or controller and 
sent out to a manufacturer, supplier or other creditor 
without direct CPA involvement or review. 

The LIFO conformity requirement as it relates to 
reports issued by CPAs requires that in the primary 
presentation of income (Le., the Income Statement), 
the results disclosed must only be the net-of-L1FO 
results. The primary Income Statement cannot 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 
means that during a period of rising prices, a business 
using LIFO will usually be reporting lower operating 
results in order to comply with the conformity require
ments. Very strict disclosure limitations existed with 
no room for deviation for many years. 

The Regulations were liberalized in 1981 and 
they now allow LIFO taxpayers to disclose non-LIFO 
operating results in supplementary financial state
ments, as long as those supplementary non-LIFO 
financial statements satisfy two tests: First, they 
must be issued as part of a report which includes the 
primary presentation of income on a LIFO basis. 
Second, each non-LIFO financial statement must 
contain on its face a warning or statement to the 
reader that the non-LIFO results are supplementary 
to the primary presentation of income which is on a 
LIFO basis. Accordingly, in CPA-prepared year-end 
financial statements, a LIFO taxpayer's results on a 
non-LIFO basis can be fully disclosed as supplemen
tary information if both of these requirements are met. 

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 
Income itself does not disclose this information par
enthetically or otherwise on its face, and the notes 
are all presented together and accompany the In
come Statement in a single report. 

see SPECIAL LIFO CHALLENGES, page 14 
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Special LIFO Challenges 

As a result of these "liberalizations" in the Regu
. lations in 1981, these LIFO conformity requirements 
should not present any major reporting problems for 
reports issued by CPAs. 
DEALERSHIP YEAR-END STATEMENTS SENT 

TO MANUFACTURERISUPPLIERICREDITORS 
Many CPAs serving automobile dealerships are 

now aware that the Regulations contain several year-
end LIFO reporting restrictions which apply to the 
specially formatted financial statements sent by autp 
dealerships and other businesses immediately after 
year-end to the Manufacturer/Supplier/Creditors. 
Some of those CPAs who were not had. a rude 
awakening when their (former) dealer clients-through 
their attorneys-asked them to reimburse the dealers 
for their payments of the 4.7% penalty "settlement 

. amounts" due under Revenue Procedure 97-44. 

For automobile dealerships, and for any other 
LIFO users who have similar year-end reporting fact 
patterns or requirements, these restrictions on year
end dealership-issued statements pose fatal LIFO 
traps that are much harder to deal with than those for 
year-end reports issued by CPAs. 

The Regulations provide that any Income State
ment that reflects a full year's operations must report 
on a LIFO basis. This requirement applies regard
less of whether the Income Statement is the lastin a 
series of interim statements, or a December state- . 
ment which shows two columns, one for the current 
month results and another for the year-to-date cumu
lative results. 

The Regulations further provide that a series of 
credit statements or financial reports is considered a 
single statement or report covering a period of opera
tions 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. See Reg. Sec. 1.472-2(e)(6). 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 Income Statement must 
reflect income computed using LIFO to value the 
inventory. 

Literally interpreted, this wording applies to all 
franchised auto dealers' 12th statements (Le., De
cember unadjusted) as well as to their 13th state
ments. The 12th statement is usually issued on a 
preliminary basis, before accruals and estimates are 
refined by detailed adjusting entries. The 13th state
ment is usually issued several weeks after the 12th 
statement, and it reflects year-end accrual adjust
ments and other computations Mt otherwise com-

(Continued from page 13) 

pleted within the tight time frame for the issuance of 
the December or 12th statement (usually by the 10th 
day of the following month). 

The IRS National Office confirmed dealers' worst 
fears during 1995 in L TR 9535010. In this Letter 
Ruling, a ca:lendar year dealership raised the confor
mity question in the context of what happens when 
the monthly. statements, including the December 
year-end statement, are not on LIFO but the CPA 
prepar~~ ·annual audited financial statements for the 
dealership which do reflect LIFO. 

Here, the taxpayer's argument was that the 
CPA's audited statements reflecting LIFO were 'the 
primary financialstatemehts, while the monthly state
ments sent by the dealership to the manufacturer and 
to the credit corporation were "supplementary state
ments." The IRS concluded that the dealer in L TR 
9535010 had violated the LIFO conformity require-
ment because: 

1. The dealership used an inventory method 
other than LIFO in ascertaining its income 
in the monthly financial statements, 

2. The financial statements ascertained 
income for the "taxable year," 

3. The financial statements were "for credit 
purposes," and 

4. The financial statements were not within 
any of the exceptions to the LIFO confor
mity requirements that are provided in the 
Regulations. 

With respect to the use of the financial state
ments "for credit purposes," the IRS found that a 
debtor-creditor relationship did exist between the 
dealership and the manufacturer and the credit cor
poration.· The IRS stated that if the taxpayer's 
"operations began to deteriorate,. it is doubtful that 
Corp. X (the manufacturer) and Corp. Y (the Credit 
Corporation) would ignore these reports and con
tinue to extend credit to T (the taxpayer) as though 
nothing has changed." The· IRS noted that the 
taxpayer was unable to provide any explanation of 
what purpose other than credit evaluation the credit 
subsidiary might have for requesting the dealer's 
financial statements. 

·In a companion letter ruling, L TR 9535009, the 
IRS."officially" restated its position with respect to a 
dealer who reported fortax purposes using a fiscal 
year. The IRS employed the same four-step analysis 
as above to determine whether the fiscal year deal
ership had violated the LIFO conformity require
ments. In connection with the second ''test'' related 
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Special LIFO Challenges 

to whether the dealership's financial statement to the 
Factory ascertained the taxpayer's income for the 
taxable year, the'IRS noted that the year-to-date 
column information readily provides this computation 
for the reader. Even without year-to-date accumula
tions on the face of the mcmthly Income Statement, 
any series of months could simply be added together 
to reflect a complete 12-month period of anyone's 
choice. 

L TR 9535009 states that the fiscal year dealer 
taxpayer issued a financial statement (in January, 
19xx) that ascertained its income for the entire prior 
calendar year, and that calendar year statement is 
considered a statement covering the "taxable year" 
because it covers a 1-year period that both tlegins 
and ends in a taxable year or years for which the 
taxpayer used the LIFO method., This is the IRS' 
interpretation of Reg. Sec. 1.472-2(e)(2) which cov
ers one-year periods other than a taxable year. 

Warning. This would seem to be the position of 
the IRS ·for aI/taxpayers whose fact patterns fall 
under the Regulation. Only the special and limited 
relief afforded to certain dealers in Revenue Ruling 
97-42 and Revenue Procedure 97-.44 (discussed 
next) saved some taxpayers from the consequences 
of this narrow and harsh interpretation. 

REVENUE RULING 97·42: 
DISCL.OSUREGUIDELINES 
FOR CERTAIN DEALERS 

On September 25, 1997, the IRS issued Rev
enue Ruling 97-42 which provides speoial interpreta
tions allowing auto dealers to satisfy theLl FO confor
mity requirements. These special interpretations 
apply only to a year.:end fiirancialstatement 
prepared in a format required by an automobile 
manufacturer on preprinted forms supplied by 
the automobile manufacturer.' . 

Placement in the Income Statement. LIFO 
adjustments must appear in the twelfth month In
come Statement. However, they do llilUhaveto be 
reflected in the Cost ot'SoQds:Sii)ldisactionthrot:Jg'h 
the inventoryvaluationa:Cc()tji~ts, ,Aslongas :the 
LIFO adjustmehtsare reflectedsOhlewhere in the 
determination of net incorneon, the'lncome' State
ment, that conformity requirement will be satisfied. 

Revenue Ruling 97-42 makes it clear that if a 
LIFO reserve adjustment is posted directly to the 
retained earnings account. and reflected pn the 
dealership'S Balante Sheet, that treatment Of the 
LIFO reserve change'willIlQ1 satisfy the conformity 
requirement. For years ending after October 14, 
1997, it is thus imperative that the LIFO adjustment 

(Continued) 

be properly reflected in the Income Statement pre
pared for the last month of the year. 

Use of estimates. A "reasonable estimate" of 
the change in the LIFO reserve for the year may be 
reflected instead of the actual change ... , as long as 
that "reasonable estimate" is reflected somewhere in 
the year-end Statement of Income. ' 

No one knows what the IRS will accept as a 
"reasonable estimate." Similarly, no one knows what 
procedures the IRS will accept as being "reasonable" 
in the preparation of an estimate of the change of the 
LIFO reserve for the year. 

Fiscal year taxpayers. If an auto dealer em
ploys a fiscal taxable year, and reflects the LIFO 
change in Cost of Goods Sold or anywhere else in the 
Income Statement, the LIFO conformity require
ments can be satisfied in either of two ways: First, 
the dealer may make an adjustment for the change in 
the LIFO reserve that occurred during the calendar 
year in the month and year-to-date column of the 
December Income Statement. 

Alternatively, the dealer may make an adjust
ment for the change in the LIFO reserve that oc
curred during the fiscal year in the month and year
to-date columns of the Income Statements provided 
for the last month of the fiscal year. 

In other words, the IRS does not require the 
change in the LIFO re$erve to be updated twice in the 
fiscal year-end ... calendar year-end sequence. The 
I RS will permit a timing mismatch under these limited 
circumstances. For example, in a situation where a 
dealer has a September fiscal year-end and Decem
ber(calendar} reporting year to the manufacturer: If 
the dealer reflects the (reasonable estimate) change 
in the LIFO reserve in the September monthly and 
year-end statement, that dealer does not need to 
recompute and update a LIFO change for the three 
mOllth,period from October 1 through December 31 
and reflect a 3-month change in the December 
statement. 

The dealer may simply carry through the annual 
LIFO reserve change effect reflected in the Septem
ber fiscal year-end Income Statement without modi
fication in the December Income Statement. Note 
that the December Income Statement must reflect 
the charge against income for the prior fiscal year
end LIFO reserve change and that prior September 
fiscal year-end LIFO reserve change should 1JQt be 
reversed so that the December Statement of Income 
does not reflect any LIFO reserve charge for the 
twelve month period ending December 31. 

see SPECIAL LIFO CHALLENGES, page 16 
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REVENUE PROCEDURE 97-44: 
LIMITED RELIEF 'FOR CERTAIN DEALERS 

Revenue Procedure 97-44 provided "relief" to 
auto dealers whose year-end Factory statements 
failed to satisfy the conformity requirements at any 
time during a six-year "look-back" period. These 
dealers were allowed to keep their UFO elections if 
they paid a 4.7% penalty/settlementtax based on the 
amount of their UFO reserves as of the last taxable 
year ended on or before October 14, 1997 (Le., as of 
December 31, 1996 for most calendar-year auto 
dealers). These dealers were also required to satisfy 
certain other conditions as terms of the settlement. 

In Revenue Procedure 98-46, the IRS extended 
this relief for similar conformity violations to all me

, dium and heavy-duty truck dealers, providing them 
with a slightly different series of payments dates. 

One of the major traps that practitioners and auto 
dealers now face is in the lack of synchronization 
between the language in Revenue Ruling 97-42 and 
the language in Revenue Procedure 97-44. Revenue 
Ruling 97-42 applies to the issuance of statements to 
a "credit subsidiary." In contrast, Revenue Proce
dure 97-44 contains broader language in its scope 
(Section 3) referring to the providing "for credit pur
poses" ... of an Income Statement in the format 
required by the franchisor. 

See the analyses of Revenue Procedure 97-44 in 
the September, 1997 and December, 1997 issues of 
the LIFO Lookout for discussions of the settlement 
amount 4.7% penalty payment and many questions 
that still remain unanswered. 
SPECIAL INTERPRETATIONS CLARIFIED 

ONLY FOR AUTO DEALERS •.• 
ALL OTHER LIFO USERS BEWARE 

Different year-ends for book and tax pur-
poses (fiscal years), UFO conformity problems are 
multiplied where a taxpayer has a different year-end 
for reporting to a manufacturer, supplier, or creditor 
(calendar year-Dec. 31) than the fiscal year it uses to 
report for income tax return purposes and for other 
financial statement reporting purposes. 

For these fiscal year taxpayers ... other than auto 
dealers and light, medium & heavy-duty truck deal
ers ... in order to satisfy another strict conformity 
requirement, the full-year Income Statements must 
reflect LIFO at the end of both twelvemonth annual 
reporting periods or years (Reg. Sec. 1.472-2(e)(2}). 

This regulation states that the conformity rules 
also apply to (1) the determination of income, profit, 
or loss for a one-year period other than a taxable 
year, and to (2) credit statements or financial reports 

(Continued from page 15) 

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 UFO method for Federal income tax pur
poses. For,example, ... in the case of a calendar year 
taxpayer, the requirements ... apply to the taxpayer's 
determination of incom~ for purposes of a credit 
statement that covers the period October 1, 1981, 
through September 30, 1982, if thetaxpayer uses the 
UFO naethodfor Federal income tax purposes in 
taxable years 1981 and 1982. 

Placement of LIFO change in the year-end 
Statement of Income. In fighting With auto dealers 
over conformity, in 1994 the IRS informally indicated 
that on the last monthly (Le., twelfth) statement, the 
LIFO adjustment had to be run through the Cost of 
Goods Sold section (via the beginning-of-the-year 
and the end-of-the-:year inventory valuations), rather 
than through an other income/deductionsaccount. .. or 
else dealers would not be in compliance with the 
UFO year-end conformity requirement. The IRS 
subsequently retreated on this "placement" issue in 
Revenue Ruling 97-42. 

For UFO taxpayers other than those dealers 
indicated above, where and how the year-end LIFO 
adjustment is placed on the Income Statement is still 
critical. The IRS "only-through-Cost-of-Goods-Sold" 
interpretation could result in countless LIFO election 
terminations in situations" where the (projected) 
change in the UFQreserve at year~end was placed 
in some other section of the Income Statement,such 
as with an Other Income or Other Deductions. For
tunately, in Revenue Ruling 97-42, the IRS said (to 
certain dealers only) that the UFO adjustment could 
be placed anywhere on the Income Statement. 

Unfortunately, the IRS "guidance" for franchised 
auto dealers in Revenue Ruling 97-42 and the "relief" 
for prior conformity violations under Revenue Proce
dures 97-44 and 98-46 do not apply to any other 
types of t~xpayers issuing what might be "similar" 
statements under "similar circumstances" to other 
manufacturers, suppliers or credit sources. No one 
can be sure what these other businesses with LIFO 
violations should do in light of what is now understood 
to be the IRS interpretation of these regulations. 

411 ,axpayers ... other than auto and truck 
, . . .using LIFO . who Issue monthly 
c:t~'t~tinA,!tt~·· to manufacturers, suppliers or 

.... are.not protected by the special 
rules inR~"enue Ruling9t'-42 which modify 
thf? Regulat/ems only for spec/al reporting 
situations faced by auto dealers. 
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What should these businesses/taxpayers be told 
about their LIFO elections? Are they subject to 
retroactive termination of their LI FO elections at any 
time, literally at will, by the IRS? What responsibility 
does the CPA practitioner have as preparer of the tax 
return now that the IRS position has been more 
clearly setforth in Revenue Ruling 97-42? These are 
the questions that (should) haunt practitioners and 
their 'clients today. 

CONFORMITY VIOLATIONS. CANNOT BE 
CORRECTED ONCE THE YEAR-END 
FINANCIAL. ST A.TEM~NTS 
HAVE BEEN RELEASED 
What if year-end financial statements are issued 

(in a hurry) and the conformity requirements have 
been overlooked? 

The position of the IRS is that once a year-end 
Income Statement has been iss.ued or released on a 
non-LIFO basis, that statement cannot be recalled .. 
and corrected to reflect UFO by the re-issuance of 
statements satisfying the conformity requirement. 
Furthermore, it then becomes discretionary with the 
I RS Commissioner as to whether or not the Commis
sioner chooses to terminate the taxpayer's LIFO 
election as a penalty for the violation. 

The William Powell Company decision (81-1 
USTC 11 9449) illustrates one taxpayer's success (or 
possibly good fortune) in avoiding termination of its 
LIFO election when it came down to "all-or-nothing" 
on this issue. This case, decided in 1981, involved 
what would have been tnE)termin.ation of a LIFO 
election made in 1973 becauseaqheend.of the first 
LIFO year, the taxpayer had issuednon-L1FO state
ments and then later made a LIFO election when it 
filed its tax return. 

In that case, the ,taxpayer recalled its previous 
non-LIFO statement$ and,m~pla~e,qt~.eissued LIFO 
statements to all the banks,cred.it()f;s!ali)dsl:1arehold
ers before the income tax return:.fQt;.th:~l.f.ir$t¥eanN.as 
filed. The taxpayer probably wouldhav~!f~$irtslJFO 
election if it had litigated the issue ir1theTaxCQurt, 
but the taxpayer chose to litigate this issueiri the 
District: Court in Ohio. 

The taxpayert0ak' th.s position that it had not 
"used" FIFOwithif1tt1~;lllea:Mil'lgof Section 472(c), Its 
position with respecttcf§~9ti.li,ln472(c)(2) was that 
non-LIFO ''workSheets'':W:~~~:~f:\~,~l,1sed for "credit 
purposes:" since the cr~if(~~~::.~~:~.~;'~xt~n~edp'rior 
to thedehvery of the workslti,~e.e.!;Qlstnct Court 
accepted the taxpayer's af-gume .' . ':t~ respect to 
Section 472(c)(1), Powell.bonte!ti .!:t~at use is 
determined at the time of thEfLIFQ!:~Iec:tibn.and that 

(Continued) 

this election need not be made until the taxpayer files 
its return. At the time Powell elected LIFO, it was no. 
longer using the FIFO statements, inasmuch as they· 
had been recalled prior to the election and LIFO 
statements had been reissued. 

The District Court, while agreeing that Powel.!'s 
activities seemed to violate the plain language of 
Section 472(c)(2), was hesitant to strictly apply the 
"plain meaning rule" in this case. The Court said that 
it is the general rule that the words of a revenue 
statute are interpreted "in their ordinary, everyday 
senses," and a rigid application of this rule would not 
be consistent with the Commissioner's ongoing inter
pretation of the conformity requirement. 

HOW SOME aUSINESSES GET AROUND 
THE LIFO CONFORMITY LIMITATIONS 

Many businesses using L1FO-especial/y pub
licly-heldcompanies reporting to the SEC-would like 
to redu.ce. . .taxesby reporting lower taxable income/ 
earnings in tax returns while at the same time report
ing higher earnings/more income to their sharehold
ers and creditors for financial and market valuation 
purposes. This can be done easily, thanks to loop
holes conveniently provided in the Regulations. But 
one has to know they are there. 

The Regulations allow taxpayers to legitimately 
avoid the intent of the conformity requirement by 
allowing them to use LIFO methods and sub-elec
tions in their financial statements that are different 
from those LIFO sub-elections and methods that are 
used in their income. tax return computations. That's 
right: Different LIFO methods may be used for 
book andfor tax purposes. Itis 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 financial statements (Le., 
those included in the financial reports and those 
inherent in the income tax returns) must report using 
LIFO methods. 

This allows some companies to use more pools 
... in onepase, several hundred more pools ... for 
finam::ial reporting purposes than for income tax 
purposes. Others use link-chain or link-chain, index 
(ddHar~vallle) methods to lower LIFO income for tax 
purpose~,··wllile·Jhey use double-extension (dollar
value)~.IFOn1ethOd~f.or:financial reports. Still others 
reconsttuctlongdist~l7lt·b~seprices for new items in 
their tax returnUFdcalcul.~tions while they price 
new Items at current oo$t iritheir financial state
ments. Thesecompani9s enjoy the best of both 
worlds without violating the fine print of the "confor
mity" requirements. 

see SPECIAL LIFO CHALLENGES, page 18 
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Based on the foregoing, we continue to'c!uestiOJil' 
the wisdom of the advice given , byW~nS~r~~t'~to 
dealer groups going public in connectionwiith;ter/iTilj:' 
nating their LIFO elections. How many miUionsof 
dollars of LI FO deferral tax savings have been thrown 
away needlessly in exchange for the perceived ben
efit of higher earnings per snare and hopefully higher 
market valuations? The significanHf not Draco
nian-penalties the investing marketplace e~acts from 
businesses that miss their earnings per share projec
tions by even a penny suggest that sacrificing real 
millions of LIFO tax deferral dollars "just for show" 
can be costly, if not almost unnecessary. 

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 conformity requirement for tax purposes. The 
Regulations are completely clear and unambiguous 
on this point. Although generally accepted account
ing principles may present some difficulties in this 
regard, the Income Tax Regulations clearly do not. 
OTHER CONCERNS: INSILCO & SECTION 472(g) 

For another example of how seriously the Trea
sury/IRS polices the LIFO conformity requirement, 
consider the origin of Code Section 472(g). This 
subsection was added because the IRS lost the 
Insilco decision in the Tax Court. This case involved 
a subsidiary using LIFO who reported to its parent' 
corporation using LIFO, but the parent corporation 
reported its consolidated earnings (which included 
those of the LIFO-user subsidiary) to its own share
holders on a non-LIFO basis. 

In upholding the taxpayer in Insilco, the Tax 
Court told the IRS that if it didn't like the result, it 
should get Congress to change the law. And that's 
exactly what the IRS/Treasury did! After its loss, the 
Treasury persuaded Congress to change the law 
(which itdid by adding subsection (g) to Section 472) 
so that taxpayers in the future couldn't get around the 
conformity requirement the way Insilco had. 

Section 472(g) provides that all members of the 
same group of financially related corporations shall 
be treated as one taxpayer for purposes of the 
conformity provisions of the Internal Revenue Code. 
For purposes of these provisions, affiliated groups 
are determined by using a lower 50% ownership 
threshold (than 80%). Furthermore, Section 
472(g)(2)(8) provides that any other group of corpo
rations which consolidate or combine for purposes of 
financial statements ... shall be treated as one tax
payer for purposes of the conformity provisions. 

(Continyed from page 17) 

CONCLUDING CONFORMITY WARNINGS 

The William Powell Company and the Insilco 
deCiSions ate the only recorded cases wheretaxpay
er$,cbMtested the IRS termination of :their' LIFO 
eleGtibns in court. The bottom line is that the IRS 
takE!S,~n;Qnhe$econformity requirements seriOUSly. 
Ontti~nyaudits, instead of aSsuming that the tax
payer hasicqmplied, the IRS asks for proof that 
financialsta~~·rTii~li1t~.at year-end were not in violation 
of theLlPO.confor'mity requirements. 

i '. ;".' 

The first.year of the UFO election isvery often 
the easiest one for the lRS .. to find .a conf~rmity 
violation in. This· is because by the time the election 
is "officially~'made'in the tax return many months 
after year-end;.thefinancial statements for the year 
are long gone out the door. 

In these situations, the IRS asserts that there is 
no statute of limitationspreventingitfrom inquiring as 
to a taxpayer's' compliahcewiththe conformity re
quirement ... and that the Servioe can look into this 
as far back as the iriitialLiFOelection year. Further
more, the burden'of proof is on the taxpayer~ot on 
the IRS-in these inquiries. 

The IRS pOSition is that there is no limit on its 
ability to go back to iIDk' prior year ... no matter how far 
distant ... to terminate a LIFO election because of a 
violation of any one Of the many Conformity require
ments discussed above. The IRS supports its argu
ment by reminding taxpayers that they have explicitly 
agreed to this result right on the Form 970 (in Part 1) 
that they included in their tax returns when they 
elected LIFO! 

The only exception to this is the IRS' uncharac
teristic and somewhat voluntary self-imposed limita
tion in 1 997 for certain retail auto and truck dealers. 
Consequently, LIFO users cannot be too cautious or 
careful in dealing with conformity matters. 

YEAR-END PROJECTIONS FOR 
STATEMENT CONFORMITY OR FOR 
INCOME TAX PLANNING PURPOSES 

Projections for statement conformity pur-
poses. When the pressure is great to issue the 
financial statements before detailed LIFO computa
tions can be made, the conformity req uirement should 
be satisfied by using a reasonable estimate of the 
change in the LIFO reserve in lieu of the actual 
amount. (Revenue Ruling 97-42 says so explicitly for 
auto dealers.) As mentioned previously, another 
alternative might be to use a different LIFO compu
tation methodology for the financial statements than 
the one used for tax purposes. 
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Projections for income tax planning pur
poses. It is unrealistic to attempt any serious 
planning for a business that uses LIFO without first 
projecting the change in the LIFO reserves for 
year-end. 

Make projections early. These projections 
should be made ,early enough so that management 
can consider not only the financial impact of what is 
likely to happen, but also whether legitimate steps, 
motivated by sound business reasons, can be under
taken to produce a result different from that shown by 
the projections. . 

One thing is certain: After year-end, it win be too 
late to change the results that might have been 
avoided by proper planning with aQequatetiming. 

Even if it is concluded that nothing can be done 
to avoid the LIFO reserve payback consequences, it 
is far better to know the extent of the impending "hit" 
so that other buffering actions can betaken, than it is 
to be caught entirely off-guard or without any idea of 
how large the LIFO reserve recapture is going to be. 

(Continued) 

PROJECTION MECHANICS 

Projecting year-end changes in LIFO reserves 
need not be too difficult nor time-consuming. Making 
these LIFO reserve change projections involves only 
two estimates: (1) the ending inventory level, and (2) 
the overall inflation percentage for the year. 

All other necessary factors are known at the time 
the projections are made because they are "facts" 
related to the beginning of the year: 

8eginning-of-the-year inventory expressed in total 
dollars. and in base dollars, 
8eginning-of-the-year LIFO valuation of the in
ventory" 
Method used for valuing current year increments, 
and 

Cumulative inflation index as ofthe beginning-of
the-year. 

The computation of the projected change in a 
LIFO reserve is made by plugging in the estimates of 
(1) the year-end inventory level and (2) the current 
year's rate of inflation or inflation index ... and then 
"working backwards". These steps are detailed below. 

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

(2) Divide the end-of-the-year estimated (or, if known, actual) inventory dollars by the year-end 
cumulative index-to determine the end-of-the-year inventory stated or expressed in base dollars, 

(3) Compare the end~of-the-year inventory expressed in base dollars with the beginning-of-the-year 
iriventory·sts'fed'inbase c;iollars to determine whether there is an increment or a decrement projected 
for the year, . 

(4) Value the projected incre'ment under the method already selected for valuing increments on Form 
970, item 6(a). 

Alternatively, if a decrement is projectedfi:)r the year,carry back the decrement (expressed in base 
dollarsr,a~flinst prior years' increments (also expressed in base dollars) on a LIFO or reverse
ChroJ'1olP9iqal~qrq~r basis. This means that the most recent/last layer built up is the first one 
eliminated, ~{n(:l':t~~. 'rrdry~ars' layers are eliminated in reverse-chronological order. In other words, 
a decremerltiri1\9$ •.•.........••... ·~Ii!~dback first against any 1998 iricrement, then against 1997, then against 
1996, then againstta~~;;;Y~!9iiii.lntil the entire amount of the 1999 decrement (expreSsed in base 
dollars) has been fuJlya¢CQ~:'~:t~;q;Jdr,IQsome instances, a decrement may end up being carried all 
the way back to the originalitirs'fLJiF():y,~~r base layer. 

(5) Ad<:tallt,h~ resulting layers of inventoiy~,tiMeiuespective LIFO valuations to get the end-of-the-year 
inveht~rY'$tated at its LIFO valuation, ." 

(6) SVbtra~f:;th,~:'~'ilging inventory at its L,IFP valuation from the ending inventory at its actual or 
estimate(!fcur,~~~~;non-LiFO cost to deterniine theprojectec;lllFO reserve as of the end-of-the-year, 

(7) SUbtraqtth~\;~P#u~f:UFO reserve as of:th~ begiMing-of;,the-yearfrom the projected LIFO reserve 
as of theeno+of~it:ie'Y~~r. The result determi8ec1'in this final step is the estimate of the change in 
the LIFO re~e:I\fe.fo~,tne.year. . 

(8) Reconcileandtpl'Dt/e}putthe projected changes to understand why the reserve is going up or down. 

see SPECIAL LIFO CHALLENGES, page 20 
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UNDERSTANDING WHY (PROJECTED) 
LIFO RESERVES GO UP OR DOWN 

Taxpayers using LIFO are often surprised when 
they find out that even though their year-end inven-
tory levels are projected to be lower than they were 
at the beginning-of-the-year, their LIFO reserves are 
expected to increase. And often these increases are 
very large. 

In many instances, the net change in the LIFO 
reserve for a year is the result of complementing or 
offsetting price and inventory investmerit payback factors. 

ng 

• Price increases .. .inflation. 

• Quantity increases, if a dual index method-
ology/approach is used. 

Downward influences .. . causing decreases 

• Price decreases ... deflation. 
• Decreases in inventory investment levellr

i.e., pay-backs of previously built-up LIFO 
reserves to the extent necessitated by the 
carryback of a current year quantity de
crease (referred to as "decrements") against 
increases ("increments") built up in prior 
years. But see the qualification below 
where negative LIFO reserves are involved. 

If year-end LI FO projections show that the dollar 
amount of the ending inventory (expressed in terms 
of base dollars) is projected to be lower than the 
beginning-of-the-year inventory amount (also expressed 
in base dollars), that means there is going to be a 
liquidation or decrement in a technical LIFO sense. 

However, that liquidation or decrement may not 
necessarily cause, or result in, any pay-back of some 
or any of the LIFO reserve at the beginning-of-the
year. Whether or not there is a "pay-back" depends 
on how the prior year layers were built up over time 
and how they were valued for LIFO purposes. 

For those who want more mechanical analysis, 
see: "Why Do Some LIFO Reserves Go Up Even 
Though Inventory Levels Go Down?" in the March, 
1992 UFO Lookoutand "Another Rebasing Example 
- With Proofs: Why LIFO Reserves Go Up Even 
Though Inventory Levels Go Down and Despite 
Rebasing Indexes to 1.000 in Between" in the June, 
1993 UFO Lookout. 

Also, for those who are interested in pay-back 
mechanics where negative LI FO reserves are in
volved, see "Strange ... But Explainable ... Results from 
the Wacky World of Negative LIFO Reserves," in the 
December, 1998 UFO Lookout. This article, with 
extensive supporti ng schedules, analyzes what might 

(Continued from 'page 19)' 

otherwise be unanticipated results where negative 
LIFO reserves are involved, and even' qualifies the 
generalization above that decreases in inventory 
investment levels cause or result in decreases in 
LIFO reserves. 

WORKING OUT OF ANTICIPATED YEAR-END 
UQUIDA nON OR DECREMENT SITUATIONS 

When a liquidation or decrement situation is 
anticipated,the starting point is to calculate the pay-
back potential frOm a, series of reduced inventory 
levels: In other, words, as the year-end inventory 
drops, how rnuch more (or less) is the LIFO reserve 
going to chan,g~,?,Th~$ecalc,ulations determine what 
the real UFO reqaptureivulnerability will be as the 
anticipatedcurr~nt-year's decrement is,carried-back 
on a UFO basis against the prior LIFO layers that 
have been built up over the years. 

This recapture potential will be differentfor every 
pool, si nce each pool has its owri history and charac
teristics. For auto dealers, this recapture impact will 
be different for the new auto pool compared to what 
it will be for the new light-duty truck pool. The LIFO 
re~erve repayment potential impact should be com
putedfor ~ LIFO pool and expressed as a readily 
understandable dollar amount. For an example of 
this type of succeSsive calculation, see "GM Dealers 
Low on LIFO Inventory May Face Stiff Recapture ... 
Planning May Lessen the Blow," in the June 1998 
Dealer Tax Watch. 

Armed with this diagnostic information, taxpay
ers anticipating a liquidation may be able to lessen 
the anticipated LIFO recapturein at least three ways. 
The second and third considerations below are dis
cussed in the June 1998, Dealer Tax Watch article 
referenced above. 

1. Manage inventory levels. Attempt to 
increase or "manage" the inventory level 
through transactions that might not oth
erwise have been considered, but which 
still have some degree of business justi
fication (other than solely attempting to 
minimize the impact of LIFO layer liquida
tions). 

2. Year-end change. If eligible, change to 
a fiscal year-end that is prior to the year
end expected to be adversely affected by 
the significant inventory reduction. 

3. Switch to the BLSIIPIC method. Con
sider changing to the BLS/IPIC method 
under the recent changes ... and expedi-
tiouS consent procedure ... available in 
Section 10.04 of the Appendix to Rev
enue Procedure 98-60. 

~Ph~m~~~~~~n~g~Or~R~~~rim~in~gW~n~hO~~~p~erm~iS~SI~on~Is~p~rO~hb~he~d~~~~~*~~~~~~~A~Q~U~~~~~IY~~~da~le~O~IL~F~O~'N~~~S~.V~I~~~~d~ld~e~ 
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If a business using LIFO is trying to avoid a 
significant year-end reserve reduqtion, steps to in
crease the inventory level should be completed and 
documented before year-erid. These actions Should 
be considered only if they make sense from a busi
ness standpoint, after considering cafryingcosts, 
insurance, expected ability to sell the additional 
inventory and the possibility of challenge by the IRS. 

Despite cautions that inventory purchasing deci
sions should be based' on sound business judgment 
and not solely on the desire to reduce proJected LIFO 
pay-backs, some taxpayers maystiIJ.wishto pursue 
more aggressive strategies and to take their chances 
in this regard. 

As discussed in the next secHon, the IRS has 
been successful in challengingtransactiol1slhatap
peared to be motivated by'thedesiretoavo'idUFO 
recapture impact. In these cases, the IRS ignored 
the last-ditch efforts that resulted in inventory on 
hand atyear-endwhicrwas, not mn,tend~d to be sold 
or placed in'the norm.al;fnveiitory'rihannels." 

Ideas dealersmightc~nsider'iifaced with 
sign;ficantprojecteddec~m~l1ts., A deal,er might 
attempt to increasB:or "mc;mage"tHeY.ear-end inven
tory level by considering som.e, tran§actions that 
otherwise would not have entered his mind. these 
may be ratiohalizedunder the "Nothing ventured, 
nothinggained"generalitation. HOWever, they may 
not necessarily be justified it the I RS digs deeply into 
them and seesthem as motivatecl'solelyby liquida
tion-avoidance. Therefore; th'ese strategies should 
be regardedby dealers an('Nhei,r\a:cl~(:isor.s'as aggres
sive and not withOut thelikellhoo,p'of'cMallenge by the 
IRS. They are only generalized here, and they 
should be carefully and more fUlly evaluated by the 
dealer's advisors before any further.actionis taken. 

1. After determining which pool (new automo
biles or new light-duty trucks) has the greater LIFO 
repayment potential"a dealer may simply try to have 
more inventory dollars in'the pool with the greater 
repayment potential; 

In other words, if the dealer can have only 
$1,000,000 worth of inventory, if the LIFO repay
ment payback potential is 30P/o on the dollar in the 
new automobile pool and 60% ori the dollarin the new 
light-duty truck pool, the dealer shduld try to have 
more inventory dollars at year-end in the new light
duty truck pool than in the new automobile POCilI. 

2. Attempttopurchase new vehicles of other makes 
(for resale to retail customers) to put into inventory. 

Under the Alternative LIFO Method, all new 
automobiles, regardles~ of manuf,acturer, including 
those used as demonstrators, mustbe included in a 

(Continued) 

dollar-value LIFO pool, and all new light-duty trucks 
regardless of manufacturer, must be included in: 
another separate LIFO pool. Thus, the Alternative 
LIFO Method would appear to contemplate all new 
automobiles being placed in one pool, regardless of 
manufacturer. Accordingly, a GM dealer who has 
other non-GM franchises in the same selling entity as 
the GM franchise(s) mighttry to stock up on the non-GM 
new vehicles to the extent possible. 

3. Similarly, a dealer might simply attempt to 
purchase (for retail sale) some very expensive makes 
(Lamborghini or Rolls Royce) and putthem in the new 
automobiles pool. ("A few will do.") Does a dealer 
have to .havethat franchise to sell those vehicles? 
What about creating a specia~ joint venture, or flow
through type entity with another franchised dealer? 

How far can the "retail resale" aspect be pushed? 
Will thispass muster with the IRS? One cannot be sure. 

Caution: Section 4.02 of Revenue Procedure 
97-36 does contain some troublesome language 
relating to LIFO pools. It states that "for each 
separate trade or business, .. all autos, regardless of 
manufacturer: must be placed inane pool. No one 
really knows what "for each separate trade or busi
ness"really means, and the IRS has yet to define or 
explain it. If these words don't mean anything, why 
are they there? Might the IRS assert some special
ized interpretation for this term under these circum
stances? 

In TAM 199911044, the IRS gave some indica
tion of its interpretation of the ''for each separate 
trade or business" language. In this TAM, the 
National Office allowed an auto·dealer to keep all new 
autos in one pool and all new light-duty trucks in a 
separate pool, even though that dealer was involved 
with two manufacturers, five franchises and three 
locations, all of which were in the same city. For more 
on this TAM, see "Automobile Dealer with Multiple 
Franchises & Locations Can Use One Pool for all 
New Cars," LIFO Lookout, June 1999. 

4. A dealer might actively seek out another 
dealer with less of a LIFO recapture impact potential 
and attempt to purchase inventory from that dealer, 
perhaps paying a "premium" or offering that dealer 
some other considerations for. that inventory that 
makes the transaction economically attractive to 
both parties. 

5. Dealers with multiple franchises in different 
entities should make similar LIFO recapture impact 
calculations for all their LIFO pools in all entities ... to 
determine whether a shiftipg of inventory from one 
entity to another, if feasible, might create a favorable 
recapture-avoidance result. 

see SPECIAL UFO CHALLENGES, page 22 
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6. Finally, a!though it may seem heresy, a 
dealer might consider not closing sales untilattert/le 
end of the year. For some dealers, what they hope 
to realize in gross profit and potential customer 
loyalty may be smaller than the real dollar outflow that 
definite/ywill result from the reduction of inventory by 
sales which will definite/ytrigger the LIFO recapture. 
Some dealers may simply be unable to make the right 
decision on this. . 

SOMETIMES THE EVER-VIGILANT IRS 
REVERSES YEAR-END 
·L1QUIDATION AVOIDANCE MEASURES 

In 1996, the Tax Court observed that taxpayers 
often "desire a higher bas9:-y.ear cost ofendihg. 
inventory in a given year to avoid liquidating a LIFO 
layer, causing a match of historical costsag1ainst 

'current revenues" (see £. W. Richardson, T~x.court 
Memo Decision 1996-368). The .court's observation 
was made in the context of three other cases and 
Revenue Ruling 79-1 BB. All of these collectively 
stand for the proposition that the IRS may succesS
fully overturn and even penalize year-end inventory 
transactions that are solely LIFO-benefit motivated:.· 

1. Ingredient Technology Corporation ($9· 
Crest Corporation, 83-1 USTC 9140, January 5, 
1983). Tax fraud convictions by means of LIFO 
inventory overstatements. . . 

2. Illinois Cereal Mills, (86-1 USTC 9371 af- . 
firming T.C. Memo 1983-469, Dec. 40,342(M), 46 
TCM 1001, August, 1983). Legal ownership of the 
goods did not justify incl.usion in thetaxpayer's inven
tory because the taxpayer did not intend to use the 
corn in its milling business. 

3. Ballou and Company, Inc., (85-1 USTC 
9290, U.S. Claims Court, No. 247-82T; March 29, 
1985). The Court upheld the I RS' removal of year-end 
gold purchases from LIFO inventory calculations 
because the IRS adjustments removed only the 
amounts of gold that the taxpayer had purchased in 
order to temporarily inflate inventory levels solely for 
income tax/LIFO purposes at year end. 

Revenue Ruling 79-188 can be given a positive 
spin and interpreted to indirectly suggest some plan
ning considerations: 

1. Attempt to document that sales during the 
year are at levels thatjustify the purchase of year-end 
inventory levels in the ordinary course of business. 

2. It helps if the ir]ventory acquired at year-end 
can be sold to regular customers in due course or to 
a third party, rather than back to original supplier. 
This.helps to avoid the "cast" as a resale. 

(Continued from page 21) 

3. The inventory aeqlJired at year-end should 
be paid for befor:e its subsequent sale, again in an 
effort to demonstrate an intent to receive and use the 
goods in t/:1e ordinary course of the bus.iness. 

4. The specific mechanicsoftakifilgpossession 
and titleprior toreseUing the inventory sh(1)uldalso be 
considered. But note,. even doing all this legally did 
not stop theiRS in Illinois Cereal Mills. 

TAM 984700Sprovidesmorerecentevidence of 
how closely tne IRS scrutinizes year~endinventory 
levels and transactions. 'Inlthis case, theIR$con
cludedthatan;affiliated.group had engaged in .inven
tory-level mBnipula'lion,statitilg : "'Fhe Group simply 
used Y (one affiliated mertltJer) as a purchasing and 
holqiogCOq1p.anyso thatitpo,uld 'rqap.lpulate the 
quantity,of.g().opsin ks.,(an,otneIaffi1i~,t~rnember) 
ending inveJ)tol)', thereby artificially inflatIng X'scost 

. of good sold ... Thi$purchasing arrangement was 
designed to artificial!y reduce the Group's taxable 
income and avoid ta~es;. it had no .independent 
purpose ... Although papers were drawn up to place 
formal ownership with Y,the objective economic 
realitJ~S'ilidicat~'thafX'hadeffective command overthe 
Y pl.lrbhas~~'i Ad6cirdingty,.th~ ·IRSNational Office 
condbdedthat X was the bwner otthe Y purchases 
and should have included them inits inventory. 

In this TAM, the IRS pursued the adjustment to 
correct theyear-erid inventory levels through the 
Group's corp9rate restructuring, holding that (1) X's 
method. of accounting for the Y purchases carried 

. over to the ta}(p~yer9reatedinthe.merger process, 
(2) the treatrnentot,tM~ puncha$esininventory con
stituted an unauthorized change in method of ac
counting, and (3) corrections could be made by 
changillg the new taxpayer's method of accounting 
and making adjustments pursuant to Section 4B1 (a). 

A WAR,N.ING, AaOUT AG,GRESSIVE 
VEAR-END,INV,ENTORY P[.ANNING 
Any LlFOtaxpayeraggressivelyplanningto avoid 

year-end LIFO layer liquidations should realize that 
even satisfying the apparent "boundaries" set forth in 
Revenue Ruling 79-:188 and these other cases may 
not be enough. Taxpayers' year-end transactions 
may not prevail if year-end purchases are structured 
to involve subsequent re-sales back to the same 
source shortly after year-end or just to otherwise look 
good on paper. 

More recently, Letter Ruling 9847003 indicates 
that the IRS arguments are potentially more sophis
ticated and strengthened whenever the IRS brings 
Section 481 (a) into the evaluation. The IRS' re
peated use of the term objective economic realities 
may open the door to many subjective disputes. * 
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Tax Court (Continued from page 6) 

In LTR 9644027, the IRS held thattherewould be cussed at length in the December 1996 LIFO Lool:c-
no LIFO recapture upon the conversion of several out, and it identified the taxpayers involved there as. 
dealerships to limited. liability company status. This automobile dealerships. . 
involved Section 721 partnership contributions under The IRS National Office, in L TR 9644027, seemed 
which neither a partnership nor any of its partners to place strong reliance on (1) the expectation that 
recognize gain or loss when property is contributed to the success of the motor vehicle dealerships de-
a partnership in exchange for a partnership interest. pended largely upon the effectiveness ofthe general 

In Letter Ruling 9644027, the taxpa¥ers contrib- manager and (2) the belief that vehicle manufactur-
uted assets to each LLC in exchange for a member- ers commonly insisted that general managers be 
ship interest in that LLC. After the formation of the allowed to acquire an incentive ownership interest in 
LLCs, the taxpayers who contributed th e net assets the deal€lrships they manage. The taxpayer's "need" 
of the dealerships remained in existence and main- to a-ccommodate the manufacturers on this point 
tained a majority ownership interest in the profits and may have been given more weight in Letter Ruling 
capital of each LLC. Letter Ruling 9644027 is dis- 9644027 than it might warrant elsewhere. * 
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MERCURY 

NEWAUTOS· POOL #1 
tol.JGAA 
GIWIl MAroUIS 
SI8..E 

TOTAL NEW AUTOS 

I£N UGHT.IlJlYTRUCKS -POOL #2 
r.ntIT~NEER 
V1.I..m 

TOTAI..~L"'TRUCKS 

TOTAl:.MERCURY 

MlTSUBISHI 

NEW AUTOS- POOL 111 
ow.wm: 
EClIPSE 
G.&LA.NT 
MIRAGE 

TOTAL NEW AUTOS 

NEW UGHT.I)lJTYTRUCKS· POOL #2 
MOOERO 
MONTERO SPORT 

TOTAL I£N L-D TRUCKS 

~ TOTALMITSUBISHI 

W 
<D 
3 
0-
~ 
I\.) 
o 
o o 

I\) 
<0 

a 
:;' 
\0 

~ a
s 
"tl .. 
3 
~. 

o· 
::I 

;;; 
"tl g. 
g, 
~ 

~SSAN 

NEW AUTOS· POOL #1 
,6lTIMA. 
MA.XlMA 
SENTRA 

TOTAL NEW AUTOS 

NEW LIGHT.IlJlYTRUCKS • POOl 12 
FRONTIER PICKUP 
PATHANDER 

INFlAllON ESTIMAlE REPORT BYMAI<91OIlELPOOI 
DEALER COST FOR THE YEAR EMlED 12131~ 

NEWIlEMSATCURRENTcoST -LE., t«>INFlATION 

2 
4 
5 

1 
o 
o 

Lf.fW'ooNi;: 
~;TPRlcE ;. 

3 3),481' ~,321 51,781 
4 B8,231 91,074 
5 93,717 . 00,[6 

11 12 212,435 20,321 239.660 

30 
3 0 

6 

17 

3 78,048 
3 67,466 

145,514 

00,081 
69,016 

149,097 

18 357,949 20,321 388,757 

DECEMBER 19, 200l 

973 1.92% 
2,643 3.22% 
3,008 3.m 

6,0004 2.97% 

2,033 2.00% 
t,!BJ 2.3)% 

3,583 2.46'10 

10,487 2.17'1,' 
========= = 

13 

o 
7 

o 
8 
o 
o 

2 48, 111 E,945 
16 144,f.!l9 182.~ 119,717 
5 94,057 94,973 
8 ~459 103,571 
- --
31 392,226 182,256 574,316 

2 2 ro,611 ro,611 
3 10 174,752 73,013 2i2, 111 

12 17~752 133,643 312,741 

(2,166) 
2,002 

916 
(1,888) 

(4.!'1J)% 
0.88% 
0.97% 

(1.79)% 

(27~ (0.05)% 

o 0.00% 
4,346 1.75% 

~346 1.41% 

~ 13 43 566,978 315,899 886,947 -~070 0.46% 
= === === == ==== == = 

7 
5 
o 

12 

;:u 
o 

12 
8 

7 113,751 
7 106,ln 
7 

21 231,107 

32 331,3)) 
8 

113,751 
49,133 1$,392 
OO,I~ OO,I~ 

139,253 360,263 

251,axJ $3,036 
212,5$ 212,5$ 

o 
003 
o 

903 

10,640 
o 

0.00% 
IJ.58% 
0.00% 

0.25% 

1.83% 
0.00% 
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auesT 
XTERRA 

TOTAL NEWL-D TRUCKS 

TOTAL~SSAN 

OlDSMOBILE 

NEW AUTOS· POOL#! 
PLERO 
NJRORA 
ItrrOOJE 

TOTALNEWAIITOS 

NEW UGHT.IlJlYTRlJCKS -POOL #2 
BRAVAOA 
WKlUETTE 

TOTAL NEWL-DTRIJCKS 

TOTAL OlDSMOBILE 

PLYMOUlli 

NEW AUTOS· POOL t\ 
NEON 
PRaM.ER 

TOTAL NEW AUTOS 

NEW UGHT.ouTY TRUCKs -POOL #2 
GRAHl VOYAGER 
VOYta:R 

TOTAL NEWL-D TRUCKS 

roTAL PL YMOUlli 

I()NIlAC 

NEW AUTOS· POOL #1 
BONNE\olli 
AREBIRO 

INFlATION ES11MAlE REPORT BY MAK6ttfOIWIooi. 
tEALER COST FORM YEAR EtaI) 11I3UlO 

NEW ITEMS AT CURREN7 COST -LE., t«> IN'LATION 

3 65,888 
9 178,997 

ftJ,637 
183,673 

32 20 52 576,191 463,645 \055.'J1 

44 29 73 796,298 602,89B 1,416,164 
=== 

8 
o 
3 

11 

o 
2 
o 

8 134,970 
2 
3 65,700 

141,9E 
00,578 00,578 

9j,849 

2 ' 13 3IO,7S1 59,S78 2S8,373 

o 2B,[6 28,743 
o 77;A4 80,~ 

, .~ ~m 

15 17:JJ6,a 59,578 377,136 
=== == === -===== ====== 

2 
2 

3 
5 

o 
o 

o 
o 

=== 

o 
o 

11,499 
ll,!182 

51,381 

41,515 
'1l$l1l 

11,729 
41,270 

52,999 

42,2!Xl 
lI,9I9 

, • 79,343 81,219 
--'--

13),724 134,278 
=== ==== ======= 

3 75,ftJ6 78,265 
5 114j41 115,E 

DECEMIlER 19, 200l 

7~ 1.14% 
4,676 2.61% 

16,065 1.54% 

16,968 1.21% 

6,976 5.17% 
o o.flO'!(, 

1,(&1 1.63% 

8,045 109% 

'BI 
2,476 

2,713 

10,758 
=or 

0.83% 
119% 

2.56% 

2.94% 

2ll 2.flO'!(, 
1,l11 148% 

1,618 115% 

775 1.87% 
1,161 107% 

1,936 

3,554 

2:;m.. 
618 

2.44'10 

2.72% 

143% 
0.54% 
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ItflATlONEmAAlE REPORTBY~ 

DEALER COST FOR lIE YEAR ENDED 12J'.1WO 
leV IlEMS AT CURRENT COST • LE. 00 ItflATION 

DECEMBER 19, am 

.BOOYSrru; 
.•.. , .•. :;,=T\ftI;;;!'T~:";,~~6:li~; .. 1 ,~-;:,ztJ·~~;_ 

.GIWlO.AM 
GRAl{)PRlX 
SUNA~ 

TOTAl. NEW AUTOS 

NEW UGHT.QUrr TRUCKS· POOl #2 
AZTEK 
MONT.ANA 

TOTAl.NEWl'()TRUCKS 

TOTAl. PONTIAC 

PORSCHE 

NEW AUTOS· POOL 111 

911~ 

BOXSTER 

TOTAl. NEW AUTOS 

TOTAl.PORSCHE 

ROllS ROYCE 

NEW AUTOS· POOl 111 
BENll.EY 
RaJ.S-ROYCE 

TOTAl. NEW AUTOS 

TOTAl. ROllS ROYCE 

SAAB 

NEW AUTOS· POOlti 
9.3 SERIES 

8 0 . 133,757, 111,722 2,!Ji5 2.17% 
4 1 84,078 la624 l(E,311 2,6'Jl 2.57% 
3 0 41,075 41,533 458 1,12% 

23 

o 
2 

25 
= 

8 
4 

12 

12 
= 

10 

11 

24 452,317 1~624 480,218 

2 41,!Bl 41,9ffi 
10 42$l2 210,~ 2!Xi,2i2 - --
12 42,572 252,941 298,241 
- --
36 494,889 271,565 ~459 
==== 

10 516,644 194,948 71aS)) 
4 100,922 161,631 
- --
14 676,566 194,948 8!l,238 

14' 676,566 194,948 880,Z!8 
=== ===: ===== ===== 

o 0 0 
000 

o 0 
= === == ===== = = 

7 lBa333 33,955 227,<198 

9,277 

o 
2,728 

2,728 

12,005 

7,~ 

1,716 

,724 

1.97% 

0.00% 
1.08% 

0.92% 

1.57% 

0.98% 
1.1l7% 

1.00% 

,724 1.00% 

== 

o 
o 

- 0 
== 

2,210 

~A% 
~A% 

WA% 

0.00% 

0.98% 
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9.5 SERIES 

TOTAl NEW AUTOS 

TOTAlSAAB 

SAlURN 

NEWAUTOS·PODl'l 
LS 
LSI 
LS2 
LW1 
LW2 
SCI 
SC2 
SL 
SLI 
SL2 
SN2 
SliP 

TOTAlIeVAUTOS 

TOTAL SAlURN 

SUBARIJ 

NEW AUTOS ·POOl#! 
IMPREZA 
LEGACY 

TOTAl.NEW AUTOS 

NEW UGHT.oUTYTlIlCKS· POOL #2 
FORESTER 

TOTAl. IeVl'() TRUCKS 

TOTAl. SUBAR1J 

SUZUKI 

IeVAUTOS·PODlll1 
ESTEEM 

ItflATlONESl1MATEREPORTBY~ 
DEALER COST FOR lIE YEAR ElflED 17J3UJO 

NEW IlEMS AT CURRENT COST • I.E, 00 ItflAlION 

DECEM3ER 19, am 

W~[;i~',;;=-'~il'=~;1',=i_;;~~:,m-:~-<= 

11 

11 
= 

2 
2 
1 
1 
1 
2 
2 
1 
2 
2 
2 
o 

18 

18 

6 167,2'.l) 'JI,rm 211,002 

13 355,S53 7~764 438,500 

2 13 355,553 74,764 438,500 
===== 

o 2 27,1IJ.l 26$ 
o 2 ll,!ill 1l,581 
o 1 17,m 17,lil 
o 1 16,763 16,763 
o 1 19,010 19.010 
0' 2 22f1JJ 22,'I:B 
o 2 27,100 27;f1O 
o 1 9~ 9,619 
o 2 <lJ,ll! 3),732 
o . 2 Z!,1~ Z!,1~ 

o 2 25,613 <5,613 
o 0 

o 18 .~, - --
18 240,243 Zl9,951 

=== = === -=== ===== 

12 0 12 1$,628 198,002 
16 6 22 339,726 134,498 476,6 

--' 
28 34 536,354 134,498 67~541 

2 6 79,008 44,003 12~a;1 

.-.--
4 6 79,0911 44,063 '12~061 

32 a f) 61~~ 178,5&1 798,602 
= = == ===== ======-

10 o 10 111,478 141,3l6 

5,973 2.91% 

,183 1.90% 

~183 190% 

(910) (l33)% 
o 0.00% 

f,Bl) (3.18)% 
o 0.00% 
o 0.00% 
o 0.00% 

870 321% 
113 147% 
o 0.00% 
o 0.00% 
o 0.00% 
o t¥A% 

~ p.l2)% 

~ P.12j% 

1,454 0.74'.4 
2,2lj 0.47% 

~. G.55% 

!m 0.73% 

!IXI 0.73% 

4,589 0.58% 
=====0 

1,728 124% 
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Nl.AllONESTIMAlEREPORTBYIIW<5frIOIlElAI INFlAllONESTIMAlEREFORTBY~ 

l? ~ DEALER COSHOR nElEAR am 1213U1O IlEAI.ER COST FORnElEAR am 12I3UIO 
;!'l ~ lEW ITEMS AT CURIBT COST .LE, tONl.AllON t£W1TEMS AT CURRENT COST .lE, to Nl.AllON 
:~fc .! 
11>- _ -§: 
~: !!l 
(8" CD 

.~' ~ SWFT 4 0 37,314 38,005 151 2.01% P~TI2 4 16 ~ 1O!,041 1IIJ1j1 3,824 1.00% 

$; . if TOTAL IlW AUTOS 14 0 14 176,792 179,211 2,419 lA1'!. TOTAL IlW AUTOS 59 13 72 1A 164 213,4«1 1,352,059 (545) ~ 
e ~ 
"'"I:.:: t£WUGHT.oortTRUCKS.POOlIl IEWUGHT.oortTRUCKS.POOll2 
~- i f GlWl>VlTAAA 10 ' 0 10 187,ll2 188,614 1,312 0.70% El.ro.'Nl 0 0 0 0 !fA% 
: !1l VlTAAA Zl 0 Zl 313,715 318,6 4,711 1.51% 

P ~ TOTALtftL.oTJllCKS O. 0 • IfA% 
Z f TOTALIEWL.o TRUCKS ",,,, !m1,011 ~,050 6,039 1.21% 

~'" ; ,TOTAL \OOmVAGEN 59 13 72 1A164 213,,,,, 1,352,059 (545) fJ.04)% 
" TOTALSUZUI<I 44 44 ,rrT/Il3 , &86,321 8,518 1.2&% = = = ===- =-== ==== 

=== === === =-==-= ===== =====- ==== 
VOLW 

TOYOTA 
NEW AUTOS·POOUI 

t£YIAUTOS·POOLIt -, 41 SERES 2 0 2 ~668 E,IZl I,G 113% 
AVIWI' 4 0 4 96,233 100.154 3$l1 4.07% Ii) SERES 0 3 3 82,814 82,814 0 0.00% 
CNIR( 12 3 15 7l9,rQ8 15,276 lUil 4,347 1.C% 70 SERIES 2 4 6 81,2K1 m,e 211.1$ UO 1.14% *'.-, -,,' C8XA 4 0 4 68$l5 70,7!B 2,IIl 111% 8ISERES 2 1 ' 3 7O,lQi 4.\5'22 116,&i4 2JB 2.61% 

. - CORruA 0 6 6 7Wi 7Wi 0 0.00% 

-". EOD 4 0 4 1I,1BI 41,076 978 2.Sl% TOTAL IlW AUTOS 6 8 14 195,123 2!13;831 -.743 6,7111 1.51% 
. - t.R! SPYOER 0 1 1 21,342 21,342 0 0.00% __ 

PRIUS 0 1 1 18,793 18;793 0 0.00% TOTAL VOLW 6 8 14 195,11J 251,831 455,743 6,7111 1.51% 

TOTALt£WAUTOS 24 11 35 432,934 187,617 631,9:11 11,319 1.83% = === === ~ ===== -= 

IlW UGHT.ourtTRUCKS • POOl 12 
"'D 4fUf.fR 4 0 4 1(8,910 113,150 4,8«l 4 .• 
[ L6Hl OOSER 1 0 1 ~713 46lII 2f£J 5.87% 
g RAV4 0 4 4 63,982 63,982 0 0.00% 
~. SEQIXlIA 0 4 4 13),070 13),070 0 0.00% 
,~~ 3 0 3 66,623 69,744 4,121 628'4 
; TACOMA PICKUP 13 4 17 1f6,BJ) 69,665:£l,9016 7,481 2.92% 
~ n.t.alA 11 0 11 215,944 'lll$J ,11,28l 5.23% a 

. ~. TOTALIlWL.I)TRUCKS 32 12 44 6211,. &,717 915,005 31,298 3.42% 
o ~ 
~,~ TOTAL TOYOTA 56 1J 79 1,D53,924 451,334 \M,935 41,677 2.71% 
CD " === === === -=-= =====- =====- ===-3 ~ 
tT 3 

~ [ IIOI.KSWAGEN 
I\) g 
o -0; IlW AUTOS· POOl It 
o g. BEETLE 14 0 14 231,424 231fIB 184 o.a!% 
w II ~ CoAIR) 4 2 -6 81,948 41,664 11&.m (5,614) (4.58)% 
.... 0. Ga.F 13 4 17 Zl4~ 70, 1!1i 215.421 Zi3 0.01% 

.ETTA 16 3 19 281,BJl 53,549 ~ 165 IDI 024% 
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